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Real Sector and Prices

REAL SECTOR

The first six months of the year
were marked by the continuanon of
uprwand 1rends in andustrial production,
retadl wrade wmeaver, tounst pighl-stays
and wwrst armivals, and construction
activity.  Producyon ol other non-
metallic moneral products, which in-
cludes the production of almost all
kinds of conurucion materials, m-
creased by 208 percent at the aunuul
level, while transportation services de-
creased further, Data on other activines
genetating value added are not yer
available due to stansucal adjustments.
In addinen w physical indicators, the
increase in economuc activity i 1997 is
confirmed by the foancial results -
corded i the enterprise sector, Accord-
g ta the prehminary repon issued by
the Payments [nsnnute, gross prafits in-
creased i 1997 by 318 percent, while
toral fosses decreased by 108 perent
compared to the previous year. The 20,1
percent Increase 1o ZIOsS Carmings was
mduced by developments i the real
sector of the sconomy. The apgregaie
restilts for all entcrprises indicare that
besses sull exceed alter tax profits. How-
cver; thiy difference s three Hmes
smaller than that reconded in 1996,

Amang vasious current develop-
ments i the real secinr, this month's
highlight 1v {again) the 7.4 percent in-
crease n producion of the processing
sectar of the industry at e annual level.
This growth s based on the 6.4 pereent
merease i production of fooed and bev-
ceages, a 6.0 percent increase 1 produc-
tion of chemicals and chemical prod-
ucrs, and a 104 percent merease in
publishing and pranting. The next
group of indusines which supported
growth were industnes accounting for
over four pereent in the produenon of
the wial value-added 1n industnal pro-
ducton: production of other non-
metallic mineral products, production
of meallhe products @nd producnon aff
other truusportation devices. Along with
such lavorable developments in proc-
essing industry, 3 mild incrense wis re-
carded 1n the arca of supply of electrical
energy, gas and water, as well as a stag-
nation in the ared of mining and ex-
tructici,

REAL GROSS DOMESTIC PRODUCT, 1595 =100

i — I:.I'|'|pu4] data AT
| = Seasonally adjusted |

MANUFACTURING PRODUCTION INDEX
Seatanally adjusted and trend-cycle (1995 =100)

120

— Seasonally sdjusted
— Tremieh:

PROCESSING INDUSTRY
Seasonally adjusted and trend-cycle (1995=|00)

— Senmually adjusted .
—— Trond-cyeln




10 Real Sector and Prices

FRODUCTION OF FOOD AND BEVERAGES
Seasonally adjusted and trend-cycle (1995 =100)
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Inveniones of fnithed products in
industrial production recorded i the
first quarter of the year are equivalent to
iventories of fnished producs i the
same period last year. Ar the end of
1997, the balance of inventorics was 6.0
percent higher than the 1996 figure.
Rules of smtistics advise the comparnison
of iwventonies in conseculive perads.
The most significant inerease in nven-
tories in March compared 10 February
was recorded in the production of radie,
televison and commumications devices
and equipment, while the most signifi-

cant decresse i inventorics was oo

corded in the production of other 1rans-
poranon devices,

The index of consumption of ¢n-
erpy for propulsion and sechnologicul
purposes in industry increased by 2.6
percent in the first quanter of the year
compared to the same perod lasi year.
At the same time, average monthly con-
sumption  in (998 exceeds average
monthly consumption recorded 10 the
preceding year. The structurs of energy
consumption indicates that the mapory
of final consumption (80 percent) refers
try three energy products: warm and hot
water and steam, natural gas apd elec-
LHc encrgy.

Real retail trade tumnover in the
penind January - Apnl 1998 grew by 3.6
percent at the annual level Praces mn this
activity grew 4.1 percent in the same
peniod. The number of employved in re-
tal trade at the end of April this year ox-
ceeds the Apnl 1997 number by 4.3 per-
vent. The magorty of wrpover has oc-
curred in vanous non-specialized shops,
as well as 10 the sale, maintenanee and
repair of motor vehicles, and in the sale
of motor oils and lubricants,

The pumber ol passengers Lrans-
ported in the fimt four months of the
vear decreased by 6.8 percent compared
to the same period last year, An cven
meore sigmibcant decredse (26.8 percent]
was recorded in the transportation of
goods In the transportaton of passen-
gers, the most sigmificant decrease came
in mlroad and mad transport, while
manitime, coastal and air trapport m-
creased the number of passengers trans-
poricd. The entire decredse in the trans-
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portation of goods refers 1o witesnational
tmnsportation. Railleoads lead i the
transpartation of goods, followed very
elosely by manume tansport, These
two branches transport 80 percent of all
goods transported i Croaua. Road
transport s not partcularly prominent
i the transporiation of goods, holding
anly a 17 percent share.

Tounst night-stays decreased by
3.8 percentin the first five months of the
year compared 1o the same period last
year. Foresgn wurna mght says de-
creased by 4.2 percent, while domestic
rounst mght-stays decreased by 3400 per-
cent. The decrease 1n the number of
ounst arpvals and mght-stays s due o
the fact thar the years of intensive towrst
remurn o our shores ae bebind ws.
However, the decrease 15 also due o an
inflexible twunst economy, which has
nol managed o make any maor
breakthrough in terma of prices and
quality of supply. Atcarding 1o esu-
mates by two Croauan woursm nstin-
tiong, the Minseey of Touwrsm and
Croatian Tounst Assecianon, about six
million wounss will vise Croatia 1ha
vear, while rounst revenues will amount
to USD) 2850 million {rompared to
IS0 2,329 mullion wy 1997), Although
the beginning of the current year was
characterized by aitempts at colting ex-
penses, the Government granted 194
orillicns keuna submdies 10 the hoel in-
dusiry lrom the state budget. The main
criterin used in this decision was regis-
tered foreign wirnover in 1997, How-
ever, hotels involved in accommodating
refugess were also supparned

PRICES

June s seasonally & month of sta
bulizanen in prices “This i best sup-
pored by the zem change reeanded in
retanl pricet, and a U3 percent decrease
in the cost of living, The gagnanon of
retarl prices wan above all due 1o the de-
eremse in pnces of foodstuffs and agn-
cultural products, The index of apn-
cultural product non-inclusive of sea-
sonal product decreased 6.1 percent in
May, At the same time, the prices of ag-
rcultural products inclusive of scasonal

TRANSPORTATION - PASSENGERS
Seasonally adjusted and trend-cycle (1995 = 100)
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products decreased 4.0 percent. Among

INDACES OF RETAIL PRICES, COST OF LIVING AND PRODUCERS' PRICES various rc1:.|.|.| pnces, wdustnal noa-
Detober 1993 = 100 foodstuffs prices also decreased (0.1 per-
f conot), As experted, services prices an-

130 creased (.4 percent.
— Hetall prices e e L O the annual level, 1.c. compared
= Ut of living R s e s o tn June 1997, retul prices increased by
=== I'roifucers’ prices | g 58 percent. Within this, the prices of

goods moreased by 4.0 percent, while
the prices of services increased 143 per-
cent. This clearly indicates that the in-
a - troducnon of the value added tax of the
.‘-..‘1.‘.__._.. s R —— rate of 22 percent {and the discontinua-
— ton of the sales tax on services of 10

percenth sigmificaptly affecied the in-
crease n prices of services,

Developments in the cost of lving
were similar to those in retail prices. In
June, the expenses on goods decreased
by DA percent, while expenses on sery-
ices grew at the rate of 0.3 percent. The
maost significant decrease in June was in
expenses on nutrition  (<0LB percent),
followed by expenses on hygiene and
health (03 pereent) and expenses on
education and culwre (0.1 percent).
The most significant mcrease in June
was recorded in expenses on accommo-
dation, clothes and footwear (0.3 per-
cent).

Prices of industnal products in-
creased (.2 percent for the second time
this year, On the anoal level, prices of
industnial products  decreased by D3
percent. Since the beginning of the year,
pnces of indusial producs alse de-
ereased by 1.5 percent,

INDICES OF RELATIVE PRICES OF FOOD AND HOUSING EMPLOYMENT

January 1952=100 AND WAGES
1h

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

[ 4"!"1‘ B — Bd | Regustered unemployment contin-
—1 ~— Housing ued its seasonal decrease threugheun the

=i month of May, By the end of the

month, it deereased by 7988, reaching
279,990, If we compars May 1998 with
May 1997, we notice an increase in reg-
itered unemployment of 5469, At the
same Lime, average unemployment m
the first five month of the current year
- . exceeded the average in the corre-
2 2 25 & B sponding periond i 1997 by 9,627 In
- - the first five months of the year, 47,502
people were employed through  the
Croatian  Employment  Burcau. This
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represenits a 21,7 percent Inerease in
employment compared 1o the same pe-
rind last year. At the same time, the
number of fist-Uime  rogistrations
amounted to 76,40, ic. 6 percent less
than in the same periad la year.

Following a decrease in employ-
ment of 1383 pesons, toml employ-
ment amounted to | 348927 at the end
of May, The decrease 1 the Jabor fonce
of 9,371 persuns recorded in May, indi-
cates the contipuation of the twend of
transfer of workers from the formal sec-
tor, which is covered in the monthly
statistical data, o the mformal sector,
which cludes official statistis, The e
of wnemployment amounted 10 17,2
percent in May - a decrease compared to
17.6 percent at the end of Apnl, This
due to @ more rapid decrease in rogis-
tered unemployment thay in total em-
ployment

Real net wages paid in May con-
tinued their April growth, increasing 4.6
percent compared to May of last year,
and a total of 5.0 percent for the fiest five
months of the year, Real gross wages
outgrew real net wages, increasing 6.3
percent comprared o May of Jast year,
and 6,4 percent in the fint five months
of the year. Nominal pet wages in the
first five months of the year showed 123
percent growth compared to the same
period last year, while pross wages
showed pominal growth at the rate of
13.9 percent for the same period

MONETARY
DEVELOPMENTS

The mmn chamctensitcs of me-
netary developments in the month of
May were: a prominent substnon of
maruripy i foregn habilines with 3
stagnanon in nel foreign assets; shightly
more moderate, but still very significant
increase m crecht; and a very mild in-
crease in todal assets, with currency sub-
stitution in savings.

The money supply increased by
0.2 billion kuna, entirely due 1o the in-
crease in deposit money in business or-
ganizations, Deposit money In business
organizations has been decreasing since
the beginning of the year. At the end of

NUMBER OF THE UNEMPLOYED
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May 1998, business organizabions' gim

HMOWEY SUPPLY aceounts were 09 billlon kuns lower

than on 31 December 1997, Deposit

.00 moncy as well as cash of the househald

powt — 'I".aﬂb{_ﬂl o BT boctly sector slagnaed o May compared o
—— [eposit maney (T Apnl.

10,000 -- Aong wath the mild depreciation

of the kuna against the German mark,
currency substitution in savings has
been present within the household sec-
tar for the sevond consecutive month.
Kunag savings of the houschold secar
decreased in these two menths by 350
milhon kuna, while foregn currency
savings increased by B30 million kuna
As a result af these developmenis,
tatal licquid assets grewe by a4 moedemie
it4 billion Kuna m May. During the firs
m five months of the year, the weal growh
MONETARY AGGREGATE M4 il of M4 amounted o 19 billion kuna,
| comparcd 10 the 4.6 hallion kuoa re-
corded in the same period last year

imllions of kuna
= o
S

6,00 I enntrasr o M4, credit has been
40,008 |- L o growing continuously, In May, credit
grew by | Inlion kuna, of which .45

_E 00 | i g millicen kuna i the increase in eredit to
L, the houschold sectar, and (149 billion

L ~ F/Cdipesits kuna is the increase in credit 1o the en-

terprise sector. Thas increase i credit
seemns slightly more moderate than in-
creascs garhier i the year (o recemt
months it was not enorely onusual 1o
see crechil increases of up w15 nlhon
kuna), cspeaially i werms af refative ine
dicarors. Mevertheless there can be no
ulk of 3 sgnificant slow-down i the
growth of crediv The annual year-on-
year index amounty to 408 pereent,
wlich s slightly less than last year's 4.

GROWTH RATES OF CREDITS TO HOUSEHOLDS AND ENTERPRISES
Relative to the same month previous year pereent.

Met fareign assets stagnated at
-0.3 billion kuna Commercial banks'
foreign assets as well ws forcign labilites
remained at the levels of lust mond.
However, sigmficant and dynamuc
changes have ocrurred within the
structure of both forcign assets and far-
eign liabilites, For jnstance, maturdty
transdormaninn of labdites, whih
ganed 1341 manth, became even more
prominent us May. Short-term foreign
figbilities decreased 0033 billion kuna,
coming down 1o 5.6 billion kuna ar the
end af May, A the same nme, long-
term forcign liabilies aincreased 067

tE222EE
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billion kuna, reaching 10.0 ballon kuna
u the end of May. In the structure of
foreign assers; sight deposits with Tor-
cign banks decreased 0.4 billion kuna,
while short-term time deposits wath for-
cign banks increased by the same
amount, resulung in an unchanged hal-
ance of total foreygn assets,

The most significant financial
Hows recorded between the banking
systemn and the centrl government in
the month of May were as fnllows': The
central bank redeemed bonds of banks
in the amount of 0.2 billion kuna. A
the samec time, commercial banks
granted credit to the Crmatian Retire-
ment Fund of (115 ballion kuna, O the
liability side, the central government
granted o 300 mullion kuna credit w
Dubrovaika banka, and the Croanan
Bank for Reconwmuenon and Develop-
ment increased ceedit 0 commercial
banks by 131 million kina. At the same
ume, Croauan Employment Bureau re-
eeived a loan from the Council of
Europe aimed at mcrewsing employ-
meat, This caused an increase i the
loreign cutrency deponis of Republic of
Croatia Funds with commercial banks,
in the total amount of [18 mallion Kuia
Such s sigrificant increase i deposits of
the central government with commer-
cial banks, wuh an almost unchanged
fevel of clams, caused & 311 mullion
kuna decrease in commercial banks' net
clayms on the cenrral government com-
pared 10 the Apnl figure

The main characterstcs of the ac-
tvity of the Creatian National Bank in
May conunued throughout the momh
of Junie - dunng the second quarer of
the year, sccess to foreign capital was
miade more costly for commercial banks
through measures introduced by the
Croanan Matanal Hank This was done
because foreign cupital wasr wsed 10 fi-
panice banks” excesive oredit acuvity at
the bepinning of the year. Conse-
quentdy, banks (who indeed slowed-
down the growth of new credits} were
having difficulty e mawntaimng ther
forcign exchange liquidity and mecting

"Tables [ and DL in the Sonsncal Evenaew,

HONTHLY CHANGE OF DMB'S FOREIGN EXCHANGE LIABILITIES

millians of kuna

Short-term [T A

= ARSHE
e Linhilidies
—= Short-trrm limbiitivs §

———— Clalms on feneeal government

— Tlalms on olber domestic soctors |~
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their foreign lLiabilities due, which
CNB's FOREIGN EXCHANGE RESERVES AND MI caused addinonal drain on kuna k-
quidity,

Consequently, commercial banks
were forced to continue buying foreign
cupreney 1o forengn CUEnCY auctions
with the centmal bank: Throughout the
month  of Tupe, commerial banks
boughit in towal USD 47 million for 305
million kuna, while donng the same
ume penod they sold USD 12 million
fior 78 mallion kuna.

It the fiest iy months of the year,
the Croatian Natiorul Bank purchased
a tonal of USD 13 million from com-
mvercial banks, and sald a towl of USD
104 million 10 commercial banks, Net
monetary effect af the above transac.
Licsrs wiis the withdrawal of kuna i the
amount of 584 million kuna. In the
same period last yemr, Croatian Na

MONEY MULTIPLIERS

m1=H1/M0 ﬁtﬁ] and md=MH4/M0 {l'iﬂi“:' tional Bank used its foreign exchangs
L5 transactions to create 734 million kuna,

Py : by selling a total of USD 79 mallion 1o

S I ‘_ :ﬁg A i commercial banks and buying a 1otal of
L B T 0 Y I S — SR | USD 200 million 1w commercial banks

In 1997, the flow of forogn exchange
tansacnans and management of li-
quidity necurred m condimons of an ap-
precation of the kuna, while this year
they are taking place in conditinns of 3
depreciation of the kuna,

Aong with the maintenance of
forcign  exchange houidity, kuna [i-
quidity underwent additional presaure
in some banks, due 1o the process of
segmenration in the monecy  market,

Consequently, some hanks inereased
(B BILLS, TREASURY BILLS OF THE MINISTRY OF FINANCE AND AND DMB'S their borowing [rom the central bank

FREE RESERVES AT THE CNE (at the end of June, the Croatiun Ma-

1000 tional Hank granted Lambard credits of

i bcoiisinns 80 million kuna, and other credits of
S0 136 pullion kunal.

Pvevertheless, the level of reserve
money decreased only a maldly in June
(0.0% billen kuna), due o a decrense n
the level of legal reserve requarements
tor kuna depesits. (hther catepones of
reserve money  ecorded no change,
Cash contmued o osaallate around the
level of 5.3 allion kuna. Within com-
mercial banks' deposits with the Croa-
van Matonal Bank, the balanes on
commerzial banks' giro sccounts re-
mained ar S00 million kuna.

millinm of kuna
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EXCHANGE RATE

The nominal exchange e of the
kuna conunued 1o depreciate against
the German mark throughour June, but
at 2 much slower pace than in May. In
May, the kuna depreciated against the
German mark by 164 percent, while
dunng the month of June, the kuna de-
preciated by 0.52 percent. The change
in the exchange rate of the kuna against
the German mark during the course of
the month was also visible - namely, in
the preceding maonths, the kuna almost
cantinuausly depreciated, while in June,
the kuna happened to appreciate on
several occasions, During last manth we
witnessed the first week of appreciation
of the kuna against the German mark,
afier mincteen weeks of continuous de-
preciation.  Nonetheless, in Jupe the
German mark reached its highest value
against the kuna in the last two yeam.
The value of the German mark shot up
in the last week of Junc to 2.6438 kuna,
and then cume down 1o 36414 kuna at
the end of the month, It should be
nated that at the beginning of the year,
the value of the German mark was
3.5087 kuna. In relation 1o the highest
value of the German mark, recorded last
week, this represents a decrease in the
value of the kuna by 3.85 percent.

The beginning of the wurist sea-
son in June obwiously influenced the
stahilization of the exchange rate of the
kuna, with further stabilizaton of the
value af the kuna expected in the com-
ing summer months,

The real effective exchange rate
deflated by producen’ prices {ie. by
prices of tradable goods) depreciated for
the seventh consecutive month. This
indicates an improvement in the export
competitiveness of the industnal sectar,
The real effective exchange rate deflated
by producens’ prices has depreciated by
5.72 percent sinee the beginning of the
year, The depreciation of the real effec-
uve exchange rate deflated by produces’
prices was most significantly affected by
the depreciation of the nominal ex-
change rate and decreases in producen’
prices. The real effective exchange rate
deflated by reiail prices depreciated in
June by 0.73 percent, which decreased

INDICES OF DAILY NOMINAL EXCHANGE RATES OF
KUNA VS, DEM AND USD, (January |, 1995.=100)
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IMDEX® OF REAL EFFECTIVE EXCHANGE RATE OF CROATIAN KUNA

(IREER - with retail prices, IREERD - with producers' prices), January 1994 =100

EEEZEEEE
™ Hhe Tl ol fnediy, dhemales: mond uppreclation

MERCHANDISE EXPORTS (f.0.b.), IMPORTS (c.i.l.) AND TRADE BALANCE

1200
toog J| — Exports

| snsas, Imports
800 B Balance [

millians of UiD

BALANCE OF PAYMENTS in millions of USD { preliminary data)
indiges
Jar - Mar 1990 Jan, - Mar, 1997 l]:";-_ ?‘UE?’EI

{iarrent sccount -710.0 - filif.0) 1072

Capital a0d financal account 6315 6427 80

{NB meernarional reserves 814 616

Net errory and oaminsion =222 1001

MERCHANDISE EXPORTS AND IMPORTS (in millions of USD)
|an. - May 1998 an. - May 1997 May 1998 Pay 1997
Exports Lob. 1544 2 1,540 1 141.1 2299

Imporns cif. 3.353.6 345 f10.2 TaTE

Balancs = 1,450 6 = 1,603 - 26,1 - 4279

Souree: Barcan of Slatistics |

the appreciation of this exchange rate 10
only 038 percent relative tn the begine
ning of the year.

BALANCE OF PAYMENTS

According o informanon provided
by the State Bureau of Swmustics, the
merchandise umports at cifl panty
amounted o USD 810.2 pullon, which
represents a 32,2 percent or USD 197.2
million  mcrease compared 10 Apnl,
Merchandise impons in the five months
of the year amounted w USD 3.353.6
million, a 23 percemt decrease com-
parcd to the same peniod last year. A
the same time, merchandise expons a
fonb, panty smounted o USD | 8442
million, a D8 percent mercase; The
negative balance on merchandise trude
amoupred o USD 14906, a 7.0 per-
cent decreate compared to last year,
Significant asallations of the exchange
rate of the dollar relative to European
currencies, which amount to appro-
mately 70 percent af 1mal Croatian mer-
chandise trade, distort the acmal pic-
ture. Exprossed in kuna, Croatian ex-
ports ameunted o | 1LA2LS million ku-
na in the first five months of the year,
This represents a 92 percent increase
compared 1o the same period last vear.
At the mme time, Croatian imports
amaunted o 21,4844 million kuna, a
4.7 percent |ncrease. The merchandise
trade deficit in the same period
amented w Y6618 kuna, or 0.2 per-
cent less than in the preceding year.

If ohserved by the different seciary
of the SITC, the most significam
growth in exports in the last five months
was recorded in machines and trans-
portation devices (403 percent m-
crease), and in oil and greases (81 4 per-
cent). Al the same time, the most sig-
nificant decrease in exports compared 1o
last year was in muneral fuels and lubri.
cants [-43.7 percent).

In the first quarer of 1995, the
deficit on the current account of the
balince of payments was USD 713.0
million, a 7.2 percent increase comparcd
o the same penod last year. Due 1o a
higher exchange rate of the US dollar,
there has been a decrease 1n the dollar
value of impors and expons of goods
and services. At the same ome, the in-
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come and transfen accounts increased
in absolute amounts, The financial ac-
count amounted w USD 531.5 mulbion
in the first three months of the year, a
16,0 percent decrense compared 1o the
same period Lot year, Digect investment
in the Republic of Croaga remained at
approximately the same level as in the
first quaner of 1997, while ponfolio -
vestment decreased. The increase in net
loan liabilines w foreign countries and
insounens deercased from Uy 3526
million. in the first quaner of the last
year to USD 270 millicn in the [rst
quarter of this year,

MONEY MARKET
AND INTEREST RATES

The man charactensties of the
situation 10 the Mooey Market Zagreb
were: decreased pressure (o merease the
prce of money, and a muld decrease 1o
average daily interest rates, Daily aver-
ages contuiued to usallate at hugh levels,
between 1655 und 1825 percent, with
the mean value of daily averages for the
moanthly level slightly nearer the upper
bound. The imbalance al’ supply and
demand for money was not as sigmifi-
cantly en the side of the demand as in
May. Moreover, in the second lalf of
the moenth, supply almost continuously
exceeded demand. The improved li-
quidity sitwation was most likely caused
by the Croatian Matonal Bank's dedi-
sies W alloww the use of required reserves
fo cover negative balance an the gira ae-
count. Although the liquidity simanon
was much better than in the previous
manth, the average inrerest rate on the
maney market failed 10 decrease signifi-
cantly, For instance, the imerest rte on
callable loans was almost constantly at
% pereent during the fimt halfl of the
menth {the interest mle on cullable
loans has been oscillating around 18
percenit sinee mmd-May). It was saly in
the second hall of the month that the
lnterest rafe on callable laany stared o
decrmase slightly, reaching the (sull very
high} level of 17 percent at the end of
the month.

The improved liquidity of the
banking system was reflected inoan in-
crease 1 voluntary puarchase of Lreasury
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bills. The kuna bills of the Croatian
Mational Bank, vielding 9,50 percent for
35 days, 1050 percent tor 91 days and
110 percent for 1B2 days, cantinue 1o
be very profitable investments for com-
mercisl banks, since they serve a3 good
coverage in case of problems with hi-
quidity, Treasury Bills of the Misostry of
Finance achieved in June 10.00 percent
interest for both 42 days and 9| days
Forelgn exchange tressury bills in Ger-
man marks yielded 3.39 percent for 63
days and 342 pereent for 91 days, while
forcign exchange treasury bills in US
dollars yielded 5.57 percent for 63 days,

Commercial banks’ lending rutes
recorded  diverse tendencies: in May,
The average interest rate on kuna loans
without the currency clause recorded o
significant increase of almost 14 per-
centage points, reaching the level of
16.67 percent (short-term loans 1671
percent, long-term loans 14,82 percent),
Such a strong increase in interest mies
on kona loans without the currency
clause was most likely caused by two
main [acton: increases in the interest
rate on the Money Market Zagreb, and
the depreciation of the kuna against the
German mark. The averoge interest mite
on kuna Jouns with the currency clause
decreased by a muld 0.1 percentage
points, reaching 1303 percent (shont-
term loans 1730 percent, long-term
loans 12.26 percent). The averuge inter-
et rate on foreign exchange Joans de-
creased by 0.8 percentage poinn, reach-
ing 13.05 percemt,

May brought a slight decrease in
the averuge interest rates on kuna de-
posits, The avernge interest mte on kuna
deposits decreased by 0.2 percentage
points, which brought it o 4.77 percent,
The avermge interest mitc on foreign
currency deposits increased by slightly
mare than 0,1 percentage point, cur-
rently holding at 3.5% percent.

The substantial growth of interest
mies on kuna loans without the cur-
rency clause, a3 well as the muld de-
cremse in the interest mte on kuna de-
posits, caused 3 significant expansion of
the interest rate spread in May, The in-
terest rate spread increased by o signili-
cant 1.3 percentage points, currently
holding at 11.90 percentage points,
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STATE BUDGET
OUTTURN OF CENTRAL GOVERNHENT BUDGET
In the period from the beginmng
of the year until the end of May, the 5,000
balance in the accoum of the Centrl

ot Ml salbrantls o T U
the budget aceepted at the beginming of
the year, both in-size and sign. The ac-
wal surplus amounted ta 118 billion
kuna, Compared to the same period last
year, revenues collected in the firse fve
menths of 1998 increased 48,1 percent,
while at the same tme expenditures in-
creased anly 26.2 percent.

The Croatian pariament voted at
the end of June in favor of the Proposal
for the Revision of the State Budger of
the Republic of Cmata an 1998 The
new State Budget s balaneed and
amounts io 44.6 billion kuna, This is CENTRAL GOVERNMENT DEPOSITS AT THE CNB AND BANKS' GIRO ACCOUNTS

35 billien kuna maore than the prev-
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ously accepted budget _1 he reason for 1.800 | —— Banks’ gim accoupts —| U e e
the budger rebalance lies in the gov- — et
emment’s motion to discontinue pay- o | CNH bills al Gevernment
mienw of comeibintionn fov chikd-siipst = e 1ﬂ_—
{calculated at the mate of 2.2 percent on T TN T
the gross wage, payable by all emploved iRl —ﬁ-kw’*-%{---*ﬁ T T
persans) as well as the warer Lax {pay- F g ! LJ

able by employers at the rate of 0.76 per-
cent on gross wages). This rebalance in-
creases government support to ithe
Croattan Health Insurance Instutute, o
mad construction, to existing and new
capatal projects, as well as 1o the projec
of financial reconstruction ot Du-
brovatka Banka, which is already in
process. Funds to cover these new ex-
penditures are expected to come {in FINANCING OF CENTRAL BUDGET DEFICIT
major pan) from the effectve collection (in millions of kuna)

i::;u:-'cuuﬂ. ewpeciilly e yalue Jan.- May 1998 1998 Budget
Residual revenues from the sales TOTAL FIKANCING -1,179 {

tax and re-csuimated revenoes from the

value added rax are the most sigraficant DOMESTIC FINARCING - 15678

source of increased revenoes. Re- From manetary authorities 18

atimation of revenues was based on From depoiit monéy hanks -171%

tendencies noted o the hOrst lour Other domestic financing L

manths of the year. Chther revenue items

expetienced only minoe modifications. FOREIGH FINARCING J04
In addition 1o financing expendi- From international develop, institution 154

tures, the increase in revenues was alio From foreign pavernments 4

used 10 decrease the level of foreign - Dther fareign financing

debtedness.




