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Weekly overview

The flash estimate of the Croatian Bureau of Statistics shows that the quarterly GDP for the
third quarter of 2016 grew by 2.9% in real terms versus the same quarter of 2015, in line with
our expectations of a 3.0% growth, which shows a continuation of positive trends from the
first two quarters where the growth rate amounted to 2.7% i.e. 2.8%. According to the
released seasonally adjusted data, GDP increased by 1.7% versus the previous quarter,
recording the largest qoq growth since the first quarter of 2008. According to the expenditure
approach, personal consumption recorded a yoy real growth of 3.4% (the highest growth
since 1Q2008 again), while government spending recorded a real growth of 2.1% and
investments 2.9%, which is a slowdown compared with the previous two quarters where the
growth of investments amounted to 4.3% and 6.5% yoy, respectively. The export of goods
and services rose by 6.3%, where the growth rate of the export of goods was 2.4% and the
growth rate of the export of services 7.4%, consistent with the trends signalled by the
indicators of physical movements during tourist season. At the same time, the import of
goods and services rose by 6.0%, where the growth rate of the import of goods was 4.9%,
while the growth rate of the import of services was 11.1% compared with the same quarter
last year. In line with the indicated movements, a positive contribution of net external demand
to the total GDP growth was 1.4 percentage points. We expect the last this year's quarter to
round off this year's positive movements, which may also be seen from the data released so
far, according to which the industrial production in October recorded a growth of 1.8% yoy,
while the real-term growth of retail trade in October accelerated to 5.3%. Therefore, our
estimate is that the real-term growth of GDP yoy will be around 2.7%. Consistent with the
revised expected growth rate for 2016 and the estimate that our largest export markets will
continue the similar growth pace as in 2016 and also the anticipated positive effects of the tax
reform as well as according to the Fiscal Policy Guidelines based on the growth of
government spending, our estimate of the 2017 growth will be revised upwards, as expected,
towards the anticipated growth rate for 2016 (a release of a new macroeconomic forecast is
expected in mid-December).

The construction works volume in September, according to the wda data, rose by 2.0% yoy,
while a decrease of 0.2% was recorded at a monthly level, according to the seasonally and
working-day adjusted data. The volume of construction works on buildings (with a 44.7%
share of hours worked on sites) increased in September by 9.6%, while the civil engineering
works volume (a 55.3% share of hours worked) decreased by 4.0% yoy (drop of activities for
the seventh consecutive month), partly due to the absence of investments in large
infrastructure projects. From January to September, construction activities were up by 2.7%
yoy, partly due to larger EU funds utilisation, whereas a slow recovery of the sector may be
seen from the data on the number of job openings in the category Construction (I-IX 2016:
+22.2% yoy). The volume of construction works on buildings over the indicated period rose

by 9.7%, while the volume of civil engineering works decreased by 3.2% yoy. Over the first



nine months, a total of 5,556 building permits were issued (+23.7% yoy) with an anticipated

value of works amounting to 15.7 billion kuna (+13.3%).

The total number of persons in employment in October declined by 0.7% versus September
(to 1,392,235 persons), which is mostly a result of the end of the tourism season. The mom
number of persons in employment in Crafts and trades and free lances recorded a decline of
5.6% (to 188,446 persons), in Agriculture by 0.2% (to 19,682), while the number of persons in
paid employment in legal entities rose by 0.1% (to 1,184,107), where the largest positive

contribution was in the category Education (5,734 newly employed or +5.6%).

For September, the average monthly paid off net earnings per person in paid employment in
legal entities amounted to 5,624 kuna (gross: 7,664 kuna), which is a mom nominal decrease
of 0.9%, and a real-term decrease of 2.0% (gross: -1.5% and -2.6%, respectively). At the
annual level, the average monthly net earnings increased in nominal terms by 1.4%, while in
real terms by 2.3% (gross: +1.8% and +2.7%, respectively). The median net earnings for
September amounted to 4,921 kuna, while the median gross earnings amounted to 6,346

kuna.

US dollar corrected, kuna slightly weaker

Despite of the favourable GDP movement indicators, which have further supported the market belief

that the Fed will raise the interest rate this month, the dollar, in anticipation of such a development,

has slightly moved back from the record levels of the previous week, posting a technical correction.

Trading on Friday closed at 1.0664 dollar to the euro, up by 0.7% wow.

The period of stability in the domestic FX market has continued and the EUR/HRK exchange rate

remains around 7.54. The mid-exchange rate on Friday amounted to 7.5396 kuna to the euro, up by

0.2% wow, while the kuna against the dollar strengthened by 0.2% to 7.0834 kuna to the dollar. This

week, we expect trading in the range 7.53-7.56 kuna to the euro.
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Money market calm

Interest rates stayed the same and the overnight Zibor rose by 1 b.p. to 0.54% wow, 1M remained at
0.70%, while 3M at 0.87%. At the regular reverse repo auction, CNB injected 80 million kuna at the
fixed repo rate of 0.3%, 200 million kuna less than the week before, while the ZMM turnover was
significantly reduced to 77 million kuna with the average daily excess of supply over demand of 336

million kuna.

Last week, 0.85 billion kuna in T-bills matured, whereas a total of 0.7 billion kuna and 31.5 million
euro in T-bills were issued, due to which the government debt under the issued T-bills rose to 29.1
billion kuna. Kuna T-bills were issued with a one-year maturity and at an unchanged interest rate of
0.7%, while euro T-bills, also with a one-year maturity, were issued at the interest rate of 0.05%, 5
b.p. lower than the previous issue. This week, a total of 1.3 billion kuna in T-bills will mature and the

auction with the planned amount of 1.1 billion kuna has been announced.

T-bills ZIBOR
Source: MoF Izvor/ Source: Reuters
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Crobex down wow

The total ZSE turnover amounted to 121.1 million kuna, down by 87.3% wow, as a result of a
decrease in the turnover in bonds of 91.3% (to 79.5 million kuna), while the turnover in shares rose by
3.0% (to 41.6 million kuna). The Crobex index closed the week at 1,986.33 points (-0.3% wow), while
the Crobis closed at 108.86 points (-0.1%). CROBEXtourist closed the week at 3,141.22 points (-
1.2%), CROBEXindustry at 1,184.05 points (-0.1%), while CROBEXconstruct closed the week at
521.78 points (+0.6% wow).
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Statistics

Industrial production, wdayly % ch.
Source: Eurostat

10
108 4
8
106 4
6
104 4
4
102 4
g ‘s
i 100 4 o >
& 984 2 ;
96 4
94 6
92
90 -10
| ol sl 1 Jol b {31 Tel el 1o ol b [s] Ts] fel 171 lol b [l Lol le] [¢] Io
2013 2014 2015 2016
=== IND_wda ——IND_trend
Construction works, yly % ch. and index 2010=100
Source: CBS
80 10
‘ :
575 TR 1 |||I|I| .
[T
H] s
70
-10
65 15
JMHHMHJMHHMHHMHHMHWMHHE
2013 2014 2015 2016
= wda y/y % change (right) ~——trend index 2010=100 (left)
External debt, amount and share to GDP
Sources: CNB, CBS, PBZ
50.000 116%
49.000 / \ 114%
48.000 \ / e
110%
47.000 108%
46.000 106%
45.000 104%
102%
44.000
100%
43.000 98%
42.000 96%
357911‘1357911‘1357911‘1357
2013 ‘ 2014 ‘ 2015 ‘ 2016
s Total, EUR mill e External debt/ GDP (rhs)
Total unemployment and unemployment rate
Source: CBS
350.000 22,00
330.000
310.000 20,00
290.000 18,00
270.000
250.000 16,00
230.000
210,000 14,00
190.000 12.00
170.000 '
150.000 10,00

= Unem ployment

===Unemployment rate, registered, % (rhs)

Retail trade, real, wda yly ch.
Source: CBS

115 4 6
4
110
2
o1 Ll ikl
2 L] L. 0
2 2
~ 100 1 2
4
95 4
)
90 8
Aol Tol TeT Tol Bl TaT el Tsl Tl To A aT Tl el Tl Tol B [T Tol el T Tol
2013 2014 2015 2016
= RETAIL TRADE TOTAL_wda ~——RETAIL TRADE TOTAL_trend
Goods exports and imports (y/ly % ch. and mill €)
Source: CBS
4400 30
25
3900
20
3400 15
2900 10
= 2400 5 >
E <
- I (W] 1 1 II |I II,|I|_.I II |||II .IIl_II_ II 0
1900 I Il I | |
5
1400
-10
900 45
400 20
®imports (mill €, lefl) ®Exports (mill €, left)y WImports (yly % ch., right) = Exports (y/y % ch., right)
General government debt
Source: CNB
350.000 100,0%
90,0%
300.000 T
‘/*//_N 80,0%
250.000 70,0%
200.000 60.0%
50,0%
150.000 40,0%
100.000 30,0%
20,0%
50.000
10,0%
0 0,0%
13 5 7 9111 3 5 7 9 11]1 3 5 7 9 111 3 5 7
2013 2014 2015 2016
GG debt (hrk mill- left)  ====GG debt (% GDP - right)
Wages, monthly average
Source: CBS
5,0
F 45
4,0
F 35
3,0
F25
2,0
15
1,0
- 05
0,0

= Gross wages, HRK

mmm Net wages, HRK

Net wages, real yly, % (rhs) —4—Net wages, nominal y/y, % (rhs)



6,0 7

4,0 4

2,0

0,0

2,0 4

-4.,0 1

6,0 4

-8,0 1

4,0

2,0

0,0

>
°

7,0

4,0

Prices, yly % change
Sources: CBS, CNB

Al 18l fsl f21 1ol A |3l fsl 1s] [2] le] bl [3] [s] lel [2] fel b [3] [s] Is] [2] o]

2013 2014 2015 2016

—C P === PPI, domestic market = Core CPI

Loans, yly % change
Source: CNB

1l fsl [s] 7] ol i [1l [a] [s] [7] Tol 14 [4] [a] [s| 7] o] i 1] [a] [s] I7] [s|
2013 2014 2015 2016

— Total ~—— Non-financial corporations

Interest rates on long-term loans, fx clause, euro (new business), %
Source: CNB

3 5 7 911 3 5 7 9 11 3 5 7 9 11 1 3 5 7
2013 2014 2015 2016

——Housing loans ——Loans to non-fin corporations

20,0

- 15,0

10,0

-5,0

-10,0

-15,0

-20,0

30,0

25,0

5Y CDS Spread, bps
Source: Bloomberg

e e e e e L e e e e e e e eeeeeeee

S s 5 5 o S S S s o s s o s s s 5 5 5 5 o

N 8§ 8§ 8§« N § &8 8§ 8§ 8§ &8 &8 & & & & & &8 8«

T £ = = = T = = = e T

g 35 88 =& e g § & 3§ 8§ 8 8 5 ¢
—— Croatia Hungary ——Romania ~——Bulgaria

Deposits, yly % change
Source: CNB

I

1l Jal sl [zl Tl bl (41 faf [l 121 lol |1l lal [s] [7] [o] b [4] [a] |s| [2] s
2013 2014 2015 2016

— Total === Non-financial corporations ~==Households

Interest rates on short-term time deposits (new business), %
Source: CNB

3 § 7 9 11 3 5 7 9 11 3 5 7 9 1 1 3 5 7 9
2013 2014 2015 2016

== Households, euro ~==Non-financial corporations, kuna



RESEARCH OFFICE
lvana Jovi¢
Ana Lokin

Ivan Odrcié

TREASURY
Eugen Bulat

LEGAL DISCLAIMER

This publication is issued by PRIVREDNA BANKA ZAGREB-DIONICKO DRUSTVO, Zagreb,
Radnicka 50 (hereinafter: PBZ) and aimed at clients of the PBZ Group. This publication is intended
for information purposes only and may not in any way be considered an offer or invitation to
purchase any property or rights mentioned in it. The informative nature of this publication means that
it may not serve as a substitute for the personal judgment and assessment of any reader or anyone
who receives this publication. The information, opinions, analyses, conclusions, forecasts and
projections given here are founded on publicly available data whose accuracy PBZ relies on, but
cannot guarantee. Accordingly, all the opinions, attitudes, conclusions, forecasts and projections
given in this publication are subject to changes, which depend on changes to the data as published
by the source used. PBZ allows further utilization of the data given in this publication on the
condition that the publication is indicated as the source. All the property mentioned in this publication
and whose movement is the subject of comment may from time to time be the subject of trade or

positions taken by PBZ.



