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Dear readers,

In front of you is a new issue of MONET that refers to 2012 and the opening quarter of
2013. The previous period was characterized with a new crisis that hit the Europe
causing the stagnation in Montenegrin economy in 2012. GDP growth for 2012 is
expected to be negative. All sectors of industry, except energy, gas and steam supply
recorded a decline, as well as forestry and construction. Tourism, and retail sector
were the only sectors capable of resisting the crisis. The first quarter of 2013 shows a
slight recovery in the real sector.
The same trend is observed in fiscal sector. Revenues of Montenegrin budget, in the
first quarter of 2013 accounted for 283.1 million EUR, and have increased by 13.3%
comparing to source revenues from the first quarter of 2012. The budget expenditure
amounts 278.18 million EUR or 3.9% less in comparison with first quarter of 2012.
The public debt amounted 1,755.7 million EUR, or 50.3% of GDP. The internal debt
amounted 12.1% of GDP, while external debt was or 38.20% of GDP.
In the year 2012, priorities in the area of employment and labor market policies were
creating the conditions for increasing employment and reducing unemployment.
Therefore, employment recorded growth in 2012, with an exception of a decline in the
fourth quarter. Compared to the 2011, employment rates in each quarter were higher
in 2012. Unemployment rates in 2012 decreased and in the first quarter of 2012 it was
20.7%, 20% in the second and 18.8% in the third quarter.
Average gross wage of employees in Montenegro in 2012 was €725. This represents a
growth of 0.7% compared to 2011. Average net wage amounted to €486 and
compared to the previous year was higher for the 0.6%. When it comes to the average
pension in Montenegro, in 2012 it was €277.7 representing a 2.1% increase. This
growth rate is, however, lower than in the previous year.
Monthly inflation measured by CPI was -1.5% during the first quarter 2013. This was
influenced mostly by the increase in prices of vegetables; fuels and lubricants; other
© Institute for Strategic Studies and Prognoses

2

Montenegrin Economic Trends 32

food products; mineral waters and non-alcoholic drinks. Total value of minimum
consumer basket was in March 2013 since January 2012 and amounts 802.2 EUR.
At the end of 2012, the total amount of deposits was 1.980 million EUR, which
representing a growth of 9% compared to the 2011. In the first quarter of 2013, total
deposits amounted to 1.999 million EUR and in comparison to the end of 2012
increased for 0.94%. Total loans amounted in the first quarter of 2013 amounted
2.490 million EUR or 6.35% higher in comparison to the end of 2012. In the same
period, the weighted average nominal deposit interest rate is 3.12%, while the active
interest rates were 8.81%.
Regarding the capital market, it records a negative trend. Total turnover on the
capital market at the end of 2012, on both stock exchanges is 32,669 million, which
represents a decrease of 44.6% in comparison with the end of 2011. Total turnover
achieved in the first quarter of 2013 amounted to 3,626 million, which represents a
decrease of 45.4% compared to the same quarter in 2012. At the end of first quarter of
2013 value of index MONEX20 decreased 1.75% in comparison to the same period in
2012.
The total foreign trade of Montenegro1 for the 2012, according to the preliminary
data was €2187.4 million, which indicates a decrease of about 4% compared to the
same period last year In 2012, coverage of imports by export was on a level of 20.2%.
Total foreign trade in 2012 recorded a decrease of 4% compared to 2011, while trade
balance has been increased by 6.2%. Trade deficit was 44.4% of GDP. Considering the
foreign trade, export of goods to CEFTA in 2012 was 61.9% of total trade of goods
while import from CEFTA countries was 44.6% of total trade.

Foreign trade in this chapter includes only trade of goods, because Central Bank of Montenegro has
not processed the data about trade of services.
1
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CHAPTER 1: REAL SECTOR

After Montenegro emerged from the
Global financial crisis and started to
show moderate recovery, a new crisis
hit the EURpe causing the stagnation in
Montenegrin economy in 2012. GDP
growth for 2012 is expected to be
negative. All sectors of industry, except
energy, gas and steam supply recorded
a decline, as well as forestry and
construction. Tourism, and retail
sector were the only sectors capable of
resisting the crisis.

1.1.

GROSS DOMESTIC PRODUCT (GDP)

After the negative trend in the first quarter the second quarter of 2012 has shown a
slight growth of GDP of 0.3%, enhanced by the growth in agriculture and
manufacturing industry. However, the third and fourth quarter recorded a new
decline of 0.2% and 0.3%, respectively. The annual growth rate is not available at
the moment of writing this report but it will most likely result in a negative change.
Figure 1.1: Quarterly GDP growth in Montenegro in 2011 and 2012
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Total GDP in real prices amounted 3,276 million, less than Ministry of finance had
estimated (EUR 3.324 million). The highest GDP is observed in third quarter of
2012, as well as in 2011, due to the seasonal character of tourism and the
accompanying retail sector. The quarterly GDP reached the amount of EUR 1 075
million in this period, compared to only 630 thousand in the first quarter.
Figure 1.2: Quarterly GDP in 2011 and 2012
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Source: MONSTAT

The countries from the region are all very sensitive to the happenings in EUR Zone.
All of them have decreased GDP growth rates in the years of crisis. Compared to the
countries in the region, Montenegro had the highest growth rates in the year of
2011, and despite the downturn in 2012 its growth rates were still above the
regional trend. The only better economic performance has had Macedonia, the only
observed country to record positive growth rates in the last two quarters.
Macedonia’s quarterly growth rates during the whole year of 2012 are slightly
higher than the other countries’ from the region.
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Table 1.1: GDP growth rate in the region and Europe
2011
Kvartali
EU 27
Montenegro
Serbia
Croatia
Macedonia

I
2.3
-0.5
3.0
-1.2
6.1

II
1.9
3.6
2.3
0.6
3.6

2012
III
1.4
5.9
0.6
0.8
1.3

IV
0.6
2.6
0.4
-0.4
1.0

I
0.6
-2.4
-2.3
-2.1
-0.9

II
-0.7
0.3
-0.6
-2.6
-0.7

III
-0.6
-0.2
-2.5
-2.3
0.3

IV
-0.6
-0.3
-1.5
-3.3
0.2

Source: Statistical Institutes of respective countries

According to the EBRD forecast, the lowest growth is expected in Serbia. However,
according to the latest data, Croatia seems to be having the most trouble combating
the crisis. It had the biggest decline in the last quarter of 3.3%, as well as a sharp
decline during the other three quarters.
The crisis in EUR Zone has started to show the real effect in second quarter of 2012,
causing a decline of EU’s GDP from quarter to quarter. The financial turmoil has
affected both the EU countries but also the other EURpean countries, including the
Balkans. The additional constraint of the regional development is lower investment
activity, yet the future growth rates will depend mostly of the performance of EUR
Zone countries.

1.2.

INDUSTRIAL PRODUCTION

Industrial production in Montenegro has lately started to recover, showing an
increase of all the indicators in 2013. According to the latest data, industrial
production in April was 10.6% higher than in the previous month, while compared
to the same month last year it represents 14.2% change. The period on period
comparison indicates a 6.2% increase in the period of January-April of 2013
compared to the same period of 2012.
All sectors of industry have positive trends, compared to the previous month.
However, compared to the same month last year manufacturing and mining and
quarrying sector have declined by 28.9% each.
In 2012 manufacturing industry made 59.6% of total industry, while energy gas and
steam supply accounted for 35.2%. Mining and quarrying had a portion of only 5.2%
in total industrial production.
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The period-on-period comparison shows that total industrial output decreased by
7.1% in the period of January-December 2012 compared to the same period of
previous year. Decline was recorded the following sectors: the mining and quarrying
sector 21.0% and the manufacturing industry sector 10.1%. The energy, gas and
steam supply sector had an average increase of 1.4% in 2012.
Even though the manufacturing industry’s output has decreased in the observed
period, certain sectors of the industry increased substantially, namely: production of
tobacco that has increased by 276.7%, pharmaceutical products production
increased by 37.7%, production of equipment by 10.8%, production of rubber and
plastic by 6.3%.
Beside these four parts of manufacturing sector recorded an increase, 13 parts of
the same sector recorded a decline. The sectors with the biggest decrease are:
production of furniture 38.6%, metal production 37.8%, paper production 35.7%
and wooden products production 35.4%.
Figure 1.3: Industrial production index (2010=100)
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Compared to 2010, industrial production was lower in the following two years. In
June of 2012 the industrial production index (2010=100) reaches the lowest figure
of 66.3, showing the 33.7% decrease compared to 2010 average. The biggest
decrease in the two-year period is observed in the energy sector that fell by 32.7%.
The other two sectors had a slight increase of more than 6%.
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On the quarterly basis, the first quarter of 2012 was characterized with a decline in
total industrial output of 4,3% compared to the same period of last year due to the
decrease in manufacturing and mining sectors, 28.4% and 18.0% respectively. Only
the energy sector recorded an increase of 55.3%.
In the second quarter, industrial production recorded an annual decrease 7.8%,
again due to poor performance of manufacturing sector that had decreased by
15.8%, accompanied by a decrease in mining sector of 17.1% and an increase in
energy sector of 17.0%. The third quarter was the only quarter that recorded
growth compared to the same quarter in the previous year. The growth was 1.8%
and it happened mostly due to an increase in manufacturing industry (6.1%) that
represents the biggest portion of total industry. The mining industry recorded a
58.4% decrease that was partly due to a lower demand for the coal caused by the
annual repair of TPP Pljevlja.
The good performance of manufacturing industry was continued in the last quarter,
and the increase was 4.1%. However, the energy sector fell by 33.6% causing the
total industry to fall by 14.4%. The mining industry had a slight increase of 1.0%.
Generally the industrial production has a negative trend in the last two years, also
influenced by the economic turmoil in Europe. Some of the internal issues, such as a
decrease in production of Montenegrin Aluminum Plant and Bauxite mine, also
contributed to the lower output recoded in 2012. Despite all of these issues, a slight
recovery of Montenegrin industry is visible in the beginning of 2013.

1.3.

TOURISM

The touristic activity is increasing from year to year in the last decade, with the
exception of 2009. This increase in recorded in the years of 2011 and 2012 as well.
This number of tourists that have visited Montenegro rose from 1373454 in 2011 to
1439500 in 2012. The annual increase in 4.8% in total; bigger increase was
recorded in foreign tourists’ arrival than domestic ones, 5.3% and 1.7%
respectively. 96% of foreign tourists comes from EURpe, especially neighboring
countries: 26.7% from Serbia and 7.5% from Bosnia and Herzegovina. When it
comes to other European countries, Russian tourists are dominant with 19.3%
share.
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Table 1.2: Overnight stays and Tourist arrivals in 2011 and 2012
Year
Touristic activity

2011

Overnight stays
Foreign
Domestic
Tourist arrivals
Foreign
Domestic

Index
2012
2011

2012

8775171

9151236

104.3

7 818 803
956 368

8 143 007
1 008 229

104.1
105.4

1373454

1439500

104.8

1 201 099
172 355

1 264 163
175 337

105.3
101.7

Source: MONSTAT

Touristic activity in Montenegro has a seasonal character, where the summer season
is qualified with the biggest touristic activity. The peak of touristic season is August,
when the number of tourist arrivals was 475 854 in 2012, and the number of
overnight stays was 3 611 585. On a quarterly basis, the third quarter of 2012
accounts for 73.0% of all the tourist visits, showing that month of July, August and
September are the core of the touristic season in Montenegro.
The number of overnight stays reached 9 151 236 in total for the year of 2012,
which is a 4.3% increase compared to 2011. This increase is followed by the
increase of private accommodation of 6.7%. The biggest portions in overnight stays
have also had tourists from Serbia and Russia, 28.9% and 24.4% respectively.
Figure 1.4: Monthly Overnight stays and Tourist arrivals in 2011 and 2012
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Data for the period between January and March of 2013, show that the number of
tourists’ visits increased by 7.3% but the number of overnight stays has decreased
by 2.1% compared to the same period last year.
According to World Trade Organization tourism is one of the sectors that resist the
past crisis most successfully, especially in developing countries, and applies as well
to Montenegro. However, the European crises will most probably lower the number
of tourist visiting from Europe. It is to be seen whether Montenegrin tourism sector
will resist the challenge and continue to grow in the forthcoming season.

1.4.

RETAIL TRADE

Retail trade has increased by 6.7% in 2012 in comparison to 2011. The retail sector
also has a seasonal character that is related to summer touristic season. The inflow
of tourists in the summer months, especially August raises the demand for retail
products. The increasing number of tourists every year has influenced the retail
sector to grow rapidly during the summer months. In August of 2012 retail trade
index was 173 (base year 2010) which shows that the retail trade has expanded by
73% compared to 2010. July and September also recorded significant changes of
60% and 54.7%.
Figure 1.5: Monthly Retail trade index for 2012
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This seasonal increase has influenced the year’s average retail trade to rise, as well.
Retail trade index for the year of 2012 (2010=100) is 132.3 which shows that the
retail sector has increased by 32.3% between 2010 and 2012.
In the first three months of 2013 there is already an increase 8.8% compared to the
same period in the previous year and reflects this sector’s ability to resist well the
crisis.

1.5.

CONSTRUCTION

The value of completed construction work has fell in 2012 compared to 2011 by
13%, from EUR 283 074 000 to EUR 245 837 000. The most construction work in
2012 was done in third quarter, due to its seasonal character, resulting in 74 150
000 of construction value. This is a 12% increase compared to the same quarter of
the previous year. However, the second and fourth quarter recorded a substantial
decrease of 24% and 28%, respectively that has resulted in a negative change in
annually basis. The construction activity measured in effective working hours fell in
2012 by 882 hours, or 9.2% compared to 2011.
Figure 1.6: Value of performed work in thousands of EURs 2012
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In the first quarter of 2013, the value of completed construction work increased
compared to the first quarter of 2012 by 5.7%, but fell by 34.5% compared to last
quarter of 2012.
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The construction activity measured in effective working hours is higher compared
to both the same quarter last year and last quarter of 2012, 33.0% and 32.9%
respectively.
The data for the beginning of 2013 show increase in construction activity compared
to the 2012 and might indicate the positive trend in 2013, but it is still to be seen.
The lower construction activity in 2012 is evident, and it is a result of a decreased
banking sector credit activity and thus insufficient investment in construction
sector. The ongoing crisis not only affected investments, but also purchasing power
of citizens, lowering the demand for real estate.
1.6.

FORESTRY

In 2012, the amount of manufactured wood products was 240 900 m3 which is
18.0% decrease compared to the year before. One of the reasons of a low activity in
the beginning of the year is the unfavorable weather condition that has caused an
annual decrease of 93% in January and March, and even stopped the production
completely in February.
When it comes to the latest data, in the first three months of 2013 show an
outstanding increase of production compared to the low production in the same
period last year, 853.5%. This percentage looks a little exaggerated because the
production in the begging of 2013 was extremely low due to weather conditions.
Still, if we compare Jan-Mar 2013 to the 2012 average, there is a 2% increase.
Figure 1.7: Wood products manufactured in m3 in 2012
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Due to its seasonal character, the biggest portion of production is made during the
summer and autumn season, with the peak in September. In September 2012, 40
515 m3 of wood products were made. While July and September’s production rose
by 10% compared to the same months in the previous year, most of the other
months resulted in decreased production which gave a negative net change of 18%
between 2011 and 2012. The beginning of 2013 shows a substantial recovery of the
forestry sector, and if the trend is preserved in the following months, this sector
might recover fully from the last year’s downturns.
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CHAPTER 2: FISCAL ECONOMY
Revenues of Montenegrin budget, in the
first quarter of 2013 accounted for 283,1
million EUR, and have increased by 13,3%
comparing to source revenues from the
first quarter of 2012. The budget

expenditure amounts 278.18 million
EUR or 3.9% less in comparison with
first quarter of 2012. The public debt
amounted 1,755.7 million EUR, or 50.3%
of GDP. The internal debt amounted 12.1%
of GDP, while external debt was or

38.20% of GDP.
By far, 2012 was one of the most challenging years for Montenegrin economy in the
ongoing global and financial crisis. Montenegrin public finances were characterized
by continuous fiscal adjustments and compliance with priorities in the area of fiscal
policy within the EURpean Union. This was accompanied by budget consumption
rationalization measures. The overall economic activity in 2012 underperformed,
due to still present effects of global financial and economic crisis and extraordinary
weather conditions, which did affect the area of public finance.
However, in 2012 the Ministry of Finance worked upon intensifying tax system of
the country. One of the top priorities the Government identified is fighting grey
economy, and in that order a Coordinating Team was established. Its purpose is to
monitor the implementation of adequate measures in this area and to ease the
process of information exchange and activities coordination in order to improve
fiscal discipline, budget revenues and business climate.

2.1.

NEW TAX REGULATIONS ADOPTED

In order to increase the State Budget revenues in 2012, the Government adopted
following regulations:


Law on Amendments to the Law on Personal Income Tax (“Official
Gazette of Montenegro”, No. 14/12), which favours tax incentives for
© Institute for Strategic Studies and Prognoses
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production activities in underdeveloped municipalities in Montenegro. It is
implemented in accordance with the Stabilization and Association
Agreement.


Law on Amendments to the Law on Corporate Profit Tax (“Official
Gazette of Montenegro”, No. 14/12), which goal is to harmonize tax
incentives to underdeveloped municipalities with EU state assistance rules.
New legal entity that performs production activities that registers in one of
the underdeveloped municipalities in exempted from the corporate profit tax
paying responsibility for a period of eight years.



Law on Amendments to the Law on Compulsory Social Insurance
Contributions (“Official Gazette of Montenegro”, No. 14/12) specified
regulations of the basis for the payment of contributions for compulsory
social insurance for employed persons and those generating income from
self-employment. Further adjustments were made in the field of highest
annual contribution base for the compulsory social insurance.



Law on fees for access to certain services of general interest and for the
use of tobacco products and electro-acoustic devices (“Official Gazette of
Montenegro”, No. 28/12) is a temporary Law, envisaged to last until 1st
January 2014. It imposes paying fees on: mobile telephony card, electricity
consumption tariff meter, cable connector and fees on tobacco products and
electro-acoustic devices in hospitality facilities. Further subordinate
legislation was adopted in order to facilitate the application of the
aforementioned Law.



Law on Amendments to the Excise Law (“Official Gazette of Montenegro”,
No. 28/12) aiming to improve tax system, generate additional revenues and
diminish the presence of grey economy. Through establishing a
reimbursement of paid excise system this legislative act has revised the oil
and gas excise policy that is used for heating in order to impose more
efficient control and decrease the misuse in practice.



Law on Tax Administration (“Official Gazette of Montenegro”, No. 28/12)
enabled more efficient way of paying tax liability, i.e. it approved the
payment of the tax debt principal, thus reducing the total tax debt on which
the interest is calculated). Moreover, this legal solution proclaims that
information and data on the list of tax debtors are not secret and are to be
published by Tax Administration on quarterly basis.

© Institute for Strategic Studies and Prognoses
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2.2.



Law on Ratification of the Treaty between Montenegro and the United
Arab Emirates for the avoidance of double taxation with respect to
taxes on income (“Official Gazette of Montenegro- International Treaties”,
No. 09/12) is applied from 1st January 2013. Its purpose is to eliminate
double taxation of income residents, providing fiscal and legal security,
ensure positive implications of tax incentives for stimulating investments,
general implementation of equal tax treatment of physical and legal entities
and promotion of mutual cooperation among tax authorities.



On the assembly of the Government on 28th January 2013, new tax was
imposed- crisis tax. It is calculated only on personal income of people
employed in public administration and applies to gross wages above 720.00
EUR (net wage – 482.41 EUR), which are taxed 15%. Gross wages below
720.00EUR are not affected by crisis tax.

BUDGET STRUCTURE

Public finances are consisted of the budget of Montenegro with its national funds
and local governments. Budget makes 90% of public finances, while 10%
generate local government.
Figure 2.1: Structure of public finances in the first quarter of 2012, 2013
Q1 2012

Q1 2013

300.0
250.0
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Source: Ministry of Finance of Montenegro
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An increase of source revenues in the first quarter of 2013 which is evident is
mainly caused by an increase in VAT of 12,82 mill EUR, contributions by 6,9 mill
EUR and excise by 3,9 mill EUR. During the same period, public expenditures also
rose, by 6.35% in comparison to first quarter of 2012.

2.2.1.

Budget revenues

The budget revenues of Montenegro for 2012 accounted for 1,379.66 mill EUR.
Source revenues of budget accounted for 1,119.94 million EUR, which is 0.82%
lower than in 2011. In 2012 Taxes generate the greater part of budget revenues
(61.38%), of which 354.71 million EUR (51.60% of total taxes) came from VAT, and
34.4% was generated from personal income tax and excise. Comparing to 2011,
excise grew 47.38%, whereas VAT and international trade and transaction taxes
both decreased for 26.82% and 54.43%, respectively. Decline in international trade
and transaction taxes was a result of liberalization on international market and
continuous reduction in customs taxes.
However, the decline was compensated by growth in taxes and contributions on
income (2.47%) and growth in revenues from capital (lend renting). Revenues of
other taxes were increased by imposing new taxes as temporary fiscal measures in
2012. Revenues generated from contributions amounted for 39.5% of total current
revenues. Largest portion of revenues from contributions was generated from
contributions for pension and disability insurance and contributions for health
insurance, accounting for 61.29% and 33.62% of total contributions, respectively.
Revenues of Montenegrin budget, in the first quarter of 2013 accounted for 218.5
million EUR, whereas source revenues accounted for approximately 77% of total
revenues, and have increased by 13,3% (25,7 mill EUR in nominal terms) comparing
to source revenues from the first quarter of 2012. Source revenues of the budget
have, as well, increased as a percentage of GDP by 0.44 p.p. to the level of 6.26%.
Taxes generate the greatest part of budget revenues, and they are 13,6% larger
comparing to the same period, previous year (135,66 mill EUR), of which 79,1
million EUR (58,3% of total taxes) came from VAT, which increased almost 20%,
mostly due to applied measures for fighting grey economy. This also implies that, as
percent of GDP, VAT increased by 0.28 p.p. and in the first quarter of 2013 maintains
level of 2,27%.
Furthermore, comparing to 2012, due to increased expenditures, excise grew
15.6%, whereas international trade tax decreased 43,8%, as a result of arrangement
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with WTO in the second half of 2012. As already mentioned, revenues based on
contributions accounted for 68,6 mill EUR.
Figure 2.2: Structure of budget revenues in the first quarter of 2012, 2013
Other revenues
2.29%

Fees
1.58%
Duties
2.28%

Receipts from
repayment of
loans and
funds carried
over from
previous year
0.34%

Contributions
31.41%

Taxes
62.10%

Source: Ministry of Finance of Montenegro

Revenues of all the other taxes were increased by imposing new taxes as
temporary fiscal measures in 2012.

2.2.2.

Budget expenditures

Budget expenditures in 2012 were 1,282.62 million EUR (38.59% of GDP).
Comparing to 2011 data, expenditures decreased by 2.74%, but 1.78% above
planned expenditures for 2012. Current budget consumption amounted for
1,223.88 million EUR, while the state debt repayment has been increased and
reached the amount of 168.7 million EUR. The Government of Montenegro
managed to reduce its consolidated budget expenditure by 13% in 2012 (in
comparison to 2011, expenditures were reduced by 22.77 million EUR).
The greatest part of current expenses in 2012 came from expenses for gross
salaries and contributions charged to employer and expenditures for material
and services (56.10% and 26.08% of total current expenses, respectively). In
addition, 34.44% is spent on social protection, 20.34% on general social services
and 12.74% on health care.
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In the first three months 2013, budget expenditure amounts 278.18 million EUR.
The Government increased its budget expenditures in that period by almost 9.5
million EUR comparing to the same period in 2012 when budget expenditures
were 268,70 million EUR. However, as percent of GDP its ratio decreased by 0.08
p.p. to the level of 7.97% of GDP.
Current budget consumption accounts for 271,61 million EUR, while the state
debt repayment has increased and reached the amount of 30,35 million EUR.
Figure 2.3: Structure of budget expenditures in the first quarter of 2013
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Source: Ministry of Finance of Montenegro

The greatest part of current expenses came from transfers for social security
(almost 44%), gross salaries and contributions charged to employer (33%) and
expenditures for material and services (6%). Comparing to the same period in the
previous year, expenses for gross salaries insignificantly declined (by 0.76%), while
interest expenses were lower by 4,6 million EUR ( i.e. 57.5%) as were the subsidies,
by 6,5 million EU (60.1%).
With respect to transfers for social security, expenses for pensions and other social
giving have increased in the first quarter of 2013 by 7,7 million EUR, as well as
transfers to institutions, individuals, NGOs and public sector.
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Figure 2.4: Structure of budget expenditures 2012
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Meanwhile, the structure of total budget expenditures in 2012 was characterized as
follows: 34.44% is spent on social protection, 20.34% on general social services and
12.74% on health care. It is evident that expenses for social protection outgrew
those in 2012.

2.2.3.

Budget balance

Despite the increase in budget revenues, the Government once again run a budget
deficit of 59.71 million EUR, but the deficit has decreased by 21.4% comparing to
the first quarter of 2012. Weakened repayment of guarantees to non-residents
slowed down total repayment of guarantees and brought it to the level of 30.3
million EUR.
Sources lacking from the budget were mostly financed by loans and credit lines in
the amount of 90.1 million EUR.

2.3.

PUBLIC EXPENDITURES

Estimated public expenditures for the first quarter of 2013 were 298.44 million
EUR, and they are 6.35% larger comparing to the same period in 2012. Sector that
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generated the largest portion of expenses were gross salaries (5,3 million EUR),
transfers to institutions, individuals, NGOs and public sector (22,07 million EUR),
while, as previously mentioned, expenses for interests and subventions decreased.
Public consumption at the end of 2012 reached the level of 43% of GDP.

Figure 2.5: Trend of public consumption and current revenues in 2012, 20132
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Source: Ministry of Finance of Montenegro

Furthermore, estimated expenditures of municipality’s budget in the first quarter of
2013 accounted for 20,1 million EUR (0.58% of GDP). This is a decrease in execution
in comparison to the identical period in 2012.
Municipality’s expenditures were financed via taxes (14,1 million EUR), duties (1,02
million EUR), fees (8,5 million EUR) and other current revenues (1,2 million EUR).
Municipality managed to realize the outcome of 24,8 million EUR in terms of total
current revenues, and end the first quarter of 2013 running a surplus of 4,54
million EUR.3

Second quarter of 2012 was omitted due to the change that in the Budget accounting upon adopting
the Law on Amendments to the Law on Amendments to the Budget Law, adopted in June 2012
3 As stated by the Ministry of Finance, this data should be taken with caution since they are based on
the estimation of the Ministry of Finance, since some of the municipalities did not manage to submit
their reports on local public level.
2
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Table 2.6: Structure of public expenditures, Q1 2013

SOURCE REVENUES
Taxes
Contributions
Duties
Fees
Other revenues
Receipts from repayment of loans and funds carried over
from previous year
PUBLIC EXPENDITURES
CURRENT PUBLIC EXPENDITURES
Current expenditures
Transfers for social protection
Transfers to institutions, individuals, NGOs, public
sector
Capital Budget
Repayment of guarantees

Q1 2013
mill EUR
% of GDP
243,28
6.95
149,76
4,28
68,62
1.96
6,01
0,17
11,96
0.34
1,88
0.05
0,74
298,44
287,15
137,98
121,00

0.02
8.53
8.20
3.94
3.46

26,29
11,29
42,85

0.75
0.32
1.22

Source: Ministry of Finance of Montenegro

Government run public expenditure deficit of 55.16 million EUR, which is, however
less than the one in the same period in 2012.
Figure 2.7: Regional comparison- public consumption (%GDP), 2012
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Source: Ministry of Finance of Montenegro

From the graph above it is noticeable that Montenegro, when compared to the
region belongs to the group of countries with mid-high level of public consumption
as percentage of GDP.
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2.4.

PUBLIC DEBT

In the first quarter of 2013, the public debt of Montenegro amounted for 1,755.7
million EUR, or 50.3% of GDP. The internal debt amounted for 420.3 million EUR, or
12.1% of GDP, while external debt was accounted to be 1,335.4 million EUR, or
38.20% of GDP. External debt has increased in 2012, in comparison to 2011 by
231.3 million EUR. It has increased mostly due to new Loan Agreements with Credit
Suisse (250 million EUR, aimed to finance budget deficit), where the Loan
Agreement from 2009 was refinanced.
Figure 2.8: Public debt in the region in Q1 20134, % of GDP
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Source: Central Bank of Montenegro, Serbia, Bosnia and Herzegovina, Croatia

In addition, the amount of external debt has increased as a consequence of the
increase in the value of Swiss Franc to EUR, which forced the increase in the EUR
value of loans issued in the U.S. dollar and Swiss Franc.
In 2012, the amount of new loan arrangements was 101.65 million EUR. During the
mentioned period, the internal debt decreased by 19 million EUR, comparing to the
sum in 2011. It was a result of payment of mainly short-term loans with commercial
banks by almost 55.7 million EUR, repayment of T-bills in the amount of 5.6 million
EUR and 16.5 million EUR repaid the loans with non-financial institutions based on
the implementation of the projects of the Directorate of Transport, repayment of
regular instalment for restitution in the amount of 1.8 million EUR, and repayment
for foreign exchange deposits instalment, in the amount 15.4 million EUR.
State guarantees of Montenegro account for 30.7 million EUR, or 0.9% of GDP, or
1.8% of state debt.
4Data

for Croatia and Bosnia and Herzegovina refer to December 2012, Serbia- April 2013
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CHAPTER 3: LABOUR MARKET

After Montenegro emerged from the global
financial crisis and started to show
moderate recovery, a new crisis hit the
Europe causing the stagnation in
Montenegrin economy in 2012. GDP
growth for 2012 is expected to be
negative. All sectors of industry, except
energy, gas and steam supply recorded a
decline, as well as forestry and
construction. Tourism and retail sector
were the only sectors capable of resisting
the crisis.

3.1.

EMPLOYMENT AND UNEMPLOYMENT

Term „employees“ refers to people who have signed a contract with some company,
institution or organization, or even an individual employer regardless of whether
the employment is permanently or temporarily based. On the other hand,
unemployment represents those who are not in a working relationship and are
actively seeking work. One of the most significant economic measures is
unemployment rate. It is considered very important because a high percentage of
unemployment rate a sign of weakening the economy (very often is it a call for
decrease in interest rates). In this part of Chapter 2 main statistics of employment
and unemployment in Montenegro for the last two years will be shown.
As we can see from the table, the average number of employees in 2012 was
166,531 employees, as compared to the average from 2011 when the number was
163,082 employees, 3,449 employees more. There was an increase of about 2.1%.
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Figure 3.1: Total number of employees (monthly)
Total number of employees
2012
I
II
III
IV
V
VI
VII
VIII
IX
X
XI
XII

166,531
160,880
162,035
162,569
163,744
165,776
162,567
173,124
173,024
169,877
168,701
168,589
167,484
Source: MONSTAT5

The largest employment in 2012 was recorded in July (173,024) and August
(173,024), while the lowest employment was recorded in January, when it stood at
160,880 employees.
Figure 3.2: Total number of employees (quarterly)
2012
1Q
2Q
3Q
4Q

Total number of employees
161,828
164,029
172,008
168,258
Source: MONSTAT6

As we can see from the table, in the fourth quarter of 2012, the number of
employees stood at 168,258, which is 2.2% less than in the previous quarter, when
the number of employees was 172,008. According to the data above, we can
conclude that employment recorded growth in 2012, with a notable decline in the
fourth quarter.
In the year 2012, priorities in the area of employment and labor market policies
were creating the conditions for increasing employment and reducing
unemployment by encouraging employers to maintain the current level of
employment and job creation, shaping the education system to meet the needs of
5
6

Data from Statistical office of Montenegro (Monthly statements).
Data from Statistical office of Montenegro (Monthly statements).
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the labor market, strengthening social cohesion and the prevention of social
exclusion and poverty, especially in the northern part of Montenegro.
Figure: 3.1: Number of employees in 2011 and 2012
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Looking at the trend in the number of employees per month in 2012 and 2011, we
see that in 2012 more employment is present in all months except in June, when the
number of employees in 2012 was 162,905, while in 2011 for the same month that
number was 165,776. It means that in June 2012 there was a decline of 1.7% in
employment compared to 2011. However, in the month of July 2012 there has been
a sharp rise in employment growth from 162,905 to 168,195, an increase of about
3.2%, and similar level of employment was held until August 2012.
According to the Labor Force Survey conducted by MONSTAT, in the third quarter of
2012 the total population was 619,900 of which 260,500 active, while 240,700 was
inactive. The activity rate in the third quarter was 57.6%, while the employment
rate was 47.1% and 18.2% of unemployment rate.
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Figure 3.2: Quarterly employment rates is presented
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Employment rates in 2012 were higher in all quarters compared to the 2011 and
that is certainly a positive trend. For example, in the third quarter of 2012
employment rate was 49.1%, while in the same quarter of 2011 the employment
rate was 40.3%, which means that in this period there is an increase in employment
rate of 8.8%. Also, the trend of employment increase was present during the year
2012. For example, in the first quarter of 2012 employment rate was 38.5%, while
in the third quarter of the same year the employment rate was 49.1%, which
presents an increase in the employment rate of 10.6% this year.
Figure 3.3: The number of unemployed in 2011 and 2012
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When it comes to the unemployment rate in 2012, according to the figures it can be
seen that it is at a lower level compared to 2011 until November, when the number
of unemployed persons was at approximately the same level as in 2011. In
December 2012, in Montenegro, there were 31,232 unemployed persons, or 680
more than in December 2011. In September of 2012 there were 28,272 unemployed
persons which is the lowest number of unemployed persons for that year, 1,133 less
than in September 2011, which also represents a decrease of 3.9%. During the
period from September 2012 to the end of the year we have a trend of rising
unemployment of 10.4%.
Unemployment rates in 2012 decreased and in the first quarter of 2012 it was
20.7%, 20% in the second and 18.8% in the third quarter. It was on a lower level
than the one which was in 2011 when the unemployment rate in the third quarter
was 19.5%.7
A significant number of pensioners are still working part-time, while a large number
of employees perform additional tasks, thus further reducing the possibility of
employment of unemployed persons. Today's labor markets require certain
occupations and constantly changing professions, qualifications and experience. The
lack of skills and their mismatches, particularly when it comes to the information
and communication technologies is often the one of the causes of unemployment in
certain regions and industries.
According to MONSTAT data on employment in individual sectors, most of the
employees are engaged in trade (37,685 of them) which represents approximately
20% of total employment. Compared to 2011, this sector had a slight decline of 135
employees. Second in the number of employees is government sector which has
19,861 employees, as compared to 2011 is 666 employees more. On the third place
by the share of employees in total employment in the manufacturing activity that
makes 13,041 employees, which is even lower for 1,327 compared to last year. This
sector experienced the largest drop in employment compared to 2011. In addition
this sector, decline is noticeable in Mining and quarrying sector (82 employees less
than in 2011), as well as for the Wholesale and retail trade (135 employees less than
in 2011). All the other sectors recorded an increase in employment compared to
2011. The highest growth was in Education sector (an increase of 878 employees
compared to 2011), as well as Accommodation sector and food service activities,
which showed an increase of 780 employees compared to 2011.

7

Data from Statistical office of Montenegro (Monthly statements).
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Table 3.3: Number of employees by sectors (yearly data)
Sector

2011

2012

Agriculture, forestry and fishing

2,292

2,505

Mining and quarrying

1,975

1,893

14,368

13,041

Electricity, gas steam and air conditioning supply

2,825

3,094

Water supply, sewerage, waste management and
remediation activities

4,597

4,627

Construction

8,049

8,360

37,820

37,685

9,188

9,384

12,429

13,209

Information and communication

4,718

4,831

Financial and insurance activities

4,183

4,326

Real estate activities

1,271

1,335

Professional, scientific and technical activities

6,370

6,927

Administrative and support service activities

3,347

3,739

Public administration and defense, compulsory social
security

19,195

19,861

Education

12,223

13,101

Human health and social work activities

10,565

10,869

Arts, entertainment and recreation

4,211

4,288

Other service activities

3,456

3,456

Manufacturing

Wholesale and retail trade, repair of motor vehicles and
motorcycles
Transport and storages
Accommodation and food service activities

Source: MONSTAT8

When we talk about unemployment, we must make some comparison to some other
countries or even regions. For the next example, there will be presented an unemployment
rates data for Montenegro, Serbia, Spain, EU 27, USA and Japan. Montenegro and Serbia are
taken for South Eastern Europe countries, Spain as the part of EU, all the countries of EU
(EU 27), USA as the most developed economy and Japan, the representative of the East.

8

Data from Statistical office of Montenegro (Monthly statements).
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Figure 3.4: Unemployment rates in 2012
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Source: MONSTAT (data for Montenegro), EUROSTAT

As it can be seen, South Eastern countries have the highest unemployment rate (Serbia with
22.4% is a little ahead of Montenegro which has 19.7% unemployment rate). Such a high
rate of unemployment can be attributed to the underdevelopment of the SEE region, and
therefore increased vulnerability during (and after) the crisis period. Taking into account
that the Croatia is more developed than Serbia and Montenegro, there are no big differences
and its unemployment rate is 16.9%. Slovenia, as the country from that region is the most
developed and its unemployment rate was 9.9%. When we talk about Spain, unemployment
rate of 26% is caused by crisis in banking sector without a trace of soon recovery. Unlike
Spain, EU countries as a whole have started to recover from latest crisis and EU 27
unemployment rate in 2012 was 10.7%. As for the other continents, considering the USA
condition, its unemployment rate is low with 7.9%. On the other part of the world, when we
talk about Asian countries, Japan as well developed economy has the lowest rate of
unemployment among these countries of only 4.2%.
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CHAPTER 4: WAGES

Average gross wage of employees in
Montenegro in 2012 was EUR 725.
This represents a growth of 0.7%
compared to 2011. Average net wage
amounted to € 486 and compared to
the previous year was higher for the
0.6%.
When it comes to the average pension
in Montenegro, in 2012 it was EUR
277.7 representing a 2.1% increase.

4.1.

WAGES

According to MONSTAT data, average gross wage of employees in Montenegro in
2012 was EUR 725. Compared to 2011, it recorded a growth of 0.7%. Average net
wage amounted to EUR 486 and compared to the previous year was higher for the
0.6%.
Apart from wages, it is also important to mention the category of the pensions. The
average pension in Montenegro in 2012 amounted for EUR 277.7, while in the same
period in 2011 it was EUR 272 which represents an increase of 2.1%. As well as the
average wages, average pensions have increased, although growth rate is much
lower than for the previous years.
Observed on monthly bases, in first quarter of 2013 the greatest decrease of average
wages was recorded in March. In comparison with average gross and net wages in
February 2013 average gross and net wages decreased by 1.5% and 1.9%,
respectively. Also, average gross and net wages decreased by 2.7% and 2.4%
comparing to March 2012. A significant drop in wages in this month could be a
consequence of adoption of amended Law on personal income in February of 2013,
by which gross wages above EUR 720 is taxed with higher tax rate, 15%. The Law
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does not envisage whether employer or employees should bear the costs of higher
rate, so it is obvious that employers are much more willing to decrease the wages.
In April 2013 (latest available data for 2013) average gross and net wages recorded
slight increase (0.2%), which refers also to real net wages (0.1%).
Minimum wage in April 2013 amount to 193.00EUR, according to Decision on the
minimum wage („Off. Gazette of Montenegro no. 18/13).
Table 4.1: Average gross, net wages and pensions
Average
gross
wage

Change
(%)

Average
net wage

Change
(%)

Average
pension

Change
(%)

2011

722

-

484

-

272

-

2012

727

0.7

487

0.6

277.7

2.1

Q1-2011

749.3

2.4

502.7

2.5

272.7

1.8

Q2-2011

709

-5.4

475.7

-5.4

273.1

0.1

Q3-2011

710.3

0.2

476

0.1

272.6

-0.2

Q4-2011

718

1.1

481.3

1.1

272.3

-0.1

Q1-2012

741

3.2

496.3

3.1

279.5

2.7

Q2-2012

727.3

-1.2

487.3

-1.8

279.2

-0.1

Q3-2012

717.7

-1.3

481

-1.3

278.7

-0.2

Q4-2012

723.7

0.9

485

0.8

277.9

-0.3

Q1-2013

729

0.7

484

-0.21

277.5

-0.13

Jan-13

731

-1.3

490

-1.4

277.8

0.04

Feb-13

734

0.4

485

-1.02

277.6

-0.1

Mar-13

723

-1.5

476

-1.9

277.3

-0.1

Apr-13

724

0.14

477

0.2

277.03

-0.09

Source: MONSTAT, Republican Fund for Pension and Disability Insurance of the Republic of
Montenegro

When it comes to quarters, during 2012 gross and net wages were following the
same trend. Highest annual growth rate of gross wages was recorded in second
quarter of 2012, when the gross wage amounted for EUR 727 and rose by 2.6%
compared to the same period of 2011, but decreased by 1.9% compared to the
previous quarter.
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The highest annual growth rate of net wages of employees in Montenegro was also
recorded in second quarter. In this quarter the average net wage rose by 2.4%
compared to the same period in 2011. On the other hand, compared to Q1 the
average net wage decreased by 1.8%. In first quarter of 2013 gross wages increased
by 0.7%, while net wages decreased by 0.21% in comparison with last quarter of
2013.
Graph 4.1: Annual growth of gross wages (2011-2012)

Source: MONSTAT

Annual growth rates by quarter registered a slow decrease of average gross and net
wages in 2012.
In terms of average pensions, the average pension was also decreasing slowly from
quarter to quarter. In the first quarter of 2012 average pension it amounted for EUR
279.5 and rose by 2.5% compared to the same period last year.
In 2012 the highest wages were recorded in January, when the average gross wage
was EUR 754, while the average net wage was EUR 505. On the other hand, the
lowest average wage was recorded in the end of the year. In November the average
gross wage was EUR 713, while average net wage was EUR 478. Compared to the
same period in 2011, the highest annual growth in wages (gross and net) was in
April and December. When it comes to average gross wages, in this two months it
rose by 4% and 2.63%, while the average net wages were 3.8% and 2.6% lower.
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Graph 4.2: Annual growth of gross wages (Jan 2012-April 2013)

Source: MONSTAT

As well as for annual changes, the growth of net wages follows the same trend as the
growth of gross wages.

4.2.

AVERAGE NET WAGES BY SECTOR ACTIVITY

When it comes to wages by sector activities, there were significant changes in 2012
compared to 2011, although average net wage in 2012 increased only by 0.6%
compared to the previous year. During 2012 the lowest average net wage was
recorded in wholesale and retail trade (EUR 331), while the highest one was noted
in Electricity, gas steam and air conditioning supply (878 EUR). These two sectors
were moving in opposite directions, so while wholesale and retail trade noted
growth of 6.1%, electricity and gas steam sector recorded decline of 3.9%.
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Table 4.2: Net wages by sector activity
Average net
wages
2011

Average net
wages
2012

TOTAL
Agriculture, forestry and fishing
Mining and quarrying
Manufacturing
Electricity, gas steam and air conditioning
supply
Water supply, sewerage, waste
management and remediation
activities
Construction

484
605
638
492

487
599
707
519

Chang
e (%)
20122011
0.6
-1
10.8
5.5

914

878

-3.9

434

464

6.9

407

398

-2.2

Wholesale and retail trade
Professional scientific and technical
activities
Transport, storage and communications
Accommodation and food services
Information and Communication
Financial activities
Administrative and support service
activities
Real estate activities
Public administration and defense, social
security
Education
Health and social work activities
Other services activities

312

331

6.1

419

430

2.6

546
391
726
837

560
383
755
868

2.6
-2.1
4
3.7

384

351

-8.6

619

790

27.6

497

492

-1

445
467
536

451
485
455

1.4
3.9
-15.1

Source: MONSTAT

The greatest growth in 2012, compared to previous year was registered in Real
estate activities sector (27.6%) and it is followed by Mining and quarrying sector
(10.8%) and Water supply, sewerage and waste management sector (6.9%).
The least positive growth was in 2012 was noted in Education (1.4%) and
Transport, storage and communication sector (2.6%). Significant decrease in wages
was recorded in other service activities sector (-15.1%), Administrative and support
service activities (-8.6) and Electricity and gas steam (-3.9%).
In first quarter of 2013 the greatest average wage was recorded in financial
activities EUR 842. It is followed by Electricity, gas steam and air conditioning
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supply (EUR 838), although the real net wage in this sector in March 2013
compared to February 2013 decreased by 14.2%. On the other hand, the lowest
average net wage was noticed in wholesale and retail trade (EUR 317).
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CHAPTER 5: PRICES
Monthly inflation measured by CPI
was -1.5% during the first quarter
2013. This was influenced mostly by
the increase in prices of vegetables;
fuels and lubricants; other food
products; mineral waters and nonalcoholic drinks. Total value of
minimum consumer basket was in
March 2013 since January 2012 and
amounted 802.2 EUR.
4.1. CONSUMER PRICE INDEX
Annual CPI dynamics continued its downward trend during January and February
2012; however it started growing during following four months, until the end of
third quarter when it was recorded small decrease. The higher annual growth of CPI
was registered in August (3.3%).
Figure 4.1: CPI inflation
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Furthermore, from September until the end of the year inflation measured by CPI
continued to grow. First two months of 2013 were characterized by downward
trend; however, slightly growth is captured during March. Monthly inflation
measured by CPI was -1.5% during the first quarter 2013. This was influenced
mostly by the increase in prices of vegetables; fuels and lubricants; other food
products; mineral waters and non-alcoholic drinks. Natural disasters in
Montenegro, the impact of the economic crisis in the EUR zone and turbulent
turmoil on the world economic scene, had a significant effect on the price level of
goods and services included in the consumer basket of Montenegrin citizens.
Figure 4.2: HICP inflation
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When it comes to Harmonized Index of Consumer Prices9 inflation, trend was
downward during first three months 2012 when it was recorded the highest
deflation rate of 1.5% in the reporting period (2012 and Q1 2013). Following few
months, until the end of the third quarter, inflation both annual and monthly
measured by HICP index was growing (similar to CPI change). Following two
months were characterized by slight drop, followed by an increase of annual
inflation on one hand and decrease of monthly inflation on the other. Furthermore,
annual inflation in February was 3.1%, and it is lower than in January, when it was
3.8%. Beginning of 2013 was mostly influenced by the increase in prices of
vegetables; fuels and lubricants; mineral water and non-alcoholic drinks; beer; wine
and other food products.

The purpose of survey Harmonized Index of Consumer Prices (HICP) is thte comparative
measurement of inflation in EURpe, as well as the estimation of monetary value stability in the EUR
zone. Every EU country must produce the HICP index.
9
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4.2. DISAGGREGATED PRICE CHANGES
Beginning of 2013 is marked by a quite similar trends observed by group of
products where positive annual inflation rates in March were observed in the
following groups: food and non-alcoholic beverages of 3.3%, recreation and culture
of 4.7%, clothing and footwear of 11.9%, communications of 2.5%, hotels and
restaurants of 2.6%education 0.3, while negative annual inflation rates were
observed in the following groups: housing, water, electricity, gas and other fuels of 2.8%, health of -3%, transport of -1.4%, alcoholic beverages and tobacco of -19.7%,
miscellaneous goods and services of -5.7%, furnishing, household equipment and
routine household maintenance of -2.1%. There were no many deviations during
period of 15 months.

Food and non-alcoholic
beverages

Alcoholic beverages and
tobacco

Clothing and footwear

Housing. water. electricity. gas
and other fuels

Furnishing. household equipment
and routine household
maintenance

Health

Transport

Communications

Recreation and culture

Education

Restaurants and hotels

Miscellaneous goods and
services

Weights
‰
Jan-12
Feb-12
Mar-12
Apr-12
May-12
Jun-12
Jul-12
Aug-12
Sep-12
Oct-12
Nov-12
Dec-12
Jan-13
Feb - 13
Mar - 13

CPI - total

Name

Table 4.1: Annual inflation of disaggregated CPI components

1000.0

386.4

37.9

70.7

153.1

46.9

38.2

101.0

57.1

27.2

15.7

23.0

42.8

1.3
0.1
-1.5
0.4
0.4
0.4
0.5
-0.4
0.4
0.8
0.0
-0.2
-0.8
-0.9
0.6

1.4
0.4
-4.3
-4.0
-4.0
1.1
2.5
0.8
3.7
5.8
6.6
6.4
3.9
2.2
3.3

12.2
14.5
14.3
13.3
13.0
-10.4
-11.0
-11.5
-11.9
-11.6
-12.3
-12.4
-14.5
-18.6
-19.7

2.9
-0.0
-1.1
-0.6
1.0
1.3
1.3
2.0
-0.3
3.2
5.5
5.8
0.7
5.8
11.9

7.6
10.4
9.7
13.7
13.5
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8.5
8.0
8.9
8.4
9.2
2.4
-3.9
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0.7
0.9
1.0
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0.7
0.4
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0.3
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-7.1
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0.9
0.9
0.9
1.0
0.9
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2.9
2.9
2.7
2.7
2.4
2.2
2.4
2.4
2.5

3.7
4.6
3.8
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7.3
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9.2
7.9
8.2
7.5
8.3
7.4
4.4
4.2
4.7

-0.1
-0.1
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-0.1
0.2
0.1
0.1
0.6
0.6
0.6
0.8
0.6
0.3
0.3
0.3

-4.0
-4.0
-4.4
-4.2
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1.7
5.9
6.6
3.6
0.9
-0.7
-1.0
2.2
2.2
2.6

3.4
5.8
3.8
0.4
-1.6
-0.8
-0.4
-1.1
-6.4
-6.9
-5.8
-5.5
-4.9
-8.9
-5.7

Source: MONSTAT
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The growth of inflation in 2012 was mostly influenced by:
 An increase in electricity prices (6.1% in January, July and August, 3.1%,
6.5%),
 An increase in fuel prices, due to changes in oil prices on the world market
and the that Montenegro, as an importer of petroleum products, there is no
impact,
 An increase in food prices as a result of reduced domestic food supply, due to
snow disasters,
 An increase of taxes and excise taxes, which led to an increase in the price of
products related to the application of the new regulations (tobacco, alcoholic
beverages, soft drinks and coffee).
On the other hand, if we observe beginning of the 2013 positive annual inflation
rates in February were observed in the following groups: Food and non-alcoholic
beverages of 5.6%, housing, water, electricity, gas and other fuels of 4.3%,
recreation and culture of 3.5%, clothing and footwear of 3.4%, communications of
3.4%, hotels and restaurants of 1.8%, alcoholic beverages and tobacco of 1.6%,
health of 1.6%, transport of 1.2%.
Figure 4.3: Annual inflation: CPI total and disaggregated
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Furthermore, negative annual inflation rates were observed in the following groups:
miscellaneous goods and services of -4.0%, furnishing, household equipment and
routine household maintenance of -2.9%. Very similar changes were observed in the
prior month.
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4.3. COST OF THE CONSUMER BASKET
According to MONSTAT methodology, the value of minimal consumer basket covers:
expenditures for minimum of necessary food and nonalcoholic beverages
(comprising 130 food products); expenditures for minimum necessary non food
products and services and value of imputed rent. For calculating the value of
minimal food and non-alcoholic beverage basket of 130 products, an average price
in current months is used, multiplied with monthly quantity in kg for four-member
household. For calculating the value of non-food products and services and imputed
rent basket, indices of consumer prices (CPI) are used. Imputed rent is an estimated
value of rent for household living in its own dwelling.
Total value of minimum consumer basket in period January 2012-March 2013, was
highest in March 2013 and amounted to 802.2 EUR. The total value of minimal
consumer basket in December 2012 compared with November 2012 decreased
0.1%.
The value of minimal consumer basket for food and non-alcoholic beverages in
December 2012 compared with November 2012 decreased 0.4%, for non-food
products and services compared with November 2012 decreased 0.4%, while the
value of imputed rent compared with November 2012 increased 0.6%.
On the other hand, the lowest minimum consumption basket is observed in January
2012 and amounts to 778.3 EUR. However, deviation from the average, in the period
of 14 months was very small, so it can be concluded that the fluctuations were
minor.
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Table 4.2: Cost of minimum consumption basket

Date

Total value of
minimum
consumption basket

Food and
beverages costs

Non alimentation
products and
services

Imputed rent

Jan-12
Feb-12
Mar-12
Apr-12
May-12
Jun-12
Jul-12
Aug-12
Sep-12
Oct-12
Nov-12
Dec-12
Jan-13
Feb-13
Mar-13

778.3
786.3
786.5
787.4
789.0
790.3
787.3
793.7
793.4
800.3
800.5
799.4
799.4
799.8
802.2

253.2
254.0
256.5
256.8
257.2
259.4
250.7
247.1
249.0
252.9
252.8
251.9
252.1
253.7
254.3

343.3
344.8
343.8
344.1
345.4
345.2
348.9
352.9
351.9
353.4
353.7
352.3
351.5
351.1
352.9

181.8
187.5
186.2
186.5
186.4
185.7
187.7
193.7
192.5
194.0
194.0
195.2
195.8
195.0
195.0

Source: MONSTAT

The total value of minimal consumer basket for February 2013 amounted for 799.8
EUR, of which 253.7 EUR belongs to food and non-alcoholic beverages, 351.1 EUR to
non-food products and services and 195.0 EUR to value of imputed rent. The total
value of minimal consumer basket in February 2013 compared with January 2013
increased 0.05%.
The value of minimal consumer basket for food and non-alcoholic beverages in
February 2013 compared with January 2013 increased 0.6%, for non-food products
and services compared with January 2013 decreased 0.1%, while the value of
imputed rent compared with January 2013 decreased 0.4%. The value of minimal
consumer basket increased 1.7% in February 2013 compared to February 2012 and
compared to December 2012 increased by 0.05%.
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Table 4.3: Cost of minimum consumption basket compared to average net wage

Date

Total value
of minimum
consumption
basket

Food and
beverages
costs

Non alimentation
products and
services

Imputed
rent

Average
net wage

Jan-12
Feb-12
Mar-12
Apr-12
May-12
Jun-12
Jul-12
Aug-12
Sep-12
Oct-12
Nov-12
Dec-12
AVERAGE 2012
Jan-13
Feb-13
Mar-13
AVERAGE 2013

778.3
786.3
786.5
787.4
789.0
790.3
787.3
793.7
793.4
800.3
800.5
799.4
791.0
799.4
799.8
802.2
799.6

253.2
254.0
256.5
256.8
257.2
259.4
250.7
247.1
249.0
252.9
252.8
251.9
253.5
252.1
253.7
254,3
252.9

343.3
344.8
343.8
344.1
345.4
345.2
348.9
352.9
351.9
353.4
353.7
352.3
348.3
351.5
351.1
352,9
351.3

181.8
187.5
186.2
186.5
186.4
185.7
187.7
193.7
192.5
194.0
194.0
195.2
189.3
195.8
195.0
195,0
195.4

505
495
489
491
487
484
480
480
483
480
478
497
487.4
490
476
483.0

Source: MONSTAT

Another interesting comparison could be the ratio of total value of minimum
consumption basket to average net wage, where in 2012 average net wage in
Montenegro represented 61.6% of average basket, while in the first two months
2013 this ratio was lower by 1.22 percentage points. However, having in mind that
financial and construction sectors are affecting amount of wages in Montenegro and
raising those by almost 30% this leads to a conclusion that average family of 4
members, two children and two adults who are not working within mentioned
sectors could not cover minimum living expenses without new loans. Living
expenses are rising at a higher rate than it is the case with the average net wage.
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Figure 4.4: Annual changes: minimum consumption basket
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Observed by category, annual changes of minimum consumption basket were quite
equalized. However, growth of non alimentation products and services through
2012 compared to 2011 is quite interesting and it reaches a value greater than
100%, while during Q1 2013 growth becomes minor leading to conclusion that
gross amount of observed category remains similar during this period compared to
previous one. As for the value of food and beverages and imputed rent it is obvious
drop in 2012 compared to 2011, however, beginning of 2013 is quite discouraging,
bearing in mind that it takes more money to spend on these products.

4.4. PRODUCER PRICES
Producer price indices of industrial products represent important economic
indicators which can be used as an inflation measure; as time series deflators,
especially for needs of National Accounts and industry, and as an instrument for
harmonizing prices when different purchase and sale contracts are concluded. Data
used in this MONET includes companies classified in the sectors of mining and
quarrying, manufacturing and supply of electricity, gas, steam and air classification
of activities 2010th, which have more than five employees according to the
measurement prescribed by the Nomenclature of Industrial Products per unit.
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4.4.1. PPI Inflation
Annual dynamics of the PPI has shown great deal of fluctuations during 2012 and
beginning of 2013. Until May 2012 PPI was declining observed in comparison to the
same period last year but at the same time were growing observed on monthly
bases. Spring time was marked by a slight increase of the dynamics. Following two
months dynamics were falling, however, August 2012 was marked by a sharp
increase of 1.8% annually and 4.2% on a monthly basis, respectively. Following
months had an upward trend.
Figure 4.5: PPI Inflation
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Source: MONSTAT

On a monthly basis, PPI has registered near zero growth rates in November 2012,
what represented relatively large deviation from the trend in the reporting period.
4.4.2. Disaggregated PPI annual changes
Following graph presents an annual inflation rates for PPI along with selected
sectoral sub-indices. It includes PPI and price indices in major sectors: mining and
quarrying, manufacturing and electricity, gas and water supply.
Annual dynamics of prices in manufacturing has been fairly close to that of an
aggregate PPI, which is a straightforward reflection of the fact that those industries
contribute the most to PPI index. Prices in mining have been going up at an
approximate rate of 10% in first five months 2012 however following period was
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marked by a decline trend, and registered a deflation of 1-2% at the end of 2012
since beginning of 2013.
Figure 4.6: Annual inflation: PPI total and sector indices
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Annual price dynamics in the sector of electricity, gas and water supply has been
rather changeable. First quarter 2012 is marked by a deflation of approximately 6%,
followed by a growth of 3% until July, which was just an overture for the sharp
growth of more than 20% until the end of 2012 and 25% during first three months
of 2013.
4.3. EXPORT AND IMPORT PRICE INDICES
Price indices of industrial products from the import represent important economic
indicators which can be used as an inflation measure; as time series deflators,
especially for needs of National Accounts and as an instrument for harmonizing
prices when different purchase and sale contracts are concluded. On the other hand,
the purpose of export price indices is to collect the data on monthly price changes of
industrial products produced and sold by enterprises at the non-domestic market.
Purchase price of industrial products for export is the price of goods delivered at the
domestic frontier including transportation costs, insurance charges, and other costs
incurred up to that point (FOB price) influencing on the unit price of a product.
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Import prices were quite constant during 2012 and Q1 2013th. This category
registers deflation of about 5%, with minor deviation during the third quarter 2012
remaining with negative prefixes.
Figure 4.7: Annual inflation: export and import price indices
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On the other hand, annual price dynamics of export was rather changeable, where at
the beginning of 2012th register deflation of approximately 18% and start rising
until May 2012. This period is followed by decrease until end of August when
registered deflation of about 16% followed by slight increase during September and
October 2012 and quite sharp until end of January 2013 where inflation was about
14% and dropped to 6% in February. During March 2013 there was a slight
increase, which appears to be the right moment.

4.4. REGIONAL COMPARISON
The following graph represents regional comparison upon average inflation rate.
Data source is Central Bank of Montenegro and data for 2012 are estimated once.
The first thing first that is most visible on this graph is Serbia inflation which is
higher compared to all other countries especially EU and EUR area level and it is
trendless. On the other hand, Albania is quite flat at level of approximately 3-4%,
Croatia seems to be under EU and Montenegro level. Macedonia and Bosnia and
Herzegovina are at about same level.
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Figure 4.8: Regional comparison
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As it is highlighted in the UN publication "World Economic Situation and Prospect
2012", moderation in price growth is expected at the global level moderation of an
economic growth, and inflation is expected to slow in most countries during 2012
(which actually did happen once among the observed) and 2013, respectively.
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CHAPTER 6: MONEY

At the end of 2012, the total amount
of deposits was 1.980 million EUR,
which representing a growth of 9%
compared to the 2011. In the first
quarter of 2013, amounted to 1.999
million EUR, which represents an
increase of 0.94% compared to the
end of 2012 and total loans amounted
for 2.490 million EUR, which
represents an increase in comparison
to the end of 2012 of 6,35%. The
weighted average nominal deposit
interest rate is 3.12%, while the active
interest rates were 8.81%.

6.1. DEPOSITS
6.1.1. Total deposits
Considering the period from early 2010 to the end of Q1 2013, total deposits
recorded a slight upward trend that compared to the past few years significantly
reduced at the end of this period the rate of growth of deposits was 11.35%. During
this period, the total amount of deposits is constantly varied, while in the year 2012,
in comparison to this period recorded the highest growth rate. At the end of 2010
the amount of total deposits amounted 1.789 million or 0.6% more than at the
beginning of 2010.
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Figure 6.1: Total deposits for the period 2010 - Q1 2013 (in million EUR)
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Source: Central Bank of Montenegro

At the end of 2012, the total amount of deposits was 1.980 million EUR, which
representing a growth of 9% compared to the 2011 and an increase of 10.6% in
comparison to the 2010.
However, in the first quarter of 2013, total deposits had a similar trend as in the
previous period and at the end of this period they amounted to 1.999 million EUR,
which represents an increase of 0.94% compared to the end of 2012, while in
comparison to the same period in 2012 representing an increase of 11.5%.
The structure of total deposits at the end of the fourth quarter of 2012, share of
retail deposits in the total amount of deposits was 57.9%, while non-financial
institutions accounted for 29.6%. Financial institutions deposits were 3.8% of total
deposits. In comparison with fourth quarter of 2011, retail deposits fell by 11%,
while the share of deposits of non-financial institutions increased by 10.3%.
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Figure 6.2: Structure of total deposits by clients during Q4-2012
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At the end of 2011, total deposits amounted for 1.817 million, which represents a
decrease of 1.5% compared to the same period of 2010, and at the end of the first
quarter of 2012 reached a new decrease of the amount of total deposits in that
period they amounted for 1.792 million, which is 0.5% more than in the first quarter
of 2011. However, at the end of 2012 the total amount of deposits was higher by
7.5% compared to the first half of the year.
In the first quarter of 2013 the structure of total deposits by customers has almost
the similar character as in the previous period. Share of having the largest deposits
of physical entities in the total deposits accounted for 58.27% and deposits of nonfinancial institutions with 29.16%, while deposits of nonprofits organizations have a
minimum participation 1.30% and deposits of financial institutions 3.76%.
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Figure 6.3: Deposits, average annual growth rate in the period from 2010 to Q1 2013
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When comparing to the end of 2010, the highest growth in 2011 was recorded in
deposits by physical entities whose average annual growth rate became positive in
the second quarter of 2011 amounted to 13.19%. From that moment until the end of
the third quarter, the average growth rate of total deposits decreased but still
retains a positive value to the end of 2012 was 10.19%. Within the category of nonfinancial institutions, the highest growth was recorded in 2012 by companies owned
by the state with an average annual growth rate of 20.79% compared to the same
period in 2011, while privately-owned record slightly lower growth and 8%
compared with the same period of the previous year.
In the first quarter of 2013, the average annual growth rate of total deposits
recorded a slight increase in all categories compared to the same period in 2012.
During this period, the highest growth at the time recorded deposits of financial
institutions but their average growth rates still remained negative in the amount of
7.15%, and deposits of government institutions whose average annual growth rate
is 16.35%, while the lowest growth was recorded deposits of natural persons and In
this period, an average annual growth rate is 12.33% compared to the same period
of 2012.

6.1.2. Deposits of citizens
At the end of the second quarter of 2012, the total amount of deposits and increased
further at the end of this same period is 1.051 million EUR, an increase of 7.04%
compared to the same period last year. At the end of 2012, total deposits of the
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population are 1.147 million EUR which represents an increase of 10.99% over the
same period of the 2011.
However at the end of the first quarter of 2013, total deposits were 1.164 million
EUR, an increase of 12.67% compared to the same period in 2012.
Figure 6.4: The structure of deposits of citizens (in million EUR)
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At the end of 2010, the largest share in the total deposits of citizens also have term
deposits up to one year and a fine of 371.1 million EUR, and at least a share of term
deposits of 1 to 3 years in the amount for 112.1 million EUR. The upward trend has
continued and at the end of 2012 the term deposits up to one year to 462.6 million
EUR, demand deposits 343.2 million EUR, while time deposits of 1 to 3 years had the
lowest participation, amounting to 195.0 million EUR.
However, at the end of the first quarter of 2013 the largest share in the structure of
total household deposits are term deposits up to one year and the amount of 422.5
million, while the minimum down payment are term deposits of 1 to 3 years in the
amount of 226.2 million EUR. Demand deposits in the structure of total deposits of
the population have share of 344.0 million EUR.
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Figure 6.5: The annual rate of growth of deposits of population components
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The structural component of the savings which recorded the highest decline as time
deposits of one to three years, which is in decline at the end of the first quarter of
2010 was 16% compared to the same period in 2009. However, since then, these
deposits are starting to grow and in February 2012 recorded the highest growth
rate for the period 2010 to 2012, which amounts to 81.61%. Since then, these
deposits decreased to the end of the third quarter of 2012 their growth rate was
12.32%.
However, the end of 2012 is characterized by the growth of time deposits of one to
three years, at which point their growth rate is 25.38%, while the remaining two
components of household deposits, demand deposits and term deposits up to one
year decreased their growth rate by 1.8%, observed that 19.9% respectively.
End of the first quarter of 2013 is characterized by the growth of demand deposits
whose growth rate is 5.65%, while the remaining two components of household
deposits, time deposits of one to three years and term deposits up to one year
decreased their growth rate is 15.63% and 18.99% respectively.

6.2. LOANS

If we consider total loans in the period from early 2010 to the end of the first
quarter 2013, loans continued their downward trend from the previous period. At
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the beginning of the period, namely in January 2010, the rate of growth of the total
amount of the loan was 2.376 million.
Figure 6.6: Total loans for the period from January 2010 until the end of Q1 2013 (in
million EURs)
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In the first quarter of 2013 total loans grew and amounted for 2.490 million EUR,
which represents an increase in comparison to the end of 2012 of 6,35%, and in
comparing to the same period in 2012 representing a growth of 6%.
One of the main reasons for the decrease in the amount of realized loans is- reduced
financial assets of household, their income and monthly income became uncertain,
and on the other side of their great responsibilities. Also, there has been a decline
prices in real estate, which had a negative impact on the supply and demand for
bank loans.
Non-financial institutions had the highest share in total loans at the final quarter of
2012 (50.5%), followed by individuals with 43.5%, while the lowest share in the
total loans are financial institutions (0.5%), and non-profit organizations (0.9%).
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Figure 6.7: The structure of the loan by clients during Q4-2012
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In the first quarter of 2013 the structure of total loans by clients had approximately
the same character as in the previous period. The greatest share of loans had a
credit of non-financial institutions which in the total loans is sharing with 43.32%
and loans of physical entities with 34.76% while deposits non-profit organizations
have a minimum participation of 0.14% and government institutions deposits
4.25%.
Looking at the quarterly credit developments in the period 2008 to the present, we
observe its negative trend. The average annual growth rates of loans recorded in
2008 started to decline and in 2009 detected even negative value. This trend
continued up to the end of 2012, when total loans declined compared to the same
period last year. However, the only category of total loans that recorded a positive
growth rate in this period were loans approved to government institutions, and the
growth of credit in the general government sector was caused by activation of
government guarantees for loans to public enterprises and enterprises with
majority state ownership.
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Figure 6.8: Loans, average annual growth rate in the period from 2010 to Q1 2013
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Looking at loans of physical entities in the period from the beginning of 2010 to the
end of Q1 2013, we note that this type of loan continues its negative trajectory in the
first quarter of 2010; an average annual growth rate was negative and amounted to
10.95% in comparing to the same period in 2009. However, from that moment on
loans that are granted to physical entities starting to grow, but their growth rates
and still retain a negative value and to the end of 2011 an average annual growth
rate was negative at 2.46%. From then until the end of 2012, the average annual
growth rate of loans to physical entities recorded no major changes, remains
negative, and at the end of 2012 reached the value of 2.66%.
Loans approved to financial institutions since the beginning of 2010 until the end of
2012 had a negative growth rate. But in the third quarter of 2011, the average
annual growth rate of loans to financial institutions markers and positive values and
in this time period, their rate of growth, when it comes to their decline during this
period the average annual growth rate is 15.94%.
The reason for this situation is the decline in the share of non-performing loans,
which contributed to the transfer of problem receivables portfolio one Montenegrin
banks by parent banks, which contributed to the lessening of participation loan
portfolio past due to total loans and the reduction of provisions for impairment
losses on non-performing assets. However, from that moment on, they again begin
to decrease and the trend kept up until the end of 2012, in which an average growth
rate again becomes negative and amounted to 66.25%.
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In the first quarter of 2013, the average annual growth rate of loans to non-financial
institutions and individuals markers increase in comparing to the same period in
2012 and to 5.85% and 3.90% respectively, and in this period the components of
total loans recorded the highest growth, while the smallest growth or better tell a
decline recorded loans of government institutions and in this period their average
annual growth rate was negative and amounted 20.51% compared to the same
period of 2012th.
A major cause of severe reduced lending is to the multiple impact of the global
economic crisis, which has created an environment in which to tighten credit
conditions for all kinds of clients, which are accompanied by much higher interest
rates. These credit terms are almost led to a break in the performance of these
activities and reduce the amount of loans granted to the negligible value.
Table 6.1: Indebtedness of citizens and non-financial institutions (the customer) in
the period from 2012 to the end of Q1 2013
Nonfinancial institutions
State owned
companies

12-Jan
12-Feb
12-Mar
12-Apr
12-May
12-Jun
12-Jul
12-Aug
12-Sep
12-Oct
12-Nov
12-Dec
13-Jan
13-Feb
13-Mar

46,639
49,052
53,026
54,366
51,877
50,735
50,379
48,780
48,416
48,949
48,222
47,534
52,717
55,803
57,002

Public owned
organizations

9,906
9,749
9,579
9,423
9,452
9,121
8,957
9,690
9,527
9,379
9,200
9,504
9,350
9,009
9,190

Privately owned
companies

Entrepreneurs

878,342
879,613
886,740
890,855
890,657
886,163
882,767
864,177
855,719
837,813
852,041
846,337
936,853
939,825
951,220

6,126
6,033
5,881
5,777
5,719
5,719
5,620
5,385
5,053
5,035
4,757
4,717
5,735
5,723
5,776

Foreign
companies

39,613
41,198
35,130
39,698
41,416
37,238
42,942
42,486
38,325
41,407
40,372
36,106
62,575
62,652
55,916

Households

832,312
826,186
828,805
829,564
830,345
831,650
827,640
824,634
825,210
821,572
818,057
809,160
857,430
861,078
865,778

Source: Central Bank of Montenegro

When we talk about the indebtedness of Montenegrin citizens and non-financial
institutions, which include loans to non-financial public corporations, companies
owned by the state, public organizations, companies are privately owned,
entrepreneurs and foreign companies, had the highest debt privately owned, with
the responsibility to banks at the end of Q1 2013 was 951.2 million, up 7%
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compared to the end of 2012 beginning of the year 2010 when the debt of
companies in private ownership amounted to 979,134 million and for 6% in
comparing to the same period of 2012 when the debt of companies in private
ownership amounted to 1.018 million.
Figure 6.9: Indebtedness of citizens and non-financial institutions in the period from
2010 to the end of Q1 2013
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Also, the indebtedness of the citizens of Montenegro has decreased and the end of
2010 amounted to 863.5 million, a decrease of 5.6% in comparing to the beginning
of 2010. From then until the end of 2012 indebtedness of the citizens of Montenegro
again starts to grow and at the end of Q1 2013 reached a value of 865.7 million
which represents an increase of 7% compared to the end of 2012 and an increase of
4.46% over the same period of 2012.

6.3. INTEREST RATES
6.3.1. Active interest rates
The weighted average nominal interest rate from January 2010 until the end of the
third quarter of 2012 had a growing character. At the end of 2010, the lending rate
was 8.98% and was higher by 0.13 percentage points compared to the beginning of
the year. This rate continues to rise until the third quarter of 2012 when it was
9.06% and was 0.08 percentage points higher than at the end of 2011 and the 0.21
percentage points compared to the beginning of 2010.
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From that moment on, the weighted average interest rate begins to decline and get
on the end of the first quarter 2013 it was 8.81%, representing a decrease of 0.18
percentage points in comparing to the same period of 2012.
Figure 6.10: Average weighted nominal lending interest rates (overall and for
individuals)
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Source: Central Bank of Montenegro

Looking at the weighted average nominal interest rate on the loans that were
granted to physical entities, we conclude that they too have had a negative trend.
The highest average weighted interest rate for physical entities in this period was
recorded in the second quarter of 2010 and at that point it was the largest in the
period from January 2010 to the end of Q1 2013 and amounted to 9.79%.
From that moment active interest rate on lending for physical entities is gradually
reduced, and in January 2011 it is 9.67%, which represents a decrease of 0.10
percentage points in comparing to the beginning of 2010. At the end of 2012, this
rate was 9.38%, which represents a decrease of 0.11 percentage points in
comparing to the end of 2011 and a reduction of 0.40 percentage points in
comparing to the end of 2010. However, at the end of Q1 2013 average weighted
interest rate for physical entities is amounted 9.38% which represents a decrease of
0.07 percentage points in comparing to the same period of 2012.
The weighted average nominal interest rate, as well as the total for physical entities,
from January 2010 to the end of Q1 2013 recorded continuously decrease from
month to month and a maximum value of the total weighted average nominal
interest rate in this period was recorded in November 2011 and is 9.07 %, while the
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highest value of the interest rate for individuals in this period was recorded in April
and May 2010, and amounted to 9.79%.
6.3.2. Passive interest rates

At the beginning of 2012 weighted average deposit interest rate reached the
nominal value of 3.31%, which means that it was greater for 0.11 percentage points
compared to the same period in 2011. However, the end of 2012 marked a new drop
in the value of the interest rate as compared to the beginning of the year, at which
point it is 3.23%, which means that the series was less for 0.09 percentage points in
comparing to the beginning of 2012.
At the end of Q1 2013 the value of the weighted average nominal deposit interest
rate is 3.12% which represents decrease in comparing to the end of 2012 year of
0.11 percentage points and decrease of 0.25 percentage points in comparing to the
same period of 2012 year.
Figure 6.11: Average weighted deposit nominal interest rates (overall and for
individuals)
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Source: Central Bank of Montenegro

When talking about the weighted average nominal deposit interest rates for
physical entities in the period from 2010 to the end of Q1 2013, it also has some
fluctuation, but on average the interest rate has a decreasing trend. At the end of Q1
2013 the value of the weighted average nominal deposit interest rate for physical
entities is 3.71 % which represents decrease in comparing to the end of 2012 year
of 0.04 percentage points and decrease of 0.03 percentage points in comparing to
the same period of 2012.
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CHAPTER 7: CAPITAL MARKET
Total turnover on the capital market at
the end of 2012, on both stock
exchanges was 32,669 million, which
represents a decrease of 44.6% in
comparing with the end of 2011. Total
turnover achieved in Q1 2013
amounted for 3,626 million, a decrease
of 45.4% in comparing to Q1 2012. At
the end of Q1 2013 value of index
MONEX20
decreased
1.75%
in
comparison to the same period of 2012.

7.1. INDEXES
On the Montenegrin capital market, from January 2011 onwards operates single
stock exchange, Montenegro, where there are two indexes: MONEX20 and
MONEXPIF. Both indices from January 2010 to the end of Q1 2013 showed a
declining trend. The lowest value index MONEX20 in this period was recorded in
July 2012, when it reached a value of 8.280,11 index points, while the highest value
of the index during the period was recorded in January 2011, and its value is then
totaled 15.093,28 index points. At the end of Q1 2013 value of index MONEX20 is
amounted 9,693.31 index points which represented decrease of 1.75% in comparing
to the same period of 2012.
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Figure 7.1: Trend of indexes MONEX20 and MONEXPIF
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Another index of the Montenegro Stock Exchange, MONEXPIF shows almost
identical oscillations and MONEX20. From January 2010 until the end of Q1 2013,
the value of this index was less than value of MONEX20. The lowest value of this
index was recorded in March 2013 and the index was 2,903.13 index points, while
the highest value of this index, as well as MONEX20 and then the values between
these indexes were 6.254,78 index points.
The decrease in value both of index was influenced by both reducing the price action
of all companies listed on this market.

7.2. TURNOVER ON THE MONTENEGRIN STOCK EXCHANGE10

In 2011 the total turnover is realized which amounted for 58.973 million that was
realized through 13.563 thousand transactions, while in 2012 the turnover was

In 2010 in the Montenegrin stock exchanges merger between two stock exchanges. On the new,
unique Montenegrin stock exchanges used two indices, MONEX20 and MONEXPIF which
representing the legal heirs of all indexes on the Montenegrin stock exchanges. Connecting the stock
market has increased the efficiency and liquidity of the capital market and what should be achieved
and can achieve this action is to increase confidence in the functioning of capital markets as well as
creating a safe and attractive environment for all investors.
10
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much lower and amounted for 32.669 million was recorded 7202 thousand
transactions.
However, at the end of Q1 2013 total turnover is realized which amounted for 3.626
million that was realized through 1.770 thousand transactions.
The graph shown below, gives the turnover and number of transactions which have
been achieved on a single Montenegrin Stock Exchange from January 2010 to March
2013:
Figure 7.2: Total turnover and number of transactions on Montenegrin Stock
Exchanges
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Source: Montenegro Stock Exchange

If we look at the total turnover on the Montenegrin stock exchange monthly, we
observe that the lowest turnover in February 2012 (478.790 thousand), while the
evening turnover in December 2011 (7.193 million). In 2012 the average monthly
turnover was much lower than in 2011 and amounted to 2.722 million, which
represents a decrease of 44.6% in comparing to the same period in 2011. In the
previous period, more precisely, from the beginning of 2011 to end of 2012, the
highest total turnover achieved in the secondary market and it represents almost
93% of total trade in the Montenegrin capital market, while the remaining 0.7% and
the shares traded in the primary market.
However, in Q1 2013 year the average monthly turnover is amounted to 1.208
million EUR which represents a decrease of 45.4% in comparing to the same period
in 2012.
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Figure 7.3: Primary and secondary market (in million EUR)
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On the secondary capital market of Montenegrin stock exchanges in 2011, turnover
was 52.673 million. The largest turnover in this period was recorded in December
(7.193 million), while the shares of Montenegrin companies traded at least in
August 2011 (2.191 million).
In 2012, the largest trade shares on the secondary market was in September (7.043
million), which is the result of trade of action Montenegrin Telekom AD company
that is generating the most traffic on the Montenegro Stock Exchange, while the
lowest turnover in February (478.790 thousand).
If we look at trade on stock exchanges in the region during the last two years, in
2011 and 2012, in 2012, a significant drop in traffic that occurred on all stock
exchanges in the region. Also, this traffic is realized by reducing the number of
transactions in 2012 in comparing to 2011.
In countries in region, during the last two years there have been fluctuations an
indicator of capital market. On Montenegrin stock exchanges in 2011 generated a
total turnover of 58.973 million EUR that are realized through transactions 13.563
thousands, while in 2012 there was a reduction of the total transactions whose
value amounted to 32.669 million EUR which was achieved through the 7.202
transaction. On Belgrade Stock Exchange, in the same period reached a total
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turnover of 280.180 million and 2.887 million transactions in 2011 and in 2012
achieved a turnover of 219.765 million, which is achieved through the 483.013
transactions.
Table 7.1: Stock exchange in region
Year

2011
2012
2011
2012
2011
2012
2011
2012
2011
2012

Turnover in EUR

Number of transactions

Montenegro
58,973,636
13.563
32,669,370
7.202
Bosnia and Herzegovina
125,157,202
15.900
191,006,434
11.643
Croatia
778,453,605
351.498
506,408,015
280.990
Serbia
280,180,758
2.887.538
219,765,572
483.013
FYR Macedonia
221,942,460
23.426
50,095,472
14.824

Turnover
2012/2011

0.55

1.53

0.65

0.78

0.23

Source: Montenegrin Stock Exchange, Sarajevo Stock Exchange, Zagreb Stock Exchange, Beograd
Stock Exchange and Macedonian Stock Exchange

At Zagreb, Sarajevo and Macedonian Stock Exchange in 2012 is realized total
turnover of 506.408, 191.006 and 50.095 million, that are realized through 280.990,
11.643 and 14.824 thousand transactions, observed respectively. If we look at the
total turnover in 2012 and compared to 2011 in all markets in the region, including
Montenegro's stock, it can be concluded that it is only on the Sarajevo Stock
Exchange in 2012 achieved higher sales than in 2011, and in all other markets in
2012 a decline in total turnover.
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CHAPTER 8: EXTERNAL SECTOR

In 2012, coverage of imports by export
was on the level of 20.2%. Total
foreign trade in 2012 decreased by 4%
compared to 2011, while trade balance
has been increased by 6.2%. Trade
deficit was 44.4% of GDP. Considering
the foreign trade, export of goods to
CEFTA in 2012 was 61.9% of total
trade of goods while import from
CEFTA countries was 44.6% of total
trade.

8.1.

FOREIGN TRADE FOR 2012

The total foreign trade of Montenegro11 for the 2012, according to the preliminary
data was EUR2187.4 million, which indicates a decrease of about 4% compared to
the same period last year.12 When it comes to the export and import, there was a
significant decrease in export. Import was almost the same, with a small decrease of
trade. In that period, value of export was worth EUR366.9 million (with a decrease
of 19.3% compared to the same period last year). Imports were worth EUR1820.5
million (decrease of 0.2% compared to the same period last year).
Already said, total foreign trade of Montenegro had a decrease of 4% in comparison
to the 2011 when the trade was worth EUR2277.6 million. In 2012 imports were
83.2% of total foreign trade (value of imports were EUR1823.2 million), while
exports were worth EUR454.4 million which represents 16.7% of total trade. Trade
balance for 2012 was EUR1453.6 million, and export-import ratio was 20.2% and it
is a decrease compared to the last year’s 24.9%.

Foreign trade in this chapter includes only trade of goods, because Central Bank of Montenegro has
not processed the data about trade of services.
12 All data is preliminary data by Statistical Office of Montenegro for 2012.
11

© Institute for Strategic Studies and Prognoses

68

Montenegrin Economic Trends 32

Making a comparison to the 2011, we can say that financial crisis has left its mark on
Montenegrin economy. It can be seen from the values and percentages of export and
import where decrease is evident. One of the problems is situation of Aluminum
Plant in Podgorica, which is the main exporter in Montenegro. Making it very clear,
trade balance in 2012 was EUR1453.6 million, while is previous years was smaller
(2011 – EUR1368.8 million; 2010 – EUR1326.9 million; 2009 – EUR1377.1 million).
From this it can be said that Montenegro really needs some changes in export
orientation in order to reduce the large difference between export and import.
Table 8.1: Foreign trade in 2011 and 2012
2011
2012
(mill EUR)
(mill EUR)
Export
454.4
366.9
Import
1823.2
1820.5
Trade balance
-1368.8
-1453.6
Coverage of imports by export (%)
24.9
20.2

Change (%)
-19.3
-0.2
6.2
-18.9

Source: Statistical Office of Montenegro

The foreign trade deficit is defined as an economic measure where a country has
negative balance between imports and exports. With negative balance it is meant
that imports exceed its exports (by the theory, a foreign trade deficit doesn’t always
have to be a bad indicator of created economic situation).
According to the preliminary data of Statistical Office of Montenegro (MONSTAT),
Montenegro’s GDP for 2012 was EUR3276.3 million. For 2012, foreign trade deficit
was amounted to EUR1.453.6 million (44.4% of GDP) which, compared to 2011, was
an increase of 6.2%.
At the end of 2012, compared to 2011, coverage of imports by export was reduced
by almost 19% (decrease from 24.9% to 20.2%).

8.1.1. Quarterly and monthly foreign trade
Divided by quarters, in 2012 the highest value of import of goods was recorded in
the third quarter with the EUR498.6 million (27.4% of total import of goods), while
the highest value of exports was recorded in the second quarter with EUR97.7
million (26.6% of total export of goods). When we compare the monthly results, the
highest import of goods was recorded in March (EUR191.5 million), while the
highest export of goods was recorded in May (EUR34.5 million).
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Export

Import

Figure 8.2: Foreign trade by months in 2011/2012
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Source: Statistical Office of Montenegro

Quarterly and monthly foreign trade in 2011 was somewhat different. The highest
value of import of goods was recorded in the third quarter, the same as in 2012, and
amounted to EUR521.3 million (28.6% of total imports, less than in 2012 when it
was 27.4%), while as seen in months, the highest value was recorded in June
(EUR184.9 million or 10.1%). On the other hand, the highest value of export was
recorded in the last quarter and was worth EUR122.5 million (27% of total export of
goods) while, as seen in months, the highest value of export of goods was recorded
in October (EUR48.3 million or 10.6% of total exports of goods in 2011).
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8.2.

FOREIGN TRADE
COUNTRIES

BY

COUNTRY

GROUPS

AND

INDIVIDUAL

8.2.1. Trade with country groups: EU and CEFTA
For export of goods in 2012, if we look towards groups of countries we observe that
Montenegro has significantly higher exports to the CEFTA in relation to the
European Union (EU) countries. Export of goods to the CEFTA, in the reporting
period was amounted to EUR 227.2 million (61.9% of total merchandise exports)
while exports of goods in the EU countries was amounted to EUR 105.5 million
(28.7% of total exports of goods). The rest of the world has a share of 9.4% in
exports.
Figure 8.3: The share of exports to EU, CEFTA and other countries in 2012
Rest of world
9%

Export EU
29%

Export CEFTA
62%

Source: Statistical Office of Montenegro

As for the imports, situation is the same. Imports from CEFTA countries were
amounted to EUR812.6 million (44.6%) while imports from EU countries amounted
to EUR699.3 million (38.4%) for the reporting period. The rest of the imports are
related to other countries with 17%. It is shown on the figure below.
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Figure 8.4: The share of imports from EU, CEFTA and other countries in 2012
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Source: Statistical Office of Montenegro

To make some comparison, in 2011 situation was different considering the exports.
Exports to the EU countries were worth EUR 227.5 million, while that value to
CEFTA countries was EUR 183.6 million. The share of other countries was around
10% in total exports. The share of exports in 2011 is shown below on the Figure 8.5.

Figure 8.5: The share of exports to EU, CEFTA and other countries in 2011
Rest of world
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Source: Statistical Office of Montenegro
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It is evident that through years there has been a significant change in exports to
countries and groups that participate in EU exports in total goods exports decreased
substantially in favor of exports to CEFTA countries. In 2012 the value of exports to
the EU, compared to 2011, reduced by EUR122 million and decreased by 53.6%. On
the other hand, the value of goods exports to CEFTA countries has been increased by
EUR42.6 million and by 23.7%. From this point of view, the reason why CEFTA
countries now have more share in Montenegro’s foreign trade is because of the
crisis with the Aluminum Plant. EU is the main market for that kind of export, but
the problem is that the export towards EU has decreased through the years.
Figure 8.6: Comparison of exports to EU, CEFTA and other countries in 2012/2011
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Source: Statistical Office of Montenegro

Import of goods in 2011 had the same trend as in 2012 when it comes to the EU and
CEFTA countries (imports values in 2012 became higher than in 2011). Goods
import from CEFTA countries had a share of 44.9% (EUR 818.9 million) while
imports from the EU had a share of 39.2% (EUR 714.4 million). Compared to 2012,
imports from other countries in 2011 were on lower level with smaller share.
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Figure 8.7: The share of imports from EU, CEFTA and other countries in 2011
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Compared to the 2011, in 2012 the value of imports from the EU countries fell by
EUR 15.1 million, while the value of imports from CEFTA countries fell by EUR6.3
million.
Figure 8.8: Comparison of imports from EU, CEFTA and other countries in 2012/2011
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Source: Statistical Office of Montenegro

As it’s shown on the Figure 8.8, value of imports from other countries (rest of world)
has slightly increased from 2011 to 2012.

8.2.2. Trade by individual countries
Viewed by individual countries, the share of exports of goods in 2012, Croatia and
Serbia were far ahead of the other countries. Croatia had a share of 22.8% in
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Montenegro’s export or value of EUR 83.5 million exported goods. On the other
hand, Serbia’s share was very close with the value of EUR 83.3 million or 22.7% in
total exports of Montenegro. The third most important goods export market was
Slovenia, with 7.9% (EUR 28.9 million), followed by Bosnia and Herzegovina with
7.5% (EUR 27.4 million), UMNIK Kosovo with 6.3% (EUR 22.9 million), Hungary
with 4.9% (EUR 18.1 million) and Germany with 3.9% (EUR 14.4 million).
Figure 8.9: Share of exports to the most important partners in 2012
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During the past years Serbia was (and still is) the most important partner in trade.
Structure of import of goods confirms that, where imports from Serbia represent
36.27% of total imports of goods and its value in 2012 was EUR 532.8 million
(Compared to 2011, there was a decline of EUR 8.7 million, or change of 1.6%. After
Serbia, the largest imports share has one of the EU countries, Greece with 8.7% or
EUR 159.2 million. It is followed by Bosnia and Herzegovina (6.8% or EUR 123.2
million) and Germany (6.4% or EUR 115.6 million). Imports from Greece are
increasing year by year, mostly because of the economic situation of that country.
Import from Greece is cheaper than the other countries so the value of imported
goods from that country has increased from EUR 115.3 million in 2010 to EUR 159.2
million in 2012.

© Institute for Strategic Studies and Prognoses

75

Montenegrin Economic Trends 32
Figure 8.10: Import as a % of GDP in 2012
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In 2011, in the structure of export of goods by individual countries, on the first place
was Serbia (situation has changed, because in 2012 on the first place after doubling
exports to the country was Croatia, as it is already said above) with 17.6% (EUR79.8
million). After Serbia, on the second place was Hungary with a share of 16.9%
(EUR76.8 million), followed by Croatia which has a share of 10.1% (EUR45.9
million), Greece with 8.6% of share (EUR39.3 million), Italy with 6.8% (EUR31.1
million), Slovenia with a share of 6.7% (EUR30.3 million) and UMNIK Kosovo with a
5.2% (EUR23.7 million). Other 28.1% represents a share of all other countries.
Significant to say is that this share of rest of the world year by year is becoming
larger. Until 2008 this share was something around 5%, and today it represents onethird of total export of Montenegro. On the next chart, Figure 1.11, is presented the
share of each country above in Montenegro’s export of goods.
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Figure 8.11: Export as a %of GDP in 2011
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When it comes to the import of goods in 2011, Serbia has the largest participation
from 29.7% (EUR 541.5 million). For a past few years there has been large decrease
in import from Serbia (in 2008 was around EUR 840 million). Followed by Greece of
7.9% of share or EUR 144.7 million, Bosnia and Herzegovina with 7.8% (EUR 142.5
million), Italy with 6.4% (EUR 117.5 million), Germany with 6.1% (EUR 110.8
million), Croatia with 5.1% (EUR 92.7 million) and Slovenia with 4.4% (EUR 81.1
million), Serbia still remains the most important partner of Montenegro when it
comes to the foreign trade.
Figure 8.12: Share of imports to the most important partners in 2011
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8.3.

THE STRUCTURE OF FOREIGN TRADE

The structure of export of goods in 2012 is dominated by aluminum with a share of
35.1% (EUR 128.6 million). After aluminum, export of electricity is on second place
with 10.4% (EUR 38.3 million). All other products have a participation of less than
10% in the overall structure of exports. However, largest share of them has mineral
ores and metal scrap with 8.5% (EUR 31.3 million) and beverage with 6.3%
(EUR23.2 million). The remaining products have lower participation of 5% in the
structure of exports.
Figure 8.13: The most important products of export of goods in 2012
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Speaking of goods import in 2012, the biggest part of 19.6% (EUR 356.6 million) are
food and living animals, followed by products from a group of mineral fuels and oils
with 18.4% (EUR 334.3 million) and machinery and transport equipment with
18.3% (EUR 332.7 million). Fourth and fifth in importance are manufactured goods
classified by material with a share of 14.5% (EUR 263.3 million) and other finished
products with 12.2% (EUR 222 million). The remaining products are below share of
10% in the structure of imports.
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Figure 8.14: The most important products of import of goods in 2012
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In 2011, the export structure is also dominated by aluminum with a share of 40.1%
and exports worth EUR 182.4 million. After aluminum, on the second place is
electricity, like in 2012, with a 10.8% share (EUR 49.1 million). On the third place
were mineral ores and metal scrap with 8.5% (EUR 38.8 million). Iron and steel are
the fourth and the last with a share above 5% (6% of share or EUR 27.4 million).
Figure 8.15: The most important products of export of goods in 2011
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The structure of imports of goods in 2011, the most important place is occupied also
by food and living animals with a share of 19.3% and imports worth EUR 351.9
million. After that, significant share has mineral fuels and oils with 18.1% (EUR
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330.6 million) and machinery and transport equipment with 17.3% (EUR 315.9
million). Additionally, it is also important the share of manufactured goods classified
by material of 14.5% (EUR 264.8 million).
Figure 8.16: The most important products of import of goods in 2011
All other
31%

Manufactured
goods classified
by material
15%

0%

Food and living
animals
19%

Mineral fuels
and oils
18%

Machinery and
transport
17%

Source: Statistical Office of Montenegro

It is evident that there has been a reduction in both exports and imports in total, but
there have been some changes of foreign trade of main products. Export was
reduced in almost all categories of goods. When it comes to the import, situation is
slightly different. There has been some increase in some of the main product
categories, especially in the part of machinery and transport equipment.
Because of the export situation, Figure 1.17 pictured below presents changes in
export.
Table 8.17: Changes in export of main products in 2012 compared to 2011
2011 (mill
2012 (mill
Goods
Change (%)
EUR)
EUR)
Aluminium and its products
182.4
128.6
-29.5
Electricity
49.1
38.3
-22.0
Mineral ores and metal scrap
38.8
31.3
-19.3
Iron and steel
27.4
16.3
-40.5
Cork and wood
18.1
15.3
-15.5
Fruits and vegetables
9.6
7.5
-21.9
Beverages
22.7
23.2
2.2
Medical and pharmaceutical products
7.8
9.5
21.8
Source: Statistical Office of Montenegro

As seen in Figure 1.17, there was a significant drop in exports of aluminum, which is
the most important export product. Aluminum exports in 2012 compared to 2011
decreased by 29.5% and the value of exported aluminum was lower by EUR 53.8
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million. The second most important export product, electricity, recorded a decrease
of 22% in 2012 compared to 2011. The value of export of this product in 2012 was
EUR 10.8 million lower than in 2011. Export of products from categories mineral
ores and metal scrap in 2012 compared to 2011 decreased by 19.3% and its export
value was EUR 7.5 million lower. Generally, the most significant decrease in exports
has been recorded for products iron and steel which is representing the fourth most
important export product by value in 2011. It has decreased by 40.5% in 2012
compared to 2011. During the period, the export value of these products was
reduced by EUR11.1 million. The decline in exports was recorded in the group of
cork and wood products and product groups for fruits and vegetables. The first
group of products exports decreased by 15.5% and the value of the exported
product was EUR2.8 million lower. As for the second group of products, their export
decreased by 21.9%, while the value of their exports declined by EUR2.1 million.
The only two groups of products that have increased exports are beverages and
medical and pharmaceutical products. Products from beverages group recorded
small export growth of 2.2% while the medical and pharmaceuticals products group
exports have increased by 21.8% in 2012 compared to 2011 which is a significant
growth. The export value of beverages has increased by EUR0.5 million while the
export value of medical and pharmaceutical products has increased by EUR1.7
million.
On the other hand, there was a decrease in imports of main products in 2012
compared to 2011. A decreased import is a result of economic situation in country
which is a consequence of the recent financial crisis. Figure 1.18 shows the change
in imports most important product categories.
Table 8.18: Changes in import of main products in 2012 compared to 2011
2011
2012
Goods
Change (%)
(mill EUR)
(mill EUR)
Petroleum and its derivatives
207.2
213.7
3.1
Electricity
108.9
106.5
-2.2
Mineral ores and metal scrap
67.7
43.6
-35.6
Beverages
50.9
53.4
4.9
Meat and meat processing
74.0
84.3
13.9
Road vehicles
95.5
97.4
2.0
Source: Statistical Office of Montenegro

Figure 1.18 shows that there has been an increase in some of the imports of the
most important product categories. Petroleum and its derivatives, as major import
products, in 2012 imports have increased by 3.1% and its imported value was EUR
6.5 million higher than in 2011. The second important group of imported products,
electricity, imports decreased by 2.2% and the value of imports decreased by EUR
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2.4 million. Mineral ores and metal scrap, as the third most important import
category, recorded the most significant drop of 35.6% in 2012 in compared to 2011
(value of EUR 24.1 million). In groups of products related with beverages, meat and
meat processing and road vehicles there has been an increase of imports. As for the
beverages, it increased by 4.9% and an increase in the value of imports of EUR2.5
million. When it comes to product group meat and meat processing, there has been
the highest increase of 13.9% (imports larger by EUR 10.3 million). At the end, for
the group of road vehicles, change was positive by increase of 2.0% (increase of
EUR1.9 million).
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ANALYSIS
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FISCAL CONSOLIDATION OF PUBLIC FINANCES OF MONTENEGRO
AND ITS ECONOMIC AND SOCIAL CONSEQUENCES
Author: Dajana Draganic, M.Sc.

INTRODUCTION
Montenegro has made first steps toward fiscal consolidation through budget
rebalance and adoption of set of laws in 2012 and in first quarter of 2013, with the
final goal: to prevent the public debt crisis and achieve macroeconomic stability,
which are the basic prerequisite for growth of economy and employment.
Introduction of these socially not acceptable austerity measures is a big shift in
relation to the recent fiscal policy, considering that the government has been in
constant efforts to avoid any tax increase.
These laws, which we will be discussed further in this analysis, have opened a wide
debate whether these measures are fair and justified (they hit the population at
large) and if there are some alternative and less painful ways of “filling the holes”.
According to certain assumptions, citizens would lose an average wage on annual
base by given measures which imply that these measures would have negative
impact on economic growth in short term. However, considering that the only
relevant alternative to fiscal consolidation is high fiscal deficit and public debt crisis,
which is not only the result of cycle temporary factor but also the result of
systematic discrepancy between public income and expenditure, fiscal consolidation
may have positive short-term and long-term effects. Fiscal consolidation or so called
austerity measures always provoke negative feedbacks, especially with the bad
macroeconomic after-crisis conditions – high level of unemployment, social
vulnerability of poorest citizens, economic downturn and low FDI inflow. That’s how
new government has faced with a huge challenge – on one side these measures must
be implemented on less painful way, especially for vulnerable groups and
pensioners, and on the other side these measures must be enough prevailing to
bring back public finance on sustainable path.
Some of suggestions to produce public finance savings are to hit corrupted rings in
economic chain through systematic fight against grey economy, tax evasion,
reduction of tax debt and improvement of tax discipline, and all that by
strengthening the institutions of systems and tax inspection. However, as this short
analysis will prove the scope of the problem is much bigger and fiscal consolidation
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must include two significant budget items: salaries and pensions within
expenditures, and VAT on the side of revenues. Such fiscal consolidation would
produce fair allocation of the crisis burden, while further delay of the fiscal
consolidation result in only temporary postponement of the problem resolving, with
much higher price to pay this time. A typical successful consolidate on model is
based on one-time tax increase at the very beginning of program implementation
and constant significant reduction in public spending. 13 In particular, public
spending, which was rampant in the pre-crisis period of expansion, must be adapted
to the tax capacity of the economy and the population, if Montenegro is to achieve
higher economic growth and standard of living.

1. PUBLIC DEBT OF MONTENEGRO – ITS SIZE, DYNAMICS AND
SUSTAINABILITY

Public debt is most commonly presented in absolute value or as a GDP percentage.
Share percentage in GDP debt is the mostly used indicator as it may show
capabilities of the government to collect revenues and service the debt. The analysis
of state debt size and dynamic is crucial for the observing of solvency (the
possibility of financing the current and upcoming obligations regarding tax
increasing, expenditures decreasing or selling the public property) and state
liquidity (the ability to meet maturing obligations as they come due). Also, one of the
very important indicators is sustainability of the public debt (debt to GDP ratio). The
higher ratio, the more unfavorable position of the state, because a larger share of the
tax incomes is allocated for covering interest and principal debt.
As a rule, higher debt level has stronger negative impacts on long-term economic
growth: it reduces public savings and it increase interest rates, also it causes
distortion of the tax system as well as increase of risk premium on public debt,
which can spillover on risk premium for private sector debt. The increase of the
public debt is justified when it covers capital investments which are beneficial for
future generations, but not for current public expenditures. If the increase of public
expenditure is not followed by increase of new revenue sources, it may lead to
increase of budget deficit, which is financing mostly through borrowing.14

13

Arsic, M., Budget rebalance and fiscal consolidation, Foundation for the Advancement on economics,
Quarterly Monitor No.29, Belgrade, April-June 2012
14
Kulibarda M., Public debt with special review of state debt of Montenegro in the period 2002-2012,
Central bank of Montenegro, Podgorica, 2012
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During the period 2002-2012 the public debt of Montenegro was created mostly due
to inherited debt of previous government community where Montenegro
participated, as well as through issues of EURbonds, loans and issue of credit
guarantees15. From 2002 until the outbreak of the crisis in 2007 absolute value of
public debt and its percentage share is gradually decreasing (graph 1). The precrisis period was period of economic boom, large inflow of FDI and budget
surpluses. Due to the large capital inflows during this period the government was
enabled to collect tax revenues far beyond budgetary forecasts and from these
associate funds to finance even temporary expenditures, which is not sustainable in
crisis time. Simply, the habits at the time of fiscal expansions are not sustainable at
time of fiscal contractions. With the first wave of crisis Montenegrin public debt has
been rapidly increasing and at the end of 2012 it amounted to 51.1% which is
maximum amount since 2003 (graph 1).
Figure 1 - Montenegro’s national debt as a percentage of GDP

Source: Ministry of finance, Central bank of Montenegro

Also, if we include credit guarantee in total amount (378.3 million EUR or 21.3% of
public debt) this percent would amounted to 62.5% of GDP which indicates that the
fiscal parameters may worsen (graph 2).

15

State guarantees are guarantees on behalf of the parliament and the government in order to secure the
repayment of the loan or securities in the case when an issuer of securities in a proper time limit does not
fulfill the obligation
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Figure 2 – Level of government debt with and without guarantees, 2009-2012
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The debt growth is a result of relatively high budget deficit in the years of economic
crisis, which was funded through borrowing, since the revenues from privatization
suddenly dried up (graph 3).

Graph 3 – Budget deficit, 2006-2012
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According to Maastricht criteria16 public debt and fiscal deficit are at sustainable
path and in the limits of moderate indebtedness. However, consolidation is
necessary because of potential risks: new waves of recession, the collection of
government guarantees, finance the main infrastructural projects, as well as
because of limited access to capital markets.
Although Montenegro is moderate indebted country, it should be concerned about
the speed of debt growth and the level of guarantees issued.17 Starting with 2009,
amount of guarantees is rapidly growing (from 2% at the end of 2008. to 11,6% of
GDP at the end of 2011). Also, there should be concern because of the purpose for
which the guarantee is issued. The largest amount of guarantees is given to KAP
Podgorica (124.2 million of EUR), whose activation is potentially the greatest risk
for sustainability of public finance so there is a need for creation of additional
budget reserves. Also, it is for certain that in years when Euro bonds are maturing
(2015 and 2016) we need new borrowings, because it isn’t possible to pay out a
total amount with regular income.18
High public debt, the continuation of a long-term growth of budget deficit could
jeopardize the growth and development of the economy in the coming years. The
growth of public debt has negative effects on capital accumulation as main
determinant of level of GDP.

2. THE MEASURES OF FISCAL CONSOLIDATION IN 2012 AND 2013

The year 2012 was hard-hitting for public finance due to declined economic growth
and reduced liquidity of economy, bad weather conditions earlier in the year and
because of the collection of guarantees for KAP debt in amount of 23,5 millions of
EUR which resulted in the revision of the budget (according to scenario of lower
economic growth 0,5%) and additional borrowing. Also, the Parliament of
Montenegro adopted a budget revision with the three laws in the form of temporary
increase of fees and excises, whose effects are estimated to approximately 20
million EUR. These measures includes introduction of fees on SIM cards, tariff
electricity meter, cable TV connection (expected revenue of 9.5 million EUR),
increase of excise tax on alcohol, tobacco and heating oil and expand of excise goods
list into coffee and fizzy drinks (expected revenue of 4 million EUR) and
16

A national budget deficit must be at or below 3 percent of gross domestic product (GDP and national
public debt not exceeding 60 percent of gross domestic product)
17
Kulibarda M., Public debt with special review of state debt of Montenegro in the period 2002-2012,
Central bank of Montenegro, Podgorica, 2012
18
Central bank of Montenegro, Chief economist`s annual report for 2012, Podgorica, 2013
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introduction of tax on official's retirement and undistributed profit older than 3
years. At the end of 2012 it is estimated that the effect of this package of measures
was savings in budget for 4.7 million of EUR. Also, in this year, on the expenditure
side, government reduced public spending at 41,8% of GDP, which represents a
significant savings in comparison with 2009, when public expenditure amounted to
50% of GDP. As a main goal for budget revision was deficit reduction and reduction
in borrowings from 3.75% to 3.1% of a share in GDP.
As these measures was insufficient for significant improvements in reducing current
deficit, and because of potential threats of crisis spillover from EURzone, at the
beginning of 2013 Government suggested measures which are a big shift in relation
to recent policy – one time increase in tax rates. Main argument for undertaking
these measures is that even after increasing, tax rates are still low and competitive
comparing to region.
The new government, which was inaugurated in early December, in order to
improve fiscal situation and consolidation of public finance, has adopted a series of
new measures, which implementation is interim, only for 2013: introduction of the
„crisis interim tax“ of 15% on gross wages exceeding720EUR, or rising taxes on
personal income tax on earning above the average net wages which is 480EUR,
freezing of growth of pension, interim discontinuance of adjustment of pensions and
their freezing on the current level, proposal to Parliament to reduce the salaries of
parliament members by 7%, equalization of salaries of the Parliament members and
salaries of ministers that have been reduced pursuant to the budget revision in April
2012 by 7%, reduction of salaries for the management members of regulatory
agencies and enterprises under majority ownership of the state (for board
chairpersons one average salary in the country, for board members 50% of an
average salary, and for executive directors two average salaries).19
Also, the government has recently decided to increase the higher VAT rate from the
existing 17% to 19% while retaining low20 or zero rates of tax on the same level.
Effects of „crisis interim tax” are estimated to approximately 12.5 million EUR. The
reduction of salaries for management members of regulatory agencies will fill the
budget with 30 million EUR which represents 1/3 of planned budget deficit, and
effects of higher VAT rate 37/40 million of EUR. According to beliefs of some
economists these measures may take more than a year, given that the rate of
increase is very low, unemployment is high, while the number of retirees increases.

19

Ministry of finance, Montenegro Pre-accession Economic Programme 2012-2015, December, 2012
The lower tax rate is 7% on basic-foods (bread, medications, etc.), medicines, books, computer
equipment, accommodation, public transport, etc., and comprise 50% of the consumer basket
20
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3. THE SHORT-TERM AND LONG-TERM
CONSOLIDATION ON ECONOMIC GROWTH

IMPACT

OF

FISCAL

According to IMF cross-country studies, fiscal consolidation is mainly
contractionary in short term. Fiscal consolidation equal to 1% of GDP reduce
cumulative GDP growth for 0,5% after two years. One percent of fiscal consolidation
causes equivalent percent of demand drop. However, according to IMF empirical
studies, this decrease in demand causes decrease in interest rate and depreciation of
currency, which mitigates negative effects of fiscal austerity measures.
Also, according to the same report, expenditure adjustments would have less
contractionary effect on economy than adjustments on revenue side. Namely, fiscal
consolidations that are based on public consumption reduction have less
contraction effects on economy due to changed monetary conditions: lower interest
rates and depreciation of currency values. Central banks will understand this as a
stronger government commitment to increase fiscal discipline and are much more
willing to undertake monetary incentives. On the other hand, the increase in taxes
(especially indirect – VAT and others) would lead to inflation.
Hence, the existing empirical work needs to be interpreted with caution when
considering whether fiscal consolidations are followed by less adverse growth
outcomes than would have happened in the absence of the consolidation.21 There
are some studies which claim that fiscal consolidation may even have expansionary
effects: 1. it reduces expectations of tax increase in future; 2. it relieve financial
conditions; 3. it stimulate crowd in of work force and it improve the
competitiveness. The power of expansionary effect of fiscal consolidation comes
from fiscal forecasting of private sector: if budget deficit is on unsustainable path,
fear and distrust of investors is rising.
Fiscal consolidation has various effects depending on the specific circumstances of
each country. Montenegro may have even short-term positive effects for several
reasons. The main reason is low fiscal multipliers compared to developed EU
countries, so if Montenegro hypothetically pursues a policy of fiscal expansion, it
will have modest effect on GDP growth. The reasons for low values of fiscal
multipliers are the following: Montenegro is small and opened economy and fiscal
stimulus would boost export rather than domestic production, expansionary policy
would lead to higher prices which means decrease in real wages and financing of
this consumption is difficult and risky - the expected privatization revenues are
currently at low level and the possibility of commercial borrowing abroad is even
21

http://www.rba.gov.au/publications/smp/2012/feb/html/box-b.html

© Institute for Strategic Studies and Prognoses

90

Montenegrin Economic Trends 32

smaller. Considering these circumstances, if the only alternative to fiscal
consolidation is public debt crisis and the policy of permanent indebtedness with
low credit rating, then the fiscal consolidation would have positive effects on
economic growth of Montenegro.
Fiscal consolidation affects economic activities through affects on aggregate demand
in short-term and aggregate supply in the long-term. Proposed measures: pension
freezes and wage cuts in public sector and additional tax burden, because of low
fiscal multipliers may affect the slight reduction in aggregate demand in the short
term. On the other hand, determined and well planned austerity measures will
impact positively on macroeconomic stability and growth expectations and
confidence of economic actors.
To be sustainable public finances is necessary to reduce the structural deficit would
mean a decrease in the share of current expenditure and increase investment and
savings.

4. THE IMPACT OF FISCAL CONSOLIDATION ON LIVING STANDARD

Economic crisis has negative impact on living standard of Montenegrin population
at large. The unemployment rate for 2012 was about 20% the poverty rate about
10% considering that large portion of population is slightly above poverty line.
Package of fiscal measures that are implemented with aim to reduce budget deficit
would affect further decline in living standard of Montenegrins. This especially
refers to the poorest one, which are not capable to bear any additional burden on
their tiny budget. Mitigating circumstances are that these measures are temporary
and that some of them have taken into consideration the bad living standard. On the
revenue side, amendment version22 of the „crisis interim tax“ affect 44 000
employees and exclude 124000, those with gross wages below 720EUR. In addition,
holding the lower VAT rate (7%) unchanged government expect the impact on
inflation and living standard will be minor, since from the increase of prices it will
be excluded 50% of consumer basket. This would protect socially vulnerable
groups. With this selective approach of increasing VAT measures, government also
want to protect competitiveness of tourism sector, since accommodation services
and food product will be taxed with same lower VAT rate.23
22

The original version of the lower limit of income tax was the tax increase of 3 percentage points on
wages above 400 EUR
23
http://www.mf.gov.me/vijesti/127493/SAOPsTENJE-Odluka-o-povecanju-vise-stope-PDV-a-sa-17-na19-odsto.html
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On expenditure side, because of “pension freezing” measures, government set up a
fund of one-off assistance for the most vulnerable pensioners.
All these measures couldn’t be enough to raise people’s willingness to accept the
burden of fiscal consolidation. The poorest citizens who receive social assistance
and pensioners with minimum pensions must be protect of rises in prices through
an indexation, minimum pensions should be excluded from freezing and
government must be much more active in social protection. In addition, more
balanced fiscal consolidation and resolute fight against corruption would have a
positive psychological impact on the public to adopt these austerity measures.
Although from the fiscal and economic point of view the proposed VAT increase is a
valid fiscal consolidation measure aimed at preventing a public debt crisis, over the
short run it will lead to a one-off price increase and a temporary fall in the living
standards of the majority of population.24
Based on ministry predictions increasing of higher VAT rate for 2% may bring
pressure on prices. However, that doesn’t mean that it will come to increase and if it
comes to increase that producers and merchant will shift full burden of the VAT
increase on consumers prices in short term. Producers and merchant are not
capable to do that because it is crisis time when demand is low as in the cases when
price elasticity is high. When full burden of VAT increase is shifted on consumer
prices than population at large would bear the burden. If shift doesn’t happen, the
producers and merchant would bear that burden through reduced profit and
margins.

CONCLUSION

Although Montenegrin public finance is still on sustainable path on short term, there
is a threat of public debt crisis due to modest growth of GDP, eventual activation of
state guarantees for KAP and new waves of recession in years to come. Having in
mind these assumptions, it is much needed for Government to create budget
reserves in order to regain the confidence of investors and achieve higher growth
rate in long term. Fiscal consolidation in transition economies may have positive
short-term and long-term effects since fiscal multiplier is low compare to developed
economies. However, the basic prerequisite for successful implementation of fiscal
consolidation is raise of willingness of people in large to accept the burden of
austerity measures. Therefore, Government must protect the most vulnerable
24

Fiscal council of Serbia, Proposed fiscal consolidation measures for 2012-2016, Belgrade, May, 2012
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groups, especially households with social assistance and pensioners with minimum
pension, during the period of austerity.
In order to achieve sustainable public finances it is necessary to reduce the
structural deficit which means a decrease in the share of current expenditure and
increase of investment and savings.
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ANALYSIS OF BANKING SECTOR IN MONTENEGRO
Author: Rahela Pupovic, BSc
ABSTRACT
Still present global economic and financial crisis seriously brought into question stability
mechanisms of countries across the globe. This paper analyzes the condition of banking sector
in Montenegro as it went through one of the most severe years since regaining its
independence in 2006. The overall performance of banks in Montenegro is mostly subjected to
decisions brought by the Central bank of Montenegro. Montenegrin banking sector is stable,
with a declining trend of credit activity, increased deposits and the amount of non-performing
loans.
Keywords: crisis, financial stability, loans, NPL

INTRODUCTION
It has been more than five years since the global turmoil of economic and financial
crisis burst out. Nevertheless, banking sector in the Balkans, as well as in the EU is
still striving for recuperation carried out in an ambient of everlasting global
changes. While taking into account national economic disparities among countries
in the Balkan region, challenges to be overcome are in the greatest part common for
all of them.
Banking sector in Montenegro preserved it’s stability throughout 2012 and the first
half of 2013, in spite of an increase of non-performing loans (NPL) and the decline in
total assets. Yet, the market in Montenegro continues to offer considerable
opportunities for prospective growth and requires careful analysis to leverage. One
of the greatest challenges Montenegrin economy faces is finding alternative sources
of growth, i.e. banking should strive to find alternative business models to fit the
ongoing financial perspective on both regional and national level.
1. MACROECONOMIC ENVIRONMENT AND BANKING SECTOR
Years following the outburst of financial crisis challenged the macroeconomic state
of Montenegro. Even though not fully recovered, national economy contracted in
2009 and 2012 and maintained the positive growth rate after the contraction of 5,
7% in 2009. However, the unemployment rate remained unchanged during the
period 2010-2012 keeping the level of 19, 7% (Graph 1). Reliance on FDI and FX
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funding stalled the economy in the mentioned period and that was reflected in the
development of banking sector.
Figure1: Macroeconomic indicators

Source: Labor Force Survey (2008-2012), MONSTAT, CBCG

Preceding years put Montenegrin banking sector on various tests, assessing its
financial system stability. In the period 2003-2008 banking sector grew for a
stunning 846%. In the years following 2008, the upward trend shifted and until
2012 banking sector shrank by 15% (Graph 2). This striking two-faze trend reflects
the disparity in the growth pace of diminishing demand and struggle in acquiring
external finance.
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Graph 2: Banking sector assets (million EUR)
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As previously mentioned, the size of banking sector shrank in the period 2008-2012,
which is also evident if measured by relative value of its assets to GDP. Another way
to assess the size of banking sector is to observe the quality of its assets. Quality of
loans deteriorated steadily since 2008. First turning point was in 2011, when three
banks sold 316, 8 million EUR to their mother banks in order to improve their
overall quality of balance sheets. However, this showed to have a short-term effect
for the NPL have, once again, grown in 2012. Yet, banks managed to increase their
deposits at the end of 2012, keeping their stability untacked (Graph 3). However, it
is notable that credit growth contracted by almost 33, 5% during the period 20082012.
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Graph 3: Structure of total assets
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2. STRATEGIC RISKS OF BANKING SECTOR
Throughout 2012 the liquidity of banking sector in Montenegro was at satisfactory
level, based on daily and decade indicators which were constantly held at the abovethe-minimum level. Furthermore, according to the Central Bank of Montenegro,
liquid assets were 25, 8% larger than during the same period of 2011.
Despite challenging years that financial crisis brought on to Montenegro, it did not
drastically impair its profit indicators. Profitability was at its best in 2007 when the
real-estate flourished pushing net profit upward as well. However, the most severe
contagion effect that hit Montenegrin banking sector was in 2010, when both return
on equity and net gain indicators dropped down as a result of stalling of national
economy, halt in construction sector and highly restrictive policies of several banks
(Graph 4).
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Graph 4: Profitability indicators trend
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Montenegrin banks mostly rely on deposits as source of funding. In 2012 total loans
were fully covered by deposits, leaving this indicator with the value of 106, 3%. The
value of total deposits grew by 11% in the period January-December 2012, and they
continued to grow in 2013.
Global uncertainties regarding the still present crisis, with special emphasis on the
instability in the Euro zone, tend to shape the future economic activity. In
Montenegro, this is mirrored through a large portion of foreign ownership of banks,
which does not instantly imply that those banks will be safer than the others.
The pre-crisis period when other banks got their daughters back whenever there
was the situation when they needed an injection of extra funding is not the same
today and will not be the same in the coming years. It is not the matter of infatuation
or the lack of love, but yet, mother banks are simply not capable of funding their
daughter’s businesses anymore. Thus, daughter banks are forced either to go out of
business or search for alternative sources in the domestic capital.
Financial market in Montenegro is said to have one of the highest interest rates in
the region. Montenegro has not yet signed the document that determines the
maximum value of interest rate in the country (as have some of the countries from
the region- Croatia, FYR Macedonia and some of the EU countries, as well as USA).
This is one the suggestions that Central Bank of Montenegro continues to urge in its
recommendations to the Government.
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In November 2012 at the Council meeting, Central Bank of Montenegro agreed to
put a ceiling on interest rates as a temporary measure of limiting the increase of
interest rates by banks. The period of the imposed ceiling was set to last for 6
months and expired in June 2013. The follow-up analysis demonstrated the positive
impact of this decision, with a special emphasis on the increased credit activity in
the ceiling-period. This encouraged the Central Bank to urge, once again, all of
eleven Montenegrin banks not to increase interest rates in the upcoming period.

CONCLUSION
The illiquidity of real sector remains the ongoing problem of Montenegrin economy
in 2013 as well. It has great impact on credit growth, and does not allow it to reach
the desired level. Furthermore, an increase of financial risks and high interest rates
tend to worsen the portfolio of banking sector and additionally stall the recovery
period.
Regardless of what aspect each individual bank tends to ameliorate- recover,
restructure, recapitalize or grow, they ought to seek for business potential on
alternative fronts.

© Institute for Strategic Studies and Prognoses

99

Montenegrin Economic Trends 32

© Institute for Strategic Studies and Prognoses

100

