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INDUSTRY

[ndustrial production, which has
grown cach month this year, grew
especially rapidly in the second
quarter. By the end of July. produc-
tHon was up by 52% for the vear.
Compared to the same month last
year, industrial production was up
some 84% in June, and 8.0% in
July. The trend-cyele has had a pos-
itive slope for the last sixteen
months, and is now 42% higher
than it was at the end of last year.
When seasonal influences are sepa-
rated out, the rate of growth this
year has been 2.4% per month. 17
industrial  activity continued  to
grow at the rate of the onginal se-
ries, growth of 6.8% would be achi-
eved by the end of the year. And i
it grew at the rate of the seasonally-
adjusted seres, growth would be
10.58% The original data show that
the growth of total outpul was the
result of growth in the supply of
electricity, natural gas and water of
23.0%, growth of processing indus-
tries of 2.0, and growth of mining
and extraction of 1.1%. The proces-
sing industries continue to draw
interest. Their production level rea-
ched last year's as early as May,
and has now registered growth of
2.0%. Better results were prevented
by developments in the chemical
industry, which lags 10% belind
last year's vutput levels, the tobac-
co industry, affected by ever-more
visible anti-smoking campaigns, the
production of clothes and leather
goods, which are not competihve
on the market, coal and ol deriva-
tves, which bave fallen 23.1%, oth-
er non-metal mineral products and
precision instruments. The maost
important sector of processing in-
dustry, food and drink, is recover-
ing and is reaching lasl vear's out-
put levels, The saturation of the do-
meshc market 15 forcing these pro-
ducers to look to export markets.
At this moment, the most impaor-
tant market is Bosma-Herzegovina,
where the bulk of total exports and
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INDEX OF PRODUCTION VOLUME IN INDUSTRY
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ELECTRICITY, GAS,
STEAM AND HOT \WATER SUPPLY
Seasonally adjusted and trend-cycle {1995= 100}
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especially exports of consumption
goods, end up, Exceptional resualts
have been recorded by the publish-
g industry {growth of 40.29%), tex-
tiles (including fabric and cloth,
and not including final products),
cellulose and paper products, tires
and plastics, metal products, ma-
chines, commumnicabion equipment,
transportation equipment and fur-
niture. The furniture industry has
now returned Lo its usual products
after being diverted to military
pmducL-i. Its capacities are now in-
cluded in total industry, and the
first effects of privanzaton are be-
INg Seem.

Industry’s trade deficit grows
from month 1o month. The data far
the first seven months show that
exports lag behind the first seven
months of last year by 1.1% in duol-
lar terms. The largest decrease is
among capital goods industries,
11.4%, while exports of inputs are
down by 22%, and consumplion
goods exparts have grovn by 4.2%.

After three months of decrease,
unemplovment rose to 270,158 in
July. This amounts to 16.6% of the
labor force, Among  the unem-
ployed, 6.8% of those registered
have college education or higher
degrees, 71.1% are high-school gra-
duates, and 22.1% did not finish
high school. Experts believe that
less-qualified workers have a hard-
er ime than more qualified work-
ers in finding employment at this
time. Unemployment in July was
higher than last year's average in
twelve counties (the greatest in-
crease was in Koprivnica-Krizevd
County, 36.1%) and lower in the
other eight counties {the liggest re-
duction was in Istria County, 6.5%)
26,720 registered veterans were un-
emploved, accounting for 2.9% of
the tetal unemployed.

TRADE

Increased trade and increased
personal consumption arc usual
characteristics of the summer
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months, Retatl turnover in the first
seven months increased by 5.2% in
real terms, Turmnoyer was 5.5% hig-
her in June, and 7.2% higher in July
than in the same month last vear
This was the result of the COMSUMp-
tion of domestic and foreign tou-
rists. Increased consumphion in the
period af preparation for the tou-
nst season was partially financed
by bonuses. These rates of growth
are lower than those published
previous months, because they are
based on final data on trade turn-
over for 1996, In the same period,
whalesale trade rase by 10.7% n
real terms according to prelimimary
data

CONSTRUCTION,
TRANSPORTATION
AND TOURISM

The increase in acHvVIlY inocon-
struction in the first hall of this
vear in compansan to the first hall
of last wvear can be seen in the
growth of hours worked and in the
increase in the value of prijects
executed. The first indicator grow
15.5% In the first half of the vear,
and the second  indicator grew
40.4%, Bad weather conditions in
the summer months will surely
prevent better results from bemg
achieved The information received
about gross domestic product indi-
cate growth of 24% in 1995 and
28.2% in 1996, resulting in an in-
crease in share af gross domeshc
product to 324 This strengthen-
ing ol construction activity has not
been correlated with increased pro-
duction of bulding materials, It
mav be assumed that matenals are
still being provided by SPONSOTS OT
through imports,

Since data are available through
June anly, we cannal sav what the
results of the summer have been in
transportation and  communicati-
ans. While transportation of pas-
sengers exceeded last vear’s fig-
tires by 3.3, transpartabon of go-
ods was 2 3% below that recorded
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in the first half of last vear The
greatest number of passengers were
transported by road (799, then
rallway (l6%), and the remainder
by other forms of transportation
The largest quantity of goods tran-
sparted went by sea (627, followed
by railway [18%), pipelines {11%),
etc. With the completion of the pro-
grams undertaken in road building,
alr traffic safety, seaport moderniza-
tivn, development of railroads and
s¢a routes, transportation can be ex-
pected toncrease its output.
Tourism significantly excecded
last year’s results in the first six
menths of this year and i July
The merease i tourist mghts in
Julv was 46 4% compared to July of
last vear, and 42.7% mmpan‘d to
the beginning of this vear Eighty
percent of total tourist nights were
accounted for by toreigners this
year. and 20% by Croatians. Regi-
stration of tounst arnvals shows
that 34% mure tounsts armmived in
the first seven months of this vear
than in the same period last year.

PRICES

The mild deflation of 0.3% re-
corded in July decreased the yearly
inflation rate to just 2.7 percent.
Seasonal decreases in the prices of
food and agricultural products ca-
used the price decrease, For exam-
ple, the prices of seasonal agricul-
tural products fell by as much as
14.2 percent in July, while prices on
seasonal food products fell by 1.5
percent.

The cost of living tell even faster
than retail prices i July. They fell
by 1.3 percent. The greatest infla-
hon was the fall of food costs [~4'%).
The remaining elements of the cost
of living recorded a mild growth of
not more than (L5%..

Producers’ prices also fell in July,
recording a dechine of (.2%. The
greatest fall was reconded AMOong
inputs (-0.6%),

Unfortunately, August saw a
new wave of prices increases,



Retail prices rose by (8% in rela-
tion to July. Due to this, retail price
inflahon at the annual level rose
trom 2 7 percent to 3.5 percent. The
greatest growth i retail prices
came in the service sector, whose
prices rase by 1.3 percent, tollowed
by non-feod industrial products,
whose prices rose 1.2 percent. With
this are included energy products,
whose prices rose sigmficantly in
August, The retail price index wo-
uld be even higher if there had not
been a fall in the prices of seasonal
agricultural products by some 7.9
percent

Further price increases can be
expected in the coming penod, giv-
en the agricultural products will
not longer be able to neutralize the
growth of other prices 1o such a
great extent

The cost of lving rose in August
by 0.2 percent. Within this, the cost
of services rose by a high 2 percent,

Producers prices rose by 12 por-
cent i August. This raised the an-
nual level of producer price nfla-
tion trom 2 percent m July to 3.4
percent in August. The greatest
Price INCreases came among mputs
(2.1%). Refined il products jum-
ped in price by 156% in August,
and electricity by 3%,

Kelative prices m industry were
virtwally unchanged in the last two
maonths.

WAGES AND THE
EXPENDITURES OF THE
GOVERNMENT BUDGET

Wage data for [uly show the con-
tinuation af the growth trend of
previous months. Wages were hig-
her than wages in the same maonth
of last year by 16.7% in real terms,
and were cumulatively up by
127"% They were higher than this
year’'s average by 50% The data
are processed according to the uni-
ficd classificabhon ot activities, so
they can be broken into the so-
called economic and non-economic
aectors, In the ceonomic sectors, the
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Constant prices, January 1993
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interyvearly monthly increase was
18.7%, and the cumulative increase
was 13.3%. The corresponding
numbers for the non-economic sec-
tors were 11.2% and 11.0% respec-
tively,

The realization of the govern-
ment budget tor the first halt of the
vear did not dewviate significantly
frum plan. This was true un both
the revenue and expenditure side
46.5% ot planned revenue for the
yvear was raised, and 464 of plan
ned expenditures were made, The
central gnvernment deficit amo-
unted to 45 74 of the planned year-
Iy deficit. The policy of planning
greater expenditures than income
gives an expansive note to fiscal
policy, The figures for the first sev-
en months show that the nggest
tern among expenditures is stll
purchases of goods and services,
which occurs o the detriment of
wther current and especially capital
cutlays. Because of this, it is not in-
appropriate o repeat the need to
reduce government expenditures
or at least to reapportion them. On
the income side, the greatest inflow
came from taxes, Within taxes, sa-
les taxes on goods and services we-
re the largest, followed by excise
taxes, tariffs, etc In comparison
with last vear, expenditures grew
in the first seven months by 8.7% in
nominal terms, and income by
nuﬁ;ullll.

MONETARY
DEVELOPMENTS

The data on monetary develop-
ments in June and |uly reveal a
rapid growth of bank placements
and monetary aggregates, This is
m accordance with the expecta-
tions of the Central Bank. The sec-
ond characteristic of June and July
was the balance sheet adjustment
by commeraal banks. This adjust-
ment is the result of the change in
relations Between the central gov-
ernment and banks on the basis of
the agreement with the London



Club of creditors. The balapce-
sheet adjustment caused signifi-
cant changes in the books of mone-
tary imstitutions that hide underly-
ing monetary developments.

In the summer months, seasonal
influcnce s especally strong. In
July, seasonal cffects overstate the
growth of the momey supply by
about &%, and in August by as
much as 11%. After stagnating
from the beginning of the wear
through May, the money supply
awoke m June, grawing 0.5 billion
kuna or 4 8%, and grew some 11
billon kuna or ¥ 3% in July. The in-
lervearly monthly growth rate in
July was 28.7%, and this index 15
unchanged from January of this
year.

Changes in the structure of the
money supply in June and July
were different from those in the
first five months of the vear. At the
begmning of the vear, currency in
circulation grew faster than deposit
maney, and the share of currency in
the money supply increased. Tn
June and July, 1t was precisely de-
posit money  that “pulled” the
money supply into faster growth
I those two months, combined de-
posits rose by 1 billion kuna (5.5%
and 9.3%). In contrast to this, cur-
rency in circulation grew by 0.6 bil-
lion kuna (3.7% and 9 24%)

Although in the first half of the
viear, kuna savings began to catch
up to foreign exchange savings, the
tourist season in June and JTuly Jdis-
rupted this tremd. Foreign  ex-
change deposits grow by 3 3 billion
kuna (46% and 5%), and kuna de-
pusits 0.3 billion kuna (3% and
2% 22 billion kuna of the in-
crease n fareign exchange deposits
was accounted for by househalds,
and 1.5 billion of this were placed
in time deposits, The largest part of
this increase is the effect of the
tourist =eason and the unfreczing
af a part of the principle of the
“old” foreign exchange savings,
along with the pavment of accrued
interest, i July

Monetary Developments
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Monetary Developmients

milligrs ol kuna

OMB's DOMESTIC CREDITS
Constant prices, January 1992

=

b | Seasanaly adjissled

T trenc-evels

280 <

1104

740

30 4

210+

150

110 H—br =t the st tbrrssrp b rerrr e

1A
542
992
ik
533
443
194
504
894 3
1445
515
a2/95
1196
58
498
1/97
L)

GROWTH RATES OF LOANS TO HOUSEHOLDS
i AND BUSINESSES {monthly year-on-year indices)

-} J e

[ |~ Bumreses

&0

% 50+

£ Landon

g 1 _/;\k—f"/;\--—’\ chibafect  —

20 ank

TE -b// | ::ﬁ.mn::ﬂ ;.-\/_/I,_/I
§ 8§ EEEEE 85533
GROWTH RATES OF LOANS TO HOUSEHOLDS

i AND BUSINESSES {monthly year-on-year indices)

m -

m ] 5 -

50 1.’ =

40 ] i

T MmsweEAI o

w20 q e T
w1 __,___-/
] + — -

wh £ & § E £ B 3 3

20 I = o o

A0 Claam on other domestic Lecions

------- Clasmig pn cantral grapmmerd
et fodesgn nsgets

After a pause in May. the growth
of placements again intensified in
[une and July, In June, placements
grew LA llion kuna (4.1%), and in
July they grew 22 bilhion kuna
{5 4%)

Kuna credits to enterprises grew
by 1.5 billion kuna in the two mon-
ths combined, while kuna credits
tir households grew by 1.2 billion.
Although the growth of credits to
enterprises was somewhat larger in
absolute amount, credits w house-
holds made major steps torward,
and their share in total placements
rose rapidly, Credits 1o enterprises
erew in June and July by 4.5% and
3.7%, while credits e households
grew by 6.2% and 7.8%,

Foreign exchange credits, which
grow by 1.4 billion kuna or 19.4%
in July, show the effects of the ba-
lance-sheet readjustment mentio-
ned above

The Republic of Croatia as-
sumed part of the debt resulting
from the New Financial Agreement
(NFA) and the Agreement on Trade
and Deposit Facility of 1988, Cro-
atian debtors were freed from their
obligations  to forcign  creditors,
and the government assumed these
vbligations. The internal relations
between the Republic of Croatia,
which assumed the debts, and the
CUroatian debtors who were the
end-users of the credits, are regu-
lated by a separate law.! Banks that
were debtors under the NFA mallo-
cate the debt of the end-users (legal
entides/end  users of refinanced
credits with headquarters in the
Fepublic of Croatia and their legal
successurs ). Because of this, in July,
refinanced foreign exchange cred-
its rose by 1.2 bilhon kuna; (L6 bil-
lion of this went to public enter-
prises, and 06 billion to private en-
lerprises.

The biggest changes created by the
London Club agreement occurred

1 The Law omn the Assumption of Part ol
the Debl based on the Mew  Finaewial
Agreement of 1988 and on the lssuance of
Republic of Croatia Bonds To Substitute For
Theese Duebas. GG 87 704,



within the government sector it-
self. The Republic of Croatia was
the debtor for some of the refinan-
ced credits, and thus that portion of
the total debt resulted m an in-
crease in banking sector claims on
central government. Besides this,
the obligations of banks to the cen-
tral government, which had as-
sumed the foreign debt, were the
primary source of increase. The for-
eign exchange habilities of banks to
the central government on this ba-
sis were 0.3 billion kuna in May, 0.2
billion kuna in June, and some 3.7
billicn kuna in July. Parallel with
this, the foreign habiliies of the
banks decreased. These obligations
had previously been registered un-
der this category,

The net result of these changes
was a decrease in net claims of the
central government from 14 billion
kuna mn June to 9.6 billion in July,
while the foreign labilities of
banks fell from 13.7 ballion kuna in
June to 11.6 billion kuna in July.

In July and August, monetary
policy was conducted with the aim
of pn}\'cnﬁng signtficant apprecia-
tion of the kuna. Two foreign ex-
change auctions were held in July,
On July % 72.8 million USD were
bought, and on July 30, 69.0 million
USL, wwith a total monetary effect of
905.7 mullion kuna. The stock of for-
eign exchange reserves on August
28 was 2.435.7 million USD.

The government used a liquidity
credit of 100 million kuna for three
weeks in July. Banks used Lombard
credits very moderately. In August,
the use of these credits mtensified,
but there was no decrease in
currency in circulation  through
August 201

Reserve money grew 424 million
kuna in July, exclusively on the ba-
sis of the growth of currency m cir-
culatiom (92%) In August, the
growth of currency in circulation
was milder, and reserve money
grew on the basis of bank deposits
{required reserves) as well.

Cruring August, the demand tor
NWNBC hills strengthened. From a

Monetary Developnnents
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Exchange Rates and Balance of Pryments

INDICES OF DAILY NOMINAL EXCHANGE RATES OF
KUNA VS. DEM AND USD, (January 1., 1995=100}
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very low level at the end of the first
half of the year, they grew to 938
million kuna at the end of August.

EXCHANGE RATE

The index of the nominal daily
exchange rate of the kuna against
the US dollar showed a marked de-
preciation of the kuna. This was
due to the nse of the dollar on
world foreign exchange markets,
and the fact that the kuna is very
gtable in relation to the (German
mark, which in turn has been nega-
tively correlated to the dollar. The
dollar reached its highest value in
many years against the German
mark in the summer months, The
index of the dollar versus the kuna
grew by B4 percent this summer.
However, the last two weeks in
August brought a sharp deprecia-
tion of the dollar’s value.

The index of the nominal ex-
change rate of the kuna and the
German mark showed a slight ap-
preciation of the kuna during the
summer months. This was expect-
ed, given the good tounst season
and the increased demand for kuna
that results from this. The German
mark fell to its lowest value of this
vear in the nuddle of Augusl,
3.5539 kuna for one German mark,
and then staved at this value
However, despite this the exchange
rate of the mark in exchange office
rose in the last week of August

The nominal appreciation of the
American dollar, and the growth of
prices it Croaba’s main trading
partners, caused a real depreciation
of the kuna. The Real Effective
Exchange Rate of the Kuna depre-
clated by 2.56% (FPI} and 216%
{CPT) i the first seven months of
this year, The greatest depreciation
came in April, when the Real
Effective Exchange Rate deprecial-
ed by 1.09% (CPI) and 0.68% (PPT)
in one month. Last year, the same
period (the first seven months) saw
a teal appreciation of 216% (PP1
and CPI), so the value of the index
has now returned 1o the level of the
beginning of last yvear. It should be



taken nto consideration that May
was the last month for which we ha-
ve official data on price levels in
competitor countries, so that after
the adjustment of the data in the co-
ming months, we expect o see even
greater real depreciation of the kuna.

BALANCE OF PAYMENTS

The carrent account deficit in
the first five months was 1,224 mil-
lion USD, which is 147% larger
than in the same period last year
Thi= increased debicit was caused
by the growth of the rade deficit
and the decrease in net income
from services In the first five
maonths, the trade deficit was 1,59)
million UsD, which represents an
annual increase of 45%. Net income
from services was 146 million IS0,
which represents an annual de-
crease of 52%. Changes in the dol-
lar exchange rate and sn:-a.qﬂnalir:.r
plav an important role in these
changes. [ncreased  income  from
tourism, which begins m June, will
change the picture from the first
five months  substantially. The
great strengthening of the dollar
has also influenced the decrease in
net income from current transfers
by 17%, trom 362 to 300 million
USDh Of this, wansfers o the gov-
ernment decreased by B3%, from
129 ta 19 mlhon LISEE

O the financial transachons ac-
count, mflows of 825 million USD
woere achieved n the first five
months this year. This is 585%
greater than in the same period last
vear. Forpign direct  imvestment
amopunted to 109 milhon USD or
13% maore than last vear, Credits
grow from 33 to 374 million USD
net. Of this, government indebted-
ness grew from & to 280 million
USH. Met inflaws of fureign ex-
change and deposits grew from -
168 to 313 milhion USD. The inter-
national reserves of the Natonal
Bark of Croatia decreased by 42
million USD i contrast 1o last
vear's increase of 24 million TSD:

In the tirst seven months of 1997,
Croatian exports amountod to 2,548

Exchuinge Rates and Balance of Payments
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fnterest Rates

= — = million USD, which was 1.1% less
than in the same period last year
Imports amounted to 4976 USD,

i which represents a 16.1% increase,
INTEREST RATE OM THE ZAGREB ! The trade deficit amounted tn 2,428
- MONEY MARKET, daily data, annual level mullion USD, a 42% anmual increase.

i MONEY MARKET
101 AND INTEREST RATES

B In July and August, mportant
e rhanges ococurred at the Zagreb
4 Money Market. Last vear's scenario
17 of a fall in interest rates on the mon-
ﬂ§ vy market, caused by greatly in-

creased liquidity of the banking
system, was repeated. However,
this summuer, the fall started from
much lower average interesl rates
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(from 10 w0 11%). Average daily in-

terest rates fell as low as 6.7%,
which is the lowesl absolute daily
average recarded in the history of
INTEREST RATES ON NBC BILLS, Ve Fapre Mookt Market, i the
%n'auctmn days, annual level last two months, average daily inter-
OO0 D000 Q000000 Ot u - est rates oscillated between 6.7 and
_i\m Rn A 141", The upper bound was recor-
ded at the end of July, when hquidi-
ty suddenly dropped and demand
peTmer— uneapectedly rose on the Money
T & due 3l dave Market, The fall in interest rates has
1 B oue 1A days led o the following structure of in-
terest rates: loans up to 5 days can be
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gotten for & 1o 7%, from 6 10 10 days
the interest rate is 7 to 8%, for 11 ta
15 davs the raw is 8 to 10M%, for peri-
ods of a month the rate is from 11 to
13%, and for period of two months
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that rate 15 from 13 to 15%.

Interest rates on the only short-
time security traded at the moment
(however, predominantly on the
DMBs’ INTEREST RATES ON CREDITS IN KUNA, primary market) did not change
annual level during July and August. NBC bills
can still be bought under the fal-
lowing terms: 25-day bills at 7%, 91
dav bills at 8.5% and 182 day balls at
9.5%. Since Treasury Bills of the
Ministry of Finance are far more at-

16 . tractive, demand for thum gets
"Wt —— armr_lgur and stronger. T—B:‘ll.'. car be
1 vbtained under the following
1a

terms: 42 day bills with 9% income,
91 day bills with 10% income and
182 day bills with 10.5% income,
The general characteristic of this
market is that Treasury Bills give

11738
187
ey
547
Tar

z

1
498
11785
1726
398
56
796




better  income and are  mare
attractive investments than NBC
bills. Also, it is crucial to mention
that 182 dav T-bills have been very
well received, while the longest-
term MBC bills have not

The credit interest rates of com-
mercial banks have declined (o
rates seen three years ago. Given
the significantly decreased interest
rates on the money market, we can
confidently expect a  continued
slow fall of credit interest rates of
commercial banks. It would not be
unrealistic to expect that they will
fall 1o about 13% by the end of the
year. The current level of average
intercst rates of 15% has been
achieved atter a fall of 11 percent-
age points in the last year and half,
Kuna credits without forelgn excha-
nge clauses {predominantly short-
term) were granted in July with an
average interest rate of 15.0% (short-
term credits 15.2%, and long-term
credits 125%). The range among
banks was from 7 to 393%.,

The average interest rate on ku-
na credits with foreign exchange
clauses was 15.2% Theses credits
are increasing their share in total
credits from month to month, In
July, newly-issued credits of this
types exceed newly 1ssued kuna
credits without foreign exchange
clauses by 0.9 billion kuna (by
39%) About 40% of these credits
are long-term credits which are
granled at an average inlcrest rate
of 12.0%, while short-term credits
are granted with interest rates of
17.6%. The range of average inter-
st rates is 5.3% to 28.6%.

Deposit mterest rates are slowly
falling (by 0.1 percentage point a
maonth). This is the result of banks'
attempts to reduce the cost of their
funding sources. Inlerest rates on
kuna time deposits (9.6% average),
are still higher than the interest rate
on foreign exchange time deposits
{5.9% average}. This stimulates ku-
na saving, although this effect has
hardly been felt in banks® balance
cheets, especially after thus summer
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DMBs’ INTEREST RATES ON DEPOSITS, .
annual level
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DIFFERENCE BETWEEN INTEREST RATES
ON CREDITS IN KUNA AND INTEREST
RATES ON DEPOSITS IN KUNA
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