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Real Sector and Prices

MANUFACTURING INDUSTRY

Statistical nanalysis of industrial
production in the first eleven months of
the year showed a vear-on-year cumy-
lative growth of 3.2% (Le. monthly
growth of 2.3%), while average
monthly production in this year ex-
ceeded last vear's production by 3.6%,
After deeomposition of the industrial
production series, the trend component
turns out 16 have been growing for the
last fourteen months at a rate of (6%,
while the de-seasoned series reconfed
an average monthly growth of 0.5%
throughout this vear. The graph clearly
shows the random, Le umexplaimed
eomponett 0 January, March and
seplember Lhis year, which means that
this component showld be eounted on in
the future, especially when making
forecasts. This component originated
fom the {fairly deceptive) production
of capital goods. The peeture of devel-
opments n the area of manofaciuring
industry and miming is completed by
the datn available for the first ten
months of the vear. Aceording to Uhese
data, produetivity grew by 11% oo an
annual level, while mdividoal labor
vost o manofacturing  industry
{roughly estimated as the ratio of total
wages and allvwanees revorded with
the Payments Institute o realized pro-
oetion), decreased by 1.1% compared
to 1995, Intermedinte gomds o stock
inereased by 2.3%. while the consump-
tiom of intermediate goods decreased by
A%, Cousamption of energy ool fuel
decrensal by 2.2% compared to last
vear, while at the same time energy and
fuseel o stoek, oereased by 79.59%.

As far as earmarked components
are eoneerned, the most significant
growth was recorded m the investment
goids industries (129%), the interme
diate goods industres recorded 3.4%
wrwth, while the lowest growth was
recorded in the groop of eonsumer
Foods industries. Branches which have
been recording significant year-on-vear
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growth, tend to confinue the same
trend. Major contributors to the o
crease n aggregate production ip-
cloded the shipbuilding industry
{34.4%), electric power industry (25.5%),
production of construction malerials
(29.0%), refining of non-metallie
minerals {21.%). and chemieal indus-
try (2.4%). Sipmificant export activily
was recorded by the group of invest-
ment goods, with its 15.4% year-one
year growth, while exports of interme-
diate goods and consumer goods de
creased compared to last vear, by
11.7% and 6.4%, respectively. Bramches
of mapufacturing industry with the
largest production of valoe added eon-
tinue to record significant  anoval
growth in exports {foodstofls indus-
tries G.3%, electric power mdostry
990.9%, electric machines and equip-
ment 7.6%, shipbuilding industry
24 4%,

According to te meently pub-
lished eonjuncture test of the Croatian
economy, pablished in the magazine
"Privredni Viesnik", (he end of the third
[uarler saw an inerease i exports in
production of electrical machines apd
equipment thanks to a whole year of
favorable development of onders. In the
production of food, beverages and 1w
baceo products, and in the production
of transportation equipment, posilive
developments were recorded only in the
last quarter of the vear. Sigmificant
export activity is ool expected to oreur
in any of the rest of maoufacturing
industries.

Unemployment meeorded at the
end of November 1996 was 85% higher
than that recorded for the first eleven
months of last vear, ie. 86% higher
than the level recorded in November
last wear. Sinee October this year, the
data on employment have been maodi-
fied to provide wider coverage and
more detailed information. The number
of 1,700,101 for November meluded
persons employed by major sconomir
subjects (Ineluding the Ministry of the
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Interior and the Mimstry ol Defense),
those employed by economic subjects
with small numbers of employees,
those emploved in small industries and
artisan shops, the free professions and
individual farmers. Employment will
eontinue to be [ollowed in this manner
ot a monthly basis,

TRADE

The upward trend of realized
turnover o retail trade  continued.
Growth was especially intense in the
seennd hall of the vear. Compared to
the first eleven months of last year,
aclivity in trade inereased by 172% jn
real terms, Le 348% on a monthly
level. Real value added exceeded the
level recorted in the first ten months of
last vear by 7.4%. Developments in the
turnover in wholesale trade moved in
the same direction, with slightly less
intensily than m refail trade. [n the
first eleven months of the year, turn-
over inereascd cumulatively by 3.6%,
and monthly by 2 7%, compared to last
vear's comparable figures, In aceor-
dance with the expansion of domestic
prestuetion throughout the vear, domes-
tie: trade concluded this vear with very
good results. At the same Lime, there is
no reason for these tendencies not to
o m the commg vear.

CONSTRUCTION,
TRANSPORTATION AND
TOURISM

Effective working hours m eon-
struetion recorded in the first ten
months of the vear exceeded last vear's

results, both eumulatively and monthly

by 85% and 14.8%, respertively). A
pasitive trend has been present for the
last ten months, and growing at Lo%
monthly, The de-seasoned series has
been growing throughout the vear at an
avernge monthly rate of 25%, The
oumber of construction workers pres-
ent at construction sites exeesded fast
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vear's figure by 5.1% cumulatively, and
by 9.0% monthly. The value of con-
struction works executed in the country
exceeded the value recorded in 1995 by
aadFh nominally, while the value of
construction  works  contracted e
eorded a B20% Increase compared to
fast year's figure. The above data indi-
cate strong aclivity in construction,
which is likely to continue due to post-
war reconstruction works,

The results achieved in transpor-
tation in the first ten months of the
year indicate that the volume of goods
transparted exeeeded last vear's ligures
by 7.2% eumulatively, while the numbser
of passengers transported exveeded
last wear's figures by A.2% cumula-
tively, By the end of the vear, no sig-
nificant year-on-vear growth can be
expected due to the ongntng strike in
rallroad transport. which makes up
aroupd 17% of the total transport of
passengers and approximately the
same percentage of e tolal transpor-
tatinn of goods. Following a short
stagnation, volume of goods  Lraens-
ported have been showing a slight
dowmrward trend, while the number of
passengers, which recorded a period ol
stagnation in 1995, increased (o this
vear by 6 index points, The cause for
sueh quantilative achievements in the
area of transport and communications
partly lies in the territorial integration
of Croatia, i io the post-war repos-
session of Croalian transport potential
This alse means that higher growth is
it part a consequence of o low base
taken over from last vear.

Results in our tourist industry in
the first eleven months of the vear, with
regard to the number of avernights and
tourist arrivals, exeeeded last vear's
We can say that 199 wis o very sue-
cessful tourist year, with a 65% m-
erease in the number of overnights and
a 52% increase (o the number of arri-
vals. In the structure of overnights, the
number of domestic overnights  in-
ereased by 12.7%, while the number of
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foreign overnights increased by 95.4%.
The positive elfects of high loarist ac-
Livity in 1996 were reflected in the e
Lre peonimy,

PRICES

In December, prices  stagnated.
This means that the inerease in prices
revorded in Oetober and November was
ot of 4 permanent nature, Le il was
not caused by an inerease in demand,
hul rather by micro-economie reasons.

In December, retail prices re
matted on the levels recorded o the
previous month, The annual inflation
rate in 1996, measured by the index of
retal priees, wmennted to 5%, [ we
Ik at the structure, we notice that the
prices of goods nereasel in December
by 2%, while the prices of serviees
deereased by 0.5%. [n the twelve month
prerined, the retail price index recorded a
24% increase n the prices of gonds,
anid an 86% inercase in the prices of
services. The most significant price
inereases recoprbed throughout Ui vear
were inereases b the prices of tobaeen
{18:2%), liquor (6.1%) and mdustrial
foudstufts (4.5%) A deerease in prices
was reeanded only in agricultural
prodfucts  uon-jnefusive of  seasunal
produets (23% decreasi). The above
mentoned S4% imerease in the prices
of serviees o 1996 was due (o e re
vival of tourism along the evast of
Crogtia.

The rest of living was 4%
higher I Cecember than io November,
Analysis ol the structure of this in-
erease revesls that o December the
eost of living meregsed by 0.6% in
poads, among which the most signifi-
cint wias the inereqse in prices of Tood-
stuffs (134%). Prices ol services e
rorded o 0.8% decrease Tn the whole o
199G compared (o 199, the cost of
living merensed by an avernge of 4.3%.

The: index. of producers” prives of
imloustrial products reeorded in Decem-
ber o 03% jwerease compared to Ne-

RELATIVE PRICE INDEX FOR NON-TRADABLE GOODS
| Prices of services relative to goods' prices (1992 =100)
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14 Aggregate Demand

| REAL AVERAGE NETWAGE f
- Constant prices, January 1992 '
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vember, The most sigmficant 1nerease
was recorded o prces of intermediate
goods (0.3%), while prices of invest
meml goods and consumer gomls in-
creased by 0 1%, Ot of the indivilual
groups of products, the most signifi-
eant inerease m December compared 1o
November 1996 was recorded o prives
of oil aml natural gas (4.5%), coal
£3.4%) and petroleom produets (21.%).
The index of preducers” prices of
industriad products in 199 recorded an
average increase of 1.4% compared to
1335, An increase in priees Was e
corded in consumer goods (9%, and
in invesiment goods (20%). A 0.5%
decrease was recorded in intermediate
goods, The most significant inerease in
producers” prices in 1996 was reconbed
in beather goods and fotwear (17.7%),
tobaceo (16.2%), Hguor {11.6%) and
final wood products (1L0%), In the
same period. the most significant de-
crease was recorded o prodocers
prices of nou-ferrons metals (12.8%)
anil basie chemical produets (49.4%),

WAGES AND AGGREGATE
DEMAND

The real net wage paid 10 Novem-
Ber exeerded the wage paid in Ortober
by 1A%, and the average wage paid in
{996 by 2%, AL the same time, the
vear-ol-venr monthly inerease amount-
ol to T.6%. while the eumulative in-
erease amounted to 6.9%. The aggre
gate cost of labor (measured by the
sum of net wages, remuneration nnd
wllowances from direet hire and per-
sonal service pontracts, taxes, surtaxes
and contributions from salaries and on
salaries. income tax and surax, pav
ments on the basis of lealth msuranee
and solidarity funds paid) recorded a
10.1% inerease in real terms jn the first
len months of the year eompared to the
same perid last vear. The sum ol total
pet wages paid and remuneration and
allvwances [rom direel ure and per-
somal services contracts represents the
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approximate amount of ineome [rom
regalar employment, which exeeeded
last vear's figure by 3.2% This io-
crease gives room for an increase in
demand of the household sector, and
consequently in aggregale  domestic
demand.

Agpregate domestic demand e
cordil (o the first ten months of the
vear exceeded the level recorded in the
same pertod last year by 7.5% cumula-
tvely, e, by 13,1% moothly. We can
expect such a growing demand o give
an impulse to domestic production.
Household spending on goods and serv-
ices in the first ten months of the year
inereased in real terms by 11.1% on an
anpual Jevel, amd 16.4% on a monthly
level. Corresponding  inereases e
eorded in eurrent government spending
amounted to 1.1% and 94% The level
of investment activity measured by
payments was 17.0% lower than last
year. However, certain  alterpate
souwrees of information speak of [n-
vestmenl activity in brighter colors.
Imports ol investment goods rerorded
in the first eleven months of the year
exceeded Lthe level recorded in the same
period last vear by 13.4%, Capital expen-
ditures of the state budget wers nomi-
madly 92 3% higher. It would be desirable
to continue to channel privatization
revenues 1o jovestment purpises.

MONETARY DEVELOPMENTS

MNovember has always been a
month of very moderate monetary di-
velopments. This November we re-
corded o decrease in money supply in
the amount of 21 mil kuna (4 2%),
basel on o mild decrease in deposit
money of 34 mil kuna (0.5%) and an
equally mild increase in cash m the
amount of B3 mil kuma (003%). Follow-
ing a period of calm in November,
monelary developments are expected to
intensify in December.

Total liquid assets mereased in
November by 5503 mil kona (1.6%),

o e
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mostly based oo foreign curreney de-
posits. A promising [ntensification of
growth of kuna deposits in the second
half of 1996 of an average of 5% per
month, decreased in the last wo
menths (o 1.7% on average per month,

On the assel side, developments
were slightly more dynamic, althoogh
nel domestic assets grew 1o total by o
mild 6.5 mil kuna {1.6%) The gov-
ernment sector (fnally) fulfilled its
phligations in regard to the publie debt
and beeame o net creditor to the bank-
ing system with 270 mil kuna [net)
ileposits, Credit grew by 650 mil kuna
Credit issued to the household seetor
amounted to one thind of that merease,
while eredit granted to enterprises
made up more that hall of the tolal
increase. December recopded vel an-
other inerease in credit granted to the
household sector. Such tendencies are
expected to continue in the future. For
comparison, the average monthly rate
of growth of eralit to the household
sector amounted to 21% in the first
two quarters of the year, while in the
seeond two quarters it almost doubled,
reaching 4.1%. The average monthly
growth rate of eredit to all sectors
amounted to 1 0% in 1996 This means
that eredit 1o the household sertor has
bien growing faster than the average
amd inereasing its share in tolal credit,

We have already pointed out the
tendency of stagnation in loreign eur-
reney sight deposits of the household
sector and intenzive growth in foreign
curreney time deposits. We would like
to stress that i May 1996 foreign cur
reney tme deposits exceeded [oreign
currency sight deposits i abselute
amount, while their share in total for-
eign vurrency deposits has been grow-
ing continucusly. The average monthly
growth rate of time deposits reached
6% in the last s months, while for
sight deposits it reachied -0.6%.

Sueh developments are copsid-
ered positive. Only long-term  savings
van be a quality deposit basis for credil
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expansion. The divergent developments
in sight and time savings deposits
indicate a wrn o the structure of sav-
ings. On the other hand, the sight de-
posit level of 7 bil kuna is in its basis a
part of M2 this includes expansion of
current liquidity of the household sec-
tor which can be reached into at any
moment, and which is kept in foreign
currency only due to a residual distrust
in the domestic currency. The “real”
savings is this fast growing part of
lime [oreign currency deposits, which
18 Very encouraging.

Along with confidence in the en-
tire finnneial svstem, sueh develop-
ments are the result of a oumber of
factors: part of the foreign curreney
lime deposils are “compulsory™ depos-
its Le. dewn payments [or bank loans
with the currency  clause {in the
amount of one thind or in some cases
even one hall of the amount of the
loan), part of the total deposits consists
of deposits required to obtain the de-
positor slatus necessary to be granted
g bank loan, while the remaining part
il the tolal deposits resulted from more
altraetive interest mtes oo tme depos-
its than mn sight deposits. Neverhe
less, time deposits (aod  eredity of
shorter periods prevail, so that we still
cannot claim to have become a “long
LErm Seoemy

Following three months 1o which
the National Baok of Croatia had not
een engaged inany interventions on
the foreigm exchange market, on 18
December we recorded the purchase ol
S0 254 mil from deposit money
banks and the monetary effect of that
purchase o the amount of 1557 mil
kuna. Antieipating o growing demand
lor money during the holiday season,
e National Bunk of Croatia realized
this intervention in the form of re
purrhise due on 7 Janwry 1997 In this
wity the liguidity of hanks wis ineresed
dhurtuge the “rritieal” period, while mone
tary polwy remainal neutral,
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The government took a short-term
loan from the NBC al the begnming of
the month, in the amount of 100 mil
kuna, returning it at the emd of the
month, together with the Tong term debt
service due.

Increased liquidity requirements
were zatisfied by a more mtensive use pf

105
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midpoint NBC rate”

] T
" 4/ lombard credil. lo the last decade of
% o) P St December, the halance of lombard eredit
exceeded 150 mil kuna, and
gs 4 — HRK/SD granted i,

towand the end of e month it exceeded
250 mil kuna.

{firo aveounts also grew towand
the end of the month - rom 00 mil kuina
at the beginning the third decade to G0
mil at the end of the thind decade Le o
00 mil kuma on 31 December 1996, The
balance of treasury bills. on the other
hand, decreased from 1 bil kuna aroond
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o the middle of the month to 500 mil kuna

-l al the eud of the month. Even the treas-

"o 3660 4 ury hills of the Ministry of Finance de
= ereased i the thind decade to 168 mul

R kuma, which s their lowest level in the

E 1550 last two months. We can eonclude that

I 1-§‘ the banks ensured additional lquidity
§ & % through all possible ways of ereation.

3450 T Such developments caused an -

B i i S b Crease in reserve money in December in
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serve money amounted to 5,735, 1 million
kuna, which is 574 million kona more
than planned. The most signifieant vari-
ance from the forecast was representad
by the anusually higl balance m banks'

o Bl o —

DI.II.'!’ HEII"HHAI. E}I{EH!LHGE MTE KUNA 1ﬁ Im

a7 giro aceounts with te National Bank of
| 0351 Crvatia,
B o3y EXCHANGE RATE
= garf )
| £ The nominal exchange rate of the
& o2 kuna 16 the Germian mark showed a high
= degree of stahility throughout December.
9.5 Oscillations between 3555 and 336.6
bttty kuna for 100 German marks, with mean

value of 3560 kuna [lor 100 German
marks, can traly be described os a con-

stant exchange rate. Compared to the
previous mooth we reconded a slight,
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handly notieeable appresiation of around
005 kuma for 100 Cerman marks.

Analyzing the nomival exchange
rate in the second hall of 1996 we should
b reminded of the fact that, [ollowing
the sueressfully restrained appreciation
earlier this vear, the kuna stabilized in
August at the average value of slightly
over 356 kuna for 100 German marks,

In November we recorded an even
and mild depreciation of both indices of
real effective exchange rale we have
been following. In the real effective
exchange rate mmdex based on produe-
ers prices we recorded a 0.44% depre-
ciation, while 1o the real effective ex-
change rate index measured by retail
prices we recorded a 0.47% deprecia-
tion. Very similar developments (ie a
046% depreciation) were recorded in
the nominal effective exclange mte,

This vear will be remembered by
the stable nominal and real ellective
exchange rate of e kuna, [ the twebe
maonth period, the mdex of nominal effec-
trve exehange rate recorded an apprecia-
tien of approximately L%, while the
mdex of real effective exchange rate
reconded an appreciation of approo-
mately 2.7% (measured by producers”
prices), ie. by approximately 2.1%
(measured by retall prices),

Let us eompare these data with
the data lor 1985 In 1995 we recorded
an appreciation in the nominal effee-
tive exechange rate index of around 1%,
while in the real eifective exchange
rate index we recorded a 5% deprecia-
tion (measured by producers” prices), Le.
an appreciation of approximately (7%
(messured by retail prives),

BALANCE OF PAYMENTS

Tendencies recorded in the bal-
apee of payments o the first eight
menths of the year differed to a large
extent [rom tendencies recorded in the
same period last year, The ecurrent
aceount deficit amounted to USD 6013
mil i the first eighl months of the
vear, which is approximately 50% less
than last year. Similar improvement,

: IHDEI OF F.Ell EFFHZTW! EIEHMIG! RATE IJF EHDAII#H ll.IHl
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i BALANCE OF PAYMENTS in millions of USD {pnlumnary dm] i'-

indices [

! Jan.- Moy 98 Jan- Now. 95 Jan- Mov, 9b/an- Nov. 95 |
* Current accaunt -6013 - 1964 50.3
' Capital and financial accounts 4586 6402 116
- NBCinternational reserves - 4359 - 4582 95
Met errars and ommisions 5786 1014.6 57.0
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HEHU-.IAHDISE E!{PEIHTS AND IMPORTS (in millions uf uso)

Jan- Nov, 1996 Jan.- Nov, 1995 Now. 1996 Mov 1995 {
EXPORTS 4010.7 4291.9 458.2 A1) '
- IMPORTS 1013 69263 8589 1024 '
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Le. decrease was recorded io the ilem
net errors and omissions, which
amounted o USD 5786 mil or ap
proximately 47% less than in the same
period last year. Such high rates of
decrease in the current account deficit
and in the item net errors and omis-
sions resulted [rom the following: an
inerease in net lourist revenues 1o the
first vight months of 1996 compared to
the same period last year i the amownnt
of USD 270 million or 46%, growth of
direct foreign imvestment in the amount
of USD 190 million or 3909, and an
inerease in net eurrent translers in the
amount of USD 155.4 million or 33. 0%,

If we look at the Kuna amounts of
exports and imports. which are more
reliable due to stronger oseillations of
the exchange rate of the dollar, we can
notiee that there was a mild inerease m
exports and imports in November. Ex-
ports were 34% lower in the [rst
eleven months of the year than in the
same period last wvear, while imports
grew by 5.4% 1o the same perod.

If we look at the structure of ex-
ports, we will notice an £0% decrease
i exports of intermadiate goorls, and a
3.4% decrease in consumer goods,
while in investment goods we can po-
lice an increase in exports of 18.7%.
Such a high growth rate of exports of
urvestment producls was in majer part
the consequence of a large (nerease in
exports of transportalion equipment of
approximately 340 mil kuna or 25.4%.

On the side of imports, in the frst
eleven mooths of the vear we recorded
an increase in imports compared Lo the
same period last vear. That inerease
amounted 1o Z3% in inports of inter-
mediate goods, 134% in imports ol
investment goods and 6.4% in imports
of consumer goods.

MONEY MARKET AND
INTEREST RATES

The lendency of a slight inerease
in the average daily interest mte on the
Money Market Zagreb, first noticed in
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September, continued this month. Ten-
dencies in average monthly interest
rates (R.47% in September, 9.55% in
October and 10.1% in November) will
be econtinued n December, as indivated
by eontinuously decreasing bank i
quidity. as well as a decrease in supply
and an inerease in demand on the
Money Market. In December, the aver-
age daily interest rate oscillated be-
tween $ and 12.2% (both lowest and
highest Tevels were reached within the
last 7 days). lmdividual loans were
priced ol between 9% and 17% per
aunum, Toward the end of the month
even short-term loans (up to ten days
with revoeation elanse) exceeded the
priee of 1A, December was sigmficant
for the faet that with the closing of
holiday season, the demand for money
kept exceeding supply on the Money
Market (some regular  suppliers
changed sules and became demanders),
eausing more and more banks to end in
U el at e elose of the workang day.
Copseqquently, banks started turning
twanls secomlary sources of liguidily
ilombard loans), Therefore the Na-
tional Bauk of Croatia decided to inter-
vene with a foreign currency purchase
in the amount of 1957 million Kuna.

Auetions of teeasury hills of the
NBC as well as auctions of Lreasury
Bills issued by the Minstey of Fines
were 45 unsuceessful as expected, eon-
sidering the state of Lguidity of the
banking system, Namely, banks decded
tooeul down on their investment in
tressury hills, becanse they  valued
their quadity more than the safe reve
s from these fnvestmenls. They
comziderad the peried of immobilization
of their assets in treasury hills unfa-
vinable, so Lhey preferred Lo invest any
exeess [unds they might bave at their
ispozal through the Money Market
[nterest rates pavable on treasury bills
of the Matiopal Bank of Croatia were
stable at 8% (35 dayvs) and B5% per
g (91 dayvs), as were {reasury
bills of the Ministry of Finanee at [1%
(42 dlays) and 13% per anoum {4
liysh.

DMBs' INTEREST RATES ON DEPOSITS

e
B
5
4

a2
1

— Ceposds i kuna
FiC deposis

T

T
nos -
106 -
508
/86

1154

—r o @k __—-1-.'.‘1\-—-#-“--“1:4.111':5 Exggl

-. O TR
| DIFFERENCE BETWEEN INTEREST RATES ON CREDITS IN KUNA AND
| INTEREST RATES ON DEPOSITS IN KUNA

j 25
| .|

15 -+

10 T

s I

1195

ETERF S e

I INTERENTERPRISE ARREARS REPORTED TO PAYMENTS INSTITUTE

1 9.000
8,000 -
7,000 -
6.000 +
5,000 -

millions of kuna

10/84
12/04
28
485 -+
L]
BE
1085 -
1288 —+
20 =
ADE -
BOE -
2=




