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Real Sector and Prices 4

MANUFACTURING INDUSTRY —
. MANUFACTURING PRODUCTION INDEX

In the area of manufacturing in- | Seasonally adjusted and trend-cycle (1995 =100)
dostry and mining, 1996 will be re
membered by the 3.1% growth, whichis | 115 =
relatively modest for Croatia but sig- | —— Seasorally sdjusied

nificant eompared to developed coun- | 119 1 — Trend-cycle
tries’ growth rates. This is the second |
vonserutive pnoual growth ollowing a
sever-year decrease in the volome of
industrial production. Last year's ex-
pectations of higher growth are being
transferred o the eurrent year in
which the cconomic infrastructure is
bound 1o be more favorable, Growth
was stronger in the second hall of the
wear, The growth rate recorded in the
first halfl of the yvear amounted o a
mere {1.6%,

November and December failed to
continoe the dypamies achieved during
the summer and early fall with espe-

105 1

INDUSTRIAL PRODUCTION Hﬂll?! OF D!ICH
| Seasonally adjusted (1995=100) :

cially disappointing results achieved in 145

the shiphuilding indostry and produe- 135 i, '"”E‘”“mr gods
tion of hase chemical products. Certain - —— Ionentoctaie ety
industrial branches recorded extremely

15
105

strong growth in the past vear. These
are the electrie power industry (which
recorded a 25.4% growth), shipbuilding
idustry (with 23.3% growth), produc-
uon of construetion materials (28.9%),
refining of non-metallic minerals (19.1%)
andl chemieal industry (2.6%).
Branches eontributing the major
part of wtal valve-added recorded the
lollowing results w terms of prodoc
tion, stocks and export aetivity: Pro-
duetion of foodstulfs exceeded the re-
sults altained in the previous year by
1.6%, which is the thind consecutive
annual increase following a significan
decrease recorded in the early war
vears, Finished products on stock in
the foodstuffs industry decreased by
B.0% compared to 1995, while the kuna
amount of exports inereased by 11.5%. | T, e R <R ot
The chemical industry grew for the T : b
third consecutive year, with the latest
inerease al the rate of 2.6%. [nvento-
res o fnished products io the chemi-
cal industry exceeded last year's by
0.9%, while exports grew by 5.2%. The
eleetre power industry managed to

:

e
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| INDUSTRIAL PRODUCTION BY GROUPS OF PRODUCTS
Trend-cycle (1995 = 100)
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STOCKS OF FINAL GOODS IN MANUFACTURING SECTOR
Seasonally adjusted and trend-cycle (1995 = 100)
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record positive results throughout the
war vears, but last year's inerease of
25.4% was the largest yel. Exports
recorded by the electric power mdustry
in 1996 exceeded 1995 exports tenfold.
The fourth branch by size of gross do-
mestic profduet in manufacturing in-
dustry. production of electric machines
and ecquipment, recorded its secoud
vonseculive annual inerease in produe-
Lion, at the rate of 49%. [nventories of
finished products were 26.5% |ower
compared to 1995, while exports in-
ereased by 12, 7%,

The trend-zvele of the otal mdos-
trial production series has been stiding
downwarnds sinee Oetober 1996, holid-
ing al a level 25% higher than that
recorded at the end of 1955, Following
significant growth rates of the trend in
the period mid-1995 to mid-1996, in-
vestment goods have recorded almost
identical downward dynamics, Tmter
mediate products ropcluded the vear
with a slightly upward trend, 5.3%
higher than that attained at the end of
the previous year. The group ol con-
sumer goids has been stagnating dur
ing the last couple of months at a level
1.5% higher than that recorded at the
end of 1995, The average mowthly de-
seasoned rale of growth in aggregate
industrigl production amounted (o
(11% in the past year, At the same time
investment poods decreased by (.90,
while intermediate goods and  con-
sumer goods grew by (.5%.

Unemployment increased by 8.5%
on the annual level, while the unem-
ployment rate, according to the data
provided by the State Bureaw of Statis-
ties, reached 15.9% m December, With
regard to different categories of em-
ployed persons, a decrease compans to
November 199 was recorded in the
number of persons employed by eco-
nomic subjects (0.6% decrease), and in
the number of mdividual fnrmers (0,5%
decrease), while an increase was re
eorded in the number of employed in
economic subjects with up to len em-
ployees and in the number employed (o
artisan shops and free professions
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(2.1% and 0.5%, respectively). When
comparing the data in two neighboring
months, it is important to lake sea-
sotial influenee into consideration,

TRADE

Turnover in retail trade defined
as sale of goods (o final vsers for con-
sumption or household use recorded an
annual real prowth of 193%. Each
quarter 1 199 reconded a larger turp-
over compared to the corresponding
fuarter in the previous vear, Especially
impressive growth was recorded in the
third (22.8%) and fourth (35.5%) quar-
ter. In November, activity wis $LE%
higher than in November 1395, while
the activity recorded 10 December 1996
exeeeded the activily recorded i De-
vember 1995 by 40.9%. The trend eom-
ponent has been growing for the last
sixteen months al an average rate of
26%, Excluding seasonal influences,
the growth of the series recorded in
19896 comes to 3,09, Arccording to the
final data on trading activities in the
first semester of 1996, the number of
refail stores amounted (o 15,582, while
the number of emploved amounted o
53,352,

Turnwer 1 wholesale  trade,
arlieved through the sale to industrial,
trading and professional users and
institutions as well as o economic
subjects dealing in the wholesale or
refail trade, recorded a 2.5 real growth
m 16 AL the end of the first semester,
the pumber of economie subjects in
wholesale trade amounted o 1,759,
while the pumber of employed amounted
o 23813 Retail stocks decreased by
A% compared to 1995, while wholesale
stocks decreased by 1.5%,

CONSTRUCTION, TRAN-
SPORTATION AND TOURISM

I the: first eleven months of 1996,
the number of effective working hours
executed in constroetion exceeded Lhe

' CASH FLOW OF REAL VALUE-ADDED COMPONENTS [N TRADE SECTOR
| Seasonally adjusted and trend-cycle (1995 = 100)
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PRICES

Retail prices were 1% higher in
January 1997 than in December 199,
major part thanks to a significant ip-
crease in the prices of serviees, While
prices of gouds increased by 05%, prices
of services increased by a high 2.3%.
Among different goods, January also
brings stagnation in prices of non-
foodstulls and an increase in prices of
foodstulls. Prices of agricaltural pro-
duce, exclusive of seasonal produce,
inereased in January by a high 20.1%.
Prives of mdustrial foedstuffs increased
by a mere .1% in the same period.

The cost of [iving index recorded a
L5% growth in Jamwary, Such a high
growth rmte of the cost of living was
equally influeneed by prices of pgoods
with 1.0% growth (in major part ex-
plained by the 3.2% increase in hoose
holds focdstuffs expenses) and serviees
with 4% growth (due to a 45% in-
erease o transportation and  postal,
telephone and telegraph expenses).

The industrial producers” prices
index. rerorded a 05% pgrowth in Jaou-
ary compared 1o December 1996, Prices
of intermediate goods grew by 1.1%,
while prices of investment goods grew
by (2% At the same time, prices of cop-
sumer goods recorded a 0.2% decrease.
Among individual groups of products,
the most significant increase in Janoary
1997 compared to December 1996 was
recortded in the production of non-lerrous
medals (6.1%), the metal manufacturing
industry (44.9%), production of ol and
st s (12%), and produetion of eoal
(3.1%), The most signilicant decrease m
prives in the same period were the 1160%
decrease meeonded in the iron and sted
industry, the 45% decrease pecorded m
the production of nop-metallic minermls,
and the (6% decrease in the printing
miustry, producton of leather and furs
and production of construction matermls,

Following the one-time inerease m
variations of relative prices m Novenr-
ber, which was caused by 4 seasonal
inerease in the price of electricity and
petrodeum products, in December the
variations returned to the levels usual
for periods of low inflation.

RELATIVE PRICE INDEX FOR NON-TRADABLE GOODS
Prices of services relative to goods' prices (1992 = 100)
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REAL AVERAGE NET WAGE
 Constant prices, January 1992

- REAL INYESTMENT EXPENDITURES (I) AND REAL GOVERNMENT 'S EXPEN-
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WAGES AND AGGREGATE
DEMAND

The price of fabor in December ex-
ceeded that recorded at e end of 1995
by 79% in relative terms, while the av-
erage net wage paid in 1996 exeeeded the
average nel wage paid in 199 by 6.5%,
The wage paid o oob-productive
branches in December 1996 exeeeded the
wage paid in productive brianches by
2.9%%. The average wape paid in non-
productive branches inereased in real
terms by 2.7%, while the average wape
paid in productive branches inereased
8319 In real terms. |n the first eleven
manths of the vear, households net dis-
posable income (eomprising wage com-
pensation am) social seenrity benefits)
exeeeded the 1995 figure by 11.0%.

Aggregate domestic demand grew
by 7.0% in the first eleven months, ln
major part thanks to ap Increase in
household spending of 10.8%, aml o
small increase in government's material
expenditures of 0.5%. The trend compo-
pent of mgregle demand has been
growing since mid-1996, Anally reaching
@ level 56% higher than that recorded at
the end of 19, The de-seasoned value of
U series mereased by 5.9%. Expemli-
fures of the household sector showed
similar, though more mtensive tenden-
ries. They have been growing sinee the
middle of 1996, reaching a level 10.4%
higher than that recorded at the end of
1986, The de-seasoped monthly value
attained 1 1996 exepsded the corre
sponding value in 1995 by 9.9

AL the vl of the sleventh month,
the trend value of the government seetor
wis 4% lower comparea to the valoe
recorded at the end of 195, while its de-
seasoned value in 1996 exceeded {he
1995 figure by 0.4%, Increasing house-
hold real income was reflected o in-
ereased spending on goods and services,
which stimulated an increase in foral
economic activity throughout the vear,
An inerease in investmen! demand is
reflected in capital goods imports (up
by 19.3%) and stronger activity (o
ronstruetion,
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MONETARY DEVELOPMENTS

Devember has alwavs been a
month of intensive growth of monetary
aggregates, especially the maney supply.
Therefore, last December's 10% increase
in cash and 46% increase in deposit
money did ot come as o surprise. The
mouey supply grew by 719 mil kuna
(G.8%). Such developments, thingh ex-
pected, are still somewhal more inten-
give than planned

The growth of nor-monelary kuna
fleposits, with such an increase in cash,
was modest, bt pratty much expected:
70 mil kuna or 2%, The main Now of
formation of money supply was ok
ously not the decrease in foreign cur-
rency deposits (at least not on the ag
pregate level), becanse these deposits
mereased in December by 745 mil kuna
{3.6%). Tetal liquid asses grew by 15
hillion {4.4%})

Within the nef foreign assets of de-
posit money banks, liahilities grew by
610 mil kope. Such an (unexpectedly
high) inerease in banks' [orelgn debt
cansed o deerease [ the net foreign
assels of the banking system i the
ammunt of 200 mil kuna.

[ December, the government cog-
tinued L be g vet ereditor to the banking
system with 40 mil kuna, Bank eredit
grew in December by a high 1A bil Koo
MNow let us take a glance at the past year.
According to the preliminary data, total
liquid assets grew in 1996 by 12 bil kuna
(45.5%), while money supply grew by 3
hil kuna  (35.7%).  Undoubtedly the
mwy aggregates grew several tmes
fster than real economic activity, even
with the most optimistic extimate ol the
growth of GDP The growth of these
aggregates was also considerably more
fmtensive than in the previows vear, o
1995, M4 inereased by 7 bil kuna or
4, while M1 inereased by 16 bil
kuna or 2%,

(In Lhe other haod, the merease in
foreign currency deposits alote in 1996,
amounting te 7.6 bil kuna, was higher
than the total merease in M4 in 199
famounting to 7 bil kuma), The major
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contribution to that increase was made
by the gowth of housebolds’ foreipm
currency deposits, therefore in the short
term, independent of monetary policy or
the increase in real activity, but foeled by
u stable macroeconomic situation in the
country. Similar arguments are applica-
ble to the growth of kuna deposits. Last
year's growth of kuna deposits of 1.2 hil
kuna (55%) was an important contribu-
tion o the growth of M4, as opposad to
the negligible growth of 0.01 bil kuna
(6%} i 1995

Stronger demand {or money,
fected in the growth of both components
of the money supply, resulled naturally
from the: higher level of ecomomie activity
in 1996. Furthermore, although the cashe
deposilt coefficient has been stable for
fuite a long time {ai around 0.6%), the
inerease n deposit money recorded in
1996 was twice as intensive as in 1995,
while cash grew in an approximately
equal amounts o both sears. Deposit
money grew by 2 bil kuna (41%) in 1996
compared 1o 0.9 bil kuna (Z5%) in 1995,
while cash grew by 1 bil kuna {3086) in
1996 and 0.7 bil kuna (27%) in 1995,
Such developiments were experted, due 1o
the fact that eash was in the hands of
the household sector, while deposit
money belonged in major part {over
G0%) to enterprises.

The most important thing is tat
sueh an undoubtedly significant growth
of agpregates did not influence the sta-
bility of prices. Thers are several rea-
sons for that.

First, the National Bank of Croa-
tia sterilized a large pant of money cre
ated by foreign eurrency anetions. Out of
25 bil kuna reserve money created i
that manner, around L1 bil kuna was
sterilized through the instrument of the
statutory reserve requirement; a forther

0.6 bil was sterilized through the m-

strument of voluntary treasury bills,
while compalsory treasury bills, though
discontinued, influenced cash fows
throughout the vear.

The second reason is the already
mentioned inerease in domestic produet
and territorinl integration of certain
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parts of the country into the Croatian
payment svstem. Finally, the carrency
substitution still continoes, whether
the kuma substitutes for the German
Mark in the gray economy, or (implicit)
indexation of claims is being aban-
loned. Alse eontributing are the euro-
kuna appearanee of Croatia m [oreign
markets, as well as the public declara-
tion of a guarantee of the two-vear
stability of the kuna.

In the balanee of the National Bank
of Croatia at the end of January 1997, we
meonded a decrease in foreign exchange
reserves compared to the balance on
31121996, Part of that decrease is due to
repurchase of 1557 mil kuna {or USD 25
mil), purchased by the NBC pror o the
Christmias holidays, Another 1USD 13 mil
was definitely sold at the end of January
19497 The transfer of blocked deposits
from the NBC to Priviedna Banka Za-
greb per modification of the Deeree on
Deposition of Foreign Currency Depos-
its with the NBC caused a decrease in
reserves by a further 133 mil kana. The
remaining changes are attributed to
[oreign currency adjustments, ie an
extremely intensive appreciation of the
U5 dollar to the German mark

In addition to the regular within-
mouth loan in the amount of 100 mil
kuna, around the middle of Janwary
1997 the government borrowed another
1000 il Kuman,

The liquudity of e banking system
was satisfactory throughout January,
The average balance of the gyro-account
amounted 1o 515 mil kuoa, The balanes
of treasury bills registered throughout
the month amounted o approximately
A00 ) kuna, which is less than in the
last months of 1996, when the balance
exceeded 1 bil kuna.

Reserve  money  decreased  in
January, due 1o the decrease in both
cash and deposit money, Such devel-
opments, plauned by the Projection,
confirm the seasonal characteristics of
Jupuary. 1o January, monetary aggre-
gates (including reserve money) tend Lo
deervmse, following a period of intense
growth in December.

NBC's INTERNATIONAL RESERYES
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Exchange Rates and Balance of Paymenis
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EXCHANGE RATE

Intense appreciation of the US
dvllar, which has been on the rise sinee
the beginning of the year, represents
the most significant development on
world financial markets, As had been
expected for a long time, the level of
LG5 (verman mark and 1.22 Japanese
yen for 1 US dollar was finally ex
ceeded due to extremely strong “funda-
mental” indicators of the American
Seonomy.

Consequently, the kuma depreci-
ated relative to the US dollar 53%
nominally in January. Since the world
markets anticipate that the doflar will
further appreciale, we expect further
nominal appreciation of the dollar to
the kuna.

In relation to the German mark,
January brought a minimal nominal
depreciation of 0.05%. This is the result
of a relative stand-still on domestic
foreign exchange markets, The NBC's
decision to sell USD 9.7 mil was oeea-
sioned by the need to draw off surplus
liquidity, and not by tendenrcies in the
exchange rate,

In Jamuary, the Ialian lira grew
stronger (again) m refation o the
kuna. Cuomulatively, in the last six
months, the lira appreciated nominally
relative to the kuna by 6.3%.

I December we regisiersd o
slight depreciation of both indives of
the real effective exchange rate we
have been following, In the real effee-
tive exchange rate index measured by
producers” prices, we recorded o 0.2%
depreciation, while in the real effective
exchange rute index measured by retail
prices we recorded a 0.21% depreeia-
tiom. At the same time, the nominal
effertive exchange rate index recorded
a (.33% depreciation,

Suech developments in both indi-
ces of the real effective exchange mle
in January were in major part conse
fquences of the continning real depre-
ciation of the kuna relative to the Brit-
ish pound and the U3 dollar.
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BALANCE OF PAYMENTS

Tendencies recorded in the balanes
of payments in the first eight months of
199, differed to a large extent from
tendencies recorded in the same period
of 1995, In the first eight months of 1996,
the: corrent account defieit amounted to
8D 6013 mil or approximately 509
less than the previous year, Similar
improvement, L. decrease was recorded
also in the net errors and omissions
iteim. [n the first eight months of 1996
that item amounted to USD 578.6 mil,
whict is approximately 47% Jess than in
the same period in 1995. Such high rates
of decrease in the current account deficit
and in et eveors amd omisgions are the
result of the inerease in pet tourist reve-
nues (which grew by USD 270 mil or
% 1n the first eight months 1996
compared to Lthe same period in 1995),
a significant inerease in forelgn in-
vestment (in the amount of USD 190
mil or 390%), and an merease in net
current transfers (in the ameount of
USD 155.4 mil or 34.9%).

Il we take a look at kuna amounts
of exports and imports, which are more
reliable due to stronger oscillations
present in the exchange rate of the
dullar, we will notice that a slight -
erease in exports and a decrease in
mmports oeeurred in December, In 1996,
exports grew by 0.9% compared to
1995, while imperts inereased by 7.8%
in the same period.

On the side of exports, in 1996
compared o 1995 we reconded a 18%
decrease e intermediate poods and a
1.1% decrease in consumer goods, while
in imvestmen! goods we reconded an
inerease of 32.3%, Such o high rate of
growth in exports of investment poods
resulted primarily from a high growth of
exports of transportation vehicles and
oquipment (in the amount of around
A25.9 mil Kuna e, 58, 1%).

On the side of imports, in 199
romparad 0 199% growth was recorded
in intermediate goods (in the amount of
6.4 mil kuna or 3.2%), in investment
gonds (by 14274 mil kuna ie. 19.3%),
and in ronsumer goods (by 10374 mil
keumay o 9.7 ).

| INDEX OF REAL EFFECTIVE EXCHANGE RATE OF CROATIAN KUNA
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e — — e — 5 MONEY MARKET AND
ANNUAL INTEREST RATE ON THE ZAGREB MONEY MARKET | INTEREST RATES
! a5 | The beginning of the vear brought
| ashght inerease in the interest rate op
30 1 the Money Marker. As expected, the holi-
25 + |  day season incrvased the demand for
] | loans on the Money Market, due to the
20 7 fact that problems with liquidity in the
15 + hanking system oecurred simultaneously
0 1 | witha deerease in supply. Consequently,
interest rates for loans with all sorts of
maturity slightly increased and, unfor
tunately, never returned to their previ

ous levels, Interestingly enough, this
increase in the price of money oocarred
only in banking sources, and oot in non-
banking sotrees. The above increase in
interest rates was in great part cansed
by the imbalance of maturity of supply
and demand, as well as the fact that
loan users on the Monev Markel

| NTEREST RATES ON NBC BILLS ON YOLUNTARY BASISIN 1996
 Annual level, on auction days

{ 0 - g, ; 2
“repeat”, while suppliers are not too
t| 1““’*”% eager to put all their money an the "same
| BT aumber”. The extension of maturity is
i ” also important o mention. [nterest rates
ostillated between %% and 11% on credit
": o with the eaneellation clause, between
i wroo 12% and 16% for 7 - 30 day loans, and
— Dua n 35 days between 16% and 18% for loans in ex-

é 10 + ¢ Duein 9 oays cess of 30 days.

| o Do 15, caje The Ligquidity of the bankimg system

improved after the holiday season. Cone
sequently, the banks returned to the
auctions of voluntary treasury bills of
the National Bank of Croatia and treas-
ury bills of the Ministry of Finance. The
first couple of auetions that took pace in
the new vear did not bring high record:
ing rates of either of these securities,
which is handly surprising Howeser,

- .
© DMBs' INTEREST RATES ON CREDITS IN KUUNA
Annual level

} x recording rates improved in aoetions
1 a4 held later i the year. This vear's ave-
'E tints also brooght a decrease in interest
i 22 rates - treasury bills of the NBC bave
-k 20 been recorded at the rate of 7.6% for 3
b 18 days maturity and % for 91-day matur-
| 16 - , ity, while treasury bills of the Ministry uf

T e g Ihm Fm W Finance have been reconded at the rate

o = oosed 10 Ve of 10.9% for 42-day maturity and 12.5%

0 for M-day malurity. Such tendencies in

interest rates caused hanks to congider
prefer to sell their money through the
Money Market, despite the possibility of




Interest Rates

obtaining lomband credit based on re-
eording of the abuwve-mentioned seeuri-
ties.

Deposit money banks  decreased
their eredit and deposit interest rates in
Deeomber, despite the expected increase
due o higher demand for credit and
depleded Lquidity of the banking svstem.
The average interest rate on kuna oans
withoul the curreney clause decreased
by L7% compared 1o November, while
the average interest mle on kunad loans
with the currency claose decreased by
0%, The amount of newl-granted
eredit has risen considerably, with a
significant inerease in long-term eredit,
with lower interest (this applies mostly
to eredil granted to enlerprises), Credit
rates differ from bank to bank from
9.8% 1o 41.5% on loans without the cur
rency clause, and from 8.1% to 37.9% on
lnaps with the curreney clause. The
strongest banks =till tend to keep around
the average, so we could say that ten-
dencies in interest rates mostly depend
on the interest rate policy of the strong-
sl banks. Al the heginning of 1997, wr
are still far from the expected level ol
interest rates of 12 - 13%. Bul, the year
b just begum.

Deposil maney binks deposit -
terest rates have been showmg un-
changed tendeneies. Interest rates on
buna deposits fell by another 0.1%,
while interest rates on forelgn eurreney
deposits have been on the rise. The gap
between these two imterest rates stll
favors Toreign currency savings, al-
Lthough interest rates on tme deposits
are sUll more favorable for kuna say-
ings (b 24%).

The spread between interest rates
deereased as a result of the above de-
velopments. However, it is still higher
than v August 1996 Currently it
amounts to 14.3%.

Unsetthsd pavment orders regis-
lerel with the Payments Institute
resehied therr bistorieal high im Novem-
ber 1996 They reached the amount of
82 hil kuna (the November increase
amounted to 512 mil Kuna). ollowing
increases i both  enterprises’ and
howseholds” debt.

— [aposis 0 kunal

— F/C deposits

e ——————+——
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DIFFERENCE BETWEEN INTEREST RATES ON CREDITS [N KUNA AND
INTEREST RATES ON DEPOSITS IN KUNA
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