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Real Sector and Prices

REAL SECTOR
OF ECONOMY

According to the latest repon of the
Matonal Bureau of Stagstics, the real
growth of the economy for the year of
1997 amounted o 6.5%. The total activ-
1y had been espeaially intensified dunng
the second half of the year. The increase
i setivity was addinonally confirmed by
the cash flow, registered with the Pay-
ments Instiute, Throughout 1997,
trading compames (non-inclusive of
cormmercial banks and savings banks)
recorded a 206% hagher mflow of re-
cenpts to their accounts compared to the
previcus year, [n the structure of total re-
ceipts, B4.5% referred to camings from
goods and services provided

Domesne demand continued s
growth throughout 1997, The lacking
wpply was satiated through imports of
goods and seraices. Consequently, the
level of impons recorded in 1997 was
signuficantdy higher than that of the ex-
ports. Constantly increasing foreign in-
debredness, direct foregn investment,
transfers and surplus in sepvices ex-
change, provided the necessary means
for financing the aforemenboned sur-
plus of impons over expaorts

In the lack of stansbes on macro
cconomic accounts on the side of de-
mand, alternate sources were used, Con-
sequenty, the quantficaton of cach of
the components s approximate. The
growth of personal spending was re-
flected through the increase in the gross
income of the household sector (8.3% 1n
real ierms), the increase in the rerail
twroover (13.8% mn real erms) and
through the increase in impors of con-
sumer goods (40.6% 10 the kuna
equivalent). The completon of ques-
tonnaire on spending wneurred by the
houschold sector should provide the true
illustration of expenditures 10 this largest
sector of the economy. The increase 1n
production of capial goods (6.6%) and
their imports (33.9% i the kuna
amonnt), as well as intensification of the
activity in the econstruction sector, all
represent an indication of wicredse won-
vestment activity. The government
spend on goods and services recorded in
1997 was lower than in 1996,
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PRODUCTION OF FOOD AND BEVERAGES
Seasonally adjusted and trend-cycle (1995 = 100)
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The index of physical volurae of
industnial producnon s eurrently the
vaily refevant indicator of acuvity on the
supply side, since there are new data m
preparanon, which shall refer 1o the ac-
tvines of rade and constrarnon. A par-
ticularly sccelerated growth of indusinal
production, recorded i the last quaner
of 1997, was conunued throughout the
first quarter of the current year, Curmnu-
lative year-on-year growth mte of pro-
duction amounted to 3.9% in the fimt
two muonths of the year. The abeve
growth was i najo part contnbuted o
by industnes involved in the preduction
of capital goods, The intensive pasitive
trened i the area of supply of cnergy, as
well a4 in the area of mining and oxtrac-
tiory was continnued throughout the first
quarter of 1998 The processing industry
also recorded a muld growah.

The analysis of producton tenden-
aes in the main processing industnes
has shown the followmg: a break of the
negative trend i foodstaffs indusiey,
turther prospenty in publishing wdustry,
a slow-down i recovery of chemical -
dustry {commenced in the last quarnter of
1997}, a decrease i production of
clathes cornpared 1o the 1997 fgures and
a contnuanen of the posiove trend in
preduction of meal products and trans-
portation vehicles,

The wcrease in the idustnal pro-
ducton, recorded i 1997 and the be-
gnning af 1998, was not followed b an
adequate increase in employment. Fm-
ployment in the processing industry de-
creased in 1997 by 6 6% compared 1o the
preceding vear, with the same trend
contnnuing throughour the firmt couple
of months of 1998, Ir thas pamicular area
ol mdustry, the concentravon of em-
ploved persons 15 present moonly a few
compartments. Producton of food and
beverages, producpen of clothes: and
finshing and dving of fur employ
rmughly one quaner of tie wral number
of persons employed mn the processing
industry. The next five compartments
muake for the second quaner of the mtal
number of employed persons in the n-
dustry The structure of emploved per-
sons in processing industey changed in
1997 compared 1o 1996 by an increases in
the share of comparments with the larg-
st number of employed persons.
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The largest value of commodity
exports 1 the last two months was re-
corded in the chemical industry (second
place by the value of exports recorded m
1997}, followsd by the production of
clothes, finishing and dving of fur {the

port branch in 1997}, produc-
uont of tood and beverages (same rank as
in the preceding year), and production
of machines and equipment, making for
around one hall of the total exports of
processing industry

The chemical industry alse e
corded the biggest commodity impons
i the first twa months of the pear, fol-
lowed by the production of matar vehi-
cles, trailers and semi-trilers, produc-
o of machmes and equipment and
production of other transportation vehi-
cles. The above menticned indusines
made for mughly one half’ of the total
unports of the processing mdustry, Sta-
tistics of the total commodity inports
show thian the amount of tgal comimiod-
ity imports attained in January and
February thas year was lower compared
e the figures recorded in the same
months i 1997,

The indicators of development 1n
the economuc activity of transportation,
warchousing and communications 10
the first manth of the year show a de-
arease in the number of passengens
transportet] as well as in the quantity of
goods transported, compared 10 January
1997, The number of passengers rans-
ported in January 1998 was 3 9% lower
than the figure recorded in January last
year, and 7.8% lower than the 1997 vear
avemge. The quanuty of goods trans-
ported in January 1998 was 5.1% lower
than the figure recarded in January las
year, and 5.3% lower than the 1997 vear
average,

The analyss of data on ounsm
indicates another step forward taken by
the rounst industry iy the current year.
In the first two months of the year, Cmoa-
e weas visted by 191 thousand guests,
which it 1.%% more than recorded in the
first two months of the previous year.
The number of roght-stays recorded in
the first rwo maonths of the year
amounted o 566 thousand, which 1=
1.9% more than in the same period last
year, The number of tourists and towrist
mpht-stays was lower than recorded
dunng the last couple months of 1997,
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PRICES
INDICES OF RETAIL PRICES, COST OF LIVING AND PRODUCERS' PRICES _ .
October 1993 =100 A slow-down in growth of retail
prices continues, The growth of retail
1850 prices o March of only 02% proves that
E— the inerease in retail prices in January,
b T Fiﬂ;ﬁ: caused by the introduction of the value
A Prodoserd - A added rax, was a one-ume development.
BEM prioks : A
4 .................:................ e e T "'I"I:.": }Jﬂfc‘! ut SETVICES ll.lgi'lﬂ? mw
FH - i e e L the prices of goods in March, as well s

in the preceding months. The prices of
services recorded a .5% growth, whule
the prices of goods increased by 0.2%.
: Amang the varous prices of goods, the
O S s ML - A
g ign
(3.7%) was recorded 1in pnces of seasonal
agncultural products. The prices of agn-
cultural products {non-inclusive of sea-
sonal products) increased by only 0.7%.
Seasonal foodswlfs products grew in
March by 0.5%, while non-seasonal

-
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RELATIVE PRICE INDEX FOR NON-TRADABLE GOODS foodstuffs grew by only 0.1%. The prices

(prices of services relative to goods' prices), 1992=100 of indusmal foodswufls increased in

March by only 0.1%. This was alsa the

15 case with the prices of alcoholic and
non-aleshole beverages.

W The cost of living increased in

B0 vt s S e ey Febiruary by 0.5%. The cost of scrvices

recorded the same rate of increase as the
cant of goods - 0.5%. The most signifi-
cant increase in March was recorded
the expenses in connection with putn-

120

100 ton, which grew at the e of 1.0%
B B s et e e compared to the February figure. The

expenses in connection with accommo-
50 T S W o B dation grew at the rate of 06%, Ex-

of tobacco products and  beverages,
clothes and foorwear, education, culture
and Jeisure, as well a5 expenses in con-
nection with tanspomation means and
INDICES OF RELATIVE PRICES OF FOOD AND HOUSING servics and with transportation  and
January 1992=100 postal services remained unchanged in

15 March, Only the expenses in connechon
with hygmene and health reconded a 0.2%
decrease.

The prices of industrial products
continved 10 decrease throughour
March. Producens’ prices decreased in
March by 19%, which is definitely the
most significant price decrease recorded
since the beginning of the year. Tha
was i major part caused by the decrease
in prices of energy products. The pnce of
1 energy producs fell by high 7.6% in

§§§g§§g§§§§§§§§£§§ééé penses in connection with consumptian

i i ] L] I L] i I i
@ B BE 8 2 % 8 2 8 BB EE March compared o February due to in-
= trodurnon of “summer prces” as basis
Nole: imdex [z caleclited us ratio of fobd prices and bosing prices to fotal cost of Thing inde for calculauon of electrde EnergY Col-

SUITPHECHL.



Employment and Pay 13

EMPLOYMENT AND PAY

While the registered unemploy-
ment 1 February 1996 and February
1997 used 1w show a seasonal growth,
February 1998 brought a decrease in the
number ef unemployed by 328 persons
Thus, the weal number of unemphoyed
persons at the end of February this year
amounted w 291,486 regstered unem-
ployed persons. Although it s not o line
with negative scasonal tendencies, the
regstered unemployment was by 12,317
persons hugher than in February 1997,
The sbwove developments, arypical for
this penod of the year, were primarily
due toa 26.6% higher mte of new jobs as
well as w a 13.5% decrease in the num-
ber of meorded unemployed. Ar the
same tune, the number of persons re-
maved from Giles for other reasons re-
corded & 0.5% mcrease,

Dunng the month of February,
employment decreased by 0.7%, comng
domm o the level of 1,326,258 employed
persons, whach is 6.5% less compared o
the number of employed persons regs-
ered in February last year, The twial
supply of work force decreasad by 0.6%
in January, thus comuag down o the
level af 1,617,744 persons That s 4.7%
less than the numbet regustered o Feb-
ruary last year, The level of unemploy-
ment reached the level of 18% in Febiru-
ary, compared W [7.9% registered 10
January 1998 and to 16.5% registered in
February last year.

The average net wage paid in
February recorded 2 nominal decrease in
the amounr af 43 kuns or 1.7% com-
pared 1o January, e a nominal increase
i the ameunt of 228 kuna or 10% com-
pared w the average nef wage paid in
Febeuary 1997, In real terms; the de-
ercase in the average net wage paud in
February compared 1o Januvary
amounted 10 L4%, while compared 0
the same month lasc year, it recorded a
19% increase. The average gross wage
paid m February decreased by 72 huna
(1.8% pominally, Le. 25% in real terms)
compared to J[anuary. Compared 1o
February last year, the average net wage
was higher by 401 kuna, which repre-
sents 2 4.3% increase mnreal terms,

NUMBER OF THE UNEMPLOYED
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Monetary Developments

MONEY SUPPLY
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The man chamctensic of the
manth of February was a decrease inthe
money supply, along with an insigmfi-
cant increase of total liquid assets, high
growth of wtal credits and further in-
creuse 11 comunercial banks” foregn in-
debredness,

A decrease i the money supply in
February compared to the end of Janu-
ary was a reaulr of a decrease in cash i
circulation in the amouwnt of 0,08 billioo
kuna, and @ decrease in the deposit
money o the amount of 02 bidhon
kuna: First of all, it should be noted that
the decrease in moncy supply is a sea-
soral occurrence characteristic for the
month of February, In addition, this
year there were a couple of addmonal
factors at hand: payments of the value
added tax continued to decrease giro ac-
counts of enterprises throughout Febru-
ary; stnct implementation of the new de-
cree an terma of payment in cash by en-
terprises and private persons engaged in
independent  economic  activity  de-
ereased the pormon of cash in dreolanon
which used o remain i the secior of
enterprises and crafis,. The entire de-
crease e deposit money wis recorded in
the enterprise sector, while the deposit
money of the houschold sector reconded
a mild increase in February compared 1o
January,

The slow-down of growth of
quasi-money  continued in February.
Faregn curency deposits grew in Feb-
ruary by modest 0.3 billion kuna (1.0%},
reaching the level of 326 billion kuna.
As o remunder, the average monthly
growth of formgn currency  deposits
throughour 1997 amounted 1o 0.7 hulion
kuna (or 3.0%). Nevertheless, even such
a slow growth rate reflects the last year's
time transformation of deposits toward
longer term.

The kuna deposis increased in
Febwuary by 0.2 billion kuna. The total
growth of total liquid assets in February
amounted therelare 1o minomal 0.2 bal-
lon kuna, reaching the level of 50.7 bil-
lion kuna ar the end of February,

Thus year's total increase in total
credits, amounting to 2,15 bilhon kuna
[or 4.5%), was even more IERtVe Com-
parcd 1o the same penod last year (1.3
billion kuna or 39%). In the totl

amount af the incresse, the merease in
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credit granted to the houschold sector
recorded i February amounted to the
total of 0.8 billion kuna, while the in-
crease in the credit gpranted o the enter-
prise sector amounted to 0.9 billion
kuna,

Banking system's net claums from
the cemral government recorded a dJe-
crease in the amount of 0.5 billion kona
in February, The largest portion of that
decrease refers o the extmordinanly
strong growth of deposit money of the
government with the Croatian National
Bank, due to a steady inflow of tax reve-
nues. Afier the deduction af that effect
from the dbove mentioned fpure, the
total net claims are decreased by 8 mod-
erate 0.1 bullion kuna.

In February, the banks mereased
their foreign indebtedness by a further
0.7 ballion kuna, while at the same fime
increasing their assets by 0.2 billion
kuna. At the end of February, foreign as-
sets amounted o 16 nllon kuna, winle
foreign liabilities amounted w 15 billion
kuna. Despite a significant decrease in
the net foreign assets o the last cyghe
months, they are sull ar the higher ab-
solute level than recorded at the begin-
ning of 1997 and throughour the entire
year of 1996,

In the last twelve month, deposit
money banks' foreign  babihnes  in-
creaserd by 4.8 billion kuna. At the same
time, time structure of foreign liabilities
recarded a sgificant improvement.

LIABILITIES i ilidom funa
Do B Feb ¥ Growth %

Shoet-term 5l B3 12 235
longterm 4.5 K 36 168D

As wisible trom the above table,
long-term foreign halnlines grew ar a
much more significant rate than short-
lenm foreign labilines, thus increasing
their share in eommercial banks' 1otal
loreign indebtedness,

Cin the other hand, foreign assets
are 10 magor pan shor-terme The share
of long-term credits abroad hag been
kept steadily under 3%,

ASSETS m Erllion ks
Dec 06 Fh 98 Grwth %

Sotem 116 152 36 3]
longem 06 06 00 -

It should be stressed here that the
above tables refer only o foregn foreign

DMB's DOMESTIC CREDITS
Constant prices, January 1994
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currency liabilities and assets. Forelpn

FOREIGN EXCHANGE RESERVES AND MONEY SUPPLY kum.l assets and liabilines have been of
neglgnble value.
2250 The servaty af the central bank m
March mamiested sl through both
2504 kuna and fareign curmency rransactions.
2,250 e L The balance of credhit to the central
2 BO0D B : . government remained ar the las
s month’s level of 380 million kuna
R e AR SaA throughout. the entire mooth of March.
‘E LRE0 - oo gt 2 At the end of March, a significant inflow
=
E T T S R R P of tax revenues, as well as successful

placement of bonds in pesetas; enabled
the central gpovernment to decrease the
financing from the central bank to the
usual level of zero. At the same time, and
from the same revenues, the central gov-
crnment also managed 1o repay the for-
eign exchange credit. The increase in
forcign assets of the Croatian National
Bank recorded ar the end of Manch, com-

I.'m et i g e

MOMEY MULTIPLIERS pared to the end of February, totaled {in
e Le the buna amouant) o 470 million kuna
I IELA St {380 million kuna of eredit and 90 mal-
150 lizn kuna of exchange rite differenitials),

. Until March 23, banks were using

W A ' . the lombard credit every day. The aver-
e LA SN ; age daily usage amounted w0 20,1 ml-
lisn kuna. Daily liquidity loans were

136 el N e i b . used on 4 d;},! at the b:gu:mng af the

190 month. Around  the middle of the
moanth, this instrument was re-activated
125 ! [ I Lo M, ' again, for one day only. At the beginning
of the month, we recorded the activation
120 of another rarely used wnstrument - in-
tervention loan. As a reminder, this in-
strumient s considered the “last sanctu-
ary” for any bank with liquidity prob-
lems, The end of the manth brought the
activation of other loans, in the twoal
amount ol 156 milbon kuna.
CNB BILLS, TREASURY BILLS OF THE MINISTRY OF FINANCE AND AND DMB'S Sk ain itimeee tpeiod il e o
FREE RESERVES AT THE CNB struments of reserve Liquudity with the
1.000 central bank restifies that the bgudity of
the banking systern in March was
weaker than in the last couple of
months. Nevertheless, the average level
of commercial banks' giro accounts was
permistently high, at the bovel of 612 mil-
lion kuna.

The growth of prmary money in
the first 25 days of March, compared to
the end of February, amounis to 0.5 bil-
linn kuna

The balance of CNE bulls held by
banks reconded throughout the month of
March was steady at s usual level of 0.9
bilicn kuna. At the end of the month,
the CNE bills amounted o 952 aullion
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kuna, which, wgether with the 278 mil-
bon kuna with the Croatian Bank for
Reconstruction and Development and
Bank Rehabalitation Agency, amounted
to the towal of 1,230 mulbon kuna inreg-
wstered treasury bills,

EXCHANGE RATE

The month of March was charae-
terized by the conbnuavon of the mild
deprecianion wend of the exchange rare
of the kuna 1o relanon to the German
mark, from 352 kuna w 3.53 kuna for
one German mark. There were also
some mild oscillations present through-
oul the month, so that around the mud-
dle of the month, the exchange rate was
at the end-of-February levels, followed
by a more sigmificant depreciauon of the
kuna in the second hall of the month.
Such a depreciation is consequent o the
state of liquidity an the money market,
while the osallations of the exchange
rate have the seasonal character. The
kuna depreciated by 0.62% in March,
compared 1o the lowest exchange rate i
relation to the German mark recorded
thas year (from 3.5087 1o 3.5303 kuna for
one Gierman mark). The value of the
American dollar inereased shightly oo the
world markets in March., Tlas had an
indirect impact on the kuna through the
German mark Consequently, the trend
of depreciation of the kuna to the US
dollar, which has been obwious since
MNovember 1997, continued throughout
March. The maximum value of 6467
kuna for one US dollar was recorded on
March 21, consequent 10 a major m-
crease of the exchange rate of the dollar
on word markets, following the an-
nouncement of the changes in the Rus-
san  government.  Mevertheless,  the
situation on world markets quickly sta.
bulized, binging the value of the dallar
back to the levels preceding the an:
NOUNCETNETIL

The real effecuve exchange rate
stahilized in February following the
shock caused by the increase in retail
prices (and the decrease i producers’
prices}, which was due 1o the introduc-
gon of the value added wax. Therefore,
the real effective exchange rte deflated
by retail prices appreciated in February
by 0.26%, whie i January the appre-
clanon amounted w 1.76%. The index

INDICES OF DAILY NOMINAL EXCHANGE RATES OF
KUNA Y5, DEM AND USD, (January 1, 1995=100)
120
116
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INDEX OF REAL EFFECTIVE EXCHANGE RATE OF CROATIAN KUNA
(IRER1- with retail prices, IRER2 - with producers' prices), January 1994= 100
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MERCHANDISE EXPORTS (f.0.b.), IMPORTS (c.if.) AND TRADE BALANCE
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BALANCE OF PAYMENTS in millions of USD (preliminary data)

Jan.- Dec. 1997 Jan.- Dec. 1996
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MERCHANDISE EXPORTS AND IMPORTS (in millions of USD)
fanoFeb. 1998 Jan-Feb, 1997  Feb. 1998 Feb, 1997
Exports {a.b. 6615 856.8 520,1 373.0

Imparts ¢if 1187.4 13718 5509 7193

Balance S5 -515,0 20,5 M6

Sowroe: Harean of Biaistes |

of the effecuve exchange mte of the kuna
deflated by producens” prices continued
o depreciate at 0.16% in February, fol-
lowing the January depreciation of 1.31%,

BALANCE OF PAYMENTS

The amount of commodity 1m-
ports at oLl party recorded in the fimst
two months of the year reached USD
1,187 .3 millicn, which is 135.4% less than
in the same period last year, February
recorded the lowest level of imporns in
the last two years - USD 5809 million.
Such developments are consequent o
the inmoduction of the value added tax,
which increased the prce of imports and
the remainder inventories of products
imported at the end of 1997, At the same
wme, exparty (ar fLob. panty] amounted
to USD 6648 million in the fisi two
months of the year, This 15 2245 less
than recorded a1 the same penod last
vear. The negative foreign trade balance
amounted 10 USD 523 5 million, which
represents 3 1.7% increase compared to
the last year

Croana amained the deficn of the
current account w the amount of USD
226 billion o 1997, In this amount,
USD 126 billion or 55.8% of the iotal
annual deficit was amained in the last
quarter of the year. This is due to the
unusually high level of impons in the
months pror 1o the mtroduction of the
value added wx, for the purpase of ac-
cumulation of stock. In the total amount
of commodity trade defien of USDy 507
billion, the last quarter of the year par-
takes with USDY 1,70 bilhon, or 33.5%.

The preceding year was character-
iwed by the continuation of high growth
of net revenues in service trade (14.6%
compared to 1996), among which the
most significant was (again) the growth
of toursm {net founst revenues in-
creased by 33.9% compared o 1996 fig-
ures). Transfers recorded a decrease com-
pared 1o 1996, However, the deceease is
in major part explainable by the increase
in the exchange rate of the US dollar 1o
relation 1o the German mark; conse-
quently, translers made in Grerman marks
translate oo lower US dollar amounts,

Even with such a high deficit (es-
tmated at 11.7% of the GIDP), interna-
bonal roserves kepr growing  Conse-
quently, the fnancal account (non-
inclusive of the reserve accounn) amained
a histoncal maximum of USD 234 bil-
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lion. In minor part this was pameipated
o by foreign investment, especially di-
reet foresgn investment, which decreased
by approsumarely USD 200 million (de-
pending on whether we choose o look
at gross or net amount of investment}
compared to [996. In major pam, the
abeve financial account recond was due
to an increase in long-term and mid-
term foreign loans. The inflow of loans
gquadrupled m 1997 compared to 1995
and 1996 tgures, reaching USD 1.65
millien et

MONEY MARKET AND
INTEREST RATES

The growih of the averape daly
interest rates on the Money Market
Zagreh reflecns cenann difficulties with
liquidity iy March, The daily averages
ascillated  throughout March between
10.2 and 120 percent, with the mean
value of daidy averages on the monthly
level pearer the lower bound. Perhaps
the best indicator of problems with hi-
quidity 15 the ingrease in interest rales on
callable lpans w the level of 109, It
should be steessed here, that the imbal-
ance of supply and demand at the be-
ginmng of the month was sgmiicantly
on the side of the demand. Around the
middle of the month, supply and de-
mand aslowly returned into balance,
while round the end of the month, sup-
ply shightly exceeded the demand. Al
though the balance berween the supply
and demand for money on the Money
Market Zagreb was  fnally anained
around the end of the month, the wnter-
st rate on callable loans failed o eoond
a decrease, which only proves for the
presence of interest rate rigidity, which
we already had a chance o witnes in
lanuary thus vear. (Mliquidity of the
banking system o the first hall of the
month s said to have been caused by
pavments af wapes and retirement
benefits, Due 0 wosuccessful mainte-
nance of the necessary average an giro
accounts, the demand for money in-
creased, as well a3 the use of secondary
sources of Lquadity. An addibonal proof
of unsarsfactary liquidity in that pened
15 the decrease in holdings of CNE bulls.
It 15 anteresting o note that the mnterest
rates on CINE balls recerded a shght an-
crease, while at the same time the inter-
st raes on Dreasury Bulls of the Minis-

ANNUAL INTEREST RATE ON THE ZAGREB MONEY MARKET
Daily data

INTEREST RATES ON CNB BILLS
Annuzal level, on auction days
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DMBs' AVERAGE INTEREST RATES ON DEPOSITS
Annual level
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try af Finance smgnated or even re-
corded a shght decrease. This, of course,
contnbutes 1 the diminunon of compe-
tition between the above securities, and
provides the means for 3 bener coordi-
nation of monetary and fscal policy.

CNB bills, yiclding 8.57% for 35
days, D.68% for 91 days and 10.06% for
182 days, continue 10 be profitable in-
vestrnents for commercial banks, since
they serve as good collateral in case of
problems with hqudny, In February,
Treasury Bills of the Muustry of Finance
achieved B90% interest for 42 dave and
9.85% lor 91 days.

Commercial banks' lending rares
recorded 3 slight decrease m February,
This indicates a stabilization in lending
interest tates, following the dysfuncion
caused by uncertainties in connection
with the intmduction of the value added
tax. The most sgmificant, considering it
portion i the 1ol credin, the average
interest rate on kuna loans without the
currency clause, decreased by 02 per-
centage points, reaching the level of
1450% (short-verm loans 14.48%, long-
term loans 14.96%). The avermge inicrest
mate on kuna loans with the currency
clause decreased by 0.] percentage
points, reaching the level of 1523%
(short-term loans 1732%, long-term
loans 12.77%). The average intersst rale
on foreign exchange credit decreased by
approximately 0.5 percentage pounts,
currently holding at the leve] of 15.52%,

February brought diverse devel-
opments in deposit interost rates. The
average intorest mate on kuns deposits
decreased by 0.2 percentage points, now
reaching the level of 4.45% (caused by
the decrease in interest rates on time de-
posits). The average wterest rate oo for-
eign curreacy deposits showed an 1n-
crease (W4 percentage points), reaching
the level of 555% It should be noted
thart this increase was caused in the first
place by an increase in interest rates on
ume deposin. Considering the devel-
opments i interest rates on kuna and
fareign currency deposits in 1997, as well
as the stalalization of lending interest
rales, We expect 1o sec a significant de-
crease i nferest mles on forcign ex
change deposits, as well as gradual de-
crease in interest rates on kuna deposits,

The consequence of developments
in lending and deposit interest rates, as
descrbed above, is stagnation, i.e. a very
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slight increase of the interest rate spreadl.
Indeed, the unterest rate spread recorded
a slight increase compared 1 January,
reaching the level of 1003 percentage
point in February.

STATE BUDGET

The 3193 million kuna surplus re-
vorded on the account of the central
government i Febroary was higher
than any positive monthly balance re-
eoarded throughout the precedhing year
Added 1o the surplus attined in Janu-
ary, it comes up o an amount that
makes for 03% of the expected gross
natignal product for 1998, The total
amount of eevenues and auls attamed in
the first two months of the vear makes
for 17.6% of towal esumarted revenues for
1998, By thewr dynamics, revenues do
not follew the charactenstic seasopl
panern of collecting thar was recorded in
previous years. The nominal year-on-
YEAF INCIEEsE 1N TEVEIUSS, AMOoUnlng o
51.0%: in the first v months, represents
an exraordinary cfficiency in revenue
collecting. The rate of increase in every
tax category exceeded 22% o the year-
on-year level. The value of mevenues
collected from the value added tax in the
first twor months of the year would corre-
spond 1o the linear distnbution of col
lecung by months. & less sigmbicant
monthly increase 1 rewall prices in
Febroary compared to January hgures
revnlomes the belief that the intrduction
of the value added s had 2 one-ume
prce mcreasing effect. Capital revenues
doubled compared to the penod January
« February of the previous year.

The tendencies an the expenditure
sde of the state budget are very sumalar
o the tendencies on the revenue side,
Hawever, the intensity of growth s far
lower on the expenditure side. Expen-
datures inceeased m the Gt tww months
of the year by 17 4% ar an annual level,
with current expendiures recording a
shightly luglier growih rate than the av-
emge, and the capital expenses growing
at a slower mate than the average. Gov-
ermment purchase of goods and servioes
mcreased by 41 8%, Mext mapor indrease
refers 1o anhadies and currem transtens,
Expenditure for government inyestment
projects moreased umulatively by 9.6%
at an annual level.

OUTTURN OF CENTRAL GOVERNMENT BUDGET
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FINANCING OF CENTRAL BUDGET DEFICIT
{in millions of kuna)

TOTAL FINANCING

Jan,-Feb. 1998
3

1998 Budget
2011

DOMESTIC FINANCING

521

2,350

From monetary authorities

7

i

From deposit money banks

415

-1.881

Other domestic financing

B0

371

FOREIGN FINANCING

149

4461

From international develop. institut.

168

1,747

From loreign governments

il

Other foreign financing

106
86

3,106




