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171. Inflation trend in Montenegro

Price developments in Montenegro during 2025 were influenced by
both external and domestic factors, highlighting the complex nature of
inflationary pressures and their links with broader macroeconomic and
financial developments. Inflation in Montenegro was affected by glob-
al shocks, including supply chain disruptions and fluctuations in energy
and food prices, while also reflecting the influence of domestic struc-
tural and cyclical factors. In the domestic context, inflation was driven
by wage growth, credit cycle dynamics, developments in the real estate
market, and the expansion of private consumption.

Against this backdrop, increases in real estate prices and intensified
lending activity exerted pro-inflationary effects, while wage growth and
household lending further strengthened aggregate demand. These de-
velopments indicate the existence of a relationship between inflation,
the financial cycle, and disposable income.

The analysis of factors affecting price stability contributes to a more
comprehensive understanding of the sources of inflationary pressures
and their potential implications for macroeconomic resilience and eco-
nomic stability. Such an approach is particularly relevant for a small and
open economy such as Montenegro, which is simultaneously exposed
to external shocks and domestic cyclical developments, especially given
the institutional constraints in the area of monetary policy. The Central
Bank of Montenegro does not have an issuing function and does not
pursue an independent monetary policy; consequently, it does not have
at its disposal the conventional instruments for directly managing mon-
ey supply and interest rates. Within this framework, price stability largely
depends on structural policies, the fiscal framework, and macropruden-
tial policy, as well as on the adjustment of the domestic economy to ex-
ternal monetary conditions.

As a highly open and euroised economy, Montenegro is highly exposed
to imported inflation, with price developments in the euro area and glob-
al commodity markets exerting a strong influence on domestic inflation
dynamics. In this context, global inflation slowed to around 41% in 2025
(from 5.8% in 2024), while inflation in the euro area stood at approxi-
mately 21% (after 2.4%), with pronounced differences across regions.

Disinflationary trends in the international environment during 2025,
supported by the restrictive monetary policy of the European Central
Bank, contributed to easing inflationary pressures in Montenegro, par-
ticularly through lower energy prices. However, this process remained
sensitive to geopolitical developments, especially through energy and
food price channels, with risks of renewed inflationary pressures arising
from disruptions in oil and gas markets.

At the domestic level, inflation in Montenegro reflected both the partial
pass-through of external developments and the influence of domestic
factors, including aggregate demand dynamics, labour market condi-
tions, and sector-specific pressures, particularly in services. Average
inflation amounted to approximately 3.9%, with the largest contribution
stemming from the categories of food and non-alcoholic beverages, and
housing, water, electricity, gas and other fuels, confirming the dominant
role of imported components. Although headline inflation showed signs
of moderation, underlying inflationary pressures remained present, indi-
cating that the disinflation process driven by domestic demand had not
yet become firmly established.



TABLE 1

Inflation in Montenegro
in the period 2024-2025, in %

Source: MONSTAT

According to the IMF' projections for 2026, global inflation could rise to
4.4%, driven by geopolitical tensions in the Middle East and related dis-
ruptions in energy markets. IMF forecasts indicate that oil prices could
increase by 21.4% due to disruptions in production and transportation,
while higher energy and fertilizer prices, disruptions to maritime trans-
port routes, and increased transportation costs are also expected to con-
tribute to higher food prices. Inflation in the euro area is projected to rise
t0 2.6% in 2026, before converging towards the European Central Bank’s?
target in 2027. Data indicate that, following the slowdown in inflation re-
corded in Montenegro in 2024, consumer prices increased during 2025.
As per MONSTAT data, consumer prices in the period January-December
2025 were, on average, 3.9% higher than in the corresponding period of
the previous year (compared with 3.3% in 2024). The main contributors
to the annual inflation growth were the prices in the category food and
non-alcoholic beverages (1.33 pp), housing, water, electricity, gas and oth-
er fuels (0.93 pp), and restaurants and hotels (0.42 pp).

In December 2025, the annual CPI inflation amounted to 4.0%, while the
HICP inflation amounted to 3.7%.

Observing the movement of prices by months, the highest growth of
consumer prices was seen in January (1.2%), whereas the lowest growth
was recorded in November (0.4%) (graph 1).

2024 2025
1l Vi IX Xl I \ IX Xl
Change in relation to the previous year-end 1.5 17 24 24 1.9 3.8 4.9 4.0
Annual change 5.5 44 1.0 24 26 4.2 4.9 4.0

GRAPH 1

Annual and monthly change in
consumer prices in Montenegro, in %

Source: MONSTAT
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The largest contribution to the increase in the annual inflation rate in
December came from prices in the food and non-alcoholic beverages cat-
egory (1.46 pp), which recorded an increase of 4.2% (table 2), primarily as
a result of higher prices of fruit (15.4%), oils and fats (14.3%), non-alcoholic
beverages (11.5%), meat (5.9%), and milk, cheese and eggs (3.3%).
Significant contributors to the annual inflation (with 1.07 pp) were prices
under the housing, water, electricity gas and other fuels category that rose
7.4%.The rise in this category was primarily driven by an increase in actual
rentals for housing of 21.4% (due to a substantial increase in demand for

1 IMF: World Economic Outlook: Global Economy in the Shadow of War, April 2026

2 Source: ECB staff macroeconomic projections for the euro area, March 2026
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housing in Montenegro), water supply services of 24.1% (resulting from

higher water tariffs in certain municipalities, such as Podgorica and Bar,
since January of this year), as well as prices within the solid fuels group,
which increased by 4.7% (due to higher prices of beech firewood).

At the same time, prices in the health category increased by 13.6%, con-
tributing 0.53 percentage points to overall inflation, which was mainly
driven by a 16.3% increase in the prices of pharmaceutical products and
a12.9% increase in dental services. Price increases were also recorded in
the following categories: restaurants and hotels (5.4%), alcoholic bever-
ages and tobacco (5.2%), recreation and culture (5.0%), miscellaneous
goods and services (3.5%), furnishing, household equipment and rou-
tine household maintenance (3.2%), and transport (1.5%). Price declines
were recorded in the clothing and footwear category (-2.2%) and com-
munications (-0.8%), while prices in the education category remained
unchanged compared with December of the previous year.

TABLE 2

Annual rate of growth (in %) and
contribution of individual categories to
headline inflation® in Montenegro

Source: MONSTAT

Weights X1 2025/XI11 2024 Growth rate Contribution
Total 1,000.0 104.0 4.0 4.02
Food and non-alcoholic beverages 348.6 104.2 4.2 1.46
Alcoholic beverages and tobacco 38.8 105.2 5.2 0.20
Clothing and footwear 74.2 97.8 -2.2 -016
Housing, water, electricity gas and other fuels 144.7 107.4 7.4 1.07
Furnishing, household equipment and routine household maintenance 45.2 103.2 3.2 015
Health 38.8 113.6 13.6 0.53
Transport 109.4 101.5 1.5 017
Communication 44 99.2 -0.8 -0.03
Recreation and culture 31.0 105.0 5.0 016
Education 17.6 100.0 0.0 0.00
Restaurants and hotels 56.3 105.4 5.4 0.30
Miscellaneous goods and services 51.4 103.5 3.5 018

3.0
TS =S>>g S =SXXg DT ZD=ZS>>g c=SXXgZDTozZD=Z>>g =Dc=XXgco
SE®5EE X SEPS58E X SETEE=8%%
> = x > = x > = x
2023 2024 2025
T —— I
Food and Alcoholic Clothing and Housing, water,
non-alcoholic beverages and footwear electricity, gas and
beverages tobacco other fuels
I
Furnishing, household Health Transport

equipment and routine
household maintenance

Communication Recreation and culture Education

Restaurants and hotels Miscellaneous goods Total
and services

3 It should be noted that, regardless of the index changes, the contribution of certain catego-
ries is not recorded before the second and/or third decimal due to the weighting structure.
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GRAPH 2

Consumer prices’ components in
Montenegro, contribution to annual rate

Source: MONSTAT



GRAPH 3

Monthly change in consumer prices
under the selected categories
in Montenegro, in %

Source: MONSTAT

GRAPH 4
Fuel and lubricant prices in Montenegro
and OPEC oil prices, monthly rate, in %

Source: MONSTAT and OPEC
Monthly Oil Market Reports
(*North Sea Dated)

Total Food and Housing, water, Transport
non-alcoholic electricity, gas and
beverages other fuels

During 2025, oil prices fluctuated, with trade and geopolitical tensions
exerting upward pressure, while increased production and weaker glob-
al demand contributed to downward price movements. Throughout the
year, OPEC+ gradually unwound its earlier production cuts, while rising
output from non-OPEC+ producers further increased global supply and
added downward pressure on prices. Periodic easing of trade tensions
between the United States and China provided short-term support to oil
prices; however, this effect remained limited due to persistent concerns
over excess supply. According to OPEC’s®* January report, the average
price of the OPEC Reference Basket amounted to USD 69.5/bbl in the
year under review, representing a decline of 13.0% compared with the
average price recorded in the previous year. The average price of Brent
(North Sea Dated benchmark) in the observed period was USD 69.0/bbl
or 14.5% less year-over-year. Observed on monthly level, the high-

est average price of Brent oil was recorded in October, 62.69 USD/bbl,
which was also the lowest price since October 2021. According to the
IMF’s* April 2026 report, it is foreseen that the average price of crude
oil willamount to 82.22 USD/bbl in 2026, while it will average 75.97
USD/bblin 2027.
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4 IMF: World Economic Outlook: Global Economy in the Shadow of War, April 2026
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Headline inflation Core inflation

Core inflation (which excludes seasonal food products, administratively
regulated items, oil and petroleum products, and similar components)®
remained above headline inflation, as measured by consumer price
growth, for most of the year. The annual core inflation rate stood at 4.2%
in December and it was 2.2 pp higher than the annual headline infla-
tion. The largest gap between core and headline inflation was record-

ed in April (0.6 pp), reflecting a decline or slower growth in the prices of
certain products excluded from the core inflation calculation, such as se-
lected agricultural products, all types of fuel and the like. The higher level
of core inflation relative to headline inflation largely reflects domestic
inflationary pressures, primarily stemming from wage growth, continued
strengthening of the labour market, and robust domestic demand.

In an effort to curb price increases in certain product categories and pro-
tect vulnerable consumer groups with lower incomes, the Government of
Montenegro continued to implement temporary measures aimed at lim-
iting retail trade margins. At the end of January, the Government adopted
the amendments to the Decision on Temporary Measures for Limiting the
Prices of Products of Special Importance for the Life and Health of People
and the List of Products®. The Decision imposed limits on retail trade mar-
gins for 73 product categories (comprising several hundred individual
items, taking into account different package sizes and manufacturers),
thereby extending the duration of the “Limited Prices” initiative intro-
duced in the previous year until 30 April 2025. In order to mitigate further
increases in the cost of living and protect consumers, the Government of
Montenegro adopted a new Decision on Temporary Measures for Limiting
the Prices of Products of Special Importance for the Life and Health of
People and the List of Products’” in November 2025. The Decision covers
basic food products, selected dairy and meat products, flour, edible oil,
hygiene products and baby products. The Decision also introduced price
caps on wood pellets, setting the maximum price at EUR 250/tonne for
entities registered for pellet production and EUR 270/tonne at the retail
level. The Decision remains in force until 31 March 2026 and applies to re-
tail operators whose total sales area exceeds 600 square metres.

According to the UN report World Economic Situation and Prospects
2026, published in January 2026, inflation in developed economies

5 Core inflation is used as an indicator of the trend of a long-term rate or a future rate of infla-
tion, i.e. it enables distinguishing between temporary price shocks and long-term inflation.
The annual headline inflation is an indicator of the average price change of all products and
services used by households for consumption purposes. Read more on the methodology.

6 Source: 66" Cabinet session held on 30 January 2025

7 Source: 102" Cabinet session held on 6 November 2025

GRAPH 5

Annual rate of headline and core inflation
in Montenegro, in %

Source: MONSTAT and
CBCG calculations



stood at 2.7% in 2025, remaining unchanged from the previous year.
Inflation slowed in developing economies, declining from 5.9% in 2024
to 4.2% in 2025, while economies in transition recorded an increase
from 7.8% in 2024 to 8.9% in 2025. In the countries of Southeast
Europe, the average annual inflation rate increased from 3.6% to 41%
over the observed period.

Producer prices of industrial products for export® recorded the year-over
decline of 0.3% in December 2025, while the average annual growth

rate amounted to 1.3%. Output growths of 1.3% and 1.4% was recorded in
manufacturing industry and the mining and quarrying sector, respectively.

Producer prices of industrial products for import® increased by 0.6%
year-over-year in December 2025, while the average annual growth rate
stood at 0.5%. Price growth of respective 0.4% and 0.5% was recorded
in the mining and quarrying sector and manufacturing industry.

In the period following the reporting year, data for 2026 indicate a grad-
ual moderation of inflation during the first two months of the year, fol-
lowed by a more pronounced increase in March and April, reversing the
previous downward trend. This development was driven by heightened
geopolitical tensions and the escalation of the conflict in Iran, which
affected inflation primarily through the energy price channel. Average
inflation in the first four months of 2026 amounted to 3:1%, compared
with 2.9% in the same period of 2025, while annual inflation rose to
3.8% in April 2026, reflecting a partial pass-through of the energy shock.

In a broader context, compared with the double-digit inflation rates
recorded in 2022-2023 (13.0% in 2022 and 17.2% year-on-year in
December 2022), recent developments point to a significant impact

of rising energy prices in April, although the effect has not yet been as
pronounced as during the 2022-2023 period. Inflation in Montenegro
remains highly aligned with developments in the euro area, with empiri-
cal data for the period 2006-2025 indicating a correlation coefficient of
0.8, confirming a strong inflation pass-through effect.

1.2. Inflation trends in the region and the EU

When we speak of inflation and countries in the region, the highest
annual CPl inflation rates in December 2025 were recorded in North
Macedonia and Bosnia and Herzegovina (each 4.1%), followed by Serbia
(2.7%), while inflation in Albania amounted to 2.3%. Serbia saw a sig-
nificant slowdown in inflation (from 4.7% in August), largely as a result
of the implementation of the Decree on Special Conditions for Trading
Certain Types of Goods, which capped wholesale and retail trade mar-
gins at 20% for a period of six months.*®

The annual HICP™ inflation recorded in the EU stood at 2.3% in
December 2025. Looking at the EU member states, the highest infla-
tion was recorded in Romania, 8.6%, while the lowest rate was seen
in Cyprus, 0.1% (graph 6). The annual HICP inflation in the euro area

8 The Export Price Index (EPI) tracks monthly changes in the prices received by domestic pro-
ducers for goods and services sold to foreign markets. It is an important economic indicator
that can be used as time series deflator, particularly for national account purposes.

9 The Import Price Index refers to the monthly change in prices of imported industrial products.
It can be used as a time series deflator, especially for the needs of national accounts and as a
means of harmonizing prices when concluding different sales contracts.

10 National Bank of Serbia, Macroeconomic and financial sector developments in Serbia, October
2025

11 The Harmonized Index of Consumer Prices (HICP) is the basis for comparative measurements

of inflation in Europe, as well as for assessing the stability of the monetary value in the euro
area. Each EU member state is obliged to produce the HICP index.
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amounted to 2.0% and it was 0.4 pp lower than in December 2024, and
the main contributors with the respective 1.57 pp and 0.48 pp were the
annual growth of prices of services of 3.4% and food, alcohol and tobacco
of 2.5%. In its March report™, the European Central Bank projected euro
area inflation at 2.6% in 2026, which was 0.7 percentage points higher
than its December projection.

The observed divergence in price developments between Montenegro
and the euro area reflects differences arising from structural charac-
teristics of the economies, namely the way in which they are organ-
ised and how they function. This primarily relates to a higher degree of
import dependency, a less diversified production base, specific labour
market characteristics, as well as the stronger influence of the servic-
es sector and domestic demand on price formation. As a result, inflation
in Montenegro follows a different dynamic and does not fully align with
developments in the euro area, which may have implications for exter-
nal competitiveness through relatively faster growth in domestic prices
compared with euro area partners when the deviation is positive, and
vice versa when the deviation is negative.
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12 Source: ECB staff macroeconomic projections for the euro area, March 2026.

13 Cost of living had been used for measuring inflation in Montenegro until 2009, after which
consumer prices were introduced.
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Inflation Expectations of
the Banking Sector and
the Corporate Sector



2.. Banks’ expectations

When it comes to banks’ inflation expectations for the current year,
based on the survey conducted in March 2026", eight banks expect in-
flation to range between 3.3% and 4.3%, two banks anticipate its rang-
ing between 1.3% and 3.3% (graph 8), while one bank believes that it
will exceed 4.3%.

For the purpose of calculating inflation forecasts, we use the business
confidence indicator (horizontal line in graph 9) which is calculated as
the difference between the number of banks expecting inflation growth
and those expecting inflation decline. If the business confidence indi-
cator has a negative value, a decrease in inflation is expected in the up-
coming period. However, if its value is positive, then an increase in the
inflation rate can be expected, while a zero value indicates no change in
inflation. The more negative value of the business confidence indicator,
the lower the inflation expectations and vice versa, the higher the posi-
tive values, the higher the inflation level expectations. The overall survey
results suggest that inflation will remain broadly at the level recorded

in the previous year, as the majority of banks anticipate no significant
change compared with the previous year.

~N

N WA 0O

Between 1.3% and 3.3% Between 3.3% and 4.3% Over 4.3%

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1

2023 2024 2025 2026
I I
Higher Lower Difference

14 The survey was conducted at the onset of instability in the Middle East, which was later fol-
lowed by a significant rise in energy prices.

Inflation Expectations of the Banking Sector and the Corporate Sector

GRAPH 8

Inflationary expectations in
Montenegro in 2026 (banks)

Source: CBCG Survey

GRAPH 9

Business confidence indicator
in Montenegro

Source: CBCG Survey



2.2. Expectations of the corporate sector
(banks excluded)

The results of surveys conducted among businesses indicate that the
largest share of the respondents (44.44%) believe that the annual in-
flation rate in 2026 will range between 3.3% and 4.3% (graph 10).

At the same time, 31.11% of respondents forecast the annual infla-
tion rate above 4.3%, while 24.44% expect inflation to range between
1.3% and 3.3%.

GRAPH 10 Bl

Expected annual inflation rate
in Montenegro in 2026
(responses based on percentage share)®™

| |
Between 1.3% and 3.3% Between 3.3% and 4.3% Over 4.3%

Source: CBCG Survey

15 Due to rounding to two decimal places, the sum may slightly differ from the total share.
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31. Demand

Total demand in the fourth quarter of 2025, according to preliminary
data, was higher compared with the previous three quarters, as well

as compared with the fourth quarter of the previous year, indicating a
strengthening of aggregate demand towards the end of the year. Such
developments may be associated with an increase in disposable income,
higher household consumption, and seasonal factors, as well as with
overall more favourable financial conditions. At the same time, this de-
velopment implies potentially stronger demand-side inflationary pres-
sures in the short term, particularly under conditions of limited supply
in certain sectors. In the structure of total demand in the fourth quar-
ter of 2025, compared year-over-year, the share of corporate demand
increased, while the shares of household demand and the public con-
sumption component decreased.
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Box 1 - Aggregate demand calculation methodology

For the purpose of complete monitoring of aggregate demand as
the inflation determinant, the CBCG has developed the aggregate
demand calculation methodology. The starting point of this meth-
odology states that the aggregate demand represents the sum

of the demand of three sectors: personal spending (households),
investment spending (corporate sector), and public spending.
However, taking into account the lack of numerous data nec-
essary for calculating the aggregate demand, the existing data
should not be treated as the indicator of the exact amount of ag-
gregate demand, but as an indicator showing the aggregate de-
mand trend. In the existing methodology, a number of substantial
data were not available, such as: corporate investments, revenues
from share sales, non-market income, non-observed economy
revenues, and the like. Methodology of aggregate demand calcu-
lation is expressed by the following equation:

AD=C+I1+G
AD - aggregate demand

C - personal spending = sum of paid salaries + sum of paid pen-
sions + paid frozen foreign currency deposits + net compensations
to households - retail sector net savings (savings — loans granted)

| - investment spending = - net corporate savings
(deposits — loans)

G - public spending = public consumption — paid pensions — sal-
aries paid from the budget — net Government savings (deposits —
loans — Treasury bills)

314. Earnings and other available demand determinants

Wages in Montenegro continued to increase in 2025. According to
MONSTAT data, the average gross wage amounted to 1,206 euros and
the average net wage reached 1,012 euros, both rising year-over-year by
11.36% and 15.53%, respectively.

Such developments indicate a continued strengthening of households’
disposable income and favourable conditions in the labour market,
which represents a key determinant of private consumption growth.
From the perspective of standard macroeconomic analysis, wage growth
exceeding inflation may support aggregate demand in the short term,
while simultaneously contributing to the persistence of underlying infla-
tionary pressures, particularly in sectors with a significant share of ser-
vices and supply-side constraints.

The highest wages and salaries without taxes and contributions were re-
corded in the financial and insurance activities (1,627 euros) and elec-
tricity, gas, steam, and air conditioning supply (1,408 euros), while the
lowest earnings were recorded in administrative and support service ac-
tivities (842 euros).

The highest growth in earnings excluding taxes and social contributions
was recorded in manufacturing industry (23.98%), professional, scien-
tific and technical activities (23.33%), real estate activities (22.97%), as
well as in the wholesale and retail trade; repair of motor vehicles and mo-
torcycles (22.92%), while the slowest wage growth was recorded in the
human health and social work activities sector (9.40%) (graph 13).



On a monthly basis, nominal growth in earnings excluding taxes and social
contributions was recorded in eight months of the year, with the highest
monthly increase observed in April, of 0.60% (graph 14), while the lowest
nominal growth was recorded in March, August and September (0.10%).
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In real terms, i.e. after accounting for consumer price developments, real
wages recorded negative growth rates throughout the year until August
2025, indicating a decline in purchasing power as a result of inflationary
pressures. Beginning in September, however, real wage growth turned
positive. This trend reflects a gradual moderation of inflation combined
with ongoing nominal wage growth, which during the final four months
of the year outpaced consumer price pressures.

Retail loans™ recorded positive trends during 2025. Loans to this sector
grew at the monthly average rate of 1.62% during the reporting period,
as compared to 1.29% in same period in 2024.

Total retail loans amounted to 2,38719 million euros at end-2025, which
is the year-over-year growth of 417.44 million euros or 2119% (graph 16).
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The increase in household indebtedness during 2025, reflected in the
rise of debt per capita to 3,829.76 euros (+21.26% compared with the
end of the previous year), as well as the 15.48% increase in loans granted
by microcredit financial institutions, points to intensified lending activity
in the household sector. These developments, combined with strength-
ened disposable income and the return of real wages to positive growth
territory in the second half of the year, contributed to stronger consumer
demand and the persistence of demand-side inflationary pressures.

Under these circumstances, the Central Bank of Montenegro recognized
the need for timely macroprudential action. Accordingly, the validity

of the Decision on Macroprudential Measures Relating to Retail Loans
Granted by Credit Institutions” was extended, while the countercycli-
cal capital buffer was maintained at 1%. The objective of these measures
is to proactively moderate the growth of household lending, preserve
financial stability, and mitigate the potential excessive impact of credit
expansion on aggregate demand.

Retail deposits amounted to 2,471.95 million euros at end-2025, being
317.07 million euros or 14.71% higher at end-2024.

The loans to deposits ratio of the retail sector reached 0.97 at
end-December 2025 and it increased year-on-year when it was 0.91.

16 The retail sector includes resident natural persons and entrepreneurs.
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Personal remittances received,
in thousand euros

Source: CBCG

GRAPH 18

Retail demand in Montenegro,
in thousand euros

Source: CBCG calculations
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At the end-2025, the retail sector had a net savings of 84.76 million eu-
ros, which is was less favourable than in the period a year ago when the
retail sector net savings amounted to 185.14 million euros.

Balance of payments statistics for 2025 show a slight decline in inflows
of funds arising from compensation of employees (0.25%), while inflows
from personal transfers and other current transfers (social benefits) in-
creased compared with the previous year (graph 17).

According to preliminary indicators, total retail demand in Q4 2025
was lower than in the previous three quarters, but it was higher com-
pared to Q4 2024.

31.2. Public sector demand

Public finances of Montenegro™

Public finances maintained a moderately expansionary stance in 2025.
According to preliminary data from the Ministry of Finance, total pub-
lic expenditure amounted to 3.71 billion euros, representing 45.37% of
estimated GDP. Compared with the previous year, public expenditure in-
creased by 7.84%, while execution exceeded the planned level by 1.27%,
indicating somewhat stronger fiscal spending than initially anticipated.

The most significant contribution to the growth in public expendi-
ture came from higher spending on pensions and disability insurance

18 The structure of Montenegro's public finances comprises of the Budget of Montenegro with
the state funds (Pension and Disability Fund, Health Insurance Fund, Compensation Fund, Em-
ployment Agency, and Labour Fund) and local government budgets (Old Royal Capital Cetinje,
Capital Podgorica, and 23 municipalities).
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benefits, reflecting the regular indexation of pensions to inflation and
average gross wage trends, as well as an increase in the number of pen-
sion system beneficiaries.

The realized level of public expenditure was financed through tax rev-
enues amounting to 2.54 billion euros, social contributions of 420.38
million euros, fees of 164.88 million euros, donations of 136.72 million
euros, other revenues of 72.38 million euros, and revenues from admin-
istrative fees of 22.94 million euros.

Current public spending (public spending reduced by capital expend-
iture) amounted to 3.20 million euros or 39.12% of GDP and it grew
year-over-year by 6.79%, while capital expenditure amounted to 510.95
million euros or 6.25% of GDP.

According to individual economic classification, transfers account-

ed for the main share in the structure of public expenditures with
46.52%, followed by current expenditure with 37.79%, capital expend-
iture with 13.78%, while 1.91% referred to other expenditure, including
reserves, repayment of guarantees, and settlement of liabilities from
previous periods.

Preliminary public revenues in 2025 amounted to 3.36 billion euros,
equivalent to 4110% of estimated GDP. Revenues were realized broad-
ly in line with planned levels and they recorded the annual increase

of 5.32%. The structure of public revenues remained relatively stable,
with the prevailing share of tax revenues of 75.66%, followed by social
contributions with 12.52%, while other revenues accounted for the re-
mainder 11.82%, indicating the continued high dependence of public
revenues on taxes.

According to preliminary data from the Ministry of Finance, public fi-
nances recorded a cash deficit of 349.53 million euros in 2025, equiva-
lent to 4.28% of GDP, compared with 3.26% of GDP in the previous year.
This development points to a deterioration in the fiscal balance relative
to the previous year, as the growth in public expenditure outpaced the
growth of public revenues.

Budget of Montenegro

According to the Ministry of Finance's preliminary data, total revenues
of the Budget of Montenegro amounted to 4.37 billion euros or 53.53%
of GDP in 2025.

Current revenues amounted to 2.87 billion euros or 3517% of the pro-
jected GDP. Compared with the plan, revenues recorded a slight decline
of 0.42%, while increasing by 4.29% relative to 2024, indicating a mod-
erately favourable yet stable trend in budget revenue performance. The
structure of current revenues remained largely unchanged, with tax reve-
nues accounting for 77.89% of total revenues, followed by social contri-
butions at 14.63%, while other revenue categories (fees and charges, do-
nations, administrative fees, and other revenues) continued to account
for a relatively small share, confirming the high dependence of fiscal
revenues on taxes.

Tax revenues amounted to 2.24 billion euros, exceeding the planned lev-
el by 2.52% and recording the year-over-year growth of 13.72%. Growth
was observed across all major tax categories, with the largest contribu-
tion stemming from VAT revenues, supported by stronger economic ac-
tivity, robust private consumption, a reduction in the informal economy
and changes in tax policy, including the introduction of the intermedi-
ate 15% VAT rate.
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Cash budget surplus/deficit of
Montenegro in the period
2018 - 2025, in million euros

Source: Ministry of Finance

Revenue from contributions totalled 420.38 million euros, representing
a shortfall of 6.38% relative to the plan and the year-on-year decline of
28.10%. This decrease was primarily attributable to the labour taxation
reform implemented under Montenegro’s Fiscal Strategy 2024-2027,
which included reductions in employee contribution rates and the elimi-
nation of a part of the contribution paid by employers.

On the expenditure side, consolidated budget spending amounted to
3.20 billion euros or 39.11% of GDP, representing an increase of 6.41%
compared with the previous year. Current expenditure totalled 1.25
billion euros, recording a modest year-on-year increase, while social
transfers remained the prevailing expenditure category, reflecting the
significant share of social spending within the budget structure. Capital
expenditure amounted to 331.78 million euros, indicating a relatively
limited but stable level of public investment.

The budget cash deficit in 2025 was estimated at 321.82 million euros or
3.94% of GDP, which points to a slight deterioration in the fiscal position
compared with the previous year, although the deficit remains at a man-
ageable level within the medium-term fiscal framework.
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31.3. Non-financial sector

Lending to the non-financial sector maintained a stable and positive
growth trend throughout 2025. The average monthly growth rate of
loans stood at 1.60%, compared with 1.41% in the corresponding period
of the previous year, indicating a slight acceleration in credit activity.

At end-2025, total loans to the non-financial sector reached 1,868.75
million euros, representing an increase of 322.32 million euros or
20.84% compared with the end of the previous year. This dynamics
points to stronger credit support to the real economy and an expansion
in the financing of economic activity.

The structure of the loan portfolio continued to be dominated by
long-term loans, which accounted for 84.42%, suggesting that
credit resources are primarily directed towards investment and
development-oriented needs of the non-financial sector.

Deposits of the non-financial sector amounted to 1,75714 million euros
at the end of 2025, recording a modest annual increase of 1.37%, indi-
cating a moderate strengthening of the sector’s liquidity position.

The loans-to-deposits ratio stood at 1.06, compared with 0.89 at
tend-2024, signalling a shift from a net saving position to a net borrow-
ing position and reflecting a greater reliance on external funding.

Central Bank of Montenegro |
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In the absence of direct data on investment activity of the non-financial
sector, the sector’s net position can be approximated through trends

in financial savings. At end-2025, the non-financial sector recorded

a net debt position of 111.61 million euros, compared with net finan-

cial savings of 186.93 million euros at the end of 2024. This indicates a
deterioration in the sector’s financial position and a strengthening of a
credit-driven funding model.

314. External demand and the current account

Preliminary data indicate that the current account deficit amounted
t01,678.98 million euros in 2025, which is the year-on-year growth of
28.50%. The deterioration in the current account balance was largely
driven by a widening of the goods trade deficit, coupled with a decline
in the surplus on the secondary income account, pointing to growing
structural imbalances in the economy’s external position.

The goods account recorded a deficit of 3,742.04 million euros, up by
13.40% year-on-year. Commodity exports declined by 10.85%, while im-
ports increased by 9.36%, reflecting weaker export performance along-
side rising import dependence amid relatively strong domestic demand
and a high import content of consumption and investment.

In contrast, the services account maintained a substantial surplus of
1,592.46 million euros, almost at the previous year level. As such, it con-
tinued to represent the main stabilizing factor in external trade, support-
ed predominantly by the tourism sector. The primary income account
recorded a surplus of 62.90 million euros, while the secondary income
account posted a surplus of 407.70 million euros, representing the
year-on-year decline of 5.40%, which further contributed to the weak-
ening of the overall current account position.

Regarding the financing of the external deficit, net foreign direct in-
vestments (FDI) inflow amounted to 530.66 million euros, an increase
of 8.04% compared with the previous year. Total FDI outflow amount-
ed to 1,018.01 million euros or 14.24% more than in 2024. The struc-
ture of total inflows shows that equity investments accounted for
629.20 million euros (a10.53% growth), while the inflow of intercom-
pany debt reached 319.19 million euros and it was 9.26% higher than

in 2024. The structure of equity investments in companies and banks
amounted to 131.80 million euros (a 15.68% increase), whereas invest-
ments in real estate reached 497.40 million euros (a 9.24% growth). The
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Monthly inflow of total foreign direct
investments in the balance of payments
of Montenegro, in thousand euros

Source: CBCG

GRAPH 22

Industrial production in Montenegro,
in%

Source: MONSTAT
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inflow arising from the withdrawal of funds invested abroad amounted
t0 69.62 million euros. In the structure of total FDI inflow, the share of
real estate investments amounted to 48.86%, followed by intercom-
pany debt with 31.35%, and investments in companies and banks with
12.95%. Total FDI outflow amounted to 487.35 million euros or 21.86%
more year-over-year. The outflow from residents’ investments abroad
amounted to 136.44 million euros, while withdrawal of non-residents’
funds invested in Montenegro amounted to 350.91 million euros.
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3.2. Supply and production

On the supply side, developments in the real economy during 2025
point to pronounced divergences across economic activities and a
weakening of industrial activity. According to MONSTAT data, industrial
production declined by 9.2% year-on-year, primarily reflecting a 33.4%
contraction in the electricity, gas and steam supply sector due to the
prolonged shutdown of the Pljevlja Thermal Power Plant for environmen-
tal reconstruction works, as well as a 22.8% decline in mining and quar-
rying sector resulting from lower demand for coal. In contrast, manufac-
turing output increased by 9.3%, partially offsetting the overall negative
performance of the industrial sector.

Tourism activity recorded a 4.67% increase in tourist arrivals, reaching
2.73 million, while the number of overnight stays declined by 1.46%,
suggesting changes in both the structure and the duration of stay.
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Foreign tourists continued to account for the largest share of overnight
stays, although trends varied across source markets, with total over-
night stays showing declines in both collective and individual accom-
modation establishments. The construction sector achieved moderate
growth, with the value of completed construction works increasing by
4.48%, while transport activity showed mixed trends, with passenger
transport increasing across most modes of transport, alongside de-
clines in freight transport, particularly in air and rail transport.

Overall, developments across the real sector suggest that inflationary
pressures in 2025 were not driven solely by demand-side factors. To a
significant extent, they also reflected supply-side disruptions, which
continued to complicate the disinflation process and reinforced the role
of imported and cost-push factors in inflation formation.
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During 2025, the Central Bank of Montenegro (CBCG) did not intro-
duce changes to the existing monetary policy framework nor implement
new monetary policy measures, indicating the continuation of a neutral
and institutionally constrained monetary policy stance. Given the lim-
ited set of available monetary policy instruments, the scope for actively
influencing price dynamics remained restricted. Consequently, infla-
tion transmission continued to be shaped by a combination of external
factors, primarily developments in the euro area and global commodi-
ty markets, as well as domestic factors, including labour market trends
and wage growth.

Against such backdrop, the CBCG operated primarily through macro-
prudential instruments aimed at safeguarding financial stability and
indirectly mitigating potential inflationary pressures arising from strong
credit growth. In addition, further support to financial system stabil-

ity and transaction efficiency was provided through integration into

the SEPA framework and the reduction of transaction costs associated
with cross-border payments. These developments had a positive, albe-
it indirect impact on overall business costs and inflationary pressures

in the economy.



Inflation Forecast
for 2026
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51. Model assessment

Montenegro’s inflation fan chart is a graphic representation of inflation
rate forecast probability distribution presented by the Consumer Price
Index (CPI). Rather than providing specific point estimates, the fan chart
incorporates potential risks and uncertainties that may affect future
inflation developments through a probability distribution framework.
The primary purpose of the fan chart is to capture and reflect the un-
certainty inherent in real economic developments, which subsequently
translates into inflation dynamics (such as changes in energy prices, an
increase/decrease in the external trade deficit, and other factors).

In addition, this iteration of the analysis introduces an improved meth-
odological approach to the assessment of inflation developments by
replacing the previously used ARIMA specification with a Structural
Vector Autoregression (SVAR) model. While ARIMA models provide relia-
ble short-term forecasts of time series based on their historical dynam-
ics, they do not enable a clear economic identification of the sources of
shocks affecting inflation. The SVAR approach allows for the incorpo-
ration of economic restrictions into the model, enabling different types
of shocks, such as external energy shocks, changes in global prices, or
domestic demand-side factors, to be analytically separated and their
individual contributions to inflation assessed. This approach is particu-
larly relevant for a small and open economy such as Montenegro, where
changes in energy prices and other imported inputs represent an impor-
tant channel of inflationary pressure transmissions. The application of
the SVAR model also enables the analysis of causal relationships be-
tween energy price developments and overall inflation, including an as-
sessment of the extent to which changes in these prices affect inflation
and through which transmission channels these effects are passed on to
the domestic economy.

Montenegro’s Fan Chart for 2026 was based on the following three esti-
mated components:

Central projection value - the value of the fan chart central proje-
ction derived from the ARIMA model that enables the identificati-
on of key macroeconomic shocks and the assessment of their impa-
ct on inflation;

Degree of uncertainty — determines the Fan Chart width. The un-
certainty degree ratios are obtained through analytical assessment
and calculation of the relative impact of potential internal and exter-
nal shocks that are possible in the Montenegrin economy over the
one-year period and which are reflected through the “thickness” of
the band around the central projection;

Fan chart skewedness — based on the level of skewedness of the dis-
tribution of inflation projection, the fan chart is adjusted to the fore-
cast to show whether the values of the central projections have overe-
stimated or underestimated inflation rates. The position of the mean
value of inflation distribution will also depend on this.

51.. Central projection of Inflation Fan Chart
for 2026 - SVAR model-based estimate

For the purpose of developing the central projection of the inflation fan
chart, a Structural Vector Autoregression (SVAR) model was developed,



incorporating key macroeconomic variables relevant for inflation dynam-
ics in Montenegro. The model uses the inflation rate as the dependent
variable, measured by the annual percentage change in the Consumer
Price Index (CPI). In addition to domestic inflation, the model includes
variables representing important external sources of inflationary pres-
sures, primarily energy price developments, international food prices,
and the inflation rate in the euro area, which represent key transmission
channels of inflation to a small and open economy such as Montenegro.

The SVAR model was used to produce a short-term inflation forecast
over a12-month horizon, including an assessment of the transmission
dynamics of external and domestic shocks to inflation. Particular em-
phasis was placed on identifying external shocks, primarily changes in
energy and international food prices, as well as developments in euro
area inflation, which represent important channels through which infla-
tionary pressures are transmitted to Montenegro's economy. The model
also enables the assessment of the persistence of external shocks, i.e.
their secondary effects through the domestic component of inflation.
Monthly projection results were used to determine the central projec-
tion of the inflation fan chart for the four quarters of 2026. The obtained
values represent the central tendency of the distribution of forecast
inflation outcomes, i.e. the most likely path of inflation trend over the
observed period™.

i, /\
4.0 / 7
3.0 =

Ve
2.0
GRAPH 23 1.0
Projected inflation rate in Montenegro 0.0
for 2026 2025/3 2025/6  2025/9  2025/12  2026/3  2026/6  2026/9 2026/12

Source: CBCG, 2026

The mean value of inflation (central projection) of the obtained model
(2026M0O1 — 2026M12) is 4.0%. The value of the coefficient of asymme-
try varies in the range of 0.6 to 1.0, and the relative standard deviation is
0.35.The fan chart explains a 90% probability of inflation distribution.
The central projection is usually in the deepest shade of the fan chart,
i.e. within the central 10% of probability.2° The Fan Chart has an equal
number of bands (eight) on either side of the central band. Every band
is of the same colour, both above and below the central band, and they
cumulatively describe the next 10% of inflation trend probability. As the
degree of uncertainty grows over time, so the fan chart spreads.

The SVAR model-based inflation fan chart projection for 2026 suggests
that, with a 90% probabilityl, inflation in Montenegro is expected to
range between approximately 1.8% and 7.3%, with the central projection
standing at around 4.0%.

19 A detailed explanation of the SVAR approach to inflation analysis, including the model spec-
ification and the identification of economic shocks, is presented in the working study of the
Central Bank no. 34: ‘The challenge of inflation forecasting during the COVID-19 pandemic’.

20The mode value (central projection), by construction, is usually in the deepest band shade,
but in case of a heavily unbalanced risk, the central projection may not cover either of these
values. (Britton, E, Fisher,P.G. and Whitley, J.D. (1998), ‘The Inflation Report projections: Under-
standing the Fan Chart’, Bank of England, Quarterly Bulletin, 38, pp. 30-37.)
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TABLE 3

Model-based inflation rate
1.8% 4.0% 7.3% in Montenegro in 2026

Lower inflation threshold Central projection Upper inflation threshold

Inflation projected for December 2026 ranges between 4.2% and 7.3%,
with the central projection at 5.3%. The central projection of the fan
chart of inflation (which refers to the darkest part of the graph) repre-
sents a probability range of 10% (graph 23).

TABLE 4
Lower inflation threshold Central projection Upper inflation threshold . .
Model-based inflation rate
42% 5.3% 7.3% in Montenegro at the end of 2026

The projection is based on the following assumptions:
Inflation in the euro area and the ECB’s monetary policy

The projection assumes that inflation in the euro area will remain relatively
elevated throughout 2026 compared with the medium-term target of the
European Central Bank, due to prolonged external cost pressures and in-
creased volatility in energy prices. The ECB’s monetary policy is expected
to remain cautious and restrictive, with an approach based on incoming
economic data and heightened global uncertainty. Given Montenegro’s
strong trade, financial and price linkages with the euro area, inflation de-
velopments in this region represent one of the key channels through which
external inflationary pressures are transmitted to the domestic economy.

US monetary policy and global financial conditions

It is assumed that the monetary policy of the Federal Reserve will con-
tinue to have a significant impact on global financial conditions during
2026. Although a gradual easing of monetary policy restrictiveness is
expected, interest rates are likely to remain relatively elevated compared
with the pre-pandemic period, due to still-present inflationary pres-
sures and increased global uncertainty. Such an environment affects
global capital flows, the US dollar exchange rate, and commodity pric-
es denominated in US dollars, including energy and food commodities,
potentially generating additional imported inflationary pressures for a
small and open economy such as Montenegro.

Energy prices

The baseline scenario suggests that energy prices on international mar-
kets will remain elevated throughout most of 2026, with significant vol-
atility driven by geopolitical tensions and potential disruptions in global
supply chains. The energy component of inflation remains a dominant
source of external inflationary pressures and one of the key sources of
uncertainty surrounding the inflation projection for Montenegro.

International food prices

Global food prices are assumed to remain relatively elevated and volatile
during 2026, with strong sensitivity to weather conditions, geopolitical fac-
tors, and logistical disruptions. Given the significant share of food products
in the consumer basket and the importance of food imports, developments
in international food prices represent an important channel through which
external inflationary pressures are transmitted to inflation in Montenegro.

Geopolitical risks and the global trade environment

Itis assumed that geopolitical tensions, primarily the war in Ukraine
and instability in the Middle East, will continue to represent a signifi-
cant source of uncertainty for global markets of energy, food and oth-
er commodities. At the same time, changes in trade policies of major



TABLE 5

Model-based machine learning projection
of inflation rate in Montenegro in 2026

GRAPH 24

Model-based machine learning projection
of inflation rate in Montenegro in 2026

Source: CBCG, 2026
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economies and potential trade restrictions may affect international
trade dynamics, import costs, and the stability of global supply chains.
Such disruptions could result in a stronger pass-through of external cost
shocks to domestic prices and increase the risk of inflation exceeding
the baseline scenario.

6. Domestic factors

The projection also assumes relative stability of the domestic macroeco-
nomic environment. Changes in fiscal policy, nominal wages dynamics,
domestic demand or administratively regulated prices may affect inflation
through consumption and business cost channels. A particularly important
factor is the possibility of secondary inflationary effects and inflation per-
sistence through the domestic component of prices. Therefore, domestic
factors represent an important element in assessing future inflation trends.

5.2. Machine learning model for inflation
prediction

For the purpose of projecting inflation in Montenegro for 2026, a machine
learning model was developed based on historical monthly data covering
the period from January 2008 to April 2026 (2008M1-2026M4). A Direct
Multi-Step approach was applied, whereby separate models are estimat-
ed for each month of the projection horizon, thus avoiding the accumu-
lation of forecast errors typically associated with recursive methods. The
analysis employed the Random Forest, Gradient Boosting and XGBoost al-
gorithms, which demonstrated similar performance, with a slight advan-
tage of the XGBoost model in terms of predictive accuracy.

Lower inflation threshold Central projection Upper inflation threshold

3.2% 4.2% 5.4%

The inflation projection based on the machine learning model indicates
arange between 3.2% and 5.4%, with the central projection at around
4.2%. This interval is derived using a fan chart approach, as presented in
Graph 24, which quantifies forecast uncertainty through the distribution
of possible outcomes around the central path. The width of the interval
reflects elevated uncertainty regarding future inflation developments,
particularly amid volatile external factors, while the central projection
suggests inflation stabilization at a level slightly above 4.2% in 2026.

12-month inflation forecast - Montenegro
(Model: XGBOOST)

3.9% 3.8%3.7%

2025-12 2026-03 2026-06 2026-09 2026-12 2027-03

. _____________________|
History (YoY %) XGBOOST
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The variable importance analysis indicates that euro area inflation, par-
ticularly with short time lags, has a dominant influence on short-term
domestic price dynamics, confirming the strong transmission of external
inflationary pressures to the euroised economy.

5.3. Expert assessment

In addition to the model-based inflation estimate using the SVAR ap-
proach, an expert assessment was also employed in the preparation of
the inflation projection in order to account for factors that are difficult
to quantify within an econometric framework. The expert assessment
serves as a qualitative complement to model-based results and is based
on the analysis of current macroeconomic developments, available in-
ternational projections, and the assessment of potential risks affecting
inflation dynamics in Montenegro.

The expert inflation projection for 2026 is based on data on inflation
developments and its components in 2025 and the first four months of
2026, analysis of key CPI components and factors that may affect their
dynamics (food and non-alcoholic beverages, housing, water, electricity,
gas and other fuels, transport), assessment of current economic trends
and their impact on inflation, the ECB forecasts and assumptions, as well
as assumptions regarding the external environment and domestic macro-
economic environment. The projection also incorporates results of regres-
sion analysis on the impact of oil prices on overall inflation in Montenegro,
primarily through the transport component. To wit, the analysis considers
the assumption that increases in global oil prices may spill over to inter-
national prices of food commodities and subsequently to retail food pric-
es in Montenegro. This transmission mechanism operates mainly through
production costs (energy, transport, raw materials and fertilisers), with
effects that are neither immediate nor symmetric, implying a certain time
lag. A key limiting factor in the transmission dynamics is the pronounced
downward price rigidity, as well as the time lag in adjustment processes.
This implies that even in the case of stabilisation or decline in oil prices,
reductions in retail food prices may be delayed and only partial.

Based on the above assumptions, the 2026 expert inflation projection in-
dicates that overall inflation in Montenegro is expected to range between
approximately 3.0% and 5.8%, with the central projection of around 4.3%.

Lower inflation threshold Central projection Upper inflation threshold

3.0% 4.3% 5.8%

The main inflationary risks in 2026, as revealed by both projections, in-
clude the strengthening of domestic demand, while inflation trend is
expected to remain predominantly influenced by external factors. Key
external risks relate to the volatility of energy and commodity prices,
geopolitical tensions (the war in Ukraine and instability in the Middle
East), as well as potential disruptions in global supply chains and trade
flows. Additionally, the strengthening of protectionist policies and higher
public expenditure, particularly in the context of security-related and fis-
cal pressures, may prolong inflationary pressures and affect the pace of
monetary policy normalisation by the European Central Bank.

Given the numerous external shocks and significant uncertainties at the
global level, the projections presented cannot fully capture the overall
effects of these developments. Therefore, the Central Bank will continue
to provide the public with updated projections through its regular com-
munication channels.

TABLE 6

Expert inflation rate projection for
Montenegro in 2026
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