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Montenegro — Quick facts

Ratings

— S&P BB

— Moody/’'s Ba3
GDP: 2010 € 3.025 million
GDP per: capita 2010 € 4.802
Population approx. 642.000
Capital city. Podgorica
Area 13.814 km2
Currency Euro

BOSNIA AND
HERZEGOVINA -

cRoATIA-S N
~Aval *Cetinje

Budva LA o

- “Bar- _I.-'Z'

2 Adriatic Sea L\ &~ o ~ ALBANIA (4

]
-

20 40km
20

{_ SERBIA

40 mi




Montenegrin economy — a regional
perspective

2006—2010 average real GDPFP growth




Banking system is one of the most
heavily affected

Confidence crisis started with® withdrawal ofi deposits at the
beginning of: the third quarter off 2008

Only: a few:banks had" a proeblem with liguidity.

Parent banks strongly supported their subsidiaries in: Montenegro

A 'number off banks suspended their lending activities during; 2009
and 2010

Decelerated lending activities additionally: woersened illiguidity: of the
COrporate Sector

Banks are undercapitalized
Crisis transferred to  real Sector:
High growth in' nen-perorming assets and past due loans



Central Bank of Montenegro activities

Activities taken so far: :
= |law on the Protection ofi the Banking System
= MOU between CBofiM, Ministry off Finance and Deposit Protection Fund

Monetary and prudentional countercyclical measures
Reducedreserve requirements

Reduced |loan 10SS provisions

Facilitated conditions for asset classifications
Relief for loan restructuring

SUPErVISION measures

- On site inspections of all of: the banks

- Stress testing ofi all' banks

- Recapitalization' requirements for undercapitalized systemic banks



Monetary policy measures

Monetary policy tool: reserve requirement
(reserve requirement, loans, deposits)*

Decreasing reserve requirement rate (unifori
rate at 11%)

Widening the base (all deposits included in
base) in order to release liquidity

- Widening the base in order to decrease the credit
== reserve requirement growth (including longer term maturity deposits in
== |0ans base (19% and 2% RR rates)

deposits

X12007

Widening the base plus differentiate the
reserve requirement rate in order to
stimulate the savings (19% and 5% RR
rates)

112009

Decreasing the level of reserve requirement rate

(from 11% to 10%)
Reduction the base components in order to
N

£ . T
release liquidi
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*Z - Scores of levels




Prudentional measures

Regulatory measures
( loans and deposits)*

Reliefs to banks regarding the allocation of

provisions for potential loan losses
—&—|oans

deposits
V12009

VI 2009
Quantitative restrictions on lending
(credit ceilings)

More favourable conditions for treatment of
restructured loans, assets classification and lower

Change of risk weights
calculation of loan loss provisions

Moved the limit for restructuring of past due
loans
The decreasing of provisioning for some

classification classes

*Z - Scores of levels

Overheating of economy is stopped Recovdlry from the crisis




Economic recovery in 2010

A fast Government response and structural fiexipility:
limited the iImpacts of:globalleconemic Crisis and Set
Montenegre on the path to recovery.

2010 reallGDP: growth of: 0,5%), with almost all sectors of;
the econemy. growing

Industrial’ production grew!9,5% in 2010'and IS
diversifying towards the energy.: SEctor

Real estate prices show: a gradual FECOVETY.

Strong tourism season in 2010 with revenues Increasing
6,4% Vs 2009

gceﬁigced budget deficit from 4,4% in 2009 toe 2,8% In



Macroeconomic conditions
after the crisis

Real GDP growth Inflation

2005 2006 2007




Macroeconomic conditions
after the crisis

Budget deficit/surplus (in % of GDP) Current account deficit (in % of GDP)

2006 2007 2008




Signs of banking sector recovery

ihe banking Sector;
stabilizes

CBofM: and  Goeyvernment
measures: helped  stem
the decline n’ banking
Sector: deposits and' boest

liguidity

Stress tests carried out In
2010 and good" liguidity
ratios: placer banks in a
sound position

limited room for further
growth off NPLs in view: of
the recovering economy.



Lessons learned from the crisis

Need for comprenencive financial stability
framework

Need for: WIder range; oft monetary: policy
INStruments

Need for Imprevement more effective resolution
framework for dealing with the banks: in CrsIS

Need for Improvement more effective
Cooperation between home and host SUPErVISers



New financial stability framework

Based on:
New: Einancial Stability: Council LLaw
New: Central Bank off Mentenegroe: LLaw.
New [Deposit Pretection Law

Einancial Stability: €ouncil (governor: o CBofiM,
minister of finance, president off council of: of;
the Insurance Supervision Agency. and president
ofi the Securities and Exchange Commission )



Monetary policy: wider range of:
monetary policy instruments

August 2010 Law introduced new instruments for use by
Central Bank including open market operations, loans for
liquidity needs and role as lender of last resort. Also banks
can use intra-day and overnight loans to maintain liquidity,
but this facility is very rarely used

Mandatory reserve requirement (109206 currently)

The Central Bank requires banks to hold  mandatory
reserves at the Central Bank’s' accounts (whether in

Montenegro or overseas), a proportion of which may be in
the form of: T-bills



Improved resolution framework for
dealing with the banks in crisis

law: Amending the Banking: LLaw
- New, corrective prudential measures

- Revocation offlicence Is a trigger event for the
INtroducing; bankruptey: or liguidation procedure

- [nterim administrator may sell the shares of the bank
Or may. transfer: a part or total assets and/or liabilities of;
the bank under bankruptcy: proceedings to anether bank
or banks

law: Amending the Bank Bankruptcy: and Liguidation [.aw.

- Bankruptcy administrater may: transfer a part or. total
assets and/or liabilities of the bank under bankruptcy.
proceedings to other bank or banks



Improvement of cross-border
cooperation

CBofiVl as monetary: policy: maker and SUPERVISOLY.
authority has increased the level off mutual coordination
dnd exchange off Information with autherities from the
region through the bilateral or multilateral MOU,
SUPERVISOrY: CollEgeS Ete.

In accordance with thiss MOU; the authorities will take
the actions on:

- building mutual trust and understanding In order to
provide effective dealing with the large cross-border:
banking groups,

- developing a common understanding of: the risk profile
of large cross-border banking groups.



Conclusion

Crises occurred: in the past and they will' eccur in' the
future

Iihe preventive action or Intervention at the very.
DEgINNING Of Crisis IS crucial

All"potential future vulnerabilities should be reviewed
bearing in mind their pessibility to develop inte GrisIs.

Iihe iImprovement of regulatory; and: SUPErVISOLY
ACtIVILIES IS'a CONtINUOUS ProCESS

iransmission ofi negative shocks between real and
financial sectors Is extremely high

Countries from the region should increase the level of
mutual coordination and exchange of information
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