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General Information on Croatia

Economic Indicators

1993
Area (square km) 56,538
GDPa (million USD, current prices) 10,903
GDP - annual changes® -8.0

(in %, constant prices)

GDP per capita?® (in current USD) 2,349
Retail price inflation (in %, end of year) 1,149.7
Population® (million, mid — year) 4.6
Exports of goods and services (as % of GDP) 56.8
Imports of goods and services (as % of GDP) 53.0"
Current account balanced (as % of GDP) 5.7

Outstanding external debte (million USD, end of year) 2,638
Outstanding external debt? (as % of GDP) 24.2

Outstanding external debtd 42.6
(as % of exports of goods and services)

Total repayment of external debtd 6.6
(as % of exports of goods and services)

Gross international reserves (million USD, end of year) 616

Gross international reserves (in terms of months of 1.3
imports of goods and services, end of year)

Exchange rate on December 31st (HRK : 1USD) 6.5619

Average exchange rate (HRK : 1USD) 3.5774

2 Preliminary data for 2000.
b Data on population in 2000 was taken from data from 1999.
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< Part of the increase in the external debt in 1996 was caused by the inclusion of the total amount of the reprogrammed debt owed to the Paris Club and the London Club.

d Data for 1998, 1999 and 2000 are calculated according to the new methodology.
Sources: Central Bureau of Statistics and Croatian National Bank.
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DEMAND

Demand

GDP grew by 4.2% in the first quarter of 2001 due to an
11.6% increase in gross fixed capital formation (the first in-
crease recorded since the second quarter of 1999) and arise in
personal consumption. This growth is an indication of a revival
in the economy, which grew at a restrained pace in late 2000.
Of the six consecutive quarters of recorded growth, higher
growth was recorded only in the second quarter of 2000 at
4.5%.

The growth of output in the first quarter was primarily due
to an increase in gross value added of 15.5% in trade and 3.9%
in industry. Hotels and restaurants and the public sector were
the only negative contributors to total gross value added.

Production indicators show faster economic growth in the
second quarter than in the first. However, the foreign trade
balance is likely to significantly reduce the projected growth

Figure 1
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Figure 2

GDP GROWTH RATES AND RELATIVE
CONTRIBUTION OF DEMAND CATEGORIES
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rate. According to the balance of payments data, compared
with the same quarter last year, exports of goods and services
grew by a slight 2.6% (expressed in American dollars, at the
current exchange rate) in the second quarter, with exports of
goods rising by 3.7% and exports of services by 1.4%. Exports
of tourist services fell by 3%. It is to be expected that these cate-
gories’ ratio to GDP will improve in real terms within the GDP
calculation for the second quarter. This is based on the fact that
about 60% of goods exports is realized in euros and that the
dollar weakened against the euro by 6.3%, if average values in
the second quarters of this year and last year are compared.
Imports of goods and services grew by 21% in the second quar-
ter. As government consumption continues its downward
trend, personal consumption, gross fixed capital formation and
stocks (which are expected to rise strongly on account of im-
port growth) will have to make a major contribution in order to
offset the negative impact of the foreign trade balance. A surge
in personal consumption is forecast by a rise in the import of
goods and services and a 12.1% growth in retail trade.

Foreign Demand

Compared with the corresponding quarter last year, GDP in
the euro zone increased by 2.6% in the first quarter of 2001.
Although it grew at a faster rate over 2000 than in the previous
two years, its growth decelerated, a trend which continued in
the first quarter of this year. In the period from the second
quarter of 2000 to the first quarter of 2001, the quarterly
growth rate fluctuated between 3.8% and 2.6%. Industrial pro-
duction in the euro zone showed a similar trend, with May
even showing a fall at the annual level, due to a slowdown in
both foreign and domestic demand. The growth in euro-zone
imports slightly decelerated during 2000, but the deceleration
was more pronounced in the first quarter of 2001.

Figure 3

EXPORTS AND IMPORTS OF GOODS AND SERVICES
real rate of change from the same quarter of the previous year
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Croatia’s GDP data for the first quarter of 2001 show that
net exports of goods and services gave a negative contribution
to GDP growth of 4 percentage points. In the same quarter, ex-
ports and imports of goods and services rose in real terms by
4.3% and 11.7% respectively. The growth rate of exports of
goods and services in the first quarter of 2001 remained almost
the same as in the corresponding quarter last year, as opposed
to the growth rate of imports of goods and services, which dif-
fered significantly.

While a positive attitude towards Croatia prevailed in the
global community in 2000 and GDP grew at a rate of 3.7%, the
contribution of net exports of goods and services to growth
amounted to 1.5 percentage points. Indicators of foreign eco-
nomic relations suggest that this is not the case in 2001, despite
a breakthrough Croatia made in integration processes in late
2000 and early 2001 (Croatia joined the WTO and signed the
Stabilization and Association Agreement with the EU, while the
Croatian Government concluded a standby arrangement with
the IMF).

The merchandise trade deficit widened considerably in the
first seven months of this year to USD 2.7bn. According to the
CBS data, it exceeded the deficit registered in the same period
last year by 48.4%. The deficit resulted from restrained export
growth and dynamic imports, spurred by booming personal
consumption. Expressed in American dollars at the current ex-
change rate, imports rose by 21.3%, in contrast to a slight 1.7%
rise in exports in the same period. Exports to EU countries di-
minished by a considerable 3.7%, while imports from this area
increased by 20.9%. This decrease in exports was primarily ac-
counted for by an 8.5% decrease in exports of the Manufacture
of other transport equipment division and a 16.1% decrease in
exports of the Manufacture of chemicals and chemical prod-
ucts division, as well as by stagnating exports of refined petro-
leum products and textile industry, compared with the first
seven months of the previous year. These results are even less
favorable in view of the fact that regular exports account for
only 40% of total exports, while the major part of total exports
is accounted for by exports after further processing.

Imports of durable consumer goods went up the most, by
34.9%. However, this was the result of a 31.8% increase in im-
ports of capital goods and a 19.4% increase in imports of inter-
mediate goods. Imports of durable consumer goods mostly in-
creased on account of war veterans’ car import privileges, valid
in the first six months of this year. In the first seven months of
2001, imports of road vehicles were 40.4% higher than in the
same period of the previous year. Imports of intermediate
goods ensure sustained production growth, while imports of
capital goods could be accounted for by investments made
from the first quarter onwards. These foreign trade balance
trends led to a balance of payments deficit of USD 1.4bn in the
first six months of this year, more than twice the deficit re-
corded in the same period last year.

Indicators of euro zone activity suggest economic growth in
the second quarter with a continuation of its slowdown trend,
and it is fairly risky to forecast growth in the second half of
2001". There are factors which can spur domestic demand on

1 ECB, Monthly Bulletin, August 2001.
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the one hand, but there is also uncertainty related to the envi-
ronment on the other.

It is expected that economic recession in EU countries in
2001 will slow down Croatia’s economic growth in late 2001
and early 2002, regardless of potential positive effects from the
diversification of Croatia’s foreign trade and its expansion to
the markets of former Yugoslavia and transition countries. The
slowdown in the growth of goods exports in the first seven
months and services exports in the second quarter of 2001 sug-
gests a lower than expected growth of goods and services ex-
ports over 2001. The main cause of the 2001 economic slow-
down could be the weakening in foreign demand. However,
the unfavorable environmental factors could be mitigated by
the Stabilization and Association Agreement concluded be-
tween Croatia and the EU, which is expected to foster eco-
nomic and trade relations.

Domestic Demand

The 4.2% economic growth in the first quarter of 20071 re-
sulted from growing domestic demand rather than growing for-
eign demand. Domestic demand contributed to growth by 2.7
percentage points, while the contribution of foreign demand
was 1.5 percentage points. The contribution of domestic de-
mand to growth diminished over 2000, standing at O percent-
age points for the year. Consequently, this positive contribu-
tion in the first quarter of 2001 is an indication of its revival.

In comparison with the first quarter last year, economic
growth was achieved and its negative trend reversed mainly on
account of the contribution of gross fixed capital formation.
The opposite was the case with government consumption. The
contribution of personal consumption and exports of goods
and services remained unaltered, while the negative contribu-
tion of imports rose at a steep rate.
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Figure 5
GDP GROWTH RATES AND RELATIVE
CONTRIBUTION OF CONSUMPTION CATEGORIES
in percentage points
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Personal Consumption

In relation to rates achieved in the third and fourth quarter of
2000, personal consumption increased at an accelerated rate of
5.3% in real terms in the first quarter of 2001. On account of its
61% share in GDP in the first quarter of the previous year, the in-
crease in personal consumption contributed to GDP growth by
3.2 percentage points. The reasons behind this personal con-
sumption growth are manifold: wages and other income, em-
ployment, indebtedness, prices, saving practices, credit require-
ments, interest rate policy, etc. It was mainly financed by a 7.3%
real growth of the wage bill, 8.9% increase in government trans-
fers to households (i.e. pensions, transfers to the CIHI, CEl and
Child Benefit Fund) and 18.3% real increase in loans to house-
holds, compared with the same quarter last year. Although em-
ployment fell by 1.8% in the first quarter, more employees were
receiving wages than in the corresponding quarter last year,
which also generated personal consumption growth.

Figure 6
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A rise in real retail trade turnover of 12.1% in the second
quarter, in addition to an increase in imports of durable and
non-durable consumer goods, forecast further personal con-
sumption growth. It was probably funded by a 5.4% real
growth of the wage bill, 7.1% real increase in government
transfers to households and 23.4% increase in loans to house-
holds, compared with the same quarter last year.

Shopping abroad has been substituted by domestic shop-
ping, which partially induced the high growth rates recorded in
trade this year. In the second part of the year, trade turnover
will also be boosted by tourist consumption. In July, retail trade
turnover grew by 9.2% in real terms for the year. Personal con-
sumption to the end of the year will be influenced by Govern-
ment measures within its social, fiscal and wage policies.

Investment Consumption

In comparison with the first quarter of last year, expendi-
tures on gross fixed capital formation rose by 11.6% in the first
quarter in 2001. This halted the downward trend lasting since
the fourth quarter in 1998 (only the second quarter in 1999 re-
corded growth). Gross capital formation contributed to the
4.2% GDP growth by 2.4 percentage points.

Declining government capital expenditures in the remain-
ing part of the year could be offset by larger investment by the
corporate and household sectors and by foreign funding. This
gives rise to expectations of enhanced competitiveness
throughout the economy. Compared with December last year,
the total amount of loans granted to enterprises and house-
holds rose nominally in July by 12.6% and 16.4% respectively.
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Government Consumption

The fourth successive decrease in government consumption
was recorded in the first quarter of 2001. At 2.7%, this de-
crease was also the sharpest. Regarding its share in GDP, gov-
ernment consumption negatively contributed to growth by 0.7
percentage points. Government consumption was consider-
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Figure 8
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ably influenced by a reduction in the consolidated central gov-
ernment wage bill of 5.1% in real terms in comparison with the
same quarter last year. Wages continued their downward
trend, dropping by 5.7% for the year in the second quarter and
by 14% in July in comparison with the same month last year.

As a reduction in the public sector wage bill (through re-
duced employment and a wage freeze) is one of the key ele-
ments of fiscal policy in 2001, it will further limit government
consumption in the second part of the year.

Output

Gross value added rose by 4.2% in the first quarter, primar-
ily on account of good results achieved in trade and industry,
which grew by 15.5% and 3.9% respectively. Trade continually
trended upwards over 2000, while the contribution of industry
gradually diminished to rebound in the first quarter of this year.
Gross value added decreased in hotels and restaurants and in
the public sector. Agriculture, transport and financial interme-
diation continued their positive trends. Construction showed a
6.1% gross value added growth rate, thus checking its long-last-
ing downward trend.

Indicators recorded in the second quarter of 2001 sug-
gested a higher CDP growth rate in the second quarter than in
the first quarter of this year. In comparison with the corre-
sponding period last year, the total volume of industry and re-
tail trade turnover grew by 6.2% and 12.1% respectively. In ad-
dition, tourist nights rose by 22.9%, while construction works
done increased by 1.7%. The number of transported passen-
gers went up by 1.1%, while the quantity of transported goods
rose by 4.2%. The total volume of industrial production in-
creased by 8.5% in August, while real retail trade turnover rose
by 9.2% and tourist nights by 11% in July. In conclusion, eco-
nomic growth generators kept their steady pace in the begin-
ning of the third quarter.

This year industrial production made its first real recovery
since recession in 1999. At the annual level, it grew by 5.5%

Figure 9
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Figure 10
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and 6.2% in the first and second quarter respectively. Fears
that industrial production would continue its downward trend,
aroused by the minimal year-on-year growth of 1.1% in June
and 3.5% in July, with one working day more than in July last
year, were dispelled by its 8.5% monthly year-on-year growth
in August. The number of working days in August this year was
the same as in this month last year. In this environment, annual
growth was 5.8% in the first eight months. Until the end of Au-
gust, working days were higher in number by 2.4% in compari-
son with the first eight months of the previous year.
Compared with total industry, manufacturing rose at an
above-average rate, 6.7% in the first six months and 8.6% in
August alone. The Manufacture of other transport equipment
division, the Manufacture of pulp, paper and paper products
division and the Manufacture of food and beverages division
contributed to overall industry growth by a significant 3.5 per-
centage points. The growth rates of the first and second divi-
sion were extremely high in the first eight months, 34.1% and
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37.5% respectively. Of the twenty-three divisions, only four re-
corded a decline in production in this year. In the Manufacture
of radio, television and communication equipment and
apparatus division, this fall was 46.6%. This division made the
strongest impact on the declining growth rate. Production also
fell in the Manufacture of refined petroleum products division,
in the Manufacture of chemical products division, and in the
relatively small Recycling division.

Labor productivity, calculated as the ratio between the total
volume of industrial production and the number of employees,
increased by 9.9% in the first half of the year. This was due to a
reduction in employment (3.7% in the same period) as was the
case in previous years, but to other reasons as well. Manufac-
turing productivity growth was even steeper, at 11.8%. How-
ever, gross value added in manufacturing rose at a more re-
strained pace than its productivity, so that competitiveness re-
mained unaffected. Compared with the same period last year,
the real gross wage in manufacturing grew by 3.8% in the first
six months

Industrial production growth in this year did not boost ex-
ports. In the first seven months, the value of exports in manu-
facturing remained at the level achieved last year, measured in
American dollars at the current exchange rate, while imports
rose by 22.9%. Exports increased the most in the Manufacture
of other transport equipment division, accounting for a 13%
share in overall industry exports (in spite of an 8.5%
year-on-year decrease in the first seven months). The Manu-
facture of chemical products division and the Manufacture of
refined petroleum products division followed, with their shares
at 11% and 10% respectively. Exceptionally high year-on-year
export growth rates were recorded in the Manufacture of office
machinery and computers division, 95.6%, in the Manufacture
of tobacco products division, 50%, in the Manufacture of med-
ical, precision and optical instruments, watches and clocks di-
vision, 49.9%, and in the Manufacture of radio, television and
communication equipment and apparatus division, 39.2%.

The Manufacture of motor vehicles division recorded the
highest value of exports, 12% of total industry exports. The
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Manufacture of chemicals and chemical products division and
the Extraction of crude petroleum and natural gas division had
a share of 11% each, while the share of the Manufacture of
machinery and equipment was 10%. According to the SITC
classification, imports of road vehicles rose by 40.4%.

After decreasing sharply since the third quarter of 1988,
gross value added in construction grew by 6.1% in the first
quarter of this year. This halted the negative trend in construc-
tion, whose value added had declined by 8.3% in 1999 and
4.5% in 2000. The 1.7% increase in construction works done
in the second quarter of 2001 indicate further growth of gross
value added in this quarter and an increase in investments. In
the first six months of 2001, construction works done were
0.9% above the same period last year.

Compared with the corresponding quarter last year, net
construction project orders on the Croatian territory were
higher in value than net construction project orders abroad. In
comparison with the same period last year, the former rose by
14.7% in nominal terms, while the latter decreased by 9.7%.

There were 4.4 million tourist arrivals in the first seven
months of 2001. Domestic tourists accounted for 0.8 million
arrivals and foreign tourists for 3.6 million. In comparison with
the corresponding period last year, the number of tourists rose
by 13% this year, with a negligible increase in the number of
domestic tourists and a 16% rise in the number of foreign tour-
ists. There were 23.1 million tourist nights in the first seven
months of this year, 15.2% more than in the same period in the
previous year. In 2001, domestic tourist nights dropped by
1.6%, while foreign tourist nights rose by 18%. As regards the
country of residence, tourists from six countries accounted for
the most tourist nights. The share of German tourists in foreign
tourist nights was the largest, at 26.8%, and the number of
nights they stayed increased by 36% for the year. Slovenia ac-
counted for a 14.2% share in foreign tourist nights, followed by
the Czech Republic, 13.7%, Austria, 10.1%, Italy 7.4% and Po-
land 6.4%. The number of nights stayed by tourists from the
Netherlands and Great Britain was on the increase again, rising
by 29% and 50% respectively. Tourists from Bosnia—
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Herzegovina fell in number by 9% this year.

Owing to the impact of the Kosovo crisis on the results
achieved in the base year, tourist nights and arrivals did not rise
as considerably in 2001 as in 2000. In 2000 the year-on-year
growth of tourist nights was 80.6% in June and 46.3% in July. In
contrast, the rate of growth in 2001 was 19.6% and 11.0% in
June and July respectively.

Data on income from tourism in 2007 are available only for
the first half of the year. Compared with the first six months last
year, income from travel fell by 1.8%, expressed in American
dollars at the current exchange rate, retaining a positive bal-
ance although 5.6% lower than the balance in the same period
last year. In the first six months, the foreign trade deficit was in
part covered by income from services. As shown by the bal-
ance of payments data, tourist services generated USD 769m
of income in the first six months of 2001. Travel ran a surplus of
USD 473m. Income from tourism accounted for a 27.3% share
of the total balance of payments current account income over

Figure 15
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2000. In 2001 this share was 17.1%.

In the first quarter of 2001, gross value added in transport,
storage and communications rose by a significant 6.6% for the
year. This area showed strong performance throughout 2000,
with the gross value added rate of growth standing at 6.3%.

The transport of passengers, transport of goods and tele-
communication services were on the increase in the second
quarter of this year. The transport of passengers and goods in-
creased by 1.1% and 4.2% respectively. In comparison with
the same quarter last year, the number of immobile network
impulses increased by 10.5%, the number of mobile network
impulses (Cellular phone and Cronet) by 2.5% and the number
of minutes spent in the mobile network (Cellular phone,
Cronet and VIP-NET) by 35.5%. According to the preliminary
data presented by Croatian Telecom, 936,000 subscribers
made less use of the immobile network telecommunication
services as the result of the August rise in their prices. The ac-
tual impact of this rise in prices on gross value added will not be
evident until the third quarter of this year.

Air transport rose by 24.7% and seawater and coastal trans-
port by a considerable 16.1%. However, as the air transport of
passengers accounted for only 1.1% of all passengers carried
and seawater and coastal transport for 6.5%, this growth did
not significantly increase their total number.

The turnover of enterprises/trade companies whose main
activity is retail trade and car sales rose by 7.8% in real terms in
the first seven months of 2001 compared with the same period
last year, while retail trade turnover generated by all enter-
prises engaged in this activity, regardless of their main activity,
rose by 11.3% in real terms. As already mentioned, gross value
added in trade grew at a rate of 15.5% in the first quarter of this
year. The 12.1% growth in retail trade turnover in real terms in
the second quarter and its year-on-year real growth of 9.2% in
July are indications of an increase in gross value added in the
second quarter and its further growth in the third quarter. They
also suggest that personal consumption is likely to rise after the
first quarter.

The sale of motor vehicles and their repair and maintenance
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rose by 25.3% in nominal terms in the first quarter of 2001 but
slowed down in the second quarter, resulting in a 24.3%
growth in the first six months, while a 12.7% decrease in July
resulted in a 19% nominal rise at the annual level in the first
seven months. Transport statistics show a considerable in-
crease in the number of newly registered cars this year: in late
July 2001 there were 66,400 personal vehicles with the first
registration, in comparison with 41,268 late in the same month
in 2000, an increase of 61%. In addition to war veterans’ car
import privileges, these purchases were also stimulated by low-
ered consumer credit interest rates.

Labor Market

Trends in the labor market have been diverse in recent
months. On one hand, they have obviously been more dy-
namic this year, especially regarding the outflow from the CEl

records and higher employment, while the inflow into the CEl
register has remained at almost the same level as last year. On
the other hand, employment has declined in comparison with
last year, while unemployment increased. Still, these negative
trends have slowed since the beginning of this year.

In line with this, wage indicators have also been contradic-
tory. According to CBS data, the average net wage has stag-
nated this year in real terms, while the net wage bill paid
through the IPT has risen considerably, due to a higher number
of employees receiving wages.

There are several causes for these trends. First of all, the
economic recovery has finally made an impact on the labor
market, complementing urgent reforms implemented by the
Government upon coming into power. Secondly, the reduc-
tion in employment expressed in the statistical data is only vir-
tual, as these data refer to enterprises which had not been pay-
ing wages to their employees for a longer period of time.
Thirdly, although the late implementation of the wage reform
in the public sector did not bring about the projected savings,
the average civil service net wage fell in nominal terms and
dropped considerably in real terms, which in turn contributed
to a moderate growth in wages in the economy.

Unemployment

In the first eight months of this year, 176,000 unemployed
were cleared from CEl records, 18.4% more than in the same
period last year. This increased outflow was primarily ac-
counted for by an increase in registered employment, standing
at 99,000 in the first eight months, 22.8% higher than levels last
year. The inflow to the CEl register rose by 5.2% in the same
period, amounting to 167,000. This was 9,000 less than the
outflow during the same period. Consequently, the level of
registered unemployment was lower in late August this year
than by the end of 2001, whereas it increased by 8,000 over
the same period last year.

This inflow to and outflow from the CEl register halted the
upward trend in registered unemployment in early 2001. Al-
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though still on the increase, the number of unemployed regis-
tered with the CEI has grown at a slower rate since the begin-
ning of the year. In late August, registered unemployment
stood at 369,000. This was 1,000 more (0.4%) than in late July,
and 19,000 (5.4%) more than in the same month last year.

Employment and Labor

As shown by preliminary CBS data, total employment in July
was 9,000 (0.7%) higher than in June this year, standing at
1,345,000. The seasonal employment peak was almost 15,000
(1.1%) lower than last year. In the first seven months in 2001,
employment declined by an average 20,000 (1.5%) compared
with the corresponding period last year.

The decrease in total employment was mainly caused by a
reduction in employment in legal entities of almost 23,000
(2.2%) on average, which exceeded the total decrease in em-
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ployment. Compared with the same period last year, the num-
ber of individual farmers continued to fall, dropping by 8,000
(9.9%) in the first seven months of this year. In relative terms, this
fall was more significant than the reduced employment in legal
entities, since the share of individual farmers in total employ-
ment is small, about 5.5%. In spite of this minor share, however,
the reduction in the number of individual farmers in recent years
has contributed the most to the decline in total employment. In-
creasing rapidly this year, the number of persons employed in
crafts and trades and free lances was almost 11,000 (5.4%)
higher in the first seven months of 2001 than in the same period
last year. This offset the decline in total employment.

The concurrent growth of employment and unemployment
in July boosted the labor force by 12,000 (0.7%) in the same
month. The increase in unemployment in the first seven months
of this year exceeded the decrease in employment in the same
period. Therefore, the July increase in the labor force was not
solely seasonally induced, since the labor force recorded an av-
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erage rise of 7,000 (0.4%) in the first seven months of this year in
comparison with the same period last year.

In contrast, a drop in the unemployment rate in the second
quarter was solely due to seasonal factors. Still, registered un-
employment stagnated in number and checked the unemploy-
ment rate trend. The administrative unemployment rate was
thus 21.5% in July, 1.1 percentage point higher than that in the
same month last year. In the first seven months of this year, it
averaged 22.3%, recording a 1.5 percentage point increase in
comparison with the same period last year. Labor Force Survey
data on employment and unemployment for the first half of the
year will not be available until late 2001.

Wages and Labor Costs

In 2001, net wages grew only slightly above the cost of living
in nominal terms. As suggested by the CBS indicators, the aver-
age nominal net wage paid in the first seven months of this year
grew by 7.8%, which corresponds to its increase of 1.8% in real
terms. In July alone, the average wage grew at a below-average
rate in nominal and real terms, 5.2% and 0.9% respectively.
Such restrained wage growth was primarily owed to the newly
introduced system of civil service wage coefficients, aimed at
achieving fiscal savings through enhanced transparency in the
public sector. In effect, the average net wage paid in public ad-
ministration and defense and compulsory social insurance in
July was 4.3% lower in nominal terms than in the same month
last year. The average net wage in the health and social work
sector grew by a negligible 0.1%, thus recording a nominal
stagnation. Employees in education were the least affected, as
their average wages rose by 1.9% in nominal terms, although
their real value was affected.

Gross nominal wages grew at a lower rate than net wages.
The average gross wage rose by 4.2% in nominal terms, while it
decreased by 1.7% in real terms. The difference between the
net and gross wage growth was the result of the labor cost re-
duction policy intended to dissolve increasing unemployment
pressures.
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The net wage bill paid through the IPT in the first half of
2001 was 11.6% higher in nominal and 5.6% in real terms
compared with that in the same period last year. This nominal
and real growth of the wage bill may seem contradictory in
light of average wage stagnation and declining employment.
On one hand, it is an indication that the initiation of bank-
ruptcy proceedings in insolvent enterprises, which had not
paid wages, is the main cause of the statistical decline in em-
ployment. On the other hand, although the economic recov-
ery did boost employment in solvent companies, these positive
effects are not yet visible, owing to the restructuring process
and its prevailing impact on statistical data on employment.

Having been in downward trend for two and a half years,
real unit labor costs in industry stagnated in the second quarter
of this year. This stagnation occurred in spite of the mentioned
high real growth of the wage bills in both industry and the over-
all economy, which was in itself a reversal of previously re-
corded trends. Still, industrial production growth in the second
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quarter was able to confront potential inflationary pressures of
the wage bill increase.

Average wage trends have been strongly influenced by fiscal
restrictions. It seems that the economic recovery is still not con-
ducive to wage increases and possible inflationary pressures
they could produce on account of increased production costs.
Also, owing to a high and static unemployment rate (regardless
of the method of calculation), it can hardly be expected that a
possible future increase in demand for labor will cause its
shortage, except in some high demand occupations. The aver-
age wage trends have always been primarily institutionally de-
termined, rather than dependent on supply and demand.
Therefore, the policy of wage restraint in the public sector and
the overall economy should be continued, in addition to allevi-
ating excessive fiscal burden still placed on labor.

Prices

The year-on-year inflation measured by the changes in the
retail price index (RPI) decreased by 1.1 percentage points in
the second quarter of 2001, from 6.0% in March to 4.9% in
June 2001 (Figure 27). In the observed period, core inflation,
excluding agricultural products and administrative prices, de-
creased by 0.2 percentage points, resulting in a June
year-on-year inflation rate of 4.4%.

For the first time in the last two years, the year-on-year
growth in retail prices fell below 4.0% in July 2001, equal to
core inflation at 3.8% in the same month. However, the down-
ward trend in the RPI inflation did not continue in August due
to a considerable increase in the year-on-year growth rate of
5.8%. In addition, the year-on-year growth in goods prices
from the RPI stood at 3.6% in August, holding steady from the
previous month. In contrast, the year-on-year rate of services
prices grew from 4.8% in July to 13.8% in August as a result of
an increase in administrative prices, especially certain fixed
network telecommunication services (Figure 26). This caused a
one-off increase in total retail prices in August 2001.

Figure 26
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Retail prices

The overall RPI recorded a large monthly increase of 1.8%
in August, equivalent to the overall growth in retail prices in the
first seven months of 2001. The prices of goods which account
for a 78.61% share in the retail price basket fell by 0.1% in Au-
gust from that in July 2001. A considerable monthly increase in
the overall RPI is to be attributed to an 8.6% average increase
in prices for services. This is primarily the result of a high in-
crease in administratively set services prices. As indicated by
the CBS data, the prices of local telephone calls thus rose by
211.1% in August, telephone subscription by 50.0%, heating
by 7.9%, obligatory automobile insurance by 5.9% and the
transport of passengers by vessels by 7.3%. The said increase in
fixed network telecommunication services resulted in an aver-
age monthly growth in postal and telecommunication services
prices of 103.8% that multiplied by its respective weight of
0.0172 (in the overall RPI) yields the increased amount of di-
rect contribution in this group of products to monthly inflation.
The direct contribution of this increase in the prices of postal
and telecommunication services to the monthly inflation rate
amounted to 1.79 percentage points in August this year.

Although movements in retail prices were unfavorable, it is
encouraging that inflation growth rate did not accelerate in Au-
gust. This is evidenced by the data on movements in the core
RPI that excludes, inter alia, fixed network telecommunication
services under the control of the Ministry of Maritime Affairs,
Transport and Communications. According to the CBS data,
the year-on-year core inflation rate thus rose slightly in July
compared with August this year, from 3.8% to 3.9%. The
monthly increase in the core RPI stood at 0.2% in August and
was the same as in the two previous months.

Accordingly, it can be concluded that the August upsurge in
retail prices was of a transitory character and had a one-off im-
pact on the increase in the aggregate level of retail prices. In
addition, the significant increase in retail prices in August 2001
also reflects certain methodological problems related to the
statistical monitoring of telecommunication services prices.
Out of broad spectrum of fixed and mobile network services
that are offered to consumers, the existing RPI basket includes
only the prices of telephone lines in the fixed and mobile net-
works, telephone cards, individual telephone line subscrip-
tions in the fixed network and the price of telephone impulses
for local calls on the fixed network. However, this basket does
not include, for example, the prices of long-distance and inter-
national calls on the fixed network which fell by 30% and 50%°
in August when the new tariff system was introduced for the
fixed network and the prices of calls from the fixed to the mo-
bile network that remained unchanged. The new tariff system
replaced the two telephone line subscriptions of 40 and 70
kuna with a unique telephone line subscription of 60 kuna that
includes, if required by a customer, a detailed listing of calls
made. Moreover, the length of telephone calls is no longer ex-
pressed in impulses but in minutes. The above-mentioned
structure of telecommunication services included in the RPI
basket shows that all the listed quantitative and qualitative
changes within the new tariff system have not been adequately
covered in the calculation of the August RPI.

2 According to the HT data.
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Figure 27
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The movements in the prices of the main RPI components
in the first eight months of 2001 (Figure 26) indicate a down-
ward trend in the year-on-year inflation rate measured by
changes in the index of goods prices. This rate fell from 6.1% at
the end of the first quarter to 4.9% at the end of the second
quarter, reaching 3.6% in July and remaining stable until Au-
gust. Those goods whose prices are included in the RPI basket
are mostly the so-called tradables. As such they are subject to
international competition, and changes in these prices largely
depend on movements in the domestic currency exchange
rate. Therefore, the relative stability of the exchange rate, i.e.
the appreciation of the kuna exchange rate against the euro
undoubtedly influenced the easing of inflationary pressures in
the observed period.

The said decrease in the year-on-year growth rate of goods

Figure 28
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prices in June compared with March 2001, which stood at 1.2
percentage points, resulted mostly from a significant reduction
in the prices of liquid fuels and lubricants in the year-on-year
growth in prices of goods from the RPI. The contribution of the
liquid fuel and lubricant prices to inflation decreased in June
this year party due to a monthly fall in prices of refined petro-
leum products of 3.7% on average. This fall in refined petro-
leum products prices resulted from favorable movements in
the world oil market and the negative impact of a comparable
base period® that, to a great extent, contributed to the fall in
the year-on-year growth rate of liquid fuels and lubricants
prices, from 18% in March to 4.8% in June 2001.

Influenced by, above all, the described movements in re-
fined petroleum product prices in the domestic market, ad-
ministrative prices contributed less to the overall year-on-year
rate of growth in retail prices. The contribution of these prices
reduced from 2.37 percentage points at the end of the first
quarter to 1.27 percentage points at the end of the second
quarter, reaching only 0.76 percentage points in July this year
(Figure 28). In addition, the difference between core inflation
and RPI inflation on an annual basis also decreased signifi-
cantly. The contribution of administrative prices to the overall
year-on-year rate of growth in retail prices was significant in
August, reaching 2.70 percentage points. In contrast, the con-
tribution of agricultural product prices and core inflation re-
mained stable.

Movements in the main components of imported inflation
in the second and at the beginning of the third quarter in com-
parison with the same period last year indicates, in principle,
the easing of inflationary pressures from abroad. The average
monthly prices of crude petroleum in the world market rose in
April and May 2001 compared with their March price (Figure
29). However, they were still lower than the maximum price
from the first quarter of 2001 (a $27.85 per barrel in January).
Despite the summer season during which crude petroleum de-
mand usually grows, crude petroleum prices started to de-

Figure 29
AVERAGE OIL PRICES’ ON THE WORLD MARKET
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3 It should be noted that the average monthly prices for refined petroleum

products rose by a significant 23% in June 2000 due to increase in excises.
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Figure 30
9 IMPORTED INFLATION: OIL PRICES, THE HWWI RAW
MATERIALS PRICE INDEX®, THE AVERAGE KUNA-EURO
EXCHANGE RATE AND PRODUCER PRICES IN THE EURO ZONE
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2 The Hamburg Institute of International Economics (Hamburgisches Welt-Wirtschafts Archiv,
HWWA) constructed the aggregate index of raw materials prices in the world market, the so-
called HWWA. The HWWA index is the indicator of movements in costs for imported raw
materials (it includes a total of 29 raw materials, or 27 excluding energy) and it is used in
analyzing the influence of changes in the prices of raw materials in the world market on
changes in prices in industrial countries. The index is calculated on the basis of raw materials
prices expressed in US dollars.

Sources: IMF, International Financial

HWWA, Wir ienst; Eurostat and CNB

crease in June 2001. This downward trend became even more
prominent in July. The average price for refined petroleum
products was $26.97 per barrel in June 2001, 8.9% lower com-
pared to the same month last year (Figures 29 and 30). The in-
fluence of slowed global economic activity on the world de-
mand for crude petroleum and partly renewed stocks in the
USA were the main causes of this movement.

The developments in oil prices in the world market, and
consequently in the Mediterranean market, followed by a
nominal depreciation of the average monthly exchange rate of
the kuna against the dollar of only 1.6% in June compared with
May 2001 and the strong exchange rate appreciation of 1.9%
in July compared to June 2001 resulted in a downward adjust-
ment in refined petroleum products prices in the domestic
market as well. Accordingly, the retail prices of liquid fuels and
lubricants fell on average by 3.7% in June from the previous
month. This fall was even stronger in July — 5.7% compared
with June and was reflected in a decrease in the overall RPI.
The data on the changes in the prices of raw materials exclud-
ing energy (coal and oil), covered by the HWWA index”, in the
world commodity exchanges show that they were on a down-
ward trend in the second quarter of 2001 compared with the
same period last year. A downward trend in the producer
prices of industrial products in the euro zone also continued.
The July year-on-year growth rate of producer prices of 2.3%
was far below the 4.3% recorded in the last month of the first
quarter. Such developments resulted from lower input costs re-
lated to the early phases of production and, above all, from
lower prices of oil and other raw materials.

Although it is difficult to forecast with certainty future
changes in crude petroleum prices, the prices of options that
relate to the delivery of oil at the end of 2001 and during 2002

4 The methodology for calculating the HWWA raw materials price index in
the world market is elaborated in Box 1.

Figure 31
PRODUCER PRICES OF INDUSTRIAL
PRODUCTS BY MAIN INDUSTRIAL GROUPINGS
year-on-year rate of change
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Box 1: Methodology for Calculating the Index of Raw
Materials Prices in the World Market Regularly
Published by the Hamburg Institute of International
Economics (the so-called HWWA index)

The HWWA index is the aggregate indicator of move-
ments in costs for imported raw materials, and it is used in
analyzing the influence of changes in the prices of raw ma-
terials in the world market on changes in the index of prices
and export competitiveness in industrially developed coun-
tries. The Hamburg Institute of International Economics reg-
ularly publishes this index, developed in the 1950s.

The index is calculated according to the Laspeyres for-
mula, and shows by how much the basket of imported raw
materials with respective weights from the base period is
more expensive or cheaper in the current period compared
with the base period (1990). The basket used in the calcula-
tion of the index includes the following 29 raw materials
whose respective weights are stated in brackets: barley
(0.11%), maize (1.1%), rice (0.26%), wheat (0.61%), soy-
beans (1.62%), coconut oil (0.13%), palm oil (0.1%), sun-
flower oil (0.1%), coffee (2.48%), cocoa (0.71%), tea (0.36),
tobacco (1.33%), sugar (1.05%), cotton (1.23%), wool
(1.11%), hides (0.76%), wood (8.58%), rubber (0.94%),
wood pulp (4.27%), aluminum (3.84%), lead (0.22%), cop-
per (3.04%), nickel (0.95%), zinc (0.63%), tin (0.27%), iron
ore (3.0%), steel scrap (0.69%), coal (5.03%) and crude oil
(55.48%). These weightings are calculated on the basis of
data from the trade balance of the OECD countries, which
show the total value of imported raw materials for the pe-
riod between 1989 and 1991, after excluding the trade be-
tween EU countries. The index is originally calculated on
the basis of the prices of raw materials expressed in US dol-
lars and is also published in German marks and euros.

Among others, the sub-index, excluding energy prices
which account for a significant share in the overall index
(60.51%) and thus greatly influence the movements in the
aggregate HWWA index, is calculated in addition to the
overall index.
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show that world market participants expect their further stabili-
zation and reduction. Overall, the described movements in
prices of oil, raw materials and producer prices in the euro
zone provide a basis for the conclusion that inflationary pres-
sures, whose sources are outside Croatia, were reduced in the
second and at the beginning of the third quarter, and that more
significant spillovers of foreign inflation into domestic prices is
not to be expected in the near future.

This years’ fall in the prices of oil and raw materials in the
world market, larger than the one recorded at the end of the
second quarter and in July 2000, the slowdown in the growth
rate of producer prices in the euro zone and the relative stabil-
ity of the index of the nominal effective exchange rate of the
kuna also contributed to a continuation of the downward trend
in the year-on-year growth rate of the producer prices of indus-
trial products in Croatia. The year-on-year inflation measured
by the changes in the producer price index (PPI) fell from 5.5%
at the end of the first quarter to 4.5% at the end of the second
quarter of 2001 and stood at 4.0% and 3.4% in July and August
2001, respectively. Overall, producer prices decreased, on av-
erage, by 2.5% in the first eight months of 2001.

According to the main industrial groupings, the prices of en-
ergy and capital goods decreased the most (by a total of 11.5%
and 5.1% respectively) in the first eight months of 2001. In the
same period, intermediate goods prices excluding energy
prices decreased by 1.4%, while durable and non-durable con-
sumer goods prices rose by 0.2 and 3.8%, respectively.

Exchange Rate

Foreign exchange market movements in the second and at
the beginning of the third quarter of 2001 were marked by the
significant nominal appreciation of the exchange rate of the
kuna against the euro and the increased volatility of the ex-
change rate (Figures 32 and 33). The kuna strengthened
against the euro by 4.57% in the second quarter of 2001, from
HRK 7.68/EUR at the end of March to HRK 7.33/EUR at the

Figure 32
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end of June 2001. The kuna appreciated by an additional
1.96% in July, reaching HRK 7.19/EUR at the end of that
month. In order to slow the trend in kuna exchange rate appre-
ciation, the CNB intervened abundantly in the foreign ex-
change market. It held a total of four auctions in the second
quarter of 2001, where it purchased EUR 206.0m from banks.
An additional EUR 143.65m were purchased at an auction
held in July, that together with purchases made in the second
quarter resulted in the total of EUR 349.65m. In addition, USD
101.57m were purchased from the Ministry of Finance in
mid-July. These measures reversed the upward trend in the ex-
change rate of the kuna against the euro in the last week of July.

However, this has not stabilized the kuna exchange rate
which uncommonly for the season started to depreciate
strongly against the euro. The kuna thus weakened by 5.91% in
August compared with its July value, and stood at HRK
7.61/EUR. As a result, the exchange rate of the kuna against the
euro returned to its level from the beginning of the second
quarter of 2001 (April 18).

In an effort to ease the strong depreciation pressures on the
kuna exchange rate that were noted in August, the CNB inter-
vened on three occasions by selling a total of EUR 410.25m to
banks and enacted several decisions within its authority. On
August 16, 2001, the CNB enacted the decision on reducing
the permitted exposure of the total foreign exchange position
to currency risk from 25% to 20% of authorized bank and sav-
ings bank regulatory capital, and the possibility of making ex-
ceptions in implementing this decision was eliminated. This
decision was above all aimed at limiting the long foreign ex-
change positions (foreign exchange claims exceeding foreign
exchange liabilities) recognized by certain banks as an opti-
mum short-term investment strategy in the period of pro-
nounced kuna liquidity and low interest rates in the money
market and the primary market in the first half of August. In ad-
dition, on September 5, the CNB enacted the decision on the
increase in the interest rate on Lombard loans from 9.5% to
10.5%, the decision on the reduction of the remuneration rate
calculated on allocated kuna reserve requirement from 3.5%

Figure 33
RATE OF CHANGE OF THE NOMINAL
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Box 2: The CNB Methodology for Calculating the
Nominal and Real Effective Kuna Exchange Rate

In a small and open economy such as Croatia’s, movements in the
domestic currency exchange rate have a significant influence on eco-
nomic developments — changes in prices and aggregate demand,
movements in the balance of payments, etc. Thus, for example,
changes in the exchange rate may directly, through changes in im-
ported goods prices, influence inflation. In addition, changes in the
exchange rate may also indirectly influence inflation though the com-
petitiveness of domestic products in foreign markets and the compet-
itiveness of foreign products in the domestic market; both factors
may influence the domestic production developments.

The exchange rates of the kuna against 27 foreign currencies,
whose value movements differ widely, are regularly published in the
exchange list determined daily by the Croatian National Bank. For
the purpose of economic analysis, the selected bilateral exchange
rates are compiled into one aggregate indicator of changes in the
value of the kuna against the basket of currencies, the so-called index
of the nominal effective exchange rate, which is calculated as a base
index. The series of indices of the nominal effective exchange rate is a
collective indicator of changes in the value of the domestic currency
of one country, mostly against the value of the currencies of countries
that are its most important trading partners, compared with a certain
base period. The effective exchange rate indices reflect average
changes in the value of the domestic currency against the basket of
other currencies and represent a useful indicator in analyzing and
forecasting the impact of changes in the domestic currency exchange
rate on, for example, developments in the balance of payments or in-
flation.

The effective exchange rate indices may be calculated by imple-
menting several different methodologies that produce different final
results. The final result depends on several important decisions that
have to be made: 1) which currencies should be included the basket,
2) what importance (weighting) they should be given when the index
is calculated, 3) which base period should be used in the comparison
of current changes in the exchange rate, and 4) which formula should
be used in the calculation of the index (arithmetic or geometric
mean).

The currency structure of the foreign exchange balance of pay-
ment operations of the Republic of Croatia with foreign countries
served as a basis for the choice of currencies and weightings. As a re-
sult, bilateral exchange rates of the kuna against the euro, the US dol-
lar, the Swiss franc, the pound sterling and the Slovene tolar were in-
cluded in the calculation of the index of the nominal effective ex-
change rate of the kuna. Weightings assigned to the included curren-
cies reflect their average shares in the structure of the total foreign
exchange inflows and outflows in the current part of the foreign ex-
change balance of payment operations with foreign countries in the
period from July 1996 to January 2000. In this period, the share of
listed currencies in the total inflows and outflows in the current part
of the foreign exchange balance of payment operations amounted to

Table 1: Currencies and Their Respective Weightings Used in the Calculation of
the Index of the Nominal Effective Kuna Exchange Rate

Currency Weighti
EUR 66.23%
usbD 30.75%
CHF 1.24%
GBP 1.63%
SIT 0.17%

Source: CNB

about 94%. The weighting assigned to the euro is calculated as the
sum of the average shares of the German mark, the Austrian schilling,
the French franc, the Italian lira, the Dutch guilder and the share of
the transactions that in the said period were already expressed in the
euro. The weightings of the five currencies whose movements are
compiled within the index of the nominal effective exchange rate of
the kuna are listed in Table 1.

The index of the nominal effective kuna exchange rate is calcu-
lated as a weighted geometric mean of the five stated bilateral ex-
change rates of the kuna on the basis of the following formula:

INEER, =100]]T," (1)

i = EUR, USD, CHF, GBP and SIT

The symbol T, relates to the average nominal midpoint exchange
rate of the kuna against the foreign currency i recorded in the month t
(the unit of foreign currency expressed in the units of domestic cur-
rency) divided by the exchange rate from the base period
(average1995=100). The symbol w; stands for the value of the cur-
rency weighting i, while [] represents the ingrained symbol of the
multiplier operator.

Since inflation in Croatia is still, by a few percentage points,
higher than in most countries whose currencies are included in the
calculation of the index of nominal effective kuna exchange rate (ex-
cept in Slovenia), the index of the real effective exchange rate is used
in analyzing the influence of changes in the exchange rate on the
competitiveness of the domestic economy. When the real effective
exchange rate is calculated, the exchange rates are adjusted for the
corresponding relative relationship between prices in the countries —
trading partners and domestic prices. If the prices grow faster in the
country than abroad, the real effective exchange rate of the domestic
currency will change (appreciate in this case) despite the unchanged
nominal effective exchange rate. The index of the real effective ex-
change rate shows the changes in the real value of the basket of cur-
rencies expressed in units of the domestic currency and is calculated
in accordance with the following formula:

W,

p\%

IREER, = 1001'[(T“ Ft) ()
i t

i = EUR, USD, CHF, GBP and SIT

that equals the relationship between:

IREER, = EW;—P“/NEER, 3)
! t

The symbol P, is used for the base indices of prices in the month t
in individual foreign countries, i.e. the European Monetary Union
(EU11 until December 2000, and EU11 + Creece from January
2001), while the symbol P, stands for the index of domestic prices in
the month t in comparison with the base period (average
1995=100). Accordingly, the index of the real effective exchange
rate is calculated as the index of the nominal effective exchange rate
adjusted for the relative relationship between the weighted base in-
dices of prices in foreign countries and the base indices of prices in
the country. For practical reasons, deflation is performed by using the
RPI (i.e. CPI) and the PPI due to the availability and the relative com-
parability of series.

An increase in the index of the real exchange rate indicates a fall
in the real value of the kuna and the increased price competitiveness
of the domestic economy abroad. It should be pointed out that price
competitiveness is only one of many factors showing the overall com-
petitiveness of a certain economy abroad, which is among other
things also influenced by the quality of products, innovativeness, the
ability of prompt adjustment to market changes, the quality of busi-
ness relations with consumers, etc.
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to 2.0%, and the decision on the last phase of reserve require-
ment unification (this phase relates to the currency unification
of the allocated reserve requirement). These decisions were
enacted due to the significant influence of the exchange rate
on inflation (directly, through increases in the prices of im-
ported products) and on the creation of inflationary expecta-
tions whose strengthening may result in more permanent
growth in inflation rate in the future.

The CNB decision to increase the Lombard rate was aimed
at reducing the increased utilization of this secondary source of
liquidity. At the end of August, the interest rates in the inter-
bank market and the money market were moving upward due
to reduced kuna liquidity, and the Lombard loan was per-
ceived by banks as a relatively cheap source of finance that was
first of all used for maintaining high levels of long foreign ex-
change positions. In addition to the increase in the Lombard
rate, a direct immobilization of a part of kuna deposits pursu-
ant to the decision on the currency unification of the allocated
reserve requirement positively influenced and eased the kuna
exchange rate.

The August interventions and CNB decisions halted the de-
preciation of the exchange rate of the kuna against the euro
that had appreciated by 2% in the first half of September. In an
effort to partially restore its international reserves, which had
fallen below the level set by the criterion stated in the MEFP,
the CNB purchased a total of EUR 178.8m from banks and
USD 104.0m from the Ministry of Finance.

In the second quarter of 2001 (June 30 to March 31) the
kuna appreciated strongly against the euro (4.57%) and mildly
against the dollar (1.76%), from HRK 8.72/USD to HRK
8.57/USD in the stated period. The index of the nominal effec-
tive exchange rate of the kuna, whose movements are greatly
determined by the abovementioned two currencies, appreci-
ated by a total of 3.69% in the observed period. According to
the available data (September 15 to June 30), the nominal ef-
fective exchange rate of the kuna appreciated by a modest
0.40% in the third quarter of 2001 as a result of a 5.0% appre-

Figure 34
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ciation against the dollar and 1.73% depreciation against the
euro.

The data on changes in the index of the real effective kuna
exchange rate (Figure 34) indicate the lowered price competi-
tiveness of domestic exporters in the second quarter of 2001.
The index of the real effective kuna exchange rate deflated by
producer prices was 3.0% lower in June than the real exchange
rate in March 2001. This offset the 2.72% real effective depre-
ciation of the kuna exchange rate from the first quarter of
2001. An 1.47% appreciation of the index of the real effective
exchange rate (with producer prices) continued the trend of
real appreciation in July, so that the kuna strengthened by a to-
tal of 1.83% from the beginning of the year. The lowered price
competitiveness becomes even more notable if the index of
the real effective exchange rate of the kuna deflated by retail
prices, showing a 3.8% real appreciation of the kuna exchange
rate in the first seven months of 20071, is observed.

Monetary Policy and Instruments

Monetary Environment

The Law on the Croatian National Bank, adopted in April of
this year, for the first time specifies for the CNB a clear and un-
ambiguously defined objective — price stability, so the activities
of the central bank in the second and third quarter must be ob-
served within this context. The extremely high liquidity which
characterized the banking system until the middle of August
could have easily affected prices, either directly or through ex-
change rate fluctuations. Therefore, monetary policy was di-
rected to both reducing the amplitudes of exchange rate fluc-
tuations and curbing the high liquidity of the banking system.

It is generally more difficult to carry out monetary policy in
an environment characterized by a structural surplus in domes-
tic currency, which was present until mid August. High liquid-
ity, in both domestic currency and foreign exchange, leaves
ample room for speculative behavior by banks and impairs the
efficacy of the instruments of monetary policy. By contrast, in a
situation of low liquidity, or a structural deficit in liquidity, the
central bank can better control the fluctuations of the ex-
change rates, interest rates and prices. This very long period of
high liquidity from the beginning of the year till mid-August
was followed by a period of lower liquidity, in which the room
for speculative behavior by banks was limited.

In the second and at the beginning of the third quarter (July,
August) of 2001, monetary and credit aggregates continued to
grow in nominal terms, but at the same time there was a no-
ticeable arrest in the growth of some aggregates, especially
money (M1). Developments in the net foreign assets of com-
mercial banks have a considerable impact on the exchange
rate. A fall in the net foreign assets of commercial banks, which
marked the second quarter and continued until the end of July,
was one of the factors which contributed to the appreciation.
In August a change in the trend took place resulting in the rapid
growth in the net foreign assets of commercial banks, which,
with simultaneous growth in the foreign exchange deposits of
other sectors changed the course of the exchange rate and led
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to a depreciation. Continued growth in placements to other
sectors can be seen as a reflection of accelerating economic
and credit activities this year but too large of a growth in credit
can also signal caution. Net claims on the central government
remained stable from the beginning of the year.

Monetary Policy

The most intensive form of supplying and withdrawing re-
serve money in the third quarter were foreign exchange auc-
tions. Credits to banks and changes in the stock of CNB bills
subscriptions from mid August started to grow in importance as
a form of supplying reserve money.

Appreciation pressures started at the beginning of the third
quarter. The inflow of foreign exchange into the domestic
banking system was strong and generated by all sectors. The
beginning of the tourist season brought signs of good revenues
in tourism. The newly regained confidence of citizens in the
domestic banking system created a large autonomous inflow.
With its foreign borrowing, the government also contributed to
an increase in foreign exchange supply. Banks expected that
the course of foreign exchange inflow was to be continued in
the future. On the other hand, kuna liquidity within the banks
was somewhat lower than in the second quarter, but sufficient
for the orderly conversion of such an inflow. Nevertheless, the
banks decided to reduce the euro exchange rate, assuming
that further exchange rate developments would be in their fa-
vor. The central bank decided to intervene with a significant
purchase. At a foreign exchange auction held on July 11, EUR
143.6m was purchased from commercial banks, which in kuna
terms amounted to over HRK Tbn. This was the largest single
intervention ever; accounting for 8.2% of the total reserve
money (HRK 12.6bn).

With regard to reserve money, balances on settlement ac-
counts were around HRK 1.5bn at the beginning of July. Fol-
lowing the July 11 intervention, these balances rose to over
HRK 2.5bn, or even to a high HRK 3bn on certain days. The
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two second ten-day periods of July were characterized by the
highest liquidity ever. The exchange rate appreciation was
brought to a halt, but at the same time a significant liquidity
surplus was created in the system. Indeed, the exchange rate
reacted with a time lapse, which means that the exchange rate
curve bottomed out on the days following the intervention’s
value date (on July 25 the HRK/EUR exchange rate stood at
7.1132). However, this is also the result of the way of calculat-
ing the midpoint exchange rate of the CNB, which takes into
account all transactions on the market, including the purchase
of cash from citizens which is made at the “lowest” rate and
which has a relatively large share in the summer months. In
each case, the kuna appreciation trend was halted.

There was a need to sterilize the liquidity created in July
with CNB bills. The amount of kuna CNB bills purchased was
largely determined by the high, mainly kuna, liquidity of banks
and was almost unaffected by their price. In periods of ample
liquidity, CNB bill and T-bill subscriptions are significant, re-
gardless of their price. Conversely, in periods of low liquidity,
especially if they coincide with a depreciation in the domestic
currency, subscriptions fall regardless of the interest rate.
Therefore, it was logical that at the peak of their liquidity at the
beginning of August, banks demonstrated intense interest in
CNB bill subscriptions, while offering a very low interest rate.
At a kuna CNB bill auction held on August 1, over HRK 2.3bn
worth of CNB bills were subscribed at 4.06%, 4.8% and 5.34%
interest rates for 35, 70 and 105-day CNB bills respectively.
The lowest interest rates offered by the banks were accepted,
while around HRK 0.5bn were rejected. After this auction, the
stock of subscribed CNB bills exceeded HRK 4bn.

Central bank measures to maintain price stability largely re-
late to its control of the exchange rate of the domestic cur-
rency. There are many limitations to using interest rate mecha-
nisms in monetary policy, the major one being insufficient li-
quidity and the shallowness of the financial market. Present in-
direct monetary instruments do not work efficiently with
interest rates.

The primary reason behind the decisions of banks to invest
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Figure 37
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in CNB bills is to accommodate their surplus liquidity, so that
the amount of CNB bills purchased will serve as a secondary
source of liquidity or as an investment until maturity. Accord-
ingly, interest rates are not of primary importance when decid-
ing about the auctions.

In addition to banks, non-bank financial institutions and
some companies are gaining in significance as important par-
ticipants in the secondary securities market. During the first
two quarters and at the beginning of the third quarter, all mar-
ket participants used a similar strategy for investing surplus li-
quidity, which can increase market oscillations. (see BOX:
Trading on the Secondary Market). Therefore, the possibility
for a more active use of interest rates on CNB bills is very lim-
ited.

Shortly after the August 1 auction, the central bank orga-
nized an extraordinary CNB bill auction on August 8, at which
all banks’ bids were accepted. Interest rates accepted at this
auction were higher than at the previous auction. They were

Figure 38
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4.18%, 4.93% and 5.45% respectively, depending on the ma-
turity, and an additional amount of HRK 0.6bn was subscribed.
However, bankers soon started shifting their preference to for-
eign exchange assets, while the expectations of banks changed
irreversibly much earlier than usual for the season, and the
kuna began depreciating. In anticipation of the seasonal de-
preciation, the banks tried to take advantage of the favorable
“low” price of foreign exchange and again make a profit from
exchange rate fluctuations. Demand for foreign exchange was
additionally increased by demand created by companies
which, pursuant to the Amendments to the Law on the Foreign
Exchange System, Foreign Exchange Operations and Gold
Transactions, started purchasing and depositing foreign ex-
change in their foreign exchange accounts. The central bank
reacted promptly. At a foreign exchange intervention on Au-
gust 9, EUR 60.9m was sold, thus withdrawing HRK 0.5bn.
However, the depreciation continued because banks still had
sufficient room to take positions. By mid August, the banks, in
anticipation of further depreciation, borrowed kuna funds
from the central bank to buy foreign exchange. On August 13
(the value date of the foreign exchange intervention) banks
turned to the Lombard loan facility to pay for the foreign ex-
change just purchased. The stock of Lombard loans in the next
month (until September 12, when banks repaid the full
amount of the loans) ranged from the lowest HRK 160m (Au-
gust 13) to over two billion kuna (September 3). Towards the
end of August, the central bank, with two large additional auc-
tions withdrew another HRK 2.6bn, selling banks the total of
EUR 350m. With additional measures, the central bank nar-
rowed the room for bank speculation. Namely, it reduced the
allowed foreign exchange exposure ratio from 25% to 20% of
bank and savings bank regulatory capital. In addition, the pro-
vision was cancelled which allowed individual banks a larger
foreign exchange position exposure on account of the old for-
eign exchange savings. All additional measures helped stabilize
the exchange rate, with the significant use of international re-
serves. But, it is exactly their high level (they stood at HRK
4.3bn gross in mid-August) which guarantees their use if the sit-
uation requires it. It should be mentioned that the rates at
which commercial banks bought euro in August were higher
than those at which they sold itin July. To sum up, at the end of
August, banks had a high level of CNB bills and made signifi-
cant use of the Lombard facility. The exchange rate deprecia-
tion was brought to a halt by an extensive use of international
reserves and amended decisions regulating foreign exchange
exposure while the speculative attempts of banks at making
profit out of the exchange rate fluctuations were prevented.
The situation was the same at the beginning of September as all
the participants eagerly awaited the results of the first Septem-
ber CNB bill auction.

In line with the efforts to modernize the monetary instru-
ments, since April 2001, the auctions have been rescheduled
to take place once a month. Developments which marked the
period from mid August, indicate that large amounts of CNB
bills falling due simultaneously may make it difficult to conduct
monetary policy. Failure to renew a single CNB bill falling due
may a mean liquidity surplus in the banking system. Under
such circumstances, there is evident pressure on the central
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bank to increase interest rates. To maintain the required steril-
ization effect, the central bank may be forced to involuntarily
increase interest rates which can have a negative effect on
other interest rates on the market and a very uncertain effect
on the renewal of CNB bills.

Recent developments on the primary CNB bill market have
shown that the participants on this market often do not know
how to position themselves. Such a situation leads to sudden
interest rates fluctuations which can adversely affect investors
and the objectives of monetary policy.

The yields on CNB and Treasury bills for the first two quar-
ters and a large portion of the third quarter started to change.
Atan auction held on September 4, the Ministry of Finance of-
fered higher yields on T-bills. They were 4.5%, 6% and 6.5%
for 42, 91 and 182 day T-bills respectively. These yields were
above those for the comparable maturities of CNB bills and
they were also above the interest rates offered by the Ministry
of Finance at previous auctions. Nevertheless, T-bill subscrip-
tions fell. The increased yield was not sufficient to stimulate de-
mand for T-bills because the new interest rate was not consid-
ered high enough to compensate for the expected fall in the
exchange rate of the kuna. There was a similar fall in CNB bill
subscriptions at the September 5 auction. Despite a mild in-
crease in CNB bill yields, the CNB failed to maintain the previ-
ous level of subscriptions. On September 5, a total of HRK
2.8bn came due, and the banks sold back almost HRK 2.3bn
worth of CNB bills. Such an amount of freed kuna could have
been potentially dangerous, enabling further speculation in the
foreign exchange market. However, the banks were forced to
pay off the high amounts of funds used from the primary issue
(the level of utilized Lombard loans on September 4 was over
HRK 2.2bn) so the effects of the last auction were actually neu-
tralizing from the standpoint of market sterilization and liquid-
ity. The banks were closing their Lombard loans positions and
so structured, such a transaction involving a Lombard loan and
due CNB bills may be considered as the closing of a forward
operation aimed at kuna exchange rate speculations.

Namely, banks used the funds from the primary issue for ex-
change rate speculations and trading on the money market.
Banks had the opportunity to make additional profit which
translated increasingly, unlike previously, into stronger pres-
sures on the domestic currency to depreciate. Because of that,
the Council of the CNB decided at its September 5 session,
among other things, to increase the Lombard rates and thus es-
tablish new boundaries for the interest rates on the money
market. The new, increased, Lombard loan rate is aimed at dis-
couraging such activities.

Finally, at the same September 5 session, the Council of the
CNB began the final phase of kuna and foreign exchange re-
serve requirement unification. The changes made in June and
July involved unifying the reserve requirement calculation base
by including into the calculation base received foreign ex-
change loans. Previously unified were the calculation period
(from the first to the last day of the calendar month for which
the calculations are made), the maintenance period (one
month, beginning from the 8th day in the month) and the re-
serve requirement rate (22%). Left to be unified were the cur-
rency of allocation (domestic or foreign, depending on the

source currency) and the remuneration rate (for foreign ex-
change reserve requirements, it is the interest rate earned on
the international markets, while the remuneration rate for the
kuna reserve requirements was cut by the September 5 deci-
sion of the Council CNB from 3.5% to 2%). The September 5
changes also included the unification of the currency of alloca-
tion. Namely, 20% of the calculated foreign exchange reserve
requirements (or 10% in the transition period, with the calcula-
tion date for September 2001) will be allocated in kuna and in-
cluded in reserve money, i.e. kuna part of reserve require-
ments.

The first reserve requirement allocation pursuant to the new
decision was made in September. Of the total calculated for-
eign exchange reserve requirements which amounted to HRK
16.1bn, 10% or HRK 1.6bn were set aside in kuna. Of the re-
maining HRK 14.5bn, HRK 6.7bn (EUR 486m and USD 371m)
were set aside in the foreign exchange reserve requirement ac-
counts with the CNB, while the remaining HRK 7.7bn was
maintained by foreign exchange liquidity claims which can be
used to meet a part of the reserve requirements.

Although the full unification of reserve requirements had
been planned before, the depreciation at the beginning of Au-
gust accelerated the enactment and the implementation of the
new decision. The new regulation increases the demand for
kuna because of an increased allocation in kuna. This has a
positive effect on the exchange rate in two ways. Directly, by
stimulating an increase in demand for domestic currency, it
“pushes” it in a direction opposite to the current forces on the
market. On an indirect level, by reducing kuna liquidity on the
market, it narrows the space for bank speculation. The ques-
tion of the proper timing for changes in the reserve require-
ments is nothing new. Changes in reserve requirements are
commonly timed for moments when the general environment
is suitable for such changes. So, for example, the reduction in
the rate of kuna reserve requirements coincided with the sea-
sonal peak of demand for money (July).

However, to help banks with the new way of reserve re-
quirement allocation, at two September auctions, the central
bank purchased EUR 178.8m or HRK 1.3bn in kuna terms. A
repo auction held on September 10 also helped the banks re-
pay their Lombard loans. The amount of CNB bills redeemed
by the auction was HRK 1.3bn, which is the exact amount the
banks needed for the full Lombard loan repayment.

The further development of indirect instruments, better co-
ordination with the Ministry of Finance and the banks giving up
on quick profit from exchange rate speculations would help re-
duce sudden fluctuations on the money market. In addition,
the central bank could work more effectively with interest rate
mechanisms by determining benchmark short-term or
mid-term interest rates. Attempts at speculative pressures
would then be obvious and the reasons for and consequences
of the measures of monetary policy would not have to be sub-
ject to a variety of interpretations.

Monetary and Credit Developments

In the second quarter of 2001, the real growth trend of
money (M1) which started late in 1999 was brought to a halt
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and began falling at the beginning of the third quarter. These
developments were largely caused by the discontinuation and
a fall in the growth trend of demand deposits which started in
May, while the growth trend in currency outside banks was
halted at the end of the second quarter and has been stable at
that level ever since.

Despite a halt in growth, money (M1) nominally grew in the
second quarter by HRK 1.7bn or 9.6% (at an average monthly
growth rate of 3.1%). Strong nominal growth in money (M1) is
a common seasonal occurrence, characteristic for the second
and the third quarters. With the accelerating tourist season,
money (M1) grew by HRK 1.5bn (7.7%) in July, while in Au-
gust, as a result of exchange rate speculation and CNB inter-
vention, it fell by HRK 0.7bn (3.5%). At the end of August, it
stood at HRK 19.8bn which, on an annual level, is a growth
rate of 11.2%.

It should be stressed that the change in the direction of the
money (M1) trend can largely be attributed to developments in
demand deposits, which were the main generators of growth
in money (M1) last year. The trend of demand deposits has
been negative since May and the negative trend further accel-
erated in the summer months. Corporate demand deposits,
which were the largest generators of growth in money (M1) in
the previous year due to the government’s settlement of ar-
rears, experienced the largest slowdown and fall. At the same
time household demand deposits continued to grow mildly.
Such developments in corporate demand deposits coincided
with the foreign exchange liberalization early in June, which
made it possible for companies to purchase foreign exchange
and deposit it in their foreign exchange accounts. The sudden
kuna depreciation in August additionally accelerated the trans-
fer of kuna into corporate foreign exchange deposits. The fall in
the seasonally adjusted value of corporate demand deposits in
August was a large 14.2%. Towards the end of August, demand
deposits stood at HRK 12.3bn, an increase of 9.1%, compared
with the same period last year. For the year, corporate demand
deposits rose by only 1.8%, compared to the previous year,
while household demand deposits grew by 19.1%.
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Following its acceleration in the first quarter, the real growth
trend of currency outside banks stopped during the second
quarter. The stagnation in the real growth trend of currency
outside banks continued into July and August. In nominal
terms, currency outside banks continued to grow until mid Au-
gust and towards the end of the month it fell slightly compared
with July. At the end of August, it amounted to HRK 7.5bn, an
increase of 14.8% compared with the same period last year.

Foreign exchange deposits continued to grow in the second
quarter and their growth accelerated additionally in the sum-
mer months. Thus the monthly real growth rate trend of foreign
exchange deposits in the second quarter reached 2.2%, com-
pared with the average monthly growth rate of 1.5% in the pre-
vious year and in the first quarter of this year. In July and August
this growth rate increased and amounted to 3.5% per month.
Foreign exchange deposits were largely influenced by ex-
change rate developments. During the second quarter, charac-
terized by the kuna appreciation, foreign exchange deposits in-
creased nominally by a mere HRK 0.5bn (1.0%), while in the
first two summer months, they increased by a high HRK 7.3bn
(14.2%). The increase was more significant in August, which
was characterized by stronger kuna depreciation. After exclud-
ing exchange rate effects, foreign exchange deposits grew in
real terms by 6% in the first quarter, by 5% in the second quar-
ter and by as much as 11% in July and August, of which the
most robust growth took place in August (8% real growth). For-
eign exchange deposits in the first eight months of 2001 grew
by 24% in real terms, while the real growth for the whole of
2000 was 26%. At the end of August, foreign exchange depos-
its stood at HRK 58.5bn in nominal terms, which is an increase
of 34.8% compared with the same period last year.

The largest single factor commonly affecting developments
in foreign exchange deposits are household deposits, which at
the end of August accounted for 84% of all foreign exchange
deposits. Reflecting returning confidence in the domestic
banking system, household foreign exchange deposits contin-
ued to increase and reached HRK 49.2bn at the end of August
(annual growth of 29.3%). In addition, the effects of the forth-
coming conversion of EMU countries currencies into the euro,
which can already be felt, account for an increased inflow of
household foreign exchange deposits into the banking system.
The effects of the household sector on total foreign exchange
deposits has been weakening somewhat since June, while the
effects of corporate foreign exchange deposits have been
growing in importance as a consequence of foreign exchange
liberalization. Namely, the Amendments to the Law on the
Foreign Exchange System, Foreign Exchange Operations and
Gold Transactions which were enacted in April and which took
effect in June brought about a significant liberalization of for-
eign exchange operations in the Republic of Croatia. Under
these Amendments, legal entities are free to engage in the buy-
ing and selling of foreign exchange and to deposit these sums in
their accounts. Although in a long term these changes should
help strengthen exchange rate stability, in a short term, the in-
creased liberalization led to increased demand for foreign ex-
change on the part of companies aiming to increase their for-
eign exchange portfolio to a new optimum level and obtain
foreign exchange for their future imports when the exchange
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rate is most favorable. Growth in corporate foreign exchange
deposits, which followed the June liberalization, especially ac-
celerated during August, simultaneously with the kuna depre-
ciation, thus further adding to its fall. From the end of May till
the end of August, corporate foreign exchange deposits in-
creased nominally by HRK 3.0bn or 56.0%, of which the de-
posits of public enterprises increased by 169.5%, and the de-
posits of other companies by 43.8%. By contrast, household
foreign exchange deposits in the same period increased by
HRK 5.7bn or 13.1%.

Unlike foreign exchange deposits, the growth trend of kuna
deposits, following its acceleration at the beginning of the
year, abruptly halted towards the end of the second quarter
and stagnated during July and August. Exchange rate develop-
ments can also, to a great extent, explain the developments in
kuna deposits. Although kuna deposits increase gradually and
depend on total performance and economic growth, due to a
high level of dollarization, the kuna and foreign exchange de-
posits actually represent a certain substitute. In this way (the
expected) exchange rate developments affect the level of kuna
deposits (as well as demand deposits) which tend to transfer
easily to foreign exchange during depreciation. Thus, kuna de-
posits grew by 5.3% in July and fell by 4.8% in August, on ac-
count of corporate foreign exchange purchases leading to a de-
crease in kuna assets. August developments reflect a large fall
in seasonally adjusted value of kuna deposits of as much as
9.9% (following the July increase of 3.2%). In the total deposit
structure, foreign exchange deposits account for 86% and kuna
deposits for 14%. At the end of August, kuna deposits stood at
HRK 9.4bn, an increase of 34.7% compared with the same pe-
riod last year.

The growth in bank placements to other sectors, which
started at the end of last year, continued at an average monthly
real growth rate trend of 1.7% in 2001. During the second
quarter, placements to other sectors increased nominally by
4.4% and in the first two months of the third quarter by an ad-
ditional 6.0%. At the end of August, placements to other sec-
tors in nominal terms stood at HRK 71.6bn, which is an annual
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growth of 24.7%. Since foreign exchange loans and loans with
foreign currency clauses constitute over 85% of all loans to
other domestic sectors, exchange rate developments can
largely affect the level of placements expressed in kuna. If ex-
change rate changes are excluded, placements grew by 5% in
the first quarter, 8% in the second quarter and 3% in July. In
real terms, placements stagnated in August, which can be ex-
plained by vacation period and its inherent slowdown in busi-
ness activity.

Looking at the structure of granted loans by sectors, the
growth in corporate lending in 2001 is especially encouraging
after the stagnation of previous years. Previous reluctance on
the part of banks to grant loans to companies used to be ex-
plained by lack of good-quality projects, but such views have
been dying away lately. This year’s growth in corporate lending
points to an economic recovery, but it also indicates that cau-
tion should be exercised as rapid credit growth may also indi-
cate that lower criteria are being applied in granting loans.
High credit growth rates often precede problems in banks
caused by bad placements. Corporate lending, in the first 8
months of 2001 increased by HRK 5.5bn or 17.3%, and retail
lending increased by HRK 5.6bn or 24.0% compared with De-
cember 2000.

Slow growth in net claims on the central government in the
first eight months of 20071 is the result of the decision to finance
the budget deficit primarily from foreign sources. Nevertheless,
the government kept its active presence on the money market
with its T-bills. The level of T-bills held by banks kept rising dur-
ing the whole year until the beginning of August when bank de-
mand for foreign assets, helped by low interest rates on the do-
mestic market, led to a decrease in kuna placements, includ-
ing T-bills. At the end of August, T-bills stood at HRK 3.7bn,
which was a decrease of 16%, compared with July.

Net domestic assets (NDA) in the monetary system contin-
ued to grow, due to an increase in placements to other sectors.
Following 5.3% growth in the first quarter, NDA increased by
6.3% in the second quarter and by an additional 7.8% in July
and August. At the end of August, net domestic assets, in nomi-
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Box 3: Secondary Risk-Free Securities Market in
2000 and in the First Eight Months of 2001

Introduction

The securities market is an established system of securities trading
where investors, following clear and standardized rules, trade in se-
curities through an organized system of electronic trading or by tele-
phone. Two risk-free short-term securities are traded in the financial
market in Croatia: CNB bills and the T-bills of the Ministry of Finance,
which are also the only short-term securities available in the market.
The term risk-free implies the lowest possible, almost non-existent
level of market risk of a security. Risk-free securities are important in
conducting the monetary and fiscal policies. In addition, their yields
play a significant role in defining the benchmark interest rates in the
money market.

There are two segments of trading in the financial market: the pri-
mary market, where securities are issued, and the secondary market,
where each subsequent sale or purchase of a security is made. Indi-
cators commonly used in market analysis are those related to liquid-
ity, turnover and price. The security can be characterized as liquid if
the volume of trading in the secondary market is large and has a large
number of participants and if it is relatively easy to market. When
these characteristics apply to the whole market, the market can be
characterized as liquid. The larger the volume of trading and the
number of participants, the higher the liquidity. Such a market would
abound in investors ready to trade.

Marketmakers increase market liquidity. They are participants in
the secondary market who, at any given moment, quote both the
buying and selling price of a security in which they are trading. De-
pending on the situation in the market, these institutions change their
positions so that they quote lower or even prohibitively high spreads,
but there is always an open, two-way quotation for other market par-
ticipants.

Secondary Market

The Croatian financial market is not characterized by a large num-
ber of financial instruments traded, nor by a large number of partici-
pants, so it can be described as a rather illiquid financial market, of-
fering only a few blue chip securities. This can be explained by the
fact that it is a young market, but also by the fact that the monetary
authorities have deliberately prevented, by means of capital restric-
tions, the entry of large foreign participants and their potentially
destabilizing (speculative) transactions. In addition, a systematic pref-
erence for foreign and against domestic borrowing on the part of the
fiscal authorities translates into a smaller supply of government secu-
rities in the country. On the demand side, during 2000 and a large
part of 2001, banks were extremely liquid and had no reason to sell
their securities before maturity. And finally, the technical conditions
for the development of the secondary market are not too favorable.
Trading in the secondary market (and in the primary market) is per-
formed over the telephone and not over the screen. The participants
are thus denied the possibility of an insight into market activities at
any given moment, which minimizes market transparency and at-
tractiveness.

The features that characterize the financial market as a whole also
apply to the secondary market of short-term risk-free securities. This
market only started to liven up in 2000 and to grow significantly in
2001. The strategy of financial institutions until 2001 with regard to se-
curities purchased in the primary market commonly involved holding
them until maturity. The turnover in the secondary market in 2000 was
HRK 2.9bn, which is 25% below their average annual turnover (HRK

4.0bn). Such a volume of trade points to an illiquid secondary
short-term risk-free securities market. A significant upturn in the sec-
ondary market took place in 2001. The turnover in the secondary
short-term risk-free securities market in the first eight months of 2001
was HRK 6.2bn, which is an increase of 112% compared with the
whole of 2000 (HRK 2.9bn). In the period from January to August
2001, trading in CNB bills amounted to HRK 2.1bn, which is an in-
crease of 42.2% compared to 2000 (HRK 1.5bn). At the same time, the
share of interbank trading in total trading fell by 32.3% compared with
2000. The main type of transaction this year was that between banks
and non-bank financial institutions. Banks sold the largest share (HRK
1.0bn) of their CNB bills to non-bank institutions and non-bank institu-
tions sold HRK 0.7bn worth of CNB bills to banks (32.2% of the total
volume of trade in CNB bills in 2001). Transactions between other
market participants played a less significant role.

Trade in T bills amounted to HRK 4.1bn (95.7% more than CNB
bills), which is an increase of 184.3% compared with the previous
year. Commercial banks took the largest share, selling HRK 1.9bn
worth of T-bills to non-bank institutions, which is an increase of
172% compared with 2000. This type of trading constituted 47% of
the total turnover. Trading involving non-bank institutions as sellers
and banks as buyers increased by 401.5% compared with 2000 (HRK
1.4bn). Interbank trading amounted to HRK 0.6bn, which is an in-
crease of 53.83% compared to 2000.

The structure of trading in risk-free securities by sectors points to
the increased trading activity of non-bank institutions, which is an in-
dication of qualitative changes in the investment policies of the par-
ticipants in the financial market. As regards the CNB bills, it was no
surprise that banks were their largest sellers, bearing in mind the fact
that banks have an “exclusive” right to trade in the primary market,
which gives them a monopoly on the distribution of these bills in the
secondary market.

The Reasons for the Increased Trading in 2001

The increased trading in risk-free securities in 2001, especially
T-bills of the Ministry of Finance, can largely be attributed to an in-
crease in general liquidity and a related fall in interest rates in the
money market. Interest rates in the money market were lower than
yields on risk-free securities, which increased the demand for them.
Within a broader context, investing in these securities may be seen as
a move to take shelter from the speculations in the foreign exchange
market which took place during August.

Subscriptions in the primary market increased significantly during
2001, which also added to increased trading in the secondary mar-
ket. At the end of August, the stock of CNB and T-bills subscriptions
totaled over HRK 9.0bn, with their average stock in 2001 amounting
to HRK 7.6bn. Total turnover of both securities in the secondary mar-
ket came close to their average subscriptions in the primary market
(HRK 7.6bn) and amounted to, as stated previously, HRK 6.2bn.
Considering the large fall in risk-free securities subscriptions at the
beginning of September, the ratio of trading in the secondary market
and the stock of securities subscriptions in the primary market indi-
cate better liquidity. The volume of trade in the first eight months
amounted to 91% of the stock of securities subscriptions at the begin-
ning of September.

In addition, an increasing number of investment funds are be-
coming actively involved in trading. The investment funds were
largely established in 1999 and 2000 and were mainly busy getting
started, so they only marginally contributed to trading until this year.
Their full integration in the securities market and a larger participa-
tion in its turnover began in 2001. The role of non-financial compa-
nies should also be taken into account. Large companies with
well-established systems of liquid assets management are becoming
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ever more important, though their role as actors in the secondary
market is not crucial. The government, through settlement of a signif-
icant portion of its arrears in 2000 and continued, relatively prompt,
settlement of its obligations in 2001, contributed to improved liquid-
ity of the private sector, opening room for it to actively manage their
liquidity. And finally, less frequent scheduling of auctions by the CNB
also paved the way for more active secondary trading.

Further Developments

In the forthcoming period, this market will also be largely affected
by the new pension funds. These funds will have to invest between
5-10% of their portfolio into money market instruments and approxi-
mately 40% into other government bonds. This implies further deep-
ening of this market, which calls for qualitative measures to be taken
in order to develop the market infrastructure and achieve enhanced
transparency. This could promote the attractiveness of short-term
risk-free securities trading. With its issues of longer-term securities in-
tended for the domestic market, the government will also help this
market to develop. As stated previously, the structure of domestic
government debt is exclusively short-term, which leaves an empty
space on the longer maturities yield curve. Adjusting new notes or
bonds to domestic investors would help strengthen what is at present
an evidently fragile structure of domestic funding and would help the
domestic securities’ yield curve get a clearer profile. All these factors

Table 2: Structure of Trading in CNB bills and T-bills, in million HRK and %

Figure 42

SECONDARY MARKET OF CNB BILLS AND MoF T-BILLS
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will help deepen the financial market, thus creating conditions for a
more intensive development of indirect instruments of monetary pol-

icy.

Type of trading Turnover of CNB bills

As share of total turnover

2000 Jan. = Jul. 2001 2000 Jan. — Aug. 2001 Growth rate
Bank — bank 529.80 358.50 35.73 17.01 -32.33
Bank — savings bank 4.20 2.50 0.28 0.12 -40.48
Savings bank-bank 0.90 4.70 0.06 0.22 422.22
Bank — domestic investor (j.p.) 714.30 1,048.80 48.18 49.75 46.83
Domestic investor (j.p.) — bank 232.40 679.00 15.68 32.21 192.17
Domestic investor — domestic invinvestor (j.p.) 1.00 14.50 0.07 0.69 1,350.00
TOTAL 1,482.60 2,108.00 100.00 100.00 42.18
Type of trading Turnover of T-bills As share of total turnover
2000 Jan. —Jul. 2001 2000 Jan. — Aug. 2001 Growth rate

Bank — bank 399.00 613.80 27.51 14.88 53.83
Bank — savings bank 48.30 36.60 3.33 0.89 —24,22
Savings bank — bank 1.30 23.10 0.09 0.56 1,676.92
Bank — domestic investor (j.p.) 713.30 1,939.40 49.17 47.02 171.89
Domestic investor (j.p.) — bank 286.80 1,438.40 19.77 34.87 401.53
Savings bank — domestic investor (j.p.) 0.00 2.00 0.00 0.05 -

Domestic investor (n.p.) — bank 0.40 0.00 0.03 0.00 -100.00
Domestic investor (j.p.) — domestic investor (j.p.) 0.60 71.40 0.04 1.73 11,800.00
Bank — domestic investor 0.87 0.00 0.06 0.00 -100.00
TOTAL 1,450.57 4,124.70 100.00 100.00 184.35

j-p. —juridical person; n.p. — natural person

nal terms, stood at HRK 53.2bn, an increase of 34.3% com-
pared with the same period last year.

The trend in real growth in net foreign assets (NFA) halted in
April after which it continued to decrease slightly at monthly
rates of below 1%.This reduction in net foreign assets can pri-
marily be attributed to an increase in domestic placements.

The total level of net foreign assets in the monetary system is
determined largely by the net foreign assets of the Croatian Na-
tional Bank which comprise the net usable international re-
serves of the CNB, foreign exchange CNB bills and foreign ex-

change reserve requirements set aside by banks based on their
foreign exchange deposits. The level of reserve requirements
held by the CNB increased due to an increase in the foreign ex-
change deposits of other sectors while the increase in net us-
able international reserves was in line with the level prescribed
in the Memorandum of Economic and Financial Policies, and it
was also the result of certain shifts due to the CNB’s foreign ex-
change interventions aimed at preventing exchange rate fluc-
tuations.

Especially interesting were great fluctuations in the net for-
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eign assets of commercial banks which characterized overall
monetary developments in August. The net foreign assets of
commercial banks show the difference between the foreign as-
sets (placements abroad) and the foreign liabilities (financing
from abroad) of commercial banks. This difference, which may
be either positive if foreign assets are larger than the liabilities,
or negative, shows the interest of banks for foreign and domes-
tic investment, respectively. Such transactions make up the fi-
nal total foreign exchange position of each bank, while, in or-
der to maintain bank stability, the exposure of each bank to
currency risk is limited and prescribed by the CNB. Thus, the
aim of the decision to reduce foreign exchange exposure from
25% to 20% of the regulatory capital was to restrict exchange
rate speculation in the foreign exchange market and to reduce
currency risk.

Following a sharp increase in 2000 as a result of fewer do-
mestic placements, the net foreign assets of commercial banks
at the beginning of 20017 amounted to HRK 1.9bn. In the first
quarter, these held steady (naturally, following certain dynam-
ics during the period) at HRK 1.8bn at the end of March. Dur-
ing the second quarter, the net foreign assets of commercial
banks fell considerably, reaching a negative value (foreign ex-
change liabilities were larger than foreign exchange claims)
amounting to HRK -1.1bn at the end of June. They reached
their lowest value towards the end of July, amounting to HRK
—2.2bn. At the beginning of August, banks quickly started step-
ping up their foreign assets (buying foreign exchange), causing
rapid growth in net foreign assets, as a result of currency specu-
lations involving the expected fall in the value of the kuna (but
also low interest rates on kuna placements). At the end of Au-
gust, the net foreign assets of commercial banks were HRK
2.4bn, which was an increase of HRK 4.6bn in just a month.

The high level of correlation between net foreign assets and
exchange rate movements present this year shows the in-
creased influence of banks in determining the exchange rate
level. There is also a negative correlation between develop-
ments in the net foreign assets of commercial banks and devel-
opments in placements to other sectors (in real terms) since
banks must decide between placements in Croatia and place-
ments abroad.

These developments led to continued growth in total liquid
assets (M4) which had begun by mid 1999. The monthly real
growth trend in the first quarter amounted to 2.1%, which was
somewhat higher compared with last year’s average growth of
1.6%. In the second quarter and in the summer months, the
growth was slower and amounted to 1.5%. At the end of Au-
gust, M4 stood at HRK 87.7bn, which was an increase of
28.6% compared with the same period last year.

Money Market

The money market interest rates, after falling considerably
during the first half and the beginning of the second half of
2001, started rising with great fluctuations in August. The levels
reached in July (interest rates below 1%), made funds available
at very low prices. This was the result of the high liquidity in the
system in the first half of the year. Interest rate fluctuations in

July and at the beginning of August were also triggered by the
kuna appreciation, followed by its sudden depreciation. In Au-
gust, owing to a high kuna demand (triggered by the kuna de-
preciation) and an increased purchase of foreign currency in
the foreign exchange market, interest rate growth accelerated
again. The rates on short-term securities of the Croatian Na-
tional Bank and Ministry of Finance fell to levels below EUR
LIBOR owing to strong demand in the second quarter. Such
low yields and the rise in the money market interest rates, cou-
pled with the increased demand for foreign currency caused
by the expected exchange rate depreciation, led to a fall in
placements in these securities. The downward trend in deposit
money banks’ interest rates that had started in the third quarter
of 1998 continued in the second and the beginning of the third
quarter of 2001. However, after the summer developments in
the money and foreign exchange markets, coupled with new
measures taken by the CNB, a rise in interest rates has been an-
nounced in banking circles.

Money Market Interest Rates

Movements in money market interest rates are primarily in-
fluenced by banking system liquidity. In the second quarter of
2001, a high banking system liquidity caused the following: a
strong supply and a weak demand in the money market; a
growth in daily trading accompanied by a fall in interest rates; a
steep downturn in overnight trading (which once dominated
the Croatian money market); and, of course, a decrease in
overnight interest rates. Such developments continued into
July. In August, the movements in the foreign exchange market
led to a rise in demand for kuna since both banks and enter-
prises purchased foreign currency (thanks to the liberalization
introduced by changes in the foreign exchange legislation). The
first upsurge in demand was met by a high supply, with no sig-
nificant impact on interest rates. Afterwards, the money market
supply could not meet the growing demand; as a result, the [i-
quidity of the system worsened (a fall in balances in banks’ set-
tlement accounts), which affected interest rates.

Figure 43
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The average daily interest rate on the Zagreb Money Market
grew from below 1% to above 8% in the July-August period of
2001. In this period, the ZIBOR rose to above 9% both on
intra-day placements and placements with longer maturity (3
months). The overnight ZIBOR, as well as the overnight interest
rate in the ZMM and direct inter-bank trading, also grew from
below 1% to above 8%.

Owing to such developments in the money market and for-
eign exchange market, in August the daily trading on the ZMM
reached its highest level in six years. It averaged HRK 96 mil-
lion, which is twice as much compared to July or any month in
the second quarter. An upward trend in total daily trading has
begun only this year, growing from month to month.

Overnight trading fell to levels below daily trading owing to
the high liquidity of the system in the second quarter. Influ-
enced by market developments, it rose considerably in August,
again exceeding daily trading. The average overnight trading is
still much lower than in the periods when it dominated the
money market (sometimes over 90% of total trading).

Despite these disturbances, the importance of overnight
trading through the Zagreb Money Market has been growing
since early 2001, whereas the importance of direct interbank
trading has decreased. The opposite trend predominated
throughout 2000. This is also the consequence of improved li-
quidity in the first half of 20017 when almost all large banks (par-
ticipants in direct trading) were liquid, whereas smaller banks
regulated their liquidity through the ZMM. Hence, large banks
had to find trading partners through the ZMM rather than trade
directly. In August, once again they had to meet their kuna de-
mand by borrowing from smaller banks through the ZMM
since they were all on the same side of the trading process in
the foreign exchange market.

Interest Rates in the Short-Term Securities Market

Developments in the foreign exchange and money markets
directly influenced the movements in subscriptions of, and in-
terest rates on, short-term securities of the Croatian National
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Bank and Ministry of Finance. They also influenced the auc-
tions of foreign exchange CNB bills, but only regarding the
amounts subscribed, whereas interest rates changed in line
with developments in the international money markets.

Interest rates on CNB bills were 4.06% on 35-day bills,
4.80% on 70-day bills and 5.34% on 105-day bills at the first
August auction, which is below EUR LIBOR. At the same time,
interest rates on the Ministry of Finance T-bills were 4.20% on
42-day bills, 5.00% on 91-day bills and 6.00% on 182-day
bills. Owing to the level of the exchange rate (appreciation of
the kuna), it was more rational for banks to buy euros and place
them in foreign deposits in order to profit from interest rate dif-
ferences. Depreciation of the kuna was triggered at the same
time, which created the opportunity to increase profits from
positive exchange rate differences.

Interest rates on foreign exchange CNB bills have been on a
downward trend since the end of 2000. Average interest rates
on USD-denominated bills have almost halved (around 3.3%
at end-August). In April, they were lower than the rates on
EUR-denominated CNB bills (around 4% at end-August),
which was in accordance with interest rate developments in
the international markets. The FED has been continuously re-
ducing interest rates due to a slowdown in U.S. economic
growth. Its reaction was much faster than the ECB’s reaction to
similar developments in Europe, which was reflected in a
downward trend in interest rates in money markets around the
world. The downward trend in dollar interest rates has been
much steeper than the downward trend in euro interest rates.

Despite such interest rate movements, the subscription of
foreign exchange CNB bills rose by a huge 82.4% in August, af-
ter continuously falling in the first and second quarter of 2001.
It continued to grow at the same pace at the beginning of Sep-
tember. This was due to a sudden kuna depreciation at the be-
ginning of August and a plunge in interest rates on short-term
kuna securities, which at one point fell below the level of inter-
est rates on foreign exchange CNB bills.

The secondary market for short-term kuna securities recov-
ered in the second quarter and at the beginning of the third
quarter. Secondary trading in CNB bills reached 18% of the to-
tal nominal subscription per month, whereas secondary trad-
ing in T-bills exceeded 30% of the nominal purchase. Second-
ary trading in both these securities has been on a rising trend in
2001.

Deposit Money Banks' Interest Rates

The downward trend in DMBs’ interest rates continued in
the second quarter with occasional leaps in some months. In-
terest rates have been falling on kuna credits indexed to f/c
since the end of 1994 and on kuna credits non-indexed to f/c
since the end of 1998. After being on a rising trend caused by
the failure of several banks, deposit rates have been decreasing
since the end of 1999.

Trend values of interest rates on kuna credits indexed to f/c
fell below 10%, whereas those on kuna credits non-indexed to
f/cfell to 9% in the second quarter of 2001. As the average rate
of inflation was 4.7% in the first half of 2007, real interest rates
ranged between 4% and 5%, which is the level of real interest
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for some 40% of newly-granted credits per month) of about
5.8%, the average real interest rate on these credits was around
1.1% in the second quarter.

With the continued upturn in credits in the second quarter
and the first two months of the third quarter, this level of inter-
est rates indicates the banks’ desire to increase their place-
ments and use the high level of funds available. It is important
to avoid “negative selection”, i.e. placing funds at all costs
without considering the quality of potential debtors. It is ques-
tionable whether a low interest rate is only a positive indicator
in the current situation. The low interest rate, resulting from
high liquidity of the system, may have an adverse impact on
price developments (trigger inflation by credit expansion).

The highest interest rate is the one on household credit lines
in kuna, 19.4% on average. It dropped below 20% only in the
second quarter of 2001, after stagnating for a long time.

The fall in lending rates is supported by the strong liquidity
of the system, the low price of sources of funds and a drop in
interest rates in the money and short-term security markets.
The strong and long-lasting downward trend in deposit rates
continued in the second quarter of this year. Trend values of
interest rates on both kuna and foreign exchange deposits are

DE EMU cz PL HU SI SK HR
Month 6/00 6/00 6/00 6/00 6/00 6/00 6/00 6/00
Credits 8.39 6.56 6.85 19.70 12.10 15.60 10.91 9.98
Time deposits 3.66 3.49 4.37 13.60 9.20 9.90 8.99 6.80
Inflation rate (CPI°) 1.90 2.40 4.10 10.20 9.10 12.20 16.40 7.00
12/00 12/00 12/00 12/00 12/00 12/00 12/00 12/00
Credits 9.12 7.16 6.51 20.90 12.80 16.30 10.74 7.38
Time deposits 4.19 3.96 3.95 14.10 9.90 10.90 6.84 6.89
Inflation rate (CPI°) 2.20 2.60 3.90 8.50 10.10 10.60 8.40 7.40
6/01 6/01 6/01 6/01 6/01 6/01 6/01 6/01
Credits 8.79 6.96 5.97 18.70 12.10 16.70 9.09 6.72
Time deposits 3.84 3.65 3.82 11.80 9.20 11.40 6.32 6.02
Inflation rate (CPI°) 3.10 3.00 5.60 6.20 10.50 9.50 8.00 4.40

? A year-on-year rate of change.
Note: The data is taken from the central banks’ monthly publications and relates to short-term corporate credits and short-term household time deposits (up to 3 months), both in terms of

their respective domestic currencies.
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about 3%. The change in deposit rates is observable from de-
velopments in interest rates on time deposits, which are also on
a downward trend. Kuna time deposits (10% of all deposits)
bear a considerably higher interest of around 6.1%. By con-
trast, the interest rate on foreign exchange time deposits (about
49% of all deposits) is much lower, 3.9% according to the latest
available data. The downward trend in deposit rates is ex-
pected to continue to the end of the year. It could be reversed
only with regard to foreign exchange deposits as banks will
compete for these deposits (mostly in German marks) prior to
their conversion into euros.

The spread between interest rates on credits and deposits
continued to diminish at a slightly slower pace in the second
quarter of 2001. Trend values of several measures of this differ-
ence are approximately 6%, as shown in the original data series
in Figure 47. This reduction in spread will force banks to further
reduce the price of sources (deposit rates), widen the range of
credit and loan products and other services, and increase the
efficiency of their operation.

Capital Market

Domestic Market

In the first eight months of 2001, the total volume of trade
on the Zagreb Stock Exchange amounted to HRK 914.3m. This
was 46% of the total volume of trade in 2000. As yet there are
no signs of a recovery and the total volume of trade is not likely
to surpass last year’s levels. In the second quarter of 2001, the
total volume of trade was 28.7% higher than that in the first
quarter, amounting to HRK 363.0m. As suggested by July and
August data, trading in the third quarter could rise in volume
over the second quarter.

Most of the volume of trade this year was related to shares
(62% of the total volume of trade). At the end of August, how-
ever, of sixty-five listings, four listings in the highest quotation
accounted for 68% of the volume of trade, which points to a
high concentration in trading on the Zagreb Stock Exchange.
Also, the 10 most actively traded shares accounted for 91.5%
of the August volume of trade. This leads to the conclusion that
there are abundant reserves in share trading on the Zagreb
Stock Exchange.

Total market capitalization on the Zagreb Stock Exchange
(shares) reached HRK 25.5bn, which is 16.2% of GDP in the
year 2000. Of this amount, shares in Quotation | accounted for
a considerable 57.9%. Still this is an improvement over the first
quarter where these shares accounted for 63% of market capi-
talization. It is obvious that other shares traded on the Zagreb

Table 4: Comparison of Capital Market Indicators
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Stock Exchange have risen in value. This also resulted from a
growing number of actively traded securities (a total of 42 in
August). In comparison with the end of the first quarter, total
market capitalization rose by 10% in August.

The Zagreb Stock Exchange index, CROBEX, has followed
the increase in market capitalization over the second quarter
and two months in the third quarter. In late August, the
CROBEX reached 1009.0 points, having been on the increase
since the end of 2000.

Bonds account for a large portion of the volume of trade on
the Zagreb Stock Exchange (38% in 2001). Only three bonds
are still actively traded in (one issued by the CIHI two by DAB).
They are still traded at an above-nominal price, the reason be-
ing their EUR denomination and high spread. In August, fol-
lowing a sudden depreciation of the kuna, they were traded at
exceptionally high prices.

Table 4 compares the size and importance of the Zagreb
Stock Exchange and the capital market in Croatia with those in
selected transition countries. The market capitalization of
shares is the lowest in value on the Zagreb Stock Exchange.
However, compared with its share in the GDP in 2000, the
outlook is not completely negative. As for indices movements,
the Zagreb Stock Exchange has rebounded, but it is still falling
behind its counterpart in Bratislava. Recording a considerable
decrease in their indices and market capitalization, the most
developed stock exchanges, those in Prague, Warsaw and Bu-
dapest, are obviously going through a crisis. Their volume of
trade has also plummeted. Trading in bonds on the stock ex-
change in Prague is still large in volume. This is due to the fact

August 2001 Bratislava Buday Ljublj Prague Warsaw Zagreb
Average daily volume of trade, shares (million USD) 0.6 23.3 25 12.0 28.3 0.3
Average daily volume of trade, bonds (million USD) 17.0 0.3 0.6 159.4 1.9 0.4
Market capitalization® (million USD), end month 3,484.2 8,918.0 3,274.9 8,989.0 21,5041 3,045.1
Market capitalization®/GDP®, end month 18.2 19.5 18.1 17.7 13.6 16.2
Index movement from the beginning of the year (%) 21.7 -19.0 9.3 -23.9 -28.3 13.4

2 Shares.  2000. Sources: Reports from BSSE, BSE, PSE, LJSE, WSE, ZSE and FIBV Statistics (www.fibv.org)
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that bonds in the Czech Republic are not issued in any other
currency but the Czech Koruna.

The volume of trade on the Varazdin Securities Market
reached its peak this year. Reaching HRK 592.2m in the first
eight months, it outstripped last year’s volume of trade by a
substantial 41%. The supply and demand quotation accounted
for the largest share in trading (57%), together with PIF quota-
tion (33%). The remaining 10% of the volume of trade com-
prised trading in rights (portfolio of the Ministry of Public
Works, Reconstruction and Construction).

The VIN index has also hit its historic high over the last few
years. Reaching 647.5 points in August, it has increased by
96% since early 2001. Market capitalization has also been on
the increase.

Government Bonds on International Markets

Issues of international bonds of the Republic of Croatia have
remained unaltered during the second quarter and the first two
months of the third quarter. There are 10 bond issues still
placed on international markets (11, if the CBRD ATS issue
from 1997 is included). In contrast to first quarter levels,
spreads for bonds listed on the market in USD, as well as the
latest bond issue in EUR, have fallen. Spreads have increased
for other EUR and DEM denominated bonds. Data is not avail-

able on Japanese issues, as they are not actively traded on the
market. It is evident that the risk of Croatian bonds in relation
to EUR denominated issues increased over the summer.

Movements in the Croatian euro bond spread in compari-
son with the benchmark German bond of similar maturity are
shown in Figure 49. The spread increased in early July and fell
below that level shortly afterwards. This checked the down-
ward trend lasting from summer last year.

In relation to the movements in the spread of selected tran-
sition countries, Croatia increased its spread during the sum-
mer. In contrast, Hungary and Slovenia, thanks to their eco-
nomic growth, have continually narrowed this spread, reduc-
ing the risk of investing in their bonds and attracting foreign in-
vestors.

Croatia’s credit rating shows that there is still confidence in its
economy. According to Fitch IBCA Croatia’s short-term and
long-term credit rating improved in late June (long-term BBB—;
short-term: F3), to remain stable. Standard & Poor’s kept their
ratings unchanged, considering them stable (long-term BBB—;
short-term: A-3). Croatia’s credit rating remained unaltered by
Moody’s (long-term: Baa3; short-term: P-3). In the group of
transition countries, Slovenia has the best credit rating
(long-term: A, A, A2; short-term: F1, A-1, P-1), followed by Es-
tonia (long-term: A—, BBB+, Baal; short-term: F1, A2, P-2)
and Hungary (long-term: A—, A—, A3; short-term: F2, A-2, P-2).

Figure 49 Figure 50
CROATIAN EURO BOND SPREAD 2006, COMPARED COMPARISON OF CROATIAN EURO BOND SPREAD WITH
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Table 5: Issues of International Bonds of the Republic of Croatia
Bond Currency Amount Nominal interest rate Spread® 31/8/01
London Club A usD 857,796,000 6-month LIBOR + 81.25 b.p. 202
London Club B usb 604,426,000 6-month LIBOR + 81.25 b.p. 199
Euro-USD bonds, 2002 usb 300,000,000 7% 139
Euro-DEM bonds, 2004 DEM 300,000,000 6.125% 137
Euro bonds, 2006 EUR 300,000,000 7.375% 173
Samurai bonds, 2004 JPY 25,000,000,000 4%
Euro bonds, 2005 EUR 500,000,000 7% 162
Samurai bonds, 2007 JPY 40,000,000,000 3% 158
Samurai bonds, 2006 JPY 25,000,000,000 2.5% 1600
Euro bonds, 2011 EUR 750,000,000 6.75% 207

2 In relation to benchmark bond. ° Upon issuing, not available for 31/8/2001; Source: Bloomberg
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International Transactions

Current Account

Although the current account deficit fell in 2000, it grew
again in the first two quarters of 2001, from approximately
USD 400m to USD 1.4bn. The deficit accumulated in the first
half of 2001 resulted from a sizable increase in imports of
goods and a stagnant exports of goods, but with a somewhat
improved income from services.

What is the direction of the current account deficit? Are
those developments transitional or long-lasting in character? In
order to provide answers to these questions, it is necessary to
analyze Table 6, which contains the measures of disequilib-
rium in the balance of payments. In addition to the goods and
services account and the current account, the basic balance,
the net liquidity balance and the official settlements balance
are more important measures of disequilibrium in the balance
of payments. If the long-term capital from the capital account
and financial account (movements in FDIs and the portfolio
and other investment with maturity longer than 1 year) is
added to the current account, we obtain the basic balance,
which shows the long-term movements in the balance of pay-
ments. If the allocation of SDRs, private short-term capital
(which cannot be converted into cash as easily as trade credits
and short-terms positions of other investments), net errors and
omissions (which can contain concealed short-term private
transactions) are added to the basic balance, we obtain the net
liquidity balance, which shows the pressure on liquidity in the
balance of payments. If private short-term liquid capital (which
can be converted into cash as easily as currency and deposits)
is added to the net liquidity balance, we obtain the official set-
tlements balance, which shows the balance which has re-

Table 6. Measures of Disequilibrium in the Balance of Payments, in million USD

Figure 51
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mained after taking into account the long-term and short-term
private financing of current transactions by the authorities
(CNB and the government). The official settlements balance is
financed from the following sources: a) the CNB's international
reserves, b) IMF loan to the CNB and c) government short-term
illiquid and liquid capital.

Table 6 clearly shows that long-term developments de-
scribed by using the basic balance were favorable — the basic
balance has been on an upward trend from 1995 to 2000 (ex-
cept in 1997) primarily due to the inflow of long-term invest-
ments (FDIs) and bonds issued abroad. However, if we analyze
the quarterly data on the basic balance and the seasonally ad-
justed data and the trend-cycle of the basic balance in Figure
52, we shall note that the basic balance, which has been on an

1995 1996 1997 1998 1999 2000 Q1/2001 Q2/2001
Goods -3,259.3 -3,623.5 -5,196.2 -4,147.4 -3,298.6 -3,203.9 -807.7 -1,287.3
Services 1,044.3 1,5679.7 2,024.2 2,074.8 1,625.2 2,257.7 132.6 452.5
Goods and services -2,215.0 -2,043.8 -3,172.0 -2,072.6 -1,673.4 -946.2 -675.1 -834.8
Income -28.8 -69.9 -22.4 -163.8 -349.5 -310.4 -147.1 -220.3
Current transfers 802.3 1,022.4 869.4 706.0 632.5 857.7 215.5 242.3
Current account -1,4415 -1,091.3 -2,325.1 -1,630.4 -1,390.4 -398.9 -606.7 -812.8
Long-term capital® -28.2 1,684.5 2,133.7 1,886.9 2,391.6 1,706.2 639.6 485.9
Basic balance -1,469.7 493.2 -191.4 356.5 1,001.3 1,307.3 329 -326.9
SDRs -135.3 14.3 -215 -84.1 1.7 41.8 20.4 46
Private short-term illiquid capital® 462.5 31.3 492.8 -400.8 47.0 362.2 -326.7 -3.6
Net errors and omissions 345.9 -904.0 -326.5 61.7 -743.8 -283.9 321.6 87018
Net liquidity balance -796.7 -365.2 —46.5 —-66.7 346.1 1,427.4 48.2 44.4
Private short-term liquid capital 709.3 817.4 393.6 214.7 77.0 -1,026.3 11.3 342.8
Official settlements balance -87.4 452.1 347.0 148.0 423.2 401.1 1585 387.2
Financing:
Reserves excluding SDRs (increase) -307.8 -547.6 -406.5 -67.4 -420.2 -623.9 -160.4 -391.4
IMF loan to monetary authorities 97.6 -4.3 37.3 -8.9 -31.4 -28.7 0.0 -13.8
Other: -210.2 -551.9 -369.2 -76.3 -451.6 -652.6 -160.4 -405.2
Government short-term illiquid cap\'talb 313.1 133.2 -8.6 -49.2 29.2 283.7 0.0 1.1
Government short-term liquid capital® -15.5 -334 30.7 -22.3 -0.5 -32.1 1.0 16.9
Check: 87.4 -452.2 -347.1 -147.8 -423.0 -401.0 -159.4 -387.2

@ Capital account, FDIs and long-term capital (portfolio and other investment with maturity longer than 1 year). ® Short-term trade credits and other short-term investments. © Currency and
deposits and short-term portfolio investments. Source: CNB
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upward trend since the first quarter of 2000, has started to de-
teriorate. Since such developments in the basic balance are re-
lated to FDIs, especially with big privatization projects, it can
be concluded that the basic balance figures will bear a positive
result as long as there are privatization projects. However,
once these projects are completed, without significantly influ-
encing the goods account deficit, we cannot expect the basic
movements in the balance of payments to be positive.
Expressed in US dollars, the goods account balance deterio-
rated in the first two quarters of 2001 due to a sizable growth in
goods imports, caused by an increase in consumption, car im-
ports, and imports of investment equipment related to the re-
vived investment cycle. This downturn was 44% higher (sea-
sonally adjusted) in the first half of 2007 than in the same pe-
riod last year, while goods imports rose by about 20% (season-
ally adjusted) and goods exports by only 2% (seasonally
adjusted). This issue is further discussed in the text below.
The services account improved by 11% or 60% (seasonally
adjusted) in the first half of 2001 compared with the first half of
2000, reaching a surplus of USD 585m. Since seasonal move-
ments greatly influence this component, the actual movements
in the balance in services account are shown by the trend-cycle
component. According to this component, the services ac-
count was on an upward trend: it was 75% higher compared
with the first half of 2000. Although tourist nights and tourist ar-
rivals were 20% higher than in the same period last year, the in-
crease in the services account did not result from movements
in the tourism account: the balance in the tourism services ac-
count fell by 3% (seasonally adjusted), for although the income
from tourism was higher in the first two quarters of 2001, so
were the expenditures. The increase in the services account
caused an upward trend in the transportation account 37%
(seasonally adjusted) and in other service accounts. In order to
get a better insight into the developments in services, we
should wait for the data for the third quarter and the values of
the balance in tourism account in the peak of the season.
Accordingly, the foreign trade balance, i.e. the balance in
the goods and services account (one of the more important
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measures of disequilibrium in the balance of payments — Table
6) fell by 127% (seasonally adjusted). In other words, a change
occurred in the trend-cycle during the third quarter of 2000.
Indeed, the deficit of the third quarter was 123% higher com-
pared to the first half of 2000. As a result, the goods and ser-
vices account deficit stood at USD 1.5bn.

The currency structure and developments in the exchange
rate should be mentioned here. Since a significant share of
goods and services, exported or imported, is denominated in
the euro (62% of exports and 70% of imports) and since the
euro weakened by almost 8% against the dollar in the first half
of 2001, the export and import values should be higher, as
should the growth rates of exports and imports of goods and
services.

The continuation of high repayments on the increasing ex-
ternal debt (see External Debt) caused a deterioration in the
balance in the income account: the deficit rose by 92% (sea-
sonally adjusted) to USD 365m. This was mostly due to an in-
crease in the repayment of interest on received portfolio in-
vestments (government bonds) and other investments (in-
creased borrowings), and the repatriation of profit to foreign
investors (e.g. from banks privatized in the course of the last
year). After stagnating in 2000, the income account reversed its
trend, resulting in a 70% higher deficit in the first half of 2001.
A further increase in debt in the first half of 2001, together with
still high repayment quotas on old debts, may cause a higher
income account deficit in the future that might offset the posi-
tive effect the current transfers balance has had on the current
account balance.

The current transfers balance rose by 10% (seasonally ad-
justed) in the first six months of 2001 compared to the same
period last year, which amounts to a surplus of USD 458m. The
upward trend has continued (an 8% rise) primarily due to an
increased inflow of Croatian pensions from citizens who were
temporarily employed aboard and a fall in the outflow of funds
from Croatia based on intergovernmental donations (especially
towards Bosnia and Herzegovina). With respect to this, it is ex-
pected that the surplus in the current transfers account will fur-
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ther improve due to a forecast growth in inflow based on pen-
sions earned by Croatian citizens abroad.

Merchandise Trade

The merchandise trade was marked by a strong growth in
imports of 21.3% (seasonally adjusted) or USD 5.450m in the
first seven months compared to the same period last year.
Goods exports (seasonally adjusted) stood at USD 2.646m in
the first seven months of 2001, an increase of 1.9% compared
to the first seven months of 2000. In the same period, the mer-
chandise trade deficit reached USD 2,825m (seasonally ad-
justed), exceeding the merchandise trade deficit in the Janu-
ary-July period of 2000 by 43.1%. Parallel with the growth in
imports and the stagnation in exports, the average coverage of
imports by exports fell from 59% (the average for the first seven
months of 2000) to 48.6%.

Expressed in kunas, the average real trend monthly rate of
goods imports for the first seven months of 2001 (HRK 6.0bn)
exceeded the average real trend monthly rate in 2000 (HRK
5.3bn) by 13.2%.

The structure of imported goods by economic purpose
shows that imports of capital goods grew by 29.7% in real
terms in the first seven months of 2001. Their share in the value
of real imports increased by 2.5%. Durable consumer goods
rose the most (32.6%).

The increased import of cars in the first quarter of 2001, asa
result of the impending repeal of car import privileges, contin-
ued into the second quarter of 2001. Imports peaked in May,
when the real growth rate stood at 65.9% in comparison with
the first five months of 2000. In June and July imports de-
creased.

The import value of machinery and transport equipment
grew in the first seven months of 2001 (28.7% in real terms),
and their share in total imports rose from 32% to 34.5%.
Compared to the first seven months of 2000, industrial ma-
chinery grew at a real rate of 41.9%. These developments were
caused by the revival of the investment cycle at the end of
2000 and in the first half of 2001, i.e. the upsurge in the real
trend of manufacturing and retail trade turnover. As a result,
this should increase the production capacity of the economy
and increase growth above the projected 4% in real terms.

The comparison between the movements in imports and
loans extended to the private sector by banks in the first six
months of 2001 gives a reasonable explanation for the said
movements in imports. Taking into consideration the condition
of the real sector and the need for its restructuring, it can be ex-
pected that the relationship between technological gaps, im-
ports of equipment, and loans to the private sector will proba-
bly exist in the forthcoming period (5-10 years). In other words,
we can expect pressure on the import of goods, especially
goods for investment. On the other hand, a reduction in gov-
ernment spending, especially in the current consumption sec-
tor, envisaged by the stand-by arrangement and the govern-
ment’s long-term program, might ease the pressure on the im-
port of goods, especially in the current consumption sector. It
remains to be seen whether the plan for reducing government
spending will be carried out.

Capital and Financial Account

In the first half of 2001, the balance of payments of capital
and financial account was characterized by the absence of re-
ceipts from the HT privatization and the new government debt
created by issuing international bonds. The balance in the cap-
ital and financial account increased by 150% in the first two
quarters of 2001 compared with the same period last year,
reaching USD 700m due to the need to finance the larger defi-
cit in the current account.

The capital account balance rose by almost ten times (i.e. to
USD 120m) in the first half of 2001 compared with the first half
of 2000, reflecting the distribution of the former SFRY assets
held in the Bank for International Settlements in Basel. Accord-
ing to the distribution key and the price of gold in June, Croatia
received gold in the value of USD 115m. This is an extraordi-
nary inflow which is thus recorded as an increase in the CNB's
international reserves and as a received capital transfer in the
capital account.

FDIs were half the size in the first half of 2001 compared
with the same period last year due to delayed privatization
projects (Privredna, Splitska and Rijecka banka were privatized
in the first half of 2000) and amounted to USD 380m (FDIs are
further discussed in the section below). As a result of adminis-
trative and other obstacles, massive greenfield FDIs failed to be
made (see the section on FDIs).

The portfolio investment rose by 34% compared with the
first half of 2000, mostly due to increased government debts
created by issuing bonds, especially euro bonds (EUR 500m)
and Samurai bonds (about USD 216m). Together with the new
euro bonds issued in July (EUR 250m), the debt reached USD
603m.

In addition, the debt also increased on the account of classic
loans that increased the balance in other investments by USD
727m in the first half of 2001 compared with the same period
last year.

In contrast to the previous two years, when it seemed that
FDIs will to a large extent be used for financing the current ac-
count deficit, this year (as in 1998) again increased the impor-
tance of financing through debt.

Although the difference between the interest rates in the
domestic market and European financial markets was still sig-
nificant in 2000 (almost 7%), domestic interest rates fell due to
a high kuna liquidity in domestic banks, followed by a simulta-
neous growth in interest rates in European financial markets. As
aresult, the spread between interest rates in the domestic mar-
ket and in European financial markets was below 3%. This
means that taking loans abroad for the purpose of covering the
imbalance in budget revenues is no longer cost-effective for
the government. On the other hand, if the downward trend in
interest rates continues, the inflow of private capital into
Croatia may come to a halt and change into an outflow for in-
vestments abroad.

Foreign Direct Investments (FDIs)

According to economic studies, the influence of FDIs on the
development of an economy depends on the type and extent
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of the FDIs, the quality and structure of available domestic eco-
nomic sources, and the macroeconomic and organizational
policy of a government. Most studies agree that FDIs have a
positive effect: an increase in foreign trade and in the transfer
of technology and management skills.

FDIs per capita and as a share in the GDP are relatively high
in Croatia compared with other transitional countries. In the
period between 1990 and 1999, the highest FDIs were re-
corded in Hungary (USD 1.810 per capita), followed by the
Czech Republic (USD 1.405 per capita), Poland (USD 837 per
capita), and Croatia (USD 810 per capita). This order is signifi-
cantly reversed if we analyze the share of FDIs in the average
GDP. According to this criterion, the Czech Republic and Po-
land almost share their positions, Hungary is still convincingly
in the first position (40% share in the average GDP), while
Croatia with a share of almost 20% takes a position before
Slovakia and Slovenia.

No FDIs were brought into Croatia in the beginning of the
1990s due to insecurity and the war. In the period between
1993 to the first half of 2001, Croatia received FDIs in the
amount of about USD 5.1bn in nominal terms, mostly as a re-
sult of privatization. In contrast, the largest outflow of foreign
exchange took place in 1999 at USD 1.5bn (the first round of
the HT privatization).

The first ten activities account for the largest share in total
FDIs (about 80%). 65% of total FDIs were in the following three
activities: telecommunications (24%), other financial interme-
diations (21%), and the manufacturing of pharmaceutical prod-
ucts (20%). Wholesale trade is the sixth largest activity, account-
ing for only 1.96% of total FDIs. The group which includes the
extraction of crude petroleum and natural gas and the manufac-
turing of cement accounts for a 3% share in total FDIs. According
to the country of origin, the largest investors in Croatia are the
United States (USD 1.11bn up to now), Germany (USD
1.06bn), Austria (USD 890.2bn), Italy and the Netherlands. Ac-
cording to activity, the largest investments were made in manu-
facturing — 49% (the manufacturing of pharmaceutical products
— Pliva), transportation, storage and communication —31% (tele-
communications — HT) and financial intermediation — 12%
(Zagrebacka banka and other banks).

The recent study on obstacles to FDIs in Croatia prepared
by the FIAS (Foreign Investment Advisory Service — member of
the World Bank Group), upon the request of the Ministry of
Economy, was completed at the beginning of 2001 and states
about fifty obstacles to investments into Croatia. These obsta-
cles include slow and inefficient administration, the number of
licenses, old-fashioned land registers, bureaucratic barriers
(such as the time required to get a work permit and the neces-
sary documentation), and the slow and inefficient judiciary sys-
tem. These obstacles may make one country less attractive to
investors relative to other similar counties that have even
higher tax rates but a more efficient administration. Croatia’s
efforts to attract more FDIs by decreasing tax rates will fail to
produce results as long as a new company can be registered
within a maximum of two months in Hungary, while the same
process takes a few months in Croatia and is followed by
nontransparent costs and numerous forms. Only if the Croatian
government, guided by the findings of the study, takes prompt
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measures to remove obstacles, can it receive larger FDIs
(“greenfield” FDIs) that might bring positive incentives to
growth and development, reduce unemployment and improve
the balance of payments. Otherwise, if the financing of the bal-
ance of payments continues to be based on privatization reve-
nues, the problem of financing the current account deficit will
reemerge, especially once the big privatization projects are
completed (HT, INA, HEP, etc.). In addition, if there is no up-
swing in the goods and services account, financing through ex-
ternal debt might increase and consequently exacerbate the
problems related to indebtedness (see the section on External
Debt).

External Debt

The increased balance of payments deficit, the deteriora-
tion of the basic balance and the postponement of big privat-
ization projects (the delay of the second round of HT privatiza-
tion) increased the need for deficit finance. In 1999 and 2000,
the deficit was largely financed by FDIs; after that, however,
external debt again became the main source of finance. Total
debt rose to USD 25T m in the first half of 2001 compared with
the end of 2000, i.e. by 2.3%, reaching USD 11.1bn.

Compared with the end of 2000, the government sector
share in total debt rose by 2 percentage points, i.e. to 46%
(EUR 500m worth of euro bonds and about 216m worth of
Samurai bonds), while the banks’ share fell slightly (from 15%
to 14%). Other sectors share in total debt fell by 3 percentage
points (to 27%), and the monetary sector share by 1 percentage
point (to 1%). The credit relations between enterprises
founded through foreign direct investment and the parent en-
terprises headquartered abroad recorded a 1 percentage point
increase. In July, the government debt rose by additional EUR
250m worth of euro bonds.

To what degree are these increases in external debt sustain-
able? According to economic studies, the sustainability of an
external debt can be roughly estimated by comparing the
growth rates of the total external debt, the GDP (gross domestic
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Table 7: External Debt by Debtor Sector, in million USD

1998 1999 2000 Structure 2000 ZSJ:/";';';Q Q1/2001 Q2/2001 S(;;‘/‘;;‘:)'f 022'0%‘;"/‘2000
Monetary sector 234 197 159 1.46 -19.29 152 136 1.22 -10.53
Government 3,395 3,973 4,797 44.07 20.74 5,201 5,130 46.07 -1.37
of which: London Club 1,406 1,381 1,265 11.63 =12 1,181 1,181 10.61 0.00
Banks 2,266 1,954 1,696 14.66 -18.32 1,601 1,695 14.32 -0.37
of which: Currency and deposits 615 538 433 3.98 -19.52 510 557, 5.00 9.22
Other sectors (enterprises) 3.215 3,208 3,269 30.03 1.90 3,135 3,036 27.27 -3.16
Direct investment 477 540 1,064 9.78 97.04 1,063 1,239 11.13 16.56
Total 9,686 9,872 10,884 100.00 10.25 11,152 11,135 100.00 —-0.15
Source: CNB
Table 8: Comparison of Debt Indicators, in %
GEvly ir_\deabt. hoime Republic of Croatia® Average
countries Yugoslavia
1983 - 1986 1982 - 1986 1995 1996 1997 1998 1999 2000 1995 — 2000
Growth rate of total debt 8.3 27 26.1 39.3 40.4 28.6 3.0 10.3 246
GDP growth rate -156.8 27 30.2 5.4 1.4 7.5 -8.2 -5.6 5.1
Growth rate of goods and services exports 3.0 0.8 -0.4 10.7 4.8 4.3 —5.3 6.6 3.4
? For data on Croatia, in million USD, the CNB midpoint exchange rate. ® Source: World Debt Tables 1990-91 & 1991-92, Vol. 2 Country Tables, World Bank, Washington D.C., 1990-1992;

Global Development Finance, Vol.2 Country Tables, World Bank, Washington D.C., 1993-1999

product) or the GNP (gross national product) expressed in US
dollars, and exports of goods and services expressed in US dol-
lars. If the growth rate of external debt exceeds the growth rate
of CDP, the ratio of debt to GDP will be increasingly unfavor-
able and the external debt will increasingly burden the annual
economic activity. If the growth rate of external debt exceeds
the growth rate of export of goods and services, the ratio of
debt to goods exports will be increasingly unfavorable and the
external debt will increasingly burden the main activities which
generate foreign exchange (see the section on External Debt in
the June edition). Annual averages are frequently used to see
long-term trends in growth rates and thus estimate sustain-
ability. Table 8 gives the averages for the group of heavily in-
debted countries (the World Bank Classification; see June edi-
tion) in the period of the debt crisis between 1983 and 1986;
for the former Yugoslavia in the period between 1982 and
1986; and for Croatia in the period between 1995 and 2000.
The data for Croatia are stated by years and give the averages
for the said period.

In the period between 1983 and 1986, the heavily in-
debted countries experienced an increase in external debt that
was almost three times the increase in exports, as well asa GNP
decrease, which resulted in an unsustainable external debt and
a debt crises. In the period between 1982 and 1986, the exter-
nal debt of the former Yugoslavia exceeded the growth in ex-
ports by three times, while the GNP growth equaled the debt
increase, which resulted in aggravated debt repayment and a
debt crisis. In the 1995-2000 period, Croatia’s external debt
growth rate was larger than its export growth rate and, except
in 1995, was also larger than the GNP growth rate. This is
clearly shown by the average growth rates for the whole pe-
riod. The average growth rates of external debt, GNP and ex-
ports were 25%, 5% and 3%, respectively. Accordingly, it can
be concluded that the ratio of debt to GDP and the ratio of
debt to exports of goods and services are on a continued
downward trend. The government sector contributed most to
the increase in total external debt.

The first half of 2001 was marked by the dollar strengthen-
ing against the euro and the kuna, which consequently in-
creased the external debt level. Since 55% of the external debt
of the Republic of Croatia was denominated in the euro in the
first half of 2000 (a 1 percentage point decrease compared
with the end of 2000), and only 33% in US dollars (and 12% in
other currencies), the weakening of the euro against the dollar
decreased the total debt by USD 675m in 2000. The external
debt would have increased by the same amount if it had been
denominated in US dollars only.

The period of high repayment quotas, estimated to be USD
1.9bn this year, has continued. Since a portion of the debt (es-
pecially the debt inherited from the former Yugoslavia) has
been rescheduled based on new borrowings (government
bonds), the structure of payments to be made in the upcoming
years has also changed. Although previous projections indi-
cated a downward trend in repayment quotas after 2002,
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which were estimated to be below USD 1bn, the new projec-
tion shows that the repayments quotas will be larger than USD
Tbn in the forthcoming period and amount to above USD
1.5bn in 2001 and 2002. The projection is divided into two
parts (modes): a) repayments (mostly old debt) to be made un-
til 2003, and b) repayments to be made in and after 2004 that
are on an upward trend. Such a prolongation of debt repay-
ment term by incurring new debt threatens the sustainability of
the external debt due to the added uncertainty related to vari-
ous economic shocks that may jeopardize repayment.

International Liquidity

What have been the movements in the international liquid-
ity? Although the gross international reserves rose by about
USD 400m and the kuna strengthened against the euro by al-
most 4%, the foreign exchange market pressure index (FEMPI,
for more details see the June edition) fluctuations were strong
in 1999, and especially in 2001 after increased liberalization of
foreign exchange transactions.

The y-axis in Figure 56 represents the standard deviation of
the index (from 0.035 t03.5%). The positive values of the index
indicate appreciation pressures on the currency, while the neg-
ative values indicate depreciation pressures. In the observed
period, the international liquidity measured by the FEMPI fluc-
tuated between the plus and minus of the two standard devia-
tions, and the fluctuations were more pronounced in the pe-
riod after January 1999. The FEMPI trend shows a slight up-
ward movement in the period.

However, three major disruptions in the foreign exchange
market can be seen. The first was in January 1999, when the in-
dex fell by more than two standard deviations (-0.072), show-
ing depreciation pressure. The second was in July 2000, when
the index exceeded the two standard deviations and had a
positive sign (0.079), showing appreciation pressure. The larg-
est disruption (0.086) came in July 2001, when the exchange
rate appreciated strongly (3%) compared with the previous
month.

Figure 56
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The high volatility in international liquidity and the develop-
ments in the balance of payments and external debt send
warning signals to monetary policy makers. Such volatility in-
creases the influence of the market and market expectations
and diminishes the effectiveness of predictable monetary pol-
icy measures, as evidenced by the recent economic literature.

Government Finance

Budget Highlights in the Second and
Third Quarter of 2001

The government’s policy target for the end of 2001 is a
consolidated® central government deficit of 5.3% of GDP at
most, without capital revenues. This year’s total deficit ceiling,
excluding capital revenues, is HRK 9.0-9.2bn, provided that
GDP reaches HRK 170-174bn. If no changes occur in the
movements of budgetary items, the deficit on a cash basis® is
expected to be between HRK 10.5bn and HRK 10.9bn (capital
revenues excluded), or 6.3% of GDP. No major changes are to
be expected on the revenue side of the consolidated central
government budget in 2001 since the government has no in-
tention of changing taxes or improving the tax collection from
the informal economy. Hence, the budget expenditures
should be cut by HRK 1.5-1.9bn by the year-end to achieve
the targeted consolidated central government deficit. The time
available to the government to cut budget expenditures is, at
best, the fourth quarter of 2001, after the September parlia-
mentary session at which new laws are to be adopted.

In the period of January till July, 2001, the nominal consoli-
dated central government deficit was HRK 4.3bn, or HRK
4.5bn if capital revenues are excluded. During the first official
revision of the government budget outturn in July, in accor-
dance with the stand-by arrangement, the government dis-
closed unfavorable financial developments in four areas: child
benefit payments, pension payments, the civil service wage bill
and the financial position of the health fund (CIHI). The most
important restrictive measures up to now are a cut in civil ser-
vice wages caused by a cut in basic wages and the introduction
of new coefficients, and the devolution of central government
authority to the local level, as of July 2001. In addition, car im-
port exemptions for war veterans were abolished at the begin-
ning of June 2001, which has, among others, contributed to a
strong growth in import levels in the first half of the year.

The technical budget revision has changed the activities of
the pension fund (CPII). More precisely, contribution and pen-
sion payments in Croatia have been transferred to the single
treasury account, whereas the expected 2001 privatization
revenues went down from HRK 8.7bn to HRK 6.5bn. The two
events dominating the sphere of government financing in the
second quarter of 2001 were the privatization of an additional
16% in Croatian Telecom (HT) and the new Law on the CNB.
The government budget will realize an inflow of EUR 500m

5 The difference between the unconsolidated and consolidated central
government budget is explained in Box 4.

6 The difference between the government budget reported on a cash and
accrual basis is explained in Box 5.
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from the HT privatization in the beginning of October, with an
additional release of USD 46m, held up since 1999 by prior
agreement between the government and Deutsche Telekom
(DT). The changes introduced by the new Law on the CNB
mostly relate to a change in the institutional status of the CNB,
and they have not directly influenced government financing
since the previously available option of short-term government
borrowing from the central bank of up to 5% of the current
year budget was not much used in the last two years. This op-
tion does not exist in the present law, so that the government
has been definitely prevented from borrowing from the central
bank, and thereby also from monetizing the budget deficit.
The stated measures and financing methods are a part of the
government'’s efforts to restrain its expenditures. Other restric-
tive measures that might lead to the same results are not at the
government’s discretion. Instead, they have to be adopted by
the Parliament in an emergency procedure since they require
changes in legislation to restrict expenditures for social security
transfers. The emergency procedure and the adoption and im-
plementation of the new laws as soon as possible, probably in
September, are needed if the effects of these measures are to
be feltin this budgetary year. To cover the widening deficit, the
government borrowed additional EUR 250m on the interna-
tional market in July, by enlarging the March 2001 issue of
bonds. Furthermore, the government issued EUR 200m worth
of domestic bonds, bearing 6.7% interest and maturing in 3
years. This was the first successful domestic market placement
of government securities with longer maturities. Generally
speaking, in addition to the uncertainties regarding the cut in
expenditures, the government has been focused on the prob-
lem of financing this year’s budget deficit. After 2001, in which
considerable financing resources have been used to cover the
deficit, the beginning of 2002 will bring large costs stemming
from the pension reform (starting in January 2002), and exter-
nal debt repayments of USD 542m due in the first quarter of
2002. It seems that larger, if any at all, privatization revenues
will not be at the government’s disposal in 2002, so that the
surplus funds from privatizations in 2001 will be transferred to
2002. However, this will not be sufficient to cover needs for fi-
nancing. The necessity to enter international financial markets
in that case will only increase the need to prolong the stand-by
arrangement with the IMF if the current favorable trend in bor-
rowing on the international financial market is to be continued.

The Outturn of the Consolidated Central Government
Budget

Overall, Current and Primary Deficits of the Consolidated Central
Government Budget

In the April-July period of 2001, the total consolidated cen-
tral government deficit in nominal terms rose by HRK 1.0bn,
amounting to HRK 4.35bn (cumulative for January-July). It was
HRK 7.7bn (4.9% of GDP) in 2000. Under the stand-by ar-
rangement, the consolidated central government deficit is ob-
served without privatization revenues’ since they produce
one-time effects and do not provide information on viability of
government operations. Viewed from this perspective, the

Figure 57
THE TREND IN OVERALL AND CURRENT DEFICT/SURPLUS
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real® consolidated central government deficit was 39.7% lower
in the January-July period of 2001 than in the same period of
2000.

The current balance shows the government’s ability to fi-
nance current expenditures (excluding capital investments) by
current revenues. Lower current revenues than expenditures
could, in the long run, lead to a substantial upturn in govern-
ment debt and a new wave of creating arrears. This year’s
movements in the current balance of the consolidated central
government budget have been on a positive trend (Figure 57).

The trend in the cumulative real value of the current deficit
was HRK -734.3m, or 33.0% lower in the first seven months of
2001 than it was in 2000. The current deficit started widening
sharply in February 2000, and reached its high in October
(HRK -417m) due to, among other things, the settlement of in-
herited government arrears.” In June and July 2001, the real
trend in the current balance was again positive, mostly owing
to a cut in consolidated central government expenditures.
These trends suggest that the government measures taken up
to now have resulted in reduced expenditures and thus, a nar-
rower deficit. Nevertheless, the delayed implementation of re-
strictive measures (due to local elections and political tensions
at the most recent extraordinary parliamentary session) has
threatened the 2001 government spending targets.

The primary government budget'® deficit is the difference
between total revenues and expenditures less interest pay-
ments. It shows the size of the gap between total revenues and
the part of expenditures influenced by the fiscal policymakers.
The real trend in the primary government budget deficit indi-
cates a partial recovery in the second quarter of 2001; it was
13.7% lower than in the preceding quarter. However, the cu-
mulative data for the first seven months of 2001 are very prom-

7 With additional modifications

8 “Real” data refer to the series deflated by the index December 1999 =
100.

9 The differences between the deficit on a cash basis and accrual basis, and
changes in government arrears over the last years are described in Box 5.

10 The definition of the government budget is given in Box 4.
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Figure 58
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ising, showing that the primary government budget deficit was
more than double (121.8%) those levels from the same period
last year. In absolute terms, the real primary deficit grew by
HRK 2.2bn (Figure 58). This implies that the government is un-
able to pay interest payments out of total revenues, but rather
pays them by additional borrowing.

Consolidated Central Government Revenues

Consolidated central government revenues stood at mostly
expected levels in the second quarter of 2001. In this period,
tax revenues grew by 0.5% (seasonally adjusted) in real terms
compared with the quarter before. They fell by 2.2% (season-
ally adjusted) cumulatively in the January-July period of 2001
compared with the same period last year (Figure 59).

The mid-2000 increase in excises, which should have cush-
ioned the effects of a drop in income tax revenues and of the
lengthened collection lag for VAT, has not produced the ex-

Figure 59
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pected results. Excise revenues went down 1.0% (seasonally
adjusted) in real terms in the first seven months of 2001 than in
the same period of 2000. This indicates development in the
so-called gray market, primarily in oil (averaging some 60% of
total excise revenues) and cigarettes (averaging some 30% of
the total). The decline in income tax revenues, expected in the
first quarter of 2001, continued in the second quarter of 2001,
falling by 6.4% (seasonally adjusted) in real terms in the second
quarter compared with the first quarter of 2001 and by 22.8%
(seasonally adjusted) in cumulative terms in the first seven
months of 2001 compared with the same period in 2000. This
downward trend is expected to continue in the forthcoming
period owing to already implemented and announced further
staff reductions in public administration. The trend in real
profit tax income apparently bottomed out at end-2000 and
has since then been growing despite a cut in the tax rate from
35% to 20% at the beginning of 2001. Together with the
growth in the industrial production index, this trend confirms
that company performance has improved on the aggregate
level. Real VAT revenues were 2.6% (seasonally adjusted)
higher in the first seven months of 2001 than in the same pe-
riod last year. An even more considerable increase is expected
in the forthcoming period owing to a strong tourist season (an
increase in the total number of tourist nights of 15.2% in the
January-July period of 2001 over that in the same period of
2000. and the anticipated leap in personal consumption
(around 4.0%). Real revenues from taxes on international trade
continued rising in the second quarter of this year; they rose
31.9% (seasonally adjusted) compared with the first quarter of
2001. Nevertheless, the cumulative real trend shows that they
were off 9.2% in the first seven months compared to that in the
same period last year despite the increase in the value of im-
ported goods ( real import growth was 20.0% in the Janu-
ary-July period of 2001, seasonally adjusted). This can be ex-
plained by Croatia’s accession to the WTO and the bilateral
agreements it signed with numerous countries. Real revenues
from social security contributions have remained on a mild up-
ward trend, after a substantial decline at end-2000. They were
up 1.1% in the second quarter from their levels in the first quar-
ter of 2001. Contribution collection should be more efficient
owing to the inclusion of CIHI financial operations in the gov-
ernment budget. In addition, the Ministry of Finance intends to
unify contributions soon, within the pension system reform.

Table 9: Structure of Current Tax Revenues, in %

1997 1998 1999 2000 Ja’;'o:);’“"

1. Current revenues 100.0 100.0 100.0 100.0 100.0
1.1. Tax revenues 942 948 950 952 95.1
Income tax 7.5 7.8 7.5 6.4 5.3
Profit tax 3.3 3.9 3.9 26 34
Social security contributions 36.7 317 323 323 335
Property tax 0.4 0.4 0.4 0.4 0.4
Retail sales tax 27.8 0.0 0.6 0.2 0.2
Value added tax 00 351 324 343 343
Excises 88 9.1 98 119 10.8
Taxes on international trade 8.6 6.7 7.3 6.1 6.4
Other taxes 0.1 0.0 0.8 0.7 0.7

1.2. Non-tax revenues 5.8 5.2 5.0 4.8 4.9

Source: MoF
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Despite a successful tourist season and real economic
growth, real tax revenues are not expected to be significantly
higher in 2001 than in 2000 owing to a decline in civil service
wages, staff reductions in public administration, the full effects
of the tax burden redistribution (a rise in the income tax thresh-
old from HRK 1,000 to HRK 1,200), the lengthening of the col-
lection lag for VAT, and the developed unofficial economy for
oil, cigarettes and alcoholic drinks.

Within current revenues, non-tax revenues'' have fluctu-
ated considerably over the year. Real non-tax revenues were
7.2% higher cumulatively in the January-july period of 2001
compared with the same period last year. Capital revenues in-
clude inflows from the sale of state- and army-owned apart-
ments. They mostly depend on privatization revenues, which
will be discussed in more detail in Financing.

Consolidated Central Government Expenditures

The downturn in real total expenditures that started at
end-2000 continued in the second quarter of 2001 (Figure 60)
when their real trend value was 3.6% lower than in the quarter
before. The July 2001 data indicate a real decrease in total ex-
penditures of 32.0% compared to July 2000. However, despite
a successful cut in expenditures, the government has been fac-
ing a number of problems in 2001 which could result in the
consolidated central government deficit moving above the tar-
geted 5.3% of GDP. These problems relate primarily to the de-
layed implementation of the new basic wage for civil service
employees and a new system of coefficients, aimed at reallo-
cating income within public administration. Hence, the wage
bill could be some HRK 200-300m higher than targeted. In ad-
dition, the adoption of the new Law on Child Benefits at
end-2000, based on inaccurate estimates, has resulted in an-
nual outlays exceeding the planned by HRK 800-900m. Also,
inflows from pension contributions have been overestimated
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11 Revenues from entrepreneurial and property income, administrative
charges, non-industrial and incidental sale, fines and forfeits.

by HRK 500-700m. On the whole, restrictive measures in the
range between HRK 1.5 and HRK 1.9bn will have to be imple-
mented to meet the targeted consolidated central government
deficit.

Wages

In real terms, outlays for wages were 4.7% lower in the sec-
ond quarter than in the first quarter of 2001. The July 2001
wage bill was 10.0% lower in real terms compared with that in
December 2000. Total nominal budgetary outlays for wages
and contributions were HRK 8.8bn in the first seven months of
2001. To reach the annual target of HRK 14.2bn, the govern-
ment needs to cut these outlays by HRK 300-400m. In other
words, the effects of the implemented governmental decisions
will depend on keeping the wages in the Ministry of Defense
and Ministry of the Interior within that planned. The total cut in
these gross wages should be HRK 430-490m in the period be-
tween August and December of 2001. On the other hand, the
position of the education and science sectors has improved, so
that their total wage bill will be about HRK 600m higher than
planned at the beginning of the year.

Current Transfers and Subsidies

The real trend value of current transfers and subsidies stag-
nated in the second quarter of 2001 at HRK 7.5bn. At the cu-
mulative level, they were 7.8% higher in the first seven months
of 2001 than in the same period last year. Subsidies accounted
for 2.4% of real GDP in 1999 and 2000. The share of social se-
curity transfers'” in real GDP was 15.2% and 14.9% in 1999
and 2000 respectively (in real terms). Social security transfers
continued rising in the second quarter of 2001, totaling HRK
12.1bn in the first seven months of the year. In real terms, gov-
ernment social expenditures moved 12.0% higher in the first
half of 2001 compared with the same period last year, up
14.8% compared with the same period of 1999. In this period,
outlays for pensions grew by HRK 803.4m, for health insurance
by HRK 232.0m, and for child benefits by HRK 683.5m com-
pared with the same period of 2000. Despite the

government’s' intention to reallocate social expenditures by

Table 10: Structure of Total Expenditures, in %

1997 1998 1999 2000 Ja’;'o:):“"
1. Total expenditures (-net lending) 100.0 100.0 100.0 100.0 100.0
1.1. Current expenditures 839 87.1 86.0 904 94.4
Goods and services 452 438 437 465 43.2
—wages 221 217 237 242 251
— other purchases of goods and 232 221 200 223 18.1
services
Interest payments 3.1 3.0 3.2 3.7 5.8
Subsidies and other current transfers ~ 40.6  40.3 39.2 40.2 45.3
— subsidies 40 48 49 5.1 49
— transfers 36.6 355 343 3b.1 40.4
1.2. Capital expenditures 259 234 260 26.2 31.2

Source: MoF

12 Social security transfers are approximately equal to the CPII, CIHI and CBF
transfers to households.

13 Increase in child benefits, repayment of debt to pensioners and a rise in
transfers to the health fund.
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increasing social security transfers to households, inaccurately
estimated outlays have put strong pressure on total expendi-
tures. Untenably high government expenditures for social se-
curity fund transfers are the reason for the reforms in the social
sphere of government transfers.

Extrabudgetary Funds

The real extrabudgetary fund deficit (in the consolidated
central government budget) stagnated at about HRK 3.8bn in
the second quarter of 2001. It stood at HRK 7.6bn in the first
half of the year, or 13.7% more than in the same period last
year, as a result of a rise in the CPII deficit (Figure 61) and an
only superficial'* improvement in the CIHI balance.

The sudden widening of the CPII deficit began in the third
quarter of 2000. A negative real trend, after the first quarter,
continued in the second quarter of 2001; it was 6.0% higher
than in the first, and even 31.5% higher than in the second
quarter of 2000. A higher than planned increase in the CPII

Figure 61
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CENTRAL GOVERNMENT BUDGET
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Table 11: Central Government Debt, end of period, in million HRK

deficit, a more efficient collection of contributions (for pension
and disability insurance) and pension payments have, among
others, led to the transformation of the pension system which
resulted in the transfer of most CPII financial operations to the
government budget. The process of transferring all CPII finan-
cial operations to the government budget is expected to end in
early 2002. This is expected to lower the costs of interest pay-
ments owing to the more favorable terms of the Ministry of Fi-
nance’s short-term borrowing from banks, which is used to
bridge the gap between contributions collected and pensions
paid.

Although its real deficit was down 16.2% in the second
quarter from the first quarter of 2001, the CIHI still has difficul-
ties with arrears. In the first half of 2001, both its “actual” and
“potential” arrears'® grew, by HRK 648.1m'® and HRK 291.8m
respectively. The total stock of its arrears stood at HRK 756.9m
at the end of the first half of 2001. These arrears mostly com-
prise obligations to pharmacies and insured persons (sick pay
benefits).

Financing

The total consolidated central government debt stood at
HRK 66.7bn at end-June 2001, whereas its potential debt
based on the guarantees issued reached HRK 19.0bn."”

Domestic Central Government Debt to Banks

Total banking system claims on the consolidated central
government were HRK 22.8bn net at end-June 2001 (Table
11), up 7.0%, or HRK 1.5bn, compared with December 2000.
Thanks to its successful entry into foreign financial markets in
January 2001, the central government repaid HRK 450m net of
its debt to domestic banks in the first half of 2001. However,
short-term government borrowing via T-bills rose by HRK
3.0bn in the same period. Although the government managed
to increase the share of 182-day T-bills in total T-bills issued to
over 50%, the total debt was HRK 5.6bn at end-June 2001, at
an average interest rate of slightly over 5%.

Balance Change
Dec. 2000 Mar. 2001 Jun. 2001 Jan. — Mar. 2001 Apr. = Jun. 2001 Jan. - Jun. 2001.

1. Domestic debt of central government 21,3447 22,551.6 22,832.8 1,206.9 281.2 1,488.1
1.1 Domestic debt of the Republic of Croatia 18,609.7 15553 20,080.7 1,085.6 485.4 1,671.0
Treasury bills 2,564.6 4,418.0 B B7e.7 1,853.4 1,161.7 3,0156.1
Money market instruments 14.2 11.8 10.6 -2.4 -1.3 -3.6

Bonds 14,082.5 13,631.2 13,070.0 -451.3 -561.2 -1,012.5
Credits from the CNB 0.0 - 0.0 - 0.0 0.0
Credits from DMBs 1,848.4 1,634.2 1,420.5 -314.2 —113.7 —-428.0

1.2 Domestic debt of central government funds 2,835.0 2,956.3 2,752.1 121.4 -204.3 -82.9
Money market instruments 20.5 21.0 20.8 0.5 -0.2 0.2

Bonds 1,686.8 1,7056.1 1,625.2 18.3 =798 -61.6
Credits from DMBs 1,127.6 1,230.2 1,106.1 102.6 -124.1 —21.5

Source: CNB Bulletin, Table I3
15 See Box 5.

14 1tis only superficial because, due to a shortage of funds, the CIHI has
increased the level of its arrears.

16 Source: Obligations of the Croatian Institute for Health Insurance as of
June 30, 2001 (July 18, 2001).
17 Source: CNB Bulletin, Table I3.
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External Central Government Debt

External central government debt was HRK 43.9bn in June
2001, up HRK 5.2bn over that in December 2000. The new in-
flow of foreign funds stemmed mostly from Samurai bonds is-
sued in February 2001 (in the counter-value of USD 200m),
and EUR bonds issued in March 2001 (EUR 500m), whereas a
small portion came in the form of bank loans. A portion of
funds from the bond issues was used for an external debt re-
payment of almost HRK 1.0bn in the second quarter.

The government incurred additional debt by augmenting
the March 2001 issue of bonds by EUR 250m in July 2001. It
thus ended this year’s cycle of euro bond issuance using favor-
able foreign market expectations regarding Croatia. The debt
coming due in the second half of 20017 amounts to USD 584m.
The external debt of USD 542m to be repaid in early 2002 will
be accompanied by additional costs from the pension reform
and seasonally common low budget revenues. Furthermore,
the privatization portfolio will not be ready before the end of
2002, whereas the potential debt in the form of government
guarantees that may come due totals USD 78.1m in the first,
and USD 100.8m'® in the second quarter of 2002.

Privatization

Revision of the 2001 government budget provides for fi-
nancing the consolidated central government deficit of HRK

Table 12: External Debt of Central Government, end of period, in million HRK

6.5bn. Up to now, EUR 500m (about HRK 3.7bn) has been
achieved from the sale of a 16% stake in HT with an additional
release of USD 46m (about HRK 380m). Inflow from this sale is
expected in October, provided that certain conditions within
the agreement are met. With the potential sale of additional
HT shares to DT (ESOP program), revenues from the HT privat-
ization might reach HRK 4.7 — 4.9bn. The privatization of
Croatia banka and Dubrovacka banka, prepared by the gov-
ernment, would increase financing funds by HRK 400-450m.
At present, one can only speculate about the method by which
the additional HRK 1.4bn needed to meet the privatization
plan is to be raised. Numerous options are available, from the
sale of the government’s stake in banks (PBZ, Splitska banka,
Rijecka banka) to the sale of its stakes in Pliva and Podravka. It
seems that preparations for privatization of Croatia osiguranje
have not been completed, so that this inflow is not to be ex-
pected in 2001."” More likely, it will occur early next year, thus
mitigating the described financial tensions in the budget at the
beginning of 2002. It seems that no major privatization reve-
nues will be forthcoming until the end of the third quarter of
2002, so that the 2001 privatization surplus (if any) will be
transferred to 2002. This, however, will not be sufficient to
cover financial needs. The exit to international financial mar-
kets would in that case only increase the need to prolong the
arrangement with the IMF in order to continue the favorable
trend in Croatia’s foreign market borrowing.

Current Levels

Change

Dec. 2000 Mar. 2001 Jun. 2001 Jan. —Mar. 2001 Apr. —Jun. 2001  Jan. - Jun. 2001

1. External debt of central government 38,648 44,875 43,906 6,227 -969 5,258
1.1 External debt of the Republic of Croatia 36,562 42,060 41,175 5,497 -884 4,613
Bonds 25,231 30,342 29,703 5,110 -639 4,472
Credits 11,331 11,718 11,473 387 —246 141

1.2 External debt of central government funds 2,086 2,815 2,731 730 -84 645
Bonds 387 727 705 340 -21 319
Credits 1,699 2,089 2,026 390 -63 326

Source: CNB Bulletin, Table 13

18 Source: CNB, Database on external credit operations, balance as of August
31, 2001.

19 The sale of shares in Pliva and Podravka, and privatization of Croatia
osiguranje may be more difficult owing to uncertainties on the
international financial markets, which have resulted from terrorist attacks
on the U.S.
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Box 4: Unconsolidated and Consolidated Central the central government.
Government Budget In consolidating the central government budget, transac-
tions between the government and extrabudgetary funds, as

The government budget can be analyzed on three levels. || a5 transactions among the funds themselves are ex-

The first level is the budgetary central government (state gov-
ernment bodies, the State Agency for Deposit Insurance and
Bank Rehabilitation, the Croatian Guarantee Agency and the

X o : AUTONOMOUS REVENUES AND EXPENDITURES OF
Croatian Road Administration) or the unconsolidated central SOCIAL SECURITY FUNDS (CPII, CIHI, CEI, CBF)
government budget. The second level comprises extrabud-

Figure 62

getary or republic funds and one public enterprises®’, and the -
third includes local government bodies. The consolidated - [
central government budget is formed by consolidating the first
and second level, whereas the consolidated general govern- 20
ment budget is formed by consolidating all three levels. Data :
on general government are published once a year for the pre- 5" B
vious year, so that central government budgets are most often 3 . ‘
used in making current analyses of fiscal policy. ‘ ‘ ‘

Revenues from VAT, excises, income and profit taxes, 10 o
taxes on international trade, other tax revenues, as well as
non-tax revenues are inflows to the government budget. Cap- 2 T [comaol cet o[ ranster om Dot e
ital revenues, mostly resulting from the privatization process, revenues | expenditures | S°¢, $ecur. | the cent. gov. | through funds
are also included in the government budget. From the begin- [Chose | 2382 3381 999 984 030
ning of July 2001, contributions for pension and disability in- (B0 | 2044 37419 =B i 158
surance are not paid to the pension fund’s account, but to the Sotice ok
government budget account within the Treasury. The expen-
diture side includes outlays for subsidies and transfers to ex- Figure 63
trabudgetary funds, interest payments, state government em- EXTRABUDGETARY FUNDS' DEFICIT/SURPLUS IN THE
ployees wages (local governments excluded), the purchase of CONSgt"clgnftg:tiﬁ':::%';gomﬁﬂgmgg”LggDGET
other goods and services, and capital expenditures. .

The second level includes four extrabudgetary funds: the 0
Child Benefit Fund (CBF), the pension fund (CPII), the health P -
fund (CIHI), the Croatian Employment Institute (CEl), and the 200 il Pl L N~
public enterprise Croatian Waters (CW). Each fund has its L a0 =~_ - 1
own budget and some sources of financing — contributions or £ 0 N B Y 4
other autonomous revenues. The funds’ autonomous reve- é 500 N\ S
nues are usually not sufficient to cover their expenditures. £ \\
The largest single expenditure item in the CBF, CPII, CIHI and 00 N |
CEl (also called social security funds) are transfers to house- 00 \
holds, whereas the largest expenditures of CW are capital ex- o0
penditures. The difference between the funds’ autonomous 000
revenues and their total expenditures is mostly settled by gov- 5 55 % 2 8 3 8 3% 38 8 5 5
ernment transfers, used to finance the current and/or capital cr T o ms T ® m -

CPII deficit/surplus ~ ————  CBF deficit/surplus

needs of funds. (Figure 62). A minor portion is covered by — ——  CIHI defici/surplus
borrowing in the fund’s name, which is again guaranteed by

Source: MoF

Tablica 13. Revenues and Expenditures of the Central Government Budget before and after Consolidation in 2000, in billion HRK

U Ldated Consolidated

of which: Transfers

Revenues from the central Expenditures Surplus/deficit R E ditures Surplus/deficit
government budget
Budgetary central government 44.6 - 50.7 6.1 44.6 36.7 7.9
Extrabudgetary funds 37.0 0.0 38.6 -1.6 22.1 37.7 -15.6
Pension Fund 20.2 7.2 20.2 0.0 11.3 20.2 -8.9
Health Insurance Fund 13.1 2.7 14.7 -1.7 9.0 e -4.9
Employment Fund 1.0 0.0 1.0 0.0 0.8 1.0 -0.2
Child Benefit Fund 1.3 1.3 1.3 0.0 0.0 1.3 -1.2
Croatian Waters 1.4 0.4 1.4 0.1 1.0 1.4 -0.4

Source: MoF, Monthly Statistical Review, No. 70.

20 According to the Monthly Statistical Review of the Ministry of Finance
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cluded. This provides an insight into the actual, autonomous
financial position of particular segments of the central gov-
ernment. Thus, for example, the largest part of consolidation
eliminates central government transfers to extrabudgetary
funds. This shows the extent to which a particular fund can
cover its legally proscribed obligations via its autonomous
revenues. Figure 62 shows that the consolidated deficits of
social security funds were HRK 10.0bn and HRK 12.8bn in
1999 and 2000 respectively, and that HRK 9.8bn and HRK
11.1bn respectively were transferred from the government
budget to settle the funds’ obligations to households.

The real trends (deflated nominal monthly amounts, sea-
sonally adjusted) in the consolidated deficits of social security

funds show that they have been widening over time (Figure
63).”" A wider gap between funds’ revenues and expendi-
tures leads to a rise in transfers from the government budget,
which is a considerable added burden on government fi-
nances. Hence, the government (due to the high level of pub-
lic debt, and aware of the consequences of tax increases) is
forced to cut expenditures, among others, in the social
sphere.

21 An exception is the health fund which has been accruing arrears. They are
hidden in calculations on a cash basis, but visible in calculations on an
accrual basis — see Box 5.

Box 5: The Calculation of the Budget Deficit on a
Cash and Accrual Basis or Why Government Budget
Deficits are NOT as They are Presented to the
Public?

Definition of Arrears

Arrears is the term used in economic literature for contrac-
tual financial obligations that are not paid upon maturity. Ob-
ligations categorized as arrears are payments overdue by
more than 90 days. The data on government operations are
presented on an accrual basis when arrears are included in
the budget.

Arrears are a very common phenomenon in Croatia in re-
lation to budgetary deficit financing. Government revenues
have stopped growing in real terms since 1998, while expen-
ditures have continued expanding in real terms. Arrears, as a
way of deficit financing, began rising rapidly in 1998 and
1999. How is a budget deficit financed through arrears? One
way is to continue issuing procurement orders for goods and
services despite the lack of funds and leave them unsettled
even three months after the final contractual date of payment
(e.g. a ministry orders the delivery and installation/network-
ing of computer equipment). Another way is a lengthy delay
in the payment of social obligations (e.g. payment of sick pay
benefits to companies), or legally determined payments to
households (e.g. insured savings). By accruing arrears, the
government increases spending. This is not reflected in the
budget deficit because, on a cash basis, only effected pay-
ments are recorded. Owing to the swift increase in the value
of arrears, it is understandable why the government has not
reported them in its statistical reports. Our assumption is that
arrears are partially “responsible” for the delayed set-up and
operation of the Treasury.

Budget Deficits on a Cash and Accrual Basis

Because statistical data cover only government budget
transactions settled on a cash basis, a generally accepted
opinion is that the government budget deficit has seriously
deteriorated during 2000 and 2001. The actual situation is
quite different. Considerable differences are observable if
deficits on a cash basis are compared with the estimated defi-

Figure 64

CONSOLIDATED CENTRAL GOVERNMENT DEFICITS
ACCORDING TO THE MOF, IMF AND WB ESTIMATES
(excl. privatization revenues)
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Institutional Review, Report No. 22155-HR, World Bank (2001), and LOI, IMF (2001).

Figure 65
COMPARISON OF CONSOLIDATED CENTRAL
GOVERNMENT DEFICIT ON A CASH BASIS AND
DEFICIT ESTIMATES ON AN ACCRUAL BASIS
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cits on an accrual basis (Figure 64).

What can be concluded from Figure 64 is that first, in the
period between 1997 and 1999, the deficits (cash) reported
by the Ministry of Finance were lower than the deficits (ac-
crual) estimated by the other two institutions by the amount
of arrears. Second, the 2000 deficit according to the MoF sta-
tistics is higher than that estimated by the other two sources.
This resulted from a partial settlement, in 2000, of arrears ac-
crued in previous periods. Third, the estimated value of ar-
rears settled?? in 2000 is HRK 3.0 — 5.0bn. Fourth, the real
consolidated central government deficit on an accrual basis
did not continue growing in 2000, and was lower than in
1999 (Figure 65). Finally, by reducing its total arrears, the
government has begun to solve a part of the liquidity problem
in the country.

Current Balance of Arrears

The Treasury, established in early 2001, should primarily
provide the government with more transparent data on the
creation of arrears and enable it to control them. The use of a
single treasury account for ministerial operations prevents un-
controlled borrowing through arrears. Also, one of the gov-
ernment’s obligations under the stand-by arrangement is to

22 Net payment, because new arrears have been incurred in the meantime.

settle all arrears in the medium-term, without creating new
ones. However, two facts are especially disturbing at the mo-
ment. The first is the continued non-transparency of govern-
ment actions with regard to the creation of new arrears,
which results in the lack of public control over this area of
government obligations. The second is the situation develop-
ing in the health fund. Despite the mid-2000 issue of HRK
1.7bn in CIHI bonds, and the settlement of a major portion of
its arrears, the situation has again worsened dramatically
since end-2000. Arrears stood at HRK 756.9m in June 2001
(an increase of HRK 648m compared with end-2000), and
continued to grow briskly, reaching HRK 959.8m at end-Au-
gust. Thus, they grew by HRK 202.9m during July and August.

The CIHI floating debt, i.e. its obligations whose maturity
period has not yet expired, is HRK 2.5bn. These obligations
form potential arrears. In addition, one should not forget the
payment of the principal on issued bonds that will addition-
ally burden the CIHI budget, and implicitly the government
budget as well.

The described situation in the CIHI finances shows the gap be-
tween its revenues and expenditures and is the source of continuous
budgetary deficits unsustainable in the medium-term. It is question-
able whether the proposed laws on a basic package for public health
provision, a new list of prescription drugs, and the introduction of ad-
ditional co-payments will be sufficient to solve the problem of financ-
ing CIHI expenditures.




Statistical Survey



Classification and Presentation of Data
on Claims and Liabilities

Data on financial institutions’ claims and liabilities are classified ac-
cording to institutional sectors and financial instruments. Institutional
sectors are: financial institutions, central government and funds, other
domestic sectors and foreign sector.

The financial institutions sector includes the following sub-sectors:
monetary authorities (the central bank), deposit money banks (DMBs),
other banking institutions and other financial institutions. The central
bank is the Croatian National Bank (CNB). Deposit money banks are
institutions to which the Croatian National Bank has issued a license to
perform banking business services in accordance with the Banking
Law, including savings banks during a transition period. Data on DMBs
do not include claims and liabilities of banks undergoing bankruptcy
proceedings, nor former branches of banks with their headquarters in
the former Yugoslavia. Other banking institutions comprise housing
savings banks, savings and loan cooperatives and investment funds.
Other financial institutions are financial institutions not classified as

banks or other banking institutions (for example insurance companies).

The central government and funds comprise government authori-
ties including the Croatian Roads Administration, State Agency for De-
posit Insurance and Bank Rehabilitation and Croatian Cuarantee
Agency, and the following central government funds: Croatian Institute
for Health Insurance, Croatian Pension Insurance Institute, Croatian
Employment Institute, Croatian Privatization Fund, Croatian Waters
and Croatian Bank for Reconstruction and Development. Other do-
mestic sectors are local government authorities and local funds, public
and private enterprises and households, including craftsmen and
non-profit institutions providing services to households. In some tables
other domestic sectors are divided into the following sub-sectors: local
government (which comprises local government authorities and local
funds), public and private enterprises, and households (including
craftsmen and non-profit institutions).

Foreign sector includes foreign legal and natural persons.

All data on claims and liabilities refer to balances at the end of the
reporting period. Foreign exchange items are reported in their kuna
equivalent at the midpoint CNB exchange rate at the end of the report-
ing period.



MONETARY AND CREDIT AGGREGATES

Table A1: Monetary and Credit Aggregates

End of period, million kuna and %

Net

Monthly rates of growth

e Momn Ol Monoy i MoneyMia T, deomestie UL RSSO higney iy waneyia SO gomesg,  Domestic
assets
1993 December 2,248.9 3,134.4 3,7569.2 10,061.1 12,005.7 20,287.9 - - - - - -
1994 December 4,714.2 6,642.6 6,996.7 17.679.9 16,540.1 27,661.5 11.73 2.20 3.83 2.26 11.84 3.45
1995 December 6,744.1 8,234.9 8,503.2 24,623.0 21,576.3 32,819.5 297 0.89 1.54 3.41 1.00 1.88
1996 December 8,770.4 11,368.9 11,4949  36,701.1 24,960.4  33,831.2 11.35 7.83 7.67 4.88 —5.41 -11.61
1997 December 10,346.1 13,731.4 13,848.8 50,742.0 33,829.0 48,863.4 7.86 8198 3.85 2.16 4.98 4.96
1998 December 9,954.2 13,631.4 13,615.2 57,340.3  44,626.8 59,792.0 7.24 6.92 6.59 251 3.73 0.25
e December®  10,310.0 13,858.9 13,965.7 56,669.3  40,003.8 55,875.8 4.53 5.46 5.48 2.28 0.35 —4.58
2000 April 9,644.6 13,335.4 13,452.7 58,9776  37,798.2 56,231.6 4.55 5255 53888 1.80 2.04 0.17
May 9,875.5 13,857.9 14,011.5 59,997.1 38,697.9 56,372.4 3.47 3.92 415 1.73 2.12 0.25
June 10,259.7 15,032.6 15,180.56  62,031.3  39,958.3 56,508.3 3.89 8.48 8.34 3.39 3.562 0.24
July 11,330.0 17,215.5 17,646.8  65,651.7 39,661.1 57,400.5 10.43 14.562 16.69 5.84 -0.99 1.68
August 11,681.8 17,837.6 18,163.6 68,2165  39,676.9 57,448.2 3.10 3.61 3.62 8IS 0.04 0.08
September  11,746.9 17,244.0 17,4859  68,958.6  40,187.2 57,826.4 0.56 -3.33 -3.73 1.09 1.54 0.66
October 11,265.3 16,702.1 16,9219 69,8099  39,270.1 58,635.4 -4.18 -3.14 -3.23 1.23 -2.28 1.23
November 10,918.1 16,384.7 16,6128 70,4839 39,8735 59,287.9 -3.00 -1.90 -1.83 0.97 1.564 1.29
December 11,717.3 18,030.3 18,256.4  73,061.1 44,043.9 60,863.3 7.32 10.04 9.89 3.66 10.46 2.66
2001 January 10,541.8 16,717.2 16,870.2 74,0625  46,937.0 61,896.7 -10.03 —7.28 —7.69 1.37 6.57 1.70
February 11,4541 16,970.6 17,057.9 75,5624.2 46,900.1 62,858.4 8.65 1.52 1.1 1.97 -0.08 1.65
March 11,346.1 17,395.2 17,4938 77,5046  46,387.0 64,723.8 -0.94 2.50 2.56 2.62 -1.09 297
April 12,097.2 18,252.7 18,368.7 77,6514  48,017.0 65,630.9 6.62 4.93 5.00 0.19 15]] 1.25
May 13,000.3 18,845.0 18,9481 77,8276  48,787.0 65,784.4 7.47 325 &1B 0.23 1.60 0.39
June 12,553.5 19,065.1 19,207.5 79,689.9 49,328.4 67,573.7 -3.44 1.17 1.37 2.39 1.1 2.72
July 14,717.4 20,530.8 20,7259  81,992.6 51,373.4  68,443.7 17.24 7.69 7.91 2.89 4.15 1.29
August 12,206.9 19,838.2 20,121.7 87,747.7 53,164.5 71,626.4 —17.06 =337 =250 7.02 3.49 4.65

? Domestic credit decreased by a one-off 2,759.4 million kuna.

Table A1: Monetary and Credit Aggregates

The table shows data on some basic monetary and credit aggre-
gates, including their monthly growth rates. In September 1999, all the
monetary aggregates were revised. In previous publications of the
CNB, data on claims and obligations of savings banks were not in-
cluded in the compilation of the monetary aggregates.

Reserve money is taken over in its entirety from the Monetary Au-
thorities Accounts (Table C1).

Money (M1) is defined in the same way as the corresponding item
in the Monetary Survey (Table B1). It comprises currency outside
banks, deposits with the CNB by other banking institutions and other
domestic sectors as well as DMBs’ demand deposits. Money (M1a)
comprises currency outside banks and DMBs’" demand deposits, in-
creased by the demand deposits of the central government and funds
with DMBs.

Broadest money (M4) comprises Money (M1), savings and time de-
posits, foreign currency deposits as well as bonds and money market
instruments (all components are taken over from the Monetary Survey,
Table B1).

Net domestic assets are defined as a difference between total liquid
assets and foreign assets (net).

Domestic credit comprises DMBs' claims on other domestic sec-
tors, other banking institutions and other financial institutions.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, those banks’ share in monetary aggregate M1
amounted to 259.3 million kuna and in monetary aggregate M4
amounted to 4,035.8 million kuna. Data for June 1999 are compara-
ble with data for July 1999 if Domestic credit is increased by 3,513.5
million kuna.



MONETARY INSTITUTIONS

Table B1: Monetary Survey

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec.? Dec. Mar Jun Jul Aug.
ASSETS
1. Foreign assets (net) 3,046.7 11,740.7 16,913.0 12,7135 16,655.5 29,017.2 31,117.6" 30,361.56 30,619.3 34,583.2
2. Domestic credit 47,976.6 48,464.9 56,194.9 66,923.1 65,938.6 72,051.4 75,817.2 78,690.4 79,742.6 83,207.9
2.1. Claims on central government and 15,157.1 14,633.7 7.331.4 7.131.1 10,062.8 11,188.2 11,093.4 11,116.7 11,298.9 11,581.5
funds (net)
2.2. Claims on other domestic sectors 32,718.6 33,691.0 48,616.6 59,697.7 55,676.4 60,653.4 64,485.0 67,228.2 67,958.7 71,396.1
2.3. Claims on other banking - - - 0.4 45.4 48.2 77.2 97.1 88.3 63.5
institutions
2.4. Claims on other financial 100.8 140.2 246.8 193.9 154.0 161.7 161.6 2483 396.7 166.7
institutions
Total (1+2) 51,023.3 60,205.6 73,107.8 79,636.5 82,694.1 101,068.7 106,934.8" 109,061.9 110,361.9 117,791.1
LIABILITIES
1. Money 8,234.9 11,368.9 13,731.4 13,5631.4 13,858.9 18,030.3 17,395.2 19,065.1 20,530.8 19,838.2
2. Savings and time deposits 2,158.0 3,386.6 5,698.9 5,683.8 63975 7,651.1 8,951.0 8,920.3 9,253.8 8,874.1
3. Foreign currency deposits 14,099.4 21,817.5 31,278.1 37,970.9 36,966.0 46,901.6 50,706.4 51,210.3 51,546.0 58,468.0
4. Bonds and money market instruments 130.7 128.1 133.6 154.1 436.8 478.2 451.9° 494.2 662.0 567.5
5. Restricted and blocked deposits 10,717.4 8,305.4 5,953.4 4,315.2 3,814.7 2,864.5 2,680.2 2,495.0 2,067.3 2,23356
o/w: Households' blocked f/c deposits 9,812.56 7.170.6 4,573.8 3,419.1 2,742.7 1,695.1 1,465.5 1,371.0 1,071.3 1,061.7
6. Other items (net) 15,682.8 15,199.2 16,412.5 17,981.1 22,120.0 25,143.1 26,850.0 26,867.0 26,302.0 27,809.9
Total (1+2+3+4+5+6) 51,023.3 60,205.6 73,107.8 79,636.5 82,694.1 101,068.7 1069348 109,0561.9 110,361.9 117,791.1

? The privatisation of Privredna banka Zagreb brought about a one-off decrease in its balance sheet total of 2,759.4 million kuna. Loans in f/c to public enterprises diminished on the assets
side and at the same timeobligations to the Republic of Croatia arising from loans in f/c diminished on the liabilities side. Loans in f/c to public enterprises are listed under assets item “2.2.
Claims on other domestic sectors”. Obligations to the Republic of Croatia arising from loans in f/c are listed under assets item “2.1 Claims on central government and funds (net)”.

Table B1: Monetary Survey

The monetary survey shows consolidated data from the Monetary
Authorities Accounts (Table C1) and DMBs’ Accounts (Table D1).

Foreign assets (net) are the difference between total foreign assets
and total foreign liabilities of the CNB and DMBs.

Domestic credit is the sum of corresponding items from Monetary
Authorities Accounts and DMBs’ Accounts. Claims on central govern-
ment and funds are reported on a net basis, i.e. decreased by central
government and funds’ deposits with the CNB and DMBs.

Money is the sum of currency outside banks, deposits by other
banking institutions with the CNB, deposits by other domestic sectors
with the CNB and DMBs’ demand deposits (item Demand deposits in
DMBs’ Accounts, Table D1).

Items Savings and time deposits, Foreign currency deposits as well
as Bonds and money market instruments are entirely taken over from
the DMBs’ Accounts, while item Restricted and blocked deposits rep-
resents the sum of corresponding items from the Monetary Authorities
Accounts (excluding DMBs’ blocked deposits with the CNB) and
DMBs’ Accounts. Other items (net) are unclassified liabilities de-
creased by unclassified assets.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, those banks’ share in DMBs’ balance sheet to-
tal amounted to 4,296.3 million kuna. Data for June 1999 are compa-
rable with data for July 1999 if Claims on other domestic sectors and
Other items (net) are increased by 3,513.5 million kuna.



MONETARY INSTITUTIONS

Table B2: Number of Reporting Deposit Money Banks and Savings Banks and their Classification by Total Asets

Reporting DMBs classified according to their total assets

Savings banks classified according
to their total assets

Total number

Total number

Year  Month of reporting 100 million 500 million 1 billion 2 billion 10 billion of reporting | ess than 10 million 100 million
DMBs Less than 100 kunatoless kunatoless kunatoless kunato less kunaand Savings banks 10 million kuna to less kuna and
million kuna fh.an 500 than 1billion than 2 billion _tl_\an 10 i Pat) _th_an100 i
million kuna kuna kuna billion kuna million kuna

1 2 3 4 5 6 7 8 9 10 1 12 13
1993  December 43 16 12 7 4 2 2 0 0 0 0
1994  December 50 13 21 6 6 2 2 88 22 © 2
1995  December 513 15 20 7 7 2 2 21 7 13 1
1996  December 57 10 26 6 © 4 2 22 10 11 1
1997  December 60 4 28 © 8 g 2 33 12 18 3
1998  December 60 3 26 8 11 10 2 88 4 25 4
1999  December B3 4 23 7 7 10 2 30 5 21 4
2000  April 53 4 22 8 8 9 2 30 5 21 4
May 53 B 21 8 8 © 2 30 5 21 4
June 52 5 20 8 8 © 2 30 5 21 4
July 50 B 18 € 7 € 2 30 5 21 4
August 50 4 18 10 6 10 2 30 5 21 4
September 47 3 17 © 6 10 2 30 5 20 B
October 45 2 16 © 6 10 2 29 5 19 5
November 45 2 16 € 6 10 2 29 5 19 5
December 45 3 1@ ) 6 10 2 29 5 19 B
2001  January 45 3 15 © 6 10 2 27 5 17 B
February 45 3 15 © 5 11 2 27 5 17 5
March 45 3 15 8 6 11 2 27 5 17 5
April 45 3 15 8 6 11 2 26 5 16 B
May 45 3 15 8 6 11 2 26 5 16 5
June 45 5 15 8 6 11 2 26 4 17 5]
July 45 3 15 8 6 11 2 25 4 16 5
August 45 3 15 8 6 11 2 25 4 16 5

Table B2: Number of Reporting Deposit Money Banks and Savings Banks and
their Classification by Total Assets

The table shows the total number of DMBs and savings banks
which report monthly to the CNB. Their operations are shown in the
DMBs" Accounts.

Special reporting requirements applied to savings banks until June
1995. Savings banks were not legally obliged to report on their opera-
tions, so that data up to June 1995 relate only to those savings banks

that reported voluntarily to the CNB. From July 1995 on, the data
cover all registered savings banks. In accordance with the Banking Law,
savings banks must meet the conditions set out in the Law by Decem-
ber 31, 2001, or they will be liquidated.

The table also shows the classification of reporting DMBs and sav-
ings banks according to their total assets.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics.



Table C1: Monetary Authorities Accounts

End of period, million kuna

MONETARY AUTHORITIES

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul. Aug.

ASSETS

1. Foreign assets 10,075.2 12,8189 16,005.6 17,6925 23,135.7 28,747.4 30,6520 32,8439 34,3143 34,339.8
1.1. Gold - - - - - - - 993.8 9445 962.3
1.2. Holdings of SDRs 743.4 695.5 927.0 1.444.4 1,449.2 1,204.2 1,216.9 1,073.9 1,040.7 1,077.6
1.3. Reserve position in the IMF 0.1 0.3 0.7 1.0 1.6 1.8 1.9 1.8 1.8 1.8
1.4. Currency and demand deposits with foreign banks 395.8 165.9 510.6 342.0 1,109.6 7.4 7.6 6.8 7.0 7.3
1.5. Time deposits with foreign banks 8,381.3 11,009.8 12,169.56 11,696.6 17,7024 209869 20,594.7 20,156.6 22,755.3 23,073.1
1.6. Securities in f/c 554.6 947.3 2,396.5 4,107.2 2,871.6 6,545.7 8,829.7 10,609.6 9,663.7 9,216.3
1.7. Nonconvertible foreign exchange 0.0 0.0 1.4 1.4 1.3 1.3 1.3 1.3 1.3 1.3

2. Claims on central government and funds 390.1 218.8 - - 241 0.0 - 0.0 - 41
2.1. Claims in kuna 353.1 206.4 - - 241 0.0 - 0.0 - 41

Bridging loans - - - - - - - - - -

Loans under separate decrees 353.1 206.4 - - - - - - - -

Other loans 0.1 - - - 241 0.0 - 0.0 - 4.1
2.2. Claims in f/c 37.0 12.4 - - - - - - - -

3. Claims on other domestic sectors 0.9 1.1 24.4 1.0 276.8 289.5 275.2 269.7 267.8 265.9

4. Claims on DMBs 220.2 213.9 815} 1,053.8 1,138.7 329.9 227 225.6 15.8 1,972.3
4.1. Credits to DMBs 129.7 212.3 31.0 1,044.4 1,126.3 313.6 6.5 209.8 - 1,955.5

Refinancing of DMBs - - - - - - - - - -
Short-term credits against securities portfolio 25.8 - - - - - - - - -
Lombard credits 96.6 211.3 30.0 252.3 176.7 - - - - 1,955.5
Short-term liquidity credits - - - - 929.0 - - - - -
Other credits 7.3 1.0 1.0 333.0 19.7 14.0 6.5 1.7 - -
CNB bills under repurchase agreement - - - 459.2 - 299.6 - 208.0 - -
4.2. CNB deposits with DMBs 1.3 1.4 25 9.3 13.4 156.2 16.1 15.8 15.8 16.8
4.3. Overdue claims 89.2 0.1 0.0 0.0 0.0 1.1 0.1 - - -

5. Claims on other banking institutions - - - - - - - - - -

Total (1+2+3+4+5) 10,686.4 13,2626 16,0635 18,647.3 2457563 29,366.8 30,950.0 33,339.3 34,697.9 36,682.1

LIABILITIES

1. Reserve money 6,744.1 8,770.4 10,346.1 99542 10,310.0 11,7173 11,346.1 12,5535 14,717.4 12,206.9
1.1. Currency outside banks 3,362.1 4,361.3 5,307.56 5,718.8 5,958.9 6,636.7 6,411.7 7.266.3 7,733.6 7.5639.0
1.2. DMBSs' cash in vaults 134.5 162.2 216.9 251.4 382.1 582/8 87819 485.9 461.0 592.9
1.3. DMBs' deposits 3,244.7 4,256.7 4,821.6 3,980.2 3,960.4 4,540.7 4,545.5 4,777.4 6,502.3 4,061.6

Settlement accounts 197.1 913.5 866.6 467.5 247.9 459.5 1,1563.7 1,229.4 3,062.1 561.6

Statutory reserves 22315 3,343.2 3,955.0 3512.7 37126 4,081.2 3,391.8 3,548.0 3,440.2 3,5600.0

CNB bills on obligatory basis 816.0 - - - - - - - - -
1.4. Deposits of other banking institutions - - - 24 8.6 7.5 4.7 10.1 3.6 0.8
1.5. Deposits of other domestic sectors 2.8 0.1 0.1 1.3 - 0.0 10.2 13.8 16.9 12.5

2. Restricted and blocked deposits 212.2 243.2 101.1 1,787.6 5,016.8 5,805.5 5,937.6 6,806.0 6,819.4 7.758.4
2.1. Statutory reserve in f/c - - - 1,668.4 4,636.2 5,490.5 5,676.1 6,510.8 6,581.7 7.420.0
2.2. Restricted deposits 54.1 78.7 101.1 1191 380.6 315.0 261.4 295.2 237.7 338.4
2.3. Escrow deposits 158.1 164.4 - - - - - - - -

3. Foreign liabilities 1,175.2 1,160.4 1,471.4 1,465.4 1,671.2 1,630.8 1,335.1 1,347.2 1,495.3 2,111.6
3.1. Use of IMF credit 1,174.0 1,168.5 1,468.4 1,461.3 1,501.7 1,290.3 11823815 1,179.7 1,143.2 1,192.1
3.2. Liabilities to international organizations 1.2 1.8 3.0 4.1 6.8 1] 11.6 121 115 11.7
3.3. Liabilities to foreign banks - - - - 162.7 331.0 0.0 155.4 340.6 907.7

4. Central government and funds deposits 395.5 557.6 1,032.7 434.8 397.2 1,157.4 2,341.2 2,672.2 2,367.1 2,416.6
4.1. Demand deposits 89515; 4246 805.7 390.2 394.2 1,008.5 ires9ls! 1,711.9 1,359.1 1,378.3

Central government demand deposits 338.6 342.0 625.7 291.0 388.0 980.8 1,262.2 1,639.3 1,263.6 1,316.4
Central government funds demand deposits 56.9 82.6 180.1 99.3 6.2 27.7 77.6 172.6 95.6 61.9
4.2. Central government f/c deposits = - 147.6 - 0.0 - 768.2 740.9 790.5 840.4
4.3. CNB bills = 133.0 79.4 44.6 29 148.8 28818 219.4 2175 197.8

5. CNB bills 168.3 665.7 722.0 2,242.9 2,887.2 4,207.3 4,517.9 4,267.8 4,134.0 5,953.4
5.1. CNB bills in kuna 168.3 665.7 722.0 830.7 1,262.5 2,394.6 2,580.8 3,157.8 31115 4,453.7
5.2. CNB bills in f/c - - - 1,412.2 1,634.7 1,812.7 1,937.1 1,110.0 1,022.4 1,499.7

6. Capital accounts 2,019.3 1,900.1 2,361.8 2,898.2 4,535.6 5,216.6 5,914.6 6,143.4 5,621.7 6,629.6

7. Other items (net) -28.2 —44.7 285 -135.8 -242.4 -368.1 —442.6 —-450.8 —-457.0 —494.2

Total (1+24+3+4+5+6+7) 10,686.4 13,262.6 16,0635 18,647.3 24,5753 29,366.8 30,950.0 33,339.3 34,5697.9 36,582.1




MONETARY AUTHORITIES

Table C1: Monetary Authorities Accounts

The table reports data on claims and liabilities by monetary authori-
ties. In September 1999, the data were revised, with savings banks be-
ing transferred for the sub-sector other banking institutions to the
sub-sector banks. The whole data series has been revised accordingly.

Foreign assets include the following forms of foreign currency and
kuna claims on foreign legal and natural persons: monetary gold, hold-
ings of special drawing rights, foreign cash in vaults, reserve position in
the International Monetary Fund, current account balances with for-
eign banks, time deposits with foreign banks, foreign currency security
investments and other claims.

Claims on central government and funds are loans and overdue
claims on the budget of the Republic of Croatia. Claims in kuna were
short-term loans granted for the purpose of overcoming timing differ-
ences between incoming revenues and execution of budgetary expen-
ditures, long-term loans granted by special decrees by the government
of the Republic of Croatia, and overdue claims on the budgetary cen-
tral government based on the liabilities to the IMF and foreign banks.
Item Claims in foreign currency was a counter-entry to the liability to
the IMF based on the succession of membership in that institution. In
accordance with the new Law on the Croatian National Bank that en-
tered into force in April 2001, the Croatian National Bank may not ex-
tend credit to the Republic of Croatia.

Claims on other domestic sectors are loans and overdue claims on
other domestic sectors, including banks in bankruptcy proceedings.

Claims on DMBs are credits to DMBs, deposits by the CNB with
DMBs and overdue claims on DMBs. Credits to DMBs are split accord-
ing to the type of financial instruments. Refinancing of DMBs include
loans granted within general and selective quotas up to the end of
1993, as well as advances to DMBs for performing exchange office op-
erations. Refinancing loans granted within the general and selective
quotas were paid back in their entirety by the end of April 1994. In July
1994, they were formally revoked. Item Lombard credits comprises
credits to DMBs for regular maintaining of the day-to-day liquidity,
which were replaced by lombard credits in December 1994.
Short-term liquidity credits, which have been granted since the begin-
ning of 1999, also serve to bridge liquidity problems. Other credits in-
clude intervention credits, special credits for bridging liquidity prob-
lems granted in the past (initial credits, prerehabilitation credits) and
due but unpaid credits. Overdue claims on DMBs comprise settlement
account overdrafts (until mid-1994) and banks’ failure to correctly and
promptly allocate and maintain statutory reserve requirements.

Since May 1999, Claims on other domestic sectors include overdue
claims on banks against which bankruptcy proceedings have been initi-
ated. Due to the reclassification of savings banks from the sub-sector
other banking institutions to the sub-sector banks, data for Claims on
DMBs and Claims on other banking institutions have been revised.

Reserve money consists of currency outside banks, cash in DMBs’
vaults, DMBs’ deposits with the CNB, other banking institutions’ de-
posits and other domestic sectors’ deposits with the CNB. DMBs’ de-
posits are: settlement account balances, statutory reserves deposited
on a special account with the CNB as well as CNB bills on an obligatory
basis. Deposits by other banking institutions are settlement account
balances of housing savings banks. Deposits by other domestic sectors
are other domestic sectors’ giro account balances which, on the basis
of legal acts are deposited with the Croatian National Bank.

Restricted and blocked deposits include required foreign exchange
reserves, restricted deposits and blocked foreign exchange deposits.
Banks and savings banks are required to place foreign exchange re-
serve deposits in accounts at the Croatian National Bank on the basis of
certain foreign exchange deposits they hold. Restricted deposits are
kuna funds set aside on the basis of a court order or legal regulation
and deposits of banks against which bankruptcy proceedings have
been initiated. Blocked foreign exchange deposits are funds that were
set aside in special accounts at the Croatian National Bank for repaying
unpaid amounts due to foreign creditors.

Foreign liabilities include use of IMF credits, liabilities to interna-
tional financial institutions and foreign banks.

Central government and funds deposits are demand deposits and
foreign currency deposits of the Republic of Croatia and central gov-
ernment funds with the CNB, and CNB bills purchased by central gov-
ernment institutions.

CNB bills are kuna and f/c CNB bills on a voluntary basis, excluding
CNB bills voluntarily purchased by central government institutions.

Capital accounts include reserves, provisions and the income and
cost accounts.

Other items (net) are unclassified liabilities decreased by unclassi-
fied assets of the Monetary Authorities Accounts.

Due to the reclassification of savings banks from the sub-sector
other banking institutions to the sub-sector banks, data for Currency
outside banks, DMBs’ cash in vaults, DMBs’ deposits and Deposits of
other banking institutions were revised. Since May 1999, deposits of
banks against which bankruptcy proceedings have been initiated are
included as well.



Table D1: Deposit Money Banks" Accounts

End of period, million kuna

DEPOSIT MONEY BANKS

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec.” Dec. Mar. Jun Jul. Aug.
ASSETS
1. Reserves with the CNB 3,350.3 4,409.6 5,045.6 5,908.1 8,987.9 10,688.9 10,625.5 11,796.5 13,666.6 12,094.6
1.1. In kuna 3,350.3 4,409.6 5,045.6 4,239.7 4,352.6 5,098.4 4,949.5 5,285.6 6,984.9 4,674.6
1.2.Inf/c = = = 1,668.4 4,635.3 5,490.5 5,676.1 6,5610.8 6,681.7 7.420.0
2. Foreign assets 9,296.6 12,549.6 16,185.8 12,763.1 12,400.1 19,710.4 20,416.7 18,258.3 17,444.7 23,493.5
3. Claims on central government 17,188.1 16,693.4 15,238.8 14,864.2 16,264.4 19,076.0 19,676.4 19,313.7 19,145.6 19,691.8
and funds
3.1. Bonds arising from blocked f/c 10,078.3 8,291.1 6,714.4 5,802.3 5,419.9 4,484.4 4,036.4 3,847.7 3,306.7 3,502.9
deposits
3.2. Big bonds 5,060.9 2,4385 2,291.9 2,103.1 1,321.8 1,475.7 1,712.4 1,696.6 1,686.3 1,677.6
3.3. Other claims 2,048.9 5,963.8 6,232.5 6,958.8 9,622.8 13.115.8 13,927.6 13,769.4 14,152.6 14,511.3
4. Claims on other domestic sectors 32,717.7 33,689.9 48,592.2 59,696.7 55,399.7 60,363.9 64,209.8 66,958.5 67,690.9 71,130.2
4.1. Claims on local government and 1471 145.4 308.8 654.0 905.6 1,174.9 1,186.8 1,163.9 1,105.3 1,206.9
funds
4.2. Claims on enterprises 27,827.4 26,929.3 35,487.2 41,2255 35,2443 35,890.7 37,892.8 38,972.6 39,466.5 41,031.7
4.3. Claims on households 4,743.2 6,615.2 12,796.2 17,717.2 19,249.8 23,298.3 25,130.1 26,822.0 27,1191 28,891.7
5. Claims on other banking institutions - - - 04 45.4 48.2 77.2 97.1 88.3 63.5
6. Claims on other financial instituions 100.8 140.2 246.8 193.9 1564.0 161.7 161.6 248.3 396.7 166.7
Total (1+2+3+4+5+6) 62,653.6 67,482.7 85,309.3 93,326.4 93,251.5 109,949.1 115,167.2 116,672.4 118,332.8 126,640.3
LIABILITIES
1. Demand deposits 4,870.0 7,007.5 8,423.8 7.808.9 7.891.5 11,386.0 10,968.6 11,774.9 12,776.6 12,285.9
2. Savings and time deposits 2,158.0 3,386.6 5,698.9 5,683.8 5,397.5 7,651.1 8,951.0 8,920.3 9,253.8 8,874.1
3. Foreign currency deposits 14,099.4 21,8175 31,2781 37,970.9 36,966.0 46,901.6 50,706.4 51,210.3 51,546.0 58,468.0
4. Bonds and money market 130.7 128.1 133.6 154.1 436.8 478.2 709.3 494.2 662.0 567.5
instruments
5. Foreign liabilities 15,150.0 12,467.4 13,807.1 16,176.8 17,209.1 17,809.7 18,358.6 19,393.6 19,644.4 21,138.5
6. Central government and funds’ 2,025.6 1,720.9 6,874.7 7,298.3 5.,828.6 6,730.5 6,241.8 5,524.8 5,479.6 5,697.8
deposits
7. Credit from central bank 182.6 267.8 33.7 1,049.2 1,138.7 328.8 22.6 225.6 15.8 1,972.3
8. Restricted and blocked deposits 10,662.4 8,223.6 5,852.3 4,196.0 3,434.2 2,5649.6 2,318.8 2,199.7 1,829.6 1,895.1
o/w: Households’ blocked f/c 9,812.5 7.170.6 45738 3,419.1 2,742.7 1,695.1 1,465.5 1,371.0 1,071.3 1,061.7
deposits
9. Capital accounts 15,392.3 15,440.8 17,027.0 19,785.6 21,975.4 24,9531 25,329.2 24,667.2 24,571.8 25,378.7
10. Other items (net) -2,017.4 -2,977.4 =37188) —6,797.2 —-7,026.4 -8,839.4 —8,439.2 -7.738.2 -7,446.9 -9,637.4
Total (1+2+3+4+5+6+7+8+9+10) 62,653.6 67,482.7 85,309.3 93,326.4 93,251.5 109,949.1 115,167.2 116,672.4 118,332.8 126,640.3

“ The privatisation of Privredna banka Zagreb brought about a one-off decrease in its balance sheet total amount of 2,759.4 million kuna. Loans in f/c to public enterprises diminished on the
assets side and at the same time obligations to the Republic of Croatia arising from loans in f/c diminished on the liabilities side. Loans in f/c to public enterprises are listed under assets item

“4.2 Claims on enterprises”. Obligations to the Republic of Croatia arising from loans in f/c are listed under liabilities item “6. Central government and funds’ deposits”.

Table D1: Deposit Money Banks” Accounts

DMBs’ Accounts include data on DMBs’ claims and liabilities.
DMBs’ mutual claims and liabilities are consolidated. In September
1999, the data was revised to include savings banks. The whole data
series was revised accordingly.

Required reserves held at the central bank include kuna and for-
eign exchange reserves. Kuna reserves include vault cash and kuna
funds held in accounts at the central bank. Foreign exchange reserves
include foreign exchange held in accounts at the central bank.

Foreign assets are the following forms of kuna and foreign currency
claims on foreign legal and natural persons: foreign cash in vaults, de-
posits with foreign banks (including loro letters of credit and other col-
lateral), securities, loans, and equities.

Claims on central government and funds are the following forms of
claims in kuna and foreign currency: securities and loans. The main
forms of claims on the central government are shown separately:
bonds issued in accordance with the Law on Converting Households’
Foreign Exchange Deposits into the Public Debt of the Republic of
Croatia, and bonds issued in accordance with the Law on the Issue of
Bonds for the Restructuring of the Economy of the Republic of Croatia.

Claims on other domestic sectors include the following claims in

kuna and foreign currency: money market instruments, bonds, loans
(including acceptances), and equities.

The same forms of kuna and foreign currency claims are included in
claims on other banking institutions and other financial institutions,
with one difference: Claims on other banking institutions also include
deposits with those institutions.

Items Demand deposits, Savings and time deposits, Foreign cur-
rency deposits as well as Bonds and money market instruments com-
prise banks’ liabilities to other domestic sectors, other banking institu-
tions and other financial institutions.

Demand deposits include giro and current accounts balances and
banks” obligations arising from kuna payment instruments issued, mi-
nus currency in the payment system, i.e. checks in banks’ vaults and
checks in collection.

Savings and time deposits are kuna sight deposits as well as kuna
time and notice deposits.

Foreign currency deposits are foreign currency sight deposits as
well as foreign currency time and notice deposits.

Bonds and money market instruments are banks’ liabilities for secu-
rities issued (net) and loans obtained. Issued debt and hybrid instru-
ments, purchased by foreign investors, are excluded from this item.

Foreign liabilities comprise the following forms of kuna and foreign
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currency liabilities to foreign legal and natural persons: giro and current
accounts, savings deposits (including loro letters of credit and other
forms of collateral), time deposits, loans received and liabilities due. Is-
sued debt and hybrid instruments, purchased by foreign investors, are
also included in loans received. Central government and funds’ deposits
are all forms of DMBs’ kuna and foreign currency liabilities (except re-
stricted and blocked deposits) to the central government and funds.

Credit from central bank comprises loans obtained from the CNB
and deposits by the CNB with DMBs. Repurchase of securities is also
considered and treated as a loan.

Restricted and blocked deposits comprise the following DMBs’ lia-
bilities: kuna and foreign currency restricted deposits by other domes-
tic sectors, other banking institutions, other financial institutions, cen-
tral government and funds as well as foreign legal and natural persons;
and households’ blocked foreign currency deposits, regulated by the
Law on Converting Households” Foreign Exchange Deposits into the
Public Debt of the Republic of Croatia.

Capital accounts are share capital, profit or loss for the current year,
retained profit (loss), required reserves, reserves provided for by the ar-
ticles of association, other capital reserves and provisions for identified
and unidentified losses.

Table D2: Deposit Money Banks' Foreign Assets

End of period, million kuna

Other items (net) are unclassified liabilities decreased by un-
classified assets.

In May 1999, bankruptcy proceedings have been initiated against
several few banks so their assets and liabilities are excluded from mon-
etary statistics. In April 1999, those banks’ share in the DMBs’ balance
sheet total amounted to 5,701.4 million kuna. On the assets side, most
significant were: Claims on enterprises (4,378.7 million kuna) and
Claims on households (701.4 million kuna). On the liabilities side,
most significant were: Foreign currency deposits (3,443.7 million
kuna), Foreign liabilities (1,024.6 million kuna) and Capital accounts
(854.6 million kuna). Beginning in July 1999, the total amount of provi-
sions for identified losses is shown within the Capital accounts item.
Data for June 1999 are comparable to data for July 1999 if Claims on
other domestic sectors and Capital accounts are increased by 3,513.5
million kuna. Other items have been corrected by small amounts.

Tables: D2-D12
This group of tables (with the exception of Table D5) represents an

elaborate presentation of appropriate items of claims and liabilities of
DMBs’ Accounts (Table D1).

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul. Aug.

1. Foreign assets in f/c 9,279.3 12,525.5 16,167.9 12,743.4 12,3562.8 19,619.2 20,362.4 18,198.1 17,392.1 23,4411
1.1. Claims on foreign banks 8,181.56 11,397.8 15,425.6 11,980.5 11,598.5 19,154.9 19,721.6 16,959.6 16,285.7 22,377.0
Foreign currencies 592.0 663.6 850.4 586.9 886.7 1,002.8 771.9 1,008.7 1,242.6 1,266.4
Demand deposits 3,466.1 5,915.6 6,938.5 6,228.6 1,498.5 995.0 985.0 1.177.6 994.6 1,014.8

Time and notice deposits 3,803.8 4,482.7 7,010.9 4,637.1 8,509.4 16,286.7 16,778.9 14,003.2 13,243.2 19,233.0
Securities 76.1 72.7 88.6 51.1 = 454.9 760.1 490.0 516.0 549.4
Loans and advances 156.9 179.7 408.7 343.4 569.8 370.9 380.4 240.8 250.7 272.3
Shares and participations 86.5 83.6 128.4 133.5 134.1 446 45.3 39.4 38.7 41.0

1.2. Claims on foreign nonbanks 1,097.8 1.127.7 742.4 762.9 754.3 464.3 640.7 1,238.4 1,106.3 1,067.1
Claims on foreign governments - - - - 399.9 137.8 244.6 603.0 538.4 569.1
Claims on other nonresidents 804.9 846.2 580.4 583.9 350.4 322.4 392.0 633.8 566.3 496.3
Securities 536.2 492.5 17.7 3.7 45 - - 251.3 171.2 76.0
Loans and advances 268.7 353.7 562.7 580.2 345.9 3224 392.0 382.5 395.1 420.3
Shares and participations 2929 281.4 162.0 179.0 4.0 4.1 4.2 1.6 1.6 1.7

2. Foreign assets in kuna 17.4 24.2 17.9 19.7 47.3 91.2 54.3 60.3 52.7 49.4
2.1. Claims on foreign banks 0.6 5.7 3.6 3.1 16.6 66.1 40.8 46.7 39.1 36.2
2.2. Claims on foreign nonbanks 16.7 18.5 14.3 16.6 30.6 25.1 13.5 13.6 13.5 13.1
o/w: Loans and advances 16.7 185 143 16.6 29.6 23.3 11.6 1.7 12.6 12.2

Total (1+2) 9,296.6 12,549.6 16,185.8 12,763.1 12,400.1 19,710.4 20,416.7 18,2568.3 17,4447 23,493.5

Table D2: Deposit Money Banks' Foreign Assets

This table shows DMBs’ claims on foreign legal and natural persons.

Foreign assets of DMBs’ comprise foreign assets in kuna and foreign
currency.

Claims on foreign banks and Claims on foreign nonbanks (total and
by financial instruments) are shown separately within both foreign as-

sets in kuna and in foreign currency.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, those banks’ Foreign assets amounted to 402.3
million kuna. Through June 1999, some households’ f/c savings depos-
its were included in Demand deposits and f/c savings deposits.
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Table D3: Deposit Money Banks' Claims on the Central Government and Funds

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul. Aug.
1. Bonds (c'part to blocked f/c savings 10,078.3 8,291.1 6,714.4 5,802.3 5,419.9 4,484.4 4,036.4 3,847.7 3,306.7 3,502.9
deposits)
2. Big bonds 5,060.9 2,438.5 2,291.9 2,103.1 1,321.8 1,475.7 1,712.4 1,696.6 1,686.3 1,677.6
3. Other claims 2,048.9 5,963.8 6,232.5 6,958.8 9,622.8 13,115.8 13,927.6 13,769.4 14,152.6 14,511.3
3.1. In kuna 182.6 4,121.2 4,261.8 5,066.1 8,564.0 11,4325 12,335.9 12,348.6 11,602.3 12,022.3
3.1.1. Claims on central government 167.8 4,100.2 4,191.8 4,614.1 7.831.3 9,812.6 10,679.2 10,833.0 10,649.4 11,0185
Securities 1471 4,071.6 4,171.7 4,426.9 6,897.3 8,687.8 9,795.6 10,035.9 9,874.3 9,479.8
Loans and advances 20.6 28.6 20.1 187.2 934.0 1,224.9 883.6 7971 7751 1,638.7
3.1.2. Claims on central government 14.9 21.0 70.0 452.0 732.7 1,619.9 1,656.7 1,615.7 952.8 1,003.8
funds
Securities - 21.0 - - - 647.8 622.1 591.5 632.7 676.4
Loans and advances 14.9 0.0 70.0 452.0 732.7 972.1 1,034.6 924.2 320.1 327.5
3.2.Inflc 1,866.3 1,842.6 1,970.7 1,892.7 958.8 1,683.3 1,691.7 1,420.8 2,550.4 2,489.0
3.2.1. Claims on central government  1,771.2 1,828.5 1,966.7 1,879.5 921.4 1,492.7 1,317.4 1,162.0 1,700.7 1,691.4
Bonds 704.7 1,396.9 11725 1,182.2 518.1 869.2 666.8 538.7 1,036.7 908.9
Loans and advances 1,066.5 431.7 794.2 697.3 403.3 623.5 650.6 623.4 664.0 682.5
3.2.2. Claims on central government 95.1 14.1 4.0 13.2 37.4 190.6 274.3 258.8 849.7 897.6
funds
Securities - 1.8 28 0.2 27.6 35.0 78.7 76.9 741 785
Loans and advances 95.1 2.3 1.3 13.0 9.8 5515 195.6 181.9 775.6 819.1
Total (1+243) 17,188.1 16,693.4 15,238.8 14,864.2 16,264.4 19,076.0 19,676.4 19,313.7 19,145.6 19,691.8

Table D3: Deposit Money Banks' Claims on the Central Government and Funds

The table shows kuna and foreign currency DMBs’ claims on the
central government and funds.

Bonds arising from blocked foreign currency savings deposits are is-
sued in accordance with the Law on Converting Households’ Foreign
Exchange Deposits into the Public Debt of the Republic of Croatia.

Big bonds are those issued in accordance with the Law on the Issue

of Bonds for the Restructuring of the Economy of the Republic of
Croatia.

Other claims are all other DMBs' kuna and foreign currency claims
on central government and funds: securities, loans and equities.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, those banks’ Claims on central government
and funds amounted to 17.8 million kuna.

Table D4: Deposit Money Banks’ Claims on Other Domestic Sectors

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec.” Dec. Mar. Jun. Jul. Aug.
1. Claims in kuna 21,668.8 25,602.5 40,149.5 50,509.7 48,336.4 68,7381 57,600.1 60,484.1 61,236.9 64,478.2
1.1. Money market instruments 76.8 421 81.5 101.8 365.7 231.9 237.8 402.4 408.8 459.3
1.2. Bonds 8.0 2.1 1.7 0.7 0.0 1.0 1.0 23 23 23
1.3. Loans and advances 16,330.0 21,7591 35,971.2 45,956.0 44,505.1 49,566.8 53,820.2 56,561.0 57,410.6 60,589.1
1.4. Shares and participations 5,254.1 3,799.2 4,095.2 4,451.3 3,465.5 3,939.8 3,641.1 3,618.4 3,415.2 3,4275
2. Claims in f/c 11,048.9 8,087.4 8,442.7 9,087.0 7.063.3 6,624.3 6,609.7 6,474.4 6,454.0 6,6562.0
2.1. Securities 3.6 29 0.6 0.6 74.9 112.4 32.6 63.1 60.5 62.2
2.2. Loans and advances 11,045.3 8,084.5 8,442.1 9,086.3 6,988.5 6,612.0 6,577.0 6,411.2 6,393.4 6,689.7
Total (1+2) 32,717.7 33,689.9 48,5692.2 59,696.7 55,399.7 60,363.9 64,209.8 66,958.5 67,690.9 71,130.2

? Loans in f/c decreased by a one-off 2,759.4 million kuna.

Table D4: Deposit Money Banks’ Claims on Other Domestic Sectors

The table shows DMBs’ kuna and foreign currency claims on other
domestic sectors, classified according to financial instruments: money
market instruments, bonds, loans and advances (including acceptances
and purchased claims), and equities and arrears.

Until October 1994, foreign currency loans could be granted only
when a DMB simultaneously borrowed abroad in their own name and
for the account of the end-user.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, those banks” Claims on other domestic sector
amounted to 5,088.0 million kuna. Data for June 1999 are compara-
ble with data for July 1999 if item Loans and advances under Claims in
kuna is increased by 2,904.3 million kuna, item Shares and
participations is decreased by 520.3 million kuna, and if item Loans
and advances under Claims in f/c is increased by 1,129.4 million kuna.
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Table D5: Distribution of Deposit Money Banks' Loans by Domestic Institutional Sectors

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec Dec. Dec. Dec. Dec Dec. Mar Jun Jul Aug.
LOANS IN KUNA
1. Loans to central government and funds 35.1 115 74.6 633.2 1,666.6 2,196.9 1,918.2 1,721.3 1,095.2 1,866.2
1.1. Loans to central government 20.2 11.5 4.6 181.9 934.0 1,224.9 883.6 7971 775.1 1,638.7
1.2. Loans to central government funds 14.9 0.0 70.0 451.3 732.7 972.1 1,034.6 924.2 320.1 327.5
2. Loans to local governments and funds 122.5 125.1 293.2 623.5 785.7 996.8 1,006.9 981.0 968.1 1,021.3
3. Loans to enterprises 11,474.5 15,029.5 22,925.8 27,660.0 24,533.4 25,328.0 27,735.6 28,810.2 29,3742 30,729.7
4. Loans to households 4,733.0 6,604.5 12,752.2 17,672.5 19,186.1 23,2421 25,077.7 26,769.9 27,068.3 28,838.2
5. Loans to other banking institutions - - - 0.4 31.3 335 32.0 32.8 38.0 38.8
6. Loans to other financial institutions 61.3 89.0 166.6 114.2 138.6 105.5 138.7 220.3 364.9 134.0
A. Total (1+2+3+4+5+6) 16,426.4 21,859.7 36,212.4 46,703.7 46,341.6 51,902.8 55,909.1 58,635.3 58,908.7 62,628.2
LOANS IN F/C
1. Loans to central government and funds 773.9 190.2 679.9 637.4 413.1 779.1 846.2 805.3 1,439.6 1,501.6
1.1. Loans to central government 678.8 187.9 678.6 624.5 403.3 623.5 650.6 623.4 664.0 682.5
1.2. Loans to central government funds 95.1 2.3 1.3 13.0 9.8 555 195.6 181.9 775.6 819.1
2. Loans to local governments and funds 214 18.9 13.1 30.5 118.7 171.6 172.9 164.5 120.2 169.8
3. Loans to enterprises 11,0135 8,054.3 8,382.3 9,009.8 6,806.1 6,284.0 6,351.6 6,194.6 6,222.6 6,366.4
4. Loans to households 10.4 1.3 46.8 46.0 63.7 56.3 52.5 52.1 50.8 53.5
5. Loans to other banking institutions - - - - 1.7 - - - - -
6. Loans to other financial institutions - - - - - - - - - -
B. Total (1+2+3+4+5+6) 11,819.2 8,274.7 9,122.0 9,723.8 7.403.2 7.291.0 7.423.2 7.216.6 7.833.0 8,091.3
TOTAL(A+B) 28,245.6 30,134.4 45,334.4 56,427.5 53,744.9 59,193.9 63,332.3 65,751.9 66,741.7 70,719.4

? Loans in f/c to public enterprises decreased by a one-off 2,759.4 million kuna.

Table D5: Distribution of Deposit Money Banks’ Loans by Domestic Institutional
Sectors

The table shows data on kuna and foreign currency loans granted
by DMBs to domestic sectors, including acceptances, financial leases,

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, those banks’ loans amounted to 4,463.3 mil-
lion kuna. Data for June 1999 are comparable with data for July 1999 if
total loans in kuna are increased by 2,972.6 million kuna, and total

payments made on the basis of guarantees and similar instruments and
purchased claims.

loans in f/c are increased by 840.9 million kuna.

Table D6: Demand Deposits with Deposit Money Banks

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001

Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul. Aug.
1. Local governments and funds 495.3 683.8 484.2 514.3 314.7 573.6 590.0 547.1 473.0 684.9
2. Enterprises 31619 4,489.2 5,692.8 4,794.2 4,695.6 7,087.1 6,407.6 6,652.2 7,703.5 7,005.4
3. Households 1,168.8 1,661.3 2,235.7 2,492.2 2,686.5 3,499.7 3,741.8 4,171.2 4,298.8 4,271.6
4. Other banking institutions - - - - 6.9 11.6 111 12.1 121 134
5. Other financial institutions 79.6 208.2 203.8 190.0 190.0 221.7 223.0 397.0 294.1 BileYs
6. Less: Checks of other banks and checks -35.5 -35.0 -192.6 -181.8 -2.2 -7.6 -4.8 4.7 -5.0 -5.0

in collection

Total (1+2+3+4+5+6) 4,870.0 7,007.5 8,423.8 7,808.9 7.891.6 11,386.0 10,968.6 11,774.9 12,776.6 12,285.9

Table D6: Demand Deposits with Deposit Money Banks

The table shows demand deposits with DMBs, classified by domes-
tic institutional sectors.

Demand deposits are the sum of other domestic sectors’, other
banking institutions” and other financial institutions’ giro and current
accounts balances, minus currency in the payment system (i.e. amount

of checks in banks’ vaults and checks in collection). Banks’ obligations
arising from kuna payment instruments issued are included in the
household sector.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, Demand deposits with those banks amounted
to 259.3 million kuna.



DEPOSIT MONEY BANKS

Table D7: Time and Savings Deposits with Deposit Money Banks

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul. Aug.
1. Savings deposits 497.7 719.3 1,116.7 1,117.5 1,371.4 1,676.1 1,642.6 1,729.1 1,692.0 1,701.4
1.1. Local governments and funds - - - 91.7 137.6 94.0 100.3 103.5 108.3
1.2. Enterprises - - - 92.1 142.4 115.4 109.0 50.0 59.5
1.3. Households 497.7 719 1,116.7 1.117.5 1,167.3 1,348.3 14133 1,495.8 1,601.0 1,605.4
1.4. Other banking institutions - - - 2.6 0.6 0.6 7.8 6.7 6.7
1.5. Other financial institutions - - - 17.8 47.2 19.3 16.1 30.8 215
2. Time and notice deposits 1,660.2 2,667.3 4,483.2 4,566.3 4,026.2 5,975.0 7,308.4 7,191.3 7,561.8 71727
2.1. Local governments and funds 81.2 89.7 102.6 185.3 176.1 230.7 286.3 306.2 305.2 332.0
2.2. Enterprises 830.2 1,054.7 1,785.0 1,669.2 1,.417.0 2,871.4 3,800.9 3,407.4 3,642.9 3,104.6
2.3. Households 547.1 1,124.3 1,962.1 1,998.7 1,631.7 1,789.8 2,085.6 2,225.2 2,196.0 2,185.9
2.4. Other banking institutions - - - 8815 20.8 27.0 33.9 411 49.5
2.5. Other financial institutions 201.7 398.6 633.6 813.1 867.8 1,062.2 1,108.6 1.218.6 1,376.6 1,600.7
Total (1+2) 2,158.0 3,386.6 5,698.9 5,683.8 5,397.56 7,651.1 8,951.0 8,920.3 9,253.8 8,874.1

Table D7: Time and Savings Deposits with Deposit Money Banks

The table shows Kuna savings and time deposits by other domestic
sectors, other banking institutions and other financial institutions with
DMBs.

In May 1999, bankruptcy proceedings have been initiated against

several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, Time and savings deposits with those banks
amounted to 323.7 million kuna. In July 1999, certain deposits of local
government, enterprises, other banking institutions and other financial
institutions were reclassified from savings to time deposits.

Table D8: Foreign Currency Deposits with Deposit Money Banks

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul. Aug.
1. Savings deposits 7.952.1 9,242.8 10,750.3 12,140.3 12,228.1 14,566.3 14,895.1 15,265.7 15,607.0 18,121.7
1.1. Local governments and funds 6.0 10.5 111.7 19.5 29.5 16.8 15.8 19.3 24.8 24.3
1.2. Enterprises 1,498.0 1,762.8 1,969.4 2,091.9 1,842.6 2,408.0 2,450.7 2,777.0 2,741.4 3.971.3
1.3. Households 6,419.8 7.419.9 8,616.2 9,976.4 10,256.6 12,0415 12818 12,261.4 12,693.1 13,988.6
1.4. Other banking institutions - - - - 6.4 10.3 1.1 131 19.6 24.9
1.5. Other financial institutions 283 49.5 52.9 52.5 93.0 89.8 98.1 194.9 128.1 112.7
2. Time deposits 6,147.3 12,574.7 20,5627.8 25,830.6 24,737.9 32,335.3 35,811.3 35,944.6 35,939.0 40,346.2
2.1. Local governments and funds - - - - 8.5 8.2 4.7 3.0 29 34
2.2. Enterprises 743.7 1,160.1 1,457.2 1,679.4 1,442.3 2,753.1 2,936.9 3,053.8 3,012.9 4,485.2
2.3. Households 5,276.4 11,209.1 18,849.8 23,994.7 22,957.7 29,097.2 32,266.8 32,321.6 32,310.1 35,162.4
2.4. Other banking institutions - - - - 25 4.2 9.3 4.3 3.6 38
2.5. Other financial institutions 127.2 205.5 220.8 256.5 320.0 472.7 593.6 561.9 609.6 691.5
Total (1+2) 14,099.4 21,817.6 31,278.1 37,970.9 36,966.0 46,901.6 50,706.4 51,210.3 51,646.0 58,468.0

Table D8: Foreign Currency Deposits with Deposit Money Banks

The table shows foreign currency savings and time deposits by
other domestic sectors, other banking institutions and other financial
institutions with DMBs. Foreign currency savings deposits are all for-
eign currency sight deposits and foreign currency payment instruments

issued while foreign currency time deposits also include foreign cur-
rency notice deposits.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, Foreign currency deposits with those banks
amounted to 3,443.7 million kuna.
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Table D9: Bonds and Money Market Instruments

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec Dec. Dec. Dec. Dec. Dec Mar Jun Jul Aug
1. Money market instruments (net) 0.2 0.9 7.0 4.5 1.4 - - - - -
2. Bonds (net) 429 55.6 19.1 241 384.1 353.5 310.8 281.4 274.0 280.0
3. Other domestic borrowing 87.6 71.6 107.5 125.6 51.2 124.7 141.1 212.8 388.0 287.5
3.1. Local governments and funds 9.9 7.3 0.0 0.0 - - - - - -
3.2. Enterprises 6.3 83 29.9 225 13.7 15.2 47.2 45.0 131.6 187.6
3.3. Other banking institutions - - - 54.2 15.7 1.3 24 4.5 15.6 1.1
3.4. Other financial institutions 71.4 551G 77.6 48.9 21.8 108.2 @i 163.3 240.8 88.8
Total (1+2+3) 130.7 128.1 133.6 154.1 436.8 478.2 451.9 494.2 662.0 567.5

Table D9: Bonds and Money Market Instruments

The table shows DMBs’ liabilities for securities issued (net) and
loans received from other domestic sectors, other banking institutions
and other financial institutions.

Money market instruments (net) comprise DMBs’ net liabilities for
CNB bills, bills of exchange (issued and accepted) and other securities
issued.

Bonds (net) comprise DMBs’ net liabilities for kuna and foreign cur-
rency bonds issued, as well as issued debt and hybrid instruments, ex-

Table D10: Deposit Money Banks’ Foreign Liabilities

End of period, million kuna

cluding those purchased by foreign investors.

Other domestic borrowing comprises loans received, reported total
and classified by institutional sectors.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, those banks’ Bonds and Money market instru-
ments amounted to 9 million kuna. In July 1999, certain debt and hy-
brid instruments were reclassified from Time and notice deposits to
Bonds (net). The amount reclassified was 3,513.5 million kuna.

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul. Aug.

1. Foreign liabilities in f/c 15,107.7 12,380.7 13,540.1 15,878.2 17,066.0 17,669.8 18,465.1 19,159.0 19,500.4 20,957.5
1.1. Liabilities to foreign banks 11,995.8 9,365.4 8,979.3 10,657.0 11,525.4 11,957.6 13,643.2 14,474.3 14,836.2 15,989.1
Demand deposits 119.0 206.3 300.9 242.3 157.1 176.3 121.0 1241 133.0 134.1
Time and notice deposits 1,152.8 979.6 2,365.5 4115 1,267.0 345.9 981.1 1,335.9 1,337.1 816.4
Loans and advances 10,724.0 8,179.4 6,313.0 9,903.2 10,101.2 11,435.4 12,5411 13,014.4 13,366.1 15,038.7
1.2. Liabilities to foreign nonbanks 3,111.9 3,015.3 4,560.8 5,321.2 5,540.7 5,712.2 4,821.9 4,684.8 4,664.1 4,968.4
Savings and time deposits 1,204.2 1,496.8 2,056.8 2,892.6 2,6459 2,868.1 3,195.2 3,131.7 3,181.4 3.414.7
Sight deposits 654.2 667.6 608.4 620.5 754.0 745.5 821.6 759.5 826.5 864.0
Time and notice deposits 549.9 829.2 1,448.4 2,272.1 1,791.9 2,122.6 2,373.6 2,372.2 2,354.9 2,550.6
Loans and advances 1,907.8 1,518.5 2,504.0 2,428.6 2,994.8 2,844.1 1,626.7 1,653.1 1,482.7 1,653.7
2. Foreign liabilities in kuna 42.3 86.7 266.9 298.6 143.1 140.0 150.9 234.5 144.1 180.9
2.1. Liabilities to foreign banks 7.5 30.9 187.1 156.3 65.0 37.0 41.2 116.0 46.5 82.5
Demand deposits 6.4 27.0 52.3 70.5 52.6 14.4 13.1 375 415 11.6
Time and notice deposits 1.1 319 128.4 85.8 1.7 22.0 23.6 71.9 3.4 247
Loans and advances - - 6.4 - 0.7 0.7 4.6 6.6 1.6 46.2
2.2. Liabilities to foreign nonbanks 34.8 55.8 799 142.3 78.1 103.0 109.6 1185 975 98.4
Demand deposits 29.6 22.1 42.0 41.0 421 50.8 57.1 70.8 51.1 52.0
Time and notice deposits 0.1 29.4 33.1 96.1 3158 52.2 5245 477 46.5 46.4

Loans and advances 5.1 4.3 4.8 5.2 0.1 - - . — -
Total (1+2) 15,150.0  12,467.4  13,807.1 16,176.8  17,209.1 17,809.7  18,616.0 193936 19,6444 21,1385

Table D10: Deposit Money Banks' Foreign Liabilities

The table shows DMBs’ total foreign currency and kuna liabilities to
foreign legal and natural persons, with the exception of restricted kuna
and foreign currency deposits by foreign legal and natural persons.

DMBs’ foreign liabilities comprise foreign currency liabilities and
foreign kuna liabilities.

Within foreign kuna and foreign currency liabilities, liabilities to for-

eign banks are reported separately from liabilities to foreign nonbanks
(total and by financial instruments). Within foreign liabilities in f/c,
loans and advances also include issued debt and hybrid instruments
purchased by foreign investors.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, those banks’ Foreign liabilities amounted to
1,024.6 million kuna.
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Table D11: Central Government and Funds’ Deposits with Deposit Money Banks

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec.” Dec. Mar. Jun. Jul. Aug.

1. In kuna 1,760.4 1,685.3 2,386.3 3,033.3 3,269.6 3,073.3 3,049.6 2,941.0 2,976.0 3,147.2
1.1. Central government deposits 179.3 131.2 82.1 130.1 330.9 430.0 469.8 366.0 370.0 278.7
Demand deposits 17.9 23.3 31.7 45 74.7 116.7 87.2 217 21.0 19.8
Savings deposits - - - - 15.9 26.1 43.4 35.1 34.9 34.4

Time and notice deposits 126.5 77.4 21.7 100.4 202.3 259.5 311.4 281.2 286.2 196.3

Loans and advances 34.9 30.5 28.7 252 38.1 27.7 27.9 28.0 28.0 28.1

1.2. Central government funds’ deposits 1,681.1 1,454.1 2,304.2 2,903.2 2,938.8 2,643.3 2,579.8 2,574.9 2,606.0 2,868.5
Demand deposits 253.2 102.8 85.7 83.0 40.6 116.9 26.3 144.6 194.7 277.0
Savings deposits - - - - 4.5 15.2 6.5 6.8 6.8 6.8

Time and notice deposits 200.7 38.0 19.4 33.9 57.2 32.6 78.6 96.0 117.6 122.7
Loans and advances 1,127.2 1,313.3 2,199.1 2,786.4 2,836.5 2,478.6 2,468.5 2,327.6 2,286.9 2,461.9

2. Inflc 265.2 136.7 4,488.4 4,265.0 2,6569.0 3,657.1 3,192.2 2,583.9 2,503.5 2,550.6
2.1. Central government deposits 145.4 54.2 4,483.7 4,249.5 2,497.6 3,622.6 3,171.8 2,538.7 2,469.3 2,499.3
Savings deposits 134.3 48.8 160.1 83.2 59.1 1,256.1 460.4 381.2 550.7 539.6

Time and notice deposits 11.1 6.8 0.1 0.1 10.5 27.0 591.8 56.4 55.4 61.1
Refinanced loans and advances - - 4,3235 4,166.2 2,428.0 2,339.4 2,119.6 2,101.2 1,863.3 1,898.5

2.2. Central government funds’ deposits 119.8 81.6 4.7 5.2 61.4 34.6 20.4 452 34.2 51.3
Savings deposits 21.2 58.2 4.7 8.0 55.2 25.0 14.4 38.1 28.4 453

Time and notice deposits 98.6 23.4 - 75 6.1 95 6.0 71 57 6.1

Total (1+2) 2,025.6 1,720.9 6,874.7 7,298.3 5,828.6 6,730.5 6,241.8 5,524.8 2,479.6 5,697.8

? Refinanced loans and advances decreased by a one-off 2,759.4 million kuna.

Table D11: Central Government and Funds’ Deposits with Deposit Money Banks

The table reports total DMBs’ kuna and foreign currency liabilities
to the central government and funds, with the exception of restricted
(kuna and foreign currency) deposits by the central government and
funds with DMBs.

Kuna and foreign currency deposits by the Republic of Croatia and
central government funds are shown separately. Kuna deposits com-

prise demand deposits, savings deposits, kuna time and notice depos-
its, and kuna loans obtained from the central government and funds.
Foreign currency deposits comprise foreign currency sight deposits, as
well as savings deposits, foreign currency time and notice deposits.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, Central government and funds deposits with
those banks amounted to 193.5 million kuna.

Table D12: Restricted and Blocked Deposits with Deposit Money Banks

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul Aug
1. Restricted deposits 693.4 891.8 1,199.4 700.6 691.4 854.4 853.3 828.8 758.3 833.4
1.1. In Kuna 277.8 251.0 260.9 202.5 81.8 131.6 100.1 105.2 107.3 95.2
1.2.Inf/c 415.6 640.8 938.6 498.0 609.7 7228 753.2 723.6 651.0 738.1
2. Blocked f/c deposits 9,969.0 7.331.8 4,662.9 3,495.5 2,742.7 1,6956.1 1,465.5 1,371.0 1,071.3 1,061.7
2.1. Central government 67.9 66.8 69.9 74.0 - - - - - -
2.2. Enterprises 88.7 94.5 9.1 2.4 - - - - - -
2.3. Households 9.812.5 7.170.6 4,573.8 3,419.1 2,742.7 1,695.1 1,465.5 1,371.0 1,071.3 1,061.7
Total (1+2) 10,662.4 8,223.6 5,8562.3 4,196.0 3,434.2 2,549.6 2,318.8 2,199.7 1,829.6 1,895.1

Table D12: Restricted and Blocked Deposits with Deposit Money Banks

The table shows restricted and blocked deposits by the central gov-
ernment and funds, other domestic sectors, other banking institutions,
other financial institutions and foreign legal and natural persons with
DMBs.

Restricted and blocked deposits include two categories of deposits:
restricted (kuna and foreign currency) deposits and blocked foreign
currency deposits.

Blocked foreign currency deposits include households’ foreign cur-
rency deposits regulated by the Law on Converting Households’ For-
eign Exchange Deposits into the Public Debt of the Republic of
Croatia.

In May 1999, bankruptcy proceedings have been initiated against
several banks so their assets and liabilities are excluded from monetary
statistics. In April 1999, Restricted and blocked deposits with those
banks amounted to 39.9 million kuna. In July 1999, data on blocked
deposits of the central government and of enterprises were revised.
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Figure D1

DISTRIBUTION OF DEPOSIT MONEY BANKS' LOANS
BY DOMESTIC INSTITUTIONAL SECTORS

I Nonmonetary
financial
institutions

¥ Government

[] Enterprises

| ] Households

August 2001

Figure D2

DISTRIBUTION OF DEPOSIT MONEY BANKS' DEPOSITS
BY DOMESTIC INSTITUTIONAL SECTORS

I Nonmonetary
financial
institutions

¥ Government

[] Enterprises

| ] Households

August 2001

Note:
Sector “Government” includes the central government and funds and local government and funds.
Sector “Nonmonetary financial institutions” includes other banking institutions and other financial institutions.



HOUSING SAVINGS BANKS

Table E1: Housing Savings Banks" Accounts

End of Period, million kuna

1998 1999 2000 2001

Dec. Dec. Mar. June Sep. Dec. Mar. Apr. May Jun. Jul. Aug.
ASSETS
1. Reserves with the CNB 24 8.6 34 1.8 2.0 7.6 4.7 3.9 6.0 10.1 3.7 0.8
2. Claims on central government and funds 49.7 81.4 136.0 204.0 330.0 497.6 621.1 635.6 652.0 706.0 720.2 850.4
3. Claims on other domestic sectors - 5.8 1.8 - - 1.1 3.0 4.0 4.8 5% 6.8 7.7

o/w: Claims on households = = = = = 0.6 3.0 4.0 4.8 55| 6.8 7.7

4. Claims on banks 54.2 57.0 46.0 46.8 20.2 7.6 10.4 1.4 255 14.5 33.8 375
5. Claims on other banking institutions - - - - - - - - - - - 1.0
Total (1+2+3+4+5) 106.3 162.3 186.7 262.6 3562.2 513.8 639.2 655.0 688.3 736.1 764.4 897.4
LIABILITIES
1. Time deposits 8.7 87.6 129.3 189.0 263.7 437.8 539.9 563.4 580.4 624.2 650.9 785.0
2. Bonds and money market instruments 0.4 - - - 10.0 10.0 10.0 10.0 10.8 10.0 10.0 10.0
3. Capital accounts 108.3 117.4 130.5 124.2 118.5 1125 113.6 107.2 1245 126.5 123.8 124.7
4. Other items (net) -11.0 -562.7 -73.1 -50.6 —-40.0 -46.5 -24.2 -25.7 —-26.7 -23.6 -20.2 -22.2
Total (1+243+4) 106.3 152.3 186.7 262.6 352.2 513.8 639.2 655.0 688.3 736.1 764.4 897.4

Table E1: Housing Savings Banks" Accounts

Housing savings banks” accounts include data on claims and liabili-
ties of the Croatian housing savings banks. All housing savings banks’
claims and liabilities refer exclusively to domestic sectors.

Housing savings banks’ required reserves held at the central bank
include kuna vault cash and kuna funds held in accounts at the central
bank.

Claims on central government and funds are claims in kuna on the
Republic of Croatia and central government funds.

Claims on other domestic sectors include kuna loans to local gov-
ernment and households.

Claims on banks include loans extended to banks, as well as depos-
its with banks.

Item Time deposits includes local government and households’
time deposits.

Bonds and money market instruments are housing savings banks’ li-
abilities for securities issued (net) and loans obtained.

Capital accounts include share capital, profit or loss for the current
year, retained profit (loss), required reserves, reserves provided for by
the articles of association, other capital reserves and provisions for
identified and unidentified losses.

Other items (net) are unclassified liabilities decreased by unclassi-
fied assets.



MONETARY POLICY INSTRUMENTS AND LIQUIDITY

Table F1: Credit Rates of the Croatian National Bank

In percentage, on annual basis

Credit rates

Year Month digzlzgnt On lombard On inter On intra-day On short-term (::eadvances :f" o8 in.actl:urazely
rate credits credits rifin.T.nce quuid_ity statutory statutory O ErviCErS
ey e reserves reserves
1 2 3 4 5 6 7 8 O 10
1992 December 1,889.39 2,840.09 - 6,881.51 - 4,191.93 6,881.51 4,191.93
1993 December 34.49 46.78 = 289.60 = 101.22 289.60 166.17
1994 December 8.50 18.00 19.00 17.00 14.00 - 19.00 22.00
1995 December 8.50 25.49 19.00 17.00 - - 19.00 22.00
1996 December 6.50 11.00 19.00 17.00 = = 19.00 18.00
1997 December 5.90 9.50 19.00 17.00 - - 19.00 18.00
1998 December 5.90 12.00 19.00 7.00 14.00 - 19.00 18.00
1999 December 7.90 13.00 19.00 = 14.00 = 19.00 18.00
2000 April 5.90° 12.00° 18.00° - 13.00 - 18.00° 18.00
May 5.90 12.00 18.00 - 13.00 - 18.00 18.00
June 5.90 12.00 18.00 = 13.00 = 18.00 18.00
July 5.90 12.00 18.00 - 13.00 - 18.00 18.00
August 5.90 12.00 18.00 - 13.00 - 18.00 18.00
September 5.90 12.00 18.00 = 13.00 = 18.00 18.00
October 5.90 12.00 18.00 - 13.00 - 18.00 18.00
November 5.90 12.00 18.00 - 13.00 - 18.00 18.00
December 5.90 12.00 18.00 = 13.00 = 18.00 18.00
2001 January 5.90 12.00 18.00 - 13.00 - 18.00 18.00
February 5.90 12.00 18.00 - 13.00 - 18.00 18.00
March 5.90 9.50° 18.00 = 10.50 = 18.00 18.00
April 5.90 9.50 18.00 - 10.50 - 18.00 18.00
May 5.90 9.50 18.00 - 10.50 - 18.00 18.00
June 5.90 9.50 18.00 = 10.50 = 18.00 18.00
July 5.90 9.50 18.00 - 10.50 - 18.00 18.00
August 5.90 9.50 - - 10.50 - 18.00 18.00

2 Since April 11, 2000; ° Since March 14, 2001.

Table F1: Credit Rates of the Croatian National Bank

The table shows interest rates used by the CNB to calculate and
charge interest on loans and on all other claims.

Credit rates of the CNB are being set by special decisions of the
Council of the Croatian National Bank, on annual basis. Exceptionally,
from June 1995 to September 11, 1996 interest rate charged by the
CNB on lombard credits was 1.5 percentage point higher than the
weighted average interest rate on CNB bills on a voluntary basis (which
serve as collateral for lombard credits) in cases when the weighted av-
erage interest rate was higher than 16.5%. Congruently, from June
1995 to August 1996 the table reports weighted average interest rate
on lombard credits. Interest rate in September 1996 is calculated as the
weighted average of interest rate applied in the first 10 days of Septem-
ber 1996 (according to the regime mentioned above) and fixed interest
rate applied since September 11, 1996.

Time series presented in the table contain certain breaks, due to
changes in CNB’s monetary policy instruments. Consequently, until
November 1994, column 4 shows interest rates on regular credits for
maintenance of day-to-day liquidity, which were granted based on se-
curities portfolio, and from December 1994 onwards, interest rates on
lombard credits.

Furthermore, data shown in column 6 refer, until September 1994,
to interest rates on special credits for savings deposits” payments and
for payments from households’ current accounts, and from October
1994 until September 1997 to interest rates on daily credits for savings
deposits and households’ current accounts in kuna. Daily credits, as
opposed to special credits, are paid back on the same day. In October
1997, this instrument was replaced by daily credits for overcoming

short-term liquidity problems that are collateralized by CNB bills. Since
December 1998 until April 1999, this credit is incorporated in lombard
credit, applying different interest rate for its usage within one day.

Data shown in column 7 refer, until December 1994, to interest
rate on initial credits, and since March 18, 1998, to credits for over-
coming liquidity problems of banks under evaluation for entry into re-
habilitation and restructuring procedures and since February 1999, to
interest rates on short-term liquidity credits. Since December 1999,
data show interest rates on short-term liquidity credit with a maturity
over 3 months which is T percentage point higher than interest rate on
lombard credits. Interest rate on short-term liquidity credit up to 3
months is 0.5 percentage point higher than interest rate on lombard
credits.

Interest rates reported in column 8 refer to the use of statutory re-
serves, which was being used by banks (in prescribed percentage) to
maintain day-to-day liquidity until September 1994. Interest rates paid
until September 1994 on the use of statutory reserve funds in amount
above prescribed and/or for longer period than allowed are shown in
column 9. Since October 1994, interest rates paid on the use of statu-
tory reserve funds are the same as those used for any other failure to
fulfill financial obligations, in accordance with the late interest regula-
tions (shown in column 10).

Until June 1994, the same interest rate was applied to funds used
above amounts available on giro accounts and to inaccurately calcu-
lated or under-appropriated statutory reserves (reported in column 9).
From July to September 1994, interest rate applied to the use of those
funds from the primary issue was 21%, and since October 1994, the
same interest rates have been applied as for other failures to fulfill fi-
nancial obligations, shown in column 10.
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Table F2: Deposit Rates of the Croatian National Bank

In percentage, on annual basis

Interest rates on Interest rates on

Interest rates on CNB bills on a voluntary basis

Interest rates on f/c CNB bills on a voluntary basis

Year Month

statutory reserves  CNB bills on an Due in Due in Due in Due in Due in Due in Due in Due in
dep. with the CNB  obligatory basis 7 days 35 days 70 days 105 days 63 days 91 days 182 days 364 days

1 2 3 4 5 6 7 8 9 10 11 12
1992  December 367.60 556.66 1,057.67 1,889.39 - - - - - -
1993  December 0.00 - 67.84 63.08 97.38 - - - - -
1994  December 5.1 - 9.00 12.00 14.00 - - - - -
1995  December 5.50 16.50 12.00 25.54 27.00 - - - - -
1996  December 5.50 - - 8.00 9.50 - - - - -
1997  December 4.50 - - 8.00 9.00 10.00 - - - -
1998  December 5.90 - - 9.50 10.50 11.00 4.60 3.12 3.08 -
1999  December 5.90 - - 10.50 11.55 12.50 4.83 3.56 - -
2000  April 5.90 - - 9.79 11.00 12.30 453 6.11 - -
May 5.90 - - 9.05 9.80 10.93 4.85 5.28 6.88 -

June 5.90 - - 7.96 8.97 10.00 5.54 5.26 6.73 7.00

July 5.90 - - 7.84 8.84 9.74 5.09 5.94 6.01 -

August 5.90 - - 6.85 7.81 9.12 6.00 5.05 - -
September 5.90 = = 6.78 7.80 9.02 4.90 514 - -
October 5.90 - - 6.70 7.37 7.79 5.93 6.19 - -
November 4.50° - - 6.65 7.00 7.70 6.22 5.15 - -
December 4.50 - - 6.65 7.00 7.70 551 4.83 - -

2001  January 4.50 - - 6.64 6.99 7.70 4.96 5.22 - -
February 4.50 - - 6.63 6.90 - 4.95 5.18 - -

March 3.70° = = 6.61 6.80 7.00 4.68 4.77 = =

April 3.70 - - 6.36 6.73 6.95 4.52 4.38 - -

May 3.70 - - 6.34 6.72 6.93 4.26 4.26 - -

June 3.70 - - 5.48 5.87 6.30 3.98 417 - -

July 3.50° - - - - - 3.98 4.27 - -

August 3.50 - - 4.06 4.80 5.34 3.91 412 - -

? Since November 8, 2000; ® Since March 14, 2001; © Since July 9, 2001.

Table F2: Deposit Rates of the Croatian National Bank

The table shows interest rates paid by the CNB on funds deposited
with the CNB as well as on securities issued.

Interest rates paid by the CNB for appropriated statutory reserve
funds are being set by the Council of the CNB. Until 7 October 1993,
the CNB was setting different exchange rates for statutory reserve funds
based on savings and time deposits. Therefore, for that period the table
reports the weighted average interest rate on appropriated statutory re-
serve funds (column 3). From October 8, 1993 until the end of Febru-
ary 1994, the CNB paid no interest on appropriated statutory reserve
funds, and since March 1994, uniform rate has been applied to these
funds.

Interest rates on CNB bills on an obligatory basis are set by a deci-
sion of the Council of the CNB.

Until October 1993, interest rates on CNB bills on a voluntary basis
were also set by the Council of the CNB, while since November 1993,
they have been set at CNB bills” auction sales. Congruently, since No-
vember 1993, columns 5, 6 and 7 report weighted average interest
rates attained at auctions of CNB bills.

Until October 1994, interest rates on CNB bills on a voluntary basis
due in 30 and 90 days are reported in columns 6 and 7, respectively.
From November 1994 through January 2001, columns 7 and 9 report
interest rates on CNB bills on a voluntary basis due in 917 and 182 days,
respectively.

Since April 1998 columns 9, 10, 11 report weighted average inter-
est rates of CNB bills on a voluntary basis in EUR and USD (until De-
cember 1998 in DEM and USD), due in 63, 91, 182 and 365 days at-
tained at CNB bills’ auctions as a weighted average of subscribed
amounts in those two currencies.
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Table F3: Deposit Money Banks’ Reserve Requirements

Daily averages and percentages, million kuna and %

Reserve Weighted Sty Sr:tel:lzrsy Ot!'ler Ceposits Total reserve VATt i a.vg.
Ve Momh  romemant aversgaMRin% . dopostaduit oSN IO uguementn (oTinerelon Usestrenns
(RR) of res. base P the CNB in % 9 Y qa % of res. base qa
the CNB of RR basis RR
1 2 3 4 5 6=[5/3]*100 7 8=3+7 g 10 11
1993 December 894.9 25.32 804.0 89.84 19.8 914.7 25.88 1.97 143.6
1994 December 1,826.0 26.20 1,779.2 97.44 188.3 2,014.3 28.90 5.63 3.5
(935 December 2,431.8 30.90 2,215.9 91.12 826.5 3,268.4 41.40 7.93 45.9
1996 December 3,652.9 Ll 3,312.0 90.67 - 3,6562.9 851 5.50 0.1
1997 December 4,348.8 32.02 3,914.2 90.01 = 4,348.8 32.02 4.50 0.5
1998 December 3,967.2 29.57 3,469.8 87.46 57.4 4,024.7 30.00 5.28 9.6
1999 December 4,210.1 30.50 3,695.1 87.77 7.8 4,247.4 30.77 5.62 0.9
2000 April 3,978.5 30.03 351745 88.41 27.9 4,006.5 30.24 B.57 3.2
May 3,824.7 28.50 3,368.4 88.07 305 3,855.2 28.73 5.66 1.6
June 3.997.9 28.50 3,613.1 87.87 31.2 4,029.1 28.72 5.66 1.4
July 4,292.8 28.50 3,764.6 87.70 295 4,322.3 28.70 5.69 1.4
August 4,782.5 28.50 4,188.4 87.58 25.2 4,807.7 28.65 B 1.4
September 5,210.1 28.50 4,5659.4 87.51 243 5,234.4 28.63 5.67 1.4
October 5,407.9 28.50 4,737.6 87.61 21.9 5,429.8 28.62 5.56 1.3
November 5,1561.2 26.97 4,622.3 89.73 21.7 5,172.9 27.08 4.44 1.3
December 4,646.8 2417 4,191.6 90.21 5.0 4,651.8 24.20 4.05 1.1
2001 January 4,561.9 23.50 4,030.3 88.35 0.0 4,562.0 23.50 3.98 1.1
February 4,666.4 23.50 3,928.1 84.18 0.2 4,666.6 23.50 379 0.4
March 4,688.1 23.50 3,603.8 74.74 0.7 4,688.8 23.50 3.82 0.2
April 4,825.4 23.50 3,469.0 71.89 0.7 4,826.1 23.50 35 0.1
May 5,030.1 23.50 3,625.8 70.09 0.7 5,030.8 23.50 3.61 =
June 5,108.8 23.50 3,642.8 69.35 0.7 5,109.5 23.50 369 =
Jul\/* 4,904.7 22.38 3,467.4 70.69 = 4,904.7 22.38 3.2e) =
August 4,944.5 22.00 3,486.5 70.51 — 4,944.5 22.00 3.32 —

Table F3: Deposit Money Banks' Reserve Requirements

This table shows data on monthly averages of day-to-day balances
of DMBs’ required reserves with the CNB. Savings banks are included
beginningin July 1999, and the earlier data series has not been revised.

Reserve requirement (column 3) represents the prescribed amount
of funds banks are required to deposit on a special statutory reserve ac-
count with the CNB, or to maintain (in average) on their settlement ac-
counts or in vaults. This amount corresponds with the statutory reserve
instrument of January 1995, while until December 1994 it comprised
two instruments: statutory reserves and liquid assets requirement —
LAR (except for the part in which banks were conforming to this re-
quirement by registering CNB bills on a voluntary basis).

Column 4 shows the weighted average reserve requirement ratio as
a percentage of the reserve requirement (column 3) in the reserve
base.

Column 5 shows the portion of the reserve requirement banks are
required to deposit on a special statutory reserves account with the
CNB (until December 1994 this amount corresponded with the statu-
tory reserves instrument, while since January 1995 a minimum per-
centage of the total reserve requirement banks are required to deposit
on a special statutory reserves account with the CNB has been pre-
scribed). This percentage currently stands at 40%.

Column 6 shows the percentage of the statutory reserves deposited

with the CNB in the total reserve requirement.

Column 7 shows the total amount of other obligatory deposits with
the CNB, including CNB bills on an obligatory basis, those CNB bills on
a voluntary basis used by banks to maintain the prescribed minimal li-
quidity (LAR), special statutory reserves (until July 1995) and statutory
reserves on f/c deposits, f/c credits from foreign banks and guarantees
and f/c credits from foreign banks.

Column 8 shows the total reserve requirement as a sum of reserve
requirement and other deposits with the CNB on an obligatory basis.
Column 9 shows the percentage of total reserve requirement in the re-
serve base.

Column 10 shows the weighted average remuneration rate for all
forms of immobilized funds (i.e. for all components of total reserve re-
quirement).

Column 11 shows the use of required reserves, which includes use
of appropriated statutory reserve funds (authorized and unauthorized),
inaccurately calculated statutory reserves, non-maintenance of the
prescribed minimal liquidity, i.e. (since January 1995) non-mainte-
nance of the minimal average settlement account and vault balance
(determined in accordance with the calculation of statutory reserves),
unregistered amount of the CNB bills on an obligatory basis and inac-
curately calculated special statutory reserves (until July 1995) and inac-
curately calculated statutory reserves on f/c deposits, f/c credits from
foreign banks and guarantees and f/c credits from foreign banks.
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Table F4: Deposit Money Banks’ Liquidity Indicators

Daily averages and percentages, million kuna and %

Primary liquidity

Secondary liquidity

Year Month Free Reserves ratio (in %) o Kuna CNB bills F/c CNB bills
1 2 3 4 5 6 6
1993 December -18.5 -0.562 188.0 1.9 -
1994 December 119.5 1.72 393.7 210.2 -
1995 December 49.4 0.63 199.4 218.7 -
1996 December 267.9 2.63 98.5 780.9 -
1997 December 396.3 2.92 32.7 728.9 -
1998 December 221.9 1.65 4455 850.4 1,377.4
1999 December 179.6 1.30 1,183.6 1,348.7 1,507.6
2000 April 114.3 0.86 420.8 1,632.5 1,162.4
May 270.1 2.01 410.0 1,592.2 1,510.5
June 289.7 2.06 436.2 1,944.9 1,842.1
July 413.9 2.75 303.6 2,392.3 1,601.3
August 215.1 1.28 281.7 2,445.2 1,849.2
September 250.1 1.37 231.0 2,318.4 1,954.8
October 334.2 1.76 182.6 2,378.8 1,705.8
November 310.3 1.62 165.0 2,631.6 1,710.9
December 638.8 3.32 80.1 2,496.0 1,692.7
2001 January 580.2 2.99 121 2,649.2 1,813.6
February 565.6 2.85 39.8 2,309.1 1,774.3
March 642.8 3.22 8.9 2,197.9 19171
April 436.8 213 20.3 2,492.0 1,815.5
May 7285 3.40 3.9 2,245.1 1,433.1
June 530.8 2.44 16.2 2,945.6 1,223.8
July 1,245.2* 5.68% 6.6 2,787.9 1,013.8
August 540.7 2.41 388.4 4,105.9 1,177.1

Table F4: Deposit Money Banks' Liquidity Indicators

The table reports monthly averages of day-to-day balances of some
indicators of DMBs'’ liquidity. Savings banks are included beginning in
July 1999. The earlier data series has not been revised.

Column 3 shows free reserves, defined as bank’s total reserves (on
settlement accounts and in vaults) decreased by the minimal average
settlement account and vault balance, as prescribed by instruments of
the CNB (until December 1994 by the requirement for banks” minimal
liquidity, and since January 1995 by statutory reserve requirement).

Column 4 shows the primary liquidity ratio as a percentage of
monthly day-to-day free reserves averages in monthly day-to-day aver-
ages of deposits which constitute the reserve base.

Column 5 shows the monthly average of day-to-day balances of
secondary liquidity sources used. Secondary liquidity sources com-

prise: use of statutory reserves (until October 1994), regular loans for
maintenance of day-to-day liquidity (until November 1994), use of
funds exceeding those available on the bank’s giro account (until Octo-
ber 1994), special credits for overcoming liquidity problems (initial
credits, credits for overcoming liquidity problems of banks under eval-
uation for entry into rehabilitation and restructuring procedures),
lombard credits (since December 1994), intervention credits for over-
coming liquidity problems (since October 1994), short-term liquidity
credits (since February 1999) as well as overdue liabilities to the CNB.

Column 6 reports the monthly average of day-to-day balances of
CNB bills on a voluntary basis in kuna (until December 1994, this
amount is decreased by the portion of voluntarily registered CNB bills
used by banks to maintain the prescribed minimal liquidity).

Column 7 reports the monthly average of day-to-day balances on
CNB bills on a voluntary basis in foreign currency (EUR and USD).
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Table G1: Deposit Money Banks' Credit Rates

Weighted averages of monthly interest rates, in % on annual basis

Money market

q Interest rates on credits in
interest rates

kuna

Interest rates on credits in kuna

indexed to f/c Interest rates on credits in f/c

Year Month

?\:‘a‘:::ty Onn‘:‘::(:itght a\T:::gle shor(t):erm Iong(Term a\T::gle shor(t):erm Iong(Term a\.:-::gle shor(t):erm Iong(Term
credits credits credits credits credits credits

1 2 3 4 5 6 7 8 O 10 11 12 13
1992 December 2,182.26 2,182.26 2,332.92 2,384.89 1,166.29 20.41 9.90 21.41
1993 December 86.90 34.49 59.00 59.00 78.97 21.84 19.00 23.14

1994 December 17.76 8.50 15:39 156.43 13.82 11.99 12.38 11.65

1995 December 27.16 27.26 22.32 2.56 13.48 19.56 21.62 14.33 15.73 16.56 12.27

1996 December 10.41 9.66 18.46 19.35 11.51 18.97 22.56 12.12 19.28 21.11 10.95

1997 December 9.41 8.46 14.06 14.12 13.24 14.40 16.92 12.25 13.56 14.58 10.05

1998 December 156.81 10.00 16.06 16.22 11.73 13.04 14.28 11.156 6.96 8.29 5.92

ISER) December 12.72 10.00 13.64 13.62 16.14 12.53 13.66 10.81 6.89 7.27 6.57

2000 April 12.41 10.00 14.59 14.65 8.42 12.28 12.86 11.40 5.97 5.66 6.72

May 11.31 7.89 12.52 12.52 13.15 12.18 12.96 11.29 7.22 7.35 7.05

June 8.93 6.67 13.48 13.50 11.64 11.69 11.76 11.61 7.35 7.47 7.12

July 8.34 5.02 11.46 11.48 8.39 11.30 11.87 10.85 6.36 6.14 7.25

August 6.57 3.28 9.90 9.90 13.28 11.21 11.71 10.79 6.45 6.11 7.22

September 5.63 &l 10.73 10.73 11.53 11.64 12.38 11.16 6.85 6.56 8.09

October 4.59 297 10.92 10.94 8.66 11.60 11.93 11.33 6.92 6.75 7.84

November 6.64 5.06 10.90 10.90 11.65 11.34 11.32 11.36 6.96 6.68 8.04

December 4.46 2.39 10.45 10.45 9.90 10.74 11.17 10.62 7.47 7.15 8.20

2001 January 3.81 224 10.81 10.82 10.72 10.26 9.99 10.563 7.40 7.22 7.76

February 4.49 3.31 10.89 10.89 10.84 10.27 QLL) 10.55 6.63 6.31 7.66

March 3.61 271 8.98 8.97 3199 9.82 9.82 9.83 6.94 6.77 7.50

April 5.04 3.60 8.99 8.97 10.46 9.81 3199 9.72 6.38 6.11 7.05

May 413 2.96 9.32 9.31 10.43 10.34 10.33 10.35 6.68 6.35 7.48

June 2.79 2.69 9.88 9.89 9.64 10.15 10.09 10.18 5.47 5.27 6.11

July 3.04 Bin5 €2 ©.38 11.70 €3 9.27 9.34 6.15 6.22 6.7

August 4.04 3.88 9.27 9.256 11.17 9.64 9.76 9.66 5.77 5.36 6.78

Relative significance® 14.29 16.51 52.50 51.95 0.56 13.76 5.50 8.25 2.93 2.07 0.86

? This data represent percentages of related credits in total credits included in calculation of weighted averages of monthly interest rates (for the last month included in this table).

Table G1: Deposit Money Banks' Credit Rates

The table contains weighted averages of DMBs’ monthly interest
rates on credits in kuna and credits in foreign currency, reported on a
yearly basis. Savings banks are not covered.

Columns 3 and 4 show interest rates on the interbank, daily and
overnight money markets, according to information received from the
Zagreb Money Market. Data on DMBs’ interest rates on credits in kuna
and credits in foreign currency are based on DMBs’ periodic reports.
Basis for calculation of weighted averages are amounts of credits bear-
ing corresponding interest rates, which were disbursed during the re-
ported month, with the exception of interest rates on giro and current
accounts credit lines, for which weighted averages were calculated
based on the balance of these loans at the end of the reported month.

Column 5 shows interest rates on total (short-term and long-term)
kuna credits not indexed to foreign currency. Interest rates on

short-term kuna credits (shown in column 6) also include interest rates
on discounted short-term securities (not indexed to foreign currency),
weighted based on their face value.

Columns 8, 9, 10 show interest rates on total (short-term and
long-term) kuna credits indexed to foreign currency, including interest
rates on discounted short-term securities indexed to foreign currency.

Interest rates on foreign currency credits (columns 11, 12 and 13)
refer to credits released in Deutsche Mark or US dollars in a reported
month, while weighted averages are calculated based on their kuna
equivalent using current exchange rate. Credits released in other cur-
rencies are not included in this table.

Relative significance of particular interest rates (reported in the last
line of the table) refers to data for the last period included in the table.
It is calculated as a percentage of corresponding credit category (to
which exchange rates apply) in total credits included in the calculation
of weighted averages for that period.
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Table G2: Deposit Money Banks' Deposit Rates

Weighted averages of monthly interest rates, in % on annual basis

Interest rates on deposits in kuna

Interest rates on Interest rates on deposits in f/c

Year Month

time and savings

Total On demand On time and deposits in kuna Total On demand On time and
average deposi ings deposi indexed to f/c average deposi B e
1 2 3 4 5 6 7 8 9
1992 December 434.47 184.69 1,867.18 6.04
1993 December 27.42 18.16 52.16 5.91
1994 December 5.03 3.65 9.65 6.95
1995 December 6.10 3.88 13.65 12.69 4.57 2.82 6.83
1996 December 4.15 2.19 10.19 9.46 5.09 1.44 7.77
1997 December 4.35 2.19 9.10 7.63 4.77 1.75 6.36
1998 December 4.1 2.31 7.73 7.47 3.98 2.09 4.89
1999 December 4.27 224 8.87 6.62 4.23 1.80 5.43
2000 April 4.03 1.99 8.55 6.36 3.81 1.38 4.93
May 3.91 1.96 8.48 6.00 3.83 1.37 4.95
June 3.59 1.89 7.54 6.75 3.83 1.29 4.98
July 3.34 1.75 7.47 6.40 3.78 1.25 4.92
August 3.42 1.77 7.61 6.43 3.77 1.25 4.94
September 3.47 1.71 7.37 6.67 3.69 1.20 4.67
October 3.48 1.62 7.18 5.77 3.63 1.01 4.67
November 3.57 1.64 7.38 5.64 3.51 1.19 4.55
December 3.40 1.64 7.20 5.54 3.47 1.03 4.57
2001 January 3.45 1.62 7.17 5.19 3.13 1.01 4.06
February 3.60 1.60 7.36 5.22 3.27 0.95 4.26
March 3.60 1.59 7.07 5.64 3.26 0.93 4.23
April 3.54 1.57 7.15 5.40 3.13 0.90 4.07
May 3.32 1.63 6.72 5.94 3.09 0.87 4.04
June 3.18 1.54 6.26 5.69 2.98 0.85 3.88
July 3.04 1.46 6.07 5.29 2.93 0.77 3.87
August 3.11 1.49 6.28 4.63 2.96 0.77 3.94

Table G2: Deposit Money Banks' Deposit Rates

The table shows weighted averages of monthly DMBs' interest rates
on kuna and foreign currency deposits, reported on a yearly basis. Sav-
ings banks are not covered.

Data on interest rates on DMBs’ deposits are obtained from DMBs’
periodic reports.

Column 3 reports weighted averages of monthly interest rates on
total kuna deposits (sight deposits, savings and time deposits) not in-
dexed to foreign currency. Weighted averages of monthly interest rates
on total kuna deposits indexed to foreign currency are reported in col-
umn 6.

Interest rates on foreign currency deposits refer to deposits received
in Deutsche Mark or US dollars, while weighted averages are calcu-

lated based on their kuna equivalent using current exchange rate. De-
posits received in other foreign currencies are not included in the data
reported in this table.

The basis for calculation of weighted averages is the end-of-month
balance of deposits. Kuna and foreign currency time and savings de-
posits are exceptions; for them weighted averages are calculated (since
July 1995) based on the amounts of those deposits received during the
reported month. Weighted averages of interest rates on total kuna and
foreign currency deposits (columns 3 and 7) are weighted by the
end-of-month balances of all categories included in the calculation.

Kuna and foreign currency deposits used as collateral for credit are
included, while restricted deposits (deposits used for payment of im-
ports and other restricted deposits) are not included into the calcula-
tion of weighted averages.
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Table G3: Commercial Banks' Trade with Foreign Exchange

Million EUR, current exchange rate

1995 1996 1997 1998 1999 2000 T o 2‘:::1 (Aug.) (Sep)
A. Purchase of foreign exchange
1. Legal persons 1,685.2 2,011.2 2,506.4 3,186.0 2,924.9 3,316.4 308.7 377.5 468.0 485.6 422.3
2. Natural persons 1,815.0 2,124.9 2,093.4 2,2735 2,170.0 2,549.2 197.3 281.1 385.4 347.9 277.4
2.1. Residents 1,487.4 1,749.7 1,695.5 1,854.5 1,794.7 2,021.1 180.2 206.5 248.0
2.2. Non-residents 327.6 375.2 397.9 4191 3756.3 528.0 171 74.6 137.4
3. Commercial banks 306.7 392.7 1,002.3 1,138.2 1,204.4 24414 295.0 4101 578.4 356.2 244.7
4. Croatian National Bank 170.8 61.4 57.1 582.2 934.8 168.2 19.1 - - 410.3
Total (1+2+3+4) 3,977.8 4,590.2 5,659.1 7.179.9 7.234.0 8,475.2 820.1 1,068.7 1,431.8 1,599.9 944.4
B. Sale of foreign exchange
1. Legal persons 2,556.7 34153 4,513.7 4,656.0 4,487.0 5,414.8 615.3 723.9 750.7 985.0 693.3
2. Natural persons 768.3 797.8 925.9 1,011.8 893.1 963.6 85.1 97.4 123.5 153.0 107.4
2.1. Residents 768.3 797.8 925.2 1,011.5 892.7 962.8 85.1 97.2 2858}
2.2. Non-residents = = 0.7 0.3 0.4 0.6 = 0.1 0.2
3. Commercial banks 306.7 391.7 1,002.3 1,138.2 1,204.4 24414 295.0 4101 578.4 356.2 244.7
4. Croatian National Bank 339.1 345.7 257.8 217.0 48.3 284.2 - - 143.7 180.7
Total (1+2+3+4) 3,970.8 4,950.5 6,699.7 7,022.9 6,632.8 9,104.1 995.4 1,231.4 1,596.3 1,494.3 1,226.1
C. Net purchase (A-B)
1. Legal persons -871.5  -1,404.1 -2,007.4  -1,470.1 -1,5662.1 -2,098.4 -306.6 -346.5 -282.8 -499.4 -271.0
2. Natural persons 1,046.7 1,327.2 1,167.5 1,261.7 1,276.8 1,685.4 1121 183.7 261.9 194.8 170.0
2.1. Residents 7191 952.0 770.3 843.0 901.9 1,058.2 95.0 109.3 124.7
2.2. Non-residents 327.6 375.2 397.3 418.7 374.9 527.3 171 745 137.2
3. Croatian National Bank -168.3 -284.3 -200.7 365.2 886.5 -116.0 19.1 - -143.7 410.3 -180.7
Total (1+2+3) 6.9 -361.3  -1,040.6 156.8 601.2 -628.9 -175.4 -162.8 -164.6 105.7 -281.7
Memo items: Other Croatian National Bank transactions
Purchase of foreign exchange - - - 106.5 61.4 - - - 75.0
Sale of foreign exchange — - 171.0 97.7 61.1 - - -

Table G3: Deposit Money Banks' Trade with Foreign Exchange

Data on trade with foreign exchange between DMBs comprise
transactions of purchase and sale of foreign exchange on domestic for-
eign currency market. The transactions are classified by categories of
participants (legal and natural persons, banks, CNB). Source of data are

DMBs’ periodic reports on trading with foreign exchange, sent to the
CNB on a regular basis. The amounts are stated in the euro (EUR), con-
verted from other foreign currencies using the CNB’s midpoint ex-
change rate (reporting period average). Other Croatian National Bank
transactions include foreign exchange sales and purchases on behalf of
the Ministry of Finance.



INTERNATIONAL ECONOMIC RELATIONS

Table H1: Balance of Payments — Summary (revised data)

Million US dollars

1995 1996 1997 1998 1999 2000 . 2001 a
Q1 Q2 Q3 Q4 Q1 Q2
A. CURRENT ACCOUNT (1+6) -1,4415 -1,091.3 -2,3256.1 -1530.6 -1,390.4 -402.6 -274.3 817.6 -539.5 ~606.7 8128
1. Goods, services, and income (2+5) -2,243.8 -2,113.7 -3,194.5 -2,236.6 -2,022.9 -610.4 -485.0 584.7 -745.8 -822.2 ~1,055.1
1.1. Credit 7.306.0 8,112.3 8578.4 8,963.6 8,370.0 1,668.7 2,126.1 3,258.7 1,966.8 1,795.4 2,163.4
1.2. Debit -9,5649.8 -10,226.0 -11,7729 -11,200.1 -10,3929 -2,279.2 -2611.1 -2,6740 -2,712.6 26176 -3,2185
2. Goods and services (3+4) -2,216.0 -2,0438 -3,1720 -2,0726 -1,673.4 -496.3 -383.7 693.4 =758 —675.1 -834.8
2.1. Credit 7.087.2 7.842.4 8,214.6 8,568.6 8,117.8 1,610.4 2,017.6 3,197.1 1,826.1 1,698.2 2,070.9
2.2. Debit -9302.2 -9,886.2 -11,3866 -10641.2 -9791.1 -2,106.7 -2,401.3 -2603.7 -2,585.6 -2,373.3  -2,905.7
3. Goods -3259.3 -3,6235 51962 -4,1474 -3,298.6 -548.4 -857.2 -802.5 -995.9 -807.7 -1,287.3
3.1. Credit 4,632.7 4,545.7 4,210.3 4,604.5 4,394.7 1,093.7 1,122.9 1,213.9 1,136.6 1,111.3 1,164.0
3.2. Debit -7,892.0 -8,169.2 94065 87519 -7,6933 -1,6421 -1980.0 -2,016.3 -2,1325 -1,919.0 -2,451.3
4. Services 1,044.3 1,579.7 2,024.2 2,074.8 1,625.2 52.1 473.5 1,495.8 236.4 132.6 4525
4.1. Credit 2,454.5 3,296.7 4,004.3 3,964.1 3,723.0 516.7 894.8 1,983.2 689.6 586.8 906.9
4.2. Debit -1,4102 -1,7170 -1,980.1 -1,889.3 -2,097.8 -464.7 -421.3 —487.4 -453.2 4543 _454.4
5. Income -28.8 -69.9 -22.4 -164.0 -349.5 -114.1 -101.3 -108.7 13.8 1471 2203
5.1. Credit 2188 269.8 363.8 394.9 252.2 58.3 108.5 61.6 140.7 97.2 925
5.2. Debit —247.6 -339.7 -386.2 -558.9 -601.7 -172.4 -209.8 -170.3 -126.9 _244.4 3128
6. Current transfers 802.3 1,022.4 869.4 706.0 632.5 207.8 210.8 232.9 206.3 2156.5 242.3
6.1. Credit 971.1 1,173.2 964.0 919.1 967.4 251.2 260.7 282.3 2711 259.0 284.0
6.2..Debit -168.8 -150.8 -94.6 -213.1 -335.0 -43.4 -50.0 -49.4 -64.8 435 417
B. CAPITAL AND FINANCIAL ACCOUNT  1,095.6 1,995.3 2,651.6 1,469.0 2,134.3 482.9 -186.2 -112.8 498.9 285.1 4425
B1. Capital account 0.0 16.2 21.5 19.1 24.9 6.2 6.4 3.7 4.3 3.4 119.3
B2. Financial account, excl. reserves 1,5638.8 2,512.3 3,058.2 1,601.5 2,487.9 449.9 115.6 179.0 499.8 421.8 710.0
1. Direct investment 108.8 486.4 346.7 834.9 1,444.6 416.8 278.0 143.8 59.3 64.1 3175
1.1. Abroad 5.4 -24.4 -186.1 -97.5 -34.4 7.9 8.4 -18.9 -25.4 95 -18.4
1.2. In Croatia 114.2 510.8 532.9 932.4 1,479.0 408.9 269.5 162.7 84.7 73.6 335.9
2. Portfolio investment 4.9 628.3 577.0 14.9 574.0 444 .4 5.6 303.0 -20.1 575.9 26.7
2.1. Assets 0.3 6.2 11.1 -0.1 -0.3 0.0 -0.1 -0.1 0.0 0.0 3.2
2.2. Liabilities 4.6 622.1 565.9 15.1 574.3 444 4 5.7 303.0 -20.1 576.0 235
3. Other investment 1,425.1 1,397.6 2,134.4 751.7 469.3 -411.2 -168.0 -267.7 460.6 -218.2 365.7
3.1. Assets 419.5 794.4 171.3 348.8 -336.9 -102.5 -168.6 -702.6 108.6 161.8 9.4
3.2. Liabilities 1,005.6 603.3 1,963.2 402.9 806.2 -308.8 0.6 4349 352.0 -380.0 356.3
B3. Reserve assets (CNB) -443.1 -533.3 -428.0 -151.5 -378.5 26.8 -308.2 -295.5 -5.3 ~140.0 -386.8
C. NET ERRORS AND OMISSIONS 3459 -904.0 -326.5 61.7 -743.8 -80.3 460.5 -704.7 40.7 321.6 370.3

? Preliminary data.

Table H1-H5: Balance of Payments

The balance of payments is compiled in accordance with the rec-
ommendations of the International Monetary Fund (Balance of Pay-
ments Manual, Fifth Edition, 1993). Data sources include: reports of
the Central Bureau of Statistics, the Croatian Institute for Health Insur-
ance, the Institute for Payment Transactions, banks, enterprises and
the Croatian National Bank, as well as research by the Institute for
Tourism and the Croatian National Bank.

Balance of payments of the Republic of Croatia data are recorded
in US dollars (USD) and domestic currency (HRK). The balance of pay-
ments in both reporting currencies is compiled using the same sources
of information and the same principles regarding the scope of transac-
tions covered and the procedures for composing particular positions.
Depending on the sources of data available, conversion of transaction
values from the original currencies into reporting currencies is per-
formed:

= by applying the midpoint exchange rate of the Croatian National

Bank on the date of the transaction;

= by applying monthly and quarterly average midpoint exchange

rates of the Croatian National Bank;

= by applying the average monthly exchange rate versus the US

dollar when assessing transactions representing the difference
between balances evaluated according to the exchange rate ap-
plicable at the end of the period.

Exports and Imports are shown on an f.o.b. basis. The basic data
source for these items is the Report of the Central Bureau of Statistics
on merchandise foreign trade of the Republic of Croatia. The data of
the Central Bureau of Statistics are modified in accordance with the
compilation method of the IMF: merchandise imports, which are
shown in the Central Bureau of Statistics' report in c.i.f. terms, are cor-
rected to f.o.b. (corrected for classification) and both imports and ex-
ports are corrected so that the coverage includes goods defined as such
in the balance of payments methodology but not included in the statis-
tics on merchandise trade.

Regarding exports, beginning with the first quarter of 1999, cover-
age has been increased via estimates on purchases by individual for-
eign travelers in the Republic of Croatia. These estimates are based on
the Survey on Consumption of Foreign Travelers in Croatia, carried out
jointly by the Croatian National Bank and the Institute for Tourism. Re-
garding imports, the difference between c.i.f. and f.o0.b. is estimated on
the basis of research studies of the CNB on samples of the largest and
large importers, and the resulting value of f.o.b. imports is adjusted on
the basis of foreign payments for repairs of ships and supply purchases
in foreign ports, as well as estimates on purchases by individual Cro-
atian citizens abroad, obtained via a research study of the CNB. From
the first quarter of 1999 on, estimates are based on the Survey on Con-
sumption of Domestic Travelers Abroad, carried out jointly by the Cro-
atian National Bank and the Institute for Tourism. For the 1993 to
1996 period, merchandise imports from the merchandise trade statis-
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Table H2: Balance of Payments — Goods and Services (revised data)

Million US dollars

2000 2001
1995 1996 1997 1998 1999 & @ @B @ o o5F

1. Goods -3,269.3 -36235 51962 —4,147.4  -3,298.6 -548.4 -857.2 -802.5 -995.9 -807.7 -1,287.3

1.1. Credit 46327 45457 42103 46045 43947  1,0937 11229 12139 11366 11113 1,164.0

1.1.1. Exports f.0.b. in trade 46327 45118 41707 45411 43025  1,069.3 10963 1,604 1,056 10932  1,1413
statistics

1.1.2. Adjustments for coverage 0.0 881 39.6 63.4 92.2 24.4 26.5 5815} 31.0 18.1 22.7

1.2. Debit -7,892.0 -8,169.2 -9,406.5 -8,7519 -7,693.3 -1,642.1 -1,980.0 -2,016.3 -2,1325 -1,919.0 -24513

1.2.1. Imports c.i.f. in trade -7,509.9 -7,7879 9,040 -8,383.1 -7,7986  -16599 -2,0106 -2,0296 -2,186.3 -1,989.1 -2,647.1
statistics

1.2.2. Adjustments for coverage -915.3 -934.3 -948.9 -964.0 —448.4 -100.0 -112.1 -130.8 -101.4 -71.2 -856.1

1.2.3. Adjustments for 533.2 552.9 646.4 595.2 553.7 117.9 142.8 1441 155.2 141.2 180.8

classification

2. Services 1,044.3 1,679.7 2,024.2 2,074.8 1,625.2 52.1 4735 1,495.8 236.4 132.6 452.5

2.1. Transportation 313.8 310.0 282.5 227.6 83.8 27.1 34.2 58.1 59.2 455 385

2.1.1. Credit 707.3 710.6 681.5 565.7 484.0 109.9 130.7 160.3 156.3 135.2 154.1

2.1.2. Debit -393.5 -400.6 -399.0 -338.1 —-400.1 -82.8 -96.6 -102.2 -97.1 -89.7 -115.6

2.2. Travel 927.5 1,503.6 1,993.0 2,133.2 1,742.0 798 421.0 1,486.8 202.1 81.3 391.7

2.2.1. Credit 1,349.1 2,014.0 2,5623.1 2,733.4 2,493.4 234.8 548.8 1,662.3 322.1 237.0 532.2

2.2.2. Debit -421.6 -510.4 -530.1 -600.3 -751.4 -154.8 -127.8 -165.5 -120.0 —165.7 -140.5

2.3. Other services -196.9 —233.9 -251.4 -286.0 —-200.6 -55.0 183 —-49.0 -25.0 58 223

2.3.1. Credit 398.2 572.1 799.6 665.0 745.7 1721 25'8 170.6 2111 214.7 220.6

2.3.2. Debit -5695.1 -806.0 -1,051.0 -951.0 -946.3 -227.0 -196.9 -219.7 —-236.1 -208.9 -198.2

Total (1+2) -2,2156.0 -2,0438 -3,1720 -2,0726 -16734 —496.3 -383.7 693.4 —759.5 —675.1 -834.8

@ Preliminary data.

tics are modified by estimates on imports in duty-free zones (prepared
by the CNB), while from 1997 on, data on these imports are included
in the merchandise trade statistics.

Beginning with the first quarter of 1999, income and expenditures
from transport services are compiled on the basis of data from a new
CNB research project on international transport services, with two ex-
ceptions: first, income and expenditures from road transport are com-
piled via data on realized foreign payments, and second, a portion of
expenditures on transport services for transport of goods imported to
the Republic of Croatia are based on a survey of the largest and large
Croatia importers. This survey is carried out in the context of the refor-
mulation of data on imports from a c.i.f. to an f.o.b. basis.

Income from travel-tourism is calculated on the basis of the Survey
on Consumption of Foreign Travelers in Croatia starting in the first
quarter of 1999. This survey is carried out jointly by the Croatian Na-
tional Bank and the Institute for Tourism. Additional data from the Cro-
atian Institute for Health Insurance on health services provided to non-
residents is also used.

Expenditures from travel-tourism are, starting in the first quarter of
1999, based on the results of the Survey on Consumption of Domestic
Travelers Abroad, and supplemented by data on foreign exchange ex-
penditures of the Croatian Institute for Health Insurance.

Item Other services includes data from the foreign payments statis-
tics which relate to investment projects abroad, representation fees, in-
surance services, delivery services, postal services and the costs of Cro-
atian representative offices overseas. To this category is added a part of
unclassified services which can be explained as a linear trend, as well
as estimates on expenditures of international peacekeeping and hu-
manitarian missions for goods and services in the Republic of Croatia,
based on a research by the Croatian National Bank.

The income account includes data from the foreign payments sta-
tistics on compensation of employees, payments on the basis of inter-
est, data from the CNB's research on income paid from foreign direct
and portfolio investment of the private sector, Croatian National Bank
data and Institute for Payment Transactions data on income paid from
foreign portfolio investment in the official sector and estimates on resi-

dents' income from factor services to peacekeeping and humanitarian
missions in the Republic of Croatia, based on the research of the Cro-
atian National Bank for the period 1993 to 1996, data on foreign direct
investment do not include data on retained profit.

Current transfers to the government include data from the foreign
payments statistics on the payment of pensions and other social trans-
fers, monetary support and gifts, as well as data from the merchandise
trade statistics of the Republic of Croatia on imports and exports of
goods without payment obligation.

Income from transfers to other sectors includes data from the for-
eign payments statistics on the total value of foreign exchange transfers
received from abroad. To this is added an estimate on unregistered
transfers. For the 1993 to 1998 period, this estimate is seen as 15% of
the difference between the unexplained foreign exchange inflows and
outflows of the household sector. Beginning with the first quarter of
1999, data on buy-out of foreign exchange cheques from domestic
natural persons are also included.

The foreign exchange receipts of the household sector include the
purchase of foreign cash at exchange offices from residents and depos-
its of foreign cash in foreign exchange accounts of residents at domestic
banks. Payments made abroad and income earned through business
trips, education and training, tourist receipts and other tourist income
are added to this. The total inflow is decreased by: estimated tourist in-
come and estimates on purchases by individual foreign tourists in the
Republic of Croatia (Survey on Consumption of Foreign Tourists in
Croatia, carried out jointly by the Croatian National Bank and the Insti-
tute for Tourism) plus estimated consumption of goods and services by
members of peacekeeping and humanitarian missions in the Republic
of Croatia.

The foreign exchange expenditures of the household sector include
purchases of foreign cash from exchange offices and withdrawals of
foreign cash from households' foreign exchange accounts at domestic
banks. Realized foreign payments and expenditures from business
trips, education and training, tourist payments and other tourist expen-
ditures are added to this. The total outflow is decreased by: individuals'
expenditures for goods abroad and expenditures for foreign tourism by
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Table H3: Balance of Payments — Income and Current Transfers (revised data)

Million US dollars

2000 2001
1995 1996 1997 1998 1999 & @ o8 o @ o7

1. Income -28.8 -69.9 -22.4 -164.0 —-349.5 -114.1 -101.3 -108.7 13.8 -147.1 —220.3
1.1. Compensation of employees 38.7 38.9 55.6 69.7 60.3 15.2 15.0 17.7 21.2 28.8 29.6
1.1.1. Credit 38.7 46.7 70.2 81.0 75.2 17.7 185 211 24.9 31.6 32.7

1.1.2. Debit 0.0 -78 -14.6 -11.4 -14.9 -2.6 -3.4 -34 -37 -29 -3.1

1.2. Direct investment income 0.6 9.8 —52.0 -100.6 —69.6 4.3 =£Bl5 -21.4 —6.8 -27.7 -198.8
1.2.1. Credit 7.0 17.5 16.9 5.3 4.2 0.7 0.9 1.9 3.7 1.9 10.3

1.2.2. Debit -6.3 -7.6 -68.9 -105.9 -73.7 -5.0 -100.4 -23.4 -10.5 -29.7 -209.1

1.3. Portfolio investment income -0.1 -2.0 -91.6 -102.6 -129.2 -84.5 -14.0 -73.6 6.1 -123.7 -23.2
1.3.1. Credit 0.2 0.2 26 0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0

1.3.2. Debit -0.3 -2.2 -94.2 -102.8 -129.3 -84.5 -14.0 -73.6 6.1 -123.7 -23.2

1.4. Other investment income -68.0 -116.6 65.6 -30.5 -211.1 -40.5 -2.9 -31.4 5.4 -24.4 -27.9
1.4.1. Credit 173.0 205.6 274.1 308.3 172.8 39.8 89.1 385 112.0 63.7 49.4

1.4.2. Debit —-240.9 -322.2 —208.6 -338.8 -383.9 -80.3 -92.0 -69.9 -106.6 -88.1 -77.3

2. Current transfers 802.3 1,022.4 869.4 706.0 632.5 207.8 210.8 232.9 206.3 2155 2423
2.1. General government 279.8 154.5 32.8 -9.2 -130.3 1.2 -1.9 11.2 -10.6 7.8 10.8
2.1.1. Credit 309.2 193.4 55.6 77.6 76.2 186 17.6 8819 19.7 17.3 21.3

2.1.2. Debit -29.3 -38.9 -22.8 -86.8 —206.5 -17.3 -19.6 -22.6 -30.4 -95 -10.5

2.2. Other sectors 522.4 867.9 836.5 715.2 762.7 206.6 212.7 221.7 216.9 207.7 231.5
2.2.1. Credit 661.9 979.7 908.4 841.5 891.2 232.7 243.1 248.5 251.3 241.7 262.7

2.2.2. Debit -139.5 -111.9 -71.9 -126.3 -1285 -26.0 -30.4 -26.8 -34.4 -34.0 -31.3

Total (1+2) 773.5 952.5 846.9 542.0 283.0 93.7 109.4 124.2 220.0 68.4 22.0

2 Preliminary data.

residents (Survey on Consumption of Domestic Travelers Abroad,
which is carried out jointly by the Croatian National Bank and the Insti-
tute for Tourism). Expenditures on transfers of other sectors are based
on foreign payments statistics data on the total value of foreign ex-
change transfers abroad.

Capital accounts are compiled from data on realized foreign pay-
ments by migrants (income and expenditures).

Foreign direct and portfolio investment includes data on those in-
vestments from the research of the CNB and data from the securities
register of the official sector (central bank and central government) at
the Croatian National Bank and the Institute for Payment Transactions.
In the 1993 to 1996 period, data on foreign direct investment of the
private sector (banks and other sectors) did not include direct foreign
debt investment, nor retained profit of the investor.

Other investment is classified according to the following institu-
tional sectors: the Croatian National Bank, government, banks and
other. The government sector comprises central government and
funds, local government authorities and local funds. The banking sec-
tor comprises DMBs.

Item Assets - Trade credits has been compiled since the first quarter
of 1996. It includes advances paid for goods imports by Croatian im-
porters. Starting in the first quarter of 1999, it includes loans with a ma-
turity below 90 days given by Croatian exporters to foreign buyers as
well as long-term and short-term (from 91 days to 1 year) trade credits
granted to the government and other sectors.

Item Assets - Loans includes data on loans granted abroad, classi-
fied according to institutional sectors. The data are obtained from sta-
tistics on foreign credit relations of the Croatian National Bank, which
are based on concluded credit agreements registered with the Croatian
National Bank.

Item Assets - Currency and deposits - Banks in the 1993 to 1998 pe-
riod shows the change in the total liquid foreign exchange of banks au-
thorized to do business abroad reduced by the amount of foreign ex-
change deposited by DMBs with the CNB in fulfillment of a part of
their reserve requirements. Beginning with the first quarter of 1999,

transaction-based changes are estimated by converting changes in the
original currencies into US dollar changes using the average monthly
exchange rate of currencies held in the banks' assets against the US dol-
lar. Item Assets - Currency and deposits - Other sectors, in the 1993 to
1998 period includes a part of the net foreign exchange inflows of the
household sector which is not classified on the current account, and
which amounts to 85% of the unexplained foreign exchange inflows to
the household sector. Beginning with the first quarter of 1999, this item
is no longer estimated.

Item Liabilities - Trade credits has been compiled since the first
quarter of 1996, and includes data on loans with a maturity below 90
days granted by foreign suppliers to Croatian importers. From the first
quarter of 1999 on, this item includes data on advances granted by for-
eign purchasers to Croatian exporters for exports of goods, as well as
data on long-term and short-term (from 91 days to 1 year) trade credits
received by the government and other sectors.

Data on credits received from abroad and corresponding arrears
are shown by institutional sectors. They are obtained from statistics on
foreign credit relations of the Croatian National Bank, which are based
on concluded credit agreements registered with the Croatian National
Bank.

Item Liabilities - Currency and deposits includes changes in those
foreign exchange and kuna foreign liabilities of the monetary authori-
ties (CNB) and banks based on current accounts, time and notice de-
posits, sight deposits and demand deposits.

Changes in the international reserves of the Croatian National Bank
on a transactions basis are estimated using accounting data on the
stock of foreign exchange reserves in particular currencies at the end of
the month. In the estimate on transactions in the period from 1993 to
the fourth quarter of 1998, changes in the original currencies were
transformed into dollar changes using the average monthly exchange
rate of the currency in question against the US dollar. Starting from the
first quarter of 1999, the source of data on changes in international re-
serves has been a Report on International Reserves Transactions com-
piled by the CNB Accounting Department.
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Table H4: Balance of Payments — Other Investments (revised data)

Million US dollars

2000 2001

1995 1996 1997 1998 1999 ar ™ oE o~ & o
ASSETS 419.5 794.4 171.3 348.8 -336.9 -102.5 -168.6 -702.6 108.6 161.8 9.4
1. Trade credits 0.0 36.3 18.1 -19.5 -293.4 253.7 -235.9 -93.7 173.6 127.6 -308.7
1.1. General government 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.1.1. Long-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.1.2. Short-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.2. Other sectors 0.0 36.3 18.1 -19.5 -293.4 253.7 -235.9 -93.7 173.6 127.6 -308.7
1.2.1. Long-term 0.0 0.0 0.0 0.0 -13.8 0.7 -3.2 1.2 3.6 4.0 45
1.2.2. Short-term 0.0 36.3 18.1 -19.5 -279.6 253.0 -232.7 -94.9 170.0 123.6 -313.3
2. Loans 0.0 0.0 0.0 0.0 -84.3 0.9 -3.7 -1.56 -5.2 -15 6.5
2.1. General government 0.0 0.0 0.0 0.0 1.1 0.0 0.0 0.0 0.0 -4.0 0.0
2.1.1. Long-term 0.0 0.0 0.0 0.0 1.1 0.0 0.0 0.0 0.0 4.0 0.0
2.1.2. Short-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2. Banks 0.0 0.0 0.0 0.0 -85.4 0.9 -3.7 -1.56 -5.2 25 6.5
2.2.1. Long-term 0.0 0.0 0.0 0.0 -76.1 0.0 -3.1 -0.9 -1.3 0.7 3.8
2.2.2. Short-term 0.0 0.0 0.0 0.0 -93 0.9 -0.6 -0.5 -4.0 18 2.7
2.3. Other sectors 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.3.1. Long-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.3.2. Short-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3. Currency and deposits 419.5 758.0 163.2 368.3 40.9 -357.2 70.9 -607.4 -59.8 35.6 311.7
3.1. Government -156.5 -334 30.7 -22.3 -0.5 -10.2 2.1 -22.4 -1.6 1.0 16.9
3.2. Banks —451.6 -589.2 -371.8 406.1 4.4 -347.0 68.8 -585.0 -58.2 34.6 294.8
3.3. Other sectors 886.6 1,380.6 494.3 -156.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0
LIABILITIES 1,005.6 603.3 1,963.2 402.9 806.2 -308.8 0.6 434.9 352.0 -380.0 356.3
1. Trade credits 0.0 390.1 217.9 -466.9 309.6 -99.3 -117.6 414.2 83.1 -456.9 330.8
1.1. General government 0.0 0.0 0.0 0.0 0.6 -0.7 -1.5 -0.6 -0.4 0.0 1.1
1.1.1. Long-term 0.0 0.0 0.0 0.0 -1.0 -0.1 -0.4 -0.0 0.0 0.0 1.1
1.1.2. Short-term 0.0 0.0 0.0 0.0 1.6 -0.7 -1.1 -0.5 -0.4 0.0 0.0
1.2. Other sectors 0.0 390.1 217.9 -466.9 309.0 -98.6 -116.2 414.8 835 -456.9 329.7
1.2.1. Long-term 0.0 0.0 0.0 0.0 -36.7 -10.6 22 -5.1 -17.4 -13.7 -15
1.2.2. Short-term 0.0 390.1 217.9 -466.9 345.7 -88.0 -118.4 419.9 100.9 -443.3 331.3
2. Loans 425.6 666.6 1,474.1 1,045.7 460.9 -158.3 78.2 15.1 368.4 0.3 -22.5
2.1. Monetary authorities 97.6 -43 878 -89 -31.4 0.0 -14.6 0.0 -14.1 0.0 -13.8
2.1.1. Use of Fund credit and loans 97.6 -4.3 37.3 -89 -31.4 0.0 -14.6 0.0 -14.1 0.0 -13.8
2.1.1.1. Drawings 103.0 0.0 39.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.1.1.2. Repayments -5.4 4.3 -2.2 -89 -31.4 0.0 -14.6 0.0 -14.1 0.0 -13.8
2.2. General government —47.2 268.6 5.7/ -61.4 258.3 -29.2 -75.9 6.0 82811 21.4 -2.7
2.2.1. Long-term -147.2 260.4 104.2 -12.2 229.8 439 -75.9 6.0 -36.9 21.4 -2.7
2.2.1.1. Drawings 9.4 349.8 180.7 248.0 297.2 64.9 438 27.7 50.9 46.8 9l5!
2.2.1.2. Repayments -156.6 -89.4 -76.4 -260.2 -67.4 -21.1 -119.7 -21.8 -87.9 -25.4 -12.2
2.2.2. Short-term (net) 100.0 8.2 -8.6 -49.2 285 -73.1 0.0 0.0 360.0 0.0 0.0
2.3. Banks 2183 200.4 399.2 311.6 —-66.9 -69.3 -58.1 12.2 -73.6 -17.4 -7.5
2.3.1. Long-term -52.1 64.4 337.3 362.3 -53.9 -60.0 -54.5 14.9 -73.0 -18.7 -7.6
2.3.1.1. Drawings 72.0 167.5 587.9 517.0 589.4 20.5 45.1 231.0 12.9 27.1 26.0
2.3.1.2. Repayments -124.1 -103.1 -250.6 -1564.7 -643.3 -80.5 -99.6 -216.2 -85.9 -45.8 -33.6
2.3.2. Short-term (net) 270.4 135.9 61.8 -50.7 -13.0 -9.3 -3.6 -2.7 -0.5 1.4 0.1
2.4. Other sectors 156.9 202.1 942.0 804.3 300.9 -59.8 226.8 -3.1 132.9 -3.8 15
2.4.1. Long-term 57.4 128.8 747.0 668.0 247.2 -54.3 187.8 20.9 141.6 -3.2 28.9
2.4.1.1. Drawings 233.7 327.0 1,007.0 969.7 770.9 89.4 261.7 9B19 266.1 85.7 161.7
2.4.1.2. Repayments -176.3 -198.2 —259.9 -301.8 -5623.6 -143.8 -74.0 -75.0 -124.6 -88.9 -132.8
2.4.2. Short-term (net) 99.5 733 194.9 136.4 53.7 -5.5 39.1 -24.0 -8.6 -0.6 -27.4
3. Currency and deposits 274.3 259 271.1 -175.9 35.6 -51.1 40.0 5.6 -99.4 76.7 48.0
3.1. Monetary authorities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.2. Banks 274.3 259 271.1 -175.9 35.6 -51.1 40.0 5.6 -99.4 76.7 48.0
4. Other liabilities (short-term) 305.7 —479.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4.1. General government 2131 125.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4.2. Banks 78.8 -604.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4.3. Other sectors 13.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

2 Preliminary data.
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Table Hb: Balance of Payments — Summary (revised data)

Million kuna
2000 2001
1995 1996 1997 1998 1999 o~ ™ a o~ o a2
A. CURRENT ACCOUNT (1+6) -7,823.3 -6,009.0 -14,078.7 -9,726.7 -9,830.5 -3,1741 -2,272.6 6,821.8 -4,671.7 -5,107.0 -6,898.9
1. Goods, services, and income (2+5) -12,017.4 -11,574.1 -19,4215 -14,223.5 -14,333.7 -4,800.8 —4,009.0 4,877.8 -6,461.6 -6,896.3 -8,954.3
1.1. Credit 38,281.56 44,010.1 53,096.0 57,0625 59,793.0 13,065.8 17,4983 27,2145 17,1103 14,886.1 18,379.0
1.2. Debit -50,299.0 -b5,684.2 -72,517.4 -71,276.1 -74,126.8 -17,866.6 -21507.3 -22,336.7 -23,672.0 -21,782.4 -27,333.3
2. Goods and services (3+4) -11,864.0 -11,185.0 -19,349.8 -13,163.1 -11,852.6 -3,910.0 -3,184.0 5786.6 65745 -5,676.0 -7,084.2
2.1. Credit 37,1365 425445 50,830.7 54,5465 57,9956 12,6082 16,596.6 26,697.6 158957 14,081.0 17,592.4
2.2. Debit -48,999.6 -53,729.5 -70,180.56 -67,699.6 -69,8482 -16518.2 -19,780.6 -20911.0 -22,470.2 -19,757.0 -24,676.6
3. Goods -17,3038.7 -19,692.1 -32,205.2 -26,422.2 -23586.6 43189 -7,0665 -6677.6 -8,635.0 -6,760.4 -10,926.4
3.1. Credit 24,2944 24,693.7 25,7582 29,2782 31,369.6 8,581.0 9,251.9 10,170.3 9,905.5 9,228.4 9,891.1
3.2. Debit -41,698.1 -44,385.8 -57,963.4 -55,700.4 -54,956.2 -12,899.9 -16,3085 -16,847.9 -18,5640.5 -159889 -20,817.4
4. Services 5,439.7 8,607.1 12,8554 13,269.1 11,734.0 408.9 38725 12,4642 2,060.5 1,084.4 38422
4.1. Credit 12,8412 17,850.8 25,0725 252683 26,626.0 4,027.2 73446  16,627.3 5,990.2 485626 7,701.3
4.2. Debit -7,401.6 -9,343.7 -12,217.1 -11,999.2 -14,892.0 -3,6183 -3,472.1 -4,063.1 -3,929.7 -3,768.2 -3,859.2
5. Income -153.4 -389.1 -71.7 -1,0704 -2,481.1 -890.8 -825.0 -908.8 112.9 -1,220.3 -1,870.1
5.1. Credit 1,146.0 1,465.6 2,265.3 2,506.0 1,797.5 457.6 901.7 517.0 1,214.7 805.0 786.6
5.2. Debit -1,2994 185647 -23369 -35765 42786 -13484 -1,726.7 -1,4258 -1,101.8 -2,025.4 -2,656.7
6. Current transfers 4,194.2 5,565.1 5,342.8 4,496.8 4,503.2 1,626.6 1,736.4 1,944.0 1,789.9 1,789.3  2,055.4
6.1. Credit 5,076.3 6,387.5 59254 5,846.2 6,898.2 1,966.5 2,146.9 2,354.5 2,344.9 2,149.2  2,407.8
6.2. Debit -882.2 -822.5 -5682.6 -1,349.4 -2,394.9 -339.8 -410.4 -410.5 -555.0 -359.8 -362.4
B. CAPITAL AND FINANCIAL ACCOUNT 5590.8 13,367.1 16,177.9 9,1239 14,613.0 3,660.0 -1,546.4 —-865.3 4,306.1 2,306.1 3,766.5
B1. Capital account 0.0 87.3 132.4 121.9 178.0 48.3 52.7 31.2 &7.3 279 1,0195
B2. Financial account, excl. reserves 7.858.7 16,1605 18,730.7 10,066.6 17,4269 3,457.8 952.0 1,4856.1 4,310.0 3,485.1 6,024.9
1. Direct investment 573.2 2,641.9 2,135.2 5,349.3 10,3339 3,197.1 2,282.8 1,184.1 519.6 531.7  2,695.6
1.1. Abroad -28.6 -132.8 -1,149.7 -619.7 -250.4 60.7 69.8 -160.3 -217.6 -79.4 -166.7
1.2. In Croatia 601.8 2,774.7 3,284.8 5969.1 10,684.3 3,136.4 2,213.0 1,344.4 737.2 611.1 2,852.3
2. Portfolio investment 254 3,349.8 35234 107.9 3,996.9 3,470.9 48.7 2,531.8 -174.9 4,776.5 202.5
2.1. Assets 1.4 33.7 70.6 -0.9 -2.1 -0.1 -0.5 -0.7 0.0 -03 2.7
2.2. Liabilities 24.0 3,316.1 3,452.8 108.8 3,999.1 3,471.0 49.3 2,532.6 -174.8 4,776.8 199.8
3. Other investment 7,260.1 10,1688 13,072.0 4,599.3 3,096.1 -3,2103 -1,3795 -2,230.8 3,965.2 -1,823.1 3,126.9
3.1. Assets 2,151.7 4,347.9 750.9 2,139.9 -2,741.0 -800.7 -1,390.8 -5,871.7 943.2 1,339.2 96.0
3.2. Liabilities 5,108.4 58209 12,321.1 2,459.4 5,837.1 -2,409.6 1.3 3,640.8 3,022.0 -3,162.3  3,030.9
B3. Reserve assets (CNB) -2,267.9 -2,880.7 -2,685.2 -1,0645 -2,992.0 1640 -2551.0 -2,3716 —41.1 -1,206.8 -3,277.9
C. NET ERRORS AND OMISSIONS 2,23256 -7,368.1 -2,099.2 602.9 -4,782.5 —4856.9 3,819.0 -5,966.5 365.5 2,800.9 3,132.4

? Preliminary data.
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Table H6: International Reserves and Banks’ Foreign Exchange Reserves

End of period, million US dollars

International reserves of the Croatian National Bank

Year Month Special drawing Reserve position RLTER L B:“ks' Sl
Total rights in the Fund Gold Total Currency and g4 and notes S
deposits
1991 December = = = = = = = 200.9
1992 December 166.8 - - - 166.8 166.8 - 502.3
1998 December 616.2 3.7 = = 6125 6125 = 712.9
1994 December 1,405.0 45 - - 1,400.5 1,400.5 - 902.4
1995 December 1,895.2 139.8 - - 1,7565.4 1,651.0 104.3 1,369.5
1996 December 2,314.0 125.6 - - 2,188.4 2,016.6 171.8 1,992.1
B97 December 2,639.1 1471 0.1 = 2,391.9 2,011.7 380.2 2,333.2
1998 December 2,815.7 231.2 0.2 - 2,584.4 1,927.0 657.4 1,949.4
1999 December 3,025.0 189.5 0.2 - 2,835.3 2,459.8 B 1,608.9
2000 April 2,940.7 164.8 0.2 - 2,775.7 2,082.6 693.1 1,817.5
May 3,100.8 165.9 0.2 - 2,934.7 2,240.5 694.2 1,830.4
June 3,236.8 168.1 0.2 - 3,068.5 2,339.4 7291 1,844.9
July 3511.3 165.1 0.2 - 3,346.0 2,645.5 700.5 2,102.2
August 3,424.9 162.9 0.2 - 3,261.8 2,650.4 611.4 2,330.9
September 3.378.7 161.2 0.2 - 3.217.3 2,583.6 633.7 2,338.9
October 3,374.6 145.7 0.2 - 3,228.7 2,5639.2 689.5 2,286.1
November 3,336.9 144.9 0.2 - 3,191.8 2,536.1 655.7 2,368.7
December 3,524.8 147.7 0.2 - 3,376.9 2,574.3 802.6 2,455.8
2001 January 3,394.1 146.7 0.2 = 3.,247.2 2,347.6 899.7 2,274.2
February 3,466.8 145.0 0.2 - 3,321.6 2,306.6 1,0156.0 2,339.6
March 3,514.1 139.5 0.2 - 3,374.4 2,362.1 1,012.3 2,429.5
April 3,635.9 127.5 0,2 - 3,508.1 2,254.6 1,253.56 2,286.6
May 3,694.5 125.4 0.2 = 3,668.9 2,405.7 1,163.2 2,077.9
June 3,798.6 124.2 0.2 114.9 3,659.2 2,332.1 1,227.1 2,082.9
July 4,175.8 126.7 0.2 114.9 3,934.0 2,770.1 1,163.9 2,070.5
August 4,101.3 128.7 0.2 114.9 3,857.5 2,756.7 1,100.8 2,820.5
September’ 4,416.3 124.8 0.2 - 4,291.3 3,003.3 1,288.0 2,785.9

@ Preliminary data.

Table H6: International Reserves and Banks' Foreign Exchange Reserves

The international reserves of the Croatian National Bank are shown
according to the methodology contained in the Balance of Payments
Manual (International Monetary Fund, 1993), and include those for-
eign claims of the Croatian National Bank that can be used to bridge
imbalances in international payments. International reserves include

special drawing rights, reserve position in the International Monetary
Fund, gold, foreign currency and deposits with foreign banks, as well as
bonds and debt instruments.

The foreign exchange reserves of commercial banks include foreign
currency and domestic commercial banks’ deposits with foreign banks.
These foreign exchange reserves represent an additional source of li-
quidity for bridging imbalances in international payments.
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Table H7: International Reserves and Foreign Currency Liquidity

Million US dollars

1999 2000 2001
Dec. Dec. Mar. Jun Jul. Aug.
1. Official reserve assets and other f/c assets (approximate market value)
A. Official reserve assets 2,847.4 3,432.3 3,398.3 3,749.1 4,107.5 3,990.8
(1) Foreign currency reserves (in convertible f/c) 2,616.3 2,567.4 2411.4 2,731.2 27773 25445
(a) Securities 375.5 802.6 1,012.3 1,227.1 1,163.9 1,100.8
o/w: issuer headquartered in reporting country but
located abroad
(b) Total currency and deposits with: 2,240.8 1,764.8 1,399.1 1,504.1 1,613.4 1,443.8
(i) other national central banks, BIS and IMF 712.3 545.7 506.4 3493 375.2 3423
(i) banks headquartered in the reporting country
o/w: located abroad
(iii) banks headquartered outside the reporting country 1,528.6 1,219.1 892.6 1,154.8 1,238.3 1,101.5
o/w: located in the reporting country
(2) IMF reserve position 0.2 0.2 0.2 0.2 0.2 0.2
(3) SDRs 189.5 147.7 [8315] 123.6 126.0 128.0
(4) gold 114.9 114.9 114.9
(5) other reserve assets 41.4 717.0 847.1 779.2 1,089.1 1,203.0
— reverse repo 41.4 717.0 847.1 779.2 1,089.1 1,203.0
B. Other foreign currency assets (specify) 177.6 92.5 115.9 49.4 68.2 110.6
— time deposits 177.6 92.5 115.9 49.4 68.2 110.6
C. Total (A+B) 3,025.0 3,624.8 3,514.1 3,798.5 4,175.8 4,101.3
Il. Predetermined short-term net drains on f/c assets (nominal value)
1. F/c loans, securities, and deposits (total net drains up to one year) -932.6 -1,210.8 -1,430.9 -1,323.4 -1,325.3 -1,387.6
(a) Croatian National Bank -258.7 -265.0 -270.7 -171.1 -167.7 -223.7
Up to 1 month Principal -90.2 -107.6 -119.2 -71.7 -51.2 -70.3
Interest -5.0 -4.3 -39 -3.6 -3.1 -3.8
More than 1 and up to 3 months Principal -123.6 -116.5 -118.5 —60.6 -90.8 -127.3
Interest -2.7 -2.8 -2.2 -1.5 -2.0 -1.2
More than 3 months and up to 1 year Principal -29.9 -29.0 -19.6 -29.9 -16.7 -17.1
Interest -7.3 4.7 -7.2 -38 -39 —4.0
(b) Central government (excluding extrabudgetary funds)® -673.9 -945.8 -1,160.2 -1,152.4 -1,157.56 -1,163.9
Up to 1 month Principal -63.5 -89.3 -4.0 -86.2 -2.1 -367.6
Interest -568.3 -69.0 -3.2 -61.8 -16.0 -5.9
More than 1 and up to 3 months Principal -6.0 -93.8 -16.8 -369.5 -370.8 -5.8
Interest 429 771 -17.1 -22.8 -8.1 22
More than 3 months and up to 1 year Principal -384.6 —-497.1 -874.1 -441.2 -532.4 -531.5
Interest -118.7 -119.6 —-245.0 -170.9 -228.1 -251.0
2. Aggregate short and long positions in forwards and futures in f/c
vis-a-vis the domestic currency (including the forward leg
of currency swaps)
(a) Short positions (-)
Up to T month
More than 1 and up to 3 months
More than 3 months and up to 1 year
(b) Long positions (+)
Up to T month
More than 1 and up to 3 months
More than 3 months and up to 1 year
3. Other -21.3 -40.7 -18.0 -41.5 -108.6
— outflows related to repos (-) -21.3 -40.7 -18.0 -41.5 -108.6
Up to 1 month Principal -21.3 -40.6 -18.0 -41.4 -108.4
Interest 0.0 0.1 0.0 0.1 0.2
More than 1 and up to 3 months Principal
Interest
More than 3 months and up to 1 year Principal
Interest
4. Total predetermined short-term net drains on foreign -954.0 -1,251.5 -1,430.9 -1,341.4 -1,366.8 -1,496.2
currency assets (1+2+3)
11l. Contingent short-term net drains on f/c assets (nominal value)
1. Contingent liabilities in foreign currency -869.9 -969.3 -936.1 -1,057.2 -1,125.1 -1,217.3
(a) Collateral guarantees on debt falling due within 1 year —263.6 -296.0 -285.4 -304.2 -324.2 -331.0
— Croatian National Bank
— Central government (excluding extrabudgetary funds)® —263.6 —-296.0 —-285.4 -304.2 -324.2 -331.0
Up to 1 month -37.3 —48.4 -37.7 -38.8 —4.0 -68.4
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More than 1 and up to 3 months -57.6 -11.4 -35.7 —64.1 -76.4 -14.8
More than 3 months and up to 1 year -168.7 -236.2 -212.0 -201.2 -243.8 -247.7
(b) Other contingent liabilities -606.2 -673.2 -650.8 -753.0 -801.0 -886.2
— Croatian National Bank -606.2 -673.2 -650.8 -753.0 -801.0 -886.2
Up to 1 month
More than 1 and up to 3 months -606.2 -673.2 -650.8 —-753.0 -801.0 -886.2
More than 3 months and up to 1 year
— Central government (excluding extrabudgetary funds)®
2. F/c sec. issued with embedded options (puttable bonds)
3. Undrawn, unconditional credit lines provided by 80.0 80.0 90.0 151.0 154.6
- BIS (+) 80.0 80.0
—IMF (+) 90.0 151.0 164.6
4. Aggregate short and long positions of options in foreign currencies
vis-a-vis the domestic currency
5. Total contingent short-term net drains on f/c assets (14+2+3+4) -789.9 -889.3 -936.1 -967.2 -974.1 -1,062.7
IV. Memo items
(a) short-term domestic currency debt indexed to the exchange rate
o/w: central government (excluding extrabudgetary funds)
(b) financial instruments denominated in foreign currency
and settled by other means (e.g., in domestic currency)
(c) pledged assets 177.0
(d) securities lent and on repo
— lent or repoed and included in Section | -20.1 -40.0 -16.9 -40.0 -107.3
— lent or repoed but not included in Section |
— borrowed or acquired and included in Section |
— borrowed or acquired but not included in Section | 374 685.6 783.9 700.1 1,038.5 1,107.5
(e) financial derivative assets (net, marked to market)
(f) currency composition of official reserves assets’
— currencies in SDR basket 2,983.7 3,524.8 3,398.2 3,634.2 3,992.6 3.875.8
— currencies not in SDR basket 41.4 0.0 0.0 115.0 115.0 115.0
— by individual currencies usD 1,186.1 922.5 842.5 1,202.6 1,397.0 1,396.8
EUR 1,405.1 2,453.9 2,415.6 2,307.4 2,469.0 2,350.3
Other 433.8 148.4 140.2 239.1 241.6 243.7

? Preliminary data for 2001; ° Until January 2001: Currency structure of official reserve assets and other foreign currency assets.

Table H7: International Reserves and Foreign Currency Liquidity

International reserves and foreign currency liquidity are shown in
accordance with a Template on International Reserves and Foreign
Currency Liquidity, drawn up by the IMF. A detailed explanation of the
Template is given in “Data Template on International Reserves and
Foreign Currency Liquidity — Operational Guidelines, October 1999”
issued by the IMF.

The first part of the Template shows total assets of the Croatian Na-
tional Bank in convertible foreign currency. Official reserve assets (I.A.)
show only those types of assets that are readily available to the CNB at
any moment for bridging imbalances in international payments. Offi-
cial international reserves include: short-term foreign negotiable debt
securities, foreign cash, foreign currency sight deposits, foreign cur-
rency time deposits which can be withdrawn before maturity, foreign
currency time deposits with a remaining maturity of less than 3
months, reserve position with the IMF, special drawing rights, gold,
and reverse repos with foreign negotiable debt securities. Other for-
eign currency assets of the CNB (1.B.) include foreign currency time de-
posits with a maturity over 3 months.

The second part of the Template shows fixed predetermined for-
eign currency net liabilities of the Croatian National Bank and the cen-
tral government (excluding extrabudgetary funds) that fall due in the
next 12 months. Foreign currency loans, securities and deposits (11.1.)
include future interest payments on banks’ foreign currency reserve re-
quirements with the CNB (only interest payments for the next month
are included), payments of future maturities of foreign currency CNB
bills, future principal and interest payments on loans from the IMF, and
future principal and interest payments on the central government’s for-
eign currency debts (excluding extrabudgetary funds). Aggregate short
and long positions in forwards and futures in foreign currencies (11.2.)

include future collections (+) or payments (-) arising from currency
swaps between the CNB and domestic DMBs (temporary sale or pur-
chase of foreign currency). Item Other (I1.3.) includes future payments
arising from repo agreements with foreign negotiable debt securities.

The third part of the Template shows predetermined contingent
foreign currency net liabilities of the Croatian National Bank and the
central government (excluding extrabudgetary funds), which fall due in
the next 12 months. Contingent liabilities in foreign currency (l1.1.) in-
clude future principal and interest payments on foreign loans guaran-
teed by the central government, and banks’ foreign currency reserve
requirements. (The inclusion of reserve requirements in foreign cur-
rency is based on the assumption that there will be no changes in ratios
or in the base of foreign currency reserve requirements, which com-
prises households’ deposits in foreign currency with remaining matu-
rity of up to 3 months). Undrawn credit lines show potential inflows (+)
or outflows (-) which would arise from drawdowns under these credits.

The fourth part of the Template lists memo items. Short-term, do-
mestic currency debt indexed to foreign currency (IV.a) shows obliga-
tions arising from the Law on Converting Households’ Foreign Ex-
change Deposits into the Public Debt of the Republic of Croatia, which
fall due in the next 12 months. Pledged assets (IV.c) show time deposits
in foreign currency with a maturity over 3 months listed in item 1.B.
which are also a pledge. Repo transactions with securities show the
value of collateral that is the subject of repo agreements and reverse
repo transactions with securities as well as how these transactions are
registered in the Template. Until December 2000, the currency struc-
ture of international and other foreign currency reserves showed the
currency structure of the total foreign currency assets of the CNB (sec-
tion I.). From January 2001, the currency structure refers to official re-
serve assets (section I.).
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Table H8: Midpoint Exchange Rates of the Croatian National Bank (period average)

Year Month HRK/EUR HRK/ATS HRK/FRF HRK/100 ITL HRK/CHF HRK/GBP HRK/USD HRK/DEM
1992 0.340174 0.024304 0.050419 0.020916 0.190597 0.375277 0.264299 0.171018
1993 4.133563 0.305485 0.621058 0.224018 2.433869 5.369428 3.577417 2.155526
1994 7.087400 0.524804 1.079560 0.371475 4.381763 9.166192 5.995300 3.692018
1995 6.757758 0.518734 1.047969 0.321342 4.425311 8.252950 5.229967 3.649342
1996 6.804708 0.513722 1.062735 0.352150 4.404976 8.479850 5.433800 3.614536
1997 6.959708 0.505322 1.056355 0.361942 4.246962 10.081567 6.157050 3.555932
1998 7.136608 0.514421 1.079581 0.366683 4.395149 10.539883 6.362292 3.619321
1999 7.579622 0.550834 1.155501 0.391455 4.738375 11.504100 7.112441 3.875409
2000 7.634973 0.554855 1.163944 0.394313 4901679 12.529639 8.276819 3.903700
2000 April 7.725391 0.561426 1.177728 0.398983 4.907308 12.918253 8.158377 3.949930
May 7.695526 0.559256 1.173175 0.397400 4.945350 12.849028 8.508858 3.934660
June 7.656650 0.556430 1.167249 0.395433 4.904278 12.174320 8.075785 3.914783
July 7.611087 0.553119 1.160303 0.393080 4.907463 12.201744 8.082124 3.891487
August 7.575196 0.550511 1.154831 0.391226 4.885028 12.465103 8.353507 3.873136
September 7.530710 0.547278 1.148049 0.388929 4.913555 12.389037 8.636115 3.850391
October 7.521939 0.546641 1.146712 0.388476 4.969879 12.754030 8.777919 3.845906
November 7.552528 0.548864 1.151376 0.390056 4.960171 12.600643 8.828263 3.861546
December 7.585632 0.551269 1.156422 0.391765 5.009320 12.357001 8.459373 3.878472
2001 January 7.605594 0.552720 1.159465 0.392796 4.974222 11.987261 8.088795 3.888678
February 7.697274 0.559383 1.173442 0.397531 5.013567 12.152421 8.3561871 3.935554
March 7.695090 0.559224 1.173109 0.397418 5.009254 12.215118 8.443783 3.934437
April 7.615417 0.553434 1.160963 0.393303 4.984932 12.247077 8.528187 3.893701
May 7.369043 0.535529 1.123403 0.380579 4.803162 11.992724 8.409159 3.767732
June 7.298230 0.530383 1.112608 0.376922 4.792849 11.977367 8.544508 3.731526
July 7.199348 0.523197 1.097533 0.371815 4.756738 11.843820 8.383935 3.680968
August 7.377423 0.536138 1.124681 0.381012 4.873952 11.783157 8.208499 3.772017
September 7.516445 0.546241 1.145875 0.388192 5.038014 12.060134 8.247745 3.843097
Table H9: Midpoint Exchange Rates of the Croatian National Bank (end of period)
Year Month HRK/EUR HRK/ATS HRK/FRF HRK/100 ITL HRK/CHF HRK/GBP HRK/USD HRK/DEM
1992 0.964508 0.070357 0.145244 0.054153 0.546218 1.206464 0.798188 0.495000
1993 7.262200 0.540504 1.120052 0.381300 4.471653 9.714800 6.561900 3.801812
1994 6.902400 0.516285 1.052510 0.346500 4.288893 8.784200 5.628700 3.632100
1995 6.812200 0.526742 1.085365 0.335800 4.618693 8.234500 5.316100 3.705900
1996 6.863600 0.506253 1.055662 0.362600 4.098835 9.359000 5.539600 3.562200
1997 6.947200 0.499445 1.050510 0.357700 4.332003 10.475600 6.303100 3.511000
1998 7.329100 0.531546 1.114954 0.377700 4.567584 10.451000 6.247500 3.739700
1999 7.679009 0.558055 1.170657 0.396588 4.784268 12.340257 7.647654 3.926215
2000 7.598334 0.552192 1.158359 0.392421 4.989712 12.176817 8.165344 3.884966
2000 April 7.710201 0.560322 1.175413 0.398199 4.910521 13.318940 8.494217 3.942163
May 7.683790 0.558403 1.171386 0.396835 4.904236 12.334838 8.286196 3.928659
June 7.639108 0.555156 1.164575 0.394527 4.910084 12.204998 8.046248 3.905814
July 7.600773 0.552370 1.158730 0.392547 4.908158 12.369037 8.195787 3.886214
August 7.559582 0.549376 1.152451 0.390420 4.885029 12.292003 8.509210 3.865153
September 7.511311 0.545868 1.145092 0.387927 4.924481 12.500102 8.528796 3.840472
October 7.535421 0.547620 1.148768 0.389172 4.948723 12.994346 8.890303 3.852800
November 7.567727 0.549968 1.153693 0.390840 5.004779 12.487998 8.773159 3.869317
December 7.598334 0.552192 1.158359 0.392421 4.989712 12.176817 8.155344 3.884966
2001 January 7.675722 0.557816 1.170156 0.396418 5.048821 12.203056 8.376866 3.924534
February 7.703111 0.559807 1.174332 0.397832 5.014393 12.157688 8.418701 3.938538
March 7.680701 0.558178 1.170915 0.396675 5.034874 12.436368 8.722122 3.927080
April 7.526926 0.547003 1.147472 0.388733 4.898110 12.060449 8.358607 3.848456
May 7.278507 0.528950 1.109601 0.375904 4.767165 12.068491 8.504916 3.721442
June 7.320680 0.532015 1.116030 0.378082 4.812438 12.152523 8.646132 3.743004
July 7.185933 0.522222 1.095488 0.371122 4.757006 11.684444 8.217190 3.674109
August 7.610640 0.553087 1.160235 0.393057 5.019549 12.155630 8.372541 3.891258
September 7.542032 0.548101 1.149775 0.389513 5.104590 12.105990 8.230964 3.856180
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Table H10: Indices of the Effective Exchange Rate of the Kuna

Indices 1995=100

Year Month Nominal effective exchange rate of the kuna Real effecti h rate of the kuna; deflator
Indices of producers’ prices Retail price index
1997 December 107.96 104.89 103.27
1998 December 111.87 108.03 102.41
1999 December 122.56 116.29 109.50
2000 March 125.42 116.56 111.15
April 126.15 116.68 111.00
May 127.47 119.04 112.07
June 124.91 116.61 108.32
July 124.45 116.85 107.59
August 125.34 117.62 108.38
September 126.15 118.37 108.32
October 126.75 118.28 108.26
November 127.29 114.98 108.76
December 12587 113.64 107.66
2001 January 124.42 113.72 106.35
February 126.69 114.32 108.30
March 127.10 116.48 108.89
April 126,60 116,62 107,37
May 123,23 113,65 104,46
June 123,03 113,12 104,75
July 121,19 111,46° 103,63°
August 122,41
September 124,23

@ Preliminary data.
Note: From January 1, 2001, the euro zone related price series includes Greece as well.

Table H10: Indices of the Effective Exchange Rate of the Kuna

The index of the nominal effective exchange rate of the kuna is a
weighted geometric average of the index of bilateral exchange rates of
the kuna against the euro, US dollar, Swiss franc, British pound and
Slovenian tolar. The weights are determined based on the average
share of a particular foreign currency in the structure of the current ac-
count of the balance of foreign currency transactions between July
1996 and January 2000. The year 1995 is a base period for calculating
the index. The index of the nominal effective exchange rate is an ag-
gregate indicator of the average value of the domestic currency against

a basket of currencies. An increase in the index of the nominal effective
exchange rate of the kuna in a certain period indicates that the kuna
has depreciated against the basket of currencies. The index of the real
effective exchange rate is a weighted geometric average of the index of
bilateral exchange rates of the kuna corrected for the relevant relative
price indices (the ratio of price indices in partner countries and domes-
tic prices). Producer price and retail price indices are used, in particu-
lar the total harmonized retail price index for the Economic and Mone-
tary Union member countries. Data for the last two months are prelim-
inary.
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Table H11: External Debt by Domestic Sectors

Million US dollars

1995 1996 1997 1998 1999 2000 2001

Dec. Dec. Dec. Dec. Dec. Dec.” Mar. Jun. Jul. Aug
1. Direct investment 0.0 0.0 0.0 476.5 539.9 1,067.5 1,062.8 1,238.6 1,128.4 1,168.9
2. Government 240.7 2,397.3 2,905.7 3,395:3 3,973.0 4,796.8 5,200.7 5,130.0 5,315.0 5,458.2
2.1 Portfolio investment 0.0 1,462.2 1,954.5 2,049.3 2,522.9 3,141.2 3,662.0 3,616.9 3,698.4 3,791.4
Bonds 0.0 1,462.2 1,954.5 2,049.3 2,622.9 3,141.2 3,562.0 3,516.9 3,698.4 3.791.4
Money market instruments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2 Other investment 240.7 935.1 951.2 1,346.0 1,450.2 1,655.5 1,638.7 1,613.1 1,616.6 1,666.8
2.2.1 Trade credits 5.4 12.2 18.1 2.7 3.4 0.1 0.1 1.2 1.2 1.2
Long-term 5.4 3.6 18.1 1.8 0.7 0.1 0.1 1.2 1.2 1.2
Short-term 0.0 8.6 0.0 0.8 2.7 0.0 0.0 0.0 0.0 0.0
2.2.2 Credits 235.3 922.9 933.1 1,343.3 1,446.8 1,655.5 1,638.6 1,611.9 1,615.4 1,665.6
Long-term 134.9 822.9 833.1 1,293.3 1,371.5 1,295.5 1,278.6 1,251.9 1,255.4 1,305.6
Short-term 100.4 100.0 100.0 50.0 /518 360.0 360.0 360.0 360.0 360.0
3. Croatian National Bank 2225 208.3 231.8 233.9 196.6 168.7 161.7 136.4 139.1 142.4
o/w: IMF 2225 208.3 231.8 233.9 196.6 158.7 1561.7 136.4 139.1 142.4
4. Banks 2,434.9 1,251.8 2,215.6 2,265.6 1,954.5 1,696.7 1,601.3 1,594.5 1,671.0 1,795.8
4.1. Portfolio investment €e9e) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Bonds 999.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Money market instruments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4.2 Other investment 1,435.0 1,251.8 2,215.6 2,265.6 1,954.5 1,696.7 1,601.3 1,594.5 1,671.0 1,795.8
4.2.1 Currency and deposits 472.7 499.2 789.9 614.6 537.7 432.8 509.5 (55557/.8) 583.4 537.4
4.2.2 Credits 962.3 752.6 1,425.7 1,6561.0 1,416.8 1,163.9 1,091.8 1,037.2 1,087.6 1,268.4
Long-term 957.0 630.2 1,382.0 1,616.1 1,385.6 1,156.8 1,076.2 1,029.9 1,080.7 1,251.6
Short-term 6.3 122.4 43.7 34.9 31.2 7.0 15.6 7.3 6.9 6.8
5.0ther sectors 911.0 1,450.2 2,098.5 3.214.9 3,208.3 3,316.2 3,135.4 3,035.8 3,069.7 3,167.6
5.1 Portfolio investment 0.0 0.0 0.0 8.7 485 38.4 1.3 61.8 63.0 64.4
Bonds 0.0 0.0 0.0 0.0 31.1 28.9 27.3 26.2 271 28.2
Money market instruments 0.0 0.0 0.0 8.7 17.4 9.5 14.0 35.6 35.9 36.2
5.2 Other investment 911.0 1,450.2 2,098.5 3,206.2 3,159.8 3,277.9 3,094.1 2,974.0 3,006.7 3,103.2
5.2.1 Trade credits 3566.7 419.2 608.4 4411 3738 334.7 301.7 302.3 307.7 310.9
Long-term 268.5 296.7 442.8 3234 274.3 269.8 205.8 238.8 241.8 242.8
Short-term 88.2 122.5 165.6 117.7 9915 64.9 G9B19) 63.4 65.9 68.1
5.2.2 Credits 554.3 1,031.0 1,490.1 2,765.1 2,786.0 2,943.2 2,792.4 2,671.7 2,699.0 2,792.3
Long-term 523.1 973.3 1,260.9 2,373.1 2,635.7 2,794.5 2,573.8 2,598.3 2,637.6 27334
Short-term 31.2 57.7 229.2 392.0 250.3 148.7 218.6 73.4 61.5 58.8
Total (1+2+3+4+5) 3,809.1 5,307.6 7.451.6 9,686.2 9,872.3 10,935.8 11,151.9 11,135.3 11,323.2 11,722.9

Table H11: External Debt by Domestic Sectors

According to a new methodology in force starting in March 2000,

external debt is defined as the total of liabilities of residents, including:
deposits of foreign legal and natural persons (these deposits were not
included under the old methodology), loans granted by foreigners with
an original maturity longer than 150 days (up to July 11, 2001, this ma-
turity was 90 days), loans for financial purposes, counted exceptionally
regardless of their maturity, and bonds and money market instruments
issued on foreign markets (at face value).

External debt by domestic sectors is shown in the same manner as
in the Capital and Financial Account of the BOP: Direct investment in-
cludes borrower — lender transactions that are interrelated by owner-
ship (borrower or lender owns more then 10 percent of the other).
Item Government shows external debt of the broadly defined govern-
ment sector, which includes the central government, government

funds (including the Croatian Bank for Reconstruction and Develop-
ment), as well as local government authorities and funds. Item Croatian
National Bank shows the central bank debts. Item Banks shows debts
of banks and saving banks. Item Other sectors consists of other finan-
cial institutions (other than banks and savings banks), enterprises and
households.

Each sector is further divided into Portfolio and other investment.
Portfolio investment includes bonds and money market instruments.
Other investment includes Currency and deposits (foreign deposits)
and Credits. Credits are divided into Trade credits (sale of goods for de-
layed payment) and Credits (all other credit obligations).

Outstanding external debt is expressed in millions of US dollars ac-
cording to the CNB’s midpoint exchange rate at the end of the period.

The debt balance includes so-called non-reported principal pay-
ments (they should have been paid but are not statistically reported as
paid) and future principal payments.



Table H12: External Debt by Creditors

Million US dollars

INTERNATIONAL ECONOMIC RELATIONS

1995 1996 1997 1998 1999 2000 2001

Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul. Aug.
1. Portfolio investment 999.9 1,462.2 19548  2,068.0 2571.4 31796 36033 35788 3,761.4 3,855.7
Bonds 999.9 1,462.2 19548 20493 2,654.0 3,170.1 35893 35432 37265 38195
o/w: London Club 999.9 1,462.2 1,428.4 1,404.7 1,380.9 1,255.4 1,180.7  1,180.7 1,106.0 1,106.0
Money market instruments 0.0 0.0 0.0 8.7 17.4 95 14.0 35.6 36.9 36.2
2. Other investment 2,809.2 38464 54968  7,628.1 7.301.0 7,756.3 76486  7,556.6 7,661.8 7,867.1
2.1. Currency and deposits 4727 499.2 789.9 614.6 537.7 432.8 509.5 557.3 583.4 537.4
2.2. Long-term 2,111.4 2,935.0 4,168.4 6,249.1 6,221.9 6,652.8 6,094.1 6,277.8 6,304.1 6,656.1
2.2.1. Public creditors 1,340.2 1,889.6 1,867.0 2,196.7 2,162.4 2,254.3 2,115.0  2,060.5 2,110.5 2,191.0
a) International financial organizations 493.7 673.1 851.0 1,039.2 1,013.9 1,114.6 1,0659  1,045.4 1,078.5 1,129.5
- IMF 2225 208.3 231.8 233.9 196.6 168.7 151.7 136.4 139.1 142.4
- IBRD 59.6 188.4 294.5 344.1 395.0 411.9 408.5 406.7 4121 4183
-IFC 25 0.0 0.0 30.9 28.6 71.9 68.7 73.6 80.4 89.5
- EBRD 16.2 108.4 171.2 251.3 218.8 297.1 275.5 273.3 288.3 303.6
— EUROFIMA 389 32.8 42.9 72.6 785 86.6 80.8 77.8 80.8 83.7
-EB 143.7 131.0 108.3 105.2 81.0 65.6 57.7 55.0 54.8 57.0
- CEB 10.3 4.2 23 1.1 15.4 24.0 23.1 225 23.0 35.0
b) Governments and government agencies 846.5 1,216.5 1,016.0 1,167.5 1,148.5 1,139.7 1,049.0  1,015.1 1,032.0 1,061.5
— Paris Club 760.6 1,014.1 862.5 884.8 770.8 686.4 641.2 626.3 618.7 631.8
- Other 95.9 202.4 163.5 2727 377.7 453.3 407.8 388.9 4133 429.7
2.2.2. Private creditors 771.2 1,045.4 23014 40525 4,059.5 4,398.5 39791 42173 4,193.7 4,465.1
a) Banks 486.7 736.0 18333 32575 3311.9 3,344.1 32104  3,254.3 3,199.5  3,448.0
o/w: guaranteed by government agencies 297.3 191.8 167.0 213.7 330.7 4825 470.9 465.0 474.8 489.3
b) Other sectors 2845 309.4 468.1 794.9 747.6 1,054.4 768.7 963.0 994.2 1,017.1
o/w: guaranteed by government agencies 37.5 21.9 17.6 285 17.8 13.8 11.9 11.0 11.2 11.7
2.3. Short-term 225.1 411.2 538.5 664.4 541.3 670.7 945.0 7215 674.3 673.6
2.3.1. Public creditors 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.3.2. Private creditors 225.1 411.2 538.5 664.4 541.3 670.7 945.0 7215 674.3 673.6
a) Banks 136.2 278.6 370.1 381.1 246.1 481.9 504.3 4148 407.3 408.1
o/w: guaranteed by government agencies 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
b) Other sectors 88.9 132.6 168.4 283.3 295.2 188.7 440.7 306.6 267.0 2656.5
o/w: guaranteed by government agencies 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Total (1+2) 3,809.1 5,307.6 7,451.6 9,586.2 9,872.3 10,9358 11,151.9 11,1353 11,3232 11,7229

Table H12: External Debt by Creditors

The Table shows outstanding external debt by foreign creditors val-

ued in the same way as in Table H11.
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Table H13: External Debt by Domestic Sectors and Projected Future Payments

Million US dollars

Outstanding Nonreported

Projected future principal payments

debt principal
31/08/2001 payments Q3/2001 Q4/2001 2001 2002 2003 2004 2005 2006 Other
1. Direct investment 1,168.9 54.7 151.6 117.4 269.0 123.5 108.4 104.9 195.2 152.0 161.4
2. Government 5,458.2 1.2 415.9 29.0 4449 620.2 307.6 708.7 731.5 762.8 1,871.3
2.1. Portfolio investment 3,791.4 0.0 0.0 0.0 0.0 495.6 161.2 548.1 615.7 642.8 1,328.0
Bonds 3,791.4 0.0 0.0 0.0 0.0 495.6 161.2 548.1 615.7 642.8 1,328.0
Money market instruments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2. Other investment 1,666.8 1.2 415.9 29.0 4449 124.6 146.4 160.7 115.8 120.0 543.3
2.2.1. Trade credits 1.2 0.0 0.0 0.0 0.0 0.4 0.4 0.4 0.0 0.0 0.0
Long-term 1.2 0.0 0.0 0.0 0.0 0.4 0.4 0.4 0.0 0.0 0.0
Short-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2.2. Credits 1,665.6 1.2 415.9 289 4448 124.2 146.0 160.3 115.8 120.0 543.3
Long-term 1,305.6 11.2 545.8) 28.9 84.8 124.2 146.0 160.3 115.8 120.0 543.3
Short-term 360.0 0.0 360.0 0.0 360.0 0.0 0.0 0.0 0.0 0.0 0.0
3. Croatian National Bank 142.4 0.0 3.1 14.0 17.1 343 34.3 343 13.2 6.2 3.1
o/w: IMF 142.4 0.0 3.1 14.0 17.1 343 34.3 343 13.2 6.2 3.1
4. Banks 1,795.8 51.2 26.3 324 58.6 224.6 484.8 132.2 76.2 68.6 699.6
4.1. Portfolio investment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Bonds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Money market instruments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4.2. Other investment 1,795.8 51.2 26.3 324 58.6 224.6 484.8 132.2 76.2 68.6 699.6
4.2.1. Currency and deposits 537.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 537.4
4.2.2. Credits 1,268.4 51.2 26.3 324 58.6 224.6 484.8 132.2 76.2 68.6 162.2
Long-term 1,251.6 45.2 25.6 322 57.8 224.6 484.8 132.2 76.2 68.6 162.2
Short-term 6.8 6.0 0.6 0.2 0.8 0.0 0.0 0.0 0.0 0.0 0.0
5. Other sectors 3,167.6 302.5 61.2 221.7 282.9 625.1 451.3 448.0 262.5 249.8 545.4
5.1. Portfolio investment 64.4 0.0 0.0 13.7 13.7 225 0.0 28.2 0.0 0.0 0.0
Bonds 28.2 0.0 0.0 0.0 0.0 0.0 0.0 28.2 0.0 0.0 0.0
Money market instruments 36.2 0.0 0.0 13.7 13.7 225 0.0 0.0 0.0 0.0 0.0
5.2. Other investment 3,103.2 302.5 61.2 208.0 269.2 602.6 451.3 419.9 262.5 249.8 5454
5.2.1. Trade credits 310.9 73.4 13.9 43.6 675 100.7 36.2 213 9.3 26 9.9
Long-term 242.8 51.4 8.4 258 34.2 77.8 36.2 213 @3 26 9.9
Short-term 68.1 22.0 515 17.8 233 229 0.0 0.0 0.0 0.0 0.0
5.2.2. Credits 2,792.3 229.0 47.3 164.4 211.7 502.0 415.1 398.6 253.2 2472 5356.5
Long-term 2,733.4 190.0 44.2 150.8 195.0 499.0 415.0 398.5 253.2 247.2 58615
Short-term 58.8 39.1 3.1 13.6 16.7 3.0 0.0 0.0 0.0 0.0 0.0
Total (1+2+3+4+5) 11,722.9 419.5 658.0 4144 1,072.4 1,627.7 1,386.3 1,428.2 1,278.6 1,239.4 3,270.8
Supplement: Projected interest 56.3 48.9 95.8 144.7 544.9 457.7 379.0 2949 217.7 496.5
payments
Note:
Publicly guaranteed debt 1,518.0
o/w: Banks and other sectors 1,015.2

Table H13: External Debt by Domestic Sectors and Projected Future Payments

The Table shows outstanding external debt at the end of the period
and the principal and interest payment projection. All data are shown
at the midpoint exchange rate of the CNB at the end of period.

Projected interest payments do not include interest on deposits
from nonresidents and late interest. Payments are projected at the in-
terest rates at the contracting time and do not reflect changes of vari-

able interest rates.

The note points out the outstanding publicly guaranteed debt — to-
tal and the outstanding debt of the banking sector and other sectors
covered by government guarantees. The difference is the amount of
the government guarantees issued to the government sector (for exam-
ple the Croatian Bank for Reconstruction and Development, Croatian
Roads Administration, etc. included in a broad definition of the gov-
ernment sector).



Table 11: Consolidated Central Government

GOVERNMENT FINANCE

Million kuna
2001
1995 1996 1997 1998 1999 2000
Mar Jun. Jul Aug.
TOTAL REVENUE AND GRANTS
1. Budgetary central government 27,980.8 31,367.5 33,846.1 43,808.6 46,355.5 44,635.7 3,314.2 3,444.9 4,788.2 4,715.0
2. Extrabudgetary funds 15,302.3 17,029.1 19,499.1 21,3021 21,185.5 22,099.3 1,759.2 1,945.7 1,002.9 9134
2.1. Pension Fund 8,720.4 9,684.7 11,022.2 10,713.4 10,799.8 11,264.2 910.2 1,009.1 11.0 3.1
2.2. Health Insurance Fund 4,5658.1 5,196.3 5,824.2 8,269.0 8,686.4 8,967.4 720.1 790.4 829.6 755.1
2.3. Employement Fund 691.2 676.1 638.3 718.2 760.6 822.4 716 75.4 775 78.3
2.4. Child Benefit Fund 782.1 878.5 976.7 542.8 9.1 7.1 0.7 0.3 0.0 0.4
2.5. Croatian Roads Administration® - - - - - - - - - -
2.6. Croatian Waters 550.5 693.5 1,037.7 1,058.6 929.6 1,048.2 56.6 70.4 84.8 76.4
A. Total (1+2) 43,283.1 48,396.6 53,345.3 65,110.7 67,541.0 66,735.0 5,073.6 5,390.6 5,791.1 5,628.4
TOTAL EXPENDITURE AND NET LENDING (minus repayments)
3. Budgetary central government 26,189.3 27,591.9 29,409.4 34,125.4 35,979.1 36,730.8 3,483.7 2,298.5 4,365.5 4,198.6
4. Extrabudgetary funds 17,976.8 21,2821 25,522.5 30,103.1 34,363.9 37,701.4 3,285.3 3,343.1 1,615.0 1.411.9
4.1. Pension Fund 8,860.7 10,459.8 13,795.1 16,170.4 18,998.5 20,180.8 1,908.5 1,950.3 123.6 103.3
4.2. Health Insurance Fund 7,083.1 8,357.5 8,742.8 10,776.0 11,919.6 13,918.1 1,024.7 1,022.1 1,069.7 928.0
4.3. Employement Fund 445.9 676.2 7141 571.2 824.9 CEk.B 77.7 79.4 74.5 70.9
4.4. Child Benefit Fund 820.6 853.2 1,003.7 1,032.1 1,136.2 1,250.6 215.4 204.7 2422 2246
4.5. Croatian Roads Administration® - - - - - - - - - -
4.6. Croatian Waters 766.6 935.5 1,266.8 1,6563.3 1,484.8 1,356.4 59.0 86.6 105.0 85.2
B. Total (3+4) 44,166.1 48,874.0 54,931.9 64,228.6 70,343.0 74,432.3 6,769.0 5,641.6 5,980.5 5,610.5
C. Overall surplus/deficit (A-B) -883.0 -477.4 -1,686.7 882.1 -2,802.1 -7,697.3 -1,695.5 -251.0 -189.4 17.8
5. Budgetary central government (1-3) 1,791.5 3,775.6 4,436.7 9,683.1 10,376.4 7.904.8 -169.5 1,146.4 422.7 516.4
6. Extrabudgetary funds (2-4) -2,674.6 —4,253.0 -6,023.4 -8,801.1 -13,1784  -15,602.1 -1,5626.1 -1,397.4 -612.1 -498.6
?1n 1995 included in government budget; Source: Ministry of Finance
Table 12: Budgetary Central Government Operations
Million kuna
2001
1995 1996 1997 1998 1999 2000 o o o0 Aug.
1. Total revenue 27,880.8 31,367.5 33,846.1 43,808.6 46,355.5 44,635.7 3,314.2 3,444.9 4,891.2 4,847.2
1.1. Current revenue 27,2871 30,244.3 33,385.0 42,019.4 40,044.6 41,535.0 3,297.2 3,426.4 4,875.2 4,730.6
1.1.1. Tax revenue 26,505.4 28,530.4 31,338.2 39,899.7 38,317.6 39,939.0 3,203.4 3,325.0 4,671.9 4,637.7
1.1.2. Nontax revenue 781.8 1,713.9 2,046.8 2,119.7 1,727.0 1,525 93.8 101.4 203.3 929
1.2. Capital revenue 593.7 1,123.1 461.1 1,789.2 6,310.9 3,100.7 17.0 18.5 16.0 116.5
2. Grants 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.1. Current 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2. Capital 100.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
A. Total revenue and grants (1+2) 27,980.8 31,367.5 33,846.1 43,808.6 46,355.5 44,635.7 3,314.2 3,444.9 4,891.2 4,847.2
3. Total expenditure 28,475.6 30,972.8 34,395.2 41,390.4 47,379.6 49,567.5 4,932.9 3,703.6 5,037.0 4,873.6
3.1. Current expenditure 25,495.2 25,930.1 29,579.7 34,883.0 38,476.1 44,237.4 4,973.2 3,452.6 4,742.0 4,542.1
3.2. Capital expenditure 2,980.4 5,042.7 4,815.6 6,507.3 8,903.6 5,330.1 229.7 251.0 295.0 331.5
4. Lending minus repayments 220.6 528.7 611.1 1,161.5 1,499.2 1,176.1 84.1 76.6 239 53.2
B. Total expenditure and net lending (3+4)  28,696.2 31,501.5 35,006.3 42,551.9 48,878.8 50,743.5 5,017.0 3,780.3 5,060.7 4,926.8
5. Current account surplus 1,791.9 4,314.3 3,805.3 7.136.4 1,668.5 -2,702.4  -1,406.0 -26.2 888} 188.5
without grants (1.1.-3.1.)
6. Current account surplus 1,791.9 4,314.3 3,805.3 7.136.4 1,568.5 -2,702.4  -1,406.0 -26.2 133.3 188.5
with current grants (5+2.1.)
7. Gross fixed capital formation® 1,040.5 1,113.9 1,516.4 976.1 -2,216.9 -395.4 63.6 79.5 68.4 -34.5
8. Gross capital formation® 1,040.5 1,113.9 1,516.4 976.1 -2,216.9 —-395.4 63.6 79.5 68.4 -34.5
C. Overall surplus/deficit (A-B) -715.4 -134.0 -1,160.2 1,256.7 -2,623.3 -6,107.9  -1,702.8 -335.3 -169.6 -79.6
9. Foreign financing 686.0 803.9 2,985.9 -9.1 4,615.1 6,921.5 3,265.4 -28.9 1,053.7 240.6
10. Domestic financing 29.4 -669.9 -1,825.7 -1,247.6 -2,091.8 -813.6 -1,562.7 364.2 -884.1 -160.9
10.1. From other government 0.0 0.0 0.0 190.0 -87.0 -92.0 0.0 0.0 0.0 0.0
10.2. From monetary authorities 396.0 -1562.7 -354.8 1124 2.0 -12.5 -197.0 126.6 18.7 -102.9
10.3. From deposit money banks 0.0 -308.4 -1,357.3 -1,638.6 -1,859.4 —-288.8 -1,239.2 237.5 -902.8 -57.6
10.4. Other domestic financing -366.6 —-208.8 -113.6 88.7 -147.4 -420.3 -126.4 0.0 0.0 -0.4
D. Total financing (9+10) 715.4 134.0 1,160.2 -1,256.7 2,623.3 6,107.9 1,702.8 3356.3 169.6 79.6

? Net purchase of fixed capital formation; ° Net purchase of fixed capital formation and net purchase of shares; Source: Ministry of Finance.



GOVERNMENT FINANCE

Table 13: Central Government Debt

End of period, million kuna

1995 1996 1997 1998 1999 2000 2001
Dec. Dec. Dec. Dec. Dec. Dec. Mar. Jun. Jul.
1. Domestic debt of central government 17,741.2 17,263.0 15,538.4 15,047.8 16,754.6 21,344.7 22,551.6 22,832.8 22,288.56
1.1. Domestic debt of the Republic of 17,631.2 17,260.7 15,467.1 14,582.9 16,012.1 18,509.7 19,6953 20,080.7 19,604.5
Croatia
Treasury bills - 272.1 449.6 565.8 776.7 2,564.6 4,418.0 5,579.7 5,698.4
Money market instruments 134.5 254.3 44.0 96.8 l58¥6 14.2 11.8 10.6 10.9
Bonds 16,019.5 16,055.2 14,159.2 13,035.8 13,720.7 14,082.5 13,631.2 13,070.0 12,356.1
Credits from the CNB 390.1 218.8 - - 241 0.0 - 0.0 -
Credits from DMBs 1,087.1 460.2 814.3 884.4 F887:8 1,848.4 1,634.2 1,420.5 1,439.1
1.2. Domestic debt of central 110.0 2.3 71.3 465.0 7425 2,835.0 2,956.3 2,752.1 2,784.0
government funds
Money market instruments - - - - - 20.5 21.0 20.8 93.1
Bonds - - - - - 1,686.8 1,705.1 1,625.2 ¥58518
Credits from DMBs 110.0 23 71.3 465.0 7425 1,127.6 1,230.2 1,106.1 1,095.7
2. External debt of central government 1,279.6 13,477.8 18,314.9 21,049.7 29,962.5 38,648.2 44,875.0 43,906.2 43,307.3
2.1. External debt of the Republic of 19,920.0 28,598.2 36,562.3 42,059.6 41,175.2 40,630.4
Croatia
Money market instruments - - - - - -
Bonds 12,431.1 18,903.3 25,231.2 30,341.6 29,702.7 29,708.5
Credits 7.489.0 9,694.9 11,331.1 11,718.0 11,472.5 10,921.9
2.2. External debt of central government 1,129.7 1,364.3 2,085.9 2,815.4 2,731.0 2,676.9
funds
Money market instruments - - - - - -
Bonds 3721 390.6 386.5 726.5 705.3 681.9
Credits 757.6 973.7 1,699.3 2,088.9 2,025.7 1,995.0
3. Total (1+2) 19,020.8 30,740.9 33,853.3 36,097.5 46,717.1 59,992.4 67,426.6 66,739.0 65,595.8
Supplement: Central government guaranteed debt
— guarantees for domestic debt 4,104.5 5,492.0 6,412.1 6,477.6
— guarantees for external debt 12,374.9 13,193.1 12,578.4 12,126.9

Table 13: Central Government Debt

Data on the central government debt are gathered from available
data and are not reconciled with the Ministry of Finance of the Repub-
lic of Croatia. The central government debt consists of domestic and
external debt. The sources of data on domestic debt of the central gov-
ernment are the following: the Ministry of Finance Monthly Statistical

Review, Monetary Authorities Accounts and Deposit Money Banks’
Accounts. The source of data on the central government external debt
is the external debt statistics collected by the CNB. The supplement
provides data on the central government guaranteed debt. DMBs are
the source of data on guarantees for domestic debt, while the external
debt statistics collected by the CNB are the source of data on guaran-
tees for external debt.



NONFINANCIAL STATISTICS

Table J1: Retail Prices, Costs of Living and Producer Prices Indices

Chain indices

Monthly year-on-year indices

Cumulative year-on-year indices

Year Month Retail Costs of Producer Retail Costs of Producer Retail Costs of Producer
prices living prices prices living prices prices living prices
1992 December 122.4 125.3 129.1 1,053.4 1,026.3 1,120.9 745.4 694.7 846.6
1€ER) December 3315 100.6 98.5 1,249.7 1,225.1 1,175.6 1,616.6 15913 1,610.4
1994 December 100.2 100.9 100.2 97.0 102.5 94.5 197.5 207.2 177.7
1995 December 100.2 100.7 100.5 103.7 104.6 101.6 102.0 104.0 100.8
1996 December 100.0 100.4 100.3 103.4 103.7 101.5 103.5 104.3 101.4
1997 December 100.7 101.2 £RY 103.8 104.9 101.6 103.6 104.1 102.3
1998 December 100.2 100.7 100.0 105.4 105.3 €78 105.7 106.4 98.8
oSS December 100.3 101.0 100.3 104.4 103.6 105.9 104.2 103.6 102.6
2000 April 100.8 100.8 100.5 105.6 104.3 110.2 104.9 103.9 108.9
May 100.2 100.7 99.8 105.0 104.2 110.1 105.0 104.0 109.1
June 101.9 100.7 100.7 107.0 105.6 110.6 105.4 104.3 109.5
July 100.5 100.1 99.8 106.5 105.3 109.4 105.4 104.4 109.4
August 100.0 99.7 100.2 106.5 105.6 108.7 105.5 104.6 109.3
September 101.2 101.2 100.9 107.1 106.6 108.9 105.7 104.7 109.2
October 100.6 100.7 101.1 107.3 107.0 109.7 105.9 105.0 109.4
November 100.2 100.2 103.4 107.7 107.4 111.3 106.0 105.2 109.4
December 100.0 100.5 100.2 107.4 106.8 111.2 106.2 105.3 109.7
2001 January 100.1 100.5 99.3 106.6 106.4 108.2 106.6 106.4 108.2
February 100.5 100.3 100.9 106.8 106.0 108.3 106.7 106.3 108.2
March 100.1 100.1 98.4 106.0 105.6 105.5 106.5 105.9 107.3
April 101.4 101.4 100.0 106.8 106.4 105.1 106.6 106.1 106.7
May 100.6 101.2 100.0 107.2 106.9 105.2 106.8 106.3 106.4
June 99.7 99.6 100.1 104.9 105.8 104.5 106.4 106.2 106.1
July 99.4 98.8 99.3 103.8 104.3 104.0 106.0 105.9 105.8
August 101.8 100.6 s 105.8 105.2 103.4 106.0 105.8 105.5
September 100.3 100.3 100.6 104.7 104.1 103.0 105.9 105.6 105.2
Source: Central Bureau of Statistics
Table J2: Core Retail Prices Indices
e Ot Chain indices Monthly year-on-year indices
Total Goods Services Total Goods Services
1994 December 100.1 881S) 101.2 96.3 94.8 109.1
1995 December 100.1 100.0 100.5 103.1 102.6 107.1
1996 December 100.0 100.0 100.0 102.8 101.9 109.5
1997 December 100.2 100.2 100.5 102.5 102.3 104.5
1998 December 100.1 100.0 100.2 105.7 105.3 107.8
1999 December 100.1 100.2 100.0 104.2 104.2 104.1
2000 April 100.2 100.2 100.5 103.5 103.5 104.0
May 100.2 100.2 100.0 103.4 103.4 103.4
June 100.9 101.0 100.2 104.1 104.2 103.5
July 100.8 100.8 100.7 103.8 103.8 103.6
August 100.1 100.2 €Re 103.7 103.9 103.4
September 101.4 101.4 101.4 104.5 104.5 104.8
October 100.3 100.3 100.0 104.2 104.4 103.1
November 100.1 100.1 100.2 104.6 104.9 103.3
December 100.1 100.1 100.2 104.6 104.8 103.5
2001 January 100.0 100.0 100.2 104.5 104.8 103.6
February 100.2 100.2 100.0 104.5 104.7 103.4
March 100.3 100.1 100.9 104.6 104.6 104.1
April 100.5 100.5 100.6 104.9 104.9 104.3
May 100.4 100.4 101.2 105.1 105.1 105.5
June 100.2 100.2 100.1 104.4 104.2 105.4
July 100.2 100.2 100.8 103.8 103.6 105.5
August 100.2 100.1 100.3 103.9 103.5 105.9
September €8 3819 100.3 102.3 102.0 104.7

Source: Central Bureau of Statistics



NONFINANCIAL STATISTICS

Table J3: Average Monthly Net \Wages

In current prices, in kuna

Nominal amount

Monthly year-on-year Cumulative year-on-year

Year Month in kuna Chain indices indices indices
1992 December 74.4 120.2 681.7 409.4
1998 December 1,073.2 105.2 1,442.1 1,605.3
1994 December 1,646.0 119.0 153.4 233.2
1995 December 1,883.0 99.4 114.4 145.7
1996 December 2,217.0 104.4 117.7 111.8
1997 December 2,544.0 100.8 114.8 116.9
1998 December 2,935.0 104.6 116.4 112.8
1999 December 3,262.0 100.9 111.2 114.0
2000 February 3,179.0 99.7 110.2 109.3
March 3,303.0 103.9 110.4 109.7
April 3,207.0 97.1 105.3 108.5
May 3,367.0 105.0 110.8 109.0
June 3,329.0 98.9 108.3 108.9
July 3,274.0 98.3 107.6 108.7
August 3,369.0 102.9 110.0 108.9
September 3,303.0 98.0 108.6 108.9
October 3,369.0 102.0 110.8 109.1
November 3,503.0 104.0 108.4 109.0
December 3,499.0 9319 107.3 108.9
2001 January 3,546.0 101.3 11.2 11.2
February 3,395.0 95.7 106.8 109.0
March 3,635.0 104.1 107.0 108.3
April 81511810 99.4 109.5 108.6
May 3,625.0 103.2 107.6 108.4
June 3,503.0 96.7 105.2 107.8
July 3,650.0 101.3 108.4 107.9

Source: Central Bureau of Statistics

Table J2: Core Retail Price Index

The Central Bureau of Statistics calculates the core retail price in-
dex in the manner that agricultural products prices and administrative
prices (which among others include the prices of electricity and refined
petroleum products) are excluded from the basket of goods and ser-

vices used in the calculation of the retail price index. A total of 88
goods and services are excluded and their share in the retail price bas-
ket stands at 22.06% in 2001 (of which: agricultural products account
for 2.28 percentage points, and administrative prices for 19.78 per-
centage points). The zero weighting method is used to exclude prices

and goods.



List of Deposit Money Banks & Savings Banks

October 1, 2001

38. Volksbank d.d., Zagreb
39. Zagrebacka banka d.d., Zagreb®

Licensed Banks

a) licensed banks in accordance with Article 37 of the

Banking Law (full authorization) b) licensed banks in accordance with Article 36 of the

Banking Law (medium authorization)

1. Bayerische Hypo- und Vereinsbank AG Glavna
podruznica Zagreb

. Brodsko-posavska banka d.d., Slavonski Brod

. Cassa di Risparmio di Trieste — Banca d.d., Zagreb

. Centar banka d.d., Zagreb

. Convest banka d.d., Zagreb

. Credo banka d.d., Split

. Croatia banka d.d., Zagreb

. Dalmatinska banka d.d., Zadar
9. Dresdner Bank Croatia d.d., Zagreb

10. Dubrovacka banka d.d., Dubrovnik

40. Hypobanka d.d., Zagreb
41. Nava banka d.d., Zagreb

¢) licensed banks in accordance with Article 35 of the
Banking Law (limited authorization)

42. Samoborska banka d.d., Samobor

O N O Ul bW N

Licensed Savings Banks

11. Erste & Steiermarkische Bank d.d., Zagreb' 1. Banica Credo $tedionica d.d., Split*

12. Gospodarsko kreditna banka d.d., Zagreb 2. Gospodarska Stedionica d.d., Vrbovec*
13. Hrvatska po3tanska banka d.d., Zagreb 3. Krapinska stedionica d.d., Krapina

14. HVB Bank Croatia d.d., Zagreb 4. Krizevacka stedionica d.d., Krivievci

15. Hypo Alpe-Adria-Bank d.d., Zagreb 5. Medimurska $tedionica d.d., Cakovec®
16. Imex banka d.d., Split 6. Primorska $tedionica d.d., Rijeka®

17. Istarska banka d.d., Pula 7. Prva obrtnicka $tedionica d.d., Zagreb*
18. Istarska kreditna banka Umag d.d., Umag 8. Slavonska Stedionica d.d., Zagreb

19. Jadranska banka d.d., Sibenik 9. Stedionica Brod d.d., Slavonski Brod*

20. Karlovacka banka d.d., Karlovac 10. ?tedionica Dora d.d., Zagreb*

21. Kreditna banka Zagreb d.d., Zagreb 11. Stedionica More d.d., Zagreb®

22. Kvarner banka d.d., Rijeka 12. Stedionica Sa-ga d.d., Zagreb'

23. Medimurska banka d.d., Cakovec 13. Stedionica Sonic d.d., Zagreb®

24. Partner banka d.d., Zagreb 14. §tedionica splitsko-dalmatinska d.d., Split*
25. Podravska banka d.d., Koprivnica 15. Stedionica ZagiSted d.d., Zagreb

26. Pozeska banka d.d., PoZega 16. Stedionica Zlatni vrutak d.d., Zagreb

27. Privredna banka — Laguna banka d.d., Pore¢ 17. Trgovacka Stedionica d.o.o., Zagreb

28. Privredna banka Zagreb d.d., Zagreb’ 18. Varazdinska Stedionica Kovanica d.d., Varazdin*®

29. Raiffeisenbank Austria d.d., Zagreb 19. ViD Stedionica d.d., Zagreb'

30. Riadria banka d.d., Rijeka
31. Rijecka banka d.d., Rijeka
32. Sisacka banka d.d., Sisak

Licensed Housing Savings Banks

33.
34.
35.

Slatinska banka d.d., Slatina
Slavonska banka d.d., Osijek
Splitska banka d.d., Split

. Hrvatska stambena $tedionica d.d., Varazdin
. Prva stambena stedionica d.d., Zagreb
. Raiffeisen stambena Stedionica d.d., Zagreb

AW N =

36. Stedbanka d.d., Zagreb . Wiistenrot stambena Stedionica d.d., Zagreb

37. Varazdinska banka d.d., Varazdin

3 The bank took over Zagrebacka banka — Pomorska banka d.d., Split at the
1 Bjelovarska banka d.d. Bjelovar took over Trgovacka banka d.d., Zagreb beginning of July 2000.
and Cakovecka banka d.d., Cakovec on September 1, 2000 and from this 4 Operating license includes collection of households’ foreign exchnage
date on they operate under the new name. savings and exchange operations.
2 The bank took over Krapinsko zagorska banka d.d., Krapina at the 5 The savings bank took over Stedionica Zlatica d.d., Zagreb on the Januar
beginning of July 2000. 19, 2001.



Other Licensed Institutions with Full Authorization

1. Hrvatska banka za obnovu i razvitak, Zagreb

Representative Offices of Foreign Banks

. Bank fir Karnten und Steiermark AG, Zagreb

. Cassa di Risparmio di Udine e Pordenone S.p.A., Zagreb
. Commerzbank Aktiengesellschaft, Zagreb

. Deutsche Bank AG, Zagreb

. Kreditna banka d.d. Tuzla, Zagreb

. LHB Internationale Handelsbank AG, Zagreb

Ul AW N =

Banks and Savings Banks Under Bankruptcy Proceedings

9.

10
11
12
13
14
15
16
17
18
19

Invest Stedionica d.o.o., Zagreb 30/06/1999
. Komercijalna banka d.d., Zagreb 30/04/1999
. Neretvansko gospodarska banka d.d., Plo¢e  10/05/1999
. Promdei banka d.d., Zagreb 22/12/1999
. Razvojna banka “Dalmacija” d.o.o., Split 24/09/2001
. Stedionica Dugi pogled d.o.o., Zagreb 19/01/2001
. Stedionica Gro banak d.o.o., Zagreb 23/04/2001
. Stedionica za razvoj i obnovu d.o.0, Zagreb  02/07/2001
. Trgovacko-turisticka banka d.d., Split 08/09/2000
. Vukovarska banka d.d., Vukovar 25/02/1998
. Zupanjska banka d.d., Zupanja 03/05/1999

Banks and Savings Banks whose License Was Revoked

Date of bankruptcy
Name of bank/savings bank proceedings initiation 1
1. Adria Stedionica d.o.o., Zagreb 12/10/2000 2
2. Agroobrtnicka banka d.d., Zagreb 14/06/2000 3
3. Cibalae banka d.d., Vinkovci 20/10/2000 4

4. Glumina banka d.d., Zagreb 30/04/1999
5. Cradska banka d.d., Osijek 03/05/1999 5
6. Gradanska Stedionica d.o.o., Karlovac 03/11/1998 6
7. Hrvatsko gospodarska banka d.d., Zagreb ~ 19/04/2000 7
8. llirija banka d.d., Zagreb 06/04/1999 8

Name of bank/savings bank

Date of revoking
operating license

. Alpe Jadran banka d.d., Split 06/12/2000
. Gold stedionica d.o.o., Split 22/03/2000
. Hibis Stedionica d.d., Zagreb 07/03/2001
. Investicijsko-komercijalna Stedionica d.d., Zagreb
22/03/2000
. Kaptol banka d.d., Zagreb 07/03/2001
. Marvil Stedionica d.d., Zagreb 06.06.2001
. Stedionica Mediteran d.o.o., Split 22.03.2000
. Zagrebacka stedionica d.d., Zagreb 22/03/2000
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Members of the Council of the Croatian National Bank

Chairman of the Council

Members of the Council

Zeljko Rohatinski

Boris Vuijci¢

Relja Marti¢
Tomislav Presecan
Cedo Maleti¢

Branko Vukmir
Alen Belullo
Silvije Orsag
Branimir Lokin
Mate Babi¢
Damir Novotny
Sandra Svaljek
Bozidar Jelci¢

Management of the CNB

Governor

Deputy Governor
Vicegovernor
Vicegovernor

Vicegovernor

Zeljko Rohatinski
Boris Vuijci¢

Relja Marti¢
Tomislav Presecan

Cedo Maleti¢

Executive Directors

Research and Statistics Area

Central Banking Operation Area

International Affairs and External Relations Area

Banker Supervision Area

Planning, Analysis and Accounting Area

Payment Operations Area

Organization Planning and Information Technology Area

Legal, Personnel and General Services Area

Ljubinko Jankov
Adolf Matejka
Jadranka Grani¢

Marija Mijatovi¢

Petar Curkovi¢



List of Abbreviations & Symbols

avg. — average

b.p. — basis points

CBF — Child Benefit Fund

CBRD — Croatian Bank for Reconstruction and
Development

CBS — Central Bureau of Statistics

CEl — Croatian Employment Institute

cent. — central

CIHI — Croatian Institute for Health Insurance

CLVPS — Croatian Large Value Payment System

CNB — Croatian National Bank

consol. — consolidated

count. — country

CPI — consumer price index

CPIl — Croatian Pension Insurance Institute

CPF — Croatian Privatization Fund

cz — Czech Republic

DAB — State Agency for Bank Rehabilitation and
Deposit Insurance

DE — Germany

def. — deficit

dep. — deposit

DMB — deposit money bank

ECB — European Central Bank

EMU — European Monetary Union

EU — European Union

excl. — excluding

f/c — foreign currency

FDI — foreign direct investment

FED — Federal Reserve System

financ. — financing

GDpP — gross domestic product

GNP — gross national product

gov. — government

HICP — harmonized index of consumer prices

HR — Croatia

HT — Croatian Telekom

HU — Hungary

ILO — International Labor Organization

IMF — International Monetary Fund

indebt. — indebted

IPT — Institute for Payment Transactions

MEFP — Memorandum of Economic and Financial
Policies

MoF — Ministry of Finance

NCEA — National Classification of Economic Activities

NCS — National Clearing System

NDA — net domestic assets

NFA — net foreign assets

NUR — net usable reserves

OTC — over-the-counter

o.w. — of which

PBZ — Privredna banka Zagreb d.d.
PIF — Privatization Investment Fund
PL — Poland

PPI — producer price index

Q — quarterly

res. - reserve

RPI — retail price index

RR — reserve requirement

SDR — special drawing rights

sec. — securities

SI — Slovenia

SITC — Standard International Trade Classification
SK — Slovakia

socC. - social

theoret. — theoretical

transit. — transition

util. — utilities

VAT — value-added tax

ZIBOR — Zagreb Interbank Offered Rate
ZMM — Zagreb Money Market

WTO — World Trade Organization

Abbreviations for Currency

HRK — Croatian kuna
ATS — Austrian schilling
FRF — French franc
DEM — German mark
CHF — Swiss franc
GBP — pound sterling
ITL — Italian lira
usD — US dollar
SIT — Slovenian tolar
EUR —euro
JPY — Japanese yen
ESP — Spanish peseta
Symbols
- —no entry
— data not available
0 —value is less than 0.5 of the unit of measure
being used
— average
abc — indicates a note beneath the table and figure
* — corrected data
() — incomplete or insufficiently verified data
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