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Review of macroeconomic developments

2012 112013 %
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 33380 35170

Industrial output (compared to the same period the year before) -7.1 33

Forestry (compared to the same period the year before) -13.6 8349

Construction (compared to the same period the year before-measured by effective working hours) -9.2 33.0
Employment

Number of employed people (december) 167,484 167,738

Number of unemployed people (december) 31,168 32,986
Inflation rate (compared to December the year before)

Consumer prices compared to the year-end 5.1 33
Average salary (without taxes and contributions) 487 484
MONETARY DEVELOPMENTS (EUR million)

M11
Total deposits 1,980.7 1,999.3 0.9
Deposits by economy 526.5 5254 -0.2
Government deposits 87.0 935 7.5
Central government 404 57.1 41.2
Institutions and agencies of central government 17.6 59 -66.7
Funds and municipalities 289 305 54

Deposits by financial institutions 754 752 -0.3

Deposits by households 1,1468  1,165.0 16

Deposits - other 1450 1403 -3.2
Total loans 23420 24902 6.3

Loans to economy 9123 1,013.8 1.1

Loans to government 100.1 104.0 38

Central government 46.1 503 9.1
Institutions and agencies of central government 0.8 32 3144
Funds and municipalities 533 50.5 -53

Loans to banks and financial institutions 450.7 4384 -2.7

Loans to private citizens 809.1 865.5 7.0

Other loans 69.7 68.5 -1.8
MONEY AND CAPITAL MARKET
Turnover in stock exchanges (EUR million)** 327 36
Montenegro stock exchange
Stock exchange indices

MONEX20 9,849.92 969331 -16

MONEX PIF 344184 290313  -157

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 547% 3.23%

Average interest rates on 182-day T-bills, last recorded 3.48% 3.29%

FISCAL DEVELOPMENTS (EUR miillion)**

Current incomes*** 1,297.7 2433
Expenditures*** 1,430.8 2984
Surplus/deficit -133.1 -55.2

Public debt without debt of public enterprises (in EUR million) 1,295.0 1,3354 3.1
Foreign debt without debt of public enterprises (in EUR million) 404.5 420.3 39
EXTERNAL DEVELOPMENTS**

Current account balance (EUR million) -587.6 -192.2

Trade balance -1,389.2 -2583

Balance of services 612.3 6.6
% of trade deficit/other balances coverage 577 256
Current account balance in % of GDP -17.6

* Estimated by Ministry of Finance
** Data for the periods |-XI1 2012 and |11l 2013
*** Current revenues and expenditures of the Budget, State Funds and local governments






MACROECONOMIC ENVIRONMENT IN MONTENEGRO IN Q1 2013

High economic growth was recorded in Q1 2013. The estimated growth rate amounted to some 4.5%.
These positive growth rates were partially the result of low basis in the same period of the previous year
as a result of bad weather conditions, thus the statistical “base” effect affected the high growth. This
means that such high growth would not be realistic to expect during the whole year, and the more pre-
cise forecasts should be given at the Q2 end.

In Q1 2013, industrial output, construction, forestry and one segment of transport increased. The analy-
sis of economic trends in Q1 2013 shows encouraging increase in exports, decrease in exports and con-
sequential decrease in current account deficit.

The banking sector is sound, although some risks still remain. In Q1 2013, the banking sector was most-
ly vulnerable to credit risk, which is evident in continued assets quality deterioration.

Other segments of economy are also facing risks. High fiscal deficit, assumption of a part of guaranteed
debt by the state, high level of real sector illiquidity, high interest rates and slow recovery of the most
important external trade partners remain potential vulnerabilities in the upcoming period.

Annual inflation rate in March amounted to 3.3%, and to 0.5% relative to the previous year end. An-
nual inflation as at Q1 2013 end was significantly lower than the annual inflation in December 2012,
yet still above the inflation rate recorded in the EU and EMU. The highest annual growth was recorded
in prices under clothes and footwear and housing, water, electricity, gas and other fuels by 8.4% and 5%,
respectively. Prices under food and non-alcoholic beverages also recorded high increase in prices (4.7%).

In Q1 2013, industrial output recorded a y-0-y growth amounting to 3.3%. Electricity, gas and steam
sector recorded the production increase of 66.3%, while mining and quarrying and manufacturing in-
dustry sectors recorded respective declines amounting to 6.7% and 34.5%.

According to available Monstat data, the number of visitors to Montenegro amounted to 53.5 thousand
in Q1 2013, or 7.3% more than in the same period of 2012. The number of domestic tourist arrivals de-
creased 11%, while the number of foreign tourists grew 14.3%. Some 190.6 overnights were recorded,
or 2.1% less relative to Q1 2012. The number of domestic tourist overnights decreased 16.3%, while the
number of foreign tourists overnights grew 3.5%.



Data on transportin QI 2013 vary depending on sectors. Relative to Q1 2012, road passenger and freight
transport decreased, while railway passenger and freight transport increased. Air passenger transport
recorded increase while and air freight transport decreased, as well as the turnover in ports.

Forestry recorded y-o-y output increase of 834.9%." According to Monstat data, construction measured
by effective working hours grew 33%, or 5.7% measured by the value of performed construction works.

The application of International Accounting Standards started in Q1 2013. The project of implement-
ing IAS 39, started in 2012 and it included the application of new legislation. The implementation of
amended legislation enabled application of IAS in valuing banks’ financial assets with prudential filters
set by the supervisor. The most important amendment referred to introducing accounts for recording
value adjustments for on-balance assets items, new definitions of financial instruments and reclassifica-
tion of balance items pursuant to the IAS.

Total capital of banks amounted to EUR 396.3 million as at end-March 2013, or EUR 107.6 million or
37.3% more than at the 2012 year-end, and 30.6% more relative to March 2012.2 Liquid assets amounted
to EUR 381.9 million. Total banks’ assets and liabilities amounted to EUR 2,888.9 million as at Q1 2013-
end. Deposits in banks grew 0.9% relative to December 2012, and they recorded y-o-y growth of 11.5%.
Loans amounted to EUR 2,490.2 million in March 2013, recording a 6.3% growth relative to December
2012.

In Q1 2013, Budget of Montenegro ran a deficit amounting to EUR 59.7 million or 1.7% of estimated
GDP. In Q1 2013, according to Ministry of Finance data, Montenegro’s public debt amounted to EUR
1,755.7 million or 50% of estimated GDP for 2013. External debt (76.1%) accounted for the main share
in the structure of total debt while internal debt made up to 23.9% of total debt. Issued state guarantees
levelled to EUR 379.6 million, or 10.8% of the estimated GDP, i.e. 21.6% of the public debt. This amount
is still acceptable; however, its upward trend in the past few years is unsettling. The materialisation of
this risk poses additional pressure to already burdened public finance. On the other hand, the servic-
ing of public debt becomes more expensive in the conditions of the economic crisis, deteriorated fiscal
parameters and bad economic perspectives.

In Q1 2013, current account deficit decreased 18.8% relative to Q1 2012. According to preliminary data,
current account deficit amounted to EUR 192.2 million. The reason for such current account trends was
the decline in external trade deficit by 13.6%, resulting from the export increase and the simultaneous
import decrease. The export increase was mostly the result of electricity export, while the same period
was characterised by aluminium and steel and iron export decline.

Although external trade deficit decreased during the reporting period, it was not the result of export
competitiveness. Therefore, one of key priorities of the economic policy should be decline in the current
account deficit and external trade deficit by fostering output in industries with export perspectives.

! High growth rate was the result of low basis from Q1 2012, when bad weather conditions resulted in extremely low output level.

? Increase in banks’ capital was mostly the result of banks’ recapitalisation, and largely due to the implementation of the Inter-
national Accounting Standards (IAS).



Net FDI amounted to EUR 65.5 million in Q1 2013, or 2.2% less than in the same period of 2012. Total
FDI inflow amounted to EUR 81.6 million, of which inflow from intercompany debt and investments
into real estates accounted for 49.9% and 45.2%, respectively.

The average number of employees in Q1 2013 amounted to 167.496 and it was 3.5% higher than in the
same period of 2012, while the number of employees in March 2013 was 0.2% higher relative to De-
cember 2012. Most of sectors (sixteen out of nineteen) recorded increase in number of employees and,
observed by individual sectors, the highest growth was recorded in administrative and support service
activities, accommodation and food service activities, agriculture and arts, entertainment and recre-
ation by 34.4%, 9.7%, 94% and 7.9%, respectively. The number of employees declined in mining and
quarrying, trade and real estate activities. The number of registered unemployed persons in Q1 2013
averaged to 32,508 or 3.3% more than in QI 2012. The number of unemployed persons in the first three
months of 2013 has been increasing constantly since December 2012. It increased by 5.8% relative to
December 2012.

The average salary in the first three months of 2012 amounted to EUR 729 and it showed y-o-y decline
of 1.5%. Average salary without taxes and contributions amounted to EUR 484 million, or 2.4% lower
than the average salary without taxes and contributions in Q1 2012.
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1.1. Gross Domestic Product

Although official data on GDP are not available, preliminary data show that, relative to Q1 2012, Montenegro’s
economy grew between 4% and 5% in Q1 2013. During the reporting quarter, growing trend was recorded
in the industrial output (energy), construction, forestry, some segments of transport and trade. Positive sta-
tistical data were partially the result of low basis from Q1 2012, when activities in some sectors were stopped
during the severe weather conditions. It is forecasted that the total economy shall recover in 2013, but more
reliable estimates should wait for the Q2 2013-end.

This period was characterised by lower inflation relative to the annual inflation in December 2012. Gross
and net salaries declined in Q1 2013 relativeto Q1 2012. The number of unemployed persons in the first three
months of 2013 has been increasing constantly since December 2012.

1.2. Industries

1.2.1. Industrial output Graph 1.1
Industrial output, annual rate
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Observed by sectors, the highest growth in the first three months of 2013 was recorded in six industries ac-
counting to a mere 2.5% of total industrial output, these being: manufacturing of paper and paper products
(65.4%), manufacture of chemicals and chemical products (37.1%), manufacture of rubber and plastic prod-
ucts (76.8%), manufacture of furniture (252.7%), repair and installation of machines and equipment (69.7%)
and the manufacture of tobacco products (5096.7%).

Ten areas of manufacturing industry recorded output decline during the same period. The highest decline
was recorded in the manufacture of basic pharmaceutical products (82.4%). The decline was also recorded in:
production of clothes (-49.9%), production of metal products, except machines and devices (-48.7%), produc-
tion of primary metals (-45.1%), products of wood, cork, etc. (-37.6%), production of other non-metal products
(-24.9%), production of other machines and equipment (-20.3%), production of drinks (-11.5%) and printing
and reproduction of audio and video records (-10.6%). The lowest output decline was recorded in production
of food products (9.4%).

The mining and quarrying sector recorded output decline of 6.7%, mostly due to output decline in ore mining
and other mining by 6.9% and 5.7%, respectively. No production was recorded in quarrying.

During the first quarter, hydro power plants significantly exceeded the output results relative to Q1 2012,
while the thermo power plant recorded the planned output. Due to more favourable hydrological situation
and the equipment, the electricity, gas and steam supply sector recorded output growth of 66.3% relative to
the Q1 2012.

Graph 1.2
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A declining trend was evident in  Graph 1.3
the industrial output in the last two  Industrial output - linear trends
years, and the stagnating trend was
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sand or 3.5% more than in the previ-

ous year. The number of overnights in mountain resorts (accounting for 13.4% of total overnights) increased
15% in this period, while the number of overnights in the coastal resorts declined by 4.7%. The number of
overnights in the capital increased 16.8%, while and number of overnights in other tourist resorts declined
by 35.9%.

In Q1 2013, the y-o-y increase in the number of overnights recorded tourists from France (108.2%), Austria
(17.9%), Russia (12.5%) and Italy (6.7%). The number of tourists” overnights from Bosnia and Herzegovina,
Serbia, Croatia and Slovenia declined 29%, 9.5%, 5.9% and 21%, respectively, while number of tourist over-
nights from Macedonia increased 6.5%.
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Graph 1.5
Structure of tourist arrivals by resorts
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Graph 1.6
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Table 1.1

Fairs and presentations of Montenegrin tourism in Q1 2013

Promotion of the national tourist of-
fer at international fairs continued
in Q1 2013. The Tourist Organisation
of Herceg Novi appeared for the first
time at the Tourism Fair of Romania.

During the “IFT 2013” fair in Bel-
grade, the initiative of establishing
the Association of SEE tourist organ-
isations was initiated. This initiative
is aimed at strengthening common
advertising activities at the European
and overseas markets, which would
result in reducing total costs and ad-
vertising activities, simultaneously
contributing to the better quality ex-
change of knowledge and experience
related to these markets.

Fairs

Dates

Conventa 2012 - Ljubljana
“Holiday World” Prague
IFT - Belgrade

ITB 2012 - Berlin

TTR 2013- Bucharest

MITT 2013 - Moscow

TUR 2013-Géteborg

UITT 2012 - Kyiv

16 - 17 January
7 —10 February
21 - 24 February
6-10 March
14-17 March
19-20 March
21-24 March
27-30 March

Source: Ministry of Sustainable Development and Tourism



The first meeting of the Calypso programme working group was held in January in Brussels, which officially
started the implementation of the Holiday4All project. Calypso is the programme dedicated to projects aim-
ing to improve concepts of programmes developed by the EU to expand tourist season by creating and of-
fering tourist contents to tourist target groups, primarily young adults, over-65s and pensioners and people
with disabilities. National Tourist Organisation of Montenegro is a partner in cooperation with the Tourist
organisation of Serbia and the Danube Competitiveness Centre.

In March 2013, the Kerzner International Holdings Limited signed the Agreement with the Triangle Invest-
ment and Development Limited on constructing and managing the new Onec>Only resort in Kumbor, Mon-
tenegro in the Bay of Tivat. It will be the first One& Only resort in Europe.

Box 1.1 — Tourism and outlook in 2013

UNWTO expects the global tourism growth in 2013 to range between 3% and 4%. The growth is fore-
casted in all world regions. Respective growth in Europe, Americas, Asia and the Pacific, Africa, and the
Middle East is forecasted from 2% to 3%, 3% to 4%, 5% to 6%, 4% to 6%, and 0% to 5%.

Although the total economic growth in Q1 2013 ranged from recession in the Euro area, slowdown in
China to strengthening in Japan, current tourism trend points that this sector may play a key role in the
economic development and opening of new jobs both in Europe and globally. According to the WTTC
report, tourism grew faster than the global economy and it is expected that the tourism and travel
would record a 3.2 growth in 2013, while global economic growth is expected at 2.2%.

According to the UNWTO Ba-
rometer, out of 99 countries  Graph1

that submitted the data on International tourist arrivals, monthly change in % (World)
international tourist arrivals in

the first four months of 2012 N
recorded a y-o0-y increase of
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data, it is estimated that the CN || (] (1 | T
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rivals in the first two months

of 2013, compared y-o-y grew E i

slightly below 4%. Although 10 |

the estimate is based on the

Uifi3se) @5 (uese) lacl B T S T ST S X
of countries and available

data for the two months pe- )

riod), it is noticeable that the

tourism continued to be the  soyrce: World Tourism Organisation (UNWTO)
initiator of total economy in

many countries.

In the first quarter of 2013, Montenegro was visited by 7.3% more tourists than in the same period of
2012, while the number of overnights declined 2.1%. Foreign tourist arrivals trended up in the first
three months. Montenegro recorded the 14.3% increase in foreign tourists compared to the same pe-



riod of 2012, which is one of the highest positive trends in Europe (the highest after Iceland). The num-
ber of foreign tourist overnights increased 3.5% during the reporting period.

Total contribution of travels and tourism in the GDP of Montenegro, according to the latest World Tour-
ism and Travel Council (WTTC) will grow 13.2% in 2013, which placed Montenegro to top position out
of 184 countries.

1.2.3. Forestry
Graph 1.7 The production of wood products amounted to
Production of forests assortments, in m* 10.778 m’ in Q1 2013, which was 834.9% more
than in QI 2012. Such growth was the result of
4 45,000 ) low basis in January 2012, and the non-existing
40,0001 output in February 2012 due to bad weather con-
35,0001 ditions.
30,0001
25,0001 With the support of the FODEMO project, work-
20,0001 shops on the preparation of working documents
léggg were performed in late February and late March
51000_ focusing on creating the Forestry Management
1 N S — programme and the Forestry development plan.
[TV VIVIVIICXT X T 1YV VEVIVIECCXEXI] | 111 The project Forestry development in Montenegro,
_ o o 205 ) implemented with the assistance of the Luxem-

bourg Agency for Development Cooperation con-
tinued with workshops on training the trainers
for advising in forestry.

Source: Monstat

1.2.4. Construction

The value of executed construction works amounted to EUR 44.9 million in the QI 2013, recording a 15% y-
0-y growth, and construction activity measured by effective working hours grew 33%.

Monstat records show that the value of new construction contracts for buildings amounted to EUR 11.6 mil-
lion, which is a 121.8% y-o-y growth and the value of other new construction contracts amounted to EUR 26.1
million, which is a y-o-y growth of 491.7%.

Delegation of Montenegro participated at the International real estates fair MIPIM 2013 held on 12-15 March
in Cannes. During the fair, projects of Porto Montenegro, Lustica Development, Boka Group and Montera
were presented. However, the event in the Cannes is the biggest international real estate fair, which is partici-
pated by the participants and visitors from more than 90 countries.



Graph 1.8
Construction activity
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1.2.5. Transport?
According to Monstat data, in Q1 2013, road pas- ~ Graph 1.9
senger transport recorded 26.7% less passengers ~ Road passenger transport
relative to the same period of 2012. Road cargo -
transport recorded a decline of 10.1%. 2500
2010 = 2012
In 2013, the Government approved loan amount- 2000 = 2011 = 2013
ing to EUR 20 million of total planned EUR
30 million for the reconstruction of roads and 15001
bridges. The programme foresees the implemen- 10004
tation of the following projects: Second phase of
the roundabout in Niksi¢, construction of third 2001
lanes at two locations — Kuside and at the road 0 . .
Mojkovac — Slijepa¢ most, reconstruction of the 1Q 1 o VQ
-

road Krute in Ulcinj, connection of boulevards
between Budva and Be¢i¢i and the second phase
of roundabout in Rozaje.

Source: Monstat

In the reporting period, railway passenger and cargo transport grew 19.4% and 7.1%, respectively.

At the round table organised by the Coal Mine Pljevlja in March 2012, presented the study and the idea of new

railway Pljevlja - Bijelo Polje - Kosovo border.

In Q1 2013, air passenger transport recorded 146.3 thousand passengers, or 3.1% more than in Q1 2012, while

air cargo transport declined 5.4%.

3 Monstat will publish data on all types of transport at the quarterly basis, except turnover at airports, which shall remain

monthly data.
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Graph 1.10
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1.3. Prices

In March 2013, CPI inflation amounted to 0.5% in relation to end-2012. Prices in the food and non-alcoholic
beverages and transport recorded growth of 0.9% each. Observing monthly trend in consumer price index,
the highest increase was recorded in March and February of 0.4% and 0.1%, respectively, while price decline
of 0.1% was recorded in January. Average consumer price rate (January - March 2013 compared to the same
period of 2012) amounted to 3.6%.

Prices under food and non-alcoholic

Graph 1.11 beverages, with the largest weight in
Consumer prices the total consumer prices basket of
g ~, 76.2%, recorded the highest increase
60 il Tt over this period of 0.9%. Under this

—— Monthly rate category, price increase was record-

401 ed in the prices of fruits, vegetables,
meat, fish, bread and cereals and oth-

201 er food products by 6%, 5.9%, 0.4%,
/\ A 2.2%, 0.1% and 2.8%, respectively.

001 s A e A T TG Prices of milk, cheese and eggs, oils

and fats and prices under sugar, jam,

R TNITRWINT x'xw'm‘ TV VNI x'xfxn‘ MO honey, chocolate and sweets declined

201 2012 2013 0.5%, 44% and 0.4%, respectively.

- ~/ Prices of non-alcoholic beverages
Source: Monstat grew 0.7% in Q1 2013. Prices under

transport grew 0.9%, mostly to higher
prices in fuels and lubricants by 1.4%

* The sum of exports and imports does not give figure 100 due to the difference referring to the goods transit.
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and they recorded a 20.3% share in total inflation. Clothing and footwear, other products and services, health
and alcoholic tobacco and communication recorded respective price growth of 0.4%, 0.7%, 0.5% and 0.1% in

March 2013 relative to December 2012. Respective price decline of -0.8%,

-0.3% and -0.1% was recorded

in furnishing, household equipment and routine household maintenance, hotels and restaurants and dwelling,
water, electricity, gas and other fuels. In March 2013, prices of education and recreation and culture remained

unchanged in relation to December 2012.

Monthly core inflation in January - February
2013 was lower than the official monthly infla-
tion and was negative (-0.3% both in January and
February), due to “calming” of prices included in
core inflation, while it was slightly above the of-
ficial inflation in March.

Compared to the 2012 average, CPl inflation grew
2%, while HICP inflation amounted to 3%.

Annual consumer prices growth in March 2013
amounted to 3.3%, with the highest annual
growth recorded in the prices of clothes and foot-
wear (8.4%), due to increase in prices of clothes
(15.7%), and dwelling, water, electricity, gas and
other fuels (5%), due to increase in price of elec-
tricity (9.7%). High annual growth was recorded
in process of food and non-alcoholic beverages
(4.7%), due to higher growth in prices of vegeta-
bles, fruits, and oils and fats by 19.1%, 15.8% and
11.9%, respectively. Categories of recreation and
culture, communication, health, hotels and restau-
rants, and alcoholic beverages and tobacco record-
ed respective annual price increase of 3.7%, 3.5%,
1.9%, 1.9% and 0.8%. Respective annual price
decline of -2.3%,-2.2% and -0.1% was recorded
in prices of other products and services, furnish-
ing, household equipment and routine household
maintenance, and transport, while prices in edu-
cation remained unchanged.

Prices of food and non-alcoholic beverages and
transport had different trend in the countries of
the region. Prices of food and non-alcoholic bev-
erages recorded higher annual growth than total
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Graph 1.13
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inflation in all selected countries. As for the neighbouring countries, Serbia recorded the highest annual price
increase in this category of 14.8%, followed by Montenegro, Croatia, Macedonia, and Bosnia and Herzegovina
amounting to 4.7%, 4.5%, 3.3%, and 1.4%, respectively. Prices under transport recorded annual decline in all
selected countries except Serbia, which recorded a 4.6% increase.



Table 1.2
Share of selected categories in total inflation®

Weights % Grrz\:éth Contribution Shﬁ:ﬁ;;éﬁtal
TOTAL 1000 100,5 05 0,5 100,0
Food and non-alcoholic beverages 3864 100,9 09 04 76,2
Alcoholic beverages and tobacco 379 100,1 0,1 0,0 0,7
Share in total inflation 70,7 1004 04 0,0 56
Dwelling, water, electricity, gas and other fuels 153,1 999 -0,1 0,0 -36
household mintenance 469 %2 08 00 84
Health 38,2 100,5 0,5 0,0 38
Transportation 101,0 100,9 09 0,1 20,3
Communication 571 100,1 0,1 0,0 09
Recreation and culture 27.2 100,0 0,0 0,0 -0,2
Education 15,7 100,0 0,0 0,0 0,0
Hotels and restaurants 23,0 99,7 -03 00 -1.3
Other goods and services 42,8 100,7 0,7 00 6,0

Source: Monstat and CBCG calculations

The annual inflation in the Euro area amounted to 1.7%, whereby the highest prices growth was recorded in
electricity (8.2%), packed arrangements (11.4%), and housing (7.2%), while the prices of medical and other
non-hospital services, telecommunications and fuels and lubricants recorded the highest annual decline of

-5%, -5.5% and -2.4%, respectively.

Graph 1.14
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In Q1 2013, the oil prices at global
markets were somewhat higher in re-
lation to Q4 2012. The average price
of the OPEC reference basket in Q1
2013 amounted to 109.5 USD/bar-
rel, which is a 2.8% increase relative
to December 2012. The average price
of Brent in Q1 2013 was 112.6 USD/
barrel, or 3% higher relative to De-
cember 2010. The highest average
price of Brent of 116.3 USD/barrel
had been recorded in February, while
it amounted to 108.4 USD/barrel in
March and it was 0.8% lower than the
price in December 2012. Fostered by
positive signals from China and the
USA at the beginning of the year, and

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

before the second, i.e. third decimal.
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the seasonal growth in demand, prices of oil reached the highest level in the last nine months in February.
Prices declined in March, due to the increased offer, with the simultaneous slowdown in global demand for
that fuel.

The producers’ prices of manufactured products in March 2013 remained unchanged relative to December
2012. The prices in manufacturing industry, and the mining and quarrying sector declined 0.5% and 4.5%,
respectively, while prices of electricity, gas and steam supply remained unchanged. The producers' prices of
manufactured products recorded an annual growth of 4.2%.

1.4. Labour Market

The average number of employees  Graph 1.15
in Q1 2013 amounted to 167496,  Number of employees
recording a y-o-y increase of 3.5%,

e N

while the number of employees in

March 2013 was 0.2% higher relative 175000 201 =00 =208

to December 2012. Most of sectors 170,000

(sixteen out of nineteen) recorded

increase in number of employees 165,000

and, observed by individual sectors®, 160,004

the highest growth was recorded in

administrative and support service 15,0001

activities, accommodation and food

service activities, agriculture and 0000 ot vovve e X XXXl
arts, entertainment and recreation \_ J
by 344%, 97%, 94% and 79%, re-

spectively.

The number of employees declined in mining and quarrying, trade and real estate activities by 0.6%, 2.7%
and 3.5%, respectively.

The structure of persons in employment in January-March 2013, shown through nineteen sectors of new
classification of activities (the former classification consisted of fifteen sectors), shows that the highest num-
ber of persons was employed in the trade sector (21.9%), public administration (12.2%), while the least num-
ber of persons was employed in real estate businesses sector (0.8%) and mining and quarrying sector (1.2%).

The number of registered unemployed persons in Q1 2013 averaged to 32,508 or 3.3% more than in Q1 2012.
The number of unemployed persons in the first three months of 2013 has been increasing constantly since
December 2012. It increased by 5.8% relative to December 2012.

6 Asof 1 January 2012, a new Classification of Activities (NACE Rev.2) is being applied, therefore the persons in employment as
well as salaries are shown according to the new CA.
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The Government passed the decision
on decreasing the number of working
permits for foreigners from 25,050
(as foreseen in 2012) to 16,500, thus
opening the space to employ do-
mestic labour force, mostly seasonal
workers.

The Employment Agency of Monte-
negro (EAM) presented the project
Seasonal employment in 2013 under
the slogan Let’s Employ or People. The
EAM’s initiative is aimed at prepar-
ing and employing domestic labour
force more that foreigners, and at
encouraging employers to increase
the share of domestic labour force in
their companies.

As per the Employment Agency data,
the unemployment rate’ in March
2013 amounted to 14.2%, being 0.62
percentage points higher than the one
recorded from March 2012. Monstat
publishes different unemployment
rate through quarterly Labour Force
Survey which is in compliance with
the EUROSTAT recommendations.
Graph 1.18 shows trends of these two
rates.

7 The unemployment rate is somewhat higher that the one in March 2012, mostly as the result of using new data on active popu-
lation when calculating the unemployment rate (active population as per 2011 Population Census amounted to 232 thousand).
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Wages and Salaries

The average salary in the first three months of 2013 amounted to EUR 729 and it showed y-o-y decline of
1.5%. Average salary without taxes and contributions amounted to EUR 484, or 2.4% lower than the average
salary without taxes and contributions in Q1 2012. The highest salary without taxes and contributions were
recorded in the electricity supply sector (EUR 839), followed by financial activities and insurance (EUR 842),
and information and communication (EUR 737), while the sector of retail and wholesale trade recorded the
lowest salaries (EUR 317). The most significant increase of 6.4% in salaries without taxes and contributions
was recorded in the construction sector, while the lowest increase of 0.3% was recorded in the accommoda-
tion and food service activity. Decline in the salaries without taxes and contributions was recorded in thirteen
sectors, whereby the highest decline of 32.7% was recorded in the real estate operations sector, and the lowest
in professional, scientific and technical activities sector of 0.5%.



Table 1.3

Average salaries without taxes and contributions by sectors

Salaries without taxes and

contributions Lo

@1-112 @1-113 oI-13/a1-1112
TOTAL 496 484 97,6
Agriculture, forestry and fishery 627 584 93,1
Mining and quarrying 768 666 86,7
Manufacturing industry 521 504 96.7
Electricity supply 893 839 94,0
\rl(\ilf;::rd?:tﬁ)grl]y;z;\:/\/iigsg‘e, waste management and 458 450 0983
Construction 404 430 1064
Wholesale and retail trade 338 317 93,8
Transport and warehousing 557 511 91,7
Accommodation and food service activities 383 384 100,3
Information and communication 759 737 97,1
Financial and insurance activities 873 842 96,4
Real estate activities 845 569 67,3
Professional, scientific and technical activities 440 438 99,5
Administrative and support service activities 341 325 95,3
SP::JL?t;dmlnlstratlon and defence; compulsory social 498 490 984
Education 450 453 100,7
Human health and social work activities 471 484 102,8
Arts, entertainment and recreation 387 400 1034
Other service activities 440 462 105,0

Source: Monstat

Box 1.2 - Average salaries in the former Yugoslav countries, March 2013

Data on average salaries in March 2013 showed the difference in the amount of income by individual
countries of the former Yugoslavia. In March 2013, salaries without taxes and contributions and gross
salaries in Montenegro, Slovenia and Bosnia and Herzegovina recorded nominal y-o-y decline, while
Serbia, Croatia and Macedonia showed y-o0-y growth in both gross and net salaries. Montenegro re-
corded the highest annual net salaries decline of 2.7%, as a result of introducing the crisis tax to salaries
in January 2013. Net salaries decline in Bosnia and Herzegovina amounted to 0.5% and 0.2%, respec-
tively. Relative to March 2012, net salaries in Serbia, Croatia and Macedonia grew 2.8%, 0.3%, and 1%,
respectively. Slovenia is still the leader with regard to the amount of average net salaries, followed by
Croatia, while the average for Montenegro is above the average for Bosnia and Herzegovina, Serbia

and Macedonia.
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The implementation of the project concerning application of the international accounting standards marked
the first quarter 2013. The project of IAS 39 implementation that started in 2012 included drafting of the new
Decision on Minimum Standards for Credit Risk Management®. Pursuant to this Decision, new decisions
were adopted: Decision on Chart of Account for Banks’ and the Decision on Reports to be submitted to the
Central Bank of Montenegro'. These decisions started implementing since 1 January 2013.

The implementation of the amended regulation ensured that international accounting standards are applied
together with the prudential filters set by regulator when valuing banks’ financial assets. The most important
change referred to the introduction of the account for recording value adjustments for on-balance sheet asset
items, new definitions of financial instruments and reclassification of the balance sheet positions in accord-
ance with the international accounting standards. Pursuant to the aforesaid amendments, a review of data for
period 2009-2012 has been performed to ensure comparability, while the review of data for the period prior
t0 2009 is still pending'".

The Q1 2013 was still characterised by decelerated economic growth and the growth of illiquidity of the econ-
omy. High level of non-performing loans was still present. Banks have significantly reduced foreign liabilities
since 2008, and they are currently almost fully financed from local deposits. Some EUR 172 million of new
loans was granted.

It was estimated that the Decision on Temporary Measures for Limiting Interest Rates gave positive effects.
The Central Bank will continue to monitor trend in lending and deposit interest rates and if they increase
again significantly and affect negatively non-performing loans, their limitation will be reconsidered.

The activities on improving regulatory framework were continued in the observed period for the purpose of
its further harmonisation with the EU regulations.

§ 0GM 22/12,55/12
* 0GM 55/12
" 0GM 64/12

"' Preliminary information for period 2009-2012 In addition, the report does not contain comparisons for certain monetary
indicators, bud their review is still pending.
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2.1. Banks
2.1.1. Banks’ liquidity

All banks were liquid during Q1 2013
and their daily and ten-day liquidity
indicators were above the prescribed
minimum'? (Graphs 2.1 and 2.2.).

Liquid funds in the country account-
ed for the main share (62.2%) in the
structure of banks’ liquid funds at
end of March 2013, while 37.8% re-
ferred to the banks’ funds abroad.

Banks' liquid assets were EUR 381.9
million at end of Q1 2013. Liquid as-
sets made up 13.2% of total assets at
end of Q1 2013. Loans to deposits ra-
tio was 1.0 at the end of the observed
period.

Reserve requirement has not been
used for liquidity purposes during
the first three months 2013.

2.1.2. Aggregate banks’
balance sheet

Banks’ total assets was EUR 2.888.9
million at end of Q1 2013 (Table 2.1).

Loans and other receivables account-
ed for the main share in the assets
structure of 86.2% in the observed
period. However, deposits of banks

accounted for the main share in the liabilities and capital structure of 69.2%. They rose annually by 11.5%.
Borrowings declined annually by 27.6% at the end of Q1 2013. Positive financial result was reported at the
system level in the amount of EUR 9.9 million, which was primarily due to the profit reported by systemically
important banks.

2 The Decision on Minimum Standards for Liquidity Risk Management in Banks (0GM 60/68) which prescribes the obligation
of banks to maintain minimum daily (0.9) and ten-day (1.0) liquidity ratios is in effect.



Table 2.1
Banks’ assets, Q1 2013

Balance Structure Change
Xl12012  XI112013  XI12012 X1 2013 XI:: ;81; §:: ;gg
ASSETS EUR 000 % EUR 000 %
1. Cash and deposits with central banks 228349 273315 8,3 9,5 44966 19,7
2. Loans and other receivables 2349588 2.490.219 85,2 86,2 140.631 6,0
2.1 \ﬁt‘:r?:i‘g?bel: of loans and 104081  195.114 38 68 91033 87,5
2.2. Net loans and other receivables 2245507 2.295.105 81,5 794 49.598 2,72
3. Securities 89.910 145.841 33 50 55.931 62,2
4, Derivative financial assets 6 0 0,0 0,0 -6 -100,0
5. Other assets 208.297 208.108 76 72 -189 -0,1
6. Value adjustment of other assets 15.535 33455 06 1,2 17.920 1154
6. TOTAL ASSETS 2.756.535 2.888.915 100,0 100,0 132.380 4.8
LIABILITIES AND CAPITAL
1. Deposits 1.792.598 1.999.295 65,0 692  206.697 11,5
1.1 Demand deposits 666.711 794261 24,2 27,5  127.550 19,1
1.2. Time deposits 1.125887 1.202.053 40,8 41,6 76.166 6,8
1.3. Funds at escrow account® 0 2.981 0,0 0,1 2.981 -
2. Borrowings 514.801 372.966 18,7 129  -141.835 -27,6
3. Securities issued 18.957 18.971 0,7 0,7 14 0,1
4. Financial derivatives 414 100 00 0,0 -314 -75,8
5. Other liabilities 126.227 101.312 4,6 35 -24915 -19,7
6. Total capital 303.538 396.276 11,0 13,7 92.738 30,6
5.TOTAL LIABILITIES AND CAPITAL 2.756.535 2.888.915 100,0 100,0 132.380 4.8

* Funds at escrow account were not separately allocated until 2013.

2.1.3. Banks’ lending activity

Total loans granted and other receivables' amounted to EUR 2.490.2 million at end of Q1 2013. Foreign cur-
rency loans and other receivables made up 3.7% of total foreign currency loans and other receivables. Long-
term loans and other receivables accounted for the main share in the maturity structure at the end of Q1 2013

with 66%.

With regard to the structure of loans and other receivables by industries, loans and other receivables granted
to wholesale and retail trade and motor vehicles and motorcycles repair accounted for the main share (30%),
followed then by the construction (17%) and manufacturing industry (10.9%), while other industries ac-

counted for 42.1%.

13 Pursuant to new definition, loans and other receivables include loans from banks and other clients, funds and deposits with
banks and other depositary institutions, factoring, forfeiting and bank’s receivables under draft acceptances, guarantees and

bills of exchange outstanding.
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Deposits of banks by sectors, in EUR thousand

Observed by purpose, the majority of loans were granted for liquidity (18%), housing loans (13.6%), and pur-
chase of fixed assets (11.6%), cash loans (9.6%) and construction and remodelling of buildings (9.2%). Banks’
funds during 2013 were less used through consumer loans, overdrafts, credit cards, loans for refinancing of
obligations to other banks, loans for the preparation of tourist season, purchase of cars and purchase of secu-
rities and loans for other purposes.

Imprudent pre-crisis banks’ lending together with unfavourable economic conditions affected by global fi-
nancial crisis influenced the worsening of the quality of banks’ loan portfolio. Banks applied measures avail-
able for improving the quality of loan portfolio in the previous period, which included transfer of non-per-
forming loans into the balance sheets of parent banks, sale and restructuring of loans. However, in addition to
these measures, high level of non-performing loans was evident in Q1 2013. Non-performing loans (C, D and
E) amounted to EUR 464.7 million in Q1 2013. Non-performing loans made up 18.7% of total loans and other
receivables. Past due loans and other receivables made up 24.7% of total loans granted and other receivables
at the end of the observed period.

Real sector crisis and the problem of aggravated collection of loans granted and other receivables to this sector
were under special review and activities directed to resolving the issue of corporate financial restructuring
and non-performing loans and other receivables.

New loans

In Q1 2013, banks granted EUR 172.2 million new loans, which was an increase of EUR 9 million or 5.5%
compared to Q1 2012.

The structure of new loans by sectors showed that banks granted large portion of these loans to corporate
and retail sectors, while significant portion was also granted to General Government. To that end, corporate

loans made up 48.2%, retail loans were 37.1% and General Government made up 7.8% in Q1 2013. Observed
by purpose, the majority of loans were granted for liquidity (working capital) (41.4%).

2.1.4. Deposits

Deposits with banks amounted to EUR 1.999.3
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posit growth with the growth rates of 12.7% and ~ Graph 2.4
15.8% respectively. Simultaneously, General Gov-  Maturity structure of deposits"”, in EUR thousand
ernment sector increased by 12.7% while sector

“other” grew annually by 1%. On the other hand,
deposits of financial sector (9.5%) were the only
ones that reported decline in the observed period.

Maturity structure of deposits was still unsat-
isfactory. Short-term deposits accounted for the
main share (81.9%) in total deposits, of which
demand deposits made up 39.7%, deposits with
maturity up to one year made up 42.2%, while
deposits over one year made up 17.9% of total de-
posits. The remaining portion of 0.1% referred to
the funds at escrow account (Graph 2.4).

mDemand ™ Short-term Long-term Escrow
deposits deposits deposits accounts

2.1.5. Corporate and retail sectors
2.1.5.1. Households

Households sector is the most important depositor of Montenegrin banking system since 58.3% of banks’ de-
posits referred to this sector at the end of Q1 2013. On the other hand, it made up 34.8% of total loans granted
and other receivables being the second important loan and other receivables” beneficiary.

Households (retail sector) sector was the most important net depositor in Montenegrin banking system in Q1
2013. Net deposits' of this sector amounted to EUR 2994 million at the end of the observed period.

Total loans granted and other receivables to this sector amounted to EUR 865.5 million at end of Q1 2013.
With regard to the loans and other receivables to the households’ sector, these were previously granted long-
term loans and other receivables that made up 90.2% of total loans and other receivables granted to this sec-
tor. Therefore, earmarked loans and other receivables accounted for the main share in the households’ sector
loans and other receivables (47.2%): residential loans and loans for remodelling of residential or commercial
premises that together made up 72.5% of earmarked loans. In addition to earmarked loans and other receiva-
bles, significant share of 30.3% referred to cash loans and other receivables, while mortgage loans and other
receivables made up 17.6%.

Households™ deposits have been constantly growing during the first three months 2013. At Q1 2013, house-
holds’ deposits amounted to EUR 1.165.0 million and they increased by 1.6% compared to the end of 2012,
while they increased by 12.7% compared to the same period of the last year (Graph 2.5).

" Escrow account is an account at which the funds are kept until the moment of the completion of the respective agreement.
> Funds at escrow account were not separately allocated until 2013.

o The difterence between household loans and other receivables and household deposits.
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2.1.5.2. Corporate sector

The maturity structure of house-
holds’ deposits was still unfavourable.
However, a positive trend was present
as well as changes in favour of term
deposits. Thus, short-term deposits
made up 78.1% of total household de-
posits at end-2013, while the remain-
ing portion 21.9% referred to long-
term deposits where deposits with
maturity from one to three years had
the highest share (Graph 2.6). Small
share of household deposits referred
to funds at escrow account. Long-
term deposits increased by EUR 32.8
million (14.7%) compared to end of
December 2012, while short-term
household deposits declined by EUR
14.9 million (1.6%).

Funds deposited with banks by pri-
vate individuals have been constantly
exceeding the loans granted since
July 2010, whereas this difference
reached its peak at end-2012 (EUR
3377 million), while it amounted to
EUR 2994 million at end of March
2013. Therefore, loan to deposit ratio
for this sector improved constantly
being 0.74 at end of March 2013.

During the first quarter 2013, an increasing trend in corporate loans and other receivables has continued,
while funds of this sector deposited with banks were on a moderate uptrend. Net corporate debt, therefore,
amounted to EUR 488.4 million at the end of the observed period. Net debt of this sector was still high which
made this sector the most important net debtor in Montenegrin banking system.

As the most important loan beneficiary, this sector reported debt based on loans and other receivables in
total amount of EUR 1.013.8 million at end of Q1 2013, which accounted for 40.7% of total loans and other

receivables granted.
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2013, which represented annual in-
crease of EUR 71.6 million or 15.8%.

Demand deposits accounted for the main share in the maturity structure of corporate deposits (61.9%). On
the other hand, long term loans and other receivables as well as majority of loans and other receivables with
maturity over three years accounted for the main share in the maturity structure of debt (66.1% in total long-
term loans and other receivables of this sector).

Loan to deposit ratio for this sector was 1.91 at end of Q1 2013.

2.1.6. Banks’ foreign assets and liabilities

Banks’ foreign assets'® amounted to EUR 591.6 million at end of Q1 2013. They grew by EUR 48.5 million
(8.9%) compared to end-2012, and compared to March 2012 they grew by EUR 154.9 million (35.5%).

Banks’ deposits abroad made up 70.5% of foreign assets at end of March 2013. The remaining 29.5% of for-
eign assets referred to cash (11.2%), loans to non-residents (10.4%), securities except shares (6.4%) and other
(1.4%).

Banks' foreign assets amounted to EUR 737.3 million at end of Q1 2013. They grew by EUR 37.8 million
(5.4%) compared to end-2012, while compared to March 2013, they declined by EUR 64.6 million (8.1%). The
highest share had foreign borrowings (51.4%) in foreign assets, followed then by deposits of non-residents
with banks (46.1%) and banks’ liabilities based on securities (2.2%).

7 The number of legal persons and entrepreneurs as at 30 June 2012 was reduced after the corrections of records made in the
Central Registry of Accounts maintained by the Central Bank of Montenegro with the records of the Central Registry of com-
panies and Commercial Court from which these legal persons and entrepreneurs were deleted.

'8 Receivables from non-residents
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Net foreign assets amounted to a negative EUR 156.4 million at end of March 2013 (at end-2012 they amount-

ed to a negative EUR -156.4 million).

2.1.7. Banks’ capital

Total banks’ capital amounted to EUR 396.3 million as at end of March 2013, which indicated to the increase
of EUR 107.6 million or 37.3% compared to end-2012, while it increased by 30.6% compared to March 2013.
Several factors influenced the increase in capital. Primarily, the reason for significant increase in capital was
the introduction of provisions for estimated loses based on regulatory requirement (account 3025)", which
records provisions for written off loans from the off-balance sheet and cancelled provisions for on-balance

Graph 2.8
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sheet items (about EUR 88 million).
The increase in capital resulted also
from the recapitalisation of one bank
that occurred at end of December
2012 in the amount of EUR 10 mil-
lion which was recorded in January
this year. In addition, banks’ profit of
EUR 9.9 million influenced also the
increase in capital (Graph 2.8).

All banks, except one, recorded capi-
tal increase compared to end of 2012
in QI 2013, whereas an average in-
crease amounted to 45.8%. Observed
annually, all banks recorded increase
in capital, whereas average increase
in capital amounted to 25.8%.

Eight banks reported profit in Q1
2013, while three banks reported
loss. However, systemically impor-
tant banks reported significant profit,
which resulted in positive aggregate
financial result of EUR 9.9 million
(Graph 2.9).

The solvency ratio of the banking
system was above legally prescribed
minimum of 10% and it amounted to
13.46% at end of Q1 2013. However,
it was the lowest in the region (Table
22).

¥ Pursuant to new regulation (as mentioned in the introduction), international accounting standards together with prudential

filters set up by regulators are applied when valuing financial assets of banks.



Table 2.2
Solvency ratio, Q1 2013

Monetary Developments HIEEIIN

Country

Solvency ratio

Montenegro
Serbia

Croatia (X1l 2012)
Macedonia

13,46%
20,42%
20,55%
17.33%

2.1.8. Reserve requirements

Reserve requirement amounted to
EUR 1877 million at end of Q1 2013,
and it increased by EUR 0.6 million
or 0.3% compared to end of 2012.
Compared to Q1 2012, reserve re-
quirements increased by EUR 18.1
million or 10.7% (Graph 2.10).

The effective reserve requirement
rate measured by the allocated re-
serve requirement to total deposits
ratio amounted to 9.39% at end of Q1
2013 (Graph 2.11).

Reserve requirements to total depos-
its ratio i.e. assets of banks in Mon-
tenegro was among the lowest in the
region (Table 2.3).

Graph 2.10
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Table 2.3

Reserve requirements to total deposits and assets ratio, March 2013

Reserve requirements

Reserve requirements

Deposits Assets
Bosnia and Herzegovina 21,8% 13,2%
Montenegro 9,4% 6,5%
Croatia 10,3% 7,2%
Macedonia 12,5% 7,2%
Serbia 26,9% 13,2%

The structure of reserve requirements showed that 39.1% was allocated at the reserve requirements account
in the country at end of QI 2013, 33.7% was allocated in the form of treasury bills, while 27.3% was held with

the CBCG accounts abroad (Graph 2.12).

Graph 2.12
Structure of allocated reserve requirements, %
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2.2. Banks' interest rates
2.2.1. Lending interest rates

On total loans granted

A significant increase of allocat-
ed reserve requirements in T-Bills
compared to the previous year-end
resulted from the Decision supple-
menting the Decision on Reserve
requirements to be Held with the
Central Bank of Montenegro®, which
enables the banks to maintain up to
35% of reserve requirements (instead
of 25%) and keep them in the form of
T-Bills issued by Montenegro. Banks
will be able to use this possibility un-
til 31 December 2013.

During the first three months 2013,
all banks allocated and maintained
reserve requirements in the pre-
scribed amount and they did not use
the possibility to use up to 50% of the
reserve requirements for liquidity.

Banks’ weighted average lending effective interest rate (WALEIR) on total loans granted was 9.47% at end
2012, which represented an annual decline of 0.22 percentage points (Graph 2.28). This decline primarily re-

0 0GM 22/12



Graph 2.13
Lending interest rates on total loans at the system level, annually, %
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Box 2.1 - Effects of implementation of the Decision on Interim Measures for
Limiting Bank Interest Rates

The Decision on Interim Measures for Limiting Bank Interest Rates that entered into force in November
2012 was passed for period of six months.

Upon its expiry, several important indicators which led to the temporary character of this measure,
should be highlighted:

1. Decision did not have negative impact on banks’ lending activity

Specifically, bearing in mind the fact that about 20% of total loans granted to private individuals
was above 15% in the last year until passing of the Decision and 24% of total loans granted to cor-
porate was above 14%, there was a concern that banks’ lending activity would decline. However,
banks; lending activity remained stable in the observed period.

2. Positive effect and lowering of weighted average lending effective interest rate (WALEIR)

As a result of the implementation of this Decision at the system level, and if we compare WALEIR
trend before (until end-October 2012) and WALEIR since the passing of the Decision (December
2012 - March 2013), we have positive effect that reflects through the decline in WALEIR in Decem-
ber by almost 2 percentage points compared to October level. However, interest rates increased in
January, while they declined again in February and March below WALEIR average before passing of
the Decision by slightly more than 1 percentage points.

3. Significant lowering of margin between WALEIR and WALNIR, which is below 1 percentage point
since the passing of the Decision.

If the distinction between effects of implementation of the Decision on loans granted to private indi-
viduals and corporate is made, they are as follows:

1. Positive effects of the Decision on loans granted to private individuals are present and they reflect
primarily in the reduction of margin between WALEIR and WALNIR, which indicates that unrealisti-

1 OGM 56/12




cally high margin, existed in the past. The analysis of data points to the conclusion that the margin
before the implementation of the Decision had been constantly above 1 percentage point, while
since its implementation until its expiry the margin dropped below 1 percentage point. The ef-
fects of the Decision through lowering of margin are evident in total loans granted to private indi-
viduals, and they mostly felt in loans that mature up to 1 year where WALEIR in individual months
reached 15.46% and margin was above 6.85 percentage points. The effects of the implementa-
tion of the Decision are modest on loans granted to private individuals over 1 year. However, an
increasing trend of WALNIR with loans granted to private individuals over 1 year is for concern, but
in WALEIR, this effect was neutralised by significant margin adjustment.

With regard to the structure of new loans by purpose to private individuals, a positive effect was
evident in parts that are significant for investment activity and continuity of the business cycle.
Thus, the most favourable effects in the part of private individuals were those concerning refi-
nancing of the obligations to other banks and purchase of fixed assets. These loans had extremely
high WALEIR which reached almost 25%. Currently, there are no such loans any more. However,
the presence of WALEIR that was in these loans close to the limit point to the risk of their increase
after the expiry of the Decision.

Positive effects of the Decision are also evident on new loans to corporate, which primarily reflect
on lowering of the margin between WALEIR and WALNIR of about 1 percentage point compared
to the period before the implementation of the Decision. This indicates that the practice of inflat-
ing of margin amount existed when granting risky loans. On the other hand, lower interest rates
on loans to corporate with maturity up to one year were evidenced after the implementation of
the Decision, while a certain growth was evident in loans granted for period longer than one year.
Moreover, as opposed to loans granted to natural persons in corporate sector no WALNIR was
reported.

The most favourable effects of the implementation of the Decision, with regard to the loan pur-
pose, were present in currently the most important and most vulnerable corporate sector - reali-
sation of investment programmes and construction of buildings, where WALEIR reached 20.62%
in individual months.

Graph 2.14
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Graph 2.15
Interest rates on new loans at system level, annually, %
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2.2.2. Deposit interest rates

Weighted average deposit effective interest rate (WADEIR) on total deposits was 3.14% at end of Q1 2013.
Observed by maturity, WADEIR on demand deposits was 0.31%, while it was 4.08% on term deposits up to
three months. WADEIR on deposits with maturity from three months to one year was 5.07%; it was 5.73% on
deposits with maturity from one to three years; 4.61% on term deposits from three to five years, while it was
3.80% on term deposits over five years.

Weighted average deposit interest rate on total deposits in the observed period declined by 0.09 percentage
points compared to end-2012 (Graph 2.17). Lower level compared to the previous year-end was also reported
by interest rates on demand deposits (0.01 percentage points), deposits up to three months (0.10 percentage
points), and deposits from three months to one year (0.08 percentage points). Similarly, interest rates on de-
posits up to three years increased (0.08 percentage points), as well as deposits from three to five years (0.28
percentage points) and deposits over five years (by 0.06 percentage points).
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Graph 2.17
WADEIR on deposits, annually, %
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2.3. Micro-credit financial institutions

WADEIR on deposits of natural per-
sons at end of Q1 2013 amounted to
3.71% and it was 2.35% on deposits of
legal persons. Compared to end-2012,
WADEIR on deposits of natural and
legal persons declined by 0.04 per-
centage points and (.16 percentage
points, respectively.

The difference between interest rates
on total loans and deposit interest
rates (interest rate spread) was 6.30
percentage points at end of Q1 2013.

Total assets and liabilities of micro-credit financial institutions (MFIs) amounted to EUR 36.1 million at end-
2013, and it declined y-o-y by EUR 0.1 million or 0.3% (Table 2.4).

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



Table 2.4

MFls total assets and liabilities, EUR thousand

2012.

2013.

Description/ Period

Vi IX

Xl I

Total assets and liabilities

42.132

37.026 35964

36.193

36.071

Total MFIs liabilities* made up 38.4% of liabilities and capital. The largest source of financing of MFI was
through borrowings, of which 70.9% were taken from non-residents. Total loans granted amounted to EUR

12 million in Q1 2013 and they declined by EUR 0.7 million or 5.6% compared to year-end 2012.

Total MFIs capital amounted to EUR 22.2 million or 61.6% of total liabilities and capital in Q1 2013. Capital
from donations accounted for 63.5% of total capital, while retained earnings made up 24.6% and capital is-

sued was 8.7%. Observed on aggregate level, MFIs reported profit of EUR 0.7 million in Q1 2013.

2.3.1. MFlIs interest rates
On total loans granted

Weighted effective lending interest
rate (WALEIR) on total MFI loans
was 28.22% at end of QI 2013, and
it declined by 0.26 percentage points
compared to year-end 2012 (Graph
2.19).

Atend of Q1 2013, WALEIR on total
short-term loans was 30.16%, while
on long-term loans it amounted to
2798%.

WALNIR on corporate loans** was
19.31% and WALEIR was 30.97%.
WALEIR on short-term loans and
long-term loans amounted to 31.1%
and 22.41%, respectively.

WALNIR on household loans was 18.91% and WALEIR was 28.27%. WALEIR on short-term loans and long-

Graph 2.19
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term loans amounted to 30.64% and 28.03%, respectively.

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

# Pursuant to Article 153 of the Banking Law (OGM 17/08, 44/10, 40/11), MFI may grant loans for specified purposes for devel-
opment projects to business organizations, for business improvement to entrepreneurs and specified purpose loans to natural

persons, from its own funds and from the funds borrowed on the money market.




Graph 2.20
Interest rates on new loans at system level, annually, %
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Table 2.5
MFls interest rates on new loans, March 2013, %
Short-term Long-term Total
Retal WALNIR 18,89 1816 18,29
WALEIR 2968 2798 28,29
Corporate WALNIR 19,32 19,00 19,31
WALEIR 31,10 2241 30,97
Total loans WALNIR 19,00 18,16 18,35
WALEIR 30,06 2798 28,45

Box 2.2 - Comparison of interest rates of banks and MFls on loans

Interest rates at which banks and MFI granted loans differed significantly. Specifically, weighted aver-
age lending nominal interest rate with banks amounted to 8.81%; the effective interest rate amounted

t0 9.44%, while the same rates with MFls amounted to 18.89% and 28.22% respectively.

Banks granted short-term loans at WALEIR of 10.26%, while MFI at a rate of 30.16%. WALEIR on long-
term loans with banks amounted to 9.38%, while it was 27.98% with MFI (Table 1 and Graph 1).



Table 1
Banks and MFIs interest rates on total loans, March 2013, %

Short-term Long-term Total
Banks MFls Banks MFIs Banks MFls

Retail WALNIR 9,44 19,72 9,38 18,83 9,38 18,91

WALEIR 11,07 30,64 10,06 28,03 10,07 28,27

WALNIR 8,85 18,61 8,30 17,47 8,35 18,26
Corporate |\ EIR 10,19 28,23 879 23,25 8,93 26,70

WALNIR 8,90 19,50 8,80 18,82 8,81 18,89
Total loans

WALEIR 10,26 30,16 9,38 27,98 9,44 28,22
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Thereis also a large difference in interest rates on new loans between those granted by banks and those
granted by MFls. Specifically, weighted average lending nominal interest rate with banks amounted to
9.27%; the effective interest rate amounted to 10.23%, while the same rates with MFls amounted to
18.35% and 28.45% respectively.

Banks granted short-term loans at WALEIR of 9.25%, while MFI at a rate of 30.06%. WALEIR on long-
term loans with banks amounted to 9.12%, while it was 28.43% with MFI (Table 2 and Graph 2).

Table 2
Banks and MFIs interest rates on new loans, March 2013, %

Short-term Long-term Total
Banks MFls Banks MFls Banks MFls

Retail WALNIR 9,61 18,89 11,31 18,16 11,22 18,29

WALEIR 11,72 29,68 12,07 27,98 12,05 28,29

WALNIR 8,03 19,32 9,04 19,00 8,30 19,31
Corporate

WALEIR 9,16 31,10 9,79 2241 9,33 30,97

WALNIR 8,08 19,00 10,48 18,16 9,27 18,35
Total loans

WALEIR 9,25 30,06 11,24 27,98 10,23 28,45
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3.1. Money market

Two 182-day T-Bills auctionsandone ~ Graph 3.1
91-day T-Bills auctions were held in  T-Bills sold and corresponding interest rate, Q1 2013
Q1 2013. Total value of issued T-Bills

was EUR 575 million o h
T-bills sold in thousands Weighted average interest rate, %
. . 50.000 3.9
All T-Bills issued were sold. Total 15,0001 _;8
demand amounted to EUR 75.9 mil- 400004 137
lion. Buyers at all T-Bills auctions 35.0001 3.6
were Montenegrin banks, and the 30.0004 s
D it P . Fund. Weichted 25.0001 3,4
eposit Protection Fund. Weighte 200001 I 133
average interest rate on these T-Bills 15,0001 132
was 3.68%. 10.0001 3]
5.0001 13,0
, | ) | 1 o
Total state’s debt based on T-bills sold 26.02.2013 06.03.2013 2703.2013
amounted to EUR 91.0 million as at = 182-day T-billssold - — Average interest rates on 182-day T-bills
31 March 2013, taking into account 91-day T-bills sold Average interest rates on 91-day T-bills
also non-matured T-Bills issued in - /

2012.
Source: CBCG

3.2. Capital market

In Q1 2013, only EUR 3.6 million of turnover was achieved at Montenegro Stock Exchange, which declined by
45.7% compared to the same period of the previous year. Turnover was lower compared to the same period of
the previous year (Graph 3.2). The average monthly turnover amounted to EUR 1.2 million being below aver-
age monthly turnover reported in 2012 (EUR 2.7 million). Contrary to turnover, total number of transactions
grew y-0-y by 8.3%. Overall turnover in Q1 2013 was made through secondary trade.
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Table 3.1

Comparative turnover at stock exchange, %

Comparative turnover in Q1 by years (relative

changes)

X112013/I-1112012

X112012/I-1112011

X112012/I-1112010

-45,7

-65,9 =752

Source: CB
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Based on the mentioned data, it can
be said that the capital market crisis
has been deepening from year to year
and it is necessary to conduct certain
activities in short-term period to im-
prove situation at the capital market.

Turnover structure

The largest share in the turnover
structure in Q1 2013 had turnover
of shares of the companies (76.8%),
shares of collective investment funs
(12.1%), while 11.1% of total turnover
referred to turnover of various types
of bonds.



Table 3.2
Total turnover and its structure

Money and Capital Markets HEENI

I-XI1 2010 1XI11 2011 1-XI1 2012 I-XI1 2013

Turnover structure Absolute % oftotal Absolute % oftotal Absolute % oftotal Absolute % of total

amount turnover amount turnover amount turnover amount turnover

Shares 7.160.254 493%  9.079.095 859%  5620.089 84,6% 2.768.185 76,8%

Gollizeie nysun e 718.009 49% 779627 74% 718198 108% 437850 12,1%
funds’ shares

Bonds 6655814 458% 710428 67% 306672 46% 399161 11,1%

Total 14534077  100,0% 10.569.150  100,0% 6.644.958  100,0% 3.605.196  100,0%

Source: Montenegro Stock Exchange

Total turnover of companies’ shares
(EUR 2.8 million) was recorded
through 967 thousand transactions
(55.2% of total transactions execut-
ed). Turnover of companies  shares
halved y-o-y while the number of
realised transactions declined by 81
transactions.

Trade with collective investment
funds’ shares amounted to only EUR
4378 thousand in Q1 2013 and it was
realised through 406 transactions.
Turnover of collective investment
funds’ shares declined in one-year
period by 39.0%, while the number of
deals made increased by 5.7%.

Bonds turnover was EUR 399.2 thou-
sand, and the largest portion of turn-
over referred to FFCD bonds (88.8%),
while the remaining portion of 11.2%
referred to restitution bonds. No
turnover in bonds for pension-disa-
bility insurance beneficiaries, munic-
ipalities and for roads reconstruction
occurred in QI 2013.

Graph 3.4
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Stock exchange indices

After a mild growth reported in January, Monex 20 declined during the last two months of Q1 2013. On the
other hand, Monex PIF continued with a negative trend from Q4 2012, and it declined during the entire Q1
2013.

Graph 3.7

Montenegro Stock Exchange indices
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Compared to the previous year-end,
Monex 20 recorded absolute decline
of 156.61 index points or 1.6% at
end-March 2013, while Monex PIF
dropped by 538.71 index points or
5.7%.

With respect to end-March 2012,
Monex 20 grew by 1.7%, while
Monex PIF declined by 28.3%.

With regard to their historical max-
imum values (reached in 2007),
Monex PIF and Monex 20 declined
by 17.5 and five times, respectively at
end-March 2013.



Table 3.3
General data on indices

MONEX 20 MONEX PIF
Value as at 31 march 2013 9.693,31 2.903,13
Absolute change of index in 2013 -156,61 -538,71
Initial index value 1000,00  March 2003 1000,00  March 2003
Maximum value in 2013 10.247,75 16.01.2013. 343240  28.01.2013.
Maximum historical value 48617,88  07.05.2007. 50.780,54 17.08.2007
Minimum historical value 918,57 14.04.2003 959,53 02.04.2003
Growth (decline) in 2013 -1,6% -5,7%
Source: Montenegro Stock Exchange
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Box 3.1 - Regional stock exchanges, selected operating indicators

The situation at stock exchanges in the region was differed in Q1 2013. While the turnover at some
exchanges was almost tripled in one-year period, the turnover at other exchanges was almost halved.
The highest turnover decline was recorded by Macedonian Stock Exchange (53.9%) and Montenegro
Stock Exchange (45.7%). The number of transactions at all stock exchanges in the region, other than
Montenegro Stock Exchange declined in one-year period (Table 1).



Table 1

Changes in turnover and transactions executed at regional stock exchanges

Relative ratio of number of

Relative ratio of turnover

Stock exchange transactions
9 =111 13/1-111 12 L 137 12
Belgrade Stock Exchange 184,8 -21,7
Zagreb Stock Exchange -8,0 -164
Sarajevo Stock Exchange 111 -3,5
Macedonian Stock Exchange -53,9 -11,2
Ljubljana Stock Exchange 234 -7.5
Montenegro Stock Exchange -45,7 83

Source: Reports of regional stock exchanges

Stock exchange indices recorded increase at all regional exchanges, except at Ljubljana and Monte-
negro Stock Exchanges compared to end-2012, while stock exchange indices recorded increase at all
regional exchanges, except at Ljubljana and Macedonian Stock Exchanges in one-year period (Table 2).

Table 2

Changes in selected regional stock exchange indices

% of change

Stock exchange Index
1112013/X112012 1112013/1112012
Belgrade Stock Exchange BELEX15 10,3 8,6
Zagreb Stock Exchange CROBEX 12,0 6,3
Sarajevo Stock Exchange SASX-10 28 2,5
Macedonian Stock Exchange MBI10 35 -11,5
Ljubljana Stock Exchange SBITOP -6,7 -1,0
Montenegro Stock Exchange MONEX20 -1,6 1,7

Source: Reports of regional stock exchanges

The highest decline in market capitalisation was recorded at Zagreb Stock Exchange (26.2%), while the
highest growth was recorded at Sarajevo Stock Exchange (8.0%) in one-year period.

Table 3

Market capitalization at SEs in the region

Stock Exchange 1112013 / X112012 1112013 /1112012
Belgrade Stock Exchange 48 -4,5
Zagreb Stock Exchange -27,7 -26,2
Sarajevo Stock Exchange -3,6 8,0
Macedonian Stock Exchange 11,5 6,8
Ljubljana Stock Exchange -4,0 -7.8
Montenegro Stock Exchange =10 0,2

Source: Reports of regional stock exchanges



FISCAL
DEVELOPMENTS







After 2012, which was one of the toughest years in terms of economy, Montenegro faces numerous chal-
lenges, especially in the fiscal domain, with key vulnerabilities comprising budget deficit and public debt.
Although QI 2013 showed some progress on the road towards fiscal consolidation, aimed at meeting the
planed budget deficit for 2013, it is necessary to make further adjustments, as well as greater efforts both in
expenditures and revenues. The Government adopted certain fiscal measures to stabilise the budget, and at
the same time made efforts to reduce the gray economy, but in spite of the abovementioned, additional meas-
ures will be required.

4.1. Montenegro’s public finances?

According to Ministry of Finance estimate, in Q1 2013, current revenues* amounted to EUR 243.3 million,
i.e. 6.9% of estimated GDP for 2013*. Compared to the same period of 2012, public revenues increased by
9%, which represents a nominal growth of EUR 20 million, which was mostly the result of increased revenues
from VAT (EUR 12.8 million), contributions (EUR 6.9 million) and excises (EUR 3.9 million).

As for the structure of public revenues taxes accounted for the main share (61.6%), followed by contributions
(28.2%), whereas the remaining public revenues accounted for 10.2%.

Public spending in Q1 2013 amounted to EUR 2984 million, i.e. 8.5% of estimated GDP. Compared to Q1
2012, public spending recorded the y-o-y increase of 6.3%. The increase was realised in transfers to institu-
tions, individuals, NGOs and public sector (EUR 22.1 million), transfers for social welfare (EUR 7.8 million)
and gross salaries (EUR 5.3 million), while there was a decrease in expenditures for interests, subsidies and
expenditures for material and services. Lacking funds at the end of Q1 amounted to EUR 98 million. In Q1,
the state indebted in the amount of EUR 38.3 million through foreign sources of financing, i.e. EUR 28 mil-
lion through domestic sources of financing.

Current public spending® amounted to EUR 287.1 million, or 8.2% of GDP recording a 7.1% y-o-y increase.

% 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).

2 Total public revenues include revenues of the budget, state funds and local governments.
# Source: Ministry of Finance, Estimated GDP for 2013 amounts to EUR 3,500 million

* Public spending minus total capital expenditures
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Graph 4.1
Consolidated public spending, in EUR million

-

N

350.00
300.00
250.00
200.00
150.00
100.00
50.00
0.00
-50.00
-100.00

= Q2013
Q12012

Public revenues

Public spending Surplus/deficit

Source: Ministry of Finance

4.2. Budget of Montenegro

Q12013

Observed by economic classification,
the largest expenditures items were
social transfers (EUR 121 million or
3.5% of GDP, mainly due to expendi-
tures for pensions) and gross salaries
(EUR 99 million or 2.8% of GDP),
while the capital budget amounted to
EUR 11.3 million or 0.3% of GDP.

The level of public revenues in Q1
2013 was lower than the recorded
public spending; therefore the public
sector deficit amounted to EUR 55.1
million or 1.6% of estimated GDP
(Annex D, Table 12).

As per preliminary data of the Ministry of Finance, in QI 2013, total revenues of the Budget and State Funds®
amounted to EUR 283.1 million or 8.1% of estimated GDP. In the budget revenues structure, current revenues
accounted for 77.2%, while the remaining 22.8% related to privatisation revenues, donations, borrowings and
loans from domestic and foreign sources (Table 4.1).

Graph 4.2
Current revenues, in EUR million
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Current revenues amounted to EUR
218.5 million, or 6.2% of estimated
GDP. Relative to the plan, these rev-
enues are 3.3% higher, as a result of
increased tax revenues, contribu-
tions, and fees. In relation to Q1 2012,
current revenues increased by 13.3%.

In the current revenues structure,
tax revenues accounted for the main
share (62.1%), followed by contribu-
tions (31.4%), while the remaining
6.5% referred to revenues from fees,
duties, other revenues and loan re-
payment revenues.

Collection of tax revenues (taxes and
contributions) amounted to EUR

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



204.3 million, of which direct taxes accounted for EUR 91 million and indirect taxes accounted for EUR
113.3 million.

Tax based revenues amounted to EUR 135.7 million, recording a 3.2% increase relative to the plan, i.e. 13.6%
relative to Q1 2012. Nominally, the highest y-o-y increase of revenues was realised in VAT, amounting to
EUR 12.8 million or 19.3%. This increase in VAT revenues came as a result of measures for combating gray
economy.

This period also features a y-o0-y increase in excise duties of 15.6%, which can be explained by increased
spending,

The collection of corporate profit tax increased by 19.2 % relative to the plan, and 23.2% relative to the 2012
comparative period, while revenues based on property turnover tax recorded a y-o-y increase of 5.7%.

Revenues from personal income tax increased by 10.5% in relation to 2012. In January, the Parliament of
Montenegro adopted amendments to the Personal Income Tax Law, which envisage additional taxation of
salaries exceeding EUR 480. Tax rate of 15% is applied for net salaries above EUR 480, while the 9% tax re-
mains to be valid for salaries bellow this amount.

Negative deviation is recorded in tax on international trade, amounting to EUR 3.3 million or 43.8%, which
is a result of WTO agreement coming into force in H2 2012.

Box 4.1 - Action plan for combating gray economy for 2013

The Government obliged the Ministry of Finance to prepare a Draft of Measures for Combating the
Gray Economy for 2013, including measures necessary for strengthening institutional capacities and
human resources of public administration responsible for control and collection of revenues.

In this regard, a Working group for creating a set of proposed measures for combating gray economy
for 2013 was established, consisting of representatives of competent state bodies as well as repre-
sentatives of social partners, economy, Parliament of Montenegro and State Prosecutor’s Office. In this
manner, all relevant structures in the society were included in resolution of this important issue.

The main objective of the Working Group is to contribute to increasing the levels of transparency,
objectivity and coordination in the work of state bodies, thus ultimately reducing the gray economy.

During the period January-March 2013, the Working Group organised two meetings. The starting
premise of the Working group for creating a set of proposed measures for combating gray economy
for 2013 is zero tolerance for gray economy.

In line with Information on measures taken to combat the gray economy, the Working group analysed
the measures and activities, and based on the proposal submitted by the members of the Working
Group, adopted the Draft of the Action Plan for Combating the Gray Economy for 2013.

The following principles were included in creating the Action Plan for Combating the Gray Economy
for 2013:



« Zero tolerance for gray economy;

+ Use of non-selective approach in the work of state bodies towards market participants;

« Increasing transparency levels in the work of state bodies and in exercising legal authorities;
- Intensification of coordination in the work of state bodies;

+ Quantifying and evaluating the effects of implemented measures.

Revenues from contributions amounted to EUR 68.6 million, recording a 6% increase relative Q1 2013 plan,
and a y-o-y increase of 11.1%.

Table 4.1
Revenues of the Budget of Montenegro and state funds, January — March 2013

Plan Recorded  Sharein Recorded  Recorded
. Recorded . .
January-  January-  revenues Sharein in relation January-  in relation
¢ March March January- GDP to the Plan March to January-
REEIE 2013 2013 March 2013 2013 March 2012
EUR EUR % % % EUR %
million million million
TAXES 131.41 135.66 62.10 3.88 103.23 11942 113.60
Personal income tax 15.56 15.75 721 045 101.22 14.26 11045
Corporate profit tax 557 6.64 3.04 0.19 119.21 5.39 123.19
Property turnover tax 0.37 0.37 0.17 0.01 100.00 0.35 105.71
Value added tax 69.47 79.10 36.21 2.26 113.86 66.28 119.34
Excise Duties 3144 28.60 13.09 0.82 90.97 24.73 115.65
LTI R T 8.17 428 196 012 5239 761 56.24
transactions
Other republic taxes 0.83 0.92 042 0.03 110.84 0.80 115.00
Contributions 64.76 68.62 3141 1.96 105.96 61.76 111.11
QT T 3786 4025 1842 115 10631 3657 11006
disability insurance
Contributions for health insurance 22.66 24.52 11.22 0.70 108.21 21.52 113.94
Colilbienslegtiembio et 193 197 090 006 10207 174 11322
insurance
Other contributions 2.31 1.88 0.86 0.05 81.39 1.93 9741
DUTIES 6.27 4.99 2.28 0.14 79.59 2.71 184.13
FEES 2.64 346 1.58 0.10 131.06 237 145.99
OTHER REVENUES 5.02 5.00 229 0.14 99.60 537 93.11
Receipts from loan repayment 13 0.74 0.34 0.02 56.92 1.13 65.49
CURRENT REVENUES 21140 21847 777 6.24 103.34 192.76 11334
Privatization revenues 0.06 0.02 0.00 1.15 522
Donations 0.95 0.34 0.03 0.93 102.15
Borrowings and loans from foreign 3764 1330 108 048 784167
sources
Borrowings and loans from domestic 9509 918 074 8.00 37488
sources
VO EHERE B O Iz e rpeae)? 211.40 283.11 100.00 8.09 133.92 203.32 139.24

MONTENEGRO AND STATE FUNDS

Source: Ministry of Finance



Total Budget expenditures in Q1 2013 amounted to EUR 308.5 million or 8.8% of estimated GDP. Compared
to Q1 2012, budget spending was 6.1% higher, and 6.6% lower in relation to the plan (Table 4.2).

Consolidated Budget expenditures® amounted to EUR 278.2 million, and made up 8% of the estimated
GDP. Recorded expenditures for Q1 2013 were 11.5% lower than planned, and 3.5% higher compared to Q1
2012.

Current budget spending amounted ~ Graph 4.3
to EUR 271.6 million or 7.8% of GDP,  Budget spending in Q1 2013, in EUR million
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Expenditures for gross earnings were slightly reduced compared to Q1 2012, while the interests were lower by
EUR 4.6 million, i.e. 57.6%. In addition to this, subsidies were also reduced in relation to the previous year by
EUR 6.5 million or 60.1%. Compared to Q1 2012, there was an increase in transfers for social welfare (EUR
7.7 million) and transfers to institutions, individuals, NGOs and public sector (EUR 16.7 million).

Observed by the budget spending structure (Table 4.2), the biggest share referred to transfers for social wel-
fare (about 43.5%), followed by gross salaries 33.4%, while the expenditures for materials and services ac-
counted for 6.4% of budget spending. Other purposes accounted for 16.7% of budget expenditures, out of
which 2.4% belongs to capital budget, 1.6% subsidies and 1.2% interests.

Repayment of debt amounts to EUR 30.3 million and was reduced in relation to Q1 2012 by 5.3 million,
mainly due to lower repayment of debt on non-residents.

The lacking funds of the budget in the amount of EUR 90.1 million, were mainly financed from borrowings
and loans (from foreign sources in the amount of EUR 37.6 million and borrowings and loans from domestic
sources in the amount of EUR 26 million as well as by using deposits in the amount of EUR 25.4 million),
while a smaller part included donations and revenues from privatisation.

In Q1 2013, the Budget of Montenegro recorded a deficit’ of EUR 59.7 million or 1.7% of GDP.

0 Total expenditures minus debt repayment

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



Table 4.2

Expenditures of the Budget of Montenegro and state funds, January — March 2013

Plan Recorded Recorded .Record.ed
January  January Sharein  Sharein Rec\c:rded January [0 e
-March  -March expenditures GDP > - March o demLETs
DESCRIPTION 2013 2013 planned 2012 - March
2012

milon mion  * % % gy %
Current expenditures 147.88 128.48 46.19 3.67 86.88 139.68 91.98
E;ﬁ;gﬁgf;;;d cenuE e pa 93.03 9295 3341 266 99.91 93.66 99.24
Other personal income 2.62 3.27 1.18 0.09 124.81 154 212.34
Expenditures for material and services 20.55 17.90 6.43 0.51 87.10 2143 83.53
Current maintenance 5.12 2.97 1.07 0.08 5801 1.77 167.80
Interests 17.6 3.37 1.21 0.10 19.15 7.95 42.39
Rent 1.96 1.82 0.65 0.05 92.86 1.16 156.90
Subsidies 363 432 1.55 0.12 119.01 10.83 39.89
Other expenditures 144 1.16 042 0.03 80.56 134 86.57
Capital expenditures in current budget 1.93 0.72 0.26 0.02 3731 0.00
Transfers for social welfare 12447 120.95 4348 346 97.17 113.26 106.79
Lrgrg:?s;‘:)':;fl'z‘g‘c’t"; Tt 2332 2090 751 060 8962 424 49292
Capital budget 1641 6.57 236 0.19 40.04 6.67 98.50
Borrowings and loans 043 0.68 0.24 0.02 158.14 044 154.55
Reserves 1.84 0.60 022 0.02 3261 441 13.61
Repayment of guarantees 0 0.00 0.00 0.00
CONSOLIDATED EXPENDITURES 31435 278.18 90.16 7.95 88.49 268.70 103.53
Repayment of debts to residents 4.65 13.04 423 037 28043 447 291.72
Repayment of earlier debts 4.35 11.00 357 0.31 252.87 537 204.84
Repayment of debts to non-residents 6.88 6.31 2.05 0.18 91.72 1235 51.09
TOTAL EXPENDITURES 330.23 308.53 100.00 8.82 93.43 290.89 106.06

Source: Ministry of Finance

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, not later than 30 days following every quarter-end. Considering that only a number
of municipalities submitted their reports, the data for Q1 2013 is based on the estimate carried out by the

Ministry of finance.

Estimated local government expenditures for Q1 2013 amounted to EUR 20.3 million or 0.6% of GDP, which

is the y-o-y decrease of 9.7%.

Spending was financed from taxes in the amount of EUR 14.1 million, duties in the amount EUR 1 million,
fees in the amount EUR 8.5 million and other current revenues in the amount of EUR 1.2 million. Estimated
total current revenues of local governments for Q1 2013 amounted to EUR 24.8 million, or 0.7% of GDP which

is a y-0-y decrease of 18.7%.



Local government surplus for Q1 2013 was estimated in the amount of EUR 4.5 million or 0.1% of GDP (Table
43).

Table 4.3
Current revenues and expenditures of local governments, January-March 2013

Recorded in relation

nuary -
Type of revenue January - March 2013 MJ:rcEaZ())q ) to Janu;(;ﬁ March
EUR million % of GDP EUR million %
CURRENT REVENUES 2481 0.71 30.50 81.34
Taxes 14.10 0.40 14.80 95.27
Duties 1.02 003 1.08 94.44
Fees 8.50 0.24 11.77 7222
Other Revenues 1.19 0.03 2.85 4175
CONSOLIDATED EXPENDITURES 20.27 0.58 2246 90.25
CURRENT CONSUMPTION 16.27 047 16.65 97.72
Current expenditures 10.22 0.29 9.63 106.13
Gross salaries and contributions paid by the employer 6.00 0.17 4.91 122.20
Other personal income 0.60 0.02 047 127.66
Expenditures for material and services 1.90 0.05 2.54 74.80
Current maintenance 040 0.01 0.59 67.80
Interests 1.00 0.03 0.84 119.05
Rent 0.04 0.00 0.04 100.00
Subsidies 0.08 0.00 0.08 100.00
Other expenditures 0.20 0.01 0.16 125.00
Transfers for social welfare 0.05 0.00 0.04 125.00
:;acr;;frers to institutions, individuals, NGO and public 540 015 559 96,60
Capital expenditures 4.00 0.1 5.81 68.85
Borrowings and loans 0.10 0.00 0.64 15.63
Reserves 0.50 0.01 0.75 66.67
DEFICIT/SURPLUS 4.54 013 8.04 56.47
Transfers from the Budget of Montenegro 0.00 0.00 0.01 0.00
Borrowing and loans from domestic sources 2.00 0.06 0.64 31250
Borrowing and loans from foreign sources 0.70 0.02 0.00 0.00
Privatization revenues 040 0.01 3.18 12.58
Donations 0.20 0.01 045 44.44
Utilisation of local self-government deposits 4.66 0.13 -9.07 -51.38
Debt repayment 12.50 0.36 12.52 99.84

Source: Ministry of Finance

4.4, State funds??

According to the Pension and Disability Insurance Fund of Montenegro® data, in Q1 2013, total revenues
amounted to EUR 96.6 million or 6.2% more than in the same period of 2012. The share of contributions,

32 Not including Labour Fund , because the data were not availabe at the time of writing of the report.

# Source: Pension and Disability Fund (preliminary data)



which are the main source of the Pension and Disability Insurance Fund’s financing, in total revenues
amounted to 45.7%. This category of revenues was 12.8% higher compared to Q1 2012. At the same time,
transfers from the budget, which accounts for 54% of total revenues, recorded a 2.3% increase relative to the
comparative period of 2012.

Total expenditures of the Pension and Disability Insurance Fund of Montenegro amounted to EUR 96.6
million, which is a 6.2% y-o0-y increase, yet 0.4% below the plan. Expenditure for pensions, accounting for
99.2% of total expenditures, was the most significant expenditure item, while administrative expenses ac-
counted for 0.8% of expenditures. Expenditures for pensions increased by 6.3% compared to Q1 2012.

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 2013, total revenues amounted to EUR 33
million or 56.5% more than in the same period of 2012. This came as a consequence of bigger release of funds
by the Ministry of Finance in Q1 2013, even though the budget of the Fund for 2013 was slightly lower than
in 2012.

Total expenditures of the Health Insurance Fund amounted to EUR 33 million; therefore the Fund ran a
balanced budget in Q1 2013. 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
28 million and transfers for social welfare in the amount of EUR 4.5 million), while the remaining funds were
spent for the operations of the Fund.

Outstanding liabilities of the Fund at end-QI 2013 amounted to EUR 12.1 million. In QI 2013, according to
the Employment Agency of Montenegro data, total revenues were recorded in the amount of EUR 2.9 mil-
lion, which is 40.4% lower in relation to the plan. In relation to Q1 2012, total revenues decreased by 56.3%.

Expenditures of the Agency amounted to EUR 2.9 million, 16.7% less compared to Q1 2012 and 40.4% below
the plan. In total expenditures, 26.6% referred to current expenditures, while 60.2% referred to social welfare
transfers, 11.3% were transfers to individuals, institutions and public sector and 1.9% referred to borrowings,
loans and other liabilities.

Comparing revenues and expenditures recorded in Q1 2013, the Agency operated with a balanced budget.
Outstanding liabilities of the Agency at end-Q1I 2013 amounted to EUR 2.1 million.

According to the Investment and Development Fund of Montenegro data, total revenues amounted to EUR
0.8 million in Q1 2013 or 29.9% more than in Q1 2012. Total expenditures of the Fund amounted to EUR 0.4
million and were 6.5% lower compared to Q1 2012.

Outstanding liabilities of the Fund amounted to EUR 6.1 million as at 31 March 2013.

Comparing revenues and expenditures recorded in QI 2013, the Fund operated with a surplus in the amount
of EUR 0.4 million.



In Q1 2013, the Restitution Fund recorded total revenues in the amount of EUR 20.3 thousand, which is
11.2% less in relation to Q1 2012.

Total expenditures of the Fund amounted to EUR 20.2 thousand and they were 1.7% lower in relation to Q1
2012.

Outstanding liabilities of the Fund amounted to EUR 61.7 as at 31 March 2013.

Box 4.2 - Priorities of the Ministry of Finance for 2013

1. PRESERVATION OF THE FISCAL AND FINANCIAL STABILITY

For the purpose of stopping the trend of deterioration of fiscal parameters, primarily budget deficit
and public debt, it is a prerequisite to continue with fiscal consolidation, both in expenditure and rev-
enue side of the budget.

2. RESTRUCTURING OF THE PUBLIC DEBT

The Analysis of the public debt will be prepared, as well as measures necessary to restructure and re-
duce the debt, including projections for possible stopping and reduction of the debt. These measures
are necessary to maintain the debt within the limits set by the Maastricht Criteria and ensure sustain-
ability and stability of the public debt and finance.

3. REDUCING GRAY ECONOMY

The work of the Commission for Combating the Gray Economy will be used to minimise illegal business
that creates “loss” of the budget revenues and damages both the economy and taxpayers.

4. RESOLVING OF TAX ARREARS

A comprehensive analysis of the tax claims of the state will be carried out, aimed at obtaining realistic
data on the level and structure of total tax arrears, as well as an evaluation of its collectability.

5. ADOPTING NATIONAL DEVELOPMENT PLAN (NDP)

Montenegro, as a candidate for EU membership, is obliged to prepare NDP that will establish the vision
of the socio-economic development, with individual necessary investments and development meas-
ures for its realisation, which harmonises the goals of the sector and national strategies in different
development areas.

6. PROVIDING PRECONDITIONS FOR CREATING NEW VALUES

Economic policy will be focused on implementation of measures that are supposed to trigger eco-
nomic recovery, growth and development, new jobs, as well as to ensure more equitable distribution
of the burden caused by the crisis and continuously improve the quality of life of our citizens. In this
regard, important structural reforms will be continued in order to improve the business environment.
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According to the Ministry of Finance data, Mon-
tenegros public debt amounted to EUR 1,755.7
million at end-Q1 2013 or 50% of estimated GDP
for 2013*. In relation to end-2012, public debt in-
creased by EUR 56.2 million, i.e. 3.3%.

Table 5.1
Structure of public debt, in EUR million

1,755.7
Total public debt
50.0% of GDP
4203
Domestic debt
12.0% of GDP
1,3354
External debt
39.0% of GDP

Source: Ministry of Finance

State guarantees amounted to EUR 379.6 mil-
lion or 10.8% of GDP, i.e. 21.6% of the public
debt. With the inclusion of guarantees, the Mon-
tenegrin public debt would amount to 60.7% of
GDP, which strongly suggests that the public debt
growth trend must be stopped.

The Ministry of Finance’s deposits amounted to
EUR 64.5 million as at 31 March 2013, including
38477 ounces of gold, which means that the net
debt at end-March 2013 amounted to 48.1% of es-
timated GDP.
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3 Estimated GDP for 2013, according to the data of the Ministry of Finance amounts to EUR 3,517 million.
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5.1 Domestic debt

Domestic debt increased in QI 2013 and at end-March it was EUR 15.8 million (3.9%) higher in relation to
end-2012. The growth of domestic debt was primarily a result of increased liabilities based on T-bills in the
amount of EUR 18 million, followed by loans with commercial banks EUR 3 million and liabilities based
on indemnification EUR 0.3 million. On the other hand, domestic debt was reduced due to a decline of debt
based on loans with non-financial institutions in the amount of EUR 5.5 million, and based on frozen foreign
currency deposits amounting to EUR 0.3 million.

Table 5.2
Domestic public debt structure as at 31 March 2013

Share in the Share in Share in public
Creditor Debtstatus  ogtimated GDP  domestic debt debt
EUR million
%

FFCD 80.0 23 19.0 46
Local governments’ debt 794 23 189 4.5
Liabilities arising from restitution 83.9 24 20.0 4.8
Loans with commercial banks 513 1.5 122 29
Loans with non-financial institutions 269 08 6.4 1.5
Accrued pensions* 1.8 0.1 04 0.1
T-bills 91.0 26 21.7 52
Liabilities of the Labour Fund 6.0 02 14 03
TOTAL 420.3 12.0 100.0 239

*On 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

In the public debt structure, the high-
est share belongs to T-bills — 21.7%
and liabilities arising from restitution
— 20%, followed by liabilities based

Graph 5.3
Structure of domestic debt, in EUR million
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5.2 External debt

Atend QI 2013, the external debt amounted to EUR 1,335.4 million or 38% of GDP. Relative to end-2012, the
external debt increased by EUR 40.4 million or 3.1%.

The growth of external debt during the first thee months of 2013, relative to end-2012 is a result of:

« Withdrawal of funds of the Erste bank in the amount of EUR 30 million,

« Withdrawal of funds from EIB in the amount of EUR 10 million (for remedying consequences of floods),

« Withdrawal of funds from IBRD in the amount of EUR 4.5 million (for projects “Lamp”, “Midas”, for
increasing energy efficiency, for health system and project “Hot spot”),

« And other loans with the KfW, EBRD and IDA in the total amount of EUR 1.8 million.

On the other hand, external debt decreased due to repayment of due liabilities to non-residents in the amount
of about EUR 6.3 million.

Table 5.3
Structure of external debt, as at 31 March 2013

External debt  Sharein Sharein
Creditor Debt sFa.tus GDP external debt public debt
EUR million
%

International Bank for Reconstruction and Development (IBRD) 2423 6.9 18.1 13.8
International Financial Corporation (IFC) 1.5 0.0 0.1 0.1
Member countries of the Paris Club of creditors 102.9 29 7.7 59
International Development Association (IDA) 65.5 1.9 49 37
European Investment Bank (EIB)’ 89.6 2.5 6.7 5.1
EBRD 213 0.6 16 1.2
Council of Europe Development Bank 9.1 03 0.7 0.5
European Union 55 0.2 04 03
Kreditanstalt fiir Wiederaufbau — Germany (KFW)? 144 04 1.1 0.8
Hungarian loan 11.3 0.3 0.8 0.6
Polish loan 9.7 0.3 0.7 0.6
French loan- Natixis® 8.5 0.2 06 0.5
EUROFIMA - Railways of Montenegro debt 246 0.7 1.8 14
Czech EXIM - Railways of Montenegro debt 24.1 0.7 1.8 14
Steiermarkische Bank und Sparkassen AG* 17.6 0.5 13 1.0
Erste Bank 413 1.2 3.1 23
Credit Suisse Bank 250.0 7.1 18.7 14.2
Exim Bank Hungary 2.1 0.1 0.2 0.1
Loan from Spain for the construction of landfill 50 0.1 04 03
Loan from Austria 9.2 03 0.7 0.5
EUROBOND 380.0 10.8 28.5 216
TOTAL 1,3354 38.0 100.0 76.1

TEIB 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.

* Merchandise loan - EPCG

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

Source: Ministry of Finance
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The external debt does not cover
outstanding debt liabilities to Libya,
Kuwait, the Czech Republic and Slo-
vakia. The debt to the governments
of these four countries was assigned
to Montenegro based on the distribu-
tion of non-allocated debt (5.88% out
of 38% for Serbia and Montenegro),
and based on the Agreement on Suc-
cession Issues from Vienna from 29
June 2001, it is resolved with harmo-
nized views within the Committee
for the Division of Financial Assets
and Liabilities of the former SFRY.

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 137.1 million (Table 5.4).

Table 5.4

External debt and the amount of undrawn funds, million EUR

Creditor Debt status Undrawn funds
I(InBtglr)r;atlonal Bank for Reconstruction and Development 2473 274
International Financial Corporation (IFC) 1.5 0.0
Member countries of the Paris club of creditors 102.9 0.0
International Development Association (IDA) 65.5 1.0
European Investment Bank (EIB) 89.6 485
European Bank for Reconstruction and Development (EBRD) 213 13.5
Council of Europe Development Bank 9.1 00
European Union 55 0.0
Kreditanstalt fir Wiederaufbau — Germany (KFW) 144 517
Hungarian loan 1.3 0.0
Polish loan 9.7 0.0
French loan- Natixis 8.5 0.0
EUROFIMA - Railways of Montenegro debt 246 0.0
Czech EXIM - Railways of Montenegro debt 24.1 0.0
Steiermarkische Bank und Sparkassen AG 17.6 0.0
Erste Bank 413 0.0
Credit Suisse Bank 2500 0.0
Exim Bank Hungary 2.1 0.0
Loan from Spain for the construction of landfill 50 0.0
Loan from Austria 9.2 0.0
EUROBOND 380.0 0.0
TOTAL 1,3354 1371

Source: Ministry of Finance
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5.3. Issued guarantees Graph 5.5
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Graph 5.7
Issued domestic guarantees, EUR million
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5.4 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.

Despite the alarming levels of the public debt, as well as an upward trend in recent years, it is expected that
the public debt will continue to increase in the following period, primarily due to financing of the budget as
well as financing of debt based on activation of issued guarantees.

Table 5.5
Projected amount and structure of public debt of Montenegro, 2012-2016

PUBLIC DEBT 2013 2014 2015 2016
GDP in EUR million 3,517.0 3,735.0 3,982.0 4,265.0
External debt in EUR million 15123 1.646.8 1,770.3 1,873.1
External debt (% of GDP) 43.0 44.1 445 439
Domestic debt in EUR million 380.7 3482 333.1 304.7
Domestic debt (% of GDP) 10.8 93 84 7.1
Public debt in EUR million 1.893.0 1.995.0 2.103.4 2.177.8
Public debt (% of GDP) 53.8 534 528 51.1

Source: Ministry of Finance



It is expected that the public debt will continue to grow during the period 2013 - 2016. The increase of the
public debt in this period will primarily be influenced by the increase of the external debt, while the domestic
debt will be reduced.

Also, it is likely that new borrowings will be needed in the years of maturity of Eurobonds (2015 and 2016)
because it will be impossible to repay their total amount from regular revenues.
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Developments in the external sector in Q1 2013 show a decline of current account deficit due to a decline of
foreign trade imbalance. According to preliminary data, current account deficit amounted to EUR 192.2 mil-
lion, which is a y-o-y decline of 18.8%. Illiquidity of the economy and decrease of industrial production caused
a decline of foreign trade. Total volume of visible trade in QI 2013 amounted to EUR 448.1 million, which is
a decrease of 6.1% in comparison to Q1 2012, while at the same time foreign trade deficit declined by 13.6%
in relation to 2012 and amounted to EUR 258.3 million®. The decline of deficit came as a result of increase of
export of goods by 6.3%, with a simultaneous decrease of imports by 9%.

Although the observed period recorded a decline of foreign trade deficit, it was not caused by the increased
competitiveness of import but by the sector-specific factors, i.e. trends in the aluminium industry. Low di-
versification of export and high concentration of certain groups of products represent a risk, because every
negative movement in these sectors has a negative effect in terms of overall export. Therefore, one of the key
priorities of the economic policy should be to reduce the current account deficit, i.e. foreign trade deficit by en-
couraging production in sectors which have a good export potential. The coverage of foreign trade deficit with
surpluses recorded at other current account sub-accounts amounted to 25.6%, recording a y-o-y increase of
4.8 percentage points. The degree of imports/exports coverage in the observed period amounted to 26.9%,
which is an increase of 3.9 percentage points compared to Q1 2012.

The volume of invisible trade in Q1 2013 amounted to EUR 159.1 million, which is similar to 2012. In the
observed period, the services account surplus amounted to EUR 6.6 million, which represents a decline in
relation to the same period of 2012, when it amounted to EUR 9 million and represents a result of increased
expenditures.

Positive results were recorded in the factor income and current transfers  accounts which recorded a surplus
of EUR 59.5 million, or 11.6% more relative to Q1 2012. Surplus recorded in these two sub-accounts signifi-
cantly contributes to the mitigation of the foreign trade deficit.

Capital and financial account recorded a net inflow based on foreign direct investments and other invest-
ments, while portfolio investments account recorded a net outflow. Net FDI inflow in Q1 2013 amounted to
EUR 65.5 million or 2.2% less than in Q1 2012. In Q1 2013, the portfolio investments account recorded a net
outflow in the amount of EUR 8.3 million, while at the same time other investments account recorded net
inflow of EUR 68.9 million. In the reporting period the state and corporate sectors recorded a decrease in
borrowing, while credit liabilities of banks increased.

* Monstat data with adjustments for the purpose of compiling the balance of payments in line with the IMF methodology (Bal-
ance of Payments Manual, Fifth edition, IMF, 1993)



Table 6.1
Balance of Payments of Montenegro, EUR thousand

Q12012 Q12013 Change in %
A. CURRENT ACCOUNT -236,605 -192,175 -18.8
GOODS -298,873 -258,305 -13.6
1. Export f.o.b. 89,256 94,905 6.3
2. Import f.o.b. 388,129 353,209 -9.0
SERVICES 8,962 6,616 -26.2
1. Revenues 83,218 82,882 -04
2. Expenditures 74,256 76,265 2.7
INCOME 21,963 33,173 510
1. Revenues 48,030 51316 6.8
2. Expenditures 26,067 18,143 -304
CURRENT TRANSFERS 31,342 26,341 -16.0
1. Transfers to Montenegro 40,916 37,644 -8.0
2. Transfers from Montenegro 9,573 11,303 18.1
B. CAPITAL AND FINANCIAL ACCOUNTS 142,755 142,535 -0.2
1. CAPITAL ACCOUNT 950 -60
2. FINANCIAL ACCOUNT 141,805 142,595 06
1. Direct investments-net 66,967 65,515 -2.2
1.1. Abroad -18,591 -1,622 -91.3
1.2.To Montenegro 85,558 67,137 -21.5
2. Portfolio investments-net -2,691 -8,349 2102
2.1. Assets -766 -10,998 1,336.3
2.2. Liabilities -1,925 2,648
3. Other investments-net 63,456 68,864 85
3.1. Assets 27,166 1,646 -93.9
3.2. Liabilities 36,290 67,218 85.2
4. Change of CBCG reserves 14,072 16,566 17.7
C. NET ERRORS AND OMISSIONS (-A-B) 93,850 49,640

Source: CBCG

6.1. The current account

The current account trends in Q1 2013 were mostly influenced by developments in the goods account. The
decrease of current account deficit came as a result of lower foreign trade deficit. The decrease of import and
increase of export of goods had a positive effect on the balance of foreign visible trade.



Table 6.2
Current account, in thousand EUR

External Sector INIEEI

Q12007 Q12008 Q12009 Q12010 Q12011 Q12012 Q12013

A. CURRENT ACCOUNT (1+2+43+4) -227,048 -412,836 -253,675 -239,576 -186,269 -236,605 -192,175

1. GOODS
1.1. Export f.0.b.
1.2. Import f.o.b.

-244.846  -427,087 -268252 -244,885 -229573 -298,873 -258,305
116,220 98,976 76,509 60,339 115,682 89,256 94,905
361,066 526063 344,761 305224 345255 388,129 353,209

2. SERVICES
2.1. Revenues
2.2. Expenditures

-4144  -17864 -15424  -23,052 -3,874 8,962 6,616
48,944 63,158 56,262 51,230 61,920 83,218 82,882
53,088 81,023 71,686 74,282 65,794 74,256 76,265

3. INCOME
3.1. Revenues
3.2. Expenditures

8,608 20517 14,186 4,955 21,523 21,963 33,173
22,953 38,150 40917 38431 46,032 48,030 51,316
14,345 17,633 26,731 33,476 24,509 26,067 18,143

4. CURRENT TRANSFERS
4.1.Transfers to Montenegro
4.2. Transfers from Montenegro

13,335 11,597 15815 23,406 25,656 31,342 26,341
23,281 21,91 26,402 30,384 33,858 40916 37,644
9,946 10,314 10,587 6,978 8,203 9,573 11,303

Source: CBCG

The other current account sub-ac-
counts recorded surpluses which
contributed to reducing the deficit
in the current account. The services
account, influenced mainly by the
tourism, as well as transport and
other business services, recorded a
surplus in the amount of EUR 6.6
million, or EUR 2.3 million less in
relation to Q1 2012. The income and
current transfer’s accounts recorded
a surplus in the amount of EUR 59.5
million which was a result of inflow
arising from foreign remittances and
interests.

6.1.1. Visible trade3¢

Graph 6.1
Current account structure, in thousand EUR
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In QI 2013, total visible foreign trade amounted to EUR 450.9 million, which is 6.6% less compared to the
same period 2012 and is mostly the result of a decline in industrial production and low aluminium prices.
According to preliminary Monstat data, export increased while import decreased, which resulted in a decline

% 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 6.2

Trends at the goods account in the period 2007 -2013,
in thousand EUR
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Graph 6.3
Coverage of imports by exports in period 2005- March 2013, %
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Q12013

of foreign trade deficit by 13% com-
pared to Q1 2012.

Total visible export in the observed
period amounted to EUR 89.2 mil-
lion, while the goods were imported
in the amount of EUR 361.7 million.
The main share of exports belongs to
the products classified by material,
followed by mineral fuels and lubri-
cants, while machines and transport
vehicles accounted for the largest
share of imports. The coverage of im-
ports by exports in Q1 2013 remains
to be low, even though it was 3.4 per-
centage points higher compared to
Q1 2012.

According to the preliminary Mon-
stat data, in Q1 2013, visible export
increased by 5.2% after a decline in
2012. This development of total ex-
port was mainly influenced by the
increased export of electricity, while
at the same time there was a decline
in the export of aluminium, iron and
steal. As per the SITC* classification,
the export structure was dominated
by products classified by materi-
als (sector 6) in the amount of EUR
30.1 million or 35.5% less compared
to 2012. This sector’s export of prod-
ucts accounted for 33.8% of total ex-
port and its main share referred to
the export of aluminium, iron and
steel. Export of aluminium (raw
aluminium) in the observed period

amounted to EUR 24.7 million which is a decrease of 36% (i.e. EUR 13.9 million). The decline in the export
of aluminium comes as a consequence of reduced production in KAP and low prices of aluminium in the
international markets. Export of iron and steel declined by 43.6% in relation to Q1 2012 when it amounted to

only EUR 3.5 million.

% Standard International Trade Classification



Table 6.3
Visible export structure in the period January - March 2013, in thousand EUR

Sector January - January- Change  Share

March 2012  March 2013 in % in %
0 Food and live animals 3,652 3,988 9.2% 4.5%
1 Beverages and tobacco 2,889 4,358 50.8% 4.9%
2 Raw materials, except fuels 9,520 13,664 43.5% 15.3%
3 Mineral fuels and lubricants 12412 26,522 113.7% 29.7%
4 Animal and vegetable oils and fats 353 262 -25.8% 0.3%
5 Chemical products 2,908 1,944 -331% 2.2%
6 Products classified by materials 46,724 30,123 -355% 33.8%
7 Machines and transport vehicles 4811 5,186 7.8% 5.8%
8 Various final products 1473 1,639 11.3% 1.8%
9 Products and transactions, otherwise not mentioned 21 1,503  6988.4% 1.7%
TOTAL: 84,764 89,189 52% 100.0%

Source: Monstat

The export of mineral fuels and lubricants (sector 3) amounted to EUR 26.5 million, or 14.1 million more
compared to Q1 2012. The significant increase in this sector’s export was mostly due to the increased export
of electricity. The export of electricity amounted to EUR 24.6 million, which is EUR 13.9 million more com-
pared to Q1 2012. After the products classified by materials and mineral fuels and lubricants, the highest ex-
port was recorded in sector 2 - raw materials except fuels in the amount of EUR 13.7 million (43.5% increase).

As per preliminary Monstat data, the visible import recorded a y-o-y decrease of 9% in relation to Q1 2012.
According to SITC classification, the highest share of Montenegro's import refers to the category machines
and transport vehicles (sector 7) which amounted to EUR 84.6 million (23.4% of total import), which is ap-
proximately at the same level as in 2012. Other transport vehicles and equipment accounted for the main
share of import within this sector, amounting to EUR 21.7 million (purchase of a new ship for revitalisation
of Montenegro’s maritime fleet).

Import of food and live animals amounted to EUR 69.5 million, which is 4% less compared to the same period
in 2012. The import of meat and meat products in the amount of EUR 18.5 million accounted for the main
share of imports within this sector, followed by the import of cereals and cereal products in the amount of
EUR 10.7 million.

The decrease of the visible import in the observed period was mostly due to a decreased import of mineral
fuels and lubricants, which recorded a decline in imports of EUR 33.1 million or 38.2%. The highest decrease
within this sector was recorded in the import of electricity (EUR 25 million), which is mostly the result of
reduced production in KAP which is the biggest consumer of electricity in Montenegro.



Table 6.4
Visible import structure in the period January - March 2013, in thousand EUR

Sector Ja,\r;‘:e:x - January-  Change  Share

2012 March 2013 in % in %
0 Food and live animals 72,384 69,460 -4.0% 19.2%
1 Beverages and tobacco 9,941 8859  -10.9% 2.4%
2 Raw materials, except fuels 15,949 11,607  -272% 3.2%
3 Mineral fuels and lubricants 86,616 53,498 -38.2% 14.8%
4 Animal and vegetable oils and fats 2,792 2,966 6.2% 0.8%
5 Chemical products 33,395 36,912 10.5% 10.2%
6 Products classified by materials 47678 49,136 3.1% 13.6%
7 Machines and transport vehicles 84,156 84,623 0.6% 234%
8 Various final products 44,997 44,597 -0.9% 12.3%
9 Products and transactions, otherwise not mentioned 0 20 0.0%
TOTAL: 397,908 361,677 -9.1%  100.0%

Source: Monstat

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 dependence on imports. However, significant im-
provements in the export structure cannot be expected in the short-term, because this would require time
as well as considerable investments. The key assumption for the improvement of competitiveness and stimu-
lation of exports lies in the investments into modernisation of equipment and manufacturing process and
in the attraction of FDI in export production. It is necessary to find a long term solution for the aluminium
industry, which represents the biggest exporter, as well as to encourage diversification of export and substitu-
tion of import.

Traditionally, the main share of Montenegro’s visible trade referred to the CEFTA and EU countries. In Q1
2013, the largest amount of goods was exported to the CEFTA countries (EUR 53.2 million), making 59.6%
of total export. Export to EU countries amounted to EUR 274 million, making 30.7% of export. Most goods
were exported to Serbia (EUR 30.1 million), Slovenia (EUR 14.7% million), and Croatia (EUR 14.6 million).

Observed by groups of countries, the highest import was recorded from the CEFTA countries (EUR 146.4
million or 40.5% of total import). Goods imported from the EU countries amounted to EUR 135 million or
37.3% of total imports. Observed by the country, most goods were imported from Serbia (EUR 90.3 million),
China (EUR 46.3 million), Greece (EUR 29.5 million) and Bosnia and Herzegovina (EUR 254 million).



Table 6.5

Structure of visible export and import in the period January-March 2012-2013, thousand EUR

Export Import Balance
Januar Januar Januar Januar Januar Januar
- MarcK - Marc% (522?; - Marc:: - Marcz (S;T)z;r;) - MarcK - Marcz
2012 2013 2012 2013 2012 2013
EU (27) 24,731 27,381 307% 150,181 135,025 373% -125450 -107,644
Greece 2,058 35 0.0% 32,696 29,528 8.2% -30,638 -29,493
Italy 2,629 2,998 3.4% 22,087 24,856 6.9% -19,459 -21,858
Slovenia 5173 14,708 16.5% 15422 12,396 3.4% -10,249 2,312
Germany 4,593 2,833 3.2% 22,490 23,454 6.5% -17,897 -20,621
Austria 929 1,454 1.6% 6,577 6,386 1.9% -5,648 -5432
The Netherlands 998 416 0.5% 8,075 6,318 1.9% -7,078 -6,402
Hungary 1,642 453 0.5% 3,732 3,973 1.1% -2,090 -3,520
CEFTA 55,129 53,187 596% 159925 146,438 405% -104,796 -93,251
Albania 1,003 2,324 2.6% 2,371 4,282 1.2% -1,368 -1,958
BiH 6,124 2,646 3.0% 25,036 25,370 7.0% -18,912 -22,724
Croatia 25,315 14,627 16.4% 20,573 20,642 5.7% 4,741 -6,015
Moldova 0 0 0.0% 31 28 0.0% -31 -28
Serbia 19,095 30,147 338% 106,575 90,300 25.0% -87,479 -60,153
Macedonia 300 441 0.5% 4,769 4,803 1.3% -4,469 -4,361
Kosovo 3,293 3,002 3.4% 570 1,012 0.3% 2,722 1,990
EFTA 1,092 700 0.8% 7498 3,765 1.0% -6,406 -3,065
Other countries 3,812 7,921 8.9% 80,304 76,449 21.1% -76,492 -68,528
Brazil 0 0 0.0% 6,062 2,262 0.6% -6,062 -2,262
China 115 1,153 1.3% 42,936 46,279 12.8% -42,821 -45,126
Japan 246 266 0.3% 3,460 3,539 1.0% -3,213 -3,273
Russia 644 1,113 1.2% 3,289 656 0.2% -2,645 457
USA 100 250 0.3% 2,531 3,238 0.9% -2431 -2,989
TOTAL: 84,764 89,189  100.0% 397,908 361,677 100.0% -313,144 -272,488

Source: Monstat

A decrease in the share of exports to EU countries is evident between 2005 and March 2012 along with an
increase of the share of CEFTA countries, which indicates that this regional organisation encouraged mutual
trade by eliminating barriers. It is necessary to further liberalise the trade within the CEFTA region, in order

to prepare the market for entering the EU.

The structure of the visible import shows smaller fluctuations in comparison to export. The highest import
from the EU countries in percentages was recorded in 2006 when it amounted to 47.3% of total imports; its
share continuously declined by 2009, when it started recording a mild growth, recording a decline of 2.5 per-
centage points in Q1 2013. Lowest share of visible import from this group was recorded in 2007 (33.6%), while
in Q1 2013 it amounted to 40.5% of total imports. There is a mild upward trend when it comes to the import
from other countries in recent years.
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Graph 6.4
Montenegro's export structure by economic grouping
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Graph 6.5
Montenegro’s import structure by economic grouping
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Box 6.1 - Competitiveness of the Montenegrin economy

According to the World Economic Forum (WEF), the concept of competitiveness of a country is defined as
a set of institutions, policies and factors that determine the level of productivity of a country. Montenegro
has been included in the Global Competitiveness Report of the World Economic Forum since 2007.

During recent years, Montenegro recorded variable trends in terms of competitiveness index. The best
position was achieved in 2010, when Montenegro was ranked 49, with the competitiveness index of



4.4, while the worst result came in 2007 (82" place), with the competitiveness index of 3.9. Despite
being downgraded by 11 places in 2011, Montenegro was ranked 60th, with a minor decline of com-
petitiveness index by 0.1. The downward trend of the competitiveness index continued in 2012 (4.1),
which means that Montenegro declined by 12 positions and was ranked 72nd in the WEF list (out of

144 countries).

Observed by individual competitiveness categories, it received the highest marks in the field of health
care and primary education (5.7), while the worst index refers to the market size (2.1), followed by
innovations (3.3) and business sophistication (3.8). According to the latest survey, the attractiveness
of Montenegrin investment environment in respect of attracting foreign direct investments received
worse marks compared to the previous year. Montenegro is ranked 57", which represents a significant
decline compared to the previous survey when it was ranked 31st. However, protection of foreign in-
vestors’ rights received high marks 6.3 (29t position).

According to the latest survey, Montenegro remains to be ahead of the other countries in the region.
The country with the best position, coming after Montenegro, is Macedonia, which is ranked 80", fol-
lowed by Croatia (81°), Bosnia and Herzegovina (88"), Albania (89") and Serbia which remains in the

position number 95.

6.1.2. Services

Montenegro recorded a surplus of EUR 6.6 million in international invisible trade in Q1 2013. Total volume
of invisible trade amounted to EUR 159.1 million, recording a y-o-y increase of 1.1%. Developments in this
account mostly depend on developments in tourism, whose result can be reviewed after Q3 due to its seasonal
characteristics, but having in mind indications of a good tourist season, one can expect positive trends in 2013.

Services income amounted to EUR
82.9 million. The highest revenues
were recorded in transport (EUR
32.1 million) and other business ser-
vices (EUR 23.5 million), followed by
travel-tourism (EUR 11.8 million)
and construction services (EUR 5.5
million).

In Q1 2013, expenditures from ser-
vices amounted to EUR 76.3 mil-
lion, which is an increase of 2.7% in
relation to Q1 2012. In terms of the
structure of expenditures, the high-
est share belongs to expenditures
for other business services, in the

Graph 6.6
Services income structure in the period January- March 2013

4 N
6%
7% W Transportation
m Travel
Communication services
Other business services
. Construction services
28% Other services
6%
. J

Source: CBCG

amount of EUR 29.2 million (38.3% of total revenues), out of which the most expenditures were for different
business, professional and technical services (EUR 13.8 million), as well as expenditures in the area of trans-

port in the amount of EUR 22.9 million.
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Graph 6.7

Services expenditures structure in the period January- March 2013
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Transport services account in QI
2013 recorded a surplus of EUR
9.2 million. Transport revenues
amounted to EUR 32.1 million or
2.1% less than in QI 2012. Mari-
time and air transport accounted
for the main share of total revenues,
amounting to EUR 12.8 million
(39.7% of total transport revenues)
and EUR 8.2 million (25.4% of total
transport revenues), respectively. To-
tal transport expenditures amount-
ed to EUR 22.9 million, recording a
9.7% decline in relation to the same
period of 2012. The highest expendi-

tures were recorded in the area of road and air transport, amounting to EUR 11.7 million and EUR 5 mil-

lion, respectively.

In Q1 2013, estimated travel-tourism revenues amounted to EUR 11.8 million, which is approximately at the
same level as in 2012. More realistic results regarding the developments in this area can be expected after Q3,
due to the seasonal character of tourism.

Box 6.2 - International tourism receipts in 2012

According to the World Tourism Organisation, international tourism receipts reached USD 1,075 billion
worldwide in 2012, which represents a 4% increase. America recorded the largest increase in receipts
with a 7% increase in arrivals, followed by Asia and Pacific (6%) and Africa (5%).

Graph 1
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In absolute terms Europe
recorded USD 457 billion in
tourism earnings, equivalent
to 43% of the world’s total
tourism receipts. Destinations
in Asia and Pacific (USD 323
billion) accounted for 30% of
international tourism receipts
and the Americas (USD 215
billion) for 20%. In the Middle
East (4% share) total receipts
reached USD 47 billion, and Af-
rica (3% share) USD 34 billion.

In addition to international
tourism receipts (the travel
item of the Balance of Pay-
ments), tourism also generates



export earnings through inter- ~ Graph 2

national passenger transport.  |nternational Tourism Receipts, 2012, % (USD billion)

According to the Report of the

International Tourism Organi- ~N
sation, international tourism
(travel and passenger trans-
port) accounts for 30% of the
world’s export of services and

3% Americas

6% of overall exports of goods 4% Africa
and services. Middle East
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As a worldwide export cat-
egory, tourism ranks fifth, after
fuels, chemicals, food and au- \ D,
tomotive products, while rank-
ing first in many developing  Source: World Tourism Organisation (UNWTO)

countries. The ranking of top

destinations by international

tourist arrivals and receipts remained virtually unchanged in 2012. France continues to lead by arrivals,
followed by the United States and China, while the United States leads by receipts, followed by Spain
and France. Meanwhile China became the number one source market in terms of tourism expenditures
(USD 102 billion), overtaking Germany and the United States of America which are now second and
third respectively in the ranking.

m Asia and Pacific

In Q1 2013, communication services recorded revenues in the amount of EUR 5.2 million. Telecommunica-
tions were the main contributor in this area. Expenditures in this area amounted to EUR 2.5 million or 26%
less than in 2012.

Revenues from other business services amounted to EUR 23.5 million, which is 28.9% more than in 2012,
with the main portion of revenues recorded from intermediation services (trade and other services) in the
amount of EUR 14 million, followed by provision of various business, professional and technical services
(legal and accounting services, consulting, engineer services etc.) in the amount of EUR 9.3 million. Other
business services account recorded a deficit in the amount of EUR 5.7 million.

The inflow of funds from construction works and installations of domestic companies in and out of Monte-
negro amounted to EUR 5.5 million. In QI 2013, expenditures arising from the hiring of non-residents in the
area of construction amounted to EUR 2.7 million or 37.2% less than in 2012. In the observed period, this
services' sub-account recorded a surplus of EUR 2.8 million, which represents a 7.4% increase in relation to
Q1 2012.

A deficit in the amount of EUR 1.5 million was recorded in the area of insurance services. Montenegro’s resi-
dents allocated EUR 2.3 million for international insurance services.



6.1.3. Income

In Q1 2013, the income account recorded a surplus of EUR 33.2 million which is more in relation to Q1 2012,
when the surplus amounted to EUR 22 million. In the reporting period, total revenues grew 6.8% as a result
of the increased inflow arising from employees’ compensations. At the same time, a 30.4% decrease in total
expenditures was recorded as a result of the decreased outflow arising from interest repayment, compared
to 2012.

Revenues arising from factor incomes amounted to EUR 51.3 million, which is 6.8% more than in 2012. The
main share of the revenues was of employees’ compensations in the amount of EUR 47.2 million, which is an
increase of 6.4% compared to 2012. Revenues arising from international investments income amounted to
EUR 4.1 million, out of which the main share refers to collected interests in the amount of EUR 4 million.

Expenditures arising from factor
income amounted to EUR 18.1 mil-
lion, which represents a decline in
comparison to Q1 2012 when they
4 = amounted to EUR 26.1 million. Of
8% total expenditures, EUR 15.5 mil-
lion referred to income from inter-
national investments (investments in
the form of loans, foreign direct and
portfolio investments), while EUR
= Income from international 2.6 million referred to the wages of
92% investments non-residents employed in Monte-
negro. Of total expenditures from
international investments, EUR 12.4
Source: CBCG million referred to the repayment of
interest, which is 45.6% less than in
Q1 2012. Outflow based on paid dividends amounted to EUR 3.1 million, which is about four times more in
comparison to 2012.

Graph 6.8

Revenues from factor income structure in the period January-
March 2013
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6.1.4. Current transfers

In Q1 2013, the current transfers account recorded a decline of inflow of transfers to Montenegro, which
came as a consequence of decreased inflow based on subsistence, gifts and assistance from abroad in favour
of natural persons, while there was an increase of remittances. The surplus in the current transfers account
amounted to EUR 26.3 million recording a 16% decline in relation to Q1 2012.

In the observed period the inflow of current transfers amounted to EUR 37.6 million or 8% less than in 2012.
In the inflow structure, EUR 33.2 million referred to other sectors, while EUR 4.4 million referred to the
government sector. Of total inflow of other sectors’ transfers, EUR 17 million was recorded from remittances,
which represents an 8.4% increase compared to 2012, while the inflow from inheritance, gifts and assistance
amounted to EUR 16.2 million, or 21% less in comparison to 2012. In the same period expenditures amounted



to EUR 11.3 million, or 18.1% more in
relation to 2012. In the expenditures
structure, the government sector ac-
counted for EUR 1.6 million, with
EUR 9.7 million referring to other
sectors. The outflow of cash arising
from remittances amounted to EUR
5.5 million, while the outflow aris-
ing from inheritance, gifts and assis-
tance amounted to EUR 4.2 million,
or 79% less than in Q1 2012.

External Sector INIEEI
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6.2. Capital and financial account

In QI 2013, the capital and finan-
cial account recorded a net inflow of
EUR 142.5 million. Net inflows were
recorded in direct and other invest-
ments’ sub-accounts, while the port-
folio investments’ sub-account re-
corded a net outflow.

As per preliminary data, a net FDI
inflow in Q1 2013 amounted to EUR
65.5 million or 2.2% less than in
2012. Total FDI inflow amounted to
EUR 81.6 million. The highest in-
flow was recorded from intercompa-
ny debt, in the amount of EUR 40.7
million, which is two times more in
comparison to Q1 2012. The inflow
of EUR 39.8 million, or 48.7% of to-
tal inflow was recorded in the form

Graph 6.10

Structure of financial account by investment categories, in
thousand EUR
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of equity investments. In the structure of equity investments, the largest share refers to the inflow based on
the real estate investments, amounting to EUR 36.9 million (45.2%), while the investments in companies
amounted to EUR 2.9 million. Inflow based on withdrawal of cash invested by residents abroad amounted to

EUR 1.1 million.
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In Q1 2013, total inflow arising from portfolio investments amounted to EUR 6.4 million, which is 12.6%
more compared to 2012 (EUR 5.7 million). Investments in domestic securities amounted to EUR 4.5 million,
while the inflow arising from the withdrawal of funds invested in foreign securities amounted to EUR 1.9
million. Simultaneously, the outflow of funds based on portfolio investments amounted to EUR 14.8 million,
with the major portion referring to residents’ investments in foreign securities (EUR 12.9 million). Outflow
arising from the withdrawal of funds of non-residents invested in domestic securities amounted to EUR 1.9
million. In the observed period, the portfolio investments account recorded a net outflow of EUR 8.3 million,
which represents an increase in comparison to 2012 when the net outflow amounted to EUR 2.7 million.

In QI 2013, the other investments account recorded a net inflow in the amount of EUR 68.9 million, which
is 8.5% more in comparison to 2012. In the reporting period, bank’s deposits abroad recorded a decrease of
EUR 5.9 million, while increasing banks borrowing liabilities by EUR 28.8 million. Private sector’s borrow-
ing abroad declined. The inflow based on withdrawals of funds by the private sector amounted to EUR 29.6
million, which is 79% less than in Q1 2012, and the outflow based on the repayment of principal amounted
to EUR 32.3 million or 11.4% less in relation to 2012.

At end-March 2013, the CBCG monetary assets in foreign accounts and in the vault recorded a decrease of
EUR 16.6 million compared to 31 December 2012.



REAL ESTATE
MARKET ANALYSIS






Real estate market stagnated also in 2013 (12 quarters consecutively). According to preliminary data for Q1
2012, average real estate price™ in Podgorica amounted to EUR 1,171,6 which represents growth of 1.8% in
relation to December 2011. Observing chain index of real estates’ prices trends, it can be noticed that prices
stagnated from September 2010, with fluctuations of +5%.

Table 7.1
Summary statistics of average values of real estates in Podgorica

Period Price, EUR Chain index Base index
September 2007 1.697,6 100,0 100,0
March 2008 1.7383 102,4 1024
September 2008 1.525,5 87,8 89,9
March 2009 1.402,1 91,9 82,6
September 2009 1.223,1 87,2 72,1
March 2010 1.1283 92,2 66,5
June 2010 1.191,5 105,6 70,2
September 2010 1177, 98,8 69,3
December 2010 1.185,2 100,7 69,8
March 2011 1.171,2 98,8 69,0
June 2011 1.163,0 99,3 68,5
September 2011 1.174,0 1009 69,2
December 2011 1.151,2 98,1 67,8
January 2012 1.168,3 101,5 69,0
June 2012 1.179,6 102,5 69,5
September 2012 11723 99,4 69,1
December 2012 1.171,6 99,9 69,0
March 2013 11694 99,9 68,88

Source: CBCG

Decline of differences in prices between parts of the city of Podgorica 1, Podgorica 2 and Podgorica 3, repre-
sents one of key trends that occurred as a consequence of construction of new buildings and selection of new

% According to Hedonic index obtained from the survey conducted by the CBCG, where the prices are not real, realized prices,
but basically represent subjective prices of the real estates owners, that is, prices which the owners would not be willing to
decrease when selling their real estates.



locations. Namely, after intensive construction and increased demand for such locations that used to be con-
sidered as the city periphery (Podgorica 3), prices of these locations increased and adjusted to prices of other
Podgorica locations. This trend was present in the previous four quarters. In addition, slight upward trend
was present in prices of apartments in relation to houses (Table 7.2).

Table 7.2

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

. Box Medium  Standard Minimum  Maximum
Variables . o . .
Observation  value deviation price price
Average Housing Price 402 11694 361 770 2750
Average Housing Price - Apartment 131 1142 388 770 2450
Average Housing Price - Apartment 271 1199 292 700 2750

Source: CBCG, 2013

Prices of apartments at the individual level ranged from EUR 2,750 at exclusive locations to EUR 700 in lo-
cations that are more distant from the city centre, such are Vrela Ribnicka, Stari aerodrom, Konik, Masline,
Tolosi and Zabjelo.

. Box Medium Standard Minimum Maximum
Variables . . . .
Observation value deviation price price
Podgorica 1 89 12721 326 900 2750
Podgorica 2 96 1159 329 800 2500
Podgorica 3 217 1118,1 291 700 2000

Thus, the average price of m* for the zone Podgorica 1 amounted to EUR 1,272 in December 2012, ranging
from EUR 900 to 2,700 in relation to the previous year when it stagnated. The average price in Podgorica 2
zone amounted to EUR 1,159 recording slight growth of 0.2% in relation to the previous quarter, while in
Podgorica 3 zone it was EUR 1,118.1 recording decline of 0.1% in relation to the previous quarter.

The following table shows trends in prices of real estates in selected countries. As it can be seen, Q1 2013 was
characterized by different trends, with the highest extreme values recorded in Dubai (quarterly growth of
6.98%), 1.. Ireland (quarterly decline of 2.6%). In Q1 2013, Montenegro recorded marginal decline of 0.1% in
relation to the previous quarter, while neighbouring countries, such as Croatia recorded decline of 2.4%, that
is, -0.95% in Bulgaria.



Table 7.3

Real Estate Market Analysis HEENI

Nominal housing prices in selected countries (ranged according to annual growth in Q1 2013)

Annual growth

Annual growth

Country rate in 2012 Trend assessment rate in 2013 Q-0-Q (%)
UAE- Dubai -0,37 7 2897 6,98
HONG KONG 7,08 7 24,51 5,14
India - Delhi 33,33 ! 20,24 3,59
Turkey 8,72 i 16,04 1,52
Brazil - Sao Paolo 24,66 ! 14,38 2,62
USA (Case-Shiller) -1,23 i 10,17 3,94
South African Republic 0,64 7 9,26 0,09
NEW ZEALAND 1,37 T 8N 2,83
China - Beijing -0,35 7 8,07 5,80
Denmark 296 7 8,01 429
Estonia 13,90 ! 7,89 3,40
ISRAEL -1,56 7 7.85 3,00
Indonesia 3,59 7 740 1,21
USA (FHFA) 0,66 7 6,73 195
Taiwan - Taipei 0,87 ) 6,18 3,00
Norway 6,30 N 599 291
Filipinas- Makati- CBD 10,68 ! 5,61 2,08
Ukraine 3,18 7 4,87 2,27
Poland 734 7 4,65 5,06
Thailand 0,88 7 4,63 1,50
ICELAND 734 l 457 0,04
SINGAPORE 347 7 3,50 0,57
Sweden -3,49 T 3,05 0,37
Australia -3,39 7 2,60 0,14
Canada 6,05 7 2,60 -0,09
Switzerland 4,56 l 2,07 0,75
FINLAND 116 7 194 0,72
Japan-Tokyo 1,68 \ 1,20 6,50
Latvia-Riga -1,50 1 0,51 0,00
Slovakia 2,29 7 0,40 -0,56
UK (all over the country) 0,21 Q 0,21 0,08
Lithuania - Vilnius 1,09 ! -1,08 0,51
France 1,87 l -1,38 -0,74
Russia 193 ! -1,53 -1,08
BULGARIA -4,31 7 192 -0,95
Germany 9,84 l -193 -0,31
IRELAND -16,33 1 3,03 2,58
Romania -3,84 N -4,49 -2,04
Croatia — Zagreb -4,36 ! -6,23 2,40
PORTUGAL -8,60 1 -6,75 3,73
Spain -7,22 N -790 -0,78
THE NETHERLANDS -4,15 ! -8,35 2,25
Greece -10,23 ! -11,55 2,24
Montenegro -1,10 | 0,10 +1,80

1 =more than 1 percentage point, the increase of houses' prices
7 =less than 1 percentage points, the increase of houses’ prices
\ =more than 1 percentage points, the decline of houses’ prices
| =less than 1 percentage points, the decline of houses’ prices compared to prices’ change in the same period of the

previous year

Source: Global property guide, CBCG, 2013
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Although Q1 2013 was characterized by the global economy stabilization, IMF substantially revised its fore-
cast regarding growth of many European and other countries.

Table 8.1
Overview of global indicators , y-0-y, %

Differences in relation to
Forecast  forecasts from January 2013,

Indicator 2011. 2012. percentage points
2013. 2014. 2013. 2014.

GDP growth

WORLD 4,0 32 33 4,0 -0,2 0,0
Advanced economy 16 1.2 1,2 2.2 -0,1 01
Developing economies 6,4 51 53 57 -0,2 -0,1
USA 1,8 2,2 19 3,0 -0,2 -0,1
Euro area 14 06 03 11 -0,2 0,0
Germany 31 09 06 1,5 0,1 0,0
France 1,7 00 -0 09 -04 0,0
Italy 04 24 -1,5 05 -04 0,0
Spain 04 -14 -1,6 0,7 -0,1 -0,1
Japan -0,6 2,0 16 14 04 0,7
UK 09 0,2 0,7 15 -0,3 -0,3
Canada 2,6 1.8 15 24 -0,3 0,1
Advanced economies outside G7 and Euro area 33 18 2,5 34 -0.3 01
Central and Eastern Europe 52 1,6 2,2 28 -03 -04
Russia 43 34 34 38 -0.3 0,0
China 93 7.8 8,0 82 -0,1 -0.3
India 7,7 4,0 57 6,2 -0,2 -0,1
Latin America and the Caribbean 4,6 3,0 34 39 -0.3 00
Middle East and Northern Africa 4,0 438 3,1 37 -03 -0.2
Sub-Saharan Africa 53 48 56 6,1 -0,2 04
Volume of global trade (goods and services) 6,0 2,5 36 53 -0,.2 -0,1
Consumer prices

Advanced economies 2,7 2,0 1,7 2,0 0,1 0,2
Developing economies 7.2 59 59 56 -0,1 0,1

IMF “World Economy Outlook” (WEQ), April 2013



Despite mitigation of public debts problems, liquidity increase at securities markets, gradual revival of ac-
tivities, mid-term risk are still present and lead to the slower recovery risk. Thus, in Q1, Euro area periphery
countries expressed severe misbalances. Banking sector also faced problems with profitability, asset quality
and financing expenses, which directly affect economy and its recovery.

USA and Japan recorded positive growth rates and large impact on global economy development, while mid-
term fiscal risks were still present in both countries.

Capital market showed short-term positive signals, whereby, some markets recorded the most positive results
as of the beginning of the crisis. In addition, shares’ volatility declined down to the pre-crisis level, as well as
spreads on T-bills yields in states of so called Euro area “periphery”. However, these movements, must bi taken
with reserve since global economy prospective still point to uncertainty.

Table 8.2
Selected economic indicators of leading developed economies®

Country S0P IO Inflation, % c'?fgg; Public debt, GDP % C”"eglt);f)f”m'

1. 12 13, 11, 12, 130 11, 120 130 ‘11, "12. “13. 11, 12, "3.
Euroarea 14 06 03 27 22 16 41 -36 29 8,1 929 950 06 18 23
Japan 06 20 16 03 02 07 -99 -102 -98 2303 2379 2454 20 10 12
USA 18 22 19 31 18 17 -100 -85 -65 1025 1065 1081 -31 -30 -29
Total 13 12 10 25 17 15 79 70 57 1158 1208 1236 -10 -07 05

Source: IMF, CBCG calculations

8.1. Advanced economies
8.1.1. USA

In Q1 2013, USA economy increased by 2.4%, after 2.2% in Q4 2012, but general economy outlook did not
substantially changed in relation the previous period. Growth of personal consumption, private investments,
stocks and export (which was partially declined by the import growth and lower non-residential investments)
contributed to quarterly GDP growth.

Current account deficit increased by 3.7% and amounted to USD 106.1 billion or 2.7% of GDP at the annual
level.

Atend-QI 2013, inflation amounted to 1.5% and was on a downward trend, mostly due to the decline of en-
ergy products.

# Data for the group are obtained as the average of national data, with GDP weighting according to PPP. Budget deficit data re-
fer to so called lending/borrowing, which is, basically, similar concept. Aggregate data on current account balance should be
taken with reserve, bearing in mind that they do not exclude transactions between countries. Notes from this footnote refer
also to Tables 8.3 and 8 4.



Unemployment rate amounted to 7.6% or 0.2 percentage points less in relation to December 2012 or 2.4 per-
centage points in relation to crisis maximum from October 2009. However, one of reasons of unemployment
decrease was the decline of population of working age.

Despite Congress agreement on fiscal consolidation, realization strategy was not determined yet. The decline
of public consumption will affect economy growth. Budget deficit amounted to 4.89% of GDP at end-Q1 2013,
while public debt amounted to 104.95% of GDP.

8.1.2. Euro area

In QI 2013, Euro area recorded decline of 0.2% (Q-0-Q), while at the annual level it recorded decline of 1.1%
(EU27 recorded decline of 0.7%). Most of GDP components recorded decline. Corporate branches were in a
similar situation. Along with the decline of consumer thrust indicators and PMI index40, further deteriora-
tion of the Euro area economic activity could be foreseen. Annual inflation in Q1 2013 amounted to 1.7%
(EU27 inflation was 1.9%).

Banking sector problems, fiscal con-  Graph 8.1
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8.1.3. Japan

Economy of Japan increased by 1% in relation to end-2012. This was due to the export increase of 3.8% as well
as private consumption growth, whereby weakening of yen was in favour of exporters.

Inflation in Japan remained negative in Q1 2013. The Bank of Japan announced that it will make an effort to
reach its target inflation of 2% within the following two years. In order to reach this goal, the Bank of Japan
plans to begin a new phase of monetary “easing” in quantitative and qualitative sense. The Bank of Japan

“0° PMI - (Purchasing managers index)



plans to triple monetary base and quantity of government’s bonds in its portfolio, as well as other securities
by the end of 2014.

In the past six months, JPY weakened by 20% which enabled better exporting position of Japan. Prices were
lower by 0.4% in average by in relation to end-2012. Unemployment rate declined by 0.3 percentage points in
relation to 2012 amounting to 4.1%.

JPY weakening was the reason of recent numerous critics of Japanese monetary authorities, accused by many,
but mostly by countries which are its trading partners for deliberate weakening of yen aiming to increase ex-
ternal competitiveness of the economy, thus worsening trading balance of Japanese trading partners.

Nikkei 225, Tokyo Stock Exchange index, continued with the growing trend. Thus, in Q1 it increased by 2002
(19.3%) in relation to end-2012.

8.2. Developing economies

Emerging/developing countries recorded moderate growth rates for the first three months of 2013. According
to IMF, China and other large developing countries were “leading” the global economy growth. Despite lower
growth in Q1, IMF expects relatively high growth for this group of countries, whereby these rates are lower
than rates in the last ten years.

Table 8.3
Selected economic indicators of BRICS countries

GDP growth
Country

"11. "12. "13.
Brazil 2,7 09 30
China 93 7.8 8,0
India 7,7 4,0 57
Russia 43 34 34
South Africa 35 25 2.8
BRICS 6,9 52 59

Source: IMF

China

In Q1, Chinese economy recorded growth of 7.7% which represents insignificant slowing down in relation to
the previous quarter. Although it is quite high growth rate, it is significantly lower in relation to 2011 (9.3%).
At the same time, recorded growth was the lowest in the past several quarters. Although still intensive, indus-
trial output growth was lower amounting to 8.9%. Recorded current account surplus was estimated to 2.5%
of GDP, which is also at the lower level in relation to end-2012.



Atend-March 2013, prices increased by 2.1% in relation to March 2012. Unemployment rate remained at the
level of 4.1%.

Public finances were not subject of concern, although budget recorded deficit of 2.0% of GDP. Public debt
was estimated to 22.8% of GDP, which is low even without taking in consideration large amount of foreign
exchange reserves of the country (about USD 3.5 trillions).

Chinese Yuan (CNY) remained almost at the same level from 2012 (CNY 6.2 per 1 US dollar). Numerous ana-
lysts still consider that Yuan is unrealistically weak, that its values should increase, i.e. that Chinese authori-
ties keep it purposely low, in order to provide artificial external competitiveness for the economy.

“SSE composite” index of the Shanghai Stock Exchange did not change substantially in relation to end-2012,
remaining at the level of 2.232 points, which is still significantly under the maximum reached at end-2007,
when it amounted to 6,000 points.

Russia

In QI 2013, Russian economy increased by 1.6% in relation to the comparative period of the previous year,
which is lower than the IMF assessment for this year.

In relation to end-2012 inflation increased by 7.1% in Q1 2013.. Unemployment rate declined in Q1 2013 from
6.0% to 5.7%.

Russian public finances are in positive condition. In is estimated that in Q1 2013 budget surplus amounted to
0.9%, while public debt slightly declined amounting only 8.4% of GDP.

Atend-QI 2013, Russian rublja (RUB) amounted to RUB 32.5 per 1 US dollar in relation to the beginning of
the year when it amounted to RUB 31 per 1 US dollar.

MICEX, Moscow Stock Exchange index amounted to 1509.8 points at end-QI 2013, which represents growth
in relation to end-2012.

8.3. Neighbouring countries

Non-competitiveness of the economy, structural obstacles, problems regarding public finances sustainability
and banking sectors, quite burdened with NPLs, affected the recovery of the Southeast Europe economies,
which already at the beginning of 2013 was weak and clearly indicated that economies of these countries are
not recovered yet. Due to budget deficit, public debt of most of the region countries increased, which, if one
bears in mind public finances condition, that is, fragility of the economy, could represent important risk in
mid-term.



Table 8.4

Selected economic indicators of former Yugoslav countries

GDP growth Inflation, % Deficit, % GDP Public debt, GDP % Curre:)nt account,
Country % GDP

. 120 3.0 1. 120 30 11 120 130 11 20 130 1. 120 1B
E{Zﬁ;‘;g\’:ﬁ]a 13 07 05 27 20 18 26 -28 -16 404 443 421 95 -97 -87
Croatia 00 20 -02 21 47 27 -52 -41 -40 472 563 595 -1,0 01 00
Kosovo 50 21 29 36 37 15 -19 27 -39 - - - 204 -203 -200
Macedonia 29 -03 20 28 47 22 25 38 -36 282 333 343 -30 -39 -47
Montenegro 32 -05 12 28 51 21 59 -49 -36 459 511 529 -177 -177 -168
Serbia 16 -18 20 70 122 55 -42 70 55 500 637 647 -92 -109 -87
Slovenia 06 23 20 21 25 15 56 -32 -69 469 526 688 00 23 27
EXYU 24 30 10 36 60 30 -44 -45 -47 457 543 587 54 53 -46

Source: IMF (for Montenegro only for 2013), CBCG calculations

Macedonia

Macedonian economy growth amounted to 2.9% in QI 2013, resulting from the growth in almost sectors.
The highest growth was recorded in construction sector.

At end-March, inflation amounted to 0.1% at the monthly level, resulting from lower prices of energy prod-
ucts. Annual inflation amounted to 3.1%.

Unemployment rate amounted to 29.9% at end-March 2013, which represents a decline in relation to the pre-
vious quarter by 1.1 percentage points. The average monthly gross and net salary in March 2013 amounted to
MKD 31,185 and MKD 21,294, respectively, Which represent respective declines of 0.9% and 0.8% in relation

to December 2012.

In Q1, export increased by 0.2%, while import declined by 3.1%. Coverage of import by export amounted to

63.2%.

Budget deficit amounted to 2.3% of GDP, while public debt amounted to 33.9% of GDP.

Croatia

Croatian economy declined by 1.5% in Q1 2013 in relation to the same period of 2012, whereby seasonally ad-
justed data point to stagnation of the economy in comparison with the previous quarter. This was mostly due
to the decline of export by 12.9% in most of economic branches. On the other hand, import declined by 0.5%.

Annual inflation rate amounted to 3.7% in QI 2013, while monthly inflation was 0.3%. Unemployment rate
amounted to 21.6%. Net salary amounted to HRK 5,516, which represents 1.0% of real growth in relation to
the same period of the previous year.



Budget revenues declined by 0.8% in relation to the same period of the previous year, whereby expenditures
increased by 4.9%. Thus, deficit, which amounted to HRK 4.2 billion in QI 2012, at end-Q1 2013 amounted
to 5.8 HRK billion. This deficit was financed mostly from new borrowings.

Serbia

Real GDP in Serbia increased by 2.1% in Q1 2013 in relation to the same period of 2012 and 1.9% in relation
to the previous quarter. Industrial output increased by 0.8% in relation to the same period of 2012. Annual
inflation rate amounted to 11.2% in March 2013, while in relation to December 2012 it was 1.1%.

In Ql, average gross and net salaries recorded respective nominal growth of 2.7% and 2.8%, respectively, in
relation to the same period of 2012. In March 2013, the average gross salary amounted to RSD 57,628, while
average net salary was RSD 41,689. According to the Labour force survey, unemployment rate in March 2013
amounted to 29.5% which is 1.5% more in relation to the same period of the previous year.

Exportincreased by 22.7% in relation to the same period of the previous year, while import increased by 1.1%.
Coverage of import by export amounted to 64.1% which is increase in relation to the same period of the previ-
ous year when it amounted to 52.8%.

Atend-Ql, current account deficit amounted to 8.1% of GDP. In Q1, budget deficit amounted to 5.9% of GDP.
Public debt increased, reaching the level 622% of GDP.

8.4. Central banks’ interest rates

Bearing in mind still present recession pressures, central banks of leading economies continued with the
policy of the lowest interest rates in 2013. Most banks intensified quantitative release programmes, introduc-
ing also other programmes of assistance to the macroeconomic and financial stability.

The ECB did not change reference interest rate in Q1 2013. The ECB council declined that rate down to histori-
cally lowest level of 0.5% in May 2013. In addition, the ECB declined marginal lending facility by 50 percent-
age points to 1%, while deposit rates did not change. Due to weaknesses of the economy, and minor inflation
movements, it is expected that such monetary policy shall continue to stimulate economy and fulfil defined
goals. The ECB decided to continue refinancing operations with fixed interest rate until July 2014.

The FED kept its reference rate at 0-0.25% also in Q1 2013. The FED confirmed that it shall conduct such
policy as long as unemployment is above 6.5% and inflation is not higher than 2.5% in mid-term.

The Bank of England kept its reference rate at 0.5% in Q1 2013.

In 2013, the Bank of Japan kept the reference interest rate (so called target rate) on non-collateralized bor-
rowings at the level of 0-0.1%, which is the same level from October 2010. In addition, for several times, Bank
of Japan “reinforced” quantitative release programmes, which reached its peak with the arrival of the new
government, that is, the Governor of the Bank of Japan. The first session with the new Governor was held on
3and 4 April 2013, and it was decided that the CPI growth rate of 2% should be increased as soon as possible.
In order to realize this, the Bank of Japan shall double the monetary base and T-bills portfolio and exchange
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traded funds, whereby, the remaining maturity of T-bills portfolio shall be increased more than two times.
It should be pointed out that the aforementioned measures along with announced fiscal and other Govern-
ment’s measures are focused on “breaking” multi-year low inflation spiral (deflation) - low economic growth.

Table 8.5

Reference interest rates of leading central banks

Central bank Interest rates Level, % Date of last change
ECB Rate on main refinancing operations 0,5 08.05.2013.
FED Target rate on federal funds 0-0,25 16.12.2008.
Swiss National Bank Target three-month LIBOR on CHF 0-0,25 03.08.2011.
Bank of England ,Bank rate” 0,5 05.03.2009.
Bl Joaan Target rate on non-collateralized overnight 0-0,1 05.102010.

borrowings

Source: Central banks

8.5. Exchange rates

Euro area market occurrences, as well as expectations of quantitative releases and fiscal consolidation in the
USA in Q1 2013, were main initiators of foreign exchange rate of Euro, that is Dollar. On the other hand, as
a result of extremely positive active policy of the Bank of Japan, Yen substantially depreciated in relation to
abovementioned currencies. In QI 2013, exchange rate of Euro did not substantially change in relation to

Pound and Franc.

Graph 8.2
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At end-Q1 2013, foreign exchange of
Euro to USs dollar was USD 1.2819
US per Euro of 2.9% less in relation to
2012. The average foreign exchange
in Q1 2013 amounted to USD 1.3224
per Euro. Maximum value of USD
1.3640, Euro reached at the begin-
ning of February, while the mini-
mum value of USD 1.2780 per Euro
it reached at end-QI 2013.

In relation to GBP, Euro appreciated
by 3.8% during the same period and
at end-Ql, value of GBP amounted
to GBP 0.8436 per Euro. The aver-
age foreign exchange rate in Q1 2013
amounted to GBP 0.8504 per Euro. In
relation to GBP, Euro was the strong-

est at the beginning of March (GBP 0.8747 per Euro), while at the beginning of Q1 it recorded the weakest
value (GBP 0.8100 per euro).



JPY was extremely volatile due to the value loss which continued also in Q2 2013. Euro appreciated in rela-
tion to JPY by 5.5% amounting to 120.76 in relation to Q1 2013. At the beginning of February, Euro reached
maximum value in relation to JPY (127.177), while the minimum value of 113.839 it recorded at the begin-
ning of the year. Namely, JPY depreciated in relation to all currencies, which is a continuation of a trend fro
the second half of 2012, primarily due to expansive measures of Japanese monetary policy.

Foreign exchange rate to CHF was the least volatile. At end-2012, it amounted to CHF 1.2088 per Euro or 0.7%
more in relation to 2012. Euro was the strongest at end-January (1.2474) while it was the weakest at the begin-
ning of January (1.2083). The average foreign exchange rate in Q1 2013 amounted to CHF 1.2285 per Euro,
which represents minor variations in relation to the foreign exchange rate to other currencies.
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The most important events in the first quarter of 2013
January

As of 01 January 2013, excise duties on beer increased amounting to EUR 5 per volume of alcohol per hecto-
litre.

The Parliament of Montenegro adopted Amendments to the Law on Personal Income Tax on gross salaries
over EUR 720, that is, net salaries of EUR 490 on which higher tax rate of 15% is implemented on amounts
above that level.

The Parliament of Montenegro appointed Mr. Milojica Daki¢ the Governor of the CBCG.

The Government established a working team with a view to defining and implementing measures that will be
focused on shadow economy suppression, fight against black market jobs, control of turnover of excise duties’
products and issuing fiscal receipts.

The Government signed the Agreement on settlement with Aluminium Plant Podgorica, Electric Power
Company of Montenegro and Coal Mine aimed at fulfilment of the Parliament’s conclusions.

As of July, when the Government started collection of duties on SIM cards, electricity meters, connection to
cable TV and tobacco products, some EUR 5.7 million was collected.

February

The Government adopted the Information on measures taken for shadow economy suppression and entrust-
ed Ministry of Labour and Social Welfare a task to continue a dialogue with competent authorities and social
partners to define a percentage of minimum wage increase.

Representatives of Montenegrin and Croatian Government signed the agreement on cooperation in the area
of tourism and economy.

Montenegrin Government determined a proposal of the Law Amending the Law on Value Added Tax, which
prescribes measures against non-issuing of fiscal receipts, non-disclosing turnover on cash registers and oth-
er similar violations, and anticipates fines in amounts from EUR 800 to EUR 20,000.



Shareholders of Newspaper-Publishing company “Pobjeda” adopted the proposal of the Agreement on set-
tling of liabilities to the state, according to which the Government assume the company’s debt in amount of
EUR 2.8 million in exchange for attractive location and the building of the company.

Shareholders of the Tobacco Factory Podgorica unanimously adopted the Decision on transforming the debt
into the share capital referring to the Government’s claims to the company in amount of EUR 280 thousand.

March

Committee for suppressing shadowed economy adopted the Action plan which defines activities focused on
labour market, turnover of excise duties products and VAT payment through issuing fiscal receipts.

If observed by competitiveness in the tourism and travel industry, Montenegro downgraded by four positions
in relation to the previous report of the World Economy Forum and is on 40th position out of 140 countries
on the list.

The Government accepted the proposal of the Social Council and determined minimum wage in amount of
EUR 193.
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Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

Annexes HEENI

2012. 2013. (chain indeks)
Description
XX 1 I M 1Y \% viovi vk IX X Xl XIl
Industrial production (index) 1153 83.0 1020 1246
Consumer prices (index) 99.7 999 100.1 1004
Industrial producer prices (index) 996 999 1002 999
Source: Monstat
Table 2 — Industrial output
L 22012 LEVEL INDEX
DESCRIPTION Conézﬁ’;t"’" Mar-13.  Mar-13.  Mar-13. Jan-Mar 2013,
@ 2012. Feb-13. Mar-12.  Jan-Mar 2012.
INDUSTRY TOTAL 100.0 1234 124.6 1104 103.3
MINING AND QUARRYING 52 97.2 107.8 97.8 933
Mining of coal and lignite 40 1135 113.7 1025 93.1
Mining of metal ores 0.1 - - - -
Other mining and quarrying 1.1 398 70.3 66.4 94.3
MANUFACTURING 596 786 122.8 65.6 65.5
Manufacture of food products 7.1 844 107.1 79.8 90.6
Manufacture of beverages 35 62.4 144.1 89.5 88.5
Manufacture of tobacco products 1.1 3746 124.6 83244 5196.7
Manufacture of wearing apparel 0.1 66.1 120.0 723 50.1
g/loarEufacture of wood and of products of wood and 15 443 1678 568 624
Manufacture of paper and paper products 0.5 2237 197.1 262.3 1654
Printing and reproduction of recorded media 04 87.1 100.5 106.0 894
Manufacture of chemical and chemical products 0.2 140.6 140.2 1238 137.1
Manufacture of basic pharmaceutical products 10.0 8.9 26.8 5.7 17.6
Manufacture of rubber and plastic products 0.1 115.6 120.8 152.7 176.8
Manufacture of other non-metallic mineral products 6.1 133.0 1785 110.9 75.1
Manufacture of basic metals 212 759 1273 62.0 549
Manufacture of fabricated metal products 1.6 121.0 2449 56.2 513
Manufacture of machinery and equipment 56 753 1094 68.2 79.7
Manufacture of furniture 0.1 588.8 69.5 450.8 352.7
Repair and installation of machinery and equipment 0.5 1348 80.0 200.0 169.7
ELECTRICITY, GAS, STEAM AND AIR COND. SUPPLY 352 2029 127.1 203.1 166.3

Source: Monstat
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Table 3 - Industrial production

Total Mining and quarrying Manufacturing A S

conditioning supply
pel:]lgsxon 2010=100 _ Monthly pelrr:g(e!xon 2010=100 _ Monthly pel:;g(eixon 2010=100  Monthly pel::gg);n 2010=100 _Monthly

B growth rate B growth rate B growth rate B growth rate
2006 101.0 102.9 100.1 103.1
2007 100.1 101.5 109.3 726
2008 98.0 177 88.7 1319
2009 67.8 345 614 97.6
2010 175 158.7 97.0 1511
2011 89.7 106.3 106.8 67.3
2012 929 79.0 89.9 101.4

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 -22.9

Mar 1083 174 716 10.3 936 25.2 130.5 120

Apr 103.7 -4.2 904 26.2 101.5 85 108.0 -17.2

May 932 -10.2 60.8 -32.8 94.8 -6.6 95.2 -11.9

Jun 101.4 89 94.1 54.8 1134 19.6 88.0 -7.6

2010 Jul 87.0 -14.3 944 03 103.6 -86 66.0 -24.9

Aug 74.6 -14.2 1213 285 939 94 459 -30.6

Sep 95.5 279 139.5 15.0 120.0 27.8 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 -1.6 105.1 481

Dec 132.8 237 79.7 -33 1138 1.8 1619 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 16.4 107.3 -20.7

Mar 97.2 -2.7 87.7 9.5 103.3 7.9 911 -15.1

Apr 825 -15.1 89.2 1.7 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 1187 19.2 120.1 56 4538 -14.9

Sep 935 6.3 226.6 90.9 1155 -3.8 511 116

Oct 96.5 32 134.8 -40.5 114.5 -09 70.3 376

Nov 90.2 -6.5 1376 2.1 116.7 19 52.6 =252

Dec 835 -74 795 -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

Feb 852 6.9 86.9 -29 916 59 774 9.6

Mar 933 9.5 836 -3.8 1152 256 68.1 -11.9

Apr 99.7 6.8 44.0 -47.4 1259 93 75.0 10.1

May 739 -259 14.7 -66.6 108.2 -14.1 39.8 -46.9

2012 Jun 66.3 -103 388 163.9 953 -12.0 349 -12.3

Jul 85.6 29.1 88.1 127.2 97.7 26 70.8 102.7

Aug 83.2 -2.8 91.1 34 104.6 7.0 56.6 -20.2

Sep 787 -54 189.0 107.5 924 -11.7 49.0 -133

Oct 73.0 -7.8 171 -380 68.0 -26.9 73.6 50.1

Nov 84.8 16.3 95.6 -184 839 232 125.6 149

Dec 97.7 153 710 -25.7 83.2 -0.9 118.3 40.0

Jan 81.0 -17.0 84.8 19.5 54.8 -34.1 1120 53

2013 |Feb 826 20 759 -106 61.5 121 108.9 -28

Mar 103.0 246 81.7 7.8 755 22.8 1385 27.1




Table 4 - Industrial output

Annexes HEENI

2013. I Il 1] v Y ViV viE X X Xl Xl
Chain index 83.0 1020 1246
22012=100 97.1 990 1234
Month-on-month 101.7 970 1104
Year-on-year 99.2 1033
Table 5 — Consumer prices
2013. | Il Il \% Vv Vi Vil Vil IX X Xl Xil
Chain index 99.9 100.1 1004
22012 =100 1015 101.6 102.0
Month-on-month 104.2 103.3 1033
Year-on-year 104.1 103.7 1036
December 2012 = 100 99.9
Table 6 — Producers’ prices of manufactured products
2013. I Il 1] v v ViV viE X X X Xl
Chain index 999 100.2 999
22012=100 101.9 102.1 1020
Month-on-month 1046 1039 104.2
Year-on-year 104.3 104.2
December 2012 = 100 99.9 100.1 100.0

Source: Monstat
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Table 7 — Prices

Consumer prices

Producer’s prices of industrial

Export Producer prices of

Import industrial

products industrial products product prices
Total Total Total Total
Annual Monthly Monthly Monthly Annual Monthly
growth rate growth rate growth rate growth rate growth rate growth rate growth rate growth rate
Jan 0.8 -03 -6.4 24 12.7 3.8 3.1 15
Feb 0.2 0.1 -6.2 -0.8 143 24 39 04
Mar 0.7 04 -4.6 -0.5 24.2 4.7 56 1.6
Apr 04 0.1 -34 15 343 6.5 6.6 1.1
May 0.3 -0.1 1.1 38 30.1 -2.8 6.1 -0.1
2010 Jun 02 -04 22 -0.7 356 -28 6.2 -03
Jul 1.0 0.2 29 -09 206 -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 -09
Oct 0.6 0.2 0.7 -0.3 156 -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 16 132 15 8.1 1.8
Feb 20 1.0 4.5 038 163 04 87 0.8
Mar 3.7 2.0 5.6 04 11.9 0.0 8.1 09
Apr 3.7 0.0 4.7 0.0 55 -0.1 8.1 0.7
May 3.6 -0.1 19 -0.2 9.0 09 76 -0.6
2011 Jun 35 -0.5 22 -0.3 1.7 -0.2 7.5 -03
Jul 3.0 -03 36 0.7 1.7 -1.0 56 -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 5.7 -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 2.8 -0.2 1.0 -16 -6.3 -3.0 43 04
Jan 4.1 0.7 -0.6 1.0 -86 -1 3.1 0.8
Feb 4.2 1.0 -0.8 04 -6.0 33 25 -0.1
Mar 2.7 04 -1.5 -0.3 -5.8 02 1.8 -0.1
Apr 3.1 05 -0.2 0.1 5.6 0.1 14 03
May 35 04 -0.3 -0.2 -7.8 -1.5 1.0 -0.8
2012 Jun 39 0.2 1.8 1.8 -74 03 0.5 -0.8
Jul 44 0.2 09 0.0 -7.2 -0.8 038 0.1
Aug 40 04 5.1 42 -7.1 -0.2 23 26
Sep 44 04 35 -15 -8.7 24 33 04
Oct 52 1.1 43 0.4 -2.3 54 25 -0.8
Nov 52 -0.1 45 0.1 -14 -0.3 1.7 -0.5
Dec 5.1 -03 57 -04 -0.5 -2.1 05 -0.7
Jan 42 -0.1 46 -0.1 3.7 3.1 -0.3 03
2013 |Feb 33 0.1 39 02 -0.5 -1.0 0.0 0.2
Mar 33 04 42 -0.1 19 2.8 0.0 -03

Source: Monstat



Table 8 — Tourism

Annexes HEENI

2012. 2013. Index
1 i i i TR structure
Total 21,900 49,919 22,695 53,549 107,3 100,0
Arrivals domestic 5,681 13,865 4,232 12,336 89,0 230
foreign 16,219 36,054 18,463 41,213 1143 77,0
Total 80,744 194,790 79,580 190,606 97,9 100,0
Overnights domestic 21,424 55,923 17,880 46,810 83,7 24,6
foreign 59,320 138,867 61,700 143,796 103,5 754
Source: Monstat
Table 9 — Number of employed and unemployed people
| Il Il v V Vi Vil Vil IX X Xl Xl
Employed*
2004 *** 142,081 142,834 142,361 143224 143,845 146,696 145,160 142,634 143447 143,113 143,992 142,438
2005 *** 142,145 142,072 141,298 140,959 142,248 145,852 148,528 146,744 145,739 145923 145528 145,261
2006 *** 144,978 145,753 146,554 147,517 149,321 151,678 154,723 154,289 154,236 154,652 155,156 150,746
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 170,146 168,916 168488 167,722 168583 169,079 169,160
2009 169,305 169,670 170,607 172,549 174,218 178,839 178,622 179,016 176,936 175,468 174,736 169,859
2010 172,301 171,557 171,263 158211 158,716 159221 160,224 158535 157,570 157918 157,712 157,679
2011 **** 157,849 158,010 158842 159,669 162,905 168,195 170,618 167,955 164,386 163,396 162,712 162,450
2012 160,880 162,035 162,569 163,744 165,776 162,567 173,124 173,024 169,877 168,701 168,589 167,484
2013 167,370 167,379 167,738
Unemployed**

2004 69573 71419 72378 72202 68993 64572 60993 60,771 60447 59930 59387 58950
2005 59,115 58,774 58075 57557 56,772 55199 53,683 52494 51,843 51,266 49886 48825
2006 48,639 48656 49388 48651 45640 42560 40,220 39,093 38919 38747 38892 38876
2007 39104 39155 38714 37571 35356 33,393 32205 31,271 31,156 31,569 31,787 31,469
2008 31,323 31469 31,684 30270 30021 29088 28660 27954 28276 28666 28645 28,366
2009 28921 29305 29170 28616 27,785 27113 27,048 26844 27313 28731 29607 30,169
2010 31,055 32375 33117 33188 32377 31,324 31,118 30595 31,016 31,900 32,199 32,106
2011 32,829 33,002 32,748 32,203 30920 29816 29,128 29078 29404 30,108 30576 30,552
2012 31,339 31495 31562 31,320 30,126 29411 28686 28549 28272 29540 30,718 31,168

2013 31,890 32,648 32986 32,624

*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 - 182-day and 91-day auctions, EUR thousand

Annexes HEENI

Auctions Issue date Issued Sold Demand We;gtheted
LIV Auction of 182-day 26.02.2013. 43.500,0 43.500,0 53.778,5 3,81%
XXXII Auction of 91-day 06.03.2013. 8.000,0 8.000,0 13.600,0 3,23%
LV Auction of 182-day 27.03.2013. 6.000,0 6.000,0 8.550,0 3,29%
TOTAL Januar - mart 2013.g. 57.500,00 57.500,00 75.928,50




Annex D Table 12 - Consolidated Public Consumption* in Montenegro realized in the period 01.01-01.03.2013
%
I-Ill 2013 % 2012 5013,
OPIS realization in realization in .
EURmilion S0P @  EURmillion ~"elationto
1-1112012

CURRENT REVENUES 243,28 6,95 223,27 108,96
Taxes 149,76 4,28 134,22 111,58
Personal income tax 20,65 0,59 19,46 106,12
Tax on profits of legal persons 6,64 0,19 539 123,19
Property taxes 3,57 0,10 4,00 89,25
Value added tax 79,10 2,26 66,28 119,34
Excise Tax 28,60 0,82 24,73 115,65
Tax on international trade and transactions 4,28 0,12 7,61 56,24
Local Taxes 6,00 017 595 100,84
Other revenues of the Republic 0,92 0,03 0,80 115,00
Contributions 68,62 1,96 61,76 11,
Pension and disability insurance contribution 40,25 1,15 36,57 110,06
Health insurance contributions 24,52 0,70 21,52 113,94
Unemployment insurance contributions 1,97 0,06 1,74 113,22
Other contributions 1,88 0,05 1,93 97,41
Duties 6,01 017 3,79 158,58
Fees 11,96 0,34 14,15 84,52
Other revenues 6,19 0,18 8,22 75,30
Receipts from the repayment of loans 0,74 0,02 1,13 65,49
CONSOLIDATED EXPENDITURES 298,44 853 280,61 106,35
CURENT PUBLIC EXPENDITURES 287,15 8,20 268,13 107,09
Current expenditures 137,98 3,94 144,40 95,55
Gross salaries and contributions charged to employer 98,95 2,83 93,66 105,65
Other personal earnings 3,87 0 2,01 192,54
Expenses for supplies and services 19,80 0,57 23,98 82,57
Current maintenance 3,37 0,10 2,36 142,80
Interests 4,37 0,12 8,79 49,72
Rent 1,85 0,05 1,19 155,46
Subsidies 4,40 0,13 10,91 40,33
Other expenditures 1,37 0,04 1,50 91,33
Capital expenditures of the current budget with funds 0,00 0,00 0,00

Transfers for social protection 121,00 3,46 113,25 106,84
Transfers to institutions, individ. NGO’s and public sector 26,29 0,75 4,23 621,51
Total capital expenditures 11,29 0,32 12,48 90,46
Borrowings and loans 0,78 0,02 1,09 71,56
Reserves 1,10 0,03 516 21,32
Payment of guarantees 0,00 0,00 0,00

DEFICIT/SURPLUS** -55,16 -1,58 -57,34 96,20
Payment of debts to residents 15,54 0,44 15,84 98,11
Payment of debts to nonresidents 6,31 0,18 17,39 36,29
Payment of liabilities from the previous period 21,00 0,60 14,96 140,37
Privatization revenues 0,46 0,01 3,56 12,92
Donations 115 0,03 143 80,42
Borrowings and loans from foreign sources and project loans 38,34 1,10 59,83 64,08
Borrowings and loans from domestic sources 27,99 0,80 17,23 162,45
The use of government deposits 30,09 0,86 23,48 128,15

*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.

Source: Ministry of Finance



