 REPORT
on public debt of Montenegro 

as of 31 December 2005

1. AMOUNT AND STRUCTURE OF PUBLIC DEBT OF MONTENEGRO 
Public debt of Montenegro amounted to EUR 700,4 million as of 31 December 2005. Domestic debt amounted to EUR187,1 million or 26,7% of total debt, while foreign debt amounted to EUR 513,3 million or 73,3% respectively.
 It is primarily due to ongoing negotiations and allocation of debt
, ongoing negotiations on succession of the former SFRY and impossibility to quantify explicit liabilities assumed under the Law on Restitution of Expropriated Property Rights and Compensation that this amount has not been fully clear-cut.  According to current estimations, no great divergences are likely to arise following conclusion of negotiations on allocation of the financial assets and liabilities with the Republic of Serbia.  
Table 1.  Amount and structure of public debt of Montenegro in the period from 2002-2005.

[image: image1.emf]Euro (milioni)million

YearCreditsT=BillsOld 

for.sav. 

bonds

Oustand

. 

Liabilitie

s

Municip

.debt

Dom. 

debt

GDPDom. 

debt/    

GDP

For. 

Debt

For. 

debt/ 

GDP

Public 

debt

Public 

debt/GD

P

(2+3+4

+5+6)

(5/6)

(5/3)(2+5)(11/6)

123456789

5678

200218.29.8127100.60.0255.61,301.019.6%893.668.7%1,149.288.3%

200319.519.712783.50.0249.71,433.017.4%461.532.2%711.249.6%

20048.937.412361.823.0254.11,535.016.6%488.331.8%742.448.4%

20050.08.0117.041.220.9187.11,640.011.4%513.331.3%700.442.7%

Source: Ministry of Finance
In 2002, public debt amounted over EUR 1 billion. It is amount which was determined prior to debt rescheduling with the International Bank for Reconstruction and Development and Paris Club creditors and prior to final agreement with Serbia concerning liabilities to the London Club creditors. 
The largest portion of the public debt of Montenegro is related to inherited long-term liabilities of the old system (ex SFRY and FRY). This portion particularly relates to foreign debts assumed by the Law on Regulation of Liabilities and Claims arising out of Foreign Debt and Foreign Savings of Citizens, which, at the end of  2005, amounted to EUR 435,5 million or 62,5% of the public debt, i.e. mostly loans extended by the International Bank for Reconstruction and Development and Paris Club creditors. Namely, except for credit arrangements with the international financial organizations (IMF, IBRD etc.) and intergovernmental credit arrangements of the SFRY, major portion of foreign debt contracted by banks and enterprises, was their commercial debt which was not guaranteed by the SFRY and National Bank of Yugoslavia (NBY).  Starting from 1983 when SFRY, due to lack of foreign currency, accepted the process of multilateral rescheduling and refinancing of its foreign debt liabilities, the total foreign debt (including new foreign loans which were then being contracted) has been guaranteed by the SFRY and NBY, becoming thus a potential public debt. This debt includes allocated debt payable by beneficiaries of foreign loans from the Republic of Montenegro and a portion (5,88%) of non-allocated debt contracted or guaranteed by ex SFRY, or assumed by FRY (36,52% of non-allocated debt of the SFRY).

In addition to old foreign debts, the “inherited” public debt also covers liabilities arising out of old foreign currency savings, which were assumed under the said Law. The liabilities arising out of old foreign currency savings amounted to: EUR 127 million at the end of 2003; EUR 123 million at the end of 2004 and EUR 117 million at the end of 2005, which accounts for 16,8% of the public debt. Therefore, at the end of 2005, inherited long-term liabilities from the old system account for 79,3% of the total public debt of Montenegro. Remaining portion of 20,7% includes: new debts contracted in the period from 2000-2005; liabilities arising out of short-term loans; credits; T-bills; debt contracted by local self-governments and outstanding budgetary liabilities.
2. EXTERNAL PUBLIC DEBT
External public debt amounted to EUR 513,3 million., out of which “old” debt accounted for EUR 435,5 million or 84,9%, and new one amounts to EUR 77,9 million or 15,1%. The debt was reduced by about 50% at the end of 2002, when negotiations were concluded with major creditors- the International Bank for Reconstruction and Development, Paris Club creditors and Republic of Serbia concerning releasing of Montenegro from obligations to the London Club creditors on the basis of debt buy-back by Montenegro in early 1990-ties.  Public debt share in the GDP, which indicates a level of external indebtedness, reached 68,7% prior to debt rescheduling, decreasing to 31,3% at the end of 2005. 

Table 2: Montenegrin Foreign Debt Trends in the period from 2000-2005
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2000671.000.0671.01,022.0

65.7%

2001671.03.43.4674.41,244.0

54.2%

2002883.27.010.4893.61,301.0

68.7%

2003441.920.130.5472.41,433.0

33.0%

2004434.737.267.7502.41,535.0

32.7%

2005435,5***10.277.9513.31,640.0

31.3%

*Debt contracted until 1992

**Debt contracted following 2000

*** Increase of debt due to change of exchange rate


Source: Ministry of Finance of Montenegro
 Table 3 shows a structure of foreign debt to creditors 
Table 3. Structure of foreign debt of Montenegro as of 31.December 2005
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Internat. Bank for Recon. and Development (IBRD)267.91,640.016.3%52.2%38.2%

International Finance Corporation (IFC)10.81,640.00.7%2.1%1.5%

Member count. Of the Paris Club creditors*151.61,640.09.2%29.5%21.6%

International Development Association (IDA)**25.21,640.01.5%4.9%3.6%

European Investment Bank (EIB)***41.21,640.02.5%8.0%5.9%

Europ, Bank for Recon, and Develop. (EBRD)1.61,640.00.1%0.3%0.2%

CoE Development Bank3.91,640.00.2%0.8%0.6%

Bank Handlowy - Poland0.31,640.00.0%0.1%0.0%

European Community5.51,640.00.3%1.1%0.8%

Credit Bank for Reconstr, -Germany (KFW)4.31,640.00.3%0.8%0.6%

Anglo Yugoslav Bank1.01,640.00.1%0.2%0.1%

TOTAL513.31,640.031.3%100.0%73.3%

* Original debt amount in euros is 108,21 mil.€ - 71%, US dolars 39,48 mil.€ - 26% and 3% in other currencies 

**Amount in Special Drawing Rights  (SDR)

***Old debt EUR 1,2 mil

Note: currencies converted into Euro at the exchange rate as of 11.01.2006

Source: Ministry of Finance
As indicated in the Table above, the largest portion of the external public debt of Montenegro at the end of 2005 is old refinanced debt to the World Bank – 52,2%, or EUR 267,9 million. The old debt to the World Bank was refinanced in 2001 in the framework of regulation of relations with this institution. It was agreed that the debt should be refinanced through six consolidation loans. Repayment period of the loans is 30 years, with 3 years of grace period, “favourable” interest rate - LIBOR and fixed spread.  FRY is the Borrower, while the member states are beneficiaries of the loans, which issued the FRY counter-guarantees.   
Debt to the Paris Club amounted to EUR 151,6 million as of  31 December 2005, which is an amount reduced by  a write-off of 51% in the first phase. Upon expiration of a three year arrangement with the IMF and obtaining positive mark for macroeconomic trends in Montenegro, it was expected that in March 2005 the debt to the Paris Club would be reduced by remaining 15% or about EUR 26 million (according to negotiated debt write-off by 66%). However, due to default in obligations by the Republic of Serbia, such reduction did not take place within projected deadline. Such reduction is expected to take place in early 2006, following successful completion of the arrangement. Old or refinanced debts also include liabilities to the Council of Europe Bank and International Finance Corporation (IFC) as well as outstanding debts to the Polish Bank Handlowy and Anglo Yugoslav Bank.  
Minor portion of external long-term liabilities is related to borrowings following 2001, when Montenegro, as a part of the FRY or State Union of Serbia and Montenegro, regulated its membership and relations with the international financial institutions and concluded new arrangements. Newly contracted and simultaneously drawn foreign loans amount to EUR 77,9 million concluding with 31 December 2005. These loans include borrowings with: the World Bank under the IDA terms i.e. interest-free loans; European Investment Bank; European Bank for Reconstruction and Development; European Community and German Bank for Reconstruction (KfW). 
2. INTERNAL PUBLIC DEBT
Internal public debt of Montenegro includes: liabilities arising out of old foreign currency savings; liabilities arising out of borrowings from local financial and other institutions; liabilities resulting from issued short-term T-bills; debt contracted by local self-governments and outstanding budgetary payments.  
Table 4. Structure and amount of internal public debt
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200218.29.8127.0100.60.0255.61,301.019.6%

200319.519.7127.083.50.0249.71,433.017.4%

20048.937.4123.061.823.0254.11,535.016.6%

20050.08.0117.041.220.9187.11,640.011.4%


Source:  Ministry of Finance
It is evident that borrowing on the basis of T-bills is reduced, while debt from bank credits is fully removed. Accordingly,  borrowing on the basis of T-bills amounted to EUR 8,0 million or by EUR 29,4 million less comparing to end 2004, while debt from bank credits amounting EUR 8,9 million at the end of 2004 was fully repaid. About EUR 6 million of old foreign currency savings bonds was repaid, which is less than as planned under the annual Budget Law – EUR 8,7 million. Liabilities arising out of outstanding budgetary payments were reduced by EUR 20 million, while total local self-governments’ debt was reduced by about EUR 2 million.  Domestic debt was less by EUR 67 million totally comparing to debt amount as of 31 December 2004. 
5. Indicators of indebtedness of montenegro – concluding remarks
Table below shows standard indicators of indebtedness, calculated on the basis of the above and currently available data. 
Table 6. Indicators of indebtedness of Montenegro for 2004
	Gross Public Debt, in mil. EUR
	700,4

	External Public Debt, in mil. EUR
	513,3

	Gross Public Debt/GDP
	42,7%

	External Public Debt/GDP
	31,3%


Source: Ministry of Finance

According to originally used methodology of the World Bank (Debt Reporting System), a share of external debt in Gross Domestic Product which is less than 30% indicates less indebted country; from 30% to 50% indicates moderately indebted country (Montenegro having 31,3%, is at the lower margin of moderately indebted countries); and share over 50%  indicates a severely indebted country. For comparison purposes, at the end of 2004, in some countries in transition, such indicator was as follows: Bulgaria 57,6%; Czech Republic 37,4%; Croatia 79,9%; Lithuania 43,2%; Hungary 59,0%; Romania 39,8%; Slovenia 50,1%.
 Taking into account further reduction of debt to the Paris Club, constraints on further borrowing and stabile GDP growth, it is likely that Montenegro will be included among less indebted countries in future.  
With respect to GDP for 2005, gross public debt of Montenegro accounted for 42,7% at the end of 2005. It is significantly less than identified fiscal criterion and maximum public debt allowed by the EU, whereby Montenegro meets one of the two Maastricht criteria.  

According to the following two indicators, given in the Table above (external public debt/ export and repayment of foreign debt/ export), Montenegro is classified as a less indebted country. Namely, share of external public debt in total export in Montenegro accounts for 80,7%, which is significantly less than marginal value (165%), separating less indebted countries from moderately indebted countries. Level of indebtedness or proportion of foreign debt repayment and total export in Montenegro is 3,7%, which is also significantly less than a limit for moderately indebted countries which is set as 10%.  

Coordinator, Debt Management Department
Nikola Vukićević, M.Econ. 
� According to the Maastricht criteria, a public debt amount excludes public companies’ debt, inlcuding sovereign loans, unless this debt will certainly be repaid from the state budget or is alreadly been repaid, as it is the case of the EIB loan for the Port of Bar to the amount of about EUR 6 million.  All loans extended to public enterprises and guaranteed by the state are listed in the Annex 1. 


�Commission for division of common property, established pursuant to Article 20 of the Law on Implementation of the Constitutional Charter of State Union of Serbia and Montenegro, dealing with allocation of the NBY liabilities, has not finished yet a final allocation of foreign debt (non-allocated and a part of allocated foreign debt) between Serbia and Montenegro.  


� According to projection of the Deutsche Bank Research
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		EURO (millions)

								New debt

		Year		Old debt*		New debt**		Cummulative		Total		GDP		Debt/GDP

										(2+4)				(5/6)*100

		1		2		3		4		5		6		7

		2000		671.0		0		0.0		671.0		1,022.0		65.7%

		2001		671.0		3.4		3.4		674.4		1,244.0		54.2%

		2002		883.2		7.0		10.4		893.6		1,301.0		68.7%

		2003		441.9		20.1		30.5		472.4		1,433.0		33.0%

		2004		434.7		37.2		67.7		502.4		1,535.0		32.7%

		2005		435,5***		10.2		77.9		513.3		1,640.0		31.3%

		*Debt contracted until 1992

		**Debt contracted following 2000

		*** Increase of debt due to change of exchange rate
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		EURO (millions)

		Creditor		Debit balance		GDP		For. debt/GDP		% For. debt		% Public debt

								(2/3)

		1		2		3		4		5		6

		Internat. Bank for Recon. and Development (IBRD)		267.9		1,640.0		16.3%		52.2%		38.2%

		International Finance Corporation (IFC)		10.8		1,640.0		0.7%		2.1%		1.5%

		Member count. Of the Paris Club creditors*		151.6		1,640.0		9.2%		29.5%		21.6%

		International Development Association (IDA)**		25.2		1,640.0		1.5%		4.9%		3.6%

		European Investment Bank (EIB)***		41.2		1,640.0		2.5%		8.0%		5.9%

		Europ, Bank for Recon, and Develop. (EBRD)		1.6		1,640.0		0.1%		0.3%		0.2%

		CoE Development Bank		3.9		1,640.0		0.2%		0.8%		0.6%

		Bank Handlowy - Poland		0.3		1,640.0		0.0%		0.1%		0.0%

		European Community		5.5		1,640.0		0.3%		1.1%		0.8%

		Credit Bank for Reconstr, -Germany (KFW)		4.3		1,640.0		0.3%		0.8%		0.6%

		Anglo Yugoslav Bank		1.0		1,640.0		0.1%		0.2%		0.1%

		TOTAL		513.3		1,640.0		31.3%		100.0%		73.3%

		* Original debt amount in euros is 108,21 mil.€ - 71%, US dolars 39,48 mil.€ - 26% and 3% in other currencies

		**Amount in Special Drawing Rights  (SDR)

		***Old debt EUR 1,2 mil

		Note: currencies converted into Euro at the exchange rate as of 11.01.2006






_1206963959.xls
Sheet1

		Euro (milioni)

		Year		Loans		T-bills		Old for. Curr. Savings		Oustanding budg. Liabilities		Local self-govern. Debt		Domestic debt		GDP		Domestic debt/GDP

														(2+3+4+5+6)				(7/8)

		1		2		3		4		5		6		7		8		9

		2002		18.2		9.8		127.0		100.6		0.0		255.6		1,301.0		19.6%

		2003		19.5		19.7		127.0		83.5		0.0		249.7		1,433.0		17.4%

		2004		8.9		37.4		123.0		61.8		23.0		254.1		1,535.0		16.6%

		2005		0.0		8.0		117.0		41.2		20.9		187.1		1,640.0		11.4%
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		Euro (milioni)		million

		Year		Credits		T=Bills		Old for.sav. bonds		Oustand. Liabilities		Municip.debt		Dom. debt		GDP		Dom. debt/    GDP		For. Debt		For. debt/ GDP		Public debt		Public debt/GDP

														(2+3+4+5+6)				(5/6)				(5/3)		(2+5)		(11/6)

		1		2		3		4		5		6		7		8		9		5		6		7		8

		2002		18.2		9.8		127		100.6		0.0		255.6		1,301.0		19.6%		893.6		68.7%		1,149.2		88.3%

		2003		19.5		19.7		127		83.5		0.0		249.7		1,433.0		17.4%		461.5		32.2%		711.2		49.6%

		2004		8.9		37.4		123		61.8		23.0		254.1		1,535.0		16.6%		488.3		31.8%		742.4		48.4%

		2005		0.0		8.0		117.0		41.2		20.9		187.05		1,640.0		11.4%		513.3		31.3%		700.4		42.7%






