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Foreword by the Governor of the Central Bank of Montenegro

FOREWORD BY THE GOVERNOR OF THE
CENTRAL BANK OF MONTENEGRO
Year 2012 was a very challenging year. Economic growth was below expectations, the public debt
continued trending up, lending activity declined, corporate illiquidity grew and negative shocks
from the region and the EU spilled over to the country. Positive trends were deposit growth, a
high FDI inflow, and an increase in the number of tourists.
Significant slowdown in economic activity started in Q4 2011, and it was additionally strengthened with the consequences of severe weather in the country in Q1 2012. Throughout the entire
year, business environment in the country was under adverse effects, including increase in the
prices of oil and food in the international market, and slowdown in recovery of the countries
where Montenegro has significant external trade balance. The CBCG has estimated that the GDP
growth rate ranged between -0.5% and 0.3% in 2012.
The annual CPI inflation amounted to 5.1% in December 2012, while the average annual rate
amounted to 4.1%. Inflation was significantly higher than those in the Euro area (2.2%) and the
EU (2.3%).
The banking sector has shown adequate degree of resilience to prolonged effects of the crisis, and
it showed relatively stable operations in 2012 accompanied with the continuous increase in liquid assets and deposits.
Development of negative trends and growing illiquidity in the real economy had adverse effects
on assets quality in banks’ balance sheets and led to further growth in non-performing loans.
Despite a 4.8% decline in total loans, it may be noted that the banking sector granted a significant amount of new loans worth 702.6 million euros. The banking sector thus partially balanced
the shortfall of liquidity in the real sector.
Interest rates were unfavourable. In addition, due to a declining support of parent banks’ resulting from home supervisors’ regulatory requirements, subsidiary banks started campaigning more aggressively to master domestic sources at all local markets, including Montenegro.
Competition in attracting local deposits created additional pressure on both lending and deposit
interest rates at the system level. As a result, the CBCG passed the Decision on Interim Measures
for Limiting Bank Interest Rates in late 2012 which, based on preliminary data, has given positive results viewed as interest rates’ declining. Thus, for the first time in December 2012, interest
rates on new loans were lower than the interest rates on total loans.
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Regulatory activities of the CBCG in 2012 referring to the banking sector focused on improving
its harmonisation with the EU regulations, Basel II and Basel III international standards, and
the implementation of international accounting standards and international business principles
in this industry by promoting corporate management strengthening.
The pertinent legislation was amended and it provided the application of international accounting standards combined with prudential filters in valuing the banks’ financial assets. This was
also the most important change in the regulatory framework in 2012.
Moreover, the CBCG directed a part of its activities towards improving risk management processes in banks, risk-based supervision, creating stronger connection between capital requirements and exposures to risks at the bank level and to the countercyclical capital buffer policy.
This increased the banking sector’s resilience to negative shocks and contributed to maintaining
financial stability as a precondition to economic recovery.
With a view to maintain financial stability, the CBCG performed regular stress testing of banks
in 2012 to include calibration of key variables which implications may have adverse effect on the
banks’ operations. Following the results of performed stress testing, the banking system in Montenegro was recapitalised with 46.5 million euros in 2012.
The adoption of the National Contingency Plan was an important activity aimed at maintaining
financial stability. The plan was adopted by the Financial Stability Council, with the participation of the CBCG, the Ministry of Finance and all financial system supervisors. The plan will enable monitoring, identification and possible prevention and/or mitigation of potential systemic
risks in the financial system in an efficient, effective, consistent and comprehensive manner. This
will help Montenegro to be better prepared for potential future crisis.
Constant growth in savings continued in 2012 was encouraging, and it pointed to the fact that
corporate and household sectors have developed proneness to creating own protection mechanisms in the case of additional adverse trends at the market. The process of bank restructuring
was intensive until late 2011, and it continued in 2012 with lower intensity. It is expected that the
process will be additionally strengthened by implementing the non-performing loans restructuring model, developed by the CBCG in cooperation with the World Bank. Still, recovery of the real
sector and its restructuring and refinancing will largely affect the portfolio quality and banking
operations in the upcoming period.
In 2012, Montenegro made progress in the field of European integration. On 26 June 2012, the
European Council brought the decision on opening EU accession negotiations with Montenegro, which officially started with bilateral intergovernmental conference in Brussels. The CBCG
plays an important role in the process of EU integration. Representatives of the CBCG were appointed members and heads of working groups for many negotiation chapters, and the CBCG
is practically leading the negotiations for negotiation chapters 4, 9, 17 and 18. The CBCG also
participated in drafting the annual Montenegro Progress Report, Pre-accession Economic Programme (PEP), Report on the Implementation of Commitments from Stabilization and Association Agreement (SAA)) and other documents.
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By operating pursuant to the highest principles of transparency, the CBCG timely informed both
domestic and international public on all important issues through regular and periodical publications, press releases and media appearances.
During 2012, as a socially responsible institution both to its employees and the society as a whole,
the Central Bank largely contributed to the attainment of objectives of a modern civil society
through numerous and various activities, primarily those of humanitarian character. The CBCG
contributed to social society by opening the Money Museum on 11 April 2012. Thus, the CBCG
started a long-term project aimed at preserving and maintaining historical and cultural numismatic heritage in Montenegro. For that reason, the Money Museum has significant historical,
cultural and educational value for all citizens and visitors to Montenegro.
Pursuant to the Central Bank Policy, the CBCG continued activities in 2012 focusing on further
developing as a “learning institution”. This was supported with investments into professional
education and training of employees, which is necessary in these challenging times of dynamic
changes.
Regarding the expectations for 2013, all projections indicate that the recovery will be still mild,
and largely conditioned by the recovery at the international and regional environment, yet still
encumbered with internal misbalances and inefficiencies.
Same as in the reporting year, the key challenge in 2013 will remain fiscal stability. Higher level
of accumulated public debt and the continued presence of fiscal deficit for several years have
created concern while, on the other hand, they encourage measures directed towards fiscal consolidation and suppressing shadow economy. It is expected that there will be many risks in 2013
arising from our environment, primarily referring to the slower growth than expected in the
south-eastern Europe and the EU. This may slow the recovery of Montenegro that is highly vulnerable, which may further burden the fiscal policy, real sector, and consequently the banks. This
all requires more prudent fiscal policy in the upcoming period in order to prevent the jeopardizing of financial stability. The key challenge for the CBCG during the next year will be decreasing
the level of non-performing loans. In that context, the CBCG cooperates with the World Bank
and the Ministry of Finance in activities on restructuring non-performing loans.

The Governor
Milojica Dakić
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Macroeconomic Environment and Economy

1.1. Macroeconomic environment
In 2012, macroeconomic environment was under a strong influence of trends` spillover from international, primarily the European, market. Economic activity slowdown and downward revision of for
the EU Member States affected the conditions of Montenegrin economy.
Due to negative trends in the market and increased expectations of growth slowdown both in the
country and the wider regions, the Ministry of Finance revised the real GDP growth rate in the basic
scenario in H1 from 2% to 0.5%.
Table 1.1
Forecasted GDP growth rates of Montenegro in 2012 and 2013 (in %)
Institution

European
Commission

EBRD

IMF

UN
DESA

2012

0.2

0.3

0.2

0.4

2013

2.2

0.8

1.5

1.5

Source: Websites of abovementioned institutions

Table 1.2
Forecasted GDP growth rates of Montenegro in 2012 and 2013 (in %)

Montenegro GDP (Ministry of Finance) PEP
Real GDP growth

Forecast

Base scenario

2012

2012

2013

0.5

2

2.5

Lower growth
scenario
2012
2013
0.5

1.0

Source: Pre-accession Economic Programme for Montenegro 2012-2015 (December 2012)

In addition to a strong slowdown in the real sector’s recovery, the year 2012 was also characterised by
inflation growth of 5.1%. Such significant increase in prices was the result of administrative increase
in the electricity prices, higher excise duties to some products, and high prices of agricultural products arising due to severe weather during the year.1 A positive trend was the annual growth in the
number of employees of 2.1%, while the annual unemployment rate amounted to 13.43% (according
to the Employment Agency of Montenegro’s data). Wages recorded a mild increase of 0.72% in 2012.
1

There is doubt that the inflation was partially the result of change in the share of some individual products in the consumer basket in February, when the highest monthly inflation rate was recorded.
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The Montenegrin economy is still very vulnerable, particularly due to a slow GDP recovery and the
resulting real sector’s illiquidity reflected in the increasing number of legal and natural persons with
frozen accounts. Moreover, there is a growing trend in the already high non-performing loans. Growing credit risk and non-servicing of liabilities to banks draw a conclusion that the recorded volume of
lending activity was lower than real demand. Still, we have to note the significant level of new loans
in 2012 which, according to the Credit Registry data, amounted to EUR 702.6 million. Such a level of
new lending may be assessed as adequate, disregarding already present risks in the banking sector.
Problems in the metal industry are deepening and additionally complicate the situation in the industrial sector, threatening to affect the level of total economic activity in the following period. Construction and forestry recorded negative growth rates.
In 2012, the fiscal policy also acted to rehabilitate the results of the economic crisis which caused the
fiscal deficit for the fourth successive year and the increase in public debt to the level of 51.1% of the
estimated GDP.
The annual CPI inflation amounted to 5.1% in December 2012, while the average annual rate
amounted to 4.1%. Inflation was significantly higher than the inflation in the Euro area (2.2%) and
the inflation in EU (2.3%). Nine of twelve categories of consumer prices recorded annual growth, with
prices in the category “housing, water, electricity, gas and other fuels” recording the highest growth
of 11.6%, which was mostly due to increased price of electricity (17.6%). Significant increase in annual
prices was recorded in the category “alcoholic beverages and tobacco” (10.7%), mostly due to changes
in excise duties on certain groups of products.
Graph 1.1
Consumer prices (annual change in %)

Source: Monstat and CBCG Calculations

2

Although prices under “alcoholic beverages and tobacco” recorded monthly decline
in July, August and the last two months of
2012, they remained significantly high. Annual growth in this category highly exceeded
the growth level in total CPI inflation by 1.8
percentage points. Due to highest weighting
share, this category and the abovementioned
two categories (alcoholic beverages and tobacco and housing, water, electricity, gas and
other fuels) mostly generated total increase in
prices, i.e. they had the largest contribution to
total inflation in 2012.
Throughout 2012, monthly2 core inflation
was lower than total inflation, except in June,
July, November and December. The highest
range between total monthly and base inflation was recorded in August and September.

During 2012, data on annual change in prices of products included in the core inflation basket were not available.
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The reason was the increase of electricity price in August and an increase in the prices of agricultural
products in September, which are excluded from the calculation of core inflation. Both rates recorded
decline at the end of the year and they recorded growth in December (as shown in Graph 1.1).
Due to slow recovery and the realisation of the lower growth scenario, upon the proposal of the Government and the relevant ministry, the Parliament of Montenegro passed the revision of the 2012
Budget and the set of fiscal measures both aimed at adjusting expenditures to decreased fiscal revenues. Priorities of the consolidation measures were directed to avoid increasing primary taxes, in
order not to additionally decrease aggregate demand and aggravate liquidity and the economy’s competitiveness. Total revenues of the Budget and State Funds, as per preliminary data of the Ministry
of Finance, amounted to EUR 1,447.4 million in 2012 or 43.5% of GDP, of which source revenues
amounted to EUR 1,118.8 million. The budget revenues recorded a decline in relation to plan and in
relation to 2011 by 2.7% and 0.9%, respectively.
Total budget expenditures amounted to EUR 1,451.3 million or 43.7% of the estimated GDP. Consolidated budget expenditures amounted to EUR 1,282.6 million or 38.6% of the estimated GDP. Relative to 2011, budget expenditures were 2.7% lower, yet 1.8% higher than planned. Expenditures that
recorded the main divergence from the plan were expenditures for subsidies which grew by 24.9%
or EUR 5.2 million. Compared to 2011, expenditures for materials and services, interest and social
welfare transfers recorded respective increases of 44.6%, 24.2% and 5.9%, while the capital budget
recorded a lower execution.
The Budget of Montenegro recorded a EUR 163.8 million deficit or 4.9% of GDP in 2012.
At end-2012, the public debt of Montenegro,
as per the Ministry of Finance data, amounted to EUR 1,699.5 million or 51.1% of the estimated GDP for 2012. In relation to end-2011,
the public debt increased by 14.6%.
This brings us to the conclusion that that the
share of public debt in GDP was lower than in
many EU Member States. Still, the major concern is a rapid growth in the share of public
debt in GDP and the risk of calling of some
guarantees.

Table 1.3
Public debt structure, in millions EUR
Total public debt
Domestic debt
External debt

1,699.5
51.1% of GDP
404.5
12.2% of GDP
1,295.0
38.9% of GDP

Source: Ministry of Finance

The number of employed persons in 2012 amounted to 166,531, thus being 2.1% higher than the
average number of employees in the previous year. Increase in the number of employed persons was
recorded in sixteen of nineteen sectors in 2012, whereby sectors recording the highest increase were:
administrative and support service activities (11.7%), electricity, gas, steam and air conditioning
supply (9.5%), agriculture, forestry and fishing (9.3%), professional, scientific and technical activities (8.7%) and education (7.2%). Manufacturing industry, mining and quarrying and wholesale and
retail trade sectors recorded respective decreases of 9.2%, 4.2% and 0.4%.
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As per the Employment Agency of Montenegro’s records, the number of registered unemployed persons averaged at 30,182 in 2012, which is 2.2% less than in the same period last year. The highest
number of unemployed persons in 2012 was recorded in March (31,562). Following that, the number
of registered unemployed persons had been recording a downward trend until September, when it
started increasing again.
The unemployment rate announced by the Employment Agency of Montenegro in December 2012
amounted to 13.43%3, which is 1.86 percentage points higher than in December 2011. Monstat’s quarterly Labour Force Survey shows that the highest unemployment rate (20.7%) was recorded in Q1
2012. Available data point to the respective declines in Q2 and Q3 of 20% and 18.8%.
Monstat data show that an average salary in Montenegro in 2012 amounted to EUR 727, being 0.7%
higher than in the previous year. An average salary without taxes and contributions totalled EUR 487,
also showing the year-on-year increase of 0.6%.
The current account deficit increased in 2012 and reached EUR 587.2 million or 2.4% more than in
2011, while the share of the deficit in GDP remained the same as in 2011 (17.7%). The growing current
account deficit resulted from a higher external trade balance and/or a significant decline in the visible
export (17.8%), while the visible import remained at the year 2011 level. Current account deficit was
mostly financed with the net FDI inflow (77.3%).
According to preliminary data, the foreign trade deficit is still high and it amounted to 41.8% of GDP,
being 6.3% higher than in 2011. Simultaneously, as a result of the travel-tourism revenues increase of
3.8%, the services account shows a surplus increase of 3.9%, amounting to EUR 612.3 milGraph 1.2
lion of GDP. The income and current transfers’
Current account structure, in thousands EUR
accounts recorded a surplus of EUR 189.3 million as a result of increase in the inflow based
on transfers from abroad. The coverage of foreign trade deficit with surpluses recorded in
other accounts amounted to 57.7%, showing
an increase of 1.6 percentage points in relation to 2011.

Source: CBCG

3

Foreign direct investments trended up in
2012. Preliminary data show that a net FDI
inflow in 2012 amounted to EUR 453.6 million or 13.6% of GDP, which is 16.6% more
than in 2011. Of total FDI inflow, the share of
equity investments was 69.3%, while the share
of debt investments amounted to 30.7%.

The unemployment rate is additionally affected by the change in number of active population on the basis of the latest
Population Census results. According to these results, the number of active population was lower than the previously
recorded number used for the calculation of the unemployment rate.
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1.2. Banking system
Same as in 2011, the banking system was relatively stable in 2012. Banking operations were
characterised by a restrictive lending policy, as well as the sale or relocation of a part
of loan portfolios to factoring companies or
parent banks. There were evident changes in
some of the banks’ market share structure. As
at end-2012, the aggregate capital adequacy
ratio amounted to 14.71%, and it declined by
1.8 percentage points relative to the 2011 yearend, when it amounted to 16.51%. Total own
funds of banks amounted to EUR 290.2 million and total risk-weighted assets amounted
to EUR 1,972.7 million.
Banks’ total capital amounted to EUR 288.7
million as at 2012 year-end, and it declined
EUR 16.5 million or 5.42% as compared to the
previous year.
Despite the fact that eight banks reported
profit, high levels of loss in three banks led to
the reported end-year loss of EUR 56.5 million at the entire banking system level. The
main reasons for such a high loss should be
sought in high loan loss provision expenses
and high operating costs of banks.

Graph 1.3
Solvency ratio and its elements

Graph 1.4
Average liquid funds in the country and abroad
(in EUR thousand)

Liquidity of the banking sector was satisfactory in the reporting year.
Due to a growth in liquid assets of banks, the
key liquidity indicators recorded a significant
annual growth (Graph 1.5). Daily and ten-day
liquidity indicators were above the prescribed
minimum.

Source: Banks’ daily reports

Banks’ total loans amounted to EUR 1,862.5 million as at 2012 year-end and they showed the yearon-year decrease of 4.76%. Observed by banks, five banks reported a decline, while six banks reported
growth in lending activity in the reporting year. The main reasons for the decline in lending activity
were: the sale of parts of loan portfolios of some systemic banks, defaults in repayment of previously
granted loans, high dispersion of liquidity shortfalls in the real economy, inadequate maturity match
of sources and placement of funds, high interest rates and a still present high operating risk.
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Graph 1.5
Selected liquidity indicators, in %

As for the maturity structure of
total loans, long-term loans accounted for 79.02% and shortterm loans made up the remaining
20.98%, thus stopping the uptrend
in long-term loans’ share in total
loans which decreased by 0.68 percentage points relative to 2011. The
most important loan beneficiaries
were private companies and natural persons (holding credit cards)
with the share of 90.8% in total
loans granted until the 2012 yearend. Loans granted to private companies amounted to EUR 882 million (47.37% of total loans), and
loans granted to natural persons amounted to EUR 809 million (43.45% of total loans).
Banks’ total deposits amounted to EUR 1,981 million at end-2012 and they showed the year-on-year
increase of 9%. Household deposits increased by 10.97%, indicating that the crisis of confidence had
ended, in general. The most important depositors were natural persons and private companies, accounting for 57.90% and 24.26% of total deposits, respectively. The maturity structure of deposits
remained at the 2011 year-end level. Demand deposits and time deposits accounted for 38.35% and
61.65% of total deposits, respectively. Deposits in euros prevailed in the currency structure, while deposits in other currencies made up 4% of total deposits.
The loan to deposit ratio was positive at the system level, amounting to EUR 118.2 million, being more
favourable relative to 2011, when the difference was negative (EUR -138.7 million). The most obvious
negative loan to deposit ratio was in trade, construction and service sectors, as well as in tourism and
hotel management industries. Beside households, the most important net lenders at the aggregate
level were the financial, energy and transport industries.
1.2.1. Bank interest rates
1.2.1.1. Lending interest rates
Bank interest rates were high in 2012. Thus, a portion of loans was not repaid which led to growing
non-performing assets in the banking sector on one hand and deepened the real sector’s illiquidity on
the other hand. For this reason, the CBCG passed the Decision on Interim Measures for Limiting Bank
Interest Rates4 in November 2012. Pursuant to the Decision, the annual lending effective interest rate
on individual banking loans granted to a legal person or an entrepreneur cannot exceed 14%, while the
annual lending effective interest rate on loans granted to natural persons cannot exceed 15%.
4

OGM 56/12
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As at 2012 year-end, the weighted
average lending effective interest rate (WALEIR) to total loans
amounted to 9.47%, while the
WALEIR on new loans amounted
to 9.38% (Graph 1.6).

Graph 1.6
WALEIR on total and new loans at the system level,
annual level, in %

The monthly and annual decline
was evident in the WALEIR both
on total and new loans. To wit, the
annual WALEIR on total loans
decreased 0.22 percentage points,
while WALEIR on new loans recorded annual decline of 0.26 percentage points. Monthly decline in
the WALEIR on total loans and on
new loans was 0.02 and 1.66 percentage points, respectively.
1.2.1.2. Deposit interest rates
As at 2012 year-end, the weighted
average deposit effective interest
rate (WADEIR) on total deposits
amounted to 3.23%. Observed by
maturity, the WADEIR on demand
deposits amounted to 0.32%, while
the WADEIR on time deposits with
the maturity up to three months
was 4.18%, to time deposits with
the maturity from three months to
one year was 5.15%, 4.33% on time
deposits with maturity from one
to three years, while the WADEIR
on time deposits with the maturity
over five years was 3.74%.

Graph 1.7
WADEIR, annual level, in %

The WADEIR recorded at the year-end was 0.02 percentage points lower relative to the 2011 year-end
(Graph 1.7). Relative to the 2011 year-end, a decrease was recorded in interest rates on demand deposits (0.01 percentage points), deposits with the maturity from three months to one year (0.18 percentage points), time deposits with the maturity from one to three years (0.16 percentage points), and time
deposits with the maturity from three to five years (0.06 percentage points). At the same time, interest
rates on deposits with maturity up to three months and over five years grew 0.01 and 0.07 percentage
points, respectively.
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Graph 1.8
WALEIR on total and new loans at the system level,
annual level, in %

1.2.2. MFI interest rates
As at 2012 year-end, the WALEIR
on total MFI loans was 28.48%,
showing the annual decline of 0.06
percentage points. WALEIR to
new MFI loans was 28.90%, showing annual decline of 0.48 percentage points.

1.3. Real economy
1.3.1. Trends in the most important sectors of Montenegro’s economy
Industrial output in Montenegro declined 7.1% in 2012. The mining and quarrying sector and manufacturing industry sectors recorded respective declines of 21.0% and 10.1%, while the electricity, gas
and steam supply sector recorded a 1.4% increase.
In the mining and quarrying sector, the growth was recorded in other mining (17.6%), the extraction
of coal recorded a decline of 9.3%, while the extraction of metal ores recorded no production in 2012.
Graph 1.9
Industrial output

Source: MONSTAT

Relative to 2011, four of sixteen industries in manufacturing industry recorded output growth. The
highest growth in manufacturing
industry was recorded in the production of tobacco (276.7%), production of basic pharmaceutical
products (37.7%), production of
machinery and equipment (10.8%)
and the manufacturing of rubber
and plastic and products thereof
(6.3%). Output decline was recorded in twelve industries, whereby
the highest decline was recorded
in the manufacturing of furniture
(-38.6%), and the lowest in the food
production (-0.9%).
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Positive growth trend in tourism recorded in 2011 continued in 2012. In 2012, according to Monstat
data, the number of tourists visiting Montenegro amounted to 1,439.5 thousand or 4.8% more than in
2011. The number of tourist overnights amounted to 9,151.2 thousand or 4.3% more than in the previous year. The main share of overnights was recorded in seaside resorts (96.8%), followed by mountain
resorts (1.2%), the capital (1.1%) and other tourist resorts (0.8%). An increase in overnights in 2012
was recorded by tourists from Russia (11.0%), France (9.7%), Italy (5.2%), Ukraine (30.5%), Germany
(1.2%), as well as from neighbouring countries: Croatia (19.9%), Macedonia (10%) and Serbia (11.6%).
As regards forestry, 240,900 m3 of wood products were produced in 2012, which is 13.6% less than in
the same period of the previous year. Severe weather at the beginning of the year largely resulted in
the activity decline and a lower output in this sector.
The signs of construction recovery in 2011 did not linger in 2012. According to preliminary Monstat
data, the total value of performed construction works in 2012 amounted to EUR 245.8 million, being
13.2% lower in relation to the comparative period of the previous year, whereas measured by effective working hours, it decreased by 9.2%. The value of new building contracts amounted to EUR 32.5
million, which is 13.7% less than in the same period of 2011, and the value of new contracts on other
constructions amounted to EUR 33.1 million or 50.6% less than in the same period of 2011.
According to Monstat data, the recorded results in transport industry trended differently in 2012.
The road passenger transport recorded a 38.8% growth, while the road freight transport declined by
25.4%. The railway passenger transport declined 4.2% (measured by passenger kilometres), while
the railway freight transport decreased by 45.9% (measured by tonne kilometres). Some 7.8% more
passengers were transported in air transport, while the air freight transport decreased by 28.7%. The
maritime freight transport (measured by tonne miles) increased by 2.2% in relation to the same period of 2011. Total turnover in ports amounted to 1,228 thousand tonnes or 29.8% less than in 2011.
Total turnover in retail trade increased by 6.7% on the year-on-year level, while the sale and purchase
of products in agriculture, forestry and fishing recorded the y-o-y increase of 13%.
1.3.2. Real sector indicators after the processing of annual financial statements
In 2012, the Central Bank of Montenegro continued with the project of processing annual financial
statements (AFS) of legal persons in Montenegro that are obliged to submit these reports to the Tax
Administration, in line with the Business Organisation Law and the Accounting and Auditing Law.
By 31 March 2012, 17.283 legal entities submitted their AFS for 2011. The Central Bank of Montenegro processed 17.136 AFS5. It has to be noted that the number of unprocessed AFS, as a result of
accounting inconsistencies of submitted reports has been decreasing over the years, which points
to a significant improvement in the application of basic rules for compiling financial reports. Good
quality in compiling financial statements is very important since AFS are used for the compilation of
5

The remaining 147 AFSs were not processed: 78 because of technical difficulties (AFS submitted on outdated forms
and defective CDs), union organisations (18), the stock exchange and brokers (10), (re) insurance companies (15), privatisation funds (6) and banks and microcredit financial institutions (20) were not processed.
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Montenegro’s GDP, thus inaccurate financial reports may lead not only to incorrect forecasts of this
macroeconomic aggregate, but to wrong analytic conclusions stemming from a non-quality statistical database. The same applies to any type of macro analysis, like trends in short and long term indebtedness of some sectors, their liquidity, profitability, which may lead to misinformation of banks
regarding clients’ creditworthiness. Moreover, the non-quality statistical base of companies increases
the asymmetry between banks (both national and international) and clients – legal persons, affecting risk growth. Risk growth contributes to an increase in interest rates and non-performing assets
in the banking sector.
Since the percentage of processed AFS is, as in the previous years, lower in comparison to the total
number of registered legal persons obliged to submit these statements, aggregate indicators obtained
after the processing of the submitted, i.e. properly completed AFS, can be taken with reservation with
respect to being representative for the Montenegrin economy.
The results obtained through the processing of Statements of financial performance (income statement) show that the Montenegrin economy recorded a negative result – a net loss of EUR -160.35 million, thus showing the end of the positive 2010 trending (when the net positive result was EUR 74.32
million). Such result was mostly the result of higher (operating, financial and other) expenditures
relative to total operating and other revenues.
Total revenues increased by EUR 189.69 million (showing the annual growth of 2.9%), while total
expenditures increased by EUR 541.15 million or 6.4% more than in 2010.
The following sectors recorded profit increase: wholesale and retail trade; repair of motor vehicles and
motorcycles (11.3%), construction (2.1%), transport and warehousing (4.2%) and accommodation and
food service activities (9.3%), which recorded 62.9% of total revenues.
The decrease in total profit was also recorded in manufacturing industry (16.2%), electricity, gas,
steam and air conditioning supply (9.4%), mining and quarrying (8.4%), real estate activities (11.8%),
financial and insurance activities (8.3%), professional, scientific and technical activities (11.9%), and
the like.
The analysis by sectors shows a positive net result in only five out of 21 sectors. Positive result and
increase in profit were recorded in transport, warehousing and communication (EUR 93.76 million,
i.e. more than 24 times higher than in 2010), agriculture, forestry and fishing (EUR 3.40 million or
19.6%) and information and communication (EUR 19.76 million or 1%), however, wholesale and retail trade; repair of motor vehicles and motorcycles recording a decrease in profit amounting to EUR
28.13 million or 25.3% less than in 2010. Positive result of EUR 0.02 million was recorded in activities of extraterritorial organisations and bodies, which recorded loss in 2010 amounting to EUR 0.01
million.
Moreover, overview by sectors showed negative net results – losses in the following sectors: manufacturing industry (EUR -115.93 million), electricity, gas, steam and air conditioning supply (EUR
-64.35 million), construction (EUR -13.73 million), financial and insurance activities (EUR -8.38 million) and professional, scientific and technical activities (EUR -7.08 million), which recorded profit in
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2010 and which had mostly affected the total result of the Montenegrin economy. Significant increase
in loss was recorded in following sectors: real estate activities which recorded loss amounting to EUR
-37.83 million (EUR -20.52 million in 2010), accommodation and food service activities (EUR -28.38
million compared to EUR -17.73 million in 2010), as in water supply, sewerage, waste management
and remediation activities (EUR -6.78 million compared to EUR -1.48 million in 2010).
Business results of legal persons in 2011, observed by the geographical area, showed that only four
municipalities recorded positive results, these being: Podgorica (EUR 34.25 million), Danilovgrad
(EUR 2.02 million), Rožaje (EUR 0.51 million) and Šavnik (EUR 0.07 million). Due to significant deterioration of financial position of companies, municipalities of Podgorica and Danilovgrad recorded
a decrease in profit in relation to the previous year of 78.8% and 29.5%, respectively.
The municipality of Nikšić still reported the highest loss (EUR 84.2 million), with the growing trend
(EUR 29.29 million in the previous year). The reason behind this lies in the fact that some of the
systemic companies that experienced troubles even back in 2008 are seated in this municipality. An
increase in loss was recorded by the municipalities of Budva (12.8%), Bar (23.9%), Cetinje (32.7%),
Plužine (38.2%), and the like. The most significant deterioration in financial results was recorded in
the municipality of Kotor, which reported a loss of EUR -10.25 million, while it recorded a net profit
of EUR 5.60 million in 2010. Financial situation deteriorated in Pljevlja and Tivat as well, reporting
a loss in the amount of EUR -6.82 million and EUR -3.59 million, respectively, while they recorded
profit in 2010.
A loss decline was recorded in the municipalities of Herceg Novi (9.1%), Ulcinj (20.9%), Kolašin
(44.7%) and Žabljak (52.9%).
The analysis of eight financial indicators (net profit margin, ROA, ROE, overall liquidity ratio, level
2 liquidity ratio (so-called Acid Test) and the ratio of coverage of total liabilities with assets and own
capital) presented in Table 1.4 clearly shows a partial improvement in the output of the Montenegrin
economy in 2011 relative to 2010. The additional concerns are growing indebtedness ratio of Montenegrin economy and a decline in the liquidity ratio.
Table 1.4
Selected operating indicators of Montenegrin legal persons
2006
(Net profit (loss)/ Total income)*100

1.38

2007
3.56

2008

2009

2010

2011

0.16

-2.2

0.46

-2.35

Net profit (loss)/ Total assets

0.008

0.013 0.0009

-0.001

0.002

-0.010

Net profit (loss)/ Total capital

0.015

0.039

0.002

-0.002

0.004

-0.022

Liquidity ratio 1=current assets/short-term liabilities

1.06

1.09

1.02

1.06

1.07

0.97

Indebtedness ratio 1= total liabilities/total assets

0.47

0.51

0.55

0.54

0.52

0.53

Indebtedness ratio = total liabilities /total capital

0.88

1.042

1.27

1.17

1.09

1.14
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IMPLEMENTATION OF
THE CBCG POLICY
IN THE REPORTING YEAR

Implementation of the CBCG Policy in the Reporting Year

2.1. Central Bank of Montenegro Policy for 2012
At its meeting, held on 29 November 2011, the Council of the Central Bank of Montenegro established
the CENTRAL BANK OF MONTENEGRO POLICY FOR 2012.
In line with the constitutional obligations and statutory authorities and accountability for monetary
and financial stability and the banking system functioning, and adhering to the principles of transparency and independence, in 2012, the Central Bank of Montenegro shall:
1. With a view to further enhancing and preserving monetary and financial stability, take all
necessary measures within its authority to strengthen confidence in overall financial system
and minimize adverse effects and threats to financial stability. Special attention will be focused on drafting the national contingency plan and a separate law aimed at financial stability preservation. Measures aimed at the financial system strengthening will particularly focus
on encouraging and preserving a sound banking system. In that respect, it shall continuously
monitor and analyze situation in the banking system and, if needed, take corrective measures, promote the strengthening of corporate governance and risk management in banks,
and continue implementing internationally accepted banking standards and principles;
2. Support economic policy objectives and measures of the Government of Montenegro, in particular those pertaining to the economic growth and development, employment and living
standard, but to the extent that will not jeopardise the attaining of objectives, constitutional
responsibilities, and independence of the Central Bank of Montenegro.
3. Maintain, as an important segment of financial stability, a safe and sound national payment
system and improve it further by proposing amendments to legislation, harmonization with
EU regulations, the implementation of international standards, principles and best practices
in the functioning of modern payment systems and payment system transactions in general.
4. Manage international reserve funds in the manner to ensure the safety of investments and
undisturbed fulfilment of Montenegro’s international financial obligations, without jeopardizing liquidity and efficiently performing its fiscal agent function, as well as analyze new
opportunities for investment and increasing income.
5. Actively participate in Montenegro’s EU accession process and work on further harmonisation of regulations within its authority with the EU acquis communautaire. The EU accession shall be treated as one of the strategic priorities and appropriate human and material
resources shall be allocated for this purpose.
6. Develop organisation with highly motivated staff having professional qualifications and
skills meeting the requirements of working positions and objectives and functions of the
Central Bank of Montenegro;
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7.

In its work, follow the highest transparency requirements and seek to ensure timely, reliable
and relevant information to be communicated to all interested target groups. In particular,
the principle of two-way communication shall be followed both in public relations and internal communication of the Central Bank of Montenegro.
8. Pay particular attention to other areas of importance for the attainment of objectives, the
exercising of functions and constitutional responsibilities of the Central Bank of Montenegro
such as information system development, international cooperation development, participate in combating counterfeit circulation and the like.
9. Function on the principle of socially responsible organisation and be actively involved in a
modern society trends.

2.2. Activities on the implementation of the CBCG Policy
A safe and sound financial system represents one of the key elements of economic activity in the
country, efficient capital allocation and risk diversification. At the same time, such a business environment positively affects the income level and wealth accumulation in the country.
The financial crisis, which has made monetary authorities face many complex challenges, has put
the issue of long-term financial stability maintenance in the focus of not only the CBCG, but also of
almost all central banks in the world.
The key goal of the CBCG, as prescribed by the Central Bank of Montenegro Law, is the maintenance
of the financial system soundness, including fostering and maintaining safe and efficient payment
systems. In addition, the CBCG contributes to the fostering and maintenance of price stability. Aimed
at implementing this, the CBCG carries out the policy based on the principle of monetary institution’s
operational accountability. These are primarily the principles of a safe and sound banking system and
efficient payment systems such as:
1.
2.
3.
4.

Creation of a fair and open environment (the level playing field);
Implementation of best banking practice;
Efficient supervision;
Fostering of healthy competition.

2.2.1. Monetary and financial stability
The CBCG monetary policy in 2012 focused on maintaining stability and mitigating the effects of the
economic crisis on the country. To that end, the respective CBCG policy can be described as the policy
which incorporated: the identification and prevention of risk accumulation, increasing of the system
resilience to internal and external shocks, and finally, management of negative effects in situations
where risks have materialized.
In addition to the key monetary policy instruments, the Law stipulates that the CBCG may decide
on the implementation of other measures and monetary policy instruments in the attainment of its
objectives and exercising of its functions. In this respect, the CBCG adopted the Decision on Interim
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Measures for Limiting of the Bank Interest Rates in 2012, which capped extremely high lending and
deposit interest rates in the system and initiated the project for the creation of the model for resolving
the issues of non-performing loans through the WB technical support program.
Corporate financial restructuring
According to the CBCG opinion, the highest financial stability risk in 2012 was the slow recovery of
the real economy that additionally accumulated liquidity and solvency risks, and then spilled over to
the banking sector and continuously deteriorated the banks’ assets quality. A high share of past due
loans generates substantial costs for banks and the real economy. Consequently, this affected the level
of lending activities, interest rates and the quality and pace of the real sector`s recovery.
To this end, the CBCG initiated the preparation of solutions for the non-performing loans management in the form of company restructuring. In cooperation with the WB, the CBCG prepared a model
for the restructuring of loans of companies experiencing problems with liquidity and servicing of
liabilities. This model is called “Podgorica Approach”.6 It represents the systemic solution which gathers several stakeholders in solving this problem. The model is designed in a systemic manner, through
the cooperation of debtors, banks, the CBCG, the Association of Montenegrin Banks and creditors,
with the support of the state through potential tax relief/stimuli in order to initiate companies’ recovery which would enable future regular servicing of liabilities.
Success of this approach would imply long-term benefits for everyone. Instead of writing-down of
claims, banks would manage to collect substantial amount of funds. Thus, companies would be able
to service their liabilities. The CBCG would have improved financial stability. Instead of the threat
of liquidation, companies and their employees would continue to work. Positive effects of this programme would also be the following: improvement of financial stability, initiation of lending activity
and mitigation of illiquidity problems.
The goal of this model is to decrease the amount of non-performing loans (NPL) in the banking sector
and to increase liquidity of companies and the economy.
Decision on Interim Measures for Limiting of the Bank Interest Rates
Safe and sound banking and economic systems able to restore, grow and service liabilities represent
the preconditions for undisturbed economic activities. High interest rates are eroding liquidity of
other participants in the economic activities, since they decline operating net cash flow. Increase of
responsibilities regarding debt servicing squeezes out funds from reproduction, slows down companies’ recovery, increases mutual liabilities defaults as well as tax liabilities defaults (through the
default chain), induces growth of the system illiquidity which spills over to the banking sector again,
jeopardising banks’ liquidity and solvency. High interest rates have a restrictive impact on recovery of
the economy, which is a necessary precondition for the fiscal and banking sectors` soundness.

6

„Podgorica Approach” represents a modified „Istanbul Approach“ model that partially comprises the experience of
the „London Approach“ settlement. It also includes the „Vienna Initiative“ principles developed by renowned financial institutions.
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As a part of its competences and interim measures, the CBCG defined the maximum interest rate on
banks’ loans at the level of 14% for corporate or entrepreneur loans and 15% for loan granted to natural persons. In addition, the market analysis showed that due to a decline of parent banks’ lending to
their subsidiaries in Montenegro commercial banks reoriented towards domestic sources - deposits.
Aimed at attracting as much deposits as possible, banks implemented more aggressive deposit interest rate policies, thus additionally affecting the growth of lending interest rates through the cost price
spillover.
High deposit interest rates have a two-way impact on the banking system soundness. Firstly, increase
of expenses from interests decreases bank’s liquidity (and has a long-term impact on solvency), and
secondly, increase of deposit interest rates creates additional pressure on lending interest rates increase, which in the crisis time weakens debtor’s creditworthiness and affect the growth of bad assets.
The CBCG has not limited the level of deposit interest rates, binding their level to the required regulatory capital. Namely, banks having client deposits at higher interest rates are required to allocate additional regulatory capital due to increased risk assumption.
Results of the aforementioned measures were positive. In December 2012, the WALEIR on new loans
declined by 1.66 percentage points. Also, for the first time, the interest rate on new loans was lower in
relation to the interest rate on total loans, without a negative impact on lending activity.
The CBCG interim measures expire in mid-May 2013.
A long-term solution to this issue should be discussed with the Government in the form of preparing
a systemic solution – introducing the caps on contracted interest rates at the system level. Solution
can be found in the amendments to the Law on Contracts and Torts, as was done by Croatia, Macedonia and some of the EU countries. This solution incorporates all contractual relations, including
banks and MFIs, which could not implement the limitation as of mid-November due to objective
circumstances.
2.2.1.1. Monetary policy
The Central Bank of Montenegro Law prescribes the key monetary policy instruments:
1.
2.
3.
4.

Open market operations;
Credit operations;
Lender of last resort and
Reserve Requirement.

The first three instruments were not activated in the reporting period, and there was no need for the
change in the reserve requirement policy.
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Reserve requirement policy
Bank reserve requirement amounted to EUR 187.1 million at end-December 2012, and it showed the
year-on-year increase of EUR 16.3 million or 9.6% (Table 2.1).
Table 2.1
Reserve requirement, deposits, and borrowings, in EUR thousand
2011.

Description/ Period
Allocated reserve requirement
Total deposits

III

VI

163.968

162.557

2012.
IX

XII

161.258

III

VI

170.793 169.609

IX

172.978

XII

186.130

187.111

1.783.577 1.837.345 1.877.849 1.817.060 1.792.598 1.843.403 2.001.119 1.980.718

Total borrowings

650.733 590.727 566.421

528.161

514.801

493.473 440.082

376.436

The share of allocated reserve requirement in total banks’ deposits remained the same in relation to
end-2011 (9.4%) (Table 2.2).
Table 2.2
Reserve requirement/total deposits and banks’ borrowings ratio, %
2011.

Description/ Period

III

VI

2012.

IX

XII

III

VI

IX

XII

Reserve requirement/total deposits

9,2

8,8

8,6

9,4

9,5

9,4

9,3

9,4

Reserve requirement/(total deposits and borrowings)

6,7

6,7

6,6

7,3

7,4

7,4

7,6

7,9

Table 2.3 shows that allocated reserve requirement/total deposits ratio i.e. banks’ assets is the lowest in the region, which is understandable, since it represents the only real CBCG monetary policy
instrument.
Table 2.3
Reserve requirement to total deposits and banks’ assets at 2012 year-end, in %
Reserve Requirement/Deposits

Reserve Requirement/Assets

21,4%

12,8%

Montenegro

9,4%

6,7%

Croatia

10,8%

7,4%

Bosnia and Herzegovina

Macedonia

12,5%

7,2%

Serbia

29,2%

14,3%

The structure of reserve requirement changed as compared to 2011. At the 2012 year-end, all banks
used the possibility to allocate a portion of their reserve requirements in the form of T-Bills. Thus,
they allocated EUR 58.4 million from the reserve requirement for the purchase of T-bills or 31.2% of
total allocated reserve requirement. Some 50.4% of reserve requirement was allocated to the reserve
requirement account in the country and 18.4% to the Central Bank account held abroad.
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2.2.1.2. Banking system supervision and regulation
In 2012, the CBCG continued the improvement of the regulatory framework with a view to harmonization with relevant EU directives and Basel II international standards. The new Decision on Minimum Standards for Credit Risk Management in Banks adopted in Q1 2012 and is to enter into force
on 1 January 2013, sets the legal grounds for evaluation of the financial assets by implementing the
IAS. The same Decision conditioned the adoption of a set of new decisions and amendments to the
existing decisions.
The aforementioned amendments will contribute to the promotion of risk management in banks and
risk based supervision as well as to the creation of closer relation between capital requirements and
risk exposures of banks. This conditioned the improvement of monthly and quarterly software for
banks as well as the corresponding database, aimed at reporting to the CBCG. It is expected that these
changes will result in a more precise and comprehensive reporting to the CBCG, which implies the
implementation of the IAS.
Aimed at maintaining financial stability, the CBCG conducted regular stress testing of banks in
2012, which includes the calibration of key variables, which implication may have negative impact
on banks’ operations. In 2012, according to the stress testing results, two banks were recapitalized in
the amount of EUR 46.5 million. Recapitalization of banks is done with the acquisition of additional
equity capital in the amount of EUR 26.5 million and transforming of subordinated debt into equity
capital in the amount of EUR 20 million. In December 2012, one bank additionally increased equity
capital with the new issue in the amount of EUR 10.5 million, and additional EUR 4 million based on
the contract on hybrid loan which, in case the solvency ratio has declined under the prescribed minimum, turns into the bank’s equity capital. However, these changes in capital shall be recorded in the
balance sheets of banks in Q1 2013.
At end-2012, the aggregate capital adequacy ratio amounted to 14.71%, which was substantially under
the regulatory 10% minimum.
2.2.1.2.1. Banking system supervision
In 2012, the CBCG adopted one decision which rejects the request on issuing the work permit to a
credit union, thus implementing prudential supervision policy during the entrance of new entities in
the banking system, starting primarily from the principle of protecting the interests of bank depositors and creditors as well as the following acts:
- Twenty-six decisions were made to rule on the application for granting approvals for the election of members of the board of directors in banks.
- Fourteen decisions were made to rule on the application for granting approvals for the election of CEOs in banks.
- Eight approvals were granted for the election of audit firms in banks.
- Three approvals were granted for performing internal audit in banks.
- Based on the applications for granting approvals for performing operations not defined in the
decision on licence, four approvals were granted.
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Regarding the harmonization with the regulations, the following activities were implemented in
2012: on-site inspection of bank compliance with the regulations, preparation of answers to the questionnaires for the second and third Progress Report for the third round of evaluations in the field of
prevention of money laundering and terrorist financing as well as defending these reports before the
experts of the European Council Committee.
In 2012, according to the Inspection plan, there were 13 target, regular and on-site inspections in
10 banks in the system and 13 extraordinary, target on-site inspections in 7 banks in the system, as
disclosed in Table 2.4.
Table 2.4
Number and type of inspections in 2012 by banks
Banks in which the inspection was performed
Atlas banka AD Podgorica
Crnogorska Komercijalna Banka AD Podgorica, Member of OTP Group
Erste banka AD Podgorica
First Financial Bank (FFB) AD Podgorica
Hipotekarna banka AD Podgorica
Hypo Alpe Adria AD Podgorica
Invest Banka Montenegro (IBM) AD Podgorica
Komercijalna banka AD Budva
NLB Montenegrobanka AD Podgorica
Prva banka
Societe Generale Montenegro, AD Podgorica

Number and type of inspection
(on-site inspections)
One target, regular inspection
One target, extraordinary inspection
Two target, regular inspections
Two target, extraordinary inspections
One target, regular inspection
One target, extraordinary inspection
No inspections
One target, regular inspection
Two target, regular inspections
One target, extraordinary inspection
One target, regular inspection
One target, regular inspection
One target, extraordinary inspection
Two target, regular inspections
Five target, extraordinary inspections
One target, regular inspection
Two target, extraordinary inspections
One target, regular inspection

There were no risk-based full scope bank inspections in 2012. The focus was on the supervision of
credit, operational and liquidity risks and capital adequacy. The CBCG identified irregularities in
seven banks. Due to this, the CBCG imposed measures against these banks in the form of two written warnings and two decisions defining measures against these banks for the removal of identified
operational irregularities. In addition, misdemeanour proceedings were initiated against three banks
due to the violation of regulations related to money laundering.
The CBCG sent a written warning to one bank to submit monthly reports on taken measures. The
requested reports provide information about activities on the improvement of operational risk management, titles of requested acts which were prepared and adopted, information on improvement of
the bank’s IT system, all according to the recommendations. Reports are submitted, information is
adequate and the quality of their implementation in practice is to be determined during on-site inspections.
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The CBCG also sent a written warning to another bank to change the procedures for disbursing loans
to important clients. The bank acted according to the request of the CBCG, changed procedures and
defined that the bank’s Board of Directors is to decide on these loans.
The CBCG delivered two decisions. According to these decisions, the bank is obliged to increase the
level of own assets up to the legally prescribed minimum and conduct additional activities aimed at
increasing own assets. The bank implemented measures and taken activities with a view to declining
its overhead expenses. These expenses were still high at end-2012.
Pursuant to the Decision as of 09 March 2012, the CBCG ordered another bank to ensure the minimum solvency ratio of 12% and maintain it on that level up to 31 December 2012. The bank acted according to the order i.e. reached the 12% solvency ratio as at 31 March 2012.
Pursuant to Article 12a of the Law on Prevention of Money Laundering and Terrorist Financing, in
cooperation with representatives of other competent authorities, a proposal of the Rules of procedure
on the contents and type of data on the payer to monitor electronic transfer of cash has been prepared.
Substantial activities on anti money laundering and terrorist financing related to the preparation of
answers for the second and third Progress Report for the third round of evaluation of measures in
the area of prevention of money laundering and terrorist financing, as well as the defending of these
reports before MONEYVAL experts, in a part of preventive measures - financial institution. These reports were adopted in March and December 2012 by MONEYVAL, with the assessment that progress
was made in the area of prevention of money laundering and terrorist financing.
In 2012, pursuant to the Decision on Capital Adequacy of Banks, for the first time banks submitted
the reports on Internal Capital Adequacy Assessment Process (ICAAP). In these reports banks present the process of assessment of the aggregate internal capital adequacy in accordance with their
risk profile and strategy for maintenance of the capital level. Based on examination and assessment of
the ICAAP report, and also according to the SREP methodology, it was determined whether arrangements, strategies, processes and mechanisms of banks ensure safe management and risk coverage in
their business operations.
The project of the IAS 39 implementation was successfully implemented. It included the preparation
of the new Decision on Minimum Standards for Credit risk Management in Banks and the change of
the chart of accounts due to the implementation of IAS 39. This conditioned a change in the reporting
tables and adoption of a new Decision on Reports to be submitted to the Central Bank of Montenegro.
Operational risk supervision
Operational risk is an integral part of bank business processes and these processes rely on IT system
of a bank. The practice showed that many operational risks to which a bank is exposed in its operations arise from the bank’s IT system. Therefore, the CBCG supervisors pay special attention to reliability and quality of the IT system during the inspection of the operational risk management system
in banks.
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Banks are obliged by the law to set up the operational risk management system which ensures the
identification, measurement, monitoring and limitation of operational risk. In line with the risk assessment in the banking system, planned inspections in seven banks were carried out in 2012. The
inspections disclosed the need for lower or higher harmonization in the operational risk management
in the majority of banks through the following:
- Improvement of the process of identifying new operational risk sources resulting from the
introduction of new products and processes;
- Improvement of the process of identifying risks resulting from outsourcing;
- Improvement of the process of identifying IT system risks;
- Improvement of the process of contingency plan testing.
Inspections regarding the implementation of the CBCG recommendations from the previous inspections were carried out according to the on-inspection plan. It was disclosed that banks had implemented most of these recommendations. In 2012, one bank removed irregularities from its IT system,
which implied the cancellation of supervisory measures against the bank. Also in 2012, supervisory
measures were imposed against one bank as a written warning. In addition to planned inspections,
one extraordinary inspection regarding operational risk was performed.
One of the key goals of an operational risk management system is to provide information through
the identification and risk assessment processes, based on which internal audits, aimed at declining
the level of these risks are defined. Banks have legal obligation to set up, maintain and improve am
efficient internal control system, which also incorporates clear principles of delegating powers and
responsibilities, segregation of duties, accounting records of assets and liabilities, adjustment of accounting data, securing bank assets and providing independent internal audit. Many internal audits
were implemented in banks, especially in IT. However, in most banks, operational risk management
systems were not sufficiently integrated in the internal control system, thus it requires improvement
at the banking sector level.
All banks organized internal audit as an independent function in the bank. Some of the key tasks of
the internal audit are as follows:
- Assessment of internal controls adequacy and efficiency;
- Identification of the key risk areas in bank’s operations, and the assessment of the policy
management efficiency as well as the efficiency of risk assessment methodologies.
- Assessment of information system quality and reliability.
It was disclosed that most of the banks do not perform adequate quality and assessment of their IT
systems. Internal audit in banks is often understaffed and in most cases they are not experts in the
area of IT system audit. These banks were recommended to engage eternal experts or increase their
internal audit staffing aimed at assessing IT system quality and reliability.
In 2012, the CBCG supervisors identified a substantial number of failures in the banks’ IT systems
and some of them are as follows:
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- Inadequate segregation of duties in IT sectors due to understaffing;
- Insufficient exploitation of possibilities and software of banks;
- Inadequate adjustment of the privileges system to enable employees to perform tasks which
are not within the area of their competences;
- Inadequate treatment of passwords for special privilege orders.
In 2012, the Banking Supervision Department prepared the Methodology for assessment of the
banks’ IT system rating which shall be applied as of 2013.
Operational risk is one of the risks for which the regulatory capital is calculated, thus affecting the
banks’ solvency ratio level. The Law defines two methods which banks may use for the calculation of
capital for the operational risk: simple and standardized methods. All banks use the simple method.
One bank sent a request to the CBCG for the approval of the capital calculation according to the standardized method. The request was rejected since the bank did not fulfil all legally prescribed conditions for using the standardized method.
Calculation of the capital for the operational risk by the simple method is executed on the basis of the
average net interest-bearing and net non-interest bearing income for the past three business years. In
2012, total capital for the operational risk amounted to EUR 29.168 million in 2012, which represents
a decline of 3.3% in relation to 2011.
In 2012, one bank (pursuant to the Law) informed the CBCG that registered loss based on operational
risk exceeded 1% of bank’s own assets.
Credit risk
Despite using available mechanisms for credit risk mitigation, relocation of non-performing loans in
the balance sheets of parent banks or a sale to factoring companies and loan restructuring through
various mechanisms available within the regulatory framework, credit risk was still pronounced in
2012. A high level of non-performing loans was a consequence of imprudent loan disbursement in the
previous period but also of unfavourable conditions for economic activities in the previous period,
which aggravate the repayment of corporate and retail loans.
Thus, credit risk at the system level shall be carefully monitored and supervised also in the upcoming period. The focus will be on the assessment of quantity as well as quality of the credit risk management systems (through the assessment of credit portfolios, policies, procedures, internal controls
implemented by banks), in order to decline banks’ exposure to financial loss as much as possible.
Non-performing loans do not bring in expected income for the bank, they increase the need for additional provisions and their growth declines profitability and capital. However, in 2012, despite difficult business circumstances, some banks recorded a substantial lending activity growth and they
were profitable, thus confirming the rule that credit risk primarily depends on the management system efficiency.
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Assets quality
Criticized banks’ assets (B, C, D, E) amounted to EUR 872.5 million, at end-2012. Criticized assets
decline amounted to EUR 26 million or 2.87% over the one-year period. Criticized assets represented
191.50% of total capital and reserves. This indicator recorded the y-o-y decline of 20.81 percentage
points. Observed assets (B) declined by 11.12% in one-year period.
At end-2012, non-performing assets (C, D, E) at the banking system
level amounted to EUR 368.8 million or 13.13% of total assets. Y-o-y,
non-performing assets increased
by EUR 37.2 million or 11.24%.
Non-performing loans which recorded the annual growth of EUR
24 million or 7.8% made up the
largest share of these assets (EUR
327.8 million or 88.8% of non-performing assets).

Graph 2.1
Share of non-performing assets in total assets (%)

All categories of non-performing
assets, apart from assets classified
as loss, recorded increase over the
one-year period. Substandard assets increased by EUR 11.2 million or 4.66%. Doubtful assets increased by EUR 41.4 million or 79.8% and written-off assets (E) declined by EUR 15.3 million or
39.4%.
Table 2.5
Key asset quality ratios in one-year period
31.12.2011 31.03.2012 30.06.201. 30.09.2012 31.12.2012 12.12/12.11. 12.12/09.12.
1
2
3
4
5
6

Special mention assets B
Substandard assets C
Doubtful assets D
Loss E
Total criticised assets (B + C + D + E)
Non performing assets (C + D + E)
Non performing assets/capital +
7
reserves
8 Non performing assets/total assets
9 Criticized assets/capital + reserves
10 Loan loss provisions/total loans
11 Established provisions

566.758
240.637
51.889
39.042
898.326
331.568

582.321
258.900
53.666
28029
922.916
340.595

514.600
300.003
52.600
24889
892.092
377.492

472.435
311.958
62.080
22230
868.703
396.268

503.726
251.857
93.313
23662
872.558
368.832

78,36

79,27

88,19

92,19

80,95

11,80
212,31
5,09
117.884

12,36
214,81
5,16
126.101

13,57
208,42
5,55
136.464

13,71
202,09
6,79
159.776

13,13
191,50
7,07
166.964

-11,12
4,66
79,83
-39,39
-2,87
11,24

6,62
-19,27
50,31
6,44
0,44
-6,92

41,63

4,50
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Total loan loss provisions (assets and off-balance) amounted to EUR 166.9 million as at 31 December
2012. These provisions increased by EUR 49 million or 41.63% compared to end-2011.
Provisions for potential loan losses amounted to EUR 131.6 million. These provisions recorded growth
of EUR 32 million or 32.15% if compared to end-2011.
Loan portfolio
Banks’ loans amounted to EUR 1,863 thousand or 66.32% of banks’ assets at end-2012. In relation to
2011, these loans declined by EUR 93.2 million or 4.76%.
Graph 2.2
Total loans by beneficiaries in the period 31 Dec 2011 –
31 Dec 2012 (in EUR million)

Corporate and retail loans accounted for the main share in total
loans with 91%, while the remaining 9% referred to loans disbursed
to financial institutions, public
organizations, foreign companies,
general government and non-profit organizations.
Retail loans amounted to EUR
770.1 million (without credit cards
which amounted to EUR 39.1 million). Observed in relation to end2011, these loans declined EUR
22.7 million or 2.9%.

In the structure of these loans, cash non-earmarked loans made up 31.66%, earmarked loans 49.02%,
mortgage loans 18.75%, while the remaining 0.56% referred to loans disbursed for lease operations.
In relation to end-2011, only loans disbursed for lease operations increased.
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Table 2.6
Retail loans in the period 31 Dec 2011–31 Dec 2012 (in EUR thousand)
Description of the position
1
2
3
4
5
6
7
8
9
10
11
12
13
14

31/12/2011.

I Cash –non-earmarked
II Earmarked
1. Purchase of cars
2. Housing loans
3. Remodelling of housing or business utilities
4. Purchase of consumable goods
5. Other
III Mortgage loans
IV Lease operations
1. Cars
2. Equipment
3. Apartments
4. Other
TOTAL: (I+II+III+IV)

31/12/2012.

252.157
389.162
2.183
228.130
82.557
49.434
26.858
149.332
2.190
1.541
634
15
792.841

243.846
377.531
1.255
213.361
70.345
63.568
29.002
144.432
4.300
2.630
8
529
1.133
770.109

Change in %
In 000
XII 2012/XII 2011. XII 2012/XII 2011.
-3,3
-8.311
-3,0
-11.631
-42,5
-928
-6,5
-14.769
-14,8
-12.212
28,6
14.134
8,0
2.144
-3,3
-4.900
96,3
2.110
70,7
1.089
8
-16,6
-105
7.453,3
1.118
-2,9
-22.732

Loan maturity
In total maturity structure of loans, long-term loans and short-term loans made up 79.02% and
20.98% respectively. Observed by maturity, the loan structure did not change over the one-year period. As at 31 December 2012, some 60.26% of total disbursed loans referred to loans with maturity
over three years, 18.76% to loans up to three years, 15.65% to loans up to one year and 5.33% to loans
up to three months.
Table 2.7
Lease operations’ loans and receivables, by maturity, in EUR thousand
Report on loans and receivables on lease
operations – total
Montenegrin Government

Up to 3
months
10.000

Up to 1
year
3.000

Government Agencies

41

308

980

1.960

3.289

Funds

24

2.827

34

15

2.900

Municipalities

2.171

1.853

7.388

31.016

42.428

State companies

2.933

7.101

11.171

35.849

57.054

50.813

219.359

209.647

402.550

98

388

1.054

3.182

4.721

65

979

930

384

2.358

353

1.520

2.337

10.482

14.692

23.751

46.144

102.272

597.917

9.043

7.927

13.568

8.527

39.065

99.292

291.406

349.380 1.122.462

35.130 1.862.540

Private companies
Entrepreneurs

Up to 3
years

Over 3
foreign
years
currencies
30.580

2.402

Total:
43.580

882.370

Banks
Financial institutions
Non-profit organizations
Retail loans and receivables
Credit cards

32.728

770.083

Other
TOTAL
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Loan portfolio quality
Non-performing loans at the system level amounted to EUR 327.8 million or 17.60% of total loans at
end-2012. In relation to end-2011, growth of these loans amounted to EUR 24 million or 7.93%. The
share of non-performing loans in total loans increased 2.07 percentage points.
Table 2.8
Classification of loans in one-year period, in EUR thousand
Description
1
2
3
4
5
6
7
8
9
10
11

B loans
C loans
D loans
E loans
Criticized loans (B+C+D+E)
Non-performing loans (C+D+E)
Non-performing loans/total loans
Criticized loans/total loans
30-day past due loans/total loans
90-day past due loans/total loans
Total loans

31.12.2011. 31.03.2012. 30.06.2012. 30.09.2012. 31.12.2012.
464.681
479.048
229.334
246.014
40.121
34.470
34.312
24.636
768.448
784.168
303.767
305.120
15,53
15,54
39,29
39,93
19,33
26,92
7,75
10,84
1.955.767 1.963.887

409.820
279.436
34.015
21.918
745.189
335.369
17,12
38,05
22,47
12,10
1.958.443

Graph 2.3
Share of 30-day past due loans and non-performing loans in total
loans in period Dec 2011—Dec 2012

Past
30 days
due loans
past due
overloans
30 days

364.004
389.306
288.592
237.698
41.706
68.456
20.247
21.691
714.549
717.151
350.545
327.846
18,53
17,60
37,77
38,50
23,25
23,83
13,30
11,69
1.891.846 1.862.539

Change in %
12.12/12.11 12.12/09.12.
-16,22
6,95
3,65
-17,64
70,62
64,14
-36,78
7,13
-6,68
0,36
7,93
-6,48

-4,77

-1,55
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Past due loans
As at 31 December 2012, past due
loans amounted to EUR 443.9 million or 23.83% of total loans, thus
recording an increase of 17.43%
in relation to the previous year; 31
to 90-day past due loans made up
50.96% of past due loans while over
90-days past due loans amounted
to 217.7 million or 11.69% of total
loans. This ratio increased 3.94
percentage points in relation to
end-2011.

Graph 2.4
Share of 30-day past due loans and 90-day past due loans in
total loans

Of total past due loans, 68.19%
referred to corporate loans and
26.61% were retail loans (with
credit cards).
Table 2.9
Past due loans and lease operations, in EUR thousand
Description
loans to the Government of
Montenegro
2 Government Agencies
3 Funds
4 Municipalities (public organizations)
5 State companies
6 Private companies
7 Entrepreneurs
8 Banks
9 Financial institutions
10 Non-profit organizations
11 Retail loans
12 Credit cards
13 Other
TOTAL
% in total past due loans

31-90-day past 91-270-day past 270-365-day past
due loans
due loans
due loans

1

1.526
38
4.736
1.997
152.568
984
923
480
62.021
2.145
292
226.184
50,96

6.540
2.783
105.532
1.256

574
37.699
1.594
330
157.834
35,56

321
224
44.572
55
19
50
13.504
1.123
59.868
13,49

TOTAL

% of share in past
due loans

1.526

0,34

0
38
11.597
5.004
302.672
2.295
0
942
1.104
113.224
4.862
622
443.886
100,00

0,00
0,01
2,61
1,13
68,19
0,52
0,00
0,21
0,25
25,51
1,10
0,14
100,00
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Restructured loans
Restructured loans amounted to EUR 312.7 million or 16.79% of loan portfolio at end-2012. In relation to end-2011 when restructured loans amounted to EUR 277.3 million, they increased by EUR
35.38 million or 12.76%. The highest share in total restructured loans was recorded by the loans with
grace period for principal and interest repayment (EUR 144.2 million or 46.09%), followed by the position “other facilities that alleviate debtor’s financial position” with 43.56 %.
Table 2.10
Restructured loans, y-o-y, in EUR thousand
Restructuring base
Grace period for the principal or interest repayment
Decrease of interest rates on disbursed loans
Assuming of debtor’s receivables to third party aimed at full
or partial loan repayment
Decline of the amount of debt, principal and interest
Capitalization of interest on disbursed loan

31.12.2012.

31.12.2011. XII 20112/XII 2011.

144.161

137.560

4,79

6.453

12.178

- 47,01

9.895

19.991

-50,5

1.035

1.416

26,9

14.984

20.039

-25,22

Other facilities which alleviate debtor’s financial position

136.220

86.182

58,06

TOTAL

312.748

277.365

12,76

As at 31 December 2012, acquired assets amounted to EUR 62,355 thousand or 2.22% of total banks’
assets. In relation to the same period of the previous year, acquired assets declined by EUR 12,589
thousand or 16.80% when they amounted to EUR 74,944 thousand or 2.67% of total assets.
Investments in capital of other corporate sector entities amounted to EUR 22,879 thousand or 0.81%
of banks’ assets at end-2012. These investments increased by 19.84% in relation to 31 December 2011.
Factoring and forfeiting receivables amounted to EUR 48,410 thousand at end-2012. This represented
1.72% of total banks’ assets. These receivables declined by 0.97% in relation to the previous year.
Liquidity risk
In 2012, all banks in the system operated within limits prescribed by the CBCG acts referring to minimum standards for the liquidity risk management in banks, i.e. maintaining required level of liquid
assets for regular and timely servicing of liabilities.
As at 31 December 2012, banks’ liquid assets amounted to EUR 439,334 thousand or 15.64% of total
assets. In relation to the same period of the previous year, liquid assets increased by EUR 90,118 thousand or 25.81%, which was mostly due to the deposits’ increase in amount of EUR 163,658 thousand
(9.01%).
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Table 2.11
Liquidity indicators, in EUR thousand
Description
Liquid assets

31.12.2012.
439.334

% of change
31 Dec 2012 – 31 Dec 2011
349.216
25,81%

31.12.2011.

Total assets

2.808.283

2.809.720

-0,05%

Total deposits

1.980.718

1.817.060

9,01%

Total borrowings

395.403

547.114

-27,73%

Liquid assets/total assets

15,64%

12,43%

growth

Liquid assets/deposits

22,18%

19,22%

growth

Liquid assets/deposits up to 3 months

44,97%

37,26%

growth

Liquid assets/deposits and borrowings

18,49%

14,77%

growth

137,09%

106,52%

growth

94,03%

107,63%

growth

Liquid assets/off-balance liabilities
Loans/deposits

Assets at foreign accounts (demand deposits)
and assets at gyro-accounts had the highest
share in the liquid asset structure as at 31 December 2012. The share of 50% of the amount
of reserve requirement held with the CBCG,
which banks may use for daily liquidity maintenance, amounted to 21.30% in total liquid
assets.

Graph 2.5
Structure of liquid assets as at 31 December 2012

In the period 01 March- 31 October 2012, liquid assets were on an upward trend. Last two
months of 2012 were characterized by a minor decline of liquid assets.
In 2012, all daily and ten-day banks’ liquidity
indicators were above prescribed minimum
liquidity indicators.
At end-2012, total banks’ deposits amounted
to EUR 1,980,718 thousand or 78.61% of total
banks’ liabilities. During the previous year,
total deposits increased by EUR 163.658 thousand (9.01%). Retail time deposits recorded
the highest growth of EUR 107,641 thousand
(15.46%). Demand deposits increased by EUR
50,933 thousand (7.19%), while time deposits
increased by EUR 112,722 thousand (10.17%).
Corporate deposits increased by EUR 50,298
thousand (6.42%) while retail deposits increased by EUR 113,357 thousand (10.97%).

Graph 2.6
Liquid assets by months in period 31 Dec 2011 – 31 Dec 2012
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Graph 2.7
Maturity of deposits by quarters in the period 31 Dec 2011 31 Dec 2012

Observed by quarters, deposits by
maturity and bearers increased,
therewith retail time deposits recorded the constant growth was
recorded by.
In relation to end-2011, structure
of deposits by bearers and maturity did not change substantially.
At end-2012, demand deposits
amounted to 38.35%, while time
deposits made up 61.65% of total
deposits. Retail time deposits recorded the highest share in total
deposits (41%).

Graph 2.8
Deposits by bearers and quarters in the period 31 Dec 2011 31 Dec 2012

Time deposits were dominant in
the deposit structure, but these
were mostly short-term deposits (up to 1 year) which made up
72.98% of total time deposits as at
31 December 2012.

Table 2.12
Structure of deposits by maturity, in EUR thousand
Deposits

31.12.2012.
Amount

31.12.2011.
%

Amount

%

Demand deposits

759.560

38,35%

708.625

39,00%

Deposits up to 3 months

213.896

10,80%

228.714

12,59%

Deposits up to 1 year

677.273

34,19%

607.898

33,46%

Deposits up to 3 years

270.320

13,65%

210.970

11,61%

Deposits over 3 years
TOTAL

59.666

3,01%

60.850

3,35%

1.980.715

100%

1.817.057

100%
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At end-2012, total banks’ borrowings amounted to EUR 395.403 thousand or 15.69% of total banks’
liabilities. In relation to the same period of the previous year, borrowings declined by EUR 151,711
million or 27.73%. Observed quarterly, the highest decline in total borrowings was recorded in H2
2012.
Table 2.13
Total borrowings in one-year period (in EUR thousand)
Description of the position

31.12.2011.

31.03.2012.

30.06.2012.

30.09.2012.

31.12.2012.

Total borrowings

547.114

533.758

512.433

459.045

395.403

Liabilities on loans and borrowings
Borrowings from the Investment and
Development Fund

511.536

500.295

479.678

427.153

365.499

35.578

33.463

32.755

31.892

29.904

Report on assets and liabilities maturity match at the aggregate level as of 31 December 2012 shows
existence of negative maturity gaps in the period ranging from 8 days to 1 year, which stimulated
negative cumulative gaps in the period from 91 days to 1 year. Total cumulative gap was positive,
amounting to EUR 363,780 thousand or 14.67% of total assets’ sources. However, cumulative maturity gaps were not too pronounced, thus maturity match of banks’ assets and liabilities at the system
level was satisfactory.
Market risks
Market risks were not too pronounced in the banking system. Assets and liabilities sensitivity to the
changes in the interest rates was not too expressed at the aggregate level. Gaps were negative in the
period up to one year due to negative gaps in banks in this period. However, gaps were not high. The
highest negative gap was recorded in the period 181-365 days amounting to EUR 398.1 million or
14.18% of total assets. Total cumulative gap was positive amounting to EUR 28,965 thousand or 1.03%
of total assets.
Report on position in other currencies as at December 2012 shows that the highest aggregate open
FX position was net short position in USD amounting to EUR 3.2 million (1.26% of core capital). Aggregate position in all foreign currencies was negative, amounting to EUR 2.14 million or 0.84% of
core capital.
Exposure to price risk was minor.
2.2.1.2.2. Change in the regulatory framework
In 2012, regulatory activities referring to the banking sector mainly focused on further harmonization of secondary legislation with relevant EU directives as well as the promotion of the existing regulatory framework, especially in the part of determining and expressing banks’ financial condition.
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In March 2012, the CBCG adopted a Decision on the Manner of Calculating Bank Exposure (OGM
15/12) in order to harmonize the calculation and treatment of large bank exposures with the Directives 2006/48 EC and 2009/111/EC.
The most important change in the regulatory framework that was implemented in 2012 regarding
evaluation of banks’ financial assets provides implementation of IAS instead of regulatory rules.
Work on the implementation of the IAS started in Q1 2012 with the adoption of the Decision on
Minimum Standard for Credit Risk Management in Banks (OGM 22/12) which entered into force on
1 January 2013. Adoption of this Decision created the regulatory framework for the implementation
of the IAS for the financial assets evaluation, aimed at making banks’ financial statements (balance
sheet and income statement). For the needs of reporting to the CBCG and aimed at reviewing capital
adequacy and other indicators of banks’ operations, the Decision also prescribes the criteria and the
manner of asset classification, loan loss provision calculation, thus establishing the so-called prudential filter to ensure additional protection of depositors and other bank creditors.
Adoption of a new Decision on Minimum Standard for Credit Risk Management in Banks affected
substantial changes in the existing regulations. In Q4 2012, the following regulations were adopted:
1. Decision on the Chart of Accounts (OGM, 55/12), that regulates bookkeeping records on corrections of values and provisions according to IAS. At the same time, the base for improved
reporting to the CBCG for statistical, analytical and supervisory needs was created by increasing the number of more adequately structured accounts;
2. Decision amending the Decision on Minimum Standards for Credit Risk Management in
Banks (OGM 55/12) which regulates treatment of provisions and correction of values when
calculating banks’ regulatory capital;
3. Decision amending the Decision on Capital Adequacy of Banks (OGM 55/12) which aligns
the way of calculating banks’ own assets with new solutions contained in the Decision on
Minimum Standards for Credit Risk Management in Banks;
4. Decision amending the Decision on Minimum Standards for Risk Management in MicroCredit Financial Institutions (OGM 61/12) which binds MFIs to evaluate balance and offbalance sheet items according to the IAS/ISFR instead of provisioning, starting as of 1 January 2013.
5. Decision amending the Decision on Minimum Standards for Bank Investment in Immovable Property and Fixed Assets (OGM 61/12) which harmonizes the manner of recording the
acquired immovable property and other assets with new solutions contained in the Decision
on the Chart of Accounts for Banks;
6. Instructions on the manner of recording loan loss provisions, correction of values and written-off balance sheet asset items when determining the opening balance in banks’ business
books for 2013 (OGM 22/12) which regulates in more details the manner of recording loan
loss provisions and values’ corrections aimed at providing unique acting of banks, and the
manner of recording written-off balance sheet asset when determining the opening balance
in banks’ business books for 2013;
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7. Decision on Reports to be Submitted to the Central Bank of Montenegro (OGM 64/12) which
harmonizes reporting forms submitted to the CBCG with the Decision on Minimum Standards for Risks Management in Banks, new Decision on the Chart of Accounts of Banks and
Decision amending the Decision on Minimum Standards for Risks Management in MicroCredit Financial Institutions;
8. Decision amending the Decision on Credit Registry (OGM 64/12) which harmonizes reporting for the Credit Registry needs maintained by the CBCG to the new solutions from the
Decision on Minimum Standards for Credit Risk Management in Banks.
The passing of the secondary legislation created prerequisites for banks and MFIs to evaluate and
disclose their financial assets in line with the IAS/ISFR as of 1 January 2013.
2.2.1.3 Other segments of financial stability
2.2.1.3.1. Micro-credit financial institutions (MFIs)
Total MFIs` assets and liabilities amounted to EUR 36.2 million in December 2012. Two MFIs accounted for 76.63% of this amount. The annual decline of MFIs assets amounted to 18.43%. At endDecember 2012, total loans amounted to EUR 29.6 million or 11.52% less in relation to 2011. Total
MFIs loan portfolio was constantly declining, being the highest in 2011.
With the share of 81.90% in total assets, loans represented the most important assets item. The share
of cash and deposit accounts with depository institutions in total assets amounted to 15.15% at end2012. Acquired assets had a minor share in the MFIs asset structure due to lower amount of retail
loans, while loan collaterals are based mostly on guarantors and bills of exchange.
Provisions for estimated losses made up 4.47% of total assets. In relation to December 2011, they declined 37.18% and their share in total assets was 5.80%. A decline in non-performing loans of 50.46%
y-o-y supports this fact. Non-performing loans made up 4.74% of total loans.
In the maturity structure of loans, long-term loans accounted for the main share of 83.30% (over
one year). The analysis of loan concentration by beneficiaries points to the main share of retail loans
(95.17%) while corporate loans made up only 4.81%. In the MFIs loan portfolio structure by industries, the main share, 30.64%, was of loans disbursed for financing the services, tourism and catering sectors. In 2011, most loans were disbursed to the agriculture sector. At end-2012, MFIs past due
loans amounted to EUR 2.4 million or 8.1% of total MFIs loans. Of the total amount of past due loans,
56.74% referred to past due loans exceeding 90 days.
MFIs disburse mostly retail loans in small amounts, with the minimum collateral, but under very unfavourable conditions. In December 2012, the weighted average effective and nominal interest rates of
MFIs amounted to 28.48% and 19.35%, respectively.
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Table 2.14
MFIs balance sheets, in EUR thousand

Total assets
Total loans
Reserves for estimated losses
Non-performing loans
Total capital

31.12.2012. 30.06.2012. 31.12.2011.
(1)
(2)
(3)
36.192
37.027
44.371

(1)/(2)
-2.26%

(1)/(3)
-18,43%

29.641

32.324

33.501

-8.30%

-11,52%

1.617

2.206

2.574

-26.70%

-37,18%

1.406

1.642

2.838

-14.37%

-50,46%

21.537

20.289

20.229

6.15%

6,47%

At end-2012, MFIs reported a positive financial result totalling EUR 2.42 million. Only one MFI reported loss.
Aimed at adjusting MFIs operations with the Chart of Accounts and the new reporting system, the
CBCG passed the Decision amending the Decision on Minimum Standards for Risks Management in
Micro-Credit Financial Institutions in December 2012 (OGM 61/12).
Bearing in mind that MFIs do not accept deposits and considering their small share in total assets of
the financial system, they currently do not represent a threat to financial stability, although they cover
a certain „niche“ in the Montenegrin financial system.
2.2.1.3.2. Insurance market 7
At end-2012, the insurance sector indicators pointed to positive development trends in this sector in
comparison with the previous year. Assets and liabilities of insurance companies increased as did the
positive gross financial result and gross premium (life and non-life) insurance. In addition, liquidity
and solvency indicators of insurance companies improved, pointing to stable operations in this segment of the financial market.
Gross insurance premium amounted to EUR 66.8 million at end-2012. It showed the year-on-year
growth of 3.1%. Non-life insurance (85.9%) still prevails in the premium structure with the slight
downward trending in the share in total gross premium. Despite the increase of life insurance premium, the impact of the financial crisis and a decline of living standard of the citizens contributed
to difficulties in the collection of insurance companies’ premium in 2012, which resulted in the cancellation of many insurance policies and an increase in the number of requests for insurance policy
surrenders.
Stronger competition in the Montenegrin insurance market conditioned continuation of the market
concentration decline. Thus, at end-2012, the market share of three insurance companies with the
largest gross written premium (Lovcen – non-life insurance, Sava Montenegro - non-life insurance,
and Grawe – life insurance) amounted to 64.8% or 7.6 percentage points less than at end-2011.

7
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Total equity capital of insurance companies amounted to EUR 46 million showing the year-on-year
increase of 2.2%. The share of domestic capital in the equity structure increased 18.6 percentage
points at end-2012 in relation to end-2011.
The solvency margin of insurance companies amounted to EUR 17.5 million and guarantee reserves
amounted to EUR 33.7 million at the end-2012. At the level of insurance sector in Montenegro, guarantee reserve/solvency margin ratio amounted to 193.1%, indicating that solvency of insurance companies was satisfactory. The liquidity ratio amounted to 4.26 and shows that liquid funds of insurance
companies were 4.3 times higher as compared to their short-term liabilities. Liquidity ratio substantially improved in relation to the end of the previous year when it amounted to 3.05.
At end-2012, the insurance market reported a positive financial result totalling EUR 2.6 million. Of
11 insurance companies, 6 companies reported income and 5 companies reported loss in their operations.
Due to a still underdeveloped insurance market and the legal obligation of insurance companies to
pursue a more conservative policy in their investments, insurance companies do not bear significant
risk to financial stability. However, further development and growth of this market is expected. This
may have a positive impact on the total system stability, but also contribute to the rise of awareness on
the importance and benefits which citizens may obtain from insurance services, especially in times
of intensive social changes, uncertainty and natural disasters.
2.2.1.3.3. Capital market
In 2012, the Montenegrin capital market suffered a substantial turnover decline and the lowest recorded turnover since 2003. On the other hand, the stock exchange index Monex 20 recorded the
annual growth.
The turnover at the Montenegrin stock exchange amounted to EUR 32.7 million in 2012, and it was
executed through 7.2 thousand transactions. Compared to 2011, turnover was 44.6% lower, while the
number of transactions declined by 46.5%. The average monthly turnover amounted only to EUR 2.7
million and it was substantially lower in comparison with the 2011 monthly turnover (EUR 4.9 million). Overall turnover was realized through secondary trading.
In the trade structure, the highest turnover in 2012 was from trading with company shares (67.1%),
various types of bonds (23.3%), while joint investment funds’ shares accounted for 9.6%.
The stock exchange index Monex 20 increased by 5.6% in relation to the previous year-end, while the
privatization funds index Monex PIF declined 19.3% at the annual level.
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Table 2.15
Growth/decline rates of indices by years
Godina

Monex 20

Monex PIF

2004.

106,9

42,9

2005.

287,7

404,9

2006.

84,5

119,4

2007.

89,3

120,8

2008.

-70,7

-85,1

2009.

45,9

20,1

2010.

-0,5

-3,5

2011.

-35,8

-37,1

2012.

5,6

-19,3

Negative capital market trends show that this
segment of the Montenegrin financial market
suffers the crisis. Final recovery shall depend
on the volume of investments of large investment funds and individual portfolio investors, as well as on the country’s economic
condition. Although the impact of the capital
market on the financial system is not crucial,
the fact that a portion of loans disbursed for
the purchase of shares in the capital market
should be neglected.

Source: Montenegro stock exchange

2.2.2. Payment system
As for the payment system, the CBCG focused its main activities in 2012 on the implementation of
the main objective defined in the CBCG Policy – maintenance and improvement of a safe and sound
national payment system. To that end, the activities were focused on the following:
- Execution of good quality and efficient national payment services for the existing and new
CBCG clients;
- Management of all risks typical for the systemically important payment systems;
- Supervision of the national payment system pursuant to the Decision on the manner and
procedure of the national payment system supervision. 8
Aimed at improving regulatory framework of the national payment system and harmonization
with the EU regulations, a draft Payment System Law was prepared and adjusted to three relevant
European directives: Directive 2007/64/EC on payment services in the internal market, Directive
2009/110/EC on the taking up, pursuit and prudential supervision of the business of the electronic
money institutions, Directive 98/26/EC on settlement finality in payment and securities settlement
systems and Directive 2009/44/EC amending this Directive.
As well as in the previous year, payment system operations regarding interbank asset transfers (hereinafter: payment system), owned and operated by the CBCG, recorded high level of reliability and efficiency and good quality of payment operations for the CBCG clients, in accordance with the system’s
regulations and rules.

8
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Payment systems’ oversight
The CBCG is in charge of the payment systems’ oversight by which it promotes and secures safety and
soundness of the national payment systems. This CBCG competence is realized through the implementation of the transparency principle, according to international standards and cooperation with
other competent bodies.
Legal framework which regulates this function is the Central Bank of Montenegro Law (OGM, 40/10
and 46/10), National Payment Systems Law (OGM, 61/08) and Decision on the manner of payment
system supervision (OGM, 24/09). Pursuant to powers arising from such framework, assessment of
harmonization of payment systems’ operations has been implemented, with determined principles
for payment system functioning, based on Core Principles for Systematically Important Payment
Systems, BIS January 2001. The process is focused on the transfer system, rather than on individual
participants and comprises oversight of systemically important payment systems and other payment
systems.
The CBCG is the owner and operator of the Real Time Gross Settlement (RTGS) and Deferred Net
Settlement (DNS) systems which are currently the only payment systems in the country. Based on
the oversight of the payment system functioning in 2010, the RTGS system is fully harmonized with
seven of ten key principles, being largely complied with one of them, partially with one, while one
principle is not applicable to the Montenegrin system. The DNS system is fully harmonized with eight
of ten key principles, largely complied with one principle, while partly harmonized with another one.
In 2012, methodologies of this working process were improved, while the payment system oversight
was developed. In addition, in order to cover all these activities, the Policy and methodology for the
payment system oversight were prepared with a view to further adopting and implementing of the
relevant international standards in this area.
2.2.2.1. Indicators of RTGS and DNS systems availability
The availability of the interbank payment system in 2012, i.e. the relationship between total and effective working hours for executing interbank transfers amounted to 99.93%.
2.2.2.2. Enforced collection
In 2012, a substantial part of the CBCG activities focused on efficient execution and improvement of
enforced collection, which the CBCG performs pursuant to the Law on Enforcement Procedure.
Based on the Central Registry of Accounts, which is maintained by the CBCG pursuant to the National Payment System Law, there were 52,089 legal persons and entrepreneurs at end-2012 or 9.3%
less in relation to end-2011. The number of legal entities and entrepreneurs declined at end-June 2012,
due to the adjustment of the Central Registry of Accounts with records on the Central Registry of
Business Entities and the Central Registry of Commercial Court, from which the abovementioned
legal persons and entrepreneurs were deleted. To wit, all other enforced collection data which are being published were updated.
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As at 31 December 2012, of 52,089 legal persons and entrepreneurs, some 12,247 or 23.51% had
blocked accounts with frozen funds amounting to EUR 445.1 million.
In 2012, there were some 24,727 grounds for enforced collection in the enforced collection database,
which represents the year-on-year decline of 19.24% (Annex I, Tables 9 and 10).
2.2.2.3. Execution of payment system transactions
In 2012, total of 24,054,523 payment transfers were executed (2% more than in 2011), the value being
EUR 20.8 billion (1% less than in 2011). Some 7,405,773 interbank transfers were executed through
the CBCG’s payment system (the year-on-year decrease of 5%) to the amount of EUR 9.1 billion, which
represents a minor year-on-year growth, while 16,648,750 transfers were realised in the internal payment system9, which bearers were commercial banks, (5% y-o-y increase) in the amount of EUR 11.7
billion or 2% less in relation to 2011 (Table 2.16).
Table 2.16
Volume and value of payments in 2012
Number of
payment orders

Description
1. 1 Interbank payment systems

%

Value

%

7.405.773

100,00%

9.103.468.406

100,00%

1.1. RTGS

3.520.051

47,53%

8.553.655.836

93,96%

1.2 DNS

3.885.722

52,47%

549.812.570

6,04%

16.648.750

100,00%

11.710.512.566

100,00%

2.1. Non-cash

11.602.066

69,69%

8.682.132.662

74,14%

2.2. Cash

5.046.684

30,31%

3.028.379.904

25,86%

2. 2 Internal payment systems

3. 3 Total payment system operations

24.054.523

20.813.980.972

Table 2.17
Comparative indicators of total realised orders

Description
1. Interbank orders
1.1. RTGS
1.2. DNS
2. Internal orders
2.1. Non-cash
2.2. Cash
3. Total orders

9

Number of payment orders
2012.
7.405.773
3.520.051
3.885.722
16.648.750
11.602.066
5.046.684
24.054.523

2011.
7.780.970
3.999.616
3.781.354
15.862.001
10.805.920
5.056.081
23.642.971

2010.
8.809.445
5.136.534
3.672.911
16.483.085
11.275.833
5.207.252
25.292.530

2009.
8.644.923
5.099.093
3.545.830
17.215.483
11.895.934
5.319.549
25.860.406

2008.
9.100.708
5.166.259
3.934.449
17.208.545
12.015.581
5.192.964
26.309.253

2007.
7.937.323
4.333.415
3.603.908
15.246.673
10.565.451
4.681.222
23.183.996

Index
2012 2012
2011 2007
95
93
88
81
103 108
105 109
107
110
100 108
102 104

Data on internal payment operations were aggregated on the basis of reports received, pursuant to the Decision on
Bank Reporting to the Central Bank of Montenegro.
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Table 2.18
Comparative indicators of total executed payment system operations value
Value
Description
1. Interbank
1.1. RTGS
1.2. DNS
2. Internal
2.1. Non-cash
2.2. Cash
3. Total

2012.

2011.

2010.

2009.

2008.

2007.

9.103.468.406
8.553.655.836
549.812.570
11.710.512.566
8.682.132.662
3.028.379.904
20.813.980.972

9.069.817.107
8.519.229.139
550.587.969
12.009.464.651
8.952.110.113
3.057.354.538
21.079.281.758

8.673.777.093
8.140.415.076
533.362.017
11.733.587.598
8.741.589.307
2.991.998.291
20.407.364.691

8.900.719.570
8.392.787.439
507.932.131
13.132.500.623
9.993.633.299
3.138.867.324
22.033.220.193

10.546.453.000
10.019.615.322
526.837.678
16.168.828.627
12.352.961.765
3.815.866.862
26.715.281.627

10.425.634.941
9.954.690.116
470.944.826
14.816.950.718
11.233.614.329
3.583.336.389
25.242.585.660

Index
2012. 2012.
2011. 2007.
100,37
87
100,40
86
99,86 117
98
79
97
77
99
85
99
82

Graph 2.9
Total executed orders in the period 20112012 (Index and structure)

Graph 2.10
Comparative description total executed orders
01 Dec 2011-01 Dec 2012, in thousand

Monthly average amounted to 2 million of realised payment orders, of which 0.6 million
were interbank and 1.4 million were internal
orders, while the average value of executed
monthly payments amounted to EUR 1.7 billion, of which EUR 759 million were interbank payments and EUR 976 million were
internal payments.
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Graph 2.11
Change and structure of total executed payment system operations, 2011 and 2012

Graph 2.12
Value of payments in 2011 and 2012, in million EUR

2.2.2.4. Indicators of payment cards use
In 2012, the number of issued payment cards increased, as well as the value of total executed transfers
via payment cards. At the same time, the number of POS and ATM terminals increased. Also, the
number of e-banking clients increased.
The total number of payment cards in Montenegro amounted to 356,922 at end-2012, of which 307,249
were debit and 49,673 credit cards. The total number of debit and credit cards transfers amounted to
6.3 million or 25% more in relation to the previous year, while the value of these transfers amounted
to EUR 382 million or 22% more in relation to 2011 (Table 2.19).
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Graph 2.13
Debit and credit cards, in thousand

Table 2.19
Key indicators of payment cards use and e-banking services in period 2007-2012
Index Index
2012 2012
2007 2011
300.234
373.780
375.810 368.508 354.509
356.922 119 101
254.625
321.183
318.875
314.181
303.630
307.249 121 101
45.609
52.597
56.935
54.327
50.879
49.673 109
98
2.070.430 3.252.972 5.326.505 4.413.975 5.018.717 6.294.052 304 125
1.524.305 2.177.487 3.929.956 3.320.809 3.947.310 5.206.112 342 132
546.125 1.075.485 1.396.549 1.093.166 1.071.407 1.087.940 199 102
138.767.994 242.433.601 303.478.387 280.683.756 313.238.144 382.393.967 276 122
87.065.395 140.550.883 196.151.260 199.465.851 234.461.252 299.438.428 344 128
51.702.599 101.882.718 107.327.127 81.217.905 78.776.892 82.955.540 160 105
201
275
295
298
311
327 163 105
3.713
5.888
7.202
8.333
10.131
10.779 290 106
8.577
12.566
18.155
22.816
27.230
34.811 406 128
2007

1. Number of issued cards (total)
1.1 Debit
1.2 Credit
2. Number of transfers
2.1. From debit cards
2.2. From credit cards
3. Value of transfers (total)
3.1 from debit cards
3.2 from credit cards
4. ATMs
5. POSs
6. E-banking clients

2008

2009

2010

2011

2012

2.2.3. International reserves management
In 2012, the principle of safe investment was the priority in the international reserves management10,
with continuous providing of liquidity in current international payments. In accordance with the
key priority, the most important risks related to the international reserves portfolio were constantly
monitored, as well as whether they are within the acceptable framework. In 2012, the Investment
10

The management of available international reserves in foreign accounts was executed pursuant to the Central Bank
of Montenegro Law and internal acts adopted by the CBCG Council: The CBCG Policy and Guidelines for the CBCG
policy implementation.
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Committee11 held five meetings whereat they discussed the market conditions and manner for the
maximum exploitation of the investment frame set by the Guidelines for the international reserves
management.
In 2012, total amount of available portfolio12 was placed with several Euro area central banks as Tier
1 investment i.e. overnight deposits. Dollar portfolio was placed with the Federal Reserve Bank of
New York in line with the automatic investment service signed between the CBCG and the Federal
Reserve Bank of New York13. Other deposits with maturity over 14 days were placed with Euro area
central banks and several high-ranking commercial banks. These commercial banks were constantly
analysed and monitored and were within strategic and tactic frameworks set in the Guidelines for the
international reserves management and the Investment Committee’s recommendations.
A portion of the international reserves available for investing was
placed into the investment portfolio for sale, but the structure partially changed in relation to 2011.
The structural change of the investment portfolio available for
sale provided a better allocation
of total funds observed both from
the risk side and the revenue side.
In 2012, the share of this portfolio
in the total CBCG portfolio slightly
increased in relation to end-2011
(by less than 1 percentage point).
Currently, it comprises the German, Dutch, Finnish and French T-bills with maturity up to three
years, whilst not jeopardising principles of maximum security and absolute liquidity in case of emergency. In 2012, investment portfolio to maturity was established, which, at the end of the reporting
year made up 5% of total international reserves. Funds of this portfolio were invested in German
agency and federal bonds.
Graph 2.14
Funds’ structure by portfolios as at 31 December 2012

After changes in 2012, securities (for trading and held to maturity) made up 33% while deposits made
up 55% of total CBCG portfolio. Funds with the IMF made up the remaining 12%.
Observed by the international reserves’ currency structure, the main share was in EUR (87.9%), while
the USD portfolio share was very low (0.3%). The remaining 11.8% referred to SDR.

11

12
13

In March 2011, the Investment Committee was founded as a permanent expert counselling body of the CBCG Governor, which develops investment strategy for the international reserves management within the framework of approved guidelines and suggests the framework for the international reserves management.
Deposits with the maximum maturity up to 14 days.
The bearers of credit risk with regard to these investments are central banks with which the funds were placed.
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As at 31 December 2012, the CBCG
total funds held in foreign accounts
amounted to EUR 324.53 million
or 15.6% more in relation to the
same period of the previous year.
In the beginning of H2 2012, the
ECB reference interest rate decreased to 0.75%. The decision was
expected at that time, but the ECB
surprised market participants
by deciding to reduce the deposit
rate14 to 0%. Amidst this decision,
all already declining market rates
continued to trend downward
even stronger until the end of the
year (Graph 2.16), with a notable
decline in H2. It should be noted
that Euribor was lower than EONIA throughout the entire year,
as well as in the period 2009-2010,
when the overnight rate was mostly higher than the long term interest rate. Such a situation pointed
to small chances of stopping or
changing the existing declining
trends of the market rates.
Graph 2.17 clearly shows that the
spread between the 3-month Euribor and the 3-month EONIA swap
was constantly decreasing during
the entire year, which pointed to
declining risks in the European
markets.15 This spread recorded a
temporary, yet not such a significant increase in November and a
part of December.

14
15

Graph 2.15
International reserves in 2012, as at end-month, in million EUR

Graph 2.16
Seven-day EURIBOR, EONIA and ECB rates in 2012

Source: Bloomberg

The rate at which banks may place funds with the ECB.
Spread Euribor 3m - Eonia swap 3m shows the difference between borrowings with three months period and reinvesting of cash overnight three months period. A higher value of spread between these two rates shows that, as the
market sees it, the risk grows.
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Graph 2.17
The spread between Euribor 3m – Eonia swap 3m

The Fed’s reference interest rate
decreased at end-2008 to range
from 0% to 0.25%. Its level did not
change during the reporting year.

The CBCG finds the Eurepo and
EONIA most interesting rates due
to banks that it cooperates with
and due to its risk appetite. During the whole reporting period,
the Eurepo was even below 0.2%,
while the Eonia was at a slightly
higher level. However, after the
ECB’s decision, the Eurepo declined, whereby the weekly Eurepo rate remained slightly above
Source: Bloomberg
the zero level, while the 3-month
Eurepo reached a negative value
that mostly remained until the end of the year. After the ECB’s meeting in July, the Eonia started declining and ranged between 0.10% and 0.12%. However, as of the second half of September, the Eonia
was constantly below 0.10%. Such a situation in the market determined the investment policy of the
CBCG’s with regard to its liquid portfolio in 2012.
Trends in these rates and the overall situation in the money and capital markets affected the result of
the CBCG in 2012. The CBCG’s annual rate of return to total portfolio was 0.38%. The ratio of these
two portfolios in total CBCG’s portfolio, i.e. the optimization of this ratio, is directly linked to liquidity needs.
Table 2.20
Annual return rate on the CBCG’s liquid portfolio
Time deposits

2008

2009

2010

2011

2012

Average return rate on assets in EUR

3.79%

0.62%

0.34%

0.82%

0.20%

Average return rate on assets in USD

1.72%

0.14%

0.17%

0.06%

0.15%

Table 2.21
Annual return rate on the investment portfolio

Securities

2010.

2011.

2012.

1,79%

1,66%

0,82%
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The process of international reserves management is governed by certain principles, which have a
clearly specified order of importance the CBCG, these being liquidity, safety and profitability. Risks
involved in the international reserves portfolio that are thoroughly and regularly monitored are the
following: market, credit, liquidity and operational risks.
Market risks monitoring comprises their identification, measurement and monitoring. These analyses (ex post and ex ante) cover absolute and relative risk measures such as VaR16, Tracking Error17,
Sharpe ratio18 and the like. Besides these analyses, there are also daily portfolio performance measurements in relation to the selected benchmark. These data enable the making of timely decisions regarding the portfolio and its structure. The amendments to the Guidelines for international reserves
management were passed in early 2012, partially referring to risk parameters. Some of parameters
increased, while others completely changed to enable more manoeuvring space in the narrow market
environment, with a particular focus on safety risk control for operational decision-makers responsible for international reserves management.
Credit risk monitoring and control are mandatory elements of
risk management. This primarily
refers to the risk of a counterparty
bank default to a deponent. Longterm and short-term ratings, both
in domestic and foreign currencies, are monitored, as well as the
banks’ financial strength and outlook and Credit Watch indicators,
which along with these parameters
are used during the examination
of potential new counterparties.

Graph 2.18
Allocation of LT rating

Besides renewing depository operations with some good quality commercial banks, the cooperation was continued with some banks for the purpose of daily payments, and operations concerning
buying/selling of banknotes. It is important to note that operations concerning the buying/selling of
banknotes were performed with banks of “A” rating. After detailed analysis of offered prices, their
safety, liquidity and possibilities regarding transport, a few banks were selected for these operations.
As an additional protective measure, parameters for qualified banks are monitored on daily basis so
as to ensure timely response on any change.
In the largest part of H1 2012, there were no significant changes in credit rating of qualified banks,
i.e. they still remained under the requirements of the CBCG Guidelines. Moreover, since ratings are
16

17

18

The VaR analysis shows the probability where the maximum probable loss shall not be higher than that calculated.
Such obtained results also show volatile trends in the market and signal to risk and portfolio managers when the previously taken positions should be abandoned.
The calculation of standard deviation of difference of benchmark and portfolio yields gives the Tracking Error that
serves as a measure of active yield volatility, i.e. measuring how close the portfolio is to the selected benchmark.
This ratio shows the risk premium per unit of taken risk.
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taken with reserves nowadays, the CDS are used for monitoring of banks.19 The higher the value of
this indicator in a bank, the higher the risk to be born by the bank. The Guidelines set out the limit
for the value of CDSs, which means that funds cannot be entrusted to banks which CDSs exceed the
prescribed level at the moment of placing. Certainly, this is a short term indicator that may or need
not point to serious problems. Still, it is surely the parameter for daily decision making. In H2 2012,
the value of CDS trended down and it was significantly below the determined limit, which pointed to
stabilisation at this market segment.
Liquidity risk is monitored permanently, and the very investment policy largely focuses on the assessment of this risk. So far, there have been no cases of entering aggravated current liquidity zone,
i.e. shortfall in funds required for payments. These results are largely due to the selected instruments
and the reputation of cooperating banks.
The identification, monitoring and diminishing of operational risk are ongoing activities performed
through timely amendments and supplements to the internal and inter-sectoral operating procedures,
as well as through a permanent control of their application, execution and improvement. Moreover,
the reports on existing and potential operational risks are compiled on quarterly basis, containing
also the proposed measures for their mitigation or eventual removal, which is monitored using the
methodologically established risk matrix.
2.2.4. Vault
In 2012, an ongoing monitoring of cash flows and the assessment of needs for cash were aimed at
providing adequate quantity and denomination structure of euro banknotes and coins for the needs
of the CBCG clients and a higher efficiency in dealing with cash. Total projected cash needs in 2012
amounted to EUR 151.6 million, while the recorded needs amounted to EUR 162.8 million. Monthly
projected needs ranged between
EUR 3.6 million and EUR 35.0
Graph 2.19
million, while the recorded needs
Projected and recorded monthly cash needs
ranged between EUR 1.4 million
and EUR 30.4 million (Graph 2.19).
At the same time, the activities focused on the maintenance of optimum cash holdings sufficient for
the regular supply of the CBCG
clients and the reduction of costs
of keeping cash in the CBCG vault.
Moreover, cooperation with banks
was intensified with a view to increasing turnover of outgoing and

19

CDS (Credit Default Swaps) – a purchaser has periodic payouts to a CDS seller (premium), so that in the case of a financial instrument’s default it would receive the payout from the purchaser.
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incoming payments. This turnover
grew by 68% relative to 2011.

Graph 2.20
Outgoing payments in cash

In 2012, cash turnover with the
CBCG clients was EUR 251.6 million (outgoing and incoming payments amounted to EUR 162.8
million and EUR 88.8 million,
respectively), while international
turnover amounted to EUR 193.9
million (the respective amount of
bought and sold cash holdings was
EUR 135.4 million and EUR 58.5
million), showing a significant increase.
In relation to 2011, turnover with
the CBCG clients was EUR 96.0
million or 62% higher (graphs 2.20
and 2.21). Outgoing and incoming
payments recorded respective increases of EUR 44.5 million (38%)
and EUR 51.5 million (138%). International turnover was EUR 44.4
million or 30% higher (the respective value of incoming and outgoing transactions were 14% (EUR
16.7 million) and 90% (EUR 27.7
million) higher.

Graph 2.21
Incoming payments in cash

In 2012, some 188,050 blank bills
of exchange were sold, the total
proceeds amounting to EUR 357,295.00, showing a decrease of 15.570 blank bills of exchange or EUR
29,583.00 less than in 2011. The quantity and the value of sold blank bills of exchange declined 7.6%.
The Central Bank also performed frozen foreign currency deposit (FFCD) payout in the reporting year,
that is, the payout of converted FFCD bonds for the needs of the Ministry of Finance of Montenegro.
There were payments to 28 depositors of Montenegrobanka, 25 depositors of Jugobanka and 3,191 to
the holders of converted FFCD bonds. Total amount of payments was 3,244 payments, and it declined
by 236 (6.78%) relative to 2011. Total payments amounted to EUR 6.55 million or EUR 0.2 million
(1.03%) more than in 2011.
The validity check of 1,050 of suspicious banknotes and coins was performed during the reporting
year and the following was identified: 463 counterfeit banknotes, 572 counterfeit coins and 15 authentic banknotes and coins. Based on these validity checks, 330 reports were prepared and submitted to
the applicants. The number and value of examined counterfeits has shown a mild y-o-y decrease.
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Graph 2.22
Counterfeits denomination structure in 2012

According to the number of pieces,
the most of validated counterfeits
in 2012 remained EUR 2 denominated coins (403 pieces).
The share of counterfeits in 2012 as
per their denomination structure
is presented in Graph 2.22.

Pursuant to the Decision on the
Handling of Suspect Euro Notes
and Coins and Other Activities
Aimed at Protecting the Euro
against Counterfeiting, the following national centres were established in 2012: the National Counterfeit Centre (NCC), the National
Analysis Centre (NAC) and the Coin National Analysis Centre (CNAC).
For the purpose of timely sharing of data and information and providing joint assistance in preventing money counterfeiting, the CBCG signed the Protocol on Cooperation with the Police Directorate
and the Supreme State Prosecutor’s Office.
Aiming to implement the legislation referring to cash operations standards and protecting the euro
against counterfeiting, many meetings were held with banks’ representatives. Pursuant to the abovementioned decision, all banks submitted their business plans for considering. Moreover, the CBCG
bought and installed standardised and contemporary machines for the analysis of euro banknotes
and technical analysis of euro coins. Some 13 machines for analysis of banknotes and coins were
tested. With a view to standardising these operations and harmonising legislation with the legislation
of relevant international institutions, all activities regarding the treatment of banknotes and coins
planned in the National Program for Integration of Montenegro into the European Union were also
performed.
The CBCG also participated in the training “Staff exchange on Investigative Techniques against Money Counterfeiting”, organized by the European Commission/OLAF, under the Pericles Programme.
Moreover, the “Technical Training for Discovering Coin Counterfeits” was organised in Cetinje in cooperation with the European Commission OLAF/ETSC. The technical assistance programme under
the bilateral cooperation with the Deutsche Bundesbank also continued, aimed at introducing with
the latest standards in cash operations and the application of technical, tactical and legal aspect of
combating counterfeiting.
2.2.5. EU accession and cooperation with international financial institutions
In 2012, Montenegro made a significant progress in the European integration process. On 26 June
2012, the Council of Ministers of the European Union rendered a decision on the opening of EU
accession negotiations for Montenegro, which were officially launched by holding a bilateral intergovernmental conference in Brussels.
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The CBCG representatives are designated members of the following negotiation chapters: Chapter
4 - Free Movement of Capital, Chapter 9 - Financial Services, Chapter 17 - Economic and Monetary
Policy, Chapter 18 – Statistics, and Chapter 32 - Financial Control. In addition, CBCG experts are also
included in the activities of working groups for other negotiation chapters which are not under the
direct competence of the CBCG: Chapter 8 - Competition Policy, Chapter 20 - Enterprise and Industrial Policy, Chapter 6 - Company Law, Chapter 11 - Agriculture and Rural Development, and Chapter
33 - Financial and Budgetary Provisions.
Designation of the CBCG’s Chief Economist as a member of the main Negotiation Team for the chapters 4, 9, 17, and 18, emphasises the role of the Central Bank of Montenegro in the entire European integration process. In H2 2012, the CBCG made intense efforts into the preparation of materials and documents submitted to the European Commission (hereinafter: the EC) during the screening process.
The European Union membership candidate status includes the obligation of drafting the annual PreAccession Economic Programme (PEP) which is one of the basic economic programme documents in
Montenegro. The CBCG took part in the drafting of this document in the part referring to macroeconomic projections. In addition, the CBCG participated in the drafting of the Contribution for the EC’s
report on Montenegro’s progress in the stabilisation and association process for 201220.
The CBCG representatives were also included in activities of the authorities established for the purpose of monitoring the execution of contractual obligations from the Stabilisation and Association
Agreement (SAA). In this regard, the CBCG representatives were involved in the work of the SubCommittee for Internal Market and Competition, the Sub-Committee on Trade, Industry, Customs,
Taxation and Cooperation with other Candidate Countries, the Sub-Committee for Economic and
Financial Issues and Statistics, and the Stabilisation and Association Committee.
In 2012, the CBCG intensified the cooperation with representatives of the EU institutions, strengthening in particular the cooperation with the European Central Bank. To wit, the ECB invited the
CBCG to give its contribution to the drafting of the biennial report Financial Stability Challenges in
EU Candidate Countries for the first time.
2.2.5.1. Cooperation with the International Monetary Fund and other international financial
institutions
With regard to cooperation with the international monetary institutions and organisations, the CBCG
cooperated mostly with the International Monetary Fund (IMF) and the World Bank Group, at the
same time keeping close contacts with other central banks and international partners.
In 2012, the CBCG hosted the IMF representatives as a part of the regular mission within the consultations in line with Article IV of the IMF Articles of Agreement. The CBCG representatives also
20

The Contribution contains an overview of our institution’s activities and the progress achieved in the harmonisation
of legislation with the Acquis Communautaire over the one-year reporting period. Since the EC published the 2012
Progress Report on 6 September, the activities on the harmonisation of the legislation with the Acquis Communautaire that the CBCG realised in 2012 were not included.
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attended the IMF and WB Spring Meetings in Washington D.C., as well as the regular annual meeting
of the Dutch Constituency in the IMF and the World Bank.
In 2012, the Central Bank continued using the IMF technical assistance. The special emphasis should
be on the IMF expert assistance provided during the drafting of the Contingency Plan and the practical guidelines for efficient bank intervention and resolution, and technical assistance provided in the
balance of payment statistics.
Through the role of Montenegro’s fiscal agent and depositary on behalf and for the account of Montenegro, the Central Bank of Montenegro performs all deals and transactions envisaged under the IMF
Articles of Agreement in a timely manner.
As per cooperation with the World Bank (WB), the CBCG organised a series of visits of high officials
and representatives of the World Bank, most of these involving the Fiscal Sector Development Policy
Loan (FSDPL2) extended to Montenegro in 2011, the drafting of the Economic Memorandum for Montenegro, and the Financial Sector Policy Based Guarantee (PBG) aimed at helping the economic reform
programme in Montenegro as well as financial planning and banking system supervision. Within the
preparations of the PBG for Montenegro, the CBCG made an official request for the WB’s assistance
in the implementation of international accounting standards, as well as for technical assistance in
drafting and implementation of the specific strategy for the reduction of the NPL levels in the banking sector of Montenegro. This project was approved in 2012 and it is being implemented by the WB
in cooperation with the CBCG and the Ministry of Finance. Technical assistance was to focus on conducting comprehensive diagnostics followed by the implementation of corrective measures in the aim
of creating reasonable and sustainable reinforcement of the Montenegrin NPL workout framework.
In the scope of cooperation with other international financial institutions and organisations, the Governor attended the meetings of the Central Banks Governors’ Club of Central Asia, Black Sea Region
and Balkan Countries, and CBCG officials paid official visits to the Deutsche Bundesbank and to De
Nederlandsche Bank, he attended conferences organised by the National Bank of the Republic of Macedonia, the Bank of Albania, the Central Bank of the Republic of Kosovo, the Central Bank of Bosnia
and Herzegovina, participated in the workshop organised by the EBRD, attended the Bank for International Settlements (BIS) Annual Conference as well as the Summit of Ministers of Finance and
Governors held in Montenegro.
2.2.6. Human resources management
In 2012, in line with the Central Bank Policy, intensive activities were continued aimed at further
development of the Central Bank as a “learning organisation”, supported by the Collective Agreement
provisions and investments in professional training of employees.
In 2012, 145 employees went through 126 professional training programmes. Employees are encouraged to keep improving their current knowledge, especially to keep up with contemporary trends in
the fields of monetary policy and financial stability as well as macroprudential regulation and knowhow on the implementation of international standards, EU directives and best banking practices.
Special emphasis was put on the training of younger employees, especially interns.

65

Implementation of the CBCG Policy in the Reporting Year

The Memoranda of Understanding in the area of human resources development were signed with the
Deutsche Bundesbank and the Central Bank of the Russian Federation. De Nederlandsche Bank defined a more favourable set of conditions of cooperation due to Montenegro’s membership in the IMF
Dutch Constituency. Implementation of the previously signed MoU with the Central Bank of Bosnia
and Herzegovina started, while the technical cooperation continued with other central banks and
international financial, regional and other organisations. The CBCG’s most significant partners in
the field of professional training are the Bank of France, JVI and partner organisations, the Deutsche
Bundesbank and the Czech National Bank.
Opportunity for professional training was used by 44% of the total number of employees, i.e. 70% of
employees with university education, which is 4% more than in 2011. As a result of the austerity measures introduced over the year, more professional training programmes (seminaries and workshops)
were held in the Central Bank of Montenegro, i.e. in Podgorica. Among them were: programmes
conducted in cooperation with the Deutsche Bundesbank and the World Bank, two programmes in
cooperation with audit companies, one programme for informaticists, as well as several programmes
in the field of information security in cooperation with the competent organisational units and persons in the CBCG.
Employees holding university and college degrees account for the main share of the CBCG`s labour
force. Table 2.22 shows the employment structure.
Table 2.22
Educational structure of the CBCG employees
Professional qualifications

Total

%

Doctor’s degree

2

Master’s degree

35

University degree

172

51%

College degree

12

4%

Secondary education

96

29%

Skilled workers

8

2%

9

2%

Semi-skilled and unskilled workers
Total

10%

334

Table 2.23
Age structure of the CBCG employees
Age group

Total

%

Men

Women

Under 25 years

7

0.02%

0

7

25 to 35 years

100

30%

43

57

35 to 45 years

75

22%

23

52

45 to 55 years

88

26%

32

56

Over 55 years

64

19%

Total

334

27

37

125

209
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2.2.7. Public relations and transparency
The CBCG endeavours to operate in line with the highest standards of transparency. Therefore, one of
the priorities is providing information to local and international public on the objectives and results
of its activities in a timely manner via regular and occasional publications and press releases. Thus
the Central Bank seeks to contribute to the raising of public awareness and economic knowledge and
a better understanding of the importance of the Central Bank’s role as an independent institution responsible for maintaining monetary and financial stability and safety of the banking system.
The CBCG publishes numerous publications: Central Bank Annual Report, Financial Stability Report,
Price Stability Report, Chief Economist Annual Report, Chief Economist Quarterly Report, CBCG
Bulletin, Recommendations to the Government for Economic Policy, working papers and theme
books. All regular and occasional publications published on the CBCG website are delivered to interested government institutions, banks and other financial institutions, educational institutions, international organisations and interested journalists and scientific workers.
Public releases on decisions and conclusions of the CBCG Council meetings were delivered in time to
all printed and electronic media, so that the public in Montenegro could be adequately informed on
the Council work and all the relevant documents referring to the banking sector, researches, analyses
of economic development, macroeconomic forecasts etc. In 2012, the media mostly dealt with topics
from the CBCG domain which referred to the results of the banking sector’s operations, the impact of
the global crisis on the financial and banking sectors, etc.
The CBCG website, www.cbcg.me, is regularly updated for the purpose of increasing transparency in
operations. The CBCG website, available in Montenegrin and English languages, gives an insight into
primary and secondary legislation regulating the CBCG operations. In addition, all relevant regulations, decisions, CBCG publications, as well as other important information from the CBCG domain
are published.
2.2.8. CBCG as a socially responsible institution
In line with the adopted Policy, the Central Bank of Montenegro sought to operate on the principles of a
socially responsible institution. In 2012, it attained this objective through its relationship with employees, cooperation with the CBCG trade union, charity grants, and support to numerous other activities.
In 2012, funds allocated for these purposes amounted to EUR 130,290.00 and disbursed as follows:
- Charity for natural persons of EUR 28,370.00
- Charity for legal persons of EUR 58,050.00
- Support to the CBCG trade union’s activities in the amount of EUR 52,870.00
As a part of its obligations, the Central Bank recognised the collection, preservation and public presentation of numismatic and other monetary exhibits. With the opening of the Money Museum on 11
April 2012, the Central Bank set off a long-term project with the aim of preservation and maintenance
of Montenegro’s historical and cultural heritage in the area of numismatics. Therefore, the Money

Implementation of the CBCG Policy in the Reporting Year

Museum is of priceless historical and cultural value for our country. The exhibit titled From Perper
to Euro which includes the exhibits of the genuine Montenegrin state money as of the beginning of
its making in 1906 up to Montenegro’s loss of independence and the introduction of occupant’s currency, checks and vouchers from the periods of the Principality of Montenegro and the Kingdom of
Montenegro, all issues of coins and banknotes in circulation during the state union, all the issues
of commemorative collections issued by the National Bank of Yugoslavia as well as stock exchange
shares. In the aim of completion and enhancement of the collection, the following numismatic corpus
was purchased: a mini set contained of five 10 and 50 perper denominations printed on thick paper
without numeric number and containing printing errors, and the share issued to Prince Pavle by
Crnogorska Banka and valued at 200 krone. The minting machine from 1849 which was used to mint
the first Montenegrin coins – perper, takes a special place among the museum units. As of its opening, i.e. from 11 April to 31 December 2012, 2,401 guests visited the Museum.
For nine consecutive years, in cooperation with commercial banks, the Central Bank carried out the
action “Week of Saving”, during which deposit savings booklets were given to children born in Montenegro between 31 October and 6 November 2012.
In the aim of fostering socially and financially responsible behaviour of children and the youth, the
CBCG, in cooperation with commercial banks, organised a literary competition titled “Save Today, It
Will Be More Worth Tomorrow” (“Danas štedi, sjutra više vrijedi”). The competition was organised
for primary school pupils in the sixth, seventh, eighth and ninth grades. A total of 105 essays sent
from 35 Montenegrin schools were competing. In cooperation with commercial banks, the Central
Bank provided the prize money, namely: EUR 300 for the first place, EUR 200 for the second and EUR
100 for the third place deposited in the winners’ savings accounts and termed for one-year period.
The CBCG encourages the development of science in our country by awarding the best graduation,
master’s and doctor’s theses in the area of banking. The amount of EUR 9,000 was allocated for these
purposes in 2012. One graduation thesis was awarded EUR 2,000 and one master’s thesis EUR 3,000.
In 2012, the CBCG did not award the best doctor’s thesis as none of the submitted papers satisfied the
awarding criteria.
Being a socially responsible institution and recognising the importance of financial education of citizens, the Central Bank launched the Journal of Central Banking, Theory and Practice. The main goal
of this journal is publishing scientific and professional articles from the domain of theoretical and
practical aspects of central banking, including the supervision issues. In addition, the CBCG organises educational programmes – lectures, workshops and seminaries with different topics, held by the
employees from relevant CBCG organisational units at the Money Museum.

2.3. Activities on supporting efficient realisation of the main Central Bank
functions in the reporting year
2.3.1. Risk management in the Central Bank of Montenegro in the function of policy pursuit
The efficient and effective risk management system serves as an important support to the Central
Bank’s governance system. Activities on the development of operational and reputational risk man-
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agement continued in 2012. Quarterly Reports on Risk Management in the CBCG were compiled on
the basis of gathered and thoroughly analysed data on risks identified in the organisational units.
Risk assessment included risk analysis by organisational units, risk categories, risk importance, the
assigned direction and incidents. Operational and reputational risks that the Central Bank was exposed to were managed on the basis of identification and ranking of risks, as well as through the development of the risk mitigation action plan.
2.3.2. IT activities in the function of policy pursuit
In the aim of the preservation of banking system stability as the key financial stability element of the
financial sector, the Central Bank directed its activities in 2012 towards the equipping of the backup
location in terms of IT server infrastructure. To this end, optical communication lines with provider
level redundancy and physical routes were provided.
In addition, these activities included the displacement of the disaster servers for relevant systems:
interbank payment system, enforced collection, main banking system.
In the aim of securing high quality work and information security, the CBCG initiated activities on
the harmonisation with ISO 27001:2005 standard.

2.4. CBCG`s financial performance in 2012
2.4.1. Profit and loss account of the CBCG as at 31 December 2012
Total CBCG revenues in 2012 amounted to EUR 10.27 million or 7.92% below the plan and 34.6% below the total revenues recorded in 2011.
The total Central Bank’s revenues are split into two basic categories: financial and operating income
and other income.
Graph 2.23
Structure of total revenues, January - December 2012

21

The most important item in financial income21, the interest income
(lending interest, interest on securities held for sale and deposit
interest) amounted to EUR 2.71
million, being 25.24% below the
plan, i.e. 30.37% lower compared
to 2011. The largest portion of
these revenues came from income
from interest on securities (held
for sale and held until maturity)
which amounted to EUR 2.33 mil-

Financial income include interest income, profits from financial assets sales and positive FX differentials.
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lion (EUR 2.28 million and EUR 0.05 million, respectively) or 5.63% below the planned amount, and
an annual increase of 61.62%. These changes were a result of changes in the strategy of investments of
international reserves in H2 2011 to the benefit of the investment portfolio. Income from interest on
invested funds in the form of deposits amounted to EUR 0.38 million or 68.71% below the plan, which
is an 84.81% annual decline, primarily as a result of the decline in interest rate in the international
financial market as well as changes in international reserves investment policy.
As per the basic placement categories, in the past four years the following average rates of return were
recorded:
Table 2.24
Average rate of return
Categories
Securities held for sale
Securities held until maturity

2009

2010

2011

2012

3.36%

1.79%

1.66%

0.17%

-

-

-

0.30%

SDR

0.44%

0.27%

0.02%

0.02%

Deposits (EUR)

0.62%

0.34%

0.82%

0.20%

Deposits (USD)

0.14%

0.17%

0.06%

0.15%

Total yield

0.78%

0.43%

0.94%

0.18%

Table 24 shows that the Central Bank recorded the rate of return on total assets in the amount of
0.18% in 2012, while in 2011 the same rate amounted to 0.94%. Data are indicative of a strong impact of the crisis that reflected on a decline in return recorded in the international capital market
in the past few years, as well as on the ability to accumulate institutional investors’ income in this
market.
Income from the sale of financial assets amounted to EUR 0.09 million at end-2012. This type of
income is not planned under the Financial Plan and it refers to income arising from changes in the
market value of financial assets available for sale at the moment of their sale.
Income from positive FX differentials (foreign account, IMF accounts and cash in vault) amounted to
EUR 0.41 million, which is the annual decline of 63.39%. Expenditures from positive FX differentials
amounted to EUR 0.42 million, thus the negative net effect of the FX differentials in the period January – December 2012 amounted to EUR 0.01 million.
Total operating income and other income22 amounted to EUR 7.47 million being 0.83% below the
plan, i.e. 36.29% lower than in 2011 mostly as a result of the EUR 4.25 million income recorded from
the sale of BIS shares that were at the disposal of the Central Bank. Income from fees for payment system services amounted to EUR 3.74 million or 0.63% above the plan and 1.91% higher than in 2011.

22

Total operating and other income includes income from fees for payment system services, fees for cash services,
enforced collection fees, fees for the fiscal agent operations, banking supervision fees, service fee of the Regulatory
Credit Registry, income from commission fees, lease operations, sales and other income.
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Income from fees for cash services amounted to EUR 0.25 million being 38.16% above the plan and
61.97% higher in relation to 2011 due to the increase in cash payments and payouts to clients’ credit.
Positive net effect arising from this item amounted to EUR 0.15 million (paid fees in the amount
of EUR 0.10 million). Income from fees for enforced collection amounted to EUR 0.40 million or
32.81% below the plan and 26.07% lower in relation to 2011. This decline was a result of a decline in
the number of executed enforced collection orders in relation to 2011. Income from fees for the fiscal
agent operations amounted to EUR 0.73 million or 13.57% above the plan and 8.55% more in relation to 2011.
Fees for banking supervision, licences and approvals amounted to EUR 1.06 million or 3.13% more
than in 2011 or 1.70% above the plan. Income from service fees for the Regulatory Credit Registry
amounted to EUR 0.43 million or 41.53% more in relation to 2011, i.e. 42.10% above the plan.
Income from commission fees (fee from transfers via the CBCG foreign account, conversion fees,
fee for tender documentation) amounted to EUR 0.06 million which is a 74.27% decline in relation
to 2011, i.e. a 69.30% decline in relation to the plan. This decline was mostly a result of a decline in
income from fees for international transfers via the CBCG foreign accounts (of 75% in relation to
2011).
Income from lease operations amounted to EUR 0.19 million being 24.56% below the plan and 14.97%
lower in relation to 2011 due to the cancellation of a number of lease contracts.
Income from sales (precious metals, blank bills of exchange and fixed assets and intangible assets)
amounted to EUR 0.36 million which is 6.22% below the plan and 6.62% lower in relation to 2011, due
to a decline in the income from the sale of blank bills of exchange.
Other income amounted to EUR 0.25 million. This income refers to income from collected written-off
receivables, interest on housing loans at market value, reversed provisions for court disputes, income
from accessing the CBCG’s statistical database, income from the European Commission’s payments
for the purpose of compiling the European Commission Business Confidence Index, and income
from museum admissions and other activities.
CBCG Expenses
In 2012, total expenses amounted to EUR 9.51 million or 7.52% below the plan, and 12.66% lower in
relation to 2011. This decline was a result of the internal austerity measures taken by the CBCG on a
rolling basis.
Total CBCG expenses are split in two key groups: financial expenses and operating expenses.
Financial expenses23 amounted to EUR 0.83 million in 2012 and they were 43.58% below the plan and
55.23% lower in relation to 2011.

23

Financial expenses include expenses from interest, losses from sales and impairment of financial assets and negative
FX differentials.
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Expenses from interest to banks, Graph 2.24
on the basis of reserve require- Structure of total expenses, January-December 2012
ments24, amounted to EUR 0.33
million, recording a 22.08% annual decline in 2012. Expenses
from interest to other financial institutions amounted to EUR 0.04
million, being 80.3% below the
plan and recording a 75.45% annual decline. These expenses refer
to the calculation of interest on the
Deposit Protection Fund deposit
which was performed by terming
the assets with safe institutions at
low interest rates. Expenses for interest to the public sector amounted to EUR 0.03 million, which is a
96.19% decline relative to the plan and a 95.83% annual decline. This decline was due to the fluctuations in the level of available Ministry of Finance’s deposits with the Central Bank, as well as to the
interest rates decline.
Losses from the sale of securities held for sale amounted to EUR 0.42 million recording an 18.39%
annual decline.
In 2012, operating expenses25 amounted to EUR 8.68 million, being 1.71% below the plan and 2.84%
lower in relation to 2011.
In 2012, the Central Bank implemented the general internal austerity measures in order to rationalise
operating expenses. The total expenses cut included continual introduction of appropriate austerity
measures, especially regarding the operating activities such as a more efficient and rational management of fixed assets, consumables and all the other expenses categories under the direct influence of
the CBCG management. Austerity was implemented in all budget costs items including business travels, professional training of employees, property insurance, stationary, energy, spare parts, telephone
charges, depreciation, etc.
In addition to the general internal austerity measures continually conducted in the Central Bank, additional concrete measures were introduced in May 2012:
-

24

25

Reduction of the Central Bank officials’ salaries;
Reduction of the number of vehicles in the CBCG vehicle fleet;
Reduction of analogue and mobile telephone costs;
Reduction of travel allowances of 20%;

In line with the Decision Amending the Decision on Bank Reserve Requirement to be Held With the Central Bank of
Montenegro (OGM 22/12)
Operating expenses include expenses for fees and commissions, costs of employees, administrative expenses, operating and other business expenses.
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- Reduction of planned investment costs in the aim of reducing liquid assets outflow and investment spending through cessation of procurement of goods and services and activities
which are not vital to the Central Bank functioning;
- Continuation of rationalisation of all administrative and operating expenses down to the level which secures a normal operating efficiency.
Moreover, the Central Bank officials` salaries (Governor’s, Vice-Governor’s, Executive Director’s,
and Chief Economist’s) were additionally cut as of 1 December 2012. Significant expenses cut was
achieved through the cessation of application of certain Collective Agreement provisions, referring to
the payouts of the following receipts:
- Increase in salaries on the basis of acquired academic titles (MA and PhD) as well as for
working in basement offices and for cash counter persons in 2012;
- Increase in salaries on the basis of results acquired in the process of performance appraisal
for 2012, which are otherwise paid out once a year to employees whose performances deserved the highest marks (in the amount of one and/or one half of the Central Bank average
salary).
In 2012, fee expenses amounted to EUR 0.18 million and they were 34.57% higher than planned and
58.98% higher in relation to 2011. Expenses for fees include expenses for payment transaction fees,
expenses for T-Bills registration, expenses for commissions to banks for buying and selling of cash
holdings, etc.
The costs of employees (gross salaries, other personal income, fees for increased employee expenses, other employee expenses) amounted to EUR 5.98 million, being 5.29% higher than planned and
0.62% higher than in 2011, mostly as a result of changing a number of employees’ service contracts
into temporary labour contracts in order to achieve correct application of changes envisaged by the
new Labour Law.
In 2012, gross salaries26 amounted to EUR 5.40 million exceeding the plan by 5.50% and recording
a 2.07 annual increase. The increase in gross salaries was a result of the appropriate application of
the new Labour Law and the abovementioned changes in the status of service contract employees. In
2012, net salaries amounted to EUR 2.74 million, recording a 0.4% annual decline, yet being 1.19%
above the plan. Trends in the number of employees in 2012 and the average net salary reflect the
changes in staffing policy pursued in 2012 pursuant to which the number of employees was increased
and the average net salary reduced, as shown in Table 2.25.

26

Expenses for gross salaries include: net salaries, base salary, surtax, expenses for contributions paid by the employee,
expenses for contributions paid by the employer, fees for transport expenses, bonuses and winter bonus.
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Table 2.25
Net salaries paid out in 2012, by months
Accounting month 2012
January

Number of employees

Average net salary

317

720.43

February

322

719.35

March

322

723.31

April

320

725.86

May

322

723.74

June

326

721.77

July

327

721.05

August

327

720.66

September

327

719.81

October

327

727.53

November

329

728.91

December

334

699.08

Expenses for other receipts, including expenses for jubilee awards, severance pay, solidarity aid, other
receipts and other fees to employees amounted to EUR 0.14 million, recording an 18.15% annual decline and being 0.44% above the plan.
Fees for increased employees’ costs, including travel allowances, professional training, family separation allowances and accommodation costs in 2012 amounted to EUR 0.37 million, being 12.83% below the plan, and 2.99% lower than in 2011. These fees refer mainly to travelling expenses which were
7.39% below the plan, i.e. 3.09% lower relative to 2011, and to professional training expenses which
were 19.14% below the plan and 3.01% lower relative to 2011.
Other employees’ expenses amounted to EUR 0.07 million. These expenses refer to benefits paid in
advance to employees who terminated their engagement with the Central Bank in 2012.
Administrative expenses27 amounted to EUR 0.61 million in 2012 or 29.17% less than planned and
24.12% less than in 2011. In 2012, operating business expenses28 amounted to EUR 1.45 million or
22.83% less in relation to plan and 13.01% less than in 2011.
In 2012, other operating expenses29 amounted to EUR 0.45 million or 70.35% more in relation to plan
and 14.25% higher in relation to 2011. The increase was a result of the increase in expenses for humanitarian activities, expenses for conferences and seminars (due to increased number of seminars
organised by the Central Bank) and provisions expenditures.

27
28

29

Administrative expenses include: stationery, energy, utilities, intangible services and fees to other natural persons.
Operating business expenses include expenses for maintenance of fixed assets and equipment, literature, telecommunication services, fees for contracts on business cooperation and depreciation.
Other operating expenses include expenses for humanitarian activities, representation, conferences and seminars,
provision expenses and subsequently recognized expenses .
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Net profit
Net profit amounted to EUR 0.76 million in 2012. It is determined in accordance with the International Financial Reporting Standards (IFRS).
2.4.2. Balance sheet of the CBCG as at 31 December 2012
Graph 2.25
Structure of balance sheet assets as at 31 December 2012

As at 31 December 2012, the total
balance sheet amounted to EUR
407.51 million, recording the y-oy increase of 11.93%. In the assets
structure, 23.20% referred to cash
and demand deposits, 26.62% referred to time deposits with foreign banks, while the remaining
50.18% referred to financial assets
held for to maturity, funds with
the IMF, loans and advances, tangible and intangible assets, etc.

Graph 2.26
Structure of balance sheet liabilities as at 31 December 2012

0,51%

As at 31 December 2012, the y-o-y
analysis of the CBCG balance sheet
assets showed no significant deviations in the assets positions` structure.
As at 31 December 2012, the y-o-y
analysis of the CBCG balance sheet
liabilities showed the increase in
the liabilities positions caused by
increases in the Government and
other organisations’ accounts of
54.68%.
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2.4.3. Statement of changes in capital as at 31 December 2012
Total capital of the CBCG amounted to EUR 60.13 million as at 31 December 2012, recording a 0.91%
decline in relation to end-2011.
Initial capital amounted to EUR 39.65 million as at 31 December 2012, recording the annual increase
of 13.27%. To wit, the Central Bank Council adopted a Decision on the Distribution of Profit for 201130
pursuant to which the amount of net profit of the Central Bank of Montenegro for 2011 is determined
at EUR 4.82 million, while the amount of distributable31 profit is determined at EUR 4.82 million.
This decision envisages that 50% of distributable profit be distributed to general reserves of the Central Bank, and 2% to special reserves (EUR 0.10 million). The remaining 48% makes the Montenegro’s
budget revenue (EUR 2.36 million). According to the Governor’s Decision on the Redistribution of a
Part of the CBCG`s 2011 Profit32 and in line with the Protocol on the manner of compensating shortfalls in the initial capital of the Central Bank of Montenegro signed with the Ministry of Finance,
a part of the profit which would have made the budget revenue had been redirected into the initial
capital of the Central Bank.
As at 31 December 2012, general reserves amounted to EUR 0.50 million, while special reserves
amounted to EUR 0.26 million. Revaluation reserves for property, plants and equipment amounted
to EUR 19.69 million, recording the annual decline of 1.04%. Revaluation reserves for financial assets
available for sale showed a negative value of EUR 0.94 million due to negative trends in the securities`
revaluation calculated at the end of each month and representing their deviation from the market
value. These trends to a large extent induced the decline in total capital.
Undistributed profit amounted to EUR 0.97 million and this was primarily net profit recorded in
2012 (EUR 0.76 million), while the rest (EUR 0.21 million) refers to realised revaluation reserves for
fixed assets.

30
31

32

No. 0101-414/29-4 as of 12 April 2012
Distributable profit is determined as a net profit in the amount of EUR 4,815,912.14, reduced by the amount of EUR
4,806.24 from FX differentials on the IMF funds (unrealised revaluation gains) and increased by undistributed profit
from the previous years in the amount of EUR 106,019.31 arising from the abolishment of fixed assets provisions (unrealised revaluation gains deducted from the net profit from previous years and realised in the current year).
No. 0102-1864/1 as of 17 April 2012
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Macroeconomic Forecasts for 2013

3.1. Forecast of macroeconomic indicators
3.1.1. 2013 inflation forecast
In December 2012, consumer prices recorded a 5.1% increase y-o-y, which is the annual inflation
increase of 2.3 percentage points. At end-2012, the annual inflation in Montenegro exceeded that in
the EU (2.3%).
The high annual inflation rate was mostly a result of a significant price increase in the categories
“food and non-alcoholic beverages” (6.9%), “alcoholic beverages and tobacco” (10.7%), “dwelling, water, electricity, gas and other fuels” (11.6%), but mostly the result of the electricity prices increase. The
increase in the prices of food and non-alcoholic beverages in Montenegro was caused by the global
food prices growth, with the additional contribution of newly introduced excise duties on non-alcoholic beverages.
Graph 3.1
Montenegro’s CPI forecast for 2013

Source: CBCG, 2013
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The model assessment indicates that inflation will range between 2.7% and 4.1% at end-2013, while
the expert assessment forecasts inflation between 1.5% and 3.5%33.
The fan chart of inflation in Montenegro, based on the ARIMA model assessment and Tramo/Seats
simulation for 2013, indicates that there is a 90% probability that the CPI inflation will range between
2.2% and 4.5%, depending on the month. At the same time, inflation in the range between 2.7% and
4.1% is forecasted for the end of 2013. To wit, uncertainty grows with the increase of forecasting time
horizon, simultaneously widening the forecast span. Fan chart central projection referring to its darkest part, represents a 10% probability span (Graph 3.2).
The following assumptions were taken into account in forecasting the 2013 inflation (nominal annual
increase):
1.
2.
3.
4.
5.
6.
7.

the price of oil and oil derivatives will not exceed 5% of the prices in December 2012;
the price of aluminium will not increase more than 5% in relation to that in December 2012;
the real estate prices will be on a standstill in relation to end-2012;
the prices of electricity will increase up to 5%;
real wages in 2013 will remain at their 2012 levels;
there will be no significant increase in food prices in relation to September 2012;
the increase in VAT and other taxes is not presumed.

Deviation from any of the above parameters would require forecast corrections.
The expert assessment is similar to the model forecast, however somewhat lower as the model assessment included a part of the last year’s inflation which was a result of the consumer basket’s structure
changes. Therefore, it is expected that the inflation rate will range between 1.5% and 3.5% at end-2013.
Table 3.1
Inflation rate assessment
Optimistic assessment

Realistic assessment

Pessimistic assessment

1.5%

2.5%

3.5%

This assessment is based on the same assumptions as the model assessment. Deviation in any of the
parameters used for this forecast would require assessment revision.
3.1.2. Montenegro’s GDP projection for 2013
As per the Ministry of Finance estimates, the real GDP growth in 2012 amounted to 0.5%. As per the
CBCG model assessment, estimated GDP growth in 2012 amounted to 0.2%, ranging between -0.5%
and 0.3%, the IMF and European Commission estimates indicated that Montenegro’s economy grew
at a rate of 0.2% in 2012, while the EBRD estimated 0.3%.

33

For more details on assumptions for making the inflation forecast, refer to the Price Stability Report.
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The 2013 GDP growth estimates made by international institutions range between 0.8% and 2%.
Table 3.2
International financial institutions’ assessments of Montenegro’s GDP in 2013, in %
Institution

Assessed growth rate in 2013

IMF*

1.5

EBRD

0.8

UN DESA

1.5

European Commission

2.2

Vienna Institute

1.0

World Bank

0.8

* Growth rate published in the IMF report for October 2012.

The CBCG model projection on the
GDP trends indicated that in 2013,
GDP growth will range between
0.7% and 1.9%, with the central
projection of 1.5%. Graph 3.2
shows the real GDP trends seasonally adjusted quarterly macroeconomic model overview. 34

Graph 3.2
Real GDP trends in 2013, model assessment34

Model assessment indicating the
dependence of GDP trends on the
Euro area’s GDP trends, wages
trends, employment rate, industrial output and tourism sector, also
indicates that in 2013, real GDP
growth could range between 0.7%
and 1.9% at the annual level, with
the central projection of 1.51%.
However, attention should be called to risks which are substantial. This primarily reflects in the expected further adjustment of aggregate domestic demand. This adjustment may affect the domestic
demand to some extent as there are no plans for an increase in real wages nor it is expected that the
number of employees in the corporate sector will increase, and given the high illiquidity in this sector and the high level of prudence in the banks’ lending activity, as well as the sluggishness in the EU
economies and neighbouring countries, the main trading partners of Montenegro. Stagnant, if not
a declining aggregate demand, with a particular emphasis on public spending and a mild growth in
investment spending will be the key determinants of the expected GDP growth in 2013 which, due to
the low base from 2012, will make the 2013 recession scenario highly unlikely.
34

Blue line in the Graph represents the trend of real GDP in EUR million by quarters (seasonally adjusted), while the x
axis represents years by quarters.
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3.1.3. Projection of other macroeconomic aggregates for 2013
3.1.3.1. Real estate market in Podgorica
Developments in the real estate market in 2012 indicate sluggish real estate prices, a mild decline and/
or seizure of their sharp decline, which amounted to 30.5% as of Q4 2007. Both in 2011 and the reporting year, the fluctuation of real estate prices ranged between ±5 %, with a perspective of a further
mild decline. At end-2012, the average price of 1m2 in Podgorica amounted to EUR 1,171.56 while it
is expected that by the end-2013 this price will amount to EUR 1,174 per 1m2.
Graph 3.3
Real estate prices – projections for Q4 2013

Source: CBCG, 2013

As per real estate agencies` estimates, the real estate market turnover recorded the y-o-y decline in
2012, with a mild decline in the
prices and an increase in demand
for new building.
Given a decline in real wages, sluggish lending activity of the banking sector, calling of collaterals,
announced fiscal adjustments that
would additionally decrease aggregate demand and households’ purchasing power, it is reasonable to
expect a standstill in the real estate
prices trends in 2013. Nevertheless,
an increase in external demand in
2013 could induce a mild increase
in the real estate prices. This increase was included in the model.

3.1.3.2. Labour market
In December 2012, the unemployment rate was 13.43% recording a 1.86 percentage point y-o-y increase35. According to the Labour Force Survey published by Monstat on quarterly basis, in the first
three quarters of the previous year, the employment rate amounted to 20.7%, 20.0% and 18.8%, respectively. It is evident that the financial crisis, which reflected on the corporate sector’s illiquidity,
induced the increase in unemployment only in 2011 and 2012. Therefore, as per Monstat data, unemployment reached and exceeded the level of 20% in H1 2012.

35

In 2012, principal for the calculation of unemployment rate published by the Employment Agency was adjusted causing the upward corrections of the unemployment rate.
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Graph 3.4
Unemployment rate in Montenegro – projections for Q4 2013

On the other hand, given the results of the CBCG questionnaire
delivered to the corporate sector
within the inflation expectations
research, significant fiscal adjustments that may lead to the staffing
rationalization in the public sector,
with the expectedly poor liquidity of the private sector, it is estimated that the unemployment rate
will remain stagnant by end-2013,
amounting to some 13.30%.
3.1.3.3. Salaries
In 2012, an average gross salary in Montenegro amounted to
EUR 727, while an average salary
without taxes and contributions
amounted to EUR 487. Average
salary (gross) as well as average
salary without taxes and contributions (net) both recorded annual increases of 0.8% and 0.7%,
respectively.

Source: CBCG, 2013

Graph 3.5
Nominal gross salaries in Montenegro – projection for Q4 2013

Observed by the month, the highest nominal growth in salaries
without taxes and contributions
was recorded in January and December, 4.3% and 4.0%, respectively. The highest monthly decline in salaries without taxes and contributions was recorded in February and it amounted to 2.0%.
It is assumed that salaries in the public administration and social insurance sectors will continue
to trend down in 2013, while prevailing expectations of the corporate sector point to a slight annual
increase in nominal salaries in 2013. The model assessment indicates the annual nominal growth of
about 0.93%.
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4.1. Central Bank of Montenegro Policy for 2013
Pursuant to Article 44 paragraph 2 point 1 of the Central Bank of Montenegro Law (OGM 40/10,
46/10), at its meeting held on 28 November 2012, the Council of the Central Bank of Montenegro
established the following:
THE CENTRAL BANK OF MONTENEGRO POLICY FOR 2013
In line with constitutional responsibilities and statutory obligations and accountability for monetary
and financial stability and the banking system functioning, and adhering to the principles of transparency and independence, in 2013, the Central Bank of Montenegro shall:
1. With a view to further enhancing and preserving monetary and financial stability, take all
necessary measures within its authority aimed at strengthening confidence in overall financial system, preventive acting and improving safety and soundness of the banking system
and minimizing adverse effects on and threats to financial stability. The CBCG will continue
to develop monetary policy instruments through reviewing the existing reserve requirements policy and the need to implement other monetary policy instruments. In cooperation
with the World Bank, the Government, and the Association of Montenegrin Banks the CBCG
will work on drafting and implementing the model for restructuring of non-performing loans. Due attention will be paid to overseeing the implementation of the macroprudential
framework with a view to providing its adequate and relevant application. Measures aimed
at the financial system strengthening will particularly focus on fostering and preserving a
sound banking system. To that end, the CBCG will continuously monitor and analyse the
situation in the banking system and, as required, take corrective measures, promote the
strengthening of corporate governance and risk management in banks, and further implementation of internationally accepted banking standards and principles.
2. Support economic policy objectives and measures of the Government of Montenegro, in
particular those pertaining to intensifying the recovery of the economic system, fostering
growth and economic development through systemic development of solutions to structural
problems and increasing employment, but to the extent that will not jeopardise the attaining
of the CBCG objectives, constitutional responsibilities, and independence.
3. Maintain a sound, efficient and effective payment system and work on improving the regulatory framework for performing payment operations by continuing activities on preparing a
new payment system law and relevant secondary legislation harmonized with EU Directives,
international standards, principles and best practises in the functioning of modern payment
systems and payment operations in general.
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4. Manage the international reserve funds in the manner to ensure the safety of investments
and undisturbed meeting of Montenegro’s international financial obligations without jeopardizing liquidity, and adequate managing of all risks pertaining to the investment of these
funds, as well as analyse new opportunities for investment and increasing income.
5. Actively participate in Montenegro’s EU accession process and work on a further harmonisation of regulations within its authority with the EU Acquis Communautaire, whereby the
EU accession shall be treated as one of the strategic priorities and appropriate human and
material resources shall be allocated for its realization.
6. Develop the existing and, as required, recruit new human resources with appropriate qualifications, know-how and skills, and personal and professional integrity. Work on its motivation, educational advancement and promotion in order to fully show its working potential and
achieve expected results and contribute to the implementation of functions and responsibilities of the Central Bank of Montenegro.
7. Continue, following the transparency standards, ensuring timely, reliable and relevant information within its authority to all relevant entities. We will pay special attention to raising the
economic know-how in the society, as well as greater awareness of importance of financial
stability and soundness of the banking system to the whole society.
8. With a view to preserving and maintaining historical and cultural numismatic heritage in
Montenegro, continue activities on supplementing the money collection, with due attention
to completing the collection of the only Montenegrin money – Perper.
9. Adequately develop other areas of importance for the attainment of objectives and the exercising of functions of the Central Bank of Montenegro such as the information system development, international cooperation development, participation in combating counterfeit
currency circulation, and the like.
10. Base its functioning on the principles of a socially responsible organisation and be actively
involved in a modern society trends.

4.2. Guidelines for the implementation of the Central Bank of Montenegro
Policy for 2013
Pursuant to Article 44 paragraph 2 point 2 of the Central Bank of Montenegro Law (OGM 40/10,
46/10), at its meeting held on 28 November 2012, the Council of the Central Bank of Montenegro
established the following:
GUIDELINES FOR THE IMPLEMENTATION OF THE CENTRAL BANK OF MONTENEGRO
POLICY FOR 2013
1. With a view to further strengthening and preserving monetary and financial stability, and particularly encouraging and preserving the stability of the banking system, the Central Bank of
Montenegro (hereinafter: the CBCG) shall:
a. implement all available measures and instruments to preserve monetary and financial stability;
b. continuously revisit its reserve requirement policy, as an instrument of monetary policy, and,
as required, amend the reserve requirement rates and/or base;
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c. continuously analyse potential risks and threats to financial stability and, if necessary, work on
their diminishing by implementing other monetary policy instruments – open market operations, granting liquidity loans to banks, and exercising the function of the lender of last resort;
d. improve the existing and develop a new statistical base and instruments for monitoring financial stability with a view to properly identifying and assessing potential risks in areas
within the CBCG authority;
e. test its Contingency Plan and urge the Financial Stability Council to continuously review the
efficiency of solutions under the National Contingency Plan;
f. improve mechanisms for preserving financial stability, i.e. mechanisms for acting in a potential systemic crisis, carry out stress testing and based on their results take appropriate
measures aimed at preventive acting, i.e. minimising adverse effects in the event of a crisis;
g. analyse macroeconomic trends in Montenegro and effects from the neighbouring countries,
particularly effect on financial stability, and depending on the results, take proper measures
within its competence and recommend imposing adequate measures which implementation
falls outside the authority of the CBCG, in accordance with its powers bestowed by the Central Bank of Montenegro Law and the Financial Stability Council Law;
h. monitor and analyse the situation in all segments of the financial system with a view to timely
identifying all potential causes of instability and the ability of the system to absorb them;
i. intensively cooperate with other financial system regulators in the country in the area of
financial system stability, in accordance with the Financial Stability Council Law, as well as
with relevant international regulators and other institutions;
j. continuously analyse inflation trends, forecast inflation, and contribute to the attaining and
maintaining of price stability;
k. monitor the balance of payment trends and, if necessary and in accordance with its legal
powers, take proper measures or recommend imposing measures that are not under the
competence of the CBCG;
l. with a view to maintaining stability of the banking system, as the key financial sector element for financial stability maintenance, the CBCG shall:
- work on developing and implementing the model for restructuring non-performing loans
together with the World Bank and the Government of Montenegro;
- continue improving the regulatory framework for banks through harmonising regulations with the EU acquis in the process of pre-accession negotiations, as well as harmonising with the business requirements in the international financial market through the
implementation of the Basel standards;
- improve the system of monitoring banking operations in line with modern trends in the
area of supervision through developing a comprehensive reporting system to the CBCG
and the supporting database with indicators prescribed under the Basel III;
- continuously improve the stress testing process of banks with a view to timely determining additional capital requirements and needs for liquid funds in banks;
- continue the policy of prudent licensing, i.e. giving approvals to new shareholders for entering into the banking system, starting from protecting the interests of banks’ depositors
and creditors;
- work on the improvement of risk management in banks and risk-based supervision;
- develop systems to affect the strengthening of transparency and market discipline through a
comprehensive and ongoing exchange of data between banks and other market participants;

89

90

Central Bank of Montenegro Annual Report • 2012

- promote strengthening of corporate governance in banks;
- strengthen mechanisms and procedures necessary for a successful implementation of the
process of prevention of money laundering and terrorist financing;
- intensively monitor trends in external financial markets with a view to volatility that may
have adverse repercussions to the banking system in Montenegro with a view to preventive acting and creating capital protection of the system from external shocks;
- advance cooperation with other supervisors, with a view to synchronising supervisory
activities;
- monitor and implement improvements based on international multilateral agreements
and adopted conventions in banking industry.
2. With a view to supporting the Government of Montenegro in achieving its economic policy, to
the extent that will not jeopardise the objectives and constitutional responsibilities and independence of the CBCG, the CBCG shall:
a. give recommendations to the Government of Montenegro in a manner that its recommendations, measures and instruments, contribute to economic recovery and increasing the employment in the function of financial stability;
b. participate in creating systemic solutions aimed at minimizing illiquidity of the economy
and fostering lending activity, to the extent it would not mean excessive risk taking and jeopardising the banking system stability;
c. monitor and analyse macroeconomic trends in Montenegro, other transitional economies,
the European Union and globally, as well as forecasted trends of key macroeconomic variables by relevant international institutions, with a view to forecasting macroeconomic trends
in Montenegro;
d. continuously develop macroeconomic model of the Montenegrin economy to forecast macroeconomic developments and analyse efficiency of the monetary policy instruments,
whether this be done independently or in cooperation with other institutions in the system;
e. collect, process and publish data on the monetary and balance of payment statistics on regular basis, and other statistical data produced by the CBCG and which represent significant
inputs for the creation of economic policy;
f. publish thematic working papers, monographs and other publications covering current macroeconomic and financial issues.
3. With a view to maintaining and improving safe and sound payment system, the CBCG shall:
a. continuously work on maintaining safe and sound CBCG payment system for interbank
transactions as the basic payment system infrastructure in Montenegro and its further improvement through the implementation of international standards, principles and best practises in the functioning of modern payment systems and payment operations in general;
b. ontinue to perform quality and efficient national payment services for the existing and new
clients of the CBCG;
c. perform the operations of the depository and banker of state bodies and organisations in a
quality and efficient manner, constantly improving cooperation and aligning the regulatory
framework with the changes in operations and market conditions, and working on technical
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d.
e.
f.
g.
h.
i.
j.

k.

improvement of performing these functions, and particularly the function of the fiscal agent
regarding the securities issued by the Government of Montenegro;
improve existing and establish new correspondent relationship with foreign central and
commercial banks and other international financial institutions and organisations;
improve the payment system legislation with a view to its harmonization with EU regulations, with a particular focus on drafting a new law and bylaws;
monitor international standards, principles and best practices of contemporary payment
systems and payment transactions in general, and further implement them;
continuously improve the quality of cooperation with the BIS, the IMF, the World Bank and
other international financial institutions under the function of executing financial transactions;
perform efficient payment system control with a view to providing payment services in line
with the legislation;
improve the functional model of enforced collection, which the CBCG performs in accordance with provision of the Law on Enforcement and Securing of Claims;
perform the payment system oversight function with a view to prevention of systemic risk
in the payment system and its effect to financial system stability in general. In this sense,
through the implementation of the methodology based on international standards, the CBCG
will assess the compliance of the payment system operations with the core principles for the
functioning of payment systems, as well report on taken activities and imposed measures;
continue with activities on infrastructural equipping and migration of the IT system with a
view to increasing security of the payment system functioning.

4. With a view to further improving institutional and other preconditions for managing the international reserves, the CBCG shall:
a. follow a prudent policy of investing international reserves by giving absolute priority to the
safety of placements through investing funds primarily in safe instruments such as shortterm deposits with central banks in the most advanced countries and first-class commercial
banks, as well as into securities of the most favourable rating, safety and liquidity;
b. against the backdrop of extremely low interest rates at the international financial market and
unfavourable yield rates on first class securities, make efforts to make as favourable placement of available funds as possible and thus provide full security of investment and successful managing of all types of risk;
c. pursuant to market conditions and investment principles (security, liquidity, profitability),
reposition the existing financial instruments in the portfolio and improving already adopted
techniques in managing funds and risks of international reserves, with a view to successfully
balancing risks of investing and achieved yield;
d. continuously monitor trends and analyse possibilities of investing funds in new financial
instruments and diversify investments, primarily following the principles of liquidity and
safety, in order to achieve profitability;
e. monitor the situation on the international financial market and timely adjust the policy of
investments to the trends at the market.
5. Continuing active participation in the process of Montenegro’s accession to the European Union,
and respecting the obligations of Montenegro assumed with the status of a candidate country and
the recommendations published by the European Commission, the CBCG shall:

91

92

Central Bank of Montenegro Annual Report • 2012

a. continue activities on the harmonisation of the national legislation with the EU acquis governing banking, payment systems, monetary policy and statistics and other areas within the
CBCG authority;
b. participate in the working and negotiating structures by appointing representatives of the
CBCG to participate in the negotiation team and working groups for the preparation of negotiations for Montenegro’s accession to the EU;
c. give full contribution to the analysis of the compliance of the national legislation with the EU
acquis through participation in the screening process for the negotiation chapters involving
the CBCG competences;
d. participate in the preparation of the PEP (Pre-Accession Economic Programme), the Progress Report and other documents involving the European integration process;
e. continue activities on institutional capacity building thereby creating preconditions for the
future undisturbed functioning of the CBCG within the ESCB and the ECB;
f. improve the existing and establish new forms of cooperation with representatives of central
banks in the EU Member States, as well as with representatives of the ECB and other EU
institutions through the planning of technical assistance and study visits;
g. improve communication strategy in the area of European integrations through preparation of
working studies and other publications which shall present specific aspects of EU accession;
h. participate in the preparation and implementation of projects financed from the EU funds;
i. continue activities on the implementation of obligations defined by the Stabilisation and
Association Agreement (SAA), the National Programme for Integration (NPI) and the Action Plans.
6. With a view to further professional development of employees and maintaining adequate structure of human resources able to implement the defined policy, functions and responsibilities of the
CBCG, changes resulting from the process of European integration and other changes in the business environment, the CBCG shall:
a. make efforts to always have qualified, trained and highly motivated employees with the
know-how appropriate to their job assignments;
b. stimulate employees to permanently improve their knowledge, especially in the areas of
monetary policy and financial stability, macroprudential legislation, risk management,
knowledge required for the implementation of international standards, EU Directives and
good banking practice, as well as other professional knowledge and skills necessary for the
carrying out of working processes in the CBCG;
c. develop mechanisms for improving motivation of employees and further affirm the process
of rewarding employees for their performance;
d. promote employees who regularly achieve the best performance;
e. recruit, when needed, trainees, volunteers and other categories of staff for the realisation of
working processes;
f. pay due attention to training of trainees and employees with short working experience in the
CBCG, training of scarce staff, as well as to further improvement and innovation of knowledge of all employees.
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7. Following transparency standards, the CBCG shall:
a. timely, continuously and reliably inform both domestic and international public on all aspects of its operations and exercising of its constitutional and legal powers, in the manner
understandable to the broadest public;
b. promote the relevant level of economic knowledge in the society, with a view to contributing
to better understanding of central banking, the financial system and financial stability in
general;
c. continue informing the public in timely manner through press releases, the CBCG website,
press conferences and, if needed, interviews, participation in the media broadcasts and the
like;
d. pay special attention to informing the staff.
8. With a view to preserving and valuing the historical and cultural numismatic heritage in Montenegro, the CBCG shall:
a. intensify activities on collecting and supplementing money collection, with a particular focus
on completing the collection of only Montenegrin money – the perper;
b. present the numismatic values to the domestic and foreign public in the professional manner;
c. promote the Money Museum as the institution of general importance for both wide professional and non-professional public and promote the role and importance of the CBCG in the
Montenegrin financial system, euroisation, banking and financial stability and promote the
importance of saving via the programmes of financial education, primarily of children and
pupils.
9. In order to support the realisation of abovementioned objectives in other business areas, the CBCG
shall:
a. work on improving the information system and providing adequate level of its availability
and safety, and particularly on improving the ICT infrastructure supporting the payment
system (RTGS and DNS), the main banking system (GBS), the enforcement collection system
(SPN) and other system services of internal and external users (SIS);
b. work on harmonization with international standards, particularly the standard for information security management ISO/IEC 27001:2005;
c. with a view to developing and improving cooperation with international financial institutions and organizations, central banks and regulatory bodies in other countries, the CBCG
shall:
- continue cooperation with the International Monetary Fund (IMF) and members of the
World Bank Group, particularly in the part concerning the exchange of information, use
of technical assistance, organizing missions of their experts and creating conditions for
eventual use of financial support;
- improve cooperation with other international financial and other organisations through
direct contacts, participation in the working bodies and assemblies of international organisations, as well as through attending and organizing international conferences and
seminars;
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- develop cooperation with other central banks and financial regulatory authorities through
the implementation of signed agreements, particularly in the area of bank supervision, as
well as proposing new forms of cooperation and establishing strategic partnerships;
- affirm active participation of the CBCG officials in meetings, forums, seminars and conferences organised by international organisations.
d. with a view to timely and adequate servicing the needs of banks and other clients for cash in
internal payment operations, and the protection of the euro against counterfeiting, the CBCG
shall:
- continuously monitor and plan the needs for cash, from the perspective of providing an
optimum quantity and the structure of banknotes and coins in circulation;
- initiate the buying of necessary quantities and denominations of banknotes and coins
from the correspondent bank, and/or selling of any surplus cash with a view to optimizing costs of cash holding in the vault on a timely basis;
- intensify already established cooperation with relevant international entities engaged on
the protection of the euro against counterfeiting – the ECB, EC-OLAF, European Technical and Scientific Centre (ETSC), and domestic public authorities – the Supreme State
Prosecutor’s Office and the Police Directorate;
- intensify cooperation with all cash handlers in Montenegro with a view to providing
full implementation of legislation passed in the area of the protection of the euro against
counterfeiting in line with the EU acquis;
- provide necessary environment and infrastructure for full operations of the newly established centres for the protection of the euro against counterfeiting – the National Counterfeit Centre (NCC), the National Analysis Centre (NAC) and the Coin National Analysis
Centre (CNAC);
e. continue activities on risk management in the CBCG through developing and monitoring the
internal controls system and operational and reputational risk management systems;
f. work on drafting the Business Continuity Plan of the CBCG.
10. In its operations, the CBCG shall follow the principles of a socially responsible institution, both to
its employees and regarding the funds at its disposal, through active participation in the development of a modern society. To that end, the CBCG shall:
a. build its operations on the universal principles of protection of human and labour rights,
environmental protection and civil society development;
b. continue, in accordance with its financial possibilities, contributing a portion of its revenues
to charity and supporting the development of cultural, historical and other values of the society;
c. continue promoting the UN Global Compact’s ten principles in its operations;
d. contribute to the strengthening of the civil society through public participation in numerous
social activities;
e. contribute to the development of the educational system through the participation of the
CBCG representatives as guest lecturers in educational institutions, rewarding of the best pupils, graduate students, holders of MSc and PhD degrees and in other ways of mutual interest
for the CBCG and educational institutions.
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Annex 1 - Statistics
Table 1 - Balance of Payments of Montenegro, EUR thousand
2011
A. CURRENT ACCOUNT
GOODS
1. Exports f.o.b.
2. Imports, f.o.b.
SERVICES

2012*

Change in %

% of GDP**

-573,381

-587,213

2.4

-17.7

-1,306,246

-1,388,832

6.3

-41.8

476,547

391,856

-17.8

11.8

1,782,793

1,780,687

-0.1

53.6

589,262

612,311

3.9

18.4

1. Revenues

906,050

997,619

10.1

30.0

2. Expenditures

316,788

385,308

21.6

11.6

26,269

53,827

104.9

1.6

192,822

206,220

6.9

6.2

INCOME
1. Revenues
2. Expenditures
CURRENT TRANSFERS
1. Transfers to Montenegro
2. Transfers from Montenegro
B. CAPITAL AND FINANCIAL ACCOUNT
1. CAPITAL ACCOUNT
2. FINANCIAL ACCOUNT
1. Direct investments-net

166,553

152,393

-8.5

4.6

117,334

135,480

15.5

4.1

155,840

179,700

15.3

5.4

38,506

44,220

14.8

1.3

416,378

336,305

-19.2

10.1

-2,995

7,405

0.2

419,372

328,901

-21.6

9.9

389,104

453,628

16.6

13.6

1.1. Abroad

-12,334

-20,760

68.3

-0.6

1.2. In Montenegro

401,438

474,388

18.2

14.3

2. Portfolio investments-net

163,597

-24,688

2.1. Assets

-14,245

-20,108

2.2. Liabilities

177,842

-4,580

-0.7
41.2

-0.6
-0.1

3. Other investments-net

-247,652

-55,439

-77.6

-1.7

3.1. Assets

-235,135

-224,708

-4.4

-6.8

3.2. Liabilities
4. Change in CBM reserves
C. NET ERRORS AND OMMISSIONS (-A-B)
* Preliminary data
** MoF estimates for the 2012 GDP

-12,517

169,270

114,323

-44,600

157,003

250,908

5.1

98

Central Bank of Montenegro Annual Report • 2012

Table 2 - FDI in Montenegro in 2012 by countries, EUR thousand
Inflow of non-residents' investments in Montenegro

Country

Russian Federation
Netherlands
Slovenia
Switzerland
Italy
Norway
Serbia
Turkey
Hungary
Cyprus
United Kingdom
Germany
United Arab Emirates
Austria
Latvia
USA
Czech Republic
Bosnia and Herzegovina
Luxembourg
Australia
Liechtenstein
Panama
France
Virgin Islands (GBR)
Estonia
Croatia
Belgium
Sweden
Hong Kong
Kosovo
Canada
New Zealand
Poland
Ireland
Lithuania
Belize
Singapore
Kazakhstan
Seychelles
Belarus

Total

Investments
in local
companies
and banks

Sale of real
estates in
Montenegro

1(2+3+4+5+6+7)

2

3

161,538,503.08 7,284,888.48 133,168,356.34
125,570,416.58 58,793,476.00
459,273.65
58,289,917.86 47,374,396.75
750,251.53
39,888,726.34 1,531,285.50 31,979,796.19
36,362,788.01 35,612,873.50
570,696.51
27,412,844.31
597,859.31
26,609,245.88 14,158,911.25
8,567,064.15
24,994,660.00 15,127,808.00
43,020.00
21,514,966.50 20,000,001.00
1,430,792.00
17,389,625.24 3,478,762.09
7,487,887.95
15,084,788.96 1,032,095.03
6,922,024.72
14,634,423.42
417,921.84
3,285,288.59
11,962,223.38 1,197,018.00
233,481.38
9,424,305.17 1,463,233.22
1,800,273.00
4,164,309.94
469,120.00
2,830,171.75
3,959,744.10
150,147.99
3,487,353.15
2,441,658.39
5,725.00
1,104,020.90
2,383,854.75
57,587.85
1,991,820.82
1,927,840.00
500,000.00
475,694.00
1,699,924.06
837,668.03
862,256.03
1,687,242.50
544,975.00
1,142,267.50
1,663,850.00
268,950.00
403,400.00
1,598,402.58
101,933.00
1,391,494.58
1,491,699.01
15,956.00
1,258,976.01
1,465,193.22
1,462,193.22
1,429,395.48
190,128.06
1,102,191.42
1,348,755.00
40,000.00
949,000.00
1,344,374.16
424,955.00
568,844.16
1,149,487.23
143,500.00
855,987.23
1,013,953.40
1,003,953.40
950,929.23
130,004.54
788,311.40
845,578.00
785,868.00
812,468.00
798,700.00
4,500.00
725,610.45
71,269.95
695,781.43
153,598.50
518,250.68
675,896.28
5,000.00
553,391.00
606,620.00
606,620.00
563,917.00
12,011.00
537,706.00
542,430.00
382,430.00
526,012.96
524,512.96

Investments of foreign
capital without
increasing core capital
(intercompany debt)
4
20,951,758.26
66,317,666.93
8,323,973.57
6,377,644.65
179,218.00
14,985.00
1,187,298.88
9,823,832.00
84,173.50
5,976,975.20
7,129,179.21
10,831,212.99
10,531,724.00
6,150,798.95
865,018.19
322,242.96
1,231,912.49
233,248.29
952,146.00

Inflow of Montenegrin residents'
investments abroad
Return of
Decrease
domestic
of capital
Sale of real
capital without
in foreign
estates abroad
increasing core
banks and
capital
companies
5
6
7
133,500.00
725,117.80

26,800,000.00
2,482,170.85

1,116,178.21

131,037.87

446,000.00
1,490.00
100,000.00
10,000,00

100,000.00
30,708.20

70,489.59

991,500.00
104,975.00
216,767.00
3,000.00
137,076.00
359,755.00
350,575.00
150,000.00
10,000.00
32,613.29
59,710.00
9,268.00
654,340.50
23,932.25
117,505.28
14,200.00
160,000.00
1,500.00

82,762.88
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Table 2 - FDI in Montenegro in 2012 by countries, EUR thousand - continued
Inflow of non-residents' investments in Montenegro

Country

FYR Macedonia
Spain
Denmark
China
Greece
Albania
Israel
Ukraine
Bulgaria
Monaco
Slovakia
Japan
Finland
Uzbekistan
Marshall Islands
Other countries
Total:

Total

Investments
in local
companies
and banks

1(2+3+4+5+6+7)

2

466,119.00
450,596.84
444,294.97
440,000.00
409,923.00
388,015.00
294,846.18
291,730.00
265,562.00
217,118.00
206,620.00
200,000.00
150,822.57
126,369.67
105,580.00
426,173.24
633,276,132.37

Sale of real
estates in
Montenegro

Investments of foreign
capital without
increasing core capital
(intercompany debt)

3

4

16,886.00

291,813.00
279,661.00
426,479,22
140,000.00
406,953.00
90,549.00
165,000.00
279,110.00
227,633.00
217,118.00
108,034.00

2,200.00
212,713,366.83

130,847.57
126,369.67
35,000.00
355,229.45
226,238,346.39

168,977.20

187,473.00
14,900.00
300.00

Inflow of Montenegrin residents'
investments abroad
Return of
Decrease
domestic
of capital
Sale of real
capital without
in foreign
estates abroad
increasing core
banks and
capital
companies
5
6
7

174,306.00
1,958.64
17,815,75
300,000.00
2,970.00
109,993.00
114,946.18
12,320.00
37,929.00
81,700.00
200,000.00
19,975.00
70,580.00
68,743.79
162,084,963.75

30,149,486.85

445,027.46

1,644,941,09

Note: Data are obtained from the International Transactions Reporting System (ITRS). Data are given by countries of payment.
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Table 3 – Industrial output
2012

I

II

III

IV

V

VI

VII

VIII

IX

X

XI

XII

Chain index

95.4 106.9 109.5 106.8

74.1 89.7 129.1 97.2

94.6

92.2 116.3 115.3

ø 2011= 100

88.7

94.9 103.9 111.0 82.3 73.8 95.4 92.6

87.6

81.2

94.4 108.8

Same month in the previous year

75.5

85.3

95.9 120.8 104.0 80.4 98.2 94.5

83.9

75.6

94.0 117.0

80.3

85.3

92.3

90.6

90.9

92.9

II

III

IX

X

XI

XII

The same period in the previous year

92.9 94.7 92.5 93.3 93.4

Table 4 – Consumer prices
2012

I

IV

V

VI

VII

VIII

Chain index

100.7* 101.0 100.4 100.5 100.4 100.2 100.2 100.4 100.4 101.1 99.9 99.7

ø 2011 = 100

100.8 102.5 102.9 103.4 103.8 104.0 104.2 104.6 105.0 106.2 106.1 105.8

Same month in the previous year

104.1* 104.2 102.7 103.1 103.5 103.9 104.4 104.0 104.4 105.2 105.2 105.1
104.2 103.7 103.5 103.5 103.6 103.7 103.7 103.8 103.9 104.1 104.1

The same period in the previous year
December 2011= 100

100.8

Table 5 – Producer prices of manufactured products
2012.

I

II

101.0 100.4

Chain index

III

IV

V

VI

VII

VIII

IX

X

XI

99.7 100.1 99.8 101.8 100.0 104.2 98.5 100.4 100.1

XII
99.6

ø 2011 = 100

99.4

99.8

99.5

Same month in the previous year

99.4

99.2

98.5

99.8 99.7 101.8 100.9 105.1 103.5 104.3 104.5 105.7

99.3

99.0

99.2 99.3 99.7 99.9 100.6 100.9 101.2 101.5 101.9

The same period in the previous year
December 2011= 100

99.6 99.4 101.2 101.2 105.4 103.9 104.3 104.4 104.0

101.0 101.5 101.3 101.4 101.1 103.1 103.2 107.3 105.6 106.1 106.2 105.7

Source: Monstat
* Corrected January rate in the CPI release for December 2012.
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Table 6 – Cijene
Producer prices of
Producer prices of export
Producer prices of import
manufactured products
products
products
Total
Total
Total
Total
annual rate monthly rate annual rate monthly rate annual rate monthly rate annual rate monthly rate
Consumer prices

2009

2010

2011

2012

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

4.9
5.4
5.5
5.4
4.8
2.8
2.1
3.1
1.7
1.7
2.3
1.5
0.8
0.2
0.7
0.4
0.3
0.2
1.0
-0.1
0.3
0.6
0.8
0.7
1.1
2.0
3.7
3.7
3.6
3.5
3.0
3.6
3.4
3.3
3.0
2.8
4.1*
4.2
2.7
3.1
3.5
3.9
4.4
4.0
4.4
5.2
5.2
5.1

-0.2
0.7
0.4
0.6
0.1
-0.3
-0.6
1.1
-0.3
0.0
0.0
0.1
-0.3
0.1
0.4
0.1
-0.1
-0.4
0.2
0.1
0.1
0.2
0.2
0.1
0.3
1.0
2.0
0.0
-0.1
-0.5
-0.3
0.7
-0.1
0.2
-0.2
-0.2
0.7*
1.0
0.4
0.5
0.4
0.2
0.2
0.4
0.4
1.1
-0.1
-0.3

5.7
4.7
0.6
0.1
-1.9
-7.8
-9.3
-9.9
-8.6
-8.1
-7.2
-3.4
-6.4
-6.2
-4.6
-3.4
1.1
2.2
2.9
2.5
1.6
0.7
0.3
0.4
2.8
4.5
5.6
4.7
1.9
2.2
3.6
3.2
3.2
2.8
2.8
1.0
-0.6
-0.8
-1.5
-0.2
-0.3
1.8
0.9
5.1
3.5
4.3
4.5
5.7

Source: Monstat
* Corrected January rate in the CPI release for December 2012

-1.2
0.0
-1.6
0.3
-0.5
-1.1
-1.4
0.6
0.7
0.5
0.3
0.3
-2.4
-0.8
-0.5
1.5
3.8
-0.7
-0.9
0.3
0.2
-0.3
0.0
0.3
1.6
0.8
0.4
0.0
-0.2
-0.3
0.7
0.0
0.1
-0.4
-0.1
-1.6
1.0
0.4
-0.3
0.1
-0.2
1.8
0.0
4.2
-1.5
0.4
0.1
-0.4

-22.6
-21.3
-25.9
-31
-30.3
-36
-29.7
-24
-28.9
-26.4
-18.3
-2.1
12.7
14.3
24.2
34.3
30.1
35.6
20.6
13.2
22.1
15.6
21.3
17.2
13.2
16.3
11.9
5.5
9.0
11.7
11.7
9.4
5.6
6.7
-0.5
-6.3
-8.6
-6.0
-5.8
-5.6
-7.8
-7.4
-7.2
-7.1
-8.7
-2.3
-1.4
-0.5

-13.9
-1.3
-1.4
-0.6
0.2
-8.2
11.1
8.6
-4.7
1.6
1.7
7.4
3.8
-2.4
4.7
6.5
-2.8
-2.8
-1.3
2.0
3.2
-2.7
5.4
3.1
1.5
0.4
0.0
-0.1
0.9
-0.2
-1.0
-0.3
-0.7
-1.5
-2.3
-3.0
-1.1
3.3
0.2
0.1
-1.5
0.3
-0.8
-0.2
-2.4
5.4
-0.3
-2.1

3.1
3.9
5.6
6.6
6.1
6.2
9.0
10.6
8.0
8.6
7.3
9.4
8.1
8.7
8.1
8.1
7.6
7.5
5.6
5.6
5.7
5.4
5.4
4.3
3.1
2.5
1.8
1.4
1.0
0.5
0.8
2.3
3.3
2.5
1.7
0.5

1.5
0.4
1.6
1.1
-0.1
-0.3
2.0
1.5
-0.9
0.4
0.3
1.6
1.8
0.8
0.9
0.7
-0.6
-0.3
-0.2
1.3
-0.8
0.0
0.2
0.4
0.8
-0.1
-0.1
0.3
-0.8
-0.8
0.1
2.6
0.4
-0.8
-0.5
-0.7
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Table 7 - Net profit/loss by economic industries, EUR million
No.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
I
II

Title

I-XII 2011

Agriculture, forestry and fishing
Mining and quarrying
Manufacturing
Electricity, gas, steam and air conditioning supply
Water supply, sewerage, waste management and remediation
activities
Construction
Wholesale and retail trade; repair of motor vehicles and motorcycles
Hotels and restaurants
Accommodation and food service activities
Information and communication
Financial and insurance activities
Real estate activities
Professional, scientific and technical activities
Administrative and support service activities
Public administration and defence; compulsory social security
Education
Human health and social work activities
Arts, entertainment and recreation
Other service activities
Activities of households as employers; undifferentiated goods and
services-producing activities of households for own use
Activities of extraterritorial organisations and bodies
Net profit
Net loss
Net profit/loss in the accounting period

I-XII 2010

Index

3.40
-10.21
-115.93
-64.35

2.84
-12.93
13.32
20.32

119.00
78.00
-870.00
-316.00

-6.78

-1.48

458.00

-13.73
28.13
93.76
-28.38
19.76
-8.38
-37.83
-7.08
-1.44
-0.17
-0.10
-4.17
-6.75
-0.12

13.33
37.67
3.87
-17.73
19.57
16.61
-20.52
5.71
0.58
-0.13
-0.07
-3.31
-3.93
0.60

-102.00
74.00
2.422.00
160.00
101.00
-50.00
184.00
-124.00
-250.00
130.00
151.00
126.00
171.00
-20.00

0.00

0.00

0.00

0.02
145.05
-305.43
-160.37

-0.01
134.42
-60.10
74.32

-121.00
108.00
-508.00
-225.00

Table 8 – Recorded net result in 2011 at the municipal level (EUR million)
No.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15
16.
17.
18.
19.
20.
21.

Municipality
Podgorica
Danilovgrad
Rožaje
Šavnik
Andrijevica
Žabljak
Plav
Bijelo Polje
Mojkovac
Berane
Kolašin
Plužine
Tivat
Ulcinj
Pljevlja
Kotor
Cetinje
Herceg Novi
Bar
Budva
Nikšić

Net result
2011

Index

2010
34.25
2.02
0.51
0.07
-0.01
-0.50
-0.89
-1.33
-1.54
-1.57
-1.92
-2.64
-3.59
-3.89
-6.82
-10.25
-10.41
-14.78
-15.52
-37.32
-84.23

161.87
2.87
-0.40
0.04
0.27
-1.05
-0.33
-0.07
-0.69
-1.36
-3.47
-1.91
8.61
-4.93
8.28
5.60
-7.84
-16.27
-12.52
-33.07
-29.29

21.2
70.5
-126.7
170.0
-3.0
47.1
271.2
1,824.8
222.7
114.8
55.3
138.2
-41.6
79.1
-82.4
-183.1
132.7
90.9
123.9
112.8
287.6
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Table 9 – Number of legal persons and entrepreneurs and their structure on the basis of account freezing in
the period December 2007 – December 2012

Date
31.12.2007

Total number of Number of legal persons
legal persons and and entrepreneurs which
entrepreneurs
accounts are not frozen
35,173
27,027

31.12.2008

45,446

35,717

76.84%

Number of legal persons
and entrepreneurs with
frozen accounts
8,146

23.16%

78.59%

9,729

21.41%

%

%

31.12.2009

50,186

37,932

75.58%

12,254

24.42%

31.12.2010

53,861

39,748

73.80%

14,113

26.20%

31.12.2011

57,464

42,278

73.57%

15,186

26.43%

57,669

42,317

73.38%

15,352

26.62%

2012
31.01.
29.02.

57,916

42,424

73.25%

15,492

26.75%

31.03.

58,218

42,688

73.32%

15,530

26.68%
26.79%

30.04.

58,523

42,845

73.21%

15,678

31.05.

58,839

43,161

73.35%

15,678

26.65%

30.06.*

50,450

38,527

76.37%

11,923

23.63%

31.07.

50,870

38,909

76.49%

11,961

23.51%

31.08.

51,533

39,570

76.79%

11,963

23.21%
23.14%

30.09.

51,438

39,534

76.86%

11,904

31.10.

51,752

39,788

76.88%

11,964

23.12%

30.11.

51,824

39,741

76.68%

12,083

23.32%

31.12.

52,089

39,842

76.49%

12,247

23.51%

* Number of legal persons and entrepreneurs was reduced on 30 June 2012, because the database of the Central
Registry of Accounts kept by the CBCG was harmonized with the databases of the Central Registry of Business Entities
and the Central Registry of Commercial Court in which these legal persons and entrepreneurs are registered as
deleted. Consequently, data that are being published in relation to the enforcement collection were also updated.

Table 10 – Pokazatelji broja unijetih naslova za prinudnu naplatu
Period
Total 2011

Number of enforcement collection orders
entered into enforcement collection software
30,617

Working
Days
255

2012
I

2,651

20

II

2,496

21

III

2,793

22

IV

2,416

21

V

2,234

19

VI

1,601

21

VII

2,099

21
23

VIII

1,230

IX

1,336

20

X

1,835

23

XI

1,838

22

XII

2,198

22

24,727

255

Total 2012
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Table 11 – Comparative indicators of recorded national payment transacgtions in the period 2007 - 2012
Total
orders

Period

Chain
Index

Working Daily
days
average

Interbank
orders

Daily
average

Share of
interbank
orders

Internal
orders

Daily
average

Share of
internal
orders

2007

23,183,996

254

91,276

7,937,323

31,249

34.24%

15,246,673

60,026

2008

26,309,253

254 103,580

9,100,708

35,830

34.59%

17,208,545

67,750

65.76%
65.41%

2009

25,860,406

254

101,813

8,644,923

34,035

33.43%

17,215,483

67,777

66.57%

2010

25,292,530

256

98,799

8,809,445

34,412

34.83%

16,483,085

64,387

65.17%

2011

23,642,971

67.09%

255

92,718

7,780,970

30,514

32.91%

15,862,001

62,204

I-2012

1,502,259

68

20

75,113

426,143

21,307

28.37%

1,076,116

53,806

71.63%

II-2012

1,680,292

112

21

80,014

472,233

22,487

28.10%

1,208,059

57,527

71.90%

III-2012

1,969,048

117

22

89,502

594,520

27,024

30.19%

1,374,528

62,479

69.81%

IV-2012

2,000,033

102

21

95,240

606,270

28,870

30.31%

1,393,763

66,370

69.69%

V-2012

1,982,788

99

19

104,357

617,883

32,520

31.16%

1,364,905

71,837

68.84%

VI-2012

2,079,618

105

21

99,029

681,392

32,447

32.77%

1,398,226

66,582

67.23%

VII-2012

2,255,144

108

21

107,388

727,685

34,652

32.27%

1,527,459

72,736

67.73%

VIII-2012

2,190,103

97

23

95,222

691,616

30,070

31.58%

1,498,487

65,152

68.42%

IX-2012

1,977,478

90

20

98,874

624,769

31,238

31.59%

1,352,709

67,635

68.41%

X-2012

2,206,987

112

23

95,956

666,593

28,982

30.20%

1,540,394

66,974

69.80%

XI-2012

2,011,919

91

22

91,451

613,604

27,891

30.50%

1,398,315

63,560

69.50%

XII-2012

2,198,854

109

22

99,948

683,065

31,048

31.06%

1,515,789

68,900

68.94%

255

94,331

7,405,773

29,042

30.79%

16,648,750

65,289

69.21%

24,054,523

2012
Monthly average

2,004,544

617,148

1,387,396

Index 2012/2011

102

95

105

Table 12 – Comparative indicators of recorded national payment transactions in the period 2007 – 2012

Period

Total
orders

Chain Working
index days

Daily
average

Interbank
payment
orders

Daily
average

Share of
interbank
orders

Internal
payment
orders

Daily
average

Share of
internal
orders

2007

25,242,585,660

254

99,380,259 10,425,634,941 41,045,807

41.30%

14,816,950,718 58,334,452 58.70%

2008

26,715,281,627

254

105,178,274 10,546,453,000 41,521,469

39.48%

16,168,828,627 63,656,806 60.52%

2009

22,033,220,193

254

86,744,961

8,900,719,570

35,042,203

40.40%

13,132,500,623 51,702,758

2010

20,407,364,691

256

79,716,268

8,673,777,093

33,881,942

42.50%

11,733,587,598 45,834,327 57.50%
12,009,464,651 47,095,940

59.60%

2011

21,079,281,758

255

82,663,850

9,069,817,107

35,567,910

43.03%

I-2012

1,168,198,504

52

20

58,409,925

454,573,077

22,728,654

38.91%

713,625,426

35,681,271

56.97%
61.09%

II-2012

1,350,237,377

116

21

64,297,018

623,263,589

29,679,219

46.16%

726,973,788

34,617,799

53.84%

III-2012

1,552,577,747

115

22

70,571,716

656,872,692

29,857,850

42.31%

895,705,055

40,713,866

57.69%

IV-2012

1,708,347,246

110

21

81,349,869

833,683,093

39,699,195

48.80%

874,664,153

41,650,674

51.20%

V-2012

1,644,694,355

96

19

86,562,861

696,287,039

36,646,686

42.34%

948,407,316

49,916,175

57.66%

VI-2012

1,822,552,099

111

21

86,788,195

777,681,492

37,032,452

42.67%

1,044,870,606

49,755,743

57.33%

VII-2012

2,147,046,670

118

21

102,240,318

932,571,076

44,408,146

43.44%

1,214,475,594

57,832,171

56.56%

VIII-2012

2,070,532,824

96

23

90,023,166

898,529,759

39,066,511

43.40%

1,172,003,065

50,956,655 56.60%

IX-2012

1,832,504,365

89

20

91,625,218

800,636,124

40,031,806

43.69%

1,031,868,241

51,593,412

X-2012

1,785,210,993

97

23

77,617,869

760,283,156

33,055,789

42.59%

1,024,927,837

44,562,080

57.41%

XI-2012

1,730,020,481

97

22

78,637,295

703,678,206

31,985,373

40.67%

1,026,342,275

46,651,922

59.33%

XII-2012

2,002,058,314

116

47,120,419

51.78%

2012

20,813,980,972

Monthly average

1,734,498,414

758,622,367

975,876,047

Index 2012/2011

99

100.37

98

56.31%

22

91,002,651

965,409,103

43,882,232

48.22%

1,036,649,211

255

81,623,455

9,103,468,406

35,699,876

43.74%

11,710,512,566 45,923,579 56.26%

105
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Table 13 – Comparative indicators of recorded interbank payment transactions in the period 2007 - 2012
Period

Interbank
payment
orders

Chain Working
index
days

Daily
average

RTGS
orders

Daily
average

Share of
RTGS

DNS
orders

Daily
average

Share of
DNS
orders

2007

10,425,634,941

254

41,045,807

9,954,690,116

39,191,693

95.48% 470,944,826

1,854,113

4.52%

2008

10,546,453,000

254

41,521,469 10,019,615,322

39,447,304

95.00% 526,837,678 2,074,164

5.00%

2009

8,900,719,570

254

35,042,203

8,392,787,438

33,042,470

94.29% 507,932,131 1,999,733

5.71%

2010

8,673,777,094

256

33,881,942

8,140,415,076

31,798,496

93.85% 533,362,017 2,083,445

6.15%

2011

9,069,817,107

255

35,567,910

8,519,229,139

33,408,742

93.93% 550,587,969

2,159,169

6.07%
6.88%

I-12

454,573,077

42

20

22,728,654

423,286,346

21,164,317

93.12%

31,286,731 1,564,337

II-12

623,263,589

137

21

29,679,219

588,270,369

28,012,875

94.39%

34,993,219 1,666,344

5.61%

III-12

656,872,692

105

22

29,857,850

615,089,057

27,958,593

93.64%

41,783,635 1,899,256

6.36%

21

IV-12

833,683,093

127

39,699,195

791,173,542

37,674,931

94.90%

42,509,550 2,024,264

5.10%

V-12

696,287,039

84

19 36,646,686

651,978,765

34,314,672

93.64%

44,308,274 2,332,014

6.36%

VI-12

777,681,492

112

21

37,032,452

727,675,978

34,651,237

93.57%

50,005,515

6.43%

VII-12

932,571,076

120

21

44,408,146

875,321,600

41,681,981

93.86%

57,249,477 2,726,166

6.14%

VIII-12

898,529,759

96

23

39,066,511

842,011,664

36,609,203

93.71%

56,518,095 2,457,308

6.29%

2,381,215

IX-12

800,636,124

89

20

40,031,806

753,093,876

37,654,694

94.06%

47,542,249

2,377,112

5.94%

X-12

760,283,156

95

23

33,055,789

710,952,004

30,910,957

93.51%

49,331,152 2,144,833

6.49%

XI-12

703,678,206

93

22

31,985,373

658,906,381

29,950,290

93.64%

44,771,825 2,035,083

6.36%

965,409,103

137

22

43,882,232

915,896,255

41,631,648

94.87%

49,512,848 2,250,584

255

35,699,876

8,553,655,836

33,543,748

93.96% 549,812,570

XII-12
2012

9,103,468,406

Monthly average

758,622,367

712,804,653

45,817,714

Index 2012/2011

100,37

100,40

99,86

2,156,128

5.13%
6.04%

Table 14 – Comparative indicators of recorded internal payment transactions in the period 2007 – 2012

Period

Total
Internal orders

Chain Working
Index
days

Daily
average

Cashless
orders

Daily
average

Share of
cashless
orders

Cash
orders

Daily
average

Share of
cash
orders

2007.

14,816,950,718

254 58,334,452 11,233,614,329 44,226,828

75.82% 3,583,336,389 14,107,624

2008.

16,168,828,627

254 63,656,806 12,352,961,765 48,633,708

76.40% 3,815,866,862 15,023,098 23.60%

24.18%

2009.

13,132,500,623

254 51,702,758

9,993,633,299 39,345,013

76.10%

3,138,867,324 12,357,745 23.90%

2010.

11,733,587,598

256 45,834,327

8,741,589,307 34,146,833

74.50%

2,991,998,291 11,687,493 25.50%

2011.

12,009,464,651

255 47,095,940

8,952,110,113 35,106,314

74.54%

3,057,354,538 11,989,626 25.46%

I-12

713,625,426

61

20 35,681,271

530,378,440 26,518,922

74.32%

183,246,986

9,162,349 25.68%

II-12

726,973,788

102

21 34,617,799

545,439,461 25,973,308

75.03%

181,534,326

8,644,492

24.97%

III-12

895,705,055

123

22 40,713,866

671,124,270 30,505,649

74.93%

224,580,784 10,208,217

25.07%

21 41,650,674

647,719,529 30,843,787

74.05%

226,944,624 10,806,887

25.95%

19

706,707,635

74.52%

241,699,681 12,721,036 25.48%

IV-12

874,664,153

98

V-12

948,407,316

108

49,916,175

37,195,139

VI-12

1,044,870,606

110

21 49,755,743

777,526,881 37,025,090

74.41%

267,343,725 12,730,654 25.59%

VII-12

1,214,475,594

116

21 57,832,171

884,302,092 42,109,623

72.81%

330,173,501 15,722,548

27.19%

VIII-12

1,172,003,065

97

23 50,956,655

831,598,220 36,156,444

70.96%

IX-12

1,031,868,241

88

20 51,593,412

758,551,114

37,927,556

73.51%

273,317,127 13,665,856 26.49%

X-12

1,024,927,837

99

23 44,562,080

756,914,221 32,909,314

73.85%

268,013,616 11,652,766

XI-12

1,026,342,275

100

22 46,651,922

791,973,799 35,998,809

77.16%

234,368,476

1,036,649,211

101

47,120,419

779,896,999 35,449,864

75.23%

255 45,923,579

8,682,132,662 34,047,579

74.14%

XII-12
Total I-XII/12

11,710,512,566

22

340,404,844 14,800,211 29.04%
26.15%

10,653,113 22.84%

256,752,212 11,670,555

24.77%

3,028,379,904 11,876,000 25.86%

Monthly average

975,876,047

723,511,055

252,364,992

Index 2012/2011
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97

99

106

Central Bank of Montenegro Annual Report • 2012

Table 15 – Total CBCG income

No.

Item

1.

FINANCIAL INCOME

1.1.

Interest income

1.2.

Plan 2012

Reported
Jan-Dec 2011

Reported
Jan-Dec 2012

Share

Index
2012/plan

Index
2012/2011

1

2

3

%

3/1

3/2

3,620.000.00

3,976,575.30

2,798,944.75

27.26

77.32

3,620.000.00

3,887,194.30

2,706,491.75

26.36

74.76

69.63

Income from sale of financial assets

0.00

89,381.00

92,453.00

0.9

-

103.44

1.3.

FX translation gain

0.00

0.00

0.00

-

-

0.00

2.

7,530,800.00

11,722,616.96

7,468,218.17

72.74

99.17

63.71

2.1.

OPERATING INCOME AND OTHER
REVENUES
Fees

6,474,300.00

6,363,098.61

6,605,114.01

64.33

102.02

103.80

2.1.1.

Fees for payment system services

3,713,500.00

3,666,763.62

3,736,802.14

36.4

100.63

101.91

2.1.2.

Fees with cash services

182.000.00

155,238.42

251,446.94

2.45

138.16

161.97

2.1.3.

Fees for executing enforced collection

592,800.00

538,746.11

398,318.89

3.88

67.19

73.93

2.1.4.

Fees for services as fiscal agent

640.000.00

669,619.73

726,877.31

7.08

113.57

108.55

2.1.5

Fees for bank supervision and issuing of
licences and permits
Fees for services of the Regulatory
Credit Registry
Income from commissions

1,042.000.00

1,027,519.23

1.059.692.73

10.32

101.70

103.13

304.000.00

305,211.50

431,976.00

4.21

142.10

141.53

202,300.00

241,378.68

62,103.14

0.61

30.70

25.73

2.1.6
2.2.

70.39

2.3.

Income from operational lease

240.000.00

221,385.13

188,249.66

1.83

78.44

85.03

2.4.

Other income

385.000.00

386,647.85

361,037.28

3.52

93.78

93.38

2.5.

Other income

229,200.00

4,510,106.69

251,714.08

2.45

109.82

5.58

11,150,800.00 15.,699,192.26

10.267.162,92

100.00

92.08

65.40

TOTAL

Table 16 – Total CBCG expenses

No.

Item

Plan 2012
1

1.

FINANCIAL EXPENSES

Reported
Jan-Dec 2011
2

1,450,000.00

1,952,460.69

Reported
Jan-Dec 2012

Share

Index
2012/plan

Index
2012/2011

3

%

3/1

3/2

828,485.25

8.72

56.42

44.77
30.23

1.1

Interest expenses

1,450,000.00

1,310,113.62

395,993.21

4.17

27.31

1.1.1

Expenses for interest to banks -RR

450,000.00

418,515.83

326,090.42

3.43

72.46

77.92

1.1.2

200,000.00

160,487.16

39,405.32

0.42

19.70

24.55

1.1.3

Expenses for interest to other financial
institutions
Expenses for interest to public sector

800,000.00

731,110.63

30,497.47

0.32

3.81

4.17

1.2.

Losses from sale and impairments

0.00

517,242.50

422,107.00

4.44

-

81.16

1.3.

FX translation losses

0.00

125,104.57

10,385.04

0.11

-

8.30

2.

OPERATING EXPENSES

8,828,800.00

8,930.819.43

8,677,397.59

91.28

98.29

97.16

2.1.

Fees

133,262.00

112,798.09

179,327.32

1.89

134.57

158.98

2.2.

Cost of employees

5,681,998.00

5,945,710.73

5,982,405.29

62.93

105.29

100.62

2.2.1.

Gross wages

5,114,998.00

5,287,052.95

5,396,256.14

56.77

105.50

102.07

2.2.2. Other personal income

140,000.00

171,796.94

140,620.82

1.48

100.44

81.85

2.2.3. Fees for increased expenses to
employees
2.2.4. Other personal expenses

427,000.00

383,720.69

372,234.21

3.91

87.17

97.01

0.00

103,140.15

73,294.12

0.77

0.00

71.06

2.3.

Administrative expenses

865.801.00

808,209.13

613,277.87

6.45

70.83

75.88

2.4.

Operating expenses

1,884,939.00

1,672,243.04

1,454,699.48

15.30

77.17

86.99

2.5.

Other operating expenses

262,800.00

391,858.44

447,687.63

4.71

170.35

114.25

10,278,800.00

10,883,280.12

9,505,882.84

100.00

92.48

87.34

TOTAL

Annexes

Annex 2 – Secondary legislation
Secondary legislation of the Central Bank of Montenegro passed in 2012
1. Decision on Public Disclosure of Data by Banks (OGM 2/12),
2. Decision amending the Decision on Bank Reporting to the Central Bank pursuant to the
Banking Law (OGM 2/12),
3. Decision supplementing the Decision on Temporary Measures for Credit Risk Management
in Banks (OGM 2/12),
4. Decision amending the Decision on Banking Ombudsman (OGM 2/12),
5. Decision on Establishing Default Interest in the Period 1 January - 30 June 2012 (OGM 2/12),
6. Decision on the Content, Deadlines and Manner of Compiling and Submitting Bank’s
Financial Statements (OGM 15/12),
7. Decision on the Manner of Calculating Bank Exposures (OGM 15/12),
8. Decision repealing the Decision on Performing Enforced Collection from the Account of the
Judgment Debtor (OGM 15/12),
9. Decision amending the Decision on determining tariff for calculating fees charged for the
Central Bank of Montenegro services (OGM 22/12),
10. Decision amending the Decision on Bank Reserve Requirement to be Held with the Central
Bank of Montenegro (OGM 22/12),
11. Decision on Minimum Standards for Credit Risk Management in Banks (OGM 22/12),
12. Decision on Establishing Default Interest for the Period 1 July - 31 December 2012 (OGM
35/12),
13. Decision on Chart of Accounts for Banks (OGM 55/12),
14. Decision amending the Decision on Minimum Standards for Credit Risk Management in
Banks (OGM 55/12),
15. Decision amending the Bank Capital Adequacy Decision (OGM 55/12),
16. Decision on Interim Measures for Limiting Bank Interest Rates (OGM 56/12),
17. Decision amending the Decision on Minimum Standards for Risks Management in MicroCredit Financial Institutions (OGM 61/12),
18. Decision amending the Decision on Minimum Standards for Bank Investment in Immovable
Property and Fixed Assets (OGM 61/12),
19. Decision amending the decision on bank reserve requirement to be held with the Central
Bank of Montenegro (OGM 61/12),
20. Decision on Statistical Data to be Submitted to the Central Bank of Montenegro for the
Purpose of Compiling the Balance of Payments of Montenegro (OGM 61/12),
21. Decision on Reports to be Submitted to the Central Bank of Montenegro (OGM 64/12),
22. Decision amending the Decision on Credit Registry (OGM 64/12),
23. Decision repealing the Decision on Mandatory Elements of the Payer Transfer Order (OGM
64/12),
24. Guidance on the Manner of Recording Loan Loss Provisions, Value Adjustments and Written
Off Items of the On-Balance Sheet Assets when Determining Opening Balance in Banks’
Business Books for 2013 (OGM 61/12).
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