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The financial market in Montenegro in June this year was characterized
by a few significant changes. For the first time in the money market
there were no 28-day T-bills and 182-day T-bills auctions. The value 
of T-bills sold in the auctions of 56-day T-bills and 91-day T-bills was 
only EUR 5.5 million, but demand exceeded the offer by 170%. The fall
in issued T-bills induced a fall in interest rates (in the range of 5.45% to 
6.88%). As in the previous period, there was no secondary trading of 
Treasury bills in June 2005. 

The activities in the capital market were very dynamic resulting in the 
increased turnover, a large number of transactions, and a growth in the 
prices of investment material induced by the announced privatisation 
of Montenegrin enterprises. Compared to the same six-month period 
in 2004, the value of the turnover achieved grew by 849%, and the 
number of transactions in stock exchanges by 139.8%. 

3.1. Money Market Developments

Only the primary market of short-term T-bills was active during the last 
month of the second quarter. 

Four auctions were held in June: one of 56-day T-bills and three 91-
day T-bills auctions. EUR 5.5 million worth of T-bills were offered, but
demand was much higher, EUR 14.9 million. The interest that buyers 
earned from the purchase of these T-bills amounted to EUR 72,619.06, 
which is much less than in the previous months. (Annex C, Tables 13, 
14, 15, 16)

3.1.1. Auction of 56-day T-bills

The 44th auction of these T-bills was held in June, and both the offered
and sold amount matched EUR 1.5 million, whereas demand was 
somewhat higher, EUR 3.3 million. There were eight participants in this 
auction, mainly domestic and foreign banks. The lowest value of 56-day 
T-bills sold was recorded in both June this, and the previous year. 

Graph 3.1. 
Sold amounts and interest rates on 56-day T-bills in June 2005

Source: Central Bank of Montenegro
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The average weighted interest rate achieved in this auction was 5.45%, 
which represents a significant fall in comparison with the previous
auctions, simultaneously being the lowest rate ever achieved in 56-day 

T-bills auctions. Interest that buyers earned from this auction amounted 
to EUR 12,602.40. 

Graph 1.
Outstanding T-bills per months, December 2004 - June 2005

Box 3.1. The Level of the Budget Indebtedness against T-bills at End-June 2005

The amount of short-term all-maturity T-bills issued in the reporting period amounted to EUR 94.4 million, of which EUR 92,445,000 
worth of T-bills were sold. The total demand was EUR 116,907,200, which is some 24% more than the issued amount. Taking into 
account the fact that T-bills are sold at a discount, the Budget received revenues of EUR 90,924,739.24, while the Government’s 
account payable to the buyers for interest on these financial instruments amounted to EUR 1,520,260.76.

At end-June, the gross debts of the Government̀ s Budget for sold, but not paid short-term T-bills (including interest) amounted to EUR 
24,017,000, which means that the repaid amount for both T-bills sold and the corresponding interest was EUR 66,907,739.24. 

3.1.2. Auctions of 91-day T-bills

Three auctions (14th, 15th, and 16th) of 91-day T-bills were held in June, 
and the amount sold was EUR 4 million, whereas demand was much 
higher, EUR 11.6 million. There were 23 participants in these auctions, 
mainly domestic and foreign banks. 

Source: Ministry of Finance of Montenegro

The level of 91-day T-bills sold in June recorded an increase in comparison 
with January this year. There was no auction of these T-bills in February, 
in March the level of 91-day T-bills sold reached the highest point, but 
in April it fell again, as can be seen in the following graph: 
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The average weighted interest rate achieved in 14th auction was 
6.88%, and those in 15th and 16th auctions were 5.59% and 5.82%, 

Graph 3.2.
Sold amounts and interest rates on 91-day T-bills in June 2005

Source: Central Bank of Montenegro

respectively. Interest the buyers earned from these auctions amounted 
to EUR 60,016.67. 

Box 3.2. The Implications of the Reduced Sale of T-Bills

The intensification of the reform and privatisation processes of domestic banks brought about the cessation of the privileged
treatment the Government had enjoyed when taking loans from these banks that reflected in lower interest rates than those
offered to other banks̀ clients. Since interest rates on bank loans were extremely high, and with a view to reducing expenditure
for short-term Budget financing, the Government started issuing short-term T-bills in September 2001. The interest rates on T-
bills were lower than lending rates (9% in comparison with 13%). From the first issue of T-bills their buyers were primarily banks.
Interest rates on T-bills the banks asked for dictated interests payable of banks and the banks̀  need to compensate for unearned 
income due to the lack of quality lending programs. What influenced the offered interest rates was the real need of the Budget
for money, the buyers̀  assessment of these needs, and the auction process itself. The appearance of buyers other than banks 
resulted in lower interests offered, but their level remained relatively high until April this year.

Regardless of reduced interest rates they were still higher than those the Budget could borrow at on the international capital 
market. According to analyses and the credit rating of Montenegro assigned by the agency Standard & Poor̀ s, the Budget could 
borrow long-term on the international capital market at a rate lower than 6% by issuing medium-term bonds. Even more favourable 
conditions be obtained from crediting by the credit principle. Thus, financial terms with the European Investment Bank on long-
term loans (15 years) amount to Euribor + 0.45% to 60%, and with the European Bank for Reconstruction and Development the 
interest rate equals Euribor +1%. Interest rates on T-bills in June 2005 fell because the amount of T-bills issued fell too, but any 
larger amount of T-bills issued per auction would induce an increase in interest rates. Taking into account the obvious difference
in costs of financing the need for liquid assets it can be expected that the Government will repay most of the issued T-bills. The
assets probably to be used for this purpose will be those from privatisation, as recommended by the IMF. 
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The lack of opportunity in investing in T-bills, bearing in mind more or less the same conditions under which banks grant loans, 
could create a large excess of liquidity and high opportunity costs to banks. In order to minimize these, especially taking into 
account the increasing competition among banks, as well as that to be created in future by financial leasing, but also by the
products of new financial intermediaries (investment funds, in particular), a fall in banks̀ interests receivable could be expected.
The dynamics of this potential fall will be conditioned by the pace and quality of changes in other systematic conditions that 
affect the level of interest rates in the country.

3.2. Capital Market Developments

Dynamic capital market development resulted in a growth in turnover 
and transactions in relation to the same period in 2004. Thus, the 
turnover amounted to EUR 97.4 million, showing an increase of 849.4%, 
and the number of transactions grew by 139.8%, as shown in the table 
below. Total turnover in the reporting period was larger even than the 

Table 3.1. 
Comparison of total turnover and number of transactions on stock exchanges in Montenegro

turnover in both Montenegrin stock exchanges achieved in 2004, no 
less than 127%. 

The increases in turnover and transactions are both direct and indirect 
results of the privatisation of Telecom Montenegro which contributed 
some EUR 40 million to the capital market turnover. 

Comparison of total turnover and number of 
transactions on Stock exchanges in Montenegro 

for Jun/May 2005

Comparison of total turnover and number of 
transactions on Stock exchanges in Montenegro 

for Jun 2004/Jun 2005

May 2005 June 2005 Change in % June 2004 June 2005 Change in %

Total turnover 13.237.539 7.152.308 -45.9 1.770.249 7.152.308 304

Number of 
transactions 8.455 8.113 -0.41 3.261 8.113 150.3

Comparison of total turnover and number of 
transactions on Stock exchanges in Montenegro 
for period January - Jun 2004/January - Jun 2005

Comparison of total turnover and number of 
transactions on Stock exchanges in Montenegro 

for period January - Jun 2005/ 2004

January-June 
2004

January – June 
2005 Change in % Total 2004 January –June 

2005 Change in %

Total turnover 10.255.147 97.359.262 849.4 42.880.211 97.359.262 127

Number of 
transactions 20.422 48.787 139.8 57.353 48.787 -14.9

 Source:: NEX - Montenegro i Montenegroberza stock exchanges
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This substantial inflow of fresh capital also had a secondary effect – 
by earning income from the sale of Telecom shares, investment funds 
and citizens encouraged solvent demand for other shares and market 
material thus generating their increase. This process boosted the trade 
dynamics in Montenegrin stock exchanges, encouraging more and more 
participants. (Annex C, Table 17)

Graph 3.3: 
Total number of transactions on Montenegrin stock exchanges in the period January –June 2004/2005 

 Source: NEX - Montenegro and Montenegroberza stock exchanges

Graph 3.4. 
Turnover on Montenegrin stoch exchanges in the period January - June 2002 - 2005

Source:: NEX - Montenegro and Montenegroberza stock exchanges

Observing the structure of the turnover achieved in stock exchanges 
in the six-month period in 2004 and 2005 it can be seen that it has 
changed to some extent. Thus, the total contribution of shares, traders, 
and frozen foreign currency deposit (FFCD) bonds increased, as did 
investment units, i.e. shares of privatisation and investment funds. The 
structural change of market material is also the result of the Telecom 
Montenegro privatisation. 
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 FFCD bonds were not traded during June because the Ministry of Finance 
passed a decision in the previous month to stop the trade of all FFCD 
bonds (maturing from 2005 until 2017) in stock exchanges until 30 

Graph 3.5.
 Percentage share of certain types of market materials in the total turnover in Montenegrin stock 
exchanges in the period January – June 2004 and 2005

 Source: NEX – Montenegro and Montenegroberza stock exchanges

June in order to prepare and pay the second instalment of frozen foreign 
currency deposits without hindrance. (Annex C, Table 18)

Box 3.3. Interim Reduction in Costs of the Central Depository Agency

At the beginning of June this year the Conference on the possibilities of the development of the regional capital market was held 
in Belgrade. Besides the common stance that stock exchanges in the region should be connected, one of the recommendations was 
that it is essential to reduce transaction costs and strengthen custody, that is, the function of keeping and managing securities. 
Pursuant to the recommendations, the Board of Directors of the Central Depository Agency (CDA) enacted the decision at the 
beginning of June to lower the prices of its services in the range of 10% to 40% in the period 1 June – 1 September. Thus, the 
services of the securities register fell by one fifth (i.e. 40% if a company has more than 10,000 shareholders), and the clearing
and balancing services fell as well. This decision was enacted after recognizing positive changes in the capital market, and when 
it was estimated that reduced commissions would not jeopardize CDA liquidity. The plan is to review the effects after the three-
month period. Taking into account the growing number of transactions both in Montenegrin stock exchanges and the overall 
capital market, it can be expected this interim measure will yield positive results and lead to lasting reduction in CDA service 
costs, which, alongside the previously reduced payment operation costs, and the desirable further lowering of the Securities 
Commission costs, would give a positive incentive to a further growth of transactions.



FINANCIAL MARKET

59

Montenegroberza stock exchange

Turnover in this stock exchange in the reporting period was achieved 
through 19,963 transactions, amounting to some EUR 19.5 million, which 
is an increase of 362% (EUR 4,212,833), and the growth in transactions 
of 145% (8,132) in relation to the comparative period. 

Table 3.2.
 Total turnover and number of transactions in Montenegroberza stock exchange in the period 
January – June 2005

2004 
Months

Turnover in EUR Structure of turnover by types of market materials 

Primary Secondary Total Shares (1)
% 

Contribution 
of shares (1)

FFCD 
Bonds (2)

% 
Contribution 

of FFCD 
Bonds (2)

Shares IF10
% 

Contribution 
of IF

January 0 605.009 605.009 327.305 54,1 63.227 10,5 214.476 35,5

February 0 1.161.632 1.161.632 566.304 48,8 218.951 18,8 376.375 32,4

March 11.964 3.430.230 3.442.194 2.521.780 73,3 765.730 22,2 154.684 4,5

April 136.310 2.795.459 2.931.769 2.140.354 73,0 68.355 2,3 723.060 24,7

May 0 5.783.935 5.783.935 3.633.352 62,8 1.641.178 28,4 509.405 8,8

June 0 5.531.852 5.531.852 4.205.607 76,0 0 0,0 1.326.245 24,0

Total 148.274 19.308.117 19.456.391 13.394.702

64,7

2.757.441

13,7

3.304.245

21,6Average 24.712,33 3.218.020 3.242.732 2.232.450 459.573,5 550.707,5

Source: Montenegroberza stock exchange

Graph 3.6. 
Total turnover and number of transactions in Montenegroberza stock exchange for period 
January – June 2005

Source: Montenegroberza stock exchange

The Montengroberza stock exchange index MOSTE grew from the 
beginning of the year by 167, 8958 points or 145,7621%. 

10 Investment funds
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NEX Montenegro stock exchange

Turnover in this stock exchange was EUR 77.9 million, which is 1,198.3% 
than in the comparative period (EUR 6 million). It was achieved through 
28,824 transactions or 134.53% more (12,290 in January – June 2004). 

Graph 3.7. 
Index MOSTE in the period January - June 2005

Source: Montenegroberza stock exchange

Table 3.3. 
Total turnover and number of transactions in NEX Montenegro stock exchange in the period 
January – June 2005

2005
Months

Turnover in EUR Structure of turnover by types of market materials

Primary Secondary Total Shares
% 

Contribution 
of shares

FFCD 
Bonds

% 
Contribution 

of FFCD 
Bonds

Shares IF
% 

Contribution 
of IF

January 0 1.886.401 1.886.401 1.455.598 77,2 268.489 14,2 162.314 8,6

February 0 9.708.671 9.708.671 7.751.514 79,8 1.759.526 18,1 197.631 2

March 0 39.747.684 39.747.684 39.212.627 98,7 315.306 0,8 219.751 0,6

April 0 17.486.055 17.486.055 17.183.805 98,3 74.511 0,4 227.739 1,3

May 0 7.453.604 7.453.604 4.111.443 55,2 3.164.447 42,5 177.712 2,4

June 0 1.620.456 1.620.456 1.283.738 79,2 0 0 336.718 20,8

Total 0 77.902.871 77.902.871 70.998.725 81,4 5.582.279 12,6 1.321.865 5,95

Average  12.983.812 12.983.812 11.833.121  81,4 930.379,8  12,6 220.310,8  5,95

Source: NEX – Montenegro stock exchange

This increase was due to Telecom Montenegrò s shares since this company 
is quoted on the NEX Montenegro stock exchange A list. 



FINANCIAL MARKET

61

Graph 3.8. 
Total turnover and number of transactions in NEX – Montenegro stock exchange for period 
January – June 2005

Source: NEX – Montenegro stock exchange

The NEX 20 index recorded a growth of 2,289.15 points or 90.7453%. 
Its increase is an indicator of the effect of the capital inflow from the
aforesaid privatisation of Telecom on other shares in the market. 

Graph 3.9. 
Indeks NEX 20 in the period January – June 2005

 Source: NEX – Montenegro stock exchange

The NEX PIF index grew by 1,548.78 points or 96.58656%. The increase 
in this index was primarily affected by the takeover of one privatisation
fund at end-May/beginning of June, and an attempted takeover of 
another investment fund. 
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Graph 3.10. 
Indeks NEX PIF in the period January – June 2005

Source: NEX – Montenegro stock exchange

Box 3.4. Positive and Adverse Developments in the Domestic Capital Market

A few cases of non-payment of funds for property purchased in tenders during the privatisation process, mainly by foreign 
companies, were registered in June this year. In such cases, Montenegrin funds, as sellers, considered the possibility of terminating 
the contracts with those buyers. This shows the need to take caution in selecting companies in tenders since any repeated tender 
generates additional expenses, and prevents domestic funds and other sellers that expect income from privatisation from planning 
future business moves, which all together slow down their overall economic activities.

For the first time since the beginning of privatisation and the establishment of privatisation investment funds, one of the
companies that manage them was closed in June. The right to continue managing the HLT Investment Fund was lost by the same 
management company after being given a vote of no confidence by its shareholders. To wit, the market value of the HLT Fund
has fallen from EUR 20 million at end-2003 to EUR 10.5 million, and the value of the fund in June 2005 was some EUR 15 million. 
Business records of the fund have shown a loss of some EUR 63 million because the nominal value of the fund at the beginning 
of its operations was EUR 74 million. This event in the Montenegrin capital market speaks of the growing awareness of investors 
about the power and the effects of managing your own capital. In addition, this was a warning to other privatisation-investment
funds and investment funds that their managing other̀ s property will be evaluated more closely. 

Developments in the capital market in June were also characterized by the struggle to gain control of the biggest Montenegrin 
insurance company, Lovćen Osiguranje. Instead of additional capitalization, a foreign company, one of the majority owners 
attempting to become the sole majority owner, opted for repurchasing shares in a stock exchange. The Lovćen Osiguranje itself 
also created the increase in demand for its own shares in the stock exchange although it is contrary to the Law on Economic Entities. 
Shares are mainly sold by employees, but there is also a possibility of pressure being exercised by the company management 
on employees to sell their shares. If the foreign owner succeeds in its intention, the value of the state block of shares will be 
diminished and less attractive for a tender sale which is planned in the Privatisation Plan for 2005. Developments associated 
with the privatisation of Lovćen Osiguranje not only have derogated the Government`s interest and probably put the pressure 
on shareholders, but also have involved breaking the law. No response from the authorities sent negative signals to potential 
investors, both domestic and foreign, about the insufficient protection of private owners, contractual relations, and inconsistent
implementation of laws in the Montenegrin market. 




