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Real Sector and Prices

REAL SECTOR

Inchcators of economic activity in
the third quaner show that aoly indus-
rrtal production and 1ounst overmght
grew onoa year-on-vear basis, Delayed
datz on construchion activily makes 1l
even harder wo draw a definie conclu-
san on gross domestic producr. The es-
bmation of quanerly  gross  domestc
product ineludes both a large number of
indicators and addiienal quanerly re-
warch: therefore the abiove sndicaron
are not sullicient lor a credible appraisal
of total econoomic actmaly o the Hard
uaner,

In the penod January - Ooober
1958, industrial production grew 5.3
pereent compared 1o the corresponding
period of the preceding yvear, while pro-
ductinn decreased 34 pepcent an Olcto-
ber alune October was the first month
in 19985 o0 which industnal producuon
decreased compared 1o the correspond-
g month of the preceding  yvear.
Theretore, the year-on-vear cumulative
increase i inchustnal production o e
first 1en months of the year lailed 16 ex-
ceed the annnal inerease recorded at the
et of September, The largest devrease
in producuon, which had the greatest
influence on the decrease 1n procesang
industry (e, tomal  industry)  outpul,
came from the chemical mdustry {44
perceat), The chemical industry's cu-
mulanve year-on-vear growth of 7.1
percent for the firsk mine months of the
year turned nte w Jdecrease e prodoc-
von of 0.6 percent at the end of October.
Further wgmificant changes i 1he
growth of industoal production were
caused by the decrease 10 the produc-
tion of food and beverages (by 1.8 per-
cent), prodoction of clothes (11.6 per-
cenpt) and production of coke and pe-
troleum preducts (9.6 percent).

The wend curve of industrial pro-
ducnon, which had been dsing con-
stantly since the end of 1593, started 0
decline in August 1998, The year-on-
vear index ol industrial  production
reached i haghest level o the thard
quarter (8.8 percent), wn spute of a shght
decline recorded toward the end of the
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thied guarter. Yeor-on-vear indices ol

PRODUCTION OF FOOD AND BEVERAGES growth of industnal production were
Seasonally adjusted and trend-cycle (1995=100) shghtly lower in the first and second
quarter - they amounted o 6.3 percent

120 and 5.1 perceni respectively.
15 ; N A e B A i It e take a closer ook at the pe-

ricd duning which wndusinial production
decreased (e, the penod from August
to Oetober 1995), we see a (L4 percent
decrease inaindustrial production come-
parcd o the three preceding months,
The largest dechine {among mawer in-

— Seasouully mmm. | dustrial groups) was in production of
—— Trend-ryrle r utermediary products (3.3 percent de-
- crease), the lamgest group, On the uther

2 == hand, the most signilicant increase was
§ E § E E =58 in the energy sector {58 percent), iol-
— lowed by durible consumer goods (3.8

percent).

INDEX, OF PRODUCTION VOLUME IN INDUSTRY BY HAIN INDUSTRIAL GROUPS _(‘dﬁ;"':lwc" c:}mpa.r:d m[_ fh'“; l:m";
period law year, the ndex of industra
Wtk (MBS production (or the penod August - Cic.
130 whber 1998 rose 4.9 percemt, again
| —— Intermediate gous e & manly due to the 7.1 percent increase

| —— Capital ooz SRNERESRPE PR, (I . 58 in the production nfl.'nng}-_
| s Commumer gaods PITITOTTINN ORI, A more detaded analysis ol pro-

duction of encrgy products 1 Croatia
will be shenwn further in the Bullenn. In
1997, energy accounted for 4.8 percent
of wotal industry value added, while the
production of energy in the same year
grew 17.0 percent. In 1998, the growth
trevad slowed significaintdy, The energy
group comprises the production of pri-
mary cnergy and wansiormed forms of
energy. This prosducnion is carned curin
four branches: coal extracton, extrac-

- | tion of crude oil and nutural gis, pro
LM?E;:E:MJ&TIBH {:r?dum le (1995 = 100 duction of coke, oil products and nu-
e : PRI clear fuel, and supply of elecinic energy,
190 gas, stewm wnd hot water, In the last

couple ol years, produchion of trans-
formed energy in Croata excecded the
needs of domestic users: The surplus
has been exported.  Production of
primary encrgy in the penod 1992 -
1997 grew mildly undl 1996, only to de-
\ crease in 1997, reaching the 1992 level,

120

In 1997, production decreased B9 per-
cent compared 1o the precading year, A
very significant decrease occurred in
ks oMk the producnon of hydre-enerpy and
£2 %% col, while production of firewood and
e M crude ol mereased, MNatural gas (33.3
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percent) followed by crude ol (31,6 per-
cent) and hydro-cncrgy (26.0 percent) | TRANSPORTATION - PASSENGERS

account for the largest shares ol prmary. § Seasonally adjusted and trend-cycle (1995 = 100)
STETEY.

The number of passcugers brans- 1
ported in the fist nine months of the
year was 7.3 percent lower than i the 105

same perod last vear, while the index of
traveler muleage was 7.2 percent lower,
The index of the quantity of goods
iraniponted incressed 31 percenr in the
same period (ranly due w the 7.2 per-
cent increase in the second guaner),
while the index of wn kilometers de-
creased 14.0 percent.

The nomber of wounst night-stays
in [998 nereased 3.3 percent compured
to the year before. The increase was
salely due 1a the increase in the number

of foreign wunst overnights. Domestic TOURISH « OVERNIGHT STAYS
tounst night-stays have constantly been Seasonally adjusted and trend-cycle (1995 = 100}

lower than last year's. Most of the in-

| = Becasonally adjusted |

creases n toal rownst night-says came i

int the second quarter {a [2.3 percent ine —— Scasoually adjusted

erease). This favorable picture 15 somne- LU S PR g
what blemished by the first quaner, -

durng which the number of 10uns 200

night-stays decreased by |19 percent
compared to Last year.

PRICES

Retaal prices wereased (1.2 percent
in November, signilicantly less than
September (09 pervent) and October
1.3 percent). Exclusive of scasonal
preducts, prices inereased (L] percent MONTHLY RATES OF CHANGE (%) OF RETAIL PRICES, PRODUCERS' PRICES
Mavember, On the annoal level, prces AND COST OF LIVING
have ipcreased by 59 percent, 001 per-
centage points less than the annual
change i Cerober.,

Such a modest increase in retal
prices was 10 large part the result of the
IO percent decrease in the prices ol
serviced in November, This decrease

was 10 a great extent the result of a de-
crease i the price of public transporta-
v m Lagreb (which, a5 4 reminder,

; . . g 3 Cost of living
increased iy prces ar the beginning of w= Producers’ prices

Olctnber, nnly to return them 1o their
ongnial levels at the begimang ol No-
vember). Prices of goods increased 0.4
percent in Novermnber (the prices of agn-
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INDICES OF RETAIL PRICES, COST OF LIVING AND PRODUCERS' PRICES
Detober 1993 =100
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RELATIVE PRICE INDEX FOR NON-TRADABLE GOODS
(prices of services relative to goods” prices), 1992=100

INDICES OF RELATIVE PRICES OF FOOD AND HOUSING
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culural products ocluding  seasonal
products increased h9 percent and the
prices of agncultural products excluding
seasonal products increased LV per-
cent). Prices of beverages grew 0.7 per-
cent, while other componenis of the
price of goods increased in November at
rtes lower than 0.3 percent.

The cost of living index increased
0.5 percent in November, Within this,
expenses on goods increased by 6 per-
cent, while expomses on services de-
creased by 0.3 percent. The cost of living
wcreased 3.8 percent on an annual level
(expenses on poods increased by 4.6
percent and expenses vn services by 2.9
percent). Among other major contala-
tars to the increase in the cost of living
on the annual level, the largest increase
was in eXpenses on transportation and
postal services (16.] percent), and ex-
penses on education, culre and en-
temainment (143 percent). Producers’
prices of industral products increased
m NMovember at their highest rate 10 the
current year (0.5 percemt). This is only
the lourth month this vear i whach
producers’ prices increased. In Movem-
ber, ie price of enerey increased by the
largest amount this year (1.8 percem)
tue 1o seasonal influences.

EMPLOYMENT AND WAGES

Registered unemploymem at the
end of October amounted o 294,629, an
increase of 7.849 {or 1.7 percent) come-
pared o September. It s the highea
repitered unemployment yet. The in-
crease is seasonal in character and due
to a hagh mflow inw the register. Ir s
comparable to the increase in registered
unemployment in the same month Last
year. However, this year's increase in
registered unemployment occurred ar a
higher level of registered unemploy-
ment, During the first ten months of the
year, average registered unemployment
was 8,881 hagher than in the same pe-
riod last year. Towml employmenr de-
creased throughout Olcinber by 5,004 ar
04 percent, reaching 1,344,062 persons
at the end of the month. In the first ten
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months ol the yrar, average totil em-
ployment was 46,089 ar 33 percent
lower than in the same penod lastyear,

The rate. of unemployment rea-
ched it highest level ever - 18 percent
[Le. U9 percentage pomnis higher than
in the same month last year).

Fullowing the disruption of wend
i September, wages paad  increased
again w Ocrober, Nomuinal net wagpes
amounted to 3,729 kuna, which 15 lower
than the wage paid i August, bur sull
0.3 percent hugher than wages paid an
Sepiember. However, nomioal net wa.
ged in 1he Curment vear were on average
128 percent higher than these paid in
the same period last year. Dellated by
the cost of lving, real net wages grew by
5.7 percent,

MNomanal gross wages inercased in
Getober by 0.5 percent, In the current
year, nominal gross wages have beci on
average 134 percent hagher than in the
preceding year. Real growth of gross
wages 1998 {63 percent) also ex-
ceeded the growth of net wages.

MONETARY
DEVELOPMENTS

October developments  represent
the conumuation af Septenber tends
Trtal ligquid assers decrensed  sigifi-
cantly, along wath commercial banks'
wet foreign assers, while credic and
claums on central government increased
(micderately),

Throughout July snd August, -
tal liquid assets grew ar an average
monthly grewth rate ol 30 percent
This growth ceased in Seprember, re-
sulting in a decrease of 0.3 tallion kuna
ar 06 peroent. The decrease in Oetaber
was even more signilicant - 0.7 ballion
kuna ar L3 percent. Money supply de-
creased n Oetober by one billion kuna
{i.c Ly 72 percent) compared 1o the endd
ul” Seplember, r:auhu:g 129 billion
kusia (1. Joss than [anuary's figure),

Cash, as well as all kuna deposics
of the Astsehold seciur, has been an the
decline for mwo consccutive months.
These deposits are very sensitive Lo

NUMBER OF THE UNEMPLOYED
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Monetary Developments

MONEY SUPPLY

MONETARY AGGREGATE H4

G0

DMB's DOMESTIC CREDITS
Constant prices, January 1993
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fluctuations of the exchange rate, and
although there were no major chunges
in the exchange rate in Cetober, house-
holds continued the Scptember substi-
wuon by the farce of inertia. Foreign
exchange deposits of the household
sector increased mildly i Seprember
and October, Deposit money of the en-
ferprise fector also dececased for the secs
ond consecutive month. At the end of
October 1t amounted w 4.6 hillion
kuna, less than ain Januwary of this year
fwhen 1t stood ot 4.9 billion kuna},
Furthermore, enterpnses” kuma non-
monetary and foragn cumency deposits
with deposit money banks have de-
creased i the last two months. This il-
lustrates how liquidity problems have
grown in the cconomy. That is, the
wansformation of kuna non-monetary
and foreign currency deposits into de-
posit money ncreases the bhquidity of
solvent cconomic  subjects, allowing
them to meet their obligations even il
inflows o therr giro accouns stop.
Hence, the decrease in demand for
money occurred lor two reasons, Depre-
cuaation of the exchange rate induced the
substitution of kuna assets for foreign
exchange assets and decreased activity
induced a decrease in mransaction mo-
ney demand.

The slow down in money supply
growth was also caused by a slow down
of growth of bank credit, which in-
ereased (8 billion kuna (ne. 14 per-
cent) in Ocober. However, this moder-
ate growth was in line with expecta-
tinns. Oin the annual level, the increase
in total bank credit amounts 1o 30 per-
eent, while compared o December 1997
it amounts to 20 percent. At the end of
Ocwober, total credit amounted o 37.8
billion kuna. The growth rate of credu
to the houschold sector continues 1 de-
crease reaching 34 percent at the end of
October. Doubtful and dispured clans
from the houschold secior for loans
granted i domestic currency have been
tising continuously since 1996, How-
ever, their absalute amount, as well as
their share in toal credit 1o the house-
hold sector, is still very law. The annual
rate of growth of credit o the enterprise
sector amounted to 22 percent in Ocio-
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ber {campared 10 41 percent i the pre-
ceding year).

In voptrast o this, banks™ claims
on central government increased in both
September and October. Since signudi-
cant paymenis on foreign exchange
leans became due in October, the cen-
mal government decreased s forepn
currency  deposis with  commercial
banks and arranged for additional for-
eigi. exchange loans with commercial
banks, In September, the contrml gov-
emment incurred 100 million US dal-
lars debt with the cenrral hank. No ad-
ditional debt with the central hank was
mncurred by the central government in
Ogtober. Banks™ claims an central gov-
ernment amounted o 7.1 hillion kuna
at the end of Octaber. This represents a
06 billion kuna inerease compared 1o
September, and 1.1 billion compared ta
August ths year,

et foreign assets of the banking
system decreased compared 1o Septem-
ber. Although this is in pan the result of
a gradual wanster of foreign exchange
fram accounts abmad 16 accounts wirth
the Croatian Mationa) Bank, it 1s also wn
part the result of autonomous develop-
ments. Commer@ial banks” furegn ox-
change hiabiluies have {again) grown for
thy second consecunve maonth, while
their loreign exchange asseny decreased
almnost twice as much 05 the tansfer of
the redeposit obligation te deposit with
the Croatian Mational Bank would have
demanded.

The oo decrease in foreign ex-
change reserves ol the central bank re-
corded throughowt September and Ce-
tober 1998 was replaced in Movember
by d net increase of 20 million US dal-
lars, Tlas tnerease was caused by several
tactors. First is the regular ransfer of a
porton of toreign exchange required re-
serves 0o foreign exchange reserves al
the central bank around 60 million US
dellars {on average] per month The
above process should, according o the
Decision of the Croatan  Natuonal
Hank, proceed unnl May of next year,
Second, net sales of fmreign exchange o
comunercial banks during regular for-
eign exchange auchons with the Croa-
pan Matonal Bank (144 oullion in

GROWTH RATES OF CREDITS TO HOUSEHOLDS AND ENTERPRISES
Relative ta the same manth previous year
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October, 99 million in November) de-

CNB's INTERNATIONAL RESERVES creased, as did net purchase Croatian
Manonal Bank hills {9 millian US dal-

4,000 lars). Finally, purchase of 30 million US
dallars from the central goverament cut

1 1 W DR o P R et the kena Habllides of the tentnl gov-

ernment to the Croatian Nanonal Bank
i1 half

The wnal néet monetary effect ol
forcign exchange transactions between
the cenrral bank and commercial banks
was negative, just like in preceding
months. This cffect amounted w 06
billivn kuna. The outow of kuna lrom
banks' giro accouns caused by fareign
exchange transactions was made up tor
by an addinonal use of lombard credir,
Hewever, the demand tor hiquidity was
fot as great in MNovember as il was in

5

g

millians of USD

g

g

=

o o et
; oreed to buy signifi igher
m 1 =H1/M0 (lft) and md=MA/MO (right) amounts of foregn :xdl:mgt?fmm the
1.5l central lanlk. Consequently, the average
140 vl ST TTee EIFe et (] Vit daily balance of lombard credit 1 use
Ll B T Y e M N decreased from 179 million kuna in
— Dctober to 143 mullion kuna in Nao-

vember,

Although  banks' liguidity was
higher in November than in October
{resulting in an increase in banks’ piro
account balances from 28] million 1o
301 mullion kuna), reserve money de-
creased by 334 mullion kuna, or 4.1 per-
cent. Thit decrease war due 1 a de-
crease i cash al |15 million kuna and a
lurther decrease in banks' required re-
serves (0 kuna caused by a decrease in
the calculation base. The base for cal-

CNE BILLS, TREASURY BILLS OF THE MINISTRY OF FINANCE AND AND DMB'S culation comprises, most of all, of kuna
FREE RESERVES AT THE CHB tuasi money, Lo, kuna savings depasits

1.200 and kuna time deposits of all sectors

[

E
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EXCHANGE RATE

g g

One of the primary tasks of the
Croatian National Bank s muaintaming
the stability of the oavonal curency.
This task was entirely fulfilled dunng
the month of November. Following two
months of (almost condnuous) depre-
ciation, the kuna has become siable
again. The exchange rate of the Ger-
man mark on the exchange list of the
Croatian MNational Bank oscillated be-

millians of kuna

=

T
=
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ween 3.73 and 3,74 kuna for one Ger-
man mark throughout the entire month
of November. At the beginning of MNo.
vember, the exchange rate of the Ger-
man muark amounted o 3.7358 kunpa,
while at the end of the month
amounted 1o 3.7362 kuna, The sable
exchange rate in November was the re-
sult of pemsistent interventions by the
Croatlan Natonal Baok on the foregn
exchange market through formgn ex-
change aucuons. lo these auctions
{which were held four umes during
Movember), 989 rmulbon US dollars
worth of formgn exchange was sold
(mainly German marks), This repre-
sents o 314 percent decrease compared
to October when seven suctions were
held (the highest number of auctions
held in one month). To spite of this, the
highest exchange rate swnce Febrary
1994 was reached once day in Novems
Ler, The Natonal Bank exchange mate
of the German mark reached 37383
kuna at the end of Movember. Sull, the
nominal elfective exchange rate ol the
kuna connnued to depreciate, i spute of
the cessanon af depreciation nf the kuna
against the German mark. Depreciation
of the nominal elfecuve exchange mie
amounted w L0} percent in November.
Thus was mainly caused by the wcrease
in the value of the US dallar and the
Botish pound The real effectve ex-
chaonge rate also Jepreciated  dunng
October and November, as a conse-
quence-of the nominal deprecianon of
the kuna, as well as of the increase in
retad poces and i prces of induserial
products. The real effecuve exchange
rate deflated by producers’ prices depire-
ciated by 317 percent in the [irst eleven
months of the year (according 1o the
prelmunary data), while the real effec-
tive exchange rare deflated hy reral
prices depreciated  (according to the
same prelinyinary data) by 003 percent

BALANCE OF PAYMENTS

The favorable wend in the mer-
chandise trade conunued throughow
the month of Ocober. According o
data supplied by the State Bureau of

INDICES OF DAILY NOMINAL EXCHANGE RATES OF
KUNA ¥5. DEM AND USD, (January |, 1995=100)
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INDEX™ OF REAL EFFECTIVE EXCHANGE RATE OF CROATIAN KUNA

(IREER - vwith retai prices, IREER? - wth producers'prices), January 1994==100 [
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BALANCE OF PAYMENTS in millions of USD (preliminary data)

imdices -
fan - Sept. 198 oSt 97 o~ 0 68

Current account 2782 -1.085.3 24

Capital and financial sccount 5814 6.2 7.1
B international reserves 2134 -1738 1235.7

Wet wrroey and amissions 296 8 219.1 1355
Sourve: ONR

MERCHANDISE EXPORTS AND IMPORTS (in millians of USD)

Jan.-Oct, 1998 Jan-Oct 1997 Oc 1998 Oct 1997
38121 34822 645 ML4
70154 71483 704 e
3,203 46661 0595 48

Exports Lah,

Imiperts ¢4,
Balance

B

Statistics, merchandue exports Lob
amoumed o US0 3,812.] mulbon
the fimt ten monthy of the year, a 9.5
perent mcrease compared (o the same
peniod last year. At the same nme, mer-
chandise impons el amounted 1w
LS 70154 million, a 1.9 percent de-
crease compared to the same peniod last
vear. The merchandise cade delieit
amounted to USD -3 2033 million: a
12,6 percent decrease compared o the
same period last year. Such develop-
ments resulted in an increase i cover-
age of imports by expons from 48.7 per-
cent in the first ten maonths of last year
i 53.3 percent in the first ten months of
this year,

Expressed in kuna, Croatan ex-
pors amounted @ 243033 milhon
kuna wn the fisst ten months of the year
{a 143 percent micrease compared to the
same penod last year), while impors
amounted o 44,7747 mullion kuna (a
L8 percent imerease compared to the
correspanding period last vear).

The largest shares in merchandise
imports (based on cconomie use) are
held by energy and intermediate prod-
cts (398 percent), fullowed by capial
products {313 percent) and consumer
goods (204 percent), while B.6 percent
ol imports remained pnclassified. Com-
pared 1 the same period last vear, the
most signilicant increase came n im-
ports of capital products (5.6 percent),
while the most sigmficant decrease
came 1n imports of consumer goods
{-8.0 percent).

At the end of August, the halance
of foreign debr for subjects fram the Re-
public of Croatia amoeunted o UsSD
7A486.5 mullion. OF that figure, 31.6 per-
cent was medium and long-term debt,
while 8.4 percert was shor-term. The
change in indebtedness in 1998 amoun-
ted o USD 8249 million, in which
medium and long-term  indebredness
changed by USD 7360 mullian, and
shon-term indebtedness changed by
USI» $8.9 million. By secton, the largest
indebtedness was recorded by the cen-
tml government (45.3 percent of the 1o-
tal foreign indebredness), followed by
ather sectors (36,4 percent), banks (153
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percent) and the Cmatian  National
Bapk (3.0 percent). Other sectors and ANNUAL INTEREST RATE ON THE ZAGREB MONEY MARKET
the central government recorded an in-
crease in indcbicdness in 1998, while
banks reconded a decrease in ner del.

MONEY MARKET
AND INTEREST RATES

Interest rates on the Money Maz-
ket Zagreb continued the growsh which
begun 1n October, The average monthly
interest rate increased in (ctober com-
pared w Seprember by slightdy more
than one percentage point. In Novem-
ber, it increased by an additional half a
percentage point Al the same ume, the
weighted daily interest rate oscillated

between 145 and 178 percent, Over- INTEREST RATES ON CHB BILLS

might ransacnons an the Money Marker Annual level, on auction days
continde o ranspare at an interest rate

of 10 percent, A look ar the data from
the Money Market Zagreb suggests sev-
eral observanons. First, enormous de-
mand for kuna s obwvious. Tt manifests
isell irmthe form of demand deuble or
triple supply on the Money Marker

Zagreb. Second, the hugher the umover o Due b 35 days
of a certain day, the lower {as a rule) s @ Thue in 9 duye
l.h: avoragc dai[y i[ﬂcl’ﬂl rate, %fll [T e e Pue in Tﬂdl.rl ¥

wrnover is high, the sharc of callable
loany inereases, Throughout November, P
interest rates on these loans ofien fell as % s
low as 13 percent, although the usual

price has been aroond 15 percent, Con-
sequentdy, the share and influence of

i 2 -
long-tem loans, priced at 18 10 20 per- B pyg AVERAGE INTEREST RATES ON CREDITS IN KUNA
cent, de¢reased. Third, there were lour

: Annual level

umes a5 many overmight tmnsactions as
daily rransaenons in November. Closing 94
ofie's gao accounts through the Money

Market is obviously much more practi- I L — e D AR
cal than applying 1o the Croatan MNa-
tional Bank for lombard ar (unwanued) s
nterventive credn. 16
The primary market [or shon-1erm

secunties of the Croatian Natiopal 14
Bank and the Ministry of Finance
showed no majar changes. Kuna bills of
the National Bank of Croatia continue
to decrease, despite favorble interest
rates that have not changed since May
af this year. They soll amount 1o 9.5
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pereent on bulls with 35-day maturity,
DMBs' AVERAGE INTEREST RATES ON DEPOSITS 105 percent for 91-day maturity and
Annual level 11.0 percent for [32-day  maturmy,
There are two reasons for decreased
purchases of CNE bille. First, the need
for kuna 18 more important than the

benetits inherent i thas secunty {possi-
ble collateral when applying tor lom-
bard loan or for pamcipanon m repo
auenons), The secand reason is the pos-
sibiliry of purchasing foregn currency
Lulls. Foreign currency bills can be used
for the samc purposes as kuna lalls,
while at the same rime commercial
banks can wse forcign currency CNR
bills as a means of securing loreign
currcncy assets in fear of depreciation of
the kuna. Interest rates an these weuri-
ties have rsen slightly, For instance,

CHFFEREMCE BETWEEN INTEREST RATES ON CREDITS IN KUNA AND interest rates (according to data from the
INTEREST RATES ON DEPOSITS IN KUNA last auction of CNE bills) on bills with

fii-day mamnry amouned o 353 per-
cent (Gierman mark) and 5.20 percent
(US dollar). Interest rates on Treasury
Bills &f the Musistry of Finance did naot
change in November,

Ii was ebvious thar the whaoles
sitwation: with increased  demand  for
kuna in Ocwober (referred to in lass
month's Bullenn) would cause an in-
crease 1 commercial banks' lending
= rates. Such expectations were based on

g ;E E B & & BE & EF é % 3 data on developments in commercial

banks" interest rates in October, The av-
Matle sprend |5 pafrulated 55 & difference belweon lileres miles oo pon-lndmed crodils in kina
sl Enderest rates an nos-indmoed diepesits in kuna

—— Thoposits in kuna
——— Depositz in fic

8% §EE

18

erage interest rate an kuna beans with-
out the currency cluuse mercased by 0.7
percentage points (1o 16.3 percent), The

ARREARS REPORTED TO PAYMENTS INSTITUTE | average interest rate on kuna loans with
the currency clause increased by 0.9
1a,000 percentage points (to 4.3 pereent), In

the first case, growth was the result of an
increase in the average interest eate. on

13,000 || = Arrears {left)
—  Ratioof arrears to M4 {right) )
M. e e e e e e i i short-term loans, In the second case,

growth was induced by an increase in
the mterest rate on both short-term and
long-term loans. Such significant growth
cannot be attribured selely o the in-
ereased demand for the kuna, An addi-
tional factor is the dramatic increase in
the number of registered interenterprise
arrears in the last six months (i abso-
lure amount and as a portion of M4},
Since the average interest rate om
kuna deposits decreased by (0.2 percent.

B




State Budget 21

age points, the nterest rate spread in-
ereased w0 11,7 perceniage points,

STATE BUDGET

Revenues rallected in Octobser ex-
ceeded expendiiures by 460 millicn
kuna. The Octaber surplus was spem
(ogether with 2 smaller net debit with
damestic sectors) o formign debt re-
pavment. In the first ten months of the
year, the central government recorded a
sirplds of 1,654 million kuna, Tha
surplus was spent primanly an repay-
ment of public debr, which refers
“old™ loresgn currency savings (almost
80 percent of estimated debt repayment
for the enure vear was realized through
Mavember), and parually on repayment
of & portion of foreign debe. It 1s impor-
tant 1o nete that debr repayment 1 do.
mesie sectors 15 no longer based on niet
loree mdebtedness {as was the case
pr:ccding vean), bur on the current
savimgs ol the central puvernment.
Muoreover, we can note that the foreign
debt of the cemral grvernment has also
been decreasing at the expense of the
central government's own current sav-
ings.

Replenishing of the state budger,
e, the collection of budget revenues in
the fisst ten manths of the year is con.
sidered sasfactory. Up 1o MNovember,
325 percent of estimated budger reve-
nues had been collected, Satisfactory
collection of budget revenues s mainly
e result of good (above expecied) re-
suls i the following revenue jtems:
value added tas, income tax and profit
lax

Expendinires were realized at the
rate of VRS percent of (otal estimated
expenditures for 1998, Major savings (in
the sense of realizanen of the budget
below 833 percent at the end of the ten-
manth periud] were achieved in capital
expenditures. Savings were achieved in
all other expenditure items, with e ex-
cepition of expendilures for purchase of
goods and services. The level af realiza-
ton of thes expenditure tem amounted
ti B6.7 percent at the end ol Oclober,

OUTTURN OF CENTRAL GOVERNMENT BUDGET

B0

"'.lm e i g

:”:m i e e o

——— Tevente and grants
Expendtiture and net lending
Surplus/ defici

2,000 7

1,00

CENTRAL GOVERNMENT DEPOSITS AT THE CNB AND BANKS' GIRO ACCOUNTS
2000

¢ e igithe’ e eeumly
Girvernment
= === CNB bills o (rvernment |

FINANCING OF CENTRAL BUDGET DEFICIT
{in millions of kuna)

Jan. - Qct, 1998
-1 fibd

1998 Budget

TOTAL FINANCING

DOMESTIC HINAKCING -1 457
From other general povernment 1490
From monetary authorities 47
Trom deposit money banks
Other domestic financing 54

FOREIGH FIKAKCING
From internatonal develop. institutions
From forergn governments
Other foreign financing
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