Public Debt of the Republic of Montenegro  as of December 31st 2006

Legal framework

Legal framework concerning the issue of the public debt of the Republic of Montenegro has been governed with the provisions encompassed by the four laws: The Law on Budget, The Law on Indebtedness and Managing Public Sector Debt, The Law on Regulating Obligations and Claims on the Basis of the Foreign Debt and Citizens’ Foreign Exchange Savings, as well as the Law on Restitution of the Taken Property Rights and Indemnification. While the last two laws define and reschedule existing obligations of the Republic of Montenegro that derive from SFRY,The Law on Budget from the year 2001 and The Law on Indebtedness and Managing Public Sector Debt from the year 2004 govern method and procedure of Indebtedness made by the state, legal procedure, bodies in charge of recording, reporting and managing public debt, limits for Indebtedness and issuing of guarantees, payment of foreign and  domestic obligations etc.

In accordance with that Law, public debt, identified as the state public sector’s total debt consisting of the internal and external debt that appeared by Indebtedness on behalf of state or taking over of debt by the state, as a result of issuing guarantees or other acts on the basis of which the state explicitly acknowledges debt. Within this context public sector encompasses: government bodies, public companies founded by the state, local self – governance, out-of-the-budget funds and all domestic legal entities owned by the state at least 51%.
According to the provisions of the Law, public debt is managed by the Ministry of Finance which, apart from other things, participates in activities related to coordinating, contracting and formalization, for each new Indebtedness of the state and performs supervision, recording, analyzing and evaluation in relation to the public sector debt.

Outstanding Public Debt of the Republic of Montenegro as of December 31st 2006
Euro (million).                 

	Creditor
	Outstanding debt
	GDP
	Foreign debt/GDP
	% of the foreign debt
	% of the Public De


                                 1                                                  2                            3                          4                           5                           6     

	International Bank for Reconstruction and Development (IBRD)
	261.8
	1.829.0
	14.3 %
	51.9 %
	37.3 %

	International Financial Organization (IFC)
	9.2
	1.829.0
	0.5 %
	1.8 %
	1.3 %

	Countries-members of the Paris Club of Creditors(
	137.8
	1.829.0
	7.5 %
	27.3 %
	19.7 %

	International Organization for Development (IDA)((
	34.9
	1.829.0
	1.9 %
	6.9 %
	5.0 %

	European Investment Bank (EIB)(((
	37.2
	1.829.0
	2.0 %
	7.4 %
	5.3 %

	EBRD
	1.4
	1.829.0
	0.1 %
	0.3 %
	0.2 %

	Development Bank of the Council of Europe
	2.6
	1.829.0
	0.1 %
	0.5 %
	0.4 %

	European Community
	5.5
	1.829.0
	0.3 %
	1.1 %
	0.8 %

	Credit Bank for Renewal –
Germany (KWF)
	5.9
	1.829.0
	0.3 %
	1.2 %
	0.8 %

	Austrian credit
	4.1
	1.829.0
	0.2 %
	0.8 %
	0.6 %

	Anglo Yugoslav Bank
	0.7
	1.829.0
	0.0 %
	0.1 %
	0.1 %

	Hungarian credit
	1.5
	1.829.0
	0.1 %
	0.3 %
	0.2 %

	Polish credit
	1.4
	1.829.0
	0.1 %
	0.3 %
	0.2 %

	T O T A L
	504.0
	1.829.0
	27. 6 %
	100.0 %
	71.9 %


	Creditor
	Outstanding debt
	GNP
	Domestic debt/GNP
	% of the domestic debt
	% of the public debt


	TOTAL PUBLIC DEBT
	701.1
	1.829,0
	38.3%


	Old foreign 
	105.2
	1.829.0
	5.8 %
	53.4 %
	15.0 %

	Obligations under bank credits
	0.0
	1.829.0
	0.0 %
	0.0 %
	0.0 %

	Obligations under treasury bills
	3.3
	1.829.0
	0.2 %
	1.7 %
	0.5 %

	Outstanding budget obligations
	15.4
	1.829.0
	0.8 %
	7.8 %
	2.2 %

	Local self-governance debt
	20.9
	1.829.0
	1.1 %
	10.6 %
	3.0 %

	Obligations under indemnification
	52.3
	1.829.0
	2.9 %
	26.5 %
	7.5 %

	T O T A L
	197.1
	1.829.0
	10.8 %
	100.0 %
	28.1 %


Notes:
Notes:

1) From January 1st debt of the Railway Company of Montenegro has been calculated as state debt as with the Government Decision as of November 2005 EIB credit was taken over amounting to 15 million euros. Debt under credit of 24 million euros towards EIB Bank for the construction of the Sozina Tunnel has been excluded from the public debt and became the debt of the Public Company Monteput.
2) Credit from the German KfW bank for the needs of water supplying is used by municipalities but has been presented in the  Foreign Debts Summary Table.

3) 12.5 million euros of debt has been added on the basis of the capitalized interest (Paris Club)

4) Information on outstanding budget obligations represents an assumption by the Ministry of Finance. The exact amount shall be determined in January 2007.

Commission for collection of receivables within the Ministry of Finance solves, apart from other things, collection of foreign debts in accordance with the provisions of the Law on Regulating Obligations and Claims on the Basis of Foreign Debt and the Citizens’ Foreign Exchange Savings. Major part of debts is solved during the privatization of debtors through debt payment collection in cash, conversion of the debt into shares and internal reconciliations. By the Resolution it was determined that the credit beneficiaries pay their obligations within the terms and in a way which the Government of the Republic of Montenegro services its obligations toward foreign creditors. Although these claims are deemed to be difficult to collect, due to the financial position of the credit final beneficiary, a certain part of claims can, nevertheless, be collected and represents the difference between the gross public debt and net public debt of the Republic of Montenegro.

As of December 31st public debt of Montenegro, with its public companies amounted to 775 million euros or 42,4% of the GNP. Public companies which are foreign credit beneficiaries and to which the guarantee or counter-guarantee was issued by Montenegro: Monteput, Aerodromi CG, EPCG and Agency for the Flight Control are the companies with the autonomous revenues and there is a grounded assumption that the above mentioned companies will regularly service their obligations. According to the ESA-95 accounting method, these obligations are not included into the public debt but are treated as the public sector debt.

Evaluation and Sustainability of the Public Debt

Table No. 2 The amount and the structure of the Public Debt of Montenegro 

                    within the period 2002 – December 2006
Euro (million)

	Year
	Credits
	Treas Bills
	Old For.exch. savings bonds
	Outstan-ding 

Obligations
	Oblig.

Under
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	2002
	18.2
	9.6
	127
	101.0
	
	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
	1.392.0
	17,9%
	461,5
	33,2%
	711,2
	51,1%

	2004
	8.9
	37.4
	123
	61.8
	
	23.0
	254.1
	1.565.0
	16,2%
	488,3
	31,2%
	742,4
	47,4%

	2005
	0.0
	8.0
	117,0
	41.2
	
	20.9
	187.1
	1.690.0
	11,1%
	513,3
	30,3%
	700,4
	41,4%

	2006

DEC
	0
	3.3
	105,2
	15.4
	52.3
	20.9
	197.1
	1.829.0
	10,8%
	504,0
	27,6%
	701,1
	38,3%


* The assessed amount of the GNP for the year 2006. Source: Ministry of Finance, International Monetary Fund and Secretariat for Development.
Situation and Changes in the Public Debt of the Republic of Montenegro
Public Debt of Montenegro, without public companies, amounts to 701,1 million euros as of December 31st 2006. Internal debt amounts to 197,1 million euros or 28,1% out of the total public debt while the external public debt amounts to 504 million euros or 71,9% from the total public debt.
As for the external debt structure, major change during the previous three months is related to the increased obligation of approximately 12.5 million euros towards Paris Club of Creditors, due to adding of the capitalized interest to the amount of debt as envisaged by the bilateral agreements provisions. Debt outstanding balance also includes obligations on the basis of the first credit withdrawals for the credits from the Governments of Poland and Hungary as well as the new withdrawals from the arrangement with KfW.

As for the internal debt structure, there is an increase of obligations on the basis of restitution while the obligations under treasury bonds have been decreased by 1.5 million euros, the unpaid budget obligations have been decreased by even 10.6 million euros while the credits at commercial banks are completely repaid.
In the next period, the following debt issues are to be solved: debt toward the governments of Libya (negotiations have started) and Kuwait, clearing debt toward SFRY, Check Republic and Slovakia as well as debt toward API expressed in bonds within the London Club of Creditors. Debt toward the governments of these four countries has been allocated to Montenegro on the basis of distribution of the unallocated debt (5.88% out of  38% for Serbia and Montenegro). The exact amount of debt and method of rescheduling shall be determined during negotiations. As for the API bonds (Alternative Participation Instruments) allocating of the final beneficiaries from the RCG territory is in course. Afterwards, negotiations will be held in which the method of regulating of the possible obligation shall be determined.
In the next period first withdrawals are expected on the basis on the four signed contracts: with EIB amounting to 5 million euros, Waste Waters Project for Niksic, The Contract with the Societe General (credit amount to 2.5 million euros) for procurement of the IT equipment for schools, Contract with the Government of the Kingdom of Spain amounting to 5 million euros,  - Landfill Construction Project and credit of the Republic of France for the power sector amounting to 8.479 million of euros.

Data mentioned in the table show gross public debt of the Republic of Montenegro. As for the receivables, (claims) the most important is the debt of the Russian Federation toward the Republic of Montenegro amounting to 18 million USD.  Signing of the agreement is expected to take place soon. Also, in the first half of December, transfer of 32.366,57 ounces (at the current market price of approximately 620 USD for ounce – 20.066 million USD) of the unblocked gold by the Bank for International Settlements (BIS). On the basis of the unblocked funds, the influx of approximately 2.5 million USD is expected.

As presented in the Table 2, public debt has been decreased from 88.3% in the year 2002 to 38.3% in the year 2006. It is especially important that the external public debts decreased from 68.7% to 27.6% of the GNP. The decrease was caused by debt restructuring and write-offs within the Paris Club, ending with second write–off from February 2006 in the overall amount of 66% of the nominal amount and rescheduling programme toward IFC and IBRD.

Major part of the foreign debt, approximately 84%, represents a debt occured during the existence of SFRY and SRY. This part of debt was taken over by the Law on Regulating of the Obligations and Claims on the Basis of Foreign Debt and Old Foreign Exchange Savings while even 72% of the domestic debt, first of all, obligations under old foreign exchange savings and restitution are “inherited” on the basis of obligations from the existence of SFRY.

Within the Paris Club of Creditors, bilateral agreement with Japan e.g. with the Japanese Bank for International Cooperation (JBIC) remained to be signed. Debt amounting to approximately 123 million Yen is not included into data. With Italy and Serbia trilateral agreement on debt rescheduling was signed on December 4th December 2006. Paris Club Secretariat in its letter as of November 13th 2006 announced the intention of the countries – creditors to sign bilateral agreements with Montenegro after Montenegro acquired independent political status.  Outstanding balance according to the Paris Club shall not be significantly changed on the basis of signing of bilateral agreements because the RCT obligations are identified by following the end-user principle in the current bilateral agreements with SRY e.g. SCG. Since September 2007 Montenegro shall start to repay 60% of the capitalized interest in 14 semi annual rates which will increase debt by Paris Club for the amount of approximately 12.5 million euros.

The internal debt has also been significantly decreased from 255.6 million euros to 197.1 million euros. The obligations under restitution were also included into the amount of domestic debt. Obligations under restitution in accordance with the Law on Restituting of the Taken Away Property Rights and Indemnifications are included into the public debt amount on the basis of the applicable decisions of local commissions in charge for the indemnification issues so that final amount is difficult to be identified. Only in the last quarter of the year 2006 obligation based on that, increased by 42.4 million euros.

As for the obligations under the old foreign exchange savings it ought to be pointed out that the Assembly of the Republic of Montenegro adopted the Law on Repayment of the Citizens’ Old Foreign Exchange Savings which had been deposited with the authorized banks seated out of the Republic of Montenegro. On the basis of the information collected so far, that amount is 19.821 million euros. However, the law provisions envisaged that the Republic of Montenegro retains the right to claim from the states – successors of SFRY on the basis of the disbursed foreign exchange savings pursuant this law (unless it is otherwise decided during the succession procedure). Citizens residing the Republic of Montenegro, who hadn’t received disbursements pursuant to the laws of the state on the territory of which the Bank is seated, shall have the right to get disbursement. Therefore, possible obligation of 19.821 million euros ought to be taken with the reserve until the real obligation is determined within the legal term of one year.

As for the treasury bills it is envisaged, due to the budged liquidity, that approximately 3.3 million euros should be issued while in the year 2003 and 2004 a significant decrease of the weighted interest rate with almost 11% annually to less than 1% was recorded (0,45% at the six months rate until 2.96%) in the year 2006.

According the methodology for evaluating public debt sustainability, used by the World Bank (only for the purpose of evaluating external debt sustainability) Montenegro can be classified as a low indebted country. Namely, with all criteria the relation of the NPV public debt (although the amount is not explicitly determined, it doesn’t significantly change mentioned percentages) and GNP (more than 80%: highly indebted country; 48%-80%: medium indebted and less than 48%: low indebted country) and relation of the NPV of the public debt and export of goods and services (more than 220%: highly indebted, 123%-220%: medium indebted and under 132%: low indebted country), Montenegro has been classified into the category of the low indebted economy. Data for Montenegro are – according to the first criterion: 38.3% and according to the second criterion: 92% (according to the data of the Central Bank of Montenegro, export of goods and services in the year 2005 amounted to 730.858 million euros without remittances which are also taken into consideration while making calculation following the World Bank methodology). Also by using the third, widely used criterion - the relation of the public debt and budget revenues, that ration for Montenegro amounts to 137% which points out that Montenegro has a sustainable debtor position.

As for the liquidity e.g. possibility of the regular servicing of obligations under the public service, relation between the total debt servicing and export of goods and services was 14% in the year 2005 which is significantly under the critical value of 30%. It ought to be said that during the year 2005 outstanding budget obligations (more than 20 million euros) were mainly repaid and that remittances were not taken into consideration which significantly improves situation. During the three quarters of the year 2006 obligations under repayment amounted to 41.42 million euros while in the year 2005 they amounted to 103.3 million euros which, with the same income on the basis of the export of goods and services significantly decreased obligation servicing ration. Second ration of liquidity - the relation of the repaid interest and the overall export of the goods and services is 2.72% while the critical amount is 20%. Indicators of liquidity, although very static as well as other indicators of indebtedness, serve as good instruments for the indicators of regular servicing of some country’s obligations.

As for the currency and interest structure of foreign obligations of Montenegro, situation is, also, very favourable. Out of the overall amount of the foreign exchange, only a part of the Paris club (26% of the debt in USD and 3% in other currencies), the debt toward the Anglo-Yugoslav Bank (in USD) and IDA credits (in SDR) is not serviced in euros. Other obligations are shown and are services in the “domestic” currency – euros. Total obligations in USD and other currencies amount approximately 1.8 million USD annually which, by taking into consideration important dollar deposits of the Ministry of Finance with Central Bank of RCG (more than 4.5 million USD) enables undisturbed servicing of obligations in USD in the next period.

Fixed interest rate (with the Paris Club – ODA credits, amounts to 2% or even less with the goods bilateral credits, up to 5.60%) is dominant with the Paris Club of Creditors (96.4% of debt is related to the services by the fix interest rate) and IBRD (more than 60% debt is related to the services by the fix interest) which make almost 80% of the foreign obligations. The overall amount of the public debt which is serviced by the variable rate amounts to 109 million euros. With other loans, interest rate (except IDA loans which bear no interest and charge only the servicing costs fee of 0,75% and commitment fee of 0.50%) is corresponding LIBOR (mainly EUROBOR) +0.5%. With the “new” charges, interest rate is very favourable, it is formed mainly with the rebate of 0.5% above the interest rate which is approved to the foreign creditors which are, with AAA rating, charged in the international financial market.

Except for the favourable current and interest credit structure, credits which are counted as the part of the public debt of RCG, have a long repayment and grace period (until the year 2031 with IBRD, 2024 e.g. 2041, with the Paris Club Creditors) while the “new” indebtedness have grace period from 2 to 10 years and repayment period from 10 to 20 years. Montenegro, also, which is important for the new indebtedness, has the access to the concession credits (only this year they were signed with KfW – water supplying and waste waters project, with the government of Poland – railway system and agriculture, with the Government of Austria – healthcare project, with the Government of Hungary – education project in the overall amount of 41.4 million euros) and international financial institutions (EIB, EBRD) which approve sources with the small rebate of 0.5% up to 1%.

The new indebtedness of the Republic of Montenegro has been aimed at implementation of the capital infrastructural projects from the area of power industry, road infrastructure, water supply and waste waters e.g. in accordance with the “golden budget rule” according to which budget deficit as the public debt source, is to be used only for the capital consumption.

Coordinator, Debt Management Department
Nemanja Pavličić
( The amount of the original debt in euros is 71%, in USD: 26% and 3% in all other currencies





(( Original amount is in Special Drawing Rights (SDR)


((( Old debt amounting to 1.2 million euros





