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Real Sector and Prices

THE REAL SECTOR

Data on overall economic acoviry
trom the first quaner of the year indi-
cate the contmuation of the upward
trend that began four vears ago. With
the exception ol 1997, industrial pro-
duction grew faster than total cconomac
activity in all of these years. In 1997 .
dustrial producton grew at an abwove-
averdge tite, and the same wend con-
tnued a1 the beginning of this year. In-
dustnal production grew at @ year-on-
yeur yate of 6.3 percent in the first quar-
ter and 3.2 percent in the second quar-
ter. Al the same time, the cumulanve
growth rate at the end of July amounted
to .1 percent. While in the proceding
year the mamy impulse (or growth came
trom the supply of electnical energy, gas
and water, i 1998 processing industry
lras played the main role. The growth
rale ol processing indusury sutpur, botk
un the quanerly level and in the G
seven moniths of the vear, exceeded the
growih mte of woml industral produc.
ton, Excellent tesults were recorded in
Lranches with a large share i gross
domestic poduct: production of food
and beverages (6.0%), publithing and
printing activity (1L0%), produsnon af
chemicals and chemical products (7.69),
production of other non-metallic min-
eral producn (19.1%), poducnon of
metallic products {110%) and the pro-
ductian of other ranspoanation devices
(24.5%). Addinonal  confirmation  of
sigmificant increases 10 sales of indus-
triatl prochusts is provided by inveninnes
of finished producs, as well as by fig-
ures an sales abroad. Inventones in the
first hall af the year shghily exceeded
inventories in the same periad last year,
while the level af inventomes in July of
this year decreased compared to the pre.
cechng month. Processing industry ex.
ports increased in the Grst seven months
of the vear by 103 percent on an annuoal
basis measured 0 kuna and by 29 per-
cent measured i US dallars.

The {indicatar used to tmck mo-
nthly trade activay is rotal tumover in
teeail trade, plus sales, mainienance,
and repatr of motnr vehicles, reta] track
in motor fuele and lubrcants, as wel| as
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PRODUCTION OF FOOD AND BEVERAGES
Seasonally adjusted and trend-cycle (1995=100)
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coonomic actvities that also engage in
these sales activities. This Indicator grew
by 6.5 percent in real terms in the it
hall of the year. Employment in these
activities grew by 4.2 percent in July
199 compared to July 1997, Retail trade
tumover incressed by 3.2 percent in real
terms, compared 1o the first balf of last
year, In 1997, average retal irade tom-
over in the second hall of the year ex.
ceeded the first hall of the year. Months
with especnally high tumover were July,
Oietober and December,

In passenger transportatian, a yoar
of stagnation has besn followed by a de-
ereaung trend staruing in November
1997 In the first six months of the year
the number of passcngers wransported
decreased 5.8 pereent compared 10 the
same period last year. This decrease re-
flects the deerease in the number of pas.
sengers. transported by road. This seg-
ment holds the largest share in total pas.
senger transportation. The number of
passengers transported increased in rail,
mantime and air transpon companed to
the same penod Jast vear, Bener reaults
were recorded m the transportation of
goods which increased by 4.1 percent in
the fist six months of the year com:
pared 1o the same peniod lan year. Sig:
nificant revival in goods transpon is due
1o rail tramsport {year-on-year growth in
the first six months af the year was
12,7% wath wansport of goods amoun-
ung te one-fifth of ol rail transpeort)
and road transpon (year-on-year growth
of goods transported amounted 1o 36.1%
with goods transport accounting  for
9.0% of voral mad transport).

2% million tourist arnvals {Tourist
being delined a3 a person who spends at
least one mght in a hotel ae any ather
tourist featering faciliry, in a place other
than his place of residence) were regis-
tered in the period January - July [998
Tt should be noted here thar the statistics
record the number of tounst arrivals and
not the number of wunss. Compared
to the same penod last vear, the number
ol tourist armvals increased by 0.3 per-
cent At the same time, 157 million
tounst night-stays were recerded, which
represenis an annual increase of 4.0 per-
cent, The average number of night-stayy
per tourist arrival amounted 10 3.9, A
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decreasc 1 tourist visis 1o the first
fjuaner fwhen the year-on-year decrease
in the number of night-stays emounted
e 12.0%), & significant inceease in
tourist visits in the second quarter {with
an anpual growth mie of 12.39%) and a
[.l percent incresse o the number of
night-stays recorded i July, resulied in
a 4.0 percent increase in the twtal num-
ber of nught-stays, OF total aight-stays,
81.1 percent referred to [oreign tourists
while the rest referred to dumestic our-
wts, The number of foreign night-stays
in the first seven months of the vear in-
ercased by 5.8 percent in comparisan 16
the same perod last year. The most sig-
nificant pumber of pightstays was re-
carded by tourisls  from  Germany
(Z0.7%), Slovenis (17.6%), Czech Re-
public ([7.0%) and Ausda (12.4%). The
largest number of night-stavs was in ho-
wels, followed by campsites, private ac-
commaodadon facilities and tourist vil-
lages. 574 percent of night-stays were
arranged by tounsts individually while
324 percent of night-stays were arranged
through various orgamized channels,

PRICES

Price stability pemisted through
the summer monthy. Retail prices were
0.1 pereet lower an August than in
May, Retail prices decreased in July by
0.2 percent and increased by (L1 pereent
in Avgust. This sability, even deerease,
i prices can be atrbuted o seasonal
decreases in prices of fooduufly and ag-
noultural products. The index of prices
of agnculural products excluding sea-
somal products decreased by 4.6 percent
duripg August. Ar the same time, the
prices af agricultural products ineluding
seasonal prinducts decreased by 6.6 per-
cent. Amung uther retall prices, paces ol
industrial products increased by L2 per-
cent in August, whale al the same time
services prices increased by U1 percent.

O an annual bass, ve compared
lo August 1957, retail prices increased
by 52 percent, Withan this, prices of
goods jnireased by 33 percent while
prices uf services inereased by 113 per-
cent. Retal prices have increased by 3.6
pereent since the beginning of the year.

TRANSPORTATION - PASSENGERS
Seasonally adjusted and trend-cycle (1995
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INDICES OF RETAIL PRICES, COST OF LIVING AND PRODUCERS' PRICES
October 1993 =100

RELATIVE PRICE INDEX FOR NON-TRADABLE GOODS
(prices of services relative to goods' prices), 1992= 100

INDICES OF RELATIVE PRICES OF FOOD AND HOUSING
January 992=100

Mt ianfio; §8 eslembtest me ratin of B prices nod housing priees i bdal oost of living [sdio |

Movements in the cost af living
were very similar to those in retail
prices. In August, expenses on goods
decreased by (06 percent while expenses
on services increased by 0. percent.
The maost significant deceease in August
came in nuiriton expenses (-1.5%). The
most significant inceease w Augast
came in sccommodation expenses, as
well a3 in clothes and footwear (0.8%).
The annual increase in the cost of living
amounted o 3.3 percent.

Producers' prices of industnal pro-
ducts eonmnved to decrease, The mdex
of producens’ prices decreased in July by
0.3 percent, fallowed by another 0,1 per-
cent decrease in August, On an annual
basis, producers’ prices decreased by 2.3
percent.

EMPLOYMENT AND WAGES

Following a scasonal mimmum
June, registered unemployment increased
by 3775 in July reaching 276,519
Compared 1o July 1997, registercd un-
employment increased in July 1998 by
6,371, i.e. 24 percent. RBegistered unem-
ployment in the first seven manths of
this yeur was 8,500 higher than the av-
erage in the compamble pericd Last year.
This increme in regitered unemploy-
ment in the fimt seven months of the
current year, compared to the first seven
muoniths of fast year, was associated with
# 1.1 percent decroase in new indlows
and with an 183 percent increase in
employment, while the number of dele-
tons from segistration for other reasans
decreased by 315 percent.

Employment was 1359232 in
July, which is 4907 or 0.4 percemt mnre
than in June of this year. Due o the -
multanecus increase in both employ-
ment and registered  unemployment,
employrment increased in July by 8,682
persons o (L5 percent. The rate of un-
employment fcreood e July @ 169
percent (from 16.8% in June), due o the
higher selative merease in unemploy-
ment

Numanal net wages have comtin-
ved to grow, as they have since March
of this year. Due o the discontinuation
of ¢hild supgpon contnbutions and water
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supply tax contnbutions from wages,
net wages paid in July exceeded these
paicl in June by 73 kuna or 2.8 percenn
while the increase in real 1erms amoun-
ted 1o 4l percent, Despite the aceelee-
ated rae of growth in the last four
menths and due 1o a3 decrease an the be-
ginmng of the year, real growih of net
wages 10 the first seven months ol the
vear, comparsd 10 the same penod la
vear, amounted w (oanly) 5.0 pereent
The average gross wage paid i July
grew at a lower rate than the ner wage
Comsecquently, jt exceeded the  gross
wage paid in June by 24 kuna or (L6
pormually while in real terms it in-
creased by 1.9 percent. Compared to the
same period last year, gross wages in-
creased by 134 percent in nominal
termms, bt by 6.1 percent detlated by the
cost of living index,

MONETARY
DEVELOPMENTS

The moath of July was Jiaracter-
ized v oa signilicant slow-down ol
growth of total credit, faster growily of
total liquid assets (following the six-
month period of stagnation) and an en-
courging increase i net foreign assels
uf commercial banks,

Total hquid assets increased in
[uly primarnly due 1w an increase in for-
eign curmency dJeposits of 0F billion ku-
ma (e, 2.0%) and an incresse i ocur-
rency in cinculation of 0.5 ballion kona
(lee. 102%) The incredse in currency in
cieculation was the result of seasonal m-
Muences, filluwing a perod o almost
total stagiation o curmency in cinrcula-
tion recorded o the Brst six months of
the year, compared 10 December 1997,
With a moderate increase i deposic
money af 0.1 billion kuna, the money
supply (which had smgoated since the
beginming of the year) increased by 0.7
Lillion kuna (e 49%) reaching 14 bil-
lion Kunoe. Tl means that July was a
seasoral ligh bn 1998, just like 10 pre-
ceding years,

Forrign  curreney  deposis also
grew more rapidly than they had in the
preceding months, In July, foreign cur-
rency depoits imcreased by 4.7 billion

NUMBER OF THE UNEMPLOYED
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kuna; in June and July 1ogether by 1.3
MONEY SUPPLY bilien kuna, Since 4 portion of "ald
savings” was “unfrozen” in Juby, this
13,0000 1 ane-shot increase in foreign currency
14,000 || —— Cashi (0 J deposits does nor necessanly mean a
——— Dopesit maney (1) change w trend. Afier “escaping” the
12,000 F- Wi T T T o | mild depreciannn of the kuna m Apnl
TR 1] e ———— and May, kuna depoiiss steod sill in
June, ooly 1 shghtly inerease i July.
Kuna deposis grew by (0] lullion kuna

E.Eﬂ] S e e sk s

i
6,000 T e 17%), At the end of July, M4
4000 F*

amounted m $4.7 hilbon kuna which
represenm 3 14 ballion kuna (e, 2.7%)
increase cempared m June

Indicatizons of a slow-down in the
growth of credic were seen in the coune
ol the last twa months and definitely
confirmed in July, Credit had prown
rapidly in the fourth quarmer of 1997
and the first quaner of 1998, In July,
credit grew by a mere (07 hullion kuna
(1.3%) which 15, hath in absclute and in
relative amounts, significanty less than
in the preceding months. In contrast
wnal liquid assers which showed s
standard seasonal characreristics 1n July,
credit has not moved in the smndard
s NS scasonal manner. I provious years
- fwith the exceprnn of 1997}, prowth af
Y TR OOV - i credit war seasonally slower in July.
Taking all this (e consideratinn, it
(.3 e bkl Ll s ( seems thar the rmﬁ_-j'hgt:‘r mpid gmwlh
of credit has been stopped. The rate of
growth of credit 1o the househald sector
suffered  an exceprionally severe de-
creased fn July it was 68,5 percent (year-
an-year rate), We should remind our-
- selves of the faco thar this growih rae

was an extremely high 93.8 percent in

REAL MONEY 1997, Growth of credin 1o thep:nwrpriu
swector alse dowed down, The rae of
561, (N growth of credar 10 enterprises currently
——— Mamey supply ampunts to X008 percent, compared 1
§0.000 |+ —— F/C deposits e 4ib percent in [997.
| ====== Tolal liquid assets Absolute indicatorn indicate thar
the sdow-down of credit has come mare
at the expense of the enterpnse sector,
and less ar the expense of the household
sector. The growth of credit 1w emier-
prises in July amounted 1o 235 million
kuna, while ar the same time the growth
of credit 10 howseholds amounted 1o 460
mallinn kuna - pwece as mucl

Ity June and [uly, the cenoral g
ernment redesmed a wial of 0.5 billion
of kuna bonds for foreign currency sav-

4
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ings of the howschold sector. Conse-
quently, banks” clarms on the ceneeal
govesiment decreased in July 1o 5.9 bil-
hon kuna. Neverthicless, due 10 other
transactons beween commercial banks
and the central government [sbove all
due to the withdiawal of 0.5 hillicn
kuna of central government  deposits
from deposit money banks), commercial
banks’ pet claims oo central govern-
ment remained at the Tune level (B8
billion kuna) throughout the month of
[uly

I July, net fureign assets increased
by 0.2 blbon kuns compared to the
June level. However, the balance 15 siill
negative, At the end of July it was -2
billion kuna. This s the result ol growth
in foreign assets (0.2 bulbon kuna) and
of a mild decrease in foregen mdelted-
nesss (007 bullion kunal, The increase in
commercial banks” long-term foreign li-
atnbites remaned equivalent 1o the de-
crease 1 shor-lerm liabilices toe dhe
thied  comsecutive month,  Long-term
forcign Lalnlibies inereased by 0.4 billion
kunz while shor-term  labilities  de-
creased by the exact same amount in
July These developments revealed the
cifects of (the evasion of] mandatory
deposits {or banks™ fureign borrowing,
which are mure vl a burden on shor-
term than long-term borrowing.

The central bank was very active
in Auvgust, sspecially on the loreign ex-
change market. In a weal of seven aue-
uony, the Croatian Navonal Bank pur-
chased USD [33.6 million (1e. DEM
3251 mulion and USD 74 mullion)
from commercial banks tor a ol af
608 million kuna, Throughout the
munth of August, there was no demand
lor foreign curtency lrom deposit maoney
banks. A the end of the mooh, the
Mimsiry of Finanee bought USD 10.5
million (L. 67.9 million kuna), for the
purpase of making nterest payments
due on curobends. Threugh the foragn
exchange tansacucns ot carned out an
August, the Croauan Nauvonal Bank
purchased USD 133.1 million net, with
a positive monctary effect of 793 millicn
kuna; wlile in July the central bank in-
tervened Ly selling USD 18 million net.

Tutal kuna credit o domestic scc-
tors, fnanced from the primary 1ssue of

DMB's DOMESTIC CREDITS
Constant prices, Janvary 1993
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(NB's INTERNATIONAL RESERVES
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the Creatian Natwonul Bank, sveraged
380 million kona in both Jule and
August: Dut whilst i July the entiie use
of credin fram primury issve refered to
commercial banks, i August, the ¢en
tral povernment used a dhart-term loan
of 200 rullion kuna (oe bridging ili-
quidirv. A the same ume hanks were
using an average al up e 4148 million
kuna duly through the instrument of
Tombard Inana, repurchase ol treasury
kills and other lorms ol coedit. Within
other forms of credit tsed by commer-
cial hanks in Augus, three commercial
banks and one savings bank used inter-
ventive leany. One al these cnmmercial
banks has alwe been using an emergency
loan for badging lgquidity prablems of
200 mllion kuna.

Reserve mioney ihereased i Au-
guar by 372 mullion kuna aet: 98 mallion
kina through autonoemuouy growth of
currency in circulation, and 279 million
kuna through an increase in banks™ de-
posits The average balance in banky
giro accounts increased oo 606 mil
lon o 688 million kuna per day while
the balance ol bapks” required reserves
inereased from 3.7 hillion kuna at the
end of July to 3.9 Ballian kana at the end
of Augnsr this vear. Due to the increased
lquadity of commercial banks in Au-
Eust, Croatian National Bank bills, 4 I
abilaty 10 the central banks' Lalance
sheet, prew by the exceptionally lanee
armount of 412 pullion kuna, The aver-
ape dady balunce uf Croatiun Natonal
Bunk Inlls held by comnmercial banks
icreased from 18 Lillien kusa in July
ta 2.1 billion kuna we August At the
sdme tume, such bills held by centiul
povermument insttutions decreased, due
ta the overall decrease in houidity of the
central goveriment.

EXCHANGE RATE

Summer il ownse seasan akce
apain contribued 1o the apprecaton of
the exchange rate of the kuna againu
the German mark. Appreciation ol the
kuna an the summer marmdie has be-
came a4 wiual seasonal  oecurreice,
which can be relably prediced. The
appreciation of the kuna against the
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German mark, as well as against other
European currencies (like the [talian
lira), is mainly caused by the nflow of
fareign currency from tounsm, as well
as by banks' expectations of an appre-
ctaton of the kuna. Foreign currency
spot aucoens by the Croatian Nauonal
Bank, which were the largest i August,
alleviawed the appreciation of the kuna
Berween the first week in July and the
next-to-last week in August, the kuna
appreciated against the German mark
by 1.5 percent. The amount of foreign
currency purchased in August this year
exceeded the amount of forsign cur-
rency purchased in July by 2.4 omes
and the smount purchased in June by
74 umes. However, the end of August
brought another slight depreciation af
the kuna agmna the German mark. A
decrease an wounst income and in-
ereased supply of the kuna caused a de-
precianion of the kuna against the Ger-
man mark At the end of the menth, the
Crerman mark was waorth 36024 kuna,

In September, one can expect a
further mild depreciation of the kuna
towart the German mark for seasonal
reasong, abave all due to an increased
supply af kuna and demand for foreign
currency tor the purpose of credit pay-
ments and savings. |t should be poted
thar, this year; the period of apprecia-
tion of the kupa was shoner than in
preceding vears, Such tendencies andi-
cate an inceeased level of "nervousness”
in foreign exchange markets which
could alse be a sesult of changed ex-
pectations in connection with the Rus-
$ian crisis.

The index of the real effective ex-
change rate depreciated quite rapidly in
the first seven months of the year 619
percent (PPT) and 1.0 percent (CPI),
This was mamly due 1w the pomunal
depreciation of the kuna wn the fust sx
months of the year and the decrease w
the price index recorded in July,

BALANCE OF PAYMENTS

The current account defici of the
Balance of Payments in the st half of
1998 improved compared to the same
penod last year, The deficit was USD

INDICES OF DAILY NOMINAL EXCHANGE RATES OF
KUNA V5. DEM AND USD, (January |, [995=100)
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INDEX* OF REAL EFFECTIVE EXCHANGE RATE OF CROATIAN KUNA
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BALANCE OF PAYMENTS in millions of USD {preliminary data)

indices
Jan.« Jon. (998 Jan.- fun. |997 Jja:; Jr:ill?éﬁrf
Cuarreind acgount 04 13604 019

Capital and finandal account 10836 11364 953

(B internarional reservet <110 -12.6 bT

et errars and omessans 1778 6.1 ha

Svarve; CNE

MERCHANDISE EXPORTS AND IMPORTS (in millions of USD)
fars - Jul 1998 Jan.- ful 1997 Jud, 1998 Jul. 1997
Exports [o.b. L6250 24839 93 a10.0

Impeerts cil. 4,899 5 4,957 8 1805 1426

Balance 20T4R 24739 ~Hnz2 ~HiLh

1,250.4 pullion i the Dirst six months off
the year. This represents an 8.1 percem
decrease compared to the same period
last year. The decrease was mamly
caused by an increase i merchandise
exports, as well us o decrease w imporrs.
The deciease n vanous items of the
Balance of Payments was also occa-
sioned by an mncrease m the exchange
rate of the US dollar. In the first half of
1598, the financial account amounted to
USDy 1,083 million (ie. 47%) less than
i the same period lust year. The Gnan-
cial avcount also underwent some -
nificant changes. The sale of Phva stock
caused an increase in direct nvestment
of USD 434.7 million, This = (104
petcent more than in the first hall of
1997, The decsion requiring reserve
deposite based on foreign barrowing re-
sulted 1n a net decrease in foreign debt
i the second quarnter. Thus, 1o the first
six moiths of the year, the increase in
net credit Liabilities wo foreign creditors
amounted o USD 262.1 millun. This
represents a 426 percent devrease com-
paared 1o the frst six mooths of 1997,

The improvernent was especually
promuaent in the second quarnter of
1998, The current account deficn of
USD 573.7 millien in the second quar-
ter of the year was 18.5 percemt lower
than the deficat in the second quarter of
the preceding year. This represents a
significant adjustment, which is in ac-
cordance with the goals of the country’s
economic policy for this year.

According to data released in the
Report of the State Bureau of Statistics,
merchandise imports oo 2 caf basis in
the Ot gseven months of the vear were
USD 4.859 5 rllion; 1.2 percent lower
than arn the same penod last year. Al the
same time, merchandise exports fob.
were USD 25250 malkion, 1.7 percent
more than in the same period last year.
The merchandise trade deflicn amoun-
ted o USD 2.374.5 million, a 4.0 per-
cent decrease compared to the same pe-
rivel last year. Expressed in kuna, Croa-
uan exports arpounted 1w 162724 mil-
Lo kund 1 the fist seven months of
the year {a 9.1 increase compared to the
same perd Jast pear), while impons
amounted o 31,507.1 mullion kuna [a
5.0 increase compared 1o 1997],
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Regarding the influence of the
Russian crisis, we can say that Croatian
merchandise rrade was not directed -
wards, and thue not affected by, Russia,
In the first six months of the year, the
share of merchandise rrade with Hussia
amounted o 4.9 percent of imports and
6.4 percent of exparts. The most afTecterd
arca was exports of machinery and tan-
sponanon devices, 16 percent of which
was directed o Ruaga,

MONEY MARKET
AND INTEREST RATES

Durng the summer months, the
pressure to increase the price of maney
on the Money Marker Zagreb was alle-
viated, A mild decrease in average daily
interest mates was first felr in Tuly and
continued through August. Neverthe-
less, daily averages contnted 1o asrillate
ar high levels throughnur August - be-
mween 1509 and 17.9% percent, with the
mean value of daly averages on the
monthly level shghtly nearer the upper
bound, Although the interest rare de-
erocased, U is important 1 note thar the
amount of thar decrease was not in car-
rclation with the relanan berween sup-
ply and demand for money on the
Money Marker Zagreb. The imbalance
of supply and demand for money
throughourt July and August was almost
constantly on the side of supply. Dunng
the second hall of Avgusy, supply was
nn several ccasions many tmes in ex
cess of the demand. The fact of the
mamer s thar ineresr rate op callable
loans decreased 10 15 percent at the end

af Auguist. Campared 1o the July level of

|7 pereent, this represenis @ decrease nf
mwi full percentage points. Nevertheless,
given the available information on the
relationship berween the supply and the
demand for money, 4 more sipnificant
decrease in interest rates on the Money
Marker Zagreb could have been ex-
pected. Additional prool of improved li-
quidity m the summer months was an
increase in purchases of Croatian Na-
ucnal Bank bills. The interest rate on
kuna hulls stabilized, while the inerest

rate on Ureasury Bills of the Ministry of

Finance increased slightly, The kuna

ANNUAL INTEREST RATE ON THE ZAGREB MONEY MARKET
Daily data

INTEREST RATES ON CNEB BILLS
Annual level, on auction days
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20 Interest Rates

bills of the Croatian Matienal Bank,
DMBs' AVERAGE INTEREST RATES ON DEPOSITS yielding 9.50 pereent for 35 days, 10.50
Aanual level percent for 91 days and 11.00 percemt
for 182 days, continue o be very profit-
able investments for commercial banks
since they serve 23 good coverege in case
of liquidity problems. Treasury Bills of
the Minstry of Finance bore 1023 per-
cent interest for 42 days, 11.00 percem
for 91 days, and 11,30 percent for 182
days in  August. Formign echunge
treasury bills i German marks yielded
3.33 pereent for 63 days, while foreign
exchange tremsury bl in US dollan
vielded 557 percent for 63 days in
Avgust,

Commercial banks' lending rutes
decreased in July, The average intercst
rate on Kuma loans without the currency
clause decreased almost one percentage

DIFFERENCE BETWEEN INTEREST RATES ON CREDITS IN KUNA AND point compared to July, reaching 16.02
INTEREST RATES ON DEPOSITS IN KUNA percent {short-term loans 16,039, long-

50 term Joans |5.66%). The averuge inter-
B | el rate on Kuna louns wiath the cumreney
clause stagnated through June and July
at 1495 percent (short-term loans 16979,
long-term loans 12.65%), a barcly no-
ticeabile decrease of 0] percentage potnts
compared 1w the May figure. The aver-
age wlerest rale on foreipn exchange
loans decreased m both June aind July,
Ity July, the interest rate on foreign ex-
change loans averaged 13,18 percent,
2 almost two percentage points below the
= May leyel,

The summer months also saw a
slight decrease in deposit interest raes.
m I July, the average interest rate an kuna
ARREARS REPORTED TO PAYMENTS INSTITUTE PG fenteicd U4 vt
points compared to May, reaching 4.66
13000 percent. The averoge interest mic om
Joreign currency deposits alvo decreased

—— ArTEArs in July, by 035 percenwge points, cur-
| ——— “Ratio ol dreoare o M4, |- e rently holding at the level of 530 per-
cenl.

Movemens i fnterest rates on
lkeuna loans without the currency clause,
and on kuna deposits, recorded in June
and July, caused an expaniion of the
interest rate spread in June ond an oven
more significan! contmcton of the in-
terest mte spread in July, In July, the
interest rate spresd held st 1136 per
cenlage points which represeits a con-
traction of almost hall @ percentage
point compared 1o May,

— [poails i kuna |
— Dwepicits in {'e

g g B

i
Wit sepeenil b elenladind ma & differrmen between ntersst vt an doe-dubend costita (o koma
am] inberesl rales vt won- pdews] deposits fn kuma

millions of ko




State Budget

GOVERNMENT BUDGET

The sansgics an the government
bu.tig:[ i the first aeven months af the
year indwate a suplus ol 11 bilhon
kua, ar 15 pereent of the 1ntal budget
Current revenies eollecied were 38,5
percent al tonal revenues planned in the
1998 yearly budpes while expenditures
weere 3.0 percent. Halancing the budget
by the end of the year wall require faster
growah of expendiures than revenues,

The central government surplus,
alonp with smaller povernment bor-
rowing from ather domestie weeton and
foreign countnes and financial institu-
o, was used for repayment al public
debr of 1.5 llbion kuna {maostly liabali-
pes hased on “nold” foreign cumency
!.!'l'“'lgl- 2]'“1 i Hn\'cmmrnl h‘l:!nlii rﬂr
bank rehataliation) through  depisit
maney barnks

The surplus af revenues over exs
pendiures amnunted 10 424 percent
more than i the same period last year
The highest percentage [ulfillment of
yearly tax projections came in the profil
tax; P96 percent of notal estimated L
collection in 1998 has been collected so
far, The year-on-year increase ol 143
percent inhcates increased  econiom
activaty in the current year. Thas 3 fur-
ther confirmed by indicators of devel-
apments in the real secrton, At the same
nme, 368 percent of the planned value
addeel tax was collecied. Slhghtly over 50
percent al estimated excise luy revenues
were alse collected Compared 10 last
vear's resull, excise tax collecton has in-
creased by 154 percent Foreign trade
tax collections decredsed w comnmpranson
ton last vear's collecton results. However,
the amount collecied s far equals hall
af the planned annual amount of reve-
fue from that tax, MNop-1ax revenues in-
credsed by 219 percent, while capntal
pevenyes iicicased sevenfold

Crovernment budgetary  expendi-
tures nercased by 3320 pewent <om-
pared to expenditures in the st soeven
months of 1997 Such an increase in ex-
penditires wasy mainly caused by in-
ereased purchases of goods and services,
av verl] a5 subsidied and currenl wmins-
lers.

QUTTURN OF CENTRAL GOVERNMENT BUDGET
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FINANCING OF CENTRAL BUDGET DEFCIT
(in millions of kuna)

Jan - July 1998 1998 Budget
TOTAL FINAKCING - 1,007 il

DOHESTIC FINANCING - 1.4Al - 2 343

From manetary autharitie; | 0

Trom deposit money banks - 1,505 - 1921

Other domestic financing 132 <371

FOREIGH FINANCING ; 2 3

gt

From Imternatiamal develop, inwitutions 1102

From forekgn povernments + bl

Dither foreign fmancing 1.6




Exchange Rates and Balance of Payments
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German mark, as well as against other
European currencies (like the [talian
lira), is mainly caused by the nflow of
fareign currency from tounsm, as well
as by banks' expectations of an appre-
ctaton of the kuna. Foreign currency
spot aucoens by the Croatian Nauonal
Bank, which were the largest i August,
alleviawed the appreciation of the kuna
Berween the first week in July and the
next-to-last week in August, the kuna
appreciated against the German mark
by 1.5 percent. The amount of foreign
currency purchased in August this year
exceeded the amount of forsign cur-
rency purchased in July by 2.4 omes
and the smount purchased in June by
74 umes. However, the end of August
brought another slight depreciation af
the kuna agmna the German mark. A
decrease an wounst income and in-
ereased supply of the kuna caused a de-
precianion of the kuna against the Ger-
man mark At the end of the menth, the
Crerman mark was waorth 36024 kuna,

In September, one can expect a
further mild depreciation of the kuna
towart the German mark for seasonal
reasong, abave all due to an increased
supply af kuna and demand for foreign
currency tor the purpose of credit pay-
ments and savings. |t should be poted
thar, this year; the period of apprecia-
tion of the kupa was shoner than in
preceding vears, Such tendencies andi-
cate an inceeased level of "nervousness”
in foreign exchange markets which
could alse be a sesult of changed ex-
pectations in connection with the Rus-
$ian crisis.

The index of the real effective ex-
change rate depreciated quite rapidly in
the first seven months of the year 619
percent (PPT) and 1.0 percent (CPI),
This was mamly due 1w the pomunal
depreciation of the kuna wn the fust sx
months of the year and the decrease w
the price index recorded in July,

BALANCE OF PAYMENTS

The current account defici of the
Balance of Payments in the st half of
1998 improved compared to the same
penod last year, The deficit was USD

INDICES OF DAILY NOMINAL EXCHANGE RATES OF
KUNA V5. DEM AND USD, (January |, [995=100)
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