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[ Summary ]

Summary

In 2004, Croatia experienced somewhat slower economic growth than in the
preceding two years. At the same time, the country made progress in reducing ex-
ternal imbalances, and inflation remained low.

The central bank'’s policy measures in 2004 aimed above all at restricting for-
eign borrowing. By contrast, the central bank’s measures aimed at restricting
credit growth, enacted in January 2003, expired in January 2004. However, the
central bank maintained its minimum foreign exchange liquidity requirement (on
each day, liquid foreign currency claims had to amount to at least 35% of foreign
currency liabilities). In July 2004, the CNB adopted a new decision whereby it
stipulated a marginal reserve requirement to be allocated on increases in banks’
foreign liabilities. In addition, the central bank actively supported the replacement
of government external debt by domestic debt. In these ways, the central bank
changed its focus in 2004 from restraining credit growth to restraining foreign bor-
rowing.

Real GDP growth fell from 4.3% in 2003 to 3.8% in 2004. Personal con-
sumption continued to play a strong role in growth, contributing some 2.4 per-
centage points. However, investment in fixed capital, which has been crucial to
the recent expansion, fell off in the second half of the year after the completion of
the main works on the Zagreb-Split highway. Overall, investment growth fell from
16.8% in 2003 to only 4.4% in 2004. By contrast, for the first time since 2000,
net exports of goods and services made a positive contribution to GDP growth dur-
ing the year as a whole (0.5 percentage points), and this partially compensated for
the drop-off in investment.

Growth in value-added in industry slackened from 4.5% in 2003 to 3.9% in
2004. Growth in output of non-durable consumer goods slowed, while growth in
intermediate goods accelerated noticeably. The largest fall in output, however,
came in the field of construction, where value-added grew by only 5.6% in 2004
as compared to 20.2% in 2003. Value-added in trade also fell mildly, under the
influence of slowing consumption growth, and value-added growth in the hotel
and restaurant sector, the most visible indicator of tourism growth in output statis-
tics, slowed as well.

Employment also grew slower in 2004 than in 2003. According to the CBS,
total employment grew by 1.2% in 2004 compared to 2.5% growth in 2003.
However, this figure includes strong contraction in the number of individual farm-
ers (13.0%), which may not reflect actual employment trends accurately. Exclud-
ing individual farmers, employment growth fell from 3.1% in 2003 to 2.0% in
2004. Still, even this figure is not entirely accurate as it includes a large decrease
in public administration employment (of 7.7%), which mostly resulted from up-
dating of employment figures for the army and police.

- ANNUAL REPORT 2004 g
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Registered unemployment was 1.1 percentage points lower on average in
2004 than in 2003, and it ended the year down by only 0.2 percentage points
compared to the end of 2003. This seems to be partly due to the effects of the
2002 reforms in the CES. These reforms tightened the definition of unemploy-
ment, leading to sustained decreases in registered unemployment during much of
2002 and 2003. But, although this “clean-up” of the unemployment rolls has fin-
ished, a sizable gap remains between registered unemployment and unemploy-
ment measured by semi-annual surveys using the ILO methodology.

Lower employment growth was accompanied by moderate wage growth. Real
net wage growth fell to 3.8% in 2004 from 4.5% in 2003, while real gross wage
growth rose to 4.2% from 3.1%. Some of the decrease in real net wage growth
can be explained by the interaction between rising gross wages and the progres-
sive tax system, which increased the tax burden on some workers. Public sector
wage policy played an important role in containing wage growth, with real public
sector wage growth falling from 4.8% in 2003 to only 1.8% in 2004.

Consumer prices rose by 2.1% on average in 2004, up from 1.8% in 2003.
However, when we compare end-year data, inflation was up to 2.7% in December
2004 from 1.7% in December 2003. Increases in prices of refined petroleum
products, along with natural gas and household water supply, made major contri-
butions to inflation in 2004. In addition, price increases of tobacco products,
caused by increases in excises enacted in July, contributed significantly to in-
creased CPI inflation.

Core inflation also rose during 2004, reaching 2.3% year-on-year in Decem-
ber. Among others, this increase was caused by the increase in tobacco product
prices, a sizable jump in meat prices (whose rate of inflation rose from —2.6% in
December 2003 to 3.5% in December 2004) and the spillover of increased oil
prices onto other areas, such as road and air transport. However, decreasing agri-
cultural prices and a fall in automobile prices helped limit overall inflation.

The bulk of the inflationary pressures seen in 2004 and early 2005 have come
from increasing energy prices in the world market. One-off domestic factors, such
as the increased excise on tobacco products and the jump in meat prices, have
been present, but their effects are likely to be temporary. As of yet, there are no
signs of significant domestic inflationary pressures.

The CNB sees exchange rate stability as a key means to limit inflation and pre-
vent the build-up of inflationary expectations. The average daily exchange rate of
the kuna against the euro appreciated by 0.9% in 2004. The nominal effective ex-
change rate of the kuna against a basket of currencies appreciated by some 3.9%,
largely due to nominal appreciation of 7.9% against the US dollar. The real effec-
tive exchange rate appreciated by a similar percentage (4.0% using consumer
prices and 4.1% using producer prices), reflecting the fact that inflation in Croatia
was essentially equal to inflation in its main trading partners. Nominal apprecia-
tion limited the impact of imported inflation during 2004.

During 2004, appreciation pressures were much more frequent than deprecia-

tion pressures, reflecting continued strong capital inflows. In its 2004 interven-
tions in the foreign exchange market, the CNB made net purchases of EUR




510.2m from banks, creating HRK 3.8bn of reserve money. These interventions
constituted the main channel of money creation, relieving appreciation pressures.

At the same time, the central bank sold a total of EUR 94.7m (net) to the MoF,
removing HRK 741.7m from circulation. These transactions with the government
were undertaken to facilitate the repayment of government external debt and its
replacement with domestic borrowing. In particular, the central bank decreased
the reserve requirement rate from 19% to 18% in November 2004, which freed
banks’ funds that the government then borrowed via a bond issue and used to buy
foreign exchange for debt repayment. Similarly, in February 2005, the central
bank lowered the minimum foreign exchange liquidity ratio from 35% to 32% to
free up foreign exchange so that banks could purchase government foreign ex-
change bonds, allowing the government to repay its foreign exchange obligations.

In addition, the central bank sought to limit capital inflows by imposing a mar-
ginal reserve requirement on the increase in foreign liabilities of banks, starting in
July 2004. The marginal reserve requirement rate was initially set at 24%, but
was raised to 30% in February 2005. This measure makes it more expensive for
banks to use foreign funding sources. However, it is not expected to eliminate new
foreign borrowing, since banks turn to foreign sources for reasons other than price.
That is, banks borrow from abroad because of the longer term of such sources
compared to domestic ones, and because domestic deposit growth is not always
adequate to finance banks’ placement growth projected in their business plans.

In the beginning of 2004, the central bank also tightened monetary conditions
by limiting the use of Lombard loans to only 5 days per month, by eliminating reg-
ular auctions of kuna CNB bills, and by ending the issuance of foreign currency
CNB bills.

In April 2005, the central bank introduced reverse repurchase agreement auc-
tions, a new instrument for creating and fine-tuning liquidity of the banking sys-
tem. Repo auctions and other new instruments, such as the deposit facility at the
central bank, are expected to help increase the effectiveness of monetary policy
and to decrease undesired volatility.

While desiring to maintain tight monetary conditions to avoid excessive credit
expansion and control the current account deficit, the central bank has also seen
the need to create liquidity to prevent excessive appreciation pressures and to fa-
cilitate domestic financing of the budget deficit. The result has been moderate
growth in monetary aggregates. M1 grew by only 2.0% in 2004, down from 9.8%
in 2003, while M4 grew by 8.5%, down from 10.5% in 2003. To some extent,
the slow growth of M1 may be due to better liquidity management by companies,
whose non-monetary deposits grew rapidly as companies sought to maximise re-
turns on their financial assets and decrease excess liquidity holdings. Continued
solid M4 growth is above all the result of growth in foreign currency deposits,
which grew by 7.5% in 2004, a slight increase from the year before. In addition,
kuna non-monetary deposits registered strong growth, but these deposits have re-
mained relatively small in the overall M4 aggregate.

Bank placements grew at an essentially unchanged rate of 14.0% in 2004.
Loans to households again grew faster than loans to enterprises, by 18.7% vs.
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8.0%. However, the gap between the two rates narrowed considerably from the
previous year's 27.7% and 5.1% respectively. In part, this is the result of the re-
moval of the central bank’s 2003 lending measures, which provided incentives for
banks to encourage corporate customers to use leasing or to borrow directly from
their foreign parent banks, and thus avoid booking the loans on their balance
sheets.

The fact that bank placements grew more rapidly than monetary aggregates
explains the continued growth of banks’ foreign borrowing. Banks increased their
foreign liabilities by some HRK 11.2bn in 2004, while increasing their foreign as-
sets by HRK 8.2bn.

Improved profitability motivated banks to maintain a brisk lending pace in the
face of slower domestic funding growth. Although interest rate spreads fell in
2004, return on average assets (ROAA) rose from 1.59% to 1.70%, and return on
average equity (ROAE) rose from 14.5% to 16.6%. Improved credit quality was
one of the main reasons for improved profitability, as the ratio of total value adjust-
ment and provisions to total placements and contingent liabilities fell from 4.1%
in 2003 to 3.6% in 2004.

While bank foreign borrowing did contribute to an increase in Croatia’s external
debt, central bank measures to discourage such borrowing, the redirection of
some government borrowing from the foreign to the domestic market, and a de-
crease in the overall fiscal deficit helped to slow the growth of the external debt. At
the end of 2004, the overall external debt of the economy stood at EUR 22.7bn,
an increase of 14.5% compared to 2003. This rate of growth was less than half of
that recorded in 2003 (31.6%), and led to an increase in the debt/GDP ratio from
77.6% in 2003 to 82.1% in 2004. The ratio of external debt to total exports of
goods and services rose to 157.3% at the end of 2004.

Looking at the growth of the debt by sectors, bank borrowing grew the fastest
in 2004, by 25.0%. External debt of other domestic sectors grew by 18.9%, while
government external debt grew by only 9.6%. While the decrease in the growth
rate of the external debt in 2004 was encouraging, further efforts to stabilise the
debt/GDP ratio will be needed, above all fiscal consolidation.

In addition, Croatia’s current account deficit fell to 4.6% of GDP in 2004 from
6.9% in 2003. This substantial adjustment was in part the result of improved
merchandise trade and a decline in net outflows based on factor income. It should
be noted that this annual decline was strongly affected by substantial outflows re-
corded in 2003 on the basis of direct investment, which were mostly due to the
transfer of patent rights by the pharmaceutical company Pliva to a foreign subsid-
iary. Excluding the effects of this transaction on results in the base year 2003, the
annual drop in the current account deficit would be 1.2 percentage points in
2004.

Merchandise exports grew by 18.5% while imports grew by only 6.2%. The
largest share of increased exports came from exports of ships and refined petro-
leum products. Ships are an important Croatian export, and the order books of
Croatian shipbuilders suggest that ship exports will continue to be strong in the
coming years. However, increased exports of refined petroleum products mainly




reflect increased prices rather than any increases in output. It is therefore notewor-
thy that exports excluding ships and refined petroleum products grew by 15.3%.
The most important contributors to export growth outside shipbuilding and refined
petroleum products were production of electrical machinery, equipment and ap-
paratus, fur and leather products, machinery specialised for particular industries,
non-ferrous metals and other metal products.

In 2004, tourism revenues, a key positive item in the current account, held
steady at their 2003 level. Although physical indicators show that more tourists
came to Croatia in 2004 and night-stays increased, the financial indicators grew
very little, as larger numbers of tourists stayed in free accommodations. Tourism
seems to have reached a plateau, and future growth in tourism revenues may re-
quire further investment in accommodation capacity and related services.
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[ Macroeconomic Developments ]

1.1 International Environment

The real growth rate of world GDP reached 5.1% in 2004, 1.1 percentage points
up from 2003. In 2004, economic growth was pronounced in the USA and a
number of developing countries (notably China), but it was moderate in the
eurozone countries and Japan. The main generators of global economic growth
were favourable financing conditions (low real interest rates) and a considerable
rise in domestic consumption. However, the adverse effects of higher oil prices on
global economic growth and rising inflation, as well as the potential negative im-
pact of a further US dollar weakening have become increasingly pronounced.

Real GDP Growth in Eurozone

Positive economic developments in the eurozone, s
which started in the second half of 2003, continued
into 2004, when the annual growth rate in the

eurozone countries reached 2.0% compared with 0.5% 3 = 7
in 2003. The main contribution to GDP growth was * .
made by domestic demand, primarily personal con- N/

sumption and change in inventories, while the contri- 1
bution of foreign demand remained neutral, despite
the strong growth of the world economy. During 2004,
unemployment was not reduced in the labour market -1
and it remained at 8.9%, the same as in 2003. The de-

cline in employment in industry and construction was ooy GO gt e

offset by favourable trends in the service sector. The N
growth of wages was moderate without having a

greater impact on inflation.

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

As there were no clear signs of a build-up of inflation- ﬁ:ggﬂ;ﬁ‘goﬂiziz
ary pressure, the European Central Bank maintained
its 2% Minimum Bid Refinance Rate, leaving it un- 5
changed ever since June 2003 when it had been re-
duced by 0.5 percentage points. Over 2004, the '
average annual inflation rate, measured by the HICP,
was 2.1%, the same as in 2003. The largest annual in- 3 |, M
crease was recorded in the prices of energy products, %
food and services, while industrial product prices rose ) i i i
mildly at the annual level.

- N n N n i
Fiscal indicators for the eurozone were unfavourable.
The general government deficit in the eurozone coun- o i i i

Italy

tries averaged 2.8% of GDP, which was a sign of fiscal
imbalances in many of these countries. Personal con-
sumption, which was somewhat lower than expected, o 2003 [N

Belgium
Germany
Greece
Spain
France
Ireland
Luxembourg
Netherlands
Austria
Portugal
Finland |

Source: Eurostat.

- ANNUAL REPORT 2004 ‘I 7




18

[ Macroeconomic Developments

20

12

]

resulted in a shortfall in tax revenues, being the main cause of the failure to
achieve the planned deficit reduction. In 2004, the rules of the Stability and
Growth Pact were violated by Germany, France and, especially, Greece, whose
deficit exceeded the 3% of GDP limit by 2.3 percentage points. As a number of
other eurozone countries also approached the stated 3% of GDP limit, a possibil-
ity to relax the Pact rules has been considered, especially where they were
breached owing to a country’s economic recession or the costs of its pension sys-
tem restructuring. At the same time, the average public debt in the eurozone
slightly exceeded 70% of GDP, while public debt of Belgium, Greece and Italy
stood at about 100% of GDP.

Among the old EU Member States outside the eurozone, the UK and Sweden re-
corded higher real growth rates than the eurozone in 2004, while the real annual
growth rate in Denmark almost equalled that in the eurozone.

Real Growth and Unemployment Ratess ~ The new EU Member States saw further acceleration
in 10 New EU Member States in 2004 of economic growth. The real annual growth rate in the

ten new EU Member States averaged 4.9% in 2004,

which was much above the average outturn for the
eurozone and 1.1 percentage points higher than the

rate in 2003. The highest real growth rates were re-
corded in the Baltic States. The real annual growth rate

Czech R.

was 4% in Hungary and the Czech R. and 5.3% in Po-
land. The average annual inflation rate in all the three

Latvia

Estonia
Lithuania

|:| Real growth rate
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countries was higher than in the eurozone, which also
applies to most other new Member States. The stron-
gest inflationary pressures were faced by the Slovak R.,
Hungary and Latvia, whose average annual inflation
rates exceeded 6%. Most new EU Member States re-
corded higher unemployment rates compared with the
eurozone. This particularly applied to Poland and the
swees Bt Slovak R., in which the unemployment rate stood at
about 18%.

Hungary
Malta
Poland
Slovenia
Slovak R.

[ ] Unemployment rate

In 2004, the real GDP growth rate in the USA reached 4.4%, the highest rate re-
corded in the last few years. Positive movements were most pronounced in the
first half of the year, while a slight economic slowdown was observed towards
year-end. Favourable trends were perceived in the US labour market. The aver-
age unemployment rate fell from 6% in 2003 to 5.5% in 2004. A rise in the avail-
able personal income stimulated the growth in aggregate personal consumption.
Apart from personal consumption, the US GDP growth was also fuelled by in-
creased investment in equipment and computer software. Owing to faster growth
in the US goods and services imports compared with the growth in exports, the
contribution of international trade to the US economic growth was negative.

Price pressures resulted in a slight annual growth of inflation in the US, but the
inflation rate was still low (2.7% in 2004 compared with 2.3% in 2003). The
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Real GDP Growth and

growth of inflation was stimulated by higher crude oil Budget Deficit n the USA

prices, the weakening of the US dollar and an im-

proved situation on the US labour market. As a result, 5
over 2004, the US central bank gradually increased the ' — | !/Q
US Federal Funds Target Rate from 1% at the begin- 3 /
ning of 2004 to 2.25% at year-end. 2 PaN //
1 )
The US was still burdened by huge government and LI -
trade deficits. In 2004, the current account deficit 4
reached USD 666bn or 5.7% of GDP compared with ) \\
USD 531bn or 4.8% of GDP in 2003. While the US 5 N
still manages to finance its current account deficit, it 4 —
remains the source of growing concern over future de- 5
velopments in the world economy, owing to its possible 197 1998 1999 2000 2000 2002 2003 2004
impact on the US dollar exchange rate, US interest e Yoar-on-year GOP growth rate
rates and the value of financial assets. In addition to e Budget efici (s % of GDP)
this, the US pension insurance and health insurance s Byt s s B O
systems also raise concerns about the sustainability of
the US fiscal position. The budget deficit for the fiscal year 2004 (ending 30 Sep-
tember) exceeded USD 400bn or 3.6% of GDP.
Japanese real GDP grew at a rate of 2.6% in 2004, which was double the rate re-
corded in 2003. The largest contributions to Japan’s economic growth were made
by private investment and government consumption,
whereas the contribution of personal consumption was
much smaller. The business sector remained relatively and In flatilfnialli’gtzlz;nGJrthh
stable with a significant rise in profits recorded in pan
2004. A part of the profits was invested in production 20
facilities and other capital equipment, which should re- 2
sult in higher overall economic growth rates in the fol- . /L\ 'C
lowing period. ; \ / /
Japan’s current account balance improved significantly % 10 \
in 2004, which was the result of a boost in foreign trade 05 \\ / \
balance surplus and increased net income from FDI. 00 ™ ~7 —
Concerning the developments in the general price 05 , ,/
level, moderate deflationary pressures continued, 10 / —
partly owing to the deregulation of utility services. The s
consumer price index has remained zero, after having 1998 1999 2000 2000 2002 2003 2004
been negative for five years. During the year, the cen- . Year-on-year GDP growth rate
tral bank did not change its official discount rate which . CPI e of change

Source: Statistics Bureau of Japan

was 0.1% since September 2001.
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In 2004, relatively strong economic growth continued in developing countries.
Particularly high annual growth rates were recorded in China (9.5%) and other
Asian economies. The main generator of the Chinese economic growth in 2004
was massive investment and a sharp rise in goods exports. These trends were con-
firmed by the China balance of payments outtuturns, particularly the current ac-
count surplus that reached 4.2% of GDP in 2004. Owing to more pronounced
inflationary pressures, CPI rose from 1.2% in 2003 to 3.9% in 2004. Despite cer-
tain measures taken by the Chinese government, aimed at slowing down the
economy which has been considered as overheated by many renowned analysts,
in 2004, the Chinese central bank raised its base interest rate for the first time in
the last nine years.

At the end of 2004, the world political and economic events were overshadowed
by tragic consequences of the tsunami wave that devastated a large part of the
coastline of South and Southeast Asia. Heavy material losses and a large number
of casualties caused by this natural disaster will have adverse effects on the eco-
nomic growth of the area as well as on the growth of the world economy and will
become evident in the first half of 2005. Some tourist destinations, particularly in
Thailand and Indonesia, may experience a decline in revenues from tourist ser-
vices over a longer period of time.

Russia, too, recorded strong economic growth, its real annual growth rate reach-
ing 7.1%. The largest contribution to the country’s heightened economic activity
was made by heavy personal consumption and investment, while an additional
stimulus was provided by high oil prices. Russia’s earnings from the sale of oil
contributed to a significant increase in its foreign exchange reserves. However,
the scandal over the oil company Yukos concerning unpaid tax liabilities height-
ened the concern about protection of property rights and the possibility of a
greater government intervention.

Latin American developing countries also recorded strong economic activity,
which doubled the annual growth rates in these countries in 2004. The most
prominent among them was Argentina with a 9% annual growth rate achieved in
2004.

Among the main challenges to the global economic growth in 2004 were high
crude oil prices, and the prospects are that they will affect the global growth po-
tentials in 2005, too. The average daily crude oil price per barrel rose by more
than 30% in 2004, from USD 30 in December 2003 to USD 39 at end-2004, ex-
ceeding USD 50 per barrel during the year. QOil prices were stable at the begin-
ning of 2004, standing at about USD 32.5 per barrel in the first four months of
the year. The first major increase in crude oil prices was recorded in May as the
result of heightened concern that oil production might not be enough to satisfy
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growing demand spurred by the global economic growth. At that time, for the first

time in the last nine years, crude oil price on the world market exceeded USD 37

per barrel. A mild decline in prices in June was followed by another increase in

August. Owing to an oil industry strike in Norway, the world’s third largest oil ex-

porting country, several attacks on Iraqi pipelines, political disturbances in Vene-

zuela and a fire at the US’s third largest oil refinery, as well as financial difficulties

of the Russian oil giant Yukos, the average crude oil price rose to USD 42 per

barrel. Hurricane Ivan that struck the Mexican Gulf

coast causing temporary refinery shutdowns in the 1 Crude Qil Price
area, oil industry strikes in Nigeria and concern about on the World Market
insufficient heating oil supplies resulted in a further in-
crease in oil prices that reached a record USD 46.9 per
barrel in October. In early November, interest rates in
China rose unexpectedly, which caused uncertainty 5 3 J
about the demand in the world’s second largest energy 0
consumer and a mild decline in oil prices (in Novem-
ber, the average crude oil price was USD 42 per bar-
rel). Given the relatively high temperatures in
December, the downward trend in oil prices continued 5 P\
toward the year-end, so that prices held at around »
USD 39 per barrel. In reaction to this, OPEC an-

nounced that it would cut output by around 1 million S 3 8 8
barrels a day. Although high oil prices in 2004 did not b o

pose any major threat to the world economic growthor s W e — Average ol price

spur inflation, the risk of this to happen has still existed Souce: Boomberg
in 2005.

7
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1.2 Economic Activity

According to quarterly GDP estimates, economic growth slowed down to 3.8% in
real terms in 2004, from 4.3% in 2003.! Influenced by investment’s steady weak-
ening during the year, the slowdown was particularly noticeable in mid-last year.
The slowdown in total investments growth was particularly pronounced in the
third quarter of 2004 following the completion of the investment cycle in road
construction, and this stagnation continued into the last quarter of 2004. The
contribution of the most significant component of aggregate demand, personal
consumption, fell slightly in 2004 in comparison with 2003. Weakening of the
contribution of individual components of domestic demand was accompanied by
favourable developments in foreign trade and external imbalance alleviation.
Such dynamics of the individual components of GDP has changed significantly

1 CBS data on GDP for 2002, 2003 and 2004 are provisional data only and are based on quarterly GDP
estimates (which are not harmonised with the annual GDP calculation).
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Contributions of Domesfic and the structure of the sources of its growth in the second

half of 2004 compared with the first half of that year
and the year before.

The rate of change of the general level of prices mea-

sured by implicit GDP deflator stood at 3.3% in 2004,

an increase of 0.1 percentage points compared with its
growth in 2003. The growth of personal consumption
deflator accelerated to 2.2% in 2004, the growth rate
almost equal to that of consumer prices in that year. A

steady difference between the growth rate of personal
consumption deflator and the rate of inflation was fur-

1998 1999 2000 2001

. Net foreign demand
3 Personal and government consumption
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ther driven by high growth rates of the deflator of total

002 2008 2004 gross capital formation and government consumption.
B Gross capial formation With the realised real economic growth and general
aop price increase, nominal GDP was estimated at HRK

Source: CBS.

207.1bn in 2004, an increase of HRK 14.0bn or 7.3%
in nominal terms compared with the previous year.

Personal consumption was again the strongest generator of GDP growth in 2004
despite its real growth’s steady fall. A slight deceleration in the growth of personal
consumption to 3.9% did not affect significantly its contribution to GDP forma-
tion which stood at 2.4 percentage points in 2004. The dynamics of personal con-
sumption last year reflected developments in the main sources of its financing.
The growth of average real net wages slightly decelerated to 3.6% from 3.8% in
2003. Employment growth also slowed down, affecting to a greater degree the
wage bill dynamics. Conversely, indicators of government transfers to the house-
holds on the consolidated general government level,2 with pension payments ac-
counting for the largest share of such transfers, point to their accelerated nominal
growth in 2004. Their growth exceeded the rate of inflation in that year, showing
that government transfers also grew in real terms in 2004 compared with the pre-
vious year. The adjustment of pensions growth3 for July 2004 with the growth of
nominal gross wages in the first half of the year took place in September and in-
volved a one-off adjustment that led to an increase of pensions of 4.0%. The in-
crease partly alleviated the negative effects of the decelerating wage bill in that
year and had a positive effect on personal consumption dynamics. Irregular
sources of consumption financing also recorded a somewhat slower growth in
2004. Total bank placements to the households rose by approximately 20.0% in
2004 (adjusted for exchange rate changes) compared with the year before, which
is a decline compared with the previous years. Housing loans (i.e. financing of in-
vestment into housing stock) grew twice faster than other loans for personal con-
sumption financing.

Government consumption declined only slightly in real terms in 2004 compared
with the previous year and its annual rate of real change stabilised at around
—0.3%. Thus, the share of government consumption in total GDP continued its
fall from the previous years to below 20.0% of GDP in 2004. Because of its slight
decline, the contribution of government consumption to GDP formation was

2 MoF data on the outturn of revenues and expenditures of the consolidated general government according to
a new international methodology for government finance statistics (GFS 2001).

3 As provided by the Act Amending the Pension Insurance Act (official gazette Narodne novine, No.
30/2004), pension growth adjustment has been conducted since 2004.




neutral in 2004. According to quarterly GDP calculation, the deflator of govern-
ment consumption stood at 3.8% in 2004, which is a decline compared with
2003. Nevertheless, it continued to boost the total GDP deflator. Original MoF
data suggest that the nominal growth of government consumption is attributable
to increased wage bill in the public administration, while the dynamics of expendi-
tures for goods and services lagged behind inflation in 2004. With falling employ-
ment in the public administration, including education and health sectors, as
shown by CBS data, the ensuing lower real consumption in this sector of the gov-
ernment, and slower growth of salaries, the nominal growth of government con-
sumption in 2004 was again boosted by severance payments, which affected the
dynamics of the government consumption deflator.

The growth of gross fixed capital formation* recorded its largest slowdown since
its negative growth rate in 2000. Gross fixed capital formation increased in real
terms by 4.4% in 2004, which is a decrease of 12.4 percentage points compared
with 2003. A slowdown in investment growth which started in the second half of
2003 was particularly pronounced in the second half of 2004. This was mainly
the result of reduced capital expenditures of the government following the com-
pletion of the investment cycle in road construction which also led to a slowdown
in the growth of value added in construction and contraction in production in
some segments of industry (mining and quarrying). According to MoF data
(GFS 2001), government capital investment, which accounts for approximately
one fourth of total capital investment, rose nominally by 7.5%, down more than
25.0 percentage points compared with 2003. Despite their slightly faster nominal
growth in 2004 compared with government investment, private investment also
grew at a slower rate than in the previous year and could therefore not compen-
sate for the slowdown in government investment. Such a slowdown in investment
growth took place despite a somewhat more robust growth of foreign sources of
financing (particularly bank placements) of private non-financial companies in
2004 compared with the previous year. Accelerated growth of companies’ indebt-
edness may point to a relative decrease in financing of investment projects from
own sources in 2004, compared with 2003. Deceleration in total private invest-
ment growth was partly due to a slowdown in household’s real estate investment
(the growth of housing loans fell from 37.3% in 2003 to 28.7% in 2004). Decel-
eration in bank placements to the households during 2004 caused convergence of
the rates of growth of indebtedness of companies and households, similarly as in
the previous year.

The investment slowdown also led to reduced imports of capital equipment and a
slowdown in the growth of imports of intermediate products in 2004, whose
growth in the previous period was generated by means of domestic investment ac-
tivity. With the imports of the above-mentioned groups of industrial products ac-
counting for almost 2/3 of merchandise imports, the slowdown in investment
activity contributed significantly to total imports slowdown in 2004.

The growth of exports of goods and services also slowed down, though at a slower
rate than imports, so overall, exports grew somewhat faster than imports in 2004.
While imports’ growth steadily decelerated during the year, exports, following a

4 Total gross capital formation consists of a gross fixed capital formation and a change in inventories.
However, as the change in inventories also includes statistical discrepancy it is not possible to determine
with precision the size and dynamics of this component of gross capital formation. The category of the
change in inventories accounts for only 3% of GDP and about one tenth of total investment.
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brief deceleration in the second quarter, started to grow faster in the second half
of 2004. Such favourable developments in foreign trade helped improve external
imbalance while net foreign demand, for the first time since 2000, made a positive
contribution to total real growth (0.5 percentage points). Nominal CBS data
seem to show that positive developments in foreign trade in 2004 were due to im-
proved dynamics of goods exports and reduced goods trade imbalance, while net
exports of services fell mildly compared with 2003. Coverage of imports by ex-
ports reached 50.0% in 2004, the ratio last achieved in 2001. By contrast, devel-
opments in the service account’ were, in the same way as in the previous years,
determined by the dynamics of receipts from tourism, which fell short of the ex-
pectations in 2004. Receipts from tourism held steady nominally throughout
2004, compared with the previous year.

Quarterly GDP estimate according to the production method shows that GVA

rose by 4.2% in real terms in 2004 compared with the previous year. Rising value

added in all economic activities surpassed GDP growth by 0.4 percentage points

in 2004 due to significantly slower growth of taxes on goods reduced by govern-

ment subsidies than GVA growth.® However, as the real growth of taxes on prod-

ucts reduced by government subsidies accelerated in 2004 compared with the

previous year, GDP growth lagged behind GVA

Gross Value Added ~ growth less than in 2003. Construction recorded the

by the NCEAin 2004  largest slowdown in value added in 2004, however, in

real terms its growth was still above average because of

L0 P 20, the high growth rates in the first half of the year. Nev-

ertheless, due to their relatively small share in the

structure of total GVA, fast growing activities such as

y / : 288% construction, transport, storage and communications
11.6%
|

9.3%

did not provide a big contribution to GVA growth. The
largest contribution to GVA growth in 2004 was pro-
vided by industry, for the first time since 2000. The

; o contributions of distributive trade, hotels and restau-
G 3% .
37% 12.9% rants to total value added formation slowed down
A, B— Agriculture, hunting, forestry/Fishing | —Transport, storage and communication Shghtly durlng the Observed perIOd Whlle the COHtrlbu-
C, D, E— Mining and quarrying/ Manufacturing/ Electricity, ', K - Financial intermediation/ Real estate, renting tiOl’lS Qf publ]c and SOCial aCtiVitieS and agriculture
Eas gnd water supply and business activities
— Construction L, M, N, 0, P — Public administration and defence; i it i i i
G — Wholesale and retail trade; repair of motor vehicles, compulsorysociaul slecczrig,lné;:s;t?z;aea\lehe:ncj were Shghtly pOSlthe. ParthUIarly dynamlc grOWth m
motorcycles and personal and household goods social work, Other community, social and personal 1 1
ol and oronal sl v, Ohr cmmuniy ol and el value added, unparalleled since 1998, was recorded in
* FISM excluded. Soure: G5 agriculture (4.2%).

5 Differences between total imports and exports according to GDP calculations in the national accounts and
according to balance of payments data are still present. These differences arise primarily from different
calculations of tourist consumption. In 2003, services exports growth, according to GDP calculations, lagged
behind services exports growth according to balance of payments data, while faster growth of services
exports in 2004 according to national accounts than according to balance of payments data helped decrease
the said differences.

6 Income from the sale of goods and services, after exclusion of the income from taxes on goods and addition
of the value of received subsidies, is shown in the so called basic prices. GDP calculation according to the
production method is carried out by adding together the value added of all economic activities increased by
taxes on products and reduced by government subsidies. The CBS does not include this category in its GDP
calculation at constant prices so this value may be arrived at as a GDP and GVA residual (expressed at
1997 constant prices).
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The growth of GVA in industry, which comprises manufacturing, mining and
quarrying and electricity, gas and water supply, was down in real terms from
4.5% in 2003 to 3.9% in 2004. After a brief slowdown in the annual growth of
value added in industry in the second quarter of 2004, the growth of value added
accelerated towards the end of the year. These developments were in line with the
developments in the volume of industrial production in 2004. The volume of in-
dustrial production increased by 3.7% in 2004, a slight slowdown if compared
with the previous year. Its fluctuations during the year were in line with the dy-
namics of value added.

Of the main industrial groupings, only the growth of non-durable consumer
goods slowed down in 2004. Accounting for approximately one third of total in-
dustrial production, this slowdown led to a deceleration in the growth of industry
while the growing domestic demand for this type of products was partly satisfied
by imports growth. The most significant growth in 2004 was recorded in the pro-
duction of intermediate goods (6.0%). The growth in the production of capital
goods, largely intended for exports, was also substantial and stood at 5.8%, the
fastest production growth recorded in this industrial grouping since 2000 (in
2002 and 2003 the production of this type of products was falling).

A slowdown in the production growth of non-durable Total Volume
consumer goods caused a slight deceleration in the of Industrial Production

growth of manufacturing which fell from 4.4% in 2003
to 4.1% in 2004. Such developments were mainly the
result of a slowdown in the production growth in the

second quarter of 2004. By contrast, the growth of 120 T
electricity, gas and water supply accelerated in2004.A | | f 7 P
fall in production was recorded only in mining and 1o o z 120

130 140

100
100

. . . . . .. I / \e I
quarrying in 2004. The fall in production in mining g e\ "‘»*' g
and quarrying which amounted to 3.3% compared I e e P > g
with 2003 started in the second quarter of the year and 7
indicated a slowdown in construction activities in the % DI e o “ 100

second half of the year.

80 90
1997 1998 1999 2000 2001 2002 2003 2004

Foreign demand for domestic industry products was
not strong enough to compensate for the slight weak- _ : f water
. . . Lo memeeaae Manufacturing ~ ve=v=- = Industrial production — right
ening of the domestic demand during that period, as oo GBS
shown by nominal CBS data on merchandise trade.
Because of this mismatch, the stock of finished indus-

e Mining and quarrying Electricity, gas and water supply

trial products grew by 4.2% in 2004, exceeding industrial production growth,
which can primarily be attributed to developments in stocks in the second half of
the year.

GVA in construction rose by 5.6% in 2004 compared with the previous year, but
this represented a deceleration in growth of 14.6 percentage points. As an activity
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which recorded the largest slowdown in 2004, the contribution of construction to
total GVA formation fell by an almost whole percentage point; from 1.3 percent-
age points in 2003 to 0.4 percentage points in 2004. Such developments were
caused primarily by a slowdown in the capital expenditures of the government in
the second half of 2004 following the completion of the investment cycle in road
construction.

Gross Value Added in Selected ~ After an almost six-month real contraction in con-
Economic Activities  struction activities, as measured by working hours of
construction workers at building sites, which started in

June 2004,” the end of the year and early 2005 again
saw positive developments in construction. The up-

<
o /H ward movements in net construction project orders
“:,;3"‘ ] and value of works according to construction permits
e issued in the second half of 2004 as well as positive de-
Lo _ PR / velopments in mining and quarrying towards the end
\gé/ / of 2004 and in early 2005, might be a sign of new ex-
\_/ pansion in construction. CBS data on the value of done

construction works with own workers show that the
growth in the construction of buildings (10.5%) was

1997

1998 1999 2000

e Construction

......

**** Hotels and restaurants
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much faster than that of other construction projects

(2.5%), decreasing the share of works on other con-

struction projects in overall construction works, com-
sweecs. pared with 2003.

2001 2002 2003 2004

Trade
----- = Transport

A slowdown in personal consumption in 2004 led to a somewhat faster slowdown
in GVA in trade. GVA in overall trade rose by 4.2% in real terms, compared with
the previous year, continuing its downward trend present since 2001, when it re-
corded its highest growth rates (16.3% in 2001 and 12.7% in 2002) due to the
opening and expansion of a large number of chain stores in the country. Such a
slowdown in the growth of value added in trade led to a smaller contribution of
trade to real growth of GVA in 2004 (0.6 percentage points).

Nominal CBS data on distributive trade in 2004 point to acceleration in the
growth of retail trade, which accounted for the largest contribution to GVA
growth in trade, while wholesale, following its decelerated growth in the second
half of 2003 and early 2004 also recorded a decline in its level in absolute terms in
the second and the third quarters of that year. Negative developments in whole-
sale may be attributed to the stocks accumulated in distributive trade (both retail
and wholesale) throughout 2002 and 2003, which grew at rates exceeding
10.0%. The response of wholesale to the falling demand was to reduce its supply
and satisfy the demand from the accumulated stocks. That is why stocks fell in ab-
solute terms throughout 2004, while stocks in retail trade grew much slower than
in the previous years.

7 No “summer season effect” was present in 2004, i.e. construction activities did not intensify towards
mid-year due to favourable climatic conditions or forthcoming tourist season as they did in the previous

years.




According to quarterly GVA estimate, the growth of GVA in hotels and restau-
rants slowed down towards mid-2004, and its contribution to overall GVA for-
mation in that year amounted to 0.1 percentage points. The growth of value
added in hotels and restaurants slowed down in 2004 despite its fast growth in the
first and a slight acceleration in the last quarter of the year (outside the main tour-
ist season). This is a smaller contribution than that made by the value added of
this activity in 2002 and 2003 (0.3 percentage points) and it is its smallest contri-
bution since 2001. Although hotels and restaurants account for only a smaller
share of total value added in the economy (around 3.5%), indirect and direct ef-
fects of this segment of the economy on other real de-

velopments are by far more significant than this m

contribution may suggest.

[
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Structure of Foreign Tourist
Nights by Country of Residence

The described developments are in line with the stag-

nation in total nominal income (i.e. net income reduc- Austia

tion) recorded in 2004 by balance of payments on the
item Travel and with the developments in volume indi-

CzechR.

ces available on a monthly level, involving the number laly

of tourist nights and the number of arrivals. As tourist

arrivals throughout 2004 grew faster than the number ermany

of tourist nights, the number of nights per arrival in all Sovn
ovenia

twelve months of that year (5.5 nights) was slightly be-

low that in 2003 when the average was 5.6 nights per  other couniries

arrival. Tourist arrivals and tourist nights of individual
tourists nevertheless continued to grow faster, despite
slower growth during 2004, than the number of arriv- Do W
als and night stays of tourists arriving in organised

groups.

Although tourists from Germany (25.6%), Italy (12.6%), Slovenia (11.8%), the
Czech R. (9.8%) and Austria (8.6%) accounted for the major share of tourist
nights in 2004, their share, particularly the share of tourists from the Czech R.,
Germany and Slovenia, in the structure of total foreign tourist nights, fell slightly
in comparison with the previous years due to a more rapid growth in arrivals and
tourist nights of tourists from France, Hungary, the Netherlands, Russia and
Great Britain.

Following acceleration in 2003, the real growth of GVA in transport, storage and
communications fell to 6.9%, a rate of growth still above average compared with
other activities. The contribution of this activity to real overall GVA growth on an
annual level in 2004 was 0.6 percentage points. The number of transported pas-
sengers held steady in 2004 compared with 2003 while the annual growth in the
quantity of transported goods, measured in tons, slowed down in the first three
quarters, and declined in absolute terms in the last quarter (at —6.7% annual rate
of change), resulting in a moderate growth in goods transport in that year (1.0%).

1 2002 & 2003
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A slowdown in volume indices and value added in transport, storage and commu-
nications in 2004 may be related to developments in the current account during
the same period.

Road transport, as the most significant type of transport which accounts for over
one half of total transport of goods and passengers declined by 8.7% in 2004,
measured in passenger-kilometres, compared with 2003. Measured in ton-kilo-
metres, it rose by 7.0% compared with 2003. The most marked growth of activity
in the past several years was observed in telecommunications. The number of
minutes spent in fixed and mobile network rose by 5.8% and 14.9%, respectively,
in 2004, compared with 2003. This growth is based on strong competition, rising
number of users and introduction of an ever-increasing number of new services
in the mobile network. These developments were even more pronounced in 2003;
the number of minutes spent in mobile and fixed network rose by 27.7% and
12.4%, respectively, compared with the previous year 2002.

According to available monthly indicators of economic activity, the beginning of
this year was marked by a slowdown in the economic growth in the real sector of
the economy. Such developments of monthly indicators indicate that the growth
of gross domestic product will continue to slow down throughout the first quar-
ter, though it is difficult to forecast the intensity of the slowdown.® The volume in-
dices of growth in industry, trade, construction and tourism, as well as
merchandise trade data early this year point to the weakening of the domestic and
net foreign demand as the main causes of deceleration in total economic activity.

Dynamic growth in the volume indices of industrial production towards the end
of 2004 and in early 2005 was followed by stagnation in February and March. Ac-
cording to seasonal and calendar adjusted data, its annual growth rate fell from
3.2% in the last quarter of 2004 to 2.6% in the first quarter of 2005. The slow-
down in the growth of industrial production in early 2005 can largely be attrib-
uted to negative developments in the manufacture of intermediate products.® The
slowdown in industrial production was also caused by weakened domestic de-
mand for investment goods as shown by an annual slowdown in the growth of
manufacture of capital goods in February and its more rapid slowdown in March
2005. Weakening of the domestic demand for investment goods during the first
quarter of 2005 can also be seen in nominal CBS data on merchandise trade,
which show that the annual growth of imports of intermediary products slowed
down while the imports of capital products continued their steady downward
trend from mid-2004. Given such developments, a recovery in total gross capital
formation is not expected to be seen anytime soon. Slower growth of manufacture
of consumer durables in the first quarter of 2005 pointed to a somewhat slower
dynamics of personal consumption. Their import growth slowed down consider-
ably, and was followed by their slower export dynamics. The first quarter of 2005

8  According to CBS calendar of statistical data issue in 2005, quarterly GDP estimate for the first quarter
2005 will be available on 30 June 2005.

9  These developments (relating to 1/3 of total industrial production) can at least partly be attributed to
extremely low temperatures and increased gas consumption by households and small producers who have
priority in supply, which led to reduced gas supply to large producers who are also large consumers of gas.
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was thus characterised by a slowdown in total demand for all the most important
groupings of domestic products which led to a rapid growth in stocks of finished
industrial products.

After initial slight acceleration in the annual growth of real retail trade turnover in
early 2005, retail trade held steady at the level reached early in the second half of
2004. However, as indicated by original and seasonally adjusted data it fell rap-
idly in February. As this can probably be attributed to a somewhat more pro-
nounced irregular component in that month, retail trade is expected to recover to
its previous level by mid-year. However, the fact that the sources for financing
personal consumption recorded only a mild annual increase in the first quarter of
2004 might be an indication of a moderate growth of retail trade and personal
consumption in the second quarter. The growth of real net wages slowed down
considerably in the first quarter of 2005, and so did the growth in the number of
persons insured with the CPII. The results of the CNB consumer confidence sur-
vey conducted in April 2005 point to a mild increase in consumer optimism and a
possible recovery in personal consumption.

Monthly growth in the volume indices of construction projects recorded towards
the end of 2004 and in early 2005 came to an abrupt halt in February with a rapid
monthly fall in construction activities. Such dynamics in construction may be due
to very bad climatic conditions in February 2005 and is not expected to affect
construction activities in the following months. !0

In the first two months of 2005, tourist nights fell by 7.0% cumulatively compared
with the same period previous year (the number of tourist arrivals also fell during
the same period) which can again be attributed to unfavourable weather condi-
tions. However, as the first quarter accounts for only about 2.0% of total tourist
nights, this fall is not really significant in terms of receipts from tourism on an an-
nual level. Particularly noticeable was the fall in domestic tourists nights, whose
arrivals accounted for the majority of arrivals, mostly of organised type.

While indicators of employment, unemployment and wages for the first half of
2004 pointed to continuing labour market expansion at a rate similar to that in the
previous year, the second half of 2004 showed signs of a slowdown. The down-
ward trend in registered unemployment was reversed in the second half of the
year and the wage growth was retarded, which was in keeping with the economic
activity dynamics in this period. However, given an only slight slowdown in em-
ployment growth towards the end of 2004, according to the final CBS data,
mainly as the result of reduced employment in public administration, the impact
of the slower economic growth in the second half of the year on labour market de-
velopments was not strong. According to the labour market indicators, the

10 Data on planned capital expenditures of the consolidated general government (GFS 2001) in 2005 support
such a view. Namely, government investment in infrastructure this year is planned at a level which exceeds
the level of capital expenditures of the government in 2004 by 10.0%.
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changes in registered unemployment towards the end of 2004 were strongly in-
fluenced by the disappearance of the effects of employment intermediation re-
form carried out in 2002. Consequently, the registered unemployment rate was
still not a reliable indicator of the labour market dynamics. The Labour Force
Survey data for the second half of 2004, obtained by using the uniform ILO
methodology, which is why they were not influenced by institutional reforms in
Croatia, will only be available at mid-2005. It will then be possible to provide a
clear picture of the labour market dynamics over the reviewed period.

Following a sharp decline in registered unemployment at the end of 2002 and
over 2003, it stabilised in 2004, but its trend reversed and a slight acceleration of
its growth was observed from the middle of the year. As a result, registered unem-
ployment reached almost 318,000 at the end of 2004, approximating its level at
the end of the previous year (the number of persons registered with the CES
dropped by 1,000 (0.3%) at the end of 2004 compared with end-2003). In line
with the developments in the number of persons registered with the CES, the reg-
istered unemployment rate stabilised at about 18%, with usual fluctuations result-
ing from stronger seasonal employment during the summer months and the
inflow of the newly registered from schools into the register during the autumn
months. In 2004, average unemployment dropped by 1.1 percentage points com-
pared with 2003, and at the end of 2004, partly owing to seasonal factors, regis-
tered unemployment rate was 18.5%, 0.2 percentage points down from
end-2003.

The beginning of an upward trend in unemployed persons registered with the
CES coincided with a slowdown in investment in road infrastructure. This may
create an impression that there is a correlation between such registered unem-
ployment trend and the described negative economic developments. However, as
the previous decline in registered unemployment (during 2002 and 2003) could
not be fully accounted for by favourable economic developments and growing

employment, so the reversal of its trend in 2004 cannot

be linked with the stated slower growth in investment

112 Unemployed Persons Registered withthe  and in overall economic activity.
. Croatian Employment Service

" There are several reasons to assume that the economic

420 downturn in the second half of 2004 had a limited im-
pact on the labour market. First, the second half of
w0 F‘ 2004 saw a continuation of employment growth at a
- ;\?_gﬂ . - )
%— Y ] X rate similar to that at the beginning of the year, with an
3 360 p’{/‘ X only slight slowdown compared with 2003. This slow-
= 30 J 4 down mainly resulted from reduced employment in
320 ,,/ &74: — public services, whi1§ construction, which bore t.he
30 :/, brunt of the economic downturn, recorded no major
- decline in employment during 2004. A rise in regis-
%0 tered unemployment paralleled with continued growth

\\\\\\\\\\\\\\ 2 of employment resulted in a strong upward trend in
labour force towards the end of 2004, after several
years of its decline. On the whole, the labour market
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Table 1.1 Inflows into and Outflows from the CES Register

[ Macroeconomic Developments

Share in total flow

]

1-6/2004 1-12/2004 2004

1-6/2003 | 7-12/2003 2003 1-6/2004 | 7-12/2004 2004

Newly registered 104 25 5.8 100.0 100.0 100.0
Directly from employment 4.8 9.5 74 57.3 58.2 57.8
From private agriculture or similar works —21.1 —40.9 -32.7 1.1 0.9 1.0
Directly from school —4.6 22 0.8 45 14.8 10.3
From inactivity 24.3 -8.0 6.6 37.1 26.1 31.0
First-time job seekers 13.7 6.9 0.3 23.6 28.5 26.3
Previously employed 9.4 6.8 8.0 76.4 715 73.7
Qutflow from the CES register -9.2 -14.4 -11.7 100.0 100.0 100.0
Outflow from the register to employment 6.0 2.7 —4.6 58.6 53.5 56.2
Cleared for other reasons 134 —24.8 -19.5 41.4 46.5 43.8

Source: CES.

dynamics did not change significantly compared with the previous period, and the
growth in inflows into and decline in outflows from the CES register followed
similar trends towards the end of 2004. Such inflow and outflow trends have been
observed ever since the beginning of the employment intermediation reform in
early 2002, when outflows (i.e. clearings) from the CES records rose for a short
period of time and inflows into the register declined. The level of inflows into the
CES register approached the level of outflows from the register as far back as
2003, having slowed down registered unemployment. At mid-2004, these two
levels were equalized, which resulted in an upturn in registered unemployment
during the second half of the year.

Unlike the fall in registered unemployment during 2002 and 2003, which mainly
resulted from the dynamics of the newly registered with the CES, i.e. a temporary
decline in their number, the growth in registered unemployment towards the end
of 2004 was largely the consequence of a steady downward trend in outflows
from the register. A closer analysis into the structure of outflows from the register
shows that the largest contribution to the growth in registered unemployment was
made by a fall in the number of clearings from the records, i.e. the disappearance
of the effects of measures to activate the unemployed. These measures included
stricter criteria for the enrolment in and remaining on the CES register. There-
fore, a decline in the number of clearings from the CES records in 2004 may be
accounted for by a somewhat larger number of clearings in 2002 and 2003,
through which a significant number of persons who did not satisfy the new crite-
ria were already removed from the register. Moreover, due to halted growth in in-
flow of persons from inactivity, which could be linked with subsequent
registration of persons who had failed to promptly register with the CES during
the reform or had been cleared from the records, inflows into the register slowed
down. However, the number of the newly registered stabilised at approximately
one fifth below the level of inflows into the CES register reached prior to the em-
ployment intermediation reform.

The recovery of inflows may also be accounted for by the stabilisation of the num-
ber of persons enrolled in the CES Job Seekers Register, who are not considered
as unemployed, at about 12,000 during 2004. As a result, the transfer of the un-
employed to the auxiliary CES records stopped, which was a possible reason for a
reduced inflow of unemployed persons into the register and, consequently, for
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Total Employment According to

]

1.13 Administrative Sources reduced registered unemployment. Job seekers are
seasonally adusted data~~ PETSONS Who use the employment mediation services
1420 T 1320 without enjoying other unemployment benefits, and
1410 = 1310 are not considered as unemployed. While it is difficult
1,400 wa 1300 to speculate on the real status of such persons, given
139 // / 1250 that job seekers are mainly younger persons who would
1380 N /' 1280 not derive substantial benefits from registering with the
FT 7] W0E  CES, but would have to meet additional obligations
£ L N =g § 1502 imposed by the Law on Employment Intermediation
ijiz \ 1 é Sz and Rights During Unemployment and CES regula-
1'330 yod 1'230 tions, it is likely that they are actually jobless. There-
Y / Y fore, a significant number of these persons would have

1320 v 1220 » as1g P
1310 ] 1210 probably been registered as unemployed, had the Job
EEESESES58E88¢8¢8¢8¢ Seekers Register not been established towards the end

of 2002.

1.14

first half of 1999
second half of 1999
first half of 2000
second half of 2000
first half of 2001
second half of 2001
first half of 2002
second half of 2002
first half of 2003
second half of 2003
first half of 2004
second half of 2004

e, Total employment — left

Total empl, (excl. public administration) — right

Source: CBS.

An upward trend in total employment during 2003 was
followed by its slight slowdown in 2004. According to
the final CES data, total employment rose by an average of 1.2% (17,000) during
2004, much below its annual growth rate of 2.5% recorded in the previous year. A
slowdown in employment, although at somewhat higher annual rates, was also in-
dicated by the number of the insured with the CPII, which rose by 1.7% in 2004,
following its fast growth at a rate of 3.8% in the previous year, owing to the intro-
duction of obligatory pension insurance contributions on other sources of income
besides wages. While the largest contribution to a slowdown in employment
growth during 2004 was made by legal entities (their annual growth rate dropped
from 2.5% to 1.5%), a decline was also recorded in crafts and trades and free
lances (from 5.8% to 4.2%). The number of private farmers showed an even
sharper decrease in 2004 (13.0%) compared with 2003 (10.4%), which also con-
tributed to a slowdown in overall employment. As the payment of pension insur-
ance contributions, which is the criterion for the classification of private farmers
among the employed, does not necessarily correspond with these persons’ actual
economic activities, the aggregate data may overestimate the real slowdown in
employment. Excluding the impact of a reduced number of active farmers, the
slowdown in employment was somewhat milder over 2004 (from 3.1% to 2.0%).
An annual decline in employment was only observed in

Administrative and Labour Force  a few activities in 2004, primarily public administration

Survey Unemployment Rates  which saw a 7.7% (almost 9,000) fall in employment.
This fall was mainly the result of including up-to-date

: ) information on employment in the military and police

sectors in the CES employment records, instead of us-

ing estimations as before (which resulted in a monthly

decrease in employment by almost 10,000 in February

2004). This can be considered as the main cause of the

) change in total employment dynamics in 2004 com-

] pared with 2003.

According to the latest available data for the first half of

\ 2004, the Labour Force Survey unemployment rate

[ Administrative sources

ANNUAL REPORT 2004

s 2 ” continued its downward trend. Such Labour Force

% Survey unemployment dynamics were much closer to
B Lobour Force Survey the registered unemployment dynamics than in the
s, previous two years. As a result, the difference between




[

the Labour Force Survey and registered unemployment rates stabilised in that pe-
riod. However, the registered unemployment rate was much higher than the La-
bour Force Survey rate, indicating that the CES records still included a
significant number of persons who were either employed in the unofficial sector
or were not actively seeking jobs, despite the CES measures to activate the unem-
ployed, carried out during the last two years. As the Labour Force Survey indica-
tors for the second half of 2004 were unavailable at the time of drawing up this
report (their publication is expected at mid-2005) it is impossible to make a reli-
able assessment of employment and unemployment trends in 2004.

In 2004, the average real net wage grew at an annual

rate of 3.8%, slower than in the previous year when it 1.15
rose by 4.5%. However, its dynamics remained within
the narrow range from the last four years. A slowdown 12

Macroeconomic Developments ]

Average Real Wage

year-on-year rate of change

in the growth of average real net wage resulted from its _

slower annual growth at end-2004, when it began to
stagnate. Contrary to this, the growth of average real

gross wage (i.e. labour cost) accelerated to 4.2% at the
annual level in 2004, exceeding its growth in the previ- % 6 1

ous year by almost 1.2 percentage points, as well as the

growth of average net wage in 2004. The discrepancy
between the average real gross wage and average real
net wage dynamics was the consequence of the tax
progression which, in interaction with wage growth, 0
increased the average tax burden. In early 2003, the
non-taxable portion of wage was increased, which O Average net wage
slowed the growth in overall labour costs compared

with the growth of net wages. In early 2005, the

non-taxable wage base was further increased and additional allowances for sup-
ported family members were introduced. This is going to restrain the growth of
labour costs in the current year and compensate for the increase in tax burden in
2004.

1999 2000

Besides the heavier tax burden, the slowdown in average real net wage during
2004 was caused by the reintroduction of a strict wage policy in the public sector
as a result of fiscal restrictions that followed the wage policy relaxing in the sec-
ond half of 2002 and over 2003. The nominal growth of average gross wage in
public administration (including education, health protection and social welfare)
slowed down from 5.0% in 2003 to 3.7% in 2004. Taking into account the de-
scribed tax effects and the effects of consumer price growth, which accelerated in
2004, the slowdown in real net wages in public administration was much sharper
(from 4.8% in 2003 to 1.8% in 2004). Apart from a direct effect of restricted
wage bill in public administration on a slowdown in the average wage growth in
overall economy, the stagnation of real wages in public administration reduced
the pressures on wage growth in other sectors, thus contributing to the corre-
spondence between the real growth of labour costs and real growth in economic
activity in 2004.

2001 2002 2003

W Average gross wage
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Source: CBS.
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Gross Wage and GVA .
in Industry per Employed Stronger growth of labour costs during 2004 was only

year-on-yearate ot change~ Tecorded in a small number of activities, i.e. agricul-
ture, electricity, gas and water supply, trade and other

social and personal services. Labour costs in health

care and education also grew faster in real terms,
which was offset by real average wage contraction in

public administration (in the narrow sense). There-

fore, fiscal restrictions did not equally affect all public

services, as the government applied differentiated

, (il M

wage policy to individual public sector services. In
other activities, labour costs either slowed down or fol-

lowed the same trend as in 2003. As a result, the

1999 2000 2001

growth of average real gross wage in industry re-
2002 2003 2004 mained stable in 2004 compared with the previous

[ Average real gross wage in industry [ Average real gross wage in public administration year, but it outpaced the labour pI‘OdUCtiVity gI‘OWth in

s, (VA in industry per employed
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industry for the second consecutive year. However, as
this change of relationship between the growth of la-
bour costs and labour productivity did not result from faster growth of labour
costs but from slower growth of productivity, owing to the expansion of employ-
ment in industry, it can be assumed that it will not increase inflationary pressures.
At the end of 2004 and in early 2005, the growth of labour costs slowed down,
providing for a continuation of employment growth.

Source: Calculation based on CBS data.

The upward trend in registered unemployment that started at mid-2004 slowed
in early 2005. The slowdown in registered unemployment was mainly due to re-
duced inflows into the CES register. It is therefore possible that the described dy-
namics of registered unemployment in the reviewed period resulted from external
factors, i.e. the discretion of unemployed and inactive persons to register with the
CES, rather than from employment growth. Other labour market indicators point
to somewhat stronger effects of economic activity slowdown in the first quarter of
2005 compared with end-2004, which resulted in slower growth of employment
and stagnant labour costs. Owing to a break in the total employment data series,
caused by the preliminary nature of the CES data since February 2004, it is diffi-
cult to establish the employment dynamics in early 2005. However, the CPII data
on the insured clearly show that the slowdown in employment continued. Em-
ployment in crafts and trades and free lances grew slower (at an annual rate of
2.3% in the first quarter compared with the average growth rate of 5.2% for the
whole 2004). The total number of the insured with the CPII also trended down-
wards (the annual rate of its growth was 0.9% in the first quarter of 2004 com-
pared with the average growth rate of 1.3% for the whole year). The registered
unemployment rate reached 19.2% in the first quarter of 2005 and was 1.2 per-
centage points higher than in 2004. Consequently, at the beginning of 2005, the
registered unemployment rate exceeded the average rate for the whole 2004, even
after excluding the seasonal factors, common for the winter period.

Owing to the disappearance of the base effects of strong labour costs growth from

the beginning of 2004 and their stagnation in real terms since mid-2004, the an-
nual rates of growth in labour costs dropped further at the beginning of 2005.




The annual growth rate of real gross wage was 1.4% in the first quarter, the low-
est growth rate since the beginning of 2002. An additional contribution to the
slowdown in labour costs was made by the tax reform. It provided for somewhat
faster growth of net wages in the first quarter of 2005, which exceeded the growth
of average labour costs by 0.5 percentage points.

Consumer price inflation accelerated slightly in 2004
compared with 2003. The year-on-year rate of change 1.17
of the consumer price index grew by 1.0 percentage

[ Macroeconomic Developments ]

CPI, Core Inflation and PPI

average year-on-year rate of change

point at end-2004, from 1.7% in December 2003 to 10
2.7% December 2004, while the average year-on-year

rate of change of the consumer price index grew by 0.3
percentage points, from 1.8% in 2003 to 2.1% in 6

2004. The year-on-year rate of inflation, recorded at

end-2004, is considered low — it exceeded by only 0.3
percentage points the 2.4% inflation rate registered in
the eurozone in December (measured by the HICP).
The same as in the eurozone, the average year-on-year 0
rate of inflation in Croatia stood at 2.1% in 2004.

B Gl

Through its monetary policy actions, the central bank o o

contributed to the maintenance of the relative stability ecn

of the exchange rate of the kuna against the euro.!' As

the main anchor for domestic inflationary expecta-

tions, it also helps to preserve the stability of prices of raw materials and final
goods imported from the eurozone. Relatively subdued domestic inflationary
pressures emerged, inter alia, from the slowdown in personal consumption, stag-
nation in government consumption and growth in stocks of finished industrial
products. Furthermore, domestic economy is marked with a relatively high un-
employment rate that restrains the demands for higher wages and reduces the ne-
gotiating power of trade unions. A mild nominal increase in wages of 5.8% was
slower than the growth in labour productivity in 2004 compared with 2003. The
strong competitiveness of import products and the fierce competition in retail
trade continue to be the factors that substantially contribute to price stability. De-
spite imported inflationary pressures, the domestic rate of inflation did not accel-
erate significantly. In part, this can be attributed to the appreciation of the kuna
against the US dollar'? that mitigated the strong growth in crude oil prices and
other raw materials prices in the world market (metal especially).

11 The kuna/euro exchange rate appreciated slightly in 2004 (the average daily exchange rate of the kuna
against the euro strengthened by 0.9% in 2004 compared with 2003).
12 The average daily exchange rate of the kuna against the US dollar strengthened by 9.9% in 2004 compared

with 2003.

2001 2002 2003

A rrl B Core inflation
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Source: CBS.
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CPI and Core Inflation’®

year-on-year rate of change
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*Core inflation is calculated 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 services used in the calculation of the consumer price index.

Source: CBS.

For the most part, the year-on-year rate of consumer
price inflation grew in 2004 due to the increase in the
year-on-year rate of change of administrative prices,
from 0.7% in December 2003 to 5.5% in December
2004. Accounting for a significant share (22.6%) in
the CPI basket, administrative prices significantly im-
pact the developments in total consumer price infla-
tion. The registered acceleration in administrative
prices was essentially the result of the increase in crude
oil prices and the increase in other administrative
prices (especially gas and household water prices).
Due to the increase in the year-on-year rate of change
of prices of housing, water and electricity, the contri-
bution of this group of products to inflation grew from
0.1 percentage point in December 2003 to 0.9 per-
centage points in December 2004. The increase in
prices of gas and heating oil was the consequence of
their growth in the world market, while the growth in
the household water price was stimulated by the new

fee for the wastewater treatment.

In 2004, the total year-on-year rate of change of consumer prices grew also on
account of the increase in prices of tobacco products.'? As a significant portion of
tobacco products prices is accounted for by excise taxes, they are strongly im-
pacted by administrative decisions. Introduced in mid-July 2004 and aimed at in-
creasing budget revenues, higher excise taxes on tobacco products contributed to
the increase in the year-on-year rate of change of prices of alcoholic drinks and
tobacco, from 1.4% in December 2003 to 10.2% in December 2004. As a result,

Tablica 1.2 Consumer Price Index

Weight 2004 12/2003 3/2004 6/2004 9/2004 12/2004 3/2005
Total 100.0 11 14 25 16 2.1 39
Food and non-alcoholic beverages 33.0 2.8 3.5 1.6 -1.7 2.4 5.5
Alcoholic drinks and tobacco 5.4 14 14 14 104 10.2 10.6
Clothing and footwear 8.3 -0.7 -18 15 -0.7 -17 -12
Housing, water, energy, gas and other fuels 14.3 0.7 0.5 45 5.4 6.0 6.0
Furniture, equipment and maintenance 48 0.6 0.4 0.6 0.5 0.2 1.6
Health 2.8 5.5 5.5 33 3.0 1.0 0.8
Transport 11.3 2.2 -19 54 3.1 2.6 33
Communication 4.5 -0.2 0.2 0.2 -0.1 0.5 0.4
Recreation and culture 5.6 16 3.2 3.9 3.2 2.5 18
Education 09 0.3 0.6 0.6 1.2 L1 1.4
Catering services 3.2 39 4.1 39 4.0 2.8 2.1
Miscellaneous goods and services 59 1.6 2.0 2.1 20 19 1.8
Goods 11.3 1.6 11 21 0.7 25 41
Services 221 2.2 2.6 3.7 4.3 3.6 3.2
Source: CBS.

13 Tobacco products account for 3.7% of the CPI basket.
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Contribution® of CPI Components

th tributi f thi f ducts to the total
e contribution of this group of products to the tota 10 Year-on-Year Inflation Rato

year-on-year inflation rate grew from 0.1 percentage

point in December 2003 to 0.6 percentage points in '
December 2004. This contribution will however disap-

pear in August 2005 and it is expected that it will have 3
no lasting impact on inflation.

In the face of a considerable increase in the year-on-year
rate of change of prices of fuels for personal transport
equipment (from 1.0% in December 2003 to 9.7% in 0
December 2004), the contribution of transport prices to
the total year-on-year inflation rate of consumer price

percentage points
L

was moderate in 2004 (it grew from 0.2 percentage 5 |
points in 2003 to 0.3 percentage points in 2004) due to ggsg22ggzggszeee8z8
the reverse impact of the fall in the year-on-year rate of B Agicutural poducts B Coe iniaton
change of price of personal automobiles (from 3.2% in B dinistrative prices
December 2003 to —4 0% in December 2004) on the * The contribution is defined as the relative importance of  certain component of the consumer price index
: in total inflation. The sum of contributions of all components expressed in percentage points
developments in transport prices The price Of personal in a relevant month is the amount of the year-on-year consumer price inflation rate. Sources: CBS and CNB calculations.

automobiles fell in 2004 due to the introduction of the

additional favourable conditions for the purchase of some medium-class automo-
biles, as well as due to the appreciation of the average exchange rate of the kuna
against the euro and the US dollar — in which the prices of personal automobiles are
most often expressed. Introduced in mid-July, higher excise taxes on automobiles
had not impact on the annual growth in automobile prices.

Reflecting the 30.4% growth in crude oil prices in the world market (the average
daily price of crude oil rose from USD 30.0 a barrel in December 2003 to USD
39.0 a barrel in December 2004), domestic prices of refined petroleum products
grew by 12.3% in 2004 (fuel prices grew by 9.7% and heating oil prices by
35.7%). Crude oil prices expressed in kuna terms show that the growth was con-
siderably lower and stood at 17.6% due to the appreciation of the kuna against the
US dollar. The upward trend in refined petroleum products prices was registered
in the eurozone countries as well as in some neighbouring countries. Although
they were exposed to somewhat faster growth in oil prices (expressed in euro
terms), their refined petroleum products prices grew at a substantially lower rate.
Expressed in euros, a crude oil barrel grew by 19.7% year-on-year in December
2004, contributing to a 8.7% growth in fuel prices and a 24.1% growth in heating
oil prices in the eurozone (much lower growth rates compared to those registered
in Croatia). In Slovenia, for example, fuel prices grew by 9.0% and heating oil
prices by 30.0%. In 2004, the price of a crude oil barrel grew on account of sev-
eral factors. On the supply side, the most prominent were the unstable political
situation in Iraq, Venezuela and Nigeria, the oil industry strike in Norway, and
the suspension of oil deliveries by Yukos (one of the biggest Russian producers)
due to the financial problems. Bad weather in the Gulf of Mexico and the delayed
production brought about the rise in oil prices in September and October. The
upward trend in oil prices, in addition to supply shocks, was also fuelled by the
growth in global demand stimulated by the strong economic growth in China and
the USA and the reduced crude oil stocks registered in 2004 in the USA.

In 2004, other raw materials prices also grew in the world market — by 10.6%

(December 2004 to December 2003) measured by the aggregate HWWA index
(in US dollar terms, energy prices excluded). However, this growth was weaker
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Imported Inflation: il Prices, HWWA Index’, Average

. in 2004 than in 2003 (18.8%). 2004 also saw a pro-
1.20 Kuna/Euro Exchange Rate and PPl in Eurozone . ,( ,) P
nounced growth in prices of iron ores (40.6%), sugar
170 10 (30.7%) and non-ferrous metals (24.3%). Measured
150 5 2 4, by the HWWA index (expressed in euro terms), raw
130 TN | Raah ; materials prices in the world market grew by a modest
W \ M T
110 0 - 1.3%.
% i A ~N . _ e
:“_ P \ N AN ,,“ A 9
w 0T f LRBEINV ALY % The year-on-year rate of change of producer prices in
50 3 : : ;
~ Al RLEY : 34 0 the eurozone grew considerably in 2004 (from 1.0% in
30 N e ET AR E .
o R 'E W LT December 2003 to 3.6% in December 2004). Above
< 5 - . . . .
" I /™ : 4 all, this was the result of direct and indirect effects of
B il . . . . .
0 ] ',"“/ e 4 - the increase in crude oil prices and other raw materials
50 | 4 prices in the world market. Therefore, total imported
g8828888855888888838288 pressures on the growth in domestic prices registered
e Ol prces L HWWAindex - excluding energy in 2004 may be estimated as significant.
swwawawass HRK/EUR —right v = PPl in eurozone — right
*The Hamburg Institute of International Economics (HWWA) constructed the aggregate index of raw materials prices . . . .
in the world market, the so-called HWWA index. The HWWA index s the indicator of movements in costs for imported Slnce the Calculat]on Of the core consumer prlce lnﬂa'
raw materials (it includes a total of 29 raw materials or 27 excluding energy) and it is used in analysing the influence
of changes in the prices of raw materials in the world market on the changes in prices in industrial countries. tion indeX14 (Compiled by the CBS) does not eXClude

The index is calculated on the basis of raw materials prices expressed in US dollars. Sources: Bloomberg, HWWA, Eurostat and CNB.

the impact of excise taxes on the movements in core in-
flation, 2004 saw a noticeable growth in the core infla-
tion rate (from 1.2% in December 2003 to 2.3% in December 2004) that, to a
large extent, may be attributed to the growth in tobacco products prices (12.7%
year-on-year). Their contribution to the core inflation rate stood at 0.7 percent-
age points in December 2004 relative to 0.0 percentage points in December
2003.

The second factor that largely contributed to the growth in the core inflation rate

in 2004 was the increase in the year-on-year rate of change of the price of meat,

from —2.6% in December 2003 to 3.5% in December 2004. Taking into account

the significant share of this group of products in the core CPI basket (13.6%), its

contribution to the core inflation rate grew from —0.4

PPI by Main Industrial Groupings ~ percentage points in December 2003 to 0.5 percentage

m year-onyearete of chanée 1 5ints in December 2004. In addition, there was a sig-
nificant spillover of the increase in refined petroleum

* . products prices into goods and services prices, espe-
10 i 18 cially those in whose production this input is largely
2 T ° used. For example, the price of services in road and air
n _ "" . ;;; 4 transportation grew on average by 5.6% and 3.7% re-
° ‘\ vl s\ia A f 2 spectively in December 2004 compared with Decem-
PN W J M\_ VAINSZR N » ber 2003. Overall, the movements in prices of other
8 ; 3 j/ \V\\'i\‘ ‘ e A groups of products whose Rrices are fr(?ely determined

0 = S ERIELY ML N by market forces were relatively stable in 2004.

8 9) % Af, )

o I The increased contribution of core inflation and ad-
e . B ministrative prices to the total year-on-year inflation
TEemmemEemEe mee s “\’_; T rate in 2004 was partly offset by the fall in the contribu-
T e lcn:;,:zr :;t:sgoods tion of agricultural products prices; their year-on-year
=" Durable consumer goods Non-durable o8 sueces.  rate of change fell from 9.7% in December 2003 to

14 In 2004, goods and services accounted for 70.3% of the core CPI basket.
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—2.2% in December 2004 due to, among other things, more favourable weather
conditions in 2004 than in the droughty 2003.

Overall, producer prices of industrial products grew strongly in 2004. The
year-on-year rate change of producer prices grew from 1.0% in December 2003
to 4.8% in December 2004. In large part, this growth can be attributed to the
growth in the year-on-year rate of change of energy prices, from 1.3% in Decem-
ber 2003 to 5.4% in December 2004. However, it should be noted that the
year-on-year growth rate of prices of final products, which are directly included
in the retail trade, has, despite an upward trend in production costs, remained in
the zone of low inflation in 2004 and exerted no significant pressures on the
growth of the index of consumer prices. The year-on-year rate of change of dura-
ble consumer goods prices grew from —4.2% in December 2003 to 3.0% in De-
cember 2004, while the year-on-year rate of change of non-durable consumer
goods prices grew from 1.5% to 2.3% in the reference period.

In January 2005, the year-on-year consumer price inflation rate fell by 0.7 per-
centage points to 2.0%, following its slight acceleration in December 2004. Aided
by the base-period effect, it slowed down in January 2005 on account of a 0.3%
growth in the consumer price index, which was considerably lower rate of growth
compared with that registered in January 2004 — 1.0%. The main contributor to
the monthly growth in the consumer price index in January 2005 was the strong
growth in the price of vegetables, 11.5% compared with the previous month. Only
to some extent, it was offset by the fall in prices of clothing and footwear, 5.7% on
average compared with the previous month. The core index of consumer prices,
which excludes the most volatile components such as vegetables and energy, fell
by 0.4% in January compared with the previous month, while the year-on-year
core inflation rate fell from 2.3% in December 2004 to 2.0% in January 2005. The
level of producer prices remained on average unchanged in January 2005. Aided
by the base-period effect, the year-on-year rate of change of producer prices fell
from 4.8% in December 2004 to 4.4% in January.

Inflation rose mildly towards the end of January. The index of consumer prices
grew by a significant 1.1% in February over the previous month, with food prices
contributing 0.9 percentage points to the total growth in inflation. The monthly
growth of food prices in February was fuelled by the 14.2% increase in vegetable
prices (caused by the drop in temperature). As a result, this group of products
contributed 0.6 percentage points to the total monthly inflation. February also
saw an upturn in prices of meat, 2.1% on average, compared with January. The
contribution of this group of products to the total monthly inflation stood at 0.2
percentage points.

Consumer prices grew rather strongly in March — 0.7% over the previous month.
As in February, this growth was mostly the consequence of the increase in food
prices (0.3 percentage points), especially the prices of agricultural products and
meat. The seasonal growth in prices of clothing and footwear and the increase in
refined petroleum products also made a significant contribution to the monthly
growth in prices in March (0.2 percentage points each).
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Daily Nominal Exchange Rate —

Aided by the strong monthly growth in consumer prices and the base-period ef-
fect, the year-on-year consumer price inflation rate grew from 2.0% in January to
3.3% in February and to 3.9% in March. The core index of consumer prices grew
by 0.5% in March, the same as in February. The year-on-year core inflation rate
rose from 2.0% in January to 2.7% in February and to 3.1% in March.

Producer prices rose by 0.3% on average in February compared with the previous
month, with the highest growth rates being observed in those industrial groupings
that include energy (due to the growth in refined petroleum products prices) and
capital goods. Underpinned by a further growth in energy prices and prices of du-
rable consumer goods, producer prices grew by an additional 0.3% in March. The
year-on-year rate of change of producer prices went up from 4.8% in January to
5.1% in February, the level it held also in March.

Despite slightly pronounced appreciation trends, mostly due to increased supply
of foreign exchange (significant tourism inflows), foreign borrowings (primarily
by banks), growing foreign exchange inflows (goods exports) and appreciation
expectations of market participants, the kuna/euro exchange rate was relatively
stable throughout 2004. The average daily kuna/euro exchange rate appreciated
by 0.9% in nominal terms, from 7.56 in 2003 to 7.50 in 2004. The kuna/euro ex-
change rate dropped by 0.3% in nominal terms at end-2004 (7.67) compared
with end-2003 (7.65). In order to ease the appreciation pressures on the ex-
change rate, present for the most part of the year, the central bank purchased
EUR 510.2m (net) from banks via foreign exchange transactions in 2004 and
created a total of 3.8bn in kuna liquidity. A total of eleven foreign exchange auc-
tions were held in 2004: EUR 403.2m were sold at ten foreign exchange auctions
and EUR 33.0m were purchased at one foreign exchange auction. An additional
EUR 140.0m were purchased from banks via other foreign exchange transac-
tions. The central bank’s foreign exchange transac-
tions also involved the transactions with the
HRKvs. EURandUSD  government which purchased a significant portion of

the foreign exchange, required for external debt ser-

vice, directly from the CNB and consequently reduced

the intensity of demand for foreign exchange in the

foreign exchange market. In 2004, the CNB sold EUR
94.7m (net) to the MoF and withdrew from circulation

a total of HRK 741.7m.

In the first quarter of 2004, the kuna strengthened

against the euro by 3.3%. The euro fell from 7.65

kunas at end-2003 to 7.40 kunas at the end of the first

quarter of 2004. Slight depreciation trends were ob-

HRK/EUR
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served only in the first half of January, which is com-
mon for the beginning of the year when there is an
increase in demand for foreign exchange required for
servicing the external debt and settling the short-term
corporate foreign exchange liabilities. In January
2004, the central bank intervened by selling a total of

HRK/USD

Source: CNB.
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EUR 33.0m to banks at the foreign exchange auction held on 8 January. The gov-
ernment made no contribution to the strengthening of depreciation pressure on
the domestic foreign exchange market. Its January liabilities of USD 128.5m,
which mainly referred to the London and Paris Club, were settled from foreign
exchange inflows generated in 2003.

The appreciation trend of the kuna against the euro that started in the second half
of January continued into February and March. Expressed in nominal terms, the
kuna strengthened against the euro by a modest 0.8% in February 2004, prompt-
ing no CNB intervention in the domestic foreign exchange market. In February,
the central bank sold USD 56.0m (net) to the MoF. The nominal kuna/euro ex-
change rate appreciated more strongly in March 2004, by 2.8%, while the euro
fell from 7.61 kunas on 29 February to 7.40 kunas on 31 March. In an attempt to
mitigate the intensity of the kuna appreciation against the euro, the central bank
intervened four times in March, purchasing from banks a total of EUR 162.7m.
In this manner, it created a significant amount of kuna liquidity, totalling HRK
1,215.1m. Increased demand for domestic currency, recorded during the first
quarter of 2004, was chiefly triggered by the subscription of government bonds
(equivalent to EUR 200.0m in February and EUR 150.0m in March).

After two-and-a-half-months of appreciation, the Rates of Change of the Nominal Exchange Rate —
kuna/euro exchange rate started to depreciate in early m HRK vs. EUR and USD
April. The abundant kuna liquidity, generated through morth-on-month, GNB midpoint exchange rats
March auctions, was reinforced by the central bank’s 8
purchase of a portion of MoF’s foreign exchange in- 6

flow from issued eurobonds (EUR 145.0m) on 16
April, creating an additional 1,081.7m in kuna liquid-
ity. Movements on the domestic foreign exchange
market during the entire April were marked by the
kuna weakening against the euro of 1.9%, from HRK
7.40/EUR on 31 March to HRK 7.53/EUR on 30
April. In the run-up to the peak tourist season (May),
the kuna stared to appreciate against the euro. The
May demand for kuna was in part the result of the sub-

scription of Pliva bonds worth of EUR 75.0m in kuna SE S S8 S S8 S8 S5SSeS S
equivalent. As the increased demand for kuna in June,
contributing to the continuation of appreciation pres- o Ol
sures, was counter-balanced by a matching demand

for foreign exchange, the kuna/euro exchange rate re-

mained relatively stable. Overall, the kuna strengthened against the euro by 0.4%

in the second quarter of 2004. Since the exchange rate fluctuations registered in

the second quarter of 2004 were not too strong, the CNB estimated that such

conditions did not call for a foreign exchange intervention.

Stimulated by larger foreign exchange inflows from tourism services and by an
additional demand for kuna due to the subscription of government bonds worth
of EUR 400.0m in kuna equivalent, appreciation trends were strong at the begin-
ning of the third quarter and resulted in two CNB interventions: EUR 27.1m were
purchased on 1 July and EUR 18.9m on 6 July. The appreciation pressures were
halted short after the second intervention. However, they mounted again at the
beginning of August. In keeping with seasonal increase in demand for domestic
currency, the kuna/euro exchange rate stood at HRK 7.34/EUR in mid-August,
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and hit its record low since the beginning of 2004. In order to halt the apprecia-
tion pressures, the CNB intervened twice and purchased a total of EUR 70.0m on
12 August and on 17 August. These interventions created an additional 0.9 billion
in kuna liquidity in July and August, substantially increased the total kuna liquid-
ity and prevented further strengthening of the appreciation pressures.

The kuna strengthened against the euro also in the first half of September. On 15
September, the central bank purchased from banks an additional EUR 25.0m.
Overall, the CNB purchased a total of EUR 141.0m from banks during the third
quarter. Mild appreciation pressures continued after the intervention (until 21
September) due to increased demand for kuna related to the subscription of MoF
bonds, worth of EUR 300.0m in kuna equivalent, issued in the domestic market.
However, after 21 September, a more substantial depreciation set in, as inflows of
foreign exchange from tourism and transfers dried up and corporate demand for
foreign exchange strengthened. The kuna depreciated by 2.3% in the third quar-
ter, and the euro grew from 7.37 kunas on 30 June to 7.55 kunas on 30 Septem-
ber.

In the fourth quarter of 2004, the kuna depreciated against the euro by 1.6% in
nominal terms, while the euro grew from 7.55 kunas on 30 September to 7.67
kunas on 31 December 2004. In an effort to smooth the appreciation of the
kuna/euro exchange rate, uncommon for that part of the year, the central bank
purchased a total of EUR 99.5m from banks at the auction held in early Decem-
ber. In addition, JPY 25.5bn'> needed to pay off maturing Samurai bonds in De-
cember, were sold to the MoF on 30 November. In order to buy the yens from the
central bank, the government floated the kuna denominated bonds on the domes-
tic market.

The long-term appreciation trend of the nominal ex-
change rate of the kuna against the US dollar, which
soi=100  contributed to the strengthening of the kuna in 2002
and 2003 (by 14.4% and 14.5% respectively), contin-

minal and Real Effective Kuna

ued in 2004 but at a somewhat reduced intensity. The
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kuna grew against the US dollar by 7.9% in 2004
(from HRK 6.12/USD on 31 December 2003 to HRK
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5.64/USD on 31 December 2004). This was a conse-
‘X A quence of the fall in the value of the US dollar against
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=, the euro in the world foreign exchange market,
brought about by a significant imbalance in the US
economy (huge current account and fiscal deficits).

Influenced by a modest nominal appreciation against
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“The fall of index denotes appreciation of the kuna.
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gsg32g38 the euro and strong appreciation against the US dollar,
the index of the nominal effective kuna exchange rate
''''' = MNomal strengthened by 3.9% over 2004 (December 2004 to

w8 December 2003). Owing to a deterioration in price

competitiveness of exporters (i.e. a slightly higher

15 In order to buy JPY 25.5bn from the central bank, the government had to allocate a total of HRK 1.4bn.
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increase in domestic prices than in foreign prices in 2004), the real kuna ex-
change rate appreciated slightly more than the nominal kuna exchange rate and
stood at 4.0% (deflated by consumer prices) and 4.1% (deflated by producer
prices).

In the face of ample banking system liquidity, the kuna/euro exchange rate appre-
ciated nominally in the first quarter of 2005 — by 3.0% or from HRK 7.67/EUR
on 31 December 2004 to HRK 7.44/EUR on 31 March 2005. This appreciation
trend was somewhat more pronounced in the first half of January when the kuna
strongly trended upward and regained the value it had lost in the second half of
December. The CNB held one auction on 19 January and purchased a total of
EUR 8.5m from banks. Increased pressures leading to the kuna exchange rate
appreciation were again observed in March when the kuna strengthened by 0.9%
or from HRK 7.51/EUR on 28 February to HRK 7.44/EUR on 31 March. To
ease these pressures, the central bank intervened twice in the foreign exchange
market in March. It purchased a total of EUR 108.5m from banks and created
809.4m in kuna liquidity. As planned, in the first quarter the CNB sold to the MoF
a total of USD 121.9m it required to service the external debt. The increased de-
mand for kuna and appreciation pressures in March were, inter alia, the result of
the subscription of the new government bond worth of HRK 3.0bn. Other factors
contributing to the kuna appreciation in the first quarter of 2005 were the contin-
ued growth of banks’ foreign borrowing, corporate foreign borrowing and in-
creased capital inflows from foreign investment into domestic securities.

In the first quarter of 2005, the kuna exchange rate appreciated by 3.0% against
the euro and the Slovene tolar and by 3.6% and 0.2% against the Swiss franc and
the pound sterling respectively. In the reference period, the nominal exchange
rate of the kuna against the US dollar depreciated by 1.9%. As a result, the kuna
exchange rate appreciated against the basket of currencies by 1.7% (31 March
2005 to 31 December 2004).

In the first quarter of 2005 (March 2005 to December 2004), the kuna exchange
rate appreciated in real terms against the basket of currencies by 1.9% (deflated
by the CPI) and by 0.4% (deflated by the PPI), according to data on the index of
the real effective kuna exchange rate. In the same period, the average monthly in-
dex of the nominal effective kuna exchange rate appreciated by 0.8%. The differ-
ence between appreciation and depreciation rates, as measured by the index of
the nominal and the index of the real effective exchange rate, reflects faster
growth in domestic consumer prices than in foreign producer prices and some-
what slower growth in domestic producer prices compared with those registered
abroad.

Macroeconomic Developments
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In the last decade, the current account deficit has been financed by repatriation of
savings that Croatian citizens held abroad, foreign investments and privatisation.
In recent years, the deficit has been increasingly financed by external borrowing.
This resulted in external debt growth, so that Croatia today belongs to more
heavily indebted countries. Both the debt size and the pace of its growth are the
reason for concern — in the last two years, the debt grew from 62.2% of GDP at
end-2002 to 82.1% of GDP at end-2004.

In 2004, overall economic policy and central bank policy in particular were ori-
ented towards decelerating external debt growth. It should be said that this
growth can to a large extent be contributed to the interests of foreign capital
which, in conditions of record low yields on investments in the most developed
countries, looks for investment opportunities that bring higher returns. The Cro-
atian economy is an interesting investment target, especially in the light of faster
integration into the EU over the last years. Foreign capital inflows can hardly be
limited and resisted without considerable changes in overall economic policy and
fiscal policy in particular. In conditions of strong growth in bank placements to
the private sector, growth in domestic sources of funds is insufficient to cover a
large budget deficit, which therefore has to be financed by foreign capital. At the
same time, the CNB has only slight options at its disposal to limit capital inflows;
it can somewhat limit capital inflows via the banking sector, but it can hardly and
only temporarily limit direct capital inflows to enterprises.

Still, the CNB policy in 2004 was mostly oriented towards restraining external
debt growth. On the one hand, it supported the intention of the central govern-
ment (i.e. MoF) to increase its financing on the domestic market, in contrast to
the previous years when foreign financing predominated. This support was pro-
vided by ensuring high domestic liquidity, which facilitated government financing
on the domestic market, especially through issues of T-bills, as well as MoF
bonds. The cut in the stipulated reserve requirement rate (RRR) from 19% to
18% in November 2004 and the cut in the rate of the minimum required amount
of foreign currency claims from 35% to 32% in February 2005 released to banks a
portion of funds, which was to ease government financing.

On the other hand, the CNB has tried to discourage domestic banks from bor-
rowing abroad to finance their domestic credit activities. For this purpose, in
mid-2004 the CNB introduced a marginal reserve requirement (MRR) on the in-
crease in foreign liabilities. This has increased the price of foreign sources and di-
minished room for profiting from external borrowing in order to provide loans to
domestic sectors, especially the household sector. As the initially chosen MRR
rate of 24% proved insufficient, the CNB increased this rate to 30% in February
2005. Although this increase has diminished room for profiting from borrowing
abroad and placing funds in the domestic market (based on the large interest rate
spread), even this rate has not been sufficient to discourage all banks from pursu-
ing such credit policy. Moreover, estimates show that the rate should be some-
what over 50% to nullify the effect of the difference in interest rates on the
domestic and foreign markets. As a large portion of foreign capital enters Croatia
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through commercial banks, a strong pressure on domestic banks could prompt
economic subjects, especially enterprises, to look for financing sources other than
commercial banks, e.g. directly abroad. Hence, this measure can have only a lim-
ited effect on the reduction of the external debt.

Early 2004 saw the expiry of the measure concerning the obligatory purchase of
CNB bills, which penalised banks with too rapid placement growth. The success
of this measure is reflected in the fact that even after its expiry, banks’ placement
growth kept at a robust, but not excessive 14% in 2004, the same as in 2003 when
this measure was in effect. To advise commercial banks that monetary policy was
not to be relaxed in 2004, in December 2003, the CNB tightened the Lombard
loan facility by reducing its maturity to up to 5 days in a month and increasing the
rate of f/c reserve requirements to be allocated in a special account with the CNB.
Regular weekly auctions of kuna CNB bills on a voluntary basis were discontin-
ued. This instrument, which had been largely used in the previous years, was kept
in force, but is used only in case of an emergency need for sterilisation of surplus
kuna liquidity. It was used twice for this purpose in 2004 (both times in April).
The issuance of foreign currency CNB bills, which were very popular with banks,
was completely discontinued because, in conditions of a more developed financial
market and banking sector in majority foreign ownership, they stopped serving
their original purpose.

The year 2004 was characterised by large fluctuations in banks’ liquidity and
money market interest rates and the increased banks’ demand for the kuna in
general. This demand and steady inflows of foreign capital created occasional ap-
preciation pressures to which the CNB responded by purchasing foreign ex-
change. Thus, foreign exchange transactions of the central bank were the main
instrument of creating and withdrawing reserve money in 2004.

In its 2004 interventions in the foreign exchange mar-
ket, the CNB purchased EUR 510.2m net from com-

i ) Shares of Monetary Policy Instruments in Reserve
mercial banks, thus creating HRK 3.8bn net of reserve m Money Creation and Withdrawal
mongey. reserve money growth = 100%

350
The need to create reserve money, i.e. commercial 00

banks’ demand for currency, was reduced by the cut in
the RRR from 19% to 18% in November 2004. The cut
was to release bank funds, which were formerly tied to

250

200

150

RR, and direct them to subscription of government %

bonds, which was to help the government to replace its o I

external financing by domestic financing. Thus, the ? m

government issued new kuna bonds in the domestic 0 ;‘
market at end-November 2004, which were mostly 50 a | J
purchased by commercial banks, and used these funds o0 Reserve money ~ Net usable CNBloans  Kuna CNB bills Other net
for the repayment of due Samurai bonds. The govern- (MO)  intemational reserves labltes
ment purchased ]apanese yens fI‘Ol’l’l the CNB, Wthh [ Reserve money growth in 2000 = HRK 1.4bn [ Reserve money growth in 2003 = HRK 7.6bn

1 Reserve money growth in 2001 = HRK 6.1bn [ Reserve money growth in 2004 = HRK 3.3bn
I Reserve money growth in 2002 = HRK 5.2bn Source: CNB
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of Reserve Money and CNB Bills

partially offset the effect of the liquidity increase following the RRR cut.

Despite the rate cut, the reserve requirement instrument has remained the main
instrument for automatic sterilisation of surplus (kuna) liquidity. A rise in liabili-
ties of commercial banks increases both the kuna and foreign exchange base for
calculating reserve requirements, which forces commercial banks to allocate
larger amounts in their accounts with the CNB. Due to the increase in the base,
calculated RR in kuna and foreign exchange grew by some HRK 1.8bn and HRK
700m respectively in 2004 compared with 2003. If the RRR had not been cut, the
increase in the calculated kuna and foreign exchange reserve requirements would
have been larger by some HRK 1.1bn and HRK 750m respectively.

An especially important monetary policy instrument introduced in 2004 is the
marginal reserve requirement (MRR). It is calculated on the increase in foreign li-
abilities of commercial banks with respect to the initial period — June 2004. It is
allocated to the accounts of banks with the CNB (without remuneration) at the
prescribed rate (the initial rate of 24% was increased to 30% in February 2005).
This instrument increases the price of foreign sources of finance and diminishes
room for profiting from borrowing abroad and extending loans to domestic sec-
tors. Thus, this instrument is a form of a price-based restriction on capital in-
flows. Similar forms of this instrument have been used in other countries (this
form of control over capital inflows has been especially developed in Chile).

Finally, it should be said that in conditions of abundant liquidity, commercial
banks rarely used Lombard loans to ensure the kuna liquidity in 2004; they used
these loans at the beginning of the year and in August, which are periods when the
banking system’s liquidity is somewhat lower. Therefore, after the repayment of
HRK 900m of Lombard loans used at end-2003, this facility was relatively rarely
used in 2004.

After growing extremely fast in the previous three
years, reserve money (MO) recorded much more mod-
erate growth in 2004, of HRK 3.3bn or 10.9% on an
annual level, compared with 2003. Its growth rates

Structure and Daily Changes

40

were 51.9% in 2001, 29.3% in 2002 and 32.8% in

2003. However, due to structural changes in instru-

ments and measures of monetary policy these rates are
not comparable. High growth in reserve money in the
preceding years was the result of the increase in the
kuna reserve requirements (the upturn in the kuna part
of reserve requirement allocation on foreign exchange
sources), which led to increased banks’ demand for
MO. The November 2004 cut in the RRR from 19% to
18% decreased this demand, which led to weaker
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to the decisions concerning the RR rate and calculation base result only in one-off
deviations from reserve money developments.

Looking at the components of reserve money, the largest contribution to its
growth in 2004, as in the previous years, came from growth in bank deposits with
the CNB (4/5 of the total increase in MO0). Despite the RRR cut, the largest in-
crease in the structure of these deposits was recorded in RR allocated in kuna
(HRK 2.1bn). Balances in banks’ settlement accounts rose by some HRK 800m
and cash in bank vaults, also used to meet the reserve requirements, rose by HRK
188m in 2004. Within the structure of the narrowest monetary aggregate — MO,
currency in circulation recorded poorest growth in 2004, of HRK 383m.

Cash in bank vaults grew by HRK 188m or 11.2% in Banks' Settlement Accounts with the
2004, compared with 2003. In contrast to 2003, when 1.2 CNB and Liquidity Loans
its strongest increase was recorded at the year-end due
to changes in the supply of banks with cash, this com-
ponent of reserve money recorded its strongest 2004
increase over the summer months when the seasonal
demand for cash is highest. The average balance of
cash in bank vaults was HRK 1.6bn in 2004, up HRK °
181m or 12.3% over 2003.

billion HRK

The other component of reserve money — settlement
accounts, recorded the strongest fluctuations in 2004

as well. The balance in settlement accounts averaged ! MUL MM

HRK 4.8bn in 2004, up 37.2% over 2003. At e e = o S_E A gﬂmg lg
end-2004, balances in settlement accounts stood at § S:5%%8 g S5 § SESE5S § s
HRK 6.4bn, which is an annual increase of 14.1%. e Seement accounts and bank vaults I CNB loans to banks

Source: CNB,

Growth in the calculated RR in kuna over 2004 is also

reflected in growth in balances in the settlement ac-

counts of banks. In 2004, the banks were required to set aside a minimum of 60%
of their reserve requirements into a special account with the CNB, while the re-
maining reserve requirements maintained by banks led to an increase in balances
in the settlement accounts and cash in vaults. The reserve requirements set aside
in kuna stood at HRK 14.7bn at-end 2004, which is an annual increase of 16.4%.

Currency growth slackened in 2004 relative to the previous years. At end-2004,
currency in circulation stood at HRK 10.9bn, which is an annual increase of 3.6%
(9.2% in 2003).

The average balance of government deposits in kuna with the CNB was almost
equal to that in 2003 (some HRK 500m). A major downturn in these deposits was
recorded at the year-end due to larger payments of government liabilities on the
last day of December, so that government kuna deposits stood at HRK 230m at
end-2004, compared with HRK 600m in the same period of 2003. This increased
bank liquidity at end-2004 and the funds were transferred from government ac-
counts to the accounts of other economic subjects. Foreign currency government
deposits with the CNB averaged HRK 380m in 2004. Substantial amounts of
these deposits, which were recorded in individual months of the year, were the
outcome of temporary depositing of f/c funds immediately before the settlement
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1.28 Structure of Total International Rese;:gf&i:ﬂ&g’;ﬁ of government f/c liabilities. At end-2004, the govern-

ment held no f/c deposits with the CNB.

Foreign
liabilities
09% International reserves of the CNB stood at EUR
Potential short- 6,436m at end-December 2004, which is a decline of
oo EUR 118m or 1.8%, compared with end-2003. In
e“;fg%,i RR kuna terms, international reserves also recorded a mild
downturn in 2004, so that they totalled HRK 49.4bn at
end-December 2004, compared with HRK 50.1bn at
Government end-2003. The major portion of international reserves

foreign
currency of the Republic of Croatia is held in euros (almost 3/4),

T whereas the remaining quarter is held in US dollars.
Hence, a mild downturn in international reserves both
in euro (reporting currency) and kuna terms was partly
the result of the US dollar depreciation both against
the euro (8.9%) and kuna in 2004. However, the major
impact on the fall in international reserves was made by
flows of creating reserves. The described spending of
government f/c deposits for the settlement of f/c obligations (amounting to EUR
113m) and the discontinuation of the issuance of f/c CNB bills, which stood at
EUR 624m at end-2003, decreased gross international reserves by almost EUR
750m. At the same time, international reserves grew on the basis of f/c purchases,
growth in the base of banks’ reserve requirements set aside in foreign currency
and income from international reserves investment. Net usable international re-
serves, whose developments are not affected by f/c reserve requirements of
banks, government f/c deposits and f/c CNB bills, which were not issued in 2004,
grew by EUR 480m (or 10.6%) in 2004, standing at EUR 5,025m at end-De-
cember.

Net
usable
international
reserves
78.1%

Source: CNB.

Money (M1) increased by 2.0% in 2004 compared with 2003 when this monetary
aggregate grew at the rate of 9.8%. M1 developments
were mostly affected by poor growth in demand depos-

m Money (M) its, which was accompanied by slower growth of the

other component of money — currency. In addition,

M slower growth in retail trade turnover in 2004, com-

L' pared with 2003, also led to slackened growth in

¥ A ,,;-vﬁ*f money. Over the year, growth in money recorded the

usual seasonal fluctuations, and M1 amounted to HRK
34.6bn at end-2004.

30 v

billion HRK
5

\
t.

Js The annual growth rate of demand deposits fell from
Pl [ Y 10.0% in 2003 to 1.2% in 2004. Demand deposits

a = R stood at HRK 23.6bn at end-2004, up HRK 291m
N R 2223 A over end-2003. A decline in funds in corporate giro
and current accounts was the main reason for the slow
228888535 88883833338 increase in demand deposits in 2004. Corporate de-
I v 1 sl st mand deposits fell by 7.3% in 2004 because of the

e Demanddeposis  wm % wm Cash growing tendency of enterprises to place their funds in
Source: CNB.
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kuna and f/c non-monetary deposits, which bring m Demand Deposits
higher returns. In addition, in managing their
short-term liquidity, enterprises increasingly use the 2
option to invest in money market funds. Investments in
money market funds recorded the highest increase of % AA
all investments in open-end investment funds; assets of 0 /:,1/ N
these funds grew by HRK 1.6bn (114%) in 2004, T
mostly due to the corporate sector. Household demand % 15 7/
deposits continued to grow in 2004 but at a slower = L _/ij AL A A
pace than in 2003. Their annual growth rate fell from 10 / ot
24.8% in 2003 to 11.4% in 2004. T ot

5 et T e
With the usual seasonal fluctuations in 2004, currency 0 T
also recorded slower growth than in the preceding £22E8EE5E58888888¢8¢8¢8
years. Currency growth was 3.6% in 2004, while it was Demand deposits—total  sawaavans Household demand deposits
9.2% and 13.8% respectively in 2003 and 2002. This e Corporate demand deposits

Source: CNB.

slower growth can be partly attributed to the base pe-
riod effect, i.e. currency’s strong growth over the pre-
vious years. In addition, increased use of cashless payment; i.e. the use of card
and electronic payment methods, also led to slower currency growth. The cur-
rency-to-GDP ratio stabilised at the level of around 5.2% in the last three years.

Kuna non-monetary deposits continued to grow steeply in 2004, by HRK 4.1bn
in absolute terms or as much as 22.4%. Although their annual growth rate fell
compared with 2003 when it was 34.3%, it should be said that a major fall in cor-
porate kuna deposits was recorded at end-2004 due to a single transaction — the
dividend payout of Croatian Telecom. Without this transaction, growth in kuna
deposits in 2004 would have exceeded that in 2003.

Kuna savings continued to grow partly because the Kuna and Foreign Currency Deposits

banks prefer domestic kuna sources over foreign ex- 1.31

change sources, which stimulates them to increasingly

offer various products to attract kuna sources. Thus, %0 60

kuna deposits of the household sector recorded a high 8 A\

growth rate of 35.7%. This growth was mostly boosted 04 “‘_ / -

by kuna time deposits with a currency clause, which o | K " %,

doubled in 2004. In the same period, kuna deposits of _— \ §

the corporate sector grew slower (by 14.7%) than 5 SR

those of the household sector. = 40 / :
30 20 g

The annual growth rate of foreign currency deposits 2 .

was 7.5% in 2004, up two percentage points over that 10 1 A all | vk ;

in 2003. Their solid growth was mostly the result of 0 =8 A - o

large f/c inflows in peak tourist season. As f/c deposits SEEEERE2R8EE328E

account for almost 80% of total liquid assets, achieved [ Kuna deposits — lft w— Kuna deposits — right

growth in f/c savings in absolute terms (of HRK (0 Foreign curency deposits —eft v~ Foregn curency deposis —ght

Source: CNB.
5.7bn) surpassed the rise in kuna non-monetary
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m Myg:f:igﬁi%ﬁ%ﬁ::; deposits and accounted for half of the absolute in-
crease in total liquid assets in 2004.
8
1 ! { Observed by sectors, the two most important sectors —
0 Vj/‘ households and enterprises, recorded a higher increase
5 j in f/c savings in 2004 than in 2003. The pace of devel-
10 S opments in total deposits is still determined by house-
- F5) ’)J‘\‘ L\ hold f/c savings due to their high share in total deposits
0 / ‘1: N (almost 85%). In 2004, the corporate sector recorded
0 /,\,/\ ‘-v 8 N‘X higher annual growth rate of f/c deposits (18.4%) than
0 V‘ \ VY the household sector (6.0%).
10
20 Achieved growth in money (M1) and kuna and foreign
g8888888888888888%88 currency non-monetary deposits led to somewhat

slower growth in total liquid assets in 2004 than in
2003. M4 increased by 8.5% in 2004, which is 2 per-
centage points less than in 2003. Faster growth in f/c
deposits could not fully offset a somewhat lesser in-
crease in the kuna component of quasi-money and slower money growth relative
to 2003. At end-December 2004, M4 stood at HRK 139.9bn.

— MO ———— M1 sunsnunas M4

Source: CNB.

Bank placements to the non-banking sector grew by 14.0% in 2004. With this an-
nual growth rate, which was almost equal to that in 2003 (14.6%), placements re-
mained on a stable upward trend. This ensured sufficient growth in bank
placements to the non-banking sector needed to finance economic activities and
household demand for loans.

Bank loans to the non-banking sector determined developments in bank place-

ments as they accounted for 95% of total placements. Bank loans went up by

13.1% in 2004, which is somewhat less than in 2003 (16.8%) and considerably

less than in 2002 (33.6%). Within the structure of

bank loans, household and corporate loans accounted

1.33 Bank Placements  for 50.7% and 41.4% respectively of total loans at
: end-2004, whereas the rest was accounted for by loans
to the central and local government and other

v . Pl ZZ non-banking institutions. At end-2004, the share of

120 ar . = household loans for the first time surpassed half of to-
100 n iw J zz tal bank loans.

7 1

£ 0 ', i(tl H e, The annual growth rate of household loans was 18.7%

= L‘ oo R UR I TR R AR L 10 in 2004, which was less than their 2003 growth rate

{ } | 1 L5 (27.7%). Their nominal increase was HRK 10.3bn,

. a® 0. ddjdjd - which was less than the 2003 increase of HRK 11.9bn.

2 Hﬂ 1 However, households are still the most interesting sec-

. 0 tor regarding the approval of new placements due to

$233SSSSS5S5S898N3333SS23 higher yields and lower risk relative to the corporate

sector. Notwithstanding the attained debt level of a

e Placement balance — left I:I Year-on-year rate of change — right

Source: CNB.
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Bank Loans
year-on-year rate of change

part of the household sector, household demand is still
sufficient to absorb new placements.

Contrary to household loans, corporate loans rose

40

more in nominal terms in 2004 (by HRK 3.1bn) than / ,/\ L\

in 2003 (HRK 2.4bn), which increased their annual EIRAY I h“\ \

growth rate from 5.1% in 2003 to 8.0% in 2004. Accel- 20 7\ ;“){Cr A \
erated growth in corporate loans is a positive step to- % %\ -7’ \ “\," =
wards increased financing of the economy and 0TS J N “'.:.,
indicates the rising corporate demand for bank loans. o | &é \'\//

One of the reasons for faster growth in bank loans to

households than to the corporate sector is that house- 0 |

holds are almost completely oriented towards com- g2g8g8g8Eg88e8g88

mercial banks in their financing, whereas enterprises o
| loans Corporate loans ~ sasssswss Total

can finance their activities from other sources, espe-

cially foreign sources. The data on total financing of

the non-financial sector indicate decelerated growth in

financing of the household sector and accelerated growth in financing of the cor-

porate sector in 2004.

9/03
1/04
5/04
9/04
1/05

Source: CNB.

Table 1.3 Financing of Private Non-Financial Sector — Loans and Other Placements

‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004
Banks
— households 19,250 23,298 30,122 43,073 55,001 65,277
— non-financial enterprises 35,244 35,891 42 882 51,723 53,810 58,643
Abroad
— households 172 233 338 473 552 626
— non-financial enterprises 25,467 27,583 25927 26,643 31,555 37,124
Financial leasing
— households 18 34 50 112 246 409
— non-financial enterprises 163 312 464 1,032 2,260 3,765
Other (funds, insurance companies and S&L)
— households 583 682 922 1,053 1,321 1,674
— non-financial enterprises 2,013 1,673 1,707 1,871 1,851 1,925
Total
— households 20,023 24,247 31,433 44711 57,120 67,986
year-on-year rate of change 21.1 29.6 42.2 27.8 19.0
— non-financial enterprises 62,888 65,458 70,979 81,270 89,476 101,457
year-on-year rate of change 4.1 8.4 14.5 10.1 13.4

Note: Data presented under item Financial leasing are the CNB estimates for 2004, while data under item Other (funds, insurance companies and S&L) are the CNB estimates for the entire period.
Sources: FINA and CNB.

The total level of bank placements to the central government held steady in 2004,
whereas changes occurred in the maturity structure of placements. Thus, in 2004
the share of short-term government securities increased and they grew by HRK
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711m. This is above all the result of increased T-bill subscriptions by banks. In the
same period, bank placements in bonds decreased, especially upon maturity of
the last tranche (of 20 semi-annual tranches) of government bonds issued on the
basis of the Act on Converting Households’ Foreign Exchange Deposits into the
Public Debt of the Republic of Croatia.

Central government deposits with banks and the CNB at end-2004 exceeded
those at end-2003 by HRK 25 1m. Still, they exhibited much larger fluctuations in
2004 compared with bank placements to the government. This especially refers to
government deposits with the CNB, which fluctuated depending on inflows from
foreign borrowing and outflows related to the government settlement of its due li-
abilities. The average daily balance of government deposits with the CNB was
HRK 831m less in 2004 than in 2003. Government deposits with commercial
banks increased in 2004, by HRK 5.1bn, whereas loans that banks received from
the government fell by HRK 3.6bn.

In 2004, banks continued to obtain funds abroad in order to finance domestic
placements. Banks’ foreign borrowing is stimulated by the return they make due
to the difference between low interest rates on foreign sources and much higher
interest rates on domestic placements. Domestic banks mostly obtain me-
dium-term loans at very favourable interest rates from their parent banks. The
loans banks receive can usually be easily refinanced by their parent banks. For-
eign liabilities of banks grew by HRK 11.2bn in 2004, whereas their foreign assets
increased by HRK 8.2bn. Parallel growth in both foreign assets and liabilities re-
sulted from the banks” maintenance of the minimum foreign currency liquidity at
35%. To decelerate banks’ external borrowing, in July 2004 the CNB introduced
the marginal reserve requirement on the increase in foreign liabilities of banks.

Banks’ external debt doubled over 2003 and 2004, rising from EUR 3.8bn to
EUR 7.6bn. Nevertheless, the annual growth rate of banks’ external debt went
down from 61.5% in 2003 to 25.0% in 2004. Banks’ external debt accounted for
33.7% of the overall external debt of the economy at end-2004.

As usual for the season, domestic sources of funds held steady in the first quarter
of 2005, so that banks continued to borrow abroad the funds needed to sustain
their domestic credit activities. At the annual level, a year-on-year growth rate of
M4 increased from 8.5% at end-2004 to 9.6% at end-March 2005.

Bank placements to the non-banking sector went up by HRK 0.8bn or 0.6% in the
first quarter of 2005, but their nominal value was strongly affected by the appreci-
ation of the kuna against the euro. The exchange rate effects excluded, the growth
rate of bank placements did not change considerably: placements grew by 2.8% in
the first quarter of 2005, or 13.6% when compared with end-March 2004.




Strong growth in bank placements to the central government was caused by in-
creased government financing on the domestic market in the first quarter of
2005. Banks’ net claims on the central government rose by HRK 7.2bn (52.3%
relative to end-December 2004), mostly as a result of a foreign exchange loan (of
EUR 500m) extended to the government at end-March, as well as increased sub-
scriptions of MoF T-bills.

At the end of the first quarter of 2005, in conditions of stagnant domestic sources
of finance, banks increased their foreign liabilities to finance placements to the
government and the rest of the non-banking sector. Banks’ foreign assets de-
creased by HRK 8.6bn and their foreign liabilities increased by HRK 1.5bn in the
first quarter of 2005. The decline in foreign assets was made possible by the
CNB’s decision to lower the stipulated minimum rate of foreign currency claims
from 35% to 32%, which came into effect in February 2005.

In 2004, the ZMM turnover rose and interest rates fluctuated strongly, continu-
ing on the trend set in the second half of 2003. Interest rates on ZMM overnight
loans reached 10% early in the year. Banking system liquidity improved following
several central bank foreign exchange interventions. With interest rates on over-
night loans standing at an approximate 2%, favourable liquidity continued until
the tourist season, when money market rates rebounded to 10%. Liquidity recov-
ered at end-September, and interest rates then held at relatively low levels until
the year-end.

In contrast, interest rates on MoF T-bills remained relatively high in 2004. Due to
these rates generating great investor interest, the end-2004 balance of subscribed
T-bills increased by about 40% from the balance at end-2003. There were only
two CNB bill auctions in 2004, as they are no longer held on a regular basis.

Having risen temporarily in early 2004, banks’ lending interest rates resumed
their downward trend, mostly ending the year below their end-2003 levels. Influ-
enced by interest rates on short-term deposits of legal entities, interest rates on
kuna deposits in 2004 were in line with money market interest rate trends.'® In
contrast, interest rates on foreign currency deposits held steady. In consequence,
the spread between lending and deposits interest rates decreased at end-2004
compared with end-2003.

Both the new Decision on Reserve Requirements of 9 February 2004, providing
for raising the allocation percentage of total reserve requirements, and the sub-
scription for the first tranche of the new government bond, due 2014, triggered a

16  For further details see the CNB Bulletin, No. 102, Box: 1.
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m Money Market Interest Rates strong rise in demand for kuna in early 2004. As a re-
sult, money market interest rates surged above 8% late

12 in February and fell no sooner than in April, following

the central bank release of HRK 1.2bn through four

. | foreign exchange interventions. The ensuing high li-

8 . ! quidity period lasted until the tourist season, with in-

E i A terest rates decreasing to 2% and money market

% 6 turnover declining. Interest rates rebounded in July,

: E . due to the seasonally induced increase in demand for

! e currency and the issue of the new government bond

maturing in 2007. The prolonged tourist season, and
the issue of the third tranche of the government bond
due 2014, kept interest rates high until end-Septem-
ber, when banking system liquidity recovered. Money
Intrest ate on overnightoans without VM intermegiation market interest rates then remained relatively low until
e oty oo the year-end. To meet the seasonally increased de-

mand for currency late in the year, which also ac-

counted for a temporary increase in interest rates, the
1.36 Money Market d;lljyrgvg\éegg CNB intervened in the foreign exchange market in De-
cember, giving an additional boost to banking system
liquidity.

T
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As shown by ZMM data, the weighted interest rate on
overnight loans kept at relatively high levels (ranging
from 6.20% in January to 7.74% in March), to gradu-
ally decline to its 2004 low of 1.76% in June. With de-
mand for kuna rising in July, interest rates rebounded
and remained high during summer months until
end-September. The weighted interest rate on over-
night loans thus reached 7.69% in August, gradually
decreasing until the year-end and advancing to 3.55%
gs in December, pushed by the seasonally induced rise in

aily MM turnover demand for currency.
vernight ZMM turnover
Overnight turnover — direct trading

800

improved coverage
of direct interbank
loans register

600

million HRK

400

200

swresBdOE - Interest rates on other loans intermediated by the

ZMM showed trends similar to overnight loans’ inter-

IMM Turnover  est rate trends, only standing at higher levels, especially

1.31 loanmatury stete. iy the periods of lower rates. Having reached its annual
peak of 8.17% in March, the weighted interest rate on
other loans drifted lower to 4.64% in June, recovered
5,000 \ in July and stood above 6% until the year-end (it was
6.02% in December). This rate’s standing at relatively
4,000 \ high levels throughout 2004 was partly due to a rela-

6,000

tively large share of loans with longer maturities

3,000 \ granted at higher interest rates.
i

million HRK

2000 - \
Y' Y \ T\ Total turnover on the ZMM was HRK 38.2bn in 2004,
1000 | . arise of HRK 10bn from the previous year. Almost two
thirds of the turnover was generated in the second half
of 2004. Having stood at below HRK 100m in the first
———— Ovenight loans I Loans vith maturity shorter than one wesk half of the year, the average daily turnover in total loans
[T Callable loans Bl Loans with maturity of one month and longer ranged between HRK 131.2m and HRK 263.9m in the
. Loans with maturity between one and two weeks .
suwzv. second half. Overnight loans accounted for three
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fourths of total ZMM turnover in 2004, while their share in 2003 was less than
two thirds. This was in consequence of slightly lower bank liquidity in 2004 com-
pared with 2003, especially in the second half of 2004, causing money market
participants to turn to the shortest term lending as a precaution. In contrast,
higher interest rates charged on loans with longer maturities encouraged liquid
participants to long-term lending, which accounted for loans with one-month
maturity prevailing among other loans. The average daily turnover in overnight
loans ranged about HRK 70m in the first half of 2004 and more than doubled in
the second half of the year. The average daily turnover in other loans ranged
about HRK 47m in the first half of the year, falling to about HRK 29m in the sec-
ond half, paralleled with the drop in bank liquidity.

The largest in 2003, the share of callable loans in other loans fell steadily over
2004, reaching 10% at the year-end.

Spurred mainly by high kuna demand in 2004, the overnight turnover in direct
interbank demand deposit trading several times exceeded total ZMM turnover.
Totalling HRK 140.3bn in 2004, turnover in direct interbank overnight trading
almost doubled from the previous year. The average daily turnover in direct inter-
bank overnight loans hovered around HRK 550m, reaching its peak of HRK
862.7m in August. Interest rates charged on these loans mostly outdid those
charged on overnight loans intermediated by the ZMM. Relatively high early in
the year (8.07% in March), the weighted interest rate on direct interbank over-
night loans plunged to 1.88% in June and rebounded in the following three
months, reaching 6.74% in September. This rate stood at 4.46% in December.

In line with monetary policy guidelines for 2004, as of 1 January 2004 the CNB no
longer issues kuna CNB bills on a regular basis, but only when needed to sterilise
surplus liquidity. CNB bills were thus auctioned only twice in 2004, both times in
April. With the preset interest rate at the first auction, considerably lower than
ZMM interest rates valid at the time (2.50% compared

with the 4.90% rate charged on three-month T-bills or Interest Rates on Kuna CNB Bills and MoF T-Bills
the 6.61% rate charged on one-month ZMM loans) 1.38 maturity structure
and most bids turned down at the second auction, the
balance of CNB bills subscribed at both auctions 1
amounted to a low HRK 106m. 5 |
Compared with the previous two years, interest rates 0 ‘g
on T-bills remained relatively high throughout 2004. o L R
Mostly drifting lower in the first six months of 2004, % \::1 L
T-bills’ auction rates surged in August. As money ° r\ ﬁ{\u \‘\
market participants’ kuna demand started to ebb in 4 4 i \‘ - '. AEIRTE
late September, interest rates on T-bills resumed their N\ v."’l,j
downward trend, continuing it to the year-end. ‘

0

S D DS S S O o o O O S O 9O S S o o O

Weighted interest rates on 91, 182 and 364-day SRS SSSSSES SRS S5SSBS S
T-bills fell from 4.78%, 5.36% and 6.44% respectively s 350y~ ONBDIl  wwwauuuns 91-day— Thil

X . e, 182-day — T-bill == u owmm 364-day — T-bill
in January to 3.97%, 5.01% and 5.65% in June,
Sources: CNB and MoF.
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T-Bill Stock

maturity structure

reaching their highs of 5.24%, 6.72% and 7.0% in
September. At the year-end in December, these rates
" stood at 3.86%, 5.41% and 5.58% for 91, 182 and
364-day T-bills respectively.

10 The balance of subscribed T-bills increased by HRK
2.48bn in 2004 from end-2003, standing at its all time
high of HRK 8.26bn at end-December. The balance
6 rose at a steady pace throughout the year, except in the
. summer months when there was no investor interest
owing to a strong demand for currency and a new gov-
ernment bond issue. The subscribed T-bills balance in-
0 creased the most in the last three months of 2004, by
T e PN oo T TS B NS TS B N o § § HRK 1.06b1’1.

billion HRK

[ 42-day W 9i-day [ 182-day 1 364-day . . . .
Prevailing in the structure of subscribed T-bills were

one-year bills, whose share in the total ranged between
57% and 62%. The second largest share was ac-
counted by 182-day bills, whereas the share of bills with the shortest maturity was
mostly below 5%. Subscribed T-bills totalled HRK 8.26bn at end-2004. Of this
amount, HRK 5.12bn (62%) went to one-year bills, HRK 2.81bn (34%) went to
182-day bills and HRK 327.5m (4%) to 91-day bills.

Source: MoF.

Banks’ lending interest rates, especially those charged on household loans, mainly
declined further in 2004. The weighted interest rate on short-term household
loans without a currency clause fell from 14.89% at end-2003 to 14.19% in De-
cember 2004. In contrast, the weighted interest rate on short-term corporate
loans without a currency clause trended downwards only in the first half of the
year, reaching 8.01% in June. On the upward trend in the second half of the year,

Banks' Average Interest Rates on Banks' Average Interest Rates on
1.40 Short-Term Loans without a Currency Clause 141 Long-Term Loans with a Currency Clause
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this rate came to 8.33% in December (compared with
8.02% in December last year).

Interest rates on long-term household loans with a
currency clause continued to decrease over 2004,
strongly fluctuating at times. Starting in late 2003,
these fluctuations were caused by interest rates on
home loans, accounting for about 40% of newly
granted household loans with a currency clause, which
dropped temporarily in January and June. The average
weighted interest rate on long-term household loans
with a currency clause stood at 7.73% in December
2004, a decrease of 70 basis points compared with
2003.

Of all observed lending interest rates, interest rates on
long-term corporate loans with a currency clause are
the most prone to fluctuations. The weighted interest
rate on these loans thus hit its 2004 high of 6.78% in
February, only to fall to 5.66% in December. How-
ever, as it also stood at about 5.5% in the fourth quar-
ter of 2003, one cannot say that these interest rates
declined.

Interest rates on short-term corporate kuna deposits
were mainly affected by a reduced primary liquidity of
the banking system and rising money market interest
rates. While both interest rates and amounts of new
household kuna time deposits were relatively stable
throughout 2004, interest rates on corporate deposits
were in line with money market interest rate trends. As
a result, the weighted interest rate on kuna time depos-
its fluctuated strongly in 2004, standing at its annual
low of 3.34% in June and reaching its annual high of
6.25% in August, also its highest level since March

1.44
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2002. At end-2004, this rate amounted to 4.12%. Ranging from 0.50% to 0.53%
in 2004, the weighted interest rate on kuna sight deposits was 0.51% in Decem-
ber, a decrease of 5 basis points compared with end-2003.

Having decreased for several years in a row, interest rates on foreign currency
time deposits started drifting upwards in early 2004. The weighted interest rate
on foreign currency time deposits, standing at 2.64% in December 2003, was
2.85% at end-2004. On the other hand, interest rates on foreign currency sight
deposits hovered around an average 0.31%, oscillating only slightly. The
weighted interest rate on total foreign currency deposits thus stood at 0.31% and
0.30% in December 2003 and December 2004 respectively.

In consequence of these developments, the spread between interest rates on total
loans and total deposits narrowed from 7.37 percentage points at end-2003 to
6.92 percentage points at end-2004. The spread between interest rates on kuna
loans and kuna deposits reduced from 9.79 percentage points at end-2003 to
9.61 percentage points at end-2004. The spread between interest rates on kuna
loans with a currency clause and foreign currency deposits also narrowed over
2004, standing at its record low of 4.24 percentage points in December.

The downward trend in banks’ nominal lending rates was also observed in other
Central and East European countries, as well as in EMU countries. In 2004, these
rates declined in the EMU, Hungary, Poland, Slovenia and Croatia. Even with
nominal lending rates rising in the Czech R. and Slovak R., real interest rates
dropped on account of a sharp increase in the inflation rate. Real interest rates on
long-term corporate loans decreased at end-2004 from end-2003 in most of the
observed countries, as well as in EMU countries, rising only in the Slovak R., due to
a slight upward trend in these loans’ nominal interest rates and the inflation rate fall.

In contrast from interest rates on corporate loans, household deposits’ rates were
up in some of the observed countries (including the EMU, the Czech R., Poland
and Croatia) compared with the end of the previous year. However, in conse-
quence of the rise in the CPI inflation rate, real interest rates on household depos-
its were negative in late 2004 in all observed countries, except in Croatia and
Hungary.

Banking system kuna liquidity remained good in the first quarter of 2005, fuelled
by CNB’s foreign exchange interventions in January and March. As a result, loan
turnover and interest rates in the kuna money market held at relatively low levels,
while the balance of subscribed MoF T-bills surged. The weighted interest rate on
overnight loans intermediated by the ZMM stood at 2.32% in the first quarter of
2005, with the average daily turnover in these loans amounting to HRK 78.9m in
the same period.

MoF T-bills’ auction rates decreased further in the first two months of 2005, rose
temporarily at end-February and dropped again in March. The weighted interest
rate on 91, 182 and 364-day T-bills was 4.71%, 5.32% and 5.54% respectively in
March. Due to a favourable kuna liquidity of the banking system, the balance of
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subscribed T-bills rose by HRK 4.17bn in the first three months of 2005, reach-
ing its peak of HRK 12.43bn in March.

Banks’ lending interest rates mostly held steady in January and February 2005,
and so did kuna deposit rates. Interest rates on foreign currency deposits inched
up in the same period, continuing the slight upward trend from early 2004.

The Croatian capital market was buoyant in 2004. Share turnover at both the
ZSE and VSE almost doubled from the previous year, the number of transactions
rose by nearly 50% and stock exchange indices, after having either stagnated or
declined for quite some time, rebounded strongly at mid-year, reaching their re-
cord highs at end-2004. There was a considerable rise in the number of new bond
issues in the debt securities market: in addition to three government bonds, also
issued were four corporate bonds and, for the first time, two municipal bonds,
those of the City of Koprivnica and the City of Zadar. Especially important for the
further development of the Croatian capital market was the government bond is-
sued in late 2004 with a 15-year maturity, the longest maturity ever obtained by a
Croatian government bond. Compared with 2003, bond turnover increased by al-
most 70%.

The spread between Croatian eurobonds and benchmark German bonds tight-
ened considerably in 2004, mainly due to the announcements of the start of
Croatia’s EU accession process. Having stood at about 100 basis points in early
2004, the spread for eurobonds with the longest maturities narrowed to about 40
basis points by the year-end.

With share trading volume on the ZSE rising sharply ZSE Monthly Share Turnover and End-Month CROBEX
in the second half of 2004, total share turnover came

to HRK 2,619.4m, a 75.20% increase over 2003.

At-end 2004, the ZSE had 183 shares listed, com- 900 2200
pared with 175 in 2003, while 153 shares were actively 800 | 2000
traded, in contrast with 143 in the year before. With a 700
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turnover of HRK 637.1m, the Adris grupa share ac-
counted for 24.3% of total share turnover, outper-
forming the shares of Pliva (22.5% of the total),
Podravka (10.1%), Medika (3.0%) and the common
share of Koncar Elektroindustrija (2.9%). A
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In 2004, shares were traded in three ZSE markets: the N o
Official Market (the former Quotation I), the Public o 800
Companies Market and the Parallel Market. Previ- SSRESSSSsSSFsSSRES
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and preferred shares of Croatia osiguranje got listed -
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on the Official Market in January 2004, next to common shares of Pliva and
Podravka. While previously accounting for more than half of total share turnover,
the Official Market turnover declined further in 2004, accounting for about 30%
of total share turnover.

Market capitalisation of shares on the ZSE amounted to HRK 61.73bn (30.4% of
the GDP estimate for 2004), rising by HRK 24.6bn from 2003, due to the growth
in both share prices and share liquidity. Specifically, the ZSE share market
capitalisation is calculated by multiplying each share’s latest price by the number
of shares issued. However, as share liquidity is also accounted for, the overall cal-
culation includes half of market capitalisation of shares not traded in the previous
month and only one fourth of market capitalisation of shares not traded in the
previous three months. Of liquid shares, Pliva shares had the largest market
capitalisation at end-2004 (HRK 6.8bn or 11.0% of total share market
capitalisation), and were followed by Adris grupa shares (HRK 3.8bn) and
Ericsson Nikola Tesla shares (HRK 3.2bn).

The ZSE index, CROBEX, decreased continuously in the first five months of
2004, reaching 1136.5 points at end-May. Having rebounded shortly after, the
CROBEX hit its record high of 1600.7 points in late November and drifted lower
until the year-end, standing at 1565.8 points on 31 December, a rise of 32.1%
from 31 December 2003.

Following the regular ZSE index revision in September 2004, the CROBEX com-
prised the shares of Croatia osiguranje, Istraturist, Kra$, Koncar
Elektroindustrija, Plava laguna, Pliva, Podravka, Riviera holding, Belisce,
Ericsson Nikola Tesla, Dom holding and Privredna banka Zagreb. The CROBEX
value was primarily affected by the shares with the highest market capitalisation,
those of ZagrebacCka banka, Privredna banka Zagreb and Pliva. Reflecting Cro-
atian enterprises’ share prices, the CROBEX behaved similarly to transition coun-
tries’ indices, on the rise from 2003.

VSE Monthly Share Turnover and End-Month VIN  Due to brisk trading, the VSE share turnover doubled
in 2004 from the previous year, totalling HRK
1,305.4m (half the ZSE turnover).

1.41
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Quotation, in contrast with last year, when most trad-
B Tumover e — VN right ing was done in the Free Market. In addition to Cro-
sweevst. atian government bonds and the municipal bonds of

17 Rights are securities entitling their holders to the specified shares from the CPF portfolio. They can be
exchanged for shares on public auctions intermediated by the VSE or traded on the VSE.
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Table 1.4 Comparison of Capital Market Indicators

December 2004 Bratislava Budapest Ljubljana Prague Warsaw Zagreb
Average daily turnover, shares (million EUR) 0.4 40.8 5.7 69.4 149.0 2.3
Average daily turnover, bonds (million EUR) 59.7 10.0 2.8 72.2 6.4 21.0
Turnover2/GDPe, annual level (%) 0.3 14.6 6.2 23.1 22.0 2.4
Turnover/GDP¢, annual level (%) 42.2 3.6 3.0 24.1 09 22.0
Turnover velocity? 21 43.8 21.1 54.6 783 14
Market capitalisation? (million EUR), end month 3,615 22,070 7,115 32,029 52,541 8,048
Market capitalisation® (million EUR), end month 9,339 33,820 4,616 18,941 3,202
Market capitalisation?/GDP¢, end month (%) 12.5 29.9 29.3 42.3 28.1 31.9
Market capitalisation®/GDP¢, end month (%) 32.4 458 19.0 25.0 12.7
Index movement from the beginning of the year (%) 83.9 57.2 24.7 56.6 219 32.1
Index movement from the beginning of the month (%) 8.2 39 1.4 21 48 2.2

aShares. *Bonds. ¢2003. “Annualised monthly share turnover x 100/ market capitalisation of shares.
Source: Reports from BSSE, BSE, PSE, LUSE, WSE, ZSE and FIBV Statistics Reports (www.fibv.org).

the City of Koprivnica, only the Varteks share is traded in the First Quotation, and
there is also only one share listed in the Second Quotation.

Market capitalisation of active shares on the VSE stood at HRK 41,74bn at
end-2004, an increase of almost 80% from end-2003. Rising steadily over 2004,
the VSE index, VIN, reached its record high of 1400.0 points at end-December,
rising by 127.3% from end-2003.

The VIN was revised twice in 2004. Following its last regular revision, carried out
in November, the VIN comprised 12 joint stock companies’ shares, with the
shares of Ericsson Nikola Tesla, Dom holding, SN holding and Anita Vrsar carry-
ing the largest weight.

These developments were similar to the trends recorded in selected transition
countries’ equities markets. In all these countries, except in the Slovak R., the av-
erage daily share turnover rose from the previous year.
Increasing only in Croatia and Hungary, bond turn-

over dropped in all other observed countries. Market m Select;((ij gtpoeﬁrd%ﬁ?ﬁ)ggfomcﬂcﬁ
capitalisation of both shares and bonds was up on all

observed stock exchanges compared with end-2003. -

Continuing the trend started in early 2003, stock ex- 250

change indices in the observed Central European

countries leapt further in 2004. The ZSE index, 20

CROBEX, also rebounded at mid-2004, having stag-

nated for quite some time. With an increase of 162.1% 150 <

compared with that at end-2003, the Bratislava Stock

Exchange index, SAX, outperformed other indices, ris- 100 1 -

ing between 32% and 78% in the same period. The

Warsaw Stock Exchange index, WIG, grew at the low- 50

est rate of 32.6% from end-2003. The composite Cen- S E§EEEEEEEEE S S
tral European Stock Exchange Index, CESI, increased m— Brafislava— S ——— Budapest—BUX  wwswes Liubljana — SBI20
by about 60% in 2004, standing at 2200.0 points at the T Peme PRSD | WasawoWG === dagre - CROBEX

w====== (entral Europe — CESI
& Sources: National stock exchanges' web sites.

year-end.
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Three government bonds, four corporate bonds and two municipal bonds were
issued in the Croatian debt securities market in 2004.

Bond Issues in the Domestic Market 10 line with monetary policy guidelines for 2004,

1.49 Croatia’s external debt was partly settled by borrow-
ing in the domestic market. A government bond due
1600 2014 was issued in February, at a coupon rate of

5.5%. With three tranches issued, in February, March
and September, the bond is valued at a total of EUR
650m in nominal terms. In July 2004, the Republic of
Croatia issued a three-year bond worth EUR 400m,
with a coupon rate of 3.875%. The bond issue reve-
nue was partly used to repay the CIHI bond amount-
ing to EUR 222m which fell due also in July. EUR
200m worth of bonds was issued in November, at a
coupon rate of 5.375%. It was the last bond issued in
2004, maturing in 2019, which is the longest maturity
ever obtained by a Croatian government bond issued
@ Stteagencies WM Covernment W Comoraste [ Municipal in the domestic market. The bond issue revenues
were mainly used for the repayment of the Samurai
bond issued in 1999.
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In 2004, the domestic market witnessed the first issues of municipal bonds. HRK
60m worth of bond was issued by the City of Koprivnica, at a coupon rate of 6.5%,

Table 1.5 Bond Issues in the Domestic Market

Issue date Maturity Currency Issu::ltl)l?inal int’l (:L"sitn:alte Last price? Clzlgr/(;r/l;gg;ld
DAB-0-05CA DAB 19/12/2000 19/12/2005 EUR 225,000,000 8.375% 104.80 7.991%
RHMF-0-08CA Republic of Croatia 14/12/2001 14/12/2008 EUR 200,000,000 6.875% 111.35 6.174%
RHME-0-125A Republic of Croatia 23/5/2002 23/5/2012 EUR 500,000,000 6.875% 115.80 5.937%
RHME-0-085A Republic of Croatia 28/5/2003 28/5/2008 HRK 1,000,000,000 6.125% 100.90 6.070%
RHMF-0-142A Republic of Croatia 10/2/2004 10/2/2014 EUR 650,000,000 5.500% 108.00 5.093%
RHME-0-077A Republic of Croatia 7/1/2004 7/7/2007 EUR 400,000,000 3.875% 101.55 3.816%
RHMF-0-19BA Republic of Croatia 29/11/2004 29/11/2019 EUR 200,000,000 5.375% 105.45 5.097%
GDKC-0-116A City of Koprivnica 29/6/2004 29/6/2011 HRK 60,000,000 6.500% - -
GDZD-0-119A City of Zadar 1/9/2004 1/9/2011 EUR 18,500,000 5.500% - -
HBOR-0-112A CBRD 11/2/2004 11/2/2011 EUR 300,000,000 4.875% - -
BLSC-0-091A BeliSce d.d. 14/1/2005 14/1/2009 EUR 8,000,000 5.500% - -
HYBA-0-086A Hypo-Alpe-Adria Bank 6/6/2003 6/6/2008 HRK 150,000,000 6.500% 100.90 6.442%
BNAI-0-22CA Bina Istra d.d. 15/12/2002 15/12/2022 EUR 210,000,000 8.000% - -
PODR-0-072A Podravka d.d. 20/2/2004 20/2/2007 EUR 27,000,000 5.000% - -
AGRK-0-074A Agrokor d.d. 3/4/2002 3/4/2007 EUR 230,000,000 11.000% 108.10 10.176%
PLVA-0-115A Pliva d.d. 12/5/2004 12/5/2011 EUR 75,000,000 5.750% 99.65 5.770%
ATGR-0-077A Atlantic Grupa d.o.0. 15/7/2004 15/1/2007 EUR 15,000,000 5.750% - -
2 Regularly traded.

Source: ZSE, monthly report, February 2005.
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ZSE Monthly Bond Turnover and

and EUR 18.5m worth of bonds by the City of Zadar, at End-Month CROBIS

a coupon rate of 5.5%. Both issues mature in 2011.

4,000 110
Also issued in 2004 were three new EUR-denominated - 1 s
corporate bonds, the issue of EUR 27m worth of bonds
due 2007, launched by Podravka at a coupon rate of
5.0%, the issue of EUR 75m worth of bonds due 2011,
launched by Pliva at a coupon rate of 5.75%, and a ; | |
bond issued by Atlantic grupa at a coupon rate of 50 U e
5.75%, valued at EUR 15m and due 2007. In addition, L 5
Agrokor bonds, issued at the Luxemburg Stock Ex- Lo | NM
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2004, were listed on the ZSE as an integral issue worth 0 naa0ln nH ‘ S |
EUR 230m, due 2007, with a coupon rate of 11%. S§Eg8g8g8gggezeese
EUR 300m worth of CBRD bonds, issued at the
Luxemburg Stock Exchange in February 2004, due in
2011, was also listed on the ZSE due to considerable

interest of domestic investors.
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Source: ZSE.

There was a total of 17 bond issues listed on the domestic debt securities market
at end-2004 (6 government bonds, a DAB bond, a CBRD bond, 2 municipal and
7 corporate bonds), in contrast with 10 issues listed at end-2004.

Reaching HRK 21.2bn in 2004, bond turnover almost doubled from the previous
year. Corporate bonds, not being very liquid due to their issues’ low values, had a
turnover of only HRK 513.8m, which accounted for 2.58% of the total ZSE bond
turnover. The most liquid bond, accounting for 29% of total turnover (HRK
5.73bn), was the Republic of Croatia bond due 2014. Government bonds matur-
ing in 2012 and 2007 also generated a considerable turnover, HRK 3.87bn and
HRK 2.79bn respectively, as well as the kuna government bond due 2008, whose
turnover was HRK 1.86bn.

Market capitalisation of bonds on the domestic market
was HRK 26.1bn (EUR 3.4bn), at end-2004, or 12.6% 1.51
of the GDP estimate for 2004. Of this amount, market
capitalisation of seven corporate bonds amounted to 120
HRK 4.6bn (EUR 604m), or 2.3% of the GDP esti-
mate for 2004. 115 I

Croatian Bonds' Prices in the
Domestic Market
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18 Compiled from end-September 2002, the CROBIS comprises all government and government agencies’
bonds that got listed on the ZSE, providing that their issues’ nominal value exceeds or equals EUR 75m,
that their maturities exceed 18 months and that they were issued at a fixed rate.
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Table 1.6 Republic of Croatia International Bond Issues

Issue LTI U Spread on Spread? Spread? Spread? Spread?

date | Curmency | Amount i“:‘;:“ izs;;e issue day | 31/3/2004 | 30/6/2004 | 30/9/2004 | 31/12/2004

London Club 31/7/199%6  USD 604426000  6-month 109 104 93 87
Series A, 2006 LIBOR +

8125 bp.
London Club 31/7/1996  USD 857,796,000  6-month 130 123 17 116
Series B, 2010 LIBOR +

81.25 b.p.
Eurobonds, 2006 103/1999  EUR 300000000  7375%  745% 375 67 35 38 21
Eurobonds, 2005 28/3/2000  EUR 500000000 7.00%  7.06% 210 59 21 5 70
Eurobonds, 2011 1432001 EUR 750000000  675%  690% 215 117 80 71 n
Eurobonds, 2009 1122002 EUR 500000000  625%  645% 158 111 62 60 13
Eurobonds, 2010 142208 EWR 500000000 4625%  465% 102 110 64 62 45
Eurobonds, 2014 15/4/2004  EUR 500000000 5000%  511% 10l - 80 75 n
Samuraibonds, 2007 1172000 JPY 40000000000  300%  300% 135 75 74 62 39
Samuraibonds, 2006 2322001 JPY 25000000000  250%  250% 152 64 52 i 34
Samuraibonds, 2008 26/6/2002  JPY 25000000000  215%  215% 144 87 76 67 67
Samuraibonds, 2009 26/6/2003  JPY 25000000000  123%  123% %

2 In relation to benchmark bond.
Source: Bloomberg.

There were 12 Croatian government bonds listed on international markets in late
2004, one less than in 2003. Euro-DEM bonds worth EUR 153m, issued in
1997, matured in July, while Samurai bonds issued in 1999, valued at JPY 25bn
(about HRK 190m) fell due in December. In April 2004, the Republic of Croatia
issued new eurobonds worth EUR 500m, due 2014, at a coupon rate of 5%.

The nominal value of the 12 bond issues totalled HRK 37.88bn (EUR 4.94bn), at
end-December 2004, an increase of HRK 35.76bn (EUR 4.68bn) compared with
end-2003.

As Croatian eurobond yields did not follow the downward trend in European and
other international bond yields in early 2004, the Croatian eurobond spread with
benchmark German bonds widened. Later in the year, due to the announcements

Croatian Eurobond Spread Croatian Eurobond Spread and the
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of the start of Croatia’s EU accession process, Croatian eurobond yields trended
downwards and their spread with benchmark German bonds narrowed consider-
ably, standing at about 40 basis points for the longest maturities. Yields narrowed
further at the year-end, when the starting date for pre-accession negotiations was
set for Croatia, and the country’s credit rating also improved (BBB by S&P).

In comparison with the new members that joined the EU on 1 May 2004, Cro-
atian eurobond spread was relatively high, and that of Bulgarian and Romanian
eurobonds even much higher. As the EU accession process advanced, however,
these countries’ eurobond yields came closer to benchmark German bonds’ yields
at a much faster rate than Croatian eurobond yields. At end-2004, these coun-
tries’ eurobond spreads with the benchmark German bond, despite unfavourable
indicators, equalled the spread of Croatian eurobonds or even came below that
level.

Favourable capital market developments continued in the first two months of
2005. Share turnover hit its record high and both share prices and stock ex-
change indices rose. Share turnover on the ZSE reached HRK 1.4bn in the first
two months of 2005, accounting for almost two thirds of the total share turnover
in 2004. The end-February CROBEX stood at 2085.5 points, a rise of 33% from
end-2004. Market capitalisation of shares on the ZSE was HRK 78.17bn at
end-February, up HRK 16.4bn from end-2004. Share trading on the VSE gener-
ated a turnover of HRK 543.5m in January and February, while the VIN stood at
1996.2 points at end-February, increasing by 42% compared with end-2004.

The debt securities market saw a new kuna denominated government bond issue
in early March. Worth HRK 3bn, the issue was, as the previous one, for a
five-year period, and had a coupon rate of 6.75%. With the Beli$¢e bond issued in
2002 falling due in January, the company issued a new four-year bond in the same
month, valued at EUR 8bn, at a coupon rate of 5.5%. Belis¢e thus became the first
Croatian company to launch two corporate bond issues in the domestic market.

According to the preliminary BOP data, the current account deficit stood at EUR
1.3bn or 4.6% of GDP in 2004. Compared with 2003, it fell by 2.3 percentage
points, mostly on account of reduced imbalance in foreign trade and a fall in net
expenditures in the income account. It should be noted that this was largely due to
the performance results registered in 2003 (a comparable base year) when the in-
come account recorded an exceptionally high expenditures — the transfer of Pliva
d.d. patent rights to the related company abroad.!® Excluding the impact of this

19  For further details see the CNB Bulletin, No. 86, Box: 2.
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transaction on the performance results in the base 2003 year, the current account
deficit fell by 1.2 percentage points in 2004.

At end-2004, Croatia’s external debt stood at EUR 22.7bn or 82.1% of GDP. Al-
though the external debt level is high it is encouraging that its 2004 annual growth
rate was twice lower than that registered in 2003 and that Croatia’s international
liquidity, measured by the IEMP, has remained good.

The foreign trade deficit contracted substantially in 2004, primarily on account of
favourable movements in the second half of the year. Hence, the foreign trade
deficit reached EUR 3.4bn (12.3% of GDP) in the first two quarters of 2004 or it
grew by 5% year-on-year. In the third quarter, it stood at EUR 1.6bn or 5.9% of
GDP and fell by a high 13.6% year-on-year. The fourth quarter deficit came in at
EUR 1.7bn or 6.2% of GDP and decreased by 8.2% year-on-year. In line with
these developments, the negative balance in the goods account shrunk by 3.6%
year-on-year in 2004.

Relatively favourable trends in goods trade in 2004 were brought about by signifi-
cantly lower annual growth rates of goods imports (6.2%), mostly because of the
ending of works on capital infrastructure projects (road construction) and the
flattening out of automobile imports. In contrast, goods exports continued to
grow at positive rates (18.5%), mostly on account of higher annual growth rates
of exports of ships and oil and refined petroleum products. Other SITC divisions
also registered increased rates of exports (for further details see Merchandise
Trade).

Current Account Balance The services account is still largely influenced by net

inflows from services rendered in tourism, with finan-
cial indicators being derived from volume indices in

tourism and indices on average consumption by for-

eign visitors. When it comes to volume indicators on

tourism, it should be pointed out that, according to

CBS data, foreign tourist arrivals grew by 6.8%

year-on-year in 2004, almost the same as in 2003.

However, total nights stayed by foreign tourists in

— commercial residential facilities grew at a somewhat

= slower rate. As a result, the annual growth rate of

nights stayed by foreign tourists stood at 2.9% in 2004,

Q1 Q2 Q3

0 2002 W 2003
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_. down 1.2 percentage points compared with 2003. As
regards the share in total number of recorded foreign
o a-o4 tourist nights, the Germans, the Italians, the

Slovenians, the Czechs and the Austrians predomi-
nated during 2004. Compared with 2003, the fall in
the number of nights stayed was registered by tourists
from the Czech R., Slovenia, Germany, the Slovak R.
and Bosnia and Herzegovina, while there was an increase in the number of nights
stayed by tourists from France, Great Britain, the Netherlands, Hungary and

Sweden.

Wl 2004

Source: CNB.




Table 1.7 Current Account of the Republic of Croatia

2002 2003 now | Rae /';'(‘];'fe

A. CURRENT ACCOUNT -2,097 -1,757 -1,211 -21.3
1. Goods -5,960 —6,974 -6,125 -3.6
1.1. Credit (f.0.b.) 5,293 5,572 6,602 18.5
1.2. Debit (f.0.b.) -11,253 —12,546 -13,327 6.2

2. Services 3,285 5,047 4,906 -2.8
2.1. Credit 5,832 7,680 7,816 1.8
2.2. Debit —2,548 -2,633 -2,910 10.5
3. Income =574 -1,074 —618 —424
3.1. Credit 458 445 642 44.2
3.2. Debit -1,032 -1,519 -1,260 -17.0
4. Current transfers 1,152 1,245 1,160 -6.8
4.1. Credit 1,453 1,539 1,529 —0.6
4.2. Debit =301 294 -369 25.3

@ Preliminary data.
Source: CNB.

The annual growth in volume indices in tourism in 2004 was not reflected in the
annual growth of financial indices. The reasons behind this were not the significant
changes in the average consumption by traveller but the changes in the structure of
foreign guests visiting Croatia. However, the results of the Survey on Consumption
of Foreign Travellers in Croatia, carried out jointly by the CNB and an external
agency, show the fall in the number of travellers in paid accommodation.

The annual growth of expenditures was faster than that of revenues and gener-
ated a slight fall in net income from transport services in 2004 (2.7%). Expendi-
tures for sea transport services grew the most. The negative balance in other
services has been present for several years now; in 2004 it grew by EUR 55m or
18.5% year-on-year. As far as the trade in other services is concerned, 2004 also
saw the annual fall in net exports of telecommunication and construction services
and the reduction in net imports of financial services.

A significant contraction in net outflows was recorded in the account of income.2
The deficit on this account almost halved in 2004 compared with 2003. Much of
this reduction can be traced to the increase in income from equity investment
abroad and the fall in expenditures based on equity investment abroad. Spe-
cifically, a significant portion of outflow from the income account in 2003 related
to the retained earnings of Pliva d.d. (the transfer of the patents’ market value to
Pliva’s related company that was not accompanied by a financial counterflow)
that, in accordance with the ownership structure of the company, was transferred
to the foreign owners. In contrast, income based on retained earnings (i.e. equity
investment abroad) grew substantially in 2004.

Traditionally positive, the balance in current transfers narrowed by 6.8%
year-on-year in 2004, mostly due to the fall in net transfers to the government.

20 It comprises compensation of employees and income from direct, portfolio and other investment.
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Net current transfers to other sectors also fell slightly, with the fall in remittances
from oversee workers being the most significant.

According to the CBS preliminary data for 2004, total goods exports stood at
USD 8bn (EUR 6.5bn) and total goods imports at USD 16.6bn (EUR 13.3bn).
Expressed in US dollars,?! the foreign trade deficit grew at a considerably lower
annual rate in 2004 compared with 2003 and 2002. Expressed in kuna and euro
terms, it recorded an absolute annual decrease. The reduction in the foreign trade
deficit resulted from intensified goods exports and reduced goods imports, which
is also indicated by the imports/exports coverage rate of 48.4% in 2004 or 4.8
percentage points more than in 2003.

Merchandise Exports (f.0.b.) and Trend Total goods exports, measured in US dollars at the

m other transport equipment, oil and refined petroleum products excluded, constant 2002 exchange rate,?? grew by 21.7%
ateonstant 2002 exchangerate — yoar_on-year in 2004, almost twice as much as in 2003

500 ‘ (11.1%). The main contributors to the growth of

150 goods exports were other transport equipment (i.e.

7‘)( ships) and oil and refined petroleum products. Accord-

Jil ing to the CBS data, exports of other transport equip-

million USD

400
30 AAg\ogYi};ﬁVfF/f 1l ment rose by USD 1.1bn in 2004 or 40.8%
il

300 ﬁp? year-on-year, while exports of oil and refined petro-
250 ,?’\ ﬁ ! } leum products grew by USD 0.7bn or 56.5%
- :\7 I year-on-year.

120 Ship exports will remain a positive contributor to ex-

100 ports in 2005 as well. This is confirmed by the data

ZSESSSSSEESRESSS8288S from the world book of orders, according to which
Croatia takes a very high 4th place, with respect to total
ordered ships measured in deadweight tonne. Japan,
South Korea and China take 1st, 2nd and 3rd place,
accounting for almost 90% of the world’s ship orders.
Although Croatia is viewed as a shipbuilding superpower, the majority of its ship-
yards, despite substantial government subsidies, continue to operate with loss. In
large part, these losses may be explained by the pronounced exchange rate fluctu-
ations, i.e. the fact that ship orders are mostly contracted in US dollars — the cur-
rency that depreciated considerably against the euro in 2003 and 2004. In
addition, a large portion of products used in the construction of ships is imported
from the EU and paid in euros. Nevertheless, some of the losses may also be as-
cribed to the uncompleted restructuring of shipyards and the need for more effi-
cient management and higher productivity of persons employed in this area of
industry.

e Exports e Exports — trend

Sources: CBS and CNB.

21 The analysis of movements in the foreign merchandise trade of the Republic of Croatia is predominantly
based on values expressed in US dollars as the CBS publishes the disaggregated data on merchandise trade
both in US dollars and in kuna.

22 Changes that are the result of pronounced volatility of the US dollar/euro exchange rate are excluded from
the time series when data are reported at the constant exchange rate.
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Table 1.8 Extract from the World Order Book of Ship

Country ‘ Number of ships ‘

[

Deadweight tonne
Japan 1063 80,707,413
South Korea 1038 75,505,799
China 706 34,996,822
Croatia 69 3,482,869
Taiwan 45 2,735,495
Poland 78 2,704,811
Germany 101 2,637,842
USA 16 829,500
Other 652 11,445,412
Total 3768 215,045,963

Source: Fairplay Newbuildings, March 2005, No. 102.

Looking at other SITC divisions, goods exports (ships
and oil and refined petroleum products excluded) grew
by 15.3% year-on-year in 2004 (expressed at the con-
stant exchange rate). Hence, positive trends were ob-
served in exports of electrical machinery, apparatus
and equipment (43.1% year-on-year growth, mea-
sured at the current exchange rate), leather, leather
products and fur (210.7%), machinery specialised for
particular industries (66.9%), non-ferrous metals
(102.1%) and other fabricated metal products
(34.8%). In the same period, there was a fall in exports
of sugar, sugar product and honey (61.6%), cereals
and cereal products (35.8%) and fish and fish products
(9.8%).

Expressed at the constant exchange rate, total goods
imports grew by 8.7% year on-year in 2004, down 6.7
percentage points compared with 2003. This slow-
down can be attributed to the lower year-on-year
growth in imports of capital goods and weakened de-
mand for personal automobiles. More specifically, the
year-on-year growth rate of imports of machinery and
transport equipment (other transport equipment and
road vehicles excluded for the purpose of more simple
comparison of movements in capital goods) stood at
4.6% in 2004, compared with 18.7% in 2003 and
23.1% in 2002. High growth rates of imports of capital
goods in 2002 and 2003 were related to the beginning
of works on capital infrastructure projects in Croatia
(primarily road construction). However, the dynamics
and the volume of works in 2004 required no addi-
tional purchases of machinery. Imports of road vehi-
cles, identified as one of the most important factors
contributing to the total growth in goods imports in
previous years, went down by 3.5% year-on-year in

2004.
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Merchandise Imports (c.i.f.) and Trend
machinery and other transport equipment excluded,
at constant 2002 exchange rate
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The following SITC divisions contributed the most to the absolute growth in total
goods imports in 2004: oil and refined petroleum products (31.2% year-on-year
growth rate, measured by the current exchange rate), iron and steel (42.1%),
electrical machinery, apparatus and equipment (21.7%), medical and pharma-
ceutical products (23.9%) and other fabricated metal products (18.4%).

Exports/imports of goods by the economic classification of countries show that
Croatia’s exports to EU-25 accounted for somewhat less than two-thirds of its to-
tal exports in 2004. Concurrently, the shares of exports into EU-25 registered a
modest fall. Even so, the value of Croatia’s exports to its most important trade
partners (Italy, Germany, Austria and Slovenia) grew in the reference period. The
growth in the share of exports to developing countries was primarily accounted
for by increased exports to Bosnia and Herzegovina, Serbia and Montenegro and
Liberia (ship exports).

Croatia’s share of imports from EU-25 reached 69.5% in 2004. Despite the fall in
the share of imports from the EU in Croatia’s total imports, imports grew by
12.7% in absolute terms and were mostly accounted for by increased shares of
imports from Germany, Italy, Austria and Slovenia. Among developing countries,
Russia (increased imports of oil), China and Bosnia and Herzegovina contributed
the most to the increase of imports into Croatia.

Data for the first two months of 2005 signal a continuance of positive develop-
ments in merchandise trade. Measured at the constant rate of exchange, total
goods exports amounted to USD 1.3bn in the observed period and grew by
10.2% year-on-year or 6.8 percentage points more than in the same period of
2004. The largest contributors to this growth, among SITC divisions, were plas-
tics in primary forms, medical and pharmaceutical products, power machinery
and equipment, oil and refined petroleum products and natural and industrial
gas.

Table 1.9 Imports and Exports by Economic Classification of Countries

Exports Economic classification Imports
2002 2003 2004° of countries 2002 2003 2004°
70.9 74.6 71.7 Developed countries 80.1 80.8 174
65.5 67.6 64.5 EU-25 713 72.0 69.5
8.7 8.3 7.5 Slovenia 1.7 7.4 7.1
17 1.3 1.3 Hungary 3.0 3.0 3.1
52.7 54.7 51.4 EU-15 55.8 56.6 54.2
15 1.1 9.4 Austria 6.6 6.6 6.8
22.7 26.7 22.8 Italy 173 18.2 17.1
125 119 11.2 Germany 16.2 15.6 15.5
0.8 0.8 1.0 EFTA 2.0 18 16
29.1 25.4 28.3 Developing countries 19.9 19.2 22.6
0.4 0.7 1.2 CEFTA 0.6 1.2 1.5
14.4 14.4 144 Bosnia and Herzegovina 1.6 1.6 2.1
35 3.1 3.7 Serhia and Montenegro 0.5 0.5 0.8
1.7 1.2 14 Russia 6.7 48 7.3
2 Preliminary data.
Source: CBS.
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The value of total goods imports stood at USD 2.4bn in the January-February pe-
riod of 2005, which was, measured at the constant exchange rate, an increase of
5.9% year-on-year or 1.2 percentage points less than in the same period of 2004.
For the most part, total goods imports continued to slow down due to reduced
imports of capital goods and road vehicles. In contrast, they grew in absolute
terms due to increased imports of oil and refined petroleum products, iron and
steel, natural and industrial gas, organic chemical products and electricity.

Faster growth in Croatia’s goods exports and reduced goods imports continued
to contribute positively to the slowdown in foreign trade deficit. It grew by a mod-
est 1.1% year-on-year in the first two months of 2005 (as compared with 11.5%
in the same period of 2004). Continued positive developments in merchandise
trade further improved the imports/exports coverage rate. Standing at 52.9% on
average in the first two months of 2005, this rate grew by 1.5 percentage points
over the same period last year or 4.6 percentage points over the rate registered in
2004.

Preliminary BOP data indicate that net FDI in the Republic of Croatia reached
EUR 667m in 2004. Unexceptionally high, Croatia’s direct investment abroad
stood at EUR 254m in 2004 and were for the most part the result of earnings re-
tained in the third quarter of 2004. In the same period, EUR 921m (3.3% of
GDP) were invested in Croatia, down EUR 0.9bn or 48.5% compared with 2003.
The 2004 reduction of FDI in Croatia can be attributed to the base-year effect or
the fact that no large privatisation projects were registered in 2004. In contrast,
25% plus one of INA shares were sold to the Hungarian MOL for EUR 412m

Table 1.10 Capital and Financial Account of the Republic of Croatia

2002 2003 2004° Rate of change

2004/2003
B. CAPITAL AND FINANCIAL ACCOUNT 2,132 2,996 2,255 =241
B1. Capital account 501 12 23 —68.1
B2. Financial account (excl. reserves) 2,973 4,159 2,215 —45.3
1. Direct investment 597 1,695 667 -60.7
1.1. Abroad -598 -93 254 173.7
1.2. In Croatia 1,195 1,788 921 —48.5
2. Portfolio investment —440 869 234 -13.0
2.1. Assets —651 121 —753 —720.4
2.2. Liabilities 210 747 987 32.1
3. Other investment 2,815 1,595 1,374 -13.9
3.1. Assets 452 -2,152 412 -80.8
3.2. Liabilities 2,364 3,747 1,786 -52.3
B3. Reserve assets (CNB) -142 -1,235 —43 -96.5
C. NET ERRORS AND OMISSIONS —635 -1,239 -978 =211

2 Preliminary data.
Source: CNB.
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Foreign Direct Investment (USD 505m) and a package of shares of domestic

brewery was sold to a foreign partner in 2003. The
pronounced annual fall in inflows from FDI can be eas-

ily observed in Figure 1.58. The same figure also shows

the annual fall in FDI based on retained earnings and

other investment.

] Less than one-third of total FDI in 2004 was ac-

counted for by investment in different types of trade

(other retail sale in non-specialised stores, non-spe-
cialised wholesale of food, retail sale in non-specialised
stores with food, wholesale of pharmaceutical goods

Equity investment Retained earnings Other investment

0 2003
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and wholesale of household electrical appliances),
while one fifth of total FDI was accounted for by in-
vestment in other monetary intermediation (recapitali-
sation of two banks in foreign ownership). In addition
to trade and banks, FDI were also made in the extrac-
tion of crude petroleum and gas, hotels and motels
with restaurants, radio and television activities, real estate development and sale.
In 2003, the production of refined petroleum products (INA privatisation), retail
trade (6.3%), beer production (6%) and other monetary intermediation (4.6%)
attracted the most of FDI.

W 200

Source: CNB.

Data on the flows in the account of portfolio investment? show an increase of
EUR 753m in funds based on portfolio investment made by Croatian residents in
2004. It was almost fully accounted for by an increase in banks’ funds based on
investment in bonds. A smaller portion of this increase was accounted for by
banks’ investment in money market instruments and other sectors’ equity invest-
ment. In the same period, Croatian residents’ obligations arising from portfolio
investment grew by EUR 987m, mostly due to the new bonds issues in the foreign
market in the total value of EUR 1.35bn (CBRD issued a bond worth of EUR
300m in February, Government of the Republic of Croatia and one domestic
company issued bonds worth of EUR 500m and EUR 100m respectively in April,
and Zagrebacka banka issued a bond worth of EUR 450m in the Luxembourg
stock exchange in July) and the settlement of EUR 0.5bn in due principal (two
foreign bonds issues and two half-year payments to the London Club fell due in
2004).

The funds of Croatian residents, that are shown in the account of other invest-
ment,2* grew by EUR 412m in 2004 on account of a EUR 369m increase in
banks’ currency and deposits, a EUR 73m fall in the government’s currency and
deposits and a EUR 182m growth in other sectors’ funds based on trade credits.
Obligations arising from other investment grew by EUR 1.8bn, of which EUR
1.6bn were accounted for by the growth in obligations arising from loans. In the
observed period, the government took long-term foreign loans worth EUR 701m
but repaid EUR 294m. Banks’ obligations arising from loans grew by EUR 625m
(net) in 2004, of which EUR 569m were accounted for by net long-term loans.
Other sectors’ obligations arising from loans rose by EUR 961m (net), with

23 Investment in debt instruments (bonds and money market instruments) and smaller investment in equity
instruments (shares).
24 Transaction based on trade credits, loans, currency and deposits are registered in the account of other

investment.
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long-term loans accounting for 92.7% of the total. In the observed period, obliga-
tions arising from trade credits fell by EUR 76m, while obligations arising from

currency and deposits grew by EUR 243m.

According to the flow data, international reserves grew by EUR 43m
year-on-year in absolute terms in 2004. This was the result of a significant fall in
international reserves in the first quarter of 2004 (EUR 422m) and the growth re-
corded in the last three quarters of 2004 (EUR 465m). The fall in international
reserves, registered in the first quarter of 2004, was also the result of the fact that
the CNB ceased issuing its bills denominated in foreign currency at the turn of
2003 and 2004, whereas previously subscribed bills were maturing until the end

of March of 2004.

The flow data do not comprise the cross-currency changes, i.e. the impact of the
exchange rate fluctuations on the currency structure of international reserves.
That impact is taken into account in the disclosure of the daily averages (i.e.
stocks) of international reserves. At end-2004, international reserves amounted

to EUR 6,436m, down 1.8% compared with end-2003.

25

Table 1.11 Currency Structure of International Reserve of the CNB

‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004
Balance 5,334 5,651 6,554 6,436

Share

Usb 32.6 283 29.6 25.0

EUR 65.1 71.6 704 75.0

Other currencies 2.3 0.0 0.0 0.0

Total 100.0 100.0 100.0 100.0
Source: CNB.

25 The absolute annual growth in the international reserves of the Republic of Croatia, recorded in the balance
of payments, and, conversely, the annual fall in the international reserves of the Republic of Croatia,
recorded at end-2004, mirror the difference in recording the flows and stocks, i.e. the omission or inclusion

of the cross-currency changes.
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The international reserve stock at end-2004 shows that the euro accounted for
three-quarters and the US dollar one-quarter of the reserves. As the exchange
rate of the US dollar against the euro weakened by 8.9% year-on-year at
end-2004 (the US dollar stood at 5.64 kunas at end-2004 and 6.12 kunas at
end-2003, while the euro grew from 7.65 kunas at end-2003 to 7.67 kunas at
end-2004), the value of international reserves, invested in the financial instru-
ments denominated in the US dollar, is lower when shown in the reporting euro.

The international reserve structure at end-2004 shows that the largest shares
were accounted for by debt securities (50.7%) and currency and deposits with
banks headquartered outside Croatia (42.6%), while the remaining shares were
accounted for by currency and deposits with other central banks, BIS and IMF
(3.6%) and reverse repo (3.1%).

Table 1.12 Structure of International Reserve of the CNB

‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004
Balance 5,334 5,651 6,554 6,436
Share

1. Foreign currency reserves 12.1 75.1 81.6 96.9
1.1. Securities 32.6 329 489 50.7
1.2. Total currency and deposits with: 40.1 42.2 38.6 46.2
— other national central banks, BIS and IMF 8.6 5.8 4.1 3.6
— banks headquartered outside Croatia 314 36.5 34.5 42.6
2. IMF reserve position 0.0 0.0 0.0 0.0
3. SDRs 23 0.0 0.0 0.0
4. Gold 0.0 0.0 0.0 0.0
5. Reverse repo 25.0 24.8 124 3.1

Note: Expressed at the approximate market value.
Source: CNB.

In accordance with the guidelines laid down in the External Debt Statistics —
Guide for Compilers and Users,2¢ the CNB adopted the new methodology for ex-
ternal debt calculation in early 2005 and revised the historical data series for ex-
ternal debt. The new methodology applies the gross principle to external debt
calculation which increases the amount of interest arrears and accrual interest
and changes the external debt structure. In addition to implementing the new
methodology for calculating the external debt, the CNB decided to further expand
the coverage of external debt by adding the data on balances in hybrid and subor-
dinated instruments, bank and CNB repo transactions, deposits of international
financial institutions with the CNB and one-sided effects of the secondary bond
market.?

26  External Debt Statistics — Guide for Compilers and Users, IMF, 2003.

27 This had a twofold effect: hybrid and subordinated instruments, bank and CNB repo transactions and
deposits of international financial institutions with the CNB increase the previously reported balance of the
external debt of the Republic of Croatia, while the one-sided effects of the secondary bond market decrease

the balance of external debt.
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Defined in this manner, external debt stood at EUR 22.7bn at end-2004, up EUR
2.9bn or 14.5% compared with end-2003. The external debt structure by debtor
shows that the largest amount of external debt was accounted for by other domes-
tic sectors (FDI in companies included,?8 it stood at EUR 7.8bn or 34.3%). Banks
followed with EUR 7.7bn and accounted for somewhat more than one-third of
total external debt (33.7%). For the first time, the government share in total ex-
ternal debt was the lowest and thus the third largest. At end-2004, external debt of
the government sector stood at EUR 7.2bn and accounted for 31.9% of total ex-
ternal debt of the Republic of Croatia.

Table 1.13 Gross External Debt by Debtor

Structure Indices
2002 2003 2004
2002 2003 2004 2003/2002 | 2004/2003
1. Government 5,900 6,601 1,236 39.2 33.3 319 111.9 109.6
2. Central bank (CNB) 23 366 2 0.2 1.8 0.0 1,576.2 0.6
3. Banks 3,790 6,121 1,652 25.2 30.9 33.7 161.5 125.0
4. Other sectors 3,935 4,878 5,798 26.1 24.6 25.6 124.0 118.9
5. Direct investment 1,407 1,845 1,986 9.3 9.3 8.8 131.1 107.7
Total (1+2+3+4+5) 15,055 19,811 22,675 100.0 100.0 100.0 131.6 1145

Source: CNB.

The external debt structure by debtor and debt instrument shows that the largest
portion of the government debt was generated through bond issues in the foreign
market. Two new bonds were issued in 2004: CBRD bond worth of EUR 300m in
February and the Republic of Croatia bond worth of EUR 500m in April. The
CBRD'’s seven-year bond was issued on the basis of Euro Medium Term Note or
EMTN programme that was agreed with the Government of the Republic of
Croatia as late as in 2000.2° Funds raised by this bond issue are used for exports
financing and exports insurance, as well as for providing incentives to small and
medium size enterprises. In addition to issuing bonds, the government also took
more loans (net) in 2004 than in 2003.

Table 1.14 External Debt by Debtor and Instrument

Shon-.term Long-t'erm Trade credits Currency and O.the.rld.ebt
credits credits deposits liabilities
1. Government 4,635 0 2,595 2 0 3 1,236
2. Central bank (CNB) 0 0 0 0 2 0 2
3. Banks 444 661 3,316 0 3,219 13 1,652
4. Other sectors 384 125 4,631 131 0 514 5,798
5. Direct investment 0 62 1,715 24 0 186 1,986
Total (1+2+3+4+5) 5,464 848 12,263 163 3,221 116 22,675
Source: CNB.

28 FID, reported within the external debt statistics, include the balance in debt arising from credits extended by
an entity in which the debtor has an ownership stake larger than 10% (creditor has more than 10% of the
debtor’s ownership capital and vice versa).

29 The EMTN is a set of documents on the basis of which CBRD is permitted to enter the eurobond market,
following a very short preparation, which allows a decision on the new issue to be adopted and implemented
promptly at a favourable moment.
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Currency Structure of External Debt

B Other currencies

External Debt Indicators of the Republic of Croatia

During the previous medium-term period, most of their borrowing needs banks
met through long-term loans and received currency and deposits, primarily from
their owners — parent banks. Loans taken by banks in 2004 grew by EUR 604m
(net), while their obligations based on currency and deposits rose by EUR 483m
(net). 2004 also saw the first issue of the banking sector bond in the foreign mar-
ket, comprising EUR 450m worth of Zagrebacka banka bond issued on the Lux-
embourg stock exchange in July. As residents repurchased one portion of the said
issue in the meantime, banks’ obligations arising from bonds issued in the foreign
market reached EUR 444m at end-2004 (the secondary market effect).

In recent years, other domestic sectors’ borrowing in the foreign market (FDI in-
cluded) mostly included loans. Only in 2004, trade credits and loans grew by
EUR 833m (net). In addition, the external debt balance at end-2004 shows that
long-term loans accounted for the major part of this sector’s total external debt
(EUR 6.4bn or over 80%).

Data on the currency structure of external debt show
that 79% of total external debt was denominated in eu-
ros at end-December 2004. The dollar accounted for
10.8% of the total, while the Swiss franc and the Japa-
nese yen accounted for almost 4% each. Larger than
the average, the increased euro share of external debt
was registered with banks. This is understandable tak-
ing into account that euro is the national currency of
countries whose leading banks have acquired majority
stakes in Croatian banks and that Croatian banks
mostly borrow from these banks. The euro share of
other sectors, FDI in companies included, also ex-
ceeded the average for the total external debt. The euro
share of the government in total external debt was
somewhat lower (68%), which was chiefly the result of
the London Club bond issue (Series A: USD 858m due
in 2006 and Series B: USD 604m due in 2010) and
four Samurai bond issues (total nominal value of JPY
115bn).

of the Republic of Croatia
on 31 December 2004

79.0%

W o

Source: CNB.

According to relative indicators on the external debt

balance, the ratio of external debt to GDP stood at
82.1% at end-2004 (calculated as the ratio of gross ex-

ternal debt denominated in euros to GDP for 2004 in

160
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euro terms). At end-2003, this ratio amounted to

120

77.6%. Croatia’s ratio of external debt to exports of

100

goods and services stood at 157.3% at end-2004, up

7.8 percentage points compared with end-2003.

Although the external debt fell in relative terms in
2004, Croatia exceeded, in terms of its external debt to
gross national income, for the first time the critical
value which separates the medium from severely in-

2002 2003

[Z] Total external debt/GDP
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W Total external debt/Exports of goods and services

debted countries. The World Bank’s Global Develop-
ment Finance, which contains the data on debt stock
and debt flows, divides the countries into severely, me-
dium and less indebted countries taking into account

2004

Source: CNB.
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the share of the current value of total external debt in gross national income and
the share of the current value of total external debt in exports of goods and ser-
vices. If the first and second share exceed 48% and 132% respectively, the coun-
try is classified into the group of medium indebted countries. The critical values
for the first and second indicator are 80% and 220%. If only one of the shares ex-
ceeds the set critical value the country is considered severely indebted.’® At
end-2004, the share of external debt, shown on a gross basis, in gross national
income3! stood at 84%, while, due to high income from tourism and relatively
high remittances from oversee workers, the share of external debt in exports of
goods and services increased by remittances from oversee workers was 150.1%.

At end-February, gross external debt stood at EUR 22,537m, which was EUR
139m less than at end-2004. The absolute fall in the gross external debt was
chiefly the result of the EUR 312m fall in banks’ debt, deposits especially. In the
same period, external debt of the government sector fell by EUR 38m. For the
most part, this was the result of the decrease in foreign obligations arising from
bonds (in January, the government made its first half-year payment to the London
Club), while the debt balance on long-term loans grew slightly. However, external
debt of other domestic sectors continued to grow and, together with obligations
arising from direct investment, rose by EUR 211m in the first two months of
2005. The growth in obligations arising from long-term loans was especially pro-
nounced.

The IEMP, which is calculated as a weighted average of the monthly appreciation
rate of the kuna exchange rate against the euro (end of period) and a monthly
growth rate of gross international reserves (in euros),

using standard deviations as weights, pointed to no po- m Index of Exchange Market Pressure

tential imbalance in international liquidity in 2004.

In the first eight months of 2004, the IEMP ranged be- 10
tween 0.8 and —0.7 standard deviations around the av- 8
erage. This was considerably below the level that points 6

to potential problems in international liquidity.32 In
May, the IEMP stood at a rather low level due to the

>
L
=
=!

2.2% appreciation of the kuna against the euro (stimu- 1
. . 0

lated by the appreciation expectations in the run up of ﬂ \ m

the main tourist season and the increased demand for 21

[—
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<]
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N

kuna in the market just before the subscription of Pliva o
bonds worth of EUR 75m) and a negligible decline in -6
international reserves of 0.9%. -8
In contrast, due to the depreciation of the kuna against e WP Average IEVP -+ 2 Standard deviatons

the euro of 2.1% (which, inter alia, was the conse- N

30 Global Development Finance 2003, World Bank, pp. 253.

31 Gross national income is the sum of gross domestic product and net factor income.

32 The critical level is set as the average value of the IEMP increased by two standard deviations. The value of
the index above the critical level indicates potential difficulties in the settlement of international payments.
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quence of the fall in kuna demand prompted by the end of the tourist season and
the CNB foreign exchange auction at which EUR 25m were purchased from
banks) and a 0.5% fall in international reserves, the September IEMP registered
its record high in 2004.

The last quarter of 2004 was marked by the favourable movements in the IEMP
and its returning to the usual values of +1 and —1 standard deviation around the
average.

In the first quarter of 2005, the IEMP indicated to no problems in international li-
quidity. In line with a modest monthly appreciation of the kuna against the euro
and the continued growth in international reserves in the first three months of
2005, it remained at low levels.

The consolidated general government deficit was overrun in 2004 due to lower
than planned consolidated general government revenues, while expenditures
were realised as planned.

Financed on a temporary basis in the first quarter of the fiscal 2004, the budget of
the Republic of Croatia was passed in March, as were the financial plans of central
government funds and government agencies. The 14-month stand-by arrange-
ment that Croatian authorities had entered into with the IMF as a precautionary
measure in 2003, a pre-election year, expired without being completed in April.
One of the reasons was that Croatia’s fiscal policy had failed to meet the end-De-
cember 2003 performance criteria. The negotiations on a new stand-by arrange-
ment started immediately afterwards.

The Amendments to the Government Budget, passed in early summer, provided
for a HRK 2.8bn increase in the 2004 revenue plan and a HRK 1.9bn increase in
the expenditure plan. The revised budget also increased revenues from public
corporations’ dividend payments, VAT, social security contributions and conces-
sion charges, while reducing profit tax revenues and excise revenues from refined
petroleum products. On the expenditure side, among other things, increased
were expenditures on interest payments and household transfers, while most of
the increase, over HRK 1.2bn, was earmarked for subsidies to public corpora-
tions. The revenue increase provided for by the revised budget exceeded the in-
crease in expenditures and the targeted budget deficit narrowed as a result.

In early July 2004, the Croatian Government adopted the Fiscal Policy Principles
for 2005-2007. Some of the fiscal policy goals set out in the Principles are the fol-
lowing: to make a fiscal adjustment aimed at lowering the general government
deficit to below 3% of GDP by 2007 and to stabilise public and external debt at
below 60% and 80% of GDP respectively by 2007. Also in July, Croatian authori-
ties requested a new stand-by arrangement with the IMF. In August 2004, the




[

IMF Executive Board supported the program set forth in the Memorandum on
Economic and Financial Policies and granted Croatia a new 20-month stand-by
arrangement. The program primarily aims at stabilising the external debt to GDP
ratio at approximately its present level, that is, reducing external vulnerability
caused by high current account deficits and external debt burden, and preparing
Croatia for EU accession. These goals are to be achieved by narrowing the budget
deficit and by implementing structural reforms to reduce the government’s role in
the economy. As a start of mid-term consolidation efforts, the general govern-
ment deficit is planned at 4.5% of GDP in 2004, while the 2005 figure is not to
exceed 3.7% of GDP.

Certain expenditures and outlays’ items were redistributed within the revised
budget in December 2004. According to MoF data, the redistribution implied a
change in these items’ planned amounts, while the total amount of expenditures
and outlays remained unaltered.

As of June 2004, the MoF has presented data on revenues and expenditures of the
government budget and of the central and general government, according to the
new government finance statistics methodology — GFS 2001. Trends in revenues
and expenditures will therefore be analysed by means of preliminary data, pre-
sented in the GFS 2001 format, on a cash basis.

As shown by MoF data, consolidated general government revenues were HRK
96.4bn, HRK 1.43bn (1.5%) lower than planned. Standing at 7.7% in 2004, their
annual growth rate almost equalled that in 2003 and only slightly exceeded the
nominal GDP growth rate of 7.3%. In consequence, the share of consolidated
general government revenues in nominal GDP almost stagnated in 2004 com-
pared with 2003, standing at 46.5% and 46.4% respectively.

The largest share in consolidated general government revenues, 90.3%, was ac-
counted for by the consolidated central government, with local government ac-
counting for 9.7%. The following comments relate to consolidated central
government revenues, generated by the government budget and the operations of
extrabudgetary funds and government agencies.

According to MoF data, consolidated central government revenues stood at HRK
87.0bn, rising by 7.5% from the previous year. Under economic classification, al-
most 60% of total revenues came from taxes, approximately one third from social
contributions while the rest was accounted for by other revenues.

Tax revenues fell short of the plan by HRK 1.37bn (2.7%) in 2004, having grown
at a rate of 3.9%, much lower than the 2003 rate of 6.2% and more than twice

33 Croatian Pension Insurance Institute (CPII), Croatian Institute for Health Insurance (CIHI), Croatian
Employment Service (CES), Croatian Waters (CW), Environment and Energy Efficiency Fund (EEEF),
Croatian Highways, Ltd (CH), Croatian Roads, Ltd (CR), State Agency for Deposit Insurance and Bank
Rehabilitation (DAB) and Croatian Privatization Fund (CPF).
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lower than the nominal GDP growth rate. This slowdown was partly due to diffi-
culties in the collection of some taxes caused by a widespread tax evasion in some
goods markets. In addition, the slowdown in tax revenues was also influenced by
the change in the contribution of GDP growth sources. Specifically, the contribu-
tion of domestic demand to GDP growth declined considerably from the previous
year, while foreign demand, which usually has a much weaker impact on tax reve-
nues, made a positive contribution, in contrast with 2003, when its contribution
was negative.

Although rising only by 0.4% from 2003, income tax revenues were 2% higher
than planned in 2004. Such growth was due to income tax related changes, that
is, a considerable increase in tax exemptions. With changes introduced in early
2005, income tax was further reduced.

VAT revenues grew by 6.2% for the year (2.2 percentage points less than in
2003), falling short of the revised budget plan by almost HRK 590m (2.0%).
Growth was the strongest in the second quarter, almost 10% compared with the
same period last year. In the second half of 2004, despite favourable trade and
tourism indicators in the summer months, VAT revenues drifted slowly down-
wards, up 5.4% in the third quarter and only 4.2% in the fourth quarter, half the
9.0% rate recorded in the fourth quarter the year before.

Excise revenues rose by 1.2% in 2004, a considerable slowdown compared with
6.9% in 2003. Due to the low growth, excise revenues accounted for 93.6% of the
plan, i.e. fell behind by more than HRK 720m. Almost all excise revenues were
lower than planned, with the exception of revenues from excises on coffee and
luxury goods (accounting for an approximate 1.5% of total excises). Beer excises
had the largest shortfall (15%) and the sharpest annual fall (3.7%), partly in con-
sequence of the new Traffic Safety Act, which was also one of the reasons for al-
cohol excise revenues falling short of the plan by 6.3% and decreasing annually by
1.4%. Although the largest in amount, excises levied on refined petroleum prod-
ucts also came in below the plan, registering a 0.6% drop on the annual level. This
was despite the 6% increase in tourist arrivals on the annual level in 2004, with
road transport arrivals accounting for a sizeable share. Apart from difficulties in
the collection of excises on refined petroleum products, the weak results were also
caused by the strong oil price increase in 2004. Excises levied on cars and tobacco
products also fell short of the target (by 9.6% and 5.5% respectively), having
grown at a slower pace than in 2003. Revenues from both types of excises were up
in July 2004 due to newly introduced legal amendments’* and their amount
planned was increased in the revised budget in the same month. The weak out-
turn of excise revenues from tobacco products could also be attributed to a thriv-
ing grey market in these products, while the overall (annual) effect of the said
amendments will be evident in the outturn for 2005.

Among tax revenues, real property tax revenues, coming from real property trans-
action tax, rose at the highest rate of 22.7% in 2004. Profit tax revenues grew at a
considerably slower rate (1.9%) in 2004 than in 2003 (15.6%), while revenues
generated by taxes on international trade trended downwards by 12.2%, due to
foreign trade liberalisation.

34  The Act on the Amendments to the Act on Excises on Cars, Other Vehicles, Boats and Planes and the Act on
the Amendments to the Act on Excises on Tobacco Products.




Coming up to 99.5% of the planned amount, social security contributions were
up by 7.5% in 2004. This rise resulted from the wage bill increase, due mainly to
the nominal wage growth and only to some extent to the rise in the number of in-
sured persons. The growth of social security contributions in 2004 was 1.3 per-
centage points lower than the year before, when it was largely influenced by the
rise in the number of insured persons. Excluding persons employed with insol-
vent enterprises whose employers failed to pay social security contributions, the
number of insured persons rose at 3.8% in 2003, double the 1.7% rate in 2004.
Similarly as VAT revenues, social security contributions failed to meet the 2004
plan despite their rise, but registered a lower shortfall. Although neither VAT rev-
enues nor social security contributions were collected as planned, they made the
largest contribution to the growth of consolidated central government revenues,
as they account for more than two thirds of total revenues.

Other revenues, including property income, sales of goods and services, fines,
penalties and forfeits, as well as miscellaneous and unidentified revenues, came
close to HRK 7.7bn, a rise of 38% from the year before. This outturn was mainly
due to dividend payments of public corporations (HT — Hrvatske telekomunika-
cije d.d.) and revenues from the sale of UMTS concessions.?> Although rising
substantially, other revenues fell short of the annual plan because dividend reve-
nue paid in by HT was lower than planned and revenue from the concession for
the third GSM network were received as late as in February 2005.

As shown by MoF data, local government revenues amounted to HRK 10.8bn in
2004.5¢ Although growing at a lower rate (7.5%) than in the previous year
(10.7%), revenues met the annual plan, even exceeding it by 2.6%.

According to MoF data, consolidated general government expenditures stood at
HRK 94.2bn, accounting for 99.4% of the planned amount. Slightly higher in
2004 (7.8%) than in 2003 (7.5%), the growth rate of expenditures outpaced the
7.3% nominal GDP growth rate. In consequence, the expenditures to GDP ratio
was 45.5% in 2004, compared with 45.3% in 2003.

The structure of consolidated general government expenditures, broken down by
government levels, was similar to that of revenues. The consolidated central gov-
ernment accounted for 92.2% of the total amount and the local government for
the remaining 7.8%. The following comments relate to consolidated central gov-
ernment expenditures, comprising the expenditures of the government budget
and those generated by the operations of extrabudgetary funds and government
agencies.?’

According to MoF data, consolidated central government expenditures stood at
HRK 86.9bn in 2004, an increase of almost HRK 6.1bn (7.5%) from the year be-
fore. Under economic classification, almost three fourths of total expenditures
was jointly accounted for by social benefits and employee compensation, 46% and

35 The sale of UMTS (Universal Mobile Telecommunications System) concessions to VIP and HT.
36  On an unconsolidated basis.
37 CPIl, CIHI, CES, CW, EEEF, CH, CR, DAB and CPF.
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26.8% respectively, and the remaining amount by expenditures for the use of
goods and services, interest expenditures, subsidies, grants and other expendi-
tures.

Growing at a much stronger rate in 2004 than in 2003 (8.3% compared with
4.7%), expenditures for social benefits made the largest contribution to the an-
nual growth of consolidated central government expenditures. However, these
expenditures were as planned, somewhat less than HRK 40.7bn. The largest
share of social benefits went to social security benefits (72%), with social assis-
tance benefits and employer social benefits accounting for 27% and 1% respec-
tively. Social security benefits include retirement pensions, some survivor and
disability pensions, unemployment benefits, maternity allowances and sickness
benefits, while social assistance benefits include disability and survivor pensions,
child allowances and pension supplements (the so called “100 kuna + 6%”).

The growth rate of expenditures for employee compensation came down to
2.9% in 2004, decreasing considerably from 11.5% in 2003. To a lesser degree,
this slowdown can be attributed to employment and wage trends. Specifically, ag-
gregate employment in public administration’® declined by 2.0% in 2004, having
risen by 0.3% in 2003, while wage growth in public administration decelerated to
3.9% in 2004, from 6.6% in 2003. However, while most of this slowdown re-
mains unexplained, it may be attributed to the preliminary character of the com-
pared data reported in the GFS 2001 format.4

Having come to HRK 4.35bn in 2004, interest expenditures exceeded the plan by
HRK 158m, as the only aggregate expenditure item that was above the planned
amount. Expenditures for external debt interest payments rose at a somewhat
faster rate in 2004 compared with 2003 (5.9% and 5.1% respectively), while ex-
penditures for domestic debt interest payments rose at a much faster pace, up
from 10.5% in 2003 to 15.0% 2004, partly in consequence of the government’s
effort to meet it financing needs by a greater reliance on domestic financing
sources. The effects of this policy on the structure of interest expenditures were
seen in 2004, when domestic interest payments, amounting to HRK 2.19bn, for
the first time since 2001 accounted for more than half of total interest payments
(50.4%).

Standing at HRK 6.3bn in 2004, consolidated central government expenditures
for the use of goods and services decreased by 1.8% relative to 2003 and were
5.0% below the plan.

Growing at 15.7% in 2004, a slowdown from 20.5% in 2003, expenditures for
subsidies reached almost HRK 5.0bn. More than a half of total subsidies were

38 In addition to salaries and wages, these expenditures include expenditures for social contributions paid on
behalf of government employees.

39 Inclusive of public administration and defence, education, health care and social work; i.e. the NCEA
sections L, M and N respectively.

40 Severance payment expenditures are not reported within salaries and wages in the GFS 2001, as in the GFS
1986, but within employer social benefits which, according to available preliminary data for 2003,
amounted to HRK 0. However, as the growth of expenditures for salaries and wages in 2003 (according to
the GFS 1986) was mostly due to severance payments (undertaken to reduce employment in government
administration, that is, in public administration and defence), the slowdown in employee compensation
might have partly resulted from an oversight in booking expenditures for severance payments (they were
probably included in expenditures for salaries and wages) occurring while translating the 2003 data from

the GFS 1986 to the GFS 2001 format.
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granted to public corporations (56%), with the Croatian Railroads accounting for
most of that amount, as the financing of its capital and current expenditures was
included in the government budget that year to increase transparency. The re-
maining 44% of subsidies went to private enterprises, mostly aimed at agriculture
promotion.

According to MoF data, local government expenditures were HRK 8.8bn in
2004.4! These expenditures were HRK 0.1bn higher than planned, although ris-
ing at a somewhat lower rate in 2004 (7.8%) than in the year before (13.9%).

According to MoF data, the difference between revenues and expenditures in
2004 was a positive operating balance amounting to HRK 2.15bn. The HRK
8.34bn net borrowing amount, achieved by deducting the HRK 10.5bn increase
in non-financial assets in 2004 from the operating balance, was completely fi-
nanced by an increase in liabilities of HRK 8.45bn. Consolidated general govern-
ment financial assets rose by HRK 0.11bn in the same period (see Table 1.15).

Table 1.15 Operating Balance, Transactions in Non-Financial Assets and Transactions in Financial Assets and Liabilities

Consolidated central government Consolidated general government
2003 20042 2004/2003 2 2004 2004/2003
Transactions affecting net worth
1. Change in net worth (net operating balance) 142 83 2,089 2,150
1.1. Revenue 80,972 87,005 107.5 89,500 96,391 107.7
1.2. Expense 80,830 86,922 107.5 87,411 94,240 107.8
Transactions in non-financial assets
2. Change in net non-financial assets 8,929 8,371 10,597 10,493
2.1. Acquisition of non-financial assets 9,204 8,646 93.9 11,330 11,357 100.2
2.2. Disposal of non-financial assets 275 274 99.7 733 864 117.8
3. Net lending (+) / borrowing (-) (1-2) -8,181 -8,289 -8,508 -8,343
4. Financing (5-4) Transactions in financial assets and liabilities 8,181 8,289 8,508 8,343
(as % of GDP) (4.55) (4.00) (4.41) (4.03)
Transactions in financial assets
5. Change in financial assets -1,876 29 -1,679 113
5.1. Domestic —1,886 19 -1,682 105
5.2. Foreign 10 10 3 8
Transactions in liabilities
6. Change in liabilities 6,911 8,318 6,829 8,456
6.1. Domestic 893 4,106 901 4,341
6.2. Foreign 6,018 4211 5,928 4114

2 Preliminary data.
Note: Since data on consumption of fixed capital are not available (i.e. since they equal zero), net changes equal to gross changes.
Source: MoF.

41  On an unconsolidated basis.
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Consolidated general government non-financial assets increased by a total of
HRK 10.5bn in 2004, reported as the surplus of non-financial assets’ acquisitions
(HRK 11.3bn) over their disposals (HRK 0.86bn) in 2004. The acquisitions of
non-financial assets stagnated in 2004 compared with the previous year, under-
going only a minor structural change, caused by the reduced share of the consoli-
dated central government and the increased share of the local government.
Acquisitions of non-financial assets were almost completely accounted for by
fixed assets (96.2%),*? mostly related to government construction investments
(90.5%).% Two thirds of these investments were made by extrabudgetary users
(mainly the CH and CR, which deal in road construction), while the rest went to
the acquisitions of buildings and structures by the local government and the gov-
ernment budget (budgetary central government). Increasing by 18% in 2004
from the previous year, disposals of non-financial assets were almost wholly ac-
counted for by buildings and structures (government and military flats) and
non-produced assets (land).

According to MoF data, consolidated general government financial assets in-
creased by HRK 113m in 2004. Of this amount, the increase in foreign financial
assets accounted for a smaller share (HRK 8m), while its major part was ac-
counted for by the increase in domestic financial assets (HRK 105m) generated
by transactions in currency and deposits, loans and shares and other equity. Cur-
rency and deposits of the consolidated general government reduced by HRK
875m in 2004, due completely to their decrease at the government budget level
(partly resulting from the use of the USD 155m foreign currency deposit for fi-
nancing purposes in the first quarter of 2004),* whereas currency and deposits
of central government funds and local government increased. Furthermore, with
loan acquisitions (HRK 1.485bn) exceeding loan disposals (HRK 674m), finan-
cial assets of the consolidated general government arising from loans granted
were up HRK 811m. Most of the acquisitions were long-term loans to public cor-
porations, while disposals arose from repayments of loans granted to domestic
companies, craftsmen and small and medium-sized entrepreneurs. Finally, finan-
cial assets of the consolidated general government consisting of shares and other
equity increased by HRK 158m in 2004, due to acquisitions of shares and other
equity advancing to HRK 517m and disposals amounting to HRK 359m in 2004.
More than half of the acquisitions was made up by the CBRD initial capital, while
disposals were generated by the privatisation of government enterprises.

Financial assets showed considerable changes over the past two years, regarding
both their amounts and trends. Consolidated general government financial assets
increased in 2004, in contrast with 2003, when they decreased by almost HRK
1.7bn. This decrease was mainly due to the drop in financial assets comprised of
shares and other equity and the rise in currency and deposits. The decrease in fi-
nancial assets comprised of shares and other equity was considerably influenced
by the sale of 25% of INA stock, while the increase in currency and deposits was
primarily caused by the mentioned USD 155m foreign currency deposit.

42 Under the GFS 2001, the acquisitions of nonproduced assets and valuables accounted for a small share
(3.8%) of nonfinancial assets’ acquisitions.

43  Buildings and structures (the GFS 2001 - 3111.1).

44 The USD 155m foreign currency deposit (USD 55m of extraordinary revenues generated by succession
proceedings and USD 100m withdrawn under the second tranche of the SAL) was transferred from 2003
and “earmarked” for financing purposes in the first quarter of 2004.
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According to MoF data, liabilities of the consolidated general government rose by
HRK 8.45bn in 2004, up HRK 1.62bn (23.8%) from the increase in 2003. This
somewhat higher increase in liabilities in 2004 was due to some financial asset
items showing different trends than in 2003. Specifically, borrowing needs were
in 2003 met partly by disposals and partly by incurrences, in contrast with 2004,
when borrowing needs were fully met by incurrences. Domestic and foreign
incurrences’ shares in the increase were almost equal in 2004, 51.3% and 48.6%
respectively, in contrast with 2003 when foreign incurrences accounted for a ma-
jor share of 87%. This change in the financing structure resulted from the govern-
ment’s intention to meet financing needs by an increased reliance on domestic
sources with a view to slowing down the external debt increase, mitigate the gov-
ernment exposure to exchange rate risk and encourage the development of the
domestic capital market.

Domestic liabilities of the consolidated general government increased by HRK
4.3bn in 2004, in consequence of the rise in liabilities arising from the “issued se-
curities other than shares” category and the reduction in the incurrence of loans.
Standing at HRK 11.8bn, the incurrence of securities (bonds and T-bills) ex-
ceeded principal repayments amounting to HRK 5.3bn by HRK 6.5bn in 2004,
while loan principal repayments of HRK 5.4bn exceeded the incurrence of loans,
standing at HRK 3.2bn, by HRK 2.2bn. The government issued a total of HRK
2.5bn (net) worth of T-bills in the domestic market, while bonds issued were
EUR denominated, totalling EUR 1.25bn in kuna equivalent. Of this amount,
EUR 400m was issued in July, EUR 200m in November, while EUR 650m was
comprised by an integral issue divided into three tranches. The last tranche, is-
sued in December in 2003, worth EUR 200m, was earmarked for the repayment
of the debt principal and for interest payments on the Samurai bond, totalling JPY
25.5bn, which fell due in December. Consequently, external debt was substituted
for domestic debt.

According to MoF data, foreign liabilities of the consolidated general government
were up HRK 4.1bn in 2004, mainly due to the increased incurrence of loans and
to a lesser extent to the increase in the incurrence of securities. Standing at HRK
3.7bn, the incurrence of securities, completely accounted for by the April euro-
bond issue worth EUR 500m, exceeded the repayments of the debt principal
based on securities (HRK 2.5bn) by HRK 1.2bn in 2004, while the incurrence of
loans, at HRK 5.2bn, exceeded principal repayments (HRK 2.3bn) by HRK
2.9bn. Broken down by government levels, principal repayments of the external
debt based on loans were almost completely accounted for by the repayments
from the government budget, in contrast with incurrences, whose major share
(76%) went to extrabudgetary users, that is, the CH and CR.

With a greater reliance on domestic financing sources the government slowed
down external debt growth and speeded up the development of the domestic fi-
nancial market. However, with borrowing conditions in the domestic market still
less favourable than in the foreign market, the substitution of external debt with
domestic debt pushes up debt servicing costs (i.e. interest expenditures). In addi-
tion, as the major portion of the last year’s increase in domestic liabilities was
EUR denominated (EUR 1.25bn worth of bonds in kuna equivalent indexed to
foreign currency), the government foreign exchange exposure was not reduced.

[
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The consolidated general government deficit, exclusive of capital revenues, was
HRK 10.5bn on an accrual basis, or 5.1% of GDP in 2004. Broken down by gov-
ernment levels, the largest portion of the deficit was accounted for by the consoli-
dated central government (HRK 9.8bn or 4.75% of GDP) and the remaining
portion by local and regional self-government units (HRK 0.7bn or 0.35% of
GDP).

The consolidated general government deficit on a modified accrual basis
amounted to HRK 10.25bn, or 4.95% of GDP, in 2004, an increase of 0.45% of
GDP over the planned 4.5% of GDP, and a decrease of HRK 2.09bn (1.44% of
GDP) compared with the deficit in 2003. The MoF calculated the deficit by
means of the consolidated general government deficit on a cash basis (excluding
capital revenues and including CH and CR data on an accrual basis), increasing it
by the change in arrears over 2004 (HRK —384m) and reducing it by the conces-
sion charge paid for the third GSM operator (HRK 197m).*> The revenue gener-
ated by the concession charge was paid in February 2005, while in the MoF
calculation it was added to the revenues for 2004, the year in which conditions
were created for its realisation.

Table 1.16 Consolidated General Government Balance, on a modified accrual basis

‘ 2003 ‘ as % of GDP ‘ 2004 ‘ as % of GDP
1. Net lending (+) / borrowing (=) GFS 2001 -8,508 —4.41 8,343 —4.03
2. Disposal of non-financial assets 133 0.38 864 0.42
3. Lending minus repayments® 663 0.34 1,348 0.65
4, Balance without capital revenues, on cash basis (1-2-3) 9,904 -5.13 -10,554 -5.10
5. Balance without capital revenues, on cash basis®
(CH and CR reported on accrual basis) -10,571 —-5.48 -10,062 —4.86
6. Concession fee on the provision of telecommunication services — paid in February 2005 197 0.10
1. Change in non-paid and non-recorded liabilities (negative change denotes increase) -1,766 —0.91 —-384 —-0.19
8. Balance without capital revenues, on modified accrual basis (5+6+7) -12,343 —6.39 -10,249 —4.95
Note:
Gross domestic product 193,067 207,082
@ Preliminary data. ® GFS 1986 category; calculated based on GFS 2001 data. © 2004 balance calculation was based on GFS 2001 data.
Source: MoF.

General government debt, which includes the CBRD debt, rose further over
2004.

As shown by CNB data, this debt was HRK 98.6bn in December 2004 or about
48% of the nominal GDP for 2004. With HRK 13.2bn of potential debt arising

45 In February 2005, Tele2 paid the HRK 172m concession charge for the first year of the provision of
telecommunication services and the HRK 26m fee for the use of radio frequencies.

46 Data on the general and central government debt were revised in accordance with the changes in the
external debt statistics methodology.
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from issued government guarantees, the end-2004 debt reaches HRK 111.8bn,
approximating 54.1% of the nominal GDP for 2004.

General government debt, inclusive of the CBRD debt, increased by HRK 12.5bn
in 2004, exceeding by 29% the HRK 9.7bn increase in 2003. The structure of the
increase in 2004 was considerably different than that in 2003. The external debt
component accounted for two thirds of the increase in 2003 and the domestic
component for one third, whereas the ratio was reversed in 2004. Almost 60% of
the total debt increase was generated by borrowing in the domestic market in
2004, in line with the government’s decision to meet its financing needs by a
greater reliance on domestic sources. Accordingly, the debt structure was
changed, with the domestic debt share in general government debt (with the
CBRD debt) rising by 2.3 percentage points, from 41.4% at end-2003 to 43.7%
at end-2004, and the share of external debt declining proportionally.

Of the total debt increase in 2004 (HRK12.5bn), HRK 11.7bn was the general
government debt increase, while the remaining HRK 0.8bn was generated by the
CBRD borrowing. The rise in the CBRD debt was almost completely due to for-
eign borrowing effected early in the year, while the share of domestic and foreign
borrowing in the general government debt increase was 64% and 36% respec-
tively.

General government domestic debt rose by HRK 7.5bn over 2004. This rise was
almost completely accounted for by the borrowing of the Republic of Croatia
(HRK 9.2bn) and to a small degree by local government borrowing (HRK
0.6bn), while the debt of central government funds dropped by HRK 2.3bn in the
same period. Most of the domestic debt increase was generated by the issuance of
bonds and T-bills and a small part by bank loans. The latter were prevailing in lo-
cal government borrowing (HRK 0.4bn), which was also effected through an in-
creasing issuance of municipal bonds (HRK 0.2bn).

The increase in general government external debt nearing HRK 4.3bn in 2004
was HRK 1.0bn (19%) lower than the increase recorded in the previous year.
With local government external debt reducing by HRK 77m, the last year’s debt
increase was almost completely generated by the borrowing of central govern-
ment funds (HRK 3.4bn) and only to a small extent by the Republic of Croatia
(HRK 0.9bn).

General government debt increased the most in the second quarter of 2004, by
HRK 6.5bn, and the least in the first quarter, by HRK 0.3bn. The increase in the
second quarter resulted from the EUR 500m worth eurobond issue and from bor-
rowing through T-bills issues. MoF T-bills” subscription increased due to high
money market liquidity in late April and in May, with the net balance of sub-
scribed T-bills surpassing HRK 1.9bn in the second quarter.

According to CNB data, central government domestic debt stood at HRK 41.6bn
at end-December 2004, a rise of HRK 6.9bn or 19.8% from end-2003. With do-
mestic debt of central government funds declining by almost HRK 2.3bn, the said
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Table 1.17 Domestic Debt of Central Government

Balance
12/2002 12/2003 12/2004

1. Domestic debt of central government 31,421 34,136 41,616 3,315 6,880
1.1. Domestic debt of the Republic of Croatia 23,320 28,161 37,330 4,841 9,169
Treasury bills 5,633 6,548 9,022 915 2,474

Money market instruments 0 0 - 0 -
Bonds 15,888 17,422 23,186 1,534 5,764
Credits from banks 1,799 4,190 5121 2,391 931
1.2. Domestic debt of central government funds 8,101 6,576 4,286 1,526 2,289

Money market instruments - - - - -
Bonds 4,461 3,616 2,033 —844 -1,583
Credits from banks 3,641 2,959 2,253 —682 —706
Note: Issued guarantees 7,528 6,895 5,408 —633 —1,488

2In December 2002, the debt of CR, CH and DAB was reclassified from the sub-sector the Republic of Croatia to the sub-sector central government funds.
Source: CNB Bulletin, Table 13.

increase was fully due to the Republic of Croatia borrowing, coming close to
HRK 9.2bn. Government borrowing was predominantly effected through bond
issues (HRK 5.8bn), and to some extent through T-bills” issues (HRK 2.5bn) and
bank loans (HRK 0.9bn).

According to CNB data, central government external debt totalled HRK 55.2bn at
end-December 2004, rising by HRK 5.1bn or 10.2% from end-2003. The largest
share of the increase was made up by the borrowing of central government funds,
while external debt of the Republic of Croatia grew by HRK 0.9bn in 2004. Out of
the HRK 4.2bn increase in central government funds’ external debt, HRK 0.9bn
was incurred by the CBRD and the remaining share by government agencies, with
the CH leading the way.

Table 1.18 External Debt of Central Government

Balance
12/2002 12/2003 12/2004

1. External debt of central government 43,517 50,138 55,248 6,620 5,110
1.1. External debt of the Republic of Croatia 37,388 41,049 41,952 3,661 903
Bonds 28,694 32,145 32,793 3,451 648
Credits 8,694 8,904 9,159 210 255

1.2. External debt of central government funds 6,129 9,089 13,296 2,960 4207
Bonds 685 821 2,765 136 1,944
Credits 5,445 8,269 10,532 2,824 2,263

Note: Issued guarantees 8,262 8,619 7,810 357 -809

2n December 2002, the debt of CR, CH and DAB was reclassified from the sub-sector the Republic of Croatia to the sub-sector central government funds.
Source: CNB Bulletin, Table 13.
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According to CNB data, general government debt, including the CBRD debt,
grew further during the first quarter of 2005, reaching HRK 102.7bn, an increase
of HRK 4.05bn (4.1%) compared with the debt stock late in the previous year.
Together with HRK 12.7bn of potential debt in the form of issued government
guarantees, total government debt advanced to HRK 115.4bn at the first quar-
ter-end.

With the CBRD debt declining by HRK 160m in the first quarter, the debt in-
crease of HRK 4.05bn was fully incurred by the HRK 4.2bn increase in general
government debt. This increase was completely generated by borrowing in the
domestic market, which lead to a rise in domestic debt, while general government
external debt dropped in the same period.

General government domestic debt grew by HRK 9.9bn in the first quarter of
2005, with most of the increase incurred by the borrowing of the Republic of
Croatia (HRK 9.2bn), effected mainly through bank loans (HRK 3.66bn) and
T-bills’ issues (HRK 4.0bn), and to some extent through bond issues (HRK
1.54bn). Domestic debt of central government funds also rose, by HRK 734m,
while local government debt declined by HRK 20m.

General government external debt dropped by HRK 5.7bn in the first quarter.
This was mostly due to the HRK 5.8bn decrease in the borrowing at the Republic
of Croatia level and to some extent to the HRK 37m decrease in local government
debt, while the debt of central government funds grew by HRK 136m in the same
period.

Table 1.19 Domestic Debt of Central Government

[
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]

Balance
12/2002 12/2003 12/2004 3/2005

1. Domestic debt of central government 31,421 34,136 41,616 51,675 1,157 10,059
1.1. Domestic debt of the Republic of Croatia 23,320 28,161 37,330 46,533 514 9,203
Treasury bills 5,633 6,548 9,022 13,021 -199 3,999

Money market instruments 0 0 - - 0 -
Bonds 15,888 17,422 23,186 24,728 949 1,542
Credits from banks 1,799 4,190 5121 8,784 —236 3,663
1.2. Domestic debt of central government funds 8,101 6,576 4,286 5,142 643 855

Money market instruments - - - - - =
Bonds 4,461 3,616 2,033 2,028 -34 -5
Credits from banks 3,641 2,959 2,253 3,114 677 861
Note: Issued guarantees 7,528 6,895 5,408 5,465 —228 58

2|n December 2002, the debt of CR, CH and DAB was reclassified from the sub-sector the Republic of Croatia to the sub-sector central government funds.

Source: CNB Bulletin, Table 13.
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These debt movements were in consequence of the last year’s financing policy
which provided for meeting most of the government’s financing needs in the do-
mestic financial market. This stance was supported by the CNB by its monetary
policy measures. In December 2004, the CNB reduced the RR rate from 19% to
18%. The funds released were used by banks for the purchase of government
bonds and the subsequent repayment of the external debt principal (Samurai
bonds). Also, in February 2005, the CNB made amendments to the Decision on
the Minimum Required Amount of Foreign Currency Claims, providing for re-
ducing the minimum coverage of foreign currency liabilities by foreign currency
claims (from 35% to 32%), and thus released an approximate HRK 4.0bn. In late
March banks placed part of these funds with the government for the purpose of
external debt servicing. Specifically, with EUR 500m of the syndicated foreign
exchange loan, the government repaid the external debt principal arising from the
2000 eurobond issue falling due on March 28.

Table 1.20 External Debt of Central Government

Balance
12/2002: 12/2003 12/2004 3/2005

1. External debt of central government 43,517 50,138 55,248 49,301 399 -5,941
1.1. External debt of the Republic of Croatia 37,388 41,049 41,952 36,151 —1,553 -5,801
Bonds 28,694 32,145 32,793 27,102 -1,437 -5,692
Credits 8,694 8,904 9,159 9,049 -116 -110

1.2. External debt of central government funds 6,129 9,089 13,296 13,151 1,953 146
Bonds 685 821 2,765 2,652 1,875 -113
Credits 5,445 8,269 10,532 10,499 78 -33

Note: Issued guarantees 8,262 8,619 7,810 7,442 410 -367

2In December 2002, the debt of CR, CH and DAB was reclassified from the sub-sector the Republic of Croatia to the sub-sector central government funds.

Source: CNB Bulletin, Table 13.
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2.1 Monetary Policy
Instruments

Monetary policy tightening in 2004 was the result of several measures defined by
the CNB decisions adopted in December 2003, some of which were amendments
to the former decisions and some were completely new. The most significant
changes were made with respect to the reserve requirement instrument in order
to limit bank foreign borrowings and discourage domestic placement growth
based on external sources. Within these measures, the percentage for allocating
the foreign exchange component of reserve requirements calculated on the basis
of foreign exchange funds of non-residents and foreign exchange funds received
from legal persons in a special relationship with a bank was increased to 100%,
while the minimum percentage of calculated reserve requirements that is allo-
cated in accounts with the CNB was increased from 40% to 60%. From a maxi-
mum of 15 working days in a month, the number of days in which the Lombard
loan could be used has been reduced to a maximum of 5 days in a month. The re-
muneration rate paid on the allocated foreign exchange component of reserve re-
quirements has been changed as well. For the funds allocated in US dollars it
equals 75% of the US Federal Funds Target Rate and for the funds allocated in
euros it equals 75% of the ECB Minimum Bid Refinance Rate. In addition, the
central bank adopted the decision on the discontinuance of foreign currency CNB
bills and on the occasional issuance of kuna CNB bills.

In 2004, the key monetary policy instrument of the CNB was the newly-intro-
duced marginal reserve requirement. The quantitative loan restriction in the form
of a compulsory purchase of CNB bills was a temporary measure. To discourage
further growth in foreign borrowing, the CNB has introduced the marginal re-
serve requirement as a permanent measure. This means that banks had to allocate
249% of their increase in foreign liabilities to a special account with the CNB. In
October 2004, the RRR was cut from 19% to 18%, which released the funds the
government needed to refinance its maturing external debt on the domestic mar-
ket.

The banking system was mostly characterised by surplus liquidity in 2004. Due to
adjustments to the new reserve requirement regulations, which came into effect in
February 2004, there were occasional liquidity shortages at the beginning of the
February and March maintenance periods, as evidenced by the negative balances
of free reserves in these periods. Also, the beginnings of the July and August main-
tenance periods also saw brief shortages mostly due to the increased demand for
the kuna over the summer months. For these reasons, banks occasionally used
secondary liquidity sources of the central bank.

The total amount of funds from the primary issue that was extended to banks
reached HRK 8.7bn in 2004, down 4.8% on 2003.
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Table 2.1 Lombard Loans — Average Amount Used and Days of

Use in 2004
Lombard loan
Darsof uso Ve et amountied Banks and savings banks could use Lombard loans in
b in kuna the amount of up to 50% of the nominal value of pur-
January 6 942,345 271 chased kuna CNB bills and T-bills, for a maximum of 5
February 10 186,191,816 working days in a month. The interest rate charged on
March 9 359,599,781 thls loan was 9.5%.
April 0 0
May 0 0 Lombard loans used by banks totalled HRK 7.9bn in
June 0 0 2004, which was 92.2% of the amount used in 2003.
July 3 196.116 667 They were used for 36 days, i.e. 8 days less than in
pugst 9 358,866,667 2003. The average. amount used was HRK 461.9m in
September 0 0 2004 and the relative average amount used amounted
to 78.6% of that used in 2003. On several occasions,
October 0 0 .
these loans were used to address temporary liquidity
November 0 0 . .
I ) ) shortages of the system. This particularly refers to the
Scemel first quarter of 2004 when banks had to adjust them-
source: CA. selves to the new reserve requirement regulations and
to mid-summer, the period of the seasonal increase in
Lombard Loans — Average Amount ~ demand for the kuna.
2.1 Used and Days of Use
1,000 12
900 1]
800 {1 I'\ T
0T 'A' \ A + 8 In 2004, banks did not turn to the central bank as the
T / \ \ lender of last resort, i.e. they did not use short-term li-
6

500 1

million HRK
number of days

quidity loans. The interest rate on these loans re-
R I 1, mained the same, i.e. it equalled the interest on
W Lombard loans plus 0.5 percentage points for a loan
utilisation period of up to 3 months and 1 percentage
point for longer utilisation periods.

200 H H1 H

00 H1 H

’——
|
[
”
1
o

1/04
2/04
3/04
4/04
5/04
6/04
7/04
8/04
9/04
10/04
11/04
12/04

[T Average amount used
Days of use — total

Source: CNB.

Contrary to the previous years when there was no need
for repo loans, two such loans totalling HRK 787.7m were extended at end-2004.

In 2004, the reserve requirement calculation rate was 19% and it was calculated
on the base consisting of the kuna and foreign exchange components. The RRR
was cut to 18% in October 2004. 42% of the calculated foreign exchange compo-
nent was allocated in kuna and added to the calculated kuna RR. Minimum 60%
of the calculated RR had to be deposited in the accounts with the CNB, whereas
maximum 40% could be maintained by the average daily balances in the accounts
of liquid claims. Introduced also was a 100% allocation of the foreign exchange
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component of RR calculated on the basis of foreign exchange funds of non-resi-
dents and foreign exchange funds received from legal persons in a special rela-
tionship with a bank.

The kuna component of RR steadily grew throughout most of 2004, primarily
owing to the increase in the calculation base, i.e. growth in kuna and f/c deposits
with banks. The kuna component of the base ranged from HRK 47.5bn regis-
tered in the December 2003 calculation period to HRK 56.8bn registered in the
November 2004 calculation period, growing by 19.6%. In the same period, the
foreign exchange component of the base ranged from HRK 119.8bn to HRK
130.3bn, growing by 8.8%. The total kuna RR grew throughout most of 2004,
except for rare oscillations that occurred mostly in November due to the RRR cut.
The total RR in kuna went up from HRK 18.6bn in January to HRK 20.1bn in
December, which was an increase of 8.1%. The share of the calculated foreign ex-
change component that was allocated in kuna grew by 14.0% from the January
2004 maintenance period to the December 2004 maintenance period. This was
completely in line with the increase in the foreign ex-

change base, bearing in mind the fact that the percent-

age of that foreign exchange component remained m Total Kuna Component of Ea?aiggnemsﬁ?eﬂfgeerﬂz
unchanged over the year. Observing the kuna compo-

nent alone, the ratio between the portion allocated in a 25,000
special account with the CNB and the portion main-

tained in the settlement accounts grew throughout 20000
most of 2004 in favour of the allocated portion. The

average percentage of allocation ranged between _ 15000
69.18% and 73.45% in 2004 and was somewhat E
higher than that in 2003. E o |
The foreign exchange component of RR was on an up- 5,000
ward trend till November 2004, growing from HRK

13.2bn to HRK 14.0bn or by 6.1%. However, due to 0

the RRR cut, the foreign exchange component of RR
fell to HRK 13.6bn in December 2004, but recorded

1/04
2/04
3/04
4/04
5/04
6/04
7/04
8/04
9/04
10/04
11/04
12/04

[Z] Calculated f/c component of reserve requirements that is allocated in kuna

an increase of 3.0% compared with the beginning of B Calculated kuna component of reserve requirements

the year' Source: CNB.
In 2004, the CNB paid remuneration on the allocated Total Foreign Exchange Component of
kuna component of reserve requirements, including Reserve Requirements

. . . . balance in maintenance periods
the calculated RR deposited in a special account with P

the CNB and the calculated RR deposited in the settle- 14,200
ment accounts and bank vaults for the purpose of 14000 -
maintaining the average balance of RR. The remunera- - _Iml
tion rate paid on the kuna component remained un- ’

changed during the observed period. 13600 == nn
13,400 — HEES NEE AR WE S NEE N SE AN N

million HRK

However, the remuneration rate on the allocated for- 13200 4
eign exchange component of RR was changed; it was
75% of the US Federal Funds Target Rate for the

13,000 4 a1 H — H

funds allocated in US dollars and 75% of the ECB 12800 At N
Minimum Bid Refinance Rate for the funds allocated 12,600 ! l
in euros. S S % 8 5 8 R S S E 5 8

Source: CNB.
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The decision on the introduction of the marginal reserve requirement instrument
was adopted in July 2004. This new measure of a permanent nature has been in-
troduced to discourage further growth in external borrowing. The MRR calcula-
tion base was a positive difference between the average daily balance of sources of
funds from non-residents and legal persons in a special relationship with a bank
in a particular calculation period and the initial calculation period. The initial cal-
culation period was from 1 to 30 June 2004. The banks applied the MRR rate of
24% on the increase in their foreign liabilities and allocated the entire calculated
MRR amount in foreign exchange to a special account with the CNB.

Marginal Reserve Requirement Due to strong growth in funds from non-residents, the
balance on caloulatin days ~ MRR calculation base went up from HRK 1.32bn in
July to HRK 3.93bn in December, which was three
4,500 times higher than its initial amount. The calculated
1,000 — MRR amount increased accordingly, from HRK
3,500 - 315.81min July to HRK 942.18m in December 2004.

3,000 —
To decelerate external debt growth by increasing the

price of banks’ foreign borrowing, the CNB raised the
MRR rate from 24% to 30% in February 2005.

2,500 —

million HRK

2,000 —

1,500 —

1,000 —

500 —l 1

7/04 8/04 9/04 10/04 11/04 12/04

@ R calcuaton base B Caluated MR The last 2003 subscriptions of CNB bills were re-
Source O, corded at the auction held on 10 September. Hence,
the stock of purchased CNB bills fell to zero by
end-2003 and only two auctions were held in 2004. In
April 2004, the CNB held two auctions of kuna CNB bills maturing in 35 days.
These were the only auctions throughout 2004 and the amount of issued CNB
bills totalled HRK 106.0m. The relative average stock of subscribed kuna CNB
bills stood at HRK 98.2m in the observed period.

Weighted interest rates on kuna CNB bills attained at these two auctions were
2.50% and 2.51% respectively.

The quantitative measure designed to curb loan expansion, which the CNB
adopted on 15 January 2003 to limit growth in bank placements, was of a tempo-
rary nature and referred only to 2003. Banks that were required to subscribe
CNB bills were those that showed loan growth above 16% (or 4% in a given quar-
ter) in 2003, relative to the balance of loans registered on 31 December 2002.
The last subscription of compulsory purchased CNB bills was made on 15 Janu-
ary 2004, in the amount of HRK 85.9m, and the last redemption of these bills was
recorded on 15 April 2004.
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Foreign Currency Claims Maintained Relative

The Decision on the Minimum Required Amount of
m to Foreign Currency Liabilities

Foreign Currency Claims obligates banks to maintain
a minimum of 35% of their foreign currency liabilities

by foreign currency claims. Banks whose percentage of 1600 400
f/c liabilities as maintained by f/c claims fell short of 1400 N + 395
that percentage as of the date of application of the De- L0 ] - 390
cision, were allowed to gradually adjust such percent- - 385

ages to reach the prescribed percentage, with the final 1000 ] - 380

adjustment date being 31 March 2004. This included

800 315 %

billion HRK

banks whose percentage coverage was below 19% on 1 600 - 370

February 2003. However, the minimum required f/c 0 365

liquidity was 35% for all banks as of 1 April 2004. - 360
200 L 355

In 2004, the percentage coverage between f/c liabili- et At ety - 350

ties and f/c claims ranged from 36.52% on 31 January S § g% % 8 S EEE2EEE

t0 39.55% on 31 August 2004. O e claims C .m F/c;i:bimie;g 0

Percentage coverage
Source: CNB.

In February 2005, the rate of minimum required f/c
claims was cut from 35% to 32% in order to release a
portion of banks’ f/c funds for further credit activities and thereby enable the gov-
ernment to obtain funds from domestic commercial banks and reduce its external

debt.

Temporary changes in the system’s liquidity over the year and volatile movements
in the money market interest rates were not reflected in the central bank’s interest
rates on loans and deposits. The average interest rates on 35-day CNB bills in
kuna, which were recorded at the two auctions held in 2004, were 2.50% and
2.51% respectively. The remuneration rate on the kuna component of reserve re-
quirements of 1.25% remained unchanged over the year. The CNB did not
change its lending rates in 2004.
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2.2 International Reserves Management!

The total international reserves of the CNB grew by USD 567.68m in 2004, up
6.9%. They stood at USD 8,191.06m? on the last day of 2003, whereas they were
USD 8,758.74m on the last day of 2004.

Table 2.2 International Reserves

Total reserves

Year Month
Market value Cost
2003 December 8,191.06 8,165.80
2004 January 8,242.58 8,217.78
February 8,236.82 8,208.15
March 7,544.95 7,512.68
April 1,632.21 71,617.73
May 7,830.65 7,820.41
June 7,768.69 7,759.60
July 7,668.97 7,655.97
August 7,807.62 7,787.00
September 7,949.05 792391
October 8,124.78 8,094.38
November 8,387.36 8,350.95
December 8,758.74 8,722.84
Change
Dec. 2004 — Dec. 2003 567.68 557.04
Source: CNB.
m CNB International Reds$Wgsd The main factors contributing to the net increase in
e total international reserves in 2004, observed at cost,
500 were:
800 on the inflow side:
8,400 / 1)  f/c inflows to the MoF account with the CNB
o | \ / totalling USD 803m, which to a large extent de-
% ’ \ /4 rived from the April 2004 issuance of 10-year
£ 800 // MoF bonds in the amount of EUR 500m (USD
. \\ - / 673.68m). .
\ N / 2)  net increase in allocated foreign exchange re-
7,600 serve requirements amounting to USD 765m.
a0 | This increase was the outcome of autonomous
2 5 = = 5 3z 3 3 3 3z 3 3 =3 growth in the RR calculation base and the effect
=0T s m s s s of the new decision on reserve requirements that
= Market value — Cost increased the percentage of foreign exchange

Source: CNB.

1 International reserves management is analysed on the basis of amounts expressed in US dollars, whereas in
the section on macroeconomic developments international reserves are analysed on the basis of amounts
expressed in euros. This resulted in differences in the reported amounts and changes.

2 At market value.
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reserves allocated to the accounts with the CNB, as well as the decision on
the marginal reserve requirement.

3)  purchases of f/c from banks at auctions amounting to USD 739m (or USD
696.95m at the exchange rate applicable on the intervention date).

4)  net foreign exchange gains amounting to USD 502m, resulting from an
8.9% increase in the value of the euro against the US dollar. As interna-
tional reserves are expressed in US dollars, any increase in the value of the
euro against the US dollar results in the increase of the dollar value of inter-
national reserves. These gains were recorded due to the said 8.9% increase
in the value of the euro against the US dollar in 2004 and a large share of
the euro in international reserves. The value of one euro equalled USD
1.2498 on 31 December 2003 or USD 1.3609 on 31 December 2004.

5) income earned from (net) investment of CNB international reserves
amounting to USD 145m. On the basis of net international reserves invest-
ment, i.e. interest income on invested deposits, reverse repo agreements
and bonds, as well as other income, the total international reserves grew by
USD 145.42m (at cost) in 2004. However, this amount refers only to in-
struments that came due or were sold in 2004 and does not include the
price movements of instruments that were not sold or due.

on the outflow side:

1) f/c outflows from the MoF portfolio amounting to USD 1,065.04m for the
settlement of its external obligations.

2)  netrepurchases of f/c CNB bills amounting to USD 849m. The last auction
of f/c CNB bills was held on 30 December 2003, with the value date on 2
January 2004. F/c CNB bills subscribed by end-2003 came due by the be-
ginning of March 2004.

3)  net outflows upon maturity of repo agreements amounting to USD
483.27m;

4)  sale of USD 44.91m (or USD 41.76m at the exchange rate applicable on
the intervention date) to banks at regular auctions.

Table 2.3 Total CNB Turnover on the Foreign Exchange Market, 1 January — 31 December 2004

Purchase (1) Sale (2) Net (1-2)
IN)] HRK )] HRK IN)] HRK
Banks 696.95 4,069.34 41.76 254.10 655.19 3,815.24
Ministry of Finance 172.64 1,082.22 31451 1,823.96 —141.87 —741.74
Total 869.59 5,151.56 356.27 2,078.06 513.32 3,073.50

Source: CNB.

In 2004, the CNB intervened in the market by buying from and selling foreign ex-
change to:

1.  domestic banks and
2. MOoF of the Republic of Croatia.

Foreign exchange purchases from banks intensified whereas foreign exchange
sales substantially declined in 2004 in comparison with 2003. In its foreign ex-
change interventions in 2004, the CNB purchased USD 696.95m, which was
USD 590m more than in 2003. The CNB intervened in the foreign exchange
market by purchasing foreign exchange mostly due to the appreciation of the
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kuna exchange rate. With regard to foreign exchange sales to commercial banks,
the CNB was less active in 2004 than in 2003, both in terms of the number of in-
terventions and in terms of the volume of foreign exchange sold. USD 41.76m
was sold at a single selling auction in January 2004. Foreign exchange amounting
to USD 379.58m net was sold to banks in 2003, whereas USD 655.19m net was
purchased from banks in 2004.

In the reporting period, a total of USD 172.64m was purchased from the MoF,
while USD 314.51m was sold, with the net trading result of USD 141.87m. The
most important transactions with the MoF in 2004 were: (1) the purchase of
EUR 145m arising from the April issuance of 10-year bonds, (2) the February
sale of EUR 40.43m needed for interest payments on eurobonds, and (3) the No-
vember sale of JPY 25.5bn (USD 250m) for the repayment of Samurai bonds to-
gether with corresponding interest.

Investments of international reserves are analysed by the type of instrument,
credit risk and currency structure. Changes in the investment structure in 2004
were mostly affected by the increase in allocated foreign exchange reserve re-
quirements, net decrease in repo agreements and exchange rate differences aris-
ing from the euro strengthening against the US dollar.

The CNB invests international reserves in the following instruments:

1)  debt securities with fixed and variable interest rates,

2)  central bank instruments and instruments of international financial institu-
tions,

3)  repurchase agreements (repo and reverse repo agreements),

4)  deposits of commercial banks with a long history of investment grading at
least A+,

5)  certificates of deposit from banks with a long history of investment grading
at least A+, and

6) foreign cash.

According to the degree of credit risk, international reserves are divided into
funds invested in government bonds, commercial banks, international financial
institutions and central banks. Comparison of the end-2003 data and end-2004
data shows a downward trend in the share of international reserves invested in
government bonds and international financial institutions and an upward trend in
the share of reserves invested in commercial and central banks. On 31 December
2004, the largest share (52.93%) of international reserves was still accounted for
by investments in government bonds, although they declined from USD
4,908.19m recorded on 31 December 2003 to USD 4,616.81m on 31 December
2004. These investments are exposed to the least credit risk as they comprise in-
vestments in government bonds of the US and EU member states. The share of
total international reserves invested in non-collateralised placements with com-
mercial banks, which includes f/c time deposits and certificates of deposit, went
up from 35.10% on 31 December 2003 to 43.32% on 31 December 2004. In the
same period, the share of investments in international financial institutions went
down from 4.04% to 2.60%.

Exposure to credit risk is monitored with respect to the credit rating of countries

in which international reserves are invested; the rating may range between AAA
and AA—. The largest share (37.84%) was invested in banks rated AA— (according
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to the Fitch credit rating agency), whereas 19.14% and 21.13% respectively was
invested in banks with the highest rating of AAA and banks rated AA+. Banks
with an AA rating accounted for 15.23% of the stated investments, whereas banks
with an A+ rating, which is the lowest rating for banks in which the CNB interna-
tional reserves may be invested, accounted for 6.66%. Relatively larger invest-
ments in lower rated banks resulted from a worldwide decline in ratings of
commercial banks, which has been recorded in recent years. 57 out of 76 banks in
which the CNB may invest its reserves are rated AA, AA— or A+.

The currency structure of international reserves actively managed by the CNB is
adjusted to the currency structure of the external debt of the Republic of Croatia
for the year ahead and to the currency structure of imports of goods and services
in the previous year. The currency structure of the net international reserves is
very stable, the euro accounts for over 75% of total reserves and USD accounts
for most of the remaining share. Exchange rate fluctuations between individual
foreign currencies and vis-a-vis the kuna result in the fluctuation of international
reserves, both in US dollar and kuna terms. Due to a substantial weakening of the
US dollar against both the euro and the kuna in 2003 and 2004, the kuna value of
international reserves denominated in US dollars fell in 2004 and brought an op-
erating deficit which, in accordance with the new international standards, was re-
cognised in the Income Statement. The share of US dollars in total international
reserves was 4.5 percentage points lower at end-2004 than at end-2003. The in-
crease in the share of euros in the currency structure of total international re-
serves was affected by the change in the currency structure of international
reserves actively managed by the CNB and the increase in allocations of foreign
exchange reserve requirements in euros, which was due to the rise in the Fed
benchmark rate above the ECB rate in December 2004.

Table 2.4 Currency Structure of Total International Reserves on 31 December 2004

International reserves

Currency
0/w: RR, MoF and REPO 31 Dec. 2004 31 Dec. 2003
EUR 6,530.02 1,116.79 74.86 70.34
usb 2,191.91 797.47 25.13 29.65
XDR 0.86 - 0.01 0.01
Other currencies 0.05 0.01 0.00 0.00
Total 8,722.84 1,914.21 100.00 100.00
Source: CNB.

Realised income and yields on the euro and US dollar portfolios, actively man-
aged by the CNB, in 2004 are shown in Table 2.5. The analysis excludes foreign
cash, funds invested on the basis of subscribed f/c CNB bills, funds invested on
the basis of allocated foreign exchange reserve requirements and MoF funds.3

3 Interest earned on funds from subscribed f/c CNB bills and from allocated foreign exchange reserve
requirements is transferred to banks and is therefore excluded from this analysis. Interest earned on MoF
funds is transferred to the said ministry and is also excluded from this analysis.
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Table 2.5 Realised Income and Average Yields on the CNB Foreign Exchange Portoflios Actively Managed in 2004

Annual yield rate

Portfolio Realised income

Average amount invested
2004 2003 2002 2001 2000 1999
EUR 100.30 3,66.14 2.66 2.58 3.79 463 438 2.81
usb 16.54 1,303.59 1.27 1.40 2.38 4.72 6.56 5.02
Source: CNB.
Yields on the CNB Portfolos in EUR The average yields on the euro and US dollar portfo-

lios actively managed in 2004 were 2.66% and 1.27%
respectively. Such yields on the CNB foreign exchange
portfolios reflect increasingly lower interest rates on
US dollar and euro markets in recent years.

In 2004, the Fed raised its benchmark overnight rate
— on five occassions, increasing it by a total of 1.25%
o — percentage points, i.e. from 1.00% to 2.25%. May
2000 was the last time when the Fed raised its interest
rates before 2004. The ECB retained its benchmark
repo rate at the level of 2.00% throughout 2004.

2004 2003 2002 2001 2000 1999

Source: CNB.

m Yields on the CNB Portfolios in USD

Ann

2004 2003 2002 2001 2000 1999

Source: CNB.
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3.1 Characteristics of the Banking Sector

At the end of 2004, the banking sector comprised 37 banking institutions and 4
housing savings banks, which is 4 less than at the end of 2003. The assets of com-
mercial banks made up the dominant 97.8% of total banking sector assets, while
the assets of housing savings banks accounted for the remaining 2.2%.

Table 3.1 shows the changes in the number of banking institutions in 2004 and
the previous two years. During the course of the year three banks merged with
other banks,! while one lost its operating licence and became subject to compul-
sory winding-up proceedings.2 These developments resulted in the number of
banks reducing from 41 at end-2003 to 37 at end-2004, while the number of
housing savings banks remained unchanged.

Table 3.1 Changes in the Number of Banking Institutions

Banks 2002 2003 2004

Number of banks at the beginning of the year 43 46 41
Banks that merged with other banks -3 —4 -3
Banks undergoing winding-up proceedings - -1 -

Banks whose license was revoked - - -1
Savings banks that were granted bank license 7 - -
Foreign bank branch removed from the register -1 - -

Number of banks at the end of the year 46 41 37
Housing savings banks 2002 2003 2004

Number of housing savings banks at the beginning of the year 4 3 4

Housing savings banks that were granted license - 1 -
Housing savings hanks that merged with other housing savings banks -1 - -
Number of housing savings banks (and savings banks) at the end of the year 3 4 4

Source: CNB.

The analysis of the structure of banks by ownership m Re's\lil(;g]nbczr:;fla:zlr(;] tg]{ 8&22:22:3

residence and form of ownership (Figure 3.1) shows end of period
that the total number of banks in 2004 reduced as a 50
consequence of the decrease in the number of banks in

majority foreign ownership. The reason for this is to be 0
found in the continuation of the consolidation process E
in the banking sector and merger of banks with their 20 19
parent banks. The number of banks in total or majority

private ownership of domestic shareholders did not 2
change in 2004.

10 2 0 2
In the reporting three-year period, the share of banks
in majority foreign ownership in total bank assets rose 0
from 90.2% in 2002 to 91.3% in 2004, while the share 2002 2003 2004

[Z] Domestic private ownership 1 Domestic state ownership

I Foreign ownership

Source: CNB.

—_

Riadria banka d.d., Rijeka merged with Privredna banka Zagreb, d.d. Zagreb, Varazdinska banka d.d.,
Varazdin merged with Zagrebacka banka d.d., Zagreb, Dubrovacka banka d.d., Dubrovnik merged with
Nova banka d.d., Zagreb.

Primus banka d.d., Zagreb.

N
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2004

2003

2002

Bank Assets by Shareholder's Domicile®

of banks in majority ownership of domestic shareholders (both private and state)
reduced to 8.7%, from 9.8% (Table 3.2).

Table 3.2 Bank Assets by Ownership Residence and Form of Ownership

Share of assets in total

Banks by ownership residence and form of ownership bank assets
Banks in total or majority private ownership of domestic shareholders 58 5.6 5.6
Banks in total or majority state ownership 4.0 3.4 3.1
Banks in total or majority foreign ownership 90.2 91.0 91.3
Total 100.0 100.0 100.0
Source: CNB.

In 2004, the largest number of banks was owned by
Italian shareholders (7 banks), with the assets of these

end of period

banks making up 45.3% of total bank assets in 2004.
Six banks were owned by Austrian shareholders, while
one was owned by German shareholders and one by
shareholders from Great Britain (Figure 3.2).

426 34 87

>

385 43 90 Table 3.3 shows the number of banks classified in peer
groups by asset size and the share of each group in to-

tal bank assets. The data presented in the Table show
that the largest banks, belonging to Group I (banks
with assets exceeding HRK 5bn), have been increasing

348 48 938

2

0 40 o
O ttaly B Germany
[ Great Britain I Croatia

* For the purpose of this overview the shareholder's domicile means
the head office of a company or residence of the owner (a natural person).
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their share in total bank assets year after year. This
group also saw a 22.5% assets rise in 2004 as com-
pared to 2003, while its share in total bank assets in-
creased from 82.9% in 2003 to 90.0% in 2004. By the
size of their assets, the two largest banks from Group I
dominate the banking sector, accounting for 43.2% of
total bank assets.

60 80 100

B Austria

Source: CNB.

The number of banks in Group I increased from 8 to 9 in 2004. The total assets of
this group of banks went up as compared to 2003 in consequence of the increase
in the number of banks in this group, as well as of the growth in assets of individ-
ual banks and the merger of three Group Il banks with Group I banks.

The number of banks with assets ranging from HRK 1bn to HRK 5bn (Group II)
declined from 11 to 7 in 2004, with their share in total bank assets falling from
12.5 % to 5.7%. The total assets of Group Il banks went down as compared to
2003 in consequence of the abovementioned mergers as well as one bank switch-
ing to Group I due to asset growth. Groups Il and 1V, totalling 21 banks and
comprising banks with assets below HRK 1bn and 0.5bn respectively, accounted
for only 4.3% of total bank assets at the end of 2004.

In 2004, there were four banking groups operating in the banking sector of the

Republic of Croatia and reporting to the CNB on their operations in accordance
with the provisions of the Decision on Consolidated Financial Reports of a




Table 3.3 Bank Groups by Asset Size

Number of banks

[ Banking Sector

Share of assets of peer groups of banks
in total bank assets

Group | Assets exceeding 5,000 9 8 9 79.6 82.9 90.0
Group Il Assets from 1,000 to 5,000 12 11 7 15.2 12.5 5.7
Group Il Assets from 500 to 1,000 7 8 10 2.7 2.7 3.2
Group IV Assets below 500 18 14 11 2.5 1.9 1.1
Total 46 4 37 100.0 100.0 100.0

Banking Group.> The superordinate banks of these groups are as follows:
Zagrebacka banka d.d., Zagreb, Privredna banka Zagreb d.d., Zagreb,
Raiffeisenbank d.d., Zagreb and Nova banka d.d., Zagreb.

The competition among banks has been intensifying, which is reflected in further
interest rate reductions, liberalisation of loan approval terms and increase in
available banking products especially tailored to appeal to different market seg-
ments. One of the novelties introduced in 2004 are housing savings loans indexed
to the Swiss franc, which enabled the approval of housing savings loans at nomi-
nally lower rates. However, the structure of total net loans approved in or indexed
to a foreign currency was dominated by loans approved in or indexed to the euro,
which accounted for a 91.6% share, while loans approved in or indexed to the
Swiss frank made up only 3.8% of total net loans approved in or indexed to for-
eign currency in 2004.

The speedy growth of bank assets has been regulated by a new Decision on the
Classification of Placements and Contingent Liabilities of Banks* in effect as of
the beginning of 2004. A part of this Decision substituted a previous monetary
measure that obligated banks to subscription of low-yield CNB bills. In accor-
dance with the new Decision, banks are obligated to form and maintain additional
reserves for general bank risks if the growth of specific items of their assets and
specific items of their off-balance contingent liabilities exceeds 20%. Excep-
tionally, banks are not required to form reserves for general bank risks if they have
the required capital adequacy ratio.

In 2004, the CNB continued efforts directed at establishing co-operation with su-
pervisory authorities of foreign banks owning Croatian banks as well as banks
owned by Croatian banks. In addition to the Memorandum of Understanding and
Co-operation in Banking Supervision being signed with the agency responsible
for bank supervision in Bosnia and Herzegovina in 2003, positions on future
co-operation with authorities responsible for bank supervision in Austria and It-
aly were harmonised in 2004.

3 Official gazette Narodne novine, No. 17/2003.
4 Official gazette Narodne novine, No. 17/2003.
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New subordinate legislation (decisions and accompanying instructions) passed
by the CNB pursuant to the Banking Act’ in 2003, has been in force as of 1 Janu-
ary 2004. The said decisions and instructions regulate the exposure of banks to
particular types of risks, reporting requirements as well as the conditions for pro-
viding banking and other financial services. The starting point in their creation
was harmonisation with EU guidelines, compliance with recommendations of the
Basel Committee for Bank Supervision, International Accounting Standards
(IAS 32 and IAS 39) as well as other regulations in force in the Republic of
Croatia.

3.2 Balance Sheet Structure of Banks

ANNUAL REPORT 2004

Bank assets totalled HRK 230.2bn® at the end of 2004, up 12.8% on the end of
2003 when total bank assets stood at HRK 204.1bn (Table 3.4). Of the total
number of banks, 33 saw their assets grow, while of the remaining four whose as-
sets reduced one is in the process of being merged with another bank and one is
undergoing winding up proceedings.

Net loans to other clients (non-financial sector) realised the largest absolute
growth in the structure of bank assets, totalling HRK 121.9bn at the end of 2004,
up HRK 14.9bn or 14.3% compared to the end of 2003. Their share in the struc-
ture of bank assets increased from 52.3% at end-2003 to 53% at end-2004.

Total net loans grew at a rate exceeding 20% at 14 banks. The six largest banks,’
whose share in total bank assets stood at 81.8% at end-2004, accounted for
88.1% of the increase in total loans in nominal terms, reflecting their dominant
market position. A decline in approved loans, in nominal terms, was registered at
eight banks, of which five belong to Group IV banks by their asset size.

Figure 3.3, which shows net loans by type of user, indicates that in 2004, the same
as over the previous years, banks directed their lending activities at households.
Household loans predominated in the structure of net loans in Group 1 (49.9%),
Group II (56.1%) and Group IV (52.2%) as evident from Figure 3.4, while cor-
porate loans, with a share of 54.5% predominated in the structure of net loans in
Group III. Net household loans grew at a faster rate (19.1%) than total net loans

5 Official gazette Narodne novine, No. 84/2002.

All financial data are based on preliminary unaudited bank reports for 2004.

7 Zagrebacka banka d.d., Zagreb, Privredna banka Zagreb d.d., Zagreb, Erste & Steierméarkische Bank d.d.,
Rijeka, Raiffeisenbank Austria d.d., Zagreb, HVB Splitska banka d.d., Split and HYPO Alpe-Adria-Bank d.d.,

Zagreb.
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Table 3.4 Structure of Bank Assets

2002 2003 2004
Amount Share Change | Amount Share Change | Amount Share Change
1. Money assets and deposits with the CNB 21,381.9 12.3 -3.6 28,002.6 13.7 30.9 34,891.3 15.2 24.6
1.1. Money assets 2.236.9 1.3 —71.4 2,955.6 1.4 32.1 3,062.1 1.3 36
1.2. Deposits with the CNB 19,151.0 11.0 33.2 25,047.0 123 30.8 31,829.2 13.8 21.1
2. Deposits with banking institutions 20,146.2 11.6 -16.0 31,186.6 15.3 54.8 33,351.1 145 6.9
3. MoF treasury bills and CNB bills 10,116.7 5.8 44 1,820.7 3.8 -22.1 3,580.6 16 -54.2
4. Securities and other financial instruments held for
trading and available for sale 9,023.2 5.2 59.2 7,184.9 3.8 -13.1 16,449.9 1.1 111.3
4.1. Securities and other financial instruments held
for trading 0.0 0.0 0.0 0.0 0.0 0.0 6,545.9 2.8 0.0
4.2. Securities and other financial instruments available
for sale 0.0 0.0 0.0 0.0 0.0 0.0 9,903.9 43 0.0
5. Securities and other financial instruments held to
maturity and bought on issue directly from
the issuer 12,531.7 1.2 3.9 10,7733 5.3 -14.0 1,569.4 3.3 -29.1
5.1. Securities and other financial instruments held
to maturity 0.0 0.0 0.0 0.0 0.0 0.0 6,566.4 29 0.0
5.2. Securities and other financial instruments bought
on issue directly from the issuer 0.0 0.0 0.0 0.0 0.0 0.0 1,003.0 0.4 0.0
6. Derivative financial assets 0.0 0.0 0.0 0.0 0.0 0.0 152.0 0.1 0.0
1. Loans to financial institutions 2,151.8 1.2 45.8 3,057.0 1.5 411 3,289.5 14 1.6
8. Loans to other clients 89,673.9 51.5 39.9  106,730.6 52.3 19.0 1219759 53.0 143
9. Investments in subsidiaries and associates 2,448.2 14 11.3 2,456.0 12 0.3 1,711.0 0.7 -30.3
10. Foreclosed and repossessed assets 3715.4 0.2 -16.0 355.4 0.2 -5.3 343.4 0.1 -3.4
11. Tangible assets (net of depreciation) 3,755.4 22 13 4,094.6 20 9.0 3,795.5 1.6 -8.3
12. Interest, fees and other assets 4,042.3 2.3 -54 3,603.6 18 -10.9 5,220.3 2.3 44.9
13. Net of: Specific reserves for unidentified losses 1,519.4 0.9 21.1 1,750.2 0.9 15.2 1,997.5 0.9 14.1
Total assets 174139.2  100.0 173 204,115.0  100.0 17.2 230,292.4  100.0 12.8
Source: CNB.

(13.8%), reaching HRK 62.3bn in 2004, up by over HRK 10.1bn as compared to
2003.

Five of nine banks from Group I extended predominantly household loans, while
the remaining four, including the one in majority state ownership granted pre-
dominantly corporate loans. Movements in the loan structure of this group
largely contributed to the share of household loans in total bank loans increasing
from 47.7% at end-2003 to 50% at end-2004. Regardless of the growth of corpo-
rate loans in nominal terms, their share in total bank loans reduced from 41.1% in
2003 to 39.6% in 2004.

The share of other loans, including loans to financial institutions, government
units, non-profit institutions and non-residents, accounted for 10.4% of total
loans in 2004, having realised the most prominent share (11.9%) in total loans of
Group I banks. The share of other loans in total loans of other groups ranged
from 1.6% in Group 1V to 6% in Group II.

Bank asset structure reflects a continuance of the strong growth of deposits with
the CNB, which grew by 27.1% in 2004 as compared to 2003 and 66.1% as com-
pared to 2002. The lion’s share of these deposits (78.4%) was made up of reserve
requirements allocated with the CNB, which rose by 29.4% on the previous year.
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Structure of Net Loans by Peer Groups of Banks
end-2004

Net Loans by Type of User m
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Source: CNB. Source: CNB.

In addition to the increase in reserve requirement calculation base a strong con-
tribution to this rise came from the introduction of a new monetary measure — the
marginal reserve requirement. The decision on the introduction of the marginal
reserve requirement instrument was adopted in July 2004. In August, banks allo-
cated for the first time the calculated marginal reserve requirement to a special ac-
count with the CNB. As over the previous periods, banks substantially reduced
their investments in T-bills in 2004, which saw no CNB bills issues. Banks in-
creased their investments in securities and other financial instruments held for
trading and available for sale in 2004, which thus grew by 111.3% on the year be-
fore. Investments in subsidiaries and associates reduced as a result of three banks
merging with other banks in 2004.

Derivative financial assets accounted for only 0.1% of the bank asset structure
at-end 2004. However, the contracted value of derivative financial instruments
shown in banks’ off-balance sheet records totalled HRK 23.8bn and made up
10.3% of bank assets. The major portion of contracted derivative financial instru-
ments (74.9%) is intended for trading, while embedded derivatives and derivative
instruments used as hedging instruments account for the remaining shares with
25% and 0.1% respectively. Derivatives with the exchange rate as the related vari-
able dominate the total contracted value of derivative financial instruments with a
share of 69.1%.

Deposits predominated in the bank liability structure at the end of 2004, account-
ing for 67.4% of total liabilities. Capital made up 8.6% and other sources 24.0%.
The liability structure depended on the bank size (Figure 3.5). The share of capi-
tal in the liability structure of Group I and Group II banks was relatively small
(8.1% and 8.5% respectively), with other sources of funds accounting for more
substantial shares, in contrast to Group Il and Group IV banks.




Deposits grew by 11.6bn or 8.1% in nominal terms (Table 3.5). However, as a re-
sult of total deposits growing slower than received loans their share reduced to
67.4%, from 70.4% at the end of 2003. The shares of all types of deposits in total
liabilities also reduced, with all groups of banks registering similar shares ranging
from 64.3% to 70.6% (Figure 3.5). As over the previous years, the majority of de-
posits were denominated in foreign currency (67.2%).

At 15 banks deposits grew at rates exceeding 20%, while 6 banks registered their
decline as compared to 2003. The six leading banks accounted for 68.5% of the
growth in nominal terms. Household deposits continued dominating the deposit
base of commercial banks with a share of 56%. The lion’s share of household de-
posits, totalling HRK 59.3bn or 78.2%, was made up of time deposits, followed
by savings deposits with a share of HRK 19.7bn. The largest contribution to total
growth of time deposits reaching HRK 10.9bn or 11.6% came from the HRK
6.8bn increase in household time deposits. They accounted for 58.7% of the total
nominal growth, with their share in total deposits going up from 55.3% to 56%.

Total received loans (loans from financial institutions and other loans) grew at a
rate of 23.7%, accounting for 17.3% of total liabilities in 2004. The lion’s share of
total loans was received from foreign financial institutions (76.9%) and the
CBRD (11.4%). Other received loans went up 25.1% on the end-2003, while
loans from financial institutions grew by 19% (Table 3.5). Maturities of 77.8% of
total received loans were longer than 1 year.

Table 3.5 Structure of Bank Liabilities

Banking Sector

]

2002 2003 2004

Amount Share Change Amount Share Change Amount Share Change

1. Loans from financial institutions 4,084.6 23 12.6 1,112.9 3.5 741 8,462.0 3.1 19.0

1.1. Short-term loans 1,184.4 0.7 98.8 3,689.1 1.8 2115 3,592.1 1.6 -2.6

1.2. Long-term loans 2,900.2 1.7 —4.4 3,423.8 1.7 18.1 4869.9 2.1 42.2

2. Deposits 124,471.8 715 18.9 1436928 704 154  155,271.5 67.4 8.1

2.1. Giro account and current account deposits 23,2723 13.4 40.6 25,285.1 124 8.6 25,560.0 11.1 1.1

2.2. Savings deposits 23,980.0 13.8 -9.1 24,770.7 121 33 25,223.3 11.0 1.8

2.3. Time deposits 77,219.6 443 25.0 93,637.0 45.9 213 104,494.2 45.4 11.6

3. Other loans 19,492.6 112 22.2 25,080.3 123 28.1 31,368.3 13.6 25.1

3.1. Short-term loans 4,451.2 2.6 649.4 3,429.0 17 -23.0 5,265.3 2.3 53.6

3.2. Long-term loans 15,041.4 8.6 -2.0 21,651.3 10.6 439 26,103.0 113 20.6
4. Derivative financial liabilities and other

financial liabilities held for trading - - - - - - 260.1 0.1 0.0

5. Debt securities issued 241 0.0 21.6 91.0 0.0 0.0 3,535.0 15 3,543.8

5.1. Short-term debt securities issued 5.2 0.0 0.0 0.0 0.0 -100.0 0.0 0.0 0.0

5.2. Long-term debt securities issued 19.6 0.0 1.0 97.0 0.0 395.3 3,535.1 1.5 3,543.9

6. Subordinated instruments issued 641.3 0.4 89.0 813.6 0.4 26.9 818.3 0.4 0.6

1. Hybrid instruments issued 2,268.9 13 -21 2,261.6 11 -0.3 1,642.8 0.7 =214

8. Interest, fees and other liabilities 6,646.4 3.8 -14.6 6,899.4 34 3.8 9,174.4 4.0 33.0

Total liabilities 157,630.4 90.5 17.0  185951.6 91.1 18.0  210,538.4 91.4 13.2

Total capital 16,508.8 9.5 20.5 18,157.3 8.9 10.0 19,753.9 8.6 8.8

Total liabilities and capital 174139.2  100.0 17.3 2041150  100.0 172 230,2924  100.0 12.8

Source: CNB.
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While debt securities issued by banks registered a substantial growth in nominal
terms as compared to 2003, hybrid instruments reduced as a result of their trans-
fer into share capital.

3.3 Bank Capital

112
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At the end of 2004, bank capital totalled HRK 19.8bn, rising 8.8% as compared to
end-2003 (Table 3.6). This was mostly due to higher current year profit and re-
tained earnings. Share capital went up by 1.7% (HRK 167.5bn in nominal terms).
Over the previous years, share capital has been reducing in total banking capital
which continued in 2004, when share capital accounted for 51.2% of total capital.

At end-2004, banks’ regulatory capital totalled HRK 19.5bn, up 1.3% as com-
pared to end-2003 when it stood at HRK 19.3bn (Figure 3.7). The method for
calculating regulatory capital was amended by the Decision on the Capital Ade-
quacy of Banks,8 applied as of the beginning of 2004. In accordance with the pro-
visions of this new decision regulatory capital is the sum of core capital,
supplementary capital I and supplementary capital 11. Although core capital (re-
duced by deduction items) grew by 0.1% on 2003, due to a more sizable growth
of supplementary capital I, which is included in regulatory capital, the share of
core capital in gross regulatory capital continued declining. At end-2004, core
capital (reduced by deduction items) made up 80.2% of gross regulatory capital.
Supplementary capital I accounted for 19.8% of gross regulatory capital, while
the share of supplementary capital 11 was at a negligible 0.01%.

8 Official gazette Narodne novine, Nos. 17/2003, 120/2003, 195/2003 and 39/2004.




Table 3.6 Structure of Bank Capital

]

Banking Sector

2002 2003 2004
Amount Share Change Amount Share Change Amount Share Change
1. Share capital 9,772.1 59.2 9.0 9,945.6 54.8 1.8 10,113.1 51.2 17
2. Current year profit/loss 1,925.5 11.7 231.8 2,351.6 13.0 22.1 3,141.8 15.9 33.6
3. Retained earnings/loss 860.3 5.2 1.006.0 1,415.0 18 64.5 1,899.0 9.6 34.2
4. Legal reserves 583.5 3.5 -31.6 711.2 3.9 219 718.1 3.6 1.0
5. Total reserves provided for by the articles of
association and other capital reserves 3,367.4 204 135 3,824.0 21.1 13.6 3,882.7 19.7 1.6
5.1. Reserves provided for by the articles of
association and other capital reserves 3,367.4 20.4 135 3,824.0 21.1 13.6 3,885.4 19.7 1.6
5.2. Unrealised gains/losses on value adjustment
of financial assets available for sale 0.0 0.0 0.0 0.0 0.0 0.0 28 0.0 0.0
5.3. Reserves arising from hedging transactions 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
6. Previous year profit/loss 0.0 0.0 0.0 -90.1 0.5 0.0 0.7 0.0 -99.2
Total capital 16,508.8 100.0 205 18,1573 100.0 10.0 19,753.9 100.0 8.8
Source: CNB.
Although their regulatory capital went up, banks’ capi- Structure of Bank Regulatog}di?gel:[ii!
tal adequacy ratio reduced from 16.24% at end-2003
to 14.10% at end-2004. The reason for the continua- 20 —
tion of the decline in the capital adequacy ratio which e o
16,811

started over previous years is to be found in faster
growth of risk-weighted assets over regulatory capital.
In addition, the decline in capital adequacy ratio was
also influenced by the application of the Decision on
the Capital Adequacy of Banks pursuant to which, for
the purpose of calculating the capital adequacy ratio,
risk-weighted assets are increased by the overall for-
eign exchange position exposure to currency risk, by
the capital requirement for position risks, by the capi-
tal requirement for settlement/counterparty risk and
by the capital requirement for exceeding the permissi-
ble exposure limit. Of the total number of banks, eight
banks calculated the capital adequacy ratio by applying
the comprehensive approach.

At end-2004, all banks posted capital adequacy ratios
at levels exceeding the minimum statutory limit of
10%. Capital adequacy ratio of Group I banks was the
lowest at 13.56%, having declined from the previous
year. With a share of 90% in total bank assets this
group of banks had the strongest influence on the capi-
tal adequacy at banking sector level, while other
groups of banks registered capital adequacy ratios ex-
ceeding the one at sector level (Figure 3.9). The high-
est capital adequacy ratio was registered by Group 1V
banks.

Risk-weighted assets went up 14.4% as compared to
2003. In the risk-weighted asset structure assets

billion HRK

2002

[ Core capital
[ Total amounts deducted from all capital categories === Regulatory capital

I Supplementary capital |

2003

2004

W Supplementary capital I

Source: CNB.

Capital Adequacy Ratio

by Peer Groups of Banks
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35
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30
25
20 —
% 19.6
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5 .
0
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Source: CNB.
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Bank Assets Included in Risk-Weighted Assets

bearing the highest risk (risk-weight of 100%) visibly
increased. At end-2004, they accounted for 44.3% of
5 total bank assets (Figure 3.9). The share of assets with

end of period

200

the risk-weight of 0% also increased, making up
4/ 29.9% of total assets. As a result of the rise in shares of

150 511

items bearing higher credit risk in total assets, it also

billion HRK

100

came to the increase in the ratio of total risk-weighted
% assets to total assets, which stood at 51.8% at
end-2004.
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Source: CNB.

3.4 Bank Asset Quality

ANNUAL REPORT 2004

As of 1 January 2004, the quality of bank assets and off-balance contingent liabili-
ties is assessed in accordance with the new Decision on the Classification of
Placements and Contingent Liabilities of Banks. The decision proscribes the cri-
teria for the classification of placements and off-balance sheet contingent liabili-
ties on the basis of which banks are exposed to credit risk, into corresponding risk
groups, as well as the method of forming loan loss provisions related to credit risk
and determining credit exposure of banks. Banks regulate the determination and
monitoring of creditworthiness of persons to which a bank is exposed, as well as
the quality of instruments of collateral, keeping of credit records and records of
assumed contingent liabilities, classification of placements and contingent liabili-
ties into risk groups, provisioning for identified and unidentified losses by their
by-laws.

Depending on a debtor’s creditworthiness, timeliness in meeting their obligations
and collateral quality, bank placements and off-balance sheet contingent liabilities
are classified into three basic risk groups. Risk group A comprises fully recover-
able placements, which are assessed with certainty as fully recoverable. Risk cate-
gory B with sub-categories B1, B2, and B3 encompasses partly recoverable
placements for which it is assessed that they will not be fully recovered. Risk cate-
gory C comprises fully irrecoverable placements, which are assessed as fully irre-
coverable or recoverable only to an insignificant amount. Group B and C
placements are subject to value impairment. Total placements and contingent lia-
bilities of group A are used as the basis for calculation of provisions for unidenti-
fied losses at a rate which in accordance with the policy of each bank may range
from 0.85% to 1.20%.

Increase in lending combined with quality new debtors and adequate instruments

of collateral contributed to the increase of fully recoverable placements (group A)
which increased by 15.7% as compared to 2003 and accounted for 95.5% of total
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Table 3.7 Classification of Bank Placements and Contingent Liabilities by Risk Groups

2002 2003 2004
Placements
Amount Share Amount Share Amount Share
Fully recoverable placements 172,251.3 94.1 200,166.3 94.9 231,593.0 95.5
Partly recoverable placements 6,473.3 35 74758 3.5 6,582.8 2.7
Irrecoverable placements 4,245.4 2.3 3,371.5 1.6 4,359.2 1.8
Total 182,970.0 100.0 211,013.6 100.0 242,535.0 100.0

Source: CNB.

Table 3.8 Value Adjustment and Bank Provisions

‘ 2002 ‘ 2003 ‘ 2004
Total value adjustment against placements and provisions for contingent
liabilities 9,121.2 8,611.5 8,831.5
— value adjustment against placements 7,303.4 6,573.8 6,598.3
— provisions for unidentified losses 1,817.9 2,037.7 2,239.2
Total placements and contingent liabilities 182970.0 211,013.6 242,535.0
Relative ratio of total value adjustment and provisions to total placements
and contingent liabilities 5.0 41 3.6
Source: CNB.

placements (Table 3.7). Partly recoverable placements (group B) decreased in
nominal terms on the year before with their share reducing to 2.7% of total place-
ments. At the same time, irrecoverable placements (group C) increased in nomi-
nal terms thus increasing their share in total

placements. As a result, the share of total bad place- Placements and Contingent Liabilities to

ments (groups B and C) in total gross placements re- 3.10 Value Adjustment and Provisions Ratio
duced to 4.5%, the lowest ratio in the past three years. Py peer roups of bk, end of perod
Total value impairments and provisions for contingent 10

liabilities, which include provisions for unidentified

losses, went up by 2.6% (Table 3.8) on 2003, thus re- 8 N

versing the previously observed downward trend in

nominal terms. However, resulting from the increased 6

rate of growth of placements and contingent liabilities %

(14.9%) and better quality of positions exposed to i B

credit risk their share in total placements continued

falling: from 5% in 2002 to 4.1% in 2003 and 3.6% in 2 B B

2004. Of all groups of banks only Group IV banks in-

creased the coverage of placements and contingent lia- 0 - - o ol _ -

bilities by value impairment and provisions, which

totalled 6.7% at the end of 2004 (Figure 3.10). 9 LR R

Source: CNB.
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3.5 Bank Earnings Quality

In 2004, banks reported a pre-tax profit of HRK 3,692.8m. Of the total number
of banks, 35 earned pre-tax profit of HRK 3,728.7m, while two banks, one having
merged with another bank and one having wound-up its operations posted losses
in the total amount of HRK 35.9m.

Table 3.9 Bank Income Statement

2002 2003 2004
Amount Change Amount Change Amount Change
Total interest income 9,919.4 9.6 11,093.7 118 11,825.0 6.6
Total interest expenses 4,655.0 6.3 4784.2 2.8 5,368.3 12.2
Net interest income 5,264.4 12.7 6,309.5 19.9 6,456.8 2.3
Total income from commissions and fees 2,611.2 50.3 3,010.5 153 3,082.5 2.4
Total expenses on commissions and fees 1,238.8 192.9 1,528.4 23.4 1,440.6 -5.7
Net income from commissions and fees 1,372.5 44 1,482.1 8.0 1,641.9 10.8
Other non-interest income 1,580.1 29.6 1,493.8 5.5 1,818.6 21.7
Other non-interest expenses 693.1 -55.6 788.2 13.7 617.5 -21.7
Net other non-interest income 887.0 -359.2 705.6 —20.4 1,201.1 70.2
Net non-interest income 2,259.5 132.5 2,187.8 -3.2 2,843.1 30.0
General administrative expenses and depreciation 4427.2 12.4 43831.8 9.1 5,055.3 4.6
Net operating income before loss provisions 3,096.6 81.5 3,665.5 18.4 42445 15.8
ijep:trilf?:j I(;nS;/:SIue adjustment and provisions for 156.0 9373 1356 1792 3336 931
Expenses on provisions for unidentified losses 395.9 -33.9 219.3 —44.6 218.1 0.5
Total expenses on loss provisions 551.9 14.7 654.8 18.7 551.7 -15.7
Income/loss before taxes 2,544.8 107.8 3,010.7 18.3 3,692.8 22.1
Income tax 470.0 38.5 504.0 1.2 551.0 9.3
Current year profit/loss 2,074.8 134.4 2,506.7 20.8 3,141.8 25.3
Source: CNB.
Income from Interest-Bearing Assets and ~~ As compared to previous years, when it saw much
m Expenses on Interest-Bearing Liibilitigi higher growth rates (Table 3.9), at the end of 2004 net
ena ot perio

interest income grew only 2.33% on a year ago. How-
ever, average interest income (interest income mea-
sured in relation to average interest-bearing assets)
6 41— declined from 6.3% in 2003 to 5.8% in 2004 (Figure
3.11). At the same time, average interest expenses (in-
terest expenses measured in relation to average inter-
34 est-bearing liabilities) registered a smaller decline than
— average interest income (from 2.9% to 2.8%) thus re-

, 1 ducing the spread.

L 3.5

A sizeable reduction in non-interest expenses (11.2%)

and a rise in non-interest income (15.7%) led to a

I et incomeaverage nterst bearing asses faster growth of net non-interest income, which in-

I Interest expenses/average interest-bearinglablfies creased by 29.9%. The largest contribution to the rise
e, Spread . . .

s, Of non-interest income came from the earnings from

2002 2003 2004
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Operating Efficiency by Peer Groups of Banks
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securities trading and equity investment. Net operating income before loss provi-
sions went up 15.8% as compared to the previous year.

Expenses for loan loss provisions reduced by 15.8%, due among other things to
the predominant share of less risky household loans in total newly approved
loans. Income after tax increased by 25.3% as compared to 2003 thus pushing up
the profitability indicators. Return on average assets went up from 1.59% at the
end of 2003 to 1.70 at the end of 2004, while the return on average equity rose
from 14.46% to 16.57% (Figure 3.12). The largest impact on the efficiency of the
entire banking sector came from large banks belonging to Group I banks, which
managed their resources more successfully than banks in other three groups, thus
generating 94.1% of income before tax (Figure 3.13).

3.6 Bank Liquidity

The banking sector was liquid in 2004, with banks having no problems in servic-
ing their obligations. Received deposits totalled HRK 15.5bn at the end of 2004,
up 8.1% from 2003, while, at the same time, extended loans increased by 13.8%.
The ratio of total deposits to total loans increased from 76.6% to 80.7%.

Total received loans in 2004 increased by 23.7% as compared to 2003. Since
their growth outstripped the growth of assets, the ratio of received loans to total
assets increased from 15.8%% at end-2003 to 17.3% at end-2004 (Table 3.10).
Foreign financial institutions accounted for the largest share of received loans
(75.5%), while loans from foreign majority owners made up 27.5% of bank fi-
nancing. The increase in loans received from financial institutions contributed to
a rise in net interbank position,® which went up from 13.2% to 15.3% in 2004.

9 The difference between assets placed with financial institutions and assets received from financial
institutions relative to total assets.
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m Bank Assets/Liabilities Match by Maturity

Table 3.10 Bank Liquidity Ratios

‘ 2002 ‘ 2003 ‘ 2004
Received deposits/extended loans 74.1 76.6 80.7
Received loans/total assets 13.5 15.8 173
Net interbank position 10.7 13.2 15.3

Source: CNB.
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Banks maintain and adjust assets and liabilities by ma-
turity structure for liquidity management purposes.
Maturity structure (mis)match represents the differ-
ence between net assets and liabilities (not including
capital) with the same period until maturity. At
end-2004, short-term liabilities with maturity in up to
one year exceeded short-term assets, with 85.3% of
banks’ short-term liabilities being covered by
short-term assets. Liabilities with the shortest time un-
til maturity (up to one month) exceeded assets by HRK
10.4bn, which made up 4.6% of total assets. The cu-
mulative mismatch, totalling HRK 23.1bn, was largest
at the end of short-term period (Figure 3.14). In the
long-term (remaining period until maturity exceeding
one year) banks assets started exceeding their liabili-
ties, thus reducing the cumulative mismatch.

3.7 Performance of Housing Savings Banks

At the end of 2004, total assets of housing savings banks amounted to HRK
5.2bn, up 48.4% on 2003. The number of housing saving banks operating in the
Republic of Croatia remained unchanged with 4 housing savings banks being
present in the market, same as in 2003. Although housing savings banks account
for only 2.2% of total bank assets, individual housing saving banks surpassed
many commercial banks by the size of their assets. If they were banks, the assets
size of two housing saving banks, which in each case exceeds HRK 2bn, would
place them in the second group of peer banks, while the remaining savings banks
would belong to Group I11 or Group IV.

At the end of 2004, securities and other financial instruments available for sale ac-
counted for the largest share (41.1%) in total assets of housing savings banks,
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followed by T-bills (14.9%) and securities and financial instruments held until
maturity (10.5%) and loans to financial institutions (9.0%). Securities, that is,
bonds and other long-term debt instruments issued by the Republic of Croatia
and central government funds dominated the securities portfolios. Investments in
securities available for sale included investments in bonds and other long-term in-
struments issued by the Republic of Croatia (94.3%) as well as bonds and other
long-term debt instruments issued by central government funds (3.9%), with in-
vestments in bonds and other long-term instruments of the CBRD and banks ac-
counting for the remaining share.

Table 3.11 Structure of Housing Savings Bank Assets

Banking Sector

]

2002 2003 2004
Amount Share Change | Amount Share ge | Amount Share Change
1. Money assets and deposits with the CNB 19.1 0.9 23.1 0.0 0.0 -100.0 0.0 0.0 0.0
1.1. Money assets 0.0 0.0 -33.3 0.0 0.0 -56.3 0.0 0.0 0.0
1.2. Deposits with the CNB 19.1 0.9 23.8 0.0 0.0 -100.0 0.0 0.0 0.0
2. Deposits with banking institutions 21.2 1.2 192.9 25.9 0.7 4.9 332.4 6.4 1,185.5
3. MoF treasury bills and CNB bills 561.5 25.1 38.7 748.9 213 33.4 780.8 14.9 43
4. Securities and other financial instruments held for
trading and available for sale 1,149.6 52.6 145.3 766.8 21.8 -33.3 2398.1 45.9 212.1
4.1. Securities and other financial instruments held
for trading - - - - - - 250.2 48 -
4.2. Securities and other financial instruments available
for sale - - - - - - 2,148.0 411 -
5. Securities and other financial instruments held to
maturity and bought on issue directly from
the issuer 211.8 12.1 -11.2 1,521.9 434 450.1 623.1 119 -59.2
5.1. Securities and other financial instruments held
to maturity - - - - - - 548.2 10.5 -
5.2. Securities and other financial instruments bought
on issue directly from the issuer - - - - - - 75.0 1.4 -
6. Derivative financial assets - - - - - - 0.0 0.0 -
1. Loans to financial institutions 10.1 0.5 13.8 2114 6.0 2,002.7 469.0 9.0 121.8
8. Loans to other clients 91.3 4.2 688.0 181.8 5.3 105.6 372.9 1.1 98.6
9. Investments in subsidiaries and associates 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -
10. Foreclosed and repossessed assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -
11. Tangible assets (net of depreciation) 20.5 0.9 28 19.0 0.5 -14 8.7 0.2 -54.0
12. Interest, fees and other assets 30.8 14 23.1 39.1 11 21.1 261.6 5.0 569.0
13. Net of: Specific reserves for unidentified losses 1.6 0.1 396.8 6.3 0.2 297.8 23.1 0.4 269.1
Total assets 2,186.3 100.0 68.3 3,520.4 100.0 61.0 52235 100.0 484
Source: CNB.

Time deposits were dominant in the liability structure of housing savings banks at
the end of 2004 with a share of 90.5%, followed by interests, fees and other liabili-
ties (6.2%) and capital (3.0%). Although time deposits registered the biggest in-
crease of HRK 1.5bn in nominal terms, their share in total liabilities of housing
savings banks reduced by 2.2 percentage points, to 90.5% at the end of 2004.
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Table 3.12 Structure of Housing Savings Bank Liabilities

1. Loans from financial institutions 0.0 0.0 0.0 0.4 0.0 0.0 0.0 0.0 -100.0
1.1. Short-term loans 0.0 0.0 0.0 0.4 0.0 0.0 0.0 0.0 -100.0
1.2. Long-term loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

2. Deposits 2,012.9 92.1 76.9 3,265.1 92.1 622 4728.2 90.5 448
2.1. Giro account and current account deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2. Savings deposits 0.0 0.0 0.0 0.1 0.0 13,000.0 0.1 0.0 -32.8
2.3. Time deposits 2,012.9 92.1 76.9 3,265.0 92.7 622 47282 90.5 44.8

3. Other loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.1. Short-term loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.2. Long-term loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

4. Derivative financial liabilities and other financial
liabilities held for trading - - - - - - 49 0.1 -

5. Debt securities issued 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
5.1. Short-term loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
5.2. Long-term loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

6. Subordinated instruments issued 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

1. Hybrid instruments issued 0.0 0.0 -100.0 10.7 0.3 0.0 10.7 0.2 0.3

8. Interest, fees and other liabilities 36.3 17 -24 89.4 2.5 146.2 324.1 6.2 262.5

Total liabilities 2,049.2 93.7 73.0 3,365.6 95.6 642 50679 97.0 50.6

Total capital 1311 6.3 20.0 154.8 44 129 155.6 3.0 0.5

Total liabilities and capital 2,186.3 100.0 68.3 3,520.4 100.0 61.0 52235 100.0 484

Source: CNB.

Total housing savings bank capital amounted to HRK 155.6m at the end of 2004,
which is up by a mild 0.5% on a year earlier. The structure of housing savings

Table 3.13 Structure of Housing Savings Bank Capital

1. Share capital 163.4 1191 -5.6 1934 1249 18.4 2034 130.7 5.2
2. Current year profit/loss 33.8 24.1 -325.5 -9.3 6.0 -121.6 122 18 -
3. Retained earnings/loss -13.2 -53.4 32.1 -51.5 -33.2 -29.1 —63.4 —40.8 23.3
4. Legal reserves 0.3 0.2 631.7 15 1.0 400.0 35 2.2 132.1
5. Total fes.erves provided fo.r by the articles of 129 94 110 20.7 134 611 0.0 0.0 1000
association and other capital reserves
5.1. Reserves provided for by the articles of
- . - - - - - - 0.0 0.0 -
association and other capital reserves
5.2. Unrealised gains/losses on value adjustment
of financial assets available for sale - - - - - - 0.0 0.0 -
5.3. Reserves arising from hedging transactions - - - - - - 0.0 0.0 -
6. Previous year profit/loss 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total capital 137.1 100.0 20.0 154.8 100.0 129 155.6 100.0 0.5

Source: CNB.
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bank capital reflects a rise in share capital and current year profit, but also in the
share of retained loss. No housing savings bank reported reserves provided for by
the articles of association and other capital reserves.

At the end of 2004, the capital adequacy ratio of housing savings banks stood at

27.6%, slightly down from 31.0% in 2003. Their regulatory capital totalled HRK
152.5m.

Table 3.14 Classification of Housing Savings Bank Placements and Contingent Liabilities by Risk Groups

2002 2003 2004
Placements
Amount Share Amount Share Amount Share
Fully recoverable placements 889.4 100.0 2,717.3 100.0 2,648.8 99.9
Partly recoverable placements 0.0 0.0 0.2 0.0 0.7 0.1
Irrecoverable placements 0.0 0.0 0.0 0.0 0.1 0.0
Total 889.4 100.0 2,111.5 100.0 2,649.6 100.0

Source: CNB.

At the end of 2004, fully recoverable placements and contingent liabilities made
up 99.9% of total placements and contingent liabilities of housing savings banks,
while partially recoverable placements and contingent liabilities accounted for the
remaining 0.1%.

Table 3.15 Value Adjustment and Housing Savings Bank Provisions

2002 2003 2004
Total value adjustment against placements and provisions for contingent liabilities 0.0 6.5 23.5
— value adjustment against placements 0.0 0.1 0.2
— provisions for unidentified losses 0.0 6.4 233
Total placements and contingent liabilities 889.4 2,111.5 2,649.6
Relative ratio of total value adjustment and provisions to total placements and contingent liabilities 0.0 0.2 0.9

Source: CNB.

Due to changes in regulations and a new system of recording business events in
application as of the beginning of 2004, total placements and contingent liabilities
of housing savings banks reported at the end of 2004 reduced by 2.5%. This re-
sulted from the fact that housing savings banks entered investments in securities,
which in accordance with previous regulations were regarded as placements, into
books as portfolio of securities available for sale, which in accordance to new reg-
ulation are not reported as placements. However, despite the reduction in place-
ments and contingent liabilities, loans to other clients, grew by 98.6%, thus
increasing their share in the balance sheet structure from 5.3% to 7.1%.
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The ratio of total value adjustment and provisions for contingent liabilities to total
placements and contingent liabilities of housing savings banks stood at 0.9% at
the end of 2004, which is a rise of 0.7 percentage points as compared to 2003.
The relative ratio of total value adjustment and provisions to total placements and
contingent liabilities of housing savings banks grew by 261.2% on 2003 as a re-
sult of the reduction in total placements paired with the rise in total value adjust-
ments.

At the end of 2004, the share of provisions for unidentified losses in total value
adjustment and provisions of housing savings banks made up 99.1%. Their
amount increased by 265.2% over the period in question, reaching HRK 23.3m at
the year end.

In 2004, housing savings banks reported pre-tax profit of HRK 13.8m. Of four
housing savings banks, three reported a profit in the total amount of HRK 19.1m,
while one reported a loss of HRK 5.4m.

Net interest income of housing savings banks reduced by 0.8% at the end of 2004
as a consequence of larger relative growth of interest expenses, which rose by

Table 3.16 Housing Savings Bank Income Statement

2002 2003 2004
Amount Change Amount Change Amount Change
Total interest income 94.9 73.1 152.0 60.1 205.3 35.0
Total interest expenses 51.7 110.2 90.2 74.4 143.9 59.6
Net interest income 432 4338 61.8 43.0 61.3 038
Total income from commissions and fees 60.9 0.4 84.7 39.0 90.2 6.5
Total expenses on commissions and fees 20.7 16.1 21.5 3.8 1.6 —64.5
Net income from commissions and fees 40.2 —6.1 63.2 57.1 82.6 30.6
Other non-interest income 54.0 4193 -3.1 -105.8 456 -
QOther non-interest expenses 24.9 -39.8 29.4 17.8 40.7 38.6
Net other non-interest income 29.0 - -32.5 -212.1 4.9 -
Net non-interest income 69.3 484.4 30.7 -55.7 87.5 184.9
General administrative expenses and depreciation 71.4 36.6 96.7 24.9 118.1 22.2
Net operating income before loss provisions 35.1 - 4.2 -111.8 30.7 -
Expenses on value adjustment and provisions for identified
losses 0.0 -185.7 0.1 -872.2 0.1 -35.3
Expenses on provisions for unidentified losses 1.3 499.1 48 269.3 16.9 255.0
Total expenses on loss provisions 1.3 438.1 49 285.5 17.0 246.8
Income/loss before taxes 33.8 - -9.1 -126.8 138 -
Income tax 0.0 0.0 0.3 0.0 1.5 453.2
Current year profit/loss 33.8 - -9.3 -121.6 12.2 -

Source: CNB.
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59.6%, over interest income, which rose by 35.1%. However, net income from
fees and commissions and net other non-interest income grew at substantial rates
in 2004. Net income from fees and commissions rose as a result of the 6.5% rise
in total income from fees and commissions paired with the 64.5% reduction of to-
tal expenses on fees and commissions.

Housing savings banks have been operating for seven consecutive years. There-
fore, it is expected that they will register substantial income from interest on loans
over the years to come since they will start granting a larger number of housing
loans based on housing savings agreements with large contracted amounts, which
require a minimum of 5 years of saving.

Banking Sector
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4.1 Interbank Payment Systems

The settlement of payment transactions through the CLVPS and the NCS was
conducted in accordance with the rules on settlement in interbank payment sys-
tem without any larger deviations as regards the time of settlement prescribed by
payment execution schedule. In 2004, there were no occurrences that could in
any way compromise the stability and safety of interbank systems as the basic pay-
ment transaction infrastructure in the country.

In accordance with the data on interbank payment operations in 2004, the num-
ber and value of payment transactions executed through both interbank systems
grew on the year before.

In 2004, an average of 9,500 transactions was settled monthly through the
CLVPS, with the average value of a payment transaction totalling HRK
11,946,034. As compared to 2003, the number of transactions settled through
the CLVPS increased by some 6%, while the increase observed as regards to the
value of transactions totalled as much as 32%.

Analysed by type of payment message the largest share of payment transactions

effected through the CLVPS in 2004 (64% of the total number of payment mes-
sages) was made up by interbank payment transactions: MT202.

Table 4.1 CLVPS — Payment Transactions Executed in 2004

Average value per

Transaction value Transaction number payment transaction

¢ = (a/h)
January 100,971,435,138 8,725 11,572,657
February 121,949,524,016 8,558 14,249,769
March 114,852,787,912 10,721 10,712,880
April 99,538,944,871 9,170 10,854,847
May 80,193,519,035 7,790 10,294,418
June 86,637,048,301 7,609 11,386,128
July 158,497,923,282 10,890 14,554,447
August 121,406,109,797 10,320 11,764,158
September 137,527,419,184 10,399 13,225,062
October 101,581,690,184 9,321 10,898,154
November 111,281,245,179 9,432 11,798,266
December 127,661,045,695 11,086 11,515,519
Total 1,362,098,692,595 114,021 -
Average 113,508,224,383 9,502 11,946,034

Source: CNB.
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The average number of transactions settled through NCS totalled some 9.3 mil-
lion transactions a month, with the average value of a payment transaction
amounting to HRK 5,859. Payments effected through NCS in 2004 increased
mildly on the previous year, while the increase in value of transactions over the
same period totalled 11%.

The largest number of payment transactions effected through the NCS (75%)
was settled during the second and the third clearing cycle, while the largest value
of transactions (more than 48%) was settled during the third clearing cycle.

Table 4.2 CLVPS — Overview of Payment Transactions Executed in 2004

‘ 2003 ‘ 2004
Transaction value 1,033,497,615,081 1,362,098,692,595
Transaction number 107,165 114,021
Transaction average value 9,643,985 11,946,034

Source: CNB.

Table 4.3 CLVPS — Change in the Number of Payment Messages in 2004, by type

MT103 MT202 Direct transfer Total
Month
1 2 3 4=(1+2+3)
January 1,436 5,613 1,676 8,725
February 1,448 5,456 1,654 8,558
March 1,744 7,075 1,902 10,721
April 1,475 5975 1,720 9,170
May 1,349 4,724 1,717 7,790
June 1,412 4,632 1,565 7,609
July 2,008 7,111 1,771 10,890
August 1,605 7,023 1,692 10,320
September 1,902 6,733 1,764 10,399
October 1,678 6,087 1,556 9,321
November 2,017 5,769 1,646 9,432
December 2,512 6,752 1,822 11,086
Total 20,586 12,950 20,485 114,021
Average 1,716 6,079 1,707 9,502
Structure (%) 18 64 18 100
Source: CNB. « Note: MT103 — Single Customer Credit Transfer

MT202 — General Financial Institution Transfer
Direct transfer — transfer of funds by the CNB directly debiting the account
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Table 4.4 NCS — Payment Transactions Executed in 2004

Average value per

Transaction value Transaction number payment transaction

January 45,122,683 ,871 8,085,812 5,580
February 46,233,484,964 8,076,344 5,125
March 52,572,430,210 9,521,741 5,521
April 55,274,061,021 9,410,719 5874
May 52,375,529,501 9,401,038 5571
June 51,687,645,807 9,274,613 5,573
July 66,119,161,561 9,904,171 6,676
August 52,153,055,468 9,298,411 5,609
September 59,216,655,404 9,547,709 6,202
October 52,847,949,189 9,202,860 5,743
November 55,552,683,879 9,543,933 5,821
December 64,796,480,757 10,352,587 6,259
Total 653,951,821,633 111,619,938 -

Average 54,495,985,136 9,301,662 5,859

Source: FINA.

Table 4.5 NCS — Overview of Payment Transactions Executed in 2004

‘ 2003 ‘ 2004
Transaction value 591,427,550,489 653,951,821,633
Transaction number 110,023,890 111,619,938
Transaction average value 5,375 5,859

Source: FINA.

Table 4.6 NCS — Total Value and Number of Payment Transactions by Clearing Cycles in 2004

‘ I clearing cycle ‘ Il clearing cycle ‘ Il clearing cycle ‘ Total
Transaction value 127,962,084,041 208,258,355,730 | 317,731,381,862 | 653,951,821,633
Structure 20 32 48 100
Transaction number 28,169,447 45,963,223 37,487,268 111,619,938
Structure 25 41 34 100

Source: FINA.  Note: | clearing cycle —from 18.15 -1 t0 8.30 TO
Il clearing cycle — from 8.30 TO to 12.30 TO
Il clearing cycle — from 12.30 T0 to 18.15 TO
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NCS — Number of Payment Transactions
4.1 by Clearing Cycles in 2004

: In 2004, the messaging system within the CLVPS mi-
Il clearing cycle Ideazr?icyc'e grated to SWIFTNet technology that relies on a new
34% communication protocol for access to SWIFT net-
work. The migration encompasses all CLVPS partici-
pants: banks and the CNB.

Il clearing cycle
4% SWIFTNet technology enables interactive file and
message exchange, as well as information search
(browse) in a completely secure environment. The new
SWIFT generation includes SWIFTNet FIN
messaging infrastructure based on an IP protocol
which supplements the traditional FIN, which was

based on X.25 protocol.

Source: FINA.

As of the beginning of May 2004, the CNB has been charging a service fee to
banks participating in settlement through the CLVPS. The monies obtained in
this way are used to cover the costs connected with maintenance and develop-
ment of the system. The CNB thus joined the practice observed by other central
banks and defined by EU guidelines regulating the method for forming the prices
of the abovementioned services.
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4.2 Interbank/Interinstitutional Co-operation
in the Area of Payment Operations

The National Payment System Committee, consisting of the representatives of
the Ministry of Finance, Croatian National Bank, the Croatian Banking Associa-
tion, and the Banking and Finance Department of the Croatian Chamber of the
Economy held four sessions in 2004, discussing various pressing issues as re-
gards the domestic payment system. In accordance with its authorities as regards
different issues, the Committee reached conclusions and issued recommenda-
tions on procedures to be followed in payment operations.

In addition, the Committee adopted the recommendation on collection of statistical
data as regards payment operations, which are to be collected from banks and
credit card issuing companies, aimed at meeting international standards and en-
abling the monitoring of payment operations developments within defined periods.
The first reports on payment operations will be delivered to the CNB in July 2005.

The amended Decision on the Execution of Payment Orders from the Funds in
Payer’s Accounts Held with Different Banks stipulates a unique way of dealing
with bills of exchange in payment operations.

As a result of the needs of all domestic payment system participants a conclusion
was reached to expand the existing URBEA to include payment accounts of the
Republic of Croatia maintained by the CNB (account type “17”) prescribed by
the Order on the Manner of Budget Revenue Collection, Collection of Contribu-
tions and Revenues for Financing Other Public Needs.

The members of the Committee issued an opinion in connection with the pro-
posed amendments of the Foreclosure Act, especially the part regulating payment
operations, which was communicated to the Ministry of Finance, that is, to the
sponsors of the Act on Amendments to the Foreclosure Act.

As part of its activities, the Committee adopted conclusions on the dynamics and

manner of introduction of the IBAN into the country’s banking system, so the
CNB prescribed a unique structure of the Croatian IBAN.

The Council of participants in the NCS, which was established in 2004, and con-
sists of representatives of banks and representatives of the CNB and FINA held
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three special sessions dedicated to discussing the possibilities of technical and
technological development of the NCS as well as improvement of its functionality
and regulations governing the NCS operations.

At the said sessions the Council also discussed the activities of the NCS planned for
2005, reached conclusions as regards the new manner of determining tariffs for
NCS services, issued a proposal of a revised Technical and Technological Instruc-
tion for Settlement through NCS, discussed topics connected to the utilisation of
statistical data on payments executed through the NCS. As part of the said sessions,
presentations were held on the development of payment systems in Europe.

4.3 National Payment System Survey

ANNUAL REPORT 2004

Significant changes in the national payment system in the past few years and the
introduction of completely new technical and technological solutions for manag-
ing accounts of business entities by banks, created a need for a comprehensive
analysis to evaluate the activities carried out so far in the context of payment sys-
tem and to assess the current functioning of the payment system as a whole.

For the purpose of conducting a survey which would cover the entire territory of
the Republic of Croatia, with the functioning of the payment system as its primary
aim, the CNB engaged an independent agency specialising in market and public
opinion research which uses European standards in its work to conduct the sur-
vey.

The survey conducted during May and June 2004 covered the entire country and
included two target groups: banks as institutions responsible for executing pay-
ment transactions in the country and business entities (comprising companies
and craftsmen) as end users in the payment system. The survey included all banks
licensed in the Republic of Croatia and 505 companies and 111 craftsmen as a
representative selection of business entities operating in the Republic of Croatia,
chosen in accordance with territorial criteria, size (in terms of staff), and type of
activity.

Banks found the new payment system to be more functional and to have a better
infrastructure than the old payment system. As many as 95% of bank representa-
tives responded that they were mainly or fully satisfied with the results of the pay-
ment system reform. For the most part, banks’ representatives evaluated
favourably both systems for interbank payments in the country (CLVPS and
NCS) and particularly expressed their satisfaction with the CLVPS. In terms of
its functionality, the technology it uses and the prescribed methodology of work,
the CLVPS was rated high by most banks, while as many as 30% of banks rated it
excellent.

The results of the survey point to a significant growth and development of services

provided by banks to their clients. In particular this refers to the high percentage
of banks (75%) which offer Internet payments to their customers. Internet pay-




ments contribute to lower payment transaction costs as fees for electronic pay-
ment orders are much lower than those for classical payment orders in paper
form.

Most banks (some 60%) have their ATMs where clients can withdraw cash thus
reducing the need for the provision of this type of service through bank counters.
Most banks’ clients may also use ATMs of other banks and around 50% of banks
have their own POS devices installed.

As regards banks’ preparedness for payment system reform, most of the respon-
dents stated that they were satisfied with the way banks managed their regular op-
erating accounts. Customer satisfaction was particularly large when it comes to
business organisation and the level of technical and technological equipment. The
majority of respondents (over 80%) agreed that the number of payment transac-
tion services increased in comparison with the old system. The results of the sur-
vey showed that the majority of large companies were well informed about the
laws and regulations governing the national payment system, while 30% of re-
spondents from smaller companies and craftsmen said that they were not familiar
with the relevant legislation.

As regards respondents’ familiarity with and the use of Internet banking services,
the survey showed this type of service to be extremely well-accepted and its use to
be steadily increasing. Over 90% of respondents stated that their banks offered
Internet banking services (or some other form of e-banking), and 70% of large
and medium-size companies reported using such services. The survey showed
that all users of Internet banking found this type of service to be mostly or fully
contributing in terms of facilitating their business operations, while half of the re-
spondents claimed that they helped them reduce their costs. In this segment too,
craftsmen scored poorly. Only one third of them said that they used Internet
banking. Over 60% of companies, both small, medium-size and large, reported
using payment cards as a means of payment, with credit cards prevailing in com-
parison with debit cards. Only one third of surveyed companies reported using
ATMs. Most of them use them only for disbursements and a smaller number re-
ported using them for both disbursements and payments. Over 40% of craftsmen
use ATMs. The use of ATMs is wider in Zagreb and the surrounding area than in
the other parts of the country, which is logical in view of larger concentration of
banks in this region.

Overall, respondents (business entities) were generally very happy with payment
system services offered by their banks. Over 90% of all surveyed companies and
85% of all surveyed craftsmen said they were mostly or completely happy with the
payment system services.

The results of the survey showed a high level of success of the payment system re-
form in the country. The analysis of the results of the survey showed that the ma-
jority of respondents found the new payment system to be better than the previous
system. The new payment system was found to promote competition in the bank-
ing system and improve clients’ business relations with banks which led to the de-
velopment of new payment system services and reduced costs. It is evident from
the survey that new technology enabling different electronic payments is develop-
ing rapidly, thus reducing the costs of the payment system as a whole.

[ Payment Operations
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The importance of the results of the survey also lies in the fact that they helped
point to the relevant services in the CNB and in the banks to certain areas of the
payment system where there is need for improvement.

4.4 Unified Register of Business Entities’
Accounts (URBEA)

ANNUAL REPORT 2004

As shown by URBEA data as at 31 December 2004, the total number of registered
business entities in the Republic of Croatia was 257,316, of which 130,108 were
legal persons (50.56%), 116,334 (45.21%) were natural persons carrying out a
registered activity (craftsmen), and 10,874 (4.23%) were free-lancers.

Business entities had a total of 313,986 regular operating accounts in banks, or
1.22 accounts on average per each business entity.

Of the total of 257,316 business entities at end-2003, 204,432 (79.45%) were
liquid, while 52,884 (20.55%) of them had registered arrears (blocked accounts).

Of the total number of regular operating accounts, 252,642 (80.46%) were lig-
uid, while 61,344 (19.54%) were blocked (registered arrears).

Table 4.7 Business Entities

Number Share Number Share

1. Legal persons 124923 50.89 130,108 50.56

2. Natural persons (craftsmen) 110,253 4491 116,334 4521

3. Free-lancers 10,308 420 10,874 423

Total 245,484 100.00 251,316 100.00
Source: FINA.

Table 4.8 Bussines Entities by Liquidity

2003 2004
Number Share Number Share
1. Liquid business entities 197,597 80.49 204,432 79.45
2. lliquid (blocked) bussines entities 47 887 19.51 52,884 20.55
Total 245,484 100.00 251,316 100.00

Source: FINA.
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Table 4.9 Regular Operating Accounts

Number Share Number Share

1. Liquid accounts 243,574 82.06 252,642 80.46

2. lliquid (blocked) accounts 53,255 17.94 61,344 19.54

Total 296,829 100.00 313,986 100.00
Source: FINA.
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Table 4.10 Average Number of Regular Operating Accounts per Business Entity

| 2003 | 2004

Average number of accounts per business entity 1.21 1.22

Source: FINA.
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5.1 Currency Department Operations

On 31 December 2004, the balance of cash in circulation totalled HRK 10.95bn,
which was a rise of 3.6% in comparison to the end of 2003. The growth of cash in

circulation by 3.6% in 2004 was 5.6 percentage points lower than the growth rate
of 9.2% observed in 2003.

On 31 December 2004, there were 100.4 million banknotes, valued at HRK
10.4bn, outside the vaults of the CNB and cash supply centres.

Compared with late 2003, the quantity of banknotes m Cashin CLE“J&ESOZ
outside the vaults rose by 6% in 2004, while the total
value of banknotes outside the vaults went up by 3.3%.

12,000
The total number of banknotes in circulation increased 11,500 A
in 2004 by 5.7 million as compared to 2003, of which _\
banknotes in denomination of 10 kuna accounted for HL000
1.8 million or 31.6%. The real growth of the number of
banknotes in denominations of 200, 100, 50 and 20
kuna in circulation (the difference between the total 10,000
rise of the number of banknotes of these denomina-
tions in circulation, the 2001 and the 2002 issues and
the number of the withdrawn worn out banknotes, the
1993 issue) totalled 3.7 million banknotes or 64.9%.
As for banknotes in denominations of 1000 and 500
kuna, their number went up by 0.2 million or 3.5%. — 2004 — 200
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Change in the Number of Coins in Circulation
in 2004 as Compared to 2003
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5.2 Supply with Cash

The total number of banknotes in circulation in de-
nomination of 5 kuna reduced by 0.3 million because
the need for banknotes of this particular denomination
is primarily met by coins of the same denomination.

Of banknotes in circulation, banknotes in denomina-
tions of 200 kuna, with a 23% share, and of 100 kuna,
with a share of 21%, were the most numerous and ac-
counted for HRK 6.6bn or 64% of the total value of
banknotes in circulation in 2004. The said two denom-
inations are predominantly used by banks to effect
ATM payments, which accounted for such a large
number of banknotes of these denominations in the
structure of banknotes in circulation.

On 31 December 2004, there were 1.047 billion coins
outside the vaults, worth HRK 0.539bn.

In comparison with late 2003, the quantity of coins
outside the vaults increased by 9.1%, while their value
increased by 8.9%.

The quantity of coins in circulation increased by 87
million coins in 2004, with the coin in denomination of
10 lipa accounting for the largest share of the increase
(23.2%), up 20.2 million coins from the number of
coins registered in 2003.

Of coins in circulation in 2004, the most numerous
were coins in denomination of 10 lipa, with 262 million
coins or 25% of total number of coins in circulation,
while from the point of view of total value coins in de-
nomination of 5 kuna accounted for the largest share,
HRK 170.6m or 31.6% of the total value of coins in
circulation.

For the purpose of settling bank cash requirements in 2004 47.2 million bank-
notes (worth HRK 5.2bn) and 79.1 million coins (worth HRK 0.029bn) were is-
sued from the vault of the CNB to cash supply centres. The total value of issued
banknotes increased by 19.8% compared to 2003, while the total value of issued
coins went down by 45.2%, that is, 7% by the number of coins.

A substantial share of coin requirements of cash supply centres was covered by
transfer of excess coin quantities from one cash supply centre to another. As a re-
sult, the 2004 saw 22.8 million coins, worth HRK 0.047bn, being transferred
among cash supply centres.
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Coins Issued to Cash Supply Centres
in 2004
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5.3 Withdrawing and Processing Worn Out
Banknotes

The Currency Department of the CNB withdrew 48.7 million banknotes from
cash supply centres over 2004, valued at HRK 5.6bn. The banknote sorting sys-
tem processed 37.5 million banknotes, of which 85.3% or 32.0 million units val-
ued at HRK 3.8bn, were immediately destroyed as they failed to meet the quality
standards set for banknotes in circulation.

According to the latest data, the renewal index in 2004 was 32 (destroyed bank-
notes/circulation x 100), since the number of banknotes in circulation as per 31
December 2004 totalled 100.4 million, and the number of destroyed banknotes
32 million.

Processed and Destroyed Banknotes Ratio of Withdrawn Banknotes
and Banknotes in Circulation
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5.4 Expert Evaluation of Banknotes

In 2004, the expert evaluation of banknotes identified 2,301 counterfeit bank-
notes valued at HRK 749,450. Compared with 2004, the number of identified
counterfeits fell by 30.6%. The largest number of counterfeits, 650 or 28.2% of
the total went to 200 kuna banknotes. In 2004, efforts were continued to make
the general public and banknote users (especially networks of retail outlets) ac-
quainted with the security features of kuna banknotes, aimed at preventing the
distribution of counterfeit banknotes. As shown by the above indicators, 23 coun-
terfeits were discovered per 1 million banknotes in circulation in 2004. The anal-
ysis of received counterfeits showed that they were mostly produced using
computer technology and printed on colour printers with the exception of 1000
kuna banknotes, where printing technology was employed.

Table 5.1 Identified Counterfeit Banknotes in 2004

Denominations 1000 500 200 100 50 20 10 5
Units 271 591 650 305 434 26 22 2 2,301
Share 118 25.1 28.2 133 18.9 1.1 1.0 0.1 100.0

Source: CNB.

5.5 Issuing Commemorative Coins

In 2004, the CNB issued 2,000 numismatic sets of kuna and lipa circulation
coins, with “2004” marking the year of issue.

5.6 Cash Supply Centres

In the period from January to June 2004 the CNB and FINA in co-operation with
seven banks with the largest volume of cash operations, completed the study on
the organisation of cash supply centres in the Republic of Croatia. The project
consisted of two phases: the first was to establish the existing situation and the
second was to define the concept of cash supply centre network, the concept of
products and services, work-flow concept, machinery, storage and internal trans-
port concept as well as IT and staffing concept, the number, costs and organisa-
tion as well as the business model of cash supply centres.

The results of the project were accepted by all who participated in its creation.
The analyses and co-operation on the application of the results and creation of
the cash supply centre network supported by the CNB, FINA and banks started in
the second half of 2004 and are to be continued throughout 2005.
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6.1 Public Relations

The Croatian National Bank considers the transparency of its activities a key pre-
requisite for maintaining its credibility and accountability to the public. To this
aim, again in 2004, significant efforts were invested in informing the domestic
and international public on its activities and reasons for introducing different
monetary policy measures.

The Croatian National Bank publishes several regular and occasional publica-
tions, both in Croatian and English, from monthly bulletins, bank bulletins and
annual reports, quarterly bulletins on economic and monetary developments to
research papers and analyses by its experts as well as regular statistical reports ad-
justed to international standards.

In addition, it issues press releases on the decisions of the CNB Council, the
bank’s governing body, immediately upon their adoption, to be published or
broadcast in the media and posted on the CNB’s official home page, both in Cro-
atian and English. The public is also promptly informed about the central bank’s
interventions in the foreign exchange market.

When required and in connection with particularly important decisions or intro-
duction of new monetary policy measures, the Croatian National Bank organises
press conferences or briefings for journalists covering the finance and banking
sector to enable them to convey both the reasons and the circumstances at the
source of the measures passed by the central monetary authority to the interested
members of the public.

In addition, in 2004, the CNB organised a number of individual meetings of the
CNB'’s officials and experts with the representatives of the media, not only for re-
porting purposes or as preparation for interviews but also with an aim to improve
the level of financial literacy and understanding of global developments in the field
both in the country and abroad. Among other things, participation and appear-
ance of the CNB officials at numerous domestic and international conferences as
well as lectures organised for groups of secondary school and university students
occasionally visiting the CNB are aimed at contributing towards achieving this
objective.

The Croatian National Bank receives numerous inquiries in writing, by fax,
phone or e-mail on daily basis, not only from domestic or foreign journalists but
also from members of the public, companies, banks and various state and public
institutions as regards its operations (or what the authors think to be within the
scope of its competence). The answer to each inquiry is sent as soon as possible
either by sending the requested data or explanation, or redirecting the inquiry to
the person or institution who might be able to provide an adequate answer, when
the issue at hand is outside the scope of the CNB’s competence.
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7.1 International Co-operation

2004 was the year of the biggest EU enlargement since its creation. On 1 May
2004, cight Eastern and Central European countries and two island countries,
Cyprus and Malta, entered the EU, which ended the long-lasting period of politi-
cal and economic divisions. The EU thus gained 74 million new inhabitants and
additional dynamic economic strength of EUR 475bn in GDP terms. In political
terms, this enlargement implies a stronger and democratically more stable conti-
nent, and in economic terms, it implies a single market with over 450 million citi-
zens and total GDP of EUR 10,210bn. According to these quantitative indicators,
the EU today holds the top global position in terms of economic strength.

For the process of Croatia’s accession to the EU, the year 2004 was also very im-
portant. The Republic of Croatia submitted its application for EU membership in
February 2003 and its replies to the European Commission Questionnaire in Oc-
tober 2003, receiving a positive European Commission opinion on its application
for EU membership on 20 April 2004. At its Brussels summit on 18 June, the
Council of the European Union accepted the Commission’s opinion and granted
candidate status to Croatia. In line with the standard procedure, the EU Council
established the European Partnership on 13 September, which identifies short-
and medium-term priorities in the process of joining the EU. The pre-accession
strategy, which was adopted on 6 October, among others, sets the amount of fi-
nancial resources that Croatia may be provided in 2005 and 2006 through
pre-accession funds Phare (a total of EUR 160m), ISPA (a total of EUR 60m)
and SAPARD (EUR 25m). Finally, on 17 December, the EU Council decided to
begin accession negotiations with Croatia on 17 March 2005, but made it subject
to the confirmation of Croatian co-operation with the International Criminal Tri-
bunal for the Former Yugoslavia.

Within its field of competence and in order to ease and expedite the inclusion in
EMU, the CNB continued in 2004 to implement monetary policy whose main ob-
jective is low inflation. The CPI inflation was 2.7% in 2004. The CNB also contin-
ued with its policy of maintaining a stable exchange rate. This monetary policy
orientation is in line with the convergence criteria (the Maastricht criteria). Also,
the CNB continued to harmonise legislation within its sphere of competence with
the acquis communautaire. It should be said that most laws and regulations in this
field have already been largely harmonised with EU regulations.

In institutional terms, within organisational changes in the CNB, early 2004 saw
the establishment of the European Relations Department within the newly-estab-
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lished International Relations Area. The main task of the Department is to co-op-
erate with EU institutions and monitor their activities. This primarily refers to the
ECB and appropriate organisational units of the European Commission. The De-
partment also co-operates with Croatian institutions in charge of the EU acces-
sion process. Furthermore, it monitors the achievement of the convergence
criteria, EU policy towards the new EU members and candidate countries, coor-
dinates activities related to harmonisation of laws within the CNB’s sphere of
competence with the acquis communautaire, and performs other activities related
to Croatia’s accession to the EU.

2004 saw the end of the several-year ratification process of the SAA, which was
signed in Luxembourg in October 2001. After it was broadened to include also
the ten new EU members, the SAA came into effect on 1 February 2005. To sum
up in one place all activities related to the fulfilment of commitments under the
SAA, the Government of the Republic of Croatia has for several years adopted the
National Programme for Accession to the EU. At its session of 9 December 2004,
the Government adopted the National Programme for 2005. The CNB co-oper-
ates in the preparation of this document, in the part that refers to economic crite-
ria, free movement of services and capital, and EMU.

By getting EU candidate status, Croatia assumed the obligation to prepare the
Pre-accession Economic Programme 2005-2007. This programme is aimed at
preparing candidate countries for participation in procedures of multilateral su-
pervision and co-ordination of economic policy currently applied in the EU as
part of EMU. The real objective of the Programme is to create an appropriate me-
dium-term monetary policy framework, which is complementary to the achieve-
ment of targeted macroeconomic goals, including public finance targets and
priorities in the area of structural reforms. CNB experts also participated in the
preparation of this document, in the part related to current economic develop-
ments, macroeconomic programme and the financial sector. The Pre-accession
Economic Programme was adopted at the Government session of 30 November
2004.

Finally, concerning the forthcoming negotiations on Croatia’s membership in the
EU, it should be said that it has been conceived that CNB experts would partici-
pate in the work of negotiating teams. The areas of their field of competence
would be free movement of capital, financial services and EMU.

The quota of the Republic of Croatia in the IMF remained unchanged in 2004
(SDR 365.1m), the same as its voting rights (0.18% of total voting rights). The
Republic of Croatia can realise its interests within the IMF through the Dutch
Constituency, which includes, in addition to the Republic of Croatia, another 11
countries (Armenia, Bosnia and Herzegovina, Bulgaria, Cyprus, Georgia, Israel,
Macedonia, Moldova, the Netherlands, Romania and Ukraine). The Constitu-
ency is headed by the Dutch representative, Jeroen Kremers, who acts as Execu-
tive Director of the Constituency. A voting power of the Constituency is 4.85% of




the total votes in the IMF, which makes it the seventh strongest constituency (of
the total of 24 constituencies).

Numerous contacts were made in 2004 with experts of the IMF, both through
this institution’s representative office and through repeated visits of IMF missions
to Croatia and the CNB delegation visits to the IMF. Regular consultations re-
lated to Article IV of the Articles of Agreement of the IMF, which were conducted
in mid-year, ran parallel to negotiations on a new stand-by arrangement. The Ex-
ecutive Board of the IMF approved the new stand-by arrangement of SDR 97m
(USD 142.32m) in August 2004. The arrangement was to last for 20 months and
was concluded as “precautionary” (the funds approved are not to be purchased)
given the favourable financial position of the Republic of Croatia.

The Croatian authorities view the arrangement as a useful framework for the im-
plementation of their macroeconomic policy in the period up to 2006. In this
sense, the arrangement should help in solving major macroeconomic problems;
primarily contribute to stabilisation of the external debt, whose rapid growth over
recent years has been seen as the factor that influences the external vulnerability
of the Croatian economy. By focusing on external debt stabilisation as the major
part of the arrangement, the IMF assigned to fiscal policy a major role in the
achievement of this objective. Fiscal consolidation and the establishment of fiscal
discipline in general are in the core of the arrangement and performance criteria
under the arrangement have been set accordingly.

With regard to other forms of co-operation with the IMF it should be mentioned
that in 2004 Croatian representatives continued their regular participation in the
work of IMF management bodies (Constituency, International Monetary and Fi-
nancial Committee and Board of Governors). In particular, CNB representatives
took part in the work of the Spring and Annual Meetings of the IMF Board of
Governors in Washington, where they met with representatives of international
financial institutions, commercial banks and investment companies. In addition,
in the context of the newly-concluded arrangement, the IMF again conducted a
safeguard assessment of the CNB in autumn 2004. A safeguard assessment of
central banks is a standard mechanism that the IMF has been carrying out since
2000 in central banks of the countries that have arrangements with the IMF. Its
purpose is to identify potential weaknesses in central bank systems that are con-
nected with control, accounting, reporting, internal and external audit and legal
aspects. The related report, which was completed in early 2005, contained very
favourable findings for the CNB, and was adopted by the IMF management.
Finally, regarding technical assistance, the IMF mission related to preparations
for the introduction of open market operations — a new monetary policy instru-
ment, visited the CNB in early 2004.

Finally, it should be said that, as the fiscal agent of the Republic of Croatia and a
depository of the International Monetary Fund (as provided by the Act on Ac-
cepting Membership of the Republic of Croatia in the International Monetary
Fund and Other International Financial Organisations on the Basis of Succes-
sion, official gazette Narodne novine, No. 89/1992), the CNB is responsible for
keeping deposit accounts of the IMF and for regular servicing of the obligations
arising from the arrangements concluded between the Republic of Croatia and
the IMF. The obligations due in 2004 related to the charges on the 2002 stand-by
arrangement (SDR 0.04m), and the charges on the new stand-by arrangement
concluded in 2004 (SDR 0.24m). Also, as a member of the Special Drawing
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7.2 Bank for

Rights Department (of the IMF), Croatia regularly repaid its succession-related
obligations arising from the allocation of special drawing rights in the amount of
SDR 0.77m.

International Settlements (BIS)

The BIS, of which the CNB has been a shareholder since 1997, held its regular
Annual General Meeting on 28 June 2004, at which it adopted its Annual Report
and decided that dividends to be paid were to amount to SDR 225 per share.

In addition to the Annual General Meeting, central bank governors from the BIS
member countries also meet regularly to discuss topical issues in the area of inter-
national banking and finance.

Within the activities of the BIS aimed at promoting co-operation among central
banks, an important part is played by a number of committees and expert bodies
in whose work CNB representatives actively participate. One of the initiatives for
the exchange of information is the Central Bank Governance Network, which the
BIS launched as early as 1999. It is used to exchange information among central
banks through a protected electronic network. A CNB representative attended the
first meeting of participants in this network, which was held in Hong Kong in late
2004.

CNB representatives also participate in the work of the Committee on Payment
and Settlement Systems, as well regional groups of the Basle Committee on
Banking Supervision. In the organisation of the Prudential Regulation and Bank
Supervision Area, the CNB hosted the 17th Conference of the Group of Banking
Supervisors from the Central and Eastern Europe, which was held in Dubrovnik
at end-May 2004. The Conference was organised in co-operation with the Finan-
cial Stability Institute of the BIS.

Another important form of co-operation between the CNB and the BIS was
achieved in the area of international reserves management.

7.3 Co-operation between the CNB and Other
International Financial Institutions

ANNUAL REPORT 2004

The major part of CNB co-operation with other international financial institu-
tions refers to its co-operation with development banks of which the Republic of
Croatia is a member: the World Bank Group, the EBRD and the Inter-American




Development Bank (IDB). The Republic of Croatia’s membership in these banks
is regulated by special acts pursuant to which the Croatian MoF is the competent
authority for co-operation with these banks and is authorised to perform all oper-
ations and transactions in the name of the Republic of Croatia that are permissible
under these institutions’ articles of association. The CNB is the depository, i.e. it
keeps all deposit accounts owned by these international financial institutions, in
the name and on behalf of these financial institutions, and performs financial
transactions with these organisations as the payment agent of the Republic of
Croatia. Withdrawals and repayments of funds based on structural loans, which
the IBRD granted to the Republic of Croatia, are also executed through the CNB.

In addition to these legally prescribed tasks, CNB representatives, at numerous
meetings with representatives of the World Bank and the EBRD, exchanged in-
formation on macroeconomic situation in Croatia and on the planned strategy of
these development banks for the Republic of Croatia in the forthcoming period.

In 2004, the CNB also co-operated with other international financial institutions.
Specially mentioned should be more intense contacts with the EIB. As in the pre-
ceding years, the CNB and other competent Croatian institutions were visited by
IIF representatives in April and December and JCIF representatives in December
2004. The aim of these visits was to acquire information on Croatia’s economic
and political situation.

[ International Relations

7.4 International Payment Operations

As the fiscal agent of the state, the CNB regularly executed international payment
and collection transactions on behalf of the Croatian MoF, including financial ob-
ligations arising from Croatia’s membership in international financial institu-
tions: IMF, IBRD, IFC, IDB, EBRD and MIGA, as well as obligations arising
from loans that these institutions granted to the Republic of Croatia (EFSAL,
SAL). The CNB also executed international payment operations in its own name
and for its account. These international transactions related to collections arising
from the sale of coins and commemorative coin editions and regular payments
based on obligations arising from services and goods used for CNB purposes.

The execution of international payment operations required continuous monitor-
ing of the application of domestic and international standards in the area of fi-
nance and banking, international payments and trade (ISO standards,
regulations and guidelines of the BIS, ICC, etc.), as well as EU regulations related
to this area.
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7.5 Correspondent Relations with Foreign
Banks and Other Financial Institutions

The CNB has developed and maintained a correspondent network with over a
hundred banks and financial institutions around the world. This network is the
basis for all international financial activities of the CNB. Due attention is paid to
collection of relevant information on the legal status of all correspondents, the
analysis of their credit and investment ratings and their banking systems.

Additionally monitored are economic and political developments in certain coun-
tries and regions of special interest for the CNB itself and for the Croatian bank-
ing system and the economy as a whole. We especially point to the participation in
the work of the Interministerial Committee for Export Insurance at the CBRD.

Over 50 meetings with representatives of foreign central and commercial banks,
investment funds and credit and investment rating agencies, and other institu-
tions were organised in 2004.

7.6 Foreign Exchange System and Foreign
Exchange Policy Measures of the
Republic of Croatia

The legal basis of the foreign exchange system of the Republic of Croatia is the
Foreign Exchange Act (official gazette Narodne novine, No. 96/2003). Relevant
subordinate legislation defines the instruments and measures for the implementa-
tion of foreign exchange policy.

Foreign exchange policy measures determine the degree of restrictions on capital
movements between residents and non-residents. Regulations also determine the
procedure for the issuance of authorisations based on applications to transfer
capital from the Republic of Croatia, as well as the terms and methods of using
foreign means of payment and kuna in relations between residents and between
residents and non-residents.

In the process of harmonising Croatian legislation with the acquis
communautaire, the Croatian foreign exchange system has been gradually
changed, in line with the SAA provisions, EU guidelines and other documents
regulating the terms and methods of conducting current and capital transactions.

The SAA, which was signed in 2001, came into full effect on 1 February 2005.
The SAA provisions oblige the Republic of Croatia to abolish restrictions on pay-
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ments and transfers based on current foreign exchange operations as well as re-
strictions on payments and transfers of one part of the remaining capital
transactions. Restrictions on payments and transfers of the other part of the re-
maining capital transactions are still allowed and the SAA determines the dynam-
ics of their abolishment. All remaining restrictions on payments and transfers
based on capital transactions will be abolished with Croatia’s accession to the EU.

In line with the SAA provisions and on the basis of macroeconomic assumptions,
the guidelines for the process of liberalisation of the BOP capital account of the
Republic of Croatia in the forthcoming period were adopted in 2004.

Within the implementation of the foreign exchange policy and performance of its
tasks, the CNB in 2004 issued 26 certificates for computer software that must be
used by authorised exchange offices. The project of certified computer software
for authorised exchange offices has been designed to strengthen their fiscal and
financial discipline and is directly related to the implementation of the anti-money
laundering policy.
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Report of the independent Auditors

To the Governor and Council of the Croatian National Bank, Zagreb

We have audited the accompanying balance sheet at the Croatian National Bank,
Zagreb (“Bank"’) as of 31 December 2004 and the related statements of income,
changes in equity and cash flows for the year then ended. These financial statements
are the responsibility of the Bank's management. Our responsibility is to express an

opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing.
Those standards require that we plan and perform an audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements present fairly, in all material respects, the
financial position of the Bank as at 31 December 2004, and of the result of its
operations, changes in shareholders equity and its cash flows for the year then
ended in accordance with International Financial Reporting Standards.

wﬁ\cﬁl—('a Q Tc\.c\c_ \BJAH( k{Q&T&;&,\Q/L

Deloitte & Touche Deloitte & Touche
Prague, March 15, 2005 Zagreb, March 15, 2005
Audit . Tax,Consulting . Financial Advisory. Member.of

Deloitte Touche Tohmatsu
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Income Statement

Income Statement of the Croatian National Bank

Notes For the year ended For the year ended
31 December 2004 31 December 2003

Interest and similar income 4 931,944 1,104,593
Interest expense and similar charges 5 (397,608) (462,649)
Net interest income 534,336 641,944
Fee and commission income 4,796 3,196
Fee and commission expense (3,124) (2,850)
Net fee and commission income 1,672 346
Dividend income 4,549 4,420
Net trading result 6 141,604 (66,189)
Net result of revaluation of precious metals 6 (104) 87

141,500 (66,102)
Net foreign exchange losses 7 (385,705) (609,737)
Other income 8 7,814 13,891
Operating income/(expenditure) 304,166 (15,238)
Operating expenses 9 (246,634) (250,641)
(Increase) in provisions 10 (1,043) (76,624)
Operating surplus/(deficit) 56,489 (342,503)
Operating surplus allocated to general reserves (56,489) -
Operating deficit covered from general reserves - 342,503
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Balance Sheet

Balance Sheet of the Croatian National Bank

‘ Notes ‘ As at 31 December 2004 ‘ As at 31 December 2003

Assets

Cash and current accounts with other banks 11 7,063 6,944
Due from other banks 12 24,319,677 25,566,504
Trading securities 13 25,023,661 24,525,534
Loans 14 394,134 954,594
Placements with the International Monetary Fund 15 3,200,964 3,324,568
Equity investments 16 33,085 34,047
Accrued interest and other assets 17 134,953 131,079
Tangible and intangible assets 18 361,388 320,020
Total assets 53,474,925 54,863,290
Liabilities

Banknotes and coins in circulation 12,826,645 12,256,309
Croatian National Bank bills 19 - 4920,178
Due to banks and other financial institutions 20 31,862,457 27,859,248
Due to the State and State institutions 21 284,120 1,506,921
Due to the International Monetary Fund 22 3,194,754 3,318,027
Accrued interest and other liabilities 23 343,421 95,568
Total liabilities 48,511,397 49,956,251
Equity

Capital 24 2,500,000 2,500,000
Reserves 24 2,463,528 2,407,039
Total equity 4,963,528 4,907,039
Total equity and liabilities 53,474,925 54,863,290

The financial statements set out on pages 160 to 186 were approved on 15 March 2005 by:

Director of Accounting Department: Governor:

Ivan Branimir Jurkovi¢ Dr Zeljko Rohatinski

il I Ao
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Statement of Changes in Equity

Statement of Changes in Equity of the Croatian National Bank

Capital General reserves Ri::z'r:::" Operz}ﬂgﬁéltl)r e/ Total equity
Balance at 1 January 2003 2,500,000 2,486,817 259,859 - 5,246,676
Real estate revaluation - - 29,630 - 29,630
Disposal of real estate - - (26,764) - (26,764)
Transfer to general reserves - 5,060 (5,060 - -
Operating deficit - - - (342,503) (342,503)
Coverage of deficit from general reserves - (342,503) - 342,503 -
Balance at 31 December 2003 2,500,000 2,149,314 257,665 - 4,907,039
Transfer to general reserves 5,588 (5,588) -
Operating surplus 56,489 56,489
Allocation of operating surplus to general reserves 56,489 (56,489)
Balance at 31 December 2004 2,500,000 2,211,451 252,077 - 4,963,528
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Cash Flow Statement

Cash Flow Statement

‘ 2004 ‘ 2003
Cash flows from operating activities
Interest received 896,181 996,635
Interest paid (403,857) (446,958)
Commissions received 4,062 3,060
Commissions paid (2,970) (2,487)
Dividends received 4,549 4,420
Other income received 11,335 5323
Expenses paid (192,833) (196,478)
316,467 363,515

Increase/decrease in operating assets/liabilities
Decrease/(increase) in deposits with other banks 630,885 2,566,553
(Increase)/decrease in loans 571,142 (937,467)
Purchase of trading securities (594,692) (10,683,281)
Net increase/(decrease) in other assets/liabilities 214,154 (18,928)
Decrease in amounts due to the IMF (2,525) -
Increase in currency in circulation 570,248 1,360,518
Increase in amounts due to banks and other financial institutions 4,620,383 8,391,557
Increase/(decrease) in amounts due to the State (1,150,445) 924,767

4,859,150 1,603,719
Net cash from operating activities 5,175,617 1,967,234
Cash flows from investing activities
Purchase of property and equipment (64,525) (56,004)
Acquisitions of equity investments - (74)
Net cash from investing activities (64,525) (56,078)
Cash flows from financing activities
Net issue of CNB bills (5,036,313) (1,312,146)
Net cash from financing activities (5,036,313) (1,312,146)
Realized exchange rate gains and losses effect, net (74,841) (610,523)
Net decrease in cash and cash equivalents (62) (11,513)
Cash and cash equivalents at beginning of year 11,962 23,475
Cash and cash equivalents at end of year (Note 26) 11,900 11,962

The accompanying notes form an antegral part of these financial statements.
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Accounting Policies and Notes to the
Financial Statements
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The Croatian National Bank is the central bank of the Republic of Croatia, whose
status has been defined by law. The owner of the Croatian National Bank is the
Republic of Croatia, which guarantees for its obligations. The Croatian National
Bank is headquartered in Zagreb. The primary objective of the Croatian National
Bank, within the powers granted, is to achieve and maintain price stability. The
Croatian National Bank enjoys operational autonomy and is responsible to the
Croatian Parliament, which has approved its Statute. The Croatian National
Bank is represented by the Governor of the Croatian National Bank.

The tasks performed by the Croatian National Bank as provided by the Constitu-
tion and law include the following:
establishing and implementing the monetary and foreign exchange
policies;
holding and managing the international reserves of the Republic of
Croatia;
issuing banknotes and coins;
issuing and revoking licenses for banks and supervising the operations of
banks;
maintaining the accounts of banks, executing payment transactions
across these accounts, granting loans to banks and receiving deposits
from banks;
regulating, improving and supervising the payment system;
performing operations on behalf of the Republic of Croatia, as provided
by law;
enacting subordinate legislation on operations within its field of
competence; and
performing other operations, as provided by law.

In accordance with the provision referred to in Article 56 of the Croatian National
Bank Act, the Croatian National Bank prepares its financial statements for each
financial year in accordance with the accounting regulations and International
Accounting Standards (that have been incorporated into International Financial
Reporting Standards). Thus, the financial statements of the Croatian National
Bank for the year ended 31 December 2004 comprise the following:

Income Statement

Balance Sheet

Statement of Changes in Equity

Cash Flow Statement

Accounting Policies and Notes to the Financial Statements.
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These financial statements are prepared using the accrual method and under his-
torical cost convention as modified for revaluation of buildings and certain finan-
cial assets and liabilities to fair value in accordance with International Financial
Reporting Standards.

The amounts in the financial statements are presented in thousands of Croatian
kuna (HRK).

The preparation of financial reports in accordance with generally accepted ac-
counting standards requires the use of estimates and judgments that influence the
amounts of assets and liabilities at the reporting date and the amounts of income
and expenditures for the reporting period. Although the estimates are based on
the management’s best estimate of current events and operations, they may differ
from the actual results.

Interest income and expense are recognized in the income statement on an ac-
crual basis.

Interest income and expense are calculated in accordance with applicable laws
and subordinate legislation. Penalty interest is charged for all overdue placements
and receivables, at rates specified in applicable laws and subordinate legislation.

Interest income includes interest earned on coupons for fixed-yield securities that
are held for trading, as well as accrued discount on purchased securities. A value
adjustment is made for all banks with delayed settlement of interest payable. Such
interest income is suspended (excluded) and subsequently recognized in the in-
come statement in the period in which it is collected.

Accrued discount on issued CNB bills is treated as interest expense.
Any premium on purchased securities is also treated as interest expense.
Accrued interest on foreign currency receivables and liabilities is translated on a

daily basis to Croatian kuna at the midpoint exchange rate of the Croatian Na-
tional Bank and is included in interest income or interest expense.

Fee and commission income earned on financial services provided by the Cro-
atian National Bank is recognized when the corresponding service is provided. A
value adjustment is made for all outstanding fees and commissions due.
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Fee and commission expense is included in the income statement for the period in
which it occurs.

Dividend income on equity investments is recognized in the income statement
when the right to receive dividends is established.

Transactions in foreign currencies are translated into HRK at the rate of ex-
change ruling at the date of the transaction. All monetary assets, liabilities and
off-balance sheet items denominated in, or linked to a foreign currency, are trans-
lated at the end of each month (day) to reflect any fluctuations in the underlying
exchange rate. They are translated at the midpoint exchange rate of the Croatian
National Bank, except for Special Drawing Rights (XDRs), which are translated
to Croatian kuna at the exchange rate provided by the International Monetary
Fund.

Foreign exchange gains and losses arising from fluctuations in exchange rates are
recorded in the income statement as unrealized gains or losses in the period in
which they occur.

Gains and losses arising from trading in foreign currencies are included in real-
ized income or expenditure for the period in which they occur.

The exchange rates of major foreign currencies at 31 December 2004 were as fol-
lows:

USD 1 = HRK 5.636883 (2003: HRK 6.118500)
EUR 1 = HRK 7.671234 (2003: HRK 7.646909)
XDR 1 = HRK 8.754136 (2003: HRK 9.091916).

Gains and losses realized on securities trading are reported in the income state-
ment for the period in which they occur.

At the end of each accounting period, securities classified in the trading portfolio
are remeasured to their fair value. The effects of the remeasurement are reported
in the income statement as unrealized gains and losses for the reporting period in
which they occur.

Expense arising from provisions for identified losses is recognized in the income
statement at the end of the accounting period to which it relates. Subsequent col-
lections are recorded as a decrease in provisions and credited to income for the
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reporting period in which they are collected. No provisions are recorded for fi-
nancial assets carried at fair value.

Provisions are also recognized as contingent liabilities. The Croatian National
Bank recognizes a provision when it has a present legal or constructive obligation
as a result of past events; it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation; and a reliable estimate
of the obligation can be made. If all these conditions are not met, no provision is
recognized.

Financial assets of the Croatian National Bank are classified into the following
categories:

a)  Financial assets held for trading
This category comprises marketable debt securities in which the Croatian
National Bank invests international reserve funds for the purpose of
short-term profit taking on the basis of interest income or changes in the
fair value of the underlying instrument.

b)  Loans and receivables originated by the Croatian National Bank
This category comprises loans approved by the Croatian National Bank
without the intention of short-term profit taking.

c¢)  Available-for-sale financial assets
This category comprises the Croatian National Bank’s investments in eq-
uity securities.

The Croatian National Bank recognizes financial instruments on settlement date.
Any gains and losses arising from changes in the fair value of financial instru-
ments are recognized from that date.

Financial instruments are measured initially at cost, which includes transaction
costs.

Subsequent to initial recognition, trading securities are measured at fair value,
which corresponds to the quoted market price in an active financial market. Fi-
nancial instruments that do not have a quoted market price and have a fixed ma-
turity are stated at amortized cost, by applying the effective interest rate method.
Those that do not have a fixed maturity and a quoted market price, and whose fair
value cannot be reliably measured, are measured at cost, less any impairment loss.
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Gains and losses arising from a change in the fair value of trading instruments are
recognized in the income statement for the reporting period in which they occur.

Equity instruments whose fair value cannot be reliably measured because they are
not used in financial transactions in active securities markets are measured at
cost, less any impairment in value.

Derivative financial instruments (if any), which are initially recognized in the bal-
ance sheet at cost, are subsequently measured at fair value. Derivative financial
instruments are always held for trading, except for those derivatives for which
hedging instruments are formed (hedge accounting).

The Croatian National Bank enters into a securities purchase/sale agreement by
contracting to resell/repurchase the same instrument on a specific future date at a
fixed price. Securities purchased under reverse repurchase agreements are not
recognized in the balance sheet. Outflows arising from these agreements are rec-
ognized as due from banks or other financial institutions. It is also recorded that
purchased receivables are collateralized by appropriate securities pledged under
the repurchase agreement. Securities sold under repurchase agreements are still
recognized in the balance sheet and reported in accordance with the accounting
policy for such financial assets. Inflows from sales of securities are recognized as
due to banks or other financial institutions. The difference between sale and re-
purchase price is treated as interest income or expense and accrued over the life of
the agreement.

Amounts due from domestic and foreign banks include funds in accounts that do
not have the feature of transaction money.

Croatian National Bank bills include kuna CNB bills and CNB bills denominated
in EUR and USD and are recognized at redemption value.
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Placements with the International Monetary Fund are denominated in Special
Drawing Rights (XDR).

Financial assets are reviewed at each balance sheet date to determine whether
there is objective evidence of impairment. If any such evidence exists, the asset’s
recoverable amount is estimated, and an allowance is made to reduce the asset to
its recoverable amount.

Gold and other precious metals are held at the market value. Gains and losses
arising from a change in the fair value are recognized in the income statement for
the reporting period in which they occur.

The legal tender in the Republic of Croatia is the kuna. Banknotes and coins in
circulation are carried at face value.

By means of the direct method, the cash flow statement provides data on cash in-
flows and outflows in the reporting period, classified into operating, investing and
financing activities.

The Croatian National Bank is not subject to Croatian profit tax.

Tangible and intangible assets are stated in the balance sheet at cost or revalued
amount less accumulated depreciation or amortization. Depreciation and amorti-
zation are provided on a straight line basis. Useful lives of individual types of as-
sets are estimated by competent expert staff.

Assets are revalued by reference to their market values. Any gains on revaluation
are included in revaluation reserves as a separate component of equity. Losses on
revaluation are recorded against revaluation reserves to the extent of previously
recognized gains. Losses in excess of previously recorded gains are recognized as
an impairment charge in the income statement for the reporting period.
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The following annual rates are used:

Item 2004 2003
Buildings 25 2.5
Furniture 20.0 20.0
Computers 25.0 25.0
Software 25.0 25.0
Motor vehicles 25.0 25.0
Equipment and other assets 5.0t033.33 5.0t025.0

In accordance with Article 53 of the Croatian National Bank Act, the surplus of
income over expenditures is transferred to general reserves, in the amount deter-
mined by the Council of the Croatian National Bank. This amount should neither
exceed 20% of the surplus of income over expenditures nor fall below net profit
from value adjustment of balance sheet items to changes in the exchange rate and
market prices. The remaining surplus of income over expenditures, after the
transfer to general reserves, is extraordinary revenue to the State Budget.

The Croatian National Bank covers any shortfall between income and expendi-
tures from general reserves. Should these reserves prove insufficient, the shortfall
is covered from the State budget.

For the purpose of true and fair presentation of the assets, liabilities and operating
results, Notes 9, 18 and 19 have been modified. Costs of printing kuna banknotes
and minting kuna and lipa coins are deferred over a period exceeding one year
(two years for banknotes, and five years for coins). Until 2003, they were in-
cluded in non-current assets and amortization charges, and since 2004 they are
included in the balance sheet as prepaid expenses and in the income statement as
costs of banknotes and coins among operating expenses. This change in classifi-
cation had no effect on the equity and operating surplus as at and for the year
ended 31 December 2004.
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Item 2004 2003

Deposits 428,133 447 477
Trading securities 492,103 568,016
International Monetary Fund 21 61
Loans to banks 5,903 11,109
Other interest income 1,890 5,001
Net foreign exchange gains/(losses) on foreign currency

interest income 3,894 72,879
Total 931,944 1,104,593

The most important part of income of the Croatian National Bank is interest in-
come on placing international reserves as deposits with foreign central and
first-class banks, and in debt securities.

Interest income in domestic currency is mostly related to Lombard loans, and to a
lesser extent to repo loans and penalties for a failure to maintain and allocate re-
serve requirements.

ltem 2004 2003

Kuna reserve requirements 234,897 192,969
Foreign currency reserve requirements 118,938 124,361
Kuna CNB bills 254 52,015
Mandatory kuna CNB bills 128 258
Foreign currency CNB bills 9,488 42 475
International Monetary Fund arrangements 2,533 2,395
Repurchase arrangements 32,229 28,683
Other interest expense 1,797 23,277
Net foreign exchange (gains)/losses on foreign currency

interest expense (2,656) (3,784)
Total 397,608 462,649

Interest expense relates mostly to interest expense and similar charges based on
deposit accounts with the Croatian National Bank (reserve requirement funds
from banks, funds under repo arrangements and CNB bills). The changes in the
monetary regulations have resulted in an increase of interest expense and similar
charges related to reserve requirements in kuna due to an increase in the calcula-
tion base and a higher share of foreign currency reserve requirements allocated in
kuna. On the other hand, interest expense and similar charges on foreign cur-
rency reserve requirements have decreased. In 2004, a decrease in the expense on
issued CNB bills was recorded, primarily in respect of foreign currency CNB bills
whose issuance discontinued at the beginning of the year.
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Item ‘ 2004 ‘ 2003
Net result on sale and changes in fair value of trading securities 141,604 (66,189)
Net result of revaluation of precious metals (104) 87
Total 141,500 (66,102)

Exchange Rate Movements — HRK vs. USD Since the international reserves of the Republic of

m Croatia account for over 90% of the balance sheet of

the Croatian National Bank, any changes in foreign ex-
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The figure below illustrates movements in net foreign exchange gains/losses dur-
ing 2004 and 2003.

Movements in Net Foreign
8.4 Exchange Gains/Losses
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Movements in net gains/(losses) arising from value adjustment of balance sheet
items to changes in the exchange rate in the past five years are presented below:

2000 288,416 -
2001 - 261,309
2002 - 1,240,948
2003 - 609,737
2004 - 385,705
ltem ‘ 2004 ‘ 2003
Gains on sales of numismatics 1,337 1,253
Other income 6,477 12,638
Total 1,814 13,891
ltem 2004 2003
Staff costs (Note 9.1) 127,409 145,727
Materials, services and administrative expenses 66,625 52,249
Costs of printing banknotes and minting coins 34,795 36,112
Depreciation and amortization 17,805 16,553
Total 246,634 250,641
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The largest item within materials, services and administrative expenses were costs
of fixed assets repair and maintenance in the amount of HRK 18,300 thousand,
of which HRK 11,886 thousand are in respect of maintenance of office buildings.
The second most significant item in the total materials, services and administra-
tive expenses are external services in the amount of HRK 17,047 thousand.

The costs of printing banknotes and minting coins in the domestic currency for
the year 2004 were HRK 34,795 thousand, which is a decrease of HRK 1,317
thousand in relation to 2003.

Depreciation and amortization charge for 2004 amounted to HRK 17,805, which
is an increase of HRK 1,252 thousand in relation to 2003.

Item ‘ 2004 ‘ 2003
Net salaries 53,714 52,705
Contributions from and on salaries 32,224 31,338
Taxes and local taxes 16,515 15,334
Other staff costs 24,956 46,350
Total 127,409 145,721

The average number of employees during the year was 541 (2003: 571).

Item 2004 2003
Loans
New allowances made 4 21,322
Amounts collected (10,688) 9,777)
Accrued interest
Amounts collected (385) (2,028)
Total loans and interest (11,069) 15,517
Allowances for receivables — FINA - 51,402
Allowances for impairment (11,069) 66,919
Provisions for risks and charges
New allowances made 16,123 9,705
Provisions released (4,011) -
Total 1,043 16,624

The 2004 income from doubtful loans collected from banks and savings banks in
bankruptcy amounts to HRK 11,073 thousand and consists of collected principal
and interest payments on loans, and penalties for a failure to maintain and allo-
cate kuna reserve funds as prescribed by regulations.
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ltem ‘ 31/12/2004 ‘ 31/12/2003
Cash on hand 5,529 5,443
Current accounts with foreign banks 1,534 1,501
Total 1,063 6,944

ltem ‘ 31/12/2004 ‘ 31/12/2003
Foreign central banks 564,816 368,946
Foreign commercial banks 23,740,579 25,183,667
Domestic commercial banks 14,282 13,891
Total 24,319,671 25,566,504

The Croatian National Bank manages international reserve funds by investing
them into type of assets specified in the Croatian National Bank Act by applying
the principles of liquidity and safety. As a result, investments in deposits with for-
eign central and first-class commercial banks represent a significant share of as-
sets with foreign banks.

31/12/2004 31/12/2003
Bonds denominated in EUR 19,754,380 16,995,979
Bonds denominated in USD 4,961,664 7,262,573
Certificates of deposit 307,617 266,982
Total 25,023,661 24,525,534

Most of international reserve funds are invested in debt securities payable in a
convertible currency of the debtor, and primarily in government bonds, since they
carry the lowest credit risk. The securities are denominated in USD and EUR.

ANNUAL REPORT 2004




176

Financial Statements of the Croatian National Bank ]

ANNUAL REPORT 2004

a) Type of loan

Item ‘ 31/12/2004 ‘ 31/12/2003

Loans to domestic banks

— Lombard - 954,431

—Repo 393,985 -

— Intervention 63,228 65,417

— Liquidity 18,823 21,322
Other loans 830 840
Gross loans and advances 416,866 1,048,010
Less: allowances for loan impairment (82,732) (93,416)
Total 394,134 954,594

b) Movements in allowances for impairment of loans

Item ‘ 2004 ‘ 2003
Balance at 1 January 93,416 75,871
New allowances made 4 21,322
Amounts collected (10,688) 9,777)
Balance at 31 December 82,132 93,416

Total Lombard loans placed in 2004 amount to HRK 6,981,835 thousand. In late
2004, two repo loans were extended in the total amount of HRK 787,730 thou-
sand.

The loan impairment allowance refers to previous loans approved to banks and
savings banks in bankruptcy or liquidation.

At 31 December 2004, the aggregate amount of loans in arrears against which
provisions were made was HRK 82,732 thousand (2003: HRK 93,416 thou-
sand).

Item ‘ 31/12/2004 ‘ 31/12/2003
Membership quota 3,196,128 3,319,550
Special Drawing Rights (XDR) and deposits 4,836 5,018
Total 3,200,964 3,324,568

Placements with the International Monetary Fund (IMF) include the membership
quota of the Republic of Croatia with the IMF and Special Drawing Rights
(XDR) which relate to the amounts with the IMF that are available for day-to-day
operations of the Croatian National Bank. The International Monetary Fund pays
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an interest rate on XDR funds, which stood at 2.22% on 31 December 2004
(2003: 1.57%).

Item ‘ 31/12/2004 ‘ 31/12/2003
Membership in other international institutions 25,031 25,993
Domestic enterprises 8,054 8,054
Total 33,085 34,047

The membership in other international institutions relates to the shares of the
Bank for International Settlements, Basle, and the shares of SWIFT (Society for
Worldwide Interbank Financial Telecommunication).

The Croatian National Bank is the co-founder of the Croatian Monetary Institute
(CMI) (a contract of 26 April 1993) and holds 42.6% of its equity. The Bank’s
equity investment in the CMI amounts to HRK 8,054 thousand.

Item 31/12/2004 31/12/2003
Accrued interest 59,732 59,260
Prepaid expenses 62,893 63,219
Numismatics 10,666 11,273
Gold and other precious metals 1,948 1,753
Other assets 77,329 73,574
Total 212,568 209,079
Less: — allowances for interest (26,213) (26,598)

— allowances for receivables — FINA (51,402) (51,402

Total 134,953 131,079

Item 2004 2003
Movements in allowances
Balance at 1 January 26,598 28,699
New allowances made - -
Amounts collected (385) (2,028)
Write-offs - (73)
Balance at 31 December 26,213 26,598

Most significant items among accrued interest comprise interest on foreign ex-
change deposits with foreign banks and outstanding interest due from banks and
savings banks in bankruptcy or liquidation.
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Prepaid expenses relate to costs of printing kuna banknotes and minting kuna
and lipa coins.

Major items among other assets comprise receivables of the Croatian National
Bank in respect of payment transactions until 31 March 2002 and plates on stock
for minting kuna and lipa coins.

The activities related to entering the receivables for sold flats in the Croatian Na-
tional Bank’s accounts are in progress. Those amounts will be recorded following
the reconciliation of data between commercial banks and PBZ - leasing d.o.o.,
Zagreb, the company entrusted by the Croatian National Bank with the sale and
purchase of flats.

Land and Furniture and Motor Other !nvestments Software and
buildings (I T3 equipment vehicles assets " course.of licenses et
construction

Balance at 31 December 2003
Cost or revaluation 303,388 41,799 24,906 6,196 2,840 14,714 4728 398,571
Accumulated depreciation (18,300) (31,920) (20,386) (5,237) - - (2,708) (78,551)
Net book amount 285,088 9,879 4,520 959 2,840 14,714 2,020 320,020
Year ended 31 December 2004
Opening net book amount 285,088 9,879 4520 959 2,840 14714 2,020 320,020
Additions - - - - 204 59,975 - 60,179
Assets brought into use 3417 16,355 7,476 1,528 327 (30,390) 1,288 -
Revaluation - - - - - - - -
Net write-offs (706) (30) (28) - (247) - - (1,007)
Depreciation charge (5,880) (7,962) (2,387) (597) - - (979) (17,804)
Closing net book amount 281,919 18,242 9,585 1,890 3124 44,299 2,329 361,388
Balance at 31 December 2004
Cost or revaluation 306,052 53,845 30,525 6,922 3,124 44,299 6,015 450,782
Accumulated depreciation (24,133) (35,603) (20,940) (5,032) - - (3,686) (89,394)
Net book amount 281,919 18,242 9,585 1,890 3,124 44,299 2,329 361,388

The tangible fixed assets of the Bank are neither subject to a mortgage nor to a fi-
duciary relationship.

Item ‘ 31/12/2004 ‘ 31/12/2003
Foreign currency CNB bills - 4,920,178
Kuna CNB bills - -
Total - 4,920,178
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By issuing CNB bills, the Croatian National Bank affects the liquidity of the bank-
ing system. In April 2004, the Bank held two auctions of kuna CNB bills with a
maturity of 35 days and a nominal value of HRK 106,000 thousand. The new
monetary measures that entered into force during 2004 discontinued the issu-
ance of foreign currency CNB bills.

ltem ‘ 31/12/2004 ‘ 31/12/2003
Kuna reserve requirements 14,674,409 12,600,722
Foreign currency reserve requirements 10,755,318 6,680,221
Other deposits of domestic banks 6,409,404 5,667,711
Foreign banks and other financial institutions 18,071 2,796,266
Court-mandated deposits 5,255 4,906
Mandatory kuna CNB bills - 109,422
Total 31,862,457 21,859,248

Reserve requirements of banks allocated in the accounts with the Croatian Na-
tional Bank are accounted for as the Bank’s liabilities to banks. Foreign currency
reserve requirements rose significantly, partly due to a decision of the Croatian
National Bank to increase the minimum percentage of the foreign currency com-
ponent of reserve requirements that is allocated in special accounts with the Bank,
and partly because of the marginal reserve requirement, a new monetary policy
instrument introduced in August 2004.

There was a decrease in amounts due to foreign banks since all deposits received
under repurchase arrangements matured in late 2004.

Allocated kuna reserve requirements rose compared to 2003 because of the in-
creased minimum percentage to be allocated in the accounts with the Croatian
National Bank and the increase in the portion of foreign currency reserves that is
allocated in kuna. Other deposits of domestic banks refer to settlement accounts,
cash and limit accounts in the National Clearing System.

ltem ‘ 31/12/2004 ‘ 31/12/2003
Due to the State and State institutions 248,923 556,650
Foreign currency account balances of the Republic of Croatia 35,197 950,271
Total 284,120 1,506,921

The deposit accounts of the Republic of Croatia held with the Bank relate to the
account of the State budget of the Republic of Croatia, accounts of joint revenues,
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special purpose accounts that form a part of the State budget and court-man-
dated deposits.

The foreign currency account of the Ministry of Finance of the Republic of
Croatia was opened in 2003 as a foreign currency transaction account used by the
Croatian National Bank for foreign currency payment transactions on behalf of
the Ministry of Finance.

Item ‘ 31/12/2004 ‘ 31/12/2003
Bills of exchange denominated in HRK 3,186,744 3,309,708
Other IMF’s accounts 8,010 8,319
Total 3,194,754 3,318,027

The bills of exchange denominated in HRK relate to the membership of the Re-
public of Croatia in the International Monetary Fund.

Item ‘ 31/12/2004 ‘ 31/12/2003

Accrued interest 29,166 25,937
Due to employees 4,886 4,475
Taxes and contributions 4343 4,048
Due to the Ministry of Finance 6,356 6,624
Amounts due to suppliers 10,440 3,447
Other liabilities 288,230 51,037
Amounts on clearing accounts:

Liabilities to the FINA 20,156,435 20,156,435
Banknotes and coins issued through the FINA (9,086,206) (9,086,206)
Assets with the FINA (11,070,229) (11,070,229)
Total 343,421 95,568

Out of the total interest payable in kuna, the most significant item of HRK 19,580
thousand relates to remuneration on allocated kuna reserve requirements, which
was calculated in December 2004 and was due in January 2005.

The most significant item among other liabilities in the amount of HRK 225,243
thousand, relates to foreign currency deposits under repo arrangements that were
due at the end of 2004 and were recorded at the Federal Reserve Bank as at 3 Jan-
uary 2005.

Other liabilities include long-term provisions for risks and charges, out of which
HRK 12,747 thousand refers to litigation provisions (2003: HRK 2,447 thou-
sand) and HRK 11,317 thousand refers to provisions for employee benefits
(2003: HRK 9,505 thousand).
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The equity of the Croatian National Bank consists of the capital and reserves. The
capital in the amount of HRK 2,500,000 thousand is held by the Republic of
Croatia. The capital is non-transferable and cannot be encumbered by any guar-
antees.

The HRK 56,489 thousand increase in the Bank’s reserves resulted from the allo-
cation of operating surplus from the income statement to general reserves.
Namely, net gains arising from the adjustment of balance sheet items to changes
in market prices dictate the allocation of the entire surplus to general reserves (as
provided in Article 53 of the Croatian National Bank Act). At 31 December 2003,
the Bank’s reserves amounted to HRK 2,407,039 thousand. After the allocation
of operating surplus for 2004, they increased to HRK 2,463,528 thousand at 31
December 2004.

Revaluation reserves relate to revaluation gains on buildings.

Legal claims: As at 31 December 2004, there were several pending litigations. In
the opinion of the management and internal legal advisors of the Croatian Na-
tional Bank, there is a possibility that the Bank will lose certain cases, and, conse-
quently, provisions for potential losses on such cases were made by the Bank (see
Note 23).

Commitments for capital investments and investment maintenance: As at 31 De-
cember 2004, the Croatian National Bank had commitments for capital invest-
ments and investment maintenance in the amount of HRK 13,219 thousand
(2003: nil).

Treasury inventory system:

ltem ‘ 31/12/2004 ‘ 31/12/2003
Non-issued banknotes and coins 86,339,863 84,540,444
Stamp duties and bills of exchange 297,619 166,518
Total 86,637,482 84,706,962

The cash flow statement provides data on cash inflows and outflows in the report-
ing period, classified into operating, investing and financing activities. The cash
flow statement is prepared using the direct method.
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31/12/2004 31/12/2003
Cash on hand 5,529 5,443
Current accounts with foreign banks 1,534 1,501
Special Drawing Rights (XDR) and deposits with the IMF 4837 5,018
Total 11,900 11,962

31/12/2004 31/12/2003
Surplus of income over expenditures 56,489 -
Shortfall between income and expenditures - (342,503)
Transfer of surplus to general reserves (56,489) -
Coverage of shortfall from general reserves - 342,503

Transfer of surplus to the State Budget - -

Under International Financial Reporting Standards, entities under majority state
control are not required to disclose their related party transactions. As related
party transactions are based on the state control of the Bank and entities under
majority state control, these financial statements do not include information on
transactions between the Bank and such entities.

The Croatian National Bank maintains active trading positions in financial instru-
ments that are appropriate for central banks. Attention is paid to the monitoring
of credit, foreign exchange and interest rate risks, as well as other types of risks.
The Bank’s investment gain corresponds to assumed risks and reflects its basic
investment principles — safety and liquidity.

The Bank is subject to credit risk that may arise as a result of counterparties’ de-
fault on their obligations to the Bank. Therefore, the risk that counterparties
might default on their obligations is monitored on an ongoing basis.

The Croatian National Bank deals only with counterparties of the highest credit
standing. Deals with an individual counterparty or country are subject to limits,
and a portion of deals is subject to collateral (reverse repo).




Geographical concentration of assets and liabilities:

Financial Statements of the Croatian National Bank

Total assets Total liabilities

Balance at 31 December 2004

Croatia 886,007 45,310,397
OECD countries 46,535,907 6,183
USA 6,052,979 3,194,817
Other countries 32 -
Total 53,474,925 48,511,397

Total assets Total liabilities

Balance at 31 December 2003

Croatia 4,750,529 43,859,644
0OECD countries 47,342,899 2,778,518
USA 2,769,819 3,318,089
Other countries 43 -
Total 54,863,290 49,956,251

The majority of the Bank’s assets is held in foreign currencies (international re-
serves). Therefore, the Bank’s exposure to foreign exchange risk is large. As a re-
sult, there are high fluctuations in the income statement, primarily because of the
effects of exchange rate differences on the financial result of the Bank for the year.

The analysis of significant items of assets and liabilities denominated in foreign

currencies is provided below:

Balance at 31 December 2004

Other foreign

currencies

]

Assets

Cash and current accounts with other banks 4,275 2,029 - 741 18 7,063
Due from other banks 16,934,257 7,371,138 - - 14,282 24,319,677
Trading securities 20,061,997 4961,664 - - - 25,023,661
Loans - - - - 394,134 394,134
Placements with the IMF - - 3,200,964 - - 3,200,964
Equity investments 81 - 24,950 - 8,054 33,085
Accrued interest and other assets 23,465 8,868 1 - 102,619 134,953
Tangible and intangible assets - - - - 361,388 361,388
Total assets 37,024,075 12,343,699 3,225,915 741 880,495 53,474,925
Liabilities

Banknotes and coins in circulation - - - - 12,826,645 12,826,645
CNB bills - - - - - -

Due to banks and other financial institutions 6,260,118 4,495,200 - - 21,107,139 31,862,457
Due to the State and State institutions 35,093 30 - 74 248,923 284,120
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Due to the IMF - - 3,194,754 - - 3,194,754
Accrued interest and other liabilities 10,720 4,174 - 172 327,755 343,421
Total liabilities 6,305,931 4,499,404 3,194,754 846 34,510,462 48,511,397
Net balance sheet position 30,718,144 7,844,295 31,161 (105) (33,629,967) 4,963,528
Balance at 31 December 2003

Total assets 35,295,496 14,817,256 3,350,480 485 1,399,572 54,863,290
Total liabilities 8,641,010 6,704,378 3,318,027 53 31,292,783 49,956,251
Net balance sheet position 26,654,486 8,112,878 32,453 432 (29,893,211) 4,907,039

The Bank is exposed to the effects of market interest rates fluctuations on its fi-
nancial position and cash flows. As a result of the application of clearly set guide-
lines, the Bank’s exposure to interest rate risk is low and in compliance with its

basic principle of international reserves investment — safety and liquidity.

Up to 1 month n%ot:ﬂ?s :1;?“1123 1to 5 years NOE;":;‘::“ Total
Balance at 31 December 2004
Assets
Cash and current accounts with other banks - - - - 7,063 7,063
Due from other banks 19,474,140 4,831,255 - - 14,282 24,319,677
Trading securities 25,023,661 - - - - 25,023,661
Loans 394,134 - - - - 394134
Placements with the IMF 292 - - - 3,200,672 3,200,964
Equity investments - - - - 33,085 33,085
Accrued interest and other assets - - - - 134,953 134,953
Tangible and intangible assets - - - - 361,388 361,388
Total assets 44,892,221 4,831,255 - - 3,751,443 53,474,925
Liabilities
Banknotes and coins in circulation - - - - 12,826,645 12,826,645
CNB bills - - - - - -
Due to banks and other financial institutions 25,429,727 - - - 6,432,730 31,862,457
Due to the State and State institutions 1,127 - - - 282,993 284,120
Due to the IMF - - - - 3,194,754 3,194,754
Accrued interest and other liabilities - - - - 343,421 343,421
Total liabilities 25,430,854 - - - 23,080,543 48,511,397
Net balance sheet position 19,461,373 4,831,255 - - (19,329,100) 4,963,528
Balance at 31 December 2003
Total assets 44,943,236 6,089,803 - - 3,830,251 54,863,290
Total liabilities 25,110,834 2,200,591 - - 22,644,826 49,956,251
Net balance sheet position 19,832,402 3,889,212 - - (18,814,575) 4,907,039
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The table below summarizes the effective interest rate by major currencies for

monetary financial instruments at 31 December 2004:

Balance at 31 December 2004 EUR usD XDR HRK
Assets
Current accounts with other banks 1.00 1.79
Special Drawing Rights (XDR) 2.22
Due from other banks 2.02 2.33
Trading securities 2.28 2.8
Loans 9.50
Liabilities
CNB bills 2.51
Due to domestic banks 15 1.69 1.25
Due to the IMF
Due to foreign banks

Balance at 31 December 2003

Assets

Current accounts with other banks 1.00 0.94

Special Drawing Rights (XDR) 1.57

Due from other banks 2.053 0.998

Trading securities 2.294 1.358

Loans 9.5
Liabilities

CNB bills 1.980 1.001 2.55
Due to domestic banks 1.975 0.995 1.25
Due to the IMF

Due to foreign banks 1.98 0.80

Liquidity risk arises in the general funding of the activities of the Croatian Na-
tional Bank and its management of positions. It includes both the risk of being un-
able to fund the assets at appropriate maturities and rates and the risk of being
unable to liquidate an asset at a reasonable price and in an appropriate time
frame. The Croatian National Bank holds a portfolio of liquid assets as a part of
its liquidity risk management strategy. The following table provides an analysis of
the financial assets and liabilities of the Croatian National Bank into relevant ma-

turity groupings based on the remaining period to repayment.
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Uptolmonth | 1to3 months | 3to 12 months 1to 5 years Over 5 years Total
Balance at 31 December 2004
Assets
Cash and current accounts with other banks 7,063 - - - - 7,063
Due from other banks 19,474,140 4,831,255 - - 14,282 24,319,677
Trading securities 25,023,661 - - - - 25,023,661
Loans 393,985 - - - 149 394134
Placements with the IMF 292 - - - 3,200,672 3,200,964
Equity investments - - - - 33,085 33,085
Accrued interest and other assets 27,745 6,610 10,815 87,813 1,970 134,953
Tangible and intangible assets - - - - 361,388 361,388
Total assets 44,926,386 4,831,865 10,815 87,813 3,611,546 53,474,925
Liabilities
Banknotes and coins in circulation - - - - 12,826,645 12,826,645
CNB bills - - - - - -
Due to banks and other financial institutions 31,844,386 - - - 18,071 31,862,457
Due to the State and State institutions 284,120 - - - - 284,120
Due to the IMF - - - - 3,194,754 3,194,754
Accrued interest and other liabilities 274,078 - 7,152 62,191 - 343,421
Total liabilities 32,402,584 - 1,152 62,191 16,039,470 48,511,397
Net liquidity gap 12,524,302 4,831,865 3,663 25,622 (12,427,924) 4,963,528
Balance at 31 December 2003
Total assets 44,976,930 6,095,556 - - 3,790,804 54,863,290
Total liabilities 32,111,670 2,203,038 41,321 - 15,600,222 49,956,251
Net liquidity gap 12,865,260 3,892,518 (41,321) - (11,809,418) 4,907,039
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Members of the Council and Management of
the Croatian National Bank

MEMBERS OF THE COUNCIL OF THE CROATIAN NATIONAL BANK

Chairman of the Council
ieljko Rohatinski

Mate Babié
Alen Belullo
Bozidar Jeléié
Branimir Lokin
Cedo Maletié
Relja Marti¢
Adolf Matejka
Damir Novotny
Silvije Orsag
Tomislav Presecan
Sandra gvaljek
Boris Vujcié
Branko Vukmir

MANAGEMENT OF THE CROATIAN NATIONAL BANK

ieljko Rohatinski, Governor
Boris Vuj¢i¢, Deputy Governor
Cedo Maletié, Vicegovernor
Relja Marti¢, Vicegovernor
Adolf Matejka, Vicegovernor
Tomislav Presecan, Vicegovernor

EXECUTIVE DIRECTORS

Research and Statistics Area — Ljubinko Jankov

Central Banking Operations Area — Irena Kovacec

Foreign Exchange Operations Area — Jadranka Granié

Prudential Regulation and Bank Supervision Area — Marija Mijatovic¢-Jaksi¢
Planing, Analysis and Accounting Area — Dijana Jakeli¢

Payment Operations Area — Neven Barbarosa

Information Technology Area — Mario Zgela

Support Services Area — Boris Ninié

International Relations Area — Michael Faulend
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Internal Organisation of the Croatian National Bank

COUNCIL OF THE CROATIAN NATIONAL BANK

Vicegovernor Vicegovernor Vicegovernor

Prudential Regulation

Foreign Exchange
and Banking System

Policy Department

Analysis Department

[ gwaw Analysis Prudential Regulation Foreign Exchange System A i
vision Division and Measures Division Dg;gﬁlt:n‘enr%t
— Balance of Payments Banking System i
Foreign Exchange
and Exchange Rate Analysis Division v .

Analysis Division Measures Implementation

— Real Sector and Budget
Analysis Division

— Library and Documentation Center

S Central Accounting
Division Division

" Domestic Currency
International Analytical Bookkeeping

Banking Division 1

Department Foreign Exch
Aorellgtn |C ange | | lication Systems
nalytical Development

Bookkeeping Division

International Payments
Market and Liquidity Division

Risk Management
Supervision Division

— Monetary and Financial
Statistics Division

— Balance of Payments and
International Investment
Position Statistics Division

— External Debt Statistics Division

Design Division

Correspondent Banking Finance _and Internal
Division Accounting

. . Programming Division
Operations Division

Credit Risk Management

Supervision Division SWIFT Division Quality Assurance

Division

L) Operations
Department

Internal Control Systems

Publishing Division

Translating and
Language-Editing Division

Financial Stability
| Departmen

Monetary Policy Instruments
Analysis and Review Division
Open Market Operations
Division

Credit Management Division

International Reserves
M and Foreign Exchange
Liquidity Department

Foreign Exchange Trading and
Investment Division (front office)

Foreign Exchange Settlement
Division (back office)

Investment Research and
Performance Evaluation
Division (middle office)

ANNUAL REPORT 2004

Supervision Division

Information Systems
Supervision Division
Monetary and Foreign Exchange
Policy Measures Implementation
Supervision Division

M Licensing and Market
Competition Department

Licensing Division
Market Competition Division

|| Cashless Payment
Operations Department

Domestic Payment System
Policy, Development and
Review Division

Domestic Payment
Operations Division

Domestic Payment System
Surveillance Division

L Currency
DEVE T

Issue and Handling

Operations Division

Custody Services Division

M  European Relations
Department

EU Economic Division

EU Institutions
Administrative Operations
Division

International

Financial Institutions

Department

International Financial
Institutions Economic
Division

International Financial
Institutions Administrative
and Financial Operations
Division

System and Database
Administration
Division

User Support Division

Information System
Security and Protection
Division

|| Legal
partment

Technical Services
Department

Supply Division

Maintenance Division

General Services

Department

General Services Division
Restaurant

M Purchasing Department I
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LICENSED BANKS

BANKA BROD d.d.!
I. pl. Zajca 21
35000 Slavonski Brod

Phone: + 385 35/ 445-711, 445-766
Fax: + 385 35/ 445-755
SWIFT: BBRD HR 22

BANKA KOVANICA d.d.!
P. Preradoviéa 29
42000 Varazdin

Phone: + 385 42/403-403
Fax: + 385 42/212-148
SWIFT: SKOV HR 22

BANKA SONIC d.d.
Savska 131
10000 Zagreb

Phone: + 385 1/6345-666
Fax: + 385 1/6190-615
SWIFT: SONI HR22

BANKA SPLITSKO-DALMATINSKA d.d.!
Matice hrvatske 1
21000 Split

Phone: + 385 21/540-280
Fax: + 385 21/540-290
SWIFT: DALM HR 22

CENTAR BANKA d.d.
JuriSi¢eva 3
10000 Zagreb

Phone: + 385 1 /4803-444
Fax: + 385 1/4803-441
SWIFT: CBZG HR 2X

CREDO BANKA d.d.
Zrinsko-Frankopanska 58
21000 Split

Phone: + 385 21/340-410
Fax: + 385 21/380-682

SWIFT: CDBS HR 22

[ List of Banking Institutions ]

CROATIA BANKA d.d.
Kvaternikov trg 9
10000 Zagreb

Phone: + 385 1/2391-111
Fax: + 385 1/2391-470
SWIFT: CROA HR 2X

DRESDNER BANK CROATIA d.d.
Gajeva 1
10000 Zagreb

Phone: + 385 1/4866-777
Fax: + 385 1/4866-779
SWIFT: DRES HR 2X

ERSTE & STEIERMARKISCHE BANK d.d.
Jadranski trg 3a
51000 Rijeka

Phone: + 385 51/208-211
Fax: + 385 51/330-525
SWIFT: ESBC HR 22

GOSPODARSKO KREDITNA BANKA d.d.
Draskoviceva 58
10000 Zagreb

Phone: + 385 1/4802-666
Fax: + 385 1/4802-571
SWIFT: CCBZ HR 2X

HRVATSKA POSTANSKA BANKA d.d.
JuriSiceva 4
10000 Zagreb

Phone: + 385 1/4804-574

Fax: + 385 1/4810-791
SWIFT: HPBZ HR 2X

HVB SPLITSKA BANKA d.d.
R. Boskovic¢a 16
21000 Split

Phone: + 385 21/304-304
Fax: + 385 21/304-040
SWIFT: BACX HR 22
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HYPO ALPE-ADRIA-BANK d.d.
Koturaska 47
10000 Zagreb

Phone: + 385 1/6103-666
Fax: + 385 1/6103-555
SWIFT: KLHB HR 22

IMEX BANKA d.d.
Tolstojeva 6
21000 Split

Phone: + 385 21/406-100
Fax: + 385 21/345-588
SWIFT: IMXX HR 22

ISTARSKA KREDITNA BANKA UMAG d.d.
E. Milosa 1
52470 Umag

Phone: + 385 52/702-300
Fax: + 385 52/702-388
SWIFT: ISKB HR 2X

JADRANSKA BANKA d.d.
A. Starcevica 4
22000 Sibenik

Phone: + 385 22/242-242
Fax: + 385 22/335-881
SWIFT: JADR HR 2X

KARLOVACKA BANKA d.d.
I. G. Kovacdica 1
47000 Karlovac

Phone: + 385 47/614-200
Fax: + 385 47/614-206
SWIFT: KALC HR 2X

KREDITNA BANKA ZAGREB d.d.
Ul. grada Vukovara 74
10000 Zagreb

Phone: + 385 1/6167-300
Fax: + 385 1/6116-466
SWIFT: KREZ HR 2X

KRIZEVACKA BANKA d.d!
P. Preradoviéa 14
48260 Krizevci

Phone: + 385 48/681-018
Fax: + 385 48/711-938
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KVARNER BANKA d.d.
Jadranski trg 4/1
51000 Rijeka

Phone: + 385 51/353-555
Fax: + 385 51/353-566
SWIFT: KVRB HR 22

MEDIMURSKA BANKA d.d.
V. Morandinija 37
40000 Cakovee

Phone: + 385 40/370-500
Fax: + 385 40/370-623
SWIFT: MBCK HR 2X

NAVA BANKA d.d.
Tratinska 27
10000 Zagreb

Phone: + 385 1/3656-777
Fax: + 385 1/3656-700
SWIFT: NAVB HR 22

NOVA BANKA d.d.
Domovinskog rata 3
23000 Zadar

Phone: + 385 23/201-500
Fax: + 385 23/201-859

PARTNER BANKA d.d.
Voncinina 2
10000 Zagreb

Phone: + 385 1/4602-222
Fax: + 385 1/4602-200
SWIFT: PAZG HR 2X

PODRAVSKA BANKA d.d.
Opaticka 1a
48300 Koprivnica

Phone: + 385 48/65-50
Fax: + 385 48/655-174
SWIFT: PDKC HR 2X

POZESKA BANKA d.d.
Republike Hrvatske 1b
34000 Pozega

Phone: + 385 34/254-200
Fax: + 385 34/254-258
SWIFT: POBK HR 2X




PRIMORSKA BANKA d.d.
Scarpina 7
51000 Rijeka

Phone: + 385 51/355-704
Fax: +385 51/332-762
SWIFT: SPRM HR 22

PRIVREDNA BANKA — LAGUNA BANKA d.d.

Prvomajska 4a
52440 Porec

Phone: + 385 52/ 416-711
Fax: +385 52/ 416-770
SWIFT: LBPO HR 22

PRIVREDNA BANKA ZAGREB d.d.
Rackoga 6
10000 Zagreb

Phone: + 385 1 /4723-344
Fax: + 385 1/4723-131
SWIFT: PBZG HR 2X

RAIFFEISENBANK AUSTRIA d.d.
Petrinjska 59
10000 Zagreb

Phone: + 385 1/4566-466
Fax: + 385 1/4811-624
SWIFT: RZBH HR 2X

SAMOBORSKA BANKA d.d.
Trg kralja Tomislava 8
10430 Samobor

Phone: + 385 1/3362-530
Fax: + 385 1/3361-523
SWIFT: SMBR HR 22

SLATINSKA BANKA d.d.
V. Nazora 2
33520 Slatina

Phone: + 385 33/840-400
Fax: + 358 33/551-566
SWIFT: SBSL HR 2X

1 In accordance with Article 190 of the Banking Act and the pace prescribed therein, the bank is required to adjust its share capital to the provisions of this

Act by 31 December 2006.

[ List of Banking Institutions

SLAVONSKA BANKA d.d.
Kapucinska 29
31000 OSIJEK

Phone: + 385 31/231-231
Fax: + 385 31/201-039
SWIFT: SLBO HR 2X

STEDBANKA d.d.
Slavonska avenija 3
10000 Zagreb

Phone: 385 1/6306-666
Fax: 385 1/6187-016
SWIFT: STED HR 22

VABA d.d. BANKA
Anina 2
42000 Varazdin

Phone: + 385 42/215-300
Fax: + 385 42/215-315

VOLKSBANK d.d.
Varsavska 9
10000 Zagreb

Phone: + 385 1/4801-300
Fax: + 385 1/4801-365
SWIFT: VBCR HR 22

ZAGREBACKA BANKA d.d.
Paromlinska 2
10000 Zagreb

Phone: + 385 1/6104-000
Fax: + 385 1/6110-555
SWIFT: ZABA HR 2X
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REPRESENTATIVE OFFICES
OF FOREIGN BANKS

BANK FUR KARNTEN UND STEIERMARK AG, Zagreb

COMMERZBANK AKTIENGESELLSCHAFT, Zagreb
DEUTSCHE BANK AG, Zagreb

KOMERCIJALNA BANKA a.d, Zagreb

LHB INTERNATIONALE HANDELSBANK AG, Zagreb

SAN PAOLO IMI S.P.A., Zagreb

LICENSED HOUSING SAVINGS BANKS

PBZ STAMBENA STEDIONICA d.d. RAIFFEISEN STAMBENA STEDIONICA d.d.
Savska 28 Radnicka cesta 43
10000 Zagreb 10000 Zagreb

Phone: + 385 1/6349-053 Phone: + 385 1/6006-100

Fax: + 385 1/6349-781 Fax: +385 1/6006-199
PRVA STAMBENA STEDIONICA d.d. WUSTENROT STAMBENA STEDIONICA d.d.
JuriSiceva 22 Heinzlova 33a
10000 Zagreb 10000 Zagreb

Phone: + 385 1/4801-514 Phone: + 385 1/4803-788

Fax: + 385 1/4801-571 Fax: + 385 1/4803-798
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Classification and Presentation of Data on Claims and Liabilities

Data on financial institutions’ claims and liabilities are classified according to institu-
tional 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 au-
thorities (the central bank), banks, other banking institutions and non-banking financial
institutions. The central bank is the Croatian National Bank (CNB). Banks are institu-
tions to which the Croatian National Bank has issued a license to perform banking busi-
ness services in accordance with the Banking Act, including savings banks during a
transition period. Data on banks do not include claims and liabilities of banks undergo-
ing bankruptcy proceedings, nor former branches of banks headquartered outside the
Republic of Croatia. Other banking institutions comprise housing savings banks, savings
and loan cooperatives and investment funds. Non-banking financial institutions are fi-
nancial institutions not classified as banks or other banking institutions (for example in-
surance companies, pension funds).

The central government and funds consists of two sub-sectors, the Republic of
Croatia and central government funds. Until December 2003, the sub-sector the Repub-
lic of Croatia included government authorities, including the Croatian Roads and the
Croatian Highways, the State Agency for Deposit Insurance and Bank Rehabilitation and
the sub-sector central government funds included the Croatian Institute for Health In-
surance, the Croatian Pension Insurance Institute, the Croatian Employment Service,
the Croatian Privatisation Fund, the Croatian Waters and the Croatian Bank for Recon-
struction and Development.

Since January 2004, the Croatian Roads, the Croatian Highways, and the State
Agency for Deposit Insurance and Bank Rehabilitation have been reclassified, from the
sub-sector the Republic of Croatia to the sub-sector central government funds.

Other domestic sectors include local government authorities, public and other enter-
prises and households, including craftsmen and non-profit institutions providing ser-
vices to households. The sub-sector other enterprises also comprises banks undergoing
bankruptcy proceedings. In some tables other domestic sectors are divided into the fol-
lowing sub-sectors: local government (which comprises units of local and regional
self-government), public and other 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 CNB’s midpoint ex-
change rate at the end of the reporting period.

Statistical Appendix
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Monetary and Credit Aggregates

Table Al: Monetary and Credit Aggregates

end of period, million kuna and %

Reserve Broadest | Netdomestic | Domestic Monthly rates of growth " -
money money M4 assets credit m

1996 December 8,770.4 11,368.9 11,4949 36,701.1 24,960.4 33,831.2 11.35 7.83 767 488 -541 -11.61
1997 December 10,346.1 13,731.4 13,848.8 50,742.0 33,829.0 48,863.4 7.86 3.93 3.85 2.16 4.98 4.96
1998 December 9,954.2 13,531.4 13,615.2 57,3403 44,626.8 59,792.0 7.24 6.92 6.59 2.51 3.73 0.25
1999 December® 10,310.0 13,858.9 13,965.7 56,659.3 40,003.8 55,875.8 4.53 5.46 5.48 2.28 0.35 —4.58
2000 December 11,7173 18,030.3 18,256.4 73,061.1 44,043.9 60,883.8 7.32 10.04 9.89 3.66 10.46 2.66
2001 December 17,803.2 23,703.5 23,936.5 106,071.4 57,410.0 74,964.5 8.01 13.00 11.96 11.65 3.40 1.16
2002 December 23,0279 30,869.8 31,876.7 116,141.8 833244 97,463.7 10.72 6.11 6.79 1.65 792 2.15
2003 December 30,586.2 33,888.7 34,630.9 128,893.1 96,121.7 111,661.4 8.90 1.78 1.93 0.14 311 0.66
2004 January 29,439.9 32,3231 32,853.4 128917.7 98,213.8 113,102.5 -3.75 —4.62 -5.13 0.02 2.18 1.29
February 29,482.8 31,2839 31,8279 127,876.5 97,9133 113,516.7 0.15 =321 -3.12 -0.81 -0.31 0.37

March 30,076.1 31,622.9 32,187.8 125,766.6 98,115.4 113,282.0 2.01 1.08 1.13 -1.65 0.21 -0.21

April 30,895.7 32,890.5 33,6379 127,867.8 97,7213 115,926.7 2.73 4.01 419 1.67 -0.40 233

May 31,1756 33,1939 339315 127,461.4 98,300.7 115,314.9 0.91 0.92 1.17 -0.32 0.59 —-0.53

June 31,1571 34,265.4 34,846.7 129,559.4 99,728.3 116,769.2 —0.06 3.23 2.70 1.65 1.45 1.26

July 31,652.1 34,621.5 35,204.2 133,013.2 101,861.7 117,874.0 1.59 1.04 1.03 2.67 2.14 0.95

August 32,3219 35,024.3 35,818.7 136,825.8 101,771.0 118,889.6 2.14 1.16 1.75 2.87 -0.09 0.86

September 32,851.8 34,4923 35,2345 138,742.8 103,362.9 120,614.7 1.62 -1.52 -1.63 1.40 1.56 1.45

October 32,654.4 33,8524 34,4785 138,356.9 104,170.9 1213186 -0.60 -1.86 -2.15 -0.28 0.78 0.58

November 31,2115 33,600.7 34,268.9 139,632.6 105,932.6 124,824.3 —4.42 -0.74 —0.61 0.92 1.69 2.89

December 33,9244 34,562.1 35,186.5 139,947.7 108,205.1 127,308.6 8.69 2.86 2.68 0.23 2.15 1.9

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

and money market instruments (all components are taken

Table Al: Monetary and Credit Aggregates
over from the Monetary Survey, Table B1).
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The table shows data on some basic monetary and credit
aggregates, including their monthly growth rates.

Reserve money is taken over in its entirety from the Mon-
etary Authorities Accounts (Table C1).

Money (M1) is defined in the same way as the corre-
sponding item in the Monetary Survey (Table B1). It com-
prises currency outside banks, deposits with the CNB by
other banking institutions and other domestic sectors as well
as banks’ demand deposits. Money (M1a) comprises cur-
rency outside banks and banks” demand deposits, increased
by the demand deposits of the central government and funds
with banks.

Broadest money (M4) comprises Money (M1), savings
and time deposits, foreign currency deposits as well as bonds
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Net domestic assets are defined as a difference between
total liquid assets and foreign assets (net).

Domestic credit comprises banks’ claims on other do-
mestic sectors, other banking institutions and non-banking
financial institutions.

In May 1999, bankruptcy proceedings have been initi-
ated against several banks so their assets and liabilities are ex-
cluded 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 comparable with data
for July 1999 if Domestic credit is increased by 3,513.5 mil-
lion kuna.



Monetary Institutions

Table B1: Monetary Survey

end of period, million kuna

2003 2004
I O O O S S S S O ™ I ™
ASSETS
1. Foreign assets (net) 32,7714 30,7039  29,963.2 21,651.2 30,1405  29,160.6 29,8311 31,1515  35,054.8 353799  34,186.1 33,700.0 31,742.6

2. Domestic credit 126,371.6 1287196 128,4237 1282721 128,821.3 128,635.8 130,542.8 1324317 1331187 1353421 1359981 138,765.2 141,278.1

2.1. Claims on central government and

funds (net) 14,710.1 15,617.1 14,907.0 14,990.1 12,894.6 13,3209 13,773.6 14,557.7 14,229.0 14,7215 14,679.5 13,9409 13,969.6
2.2. Claims on other domestic sectors 110,467.8 1115063  111,896.4  112,030.0 1147109 1140526 1155253  116,625.0  117,696.7 1193400  120,005.1 1233146  125790.7
2.3. Claims on other banking instituti 4318 293.2 286.0 600.0 517.0 542.8 517.0 485.1 4459 530.6 5154 563.3 624.0
2.4. Claims on non-banking financial
i i 761.8 1,302.9 1,334.2 651.9 698.7 719.5 721.0 763.9 747.0 744.0 798.1 946.4 893.9
Total (1+2) 159,143.0  159,423.5 158,386.9  155923.3  158,961.7  157,796.4  160,373.9  163,583.2  168,173.5 170,722.0  170,184.2 172,465.2  173,020.7
LIABILITIES
1. Money 33,888.7 32,3231 31,2839 31,622.9 32,8905 33,1939 34,2654 346215 350243 34,4923 33,8524 33,6007 34,562.1
2. Savings and time deposits 18,370.7 19,155.0 19,863.4  19,678.0 19,856.1 20,711.6 20,857.0 22,0644  22,680.7 231164  23,681.1 241182  224719.2
3. Foreign currency deposits 76,035.3 76,5364  76,030.6 74,070.1 747655 73,2168 74,056.7 75,849.5 78,423.0 80,4536  80,043.8 81,0734 81,7429
4. Bonds and money market instruments 598.4 903.2 698.7 395.6 355.7 339.1 380.4 471.9 697.9 680.5 179.7 840.3 1,163.5
5. Restricted and blocked deposits 1,721.6 1,921.3 1,920.3 2,049.3 2,150.2 2,212.3 2,295.0 21714 2,161.9 2,171.6 2,055.5 2,228.0 2,067.0
o/w: Households’ blocked f/c deposits 167.8 118.6 115.5 110.7 110.4 106.2 101.8 48.0 46.9 472 46.3 46.4 40.0
6. Other items (net) 28,528.2 28,584.6  28,590.0 28,107.4 289438  28,062.8 285195 28,3926  29,185.7 29,801.7 29,771.8 30,604.7 31,006.1

Total (1+2+3+4+5+6)

159,143.0  159,423.5 158,386.9 155923.3 158,961.7 157,796.4 160,373.9 163,583.2 168,173.5 170,7220 170,184.2 172,465.2 173,020.1

Money is the sum of currency outside banks, deposits by
other banking institutions with the CNB, deposits by other

Table B1: Monetary Survey

The monetary survey shows consolidated data from the
Monetary Authorities Accounts (Table C1) and Banks’ Ac-
counts (Table D1).

Foreign assets (net) are the difference between total for-
eign assets and total foreign liabilities of the CNB and banks.

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

domestic sectors with the CNB and banks” demand deposits
(item Demand deposits in Banks” Accounts, Table D1).

Items Savings and time deposits, Foreign currency de-
posits as well as Bonds and money market instruments are
entirely taken over from the Banks’ Accounts, while item Re-
stricted and blocked deposits represents the sum of corre-
sponding items from the Monetary Authorities Accounts
(excluding banks’ blocked deposits with the CNB) and
Banks’ Accounts. Other items (net) are unclassified liabilities
decreased by unclassified assets.
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Monetary Institutions

Table B2: Number of Reporting Banks and Savings Banks and their Classification

by Total Asets

Reporting banks classified according to their total assets
100 million kuna | 500 million kuna | 1 billion kuna to

Total number

2 billion kuna

Savings banks classified according to their total assets
Total number
10 million kuna

of r:::kr:mg L:I?Islig:na:u?ao to It_:s_s than 500 lo_le_ss than 1 It_as_s than 2 to I_e§s than 10 10 I;:]I:ji(:)r:’::ma s::i?gllsoll)ta::ﬁs I;}:T;::T:,:g to Igs_s than 100 k::g :rllitlj"(;):er
million kuna billion kuna billion kuna billion kuna million kuna
1996 December 57 10 26 6 9 4 2 22 10 11 1
1997 December 60 4 28 9 8 9 2 33 12 18 3
1998 December 60 3 26 8 11 10 2 33 4 25 4
1999 December 53 4 23 7 7 10 2 30 5 21 4
2000  December 45 3 15 9 6 10 2 29 5 19 5
2001 December 44 3 13 7 7 10 4 21 4 12 5
2002 December 46 4 13 7 9 8 5 10 3 5 2
2003 December 42 2 13 8 5 8 6 7 3 2 2
2004 January 41 2 12 9 6 6 6 7 3 3 1
February 41 2 12 9 6 6 6 7 3 3 1
March 41 2 12 9 6 6 6 6 3 3 -
April 41 2 12 9 5 7 6 6 3 3 -
May 41 2 12 9 5 7 6 6 3 3 -
June 41 2 12 9 5 7 6 6 3 3 -
July 40 2 11 10 5 6 6 6 3 3 -
August 40 2 11 10 5 6 6 6 3 3 -
September 40 2 12 9 5 6 6 6 3 3 -
October 40 2 12 9 5 6 6 6 3 3 -
November 39 2 12 8 6 5 6 6 3 3 -
December 39 1 12 9 6 5 6 6 3 3 -

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

The table shows the total number of banks and savings
banks during the transition period which report monthly to
the CNB. Their operations are shown in the Banks’ Ac-
counts. Monetary statistics includes reporting institutions
under liquidation as well as those whose operating licences
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have been revoked, but which have not initiated liquidation
proceedings.

Savings banks that were granted a bank operating license
are required to adjust their operations to the provisions of the
Banking Act by 31 December 2006.

The table also shows the classification of reporting banks
and savings banks according to their total assets.



Monetary Authorities

Table C1: Monetary Authorities Accounts

end of period, million kuna

2003 2004
T O T S 2 O I I I R ™

ASSETS

1. Foreign assets 50,1186 51,008.1 50,562.3 456929 48,584.8 47,1157 47,0636 47,1508 479147 48,6974 41,7334 48,0718 49,3734
1.1. Gold - - - - - - - - - - - - -
1.2. Holdings of SDRs 5.0 7.0 5.0 5.0 9.1 1.2 7.2 9.0 5.1 5.1 6.8 49 48
1.3. Reserve position in the IMF 15 L5 15 15 16 L5 15 15 15 15 14 14 14
1.4. Currency and demand deposits with foreign banks 5.8 5.7 5.6 5.5 5.7 54 5.5 59 5.5 5.7 5.8 14273 5.7
1.5. Time deposits with foreign banks 25580.7 269366 255946 201602 22,2452 20630.5 20,3347 197908 21,1688 21,3654 235954 223574 243317
1.6. Securities in /c 245255 240572 24,9555 255206 263233 264711 26,7148 273435 26,7337 273196 24,1240 242808  25023.7
1.7. Non-convertible foreign exchange 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

2. Claims on central government and funds 14 - 12 19 12 3.0 3.0 35 0.6 1.0 16 2.2 33

3. Claims on other ic sectors 93.6 93.5 91.3 89.9 81.1 86.1 85.8 85.4 85.2 85.1 84.5 82.9 82.9

4. Claims on banks 972.0 11.1 474.2 23.8 18.4 15.1 15.1 1217 296.7 14.6 144 14.6 408.9
4.1. Credits to banks 954.4 - 450.0 - - - - 107.5 282.6 - - - 394.0

Lombard credits 954.4 - 450.0 - - - - 107.5 282.6 - - - -
Short-term liquidity credits - - - - - - - - - - - - -
under repurct g it - - - - - - - - - - - - 394.0
4.2. CNB deposits with banks 14.5 14.5 14.3 14.1 14.2 14.0 14.1 14.2 14.2 14.6 14.4 14.6 15.0
4.3. Overdue claims 3.1 3.2 9.9 9.7 42 11 11 - 0.0 - - - -

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

Total (1+2+3+4+5) 51,1856 51,1194 51,1289 458085 48,6921 47,2199 471675 47,3614 48297.2 48798.1 4708339 48,1715 49,868.5

LIABILITIES

1. Reserve money 30,586.2 29,4399 29,4828 30,0761 30,8957 31,1756 31,1571 31,6521 32,3279 32,8518 32,6544 31,2115 339244
1.1. Currency outside banks 1056731 102192 102174 10,0396 104551 10,5408 10977.3 11,8425 113848 10,947.0 109154 10,568.0  10,955.6
1.2. Banks' cash in vaults 1,683.2 1,424.4 1,382.9 1,399.1 15394 16439 1,726.0 1,772.5 19216 1,769.4 1,660.1 1,730.2 1,871.0
1.3. Banks’ deposits 183293 17,777.1 178739 186135 188984 189816 18,447.2 180242 190152 20,1241 20,0503 18897.1  21,082.6

Settlement accounts 56160 48223 41298 48277 51972 49332 42890 37680 46625 53546 49039 42684 64082

Statutory reserves 12,603.9 12,8689 13,6582 13,6999 13701.3 14,0484 141582 142562 143527 14,7695 151465 14,6287 146744

CNB bills on obligatory basis 109.4 85.9 859 85.9 - - - - - - - - -
1.4. Deposits of other domestic sectors 0.6 19.1 8.6 239 28 9.4 6.6 129 6.2 11.3 28.6 16.1 15.1

2. Restricted and blocked deposits 6,699.2 69455 10,2196 99937 104250 10,2241 10,5282 10,6926 10,879.6 10,811.2 10,3050 10,3201 10,777.1
2.1. Statutory reserve in f/c 66866 69329 102070 99812 104125 102135 105176 106796 10,866.6 10,7978 10,291.9 10,307.8  10,764.7
2.2. Restricted deposits 12.6 12.6 12.6 12.6 12.6 10.6 10.6 13.0 13.0 13.4 131 12.3 12.4
2.3. Escrow deposits - - - - - - - - - - - - -

3. Foreign liabilities 27980 58801 44492 965.4 172 20.7 11.1 179 178 17.8 144 182 18.1
3.1. Use of IMF credit 0.0 - - - - - - - - - - - -
3.2. Liabilities to international isati 19.6 19.9 16.8 16.7 17.2 20.7 17.7 17.9 17.8 17.8 14.4 182 18.1
3.3. Liabilities to foreign banks 27785 58602 44324 948.7 0.0 - - - - - - - -

4, Central government and funds’ deposits 1,551.1 7335 1,443.8 889.6 2,525.4 2,159.6 1,781.6 981.6 1,027.3 439.4 668.8 21413 263.2
4.1. Demand deposits 600.2 567.5 682.8 883.7 1,064.0 934.1 994.2 981.5 1,027.2 439.2 668.6 719.4 228.0

Central government demand deposits 548.5 4143 4618 701.1 7262 771.0 979.5 970.8 922.8 3417 570.1 451.1 123.0
Central government funds” demand deposits 51.7 1533 220.9 182.6 337.8 157.1 147 10.7 104.4 97.5 98.5 268.4 105.0
4.2. Central government f/c deposits 950.9 166.0 761.0 5.9 1,461.4 1,225.5 787.4 0.1 0.1 0.1 0.1 14219 35.2

5. CNB bills 49202  3,255.2 862.9 - 105.7 - - - - - - - -
5.1. CNB bills in kuna - - - - 105.7 - - - - - - - -
5.2. CNB bills in f/c 49202  3,255.2 862.9 - - - - - - - - - -

6. Capital accounts 50390 52765  5089.2 42973 51437 40656 41094 44471 44752 51031 46176 49045 50965

7. Other items (net) —408.1 —4113 —418.6 —413.6 —420.7 —425.1 —426.5 —429.8 —430.7 —425.2 —426.4 —424.0 -210.8

Total (1+2+3+4+5+6+7) 51,185.6 51,1194 51,1289 458085 48,6921 47,2199 471675 47,3614 48297.2 48798.1 4708339 48,1715 49,868.5

2|n December 2002, CDA accounts with the CNB for the gross and net settl of purchased ities have been reclassified from the sector central government to the sector other financial organisations.
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Monetary Authorities

Table C1: Monetary Authorities Accounts

The table reports data on claims and liabilities by mone-
tary authorities.

Foreign assets include the following forms of foreign cur-
rency and kuna claims on foreign legal and natural persons:
monetary gold, holdings of special drawing rights, foreign
cash in vault, reserve position in the International Monetary
Fund, current account balances with foreign banks, time de-
posits with foreign banks and accrued interest, foreign cur-
rency security investments and other claims.

Claims on central government and funds are overdue
claims on the budget of the Republic of Croatia based on the
payment system operations and the liabilities to the IMF and
foreign banks. In accordance with the new Croatian National
Bank Act that entered into force in April 2001, the Croatian
National Bank may not extend credit to the Republic of
Croatia.

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

Claims on banks are credits to banks, deposits by the
CNB with banks and overdue claims on banks. Credits to
banks are split according to the type of financial instruments
and include Lombard credits, short-term liquidity loans and
repurchase of securities. Overdue claims on banks comprise
banks’ failure to correctly and promptly allocate and main-
tain statutory reserve requirements.

Reserve money consists of currency outside banks, cash
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in banks’ vaults, banks’ deposits with the CNB and other do-
mestic sectors’ deposits with the CNB. Banks’ deposits 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 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 and accrued interest, restricted deposits
and blocked foreign exchange deposits. Banks are required
to set aside the reserve requirements against certain foreign
exchange sources of funds and the marginal reserve require-
ments (from August 2004 on) in special accounts at the
CNB. Restricted deposits are kuna funds set aside on the ba-
sis of a court order or legal regulation.

Foreign liabilities include use of IMF credits, liabilities to
international financial institutions and foreign banks and ac-
crued interest.

Central government and funds deposits are demand de-
posits and foreign currency deposits of the Republic of
Croatia and central government funds with the CNB.

CNB bills are kuna and f/c CNB bills on a voluntary ba-
sis.

Capital accounts include reserves, provisions and the in-
come and cost accounts.

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



Table D1: Banks’ Accounts

end of period, million kuna

2003 2004
I S N N O ™ ™ T ™
ASSETS
1. Reserves with the CNB 26,7837 26,1965 29,5058 30,0143 30,882.5 30,909.1 30,7374 305365 31,828.1 32,7198 32,057.1 30,9407 33718.2
1.1 In kuna 20,1034 192678 19,3047  20,039.6 204756 20,7015 20,2257 19,8636 20,9684 219298 21,7726 20,6409 22,9629
1.2.Inf/c 6,680.2 6,928.7 10,2011 99746 104069 102077 105117 106729 10859.7 10,7900 10,2845  10,299.7 10,7553
2. Foreign assets 353829 349997 347141 351760 36,067.8 364581 37,4975 385184 40,1347  40200.1 39,8242 40,7682  43,551.0
3. Claims on central government and funds 215436 21,3297 21,3548 21,0964 200807.2 20,9861 21,1850 21,7011 21,7231 216108 21,8633 22,5497 21,0513
3.1. Bonds arising from blocked f/c deposits 1,531.9 1,493.0 1,023.9 994.3 1,013.2 989.7 987.7 574.4 506.3 517.5 5137 521.6 532.0
3.2. Other claims 200117 198367 203309 20,1021 197940 199964 20,1972 21,1267 212168 21,0933 21,3496 22,0280  20,519.3
4. Claims on other domestic sectors 110,374.3 111,412.8 111,805.2 1119401 114,623.3 113,966.5 115439.5 116,539.6 117,611.5 119,254.9 119,920.7 1232317 125,707.9
4.1. Claims on local 1,563.1 1,546.1 1,631.6 1,579.6 1,600.7 1,587.5 1,602.8 15339 1,597.7 1,667.5 1,663.4 1,698.4 1,787.9
4.2. Claims on enterprises 53,809.8 543250 544342 548235 560105 555046  56,083.0 56,189.4 56,6685 563107  56,377.3  58,047.9 586433
4.3. Claims on household 550014 555418 557394  55537.0 57,0121 568744 57,7536 588163 593454 61,2767  61880.0 634854  65276.7
5. Claims on other banking i 431.8 293.2 286.0 600.0 517.0 542.8 517.0 485.1 4459 530.6 515.4 563.3 624.0
6. Claims on non-banking financial instituions 761.8 1.302.9 1.334.2 651.9 698.7 719.5 121.0 763.9 741.0 7440 798.1 946.4 893.9
Total (1+2+3+4+5+6) 195,278.0 1955349 199,000.1 199,478.7 203,596.5 203582.2 206,103.3 208,544.6 212,490.3 215,060.3 214,978.7 219,000.0 225,546.2
LIABILITIES
1. Demand deposits 23,3150 22,0847 210580 21,5594 224326 22,6437 23,2814 227661 23,633.2 235339 229084 23,0165 235913
2. Savings and time deposits 18,3707 19,1550 19,8634 19,678.0 19,8561 20,7116  20,857.0 22,0644  22,680.7 231164 23681.1 241182 224792
3. Foreign currency deposits 76,0353 765364 76,0306 74,0701 747655 73,2168 740567 758495 784230 804536 80,043.8 810734 817429
4. Bonds and money market instruments 598.4 903.2 698.7 395.6 355.7 339.1 380.4 4719 697.9 680.5 719.1 840.3 1,163.5
5. Foreign liabilities 49,9320 494238 50,864.0 52,2522 54,495.0 54,3925 547123 544997 52,9768 534998 53,3571 551219 61,1637
6. Central government and funds’ deposits 5,283.3 4919.1 5,005.2 5,218.6 53884 55086 5,632.8 6,165.4 6,467.3 6,445.0 6,516.6 6,469.7 6,821.8
1. Credit from central bank 968.9 14.5 464.3 141 14.2 14.0 141 1217 296.7 14.6 144 146 408.9
8. Restricted and blocked deposits 1,709.0 1,908.7 1,907.7 2,036.8 2,131.6 2,261.7 2,284.4 2,164.4 2,148.9 2,164.2 2,0424 2,215.1 2,054.6
o/w: Households' blocked f/c deposits 167.8 1186 1155 1107 1104 106.2 101.8 48.0 46.9 47.2 463 16.4 40.0
9. Capital accounts 21,3895 27,386.8 27,6416 27,4929 27,1151 27,3122 27,2520 27,2198 27,5647 28,0169 28,2824  28756.1  28,666.4
10. Other items (net) -8,3242 -6857.3 45332 -3,2389 -29637 -28180 -2,367.7 -2,7844 -2,3988 -2,8646 -2647.2 -2,6263 -2,546.3
Total (1+2+3+4+5+6+7+8+9+10) 195,278.0 1955349 199,000.1 199,478.7 203,596.5 203,582.2 206,103.3 208,544.6 212,490.3 215,060.3 214,978.7 219,000.0 225,546.2

Table D1: Banks’ Accounts

Banks’ Accounts include data on banks’ claims and liabil-
ities. Banks” mutual claims and liabilities are consolidated.

Required reserves held at the central bank include kuna
and foreign 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 for-
eign currency claims on foreign legal and natural persons:
foreign cash in vaults, deposits with foreign banks (including
loro letters of credit and other collateral), securities, loans,
and equities.

Claims on central government and funds are the follow-
ing forms of claims in kuna and foreign currency: securities
and loans. Bonds issued in accordance with the Act on Con-
verting Households” Foreign Exchange Deposits into the
Public Debt of the Republic of Croatia are shown separately.

Claims on other domestic sectors include the following
claims in kuna and foreign currency: money market instru-
ments, bonds, loans (including acceptances), and equities.

The same forms of kuna and foreign currency claims are
included in claims on other banking institutions and
non-banking financial institutions, with one difference:

Claims on other banking institutions also include deposits
with those institutions.

Items Demand deposits, Savings and time deposits, For-
eign currency deposits as well as Bonds and money market
instruments comprise banks’ liabilities to other domestic sec-
tors, other banking institutions and non-banking financial
institutions.

Demand deposits include giro and current accounts bal-
ances and banks’ obligations arising from kuna payment in-
struments issued, minus 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 de-
posits as well as foreign currency time and notice deposits.

Bonds and money market instruments are banks’ liabili-
ties for securities issued (net) and loans obtained. Issued
subordinated and hybrid instruments, purchased by foreign
investors, are excluded from this item.

Foreign liabilities comprise the following forms of kuna
and foreign currency liabilities to foreign legal and natural
persons: giro and current accounts, savings deposits (includ-
ing loro letters of credit and other forms of collateral), time
deposits, loans received and liabilities due. Issued subordi-
nate and hybrid instruments, purchased by foreign investors,
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are also included in loans received.

Central government and funds’ deposits are all forms of
banks’ kuna and foreign currency liabilities (except restricted
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 banks. Repurchase of
securities is also considered and treated as a loan.

Restricted and blocked deposits comprise the following
banks’ liabilities: kuna and foreign currency restricted de-
posits by other domestic sectors, other banking institutions,
non-banking financial institutions, central government and
funds as well as foreign legal and natural persons; and house-
holds’ blocked foreign currency deposits, regulated by the
Act 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

Table D2: Banks’' Foreign Assets

end of period, million kuna

previous and current year, retained earnings (loss), legal re-
serves, reserves provided for by the articles of association and
other capital reserves, hedging reserves, unrealised gains
(losses) from financial assets classified as available-for-sale
assets, value adjustments and specific reserves for unidenti-
fied losses.

Other items (net) are unclassified liabilities decreased by
unclassified assets, including the fair value of derivative fi-
nancial instruments.

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 Banks’ Accounts (Table D1).

2003 2004

I N N ™ I S ™ I ™ T ™
1. Foreign assets in f/c 352619 348924 346565 350004 360028 363815 37,2848 383035 39,9854  40,028.7 39,6879 40,6425 43428.1
1.1. Claims on foreign banks 318776 30,7348  29,552.2 29,2550 30,0950 30,7179 309113 322252 339848 33,8584 334126 338141 35911.0
Foreign currencies 1,268.6 8474 932.1 832.2 1,036.8 1,129.6 1,291.9 1,581.8 1,382.7 1,092.5 1,062.4 1,050.6 1,190.0
Demand deposits 1,057.0 1,019.5 895.5 813.1 857.3 1,007.5 968.4 879.4 799.6 14419 785.4 781.2 906.2
Time and notice deposits 279694 27,0760 256474 257423 262425 263710 262573 27,4182 292418 286972 289130 29,1731 309437
1,364.2 1,536.8 18247 1,658.7 1,744.2 1,983.3 2,185.9 2,144.8 2,361.3 2,424.1 2,451.9 2,608.1 2,674.1
Loans and advances 203.1 2405 2385 195.1 200.2 2129 194.1 193.2 191.6 1946 192.0 193.0 189.0
Shares and participations 15.4 14.6 14.1 13.7 13.9 13.6 13.6 78 78 79 79 8.0 8.1
1.2. Claims on foreign non-banks 3,384.4 4,157.6 51043 5745.4 5,907.8 5,663.6 6,373.5 6,078.4 6,000.6 6,170.4 6,275.2 6,828.4 7517.1
Claims on foreign governments 2,905.0 3,672.6 4611.6 52373 5413.1 5,250.6 5888.8 5,662.7 5,600.6 5,688.0 57778 6,374.2 7,066.6
Claims on other non-residents 4789 484.7 492.4 507.7 4943 412.6 4844 415.3 399.7 482.0 497.1 4538 450.2
Securities 321 323 319 109.7 79.0 77.0 1516 75.2 75.0 76.5 75.8 76.8 774
Loans and advances 446.8 452.3 460.4 398.0 4153 335.6 3329 340.0 324.6 405.5 4213 371.0 372.8
Shares and participations 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.3
2. Foreign assets in kuna 120.9 107.3 51.5 175.6 65.0 76.7 2121 214.8 149.3 1714 136.3 125.1 122.9
2.1. Claims on foreign banks 99.1 86.0 363 154.7 53.0 64.8 201.7 203.7 1383 160.2 1254 1136 718
2.2. Claims on foreign non-banks 219 213 212 209 12.0 119 11.0 111 11.0 111 10.9 12.1 45.1
o/w: Loans and advances 21.0 20.5 204 20.1 111 111 10.2 10.3 10.2 103 10.1 11.3 443
Total (1+2) 35,3829 34,9997 347141 351760 36,0678 364581 37,4975 385184 40,1347 40,2001 39,8242  40,768.2 43,5510

Table D2: Banks' Foreign Assets

This table shows banks’ claims on foreign legal and natu-
ral persons.
Foreign assets of banks’ comprise foreign assets in kuna
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and foreign currency. Claims on foreign banks and Claims
on foreign non-banks (total and by financial instruments) are
shown separately within both foreign assets in kuna and in
foreign currency.



Table D3: Banks’ Claims on the Central Government and Funds

end of period, million kuna
2003

2004

I I I 2 2 Y S = I ™

1. Bonds (c’part to blocked f/c savings deposits) 1,531.9 1,493.0 1,023.9 994.3 1.013.2 989.7 981.7 514.4 506.3 511.5 513.7 521.6 532.0
2. Other claims 20,0117 19,8367 20,3309 20,1021 19,7940 19,9964 20,1972 21,1267 21,2168 21,0933 21,3496 22,0280  20,519.3
2.1.In kuna 164752 164313 165542 163011 162898  16669.1 166453 16,7095 168234 16,1348 165205  17,309.0  15738.1
2.1.1. Claims on central government 145007 124919 12,7657 123965 129002  13369.5 133573 144714 14568.1 145029 146574 153879 13,9335
Securities 10,238.1 9,452.2 9,627.9 95949  10,080.1  10,565.1 98853 10,5603 10,1915 10,7518  10,689.6 113681  11,247.1

Loans and advances 4,262.6 3,039.8 3,137.8 2,801.6 2,820.2 2,804.5 3,472.0 39111 4376.5 3,751.0 3,967.8 4,019.8 2,686.5

2.1.2. Claims on central government funds 19745 3,939.4 3,788.5 3,904.6 3,389.6 3,299.6 3,288.0 22382 22553 1,631.9 1,863.1 1921.2 1,804.6
Securities 723.6 14221 1,371.6 13252 1,340.0 1,281.8 12834 636.5 625.3 621.0 625.1 667.9 621.1

Loans and advances 1,250.9 25173 2,417.0 2,519.4 2,049.6 2,017.8 2,004.6 1,601.7 1,630.0 1,010.9 1,238.0 1,253.3 1,183.5

2.2.Inf/c 3,536.4 3,4053 3,776.7 3,801.1 3,504.2 33213 3,551.9 44171 43934 49585 4,829.1 4,719.0 4,781.1
2.2.1. Claims on central government 3,196.9 27473 24750 2,554.5 22333 2,081.1 2,140.0 3,199.3 3,210.8 3,746.8 3,634.7 3,521.5 3,548.4
Securities 1,805.4 1,662.3 1,677.5 1,403.8 1,420.4 1,340.6 1,396.2 1,205.9 1,231.0 12740 1,196.7 1,100.7 1,117.0

Loans and advances 1,391.5 1,095.0 797.4 1,150.7 8129 740.5 7438 1,993.4 1,979.7 2472.8 2,431.9 2,420.8 24313

2.2.2. Claims on central government funds 339.5 658.0 1,301.7 1,246.5 1,270.9 1,246.2 14119 1217.8 1,182.6 12117 1,194.5 1,197.5 1,232.8
Securities 96.4 125.0 1934 190.1 1987 186.0 180.5 170.8 1375 1188 1308 148.2 163.1

Loans and advances 2431 533.0 1,108.3 1,056.5 1,072.2 1,060.2 12314 1,047.0 1,045.0 1,092.8 1,063.7 1,049.3 1,069.7

Total (1+2) 21,5436 21,3297 21,3548 21,0964 208072 20,986.1 21,1850 21,701.1 21,7231 21,6108 21,8633 225497 21,0613

Table D3: Banks’ Claims on the Central Govern-
ment and Funds

The table shows banks’ kuna and foreign currency claims
on the central government and funds.
Bonds arising from blocked foreign currency savings de-

posits are issued in accordance with the Act on Converting
Households” Foreign Exchange Deposits into the Public
Debt of the Republic of Croatia.

Other claims are all other banks’ kuna and foreign cur-
rency claims on the central government and funds: securities,
loans and equities.

Table D4: Banks’ Claims on Other Domestic Sectors

end of period, million kuna

2003 2004
1. Claims in kuna 100,365.0 101,180.8 101,452.8 101,139.2 1032647 103,294.5 104,687.6 105767.8 106,620.9 108,139.7 108977.8 1117194 114,635.7
1.1. Money market instruments 13141 1,467.8 1,621.1 1,778.5 1,772.5 1,738.3 2,605.7 2,657.6 2,356.9 2,165.3 2,296.5 24304 2,510.0
1.2. Bonds 56.2 88.3 197.1 193.7 191.9 550.8 560.0 612.4 580.3 573.8 5532 502.9 559.8
1.3. Loans and advances 96,0817 96,7847 969423 964753 985088 982247 98,7437 100,161.4 101,364.0 1030678 1040722 106,777.5 109,523.9
1.4. Shares and participations 29129 2,840.0 2,692.3 2,691.7 2,791.5 2,780.7 2,778.2 2,336.3 23197 23328 2,056.0 2,008.7 2,042.0
2. Claims in f/c 10,0093 102320 10,3523 10,8009 11,3586 10,6719 10,7519 10,771.8  10,990.7 11,1152 10,9428 11,6123 11,0722
2.1. Securities 130.6 1854 196.3 2315 239.8 242.9 262.2 286.6 268.7 297.3 293.1 299.6 2135
2.2. Loans and advances 98787 10,0466 10,1560  10569.4 11,1188  10,429.0 10,4897 104852 10,7220 108179  10,649.7 112127  10,858.6
Total (1+2) 110,3743 111,4128 111,805.2 111940.1 1146233 113,966.5 115439.5 116,539.6 117,611.5 119,2549 119,920.7 1232317 125,707.9

Table D4: Banks’ Claims on Other Domestic Sec-
tors

The table shows banks’ kuna and foreign currency claims
on other domestic sectors, classified according to financial

instruments: money market instruments (including factoring
and forfaiting since January 2004), loans and advances (in-
cluding acceptances and purchased claims), and equities.
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Table D5: Distribution of Banks’ Loans by Domestic Institutional Sectors

end of period, million kuna

Loans in kuna

2003

2004

I I O T O S S S = P ™

1. Loans to central government and funds 5,513.5 5,557.1 5,554.8 5,381.0 4,869.8 48223 5,476.6 5,512.8 6,006.6 4,762.0 5,205.8 5213.1 3,870.0
1.1. Loans to central government 4262.6 3,039.8 3,137.8 2,801.6 2,820.2 2,804.5 3,472.0 39111 4376.5 3,751.0 3,967.8 4,019.8 2,686.5
1.2. Loans to central government funds 1,250.9 2,517.3 2417.0 2,579.4 2,049.6 2,017.8 2,004.6 1,601.7 1,630.0 1,010.9 1,238.0 1,253.3 1,183.5

2. Loans to local governments 1,485.1 1,471.2 1,566.0 1,522.2 1,548.8 1,535.2 1,541.5 14813 1,526.0 1,566.1 1,569.9 1,606.6 1,701.9

3. Loans to enterprises 39,7774 39,9209 39,807.0 39,587.1  40,126.6 39,999.8 39,6829 40,0604 40,6874 40,4722 40,866.5 41,9371 42,8447

4. Loans to household 54819.3 55,3866  55569.2  55366.0 56,8334  56,689.8 57,5192 58,6197  59,150.6 61,0295 61,635.7 63,2337 64,9712
o/w: Housing loans 16,896.2 173094 176269 175759 181133 18,0972 184257 189122 19,1673 199091  20,126.6 20,7528  21,397.9

5. Loans to other banking institutions 82.3 18.0 18.2 126.0 52.1 46.1 55.2 52.6 54.1 53.8 84.1 136.8 154.5

6. Loans to non-banking financial institutions 4219 850.6 855.4 379.5 394.6 464.7 464.2 600.7 415.1 392.7 531.2 746.6 558.0

A.Total (1+2+3+4+5+6) 102,105.4 103,210.4 103,370.6 102,361.8 1030825.3 103557.8 104,739.7 106,327.5 107,900.4 108,276.3 109,899.2 112,9339 114,106.4

Loans in f/c

1. Loans to central government and funds 1,634.7 1,628.0 1,905.7 2,201.2 1,885.1 1,800.7 1,975.2 3,040.4 3,024.8 3,565.7 3,501.6 3,470.1 3,501.0
1.1. Loans to central government 1,391.5 1,095.0 7974 1,150.7 8129 740.5 7438 1,993.4 1,979.7 2472.8 2,431.9 2,420.8 24313
1.2. Loans to central government funds 243.1 533.0 1,108.3 1,056.5 1,072.2 1,060.2 1,231.4 1,047.0 1,045.0 1,092.8 1,063.7 1,049.3 1,069.7

2. Loans to local governments 411 41.6 413 38.2 38.9 38.1 38.0 30.8 30.7 314 311 31.6 319

3. Loans to enterprises 9,649.4 9,849.8 99445 10,3602 10,901.2 10,2064 10,2172 10,2579 10,4965 10,539.3 10,3743 10,9295 10,5273

4. Loans to household 182.1 155.1 170.2 171.0 1787 184.6 2344 196.6 194.8 241.2 2443 2517 299.5

5. Loans to other banking institutions 174.3 115.7 122.5 1.1 59.4 96.8 52.1 29.8 - 56.9 194 - 52.9

6. Loans to non-banking financial institutions 58.8 175.9 202.2 250.8 261.0 208.6 215.8 116.1 2234 301.0 2117 1204 255.3

B. Total (1+2+3+4+5+6) 11,7464 119662 12,386.4 131051 133303 125351 12,7333 13,6716 13970.1 14,7414 14,3824 148032 14,667.8

Total (A+B) 113,851.8 1151767 115757.0 1154669 117,155.5 116,093.0 117,473.0 119,999.1 121,870.5 123,017.7 1242816 127,731.1 128,774.2

Table D5: Distribution of Banks’ Loans by Domes-

tic Institutional Sectors

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

Table D6: Demand Deposits with Banks

end of period, million kuna

financial leases, payments made on the basis of guarantees
and similar instruments, purchased claims, and until Decem-
ber 2003 factoring and forfaiting.

2003 2004
1. Local government 2,006.2 1,954.1 2,030.5 2,169.9 22114 22893 2,230.1 2,092.8 2,134.7 2,234.0 2,286.0 2,238.1 2,020.7
2. Enterprises 12,8729 11,5426 10,747.1 11,0635 11,507.6 11,3848 12,039.3 11,6720 122927 12,2239 11,6498 117430 12,036.9
3. 7,813.1 7,191.6 78600  7,799.0 8,081.6 81100 8,243.7 8,485.4 8,546.1 8,435.7 8,314.4 8,491.1 8,713.0
4, Other banking institutions 98.9 67.8 485 1014 1204 165.3 86.2 974 1711 107.5 125.0 138.5 2454
5. Non-banking financial i 468.1 732.0 3154 428.9 509.0 697.9 686.4 11 484.8 535.4 47154 408.0 517.5
6. Less: Checks of other banks and checks in —4.2 -3.3 -35 -3.2 -3.3 -3.6 4.2 2.1 -2.8 -2.6 -2.3 -2.1 -2.2
Total (1+2+3+4+5+6) 23,3150 22,0847 21,0580 21,559.4 224326 22,6437 232814 22,766.1 236332 235339 229084 230165 235913

Table D6: Demand Deposits with Banks

The table shows demand deposits with banks, classified

by domestic institutional sectors.

Demand deposits are the sum of other domestic sectors’,
other banking institutions’ and non-banking financial insti-
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tutions’ 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 house-
hold sector.



Table D7: Time and Savings Deposits with Banks

end of period, million kuna

2003 2004
I S I 2 I O A A ™
1. Savings deposits 2,521.9 2,242.0 2,215.4 2,228.8 2,223.2 2,158.4 2,201.1 2,146.7 2,175.1 21743 2,131.5 2,165.4 2,2339
1.1. Local government 144 82 8.1 9.0 9.3 9.6 49 6.4 46 6.9 7.2 54 46
1.2. Enterprises 190.5 24.7 246 312 343 143 22.6 43.2 57.5 68.8 63.0 46.2 388
1.3. Households 2,288.8 2,209.2 2,242.7 2,188.6 2,173.7 2,129.3 2,176.3 2,097.1 2,113.1 2,093.5 2,067.3 2,113.7 2,190.5
1.4. Other banking institutions - - - - - - - - - - - - -
1.5. Non-banking financial instituti 34.2 0.0 0.0 0.0 5.9 5.2 38 0.0 0.0 5.0 0.0 0.0 0.0
2. Time and notice deposits 158429 169130 17,5879 17,4493 17,6328 18553.2  18,649.3 199177 20,5056 20,9421 21,5436 21,9528 20,2454
2.1. Local government 551.6 594.9 624.7 674.4 704.8 677.7 7133 753.0 815.7 860.7 892.8 861.9 550.8
2.2. Enterprises 7,165.3 7,391.0 7,564.4 1,670.7 7,651.9 87319 8,594.7 9,682.5 9,969.0 10,0726 103209  10,447.3 8,698.5
2.3. Households 6,194.5 6,647.2 6,864.2 7,039.9 7,286.6 13225 74119 7,629.6 7,798.8 81514 8,386.6 8,796.8 9,321.4
2.4. Other banking insti 129.3 113.1 2474 352.0 3482 206.6 270.6 2412 220.0 102.6 275.0 255.0 2159
2.5. Non-banking financial instituti 1,802.2 2,166.8 2,281.2 1,712.2 1,641.4 16145 1,658.7 16115 1,702.1 1,754.8 1,668.2 1,591.9 1,458.8
Total (1+2) 18,370.7  19,155.0 19,8634 19,6780 19,8561  20,711.6  20,857.0 22,0644 22,680.7 231164  23,681.1 24,1182 22,479.2

Table D7: Time and Savings Deposits with Banks

The table shows kuna savings and time deposits by other
domestic sectors, other banking institutions and non-bank-
ing financial institutions with banks.

Table D8: Foreign Currency Deposits with Banks

end of period, million kuna

2003 2004
1. Savings deposits 25470 21,7404 214032 209222 213340 207039 21,2233 217043 230168 230797 224350 224347 22,1446
1.1. Local government 147 145 140 138 138 132 162 15.7 157 174 152 153 156
1.2. Enterprises 36202 37910 37625 37767 38035 37792 40917 39379 47993 47339 43690 44329 42732
13.1 176902 177479 174750 169415 173922 167773 168395 174870 179411 181614 178559 17,7552 17,7089
1.4. Other banking institu 90 92 77 189 41 184 53 276 128 %8 155 152 154
1.5. Non-banking financial insttuti 2029 1778 440 1713 1224 1158 2006 232 2478 1422 1794 2161 1316
2. Time deposits 544884 547960 546214 53,1479 534315 525129 528333 541451 554062 573739 57,6087 58,6387  59,508.3
2.1. Local government 38 4.1 4.1 0.3 0.3 0.3 0.3 0.3 1.0 1.1 1.1 0.3 0.3
2.2. Enterprises 71500 69834 71057 68325 62548 62382 62606 65679  7,0468 75660 78529 81084 85186
2.3. Household 168051 473788 471338 458082 468334 450400 462310 47,0863 477868 492929 49,1363 499299 50,6360
2.4. Other banking institut 217 141 118 616 23 22 22 50.7 727 124 854 1199 207
2.5. Non-banking financial institut 5037 4155 3721 3552 3408 3321 3392 4310 4988 4715 5330 4802 4227
Total (1+2) 760353 765364 760306 740701 747655 732168 740567 758495 784230 804536 80,0438 810734 817429
Table D8: Foreign Currency Deposits with Banks currency savings deposits are all foreign currency sight de-
posits and foreign currency payment instruments issued
The table shows foreign currency savings and time de- while foreign currency time deposits also include foreign
posits by other domestic sectors, other banking institutions currency notice deposits.

and non-banking financial institutions with banks. Foreign
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Table D9: Bonds and Money Market Instruments

end of period, million kuna

2003 2004
_mmmmmmmmmmm=

1. Money market instruments (net)

2. Bonds (net) 151.9 142.6 1434 139.5 1407 139.3 144.8 159.6 159.1 160.0 157.2 161.5 170.5
3. Other d ic borrowing 446.5 760.6 555.3 256.1 215.0 199.7 235.6 318.2 538.8 520.6 622.5 678.9 993.0
3.1. Local government 0.9 21 21 21 21 2.1 12 - 2.1 - - 1.5 -

3.2. Enterprises 92.7 40.9 40.7 40.2 40.2 40.4 40.4 40.2 40.5 40.1 41.1 41.4 40.3
3.3. Other banking i 222.1 326.5 2117 62.3 848 19.2 52.0 2124 419.1 369.1 466.6 524.4 842.8
3.4. Non-banking financial i 1309 3911 300.9 151.6 88.0 138.1 142.0 65.6 71.1 1114 1148 1116 109.9
Total (1+2+3) 598.4 903.2 698.7 395.6 355.7 339.1 380.4 4719 697.9 680.5 119.1 840.3 1,163.5

Table D9: Bonds and Money Market Instruments

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

Money market instruments (net) comprise banks’ net lia-
bilities for CNB bills, bills of exchange (issued and accepted)
and other securities issued.

Table D10: Banks’ Foreign Liabilities

end of period, million kuna

Bonds (net) comprise banks’ net liabilities for kuna and
foreign currency bonds issued, as well as issued subordi-
nated and hybrid instruments, excluding those purchased by
foreign investors.

Other domestic borrowing comprises loans received, re-
ported total and classified by institutional sectors.

2003 2004

I O S 2 S O ™ O I ™ T ™
1. Foreign liabilities in f/c 445743 437854 452485 455185 47,739.2 479139 48,5825 48,1838 47,2709 47,4638 47,3457 48,9246  54,536.7
1.1. Liabilities to foreign banks 386231 382261 398085 399109 417963 419782 432896 42,7400 41,8379 418928 418311 433865 48,8943
Demand deposits 266.6 1197 100.8 97.9 130.6 1449 145.7 1418 1100 98.3 126.0 1213 1276
Time and notice deposits 12,8852 10827.0  11,389.0 118174 124530 11,7850 12,2800 11,680.2 113472 11,2551 113847 12,1716  16,056.8
Loans and advances 254714 27,2194 283188 27,9957 292127 30,0483 308640 27,6441 27,0989 27,1920 269869 27,7080  29,296.3
o/w: Subordinated and hybrid instruments 2,949.2 2,924.2 2,899.4 2,819.5 2872.8 2,811.0 2,809.7 2,747.2 2,741.7 2,648.1 2,520.9 2,382.2 2,326.3
Bonds - - - - - - - 3,213.9 3,281.8 3,347.4 3,333.4 3,385.5 34136
1.2. Liabilities to foreign non-banks 5951.2 5,559.3 5440.0 5,607.5 5,942.9 5,935.7 5292.9 54438 5433.0 5571.1 5514.6 5,538.2 5,642.4
Savings and time deposits 4,753.2 4,795.6 4,742.7 4,926.2 5244.8 5,253.9 4612.2 4,792.7 4,784.5 4,948.8 48998 49163 5,002.2
Sight deposits 898.6 979.2 929.2 1,021.4 989.9 972.1 989.7 1,076.2 1,021.8 1,052.5 1,044.5 1,010.6 1,052.5
Time and notice deposits 3,854.6 38164 38135 3,904.8 42549 42818 3,622.5 3,716.5 3,762.8 3,896.3 3,855.2 3,905.7 3,949.6
Loans and advances 1,198.0 763.7 697.3 681.3 698.1 681.8 680.7 651.1 648.4 622.3 614.8 621.8 640.2
o/w: Subordinated and hybrid instruments 39.1 134 728 70.7 72.1 70.5 70.5 708 707 722 716 72.7 734
2. Foreign liabilities in kuna 5,351.7 56385 56154 67337 6,755.8 64786  6,129.7 63159 57059 6,035.9 60114  6197.2 66210
2.1. Liabilities to foreign banks 5,087.8 53178 5283.9 6,393.8 6,358.7 6,072.4 57236 58709 52379 5,557.2 5,528.1 5,657.2 6,103.9
Demand deposits 86.4 160.1 62.9 103.5 217.8 125.5 189.4 157.8 1129 170.6 2179 126.5 145.1
Time and notice deposits 2,664.1 28132 2,895.8 3,290.3 3,064.9 2,937.3 2,526.2 2,686.7 2,126.5 2,324.7 2,211.7 2,4473 2,846.9
Loans and advances 2,331.3 23444 23252 3,000.0 3,076.0 3,009.6 3,008.0 30264 29985 3,061.8 3,038.5 3,083.3 31119
2.2. Liabilities to foreign non-banks 269.9 3207 3315 339.9 397.1 406.2 406.1 445.0 468.0 478.8 4833 540.1 523.1
Demand deposits 76.8 86.8 92.1 94.6 91.1 939 904 949 1043 89.6 934 139.1 95.9
Time and notice deposits 1914 225.9 2315 231.6 293.1 299.6 303.0 337.3 354.7 380.1 382.1 393.1 419.2
Loans and advances 17 8.0 79 1.7 12.9 12.7 12.7 12.8 9.0 9.1 18 19 8.0
o/w: Subordinated and hybrid instruments 1.7 8.0 79 1.1 129 12.7 12.7 128 9.0 9.1 78 79 8.0
Total (1+2) 49,9320 494238 50,8640 522522 54,4950 54,3925 54,7123 544997 529768 534998 53,357.1 551219 61,1637

Table D10: Banks’ Foreign Liabilities

The table shows banks’ total foreign currency and kuna
liabilities to foreign legal and natural persons, with the excep-
tion of restricted kuna and foreign currency deposits by for-
eign legal and natural persons.

Banks’ foreign liabilities comprise foreign currency liabil-
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ities and foreign kuna liabilities.

Within foreign kuna and foreign currency liabilities, lia-
bilities to foreign banks are reported separately from liabilities
to foreign non-banks (total and by financial instruments).
Loans and advances also include issued subordinated and
hybrid instruments purchased by foreign investors.



Table D11: Central Government and Funds’ Deposits with Banks

end of period, million kuna

2003

1. In kuna 4,104.4 3,901.8 3,919.9 4,088.5 4,140.0 43219 44074 4,7192.8 4,918.0 5,306.6 5,310.7 5,388.2 5,621.2
1.1. Central government deposits 506.4 378.1 367.8 4405 4713 500.9 417.1 4336 526.9 530.6 547.1 554.3 445.1
Demand deposits 4480 3134 302.6 395.8 426.0 460.7 371.2 3889 482.6 486.7 504.3 511.1 3733
Savings deposits 3.0 - - - - - 5.6 46 48 49 41 41 42

Time and notice deposits 54.2 63.6 64.1 436 44.1 39.2 39.2 39.1 385 379 37.6 38.0 66.5
Loans and advances 11 L1 11 1.0 11 10 1.0 1.0 1.0 L1 L1 11 11

1.2. Central government funds’ deposits 3,598.0 3,523.6 3,552.1 3,648.0 3,668.8 3,826.9 3,990.3 4,359.2 44511 4776.1 4,763.7 4,833.9 5182.2
Demand deposits 294.8 236.0 249.9 192.9 224.2 286.4 216.7 206.7 318.1 266.8 150.4 1732 266.3
Savings deposits 03 0.1 2.1 59 39 89 24 24 25 41 10.1 111 35

Time and notice deposits 156.2 1739 160.2 155.6 139.8 141.0 2325 3129 304.3 357.7 438.1 384.0 262.3
Loans and advances 3,146.7 31136 3,139.8 3,293.5 3,300.9 3,390.7 3,538.7 3,837.1 3,826.2 41474 4,165.0 4,265.6 4,650.0
2.Inf/c 11789 1,071.3 1,085.3 1,130.1 1,248.4 1,180.7 12254 1,372.6 1,489.2 1,138.4 1,205.9 1,081.5 1,194.6
2.1. Central government deposits 1,158.2 1,060.0 1,026.3 1,064.6 11127 1,043.1 1,065.3 976.3 1,1155 980.5 936.9 893.1 891.0
Savings deposits 198.5 203.5 176.7 2229 2135 192.7 209.1 217.0 357.6 2233 208.7 187.0 189.7

Time and notice deposits - - - - 148 145 145 153 153 159 15.7 11.0 232
Refinanced loans and advances 959.6 856.6 849.7 841.7 884.4 835.9 841.7 744.0 742.6 7413 712.5 695.1 678.1

2.2. Central government funds’ deposits 208 173 58.9 65.5 135.7 1376 160.1 396.3 373.7 1579 269.0 188.4 303.6
Savings deposits 208 173 51.0 58.4 53.2 56.8 50.0 1875 269.5 115.8 1823 156.6 156.5

Time and notice deposits - - 8.0 7.1 82.5 80.7 1102 208.9 1043 421 86.7 318 147.1

Total (1+2) 5,283.3 4979.1 5,005.2 5,218.6 5,388.4 5,508.6 5,632.8 6,165.4 6,467.3 6,445.0 6,516.6 6,469.7 6,821.8

Table D11: Central Government and Funds’ De-
posits with Banks

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

Kuna and foreign currency deposits by the Republic of
Croatia and central government funds are shown separately.
Kuna deposits comprise demand deposits, savings deposits,
time and notice deposits, and loans obtained from the central
government and funds. Foreign currency deposits comprise
savings deposits, time and notice deposits, and refinanced
loans.

Table D12: Restricted and Blocked Deposits with Banks

end of period, million kuna

2003 2004
I O S 2 S N S S P
1. Restricted deposits 1,541.2 1,790.1 1,792.3 1,926.1 2,021.2 2,185.5 2,182.6 2,116.4 2,102.0 2,111.0 1,996.1 2,169.3 2,014.6
L1. In kuna 730.1 1,003.5 1,092.5 1,090.3 11720 1,164.5 1,245.7 1,250.0 1,2352 1,266.8 1,284.5 1,292.8 1,267.4
1.2.Inf/c 811.1 786.6 699.8 835.8 855.2 991.0 936.9 866.5 866.8 850.2 7117 876.4 741.2
2. Blocked f/c deposits of houshold 167.8 118.6 115.5 1107 1104 106.2 1018 48.0 46.9 412 46.3 46.4 40.0
Total (1+2) 1,709.0 1,908.7 1,901.7 2,036.8 2,131.6 2,261.1 2,284.4 2,164.4 2,148.9 2.164,2 2.042.4 2.215,1 2.054.6

Table D12: Restricted and Blocked Deposits with
Banks

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

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 currency deposits regulated by the Act on Converting
Households” Foreign Exchange Deposits into the Public
Debt of the Republic of Croatia.
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Housing Savings Banks

Table E1: Housing Savings Banks' Accounts

end of period, million kuna

S e R A T N T A T

ASSETS
1. Reserves with the CNB 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2. Claims on central government and funds 3,033.5 3,054.1 3,193.3 3,196.9 3,236.9 3,256.6 3,330.1 34134 3,332.1 3,530.4 3,514.6 3,635.3 3,779.1
3. Claims on other ic sectors 1879 195.1 204.1 216.3 239.1 253.2 2713 289.2 301.6 3226 335.0 3524 37132

o/w: Claims on | hold 187.9 195.1 204.1 216.3 239.1 2532 2713 289.2 3016 3226 335.0 3524 3732
4. Claims on banks 2412 2220 142.8 51.8 67.5 39.3 311 253.9 4119 37135 482.0 518.0 824.2
5. Claims on other banking instituti - - - - - - - - - - - - -
Total (1+2+3+4+5) 3,468.6 3471.2 3,540.2 3,465.0 3,543.5 3,549.1 3,639.2 3,956.6 4,045.1 4,226.6 43316 4,505.8 4,976.6
LIABILITIES
1. Time deposits 3,265.2 3,333.3 3,355.1 3,324.0 3,435.1 34133 34711 3,759.6 3,821.6 3,992.9 4,085.1 4,251.8 4,728.2
2. Bonds and money market instruments 111 10.7 10.7 11.0 17.0 25.8 11.3 149 10.3 10.6 10.5 10.6 10.7
3. Capital 159.7 1524 145.3 159.6 130.3 128.9 146.2 1826 200.2 212.6 1944 2113 206.7
4. Other items (net) 326 -25.2 29.1 -29.6 -39.0 -18.9 40 -05 13.6 10.5 416 26.1 30.8
Total (1+2+3+4) 3,468.6 3,471.2 3,540.2 3,465.0 3,543.5 3,549.1 3,639.2 3,956.6 4,045.7 4,226.6 4,331.6 4,505.8 4,976.6

counts for regular operations with banks.
Claims on other banking institutions include investments

Table E1: Housing Savings Banks’ Accounts
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Housing savings banks’ accounts include data on claims
and liabilities 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 cen-
tral bank included, until September 2003, 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 government and households.

Claims on banks include loans extended to banks, as well
as deposits with banks, including, since October 2003, ac-
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in investment funds.

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

Bonds and money market instruments are housing sav-
ings banks’ liabilities for securities issued (net) and loans ob-
tained.

Capital accounts are share capital, profit or loss for the
previous and current year, retained earnings (loss), legal re-
serves, reserves provided for by the articles of association and
other capital reserves, hedging reserves, unrealised gains
(losses) from financial assets classified as available-for-sale
assets, value adjustments and specific reserves for unidenti-
fied losses. Other items (net) are unclassified liabilities de-
creased by unclassified assets.



Monetary Policy Instruments and Liquidity

Table F1: Credit Rates of the Croatian National Bank

in percentage, on annual basis

CNB
discount On mtervenhon On intra-day On short-term
rate O llomt e s refinance famllty’ Ilquldlty credits

Credit rates

On advances on the On inaccurately
calculated statutory

reserves?

On arrears

account of statutory
reservesz

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 December 5.90 12.00 18.00 - 13.00 - 18.00 18.00
2001 December 5.90 10.00 - - 11.00 - 15.00 18.00
2002 December 4.50 9.50 - - 10.50 - 15.00 15.00
2003 December 4.50 9.50 - - 10.50 - 15.00 15.00
2004 January 4.50 9.50 - - 10.50 - 15.00 15.00
February 4.50 9.50 - - 10.50 - 15.00 15.00
March 4.50 9.50 - - 10.50 - 15.00 15.00
April 4.50 9.50 - - 10.50 - 15.00 15.00
May 4.50 9.50 - - 10.50 - 15.00 15.00
June 4.50 9.50 - - 10.50 - 15.00 15.00
July 4.50 9.50 - - 10.50 - 15.00 15.00
August 4.50 9.50 - - 10.50 - 15.00 15.00
September 4.50 9.50 - - 10.50 - 15.00 15.00
October 4.50 9.50 - - 10.50 - 15.00 15.00
November 4.50 9.50 - - 10.50 - 15.00 15.00
December 4.50 9.50 - - 10.50 - 15.00 15.00

2 Breaks in the series of data are explained in notes on methodology.

Table F1: Credit Rates of the Croatian National
Bank

The table shows interest rates used by the CNB to calcu-
late and charge interest on credits from the primary issue 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 ba-
sis. Exceptionally, from June 1995 to 11 September 1996 in-
terest 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 collat-
eral for Lombard credits) in cases when the weighted average
interest rate was higher than 16.5%. Congruently, from June
1995 to August 1996 the table reports weighted average in-
terest rate on Lombard credits. Interest rate in September
1996 is calculated as the weighted average of interest rate ap-
plied in the first 10 days of September 1996 (according to the
regime mentioned above) and fixed interest rate applied
since 11 September 1996.

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

Furthermore, data shown in column 6 refer, until Sep-
tember 1994, to interest rates on special credits for savings
deposits’ payments and for payments from households’ cur-
rent 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 op-
posed 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 collat-
eralized 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 18 March 1998, to
credits for overcoming liquidity problems of banks under
evaluation for entry into rehabilitation and restructuring pro-
cedures 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 ma-
turity over 3 months which is 1 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 reserves, which was being used by banks (in pre-
scribed 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 pre-
scribed and/or for longer period than allowed are shown in
column 9. Since October 1994, interest rates paid on the use
of statutory reserve funds are the same as those used for any
other failure to fulfil financial obligations, in accordance with
the late interest regulations (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 calculated or under-appropriated statutory re-
serves (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 fulfil
financial obligations, shown in column 10.

ANNUAL REPORT 2004

213



214

Monetary Policy Instruments and Liquidity

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

statutory reserves dep. |  CNB bills on an
-“-._-.-““-_
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 December 4.50 - - 6.65 7.00 7.70 - 551 4.83 - -
2001 December 2.00 - - 3.36 4.26 4.85 - 2.62 3.06 - -
2002 December 1.75 - - 2.08 - - 2.30 2.68 - - -
2003 December 125 0.50 - - - - 175 1.48 - - -
2004 January 1.25 0.50 - - - - - - — _ _
February 1.25 0.50 - - - - - - - _ _
March 125 0.50 - - - - - - - _ _
April 1.25 0.50 - 2.50 - - - - - _ _
May 1.25 - - - - - - - - - -
June 1.25 - - - - - - - - _ _
July 1.25 - - - - - - - - — _
August 1.25 - - - - - - — — _ _
September 1.25 - - - - - - _ _ _ _
October 125 - - - - - - - - _ _
November 1.25 — - - - - - - - _ _
December 1.25 - - - - - - - - _ _

2 Breaks in the series of data are explained in notes on methodology.

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 8 October 1993 until the end
of February 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 decision of the Council of the CNB.
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Until October 1993, interest rates on CNB bills on a vol-
untary basis were also set by the Council of the CNB, while
since November 1993, they have been set at CNB bills” auc-
tion sales. Congruently, since November 1993, columns 5, 6
and 7 report weighted average interest rates attained at auc-
tions of CNB bills.

Until October 1994, interest rates on CNB bills on a vol-
untary 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 91 and 182 days respectively.

Since April 1998 columns 9 through 13 report weighted
average interest rates on CNB bills on a voluntary basis in
EUR and USD (until December 1998 in DEM and USD) at-
tained at CNB bills’ auctions as a weighted average of sub-
scribed amounts in those two currencies.



Monetary Policy Instruments and Liquidity

Table F3: Banks’' Reserve Requirements

daily averages and percentages, million kuna and %

Statutory reserves deposited with the CNB |  Weighted avg. Weighted avg.
remuneration rate | remuneration rate

on immobilized | on allocated funds

Reserve requirement (RR) Other obligatory

res. requirement deposits with
in % on res. base the CNB

Weighted average

funds in kuna inf/c
T T S N S N WO N SO N TR
1996 December 3591 3,652.9 3,652.9 - - 3,312.0 - 499 -
1997 December 32.02 4348.8 43488 - - 39142 - 4.05 -
1998 December 29.57 13,112.7 3,967.2 9,145.4 57.4 3,469.8 1,467.6 5.28
1999 December 30.50 13,579.0 4210.1 9,368.9 37.3 3,695.1 4,606.5 5.62
2000 December 23.22 16,245.8 4,646.8 11,599.0 50 4,191.6 5,544.6 4.05
2001 December 19.67 21,187.1 8,691.5 12,4955 - 6,287.8 5,950.0 1.97 273
2002 December 19.00 25,985.1 11,447.1 14,538.0 - 8,156.7 7,139.9 1.72 2.16
2003 December 19.00 31,009.4 18,023.8 12,985.6 109.4 12,459.8 6,850.2 117 147
2004 January 19.00 31,639.9 18,498.6 13,1413 95.3 12,805.8 6,844.6 1.18 1.33
February 19.00 32,269.7 18,950.8 13,3189 85.9 13,432.4 9,263.0 117 1.12
March 19.00 32,487.9 19,106.8 13,381.1 85.9 13,678.3 10,214.0 117 1.02
April 19.00 32,477.6 19,099.7 13,377.9 36.8 13,694.8 10,249.8 1.20 1.16
May 19.00 32,9379 19,432.6 13,505.3 - 13,945.7 10,372.8 1.21 1.03
June 19.00 33,2334 19,685.3 13,548.1 - 14,1315 10,436.6 1.20 1.00
July 19.00 33,336.0 19,813.6 13,522.3 - 14,233.8 10,421.5 118 1.10
August 19.00 33,748.9 20,036.4 13,7125 253.9 14,327.8 10,477.5 117 1.10
ptemb 19.00 34,298.8 20,440.5 13,858.3 2320 14,672.2 10,469.5 1.20 1.16
October 19.00 34,720.2 20,731.8 13,988.4 163.8 15,024.9 10,503.0 1.20 1.40
November 18.23 33,750.6 20,128.7 13,621.9 2793 14,749.5 10,196.5 1.22 131
December 18.00 33,615.7 20,040.9 13,574.8 430.1 14,664.1 10,171.3 1.22 1.36

Table F3: Banks’ Reserve Requirements

This table shows data on monthly averages of day-to-day
balances of banks’ kuna and foreign currency reserve re-
quirements with the CNB. Savings banks are included begin-
ning in July 1999.

Column 3 shows the weighted average reserve require-
ment ratio as a percentage of the kuna and foreign currency
reserve requirement in the reserve base.

Reserve requirement (column 4) represents the pre-
scribed amount of funds banks are required to deposit in a
special statutory reserve account with the CNB, or to main-
tain (in average) in their settlement accounts and in vaults, or
in accounts of liquid foreign exchange claims (which include
foreign currency cash and checks in foreign exchange, liquid
foreign exchange claims maintained in the accounts with the
high-grade foreign banks and foreign currency CNB bills).

Column 5 shows the amount of kuna reserve require-
ments. Between January 1995 and December 2000, this
amount corresponded with the statutory reserve requirement
instrument, while until December 1994 it comprised two in-
struments: statutory reserves and liquid assets requirement —
LAR (except for the part in which banks were conforming to
this requirement by registering CNB bills on a voluntary ba-
sis). In December 2000, reserve requirements in kuna and in
foreign currency were unified, i.e. reserve requirements rate,
periods for calculating, allocating and maintaining reserve
requirements were unified, as well as a minimum percentage
of the total reserve requirements deposited with the Croatian
National Bank. Starting from September 2001, column 5 in-
cludes also the f/c component of reserve requirements that is
set aside/maintained in kuna.

Column 6 shows the amount of foreign currency reserve
requirements, i.e. the prescribed amount of funds banks are

required to deposit in a special statutory reserve account with
the CNB, or to maintain (in average) in accounts of liquid
claims. Until November 2000, the calculation base consisted
of average daily balances of household foreign exchange sav-
ings deposits with a remaining maturity of up to 3 months,
while starting from December 2000 the base consists of for-
eign exchange sources of funds, including: ordinary foreign
exchange accounts, special foreign exchange accounts, sight
foreign exchange accounts and savings deposits, received
foreign exchange deposits and received foreign exchange
loans, as well as obligations arising from securities issued in
foreign exchange (excluding the bank’s equity securities).
Starting from November 2001, the base includes also hybrid
and subordinated instruments.

Column 7 shows the total amount of other obligatory de-
posits 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 liquidity (LAR), special
statutory reserves (until July 1995), statutory reserves on f/c
deposits, f/c credits from foreign banks and guarantees for
such credits, and marginal reserve requirements (from Au-
gust 2004 on).

Column 8 shows the portion of the kuna reserve require-
ment which banks deposit in a special statutory reserve ac-
count with the CNB (until December 1994 this amount
corresponded with the statutory reserve instrument, while
since January 1995 a minimum percentage of the total re-
serve requirement banks are required to deposit in a special
statutory reserve account with the CNB has been pre-
scribed). This percentage stood at 60% in December 2004.

Column 9 shows the portion of the foreign currency re-
serve requirement which banks deposit in a special statutory
reserve account with the CNB. The percentage for allocating
the foreign currency component of reserve requirements cal-
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Monetary Policy Instruments and Liquidity

Table F4: Banks’ Liquidity Indicators

daily averages and percentages, million kuna and %

Free reserves il iquidif iquidif
IRTET I S ITE Kuna CNB bills F/c CNB bills Kuna treasury bills
ratio (in %) sources

1996 December 2679 2.63 98.5 7809 - 183.8
1997 December 396.3 2.92 32.7 7289 - 260.7
1998 December 2219 1.65 4455 850.4 13774 1413
1999 December 179.6 1.30 1,183.6 13111 1,507.6 3739
2000 December 638.8 10,721.4 3.32 80.1 2,485.3 1,692.7 2,006.5
2001 December 794.4 17,2474 3.23 2.6 2,656.2 2,630.8 3,360.9
2002 December 1,225.0 10,398.0 3.53 0.6 4,965.5 1,2739 4,279.5
2003 December 451.6 20,561.4 0.98 501.6 0.0 4316.0 3,073.2
2004 January 562.2 20,203.3 119 2388 0.0 4,509.2 28799
February 285.0 20,170.4 0.58 2513 0.0 2,502.1 3,056.5
March 399.3 19,645.4 081 150.5 0.0 149.9 2,966.2
April 1,235.8 19,696.8 2.49 6.4 38.1 0.0 3,005.0
May 13133 19,615.9 2.59 36 878 0.0 3,643.3
June 947.1 19,984.7 1.82 1.2 0.0 0.0 3,999.1
July 618.1 24,020.1 117 21.0 0.0 0.0 4,289.5
August 672.0 26,731.0 1.26 153.8 0.0 0.0 3,950.8
S L 978.6 26,988.7 179 0.0 0.0 0.0 3,633.8
October 1,119.7 27,151.8 2.01 0.0 0.0 0.0 4,029.1
November 1,580.1 26,854.9 281 0.0 0.0 0.0 4,417.6
December 1,495.5 26,126.1 2.64 0.0 0.0 0.0 4,581.7

216

culated on the basis of foreign exchange funds of non-resi-
dents and foreign exchange funds received from legal
persons in a special relationship with a bank amounted to
100% in December 2004, while the minimum percentage for
allocating the remaining portion of the foreign currency
component of reserve requirements amounted to 60%.

Column 10 shows the weighted average remuneration
rate on all forms of immobilized funds which include reserve
requirements and other obligatory deposits with the CNB.

Column 11 shows the weighted average remuneration
rate on allocated funds in foreign currency which include the
marginal reserve requirement funds (from August 2004 on).
The Croatian National Bank pays remuneration equalling
75% of the US Federal Funds Target Rate for the funds allo-
cated in US dollars and 75% of the ECB Minimum Bid Refi-
nance Rate for the funds allocated in euros. In both cases the
rate in effect on the day of allocation is applied.

Table F4: Banks’ Liquidity Indicators

The table reports monthly averages of day-to-day bal-
ances of some indicators of banks’ liquidity. Savings banks
are included beginning in July 1999.

Column 3 shows free reserves in kuna, defined as bank’s
total reserves (in settlement accounts and in vaults) de-
creased by the minimal average settlement account and vault
balance, as prescribed by instruments of the CNB.

Column 4 shows free reserves in foreign currency, de-
fined as funds for the maintenance of foreign currency re-
serve requirements (foreign currency cash and checks in
foreign exchange, liquid foreign exchange claims maintained
in the accounts with the high-grade foreign banks and for-

ANNUAL REPORT 2004

eign currency CNB bills) decreased by the minimal required
balance of these funds in the same period.

Column 5 shows the primary liquidity ratio as a percent-
age of monthly day-to-day kuna free reserves averages (col-
umn 3) in monthly day-to-day averages of deposits which
constitute the reserve base.

Column 6 shows the monthly average of day-to-day bal-
ances of secondary liquidity sources used. Secondary liquid-
ity sources comprise: use of statutory reserves (until October
1994), regular loans for maintenance of day-to-day liquidity
(until November 1994), use of funds exceeding those avail-
able in the bank’s giro account (until October 1994), special
credits for overcoming liquidity problems (initial credits,
credits for overcoming liquidity problems of banks under
evaluation for entry into rehabilitation and restructuring pro-
cedures), Lombard credits (since December 1994), inter-
vention credits for overcoming liquidity problems (since
October 1994), short-term liquidity credits (since February
1999), as well as overdue liabilities to the CNB.

Column 7 reports the monthly average of day-to-day bal-
ances of kuna CNB bills on a voluntary basis (until December
1994, this amount is decreased by the portion of voluntarily
registered CNB bills used by banks to maintain the pre-
scribed minimal liquidity).

Column 8 reports the monthly average of day-to-day bal-
ances of foreign currency CNB bills on a voluntary basis
(EUR and USD).

Column 9 reports the monthly average of day-to-day bal-
ances of kuna treasury bills. Until September 2002, it shows
the discounted value of treasury bills, while starting from Oc-
tober 2002, it shows their nominal value.



Financial Markets

Table G1: Banks' Interest Rates on Kuna Credits Not Indexed to Foreign Currency

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

Money market interest rates
Total average

Interest rates on kuna credits not indexed to foreign currency
On short-term credits On long-term credits

Households
— Total average Households
Total average Credit lines m

On overnight On other Total

credits credits average

1996 December 9.66 10.72 18.46 19.35 19.18 20.18 19.90 23.12 11.51 11.29 14.28
1997 December 8.46 9.49 14.06 14.12 13.17 19.26 19.34 18.11 13.24 12.98 13.75
1998 December 10.00 15.91 16.06 16.22 14.89 20.77 20.80 19.92 11.73 11.48 13.16
1999 December 9.92 12.78 13.54 13.52 10.55 20.83 20.84 20.39 15.14 15.31 14.16
2000 December 2.39 4.45 10.45 10.45 6.81 20.30 20.33 19.05 9.90 9.64 12.97
2001 December 2.49 2.18 9.51 9.49 543 18.81 18.85 14.88 11.42 10.06 13.14
2002 December 1.58 1.89 10.91 11.24 7.44 15.16 15.28 9.84 7.32 6.48 7.88
2003 December 547 7.02 11.45 11.80 8.02 14.89 15.01 12.38 8.51 6.14 10.69
2004 January 6.20 7.48 12.11 12.22 8.33 14.99 15.07 1291 10.99 8.57 11.51
February 5.70 6.01 1241 12.58 8.58 14.94 15.06 12.08 10.49 8.44 10.98
March 7.74 8.17 11.74 12.03 8.32 14.60 14.72 12.08 9.48 6.00 1111
April 3.24 5.46 11.74 11.98 8.30 14.48 14.60 11.91 9.64 5.89 11.18
May 1.59 3.93 11.62 12.02 8.20 14.35 14.42 12.58 8.39 5.39 10.31
June 1.76 464 11.58 11.79 7.9 14.33 14.40 12.31 9.43 6.39 11.00
July 5.60 6.10 11.49 11.79 8.15 14.24 14.34 12.52 9.37 5.68 11.57
August 7.69 6.99 11.44 11.58 1.72 14.22 14.29 12.80 9.96 6.88 11.50
ptemt 6.67 7.50 11.80 12.06 8.24 14.21 14.28 12.60 9.76 6.21 11.43
October 3.77 6.71 11.84 12.00 8.32 14.23 1431 12.51 10.35 7.64 10.87
November 181 6.27 11.74 11.96 8.28 14.25 1431 12.45 9.38 6.87 10.80
December 3.55 6.02 11.44 11.71 833 14.19 14.27 12.29 931 6.90 11.16
Relative significance - - 55.34 49.16 20.82 28.35 21.10 1.25 6.18 2.68 3.49
2 Relative signifi is calculated as a p tage of ding credit category in total credits disbursed in the reporting month (according to data for the last period included in the table).

Note: A break in the time series occurred due to changes in the methodology used in interest rate statistics as of 1 January 2001. This especially refers to interest rates shown in columns 5, 6 and 7. Interbank credits, which bear relatively low
interest rates, were, among others, excluded from short-term credits to enterprises. The increase in interest rates was also caused by the weighting method: all categories are weighted by the amounts of newly-granted credits, except credit lines

whose relative share grew in the new coverage, which are weighted by book balances.

Table G1: Banks’ Interest Rates on Kuna Credits
Not Indexed to Foreign Currency

The table contains weighted averages of banks’ and sav-
ings banks’ monthly interest rates on kuna credits not in-
dexed to f/c, reported on a yearly basis.

Up to December 2001, data refer to weighted averages of
banks’ monthly interest rates on kuna credits not indexed to
f/c granted to legal persons (which included enterprises, the
public sector, financial institutions, non-profit institutions
and non-residents) and households, reported on a yearly ba-
sis. Savings banks are not covered.

Starting from January 2002, data refer to weighted aver-
ages of banks’ and savings banks’ monthly interest rates on
kuna credits not indexed to f/c granted only to enterprises
(public and other) and households, reported on a yearly ba-
sis.

Up to February 1996, columns 3 and 4 showed interest
rates on the interbank money market, according to informa-
tion published by the Zagreb Money Market (ZMM).
Starting from March 1996, interest rates on the money mar-
ket are calculated as weighted monthly averages of weighted
daily interest rates and shown separately for trading in over-

night credits and trading in other credits on the ZMM. In the
period between May 1998 and January 2001, the repayment
of credits granted on the interbank overnight market was
guaranteed by banks’ required reserves with the CNB. Col-
umns 5 through 13 show weighted averages of banks’ and
savings banks’ monthly interest rates classified by maturity
and sectors. Interest rates on short-term credits to enter-
prises also include interest rates on callable loans.

Data on banks’ and savings banks’ interest rates on kuna
credits not indexed to f/c are based on banks’ and savings
banks’ periodic reports. The basis for calculation of weighted
averages are amounts of credits bearing corresponding inter-
est rates, which were disbursed during the reporting month,
with the exception of interest rates on giro and current ac-
count credit lines, for which weighted averages were calcu-
lated based on the balance of these loans at the end of the
reporting month.

Relative significance of particular interest rates (reported
in the last line of the table) refers to data for the last period in-
cluded in the table. It is calculated as a percentage of the cor-
responding credit category (to which exchange rates apply)
in total credits included in the calculation of weighted aver-
ages for that period.
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Table G2: Banks' Interest Rates on Kuna Credits Indexed to Foreign Currency and on Credits

in Euros

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

Interest rates on kuna credits indexed to foreign currency

On short-term credits

Interest rates on credits in euros
On long-term credits

Jota Total Total H°"seh°lds Total | On short-term | On long:t
ota ota ota n short-term | On long-term
average
4 average Tz RIS average Total “0"5'“5 average credits credits
average cred

1996 December 18.97 22.56 22.40 27.00 12.12 13.15 11.30 19.50 21.46 10.77
1997 December 14.40 16.92 17.00 14.02 12.25 13.00 11.02 13.61 14.95 971
1998 December 13.04 14.28 14.25 13.64 11.15 10.55 12.12 6.95 837 571
1999 December 12.53 13.66 13.54 17.21 10.81 10.46 11.65 6.75 743 6.07
2000 December 10.74 11.17 11.10 13.59 10.52 9.41 11.64 7.70 7.49 8.05
2001 December 9.29 9.45 9.45 11.30 9.20 7.52 10.79 5.94 5.70 1.21
2002 December 8.25 9.34 8.72 11.37 7.98 6.37 9.50 742 10.11 591 6.66 5.44
2003 December 7.07 7.21 7.00 8.66 7.03 5.76 8.04 6.02 9.70 5.62 6.22 5.18
2004 January 7.00 751 7.24 9.65 6.86 551 7.72 5.38 991 5.26 571 477
February 7.99 7.58 745 837 8.14 6.78 8.65 6.62 991 6.00 6.20 5.68

March 7.48 7.36 721 837 751 5.95 8.42 6.81 9.46 4.58 4.24 5.46

April 7.66 731 7.26 8.20 1.75 6.49 8.34 6.84 9.33 547 5.85 483

May 7.53 7.14 6.92 8.73 7.65 6.32 8.33 6.71 9.46 5.69 5.53 5.94

June 7.18 7.09 6.86 8.59 7.20 6.19 7.65 6.02 8.69 4.90 5.70 4.30

July 7.25 7.16 6.98 8.55 7.28 5.70 8.23 6.09 9.40 5.50 6.27 4.95

August 7.49 747 721 8.80 7.50 5.82 8.28 579 9.83 543 6.21 4.96
September 7.16 6.78 6.55 8.57 7.32 5.82 8.08 573 9.57 4.9 5.77 4.26

October 751 747 731 832 7.52 6.06 8.06 6.74 9.29 5.08 5.69 4.42

November 7.26 7.03 6.77 8.64 7.33 5.94 8.11 5.87 9.06 5.65 5.90 5.32

December 6.89 7.25 7.09 847 6.77 5.55 173 571 8.79 5.34 5.92 483

Relative significance 38.32 10.04 8.85 1.18 28.29 12.50 15.79 5.42 10.37 6.34 2.96 3.38

2 Relative signifi is calculated as a p ge of cor fing credit category in total credits disbursed in the reporting month (according to data for the last period included in the table).

Table G2: Banks' Interest Rates on Kuna Credits
Indexed to Foreign Currency and on Credits in
Euros

The table contains weighted averages of banks’ and sav-
ings banks” monthly interest rates on kuna credits indexed to
f/c and on credits in euros, reported on a yearly basis.

Up to December 2001, data refer to weighted averages of
banks” monthly interest rates on kuna credits indexed to f/c
and on credits in euros (or German marks) granted to legal
persons (which included enterprises, the public sector, finan-
cial institutions, non-profit institutions and non-residents)
and households, reported on a yearly basis. Savings banks
are not covered.

Starting from January 2002, data refer to weighted aver-
ages of banks’ and savings banks’ monthly interest rates on
kuna credits indexed to f/c and on credits in euros granted
only to enterprises (public and other) and households, re-
ported on a yearly basis.

Data on banks’ and savings banks’ interest rates on kuna
credits indexed to f/c and on credits in euros are based on
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banks’ and savings banks’ periodic reports. The basis for cal-
culation of weighted averages are amounts of credits bearing
corresponding interest rates, which were disbursed during
the reporting month.

Columns 3 through 11 show weighted averages of banks’
and savings banks’ monthly interest rates classified by matu-
rity and sectors. Interest rates on short-term credits to enter-
prises also include interest rates on callable loans.

Up to December 2001, interest rates on credits in euros
(columns 12, 13 and 14) refer to credits released in German
marks in the reporting month, and starting from January
2002, they refer to credits released in euros, while weighted
averages are calculated based on their kuna equivalent using
current exchange rate. Credits released in other currencies
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 in-
cluded in the table. It is calculated as a percentage of the cor-
responding credit category (to which exchange rates apply)
in total credits included in the calculation of weighted aver-
ages for that period.
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Table G3: Banks' Interest Rates on Kuna Deposits Not Indexed to Foreign Currency

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

Interest rates on kuna deposits not indexed to foreign currency

In giro and

Total average
current accounts

On short-term deposits

On time deposits

On long-term deposits

Total average
Houscholds | Entorprises | Totalaverage | Households
2 s | s | 6 | 7 | s | 9 | 0|

Enterprises

1996 December 4.15 2.19 10.19 10.11 9.84 10.26 12.36 15.49 9.88

1997 December 4.35 2.19 9.10 9.08 9.30 8.96 9.48 11.24 8.06

1998 December 411 231 7.73 7.63 9.47 7.15 10.19 10.72 9.56

1999 December 427 2.24 8.87 8.79 9.62 8.38 10.96 11.56 10.18

2000 December 3.40 1.64 7.20 7.13 7.44 7.03 8.89 9.19 8.63

2001 December 2.76 1.40 5.68 5.60 6.35 5.38 7.35 7.93 6.70

2002 December 1.55 0.94 3.64 3.53 439 2.86 6.05 7.24 3.23

2003 December 1.66 0.75 4.46 4.46 3.62 4.69 4.58 4.90 2.82

2004 January 177 0.75 4.96 4.96 3.86 5.22 4.84 5.07 4.08

February 1.89 0.75 4.94 4.94 3.67 5.26 4.58 4.84 2.56

March 1.98 0.74 5.35 537 3.65 5.87 4.30 4.59 2.79

April 171 0.76 431 430 3.57 4.46 4.75 471 481

May 1.67 0.74 3.42 341 381 3.35 451 4.80 3.69

June 1.64 0.74 3.34 3.34 3.82 3.25 3.22 484 2.02

July 1.89 0.72 5.09 5.11 3.88 5.30 3.72 4.84 2.06

August 211 0.75 6.25 6.28 3.80 6.57 3.68 4.90 2.10

ptemt 2.17 0.74 593 5.95 3.87 6.16 3.56 4.69 2.20

October 2.06 0.74 4.67 4.68 3.92 4.76 3.80 4.76 3.05

November 176 0.75 3.36 3.34 4.01 3.26 4.53 467 4.45

December 1.83 0.74 411 411 3.93 413 4.10 4.65 3.30

Relative significance 45.69 28.60 14.07 13.87 1.37 12.50 0.20 0.12 0.08
2 Relative signifi is calculated as a of ding deposit category in total deposits received in the reporting month (according to data for the last period included in the table).

Table G3: Banks' Interest Rates on Kuna Deposits
Not Indexed to Foreign Currency

The table contains weighted averages of banks’ and sav-
ings banks” monthly interest rates on kuna deposits not in-
dexed to f/c, reported on a yearly basis.

Up to December 2001, data refer to weighted averages of
banks’ monthly interest rates on kuna deposits not indexed to
f/c received from legal persons (which included enterprises,
the public sector, financial institutions, non-profit institu-
tions and non-residents) and households, reported on a
yearly basis. Savings banks are not covered.

Starting from January 2002, data refer to weighted aver-
ages of banks’ and savings banks’ monthly interest rates on
kuna deposits not indexed to f/c received from enterprises
(public and other) and households, reported on a yearly ba-
sis.

Data on banks’ and savings banks’ interest rates on kuna
deposits not indexed to f/c are based on banks’ and savings
banks’ periodic reports.

Column 3 reports weighted averages of monthly interest
rates on total kuna deposits (giro and current accounts,
household savings deposits and time deposits) not indexed to
f/c. Column 4 shows weighted averages of monthly interest

rates on deposits in giro and current accounts not indexed to
f/c received from enterprises (until December 2001, all legal
persons) and households, and column 5 shows weighted av-
erages of monthly interest rates on total time deposits not in-
dexed to f/c.

The basis for calculation of weighted averages for kuna
time deposits not indexed to f/c are the amounts of those de-
posits received during the reporting month. The basis for cal-
culation of weighted averages for deposits in giro and current
accounts are the end-of-month book balances of those de-
posits. Weighted averages of interest rates on total kuna de-
posits not indexed to f/c (column 3) are weighted by the
end-of-month balances of all categories included in the cal-
culation.

Kuna and foreign currency deposits used as collateral for
credit are included, while restricted deposits (deposits used
for payment of imports and other restricted deposits) are not
included into the calculation of weighted averages.

Relative significance of particular interest rates (reported
in the last line of the table) refers to data for the last period in-
cluded in the table. It is calculated as a percentage of the cor-
responding deposit category (to which exchange rates apply)
in total deposits included in the calculation of weighted aver-
ages for that period.
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Table G4a: Banks’ Interest Rates on Kuna Deposits Indexed to Foreign Currency and on

Foreign Currency Deposits

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

Interest rates on savings and time deposits indexed to f/c

On short-term On long-term

deposits

deposits

Total average

Interest rates on foreign currency deposits
Savings deposits

Households Enterprises
e T [ w

1996 December 9.46 9.56 8.80 5.09 1.44 1.32 1.95 1.47 1.39
1997 December 7.63 7.24 1177 417 175 1.89 243 0.83 1.40
1998 December 147 1.67 5.58 3.98 2.09 2.38 2.40 0.72 0.74
1999 December 6.62 6.91 1.10 4.23 1.80 1.95 2.04 0.78 1.30
2000 December 5.54 5.94 2.16 3.47 1.03 0.99 123 0.65 1.29
2001 December 4.58 4.92 2.56 2.60 0.71 0.71 0.81 0.82 0.40
2002 December 2.92 3.45 1.48 2.55 0.50 0.52 0.41 0.52 0.38
2003 December 3.48 3.74 5.55 2.22 031 0.35 0.23 0.23 0.15
2004 January 3.67 3.44 4.43 2.46 031 0.33 0.22 0.26 0.17
February 3.78 361 478 2.38 031 0.33 022 0.30 0.22

March 3.70 3.53 4.87 2.38 0.30 0.33 0.22 0.27 0.23

April 3.74 3.51 472 2.51 0.30 0.33 0.23 0.25 0.19

May 3.85 3.48 5.08 2.51 0.31 0.33 0.22 0.32 0.17

June 3.64 3.44 5.08 2.50 0.31 0.33 0.22 0.28 0.17

July 3.90 3.60 5.06 2.62 0.30 0.33 0.22 0.25 0.18

August 3.89 3.63 4.96 2.54 031 0.34 0.22 0.28 031

| 3.89 3.40 4.69 2.56 031 0.34 022 0.25 0.22

October 3.94 3.58 4.59 2.64 0.32 0.35 022 0.26 0.20

November 3.94 3.65 5.06 2.57 0.31 0.34 0.22 0.26 0.23

December 417 3.61 519 2.65 0.31 0.34 0.22 0.22 0.21

Relative signifi 1.96 1.54 0.40 52.34 21.31 19.35 3.08 3.98 0.97

2 Relative significance is calculated as a percentage of corresponding deposit category in total deposits received in the reporting month (according to data for the last period included in the table).

b 0f the total amount of deposits to which this interest rate refers, 22.25 percent refers to enterprises.

Table G4 a and b: Banks’ Interest Rates on Kuna
Deposits Indexed to Foreign Currency and on For-
eign Currency Deposits

The table contains weighted averages of banks’ and sav-
ings banks’ monthly interest rates on kuna deposits indexed
to f/c and on foreign currency deposits, reported on a yearly
basis.

Up to December 2001, data refer to weighted averages of
banks” monthly interest rates on kuna deposits indexed to f/c
and on foreign currency deposits received from legal persons
(which included enterprises, the public sector, financial insti-
tutions, non-profit institutions and non-residents) and
households, reported on a yearly basis. Savings banks are not
covered.

Starting from January 2002, data refer to weighted aver-
ages of banks’ and savings banks’ monthly interest rates on
kuna deposits indexed to f/c and on foreign currency depos-
its received from enterprises (public and other) and house-
holds, reported on a yearly basis.

Data on banks’ and savings banks’ interest rates on kuna
deposits indexed to f/c and on foreign currency deposits are
based on banks’ and savings banks’ periodic reports.

Column 3 reports weighted averages of monthly interest
rates on total kuna savings and time deposits indexed to f/c
received from enterprises (until December 2001, all legal
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persons) and households, whereas weighted averages of
monthly interest rates on time deposits are shown in columns
4 (short-term deposits) and 5 (long-term deposits) respec-
tively.

Up to December 2001, interest rates on foreign currency
deposits refer to deposits received in German marks or US
dollars, and starting from January 2002, they refer to depos-
its received in euros and US dollars, while weighted averages
are calculated based on their kuna equivalent using current
exchange rate. Deposits received in other currencies are not
included in this table.

The basis for calculation of weighted averages for kuna
time deposits indexed to f/c and foreign currency time de-
posits are the amounts of those deposits received during the
reporting month. The basis for calculation of weighted aver-
ages for savings deposits indexed to f/c are the end-of-month
book balances of those deposits. Starting from January 2002,
weighted averages of interest rates on total kuna deposits in-
dexed to f/c (column 3) are weighted by the end-of-month
balances of all categories included in the calculation.

The average interest rate on total foreign currency depos-
its (column 6) refers to the weighted average of monthly in-
terest rates on savings and time deposits, which are weighted
by the end-of-month balances of all categories included in
the calculation.

The basis for calculation of weighted averages of monthly
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Table G4b: Banks' Interest Rates on Kuna Deposits Indexed to Foreign Currency and on
Foreign Currency Deposits

weighted averages of monthly interest rates, in % on annual basis
Interest rates on foreign currency deposits
On time deposits
On short-term deposits On long-term deposits

average Households Total Households Enterprises

1996 December 177 6.95 5.65 6.21 9.86 547 12.24 771 797 19.92 1.50

1997 December 6.36 6.07 6.03 6.42 5.09 7.10 7.32 7.87 871 5.09 6.76

1998 December 4.89 449 5.42 6.16 2.84 537 7.29 7.68 8.59 4.93 6.92

1999 December 5.43 5.17 4.93 6.39 3.97 6.00 6.59 6.64 8.09 3.66 6.77

2000 December 4.57 4.36 3.65 5.15 4.59 6.62 5.56 5.17 6.61 597 8.53

2001 December 3.54 3.35 3.42 3.23 3.60 244 4.59 4.72 442 4.58 0.23

2002 December 3.13 2.96 3.21 221 2.89 143 4.59 4.69 3.84 3.46 2.30

2003 December 2.64 2.46 2.83 1.65 2.29 1.08 3.69 471 3.13 2.85 1.64

2004 January 2.73 247 2.86 1.65 2.22 1.08 3.87 4.85 3.29 3.28 1.67

February 2.62 242 2.82 1.62 2.24 1.09 4.68 4.95 3.18 3.18 1.10

March 261 244 2.85 1.63 2.35 111 4.45 4.89 2.94 311 -

April 2.70 247 2.82 1.65 2.35 115 3.79 4.93 3.08 2.98 1.34

May 2.78 2.58 3.02 1.68 233 113 433 4.76 2.30 3.25 1.95

June 2.75 2.58 3.05 1.70 2.40 117 4.57 4.86 3.26 3.08 481

July 2.87 2.63 3.08 1.74 2.38 1.34 3.95 4.89 3.18 3.24 0.21

August 2.90 2.70 3.10 172 2.38 1.56 4.62 4.95 2.88 3.23 1.30

ptemt 2.82 2.63 3.05 1.70 2.35 1.72 4.70 4.96 3.20 3.25 2.09

October 2.85 2.64 3.05 1.89 2.32 1.76 3.92 4.94 3.30 3.26 3.07

November 2.79 261 3.00 1.69 2.36 1.94 477 4.98 3.08 3.05 3.20

December 2.85 2.65 3.01 1.69 2.46 2.28 4.20 485 3.13 361 2.65

Relative signifi 2491 2179 10.08 1.09 1.89 213 3.17 1.57 0.12 148 0.00
@ Relative signifi is calculated as a p of cor jing deposit category in total deposits received in the reporting month (according to data for the last period included in the table).

interest rates on total foreign currency savings deposits (col- tal long-term foreign currency deposits (column 18).

umn 7) are the end-of-month balances of those deposits. Relative significance of particular interest rates (reported
The basis for calculation of weighted averages of monthly in the last line of the table) refers to data for the last period in-

interest rates on total foreign currency time deposits (column cluded in the table. It is calculated as a percentage of the cor-

12) are the amounts of those deposits received during the re- responding deposit category (to which exchange rates apply)

porting month. The same basis is applied in calculating in total deposits included in the calculation of weighted aver-

weighted averages of monthly interest rates on total ages for that period.

short-term foreign currency deposits (column 13) and on to-
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Table G5: Banks’' Trade with Foreign Exchange

million euros, current exchange rate

2004
pAIIE]

A. Purchase of foreign

1. Legal persons 6,433.1 478.0 501.1 654.2 599.7 615.0 583.4 679.4 529.9 651.1 575.8 583.9 1,013.8

3,571.6 218.0 2331 2163 3241 3117 346.5 442.3 448.5 3315 318.1 328.2 350.3

2. Natural persons

2.1. Residents 3,103.3 2125 226.6 268.8 - 288.0 304.7 366.0 347.0 301.6 304.8 3179 340.2
2.2. Non-residents 468.2 5.5 7.1 1.5 - 23.7 418 76.4 101.6 35.9 13.4 10.3 10.1
3. Domestic banks 6,324.4 531.2 624.4 967.3 929.1 909.2 690.0 1,024.1 145.1 8713 1,015.1 810.9 1,669.2
4. Foreign banks 1,430.6 65.8 59.8 214.6 144.0 50.6 1133 138.6 108.4 165.0 108.3 100.1 157.6
5. Croatian National Bank 438.3 33.0 - - - - - - - - - - -
Total (1+2+3+4) 18,1979 13319 1,419.0 21123 1,997.5 1,886.5 1,733.1 2,284.5 2,284.5 2,030.9 2,017.3 1,823.1 3,190.9
B. Sale of foreign exch
1. Legal persons 10,852.4 7913 1224 923.5 867.0 881.0 922.7 1,108.0 946.4 993.3 980.2 893.3 1,245.2
2. Natural persons 1,403.1 117.3 98.1 140.2 126.8 138.6 1338 171.8 165.8 149.7 138.0 1253 154.8
2.1. Resid 1,393.1 116.5 96.2 139.3 - 137.7 1319 175.5 164.2 148.1 136.7 124.2 153.6
2.2. Non-residents 10.0 0.8 2.0 0.9 - 1.0 19 2.3 16 16 13 11 13
3. Domestic banks 6,324.4 531.2 624.4 967.3 929.1 909.2 690.0 1,024.1 145.1 8713 1,015.1 810.9 1,669.2
4. Foreign banks 765.3 433 54.2 i1 101.1 745 1014 95.4 84.0 128.2 71.2 93.5 76.6
5. Croatian National Bank 84.5 - - 162.7 - - - 46.0 70.0 25.0 - - 239.5
Total (1+2+3+4) 19,4297 14951 1,499.1 2,265.3 2,024.0 2,003.3 1,848.0 2,451.3 2,011.8 2,173.6 2,210.5 1,922.9 3,385.3
C. Net purchase (A-B)
1. Legal persons -4,4194  -3194 -221.3 -269.2 -261.3 -266.0 -339.4 —428.6 -416.4 -342.3 -404.5 -309.4 -231.4
2. Natural persons 2,168.4 100.7 135.6 136.1 197.9 1731 2121 264.5 282.1 181.8 180.1 202.9 195.4
2.1. Residents 1,710.2 95.9 130.5 129.5 - 150.4 172.8 190.5 182.7 153.5 168.1 193.7 186.6
2.2. Non-residents 458.2 4.1 5.1 6.6 - 22.7 39.9 74.1 100.0 343 12.0 9.2 8.8
3. Foreign banks 665.3 225 5.6 1429 429 -23.9 118 —46.0 244 36.8 31.2 6.6 81.1
4. Croatian National Bank 353.8 33.0 - -162.7 - - - - -10.0 -25.0 - - -239.5
Total (1+2+3) -12318  -1632 -80.1 -153.0 -26.5 -116.8 -114.9 -210.0 -179.3 -142.1 -193.2 -99.9 -194.4

Memo items: Other Croatian National Bank transactions

Purchase of foreign exchange 570.9 0.0 - 0.0 145.0 - 0.0 - - - - - 0.0

Sale of foreign exchange 94.9 - 44.1 - 1.2 - - 0.4 0.0 - 1.2 187.5 49

(legal and natural persons, domestic and foreign banks and

Table G5: Banks' Trade with Foreign Exchange
the CNB). Sources of data are banks’ reports on trading with
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Data on trade with foreign exchange between banks
comprise spot transactions of the purchase and sale of for-
eign exchange in domestic foreign currency market. Spot
transactions are contracted obligations to buy/sell foreign
currency within maximally 48 hours.

The transactions are classified by category of participants
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foreign exchange and statistical data on foreign payment op-
erations.

Other Croatian National Bank transactions include for-
eign exchange sales and purchases on behalf of the Ministry
of Finance.



Table H1: Balance of Payments — Summary

International Economic Relations

million euros
2000 2001 2002 2003 2004 “ "
A. CURRENT ACCOUNT (1+6) —489.9 -817.1 -2,097.2 -1,756.9 -1,271.2 -1,181.2 -972.6 1,991.7 -1,115.1
1. Goods, services, and income (2+5) -1,448.1 -1,917.2 -3,249.4 -3,001.4 —-2,431.6 -1,454.5 -1,281.0 1,692.9 -1,395.0
1.1. Credit 9,788.6 11,272.5 11,583.7 13,696.4 15,059.4 2,466.1 33229 6,250.8 3,019.6
1.2. Debit -11,237.3 -13,189.7 -14,833.1 -16,697.8 -17,497.0 -3,920.6 —4,603.9 —4,557.8 —4,414.6
2. Goods and services (3+4) -1,028.9 -1,301.0 —2,675.6 -1,921.4 -1,819.2 -1,216.8 -1,041.0 1,769.3 -1,330.7
2.1. Credit 9,411.3 10,800.1 11,1254 13,251.4 14417.7 23418 3,184.3 5987.9 2,903.7
2.2. Debit -10,440.2 -12,101.1 -13,801.0 -15,178.7 -16,236.9 -3,558.6 —4,225.3 —4,218.6 —4,234.4
3. Goods -3,499.4 —4,603.8 -5,960.3 -6,974.2 -6,7124.1 -1,436.5 -1,950.1 -1,621.1 -1711.1
3.1. Credit 4,969.3 53188 5,293.1 55717 6,601.9 1,483.4 1,623.1 1,729.7 1,765.7
3.2. Debit -8,468.6 -9,922.6 -11,253.5 -12,545.9 -13,326.7 -2919.8 -3,573.2 -3,356.8 -3,476.8
4. Services 2,470.5 3,302.8 3,284.8 5,046.9 4,905.5 219.7 909.1 3,396.4 380.4
4.1. Credit 4,442.0 54813 58323 7,679.7 78158 858.5 1,561.2 4,258.2 1,138.0
4.2. Debit -1,9715 -2,1785 —2,547.5 -2,632.8 -2,910.2 —638.8 -652.1 —861.8 -751.6
5. Income —419.8 —616.2 —-573.8 -1,074.1 —618.4 -231.1 -240.1 -16.3 -64.4
5.1. Credit 3713 4724 4583 445.0 641.7 1243 1386 262.9 115.9
5.2. Debit -797.2 -1,088.6 -1,032.1 -1519.1 -1,260.1 -362.0 -378.6 -339.2 -180.3
6. Current transfers 958.9 1,099.5 1,152.2 1,244.5 1,160.4 2133 308.4 298.7 219.9
6.1. Credit 1,195.5 1,333.3 1,453.2 1,538.7 1,529.2 367.8 401.9 388.1 3714
6.2. Debit —236.6 —233.8 -301.1 —294.2 —-368.7 -94.4 -93.4 -89.4 -91.5
B. CAPITAL AND FINANCIAL ACCOUNT 1,244.5 1,050.9 2,319 2,996.4 2,255.1 1,173.7 898.0 -549.2 132.5
B1. Capital account 222 154.1 501.2 124 231 1.0 14 6.4 23
B2. Financial account, excl. reserves 1,899.5 2,445.8 29726 4,159.5 2,215.0 745.1 1,093.2 —466.9 903.6
1. Direct investment 1,140.6 1,326.9 597.2 1,695.4 666.9 225.2 218.1 123.4 98.5
1.1. Abroad -1.5 -175.6 —597.8 —-93.0 —254.5 —40.7 -17.1 -167.7 -29.1
1.2. In Croatia 1,142.1 1,502.5 1,195.1 1,788.4 921.4 265.9 236.8 291.1 127.6
2. Portfolio investment 128.0 666.0 —440.2 868.8 2344 -68.4 410.4 2140 -321.6
2.1. Assets -25.0 —-143.2 —650.6 1213 —-752.9 -363.1 —184.3 10.5 -215.9
2.2. Liabilities 753.0 809.2 2104 747.5 987.3 294.8 594.7 203.6 -105.7
3. Other investment 30.9 453.0 2,815.5 1,595.2 1,373.7 588.3 463.1 -804.4 1,126.7
3.1. Assets —1,040.4 394.3 451.9 -2,151.8 —412.5 85.7 -159.7 -221.8 -110.7
3.2. Liabilities 1,071.3 58.7 2,363.6 3,747.0 1,786.2 502.5 622.8 -576.6 1,237.4
B3. Reserve assets (CNB) —671.3 -1,549.0 1419 -1,235.5 —43.1 4211 -202.7 -88.6 -1734
C. NET ERRORS AND OMISSIONS —154.6 -233.3 -634.7 -1,239.5 -971.8 14 74.6 -1,442.5 382.6

2 Preliminary data.

Table H1-H6: Balance of Payments

The balance of payments of the Republic of Croatia rep-
resents a systematic overview of the value of economic trans-
actions performed by the Croatian residents with foreign
countries within a particular period. It is compiled in accor-
dance with the recommendations of the International Mone-
tary Fund (Balance of Payments Manual, Fifth Edition,
1993). Data sources include: 1. reports of the government
institutions (Central Bureau of Statistics and Croatian Insti-
tute for Health Insurance), 2. special reports of the Croatian
National Bank (International Transaction Reporting System
(ITRS), external debt relations, monetary statistics and re-
serve assets) and 3. estimates and statistical research carried
out by the Croatian National Bank.

Balance of payments of the Republic of Croatia data are
reported in three currencies: in euros (EUR), US dollars
(USD) and domestic currency (HRK). In all cases, the same
data sources are used and the same principles regarding the
scope of transactions and the procedures for compiling par-
ticular items are applied. Since the original data are reported
in different currencies, the transaction values are converted
from the original currency into the reporting currency by ap-
plying the exchange rate from the CNB exchange rate list in
one of the following manners:

by applying the midpoint exchange rate on the date of the
transaction;
by applying the average monthly or quarterly midpoint ex-
change rate in the case the transaction date is not available;
by applying the end-of-period exchange rate for the calcu-
lation of a change in the transaction value between the two
periods; the end-of-period balances reported in the origi-
nal currency serve as a basis for calculating the change in
the original currency value, which is converted, by apply-
ing the average midpoint exchange rate in the observed pe-
riod, into the value of change in the reporting currency.
The Report of the Central Bureau of Statistics on mer-
chandise foreign trade of the Republic of Croatia represents
the basic data source for the balance of payments items re-
lated to exports and imports. These data are adjusted, in ac-
cordance with the recommended compilation method, for
coverage and classification. Accordingly, goods exports and
imports in the balance of payments are reported at f.o.b. par-
ity. The value of exports at this parity is already contained in
the previously mentioned CBS Report, whereas the value of
imports f.0.b. is estimated on the basis of research studies of
the CNB on the stratified sample of importers. The resulting
value serves as a basis for the estimate of the share of trans-
portation and insurance services by which the original value
of imports c.i.f., stated in the CBS Report, is reduced. In the
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Table H2: Balance of Payments — Goods and Services

million euros
2000 2001 2002 2003 20042 a0
R T I~ O O 7

Goods -3,499.4 —4,603.8 -5,960.3 —6,974.2 —6,7124.1 -1,436.5 -1,950.1 -1,621.1 -1,711.1
1. Credit 4,969.3 5,318.8 5,293.1 5,571.7 6,601.9 1,483.4 1,623.1 1,729.7 1,765.7
1.1. Exports (f.0.b.) in trade statistics 4,821.6 5214.1 51882 5,464.4 6,452.6 1,453.7 1,590.8 1,684.3 1,723.8
1.2. Adjustments for coverage 147.7 104.7 105.0 107.3 149.3 29.6 324 454 419

2. Debit -8,468.6 -9,922.6 -11,253.5 -12,545.9 -13,326.7 -2,919.8 -3,573.2 -3,356.8 -3,476.8
2.1. Imports (c.if.) in trade statistics -8,597.5 -10,244.8 -11,327.0 -12,538.0 -13,349.9 -2,922.3 -3,573.1 -3,372.4 -3,482.1
2.2. Adj for coverage —481.5 —405.3 -348.9 —475.6 —474.1 -106.5 -133.4 -110.2 -124.6
2.3. Adj for classificati 610.4 7214 422.5 467.7 498.0 109.0 133.3 125.8 129.9
Services 2,410.5 3,302.8 3,284.8 5,046.9 4,905.5 219.7 909.1 3,396.4 380.4
1. Transportation 195.2 186.1 172.0 252.2 245.3 59.4 69.5 81.5 28.9
1.1. Credit 606.3 658.6 622.8 696.3 7911 160.2 201.0 226.9 203.0
1.2. Debit —411.1 —472.5 —450.8 —444.1 -545.8 -100.8 -1315 -139.4 -174.1

2. Travel 2,399.5 3,072.9 3,138.6 5,090.4 5,010.7 252.4 860.9 3,421.5 4715.9
2.1. Credit 3,011.8 3,749.3 3,960.8 5,686.5 5,687.0 4146 1,025.6 3,626.8 619.9
2.1.1. Business 288.1 305.8 3412 3345 389.0 82.1 108.8 92.7 105.4

2.1.2. Personal 2,123.1 3,443.6 3,619.7 5,352.0 5297.9 3325 916.8 3,534.1 514.5

2.2. Debit -612.3 —676.5 -822.2 —596.1 -676.2 -162.2 -164.7 -205.3 -144.0
2.2.1. Business -281.2 -322.7 —482.6 -292.3 2973 —66.7 —75.9 —66.5 -88.1

2.2.2. Personal -331.1 -353.8 -339.6 -303.8 -379.0 -95.5 -88.8 -138.9 —55.8

3. Other services -124.2 439 -25.9 -295.8 -350.5 -92.1 -21.3 -112.6 -1244
3.1. Credit 824.0 1,073.4 1,248.6 1,296.9 1,337.7 283.6 3346 404.4 315.1
3.2. Debit -948.1 -1,029.5 -1,274.5 -1,592.7 -1,688.2 -375.7 -355.9 -517.1 —439.5

@ Preliminary data.

1993-2001 period, this share stood at 7.10% (estimated only
on the basis of the largest and large exporters), while from
2002 on it has amounted to 3.73%. In the period from 1993
to 1996, the value of imports was modified by estimates of
imports in duty free zones, which have been included in the
merchandise trade statistics since 1997. Starting from 1996,
goods exports and imports have been modified by the data on
repairs on goods and goods procured in ports by carriers. In
addition, since 1999, based on the Survey on Consumption
of Foreign Travellers in Croatia and Domestic Travellers
Abroad, the item of goods exports has been modified by the
estimated value of goods sold to foreign travellers and tour-
ists and taken out of the Republic of Croatia. The item of
goods imports is adjusted for the estimated value of goods
imported personally by the Croatian citizens from the neigh-
bouring countries (shopping expenditures).

Transportation, travel and other services are reported
separately under service account. Revenues and expendi-
tures on the basis of transportation, in the 1993-1998 pe-
riod, were adopted from the ITRS. Starting from 1999,
revenues and expenditures arising from transportation of
goods and passengers, as well as the value of accompanying
services, which together constitute the total value of these
services, have been compiled on the basis of the results of the
Research on transactions related to international transporta-
tion services, carried out by the CNB. Owing to an excep-
tionally large population of road carriers, revenues and
expenditures on the basis of road transportation are not
adopted from this research. They are compiled by using
ITRS data. As regards transportation of goods, expenditures
are supplemented by a portion of transportation and insur-
ance costs related to imports of goods which belongs to
non-residents and which is estimated by adjusting the value
of imports at c.i.f. parity to the value of imports f.0.b.

Revenues from services rendered to foreign travellers and
tourists, as well as expenditures incurred by domestic travel-
lers and tourists abroad are shown under the position Travel.

ANNUAL REPORT 2004

In the 1993-1998 period, this position was assessed by using
various data sources which did not provide for a full coverage
in accordance with the recommended methodology. Accord-
ingly, in the second half of 1998, the Croatian National Bank
started to carry out the Survey on Consumption of Foreign
Travellers in Croatia and Domestic Travellers Abroad and
use its results for compiling the Travel position. Since early
1999, the results of this Survey, based on carrying out a sur-
vey of travellers (stratified sample) at border crossings, have
been combined with the Ministry of the Interior data on total
number of foreign and domestic travellers, along with the
data on distribution of foreign travellers by countries con-
tained in the CBS Report on tourism, in order to assess the
corresponding balance of payment items.

Other services position is complied by using different data
sources: apart from revenues and expenditures related to in-
surance and communication services, which have been deter-
mined by the CNB special statistical research since 2001, the
values of all other services are adopted from the ITRS.

Transactions in the income account are classified into four
main groups. Compensation of employees item is compiled on
the basis of the ITRS. Income from direct investment, portfo-
lio investment and other investment are reported separately.
Data on reinvested earnings are reported separately, under di-
rect investment income, calculated on the basis of the CNB
Research on direct and other equity investment. In contrast to
data on dividends, these data are not available for the
1993-1996 period, since at that time they were not reported
separately. On the basis of statistical data on external debt re-
lations, starting from 1997, income from direct investment in-
cludes data on interest arising from credit relations between
residents and non-residents directly related through owner-
ship. Income from equity portfolio investment is compiled on
the basis of the same research, whereas data on debt portfolio
investment income have been compiled since 1999, based on
income reported in statistics on foreign credit relations, which
also encompass payments related to debt securities owned by



Table H3: Balance of Payments — Income and Current Transfers

International Economic Relations

million euros
2000 2001 2002 2003 2004 A
O S T

Income —419.8 -616.2 -573.8 -1,074.1 -618.4 -231.1 -240.1 -16.3 -64.4
1. Comp ion of employees 76.0 1431 167.6 183.9 2339 54.9 62.2 55.9 60.9
1.1 Credit 90.2 157.4 187.2 2173 2683 62.7 70.6 67.4 67.6
1.2. Debit -14.2 -143 -19.5 -334 -34.4 -71.8 -84 -11.5 -6.7
2. Direct investment income -154.1 -3571.8 -353.4 —844.5 —421.8 -82.1 -236.1 —69.2 -343
2.1. Credit 104 228 23.6 334 165.0 4.2 158 147.2 -2.2
o/w: Reinvested earnings 1.1 17.1 14 30.3 156.3 32 114 144.4 28

2.2. Debit -164.5 -380.6 -377.1 -877.8 —586.8 -86.2 -251.9 -216.5 -32.1
o/w: Reinvested earnings -81.3 -188.4 -161.8 —588.9 —-275.8 -73.1 -162.5 —66.0 25.8

3. Portfolio investment income -188.1 -241.8 -214.8 -239.6 -256.6 -178.9 -22.6 -25.6 -29.5
3.1. Credit 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.2. Debit -188.1 —2419 -214.9 -239.6 —256.6 -178.9 -22.6 -25.6 -29.5
4. Other investment income -153.6 -159.6 -173.2 -173.9 -1739 -31.6 —43.5 -314 -61.4
4.1. Credit 276.7 2922 247.4 194.4 208.4 57.4 52.2 483 50.5
4.2. Debit —430.3 —451.8 —420.6 -368.3 -382.4 -89.1 -95.8 -85.6 -111.9
Current transfers 958.9 1,099.5 1,152.2 1,244.5 1,160.4 2133 308.4 298.7 2719.9
1. General government 24.6 65.3 32.2 70.5 0.5 -1.3 9.7 17 -36
1.1 Credit 129.4 142.7 143.4 213.1 178.3 40.6 55.6 42.8 39.2
1.2. Debit -104.8 ~774 -111.2 -142.6 -177.8 —48.0 —45.9 -41.1 -42.9
2. Other sectors 934.3 1,034.2 1,120.0 1,174.0 1,160.0 280.7 298.7 291.0 283.6
2.1. Credit 1,066.1 1,190.6 1,309.8 1,325.6 1,350.9 3211 346.3 3453 3322
2.2. Debit -131.8 -156.4 -189.8 -151.6 -190.9 —46.4 —47.6 -483 —48.6

@ Preliminary data.

non-residents. Income from other investments includes all
payments and collections of interest in accordance with the
foreign credit relations statistics.

Current transfers are reported separately for the general
government sector and other sectors. The ITRS is used as
the main data source on current transfers for both sectors. In
addition to taxes and excise duties, pensions, monetary sup-
port and donations, which are included in current transfers
of both sectors, the government sector also encompasses
data on multilateral co-operation, whereas other sectors in-
clude data on workers’ remittances. Current transfers of the
general government sector also include data on exports and
imports of goods without a payment obligation, provided by
the CBS. In the 1993-1998 period, current transfers of other
sectors also encompassed an estimate of unregistered foreign
currency remittances, which accounted for 15% of the posi-
tive difference between unclassified inflows and outflows of
the household sector. From 1993 to the second quarter of
1996, the CNB also assessed a portion of the outflow based
on current transfers. Since 2002, inflows and outflows based
on current transfers of other sectors are supplemented by the
data of the CNB special statistical research on international
transactions related to insurance services.

Capital account is compiled on the basis of the ITRS,
particularly on their part related to transfers of migrants. In
addition, capital account includes transfers that cannot be
classified into current transfers, such as allocation of gold of
the former SFRY or investments in patents and rights.

Foreign direct investments include equity capital, rein-
vested earnings and debt relations between ownership-re-
lated residents and non-residents. Direct investments are
investments whereby a foreign owner acquires a minimum of
10% interest in equity capital of a company, regardless of
whether a resident invests abroad or a non-resident invests in
Croatian residents. The CNB Research on foreign direct in-
vestments started in 1997 when companies included in the

survey also delivered data on direct investments for the
1993-1996 period. For the same period, no data are available
on reinvested earnings and other capital under direct invest-
ment position, where all debt relations between related resi-
dents and non-residents are classified (excluding the
banking sector). Such data actually became available only af-
ter the stated research has been launched. Since 1999 data
on debt relations within direct investments have been col-
lected on the basis of external debt relations statistics.

Data on equity portfolio investments are collected from
the same data source as the data on direct investments. Debt
portfolio investments include all investments in short-term
and long-term debt securities that cannot be classified under
direct investments. In the 1997-1998 period, these data were
collected through the CNB Research on direct and portfolio
investments, and since 1999 data on external debt relations
and monetary statistics data for bank investment have been
used. Starting from 2002 and 2004, this position has also
been compiled for investment funds and pension funds, re-
spectively.

Other investment encompasses all other debt investments
that have not been mentioned, apart from investment consti-
tuting reserve assets. Other investments are classified by in-
struments, maturity and sectors. Trade credits, in the
1996-2002 period, included the CNB estimates of advance
payment and deferred payments, made on the basis of the
sample of the largest and large importers and exporters. Data
on advance payments have been estimated since 1996, while
data on short-term deferred payments (first up to 90 days,
then up to 150 days, and today from 8 days to 1 year) have
been collected since 1999. In 2003 this research was re-
placed by a new one, where the selected companies, regard-
less of their size (stratified sample), are obliged to submit
data. Data on deferred payments with the original maturity of
more than one year are adopted from the CNB foreign credit
relations statistics. Credits granted by residents to non-resi-
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Table H4: Balance of Payments — Direct and Portfolio Investments

million euros
2000 2001 2002 2003 2004 A
TS T ™
Direct investment 1,140.6 1,326.9 597.2 1,695.4 666.9 225.2 219.7 1234 98.5
1. Abroad -1.5 -175.6 -597.8 -93.0 -254.5 —40.7 -17.1 -161.7 -29.1
1.1. Equity capital and reinvested earnings -38.1 -139.4 —594.1 -101.9 —228.4 —44.3 -20.1 —-157.9 6.2
1.1.1. Claims -38.6 -139.4 -597.0 -101.9 -231.2 —44.3 -20.1 -157.9 -9.0
1.1.2. Liabilities 0.5 0.0 29 0.0 2.8 0.0 0.0 0.0 2.8
1.2. Other capital 36.6 -36.2 =37 8.9 -26.1 3.6 3.0 -9.8 -22.9
1.1.1. Claims -11.0 5.5 -6.4 -128 -28.6 4.3 3.0 -9.0 -182
1.2.2. Liabilities 47.6 —41.7 2.7 217 2.5 8.0 0.0 -0.8 4.7
2. In Croatia 11421 1,502.5 1,195.1 1,788.4 9214 265.9 236.8 291.1 121.6
2.1. Equity capital and reinvested earnings 835.6 1,087.8 873.8 1,345.1 546.4 230.1 192.9 230.7 -107.4
2.1.1. Claims -26.4 -8.0 0.0 -1.2 -25.8 0.0 0.0 0.0 -25.8
2.1.2. Liabilities 862.0 1,095.8 8738 1,346.4 5712.2 230.1 192.9 230.7 -81.6
2.2. Other capital 306.5 4147 3212 4433 375.0 35.8 439 60.4 235.0
2.2.1. Claims 0.0 0.1 -03 -1.5 -12.2 -0.1 -119 0.0 -0.2
2.2.2. Liabilities 306.5 4145 3216 4448 387.1 35.9 55.8 60.4 235.1
Portfolio investment 728.0 666.0 —440.2 868.8 2344 -68.4 4104 214.0 -321.6
1. Assets -25.0 -143.2 —650.6 1213 -152.9 -363.1 -184.3 10.5 -215.9
1.1. Equity securities -0.2 03 -84 -58.0 -333 -39 -18.7 -18 2.8
1.1.1. General government 0.0 0.0 -2.9 0.0 0.0 0.0 0.0 0.0 0.0
1.1.2. Banks -0.1 0.4 -2.8 03 0.0 0.0 0.0 0.0 0.0
1.1.3. Other sectors -0.1 0.1 -72.7 —58.3 -33.3 -3.9 -18.7 -1.8 -2.8
1.2. Debt securities -24.8 -1435 -572.2 179.4 -719.6 -359.2 -165.6 182 -213.1
1.2.1. Bonds -19.7 -128.8 -586.9 165.9 -585.0 -271.8 -136.1 35.1 -206.2
1.2.1.1. General government 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.2.1.2. Banks -19.7 -128.8 -566.6 180.1 -592.9 -270.9 -134.9 221 -209.1
1.2.1.3. Other sectors 0.0 0.0 -203 -14.1 79 6.8 -1.2 13.0 29
1.2.2. Money market instruments 5.1 -14.8 14.7 135 —134.6 -81.4 -29.5 -16.8 6.9
1.2.2.1. General government 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.2.2.2. Banks -5.1 -148 209 13 -134.7 -81.0 -29.9 -16.8 -6.9
1.2.2.3. Other sectors 0.0 0.0 -6.2 6.2 0.0 -0.5 0.5 0.0 0.0
2. Liabilities 753.0 809.2 2104 1415 987.3 2948 594.7 203.6 -105.7
2.1. Equity securities -0.1 15.1 442 13.5 140.8 8.9 47.1 26.4 58.4
2.1.1. Banks 0.5 -5.2 4.7 -2.1 0.1 0.7 0.1 1.0 -17
2.1.2. Other sectors -0.6 203 39.5 15.6 140.9 8.1 472 25.4 60.2
2.2. Debt securities 753.1 794.1 166.2 734.0 846.5 2859 547.5 171.2 -164.1
2.2.1. Bonds 762.1 7742 197.2 700.0 880.2 2832 5713 183.9 -164.1
2.2.1.1. General government 762.1 774.2 67.2 521.3 404.9 272.6 482.1 —183.4 -166.5
2.2.1.2. Banks 0.0 0.0 0.0 0.0 444.5 0.0 0.0 43.1 14
2.2.1.3. Other sectors 0.0 0.0 130.0 172.6 308 10.6 95.2 -75.8 0.9
2.2.2. Money market instruments -9.0 19.9 -309 34.0 -338 2.7 -29.7 6.8 0.0
2.2.2.1. General government 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2.2.2. Banks 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2.2.3. Other sectors -9.0 19.9 -30.9 34.0 -33.8 2.7 -29.7 6.8 0.0

2 Preliminary data.

dents, i.e. foreign loans utilised by residents and granted by
non-residents, which cannot be classified into direct invest-
ments or trade credits, are classified by the institutional sec-
tor and maturity under the corresponding positions of other
investment. The CNB foreign credit relations statistics repre-
sent the data source for these positions. Currency and de-
posit position shows residents’ claims on foreign countries
for foreign cash and deposits with foreign banks, as well as
obligations of the Croatian banks for deposits owned by
non-residents. Monetary statistics represent a data source
for the general government sector and banks sector. Data on
balance and currency structure of foreign assets and liabili-
ties, contained in monetary statistics, are used to assess
transactions from which the exchange rate effect was elimi-
nated. In the 1993-1998 period, data on other sectors’
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claims under this position were compiled on the basis of the
CNB estimate of a portion of net foreign currency inflows of
the household sector which is not classified under current
transfers. Since 1999 this position has included only the data
based on the Bank for International Settlement quarterly
data, while data in the fourth quarter of 2001 and in the first
two quarters of 2002 relate to the effect of the EMU coun-
tries” currencies changeover to the euro.

In the period from 1993 to 1998, the estimate of reserve
assets transactions was made by converting the changes in
the original currencies into the US dollars by applying the av-
erage monthly exchange rate of the currencies contained in
the reserves. Since 1999 the changes in reserve assets bal-
ance have been calculated on the basis of the CNB account-
ing data.



International Economic Relations

Table H5: Balance of Payments — Other Investment

million euros

2000 2001 2002 2003 2004 “ Py
Other investment (net) 30.9 453.0 2,815.5 1,595.2 13131 588.3 463.1 —-804.4 1,126.7
1. Assets -1,040.4 3943 451.9 -2,151.8 —412.5 85.7 -159.7 -221.8 -110.7
1.1. Trade credits 100.1 57.9 -88.4 -167.2 -182.3 -159.0 -16.0 18.9 -26.2
1.1.1. General government 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.1.1.1. Long-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.1.1.2. Short-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.1.2. Other sectors 100.1 57.9 -88.4 -167.2 -182.3 -159.0 -16.0 189 -26.2
1.1.2.1. Long-term 28 9.2 -16.3 -23.0 16.4 -14.0 14.8 119 3.8
1.1.2.2. Short-term 97.3 48.7 -72.1 -144.1 -198.7 -1449 -30.8 7.0 -30.0
1.2. Loans -107.9 39.2 -54.7 —22.5 111 17 11.6 56 3.5
1.2.1. General government 0.0 =34 0.6 -1.0 -0.3 03 0.0 0.3 -09
1.2.1.1. Long-term 0.0 -3.4 0.6 -1.0 -0.3 0.3 0.0 0.3 -0.9
1.2.1.2. Short-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.2.2. Banks 17 -10.0 -22.0 43 6.1 -0.3 10.8 -13 29
1.2.2.1. Long-term 19 -3.4 -16.5 5.0 7.0 -2.1 8.3 2.0 -13
1.2.2.2. Short-term -0.2 —6.6 55 -0.6 -09 17 2.5 93 4.2
1.2.3. Other sectors -109.6 52.6 -333 259 5.3 17 0.8 1.3 L5
1.2.3.1. Long-term -109.6 52.6 -33.2 —26.0 5.6 17 0.8 16 15
1.2.3.2. Short-term 0.0 0.0 —0.1 0.1 0.4 0.0 —0.1 -03 0.0
1.3. Currency and deposits -1,032.6 297.3 594.9 -1,962.1 2413 243.1 -155.3 —241.1 -88.0
1.3.1. General government -26.5 -18.1 -24.2 303 72.7 -83.0 —44.8 63.6 137.0
1.3.2. Banks -964.2 -1,790.9 1,516.5 -1,964.5 -368.7 289.2 -162.7 -2703 -225.0
1.3.3. Other sectors 419 2,106.3 -897.4 -219 54.7 36.8 523 -34.4 0.0
1.4. Other assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2. Liabilities 1,071.3 58.7 2,363.6 3,741.0 1,786.2 502.5 622.8 -576.6 1,231.4
2.1. Trade credits 3182 96.3 501.3 -226.9 —76.1 10.0 —6.7 824 3.0
2.1.1. General government =35 12 0.1 15 -0.3 0.1 0.3 04 0.1
2.1.1.1. Long-term -0.5 12 -0.1 15 -0.3 -0.1 0.3 -0.4 -0.1
2.1.1.2. Short-term -3.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.1.2. Other sectors 3217 95.1 501.4 —228.4 -758 10.1 -1.1 -82.0 3.1
2.1.2.1. Long-term -138 -22.1 -12 —47.4 311 -124 -13.6 0.0 -5.1
2.1.2.2. Short-term 335.5 117.2 502.6 -181.0 —44.8 22.5 6.5 -82.0 82
2.2. Loans 873.0 -260.5 653.8 28339 1,620.6 409.1 679.6 -10.6 542.5
2.2.1. Croatian National Bank -16.9 4.1 -177.2 354.2 -371.7 -240.8 -128.8 -0.5 -17
2.2.1.1. o/w: IMF -31.5 -343 -129.5 0.0 0.0 0.0 0.0 0.0 0.0
2.2.1.1.1. Drawings 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2.1.1.2. Repayments =315 -34.3 -129.5 0.0 0.0 0.0 0.0 0.0 0.0
2.2.1.2. Short-term 147 30.3 —47.6 354.2 -371.7 -240.8 -128.8 -0.5 -17
2.2.2. General government 345.2 -212.2 433.9 502.9 406.5 429 132.4 214.0 17.2
2.2.2.1. Long-term 5.7 185.4 4339 502.9 406.5 429 132.4 214.0 17.2
2.2.2.1.1. Drawings 286.4 363.2 598.2 697.8 700.7 131.0 183.8 2713 1146
2.2.2.1.2. Repayments -280.6 -177.8 -164.3 -194.9 —294.2 -88.1 -51.4 -57.3 974
2.2.2.2. Short-term 339.4 -397.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2.3. Banks 117.0 87.2 793 1,005.7 625.1 447.0 346.5 —459.9 291.5
2.2.3.1. Long-term 122.8 93.0 81.6 927.2 568.5 2335 274.7 -114 71.7
2.2.3.1.1. Drawings 7221 829.3 656.9 1,644.7 993.1 415.1 395.2 49.7 1332
2.2.3.1.2. Repayments -599.8 —736.3 -575.3 -71175 —424.5 -181.5 -120.5 —61.0 —61.5
2.2.3.2. Short-term 5.8 5.8 -23 78.5 56.6 2135 718 —448.5 2199
2.2.4. Other sectors 4216 -131.5 3178 971.2 960.7 160.0 329.6 2357 2355
2.24.1. Long-term 534.2 -133.6 3354 920.7 890.4 127.8 2912 2212 244.1
2.2.4.1.1. Drawings 1,107.1 818.1 1,326.0 1,898.1 1,943.5 394.1 515.9 545.1 488.5
2.2.4.1.2. Repayments -572.9 —-951.7 -990.7 -977.3 -1,053.1 -266.3 —224.7 -317.8 —244.3
2.2.4.2. Short-term -106.6 2.1 -17.6 50.4 703 322 384 8.5 -8.7
2.3. Currency and deposits -119.8 223.0 1,209.4 1,140.7 2433 84.7 -50.1 —483.4 692.0
2.3.1. Banks -119.8 223.0 1,209.4 1,140.7 2433 84.7 -50.1 —483.4 692.0
2.4. Other liabilities 0.0 -0.1 -0.9 —0.7 -1.6 -1.4 -0.1 -0.2 0.0

2 Preliminary data.
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Table H6: Balance of Payments — Summary

million kuna
2000 2001 2002 2003 2004 “ e
A. CURRENT ACCOUNT (1+6) -3,978.1 —6,083.1 -15,509.0 -13,353.1 -9,801.9 -8,910.7 -1,173.1 14,750.0 -8,461.5
1. Goods, services, and income (2+5) -11,291.6 -14,276.1 —24,285.8 -23,058.5 -18,666.5 -11,039.6 -9,534.3 12,485.2 -10,577.8
1.1. Credit 74,468.0 84,083.8 85,563.6 103,318.8 112,405.7 18,766.1 24,706.2 46,148.3 22,785.1
1.2. Debit —85,759.5 -98,359.9 —109,849.4 —126,377.3 -131,072.2 —29,805.7 —34,240.4 —33,663.1 —33,362.9
2. Goods and services (3+4) -8,043.7 —9,950.0 —20,004.4 -14,802.4 -13,983.0 -9,250.8 -1,131.3 13,049.6 -10,044.4
2.1. Credit 71,592.3 80,321.0 82,188.2 100,061.5 107,613.2 17,820.1 23,674.8 44,208.1 21910.3
2.2. Debit —79,636.0 -90,270.9 -102,192.6 -114,863.9 -121,596.2 -27,070.9 -31412.1 -31,158.5 -31,954.6
3. Goods -26,681.2 -34,323.1 —44,135.8 —52,782.7 -50,331.8 -10,922.6 -14,488.0 -12,006.3 -12,915.0
3.1. Credit 37,909.7 39,695.8 39,1983 42,167.2 49,471.2 11,2835 12,077.3 12,781.1 13,322.8
3.2. Debit —64,591.0 —74,018.9 -83,334.1 -94,949.9 —99,803.0 —22,206.0 —26,565.2 —24,794.0 —26,231.7
4. Services 18,637.5 243713.1 24,1314 37,980.3 36,348.8 16717 6,750.6 25,055.9 2,870.6
4.1. Credit 33,682.6 40,625.2 42,989.9 57,8943 58,142.0 6,536.6 11,597.5 31,4204 8,587.5
4.2. Debit —15,045.0 -16,252.1 —18,858.5 -19,914.0 -21,793.2 —4,864.9 —4,846.9 —6,364.5 -5716.9
5. Income -3,241.9 —4,326.1 —4,281.4 —8,256.1 —4,683.5 -1,788.1 -1,796.9 -564.4 -533.4
5.1. Credit 2,875.7 3,762.9 33754 3,2571.3 4,792.5 946.0 1,031.4 1,940.2 8749
5.2. Debit —6,123.5 -8,089.0 —7,656.8 -11,513.4 -9,476.1 -2,7134.8 -2,8283 —2,504.6 -1,408.3
6. Current transfers 13135 8,192.9 8,776.1 9,705.4 8,864.6 2,128.9 2,360.5 2,264.9 2,110.3
6.1. Credit 9,118.6 9,934.0 10,761.2 11,639.9 11,454.5 2,197.7 2,989.0 2,866.9 2,800.9
6.2. Debit -1,805.1 -1,741.1 —-1,984.4 -1,934.6 -2,589.9 —668.8 —628.4 —602.1 —690.6
B. CAPITAL AND FINANCIAL ACCOUNT 9,598.4 1,343.6 20,661.6 23,316.0 17,468.1 8,877.6 6,596.4 -3,960.2 5,954.3
B1. Capital account 1701 1,145.1 3,695.6 546.9 1728 532 55.4 41.0 11.2
B2. Financial account, excl. reserves 14,614.7 17,695.5 22,454.5 32,121.5 17,632.0 5,676.1 8,063.9 -3,353.7 1,245.1
1. Direct investment 8,738.8 9,839.3 4,888.5 13,293.9 5,231.6 1,641.7 1,629.5 9454 1,008.9
1.1. Abroad -22.1 -1,2784 44194 -713.8 -1.892.4 -309.3 -121.7 -1,236.8 -218.6
1.2. In Croatia 8,761.0 11,117.7 9,307.9 14,007.7 7,124.0 1,957.0 1,757.3 2,182.2 1,221.5
2. Portfolio investment 5,658.7 4,978.9 -3,221.3 6,669.8 1,623.7 —481.2 2,995.1 1,626.0 -2,510.3
2.1. Assets -189.8 -1,081.7 —4839.8 936.8 -5,690.4 -2,771.8 -1,365.3 76.4 -1,629.7
2.2. Liabilities 5,848.4 6,060.6 1,612.6 5,733.0 73141 2,284.7 4,360.4 1,549.6 —880.6
3. Other investment 2112 28712 20,793.3 12,157.8 10,776.6 4,515.6 3,439.2 —5,925.2 8,741.0
3.1. Assets —1,942.6 2,569.6 3,261.5 -16,361.3 -3,023.3 676.1 -1,187.1 -1,677.2 -835.1
3.2. Liabilities 8159.8 307.6 17,531.8 28,519.1 13,799.9 3,839.4 4,626.3 —4,248.0 9,582.1
B3. Reserve assets (CNB) -5,186.4 -11,497.0 -5,488.5 -9,352.4 -336.7 3,148.3 -1,522.9 —653.4 -1,308.7
C. NET ERRORS AND OMISSIONS -5,620.3 -1,260.4 -5,152.6 —9,962.9 -1,666.2 33.0 571.3 -10,789.9 25133

2 Preliminary data.

Note: From 1999 on, item “Other investment — Liabilities™ includes CNB repo transactions.
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Table H7: International Reserves and Banks’ Foreign Exchange Reserves?

end of period, million euros

International reserves of the Croatian National Bank

Banks'’ foreign

Foreign exchange exchange

Special drawing Reserve position
rights in the Fund

Currency and deposits |  Bonds and notes reserves

1996 December 1,867.7 1013 0.0 1,766.3 1,627.6 138.7 1,549.2
1997 December 2,303.7 133.4 0.1 2,170.2 1,825.2 345.0 2,078.9
1998 December 2,400.2 197.1 0.1 2,203.0 1,642.6 560.4 1,607.0
1999 December 3,012.7 188.7 02 28237 24498 373.9 1,344.7
2000 December 3,783.2 158.5 02 3,624.5 2,763.0 861.5 2,310.7
2001 December 5,333.6 122.9 0.2 5210.5 3,469.7 1,740.7 4,056.0
2002 December 5,651.3 23 0.2 5,648.8 3,781.8 1,861.0 2,581.6
2003 December 6,554.1 0.7 0.2 6,553.2 3,346.0 3,207.2 3,927.1
2004 January 6,650.1 0.9 0.2 6,649.0 3,512.6 3,136.4 3,742.2
February 6,646.6 0.7 0.2 6,645.7 3,365.2 3,280.5 3,535.4

March 6,178.5 0.7 0.2 6,177.6 2,726.8 3,450.9 3,621.3

April 6,449.1 1.2 02 6,447.7 2,953.6 3,494.1 3,632.1

May 6,393.1 10 02 6,391.9 2,800.1 3,591.8 3,786.4

June 6,389.5 1.0 0.2 6,388.3 2,761.4 3,626.9 3,784.7

July 6,366.1 12 0.2 6,364.7 2,672.9 3,691.8 39157

August 6,482.2 0.7 0.2 6,481.4 2,864.6 3,616.7 41752

I 6,451.8 0.7 0.2 6,450.9 28314 3,619.5 4,073.4

October 6,372.6 0.9 0.2 6,371.5 3,150.8 3,220.6 3,995.0

November 6,324.5 0.6 0.2 63237 3,129.2 3,1945 4,016.7

December 6,436.2 0.6 0.2 6,435.4 31733 3,262.0 4,220.1

@ |nternational reserves of the Republic of Croatia include only the foreign exchange reserves of the CNB.

Table H7: International Reserves and Banks’ For-
eign 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 foreign claims of the Croatian Na-
tional Bank that can be used to bridge imbalances in interna-
tional payments. International reserves include special

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

The foreign exchange reserves of banks include foreign
currency and domestic banks’ deposits with foreign banks.
These foreign exchange reserves represent an additional
source of liquidity for bridging imbalances in international
payments.

ANNUAL REPORT 2004



International Economic Relations

Table H8: International Reserves and Foreign Currency Liquidity

end of period, million euros

2003 2004
T I ™ O S N P ™
1. Official reserve assets and other f/c assets (approximate market value)
A. Official reserve assets 6,554.1 6,650.1 66466 61785 64491 63931 6389.5 63661 64822 64518 63726 63245 64362
(1) Foreign currency reserves (in convertible /c) 57401 55103 54914 54777 57410 58769 58983 58947 60314 59509 62215 62237 62354
(a) Securities 32072 31364 32805 34509 34941 35918 36269 36918 36167 3,6195 32206 31945 3,262.0
o/w: Issuer headquartered in reporting country but
located abroad - - - - - - - - - - - - -
(b) Total currency and deposits with: 25329 23739 22109 20268 22468 22851 22714 22029 24146 23314 30008 30292 29733
(i) other national central banks, BIS and IMF 271.1 235.5 221.7 229.4 232.8 2289 229.9 214.0 214.2 212.2 209.2 205.6 233.1
(ii) banks headquartered in the reporting country - - - - - - - - - - - - -
o/w: Located abroad - - - - - - - - - - - - -
(iii) banks headquartered outside the reporting
country 22618 21384 19833 17974 20140 20562 20415 19888 22004 21192 27916 28236 27403
o/w: Located in the reporting country - - - - - - - - - - - - -
(2) IMF reserve position 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
(3) SDRs 0.7 0.9 0.7 0.7 1.2 1.0 1.0 1.2 0.7 0.7 0.9 0.6 0.6
(4) gold - - - - - - - - - - - - -
(5) other reserve assets 8131 11387 11543 700.0 706.7 515.0 490.0 470.0 450.0 500.0 150.0 100.0 200.0
— TeVerse repo 8131 11387 11543 700.0 706.7 515.0 490.0 470.0 450.0 500.0 150.0 100.0 200.0

B. Other foreign currency assets (specify) - - - - - - - - - - - - -
— time deposits - - - - - - - - - - - - -
C. Total (A+B) 65541 6,650.1 66466 61785 64491 63931 63895 6366.1 64822 64518 63726 63245 6436.2
1I. 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) -1,5380 -13248 -970.3 -1,351.7 -11381.2 -1,3652 -1,368.3 -1200.6 -1,2053 -11942 -1190.3 -1,178.0 -988.6

(a) Croatian National Bank 6469 4277 1153 -14 -12 -1.2 -1.2 -14 -1.3 -1.6 -15 -1.5 -18
Unto 1 month Principal -3559 3116 -113.8 - - - - - - - - - -

P Interest -19 -2.0 -1.5 -14 -12 -1.2 -1.2 -14 -1.3 -1.6 -15 -1.5 -18
Principal -2883 1138 - - - - - - - - - — _
More than 1 and up to 3 months Interest 07 03 B B - B B B B B B - B
More than 3 months and up to 1 year Principal - - - - - N - - - - - - -
Interest - - - - - - - - _ _ _ _ _

(b) Central government (excl. central government funds) -891.1 8971  -855.1 -1,350.4 -1380.0 -13640 -1,367.0 -1199.2 -12040 -1,1925 -11888 -1176.5 -986.8

Upto 1 month Principal -85.9 -2.5 -6.9 -3.2 -2.6 -256  -2369 0.0 -87 28 -26 2057 -76.5

Interest 344 584 1099 -25 -1.0 -15.2 -26.0 -29 -3.6 -2.6 -11 -143 -13.8

More than 1 and up to 3 months Principal -9.3 -10.0 -5.8 -280  -265.0  -236.4 9.2 -115 =54 2117 -2919 -781  -510.1

P Interest -1683  -1129 -3.7 -17.0 —42.6 -28.7 —6.4 —6.5 -3.7 -16.5 -30.6 —724  -169.0

More than 3 months and un o 1 vear Principal 4952  -586.5  -5681 -1.063.7 8308 8233 8449 9231 9238 7138 6306 6311 1437

plo -y Interest -980 1268 -1608 2360 -2381 2349  -243.6  -2563 2588 2451 2321 1749 -13.8

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 1 month - - - - - - - _ _ _ _ _ _
More than 1 and up to 3 months - - - - - - _ — — — _ _ _
More than 3 months and up to 1 year - - - - - - - - - _ _ _ _
(b) Long positions (+) - - - - - — — — _ — _ _ _
Up to 1 month - - - - - - - _ _ _ _ _ _
More than 1 and up to 3 months - - - - - - _ — — — _ _ _
More than 3 months and up to 1 year - - - - - - - - - _ _ _ _
3. Other -3635 7645 -575.0 -128.2 - - - - - - _ _ _
— outflows related to repos (-) 3635  -7645 5750 1282 - - - - - - - _ _

Up to 1 month

Principal - - - - - - - - - - - - -

More than 1 and up to 3 months Interest _ _ _ _ _ _ _ _ _ _ _ — -

Principal - - - - - - - - - - — - _

More than 3 months and up to 1 year Interest _ _ _ _ _ _ _ _ _ _ _ _ -

4. Total predetermined short-term net drains on f/c
assets (1+2+3) -1,9015 -2,089.3 -15453 -14799 -1381.2 -1,3652 -1,368.3 -1200.6 -1,2053 -11942 -1190.3 -1,1780 -988.6

111. Contingent short-term net drains on f/c assets (nominal value)
1. Contingent liabilities in foreign currency -1,3004 -1,3484 -1782.8 -1,750.3 -1,783.1 -1787.6 -1,8339 -1,8524 -1881.9 -10867.5 -1805.7 -1737.3 -11772.9
(a) Collateral guarantees on debt falling due within 1 year 4268 4451  -4418 4015 4017  -402.6 4068 4114  -412.8 4380 4327  -382.2 3709
— Croatian National Bank - - - - - - - - - - - - -
— Central government (excl. extrabudgetary funds) 4268 4451  -4418 4015 4017  -402.6 4068 4114  -412.8 4380 4327  -382.2 3709
Up to 1 month —55.8 -39.0 -57.1 —23.7 -5.3 -31.6 —66.2 -1.5 —49.5 —23.4 —-53.4 —42.4 —62.7
More than 1 and up to 3 months -94.9 -81.8 -29.8 —42.7 -99.4 -75.1 -56.9 -12.8 -11.0 -95.5  -109.1 -84.2 -33.9
More than 3 months and up to 1 year -276.1 3243 3548 3351 -297.0 2959 2836 3311 2863 3190 2702 2557 2744
(b) Other contingent liabilities -873.6 9033 -13410 -13488 -1381.4 -1,3851 -1427.1 14410 -1469.2 -1429.5 -1373.0 -13551 —1402.0
— Croatian National Bank -873.6 9033 -1341.0 -13488 13814 13851 14271 -14410 -1469.2 -14295 -1373.0 -1355.1 —1402.0
Up to 1 month - - - - - - - - - - - - -
More than 1 and up to 3 months -873.6 9033 -1341.0 -13488 -1381.4 13851 -—1427.1 -14410 -1469.2 -14295 -1373.0 -1355.1 —1402.0
More than 3 months and up to 1 year - - - - - - - - - - - - -

— Central government (excl. central government
funds) - - - - - - _ _ _ - _ _ _
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2. F/c securities issued with embedded options
(puttable bonds) - - - - - - - - _ _ _ _ -
3. Undrawn, unconditional credit lines provided by: - - - - - - - - — — - - -
—BIS (+) - - - _ _ -
—IMF (+) - - - - - - _ _ _ - _ _ -

4. Aggregate short and long positions of options in
f/c vis-a-vis the ic currency - - - - - - - - _ - _ _ _

5. Total contingent short-term net drains on f/c assets
(1+2+3+4)

IV. Memo items
(a) short-term domestic currency debt indexed to the
exchange rate - - - - - - - — _ — _ _ _
o/w: Central government (excl. extrabudgetary funds) - - - - - - - - - — — _ _
(b) financial instruments denominated in foreign currency and
settled by other means (e.g., in domestic currency) — — - — — - — — — _ _ _ _
(c) pledged assets - - - - - - — - _ _ _ _ -
(d) securities lent and on repo
— lent or repoed and included in Section | -3510 7346  -557.7  -121.8 - - - - - - - - -
— lent or repoed but not included in Section | - - - - - — — — _ — _ _ _
— borrowed or acquired and included in Section | - - - - - - - - - - _ _ _
— borrowed or acquired but not included in Section | 785.1 1,089.9 1,080.0 638.8 669.6 491.1 4795 459.0 4213 4759 140.5 89.6 180.7
(e) financial derivative assets (net, marked to market) - - - - - - - - - - _ _ _
(f) currency composition of official reserves assets

-1,3004 -13484 -1,7828 -1,750.3 -17831 -1,787.6 -1,8339 -10852.4 -18819 -1,867.5 -10805.7 -1,737.3 -1,772.9

— currencies in SDR basket 6,554.1  6650.1 66466 61785 64491 63931 63894 6366.1 64822 64518 63726 63245 64362
— currencies not in SDR basket 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
— by individual currencies usb 19376 21336 19948 18872 19309 18923 19632 20198 20461 1960.0 19180 18107 1609.1
EUR 46156 45154 46509 42904 45167 44996 44250 43448 44352 44909 44534 43260 48263
Other 0.9 11 0.9 0.9 14 12 12 15 0.9 0.9 1.1 187.9 0.8

Table H8: International Reserves and Foreign Cur-
rency Liquidity

International reserves and foreign currency liquidity are
shown in accordance with a Template on international re-
serves and foreign currency liquidity, drawn up by the IMF.
A detailed explanation of the Template is given in “Interna-
tional Reserves and Foreign Currency Liquidity — Guidelines
for a Data Template, 2001".

The first part of the Template shows total assets of the
Croatian National Bank in convertible foreign currency. Offi-
cial reserve assets (I.A.) show those types of assets that are
readily available to the CNB at any moment for bridging im-
balances in international payments. Official international re-
serves include: short-term foreign negotiable debt securities,
foreign cash, foreign currency sight deposits, foreign currency
time deposits which can be withdrawn before maturity, for-
eign currency time deposits with a remaining maturity of up to
1 year, reserve position with the IMF, special drawing rights,
gold, and reverse repos with foreign negotiable debt securities.

The second part of the Template shows fixed predeter-
mined foreign currency net liabilities of the Croatian Na-
tional Bank and the central government (excluding central
government funds) that fall due in the next 12 months. For-
eign currency loans, securities and deposits (II.1.) include
future interest payments on banks’ foreign currency reserve
requirements 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 pay-
ments on loans from the IMF, and future principal and inter-
est payments on the central government’s foreign currency
debts (excluding central government funds). Aggregate short
and long positions in forwards and futures in foreign curren-
cies (I1.2.) include future collections (+) or payments (-)
arising from currency swaps between the CNB and domestic
banks (temporary sale or purchase of foreign currency). Item
Other (II.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 Na-
tional Bank and the central government (excluding central
government funds), which fall due in the following 12
months. Contingent liabilities in foreign currency (I1I.1.) in-
clude future principal and interest payments on foreign loans
guaranteed by the central government, and banks’ foreign
currency reserve requirements. (The inclusion of reserve re-
quirements in foreign currency is based on the assumption
that there will be no changes in ratios or in the base of foreign
currency reserve requirements, which comprises foreign ex-
change sources of funds, including ordinary foreign ex-
change accounts, special foreign exchange accounts, sight
foreign exchange accounts and savings deposits, received
foreign exchange deposits and received foreign exchange
loans, as well as obligations arising from securities issued in
foreign exchange (excluding the bank’s equity securities)
and hybrid and subordinated instruments). 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, domestic currency debt indexed to foreign cur-
rency (IV.a) shows obligations arising from the Act on Con-
verting Households’ Foreign Exchange 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
I.B. which are also a pledge. Repo transactions with securi-
ties 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 structure of interna-
tional and other foreign currency reserves showed the cur-
rency structure of the total foreign currency assets of the
CNB (section I.). From January 2001, the currency structure
refers to official reserve assets (section 1.A).
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Table H9: 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
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 4395149 10.539883 6.362292 3.619321
1999 7.579622 0.550834 1.155501 0.391455 4738375 11.504100 7.112441 3.875409
2000 7.634973 0.554855 1.163944 0.394313 4.901679 12.529639 8.276819 3.903700
2001 7.468966 0.542791 1.138637 0.385740 4.946376 12.010492 8.339074 3.818822

2002 7.406773 5.050089 11.788895 7.863712

2003 7.563414 4.977823 10.945665 6.701390

2004 7.495169 4.855608 11.048232 6.035494

2004 January 7.690466 4913582 11.080823 6.093513

February 7.650180 4.864021 11.296065 6.059802

March 7.500547 4786610 11.163558 6.113773

April 7.505864 4.827528 11.296071 6.240743

May 7.426838 4.819473 11.052733 6.185583

June 1.377982 4.861664 11.123095 6.081234

July 1.372077 4.831126 11.067028 6.011773

August 7.369254 4.791269 11.021240 6.055250

ptemb 7.410331 4.805074 10.886861 6.069909

October 7.544859 4.888467 10.917838 6.049878

November 7.554380 4963436 10.813955 5.824814

December 7.544991 4916727 10.873149 5.643633

Table H10: 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
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 0.5562192 1.158359 0.392421 4.989712 12.176817 8.155344 3.884966
2001 7.370030 0.535601 1.123554 0.380630 4.977396 12.101856 8.356043 3.768237

2002 7.442292 5.120256 11.451442 7.145744

2003 7.646909 4901551 10.860544 6.118506

2004 7671234 4971314 10.824374 5.636883

2004 January 7.670249 4910845 11.203986 6.188180

February 7.607293 4.818707 11.357559 6.138379

March 7.395440 4.740667 11.044564 6.055879

April 7.533576 4872317 11.249180 6.365506

May 7.369765 4.817155 11.037539 6.016626

June 7.365831 4.823095 11.034953 6.057925

July 7.406563 4.809769 11.171287 6.148056

August 7.391677 4797921 10.979912 6.136718

September 7.547840 4.862672 11.088350 6.125996

October 7.490452 4.893801 10.760598 5.874864

November 7.600835 5.012090 10.825858 5.731289

December 7.671234 4971314 10.824374 5.636883

232

ANNUAL REPORT 2004




International Economic Relations

Table H11: Indices of the Effective Exchange Rate of the Kuna

indices 2001 = 100

Real effective exchange rate of the kuna; deflator

Year Month Nominal effective exchange rate of the kuna
1996 December 83.82 90.13 96.63
1997 December 87.73 93.01 98.79
1998 December 91.08 95.99 95.39
1999 December 99.23 102.76 102.08
2000 December 101.51 99.96 101.79
2001 December 99.07 98.63 98.89
2002 December 95.97 95.63 96.24
2003 December 94.09 94.46 94.62
2004 January 93.61 94.20 93.56
February 93.13 94.28 93.48
March 92.03 93.55 92.83
April 92.61 93.83 93.50
May 91.68 91.55 92.27
June 90.84 91.08 91.70
July 90.50 90.36 91.67
August 90.64 89.87 92.00
ptemt 91.05 90.19 92.78
October 92.15 91.44 93.71
November 91.29 91.17 92.43
December 90.43 90.61 90.85

Note: From 1 January 2001, the eurozone related price series includes Greece as well.

Table H11: 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
nominal exchange rates of the kuna against the euro, US dol-
lar, Swiss franc, pound sterling and Slovenian tolar. The se-
ries of the indices of the effective exchange rate of the kuna,
calculated in accordance with the modified CNB methodol-
ogy for calculating the nominal and real effective kuna ex-
change rate (for the basic CNB methodology, see Bulletin
No. 64, Box: 2, October 2001), were first published in the
CNB Bulletin No. 94 (June 2004). The weights are deter-
mined based on the average share of a particular foreign cur-
rency in the structure of the current account — ITRS data
between January 2000 and December 2003 (between July
1996 and January 2000 in the previous version of notes on
methodology under Table H10). The new weights have been
assigned to the euro (70.6%), US dollar (27.2%), Swiss
franc (1.0%) and pound sterling (1.0%) and thus replaced
the old weights: euro (66.2%), US dollar (30.7%), Swiss
franc (1.6%) and pound sterling (1.2%). The weight as-
signed to the Slovenian tolar remained unchanged at 0.2%.

The year 2001 is a base period for calculating the indices of
the effective exchange rate of the kuna (1995 in the previous
version of notes on methodology under Table H10). The in-
dex of the nominal effective exchange rate is an aggregate in-
dicator of the average value of the domestic currency against
a basket of currencies. An increase in the index of the nomi-
nal effective exchange rate of the kuna in a certain period in-
dicates that the kuna has depreciated against the basket of
currencies, and vice versa. The index of the real effective ex-
change rate is a weighted geometric average of the index of
bilateral exchange rates of the kuna adjusted for the relevant
relative price indices (the ratio of price indices in partner
countries and domestic prices). Producer price and con-
sumer price indices, and the total harmonized consumer
price index for the eurozone countries are used as deflators.
The time series for consumer prices in Croatia is constructed
in the following manner: retail price indices are used until
December 1997 inclusive, and consumer price indices are
used as of January 1998. The historical data may be cor-
rected for the subsequent changes in the data published by
the statistical offices of the countries whose prices are in-
cluded in the calculation of the index of the real effective ex-
change rate of the kuna.

ANNUAL REPORT 2004

233



International Economic Relations

Table H12: Gross External Debt by Domestic Sectors

million euros
2003 2004
I I O I 2 I O A ™
1. Government 6,600.6 6,604.8 6,821.1 6,873.1 71,462.1 71,4535 1,526.5 1,488.5 1,566.4 1,521.6 1,5314 1,453.3 1,236.1
1.1. Short-term 0.9 14 14 15 2.1 2.2 23 2.5 2.5 2.6 33 33 3.4
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 0.0 0.0
Credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 0.9 14 14 15 2.1 2.2 23 2.5 2.5 2.6 33 3.3 3.4
Principal arrears 0.9 13 13 13 19 19 2.0 2.1 2.1 2.1 2.8 2.8 29
Interest arrears 0.1 0.1 0.1 0.2 0.2 0.2 03 0.4 0.4 0.4 0.5 0.5 0.6
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.2. Long-term 6,599.6 6,603.4 6,819.7 6,871.6 7,460.0 74513 7,524.2 7,486.0 7,563.9 7,525.0 7,534.1 7,450.0 7,232.6
Bonds 43109 4,2852 4,488.6 4,516.7 5,045.4 5013.7 5,034.5 48177 4,850.1 48311 4,852.2 4,855.7 4,635.2
Credits 2,286.4 23158 2,328.1 2,352.6 24119 2,435.0 2487.1 2,665.9 2,711.4 2,691.6 2,679.6 2,592.1 2,595.3
Trade credits 2.3 24 23 2.4 2.7 2.1 2.6 2.4 2.4 2.3 23 2.3 2.1
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2. Croatian National Bank 365.7 766.3 584.6 130.5 2.3 2.8 24 24 24 24 19 24 24
2.1. Short-term 363.1 763.7 582.4 1282 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 0.0 0.0
Credits 363.1 763.7 582.4 128.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Principal arrears 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest arrears 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2. Long-term 2.6 2.6 2.2 2.3 2.3 2.8 2.4 2.4 24 24 19 2.4 24
Bonds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Currency and deposits 2.6 2.6 2.2 2.3 23 2.8 2.4 2.4 24 24 19 2.4 24
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3. Banks 6,121.1 6,005.4 6,241.9 6,632.7 6,781.0 6,954.6 6,938.2 6,934.3 6,755.9 6,723.4 6,783.4 6,935.8 1,652.4
3.1. Short-term 617.1 720.5 781.2 830.5 763.6 794.2 902.4 507.0 431.2 4539 473.6 548.7 673.3
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 0.0 0.0
Credits 604.2 706.6 761.7 817.7 750.7 781.2 889.6 493.6 4158 441.0 460.9 536.1 660.8
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 129 138 13.4 12.8 129 129 128 13.4 15.4 128 12.7 12.6 12.5
Principal arrears 12.9 138 13.4 12.8 12.9 129 12.8 13.4 154 12.8 126 12.5 12.4
Interest arrears 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.2. Long-term 5,503.9 5285.0 5460.8 5,802.1 6,017.4 6,160.4 6,035.8 6,427.3 6,324.7 6,269.6 6,309.8 6,387.1 6,979.2
Bonds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 445.0 447.0 443.1 444.5 444.9 4445
Credits 2,761.1 2,804.1 2,895.5 3,021.0 3,164.1 3,359.8 3,300.6 3,296.6 33154 32739 32785 3,269.4 33157
Currency and deposits 2,736.2 2,480.8 2,565.3 2,781.1 2,853.3 2,800.7 2,735.2 2,685.6 2,562.3 2,552.6 2,586.7 2,672.8 3,219.0
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4. Other sectors 48184 49165 49139 5,072.9 5,162.8 5,379.1 5,465.8 5,618.1 5,705.5 5,633.1 5,693.4 5,749.1 5,798.1
4.1. Short-term 523.2 574.0 579.8 593.0 5713 578.7 608.8 624.2 629.4 633.9 636.3 6333 664.2
Money market instruments 33.5 62.4 62.4 36.5 117 117 6.8 6.8 6.8 0.0 0.0 0.0 0.0
Credits 701 783 85.2 101.0 112.2 1122 136.1 138.5 134.0 137.5 136.9 133.4 125.4
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 222 244 22.2 213 29.7 29.3 28.8 30.9 33.6 36.7 29.8 254 24.9
Other debt liabilities 3974 408.9 410.0 428.2 423.6 425.5 437.2 448.0 455.1 459.8 469.6 474.5 513.9
Principal arrears 369.9 380.5 381.3 398.2 392.6 394.2 403.0 4129 419.7 422.1 4309 4352 462.7
Interest arrears 216 284 28.7 30.0 311 313 34.2 35.1 35.4 3.7 38.8 39.3 512
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4.2. Long-term 4,355.3 43425 4,394.1 4,479.9 4,585.5 4,800.4 4,857.0 4,994.0 5,076.1 4,999.2 5017.2 5115.8 51339
Bonds 345.3 348.1 350.5 363.3 3515 455.9 454.0 457.1 461.4 388.4 391.4 395.6 3843
Credits 3,858.3 3,850.1 3,902.3 3,980.9 4,102.8 4,217.6 4,278.8 4,409.5 4,491.4 4,487.8 4,507.5 4,605.5 4,637.3
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 1517 144.4 141.3 135.8 131.2 126.9 124.2 126.7 1233 123.0 118.3 1147 112.3
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
5. Direct investment 1,844.8 1,865.8 1,898.2 1,895.0 1,918.3 1,934.2 1,956.4 1,974.3 1,999.0 2,016.8 1,982.9 1,983.1 1,986.5
5.1. Short-term 124.0 123.3 119.0 149.7 153.4 161.0 170.1 172.5 173.0 179.7 171.8 191.4 2479
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 0.0 0.0
Credits 439 449 49.6 73.2 66.0 747 793 79.4 873 87.0 84.1 93.2 61.9
Trade credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 80.1 785 69.4 76.5 81.4 86.3 90.9 93.0 85.8 92.8 93.7 98.3 186.0
Principal arrears 759 74.1 64.9 717 82.2 80.9 85.1 86.6 792 85.6 85.7 89.5 166.3
Interest arrears 42 44 45 48 5.2 5.3 5.7 6.4 6.5 7.1 8.0 88 19.7
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
5.2. Long-term 1,720.8 1,742.5 1,779.2 1,745.3 1,764.8 1,773.3 1,786.3 1,801.9 1,826.0 1,837.0 1,805.1 1,791.7 1,738.6
Bonds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Credits 1,689.7 1,711.8 1,741 1,716.1 1,735.1 1,744.5 1,758.0 1,774.0 1,798.6 1,810.7 1,779.4 1,766.4 17148
Trade credits 311 30.7 315 29.2 29.7 28.7 28.2 219 214 26.3 25.7 253 238
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total (1+2+3+4+5) 19,8106 20,1589  20,519.8 206042 213265 21,7243 21,889.2 22,0178 22,0292 219032 219591 221238 226754
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Table H12: Gross External Debt by Domestic Sec-
tors

External debt is defined as the external debt liabilities of
residents on the basis of debt securities issued in foreign
markets (at face value), credits (repo agreements included)
regardless of their contractual maturity, deposits of non-resi-
dents, and trade credits granted by non-residents with con-
tractual maturity of more than 180 days (90 days up to 11
July 2001 and 150 days up to 31 December 2002).

External debt by domestic sectors is shown in the same
manner as in the Capital and Financial Account of the BOP.
Item Government shows external debt of the general govern-
ment, which includes the Republic of Croatia, central gov-
ernment funds (including the Croatian Bank for
Reconstruction and Development, the State Agency for De-
posit Insurance and Bank Rehabilitation, the Croatian Roads
and the Croatian Highways), and local government. Item

International Economic Relations ]

Croatian National Bank shows the central bank debts. Item
Banks shows debts of banks. Item Other sectors shows debts
of other banking institutions, non-banking financial institu-
tions, enterprises, non-profit institutions and households, in-
cluding craftsmen. Item Direct investment shows borrower —
lender transactions of other sectors that are interrelated by
ownership (borrower or lender owns more than 10 percent
of the other).

Each sector data are further shown by contractual matu-
rity (short-term and long-term) and by debt instrument.

Outstanding gross external debt includes principal and
interest arrears, as well as accrual interest and future princi-
pal payments.

Outstanding debt data are shown at the CNB’s midpoint
exchange rate at the end of the period.

Data are considered preliminary until after publication of
the final BOP data for the reporting quarter.

ANNUAL REPORT 2004

235



International Economic Relations

Table H13: Public Sector Gross External Debt, and Publicly Guaranteed and Non-Publicly
Guaranteed Private Sector Gross External Debt

million euros
2003 2004
I O T 2 O ™ N S VR
1. Public sector 8,334.0 8,111 8,758.3 8,344.5 8,804.1 8,798.5 8,834.4 8,780.0 8,862.1 8,813.5 8,794.8 87113 8,521.2
1.1. Short-term 409.5 8149 631.7 179.1 47.7 45.1 36.6 28.6 29.9 30.7 285 373 349
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 0.0 0.0
Credits 3909 7919 611.0 157.1 29.7 27.0 181 12,6 13.8 13.5 11.2 20.0 9.2
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 18.6 23.1 20.7 219 18.0 18.1 185 16.0 16.0 17.2 17.3 17.3 25.6
Principal arrears 18.6 229 20.6 218 17.8 17.9 18.2 15.7 15.7 16.7 16.7 16.7 245
Interest arrears 0.1 0.1 0.1 0.2 0.2 0.2 0.3 0.4 0.4 0.5 0.6 0.6 12
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.2. Long-term 7,924.2 7,901.9 8,126.4 8,165.2 8,756.1 8,753.1 8,797.5 8,751.1 8,832.0 8,782.6 8,766.0 8,673.8 8,486.1
Bonds 43109 42852 44886 45167 5,045.4 50137 50345 48177 48501 4831.1 48522 48557 46352
Credits 3,560.7 3,568.8 3,590.2 3,599.7 3,662.9 3,696.2 3,722.4 3,886.7 3,937.0 3,905.3 3,869.8 3,774.5 3,806.9
Currency and deposits 2.6 2.6 2.2 2.3 2.3 2.8 2.4 2.4 2.4 2.4 19 24 2.4
Trade credits 50.0 45.3 45.3 46.6 455 40.5 38.2 44.2 126 439 42.1 41.2 41.6
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.3. Direct investment 0.3 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
2. Publicly guaranteed private sector 428.6 409.1 410.5 409.5 4122 4114 4115 381.6 389.2 354.4 351.9 349.6 343.3
2.1. Short-term 32.0 36.0 35.9 37.0 37.8 37.8 39.6 39.5 39.7 40.8 42.0 40.8 124
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 0.0 0.0
Credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 320 36.0 359 37.0 37.8 378 39.6 395 39.7 40.8 42,0 40.8 424
Principal arrears 23.3 21.2 21.1 28.1 28.6 28.6 29.8 28.7 289 30.0 31.0 29.9 30.8
Interest arrears 8.7 8.8 8.8 89 9.2 9.2 9.8 108 10.8 10.7 11.0 11.0 11.5
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2. Long-term 396.6 373.1 374.6 372.5 3744 373.6 3719 3480 349.5 313.6 309.8 308.7 3009
Bonds 31.2 31.4 31.6 31.2 314 31.6 31.2 314 316 0.0 0.0 0.0 0.0
Credits 362.9 339.3 340.7 339.0 340.7 339.9 338.6 314.6 316.0 311.8 308.1 307.2 299.4
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 25 25 24 23 23 2.2 2.1 2.0 19 1.8 17 1.6 15
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.3. Direct investment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3. Non-publicly guaranteed private sector 11,0481 11,0327 11,3509 11,850.2 12,1101 125144 12,6434 12,8502 12,7779 12,7353 12,8124 13,062.8 138109
3.1. Short-term 1,062.9 1,208.7 1,277.2 13372 1,257.5 1,292.1 1437.3 1,065.6 993.5 1,0189 1,042.6 1,107.2 1,263.6
Money market instruments 33.5 62.4 62.4 36.5 117 117 6.8 6.8 6.8 0.0 0.0 0.0 0.0
Credits 646.6 756.8 824.3 889.8 833.2 866.4 1,007.5 619.5 536.0 565.0 586.6 649.5 771.0
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 222 244 22.2 21.3 29.7 293 28.8 309 336 36.7 29.8 25.4 249
Other debt liabilities 360.7 365.1 368.3 383.5 382.8 384.7 394.3 408.3 417.2 417.2 4263 4323 461.8
Principal arrears 3418 345.6 3484 362.4 361.0 362.6 369.8 384.1 392.6 390.2 398.6 404.0 4226
Interest arrears 189 19.6 19.9 21.1 218 22.1 244 243 24.6 21.0 21.7 283 39.2
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.2. Long-term 8,140.6 7,958.4 8,175.7 8618.3 8,934.6 9,288.2 9,249.9 9,810.6 9,785.6 9,699.9 9,787.2 99728  10,561.0
Bonds 314.1 316.7 3189 332.1 320.1 4243 4228 871.4 876.8 831.4 836.0 840.5 828.8
Credits 4,988.8 5,061.9 5,195.6 5415.8 5,675.1 5,976.4 6,005.4 6,170.7 6,265.3 6,236.3 6,287.7 6,385.3 6,441.9
Currency and deposits 2,736.2 24808 25653 2,781.1 2,853.3 2,800.7  2,735.2 2,685.6 2,562.3 2,552.6  2,586.7 2,672.8  3,219.0
Trade credits 1015 99.0 95.9 89.3 86.2 86.9 86.5 829 81.2 79.6 76.8 74.2 71.2
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.3. Direct investment 1,844.6 1,865.6 1,898.0 1,894.7 1,918.0 1,934.0 1,956.2 1,974.1 1,998.8 2,016.5 1,982.7 1,982.9 1,986.3
Total (1+2+3) 19,810.6 20,1589  20,519.8 20,6042 21,3265 21,7243 21,889.2 22,0178 22,029.2 219032 21959.1 22,1238 22,6754
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Table H13: Public Sector Gross External Debt, and
Publicly Guaranteed and Non-Publicly Guaranteed
Private Sector Gross External Debt

The gross external debt position presented in this Table
highlights the role of the public sector.

Public sector includes the general government (including
the Republic of Croatia, central government funds and local
government), the central bank, public enterprises and mixed
ownership companies. Public enterprises are defined as en-
terprises in 100% ownership of business entities from the
public sector. Mixed ownership companies are defined as
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companies in which business entities from the public sector
have a share larger than 50%.

Publicly guaranteed private sector gross external debt is
defined as the external debt liabilities of business entities not
covered by the definition of the public sector, the servicing of
which is guaranteed by a business entity from the public sec-
tor.

Non-publicly guaranteed private sector gross external
debt is defined as the external debt liabilities of business enti-
ties not covered by the definition of the public sector, the ser-
vicing of which is not guaranteed by the public sector.

Items are valued in the same manner as in Table H12.
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Table H14: Gross External Debt by Domestic Sectors and Projected Future Payments

million euros
Gross external Projected future principal payments
debt Immidiate
| " s s o[ s o oo [ am [ oo [ |
1. Government 1,236.1 34 753.6 52.4 107.2 55.4 968.6 192.2 636.9 534.3 989.0 7749 13626  183.6 990.6
1.1. Short-term 34 3.4 0.0 0.0 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 0.0 0.0 0.0 0.0
Credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 3.4 3.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Principal arrears 2.9 2.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest arrears 0.6 0.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.2. Long-term 7,232.6 0.0 753.6 52.4 107.2 55.4 968.6 7922 636.9 534.3 989.0 7749 1362.6  183.6 990.6
Bonds 4,635.2 0.0 676.2 0.0 514 0.0 721.5 547.6 3336 2388 7135 549.4 10253 13.8 485.8
Credits 2,595.3 0.0 774 52.2 55.7 55.2 240.5 244.0 302.7 295.2 2754 225.5 3373 169.8 504.8
Trade credits 2.1 0.0 0.1 0.2 0.1 0.2 0.6 0.6 0.6 0.3 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2. Croatian National Bank 24 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 24
2.1. Short-term 0.0 0.0 0.0 0.0 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 0.0 0.0 0.0 0.0
Credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Principal arrears 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest arrears 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2. Long-term 2.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 24
Bonds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Currency and deposits 24 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 24
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3. Banks 1,652.4 12.5 617.8 167.0 517.3 86.3 1,388.5 10117 341.0 394.8 789.2 1784 926 1185  3,325.2
3.1. Short-term 6733 12.5 510.5 122.0 279 0.4 660.8 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 0.0 0.0 0.0 0.0
Credits 660.8 0.0 510.5 122.0 219 0.4 660.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 125 12.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Principal arrears 124 124 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest arrears 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.2. Long-term 6,979.2 0.0 107.4 45.0 489.4 85.9 7217 10117 341.0 394.8 789.2 178.4 926 1185 33252
Bonds 4445 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 4445 0.0 0.0 0.0 0.0
Credits 33157 0.0 107.4 45.0 489.4 85.9 7217 10117 341.0 394.8 344.7 178.4 926 1185 106.2
Currency and deposits 3,219.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 32190
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4. Other sectors 5,798.1 513.9 2431 241.2 241.2 2435 975.1 739.3 989.7 551.6 569.9 259.4 2128 1743 806.3
4.1. Short-term 664.2 5139 293 76.8 37.2 1.0 150.4 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 0.0 0.0 0.0 0.0
Credits 125.4 0.0 293 76.8 123 7.0 125.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 24.9 0.0 0.0 0.0 249 0.0 249 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 5139 513.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Principal arrears 462.7 462.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest arrears 51.2 51.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4.2. Long-term 5133.9 0.0 2138 170.4 204.0 236.5 824.7 739.3 989.7 557.6 569.9 259.4 2128 1743 806.3
Bonds 384.3 0.0 19.8 0.0 0.0 0.0 19.8 0.0 2003 5.7 5.7 6.6 6.6 8.2 131.3
Credits 4,6371.3 0.0 179.5 1563 193.8 2107 740.4 709.8 718.2 546.9 562.6 252.4 206.0  166.1 674.9
Currency and deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 112.3 0.0 14.5 141 102 258 64.6 29.5 111 4.9 15 0.5 0.1 0.0 0.0
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
5. Direct investment 1,986.5 186.0 19.7 65.1 40.8 58.9 2445 292.3 235.1 201.9 108.7 51.6 38.0 28.8 593.7
5.1. Short-term 2479 186.0 35.6 1.1 9.6 9.0 61.9 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 0.0 0.0 0.0 0.0
Credits 61.9 0.0 35.6 1.7 9.6 9.0 61.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade credits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other debt liabilities 186.0 186.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Principal arrears 166.3 166.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest arrears 19.7 19.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
5.2. Long-term 1,738.6 0.0 4.1 5713 311 49.9 182.5 292.3 235.1 201.9 108.7 57.6 38.0 288 593.7
Bonds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Credits 17148 0.0 13.1 56.4 30.2 483 178.1 287.0 231.0 198.3 106.9 56.1 36.7 279 592.7
Trade credits 238 0.0 1.0 0.9 0.9 1.6 44 5.2 41 3.6 18 15 13 0.9 0.9
Other debt liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total (1+2+3+4+5) 22,6154 715.8 1,694.3 531.7 906.5 444.1 3,576.5 28355 22028 16885 24568 12702 17059 5053 5718.1
Supplement: Projected interest payments 53.9 155.6 121.0 1378 468.3 595.6 496.4 409.0 350.2 243.9 1936 1044 740.8
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Table H14: Gross External Debt by Domestic Sec-
tors and Projected Future Payments

The Table shows outstanding gross external debt, pro-
jected principal payments and estimated interest payments
according to the CNB’s midpoint exchange rate at the end of
the period.

Estimated interest payments do not include interest on
deposits from non-residents, repo transactions and hybrid

and subordinated instruments, as well as late interest on
these instruments. Future interest payments are estimated at
the interest rates at the contracting time and do not reflect
changes of variable interest rates.

Projected payments of accrual interest, which are an inte-
gral part of the gross external debt, increase the projected
principal payments in the first quarter period and, conse-
quently, decrease the interest payments estimated for the
same period.

Table H15: International Investment Position — Summary

238

million euros
2000 2001 2002 2003 2004 a0
R I
1. International investment position (net) -6,376.9 -4,172.2 -8,676.3 -12,386.0 -16,733.1 -13,923.3 -14,847.4 -16,308.0 -16,733.1
2. Assets 8,966.2 12,565.7 11,779.5 14,1324 13,739.1 13,1741 13,867.2 14,008.7 13,739.1
2.1. Direct investment abroad 939.2 1,095.9 17532 1,642.9 1,782.8 1,762.1 2,043.2 1,949.8 178238
2.2. Portfolio investment 15.3 25.5 39.3 40.6 434 426 48.7 459 434
2.2.1. Equity securities 15.3 25.5 39.3 40.6 434 426 48.7 459 434
2.2.2. Debt securities 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
Money market instruments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.3. Financial derivatives 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.4. Other investment 42313 6,110.7 43358 5,894.9 5476.8 5,191.0 5385.9 5,561.2 5476.8
2.4.1. Trade credits 200.0 206.1 181.0 178.1 1519 195.6 1814 168.0 1519
2.4.2. Loans 166.1 121.6 128.7 119.6 1143 120.8 110.6 117.9 1143
2.4.3. Currency and deposits 3,865.2 5,782.9 4,026.0 5,597.1 5,210.6 4.874.6 5,093.9 52754 5,210.6
2.4.4. Other assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.5. Reserve assets (CNB) 3,780.4 5,333.6 56513 6,554.1 6,436.1 6,178.5 6,389.4 6,451.8 6,436.1
3. Liabilities 15,343.1 17,331.8 20,455.8 26,5184 30,472.2 21,097.4 28,7146 30,316.6 30,472.2
3.1. Direct investment in Croatia 3,829.6 4,806.1 6,634.4 8382.1 9,544.2 8,220.6 8,602.7 10,181.0 9,544.2
3.2. Portfolio investment 3,601.4 4,495.2 4,282.3 4,860.2 5,703.2 5,084.1 56743 59117 5703.2
3.2.1. Equity securities 116.8 164.8 173.6 170.5 239.2 167.6 179.1 249.1 239.2
3.2.2. Debt securities 3,484.6 43304 4,108.7 4,689.7 5,464.0 4916.4 54953 5,662.5 5,464.0
Bonds 34744 42993 4,108.7 4,656.2 5,464.0 4.879.9 5,488.5 5,662.5 5,464.0
Money market instruments 10.2 311 0.0 335 0.0 365 6.8 0.0 0.0
3.3. Financial derivatives 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3.4. Other investment 7912.1 8,036.5 9,539.1 13,276.1 15,224.9 13,792.8 14,437.6 14,223.9 15,224.9
3.4.1. Trade credits 293.1 268.4 258.4 176.1 1393 165.5 155.5 162.0 1393
3.4.2. Loans 6,812.4 6,722.9 6,981.2 9,949.9 11,3345 10,401.4 11,092.0 11,031.8 11,3345
3.4.3. Currency and deposits 465.8 719.9 1,898.6 2,738.7 32214 2,783.4 2,731.6 2,554.9 32214
3.4.4. Other liabilities 341.0 3253 400.9 4113 529.8 4424 4524 4752 529.8

2 Preliminary data.

Table H15: International Investment Position —
Summary

This table is made in accordance with the recommenda-
tions of the IMF (Balance of Payments Manual, Fifth Edi-
tion, 1993). Data sources include: reports from banks,
enterprises, the Croatian National Bank, and the Zagreb
Stock Exchange.

Data on international investments of the Republic of
Croatia and international investments into the Republic of
Croatia are recorded in euros (EUR) and US dollars (USD).
Depending on the sources of data available, the conversion of
values from the original currencies into the reporting curren-
cies is performed:

by applying the current rate of exchange or the average
monthly midpoint exchange rate of the Croatian National
Bank to transactions;
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by applying the midpoint exchange rate of the Croatian
National Bank on the reporting date to balances.

The source of data on foreign direct and portfolio equity
investment is the statistical research of the Croatian National
Bank. The equity investments have been monitored since the
beginning of 2001 and are corrected for changes in the offi-
cial index of the Zagreb Stock Exchange (CROBEX).

Portfolio debt investment and other investment are clas-
sified according to the following institutional sectors: the
Croatian National Bank, government, banks and other sec-
tors. The government sector comprises central government
and funds and local government authorities. The banking
sector comprises banks.

Item Portfolio debt investment — Assets and liabilities
comprises data on investments of residents into debt securities
issued by non-residents (assets) and investments of non-resi-
dents into debt securities issued by residents (liabilities). The



source of data is the register of foreign credit relations kept by
the Croatian National Bank, which also comprises claims and
liabilities arising from bonds and money market instruments.

Item Other investment — Trade credits — Assets and lia-
bilities comprises foreign claims and foreign liabilities of the
said sectors arising from trade credits. The source of data is
the register of foreign credit relations kept by the Croatian
National Bank.

Item Other investment — Loans — Assets and liabilities
comprises data on loans granted and received between resi-
dents and non-residents classified according to institutional
sectors. The source of data is the register of foreign credit re-
lations kept by the Croatian National Bank.

Item Other investment — Currency and deposits — Assets

International Economic Relations

shows the total liquid foreign exchange of banks authorized to
do business abroad reduced by the amount of foreign exchange
deposited by banks with the CNB in fulfilment of a part of their
reserve requirements. In addition to banks’ foreign claims, for-
eign claims of the government sector are also shown. The
sources of data are reports from the government and banks.

Item Other investment — Currency and deposits — Liabili-
ties shows the total foreign exchange and kuna liabilities of
the said sectors abroad arising from current accounts, time
and notice deposits, sight deposits and demand deposits. The
sources of data for this item are reports from banks.

Item International reserves of the CNB is compiled on
the basis of the CNB Accounting Department reports which
contain data on their balances and changes.

Table H16: International Investment Position — Direct Investment

million euros
2000 2001 2002 2003 2004 “ py"
Direct investment (net) -2,890.4 -3,710.2 —4,881.2 —6,739.2 -1,161.3 —6,458.6 —6,559.5 -8,231.3 -1,761.3
1. Abroad 939.2 1,095.9 1,753.2 1,642.9 1,782.8 1,762.1 2,043.2 1,949.8 1,782.8
1.1. Equity capital and rei  earnings 884.5 1,050.2 1,712.8 1,581.4 1,675.9 1,695.6 1,967.7 1,865.7 1,675.9
1.1.1. Claims 884.5 1,050.2 1,712.8 1,581.4 1,675.9 1,695.6 1,967.7 1,865.7 1,675.9
1.1.2. Liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.2. Other capital 54.7 15.6 40.4 61.5 106.9 66.5 755 84.1 106.9
1.1.1. Claims
1.2.2. Liabilities
1.3. Financial derivatives (net) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2. In Croatia 3,829.6 4,806.1 6,634.4 8,382.1 9,544.2 8,220.6 8,602.7 10,181.0 9,544.2
2.1. Equity capital and reinvested earnings 3,117.0 37147 52214 6,537.3 7,551.7 6,325.7 6,646.3 8,164.3 7,557.7
2.1.1. Claims 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.1.2. Liabilities 3,117.0 37147 52274 6,537.3 7,557.7 6,325.7 6,646.3 8,164.3 7,557.7
2.2. Other capital 7126 1,091.4 1,407.0 1,844.8 1,986.5 1,895.0 1,956.4 2,016.8 1,986.5
2.2.1. Claims
2.2.2. Liabilities
2.3. Financial derivatives (net) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
@ Preliminary data.
Table H17: International Investment Position — Portfolio Investment
million euros
2000 2001 2002 2003 20042 “ Py
Portfolio investment (net) -3,586.1 —4,469.7 —4,243.0 —4,819.6 -5,659.8 -5,041.5 -5,625.6 -5,865.7 -5,659.8
1. Assets 15.3 255 39.3 40.6 434 426 481 459 434
1.1. Equity securities 153 25.5 39.3 40.6 434 42.6 487 459 434
1.1.1. Banks 7.1 8.0 8.1 42 45 45 5.1 48 45
1.1.2. Other sectors 76 175 311 36.3 38.8 38.1 13.6 411 38.8
1.2. Debt securities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2. Liabilities 3,601.4 4,495.2 4,282.3 4,860.2 5,703.2 5,084.1 5,674.3 59117 5,7103.2
2.1. Equity securities 116.8 164.8 1736 170.5 239.2 167.6 179.1 249.1 239.2
2.1.1. Banks 39.2 411 36.2 385 40.5 356 354 439 40.5
2.1.2. Other sectors 71.6 123.8 1373 132.0 198.6 132.0 1437 205.2 198.6
2.2. Debt securities 3,484.6 4,330.4 4,108.7 4,689.7 5,464.0 4916.4 5,495.3 5,662.5 5,464.0
2.2.1. Bonds 34744 4,299.3 4,108.7 4,656.2 5,464.0 4879.9 5488.5 5,662.5 5464.0
2.2.1.1. General government 3,443.2 4,268.2 3,947.6 43109 4,635.2 4516.7 5,034.5 48311 4,635.2
2.2.1.2. Banks 0.0 0.0 0.0 0.0 4445 0.0 0.0 4431 4445
2.2.1.3. Other sectors 312 312 1612 345.3 384.3 363.3 454.0 388.4 384.3
2.2.2. Money market instruments 10.2 311 0.0 335 0.0 36.5 6.8 0.0 0.0
2.2.2.1. Other sectors 10.2 311 0.0 335 0.0 36.5 6.8 0.0 0.0

2 Preliminary data.

ANNUAL REPORT 2004



International Economic Relations

Table H18: International Investment Position — Other Investment

million euros

2000 2001 2002 2003 2004 “ Py
Other investment (net) -3,636.0 -1,849.1 -5,180.2 —1,015.6 —9,745.1 —8,471.3 -9,049.3 -8,660.4 -9,745.1
1. Assets 4,231.3 6,110.7 4,335.8 5,894.9 5,476.8 5,191.0 5,385.9 5,561.2 5,476.8
1.1. Trade credits 200.0 206.1 181.0 178.1 151.9 195.6 1814 168.0 151.9
1.1.1. General government 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Long-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1.1.2. Other sectors 200.0 206.1 181.0 178.1 151.8 195.6 181.3 167.9 151.8
Long-term 165.7 180.2 169.6 173.5 147.5 191.0 176.8 163.3 147.5
Short-term 343 259 114 4.6 4.4 4.6 4.6 4.6 44
1.2. Loans 166.1 121.6 128.7 119.6 1143 120.8 110.6 117.9 1143
1.2.1. General government 3.7 6.1 5.6 5.2 5.3 5.0 5.0 47 5.3
Long-term 3.7 6.1 5.6 5.2 53 5.0 5.0 4.7 5.3
1.2.2. Banks 130.6 82.7 93.6 86.2 79.9 87.2 76.7 83.6 79.9
Long-term 89.7 46.9 60.2 62.3 56.2 64.8 56.8 54.6 56.2
Short-term 40.9 358 334 239 23.7 224 19.9 29.0 23.7
1.2.3. Other sectors 317 328 29.5 28.2 29.1 28.5 288 29.6 29.1
Long-term 317 328 29.4 28.2 28.7 28.5 288 29.2 28.7
Short-term 0.0 0.0 0.1 0.0 0.4 0.0 0.1 0.4 0.4
1.3. Currency and deposits 3,865.2 5,782.9 4,026.0 5597.1 5210.6 4874.6 5,093.9 5275.4 5210.6
1.3.1. General government 74.1 94.7 1157 819 89 165.9 2111 147.0 89
1.3.2. Banks 2,564.3 44388 2,754.3 45519 4317.0 37228 3,892.6 4,151.2 4317.0
1.3.3. Other sectors 1,226.8 1,249.4 1,156.0 963.4 884.7 985.9 990.2 977.2 884.7
1.4. Other assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2. Liabilities 7,861.3 7,959.7 9,515.9 12,910.4 15,222.5 13,662.3 14,435.2 14,221.6 15,222.5
2.1. Trade credits 293.1 268.4 2584 176.1 139.3 165.5 155.5 162.0 139.3
2.1.1. General government 0.1 13 11 23 2.1 2.4 2.6 2.3 2.1
Long-term 0.1 13 1.1 2.3 2.1 2.4 2.6 23 2.1
Short-term 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.1.2. Other sectors 293.0 267.1 2574 173.8 137.2 163.1 153.0 159.7 137.2
Long-term 2485 226.7 209.9 151.7 112.3 135.8 124.2 123.0 112.3
Short-term 4.5 40.4 47.5 222 249 213 288 36.7 249
2.2. Loans 6,768.8 6,647.8 6,959.7 9,586.8 11,3345 10,273.2 11,092.0 11,031.8 11,3345
2.2.1. Croatian National Bank 170.6 138.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0
o/w: IMF 170.6 138.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2.2. General government 1,832.6 1,672.7 1,950.8 2,286.4 2,595.3 2,352.6 2,487.1 2,691.6 2,595.3
Long-term 1,444.6 1,672.7 1,950.8 2,286.4 2,595.3 2,352.6 2487.1 2,691.6 2,595.3
Short-term 388.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2.2.3. Banks 1,715.8 1,813.5 1,878.7 3,372.0 3,976.4 3,838.7 4,190.1 3,715.0 3976.4
Long-term 1,708.0 1,810.8 1,878.4 2,761.7 33157 3,021.0 3,300.6 32739 33157
Short-term 18 2.6 0.3 604.2 660.8 817.7 889.6 441.0 660.8
2.2.4. Other sectors 3,049.7 3,022.9 3,130.1 3,928.5 4,762.8 4,081.9 44148 4,625.2 4,762.8
Long-term 3,003.5 2,969.0 3,103.0 3,858.3 46373 3,980.9 42788 44878 46373
Short-term 46.2 53.9 21.2 70.1 125.4 101.0 136.1 137.5 125.4
2.3. Currency and deposits 464.5 7183 1,896.9 2,736.2 3,219.0 2,781.1 2,735.2 2,552.6 3,219.0
2.3.1. Banks 464.5 7183 1,896.9 2,736.2 3,219.0 2,781.1 27352 2,552.6 3,219.0
2.4. Other liabilities 341.0 3253 400.9 4113 529.8 4424 452.4 475.2 529.8

@ Preliminary data.
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Table 11: Consolidated Central Government

million kuna
2003 2004
[ w1 [ w
REVENUE AND GRANTS
1. y central government 74,953.1 52713 4,903.1 6,434.6 6,324.4
2. Central government funds 6,038.3 601.0 439.3 515.7 418.8
2.1.CPII 108.9 51.1 11.2 15.0 9.2
2.2.CIHI 8223 433 50.8 489 376
2.3.CES 17.9 2.0 14 L7 1.4
2.4. Child Benefit Fund - - - - -
2.5. Croatian Waters 1,144.8 123.6 59.4 738 75.1
2.6. Environment Protection Fund - - - 113 18.1
2.7. Development and Employment Fund - - - - -
2.8. Regional Development Fund - - - - -
2.9. Croatian Highways 1,932.4 161.5 114.6 144.9 152.0
2.10. Croatian Roads 1,185.0 103.2 89.3 106.7 108.5
2.11. State Agency for Deposit Insurance and Bank Rehabilitation 584.5 97.7 1059 103.2 7.9
2.12. Croatian Privatization Fund 2425 18.6 6.7 10.2 9.0
A. Total (1+2) 80,992.0 58723 5,342.4 6,950.3 6,743.2
EXPENDITURE AND LENDING (minus repayments)
3. y central government 74,713.8 5,171.9 6,178.6 7,445.1 7,565.1
4. Central government funds 11,920.5 1,054.5 595.4 921.8 1716
4.1.CPII 1,838.0 82.1 759 82.0 84.7
4.2.CIHI 875.0 35.2 85.4 62.7 72.5
4.3.CES 136.5 9.0 9.0 14 9.7
4.4. Child Benefit Fund = - - = -
4.5. Croatian Waters 1,691.0 180.5 57.2 911 87.1
4.6. Environment Protection Fund - 0.1 0.1 0.7 0.8
4.7. Development and Employment Fund - - - - -
4.8. Regional Development Fund - - - - -
4.9. Croatian Highways 5,583.5 646.8 280.2 525.4 364.5
4.10. Croatian Roads 1,369.9 108.9 719 151.3 121.6
4.11. State Agency for Deposit Insurance and Bank Rehabilitation 2532 14 1.0 16 1.0
4.12. Croatian Privatization Fund 1733 -9.3 8.7 5.6 35.8
B. Total (3+4) 86,634.3 6,232.4 6,773.9 8,373.0 8,342.7
C. Overall surplus/deficit (A-B) -5,642.3 -360.1 -1,431.6 -1,422.1 -1,599.4
5. y central government (1-3) 2399 934 -1,275.5 -1,010.5 -1,240.7
6. Central government funds (2-4) -5,882.2 —453.5 -156.1 —412.2 -358.8

Source: Ministry of Finance.
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Table 12: Budgetary Central Government Operations

million kuna
2003 2004
I I T or
1. Total revenue 78,249.6 5,552.5 5,244.8 6,718.9 6,616.4
1.1. Current revenue 74,652.1 5,530.3 5,231.0 6,690.7 6,599.9
1.1.1. Tax revenue 72,697.9 5446.3 51285 6,542.8 6,493.6
1.1.2. Non-tax revenue 1,954.1 84.0 102.5 147.9 106.3
1.2. Capital revenue 3,597.6 222 13.8 283 16.5
2. Grants 104 0.0 0.0 0.0 0.0
2.1. Current 104 0.0 0.0 0.0 0.0
2.2. Capital 0.0 0.0 0.0 0.0 0.0
A. Total revenue and grants (1+2) 78,260.0 5,552.5 5,244.8 6,718.9 6,616.4
3. Total di 79,113.1 5,528.0 6,495.0 1,661.3 19411
3.1. Current iture 75,041.4 5425.5 6,386.2 7,353.6 7,539.5
3.2. Capital i 4,071.7 102.6 108.8 313.6 408.1
4. Lending minus repayments 1,333.5 235 107.6 194.4 55.3
B. Total expenditure and lending minus repayments (3+4) 80,446.6 5,551.5 6,602.7 1,861.7 8,002.9
5. Current account surplus without grants
(1.1-31) -389.3 104.8 -1,155.2 -662.9 -939.6
6. Current account surplus with current grants
(5+2.1) -378.9 104.8 -1,155.2 -662.9 -939.6
7. Gross fixed capital formation? -1,627.6 6.0 248 98.2 168.1
8. Gross capital formation® -1,627.6 6.0 248 98.2 168.1
C. Overall surplus/deficit (A-B) -2,186.6 1.0 -1,357.9 -1,142.8 -1,386.5
9. Foreign financi 3,050.0 —666.6 4.1 -51.0 4,823.0
10. D ic financi -863.4 665.6 1,362.6 1,199.8 -3,436.4
10.1. From other general government 0.0 0.0 0.0 0.0 0.0
10.2. From monetary authorities -1,026.8 670.3 355.4 -1,237.3 -3,426.3
10.3. From banks 168.6 -189 997.5 2,523.6 241.0
10.4. Other domestic financing 52 142 9.7 -86.6 -251.0
D. Total financing (9+10) 2,186.6 -1.0 1,351.9 1,142.8 1,386.5

2 Net purchase of fixed capital formation. ® Net purchase of fixed capital formation and net purchase of shares. Source: Ministry of Finance.
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Table 13: Central Government Debt

end of period, million kuna

2003 2004
I I N T 2 T ™ I O A A ™
1. Domestic debt of central government 347364 346739 359331 358932 36079.3 364075 37,6412 39,0942 389469 40,0398 40,7751 42,7214 41,6159
1.1. Domestic debt of the Republic of Croatia 28,1608  27968.1 287121 286748 293044 297624 308467 345227 343858 359751 365134 384226 37,3297
Treasury bills 6,548.1 6,526.3 6,590.9 6,349.1 6,952.3 8,024.8 8,263.2 7,944.5 14717 8,067.2 8,630.5 8,982.2 9,022.5
Money market instruments 03 09 8.4 0.0 72.1 724 54.2 5.0 - - - - -
Bonds 174220 173062 181763 183714 186457 181173 183106 20,6653  20,557.3 21,6829 214756 229976  23,186.2
Credits from the CNB 1.4 - 12 19 12 3.0 3.0 3.5 0.6 1.0 16 2.2 3.3
Credits from banks 4,189.1 4,134.8 39352 3,952.3 3,633.0 3,545.0 42158 5,904.5 6,356.3 6,223.9 6,405.7 6,440.6 5117.8
1.2. Domestic debt of central government funds 6,575.5 6,705.8 7,221.0 72185 6,774.8 6,645.1 6,794.5 45715 4,561.2 4,064.7 4261.7 4,304.8 4,286.2
Money market instruments - - - - - - - - - - - - -
Bonds 3,616.4 3,655.5 3,695.8 3,582.6 3,653.0 3,567.0 3,558.5 19227 1,886.1 1,960.9 1,960.0 2,002.2 2,033.0
Credits from banks 2,959.1 3,050.3 3,525.2 3,635.9 3,121.8 3,078.0 3,236.0 2,648.7 2,675.0 2,103.8 2,301.7 2,302.6 2,253.2
2. External debt of central government 50,1379 50,3514  51,586.7 50,537.4 55917.9 54,6367 551491 552007 55668.8  56,556.2 56,2000  56,388.0 552484
2.1. External debt of the Republic of Croatia 41,0488 40,9392  40,260.0 39,4957 445154 433039 434702  41996.5 424165 430579 42,7749 432715 419519
Money market instruments - - - - - - - - - - - - -
Bonds 32,1448 32,0662 31,3880 30,7075 352645 342532 343783 329480 330845 336716 335839 341150 32,7932
Credits 8,904.1 8873.0 83872.0 8,788.2 9,250.9 9,050.7 9,092.0 9,048.5 9,332.0 9,386.3 9,190.9 9,156.5 9,158.7
2.2. External debt of central government funds 9,089.1 94121 11,326.7 11,041.8 11,4026 113329 11,6788 13,204.3 13,252.4 13,4983 134252 13,1165 13,296.4
Money market instruments - - - - - - - - - - - - -
Bonds 820.6 802.5 2,758.2 2,695.3 2,745 2,696.2 2,705.0 2,734.8 2,765.6 2,792.7 2,761.2 2,792.2 2,764.8
Credits 8,268.6 8,609.7 8,568.5 8,346.5 8,656.8 8,636.7 89739 104695 104867 10,7056 106639 103242  10,531.6
Total (1+2) 84,8743 850252 87,519.8 86,4307 91,997.2 91,0443 927903 942949 946158  96,596.0  96,975.1 99,1154  96,864.3
: Central gover guaranteed debt?
— guarantees for domestic debt 6,895.4 6,882.4 6,645.3 6,667.0 6,969.7 6,528.1 5847.0 5,839.7 6,108.9 5,969.4 5,669.9 5818.7 5407.5
— guarantees for external debt 8,618.5 8,494.4 8,503.7 8,208.5 8,556.4 8,446.8 8,361.8 8,135.5 8,187.7 8,054.0 7,932.4 8,003.1 7,809.8

@ |rrespective of the note under the heading “Classification and presentation of data on claims and liabilities”, the debt of the Croatian Roads, the Croatian Highways and the State Agency for Deposit Insurance and Bank Rehabilitation, presented
in this table under headings 2. External debt of central government and 1. Domestic debt of central government, was reclassified from the sub-sector of the Republic of Croatia to the sub-sector central government funds in December 1998 and
December 2002 respectively.

Table 13: Central Government Debt Monetary Authorities Accounts and Banks’ Accounts. The

source of data on the central government external debt is the

Data on the central government debt are gathered from external debt statistics collected by the CNB. The supplement

available data and are not reconciled with the Ministry of Fi- provides data on the central government guaranteed debt.

nance of the Republic of Croatia. The central government Banks are the source of data on guarantees for domestic

debt consists of domestic and external debt. The sources of debt, while the external debt statistics collected by the CNB
data on domestic debt of the central government are the fol- are the source of data on guarantees for external debt.

lowing: the Ministry of Finance Monthly Statistical Review,
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Table J1: Consumer Price and Producer Price Indices

in current prices, in kuna

Basic indices, 2001 = 100

Chain indices

Monthly year-on-year indices

1996 December 100.0 100.2 99.5 100.3 103.4 102.3 108.7 101.5
1997 December 100.7 100.3 102.3 99.9 103.8 102.7 108.2 101.6
1998 December 89.6 90.6 86.2 100.3 100.4 100.0 100.0 105.4 104.3 109.2 97.9
1999 December 93.1 93.4 91.8 100.6 100.8 100.0 100.3 1039 103.1 106.5 1059
2000 December 98.2 98.5 96.9 100.4 100.4 100.1 100.2 105.5 105.5 105.5 1112
2001 December 100.5 99.8 103.5 100.4 100.4 100.5 99.0 102.4 101.3 106.8 96.9
2002 December 102.4 100.9 108.3 100.4 100.6 99.6 99.9 101.8 101.1 104.6 102.3
2003 December 104.1 102.5 110.6 100.3 100.2 100.5 100.0 101.7 101.6 102.2 101.0
2004 January 105.1 103.7 111.0 101.0 101.1 100.4 100.3 102.1 102.1 102.4 100.8
February 105.0 103.4 1115 99.9 99.8 100.5 99.7 101.8 101.6 102.6 100.1
March 105.1 103.5 1118 100.1 100.0 100.3 100.2 101.4 101.1 102.6 99.5
April 105.3 103.7 1119 100.2 100.2 100.0 100.9 1019 101.8 102.6 1013
May 106.1 104.2 1135 100.7 100.5 1015 102.3 102.4 102.0 103.6 104.4
June 105.8 103.6 1143 99.7 99.5 100.7 99.7 102.5 102.1 103.7 103.9
July 105.3 102.7 1156 99.6 99.1 101.2 100.9 101.9 101.6 103.0 104.6
August 105.4 102.7 1158 100.1 100.1 100.2 101.0 102.0 101.6 103.1 105.1
S l 105.2 102.7 1150 99.8 100.0 99.3 100.2 101.6 100.7 104.3 105.7
October 105.7 103.5 1143 100.4 100.7 99.4 100.8 102.0 101.4 103.9 106.3
November 106.2 104.1 1144 100.5 100.6 100.0 99.5 102.3 101.8 103.9 105.5
December 106.9 105.0 114.6 100.7 1009 100.2 99.3 102.7 102.5 103.6 104.8

2 Data from January 1992 to December 1997 relate to the retail price index. ® Data from January 1992 to December 1998 relate to the retail price index. Source: Central Bureau of Statistics.

Table J1: Consumer Price and Producer Price Indi-
ces

The Central Bureau of Statistics (CBS) introduced the
consumer price index (CPI) in early 2004. This indicator of
price movements was compiled in accordance with the meth-
odological principles laid down by the ILO and Eurostat. In
its First Release, issued on 17 February 2004, the CBS pub-
lished the data on movements in the CPI in January 2004 and
the time series for the CPI as of January 2001. The CBS sub-
sequently constructed the time series for the consumer price
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index encompassing the period from January 1998 to De-
cember 2000. As expected following the introduction of the
new index, the CBS has stopped publishing the retail price
index (RPI) and the cost of living index whose calculation
methodologies have not been adequately harmonised with
internationally accepted standards. The main characteristic
of the CPI are discussed in Box 1 in the CNB Bulletin No. 91
(2004). The data on the average year-on-year consumer
price inflation rate are shown in the Bulletin table on Eco-
nomic Indicators.



Non-financial Statistics

Table J2: Core Consumer Price Indices

Basic indices, 2001 = 100 Chain indices Monthly year-on-year indices

—oa | cos | s | Ta | s | e | ]

1998 December 932 93.7 90.6 99.9 99.9 100.0
1999 December 95.9 96.4 933 100.1 100.1 100.1 102.9 102.9 103.0
2000 December 99.1 99.3 98.0 100.4 100.4 100.2 103.3 103.0 105.0
2001 December 1003 100.1 101.8 99.8 99.7 100.3 101.2 100.8 103.8
2002 December 101.5 1011 104.2 100.0 100.1 99.4 101.2 1010 102.4
2003 December 102.7 102.0 107.3 100.2 100.1 101.0 101.2 100.9 103.0
2004 January 102.7 101.8 108.1 100.0 99.8 100.7 101.3 1010 103.6
February 102.5 1015 108.5 99.8 99.7 100.4 101.3 100.9 103.7
March 102.5 1015 108.6 100.0 100.0 100.1 1014 101.0 103.6
April 102.7 101.8 108.5 100.2 100.3 99.9 101.9 101.6 1033
May 103.1 102.2 109.2 100.4 100.3 100.7 101.8 1015 103.6
June 103.5 102.3 1109 1004 100.2 1015 101.9 1015 104.0
July 103.7 102.2 112.8 100.2 99.9 101.8 101.6 1016 101.9
August 104.3 102.9 112.9 100.6 100.6 100.1 102.2 102.2 101.9
ptemt 104.2 103.0 111.2 99.9 100.1 98.5 102.4 102.0 104.2
October 104.7 103.8 109.9 100.5 100.8 98.8 102.3 102.1 103.5
November 105.0 104.2 110.0 100.3 100.4 100.1 102.4 102.2 103.5
December 105.1 104.2 1104 100.1 100.1 100.4 102.3 102.2 102.9

Source: Central Bureau of Statistics.

Table J2: Core Consumer Price Indices used in the calculation of the total consumer price index. A

total of 111 goods and services are excluded and their share

The Central Bureau of Statistics calculates the core con- in the consumer price basket stood at 30.06% in 2005 (of

sumer price index in the manner that agricultural products which: agricultural products accounted for 9.93 percentage

prices and administrative prices (which among others in- points, and administrative prices for 23.13 percentage

clude the prices of electricity and refined petroleum prod- points). The zero weighting method is used to exclude the
ucts) are excluded from the basket of goods and services prices of goods and services.

Table J3: Average Monthly Net Wages

in current prices, in kuna

Nominal amount in kuna Chain indices Monthly_ year-on-year Cumulati_ve year-on-year

indices indices

1996 December 2,217.0 104.4 117.7 1118
1997 December 2,544.0 100.8 114.8 116.9
1998 December 2,935.0 104.6 1154 1128
1999 December 3,262.0 100.9 1112 114.0
2000 December 3,499.0 99.9 107.3 108.9
2001 December 3,582.0 96.6 102.4 106.5
2002 December 3,839.0 98.0 107.2 105.0
2003 December 4,045.0 99.8 105.4 105.9
2004 January 4,070.0 100.6 104.6 104.6
February 4,003.0 98.4 105.7 105.2

March 4,153.0 103.8 108.0 106.1

April 4,129.0 99.4 106.1 106.1

May 4,169.0 101.0 104.9 105.9

June 4,226.0 101.4 106.0 105.9

July 4,209.0 99.6 105.7 1058

August 4,178.0 99.3 106.7 106.0

September 4,132.0 98.9 106.0 106.0

October 4,128.0 99.9 1033 105.7

November 4,352.0 105.4 107.4 105.8

December 4312.0 99.1 106.6 105.9

Source: Central Bureau of Statistics.
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List of Abbreviations and Symbols

BIS
bn
BOP
c.if.
CBRD

CBS
CEFTA
CES
CIHI
CH
CLVPS
CMI
CNB
CPI
CPII
CPF
CR
Cw
DAB

EBRD

ECB
EEEF
EFSAL

EIB
EMTN
EMU
EU
excl.
f/c
FDI
FINA
FISIM

f.o.b.
GDP
GVA
HICP
IBAN
IBRD

ICC
IDB
IFC
IIF
ILO
IMF
ISO
ISPA

JCIF
m
MIGA
MoF
MRR
NCEA

— Bank for International Settlements

— billion

— balance of payments

— cost, insurance and freight

— Croatian Bank for Reconstruction and Develop-
ment

— Central Bureau of Statistics

— Central European Free Trade Agreement

— Croatian Employment Service

— Croatian Institute for Health Insurance

— Croatian Highways

— Croatian Large Value Payment System

— Croatian Monetary Institute

— Croatian National Bank

— consumer price index

— Croatian Pension Insurance Institute

— Croatian Privatization Fund

— Croatian Roads

— Croatian Waters

— State Agency for Deposit Insurance and Bank
Rehabilitation

— European Bank for Reconstruction and Devel-
opment

— European Central Bank

— Environment and Energy Efficiency Fund

— Enterprise and Financial Sector Adjustment
Loan

— European Investment Bank

— Euro Medium Term Note

— European Monetary Union

— European Union

— excluding

— foreign currency

— foreign direct investment

— Financial Agency

— Financial Intermediation Services Indirectly
Measured

— free on board

— gross domestic product

— gross value added

— harmonised index of consumer prices

— international bank account number

— International Bank for Reconstruction and De-
velopment

— International Chamber of Commerce

— Inter-American Development Bank

— International Finance Corporation

— Institute for International Finance

— International Labour Organization

— International Monetary Fund

— International Organization for Standardization

— Instrument for Structural Policies for Pre-Ac-
cession

— Japanese Center for International Finance

— million

— Multilateral Investment Guarantee Agency

— Ministry of Finance

— marginal reserve requirement

— National Classification of Economic Activities

ANNUAL REPORT 2004

NCS — National Clearing System

OECD — Organization for Economic Co-Operation and
Development

OPEC — Organization of Petroleum Exporting Countries

o/w — of which

PPI — producer price index

R. — Republic

RPI — retail price index

RR — reserve requirement

S&L — savings and loans association

SAA — Stabilisation and Association Agreement

SAL — Structural Adjustment Loan

SAPARD  — Special Accession Programme for Agriculture
and Rural Development

SDR — special drawing rights

SITC — Standard International Trade Classification

SWIFT  — Society for Worldwide Interbank Financial Pay-
ments

URBEA  — Unified Regiser of Business Entities” Accounts

VAT — value added tax

VSE — Varazdin Stock Exchange

WTO — World Trade Organization

ZIBOR  — Zagreb Interbank Offered Rate

ZMM — Zagreb Money Market

ZSE — Zagreb Stock Exchange

ATS — Austrian schilling

CHF — Swiss franc

DEM — German mark

EUR —euro

FRF — French franc

GBP — pound sterling

HRK — Croatian kuna

ITL — Italian lira

JPY — Japanese yen

SIT — Slovenian tolar

uSD — US dollar

XDR — Special Drawing Rights

- — no entry

— data not available

0 — value is less than 0.5 of the unit of measure be-
ing used

o — average

a, b, c,... —indicates a note beneath the table and figure

— corrected data

O) — incomplete or insufficiently verified data
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