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INDUSTRY

With industrial production gro- ' l.
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wing at an annual rate of 4.8% in o
the Eirst eigtht mowis of the Year .' ISmsunailvadjustadnndh'mdn',rchnﬂﬂﬁ 100)
and indicators in other seclors of
the economy also favorable, we can 115 ——— Seasonally adgamd
speak of an expansionary econom- i —— Trend-rycle

ic conjuncture in the second half of
the year. The positive growth trend
of industrial production af the first
half of the vear is continuing with
even greater intensity in the second L ETETTTTUTRTan
half. The usual seasonal slowdown 3 E E § § %

of production in August decreased
the growth rates seen at the end of
July. The growth achieved through
the end of August 1s the result of
exceptionally raid growth in the
energy-producing sector, as well as
more moderate growth in process-

mg mdustries and mining. The to- . MMIUFAUTUHEDF y

bacco industry, clothing industry, ; FOOD PRODUCTS AND BEVERAGES
leather and footwear, and oil and SHMH? adjusted and MHHWE{TM#!UW
chemical industries all lagged far :::

behind last vear's results, while ' e

food processing was only slightly 0

behind last year's levels, The fact 100

that a few large companies in these 95

branches are doing well does not
imply that the whole branch is do-
ing well. The industries mentioned
clearly are still unable to overcome
the impact of the loss of markets
and the necessity of economic re-
structuring, The cause of poarer re-
sults may possibly be found in in-
adequate investment in fixed capi-
tal, infurmation systems or con-
temporary  marketing methods,
Economic actors' success depends
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cesses or on their ability to promaote bl —— Tren-cych
their goods, especially on foreign
markets. At the same time, in the
textile and wood industries, paper
products, printing and publishing,
the rubber and plastics industries,
metalworkang, machine-building
and metor vehicles and transporta-
tion equipment sectors, impressive
growth was recorded. This month
is the first hme that production
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data have been released for the ma-
in industrial groups. Production is
broken into five categories. The
largest share goes to non-durable
consumer goods (38.6%) Interme-
diate goods account for 33.7% ol
production, energy 14.1%, capital
goods B.8%, and consumer durals-
les 2.7%. Intermediate goods pro-
duction was lower this year than
last year, The production of capital
goods was at last year's level, while
the other three groups experienced
high annual growth rates,

Statistics on industry's. foreign
trade for the first cight months
show a deficil of 2.3 billion dellars.
Total exports were 1.5% below last
year's, and imports grew by 16.2%
in dollar terms. This overstates real
values, due to the strengthening of
the US dollar. Industry accounts for
98% of total goods exports, and
thus requires further analysis.
Among individual products, toba-
cco production, clothing and furs,
processing of leather and shoes,
wood processing and wood pro-
ducts, production of coke and oil
derivatives and fuel showed trade
surpluses. while all other branches
showed deficits. Mo qualitative
progress was made towards the go-
al af sending more exports to de-
veloped countries. Exports to de-
veloped countries decreased this
year. This is true for the EU and EF-
TA countries as well, Looking at ex-
ports by  seclon,  consumplion
goods exports grew by 3.0%, inter-
mediate  products  exports  were
2.3% below last year's level, and
investment goods exports were
21 2% below last vear's level,

TRADE

In the last eight months, domes-
tic trade has msen at an annual rate
of 4.7% in real terms. Develop-
ments in trade will be fallowed
carefully, considering that trade is
in second place in terms of value-
added, and its share in value-
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added has grown continuously in
recent years, Wholesale trade grew
cumulatively by 6.8% annually. It
should be noted that data for 1997
are provisional for both retail and
wholesale trade. The number of
employees in trade in the first se-
ven months of 1997 was 6.5% less
than the number in the same peri-
od last year.

CONSTRUCTION,
TRANSPORT AND
TOURISM

Construction has given a signifi-
cant impulse to economic growth,
as wartime reconstruction and new'
construction has opened new pos-
sibilities to domestic economic ac-
tors. In addition to the production
of building materials, this sector
pulls along other industries such as
the wood, metal-processing, equip-
ment production and others. Ho-
urs worked in the first seven mon-
ths exceeded last year's level by
15.2%, while the value of comple-
ted projects within Croatia rose by
37.3%. Data on contracts and fi-
nished projects abroad for the first
half show decreases of 21 and 25%
respectively. Housing construction
was downl in the first half, both in
terms of the number of apartments
and in terms of the area of finished
and unfinished apartments. Emp-
loyment in construction in the first
seven months was down by 5.3%

compared to the same period last
year.

In the areas of transport and co-
mmunications, transport of pa-
ssengers increased by 29% over
last year, Postal communication
{lettercarrying services, package
services and money transfers) and
telecommunications (telephone ca-
1Is, CRONET and data transfer)
were up as well. Freight trans-
portation was 2.5% behind last
year. The number of employees fell
by 1.1% in comparison with the
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corresponding  seven months of
last year. With a share of 6.4% in to-
tal value-added, as well as a strong
indirect influence on the develop-
ment of the whole economy, trans-
port and communications are an
exceptionally impartant sector,

By the end of August, the num-
ber of registered tourist night stays
was 41.8% above the level of the
first eight months of last year. To-
urist arrivals were up by 35.9%.
Croatia was the host of guests from
many countries during the last few
months. The main countries were
the Czech Republic (16.5%), Slo-
venia (16.3%), Germany (15.6%),
ltaly (14.3%). and Austria (13.0%),
Various other countries accounted
for the remaining 25%. The results
of the tourist sector were excep-
tionally good in comparison to re-
cent yvears, but still are substantia-
lly below the results achieved be-
fore the war

PRICES

After the rapid rise of prices in
August of 0.8 percent, September
brought with it more moderate
growth. Retail prices grew by 0.3
percent in the month, and year-on-
year growth increased from 3.5 to
3.7 percent.

Once again, increases in the pri-
ces of services had the greatest in-
fluence on overall price increases.
The price of services grew by (.5
percent in September. The year-on-
year growth rate of the price of ser-
vices was the highest of all groups
except agricultural products, amo-
unling to 5.4 percent,

In addition, the 0.4 percent in-
crease in the prices of processed
food products had a major impact
on September’s price increase.

The cost of living index grew by
0.1 percent in Setpember. Clothing
and shoes increased in price by the
largest amount, mainly due 1o in-
creased demand. Despite the mod-
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est increase this month, the cost of
living has grown faster than retail
prices, registering a year-on-year
growth of 4.2 percent. The highest
year-on-year growth is seen among
clothing and shoes, 7.2 percent. fol-
lowed by education, culture and
entertainment at 7 percent, housing
at 5.5 percent, and services at 4.7
perTcent.

Industrial  preducers”  prices
stagnated in September, following
increases in August Their growth
rate was 1.3 percent in August, and
0.0 in September. Even though the
total was zero, two branches sho-
wed significant growth. These we-
re the production of oil and natural
gas, with a monthly increase of 7.5
percent, and the production of light
metals with a growth of 3 percent.

Looking at prices by final use,
the price of equipment fell by 0.3
percent in September, while the
prices of intermediates and final
consumption goods stayed at the
same level as in August.

Looking at economic branches,

the highest growth in prices was

seen among light metals, 36.5 per-
cent, while the prices of oil and na-
tural gas products grew 189 per-
cent and the prices of refined oil
products grew by 16.5 percent.

WAGES AND THE
GOVERNMENT BUDGET

Average net wages in the first
eight months were 12.4% higher in
real terms than in the correspon-
ding period last year. In August,
pay was 0 7% lower than in July,
and 3.8% higher than the average
for the vear in real terms. Gross pay
in August was 1.1% lower than in
the previous month, and was 4.0%
higher than the average for the
year. The total cost of labor regis-
tered in industry grew by 17.9% in
real terms in the first seven months
of the year in comparison with the
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same period last year. confirming
the opinion that non-wage costs of
labor in Croatia are extremely high

During the first eighl months of
the year, the gevernment had posi-
tive balances in its accounts twice,
and the cumulative deficit amoun-
ted to 1.5 billion kuna or 52.1% of
the planned deficit for this year
The deficit has been completely
covered by foreign sources. 64.77%
of planned revenue has been real-
ized, and 63.7% of planned expen-
ditures have been made. Within
revenue, the largest sources have
been the zales tax, excises, tariffs,
etc The largest expenditures have
gone for goods and services, subsi-
dies and transfers, capital expends-
tures, etc. The revenue side of the
budget is larger than last year's by
1.9%. Within this profit taxes have
grown the fastest, and capital rev-
enues have decreased the most.
The expenditure side 1s 84% gre-
ater, within which the greatest in-
crease 15 shown among subsidies
and transfers, and the greatest de-
crease among goods and services.
The deficit this year should not ex-
ceed the Limit of 2.8% of GDR

MONETARY
DEVELOPMENTS

Monetary aggregates grew mod-
erately in August. Although there
was a seasonal influence, in gener-
al we can say the last summer
month brought a certain calming
effect after the dynamic changes
seen in June and especially July,

The money supply grew in Au-
gust by (.65 billion kuna (5%). This
growth came on the basis of a 0.25
billion kuna (4.7%) increase m
cash, and a (1.4 billion kuna (5.2%)
increase in deposit money. In the
first half of the year, cash grow
faster than deposits, and the cash-
to-deposit ratio increased. In the
last few months, deposit money
has grown faster than cash.
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Kuna deposits, after several
months  of somewhat slower
growth, grew by 0.36 billion kuna
in August, which amounts to a
very high 7.7% growth. Foreign ex-
change deposits grew by (.87 bil-
lion kuna or 3%, In this way, Au-
gust confirmed the trend to faster
growth of kuna savings and (rela-
tively) slower growth of foreign ex-
change savings, which grew by 1.1
billion or 3.3% in July.

The money multipliers m0 and
ml grew slightly this month as
well. They have been growing con-
tinuously since last September. In
other words, the relationship be-
tween reserve money, the moneta-
ry aggregate that the central bank
directly controls, and broader mon-
etary aggregates has been continu-
ously falling. This means that the
influence of the monetary authori-
ties on movements in the broader
aggregates has been continuously
decreasing, and the influence of the
autonomous decisions of other sec-
tors, especially households, is ever
more decisive. Foreign exchange
deposits at the end of August
amounted to 62% of total liquid as-
sets, with a trend to continue in-
creasing their share despite rela-
tively slower growth. The high lev-
el of foreign exchange savings
means that even small relative in-
creases can mean large changes in
absolute terms,

The growth of placements also
confirms the story that a certan
calming down of growth occurred
in August relative to the previous
two months. The absolute growth
in August (0.7 billion kuna) was
half of the growth in the previous
two months (1.6 and 1.5 billion ku-
na). The August increase was 1.8%,
Broken down by sectors, place-
ments to households increased by
0.3 billion kuna, and placements to
enterprises increased by 0.5 billion
kuna.

The major determinant of de-
posits is the demand for credit.
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DOMENSTIC CREDITS, M4 AND M1a,
seasonally adjusted and trend, deflated with CP|
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While in 1994 and 1995, deposits
grew through the "mertia” of au-
tonomous inflows occurring due to
repatriation and remonebzation,
now deposits are growing through
conditional savings, Data show a
high correlation between changes
in the time structure of deposits
and credits, As we have mentioned
several times before, lime deposils
are growing faster than sight de-
posits and have exceeded the latter
in absolute terms. Parallel with
this, what had until recently been
predominantly short-term credit is
now becoming longer and longer-
term. Finally, the household sector
is taking out more and more long-
term credil.

These changes in assets require
lenger-term sources, both because
of the National Bank’s decision on
harmonizing the term structure of
sources and placements, and beca-
use of banks' own prudential con-
siderations. By requuring borro-
wers lo make deposits of the same
term, banks gather savings of ade-
quate term (which would, at least
for now, be lacking) "hy foree”, This
also cools down the consumption
boom a bit.,

Looking at term structure, of the
9 billion kuna credits given to hou-
seholds, 7 billion kuna are long-
term, and 2 million are short-term.
Furthermore, long-term credit to
households is growing faster than
short-term. Compared to Decem-
ber 1996, long-term credits have
grown by 54%, and short-term by
36%. Long-term credits are all
those credits above mne year. The
term structure of credits to enter-
prises shows the same patlem.
[Long-term credits to enterprises
grew by 41.5% in the first  months
of this year.

After continuous decreases, net
claims on the government grew in
August by 0.2 billion kuna. While
claims on the government conlin-
ued to fall slightly, the government
withdrew 0.3 billion kuna of for-
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eign exchange deposits. We should
remember that the government
had decreased its net obligations to
the banking system by 4.4 billion
kuna the previous month, and in
the last three months together by
more than 3 billion kuna. This mild
growth in August therefore does
not change the continuous and de-
cisive trend to decrease the financ-
ing of government by the domestic
banking system.

Monetary policy was very quiet
in September, There were no auc-
tions of foreign exchange. Foreign
exchange reserves were 24495 bil-
lion dollars at the end of Septem-
ber, in comparison with 2440.6 bi-
llion at the end of August. Lom-
bard credits were used more exten-
sively than in previous months,
28019 million kuna of NBC bills
were purchased on 18 September,
and banks repurchased them on
the 25th of September. The govern-
ment did not take out any short-
term credit from the National Bank
this month.

On the liability side. up Lo the
24th of September, reserve money
had grown on the basis of in-
creased deposits, while currency in
circulation decreased relative to the
end of August. Interest in purchas-
ing NBC bills grew slightly, as ex-
pected, and NBC bills cutstanding
al the end of September were 15
million kuna greater than on the
31st of August,

EXCHANGE RATE

In the month of September, the
kuna experienced its largest nomi-
nal appreciation in the last year rel-
ative to the German mark. The ex-
change rate of the kuna to the mark
appreciated by 042 percent. The
kuna had only appreciated by 0.83
percent in the first eight months of
the year. The total effect for the
whole year amounts to 1.13 percent
nominal appreciation.




Exchange Rates and Balance of Payments

=1y
T

=5

e F
R

Pt

This effect can be seen on the
first graph, in which the fall of the
index of the daily nominal ex-
change rate of the kuna to the
German mark can be seen. The
lowest nominal wvalue of the
German mark in the last vear was
3.5401 HRK. The kuna also appre-
ciated relative to the US dollar. The
nominal exchange rate of the kuna
to the dollar appreciated by 3.81
percent in September. This was
mainly due to the weakening of the
dollar on world markets during the
month.

The appreciation of the kuna
during August and the increase in
retail prices (0.8%) and producers
prices (1.2%) caused a noticeable
real appreciation of the kuna. In
August alone, the kuna appreciat-
ed in real terms by 1.39% (PPI) and
1.01% {CFI). This resulted in a de-
crease in the cumulative rate of
growth relative to the beginning of
the year from 2.66% to 1.24% (PPI)
and from 2.08% to 1.05% (CP1). The
continuation of the nominal appre-
aation of the kuna against the
German mark and American dollar
were certainly result in further real

appreciation during September,

BALANCE OF PAYMENTS

The current account deficit was
1,554.3 million USD in the Hrst six
months of 1997, This was 134.8%
greater than in the same period last
year. This increase in the current
account deficit was caused by an
increased deficit on merchandise
trade and decreases in net service
income. In the first six months, the
merchandise trade deficit grew
from 1,392.3 1o 2,022 4 million dol-
lars, for an annual Increase of
45.3%. MNet service Income de-
creased from 3685 to 190.1 million
LS, for an annual decrease of
42.2%. This was mainly caused by
ncreases in service expenditures,
Changes in the exchange rale of the
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dollar, and seasonality in economic
activity are behind these increases.
It is expected that income from
tourism will increase significantly
in July and August. Data for June
confirm this, showing that income
from tourism was 21.3% higher
than in the previous June. Very
high net errors and omissions also
indicate high growth of tourist rev-
enues. Net income from current
transfers decreased by 23.0%, from
427.1 to 3623 million USD, due to
decreases in international aid to the
government. This decreased by
85.4%.

On the capital account, exclud-
ing foreign exchange reserves, in-
flows from abroad amounted to
883 million USD in the first six
months. This was 419% greater
than in the same period last year.
Foreign direct investment reached
158.2 million USD or 42% more
than last year. Net foreign credit in-
creased from 71.8 to 446.0 million
USD, of which government bor-
rowing rose from 7.7 to 2962 mil-
lion USD.

In the first eight months,
Croatian  exports amounted to
2.886.9 million USD. This was 2.7%
less than in the same period last
year. Imports were 5,605.9 million
USD, 15% above last year. The mer-
chandise trade deficit was 2,739.0
million USD, 42% higher than last
year.

MONEY MARKET AND
INTEREST RATES

The Money Market was charac-
terized by fluctuations in average
daily mterest rates in September.
Average rates ranged between 7.3
and 10.7%. Liquidity problems
caused increases in interest rales in
the first and third weeks of the
month. The MNational Bank reacted
with a repo auction of NBC bills,
prevented Lombard facilities from
being completely exhausted and

BALANCE OF PAYMENTS
in milions of USD (preliminary data)
vl a7 VI 86 indices
_ W1 97/1-V1 96
Current account -1554.7 -662.3 2348
Capital and financral accounts  B95.7 1724 5195
MEC imemational reseryes -125 1239 101
Net errors and ommisions 671.7 6138 109.4
Souroe MBC
MERCHANDISE EXPORTS AND IMPORTS
{in millions of USD]
Jan-AugdT  Jan-Aug/SE  Aug/97 Aug/96
EXPORTS 2,B66.9 2.945.5 1e9 JE9.0
IMPORTS 5,605.9 48740 BZ9.6 hE7.5
Samitce: Bhuresn of Scatistics
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saving banks from the threat of los-
ing their rights to use Lombard
credits. At the beginning of the last
week the situation calmed down,
demand on the Money Market fell,
supply rose, and interest rates fell
substantially. Aboveall, it is signifi-
cant that loans for an unspecified
period or subject to call can now be
obtained at 6%, the lowest rate yet
seen for such loans. Other loans
can also be obtained for lower rates
than in previous months. When it
comes to nonbank sources, the
price is even better, since required
reserves need not be set aside for
such loans. For example, the inter-
est rates on loans from nen-bank
sources for one month are between
11 and 12%. Two months ago, these
loans went for no less than 14%.

Omn the market for short-term se-
curities (although one must qualify
this by mentioning that only NBC
bills and T-bills of the Ministry of
Finance are traded, and these are
mostly traded on the primary mar-
ket}, no significant changes were
seen. Interest rates on NBC bills
rose slightly, while rates on T-bills
were slightly lower than last
months, so there was some slight
change. Interest rates on NBC bills
were 8% for 35-day, 9% for 91 day
and 95 to 10% for 182 day. T-bills
could be obtained at interest rates
of 9% for 42 days, 10% for 91 days
and 10.25% for 182 days.

Enterprises still have not issued
commercial paper, even though
this could allow them to raise
working capital more cheaply. This
is clearly a step that must be taken
in order to develop the market, and
the government should help, first
of all by creating the necessary le-
gal structure. The current Law on
securities does not regulate the is-
sue or trade of short-term securi-
ties. There certainly is economic
justification for such paper, since
enterprises cannot obtain short-
term credit at such low rates as
they could achieve by issuing com-
mercial paper.



Interesi @tm

21

[nterest rates on loans in August
showed various tendencies. Ave-
rage interest rates on kuna loans
without the currency clause were
(L7 percentage points above the
current 14 2% (short-term credits
14.3%, long-term 13.9%). Average
mterest rates on kuna credits with
the currency clause grew by 0.5
percentage points to 15.7% (short-
term  18.6%, long-term 12.5%)
Foreign exchange credits increased
their share, so we should mention
that the average interest rate on
new credits of this kind fell by 2
percentage points in August and
now have reached a level of 13.6%.

Deposit rates of commercial
banks were quite stable in recent
months. The average interest rate
on total kuna deposits was 4.2%,
while the average interest rate on
total foreign exchange was slightly
lower at 4.1%. The average interest
rate on kona time deposits has fall-
en slightly and is now at 9.4%,
while the average interest rate on
foreign exchange time deposits
was at 5.7% and also has shown a
falling trend.

Because of these trends in lend-
ing and deposit rates, the interest
rate "spread” of commercial banks
continues to fall, By the end of Au-
gust, it was at the level of 10 per-
centage points.




