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Summary

In 2012 there was a decline in economic activity in the Euro zone and the EU and that trend further spread to the periphery of Europe which also affected the economies of central Europe. The forecasts of the EC and the IMF for 2013 envisage further decline in economic activity in the countries of the European Union and its growth starting to take place in the second half of 2013 and in 2014. For 2014, a weak growth of 1.2% is projected and it would be primarily driven by increased export demand, which is a consequence of strengthening of the demand of the world economy, while domestic demand remains depressed under the influence of saving measures. Bad weather conditions in the first quarter, as well as the crisis in the business of KAP, led to the Montenegrin economy recording a negative growth rate of 0.5% in 2012. Such an environment with uncertain fate of KAP caused growth projections of economic activity in the medium term in Montenegro to be 3.6% on average, which is slightly above the potential growth rate of the Montenegrin economy. The main impulses for the projected rate of growth in the medium term, are the slight increase in household consumption and strong growth in investment activities in the sectors of tourism, energy, transport, agriculture and rural development. Medium-term fiscal goals of deficit reduction and debt stabilization and reduction have negative impact on economic activity through a decline in the share of public spending in GDP and, with that, reduction of aggregate demand, but on the other hand, they have a positive impact through strengthening of macroeconomic stability. Net exports would have a neutral impact on GDP in 2013 through reduced export and reduced import, so in the medium term, its contribution would be positive through strengthening of export and import. This macroeconomic scenario assumes that in the medium term a stable level of FDI will be kept while strengthening of credit activity should be the necessary support to the projected growth. Inflation projections anticipate stable prices of energy and food, but they take into account the announced increase in VAT rates, so in  2013 a slightly higher inflation rate of 3% is envisaged, which would be stabilized at 2.5% in the medium term. Under the influence of negative growth rate in 2012 and problems in aluminum production, a slight increase in the unemployment rate is projected in 2013, while by strengthening the economic activity in the medium term, it would gradually fall below 13%.

Budget deficit at the end of 2012, according to preliminary data, reached the level of 4.87% of GDP. These developments have highlighted the urgent need for adaptation and the need for stabilization of the deficit. Following the establishment of the new government, the problem of gray economy was actively addressed; temporary measures were introduced of which the most important are: the introduction of the crisis tax on earnings above the average wage, freeze on harmonization of pensions increase. In addition, the increase of the upper tax rate of VAT from 17 to 19%. The results of implementation of these measures are visible through the collection of revenues in the first quarter of 2013, when budget revenues achieved were over the plan by 3.3% and above last quarter by 13.3%. Particularly positive deviation has been recorded regarding collection of VAT, which records an increase of 13.9% compared to the plan, and 19.3% compared to the first quarter of 2012. The projections of growth of public revenues in the medium term are made in accordance with the projected rates of economic recovery and inflation trends during this period. Public revenues for 2013, taking into consideration the measures related to the budget, were estimated in absolute amount of 1,318.9, or 37.5% of GDP, which is 0.7 GDP percentage points higher than planned for 2013. The overall financial impact of the measures undertaken to increase revenue collection in 2013 shall according to the conservative calculation, amount to EUR 45-55 million (excluding grey economy). Compared to 2012, revenues in the 2013 will increase by EUR 62,7 million. In order to create a system of sustainable public finances in the medium term, it is planned that public spending declines as a percentage of share in GDP, from 37% of GDP in 2014 to 34.1% of GDP in the 2016, while in absolute terms, gradual increase in public spending is expected, from EUR 1,380.4 million in 2014 to EUR 1,455.1 million in 2016. It is necessary to keep overhead expenses on a lower level than current income and take measures to reduce the share of public spending as a percentage share in gross domestic product. In the medium term 2014-2016, due to the restrictive policies of expenditure management, it is estimated that the public sector deficit shall be reduced from 1.9% of GDP in the 2013 to 1% of GDP in 2014, while in 2015 it will fall to 0.8% of GDP, and in 2016 it is planned to achieve public finance deficit of 0.6% of GDP. Public debt at the end of 2012 amounted to EUR 1,699.5 million or 50.9% of the estimated GDP for 2012. In the medium-term, the plan is to gradually increase the debt to about 53.8% of GDP, and then gradually decrease it to 52.8% of GDP in 2015, and in 2016, it would fall to 50.1% of GDP.
Table 1  
	Macro-economic fiscal framework  (in % of GDP)
	Actual
	Plan
	Projections

	
	2012.
	2013.
	2013.P
	2014
	2015
	2016

	Macro-economic indicators
	GDP nominal growth
	1,3
	5,4
	5,4
	6,2
	6,6
	7,1

	
	GDP real growth
	-0,5
	2,5
	2,5
	3,5
	4,0
	4,5

	
	Inflation
	4,1
	3,0
	3,0
	2,9
	2,7
	2,5

	
	Import
	-64,9
	-61,1
	-61,1
	-60,5
	-60,2
	-59,6

	
	Export
	41,6
	39,6
	39,6
	39,2
	38,9
	38,6

	
	Other
	5,7
	5,3
	5,3
	4,6
	4,3
	4,0

	
	Current account deficit
	-17,6
	-16,3
	-16,3
	-16,7
	-17,0
	-17,0

	
	Net FDIs
	13,6
	11,5
	11,5
	11,5
	11,5
	11,0

	
	Domestic loans
	55,8
	54,6
	54,6
	55,9
	56,2
	56,5

	
	Banking deposits (domestic)
	49,2
	50,0
	50,0
	50,4
	51,1
	51,9

	Fiscal indicators
	Original public revenues
	38,9
	36,8
	37,5
	35,9
	34,6
	33,5

	
	Public expenditure
	42,9
	39,1
	39,4
	37,0
	35,5
	34,1

	
	Deficit/Surplus
	-4,0
	-2,3
	-1,9
	-1,0
	-0,8
	-0,6

	
	Interest
	1,8
	2,1
	2,1
	2,4
	2,7
	3,0

	
	Primary deficit/surplus
	-2,2
	-0,2
	0,2
	1,4
	1,9
	2,4

	
	Public debt
	50,9
	54,4
	54,1
	53,9
	53,6
	52,1



1. INTERNATIONAL ENVIRONMENT

After the decline in economic activity in Euro zone in 2012 of 0.6%, the EC projected further decline in activity in 2013 (0.4%) and slight recovery in 2014 (1.2%). For the EU, the decline in 2012 was 0.3%, for 2013 a decline of 0.1% is envisaged and in 2014, 1.4% of GDP growth. The recovery is envisaged for the second half of 2013 and in 2014 and it should be dominant consequence of the strengthening of external demand (export) caused by the projected growth of the world economy, while measures aimed at structural and fiscal adjustments produce adverse effects on domestic demand. Further negative impulse to the domestic demand comes from adjustment of private sector balance and the retail sector. High level of instability and unpredictability makes forecasts of growth unreliable in the long term.
The financial situation of the Euro zone is currently stable because there was a significant decrease in the rates on bonds by which state finances sovereign debt (250 points, or 2.5 percentage points on 10-year bonds). However, such favorable developments on the financial market have not fully transmitted to the real sector, therefore indicators of companies’ and consumers’ confidence remain in the zone that indicates stagnation. Particularly pronounced problem is a decline in lending activity to small and medium size companies and insignificant increase of loans to the household sector.
As a result of stabilization and decline in energy prices, stabilization of food prices and weak demand, the projected inflation rate in 2013 significantly falls by 1.6% and in 2014, 1.5%.
The unemployment rate in the EU has steadily grown in the last two years, so it reached the level of 12% at end of 2012. The indicators of confidence point to further increase in unemployment, which usually lags behind developments in economic activity of GDP. Further growth of unemployment has been projected, so that the average rate will reach 12.2% in 2013 and 12.1% in 2014.
The aforementioned indicators hide different and divergent trends by individual countries, but generally, the central and northern European countries have positive indicators (economic activity and unemployment), while those on the periphery are negative.
The forecasts of economic activities of the candidate countries in the region are either negative or with very low projected growth. These forecasts predict depressed household consumption in all three countries in the region and its real decline. This will certainly will be a negative impulse on demand for tourist services from Serbia and Macedonia, that are important emitting tourist markets for Montenegro.
Table 2
	EC- Growth prospects of the candidate countries in the region

	
	2012
	2013
	2014

	Croatia
	-2,0
	-1,0
	0,2

	Serbia
	-1,7
	1,7
	1,9

	Macedonia
	-0,3
	1,5
	2,0

	Montenegro
	-0,5
	1,8
	2,6


Source: European Commission


MACRO-ECONOMIC FRAMEWORK 2012-2016

In such an unfavorable international environment, the Montenegrin economy, with internal systemic weaknesses, has no real chance for strong growth, so the Ministry of Finance is projecting real growth of 2.5% till the end of 2013, which is on the level of projections adopted by the Government in late October 2012.
Meanwhile, significant changes that slightly altered macroeconomic parameters have taken place, and they refer to the following:
• The Government of Montenegro, at the end of December 2012, adopted a package of fiscal measures, and the most important are: freeze on pensions and a tax on earnings above average gross earnings of EUR 720.
• Announcements of solutions for KAP differ from the assumptions underlying the previous macroeconomic projections; the price of aluminum is around 1800 $ / T which is at the level of annual minimum.
• Government program related to employment of trainees was implemented and within it 4,200 trainees will complete their traineeship, and the plan is to continue the program, but on a smaller scale.
• The Central Bank of Montenegro, in November 2012, announced the changes in the balance of payments for the period 2008-2011, and changes on the current account (related to increased revenues from tourism) necessitate the revision of data on nominal and real GDP and change completely the relations on the expenditure side.
• The Government of Montenegro has decided to increase the upper rate of VAT from the existing 17 to 19%, while retaining lower or zero rate of this tax on the same level.
Basic assumptions for the projections are:
• stop the negative trend of lending activity and its growth,
• Implementation of planned investments and a stable level of net inflows of foreign investment,
• Resolution of accumulated problems in KAP. The basic projection predicts reduced production (about 40.000T) and stabilization of price at about 2100 $ / T with a dollar exchange rate of about 1 EUR = 1.30 USD
• increase the collection of tax revenues.

For the period from 2013 to 2016, average growth of GDP of 3.6% is predicted and in 2014 (3.5%) and slightly higher in 2015 and 2016 (4.0% and 4.5%). The predicted rates are slightly higher than potential growth rates of GDP (long-term trend). After a significant drop in the unemployment rate in 2013 (estimated at 1.7 measured using the ILO methodology) as a result of the program for professional education of trainees. In the period 2014-2016 the continuation of the program for employment of trainees is expected, but on a smaller scale than this year, so the unemployment rate would be stabilized at 18.8%. The projections of unemployment take as assumption that a part of young university students will be retained after the end of the traineeship period (ILO methodology). Taking into account the data of the official statistics of the Employment Agency of Montenegro, the unemployment rate should rise slightly in the 2013 and reach 13.3%, so that by strengthening of the economic activity at the end of the medium term to 2016, it would fall to 12.5%.
In the period 2013-2016, the projected average growth of prices is 2.7%, and that is the result of stable prices of food and energy, but also of fiscal measures. This projection has been updated by adopted change of the basic VAT rate, so for 2013 somewhat higher inflation rate of about 3%  is planned and in the medium term, gradual stabilization and decline in the rate to 2.5% will take place in 2015-2016. 

Macro-economic developments in 2012 and first quarter of 2013

2.1.1. Gross domestic product in 2012 

According to the preliminary data of Monstat on GDP for 2012, Montenegrin economy recorded downturn of 0.5% as a result of a sharp decline in economic activity in the first quarter (bad weather conditions) and stagnation and weak growth in other quarters. The negative contribution is a result of the decline in industrial production (a decline in production of KAP) and the decline in the sector that covers budget spending and the part that refers to the net taxes on goods. Growth was recorded in tourism and retail, but it was not enough to cover the above mentioned negative effects.

The following table presents the achieved GDP by quarters with real and nominal growth, as well as the percentage share of certain quarters in annual GDP.


Table 3
	
	Quarterly national accounts, basic aggregates 

	Year
	Quarters
	GDP in current prices
	GDP in constant prices
	Nominal growth 
	Real growth

	
	
	% of annual GDP
	%

	2011
	Q1 
	19,6
	19,4
	1,8
	-0,5

	
	Q2 
	23,7
	23,3
	6,1
	3,6

	
	Q3 
	31,5
	31,6
	6,7
	5,9

	
	Q4 
	25,2
	25,8
	1,4
	2,6

	2012
	Q1 
	19,2
	19,3
	-0,9
	-2,3

	
	Q2 
	23,8
	23,8
	1,9
	0,3

	
	Q3 
	31,9
	31,6
	2,6
	-0,2

	
	Q4 
	25,1
	25,3
	0,8
	-0,3




In the period January-December 2012, Montenegro was visited by 1.44 million tourists who made 9.15 million overnight stays, which, compared to the 2011, is an increase of 4.8% and 4.3%, respectively. The growth in tourist traffic in 2012 was influenced by the increased number of arrivals (7.8%) and overnight stays (4.1%) of foreign tourists. Retail sales recorded a moderate growth trend compared to previous year, mainly as a result of increased tourist traffic. Turnover of goods in retail trade (in current prices), according to Monstat, achieved growth of 6.7% in 2012 compared to the previous year, which is particularly important given the share of this activity in the composition of the total GDP (12.1%). Indicators related to the construction industry show that this sector has not yet recovered from the negative effects of the economic crisis. According to Monstat data, the value of the performed construction works in 2012 decreased by 13.2% compared to 2011, while the effective hours of construction work are lower by 9.2% compared to 2011. Total industrial production in 2012 decreased, but production in the sector of electricity, gas and steam rose compared to 2011. The decrease in industrial production by 7.1%% in 2012, compared to 2011, is the result of the decline in the sector of mining and quarrying (21.0%) and manufacturing (10.1%), while the production of electricity achieved growth (2.2%) due to favorable hydrological conditions and the low base in 2011.  The plan of production of electricity for 2012 was achieved at the level of 95.4%. Manufacturing industry in December recorded a decline of 20.3%, while the annual decline amounted to 20.3%, which is primarily the result of the decrease in production of basic metals of 24.0% (a decline in production of aluminum and steel). According to Monstat data, most forms of transport declined in the 2012 compared to the previous year. Transportation of goods was reduced in rail, air, maritime and road transport, as well as passengers in maritime and road transport. The increase occurred in the transportation of passengers by air and rail transport and in telecommunications services (mobile telephony).

The estimates of the Ministry of Finance show that GDP in the first quarter of 2013 grew at a real rate of 4.4%, which, considering the fact that the first quarter is made of about 19% of the annual one,  makes 0.8% of share in the annual rate. According to the Monstat data, in the first quarter of 2013 Montenegro was visited by 53.5 thousand tourists (7.3% more than in the 1st quarter of 2012), who had 190.6 thousand overnight stays (1,4% less than in the same quarter of 2012). In the period January-March, industrial production recorded growth of 3.3% compared to the same period in 2012, due to increased electricity production by 66.3%, while mining and quarrying and manufacturing industry declined by 6.7 and 34.5%. Retail sales in the first quarter (current prices) recorded increase of 8.8% compared to the same period last year. The data from the transport area show that in the first quarter of 2013, there was a growth in transport of passengers and freight by rail, while a decline was recorded in the transportation of passengers by air and in telecommunication services (mobile telephony). Construction activity in the first quarter of 2013 had positive indicators. Value of performed construction work in the first quarter of 2013 increased by 5.7% compared to the same quarter last year and effective hours of construction works increased by 33.0% compared to the same quarter last year. The value of new contracts on buildings in the first quarter of 2013 increased by 121.8% compared to the same quarter last year, while the value of new contracts on other facilities increased by 491.7%.


2.1.2. Inflation

The annual inflation rate during 2012 was 4.1% and it ranged from 3.1% in January to 5.2% in October), and in November and December it stabilized, so that the annual rate of inflation, measured by this index remained at the level of 5.1% at the end of 2012. During 2012, the growth of inflation rate was mostly influenced by the growth of electricity prices (6.1% in January, 3.1% in July and 6.5% in August), the increase in fuel prices as a result of changes in oil prices on the world market, the increase in food prices as a result of reduced supply of local food products due to snow disasters that destroyed crops and extremely long dry period, increase in prices of clothing and footwear in October and increase in taxes and excise taxes, which led to increase in prices of the products on which the application of the new regulations referred (tobacco, alcohol , soft drinks and coffee).
The beginning of 2013 was characterized by a moderate increase in annual rate of inflation compared to the previous year. Inflation, as measured by the consumer price index, in March 2013, was 3.3%. The growth of aggregate price levels was mostly influenced by the growth of prices of food, clothing and electricity, while the relatively lower increase of prices of pharmaceuticals and fall of prices of tobacco, fuel and transportation services, influenced the  slowdown of  inflation in March of this year.

2.1.3. Investments

 According to the data of the Central Bank of Montenegro, an increase in foreign direct investment inflow was recorded in 2012. Achieved net inflow of EUR 453.6 million, is higher by 16.6% compared to 2011. The share of net FDI inflows in the estimated GDP for 2012 amounted to 13.6%, and was higher  by 1.7 percentage points than share in 2011 (11.9%). In the structure of FDI inflow (EUR 633.3 million), investments participated 69.3%, of which investments in companies and banks 35.7%, real estate 33.6%, intercompany debt 25.6% and other 5.1%. It is evident that the growth of FDI inflows in 2012 was characterized by higher quality structure of FDI, primarily by increase of investment in companies and banks of 34.9% compared to 2011 and then respectively, by the growth of investment in real estate by 22.7% and intercompany debt of 22.2%.

• The most important investments that are expected refer to further investments in transport - first section of the highway ("Bar-Boljari"), investments in tourism ("Porto Montenegro" - "Adriatic Marinas", "Lustica bay resort" - "Orascom" "Kumbor "-" Socar "," Blue Horizons - Beyond the Horizon "-" Qatari Diar "," Sveti Marko "-" Metropol Group "; energy (construction of small hydro power plants, coal mine        "Maoče", thermo electric power plant Pljevlja, submarine cable - "Terna"), and industry -"Toscelik Niksic”). The list of planned announced investments collected from relevant ministries is in the Annex of this document on page 36.

2.1.4. Labor Market 

Even with slight recession, trends at the labor market show an increase in average employment by 2.1%, but also a decrease in average unemployment by 2.2%, as a result of measures and activities set forth in 2012 Action Plan for Employment and Human Resources Development. Average number of employed persons in 2012 was 166,531, while average number of unemployed was 30,188. It is characteristic that the highest number of employees was reached in July and August, about 172.000 on average, due to the season.  

Unemployment rate has fallen from 13.3% in 2011 to 13.0% in 2012, while Survey on Labor Force shows the unemployment rate of 19.7%, the same percentage as in the previous year. At the end of 2012, the number of unemployed increased compared to December 2011 by 2.2%, mainly due to increased share of young people, in particular those with university education. In the next period, a limiting factor in the employment sector will be developments in real sector, that is, difficulties in big systems' operation (Aluminum Plant Podgorica, Steelworks etc.), which might lead to dismissals.  

Average gross salary in 2012 was EUR 727 or by 0.7% higher than in the previous year, without taxes and contributions it was EUR 487 or by 0.6% higher, and really by 3.3% lower than in the previous year. Average pension in 2012 was EUR 277.65 (57.0% of average net salary), however old-age pension was EUR 323.91 (66.5% of net salary).

The increase in unemployment rate (Employment Agency of Montenegro) was recorded in the first three months of 2013, from 13.7% in January to 14.2% in March 2013. In the period January – March 2013, compared to the same period in 2012, the number of employed persons increased by 3.5%, as well as the number of unemployed by 3.3%. Average salaries in March were EUR 723, with decrease of 1.5% in the first quarter of 2013 compared to the first quarter of 2012, while average net salaries were EUR 476, with decrease of 2.4% in the same period. Minimum consumer basket increased by 2.0% in March 2013 compared to the same month in 2012. 

2.1.5.  Monetary Aggregates and Loans 

In 2012, the banking sector was stable, with system risk kept at moderate level. At the end of 2012, total deposits mounted to EUR 1980,7 million , which represents growth of 9.0 % compared to the previous year. Retail deposits, which prevail in total deposits with the share of 57.9 %, amounted to EUR 1147.0 million  with increase of 11.0 % at annual level. In the maturity structure of deposits, retail term deposits made  61.6 %, while retail sight deposits made  38.4 %. Corporate deposits also recorded growth and with amount of EUR 526.5 million  in December 2012, they increased by 10.2% compared to the same month in the previous year. High level of non-performing loans is one the biggest issues faced by the banking sector and a consequence of both intensive lending activity at the time of economic growth and continuing overflow of the financial and debtor crisis effects on the overall system. At the end of 2012, non-performing loans amounted to EUR 314.8 million or 16.9 % of total loans. Deterioration of loan portfolio and limited access to foreign sources of financing resulted in negative financial outcome at the banking sector level of EUR 56,5 million. Out of 11 banks, 8 operated with gain, while 3 banks recorded loss of EUR 68.9 million. With the aim of maintaining financial stability, last year losses were recovered by the existing capital and by share capital increase in the amount of EUR 46.5 million . All this led to the restrictive lending policy, which, from the aspect of economy needs, was dissatisfying. Total loans amounted to  EUR 1862.5 million  recording a decrease of 4.8 % compared to December previous year. In that, loans to corporate decreased by 4.9 %, loans to retail by 2.9 % at annual level. Average risk-weighted interest rates for newly approved loans in December were lower by 1.66 percentage points compared to November, what indicates positive effects of the Decision on interim measures for limiting bank interest rates. It is necessary to encourage new investors on the monetary market, which would trigger lending of the banks and financing of profitable projects. 
At the beginning of 2013, liquidity of the banking sector is satisfactory, while illiquidity of the real sector still deteriorates. Out of 53,124 legal entities and entrepreneurs, 12,482 had their accounts blocked at the end of April, which is by 0.18 % higher compared to the previous month. Total debt, based on which the blockage of accounts was made, amounted to EUR 430,7 million , which represents an increase of 1.12 % compared to end of March. 
2.1.6. External Sector 

Balance of payments trends in 2012 are characterized by the increase in foreign trade deficit, surplus at the service accounts, income and current transfers, relatively high inflow of foreign direct investments and low net outflow at the accounts of portfolio and other investments. 
Balance of payments current account deficit in 2012 increased by 2.4% compared to the previous year and amounted to EUR 587.2 million  or 17.7% of GDP. Increase of current account deficit was generated by relatively high growth rate of foreign trade deficit of 6.3% and slight increase in positive balance of services of 3.9%. Current account deficit was largely financed by net inflow of foreign direct investments (FDIs), that is, 77.3%.                     
Foreign trade deficit of EUR 1.388.8 million, or by 6.3% higher than in 2011, was major cause of the balance of payments disequilibrium. Commodities deficit, resulting from faster drop in export compared to drop in import, could not be offset by positive balance at the service account, income and current transfers which amounted to  EUR 801,6 million . Namely, the coverage of foreign trade deficit by surplus generated at other sub-accounts of the current account was 57.7%, which is at roughly same level as in the previous year. 
Surplus at the service account increased by 3.9% and amounts to EUR 612.3 million , which is largely the result of increase in income from travel and tourism by 3.8%, to which 64.5% of total revenues at the service account refers. Despite unfavorable economic trends in the country and surroundings, income from tourism was influenced by increased tourist arrivals and overnights by 4.8% and 4.3%.  
At the factor income and current transfer accounts, there is a surplus of EUR 189.3 million or  31.8% higher than in 2011, as a result of higher inflow of remittances from abroad to the accounts of private individuals. 
Total commodities exchange in 2012 was EUR 2,172.5 million , which is by 3.8% less than in the previous year. Foreign trade deficit was by 6.3% higher and amounted to EUR 1,388.8 million or 41.8% of projected GDP. Foreign trade disequilibrium is a result of the economic stagnation, slow-down of aggregate demand growth and negative external factors (decrease of metals prices). Foreign trade disequilibrium was affected by fall of the industrial production of 7.1%, for the mentioned period,  of which, production of basic metals (aluminum and steel) 24.0%. Such trends resulted in unfavorable ratio  of export covering import, which decreased by 4.7p.p and amounts to 22.0%. Commodities export was EUR 391.9 million  worth and import EUR 1.780,7 million , which is by 17.8%, that is, 0.1% less, respectively. Low share of export in total exchange (16.8%) and significant share of import (83.2%) shows high import dependence on domestic production and consumption. Decrease in aluminum export by 22.0%, to which refers   35.1% of total export, mostly affected the commodities export drop. Significant drop of aluminum export is a result of KAP's decreased production aimed at reduction of losses under conditions when purchase price is higher than sales price, as well as  decrease in export prices of industrial products that were lower by 5.8% in the observed period.  
The level of foreign trade exchange for the period January - March 2013 was EUR 450.9 million , which is by 6.6% less compared to the turnover generated in the same period of 2012. Export increase of 5.2% was recorded with simultaneous import decrease of 9.1%, which resulted in decrease of foreign trade deficit that amounted to EUR 272.5 million or 13.0% less compared to the same period last year. Expressed in value, commodities in the value of EUR 89.2 million  were exported, while commodities in the value of EUR 361.7 million  were imported. Import coverage by export was 24.7% and was by 3.4 p.p. higher than in the same period last year. Increase in commodities export was mainly influenced by increase in export of mineral fuels and oils of 114.0% (29.7% of total export) and raw materials except fuel of 44.0% (15.3% of total export). The value of aluminum export was EUR 24.9 million, which represents a decrease of 35.9% compared to the same period in 2012. Decrease of import value was mainly the result of decrease in import of mineral fuel and oil by 38.0% (14.8% of total import); food and live animals by 4.0% (19.2% of total import), while the import of machinery and transport devices (23.4% of total import) was at nearly the same level as the previous year. Observed by groups of countries, 59.6% of total export and 40.5% of total import refer to CEFTA countries. 

2.2. Macro-economic scenario for the period 2013-2016

Macroeconomic projections for the period 2013-2016 envisage real growth of GDP: 2.5% in 2013, 3.5% in 2014 and 4.0% in 2015 and 4.5% in 2016. In 2013, the Montenegrin economy will still suffer negative effects of the Euro zone crisis, which will primarily reflect on  availability of financial funds and investors' prudency. GDP growth rate of 2.5% in 2013 is based on assumption that natural (climate) conditions will be normal, which will influence stronger growth in the first quarter due to low last year basis. In the period 2014-2016, the Montenegrin economy will grow faster, due to strong growth of the investment activity and engagement of domestic potentials, primarily tourist and energy, moderate increase of lending activity and initial drop in commodities export, but also increase in services export (tourism). In the next period, it is necessary to project measures to encourage better use of economic potentials, with observance of international agreements, that is, to boost domestic production by proper measures, which would relieve pressure on import and foreign trade deficit. By the mentioned measures, we also increase competitiveness of domestic production. 
Average GDP growth rate for the period 2013-2016 is 3.6 %, which is above the potential GDP growth rate (3.2%). Projected inflation rate in 2013 is 3.0%, since besides stabilization effects of decrease in energy products prices and foods, we took into consideration the Government of Montenegro's decision on increasing upper VAT rate from the existing 17% to 19% and keeping lower and zero rate of  this tax at the same levels. 
When making projections, the following assumptions were taken into consideration from the external surroundings:  
· Price of raw petroleum will be 109 $/bbl in 2013, with decreasing tendency in 2014 (103 $/bbl);
· EUR exchange rate will be 1,29 USD/EUR over the entire period;
· Inflation in EC will be 1.8% in 2013 and 1.6% in 2014 
· In 2013, food prices will remain at the same level as in 2012 due to extended effect of extreme draught in 2012. 


Macroeconomic scenario for 2013-2015 is based on the following assumptions:
· In the period 2013-2016, foreign direct investments will maintain stable share of approximately 11.5% of GDP; Key impulse for the projected growth in the midterm comes from the announced commencement of investment cycle which refers to continuation of already initiated and launching of new investments. 
· Deposits will be stable;
· Bank loans will start growing, somewhat slower in 2013, reaching average growth of 6.7% in the period 2014-2016.
· Household consumption will be affected by decrease of income related to salary decrease and freeze on pensions and announced VAT increase, boosted by positive impulses of income from tourism. 
·  (
Graph
 
1
 
Participation of sectors in GDP composition -real rates 
) Share of public consumption falls as GDP percentage due to need for fiscal consolidation. 
· After drop in export in 2013, export will grow by real rate of approximately 3.2 % on average in the period 2014-2016. 
· As a result of drop in commodities export and services increase and drop in import, current account deficit will decrease in 2013 to approximately -16,4% of GDP, and become stable in 2016 at approximately 17% of GDP. 
· Employment shows gradual increase over the entire period, as a result of gradual economic growth, adjusted by need to increase competitiveness and have necessary structural reforms. 
· Unemployment, measured by ILO methodology, will decrease to 18% due to the training program for 4.200 of university graduates in 2013 and when the training ends in 2014 it will reach 18.8% with slight decrease in the following years (2015-2016). Projections on unemployment based on applications to the Employment Agency of Montenegro indicate slight increase of unemployment rate in 2013 but, by midterm growth of economic activity, it will gradually drop below 13% and be 12.5% in 2016. 
· Projections of inflation indicate drop of rate compared to 2012, as a result of poor demand, stable or lower prices of energy products and stable food prices. Corrective factor in this drop is VAT rate increase from 17% to 19%, so the inflation in 2013 will be influenced by increase in prices on this basis (3%). Gradual decrease of inflation is expected in the period 2014-2016, so the projection is that at the end of the period inflation will be 2.5%.  

Table 4 Macroeconomic Evaluations and Projections 2012-2016
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	Montenegro: Macroeconomic Projections, 2014-16
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	2012
	2013
	2014
	2015
	2016
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	Nominal GDP in million EUR
	3.338
	3.517
	3.735
	3.982
	4.265
	 
	 

	 
	Nominal growth
	1,3
	5,4
	6,2
	6,6
	7,1
	 
	 

	 
	Real growth
	-0,5
	2,5
	3,5
	4,0
	4,5
	 
	 

	 
	Deflator -growth
	1,9
	2,8
	2,6
	2,5
	2,5
	 
	 

	 
	Inflation (CPI)
	4,1
	3,0
	2,9
	2,7
	2,5
	 
	 

	 
	 
	( in % of GDP)
	 

	 
	Key features:
	 
	 
	 
	 
	 
	 
	 

	 
	Current account deficit
	-17,6
	-16,3
	-16,7
	-17,0
	-17,0
	 
	 

	 
	Export
	41,6
	39,6
	39,2
	38,9
	38,6
	 
	 

	 
	Import
	-64,9
	-61,1
	-60,5
	-60,2
	-59,6
	 
	 

	 
	Other
	5,7
	5,3
	4,6
	4,3
	4,0
	 
	 

	 
	Private deposits
	49,2
	50,0
	50,4
	51,1
	51,9
	 
	 

	 
	Bank loans - domestic
	55,8
	54,6
	55,9
	56,2
	56,5
	 
	 

	 
	Household consumption
	84,3
	83,4
	83,7
	83,4
	83,1
	 
	 

	 
	Gross Investments
	17,6
	17,5
	17,3
	18,3
	18,8
	 
	 

	 
	Public consumption
	21,5
	21,2
	20,7
	20,1
	19,5
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 u % 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	Real  rates of GDP growth
	-0,5
	2,5
	3,5
	4,0
	4,5
	 
	 

	 
	Household consumption
	1,2
	1,5
	3,8
	3,6
	4,2
	 
	 

	 
	Gross investments
	-8,7
	1,7
	2,8
	10,1
	7,3
	 
	 

	 
	Public consumption
	-1,4
	1,1
	1,2
	0,9
	1,5
	 
	 

	 
	Net export
	-1,9
	-3,0
	1,9
	4,3
	2,9
	 
	 

	 
	Export
	-1,5
	-2,2
	2,6
	3,2
	3,7
	 
	 

	 
	Import
	-1,7
	-2,4
	2,4
	3,6
	3,4
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	(share in real growth in % of GDP)
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	Real growth of GDP
	-0,5
	2,5
	3,5
	4,0
	4,5
	 
	 

	 
	Household consumption
	1,0
	1,3
	3,2
	3,0
	3,5
	 
	 

	 
	Gross investments
	-1,7
	0,3
	0,5
	1,7
	1,3
	 
	 

	 
	Public consumption
	-0,3
	0,2
	0,3
	0,2
	0,3
	 
	 

	 
	Net export
	0,4
	0,7
	-0,4
	-0,9
	-0,6
	 
	 

	 
	Export
	-0,6
	-0,9
	1,0
	1,2
	1,4
	 
	 

	 
	Import
	1,1
	1,6
	-1,4
	-2,2
	-2,0
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	(annual growth in % unless otherwise specified)
	 

	 
	Key assumptions:
	 
	 
	 
	 
	 
	 
	 

	 
	Employment growth
	2,1
	2,1
	0,1
	0,5
	0,5
	 
	 

	 
	Unemployment (ARS)
	19,6
	18,0
	18,8
	18,6
	18,4
	 
	 

	 
	SDI  % BDP-a
	13,6
	11,5
	11,5
	11,5
	11,0
	 
	 

	 
	Bank loans
	-4,8
	3,1
	6,3
	6,8
	7,1
	 
	 

	 
	Export growth
	0,5
	0,2
	5,3
	5,8
	6,3
	 
	 

	 
	Import growth
	3,2
	-0,7
	5,0
	6,2
	6,0
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 







3. PUBLIC FINANCES IN THE 2012-2016 PERIOD 

3.1. Public finances and public debt

3.1.1. Strategy and medium-term objectives of the public finance policy

In 2012, public finances were strongly influenced by the economic crisis, followed by internal problems. Due to a decline in the economy caused by bad weather, there was a significant drop in revenue collection of the central budget. Preliminary data showed that at end-2012, the central budget hit the lowest nominal level of revenue collection since 2008. Although we saw a stable level of spending in 2012 despite a number of pressures, the budget deficit, according to preliminary data, reached the level of 4.87% of GDP. Such a development pointed to the need of urgent adjustments and the stabilization of the deficit. Therefore, it was necessary to act on the revenue side in order to ensure the stability of collection and reduce the need for borrowing and debt growth. 
After constituting a new government, joined actions were taken to tackle the problem of gray economy and interim measures were introduced to be in effect during 2013. Also, the procedure is under way to increase the VAT rate from 17 to 19%. According to the analysis made by the World Bank, this increase would not have a long term negative effect on the economy of Montenegro nor its investment climate, keeping in mind that the rate of 19% would remain the most competitive rate in Europe. 
The fundamental commitment of the public finance policy is aimed at creating conditions for sustainable economic growth in the medium term when it is planned to intensify and continue the reform process, primarily the public administration reform, which will result in increasing productivity and reducing costs. Structural reforms of the pension system, health care, education and the labor market create the preconditions for maintaining a stable system of public finances and competitiveness of the economic system. Strengthening the competitiveness of the economic system is one of the priorities that Montenegro needs to fulfill during the EU accession process. The orientation of Montenegro as a small and open economy is the continued improvement of the business environment in order to attract FDI. Also, one of the measures is the reducing of gray economy that will, in addition to creating the conditions for healthy competition, contribute to a better budget revenue inflow. Results of the implementation of these measures are visible through the collection of revenues in Q1 2012 when the revenue inflow exceeded the plan by 3.3% and were well above Q1 2011, by 13.3%. A particularly positive deviation from the plan was registered with the collection of VAT, which saw an increase of 13.9% compared to the plan and 19.3% compared to Q1 2012.
The fiscal policy for the upcoming medium term defines new objectives relating to the establishment of a sustainable system of public finance by defining the fiscal anchors and rules. The main fiscal anchors in the period 2013-2016 are as follows: 
1. Continued implementation of austerity measures, with the emphasis on the protection of social categories of the population and the provision of funds for capital projects that will ensure growth and development, whilst reducing the current budget spending to 29% of GDP in 2016; 
2. Savings made over a year in categories under the current expenditures will be transferred to capital projects, thus allowing the public sector to give impetus to economic activity;
3. Intensifying the implementation of structural reforms that will reduce the pressure on spending in the long term;
4. Realization of investments that will contribute to growth of the economy, with the emphasis on the strategic investments; 
5. Continued implementation of measures to combat the gray economy by creating the legal framework providing for the improvement of conditions for regular operations and the sanctioning of all irregularities in the market by regulating the use of higher punitive measures against the violators of law;
6. Increase in the basic VAT rate from 17% to 19% to provide additional funds to cover the deficit, yet keeping the leading position in terms of competitiveness of the tax rates in Montenegro in relation to the neighboring countries and the EU;
7. Providing funds for financing through a new bond issue and refinancing of the government debt and its reduction to the level of 50% of GDP in 2016;
8. Suspending the issuing of guarantees, except for infrastructure projects;
9. Reducing the budget deficit in the medium term to below 1% of GDP in 2016;
10. Achieving the primary surplus in the medium term;
11. Harmonization of the public finance with EU regulations;
12. Introduction of fiscal rules and finalization of the fiscal responsibility law;
The following table shows the main fiscal indicators as % of GDP in the medium term:
Table 5
	Fiscal framework  (% of GDP)
	Realization
	Plan
	Projections

	
	2012
	2013
	2013P
	2014
	2015
	2016

	Fiscal indicators
	Current revenues
	38.9
	36.8
	37.5
	35.9
	34.6
	33.5

	
	Public consumption
	42.9
	39.1
	39.4
	37.0
	35.5
	34.1

	
	Deficit/Surplus
	-4.0
	-2.3
	-1.9
	-1.0
	-0.8
	-0.6

	
	Interest
	1.8
	2.1
	2.1
	2.4
	2.7
	3.0

	
	Primary deficit/surplus
	-2.2
	-0.2
	0.2
	1.4
	1.9
	2.4

	
	Public debt
	50.9
	54.4
	53.8
	53.4
	52.8
	50.1



3.1.2. Public finance trends in 2012 and Q1 2013

Year 2012 was one of the most difficult years for public finances of Montenegro. There was a decline in economic activity due to the spillover of the international economic crisis as well as bad weather in the country at the beginning of the year, which affected the developments in the field of public finance.

Preliminary public revenues amounted to € 1298.83 million or 38.9% of GDP (3,338 million €) in 2012. Observed year-on-year, they rose 1.1%, which represents a nominal increase of 13.7 million €. This growth was mainly due to a nominal increase in revenues from corporate profit tax of 27.9 million €, contributions of 8.7 million €, and excise duties of 8.4 million €. The year-on-year decline was recorded in revenues from international trade and transactions tax of 36.1% and value added tax (VAT) of 9.6%. In relation to the plan, as per the budget revision, revenues increased 1.3%, which is due to the growth of local government revenues of 35% that was largely a result of increase in revenues from local taxes and fees for municipal land development.

Public consumption amounted to 1,430.80 million €, representing 42.9% of GDP in 2012; it is 30.45 million € or 2.1% lower compared to 2011. In relation to the plan, as per the revised budget, public consumption increased 3.3% as a result of increased local and budget consumption of 18.3% and 1.8%, respectively. Lower year-on-year realization was recorded in other employee benefits, subsidies, transfers to institutions, individuals, NGO and public sectors, and the capital budget. As for mandatory expenditures, growth was recorded in transfers for social protection, of 26.57 million €, while gross wages remained at approximately the same level as in 2011. Expenditures that increased as well were those for interest payment and repayment of principal debt, mainly due to an increase in the repayment of principal to residents.
A deficit in public consumption amounted nearly 132 million € or 3.95% of GDP in 2012, primarily due to the overspending and the lower collection of budget revenues in relation to the plan.

Table 6: Public consumption
	Public consumption
	2012 Revision
	 2012 Execution
	Deviations from the plan

	
	million €
	 % of GDP
	million €
	 % of GDP
	million €
	%

	Current revenues
	1282.23
	38.41
	1298.83
	38.91
	16.59
	1.3

	Taxes
	803.91
	24.08
	785.99
	23.55
	-17.92
	-2.2

	Personal income tax
	111.24
	3.33
	109.68
	3.29
	-1.56
	-1.4

	Corporate profit tax
	46.87
	1.40
	64.02
	1.92
	17.14
	36.6

	Real estate turnover tax
	12.47
	0.37
	14.41
	0.43
	1.94
	15.5

	Value added tax
	381.22
	11.42
	354.71
	10.63
	-26.51
	-7.0

	Excise duties
	163.06
	4.88
	151.77
	4.55
	-11.29
	-6.9

	International trade and transactions tax
	47.34
	1.42
	28.97
	0.87
	-18.38
	-38.8

	Local taxes
	37.55
	1.12
	58.15
	1.74
	20.60
	54.9

	Other taxes
	4.15
	0.12
	4.28
	0.13
	0.13
	3.1

	Contributions
	351.99
	10.55
	362.25
	10.85
	10.26
	2.9

	Duties
	33.02
	0.99
	23.50
	0.70
	-9.52
	-28.8

	Fees
	51.39
	1.54
	73.75
	2.21
	22.35
	43.5

	Other revenues
	37.75
	1.13
	48.85
	1.46
	11.10
	29.4

	Receipts from the repayment of loans
	4.17
	0.12
	4.49
	0.13
	0.32
	7.8

	Public consumption
	1385.36
	41.50
	1430.81
	42.86
	45.45
	3.3

	Current public consumption
	1271.72
	38.10
	1310.36
	39.26
	38.65
	3.0

	Current expenditures, of which:
	702.69
	21.05
	715.45
	21.43
	12.76
	1.8

	Gross wages and contributions charged to employer
	410.27
	12.29
	407.75
	12.22
	-2.52
	-0.6

	Other personal income
	15.74
	0.47
	13.00
	0.39
	-2.74
	-17.4

	Expenditure for material and services
	153.90
	4.61
	167.22
	5.01
	13.33
	8.7

	Interest
	58.41
	1.75
	58.85
	1.76
	0.45
	0.8

	Subsidies
	21.42
	0.64
	26.61
	0.80
	5.19
	24.2

	Transfers to social protection
	478.55
	14.34
	482.09
	14.44
	3.54
	0.7

	Transfers to public institutions, individuals, NGOs and public sector
	52.73
	1.58
	63.61
	1.91
	10.88
	20.6

	Capital expenditures
	113.65
	3.40
	120.45
	3.61
	6.80
	6.0

	Repayment of guarantees
	23.43
	0.70
	24.72
	0.74
	1.29
	5.5

	Net increase in liabilities
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	Surplus/deficit
	-103.13
	-3.09
	-131.98
	-3.95
	-28.85
	28.0

	Primary deficit
	-44.72
	-1.34
	-73.13
	-2.19
	-28.40
	63.5



Budget revenues recorded the lowest level of the nominal charge in 2012 since the outbreak of the economic crisis in Montenegro in late 2008. Bad start to the year due to adverse weather conditions contributed to a decline in economic activity throughout the entire year, resulting in the collection of revenues of 1,119.9 million € (33.6% of GDP), which is almost 90 million € (or 7.5%) less than initially planned under the 2012 Budget Law and 30 million €  (or 2.7%) lower in relation to the amount planned under the budget revision. VAT revenues amounted to 354.7 million € and they recorded a nominal decline of 37.5 million € or nearly 10% in relation to 2011. Negative deviations were also recorded in international trade and transactions tax, 16.4 million € or 36.1%, due to liberalization of the international market and the continuous reduction of customs tariffs. Revenue from corporate profit tax increased by 77.3% on the year-on-year level and this is due to the measures taken under the 2012 Budget Revision. Revenues from other taxes rose 4.7 million € as a result of the introduction of new duties as a part of a set of interim fiscal measures in 2012.

Budget expenditures were executed in the amount of 1,282.6 million € (38.4% of GDP), which is almost 30 million € (2.4%) more than planned under the law and 22.4 million € (1.8 %) more than planned under the budget revision. This increase of expenditures occurred primarily due to the calling of guarantees, which were one of the reasons for making the budget revision, but also due to the higher amount of expenditures for the rights in the field of social protection (5.7 million €), pension and disability insurance (0.9 million €), subsidies (5.2 million €), expenditures for material and services (8.2 million €), interest (1.1 million €), and the budget reserves which exceeded the planned amount by 9.5 million €. Saving in 2012 were made in the expenditures for gross wages, 3 million €, severance pay (2.8 million €), while the capital budget was 6.7 million € below the plan. The percentage of the capital budget execution is almost 90%.

Such developments on the revenue and expenditure sides of the budget resulted in the budget deficit in 2012 in the amount of 162.7 million € or 4.87% of the estimated GDP (the Ministry of Finance estimate is 3,338.0 million €). Compared to the initially planned deficit, it was 120 million € (or 2.8 times) higher, while in relation to the budget revision it was 52.6 million € or nearly 50% higher.

Montenegro allocated 223.6 million € for debt repayment in 2012, whilst borrowing 329.4 million € in the same period. 
The public debt amounted to 1,699.5 million € or 50.9% of gross domestic product. The internal debt stood at 404.5 million € or 12.1% of GDP, while the external debt amounted to 1,295.0 million € or 38.8% of GDP. Compared to the balance at end-2011, the public debt rose by 14.3% in 2012. Some 23.5 million € worth guarantee for Aluminum Plant Podgorica (KAP) were called in 2012.
Estimated public revenues amounted to 243.28 million € (6.7% of GDP) in the period January-March 2013. Compared to the same period last year, they rose by 9%, which represents a nominal increase of 20 million €. This growth was mainly owing to the nominal increase in the revenues from VAT of 12.82 million €, contributions of 6.9 million €, and excise duties of 3.9 million €.

At the same time, estimated public spending amounted to 298.5 million € (8.4% of GDP), which is an increase of 17.8 million € or 6.3% compared to Q1 2012. The increase was due to growing transfers to institution, individuals and NGOs, transfers for social protection rights, while expenditures for interest and subsidies declined.

The public spending deficit was 55.2 million € (1.6% of GDP) at end-Q1 2013, being 2.18 million € higher than the one recorded in the same period the year before. 

The first quarter of 2013 was marked by the stabilization of budget revenues and the collection 3.3% above the planned level and 13.3% above the Q1 2012 level. Budget revenues amounted to 218.5 million € or 6.2% of GDP. The collection of VAT, corporate profit tax, contributions, and personal income tax increased in relation to the plan, which confirms that the measures taken to improve the budget revenue collection have generated positive results. These indicators of the budget execution evidence that measures taken to combat gray economy have been giving results, but also that the economic situation in the current year is better than in 2012. 


3.1.3. Projections of public finance in the 2013-2016 period
The Pre-Accession Economic Program (PEP) for 2012-2015 contains ​​two macroeconomic scenarios whereby both predict growth of 0.5% in 2012. The PEP baseline scenario for 2013 envisages recovery with the rate of economic growth of 2.5%. Given the developments in the period following the adoption of the PEP and preliminary data on economic growth, the Ministry of Finance revised the 2012 growth projection to -0.5%. Negative trends from 2012 were stopped and available macroeconomic and fiscal indicators show that the projections of the Montenegrin economy recorded GDP growth of 4.4% in Q1 2013. The announced increase in the production of electricity, information on bookings for the upcoming tourist season, and the announced investments indicate that the economy will grow at the rate of 2.5% in 2013. Taking into account the assumption that there will be significant growths in tourism, investments and the production of electricity, the projections of the Ministry of Finance showed that, in the medium term, the economy will grow at an average rate of 3.6%. After revisited macroeconomic projections for 2013 and the medium term, the fiscal projections for 2013 and the medium-term fiscal framework were also reconsidered. To wit, after the budget revision in April 2012, and revised projections in September, as shown in the PEP, the year 2012, according to preliminary data, saw even lower budget revenue collection than planned, yet lower than estimated in the PEP. The lower revenue collection in 2012 induced the revision of fiscal projections for 2013-2015. Therefore, certain fiscal measures were taken in early 2013 to ensure the planned fiscal consolidation.

Already in early 2013 the Ministry of Finance prepared a set of fiscal measures that were based on the creation of preconditions for sustainability of public finances. These measures are:
1. Introduction of the so-called “crisis tax” at the rate of 15% on wages exceeding the average wage in the country;
2. Introduction of measures to suppress gray economy, followed by higher fines for offenders;
3. Interim freeze on pensions, i.e. the suspension of pension adjustments in 2013;
4. Duties on SIM cards, smoking zones, electric meters and cable television to be in effect until the end of 2013;
5. An increase of the minimum wage from 30% to 40% of the average wage;
6. Rationalization of spending of managing boards in public enterprises, institutions, funds, and most companies where the state has the controlling share. De-professionalization of managing boards was performed and remunerations to chairmen and members of managing boards were reduced and limited.
7. Rationalization of the regulatory agencies. The proposed adjustments of their earnings with those of the civil servants and state employees and reducing discretionary spending. Amendments to the relevant legislation enabled the excess revenues of the regulatory agencies to be transferred to the budget.
8. Reducing the number of government working bodies and remunerations to their members.

After a detailed analysis, the Ministry of Finance will consider a potential extending of the interim fiscal consolidation measures. In addition to these measures governing spending, the public administration reform aims to reduce employment in the public sector. The priority objective of economic policy in 2013 is the stabilization and consolidation of public finances while creating the conditions for an increase of foreign and domestic investments and the continuation of the financial sector stabilization. The need for fiscal consolidation and increased competitiveness of the economy is one of the priorities in the process of European integration. With a view to ensuring effective management of public finance, the introduction of fiscal rules and the creation of an institutional framework for their consistent application are set as the priority. Increasing the flexibility and mobility of the labor market and facilitating requirements for obtaining building permits in accordance with the recommendations of international rating reports. The fiscal policy priority is to maintain stability and reduce the deficit and the debt, in parallel with the implementation of measures to combat gray economy. Improving the tax system will be continued through the harmonization of the law on excise duties with EU Directives. In financial terms, liquidity in the banking sector is necessary, as well as the contribution to creating the conditions for an increase in bank lending.

Public revenues. The main objectives on the revenue side over the medium term are the increasing of revenues collection and reducing gray economy. Although all neighboring countries increased their tax rates, in particular VAT, against the backdrop of deteriorated economic indicators in 2012, the Ministry of Finance of Montenegro based its tax policy in 2012 and 2013 on the introduction of symbolic taxes on products categorized as luxury. The commitment of the Ministry of Finance in the period 2012-2013 was to improve the revenues collection system whilst reducing the possibilities for irregular business operations. An action plan to combat gray economy was drafted and fines for irregular businesses were increased. The law on combating gray economy is being drafted. However, the VAT rate increase was considered as the last resort measure. A set of analyses were made with regard to the recommendations of the international financial institutions to increase VAT from 17% to 19%. The results show that there would be a one-off prices increase but all the other effects on the economy would be positive in the long term. The prices increase would lead to a reduction in disposable income and thus a reduction in consumption, but it is expected that the revenue from VAT collection would increase 8% - 9% per annum.
The total financial effect of the measures taken to increase revenue collection in 2013, according to conservative calculations, will amount to between 45-55 million € (excluding gray economy), of which:
· Duties on SIM cards, smoking zones, electric meters and cable television that will be in effect in 2013 could generate the total revenue of 12 million €. 
· The fiscal impact of the rate of 15% on gross wages exceeding the average wage will contribute to the realization of revenues of 7.5 million €.
· The planning of income also implies the effects of measures of collection of tax revenues and reduction of gray economy. Also, the assumption is that because of the radical measures in the collection of future taxes and due to the tax debt from the previous period, as well as combating gray economy, a part of tax arrears will be collected and the tax base will be expanded. Although there are no assessment of the fiscal impact and scope of the gray economy, results after Q1 2013 are encouraging. 
· The fiscal impact of the VAT rate of 19% to be applied as of 1 July 2013 would result in additional revenue of 25 million €.
· Increasing the minimum wage from 30% to 40% of the average wage in Montenegro will have a positive effect on the public finances and the economy. On one hand, it will reduce the abuses in the labor market, and on the other hand, it will reduce the pension fund deficit which in the previous period suffered significant pressures resulting from avoiding the payment of contributions and the growing number of pensioners.
· After a detailed analysis, the Ministry of Finance will decide on the continuation of application of the interim fiscal measures.

Budget revenues in 2013 are estimated at 1,182.63 million € or 33.6% of GDP. Compared to the budget execution in 2012, revenues in 2013 will be 5.5% or 62.7 million € higher. With the rate of economic growth of 2.5% in 2013 and the achieved fiscal effect of the aforesaid measures, the stated amount of budget revenues will be achieved in the current year.

When creating the Guidelines, we considered and planned for further harmonization of the law on excise duties excise policies in the member states of the European Union. This harmonization means further growth of excise rates on the existing excise categories, and we can surely expect a positive fiscal impact on the budget revenues. In Q2 2013, it is planned to harmonize excise duties on tobacco and tobacco products that are expected to generate revenues of around 2 million € in the second half of 2013, while the estimated fiscal impact at the annual level will be about 4 million €.

The projections of growth of public revenues in the medium term were made in accordance with the projected rates of economic recovery and the inflation trending during this period. Taking into account the measures envisaged for the budget side, the public revenues in 2013 were estimated in absolute terms of 1,318.9 or 35.9% of GDP, which is 0.7 percentage points higher than planned for 2013.
A gradual growth of current revenues in absolute terms is planned for the period 2014-2016, increasing from 1,341.6 million € in 2014 to 1,429.0 million € in 2016, while as a percentage of GDP, a slight decline is expected to 33.5% of GDP. The highest growth is expected in indirect revenues, especially from value added tax, excise and customs duties (a little lower than expected GDP growth), while no significant growth in revenues is expected from direct taxes due to the freezing of wages and suspension of  employment in the public sector. Direct taxes and non-tax revenues are projected at somewhat lower levels compared to the projected growth in indirect taxes.
Budget revenues will gradually rise in the absolute amount over the medium term, from  1,200.6 million € in 2014 to 1,282.5 million € in 2016, while as a percentage of GDP, they will gradually decline to stay at the level of 30.1% of GDP in 2016.
In the period 2014-2016, a slight increase in local government revenues is projected as a result of improved collection of real estate turnover tax on and increase in the fee for municipal land development due to the implementation of the Law on legalization of informal settlements. The projection of local government revenues in the medium term envisages a gradual increase in absolute terms from around 141.0 million € in 2014 to 146.5 million € in 2016, while as a percentage of GDP, they will gradually decline from 3.8% to 3.5% of GDP in 2016. The adoption of a new law on the regulation of land and construction of buildings which expands the list of facilities of general importance, could have a negative impact on the revenues of local governments.

Public consumption has been gradually decreasing since 2009, resulting in the reduction of public spending of about 10 percentage points or about 300 million €. Estimated public consumption in 2013 is 1,386.0 million € or 39.4% of GDP, of which 1,288.4 million € or 36.6% of GDP refers to the current expenditure and 97.6 million € or 2.8% of GDP to capital expenditures. The continuation of fiscal consolidation on the expenditure side is planned for 2013.
Measures taken in 2013 with regard to the expenditure side are as follows: 
· The freeze on pensions will enable 12 million € lower consumption, while the expenditure for pensions will grow only as a result of the growing number of retirees.

Budget expenditures in 2013 are estimated in the amount of 1,263.6 million € or 35.9% of GDP. Current budget expenditures account for 1,182.9 million € or 33.6% of GDP, while capital expenditures will amount to 65.6 million € or 1.9% of GDP. To wit, expenditures for pensions will be lower than planned for 2013 due to the Government's decision to temporarily suspend synchronization of growth of pensions with wages growth and inflation in order to support the sustainability of the public finance system. Pursuant to the decision, the expenditure for pension and disability insurance rights will be 12 million € lower than originally planned, while in comparison to 2012, pensions will record growth due to the increased number of pension beneficiaries. On the other hand, certain categories of expenditure will be higher than planned, primarily those referring to the rights to social protection, in order to protect the most vulnerable categories of the population. A slight growth will also be recorded in capital expenditures, expenditures for material and services, subsidies, and transfers to public institutions. The total net effect on the budget will result in the growth of consumption compared to the plan of € 6.5 million or 0.2 percentage points of GDP. Bearing in mind that the measures affect a decrease in aggregate demand and disposable income, they also ensure the stability of public finances, which provides additional stability to other sectors of the economy as well. All savings achieved in the positions of current expenditures during the year will be utilized for capital projects and thus the public sector will contribute to economic growth and development.
As for local government expenditures in the medium term, a gradual decline as a percentage of GDP is projected from 3.5% of GDP in 2014 to 3.3% of GDP in 2016. During this period, it is expected that the system of public finance at the local level will stabilize, arrears will be paid, legal obligations will be regularly serviced, capital expenditures will increase, balances will reach equilibrium, so that a surplus in 2016 is projected in the amount of 7.6 million € and debt servicing in the amount of 30.0 million €.

With a view to creating a system of sustainable public finances in the medium term, it is planned that public spending decreases as the percentage of GDP, from 37% in 2014 to 34.1% 2016, while a gradual increase in public consumption is expected in absolute terms, from 1,380.4 million € in 2014 to  1,455.1 million € in 2016.

It is necessary to keep current expenditures at a lower level than that of current revenues and take measures to reduce the share of public consumption as a percentage of gross domestic product. This will ensure the deficit reduction and moving towards a surplus. The majority of public spending categories are defined by regulations and make the mandatory expenditures such as: (general and sectoral collective bargaining agreements, laws and contractual obligations) - wages and other personal income, pensions, transfers for social protection, and transfers to the University of Montenegro, transfers to political parties , interest, subsidies. Wages and pensions are the key segments of fixed and/or mandatory expenses and they account for about 60% of public spending; therefore, it is necessary to come up with a solution that will provide a sustainable level of public finances in the medium term. For this reason, we introduced the crisis tax and temporarily stopped the growth of pensions in 2013. In the upcoming period, it is necessary to carry out a reform that will lead to the re-composition of employees from the public sector to the private sector. This will lead to a reduction of employees in the public sector and thus increase the productivity of employees in the public sector in Montenegro. The main task of the Ministry of Finance in the medium term is to reduce public spending in parallel with the implementation of the public administration reform. To this end, it is planned to maintain earnings at the 2013 level in the medium term. Also, most of the other expenditures will not change significantly compared to their 2013 levels. The only increase in the budget expenditures in the period 2014-2016 is expected in pension expenditures through the continuation of pension adjustments. In addition to pensions, the medium term plan is an increase in the expenditure for interest. Montenegro considers the option of taking a loan for the construction of the first section of the “Bar-Boljari” highway from the Chinese EXIM Bank in the amount of 800 million €, with a grace period of 5 years and an interest rate of 2% for a period of 20 years. Bearing in mind that Montenegro has started negotiations with the EU, the costs of negotiations are difficult to precisely quantify.
The public sector deficit in 2013 is planned in the amount of 81.7 million €, and after the implementation of the measures, it is estimated to fall to a level of 67.1 million €, which is 1.9% of GDP. Given that the Government plans to enter the phase of a balanced budget after 2016, it should keep expenditures at lower levels in the medium term, and implement measures to affect an increase in revenues collection. The lowering of deficit in 2013 will be due to 24.8 million € higher revenues and 10.3 million € higher expenditures, which will result in a net deficit decrease of 14.5 million €. The primary surplus is planned in the amount of 7.3 million € or 0.2% of GDP. Debt repayment in 2013 will remain at the planned level of 161.7 million €. Also, funding for 2013 will be provided at the planned level through another issue of bonds. It was planned to issue bonds in the amount up to 250 million € to be used to finance the year 2013. According to the previous analyses, the conditions for the issuing of bonds in the U.S. market are favorable.

The budget deficit in 2013 is estimated in the amount to 81.0 million € or 2.3% of GDP, which about 14.3 million € lower than originally planned. This deficit will be achieved if the introduced revenue measures continue to generate positive results by the end of the year and if no extraordinary circumstances arise that would have a negative impact on the budget and the economy. Due to a lower deficit than planned, and with borrowing remaining at the same level, there will be a growth in deposits of 14.3 million €, which will serve as the fiscal reserve.
In the medium term period 2014-2016, due to the restrictive expenditure management policy, it is estimated that the public sector deficit will decline from 1.0% of GDP in 2014 to 0.8% of GDP in 2015, while the envisaged public finance deficit in 2016 stand at around 0.6% of GDP. The budget deficit in the medium term will range from 1.3% of GDP in 2014 to 1% in 2015, and declining to 0.8% of GDP in 2016.

Table 7    Montenegro’s public finance in the period 2012-2016

	Public consumption
	2012*
	2013 Plan 
	2013 Estimate
	2014
	2015
	2016

	
	million €
	 % GDP
	million €
	 % GDP
	million €
	 % GDP
	million €
	 % GDP
	million €
	 % GDP
	million €
	 % GDP

	Current revenues
	1298.83
	38.91
	1294.10
	36.80
	1318.93
	37.50
	1341.61
	35.92
	1379.65
	34.65
	1429.03
	33.51

	Taxes
	785.99
	23.55
	773.23
	21.99
	806.41
	22.93
	824.28
	22.07
	847.84
	21.29
	879.05
	20.61

	Contributions
	362.25
	10.85
	384.22
	10.92
	376.80
	10.71
	388.10
	10.39
	399.74
	10.04
	413.73
	9.70

	Duties
	23.50
	0.70
	35.62
	1.01
	32.37
	0.92
	21.17
	0.57
	21.69
	0.54
	22.25
	0.52

	Fees
	73.75
	2.21
	54.16
	1.54
	55.46
	1.58
	59.04
	1.58
	60.25
	1.51
	62.65
	1.47

	Other revenues
	48.85
	1.46
	42.07
	1.20
	43.24
	1.23
	44.25
	1.18
	45.24
	1.14
	46.31
	1.09

	Receipts from loan repayments
	4.49
	0.13
	4.81
	0.14
	4.65
	0.13
	4.77
	0.13
	4.89
	0.12
	5.03
	0.12

	Public consumption
	1430.81
	42.86
	1375.77
	39.12
	1386.04
	39.41
	1380.37
	36.96
	1411.79
	35.45
	1455.08
	34.12

	Current public consumption
	1323.75
	39.66
	1280.13
	36.40
	1288.40
	36.63
	1278.37
	34.23
	1303.71
	32.74
	1344.20
	31.52

	Current expenditures
	728.84
	21.83
	646.27
	18.38
	656.14
	18.66
	702.87
	18.82
	710.16
	17.83
	731.61
	17.15

	Transfers to social protection
	482.09
	14.44
	498.26
	14.17
	492.27
	14.00
	503.18
	13.47
	520.37
	13.07
	537.89
	12.61

	Transfers to institutions, individuals, NGOs and public sector
	63.61
	1.91
	121.01
	3.44
	125.19
	3.56
	56.91
	1.52
	57.57
	1.45
	58.97
	1.38

	Capital expenditures
	107.05
	3.21
	95.64
	2.72
	97.64
	2.78
	102.00
	2.73
	108.08
	2.71
	110.88
	2.60

	Borrowings and loans
	2.96
	0.09
	3.73
	0.11
	3.87
	0.11
	3.56
	0.10
	3.61
	0.09
	3.65
	0.09

	Reserves
	21.54
	0.65
	10.86
	0.31
	10.93
	0.31
	11.85
	0.32
	12.00
	0.30
	12.08
	0.28

	Repayment of guarantees
	24.72
	0.74
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	Surplus/deficit
	-131.98
	-3.95
	-81.67
	-2.32
	-67.11
	-1.91
	-38.76
	-1.04
	-32.15
	-0.81
	-26.05
	-0.61

	Primary deficit
	-73.13
	-2.19
	-7.35
	-0.21
	7.29
	0.21
	51.02
	1.37
	74.82
	1.88
	100.46
	2.36

	Debt repayment
	223.65
	6.70
	160.68
	4.57
	161.68
	4.60
	175.50
	4.70
	375.00
	9.42
	339.10
	7.95

	Repayment of principal to residents
	83.43
	2.50
	27.80
	0.79
	28.30
	0.80
	28.60
	0.77
	32.60
	0.82
	27.50
	0.64

	Repayment of principal to non-residents
	59.87
	1.79
	66.70
	1.90
	67.20
	1.91
	99.00
	2.65
	299.90
	7.53
	276.90
	6.49

	Repayment of liabilities from previous period
	80.35
	2.41
	66.18
	1.88
	66.18
	1.88
	47.90
	1.28
	42.50
	1.07
	34.70
	0.81

	Financing needs
	-355.63
	-10.65
	-242.35
	-6.89
	-228.79
	-6.51
	-214.26
	-5.74
	-407.15
	-10.22
	-365.15
	-8.56

	Financing
	355.63
	10.65
	242.35
	6.89
	228.79
	6.51
	214.26
	5.74
	407.15
	10.22
	365.15
	8.56

	Borrowings and loans from domestic sources
	71.27
	2.14
	8.00
	0.23
	8.00
	0.23
	6.00
	0.16
	6.00
	0.15
	6.00
	0.14

	Borrowings and loans from abroad
	258.13
	7.73
	205.99
	5.86
	205.99
	5.86
	199.85
	5.35
	365.43
	9.18
	356.00
	8.35

	Donations
	7.92
	0.24
	2.00
	0.06
	2.00
	0.06
	2.00
	0.05
	2.00
	0.05
	2.00
	0.05

	Revenues from privatization and property sale
	14.02
	0.42
	19.00
	0.54
	19.00
	0.54
	22.00
	0.59
	20.00
	0.50
	10.00
	0.23

	Use of the state deposits
	4.30
	0.13
	7.35
	0.21
	-6.20
	-0.18
	-15.59
	-0.42
	13.72
	0.34
	-8.85
	-0.21

	*preliminary data for 2012.
	
	
	
	
	
	
	
	
	
	
	
	


Source: Ministry of Finance

3.1.4. Fiscal risks in the 2013-2016 period

Undiversified, small and open economy is faced with a reduction of external demand caused by the crisis and inevitably suffers the consequences which reflect on all sectors of the economy. Macroeconomic and fiscal risks that could materialize by the end of the year and in the next medium term period refer to the following:
· Development of situation in KAP; 
· Additional fiscal obligations that might arise from the calling of guarantees for KAP in the amount of 102.0 million €, which could lead to the need of additional fiscal adjustment and/or increase in the deficit and the public debt. In case of potential calling of guarantees, the budget deficit would rise in the medium term by some 25.5 million €, on an annual average. In the event of such a scenario, the need for funding would increase by the same amount. Financing could be provided in one of three ways: increased revenues, additional borrowing or spending cuts, or a combination of these three options.
· Certain spillover of recession from the core and periphery Euro area countries and reduced demand and disposable income in these countries may have a negative feedback effect on the Montenegrin economy through a reduction in demand for our export products, including tourism. The recessions in the Euro area and the EU countries could influence a further reduction in foreign direct investments (FDI). This would have a negative impact on economic activity due to the growth model of our economy based on FDI inflows.
· Further decline in lending activity due to the reduced access to credit facilities (the crisis of the banking sector in home countries of parent banks - Italy, Slovenia, Austria, Hungary), reduced demand for loans due to a decrease in economic activity and more stringent conditions for extending loans as a result of increased credit risk.
· Lower FDI inflow caused by the collapse of investments in the EU due to the continuous presence of investor uncertainty. This risk is reflected in a decline in aggregate demand, imports and budget revenues, the negative impact on liquidity and potential no job creation. Likelihood of this risk is low considering the implementation of the announced or already started investments presented in the Annex hereto.

3.1.5. Public debt and guarantees in the 2013-2016 period 
Public debt in 2012. At end-2012, the public debt amounted to 1,699.5 million € or 50.9% of the estimated 2012 GDP. The internal debt stood at 404.5 million € or 12.1% of GDP, while the external debt amounted to 1,295.0 million € or 38.8% of GDP. With such a level of public debt Montenegro falls under a group of moderately indebted countries, being significantly below the EU average. An increase in the public debt in 2012 was a result of reduced lending activity, declining investments and deteriorated liquidity, as well as a slowdown in economic activity, thus leading to a decline in the collection of revenues and, consequently, to an increased need for borrowing and providing funds to finance the budget. On the other hand, due to the inability of automatic adjustments during the crisis, as well as the collection of Deutsche Bank guarantee for the KAP`s debt in the amount of 23.5 million €, there was a growth on the expenditure side. In accordance with these trends, the higher level of expenditures and lower revenues led to a higher deficit and thus the need for additional borrowing.

As for the debt trending, it is estimated that the public debt will amount to 53.8% of the estimated GDP at the end of 2013. The Ministry of Finance has taken actions aimed at finding the best way of getting borrowing and/or the best creditor. A possibility that is considered her is the issuing of bonds in the international capital market. The possibilities of publishing and/or the price of the bonds are considered in cooperation with financial institutions. Unlike in 2012, the capital market is much cheaper and it is expected that the price will be more favorable than those of the already issued bonds.

Over the medium term 2014-2016, it is expected that the public debt will slightly decline in 2014 to 53.4% of GDP, then to 52.8%, in 2015, whereas the projections for 2016 indicate the amount of 2,137.8 million € or 50.1% of GDP.

A higher decrease of the domestic debt is expected in this period from 2013 to 2016, from 10.8% of GDP in 2013 to 7.1% of GDP at the end of 2016. At the same time, there will be an increase in the external debt from 43% of GDP in 2013 to 44% of GDP at the end of 2014 and reaching 44.5% of GDP in 2015, while at the end of 2016 it will amount to 43.9% of GDP.

Table 8   Public debt 2012-2016
	Public debt
	2012
	2013
	2014
	2015
	2016

	GDP
	3338
	3517
	3735
	3982
	4265

	External debt
	1295,0
	1512,3
	1646,8
	1770,3
	1873,1

	% of GDP
	38,80
	43,00
	44,09
	44,46
	43,92

	Internal debt
	404,5
	380,7
	348,2
	333,1
	304,7

	% of GDP
	12,12
	10,80
	9,32
	8,36
	7,14

	Public debt
	1699,5
	1893,0
	1995,0
	2103,4
	2137,8

	% of GDP
	50,91
	53,80
	53,41
	52,82
	50,12



The repayment schedule by the end of the year and the projections of the withdrawal of additional funds provide for the estimate that the total public debt will amount to 1,893.0 million € at end-2013. The public debt movement shown in the table above will be primarily affected by growth of the external debt due to additional borrowing for the budget. It is envisaged to provide funds in the amount of up to € 250 million[footnoteRef:1][1], in 2013, then about 200 million € in 2014, while the funds to be needed in 2015 and 2016 will amount to 365 million€ and about 356 million €, respectively. Of the amounts required in 2015 and 2016, 200 million € and 180 million € will serve for the refinancing of Eurobonds issued in 2010 and 2011, respectively. At the same time, the withdrawal of funds from other financial arrangements (infrastructure and other contracted projects) is also envisaged. There will be a reduction in the internal debt of around 100 million €, as per the established repayment schedule and/or the projection of certain obligations that will arise in the future period. [1: [1] Maximum allowed borrowing envisged for  2013 is 250 million €, of which  30 million € would be used for the creation of fiscal reserves (increasing deposits) and the remainder of 220 million € for the budget funding.] 


Guarantees. The total amount of outstanding guarantees accounted for some 11.6% of GDP (388.2 million €) at the end of 2012. The total amount of risky guarantees was about 144 million € or 4.3% of GDP. Of this total, foreign guarantees amounted to 121 million €, representing 3.6% of GDP, while domestic guarantees amounted to some 23 million € or 0.7% of GDP. The goal of the Ministry of Finance is to reduce the share of guarantees so only one guarantee was issued in 2012 in the amount of 10 million € for the rehabilitation of the Railway infrastructure.






3.2.  Quality of public finance

Public finances in 2012 were characterized by continued fiscal adjustments and implementation of austerity measures in government spending, as the priority of fiscal policy. Reforms in the area of ​​public finance management and budgeting, as well as the implementation of fiscal policy aimed at strengthening fiscal stability (strengthening of fiscal discipline and internal financial control, curbing  gray economy), as well as the harmonization of public finances with the regulations and practices in the EU.
Steady revenues from the basic taxes were secured in 2012 although there was a decline in economic activity due to the spillover of the international economic crisis, as well as the bad weather in Montenegro earlier that year. Fiscal discipline was raised, followed by austerity measures and rationalization.
The fiscal policy in 2012 continued with the reform activities and aimed at creating conditions for the development of entrepreneurship, attracting investments and higher tax revenues, while maintaining the basic tax rates. To this end, a set of fiscal measures was enacted. In order to develop entrepreneurship in economically underdeveloped areas, tax relief were introduced for legal entities and entrepreneurs who are starting a business, i.e. exemption from corporate profit tax and income tax over the first eight years of pursuing business (in line with the Stabilization and Association Agreement). Continued application of reprogramming of tax and non-tax debt, payment of corporate profit tax in installments, and deferred payment of the customs debt.
In the first half of 2012, due to the extremely adverse weather conditions as well as the calling of guarantees for the KAP loans, there were additional budgetary pressures and a significant reduction in budget revenues and creation of new obligations. With a view to the budget consolidation in mid-2012, the budget was revised and a set of fiscal measures was passed. Non-productive expenditures, high earnings, pensions, benefits and allowances were reduced. On the revenue side of the budget, additional duties were introduced (for SIM cards, cable TV, electric meter and cafes and restaurants where you can consume tobacco products) that are limited to the end of 2013. 
Amendments to the law on contributions for compulsory social insurance specify the contribution base, as well as the amount of the maximum annual contribution base for compulsory social insurance, thus making the tax system additionally attractive for new taxpayers, with the expansion of the tax base. It is possible to submit tax returns electronically (profit tax, VAT, excises, and personal income tax).
In the period 2013-2015, it is planned to further harmonize the VAT Law with the Directive 2006/112/EC. These legislative changes will focus on the clarifications and supplementing of the existing statutory solutions. Moreover, it is planned to amend the Law on Excise Duties in order to adjust excise duties for cigarettes and other tobacco products, alcohol and alcoholic beverages, as well as mineral oils, oil derivatives and substitutes in order to ensure further compliance with the relevant EU directives (2011/64/EEC and 92/84/EC and 2003/96/EC)

Measures to combat gray economy; one of the priorities of the Ministry of Finance in 2012 and 2013 is combating gray economy. To this end, the Ministry of Finance established the Coordinating Team in the year 2012 to monitor the implementation of measures against gray economy; the team is managed by the Minister of Finance and its members are representatives of the Ministry of Finance, Ministry of Labor and Social Welfare, Tax Administration, Customs Administration, Police Administration, and Administration for Inspection Affairs. Measures have been enhanced in the field of turnover of products subject to excises, the labor market and the employment of non-residents, the issuing of fiscal receipts, and the registration of legal and natural persons pursuing business. There has been a better sharing of information, a more intense and efficient inspection, and the use of stricter penalty policies that have resulted in the improvement of fiscal discipline of taxpayers. Within the framework of legislative measures aimed at reducing gray economy, amendments were made to the Law on Excise Duties to enhance the existing solutions relating to the use of gas oil and liquefied petroleum gas used for heating for users of public interest (e.g. schools, hospitals, and the like) and establishing the system of payment and refund of excise duties in order to introduce a more efficient control and reduce the room for abuse. In early 2013, a working group was formed to create a set of measures to combat gray economy; in addition to representatives of the competent authorities, the group comprises representatives of the social partners, the economy and the Parliament of Montenegro. In March 2013, the Government of Montenegro adopted the Action Plan to combat gray economy in 2013, which provides for stricter pecuniary fines, zero tolerance to gray economy, then unbiased access, increased transparency in the work of government bodies, as well as the adoption of a set of new measures to combat gray economy, including measures necessary to strengthen the human and institutional capacity of the competent institutions and rigorous penalties. As a result, further improvements in the sustainability of fiscal economy and the financial and macroeconomic stability are expected.
Measures of fiscal adjustments; aiming to ensure fiscal consolidation and stabilization of public finances, the Government adopted a set of fiscal adjustment measures. Due to the need of a sustainable pension system in the situation of aging population and the unfavorable ratio of the number of insured persons to pensioners, as well as due to a higher share of the expenditure for pensions in GDP, there is an interim freeze on pensions in 2013. Amendments to the Law on Pension and Disability Insurance (in late 2012) prescribe that, in 2013, pensions will not be harmonized with the movement of consumer prices and average earnings (and new subsidies to pensioners – one-off financial assistance and participation in housing loans were introduced). Amendments to the Law on Personal Income Tax increased the rate of income tax on gross earnings exceeding 720 € per month (or net earnings exceeding 480 €) from 9% to 15%, which will be applied in 2013. The expected effects of these measures in 2013 are given in Section 3.1.3.
The provision of funds for financing the budget needs; due to the unstable situation in the financial markets and high interest rates, alternative models of borrowing on the domestic and foreign market were sought in 2012. A credit arrangement was concluded with Credit Suisse and the World Bank in the amount of 100.0 million €, of which 60% is covered by the World Bank guarantee (Policy Based Guarantee, PBG). More favorable credit conditions were granted in relation to those of the Eurobond issues in 2010 and in 2011, when the maturity was 5 years and the interest rate was 7.85% and 7.25%, respectively. In 2013, it is planned to borrow for the purpose of financing the deficit, debt servicing and the creation of fiscal reserves in the amount of 230.0 million €, which will be realized with the issuing of bonds and bills, and credit facilities. The use of the World Bank Public Sector Development Policy Loan is certain (PEDPL), as a support to the budget in the amount of 50.0 million $, with an interest rate of about 1% and long grace and repayment periods.
The Ministry of Finance established several priorities in order to improve the quality of public finances in 2013: 
· Preservation of fiscal and financial stability by stopping deterioration in fiscal parameters, the budget deficit and the resulting public debt. This implies fiscal consolidation of both the expenditure and revenue sides of the budget.
· The public debt restructuring will be carried out on the basis of a public debt analysis and the possibility of its restructuring on the international financial market with a view to maintaining the debt level within the Maastricht Criteria and ensuring a sustainable public debt and fiscal stability. 
· Reducing gray economy; the Committee for combating gray economy has been preparing the action plan to combat gray economy, which contains a set of measures to strengthen the institutional capacity of competent institutions and introduce stricter penalties. Reducing gray economy is to improve the business environment and fiscal stability.  
· Tax debt resolution will be done on the basis of an analysis of tax claims of the state, their level and structure, as well as the assessment of their collectability. The aim is to improve fiscal discipline by stimulating orderly taxpayers.
3.3. Institutional framework of public finances
In 2012, the Sector for Economic Policy and Development in the Ministry of Finance implemented the planned activities and commenced the regular production of spring and autumn analyses wherein they reviewed macroeconomic trends over the past period, as well as macroeconomic and fiscal projections for the next three-year period. They are the analytical framework in the process of budgeting both for the next year and for the preparation of other medium-term documents (PEP). Montenegro acceded to the General Data Dissemination System (GDDS) of the International Monetary Fund (IMF) and the aforesaid sector regularly (monthly and quarterly) publishes GDDS Table containing fiscal and public debt data. This provided for improved quality and timeliness of data.
Over the past period, the Ministry of Finance was working on the development of the legal framework, as well as on the drafting of necessary documentation and procedures for efficient use of the IPA funds, in accordance with the requirements of the European Commission. Necessary structures were formed, and after obtaining the approval from the European Commission, they will independently conduct activities related to the programming and implementation of EU pre-accession funds. An institutional and legal framework necessary for the transfer of responsibilities from the European Commission to Montenegro's institutions for the programming and implementation (use) of EU funds was established. By submitting the accreditation package to the European Commission, the process of assigning national accreditation to the arrangements in place for the future independent programming and implementation of the IPA components I-IV is in the final stage. Since the administrative capacity, i.e. training and quality of staff, is crucial to the dynamics and success of the negotiation process and the management of EU funds, training conducted by the Sector for Financing and Contracting of the EU Assistance is continued with a view to strengthening the capacity of the Project Implementation Units in line ministries.
The program of priority areas for improving the business environment, regulatory and structural reforms in 2013 covers the key areas that will be the subject of reforms during 2013. In the part of improving the business environment, the following priorities are specified: the issuing of building permits, the reform of the fiscal levies at the local level, the registration of companies, and contract execution. The implementation of structural reforms in the following areas is also planned: education, the pension system and health care, as well as regulatory reform in the public administration.
The priorities of the Ministry of Finance in 2013 that are to improve the institutional framework of public finance are:
· Adoption of the planning document Montenegro’s Development 2013-2016; Montenegro, as a candidate country for the EU membership, has adopted the national development plan which establishes a vision of the social and economic development. The plan includes a detailed analysis of all existing strategies and projects in order to define the strategic priorities, the dynamics of their realization, and their fiscal impact. It includes the investment plan, development measures for their implementation with harmonized objectives of sectoral and national strategies in various areas of development. This document aims to improve the consistency of sectoral policies, consolidation of medium-term investment and development plans, as well as their compliance with the directions of development of the European Union (EU Strategy 2020 - Smart, Sustainable, Inclusive growth)

· Providing prerequisites for creating additional value; the economic policy measures will be implemented with a view to fostering economic recovery, growth and development, creating new jobs, in parallel with a more equitable sharing of the crisis burden and improving the quality of life of the citizens. To this end, structural reforms and improving the business environment for business development and attracting foreign investment will continue in order to provide a more dynamic economic growth and improve Montenegro’s rating in international reports.




Annex 1: Tables on public revenues and expenditures

Table 9
	Public consumption
	2012*
	2013 Plan
	2013 Estimate
	2014
	2015
	2016

	
	million €
	 % GDP
	million €
	 % GDP
	million €
	 % GDP
	million €
	 % GDP
	million €
	 % GDP
	million €
	 % GDP

	Current revenues
	1298.83
	38.91
	1294.10
	36.80
	1318.93
	37.50
	1341.61
	35.92
	1379.65
	34.65
	1429.03
	33.51

	Taxes
	785.99
	23.55
	773.23
	21.99
	806.41
	22.93
	824.28
	22.07
	847.84
	21.29
	879.05
	20.61

	Contributions
	362.25
	10.85
	384.22
	10.92
	376.80
	10.71
	388.10
	10.39
	399.74
	10.04
	413.73
	9.70

	Duties
	23.50
	0.70
	35.62
	1.01
	32.37
	0.92
	21.17
	0.57
	21.69
	0.54
	22.25
	0.52

	Fees
	73.75
	2.21
	54.16
	1.54
	55.46
	1.58
	59.04
	1.58
	60.25
	1.51
	62.65
	1.47

	Other revenues
	48.85
	1.46
	42.07
	1.20
	43.24
	1.23
	44.25
	1.18
	45.24
	1.14
	46.31
	1.09

	Receipts from the repayment of loans
	4.49
	0.13
	4.81
	0.14
	4.65
	0.13
	4.77
	0.13
	4.89
	0.12
	5.03
	0.12

	Public consumption
	1430.81
	42.86
	1375.77
	39.12
	1386.04
	39.41
	1380.37
	36.96
	1411.79
	35.45
	1455.08
	34.12

	Current public consumption
	1323.75
	39.66
	1280.13
	36.40
	1288.40
	36.63
	1278.37
	34.23
	1303.71
	32.74
	1344.20
	31.52

	Current expenditures
	728.84
	21.83
	646.27
	18.38
	656.14
	18.66
	702.87
	18.82
	710.16
	17.83
	731.61
	17.15

	Transfers to social protection
	482.09
	14.44
	498.26
	14.17
	492.27
	14.00
	503.18
	13.47
	520.37
	13.07
	537.89
	12.61

	Transfers to institutions, individuals, NGOs and public sector
	63.61
	1.91
	121.01
	3.44
	125.19
	3.56
	56.91
	1.52
	57.57
	1.45
	58.97
	1.38

	Capital expenditures
	107.05
	3.21
	95.64
	2.72
	97.64
	2.78
	102.00
	2.73
	108.08
	2.71
	110.88
	2.60

	Borrowings and loans
	2.96
	0.09
	3.73
	0.11
	3.87
	0.11
	3.56
	0.10
	3.61
	0.09
	3.65
	0.09

	Reserves
	21.54
	0.65
	10.86
	0.31
	10.93
	0.31
	11.85
	0.32
	12.00
	0.30
	12.08
	0.28

	Repayment of guarantees
	24.72
	0.74
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	Surplus/deficit
	-131.98
	-3.95
	-81.67
	-2.32
	-67.11
	-1.91
	-38.76
	-1.04
	-32.15
	-0.81
	-26.05
	-0.61

	Primary deficit
	-73.13
	-2.19
	-7.35
	-0.21
	7.29
	0.21
	51.02
	1.37
	74.82
	1.88
	100.46
	2.36

	Debt repayment
	223.65
	6.70
	160.68
	4.57
	161.68
	4.60
	175.50
	4.70
	375.00
	9.42
	339.10
	7.95

	Repayment of principal to residents
	83.43
	2.50
	27.80
	0.79
	28.30
	0.80
	28.60
	0.77
	32.60
	0.82
	27.50
	0.64

	Repayment of principal to non-residents
	59.87
	1.79
	66.70
	1.90
	67.20
	1.91
	99.00
	2.65
	299.90
	7.53
	276.90
	6.49

	Repayment of liabilities from previous period
	80.35
	2.41
	66.18
	1.88
	66.18
	1.88
	47.90
	1.28
	42.50
	1.07
	34.70
	0.81

	Financing needs
	-355.63
	-10.65
	-242.35
	-6.89
	-228.79
	-6.51
	-214.26
	-5.74
	-407.15
	-10.22
	-365.15
	-8.56

	Financing
	355.63
	10.65
	242.35
	6.89
	228.79
	6.51
	214.26
	5.74
	407.15
	10.22
	365.15
	8.56

	Borrowings and loans from domestic sources
	71.27
	2.14
	8.00
	0.23
	8.00
	0.23
	6.00
	0.16
	6.00
	0.15
	6.00
	0.14

	Borrowings and loans from abroad
	258.13
	7.73
	205.99
	5.86
	205.99
	5.86
	199.85
	5.35
	365.43
	9.18
	356.00
	8.35

	Donations
	7.92
	0.24
	2.00
	0.06
	2.00
	0.06
	2.00
	0.05
	2.00
	0.05
	2.00
	0.05

	Privatization revenues
	14.02
	0.42
	19.00
	0.54
	19.00
	0.54
	22.00
	0.59
	20.00
	0.50
	10.00
	0.23

	Use of the state deposits
	4.30
	0.13
	7.35
	0.21
	-6.20
	-0.18
	-15.59
	-0.42
	13.72
	0.34
	-8.85
	-0.21

	Source: Ministry of Finance of Montenegro 




Directives of macro-economic and fiscal policy for the period 2013-2016

*preliminary data
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Table 10
	Budget of Montenegro
	2012
	2013
	2013* EST.
	2014
	2015
	2016

	
	million €
	% GDP
	million €
	% GDP
	million €
	% GDP
	million €
	% GDP
	million €
	% GDP
	million €
	% GDP

	Current revenues
	1119,94
	33,55
	1161,80
	33,03
	1182,63
	33,63
	1200,60
	32,14
	1236,10
	31,04
	1282,51
	30,07

	Taxes
	687,44
	20,59
	700,43
	19,92
	732,16
	20,82
	748,92
	20,05
	771,18
	19,37
	801,66
	18,80

	Contributions
	362,25
	10,85
	384,22
	10,92
	376,80
	10,71
	388,10
	10,39
	399,74
	10,04
	413,73
	9,70

	Duties
	18,00
	0,54
	29,07
	0,83
	25,69
	0,73
	14,39
	0,39
	14,75
	0,37
	15,19
	0,36

	Fees
	12,71
	0,38
	13,86
	0,39
	13,00
	0,37
	13,33
	0,36
	13,66
	0,34
	14,07
	0,33

	Other revenues
	35,04
	1,05
	29,42
	0,84
	30,34
	0,86
	31,10
	0,83
	31,88
	0,80
	32,83
	0,77

	Receipts from the repayment of loans and funds transferred from previous year
	4,49
	0,13
	4,81
	0,14
	4,65
	0,13
	4,77
	0,13
	4,89
	0,12
	5,03
	0,12

	Expenditures
	1282,62
	38,42
	1257,12
	35,74
	1263,62
	35,93
	1250,82
	33,49
	1276,74
	32,06
	1316,16
	30,86

	Current expenditures
	1210,49
	36,26
	1182,16
	33,61
	1182,86
	33,63
	1174,96
	31,46
	1197,20
	30,07
	1234,78
	28,95

	Current expenditures
	666,16
	19,96
	592,65
	16,85
	601,45
	17,10
	645,03
	17,27
	649,83
	16,32
	669,69
	15,70

	Transfers to social protection
	481,64
	14,43
	497,87
	14,16
	491,87
	13,99
	502,59
	13,46
	519,77
	13,05
	537,28
	12,60

	Transfers to institutions, individuals, NGOs and public sector
	31,51
	0,94
	91,88
	2,61
	95,48
	2,71
	25,84
	0,69
	25,71
	0,65
	25,91
	0,61

	Capital budget
	58,74
	1,76
	65,64
	1,87
	65,64
	1,87
	68,00
	1,82
	72,08
	1,81
	73,88
	1,73

	Borrowings and loans
	1,78
	0,05
	1,72
	0,05
	1,82
	0,05
	1,35
	0,04
	1,35
	0,03
	1,36
	0,03

	Reserves
	18,08
	0,54
	7,36
	0,21
	7,36
	0,21
	8,00
	0,21
	8,00
	0,20
	8,04
	0,19

	Repayment of guarantees
	24,72
	0,74
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00

	Net increase in liabilities
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00

	Surplus/ Deficit
	-162,69
	-4,87
	-95,32
	-2,71
	-80,99
	-2,30
	-50,22
	-1,34
	-40,65
	-1,02
	-33,64
	-0,79

	Primary deficit
	-106,69
	-3,20
	-24,91
	-0,71
	-10,58
	-0,30
	35,21
	0,94
	61,30
	1,54
	87,31
	2,05

	Debt repayment
	168,70
	5,05
	118,68
	3,37
	118,68
	3,37
	137,50
	3,68
	340,00
	8,54
	309,10
	7,25

	Debt repayment to residents
	77,94
	2,33
	23,80
	0,68
	23,80
	0,68
	24,60
	0,66
	27,60
	0,69
	22,50
	0,53

	Debt repayment to non-residents
	54,87
	1,64
	62,70
	1,78
	62,70
	1,78
	95,00
	2,54
	294,90
	7,41
	271,90
	6,38

	Repayment of liabilities from previous period
	35,88
	1,08
	32,18
	0,91
	32,18
	0,91
	17,90
	0,48
	17,50
	0,44
	14,70
	0,34

	Financing needs
	-331,39
	-9,93
	-213,99
	-6,08
	-199,66
	-5,68
	-187,72
	-5,03
	-380,65
	-9,56
	-342,74
	-8,04

	Financing
	331,39
	9,93
	213,99
	6,08
	199,66
	5,68
	187,72
	5,03
	380,65
	9,56
	342,74
	8,04

	Borrowings and loans from domestic sources
	63,45
	1,90
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00

	Borrowings and loans from abroad
	258,13
	7,73
	205,99
	5,86
	205,99
	5,86
	199,85
	5,35
	365,43
	9,18
	356,00
	8,35

	Donations
	5,04
	0,15
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00
	0,00

	Privatization revenues
	3,48
	0,10
	8,00
	0,23
	8,00
	0,23
	10,00
	0,27
	10,00
	0,25
	0,00
	0,00

	Deposits increase/decrease
	1,28
	0,04
	0,00
	0,00
	-14,33
	-0,41
	-22,13
	-0,59
	5,22
	0,13
	-13,26
	-0,31

	Source: Ministry of Finance
	
	
	
	
	
	
	
	
	
	
	
	


*preliminary data




Smjernice makroekonomske i fiskalne politike za period 2014-2016
· 
Table 11
	
GDP (u million €)
	3517,0
	3338,0
	Analytics

	Public consumption
	I - III 2013
	I - III 2012
	

	
	million €
	 % GDP
	million €
	 % GDP
	Difference in million €
	Deviation (%)

	Current revenues
	243,28
	6.92
	223,27
	6,69
	20,01
	8,96

	Taxes
	149,76
	4.26
	134,22
	4,02
	15,54
	11,58

	Personal income tax
	20,65
	0.59
	19,46
	0,58
	1,19
	6,14

	Corporate profit tax
	6,64
	0.19
	5,39
	0,16
	1,25
	23,29

	Real estate turnover tax
	3,57
	0.10
	4,00
	0,12
	-0,43
	-10,76

	Value added tax
	79,10
	2.25
	66,28
	1,99
	12,82
	19,34

	Excise duties
	28,60
	0.81
	24,73
	0,74
	3,87
	15,64

	International trade and transactions tax
	4,28
	0.12
	7,61
	0,23
	-3,33
	-43,77

	Local taxes
	6,00
	0.17
	5,95
	0,18
	0,05
	0,84

	Other taxes
	0,92
	0.03
	0,80
	0,02
	0,11
	13,98

	Contributions
	68,62
	1.95
	61,76
	1,85
	6,87
	11,12

	Pension and disability insurance contribution
	40,25
	1.14
	36,57
	1,10
	3,67
	10,05

	Health insurance contribution
	24,52
	0.70
	21,52
	0,64
	3,00
	13,94

	Unemployment insurance contribution
	1,97
	0.06
	1,74
	0,05
	0,23
	13,04

	Other contributions
	1,88
	0.05
	1,92
	0,06
	-0,04
	-1,85

	Duties
	6,01
	0.17
	3,79
	0,11
	2,22
	58,54

	Fees
	11,96
	0.34
	14,15
	0,42
	-2,19
	-15,49

	Other revenues
	6,18
	0.18
	8,22
	0,25
	-2,03
	-24,72

	Receipts from the repayment of loans
	0,74
	0.02
	1,13
	0,03
	-0,39
	-34,49

	Public consumption
	298,44
	8.49
	280,61
	8,41
	17,83
	6,35

	Current public consumption
	287,15
	8.16
	268,13
	8,03
	19,02
	7,09

	Current expenditures
	137,98
	3.92
	144,40
	4,33
	-6,43
	-4,45

	Gross wages and contributions charged to employer
	98,95
	2.81
	93,66
	2,81
	5,29
	5,64

	Other personal income
	3,87
	0.11
	2,01
	0,06
	1,87
	93,11

	Expenditure for material and services
	19,80
	0.56
	23,98
	0,72
	-4,18
	-17,44

	Current maintenance
	3,37
	0.10
	2,36
	0,07
	1,02
	43,05

	Interest
	4,37
	0.12
	8,79
	0,26
	-4,41
	-50,22

	Rent
	1,85
	0.05
	1,20
	0,04
	0,65
	54,09

	Subsidies
	4,40
	0.13
	10,91
	0,33
	-6,51
	-59,69

	Other expenditures
	1,36
	0.04
	1,50
	0,04
	-0,14
	-9,37

	Transfers to social protection
	121,00
	3.44
	113,26
	3,39
	7,75
	6,84

	Social protection rights
	17,11
	0.49
	15,42
	0,46
	1,70
	11,01

	Severance pay
	3,49
	0.10
	4,87
	0,15
	-1,38
	-28,36

	Pension and disability insurance rights
	95,93
	2.73
	90,24
	2,70
	5,68
	6,30

	Other health protection rights
	2,84
	0.08
	1,72
	0,05
	1,12
	64,97

	Other health insurance rights
	1,63
	0.05
	1,00
	0,03
	0,63
	62,54

	Transfers to public institutions, individuals, NGOs and public sector
	26,29
	0.75
	4,23
	0,13
	22,07
	522,06

	Capital expenditures
	11,29
	0.32
	12,48
	0,37
	-1,19
	-9,54

	Borrowings and loans
	0,78
	0.02
	1,09
	0,03
	-0,31
	-28,73

	Reserves
	1,10
	0.03
	5,16
	0,15
	-4,05
	-78,59

	Repayment of guarantees
	0,00
	0.00
	0,00
	0,00
	0,00
	0,00

	Surplus/deficit
	-55,16
	-1.57
	-57,34
	-1,72
	2,18
	-3,80

	Primary deficit
	-50,79
	-1.44
	-48,55
	-1,45
	-2,24
	4,60

	Debt repayment
	42,85
	1.22
	48,19
	1,44
	-5,33
	-11,07

	Repayment of principal to residents
	15,54
	0.44
	15,84
	0,47
	-0,30
	-1,91

	Repayment of principal to non-residents
	6,31
	0.18
	17,39
	0,52
	-11,08
	-63,70

	Repayment of liabilities from previous period
	21,00
	0.60
	14,96
	0,45
	6,04
	40,42

	Financing needs
	-98,02
	-2.79
	-105,53
	-3,16
	7,51
	-7,12

	Financing
	98,02
	2.79
	105,53
	3,16
	-7,51
	-7,12

	Borrowings and loans from domestic sources
	27,99
	0.80
	17,23
	0,52
	10,75
	62,41

	Borrowings and loans from abroad
	38,34
	1.09
	59,83
	1,79
	-21,49
	-35,91

	Donations
	1,15
	0.03
	1,43
	0,04
	-0,29
	-20,08

	Revenues from privatization and property sale
	0,46
	0.01
	3,56
	0,11
	-3,10
	-87,15

	Deposits increase/decrease
	30,09
	0.86
	23,48
	0,70
	6,61
	28,16

	Source: Ministry of Finance of Montenegro
	 
	 
	 
	 
	
	







Table 12

	
Budget of Montenegro
	I - III 2013
	I - III 2012
	Analytics

	
	million €
	% GDP
	million €
	% GDP
	Difference-million €
	Deviation-%

	Current revenues
	218,47
	6.21
	192,76
	5,77
	25,71
	13,34

	Taxes
	135,66
	3.86
	119,42
	3,58
	16,24
	13,60

	Personal income tax
	15,75
	0.45
	14,26
	0,43
	1,49
	10,48

	Corporate profit tax
	6,64
	0.19
	5,39
	0,16
	1,25
	23,29

	Real estate turnover tax
	0,37
	0.01
	0,35
	0,01
	0,02
	5,48

	Value added tax
	79,10
	2.25
	66,28
	1,99
	12,82
	19,34

	Excise duties
	28,60
	0.81
	24,73
	0,74
	3,87
	15,64

	International trade and transactions tax
	4,28
	0.12
	7,61
	0,23
	-3,33
	-43,77

	Other revenues
	0,92
	0.03
	0,80
	0,02
	0,11
	13,98

	Contributions
	68,62
	1.95
	61,76
	1,85
	6,87
	11,12

	Pension and disability insurance contribution
	40,25
	1.14
	36,57
	1,10
	3,67
	10,05

	Health insurance contribution
	24,52
	0.70
	21,52
	0,64
	3,00
	13,94

	Unemployment insurance contribution
	1,97
	0.06
	1,74
	0,05
	0,23
	13,04

	Other contributions
	1,88
	0.05
	1,92
	0,06
	-0,04
	-1,85

	Duties
	4,99
	0.14
	2,71
	0,08
	2,28
	84,08

	Fees
	3,46
	0.10
	2,37
	0,07
	1,08
	45,54

	Other revenues
	5,00
	0.14
	5,37
	0,16
	-0,37
	-6,82

	Receipts from the repayment of loans and funds transferred from previous year
	0,74
	0.02
	1,13
	0,03
	-0,39
	-34,49

	Expenditures
	278,18
	7.91
	268,70
	8,05
	9,47
	3,53

	Current expenditures
	271,61
	7.72
	262,04
	7,85
	9,57
	3,65

	Current expenditures
	128,48
	3.65
	139,68
	4,18
	-11,20
	-8,02

	Gross wages and contributions charged to employer
	92,95
	2.64
	93,66
	2,81
	-0,71
	-0,76

	Other personal income
	3,27
	0.09
	1,54
	0,05
	1,74
	113,29

	Expenditure for material and services
	17,90
	0.51
	21,43
	0,64
	-3,54
	-16,51

	Current maintenance
	2,97
	0.08
	1,77
	0,05
	1,20
	68,05

	Interest
	3,37
	0.10
	7,95
	0,24
	-4,57
	-57,54

	Rent
	1,82
	0.05
	1,16
	0,03
	0,66
	56,92

	Subsidies
	4,32
	0.12
	10,83
	0,32
	-6,52
	-60,15

	Other expenditures
	1,16
	0.03
	1,34
	0,04
	-0,18
	-13,45

	Capital expenditures in the current budget
	0,72
	0.02
	0,00
	0,00
	0,72
	0,00

	Transfers to social protection
	120,95
	3.44
	113,26
	3,39
	7,70
	6,80

	Social protection rights
	17,06
	0.49
	15,42
	0,46
	1,65
	10,68

	Severance pay
	3,49
	0.10
	4,87
	0,15
	-1,38
	-28,36

	Pension and disability insurance rights
	95,93
	2.73
	90,24
	2,70
	5,68
	6,30

	Other health protection rights
	2,84
	0.08
	1,72
	0,05
	1,12
	64,97

	Other health insurance rights
	1,63
	0.05
	1,00
	0,03
	0,63
	62,54

	Transfers to institutions, individuals, NGOs and public sector
	20,90
	0.59
	4,24
	0,13
	16,66
	392,74

	Capital budget
	6,57
	0.19
	6,67
	0,20
	-0,10
	-1,45

	Borrowings and loans
	0,68
	0.02
	0,45
	0,01
	0,22
	49,25

	Reserves
	0,60
	0.02
	4,41
	0,13
	-3,81
	-

	Repayment of guarantees
	0,00
	0.00
	0,00
	0,00
	0,00
	-

	Surplus/ Deficit
	-59,71
	-1.70
	-75,94
	-2,28
	16,23
	-21,38

	Primary deficit
	-56,33
	-1.60
	-67,99
	-2,04
	11,66
	-17,15

	Debt repayment
	30,35
	0.86
	35,67
	1,07
	-5,32
	-14,91

	Debt repayment to residents
	13,04
	0.37
	13,74
	0,41
	-0,70
	-5,10

	Debt repayment to non-residents
	6,31
	0.18
	17,39
	0,52
	-11,08
	-63,70

	Repayment of liabilities from previous period
	11,00
	0.31
	4,54
	0,14
	6,46
	-

	Financing needs
	-90,06
	-2.56
	-111,61
	-3,34
	21,55
	-19,31

	Financing
	90,06
	2.56
	111,61
	3,34
	-21,55
	-19,31

	Borrowings and loans from domestic sources
	25,99
	0.74
	16,59
	0,50
	9,40
	56,63

	Borrowings and loans from abroad
	37,64
	1.07
	59,83
	1,79
	-22,19
	-37,08

	Donations
	0,95
	0.03
	0,98
	0,03
	-0,04
	-3,63

	Privatization revenues
	0,06
	0.00
	0,39
	0,01
	-0,33
	-85,05

	Deposits increase/decrease
	25,43
	0.72
	33,82
	1,01
	-8,39
	-24,82

	Source: Ministry of Finance of Montenegro      

	
	 
	
	 
	 
	 




Smjernice makroekonomske i fiskalne politike za period 2014-2016





	EXPECTED INVESTMENTS IN THE 2013- 2016 PERIOD
	 
	 

	No.
	PROJECT
	Investor
	Type of investment
	In million €
	
	 

	
	
	
	Greenfield
	Privatization
	Public-private partnership
	Project completion
	Total investment value
	Invested to date
	2013
	2014
	2015
	2016
	2017
	Investments envisaged under planning documents for individual locations

	TOURISM
	 
	 

	1
	Luštica bay resort
	'Luštica Development'' AD Podgorica
	 
	 
	X
	first stage 2016
	1100,00
	20,00
	projection for the next 5 years- 150,00
	 
	46 million €                                                                   
Issued building permit for C and D phases of the Luštica Bay resort in Tivat                                                            
Estimated value: 10,39million € 

	2
	Port of Monte-negro (Marina in Tivat, Regent Hotel and Resorts, Adriatic Shipyard Bijela)
	Adriatic Marinas
	X
	 
	 
	 
	100,00
	11,00
	in 2013 - 24.4 million €; in 2014 - 17.4 million € 
	 
	269-405 million €

	3
	Plavi horizonti
	Qatari Diar
	 
	X
	 
	September 2014
	250
	42,00 (the purchase of 28,00 included) 
	projection for the next 3 years- 250,00
	 
	127 million €

	4
	Hotel AS
	Nega tours Montenegro
	 
	X
	 
	 
	120
	50
	Council for Privatization and Capital Projects has accepted the proposal of the Working Group for the contract termination – Shortfall in funds for the completion amounts to 70 million euro. According to announcements of the investor, with the support from a partner or loan, the hotel should be opened in 2015
	 
	no planning document (detailed plan)

	5
	Queen`s Beach Milocer
	Adriatic properties
	 
	 
	X
	 
	71,60
	/
	projection for the next 2 years- 30,00
	 
	no planning document (detailed plan)

	6
	Hotel Jadran Ulcinj
	Star of Montenegro
	 
	 
	X
	 
	45,00
	 
	projection for the next 2 years- 25,00
	 
	31 million €

	7
	Kumbor
	SOCAR
	 
	 
	X
	Date when the Supervisory authority issues the  certificate of completion
	258,00
	10.9 (Payment for a 45-year lease)
	Contract entered into force on 08.02.2013 
Projection for the next 4 years: 2013-19.924, 2014-45.871; 2015-11.754; 2016-40.508
	 
	172 million €

	8
	Hilton Podgorica
	Hotel Crna Gora
	 
	 
	 
	 
	44,00
	 
	 
	 
	 
	 
	 
	31 million €

	9
	Hotel Žabljak
	Hotel M (HM) Durmitor 
	 
	X
	 
	 
	1,50
	 
	 
	 
	 
	 
	 
	n/a / use tourist permit issued as per Spatial Urban Plan (SUP)

	10
	Hotel Planinka, Žabljak
	HTP Primorje
	 
	X
	 
	 
	8,70
	 
	 
	 
	 
	 
	 
	n/a

	11
	Hotel Cristal Palace Petrovac
	HG Budvanska rivijera and EuroMix Budva
	 
	X
	 
	 
	total 14.55 first stage 10,10
	 
	 
	 
	 
	 
	 
	No planned value for the relevant location (the plan covers several locations).



	No.
	PROJECT
	Investor
	Type of investment
	In million €
	 
	 

	
	
	
	Greenfield
	Privatization
	Public-private partnership
	Project completion
	Total investment value
	Invested to date
	2013
	2014
	2015
	2016
	2017
	Investments envisaged under planning documents for individual locations

	12
	Construction of golf courses in Tivat with the supporting tourist facilities 
	Boka Group / LPGD
	 
	 
	 X   (long term lease)
	2021
	 115.7
	According to the plan of investment company "Montepranzo", the investment in the next five-year period is planned in the amount of 115,664,290 euro. The contract was signed in October 2012;
	8,2
	14,0
	35,9
	34.48                 
	23,1
	 

	13
	Queen`s Beach - Dubovica
	Negotiations with the first-ranked bidder in progress
	X
	 
	 
	 
	202,0
	/
	27,4
	41,7
	50,1
	5,4
	 
	 

	14
	Kondo hotel with the addition in Petrovac
	Zetagradnja - Ljetopis DOO
	 
	 
	 
	 
	8,6
	Building permit issued on 30.01.2012
	 
	 
	 
	 
	 
	 

	15
	Spa centre 0 Queen`s Beach˝, Miločer
	HTP ˝Miločer˝DOO
	 
	 
	 
	 
	5,2
	Building permit issued on 27.04.2012
	 
	 
	 
	 
	 
	 

	16
	Hotel ˝12 mjeseci˝ in Bar
	˝12 mjeseci˝
	 
	 
	 
	 
	3,4
	 
	 
	 
	 
	 
	 
	 

	17
	Reconstruction of the Hotel ˝Budva˝ in Budva
	˝UNIPROM˝ DOO
	 
	 
	 
	 
	3,0
	Building permit issued on 16.10.2012
	 
	 
	 
	 
	 
	 

	Investor STAR OF MONTENEGRO filed an application to this Ministry on 1 February 2013 for the building permit to build the hotel and tourist facility in Ulcinj 01.02.2013 and the investor was issued a decision on suspension on 29.03.2013 because of the fee for land development - utilities.
	 

	INDUSTRY
	 
	 

	18
	Investments in „Tosčelik Nikšić
	TOSYALI Group
	 
	 
	 
	 
	35,0
	1,0
	5,5
	6,5
	8,4
	8,3
	 
	 









	No.
	PROJECT
	Investor
	Type of investment
	In million €
	 
	 

	
	
	
	Greenfield
	Privatization
	Public-private partnership
	Project completion
	Total investment value
	Invested to date
	2013
	2014
	2015
	2016
	2017
	Investments envisaged under planning documents for individual locations

	ENERGY
	 
	 

	19
	HVDC undersea interconnection cable Montenegro - Italy
	TERNA – Rete Elettrica Nazionale S.p.A.
	X
	 
	 
	2016
	[bookmark: RANGE!I7]200,00 [1]
	 
	 
	 
	 
	 
	 
	758 million €

	20
	Construction of a small hydro power plant on watercourse Bistrica-right tributary of Lim
	"Haider extrem energy" d.o.o. Podgorica
	X
	 
	 
	2013
	24,0
	14,4
	9,6
	 
	 
	 
	 
	n/a

	21
	Construction of a small hydro power plant on watercourse Bistrica
	"Hidroenergija" d.o.o., Berane
	X
	 
	 
	2014
	20,0
	5,0
	11,0
	4,0
	 
	 
	 
	n/a

	22
	Construction of a small hydro power plant on watercourse Šekularska
	"Hidroenergija" d.o.o., Berane
	X
	 
	 
	2014
	8,0
	2,0
	4,0
	1,5
	 
	 
	 
	n/a

	23
	Construction of a small hydro power plant on watercourse Babinopoljska
	"Kroling" d.o.o., Danilovgrad
	X
	 
	 
	2014
	9,0
	3,0
	4,0
	2,0
	 
	 
	 
	n/a

	24
	Construction of a small hydro power plant on watercourse Bjelojevićka
	"Haider extrem energy" d.o.o. Podgorica
	X
	 
	 
	2013
	15,0
	7,0
	8,0
	 
	 
	 
	 
	n/a

	25
	Construction of a small hydro power plant on watercourse Crnja
	"Dekar" d.o.o., Podgorica
	X
	 
	 
	2013
	6,0
	2,5
	3,5
	 
	 
	 
	 
	n/a

	26
	Construction of a small hydro power plant on watercourse Grlja
	"ECG male hidroelektrane" d.o.o., Podgorica
	x
	 
	 
	2013
	3,7
	0,2
	3,5
	 
	 
	 
	 
	n/a

	27
	Construction of a small hydro power plant on watercourse Zaslapnica
	"Bast" d.o.o., Nikšić
	x
	 
	 
	2013
	2,4
	0,1
	2,3
	 
	 
	 
	 
	n/a

	28
	Construction of a small hydro power plant on watercourse Trepačka Rijeka
	Consortium "Dekar-Hidro" 
	X
	 
	 
	2014
	17,8
	4,0
	8,5
	5,3
	 
	 
	 
	n/a





	No.
	PROJECT
	Investor
	Type of investment
	In million €
	 
	 

	
	
	
	Greenfield
	Privatization
	Public-private partnership
	Project completion
	Total investment value
	Invested to date
	2013
	2014
	2015
	2016
	2017
	Investments envisaged under planning documents for individual locations

	29
	Construction of a small hydro power plant on watercourse Tušina
	"Kroling" d.o.o., Danilovgrad
	X
	 
	 
	2014
	12,7
	0,1
	7,0
	5,6
	 
	 
	 
	n/a

	30
	Construction of a small hydro power plant on watercourse Murinska rijeka
	Consortium "Elektrotehna-Radius"
	X
	 
	 
	2014
	5,1
	0,1
	3,0
	2,0
	 
	 
	 
	n/a

	31
	Construction of a small hydro power plant on watercourse Komarača
	"Kroling" d.o.o., Danilovgrad
	X
	 
	 
	2014
	6,1
	0,1
	3,5
	2,5
	 
	 
	 
	n/a

	32
	Construction of a small hydro power plant on watercourse Raštak
	"Kolenergy" d.o.o., Kolašin
	 
	 
	x
	2013
	1,2
	0,2
	1,0
	 
	 
	 
	 
	n/a

	33
	Construction of a small hydro power plant on watercourse Vrelo
	"Synergy" d.o.o., 
	X
	 
	 
	2013
	1,2
	0,2
	1,0
	 
	 
	 
	 
	n/a

	34
	Construction of a small hydro power plant on watercourse without a name in the river basin of Gornje Morace
	"Dekar" d.o.o., Podgorica
	X
	 
	 
	2013
	1,2
	0,2
	1,0
	 
	 
	 
	 
	n/a

	35
	Construction of a wind farm on the Krnovo site 
	Consortium "MHI-IVICOM"
	X
	 
	 
	2014
	110,0
	20,0
	60,0
	30,0
	 
	 
	 
	n/a

	36
	Construction of a wind farm on the Možura site 
	Consortium "Fersa-Čelebić"
	x
	 
	 
	2013
	70,0
	15,0
	55,0
	 
	 
	 
	 
	n/a

	37
	Coal  mine “Maoče” and construction of thermal power plant of 500MW power
	 
	 
	 
	 
	 
	Estimate
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	400-500 million €
	
	
	
	
	
	
	n/a

	TRANSPORT
	 
	 
	 

	38
	Container Terminal General Cargo Bar
	Tender under way
	 
	x
	 
	2013
	about 10-20
	8,5
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	 

	39
	[bookmark: RANGE!C19]Port of Bar[2]
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 




	No.
	PROJECT
	Investor
	Type of investment
	In million €
	 
	 

	
	
	
	Greenfield
	Privatization
	Public-private partnership
	Project completion
	Total investment value
	Invested to date
	2013
	2014
	2015.
	2016.
	2017.
	Investments envisaged under planning documents for individual locations

	40
	Construction of the road and the bridge over the river Tara to connect the main road Kolašin-Mateševo with ​​the Adriatic main road Podgorica - Bijelo Polje
	Transport Directorate
	 
	 
	 
	Project completed
	2,9
	Issued use permit on  10.04.2013
	 
	 
	 
	 
	 
	 

	41
	Reconstruction of facilities – the regional  R-10 Slijepač Most – Pljevlja  Municipality of Bijelo Polje                 
	Transport Directorate
	 
	 
	 
	End-2013. Work on the section Pavino Polje-Kovren are in progress.
	3,9
	Paid advance of 10% of the contracted value
	 
	 
	 
	 
	Issued building permit for the investment worth 3,9million €

	[bookmark: RANGE!B8][1] The estimated value of the project implemented in Montenegro amounts to some 200 million €, while the details by the years will be available at end-October.
	
	
	
	
	
	
	
	

	[bookmark: RANGE!B9][2] The type investment for the Port of Bar will be known after the completion of the privatization of Container Terminal General Cargo Bar.
	
	
	
	
	
	
	
	





Household spending 	2013	2014	2015	2016	1.2784488531428968	3.1823062963906592	3.0131999999999972	3.5018792307692252	Gross investments	2013	2014	2015	2016	0.29906963803779368	0.4864254080974364	1.7449705878289332	1.3364606678128248	Public spending	2013	2014	2015	2016	0.23004882342145586	0.25681287705156342	0.18057634815553406	0.30163966463560432	Net export	2013	2014	2015	2016	0.69243268539785008	-0.42554458153966457	-0.93874693598447223	-0.6399795632176718	GDP real growth	2.4999999999999933	3.4999999999999929	4.0000000000000009	4.4999999999999876	
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