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Basic Data

Area

Population, mid-1980
Total
0f working age
Workers temporarily employed abroad

Gross soclal product, 1980 (at
current prices)

GNP per capita, 1980

Sector share in gross social product,

1980 (in per cent; at current prices)

Agriculture
Industry
Construction
Services

Net income per employee in the
soclalized sector, 1980

National accounts aggregates (increase

in per cent; at constant prices)
Gross social product

Total domestic expenditure
Private consumption

Public consumption

Gross fixed investment

Agricultural production
Industrial production
Construction activity

Selected economic statistics (increase

in per cent)

Retail prices

Industrial producer prices

Net income per employee (in the
socialized sector)

Real wages

Unit labor costs in industry

Money; end of period

Quasi-money; end of period

Domestic credit; end of period

Exports; volume

Imports; volume

256,000 sq. km.

22.3 million
14.4 million
770,000

Din 1,564.6 billion

US$2,260

12,2
36.3
10.6
40.9

Din 88,416 (US$3,550)

1979 1980 1981 1982
Preliminary Projection

7.0 2.4 2.2 2.5
9.2 -2.4 -0.6 0.1
6.0 0.3 _100 bt
7.9 1.6 -0.8 -0.2
406 _106 _4.5 _6.0
5.3 ~1.8 1.0 4.0
7.9 4.4 4.1 3.5
9.7 4.0 ~8.0 =445
21.9 30.4 46.0 20.0
13,2 27.3 46.0 21.0
20.5 21.5 34.0 20.0
- —700 “600 -
14.9 19.7 33.0 20.5
19.0 23.0 23.5 16.9
26.0 36.4 30.0 21 .4
26.9 28.8 22.0 18.3
1.6 11.0 3.0 8.3
1209 —10.5 _708 0.5



1979 1980 1981 1982
Preliminary Projection

Public finance (in billisns of dinars)

Consolidated public sector

Revenue 470.7 587'6 saes e e
Expenditure 469.8 598.3 cee ces
Federal budget
Revenue 93.6 109.4 161.3 203.9
Expenditure 97.3 129.7 163.4 201.6
Balance of payments (in billions of
SDRs)
Exports, f.o.b. 5.3 6.9 8.8 10.8
Imports, Coi.f. _10.9 _1106 -13.2 -15.5
Trade balance -5.6 -4.7 ~4.4 =4.7
Services and transfers, net 2.8 2.9 3.3 4.3
Current account balance -2.8 -1.8 -l.1 -0.4
Net capital inflows (including
errors and omissions) 1.8 l.6 0.8 -0.1
Reserve movements (increase in
agsets =) 1.0 0.1 0.3 0.5
Gross official reserves; end of
period 1.0 1.1 1.4 1.4
Selected ratios (in per cent of GSP)
Gross fixed iuvestment 36.0 34.3 jl.l 28.5
Domestic savings 37.1 39.9 39.4 39.5
Current account balance =640 -3.6 -2.0 ~0.8
Money supply; end of period 32,2 29.5 25.5 24,2
Quasi-money; end of period 49.4 50.2 45.6 43.3
Public sector expenditure 40.3 38.2 s aen
Federal Govermment expenditure 8.3 8.3 7.3 7.3
Federal Government budget balance -0.3 -1.3 -0.1 0.1
External debt (in convertible
currencies) 20.1 23.4 24,7 25.7
External debt (total) 22.6 25.9 27.2 28.2
Selected ratios (in per cent of
indicated variables)
0il imports to total imports 17.4 23.6 ~4.0 24.5

External debt service to exports
of goods and services (total) 17.2 17.0 19.8 17.1



External debt service to exports
of goods and services (con-
vertible currency area)

IMF, as of January 25, 1981

Quota

Fund holdings of Yugoslav dinars
Cumulative allocation of SDRs
Holdings of SDRs

Exchange rate (January 25, 1981)

Buying rate

1979 1980 1981 1982
Preliminary Projection
19.3 19.9 21.9 20.5

SDR 415,5 million
SDR 1,491.0 million
SDR 155.2 million
SDR 71.9 million

Din 43.3637 = US§1



I. Demand, Output, and Employment

1, Introduction

The rate of growth of aggregate production recorded a marked slow-
down in 1980/81 after rising at a rapid rate throughout most of the
1970s (Table 1). The deceleration has been associated largely with the
deliberate restraining of domestic demand, particularly with respect to
fixed investment. Real final domestic demand fell by 0.3 per cent and
2.2 per cent, respectively, in 1980 and 1981 as fixed investment declined
by more than 6 per cent over these two years. With the growth of real
GSP (gross social product) decelerating to a lesser extent, and rising
by just over 2 per cent in both 1980 and 1981, there was a substantial
narrowing of the excess domestic demand that had built up in the late
1970s8. The decline in the rate of economiec growth has been reflected
mainly in a fall in the rise in labor productivity rather than in a
marked slackening in the growth of employment. In fact, the actual
increase iIn employment in 1981 have exceeded the planned rise despite
a lower-than-planned level of real economic activity.

For 1982 and the remainder of the Medium-Term Plan period (1981-85),
real GSP is expected to rise at annual rates, increasing from 2.5 per
cent in 1982 to about 4.0 per cent in 1985. Further substantial reduc-
tions in the rate of fixed capital formation are projected, while
increases in private and public consumption expenditures are to be
restrained. The achievement of modest growth rates of real GSP over the
remainder of the plan period will be contingent upon the good performance
of exports, which in volume terms are projected to rise at a rate of
10 per cent per annum over the years 1982-85. Employment is expected to
continue to increase at a rate of just over 2 per cent per annum and be
in line with the growing labor force. Agricultural production, which is
projected to rise at an annual average rate of 4.7 per cent over the
years 1982 to 1985 is expected to make a greater contribution to the
growth of output than in previous plans.

2. Demand

All major domestic demand components rose at a rapld rate in the
second half of the 1970s, with final domestic demand rising at an annual
average rate of 7.8 per cent over the years 1976-79. The fast advance
in domestic expenditures was spearheaded by the rise in fixed investment
outlays. As a result of the sharp cutback in 1ncreases in fixed invest-
ment and private consumption, the growth of final domestic demand was
halted in 1980 and sharply reversed in 1981, when this aggregate declined
by 2.2 per cent. The only domestic expenditure component recording a
rise in 1981 was investment in stocks as inventories accumulated because
industrial production rose steadily in the face of falling domestic
demand .



a. Investment

The rapid growth of fixed investment in the 19708 was widespread and
increasingly placed strains on the economy's real, financial, and foreign
exchange resources. As a rising proportion of the fixed capital forma-
tion resulted in a duplication of existing productive capacity, was not
based on comparative advantage considerations, and was excessively capi-
tal intensive, it did not generate the desired increase in output, espe-
cially that of tradable goods. Also, in a number of large-scale projects
that had been recently completed, excess capacity existed partly because
of shortages of local raw materials. Another feature of the pattern
of fixed capital formation durinz the 19708 was the increasing fragmenta-
tion of investment along regional lines. This was the result of the
prevalence of negative real interest rates and regional and local consid-
erations affecting the capital allocation process. The decline in the
efficiency of investment in the 19708 was indicated by the rise in the
incremental capital output ratio, which increased from 4.6 in the 1971-75
period to 5.8 in the 1976-80 period.

To deal with the excessive level of investment and channel invest-
ment funds into priority areas, the authorities, beginning in 1979 and
to a greater extent in 1980, introduced a number of measures. The use of
bank credit for nonpriority investment projects was sharply curtailed,
while the commencement of such projects in the public sector have been
banned, with the exception of some investment outlays for housing, health,
and education. Also, it was required that, in the allocation of foreign
credits, at least 80 per cent be distributed to priority sectors, and
that rebates of customs duties on imports of certain goods not produced
domestically be given when such imports were destined for priority sec-—
tors. While these measures were effective in curbing the rise in real
fixed capital formation, they were less successful in reorientating
fixed investment toward priority areas. The share of total fixed invest-
ment in priority sectors, such as energy, agriculture, and tourism, is
estimated to have fallen in 1980 compared with the average for the
previous four years (Table 2).

Thusg, in the formulation of the 1981-85 Medium-Term Plan renewed
efforts were made to devise policies to increase the flow of investment
to priority areas. Given the fact that the Medium-Term Plan, and par-
ticularly the revised version, has been formulated at a time of rising

concern about Yugoslavia's external debt servicing capabilities, external
targets and constraints have had a preponderant influence on the Plan's

investment targets and strategy. Accordingly, the creation of productive
capacity in export-oriented activities and in import-substitute activites
are given priority in the investment strategy. With reference to export-
oriented activities, priority is being given to modernizing capacity in
the nonferrous metals, chemicals, textiles, footwear, and furniture
industries, and to expanding capacity for tourism. In the energy sector
the focus of investment will continue to be on the development of domes-
tic energy sources. It is planned to reduce imported energy as a pro-
portion of domestic energy consumption from 44 per cent in 1979 to less
than 39 per cent in 1985, largely through the development of local coal

il
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resources and the harnessing of hydro-electrical and nuclear power. How-
ever, because of the substantial savings in domestic energy consumption
over the last two years, the investment program has been scaled down, 1/
In the development of domestic raw materials, there will be continued
emphasis on the primary phases of ferrous and nonferrous metals, some
nonmetallic products, and certain basic chemicals. The revised Medium-
Term Plan is characterized by some narrowing of priorities insofar as
investment in the development of petrochemicals and investment of certain
production matarials such as cement will not be undertaken. Shipbuilding
and the production of capital eguipment are designated as priority sec-
tors and are expected to Improve theilr export performance over the plan
period. 1In the agricultural sector, priority 1s being given to crop

and livestock production. In the transportation sector attention is

being focused on modernizing the railway system and some additional
highway construction.

For large investment projects, especlally those in the energy sector
and in the iron and steel industries, the pooling of capital resources
across republics and provinces is being strongly encouraged. With
respect to policles to reduce disparities between the more developed
regions (MDRs) and less developed regions (LDRs) of Yugoslavia, inter-
regional resource transfers via a federal fund will contlnue to play an
important role. Over the plan period, the MDRs are to contribute
1.83 per cent of their social product to these transiers; the least
developed region, the autonomous province of Kosovo, will be specially
favored in the allocations. A novel feature of the new Plan 1is that up
to 50 per cent of the resources transferred to the federal fund can be
used for the financing of joint ventures between the MDRs and the LORs,
to be located in the LDRs. In order to help alleviate the relatively
high levels of unemployment in the LDRs, it is planned to increase capi-
tal formation in the development of local raw materials, especially
coal, and in labor-intensive projects at a faster rate than in other
regions.

Information on recent stock movements is incomplete. Using partial
data, no clear trend can be discerned in investment in inventories during
1980, However, over the last year there seems to have been a marked
increase in the level of stocks in the industrial sector, as oroduction
recorded sizable gains in the face of declining real domestic expendi-
tures. By October 1981 the volume of stocks of finished goods and raw
materials in the industrial sector were 8 to 9 per cent above their level
of a year earlier. In recent months stocks appear to have increased at
an even faster rate.

b. Private and public consumption

Private consumption, which is the largest domestic demand component,
rose in real terms at an annual average rate of 5.6 per cent over the
vears 1970-79. The rapid growth of personal incomes in the socialized

Corracted: 2/22/8

1/ Whereas the original Plan envisaged crude oll imports of 14 mil-
lion tons in 1985, it is now expected to be closer to 12 million tons.

n
&



sector, in particular, together with substantial increases in household
receipts from transfer payments and remittances from Yugoslav workers
abroad, largely accounted for the strong upward trend in private consump-
tion. Beginning in 1979 and intensified in 1980 and 1981, the authori-
ties took measures to restrain the growth of personal incomes (see below,
pPp. 20-21). These measures in conjunction with higher-than-expected
rates of inflation led to a sharp deceleration in the growth of real
personal incomes, that in 1980 and 1981 was manifested by significant
declines in real personal incomes. In response to these developments

the increase in real personal consumption was halted in 1980 and in 1981
it declined by 1 per cent. The falls in real private consumption would
have been much greater in the early 1980s if household receipts had not
been boosted by continued rises 1in workers' remittances from overseas.

In addition, the rise in domestic wealth arising from the increase in the
dinar value of widely held foreign exchange deposits, 1/ resulting from
the considerable depreciation of the dinar in 1980 and 1981 probably

made households less reluctant to use their savings to finance domestic
spending.

Public consumption expenditures rose very rapidly over the 1970s and
contributed to domestic rmsource strains. As part of the economic stabil-
ization efforts in 1980 and 1981, current expenditures of the public
sector were restrained. In 1981 the contribution rates levied on incomes
of workers and enterprises for financing general and collective consump-
tion were reduced and there was a resultant downward adjustment in outlays
{or these purposes. In the event, real public consumption rose by only
1.6 per cent in 1980 and fell by 0.8 per cent in 1981, after rising at an
annual rate of 6.9 per cent over the period 1976 to 1979. It should be
noted that the public consumption figures in Yugoslav national accounts
comprise only nonwage expenditures of the public sector. If personal
income payments in the public sector were included in public consump-
tion, the falls in this aggregate in real terms in 1980 and 1981 would
be much greater because of the very sharp declines in real wages of
public sector employees.

3. Output

There has been a considerable deceleration in the output of most
productive sectors in the early 1980s. Although the growth of industrial
production has been substantially reduced to an annual rate of about
4.0 to 4.5 per cent, the industrial sector has continued to be one of
the most dynamic areas of the economy (Table 3). With the sharp cutback
in fixed capital formation, activity in the construction sector has been
adversely affected, especially in 1981 when real valuce added fell by
8.0 per cent. Output from the agricultural sector in 1980 and 1981 was
particularly disappointing and well below plan targets. In general,
production from the services sectors have slowed down in line with the
slackening in overall real economic activity.

}/ At the end of October 1981 foreign exchange deposits held by indi-
viduals amounted to Din 279 billion (about $7.2 billion) and were esti-
mated to be equivalent to 56 per cent of the quasi-monetary deposits of
the household sector.



a. Industry

Although the growth of industrial production decelerated to 4.4 per
cent in 1980, it was in line with the annual plan target, Industrial
production slumped in the first two months of 1981 when shortages of
production materials were encountered. However, in the following months
there was a strong recovery in production. Thereafter, the persistence
of weakened domestic demand conditions and mounting stocks dampened
industrial activity. As the data in Table 4 indicate, the deceleration
in the growth of industrial output across industries was very uneven,
The divergent growth rates of the various industries are partly attrib-
utable to the development strategy being pursued by the Yugoslav author-
ities. 1In particular, the rapid growth of the coal and coal processing,
nonferrous mining, chemicals, shipbuilding, and footwear industries was
in large part attributable to their designation as priority activities.
In contrast, the output of petroleum products has stagnated as domestic

energy consumption has been curtailed; in the second half of 1981 the
production of oil derivatives was affected also by shortages of imported

crude oil.

The early 1980s have witnessed a considerable decline in the rate
of growth of labor productivity in the industrial sector. From an aver-
age rate of growth o» 4 per cent per annum over the period 1975 to 1980,
labor productivity growth declined to 2.2 per cent in 1980 (Table 5) and
an estimated 2.0 per cent in 1981. As the slowdown in productivity
growth coincided with an acceleration in growth of personal incomes,
unit labor costs rose at an increasing rate during 1980 and early 1981,
with their rise in the year to the first quarter of 1981 peaking at
36 per cent. However, with the rise in personal incomes in the indus-
trial sector being considerably less than that of enterprise incomes,
this development was a major factor contributing to higher industrial
profitability in 1980 and 1981.

In 1982 industrial production is projected to rise by 3.5 per cent
with the coal, nonferrous mining, and metals industries and basic chemi-
cals expected to be the leading growth industries. As in past years,
the industrial sector is expected to bear the major burden of the adjust-
ment effort. Industrial exports, which account for the bulk of merchan-
dise exports, are projected to rise at an annual average rate of about
10 per cent in volume terms over the remainder of the plan period. Pol-
icy measures in the areas of the exchange rate, export credits, customs
rebates, and export marketing are all being used to increase the compet-—
itive edge of Yugoslav manufactures in international trade. The indus-
trial sector will also be the major focus of the import-substitution
drive, which in contrast to previous plans gives emphasis to import sub-
stitution in machinery and equipment, in addition to the development of
raw materials and basic industries.

b. Agriculture

The performance of the agricultural production during the last plan
period 1976-80 was disappointing, particularly with respect to the crop



subsector. Over the period 1976 to 1980 agricultural production ros: at
an annual average rate of 1.9 per cent compared with a planned rate cf
increese of 4.0 per cent, Crop production increased at an aunual average
growth rate of 0.4 per ce ¢ as against the plan target of 4.8 per cent.
In contrast, livestock production increased at the annual average rate of
3.1 per cent over the years 1976 to 1980, which was only a little below
the plan target. The important factors accounting for the poor per-
formance of the agricultural sector include organizational problems, the
relatively low producer prices for wheat, the insufficiency and poor
allocation of investment in the sector, and abandonment of land due to
the flow of able-bodied agricultural workers to urban areas.

After stagrating in 1980, agricultural production rose by a mere
1 per cent in 1981, well below the target increase set for that year of
3.9 per cent. An estimated 16 per cent decline in wheat production was
a major factor contributing to the fall in agricultural production
(Table 6). The disappointing wheat harvest was due 10 considerable
shortfalls relative to plan targets in both the area planted and avarage
yields. After declining by 7.6 per cent in 1980, corn output is esti-
mated to have fallen by a further 1.7 per cent in 1981 as unfavorable
weather conditions adversely affected production. In 1981 counsiderable
gains were registered in the cutput of sugar beet, tobacco, and poiatoes,
while the sunflower seed harvest was low due to some crop damage. The
output of meat products rose by 6.0 per cent in 1981 in spite of the
export marketing problems experienced by the beef industry.

Agricultural production is forecast to be 4 per cent higher in
1982 than in 1981. The land sown with wheat in the autumn of 1981 is
in line with the plan target, and was 5 per cent higher than that cul-
tivated in the previous year. There is also expected to be an increase
in the area planted under the spring wheat and corn crops. For the
remainder of the plan period agricultural production is expected to rise
at an annual average rate of nearly 5 per cent. The achievement of this
target and the planned turnaround in the agricultural trade balance will
depend critically upon considerable increases in grain production. This
in turn will be contingent upon substantial increases in yields in the
small-scale farm subsector where 85 per cent of the corn and 60 per cent
of the wheat are grown and where the use of fertilizers and improved
gee¢ rvarleties have lagged well behind planned targets.

Ce Other sectors

After experiencing a boom in the 1970s, the construction sector has
become one of the most depressed areas of the economy, as the reduction
in fixed investment outlays had an adverse effect on domestic construec-
tion activity. Enterprises engaged in construction have tried to compen-
sate for these unfavorable developments by increasing their work overseas
and raising prices of construction. In 1982 real value added from the
construction sector is projected to fall by a further 4.5 per cent.
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The decline in international freight transportation and the lower
volume of river transit trade caused the output from the transport and
communications sector to rise by 3 per cent in 198] compared with a
planned increase of 4 per cent. 1In 1982 transportation output is pro-
jected to rise by 2.5 per cent. Policles for this sector aim at decreas-
ing the share of road transportation relative to that of railway trans-
portation and rationalizing the use of road vehicles.

Within the trade and catering sector there were diverse develop-
ments In 1981, with retail trade and catering output declining. While
domestic tourism rose at a lower rate than planned, foreign tourism
was higher than expected and was a major factor contributing to the
3.5 per cent increase in the output of the sector. Overnight stays
by foreligners increased by 7 per cent in 198l. 1In 1982 the output of
the trade and catering sector is expected to rise by 3.0 per cent, with
the volume of foreign tourism projected to rise by 5 per cent.

Output growth in the private small-scale and services sectors has
been slow. Private sector services output is estimated to have increased
by 3 per cent in 1981, compared with the projected target of 5.2 per
cent. It is the policy of the Government to encourage the growth of the
private sector_l/ so as to create 100,000 to 150,000 jobs over the plan
period. It was noted that the recent decline in the standard of living
had encouraged the growth of the underground economy, which had become
quite competitive with the legitimate private sector.

4. Employment

While there has been a fall in the rate of growth of employment in
the early 1980s, the decline has not corresponded to the deceleration in
the rate of growth of production. After rising at an annual average rate
of 4 per cent in the 1970s, the rate of growth of employment in the
socialized sector fell to 3.2 per cent in 1980 and to 2.4 per cent in
the first eight months of 1981 (Tables 7 and 8). In 1981 the decelera-~
tion in employment growth appears to have been most pronounced
in the construction and transportation sectors and in financial insti-
tutions, while employment in catering and tourism recorded the fastest
growth (Table 8). Employment ib private sector services is estimated to
have expanded at a rate of about 2 ner cent per annum over the last two
years. The growth of employment in the socialized sector has been just
sufficient in the last two years to halt the rapidly rising trend in the
number of persons unemployed. While the net reflow of Yugoslav workers
from abroad has leveled off, the population of working age has increased
at an average rate of 1.1 per cent in recent years, and the urban labor
force has been hoosted by the steady flow (around 2 to 3 per cent per
annum) of persons from the private agricultural sector and by recent

1/ While under previous legislation employment In a private estab-
lishment was limited to five persons, the present Associated Labor Act
does not specify a maxinum.



increases in the female work jparticipation rate. As a result, the number
of registered job seekers showed modest increases in 1980 and 1981, and
in the first seven months of 1981 averaged 800,000 persons. The number
of registered job seekers tends to overstate the number of persons really

unemployed, which was estimated to be about 20 per cent less than the
number of registered job seekers. 1/

With respect to the characteristics of reglstered job seekers,
55 per cent of this group were below the age of 25 years, while 68 per
cent were listed on the register for the first time. An increasing rum-
ber of the registered persons had secondary school education or above
(the proportion doubled between 1970 and 1980 to 26 per cent). To deal
with the latter problem efforts were being made to adjust educational

training more closely to the manpower requirements of the Yugoslav
€CONnomy.

There are marked variations in the degree of unemployment and under-
employment between different regions in Yugoslavia that in part reflect
differenre~ in the stage of development of Yugoslavia's constituent
republics i provinces. Regional disparities between levels of employ-
ment were reduced during the 1970s by the relatively faster growth of
soclal sector employment in the less developed regions. However,
regional imbalances in employment and underemployment remain a deeply
rooted structural pioblem, with the rates of unemployment in Macedonia
and 1n the autonomous province of Kosovo estimated to be over 20 per
cent. The problem of absorbing unemployed persons in the LDRs into the
labor force is compounded by the high rate of increase of the natural
labor force; in Kosovo the available labor force is estimated to have

grown at an annual average rate of 2.8 per cent over the years 1976 to
1980.

For 1982 and the remainder of the plan period, employment in the
socialized sector is projected to rise at an annual average rate of

2.0 to 2.5 per cent. Employment in the socialized sector was projected
to rise by 740,000 persons over the plan period, while the private non-
agricultural sector was expected to employ at least another 100,000
persons. Efforts were being made to keep younger people in the agricul-
tuvral sector and introdi -e them to farming activities, since the 1981
agricultural rensus had revealed that over one million persons in the
sector were over 55 years of age. With respect to regional development
policy, the republican and provincial medium-term plans project output
and employment in the LDRs to rise at much faster rates than the Yugoslav

1/ The Yugoslav authorities said that it was quite difficult to calcu-
late the rate of unemployment as registered job seekers included students
seeking employment, landowners desiring to move to the socialized sector,
employed persons seeking better jobs, and an increasing number of house-
wives looking for part-time employment. By the middle of 1982 it is
expected that the results of a comprehensive labor survey will be avail-

able, which would provide a better indication of the number of persons
genuinely unemployed.



national average over the period 1981 to 1985. These output and employ-
ment targets are to be accomplished through a relatively high rate of
capital formation in the LDRs, an increasing part of which will be in
more labor-intensive investment projects, such as in the processing of
agricultural products.
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Table 2. Yugoslavia: Gross Fixed Investment by Sector

(Percentage share in total)

1976-80 1980 1981
First half

Total fixed investment 100.0 100.0 100.0

O0f which:

Productive sector 70.0 68.1 69.3
Industry and min'r~ 37.9 36.9 38.2
Agriculture and fishing 4.2 3.7 4,1
Forestry 0.8 0.5 0.8
Water management 0.5 0.9 0.6
Construction 4.6 3.7 3.6
Transportation and telecom-

mualcations 8.5 8.7 8.1
Trade 4.1 4.1 4,0
Catering and tourism 2.4 2.4 3.2
Handicrafts 0.6 0.6 C.7
Public utilities 3.9 4.2 4.1
Financial and other services 2.5 2.4 2.0

Nonproductive sector 30.0 31.9 30.7
Housing 19.1 21.7 23.7
Education and culture 3.7 3.8 ) 5.3
Health and social services 2.8 3.0 ) *
Sociopolitical organizations 4.4 3.4 1.7

Memorandum item: Energy sector 12.4 11.6 11.5

Source: Data supplied by the Yugoslav authorities.
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Tahle 4. Yugoslavia: Changes in Industrial Output

(Percentage change over previous year)

1977 1978 1979 1980 1961 1/
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Electric energy

Coal and lignite
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Metal products 6

Metal machinery 8
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Transport equipment 1 10.3
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Sources: Indeks; data supplied by the Yugoslav authorities; and staff
estimates.

1/ Preliminary estimates.
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I1, Prices and Incomes

The Yugoslav economy experienced increases of domestic prices and
incomes well into double digits per cent for most of the 1970s. 1In the
ten years from 1970 to 1980 consumer prices increased at an annual aver-
age rate of 18.6 per cent while personal incomes rose at an annual rate
of 1.7 per cent. In common with most other countries and in line with
developments in world oill and commodity prices, domestic price increases
accelerated in the yeavs 1973 to 1975, abated in the years 1976 to 1978,
and resurged in the years 1979 and 1980 (Chart 1). However, whereas the
12-monthly rate of inflation moderated in most European countries fron
the second quarter of 1980 onward, in Yugoslavia inflationary pressures
recorded a strong rise, at least up to the middle months of 1981
(Chart 2).

1t is difficult to disentangle the basic causes of these inflation-

ary pressures in the 1970s since inflation occurred in an environment
characterized by rapid increases in bank credit and the money supply,

by the persistence of excess domestic demand, and by strong rises in

unit labor costs. Also, in the period up to the introduction of stricter
price limits in June 1981, the price system contained much flexible
administrative pricing whercby cost and demand factors could be used to
Justify increases in prices. Also, given that prices of industrial

goods tended to be based on the cost markup principle, strong vrises in
unit labor costs were given ample scope for imparting an inflationary
bias into the Yugoslav system, while the degree of markups above cost
could reflect the intensity of demand, price regulations, and the abil-
ity of enterprises to improve their financlal position.

There was a sharp acceleration in increases in prices and incomes in
the second half of 1980 and in the early months of 1981. The 12-monthly
rate of Increase of the retail price index rose from 28 per cent in June
1980 to 39 per cent in December 1980 and further to a peak of 52 per
cent in May 1981. Other domestic prices and nominal personal incomes
showed a similar pattern of development, with the yearly increase in net
personal incomes in the socialized sector peaking at 34 per cent in the
second quarter of 1981. 1In June 1981 the authorities introduced stricter
limits on price increases so as to contain increases in prices of goods
and services to 7 per cent and 5 per cent, respectively, for the remainder
of the year. Although the orice targets for the second half of 1981
were exceeded, the price limits in conjunction with continued demand and
incomes restraints helped moderate inflationary pressures. At the end
of 1981, the 12-monthly rates of increase in the retail price and the
industrial producer price indices were 39 per cent and 35 per cent,
respectively (Table 9).

1. Price developments in 1980 and 1981

The rate of increase of domestic prices tended to rise through most
of 1980 with the pace quickening in the second part of the year (Table 10Q).
This acceleration was attributable to a number of factors. Firstly,

during 1980 there was a substantial increase in import prices in dinar
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terms resulting from higher import prices in foreign currencies and from
the substantial depreciation of the dinar. 1In U.S. dollar terms import
prices rose on average by 20 per cent in 1980, while the Yugoslav dinar
depreciated by 35 per cent vis-a=-vis the U.S. dollar during the course
of the year, On .June 6, 1980 there was a diascrete depreciation of the
dinar of 23 per cent. Using an Input/output analysis, the Yugoslav
authorities had estimated that about 40 per cent of the increase in the
Industrial produce: price index occurring in 1980 was due to external
factors. 1/ Secondly, there were a number of administered price
increases, including major price adjustments to stimulate agricultural
and domestic energy production and to conserve the use of o0il products,
Thirdly, despite the easing of aggregate excess domestic demand, the
existence of excess demand in certain sectors (e.g., wood products)
drove up prices. Fourthly, the prices of a considerable number of
products, including household durables, were freed from administrative
limits and were allowed to be determined by market forces from October
1980 onward. Fnterprises took advantage of this situation and raised
prices of decontrolled items substantially.

The momentum of rapid increases in prices was carried over into
1981 und was exacerbated by uncertainties at the beginning of 1981 on
price targets for the year and the criteria to be used in justifying
price increases. Industrial producer prices rose by 9 per cent in
January 1981 2/ as many enterprises engaged in anticipatory price
increases, so that they could raise profit margins above the levels
that they expected would be implicit formal price agreements for 198l.
This practice was facilitated because it was only in March 1981 that
both the criteria for justifving price increases and the official price
targets and guidelines on price policy were specified. 3/ Higher turn-
over tax rates contributed also to the upward pressure on prices in the
initial months of 198l.

The official price targets introduced in March 1981 aimed at limit-
ing the increase in the retail price index to 32 per cent over the
12 months to December 1981, and that of the industrial producer price
index to 30 per cent. However, prices continued to rise at excessively
rapid rates in the following months and the authorities on June 18
enacted legislation placing stricter limits on price increaerzs for the
remainder of the year. 1In the final six months of 1981 average price

1/ Apart from exchange rate changes and increases in foreign currency
import prices, external factors in the analysis included the impact of
foreign—-determined prices on administered domestic prices. For example,
the price of copper in Yugoslavia is adjusted in accordance with its
price on the London metal market.

2/ The large increase in the industrial producer price index in
January 1981 arose partly because some of the price increases that had
taken place in late 1980 were only reported to the price authorities in
January.

3/ The Yugoslav price system was described in EBS/81/170 (8/17/8l1),

pp [} 39-405



increases for goods were to be limited to 7 per cent and those for ser-
vices to 5 per cent. The March 198l agreement on price policy required
also that republican and provincial governments provide subsidies to
households to cover part of the rise in prices of basic foodstuffs (milk,
bread, meat, and poultry).

In the third quarter of 198l domestic price increases were lower
with the average monthly increases (seasonally adjusted) in induetrial
producer pricere falling to l.1 per cent compared with 5.1 per cent in the
first quarter and 2,5 per cent in the second quarter of 1981. In the
third quarter of 1981 retaill prices (seasonally adjusted) rose at an
average monthly rate of l.6 per cent compared with 5.1 per cent in the
first quarter of 198l1. Retail and industrial producer prices increased
by 3.7 per cent and 3.4 per cent, respectively, in October 1981 in part
as a result of the phasing out of food subsidies and upward adjustments
in electrical energy and edible o0il prices. However, in the final two
months of the year the moderation of domestic price increases continued
with the 12-monthly rates of increase of the retail price and industrial
producer price indices falling to 39 per cent £nd 35 per cent, respec-
tively, by December 1981,

2. Price projections for 1982

Price targets have been specified for the 12 months to December
1982. They call for the rates of increase in the retail price index and
in producer prices for industrial gocods and for agricultural commodities
to be reduced to 15 per cent. The targets for the prices of services and
the cost of living index are 16 per cent and 17 per cent, respectively.
With the carry-over ef.ect of higher prices from 1981, the average
increase in retail prices and the GSP deflator in 1982 was projected to
be 20 per cent. Precise targets were being set for prices in 33 key
industrial branches. These targets are average concepis insofar as
prices of certain commodities and services are allowed to rise above
specified targets. For example, prices of certain services would be

raised by less tnan 16 per cent so as to permit a greater rise in house-—
hold rents.

3. Personal incomes

The basic aim of income policies in 1980 and 1981 was to keep the
growth of personal incomes below that of the total gross incomes of
enterprises, sociopolitical entities, and other organizations. Quanti-
tative guidelines on incomes policies were set out in sBocial compacts
agreed between the Federation, the republics, autonome - 3 provinces,
sociopolitical bndies, and enterprises at the beginni.g of 1980. For
enterprises engaged in economic activities, the growth of personal
incomes was to be limited to at least 5 percentage points below the
growth rate of enterprise income; for noneconomic activities (for exam-
ple, administration, banking, and many services), the equivalent
restriction was 7 to 9 percentage points below the growth rate of enter-
prise incomes. In the event, these guidelines were adhered to in 1980,
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Chart 1. Yugoslavia
Developments in Consumer Prices, 1970-€0
(Percentage change over previous year)
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Chart 2. Yugoslavia
Developments in Consumer Prices, 1980-81

(Percentage change over corresponding quarter
of preceding year)
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so much so that real net personal incomes per employee in the socialized

sector fell by 7 per cent in 1980; real wages in the noneconomlc sector
are estimated to have fallen by ¢ per cent.

Although the thrust of incomes policies in 1981 were the same as in
1980, no quantitative guidelines were specified and enterprises were left
to formulate the quantitative aspects of their own incomes policies. 1t
was also the intention that there should be no further erosion of real
personal incomes in 1981 and that such incomes should rise in line with
labor productivity growth. In addition, it was the aim to increase per-—
sonal incomes of lower-paid workers and those in arduous occupations
(e.g., coal miners) at relatively fast rates. In 1981, personal incomes
are estimated to have risen at a lower rate than enterprise incomes.
Personal incomes in enterprises engagea 1n economic activities are esti-
mated to have risen on average by 35 per cent in 1981, while those in
the noneconomic sector are estimated to have risen by 27 per cent. As
the rate of inflation was much higher than expected in 1981, real per-
sonal incomes are estimated to have declined on average by 5 to 6 per
cent, with the fall in the noneconomic sector being 9 to 10 per cent.
With respect to developments in personal incomes according to economic
sectors, the highes!: rates of increase were in mining, agriculture, and
forestry (Table 11), while the lowest rates were in all branches of the
noneconomi: sector, including banking and financing, which experienced
very rapid rises in the 1970s. In occupations in priority sectors where
there are labor shortages there has been a tendency for wages to rise at
a relatively fast rate. For exampie, wages of coal miners have been
increased from a monthly average cf Din 8,293 in the first six months
of 1980 to Din 11,700 in the same period of 198l.

In both 1980 and 1981 household receipts were boosted by strong
increases in net workers' remittances (Table 12), the bulk of which
were denominated in deutsche mark. Social security transfers, which
during the 1970s tended to rise at a faster rate than personal incomes
in the socialized sector, rose by 27 per cent in 1980. The latter
increase was insufficient to offset the increase in the cost of living
of 30 per cent in 1980. 1In 1981 social security transfers again
declined in real terms as public sector expenditures were further
restrained.
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Yearly Changes in Price Indices

(Percentage changes over 12 months to end of period)

1978 1979 1980 1981
Nov. Dec.
Producers' prices
Tndustrial goods 8.9 14.9 39.8 37.3 35.0
Investment goods 5.1 5.3 22,2 21.2 ..
Semifinished goods 9.8 17.8 46.7 39.4 .
Consumption goods 8.5 13.1 33.7 37.7 e
Agricultural goods 12.6 23.6 456.5 56.6 1/ ..
Retail prices
General index 15.7 23.9 39.2 41.1 39.3
Agricultural goods 14.0 25.8 42.2 37.3 36.0
Industrial goods 16.5 24.0 41.7 43.8 41.5
Services 14.3 24.0 24.3 26.8 27.0
Cost of living
General index 15.8 23.0 37.3 37.7 36.2
Food 14.1 22.7 40.3 40.8 38.0
Clothing 17.6 22.2 29.1 39.6 37.6
Rent 16.1 18.7 25.7 22.1 ce
Services 14.0 21.6 22.7 25.6 34.5

Sources: Indeks; and data supplied by

1/ July 1981 compared with July 1980.

the Yugosiav authorities.
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Table 10. Yugoslavia: Quarterly Changes in Price Indices

(Percentage change over same quarter of previous year)

1978 1979 1980 1981

Producers' prices of industrial goods

First quarter 9.8 9.6 21.8 47.4
Second quarter 7.8 12.5 24.5 50.0
Third quarter 7.6 15.2 28.8 44.6
Fourth quarter 8.4 15.4 38.7 36.7
Annual quarterly average 8.9 13.2 28.5 44.7
Retail prices
First quarter 12.5 18.2 27.1 46.8
Second quarter 13.1 21.0 27.2 50.5
Third quarter 13.2 25.0 28.8 45.8
Fourth quarter 14.6 24.5 37.3 40.5
Annual quarterly average 13.4 22.1 30.1 45,9
Cost of laiving
First quarter 12.0 17.0 26.8 40.5
Second quarter 13.4 20.1 26.8 44.3
Third quarter 14.7 22.4 29,5 41.4
Fourth quarter 15.9 22.3 37.3 son
Annual quarterly average 14.0 20.4 30.1 coe

Sources: Indeks; and data supplied by the Yugoslav authorities.
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111. Mobilization ot taving, Money, dand Credit

1. Nobalicatrion ol saviuy,

The deterioration of the external and anternal halance in the eco-
nomy 1n 1979 ana the improvement in 1980 and 1981 can be seen in the
behavior of sdving, 1nvestment, and {inancial surplusess Gross domestic
saving has been on 1 tising trend as a proporition of Ght/, ™t falls
ocenrred 1n 1977 and 1979, the two vears when the balance of payments
current account worsened sharply (Table 13).

The upward trend i1n the agprepate saving ratio 1s attributable to
the enterprisce sector, while the sethacks 1n 1977 and 19/v are due to
other sectors, which usually contraibute nearly half of the total saving.
The rise in enterprise sdaving as a share of GSP reflects both the ris-
ing share of social product generated 1n the enterprise sector and the
recent fall 1in the share of gross wapges and other personal incomes in
enterprise income. Despite the latter, household saving has held up
well, This 1s mainly because the rcelatively slow growth of income from
cmployment was oitfset by more rapid growth of remittances from abroad,
and the rale o1 return available on foreign currency deposiis made sav-
ings out of these remittances attractive. The fall in 1977 in the sav-
ing of goverument (the Federation and other sociopolitical communities
together) and other organizations, most of which are em aged 1n provid-
ing health, education, and other services, was partially reversed in

1978. There was l1ttle net charge in 1979, but then a deterioration in
1980, which was agaiu reversed in 1981.

The upward trend in enterprise saving in relation to GSP was
matched by a rise 1n enterprise fixed investment until 1978. Since
then the share of such investment in GSP has fallen. As the share in
GSP of fixed investment by other sectors has been ifairly stable in the
last three or four years, the relative decline in enterprise lnvestment
was reflected also in total fixed investment. In 1980 it amounted to
33.7 per rent of GSP compared with a gross saving ratio of 45.5 per
cent. The equivalent shares in 1979, when the Imbalance of external
accounts was most severe, were 35.1l per cent for fixed investment and
41.9 per cent for saving.

Estimates of stockbuillding valued at average current prices are not
avalilable. A rough i1dea of the relative size of investment in stocks 1in
the different sectors can be obtained from estimates of the change in
the book value of stocks (Table 13). Most stockbuilding occurs in the

enterprise sector, with a small amount also in the household sector
(which includes most of agriculture).

The enterprise sector and the Federal Govermment are the only two
sectors that invest more than they save, and thus are net borrowers.
Federal Government borrowing has been less than 1 1/2 per cent of GSP
in recent years, and only 0.1 per cent in 198l1. The Government and
other organizations altogether have a net financial surplus, which was
1.2 per cen. of GSP in 1980. Households are the main uitimate source of
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funds fo- enterprises. The deterioration in the overall financial sur-
plus in 1979 resulted mainly from a wo sening in the position of house-
holds. The improvement in 1980 reflectnd a large rise in enterprise
saving, accompanied by a fall in fixed investment, and some rise in
household saving, all expressed as a proportion of GSP.

Comprehensive informatiocn on saving and investment by sector is not
yet available for 1981. Ouarterly data for the enterprise sector alone
are shown in Table 14. Although not identical to those in Table 13, they
are conceptually the same, except that they are expressed as a propor-
tion of the gross income of enterprises, which is 80-85 per cent of GSP.
Enterprise saving continued to grow at the beginning of the year, but
levelled off in the second and third quarters. However, the share of
enterprise fixe? investment in GSP was considerably lower in 1981 than
in 1980. Although the absence of data on stockbuilding makes it impos-
sible to be certain, the financial surplus of enterprises may have risen
as a percentage of GSP between 1980 and 1981.

The financial surplus of the Government and other organizations
together 1is also expected to be higher in 1981 than in 1980. The
Federal Government budgat deficit Js estimated to be lower, and some of
the republican and provincial governments and self—managing communities
of interest in the social sector have accumulated larger surpluses than
usual. However, it is quite likely that households' financial surplus
will be lower in 1981 than in 1980, because of the further fall in real
wages and large negative real interest rates; hence the saving ratio
has probably fallen. Nevertheless, the financial surplus of all domestic
sectors together is likely to have improved further in 1981, after some
improvement in 1980, in line with the reducticn in the balance of pay-
ments current account deficit.

There has been a rapid growth in both gross lending and borrowing
by enterprises. Gross lending rose frow 13 per cent of GSP in 1977 to
37 per cent in 1980, and borrowing rose by a similar amount (Table 15).
When account is also taken of revaluations, mostly because of the devalu-
ation of the dinar, the growth in the stocks of enterprise finanecial
assets and liabilities was very rapid in 1979 and 1980. Trade credit
grew especially rapidly in these years, partly in response to the reinter-
mediation that took place in 1976 and 1977 (Table 16). Money and quasi-
money held by enterprises did not grow significantly more rapidly than
nominal GSP in 1980, nor did the stock of bank credit. Trade credit
continued to grow rapidly in 1981 and money and quasi-money grew much
more slowly than GSP, as did bank credit.

The rapid growth in lending and borrowing by enterprises outside
the banking system in the last two or three years stems in part from the
tight bank credit policy. Enterprises cannot reduce labor and are scme-—
what reluctant to reduce output or even investment in response to a
shortage of btank credit. Lack of financial discipline leads initially
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to a buildup in trade credit outstanding rather than to a reduction in

output, investment, or prices. This is what has been happening in recent
years, and especially in 1981, On the other hand, enterprises are to

some extent inhibited by the threat of making losses or becoming bankrupt.

The growth of the system of pooled resources, whereby enterprises
lend to other enterprises in the same induscry or region to finance
agreed projects, has also contributed to the growth of extra-bank lending.
In addition, the structure of Interest rates may have made it profitable
for enterprises to engage in direct lending outside the banks.

2. Monetary developmnents and policy

The main instrument of monetary policy in recent years has been
the direct control of domestic credits. Ceilings on the growth of bank
credit were reintroduced in the middle of 1978 f llowing a period of
about four years during which there werz no direct controls on bank
credit. The ceilings are decided by the Board of Governors of the
National Bank of Yugoslavia. Quarterly ceilings were set at the begin-
ning of 1980 and 1981 for the growth in bank credit. In 1980, the
increases permitted were 4.5 per cent to the end of March, 10 per cent
to the end of June, 15 per cent to the end of September, and 21 per cent
to the end of December. The increase in credit to the end of September
could exceed 15 per cent to the extent of credits required to finance
stocks of wheat from the 1980 harvest. In October 1980, the permitted
maximum increase for the year 1980 was raised to 23 per cent and the
exemption for seasonal stocks of wheat was extended to the end of the
year. The following were exempted from these ceilings: credits for
regional purposes and disaster relief 1/; credits assoclated with hous-
ing construction; part of the increase in foreign currency credits 2/;
and advance payments in connection with the obligation of banks to
subscribe to federal bonds. In fact, the ceiling for the end of December
was exceeded by a substantial margin. Even allowing for the fact that
the increases in exempted credits were smaller than were forecast at the
beginning of the year, total credit expansion by the commercial banks in
1980 was greater than originally intended.

1/ Credits from the Federal Fund fo~ Financing Economic Development in
Underdeveloped Republics and Autonomous Republics and the Fund for Recon-
struction and Development of Earthquake-Affected Zones in Montenegro, and
credits extended under special and supplementary measures aimed at induc-
ing faster development in the autonomous province of Kosovo.

2/ The increase in foreign currency credits reflecting the refinancing
in 1980 of external credits to OALs disbursed up to December 31, 1979
(this refinancing was to enable OALs to prepay credits concluded on
unfavorable terms); and the increage in foreign currency credits and
other foreign currency claims on domestic clients resulting from the
change in the exchange rate of the dinar on June 6, 1980.
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Similar cumulative quarterly ceilings on credit expansion in 1981
were set: 4.5 per cent to the end of March, 11 per cent Lo the end of
June, 14.5 per cent to the end of September, and 21 per cent to the end
of December. Unlike in 19B0, credits assoclated with housing construction
had to be contained within these ceillings. However, with effect from the
second quarter of 1981, bank credits to finance exports and the produc-
tion of export goods were exempted. Also exempted, as in 1981, were
credits for regional purposes and disaster relief. 1/ Credits subject
to ceilings and nonrestricted credits are shown in Table 17. The ceil-
ings on the growth of credit established in relation to the stand-by
arrangement included all domestic credits, whether exampt or not.

Variocus instruments affected the structure of credit expansion.
Consumer credit regulations were changed primarily in response to changes
in the amount of excess supply or demand in individual consumer goods
industries. The regulations usually take the form either of minimum
downpayments or of disallowing altogether credit for certain types of
expenditure. Two major steps were taken to tighten consumer credit con-
ditions in 1980 and 1981. In October 1980 the mininum downpayment was
raised on textiles, cars, and other consumer durables, and credits for
purchasing building materials and carpentry were disallowed (Table 18).
In April 1981 the minimum downpayment was again raised on some of these
goods, and credits for purchasing many luxuries, including cars and some
other consumer durables, were disallowed. In November 1981 the restric-
tions on credits for cars were relaxed because of the increasing unsold
stocks of finished cars.

The growth of total bank credit is affected by the growth of credit
extended by the National Bank. ZLending by the National Bank to the
nonbank sector has grown relatively slowly in recent years (Table 20).
Such credit increased by 15 per cent in 1979, by 13 per cent in 1980,
and by only 4 per cent in the ten months to the end of October 198l.
Credits to the Federal Government account for the largest part of the
National Bank's lending to nonbanks, but in recent years these have
grown at a modest rate because of the small budget deficits. In the
first ten months of 1981, for example, they grew by only 5 per cent, a
rate which is unlikely to have been exceeded for 1981 as a whole. Total
domestic credit expansion was therefore less rapid than that extended by
commercial banks alone. 2/

The structure of total credit is influenced by the provision of
short—term credits from the National Bank to the commercial banks at
very low interest rates for onlending for specified purposes only. The

1/ These exemptions were the same as in 1980.
2/ The growth rates are (in per cent):
1979 1980 1981 to Oct.

Comnercial bank credit 29 31 21
Total domestic credit 27 29 19

The table includes the Post Office Savings Bank as well as the commercial
banks and the National Bank.
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great hulk of these selective credits ara for exports and agriculture:
52 and 34 per cent, respectively, at the end of 1980. The interest rate
on export credits extended by the National Bank to the commercial banks
has been 1 per cent for many years, and that on agricultural credits

3 per cent; the interest rates on other selective credits have been in
the range 1-6 per cent. These rates were raised January 28, 1982, most
of them by 3 percentage points.

There are limits to the proportion of credits granted by commercial
banks that can be borrowed or rediscounted at the National Bank, with
different limits applying to different categories. The propertion for
export credits has been in the range 40-50 per cent, and those for agri-
cultural credits 40-55 per cent (agricultural production), 45-60 per
cent (agricultural stecks), and about 25 per cent (livestock). The
interest rate charged by commerclial banks to final borrowers 1is usually
1 pcrcentage point higher than the National Bank rate on that proportion
that is borrowed from the National Bank. Until the end of 1%/& commer-
cial banks charged this rate on the whole of their credits for selective
purposes, but since then they have charged a higher rate on that propor-
tion financed from their own resources. In 1979-80, for example, they
charged 7 per cent on this proportion in the case of export credits, and
so the average interest rate on export credits in 1980 was 4.1 per cent.
In 1981 the export credit rate on the proportion financed from commercial
banks' own resources rose to 9 per cent,

The stock of selective credits granted by the National Bank to the
commercial banks has increased rapidly, by 32 per cent during 1979,
65 per cent during 1980, ana 49 per cent in the first ten months of 1981
(Table 20). These growth rates are much greater than those of total
credit, although exports and agricultural output grew more slowly than
GSP. This partly reflects their attractiveness of selective credits

because of the very low interest rates. The administration of the system
is sufficiently tight to prevent selective credits from being obtained
for purposes other than those intended.

While selective credits have been the most rapidly growing compo-
nent of National Bank credits to commercial banks, the largest stock is
attributable to interest-free credits which are extended in dinars on
the basis of foreign currency swaps. The commercial banks obtain the
foreign exchange from the foreign currency deposits of households. The
National Bank bears the cost when the dinar depreciates. This takes the
form of lower profits, and is reflected in the balance sheet of the
National Bank as an increase in other assets. The rapid growth in this
item, which more than doubled during 1980 and increased by 25 per cent in
the first ten months of 1981, was mainly the result of dinar depreciation
(Table 20).

The rapid growth in the gross domestic assets of the National Bank
in recent years did not carry over fully into a rapid growth in reserve
money because of a deterioration in net foreign assets and a sharp rise
in the deposits of nonbank sectors with the National Bank. Thus reserve
money, defined to include net foreign assets and all the domestic assets
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of the National Bank except interest-—-free credits granted to commercial
banks on the basis of the foreign currency swaps and to exclude the
deposits of the nonbank sector, increased by only 4 per cent in 1979,

by 32 per cent in 1980, and by 17 per cent in the first ten months of
1981 (Table 19). 1In 1979 there was a substantial deterioration of net
foreign assets but the growth of reserve money during 1980 was excessive
when compared with the planned rise in the money supply of 22 per cent.

The money supply has not grown in line with reserve money
(Table 21). I1f interest-free credits are included in reserve money, the
money multiplier in recent years has been similar to that in the early
19708. There are two reasons for not expecting a stable money mnltiplier.
¥irast, the minimum rescrve requirementsc were not constant; they were grad-
ually reduced in order to maintain an adequate level of bank liquidity
(Table 22)., Minimum reserve policy over the last two or more years has
effectively maintained the gross and net liquidity ratios of commercial
banks at about 4 per cent and 2 per cent, respectively, at the end of
the year, although they fell below these levels during the year for sea-
sonal reasons. The objective in recent months has been to keep obliga-
tory reserves at about Din 52 billion. Second, in recent years the
direct control of total bank credit expansion and the policy of achieving
specified balance of payments objectives have been seen as the main means
of influencing monetary growth. This has freed the minimum reserve ratio
to be an instrument for controlling bank liquidity, and reduced the pres-
sure on the monetary authorities to control those National Bank assets,
for example interest—free credits and other domestic assets, that are
outside the official definition of reserve money.

The emphasis on controlling the monetary aggregates by means of
direct controls on credit can be seen in the response of money sBupply to
unexpected changes in reserve money. Such changes usually come from
external shocks, including changes in the exchange rate that were not
expected when monetary policy was planned. Thus there were unexpected
increases in net foreign assets in 1972-73, 1975-76, and 1978, and
unexpected decreases in 1974, 1977, and 1979-80, the last of these asso-
cliated with a worse-than—expected balance of payments and the unforeseen
devaluation of June 1980 (Table 23). These changes affected actual
developments in reserve money. Although there was a persistent tendency
for credit expansion by the National Bank to exceed the planned amounts,
the excess was usually less than the unexpected change in net foreign
assets. In the early 1970s, money supply deviated from the planned
level by amounts similar to the amount of unplanned reserve money but
the late 19708 thare was not much connection between unplanned changes
in reserve money and in money supply. These developments in recent
yvears partly reflect the fact that interest-free credits and other
domesilc assets of the National Bank, both of which grew rapidly, are
not included in the official concept of reserve money. They are also
the result of the switch toward direct control of credit, and the use of
the minimum reserve requirement primarily for maintaining bank liquidity.
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Intercgt rates have not changed significantly for many years
(Table 24). Most of the small changes observed in the average rates
charged and paid by the commercial banks result from changes in the
weights of individual banks, which have different interest rate poli=-
cies, rather than from changes in actual interest rates. Until very
recently, an active interest rate policy was not seen as a macroeconomic
policy instrument or as a means of Jmproving the efficiency of mobiliz-
ing and allocating finan(ial resour:es. With the rise in inflationary
expectations in the last two or threze years, real interest rates have
become increasingly negative. Thifr has increased the redistribution of
real wealth from net lenders, mostiy households, to net borrowers,
mostly enterprises, and has put more pressure on the direct control of
credit to restrain the monetary aggregates and allocate financial
resources effic.iently. To counteract these tendencles, a move toward
an active interest rate policy hae been taken. The official discount
rate was raised from 6 per cent Lo 12 per cent on January 28, 1982, and
the rates on National Bank selective credits were also raised, from
1-3 per cent to 4~6 per cent. Partly as a consequence, the commercilal
banks are planniing to introduce higher interest rates on both the borrow-
ing and lending sides in March 1982,

3. The monetary aggregates

Domestic credit and broad money have grown at a fairly stable rate,
usually between 25 and 30 per cent a year, over the last three or more
yvears (Table 25). This 18 surprising in view of the sizable increases
in the rates of inflation and nominal incomes in recent years; retail
prices grew at 14-16 per cent in 1977 and 1978, but at over 50 per cent
during the year up to May 198l. As a result, the velocity of circulation
of broad money has been rising since 1978, following a fall during the
preceding three years (Table 26). The growth of narrow money supply
(currency and giro accounts) was slightly less stable than that of broad
money. Its velocity of circulation also rose sharply in the receint per—
iod, following a substantial fall to the low point in 1978.

One reason for the lack of a close relationship between nominal
income and money is the impact of high and unstable inflationary expecta-
tions. Another is the cycle in trade credit and the cash balances of
the enterprise sector. In the early 1970s, enterprises accumulated an
increasing volume of unpaid bills and ran down their cash balances. The
authorities were concerned about the growing i1lliquidity and relaxed
credit policy; the stock of trade credit was therefore reduced and some
reintermediation took place in 1976 and 1977. This produced the large
fall in velocity. However, the situation has now been reversed, because
of the buildup of trade credit since 1978, and velocity has almost
returned to the levels of the first half of the 1970s.

Underlying the fluctuations in trade credit are the responses of
enterprises to changes in the monetary environment., When the authorities

tighten credit controls, enterprises do not react by immediately restrain-
ing fixed investment, still less output or prices. Thelr first response

1s to economize on money and other liquid assets, and then to incur
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debts to other enterprises. This occurred recently, in the first halves
of 1979, 1980, and 1981 (Tables 27 and 16). In 1979 and 1980 the auth-
orities allowed bank credit to grow more rapidly in the second half of
the year, partly because they were concerned atout growing liquidity
difficulties. This eased the financial position of enterprises, which
were able to restore their cash holdings and reduce interenterprise
indebtedness; seasonal factors also contributed to these developments.
Such an easing did not occur in 1981, which consequently ended with
enterprises in quite a tight liquidity position. There were signs in
the second half of 1981 that enterprises were beginning to adjust to the
monetary squeeze by restraining prices and marketing their products more
aggressively abroad so as to enable them to reduce stocks. If this
continues, the growth of nominal income will fall further and will even-
tually come into line with the growth potential of the economy and prob-
ably below the growth of the monetary aggregates. Thus the rise in
velocity will come to an end and be reversed. There is some tendency
for stability in velocity over the medium term apart from the trend, but
the slow response of enterprises' pricing behavior to changes in monetary
conditions inhibits short-term stability.

Although domestic credit and broad money grew more rapidly during
1980 than intended, they grew ccnsiderably less rapidly than nominal
income. Domestic credi* increased by 29 per cent and money and quasi-
money by 31 per cent dur.ng 1980, while retail prices 1ncreased by 39 per
cent over the 12 moaths to December 1980, and there was also some real
income growth. These increases in quasi-money and credit include the
revaluation of foreign currency assets —hen the dinar depreciated by
23 per cent on June 6, 1980. Long-term credits, 10 per cent of which
were denominated in foreign exchange before the devaluation, and quasi-
money, a third of which was ac~ounted for by foreign currency deposits
before the devaluation, both rose sharply in the second quarter (Table 28).
The net foreign assets of the banking system similarly deteriorated in
the second quarter, when the revaluation effect was added to a seasonally
poor period for the balance of payments. Gther net liabilities of the
banking system fell sharply during 1980, especially in the second quarter.
These effects were not fully allowed for in the projections made at the
beginning of the year.

In 1981 domestic credit is estimated to have increased by 22 per
cent, the same amount as was planned (Tables 25 and 28). Money supply
1s estimated to have grown slightly faster than planned, and quasi-money,
at 30 per cent, considerably faster. Again a part of the unplanned
growth in quasi-money is attributable to an underestimate of the effects
of exchange rate depreciation. Nominal income grew very much faster
than planned, with retail prices rising by 39 per cent over the year to
the end of December, and some real income growth occurring. Thus mone-
tary and especlally credit conditions at the end of 1981 were much
tighter than planned. As already noted, the authorities contributed to

this by not relaxing policy as liquidity difficulties developed, in

order to maintain the pressure on enterprises to reduce price increases
and increase exports. Net foreign assets continued to fall, although at

a slower pa:e than in 1980 because of both a smaller balance of payments

-
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current account deficit and less exchange rate deprecisticn. Other net

liabilities of the banking system continued to fall rapidly, and by the
end of 1981 were negative.

Various changes have been taking place in the structure of money
and quasi-money in recent years. The proportion held in the form of
foreign currency deposits rose from 20 per cent at the end of 1978 to
27 1/2 per cent at the end of QOctober 1981 (Table 2/;. This resultea
from both the revaluation effect and a switch intou foreign currency
deposits because of the larger rate of return they offer. 1/ Households
hold mnst of them, two thirds in October 1981, although their share
declined duiing 1980 and 1981 as enterprises and other organizations
realized the advantages of the higher rate of return. In the case of
households, the increased importance of workers' remittances in total
income provided the opportunities for adding to foreign currency depo-
sits; short-term sight deposits and long~term time deposits in dinars
grew considerably less rapidly. Other liquid assets held by enterprises,
especlally restricl.ed deposits relating to foreign transactions and
short—term time deposits, grew fairly rapidly in 1980 and 198l. How-
ever, in 1981 enterprises economized on money, their holdings of which
lncreased by only 9 per cent in the first ten months. As a result,
their share of total money and quasi-money fell slightly, as did that
of households, while other organizationr increased theirs. The more
rapld growth in the assets of other organizations is the result of the
unexpectedly large surpluses in governments and self-managing ccmmuni-

ties of interest because their revenues rose with inflation but expendi-
ture was held down.

Over three quartere cf domestic bank credit is extended to enter-
prises (Table 29). However, the share of households, although still
only 10 per cent of the total, has been growing steadily in recent years.
The stock of housebu’lding credits has grown extremely rapidly, at over
50 per cent a year, ‘'whersas that of consumer credits has hardly grown at
all, and actaally fcll in nominal terms for most of 1981. The indebted-
ness of the Federal Govermment and other sociopoliticsl communities to
the banks has grown relatively slowly, reflecting the small federal
budget deficits, and surpluses elsewhere in the public sector. Short-
term credit has grown more rapidly than long-term credit: its share
rose from 24 per cent at the enl1 of 1978 to 31 per cent at the end of
Octobetr 1981l. There are various regulations rhat are aimed at ensuring
that finance for current operations and stockbuilding is classified as
short term and that for fixod investment as long term. Although funds
are to some extent fungible, the more rapid growth of short—term credit
does in fact reflect the lower importance of fixed investment and, in
1981 at least, the growth of stocks.

1/ Sight foreign currency deposits earn a rate of interest of 7.5 per
cent per annum, while foreign currency deposits held for 12 to 24 months
earn 9 per cent, and those above 24 months earn 10 per cent. The interest
is denominated in the foreign currency in which the account is held.

g
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Table 13. Yugoslavia: Saving, Investment, and Financial Surplus,
by Sector, 1976-80

(In_per cent of GSP)

1976 1977 1978 1979 1980
Grose saving 1/
Enterprise sector 19.8 20.6 21.7 22,2 25.6
Household sector 13.5 12.0 14.2 12.5 13.1
Federal Government ~1.8 =-1.6 -1.3 -0.2 -1.1
Other sociopolitical
communities 2.3 -0.2 1.8 1.4 0.9
Other organizations 7.4 6.5 6.1 6.0 6.2
Total 41.1 37.4 42.6 41.9 44.7
Gross fixed investment 1/2/
Enterprise sector 20.1 22.6 24.9 24.0 22.6
Household sector 6.7 5.8 6.3 6.2 5.7
Federal Government 0.2 0.1 0.1 0.1 0.1l
Other sociopolitical
communities 1.5 0.5 0.6 0.5 0.5
Other organizations 4.5 4.0 4.0 4.3 G.2
Total 33.1 33.1 35.9 35.1 33.1
lnvestment in stocks 3/
Enterprise sector 6.5 8.6 5.9 9.1 11.9
Household sector 1.3 1.2 1.0 0.9 1.5
Total 7.9 9.7 6.9 10.0 13.%
Current acccunt balance
of payments 0.5 =4.4 -1 8 =-5.6 -3.6
Statistical diacrepancy 3/ -0.5 -1.0 1.6 2.4 1.8
Financial surplus 3/
Enterprise sector -6.9 ~10.6 -9.0 -10.8 -3.9
Household sector 5.4 5.0 6.9 S.4 5.9
Other sectors 1.4 0.1 2.0 2.2 1.2
Total domestic sectors -0.1 -5.5 -0.2 -3.2 -1.8

Source: Flow of funds accounts, published in National Bank of
Yugoslavia, Quarterly Bulletin, and, for 1980, supplied by the Yugoslav
authorities.

1/ 1Includes depreciation.

2/ Payments for investment. These tend to be legs than the value of
investment work completed, which is the concept measured in the national
accounts.

3/ Investment in stocks is meagured as the change in the book value
of stocks aund work in progress. 1t therefore includes changes due to
price changes alone and heuce, since inflation was quite high during
this period, the financial surpluses of enterprises and households are
underestimated in these figures, and so is the statistical discrepancy.
The official national accounts published in the Statistical Yearbook of
the SFRY include the following estimates of the value of the physical
increase in stocks and work in progress for the economy as a whole:

(As a percentage of GSP) 1976 1977 1978 1979

5.1 8.0 3.2 7.1

However, tnese are valued ar the prices at the end of the year; esti-
mates of stockbuil'ing valued at the average prices of the year, the
degired concept, are not available.
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Table 15. Yugoslavia: Lending and Borrowing by Enterprises

1976 1977 1978 1979 1980 Stock at end
of 1980

In billions
of dainars

Financial surplus 1/

(In per cent of GSP) -6.9 -10.6 -9.0 -10.8 -8.9
Gross lendang 1/
(In per cent of GSP) 5.3 13.3 27.7 25.9 36.7
(In per cent of
initial stock) 7.1 20.0 42.7 41,0 54.6
Gross financial assets:
percentage change
Money and quasi-money 55.4 21.6 22,6 16.1 37.0 464.2
Trade credit -17.3 13.8 16.1 50.7 87.0 817.5
Other assets 33.1 29.3 57.3 81.9 43.7 397.4
Total assets 3.5 19.3 25.6 43,4 59.5 1,679.1
Gross borrowing 1/
(In per cent of GSP) 12.2 23.9 36.7 36.6 45.6
(In per cent of
initial stock 10.5 22.0 34.3 36.5 43.7
Gross financial liabili-
ties: percentage
change
Bank credit 28.5 21.7 31.1 29.4 29.9 1,225.1
Trade credit -13.1 14.2 11.3 57.9 105.6 792.0
Other liabilities 69.8 26.3 1.3 55.0 82.6 556.6
Total liabilities 16.1 20.8 21.0 39.7 57.6 2,573.7

Sources: Flow of funds accounts in National Bank of Yugoslavia, Quarterly
Bulletin, October 1980, and, for 1980, as provided by the Yugoslav authorities;
other tables in Quarterly Bulletin; and staff estimates.

1/ Because appropriate data on investment in stocks are not available (see
Table 13, note 3), the financial deficit 1s overestimated, and gross lending is
underestimated or gross borrowing overestimated or both.
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Table 16. Yugoslavia:; Trade Credit

(In billions of dinars)

Trade credit 1/ Gross Ratio of
(end of enterprise trade credit
period stock) income to income
1976 4th quarter 102.4 een ves
1977 4th quarter N 113.9 ‘e cos
1978 4th quarter 174.1 211.2 0.82
1979 2nd quarter 244 .9 240.5 1.02
3rd quarter 273.4 243.1 1.12
4th quarter 254.6 276.8 0.92
1980 2nd quarter 340.8 309.1 1.10
3rd quarter 376.0 328.9 1.14
4th quarter 398.7 388.7 1.03
1981 2nd quarter 494 .6 432.7 1.14
3rd quarter 537.9 451.5 1.19

Sources: Financial returns of organizations of associated labor in
the economic sector i1n Statisticki Bilten, quarterly; and data supplied
by the Yugoslav authorities.

1l/ These estimates are not as compiehensive as those in the flow of
funds accounts used for Table 15. In particular, they exclude claims
covered by bills of exchange.
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Table 18. Yugoslavia: Minimum Downpayment for Purchase

of Selected Goods on Consumer Credit

(In per cent)

1960 1981

Before Oct. Oct. April Nov.

Textiles 15 20 40 40
Refrigerators, washing machines,

etc., 22 40 50 50

Furniture * 30 40 50 50

Color TV and stereo equipment 45 55 1/ 1/

Cars 67 75 1/ 60

Sources: The Officlal Gazette of the Socialist Federal Republic of

Yugoslavia, No. 60, October 27, 1980, and No. 19, April 3, 198l1; and

information supplied by the Yugoslav authorities.

1/ Purchases of these goods with consumer credits not permitted.
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Table 24.

Yugosl

avia:

(In_per cent per annum)

Selected Intersst Rates

1977 1978 1979 1980 1981
End of period Sept.
Central bank rate of interest
Rates charged by the national banks
Official discount rate 6.0-8.0 6.0 6.0 6.0 6.0
Credits to banks for selective
purposes 1.0-6.0 1.0=6.0 1.0-6.0 1.0=-6.0 1.0=6.0
Credits to banks for liquidicy
purposes 8.0 8.0 8.0 8.0 8.0
Credits to nonbank sectors 0.001-6.0 1.0-3.0 1:.0-3.0 1..0~3.0 1.0-3.0
Rates paid by the central bank
Banks' obhligatory reserves with
the National Bank of
Yugoslavia 3.0 3.0 3.0 3.0 3.0
Treasury bills issued by the
National Bank of Yugoslavia 4,.0-8.0 6.0-8.0 6.0-8.0 6.0-8,.0 6.0-8.0
Liquidity reserves of the Post
Office S‘Vingl Bank 8.5 8.5 8.5 8.5 8.5
Rates of interest of commercial
banks and other financial
institutions
Rates charged to borrowers
Discount of securities
Securities with e maturity
Securities with a maturity
of over 90 days 8.0 7.53 7.88 9.50 8.32
Short-term credits 9.31 9.6 8.78 9.44 9.64
Medium— and long-term cradits 8.58 8.99 6.91 5.74 8.30
Long~term cradita to OALs for
housing construction 5.54 4.88 6.88 7.14 8.17
Credits to households
Consumer credits 12.0 12.0 12.0 12.0 12.0
Credits for housing
construction 6.54 5.21 5.57 5.68 6.09
Rates paid to lenders
Time deposits of OALs
Up to one year 3.42 4.55 5.09 5.69 7.68
Over one year 4.8 6.04 7.56 8.72 5.94
Depoeits of househclds
Savings sight deposits 7.5 2.5 7.5 7.5 7.5
Savings time depocits
From one to two years 9.0 9.0 9.0 9.0 9.0
Qver two years 10.0 10.0 10.0 10.0 10.0
Short-term interbank lending for
liquidity purposes 9.76 9.65 9.93 9,03 10.71

Sources:
Yugoslav authorities.

National Bank of Yugoslavia, Quarterly Bulletin; and data supplied by the
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Table 25%. Yugoslavia: Monetary Survey, 1971-81

Net Foreign Domestic Money Quasi- Other Items
Year Assets Credit 1/  Supply 2/ money 3/ (net)

{Stock at end of year; in billions of dinars)

1971 -10.0 218.1 40.7 102.6 64.8
1972 -2.0 255.5 55.2 119.3 79.0
1973 -6.0 298.9 77.5 147.2 80.2
1974 -3.6 367.1 97.2 176.5 89.8
1975 -6.3 461.3 130.7 216.4 107.9
1976 -7.2 592.1 206.5 260.7 117.7
1977 -8.6 746.2 251.1 353.3 133.2
1978 -33.4 959.2 315.3 456.9 153.6
1979 ~112.0 1,217.7 375.2 575.9 154.6
1980 -257.3 1,568.3 461.6 785.5 63.9
1981 Estimate -364.6 1,913.3 570.0 1,021.0 -42.3

(Change during year; in per cent)

1978 28.5 25.6 29.3
1979 26.9 19.0 26.0
1980 28.8 22.0 36.4
1981 Estimate 22.0 23.5 30.0

Source: Data supplied by the Yugoslav authorities.

1/ Comprises bank loans extended in both dinars and foreign currencies to
domestic cliencs, including the Governmment, and investment in securities.
The performance criteria for the growth of domestic credit in 1981 referred
to a slightly narrower concept, excluding lending by the post office savings
bank and the fund for fimancing trade.

2/ Includes gove -nment deposits and excludes items in transit.

3/ Comprises foreign exchange deposits of residents, cther sight deposits,
time deposits, restricted deposits, securities issued by banks, and claims on
banks in respect of pooled resources.



- 48 =

Table 26+ Yugoslavia: Velocity of Circulation of Money

Gross Social Money Money and
Froduct Supply 1/ Quasi-money 1/ Velocity of Circulation 1/
In billions In billions .In billions Narrow Broad
of dinars of dinars of dinars money money
1971 204.5 40.7 143.3 5.34 1,57
1972 245,4 55.2 174.5 5.04 1.54
1973 306.3 77.5 4,7 4,47 1,53
1974 407.2 97.2 T 7 4,56 1.63
1975 503.0 130.7 3¢7.1 4,48 1.62
1976 592.6 206.5 467.2 3.51 1.46
1977 734.3 251.1 604.4 - 3.30 1.39
1978 901.8 315.3 772.2 3.17 1.34
1979 1,165.4 375.2 951.1 3.44 1.39
1980 1,564.6 461.6 1,247.1 3.80 1.46
1981 Estimated (2,240.0) (570.0) (1,591.0) (4.38) (1.60)

Sources: Statistical Yearbook of the SFRY; data supplied by the Yugoslav authorities;
and staff estimates.

1/ The money and quasi-money series refer to the end of the year, but the velocity
of circulation was calculated as the ratio of GSP to the appropriate cuncept of money
averaged over the year as a whole.
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IV. Public Finance

1. The consolidated public sector

The public sector is defined to include the Federal Government,
rhe governments of the six republics and two autonomous provinces, the
governments of communes and cities, the social funds (e.g., for social
security and the development of underdeveloped regions), and self-manag~
ing communities of interest for various services (e.g., health, educa-
tion, child protection, soclal protection, culture, science, etc.). The
governments are officially called soclopolitical communities, and their
expenditure is called general expenditure or consumption. The expendi-
ture of the communities of interest is called collective expenditure or
consumption. These communities are set up at the level of communes;
there i1s one for every noneconomic activity, and so in the 520 communes
of Yugoslavia there are 4,768 communities of interest in the public
sector.

The general needs met by goveirnment activities are financed out of
taxes and customs duties, and the collective needs met by self-managing
communities of interest out of the contributions, according to set rates,
of workers and enterprises. The Federal Government determines the rates
of customs duties and the basic turnover tax rate, and 50 per cent of
the revenue raised from the latter accrues to republican and provincial
governments. These governments and those of communes levy additional
turnover taxes, as well as taxes on personal incomes (i.e., wages) and
enterprise incomes.

Public sector bodies other than the Federal Government are required
to balance their budgets. In practice they have usually achieved small
surpluses (Table 30). The Federal Govermment budget has been in deficit
in recent years, and this has been sufficiently large to produce a small
deficit for the public sector as a whole, but in 1981 the federal deficit,
equivalent to 0.1l per cent of GSP, was less than the surpluses elsewhere.
But even 1n 1980, when the Federal Government deficit rose sharply com—
pared with 1978 and 1979, the public sector deficit amounted to only
0.7 per cent of GSP.

The resolution on economic policy in 1980 required that revenues for
general and collective needs should increase by less than the increase
in total nominal incomes. In the event, the growth of revenue was held
down to 25 per cent which, though higher than the 16 per cent originally
planned, was considerably lower than that of nominal incomes which grev
by 35 per cent, appreciably more rapidly than anticipated. The share of
public sector revenue in total income thus fell from 24 per cent in 1979
to 22.4 per cent in 1980. The basic turnover tax rate was reduced from

14.5 per cent in 1979 to 14 per cent in 1980. The rates or turnover
taxes at the republican, provincial, and communalL levels were all raised

in 1980. The resulting tax rates varied widely, but were in the ranges
of 5-8 per cent for republics and provinces and 3-7 per cent for communes.
Turuover tax revenues in 1980 were 27 per cent higher than in 1979;

income tax revenues were 19 per cent higher; and receipts from customs
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duties only 1 per cent higher, because of the real decline in imports
and a shift in the structure away from the more heavily taxed items.
Consolidated publin sector expenditures rose by 27 per cent in 1980 as a
result largely of higher expenditures for defense and social security
transfers (Table 31).

The resolution on economic policy im 1981 called for the increase in
revenues for general and collective needs to be at least 4 percentage
points below the increase in nominal GSP. It was envisaged that this
would permit an increase in collective consumption of 19 per cent in
nominal terms. The basic turnover tax rate was raised to 17 per cent,
but there were no changes in the rates of turnover tax at the level of
republics, provinces, and communes. The increase in the basic turnover
tax rate and the higher-than-expected growth in nominal incomes led to a
faster growth in revenue than planned for governments other than the
Federation and for self-managing communities of interest. Nevertheless,
nominal expenditure did not increase to the same extent, and so large
surpluses were accumulated. In July 1981 a law was introduced whereby
soclopolitical organizations and self-managing communities of interest
that realized revenues higher than planned were required to reduce tax
and contribution rates in proportion to the surpluses. Despite this,
public sector receipts remained high: they were 35 per cent higher in
the first nine months of 1981 than in the same period of 1980. The
receipts of the Federation were 47 per cent higher, those of republics
and provinces 27 per cent higher, those of communes 29 per cent higher,
and those of self-managing communities of interest 35 per cent higher.

2. The Federal Government budget

Additional information is available about the Federal Government
budgets for 1981 and 1982 (Table 32). It became clear during the course
of 1981 that revenues from customs duties would fall short of planned
amounts because of the reduction in imports and the change in import
structure. Although more revenue was sought from the contributions of
republics and provinces, it was still decided to reduce expenditure in
nominal terms. The reduction in real terms compared with the original
expenditure plans was therefore very large, since inflation was almoat

twice as rapid as was originally anticipated. The cut-backs in nominal
expenditure were spread across most categories. Those in real expendi-
ture were concentrated on reductions in real incomes of federal employees,
since employment was not reduced, and purchases of materials are not a
large proportion of expenditure. The resulting deficit in 1981 is
estimated to be larger in terms of dinars than was planned, although it
remains only 0.1 per cent of GSP. This was financed as planned by
borrowing Din 4.6 billion from the National Bank of Yugoslavia; some
repayment of existing credits was also made so that net borrowing was

Din 2.1 billion.

The budget for 1982 is based on a growth in expenditure of 23 per

cent, the same as that projected for nominal GSP. Defense expenditures,
which comprised 61 per cent of Federal Government expenditures in 1981,

are budgeted to increase by 20 per cent in 1982 compared with a rise of
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31 per cent in the preceding year. With the rise in salaries of Federal
Government employees projected to continue to be very restrained in
1982, administration expenditures are budgeted to rise by only 15 per
cent, Revenue 1is projected to grow more rapidly, at 26 per cent, so as
to eliminate the deficit and create a surplus which will be used for
repaying bank debt. The fastest growing component of revenue is to be
receipts from customs duties and import fees which are budgeted to rise
by 49 per cent. This large rise in part reflects the fact that a greater
share of customs revenues will accrue to the Federal Government in 1982
and a lesser share will accrue to communities of interest for foreign
economic relations This in turn will allow the share of total revenue
contributed by the republics and provinces to remain approximately
constant.
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Table 30. Yugoslavia Public Sector Operations by Level
of Government

(In billions of dinars)

—

1976 1977 1978 1979 1980 1/
Federal budget
Revenues 64.9 80 0 72.6 Q3.6 109.4
Expenditures 75.5 89.0 77.8 97.3 129.7
Of which
Transfers to other budgets (5.4) (6.1) (7 0) (10.5) (14.3)
Transfers to funds and communities of
interest (9.6) (10 &) (13 8) (15 2) (18.7)
Surplus or deficit -10.6 -9.0 -5 2 -3.7 -20.3
Budgets of republics and autonomous
provincas
Revenues 21.0 25.5 37.5 50.2 67.3
Of which
Grants from other governmental units 5 2) (6.1) (7.0) (10 5) (14.3)
Expenditures 21.9 25 3 37.1 50.1 64.6
O0f which
Transfers to other governmental units 2/ (1.7) (2 5 (3 0) (4 9) (5.3)
Surplus or deficit -0.9 0.2 0.4 g.1 2.7
Budgets of communes and cities
Revenues 20 2 22 7 30.9 39.8 49.8
Of which-
Grants from other governmental units .7 (--) (3 0) (3.3) (5 3)
Expenditures 20.5 26.8 31.5 38.5 48 4
Of which:
Transfers to other governmental units (0 3) (-=) (==) (eos) (3 0)
Surplus or deficit -0.3 -4.1 -0.6 1.3 l.4
Social security funds 3/
Revenues 85.2 105 8 135 8 165.3 209 O
Of which.

Grants from federal oudget (7.8) (7 1) (12 &) (15.2) (18.7)
Grants from other budgets (=-=) (25 (-=) ( ) <
Expenditures 89 0 105 3 136.0 162.4 208,2

Surplus or deficit -3.8 0.5 -0.2 2.9 0.9
Funds and interest communities 4/
Revenues 67 1 5/ 897 131.3 152 5 193.4
Of which
Grants from federal budget (1 8) (3 3 (1 4) (1.6) (3 0)
Expenditures 63 4 84 5 130.7 152 1 188 7
Surplus or deficit 3.7 5.2 0.6 0.3 4,7
Consolidared public sector 6/
Revenues 241 &4 304.7 384.3 470 7 587 6
Expenditures 253.3 311 9 389 3 469.8 598,.3
Surplus or deficit -11.9 -7.2 -5.0 0.9 ~10.7
Financing
External, net -15 -0.1 -0 1 - —
Domestic, net 13 4 73 5.1 -0.9 10 7

Sources* Data supplied by the Yugoslav authoritiea, Sluzbeni List, National Bank of
Yugoslavia, Annual Raports and Quarterly Bulletins; and IMF, Government Finance Sta-
tistics Yearbook

1/ Preliminary

2/ Not including agreed contributions to the federal budget

3/ 1Including communities for child protection and health, pension, and invalid
insurance

4/ Excluding social security funda above and the fund for the development of under-
developed regions Data on these funds and interest communities are estimated by
treating them as a residual using data on the consolidated public sector, grants, and
transfers, and on expenditures and revenues of other levels of government

5/ Due to rounding errors, revenues were adjusted upward by Din 0.5 billion.

6/ Exclusive of grants and transfers among governmental units.
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Table 31, Yugoslavia: Consolidated Revenues and
Expenditures of the Public Sector 1/

(In billions of dinars)

1975 1976 1977 1978 1979 1980 2/

Revenue
Direct taxes 3/ 108.9 134.6 175.5 232,5 279.6 351.5
Indirect taxes &/ 75.2 86.3 109.4 126.3 157.7 190.0
Other taxes and nontax
revenue 13.7 20.5 19.8 25.5 33.4 46,1
Total revenue 197.8  241.4 304.7 384.3 470.7 587.6
Expenditure
National defense and
administration 49.6 57.5 71.5 83.9 103.8 140.8
Education 32.0 38.1 43.7 57.4 67.5 81.1
Social security and
welfare 76.1 93.5 114.4 146.5 178.6 226.8
Interventions 1in the
economy 13.9 19.¢6 28.0 38.1 42,2 51.7
Other expenditures 5/ 28.2 44.6 54.3 63.4 17 7 97.9
Total expenditure 200.4 6/253.3 311.9 389.3 469.8 598.3
Suiplus or deficit -2.6 -11.9 -7.2 -5.0 0.9 -16.7
Financing
Foreign financing, net -2.2 -1.5 -0.1 -0.1 -- —
Domestic financing, net 4.8 7/ 13.4 7.3 5.1 -0.9 10.7

Source: Data supplied by the Yugoslav authorities.

1/ 1Includes budgets, funds, and communities of interest at all levels of
Government. Excludes the fund for the development of underdeveloped regions.
Net of transfers among all public sector units.

2/ Prelaiminary.

3/ Includes taxes on incomes and profits of enterprises and individuals,
soci1al security contributions, employers' payroll or manpower taxes, and
property taxes.

4/ 1Includes taxes on goods and services and on international trade and
transactions.

5/ 1Includes expenditures for housing and communal amenities, investment,
and subsidies for consumption.

6/ Total expenditures for this year have been determined by subtracting
estimated expenditures by the fund for the development of the underdeveloped
regions from total public sector expenditures as reported by the Yugoslav
authorities.

7/ Residual.
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Table 32. Yugoslavia: Budget of the Federation
(In billions of dinars)
1977 1978 1979 1980 1981 1982
Original Latest
budget 1/ estimates 2/ Budget 3
Revenue
Customs duties and
other import fees 39,755 23,333 24,591 20,694 35,437 21,043 30,288
Contributions from
republics and
provinces 38,996 20,827 28,436 38,469 52,562 63,773 80,378
General turnover and
gales taxes - 26,273 37,700 47,400 73,377 73,377 88,933
Other taxes 96 121 169 230 230 230 640
Nontax revenue 1,165 2,047 2,681 2,501 2,850 2,850 3,636
Total revenue 80,012 72,601 93,577 109,354 164,456 161,273 203,875
Expenditure
Administration 10,908 13,066 15,227 18,574 21,380 20,231 24,579
Defense 38,131 42,595 55,084 76,149 101,894 100,028 122,685
Grants to republics
and provances 6,139 7,028 10,502 14,258 16,277 15,979 20,834
Grants to funds and
commnunities of
interest 10,410 12,441 14,794 18,700 25,237 24,896 30,920
Investment 547 551 621 818 215 874 300
Other or discrepancy 22,847 2,205 468 1,173 489 _ 1,401 2,231
Total expenditure 88,982 77,886 97,272 129,672 165,592 163,409 201,519
Surlug o. deficit -8,970 =5,285 -3,695 -20,318 -1,136 -2,136 2,356
(As a per cent of
GSP) (-1.2) (-0.6) (-0.3) (-1.3) (-0.1) (-0.1) (0.1)
Financing, net
domestic 4/ 3,970 5,285 3,239 20,318 1,136 2,136 -2,356
Bond 1issues 3,980 - - 13,344 - - -
National Bank credit= 11,200 5/ 9,487 8,451 9,200 4 600 4,600 -
Repayment of bank
credits ~562 5/ =847 -1,655 =726 -2.974 -1,979 -1,562
Bond amortization -3,621 -3,055 -2,857 -1,264 =205 -205 =450
Allocation to bud~
getary xeserves -284 =300 =200 =236 -285 ~280 =344
Other and residual -2,305 5/ - - — - - -
Source: Data supplied by the Yugoslav authorities.
1/ The preliminary budget estimates reported in EBS/81/5 (Corrected: 1/27/81).

2/ The revised estimates made in December 1981, following the decision to reduce
expenditure by Din 2.2 billion and repayment of bank credits by Din 1.0 billiomn, with a
corresponding downward revision to revenue.

3/ From the resolution for the Annual Plan for 1982.

4/ There was no external financing of the budget.

5/ National Bank credits and credits from other banks (included in the residual item)
are net of repayments in 1977.
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Ve External Sector

1. Balance of payments and reserve developments, 1980-f1

Yugoslavia's balance of payments deteriorated sharply in 1979; the
current account deficit widened to a record USS$3.7 billion (6 per cent of
GSP), and gross official reserves declined by US$1l.1 billion to US$1.3 bil-
lion, less than one and a half months of imports from the convertible cur-
rency area (Tables 33-35 and 46). This deterioration reflected rapid dom-
estic demand expansion, the impact of higher 0il and other import prices,
as well as the adverse effacts of a major earthquake on tourist earnings
and of unfavorable weather conditions on agriculture. The economic sta-
bilization measures of 1980, combinea with a large exchange rate depreci-
ation, and the strengthening of these measurer in 1981 contributed to a
sharp improvement of the current account; the deficit was reduced by
about US$2.4 billion during 1980-81, and by 1981 it had reverted to its
1978 level of US$1.3 billion. 1/ Gross official reserves were built up
in both years and by the end of 198l they reached an estimated US$1.6 bil-
lion, equal to nearly two months of imports from the convertible area.

In addition, reserves held by commercial banks amounted to an estimated
US$890 million at the end of 1981.

The current account deficit declined in 1980 to US$2.3 billion
(3.6 per cent of GSP), mainly due to a reduction in the trade deficit
of US$1.1 billion to US$6 billion. The value of exports increased by
32 per cent owing both to an increase in volume (11 per cent) and in
prices (Table 36). At the same time, imports rose by only 7 per cent
because of a decline in volumes of over 10 per cent; the latter
reflected both the reduction in domestic demand and drawdown of inven~
tories accumulated in the previous year. Net invisible receipts rose
by 6 per cent, due mostly to higher receipts from workers' net remit-
tances, tourism, and investment works abroad. A marked increase in net
capital flows, originating partly from greater short-term foreign bor-
"rowing, helped cover most of the current account deficit, and, together
with net purchases from the Fund, enabled a modest accumulation in
reserves,

Preliminary estimates for 1981 indicate a further sharp improvement
in the current account deficit to US$1.3 billion (2 per cent of GSP);
the convertible current account deficit was reduced by US$583 million to
US$1.6 billion. As in the previous year, the improvement derived largely .
from a better trade performance, with the trade deficit declining by
US$876 million to US$5.2 billion. With the terms of trade remaining
unchanged, the marked improvement in the trade balance in real terms
originated mainly from a decline of about 8 per cent in import volume

1/ Based on recent information, the balance of payments outcome in
1981 was substantially better than indicated in the text above. The
global current account deficit amounted to US$750 million and the con-
vertible deficit to US$1.4 billion. However, disaggregated data are not
available to enable a description and analysis of the revised outcome.



-59—-

due to the reduction in real domestic demand, particularly fixed invest-
ment. The value of imports rose by only 3 per cent during the year,
with imports from the convertible and nonconver.ible area increasing by
2 per cent and 7 per cent, respectively. Thr. deceleration in import
growth was particularly marked in the latter part of the year; during
July-December imports declined by 7 per cent compared with an increase
ot 15 per cent in the first half of the year. Available data for the
tirst 11 months of 1981 show a decline in nominal terms of 8 per cent
and 41 per cent, respectivelv, in imports of capital goods and consumer
goods (Table 37). As a result, there were further shifts in the structure
of imports; the share of capiial goods declined by 2 percentage points
to 18 per cent of total imports, and that of consumer goods decreased by
4 percentage points to 6 per cent. Export values rose by 15 per cent
(sec below)., Net invisible receipts increased by 4 per cent; although
receipts from tourism, workers' net remittances, and investment works
abroad rose by 18-20 per cent, these gains were substantially of fset by
an increase of 54 per cent (US$698 million) in interest payments. The
latter increase was due both to higher interest rates abroad and the
rise in debt.

Net capital inflows in 1981 were sharply lower than in the previous
year. Medium— and long-term loans amounted to US$1 billion, or about half
the net inflow in 1980, mainly because of a sharp reduction in suppliers'
credits for financing equipment imports; in addition, financial credits
by the banking system were lower than in the previous year. Indebted-
ness on bilateral balances, which had increased sharply in the previous
two years, largely due tuo higher energy imports from traditional suppliers
in the nonconvertible area, was reduced in 1981 by an estimated US$500 mil-
lion to a little over USS$400 million. 1In contrast to the previous year,
short—-term capital net inflows were negligible. The large errors and
omissions iltem recorded ain 1980 and 1981 is believed to reflect mainly
advance payments made in 1980 for imports recorded in the customs data
in 1981. As in the previous year, the overall deficit (about US$400 mil-

lion) was financed by net purchases from the Fund, and there was a modetr-
ate increase in reserves.

External policies for 1982 aim at reducing the global and convertible
current account deficit to US$500 million (0.8 per cent of GSP), maintain-
ing the level of reserves, and improving the structure of external debt.

A further reduction in real domestic demand and flexible exchange rate
policies will be the main instruments used for inducing a shift of
resources into the tradeable goods sector. The targeted expansion of

8.5 per cent in the volume of exports is the key element in the planned
improvement in the current account.

A s
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2+ Review of export decvelopments

a. Developments during 1970-79

(1) Growth and structurce

During the decade of the 19705 exports pgrew at a modest rate.
Between 1970 and 1979, exports of goods and nonfactor scrvices {(at con-
stant 1972 prices) rose by less than 4 per cent per annum. Lkxport per=
formance was especially weak during the latter half of this poerdod;
between 1976 and 1979, the volume of exports of goods and nonfactor
services declined and that of merchandise expoits stagnated (Table 38).
The share of exports in real GSP fell from 21 per cent to 17 per cent
between 1970 and 1979, with most of the decline occuring in the last
three ycars of this period.

Significant shifts took place in the structurc¢ of merchandise exports,
both in terms of the comnodity composition and geographical distribution,
The share of primary products (agriculture, metals and mineruls) in total
exports declined from 45 per cent in 1970 to about one third in 1979, and
that of manufa ured exports (chemicals, machinery and transport equipment,
other manufactures) rose from 55 per cent to 68 per cent. The commedity
structure of exports became highly diversified; indices of dispersion
calculated by UNCTAD show that export diversification in Yugoslavia 1is
greater than in most other developing countries, and is comparable to
developed countries. 1/ The high degree of diversification reflected the
strategy to reduce vulnerability to protectionist pressures and to increase
flexibility so as to respond to small market opportunities.

The regional distribution of exports changed substantially in the
1970s. The share of the CMEA and socialist countries in total exports
increased from 33 per cent in 1970 to 42 per cent in 1979, owing mainly
to an increase in the share of the U.S.S.R. market by 7 percentage points
to 22 per cent. There was also a notable increase in export shares of
the oll exporting countries from 2 per cent in 1970 to 9 per cent in
1979, but this occurred partly at the expense of a decline in the share
of non-o0il developing countries. The snare of inaustrial countries

declined correspondingly by 15 percentage points to 42 per cent between
1970 and 1979.

A cross-classification of exports by commodity composition and
geographical distribution is available for the years 1970, 1975, and 1980
and is presented in Table 39, Between 1970 and 1980, the CMEA share rose
in most export categories, particularly for food, electrical and transport
machinery, and miscellaneous manufactures. The shift in export shares
was partly related to the increase in prices of oil and gas imports,
where the CMEA has traditionally been a major supplier, and the couse-
quent need to contain indebtedness under bilateral payments arrangements.
The CMEA share in total imports rose by 9 percentage points between

1/ UNCTAD, 1979, Handbook of International Trade and Development
Statistics.
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1970 and 1980 (owing entirely to higher imports from the U.S.S.R.}, of
which 5 percentage points was due to hipgher energy imports (Table 40).
Shifts in export shares were also related to external demand conditions;
for example, in agricultural products there was a reduction in dependence
on Western industrial country markets, as In the case of raw meat, where
exports to developing country markets were expanded after the restriction
on baby beef exports to the EC in 19743 1in the case of malze, there was
a major reorientation away from industrial countries to the CMEA.

Since the early 1970s there has been a significant loss itket
sharcs in the OECD. Durang 1973-79, Yugoslavia's manufacturtd e ports
(in U.S. dollars) to the OECD expanded by 11 per cent per annum compared
to the growth of OECD markets (measured by OECD imports) of over 17 per
cent per annum. Yugoslavia's loss of market shares in the OECD vig-2a-vis
developing countries is estimated at about 11 percentage points over the
same period.

(11) Factors affecting export performance

A variety of factors have contributed to the relatively poor
performance of exports. The high degree of diversification, and the
duplication of production in the various republics and provinces has
resulted in a lack of specialization and s'itboptimal exploitation of
economies of scale “n production and marketing. Trade restrictions in
some Western industrial countries have also dampened exports. However,
the most imj rtant factor preventing the emergence of a dynamic export
sector in the past decade was the pursuit of an inward-looking development
strategy which depended on the expansion of domestic demand and on import
substitution to generate growth. To a considerable extent, exporting has
been perceived by enterprises as a peripheral activity since it has been
traditionally more profitable to sell on the domestic market. As a
result, an improvement in export performance *'is generally limited to
periods of fairly restrictive demand pclicies. Export volumes rose
substantially in 1972 and 1976, fcllowing the economic stabilization-cum-
devaluation measures of 1971 and late 1974-75, respectively; in the
intermediate periods, domestic deuwand expansion was generally strong and
export growth weak.

The blas toward production for the domestic market rather than for
exports was reflected in the allocation of investment funds and in the
incentive structure. Commercial policies were mainly geared to proter .on
of domestic industries. Such policies included quantitative restrictiuns
on imports and licensing requirements. While average effective tariff
rates were gradually reduced from 13 per cent in 1970 to Y per cent in
1979 (Table 41), this was offset by an increase in additional charges
(import surcharge, tax equalization charge, customs evidence tax), the

combined effective rates of which rose from 9 per cent in 1970 tc 17 per
cent by 1979. Export incentives in the form of duty drawbacks and direct

cash payments have been provided at both the Federal and republican



- 62 -

levels, and credit for export industries has been extended at subsidized

rates. Adequate data on the extent of such subsidies are not available,
but they have not been sufficiently large to offset the orientation toward
the home market.

Exchdnge rste policy during 1973-79 was relatively passive except for
periods when a - vere deterioration in the balance of payments prompted
implementatio.. «+ corrective measures. Thus, r-:latively large devaluations
took place in :-/. and at the end of 1974 i~ - junction with restrictive
demand measures. Howevar, competitive gains t _a exchange rate adjustments
tended to be erowed teirly rapidly. Some indicators of competitiveness
are presented for the period 1975-80 in Table 38. Developmeuts in the
export trade weighted effective exchange rate, adjusted for unit labor
costs, suggest a fairly significant loss of competitiveness between 1975
and 1978, with some 1improvement in 1979. Yugoslavia's export unit values
in dinars increased less rapidly than domestic costs and prices between
1975 and 1979. Furthermore, export unit values in U.S. dollars increased
at a higher rate than the weighted average export unit values of Western
industrial trading partners. Separate price and volume data for
Yugoslavia's exports to the convertible and monconvertible area are not
available. 1Indications are that export prices have been more favorable
in the nonconvertible area in the past, but price differentials have
reportedly narrowed recently. Price and quality factors appear to have
contributed to the shifts In export shares to the nonconvertible area; an
additional fac:or m~y be relatively greater stability in external demand

in the nonconvertible area, where trade is conducted to a considerable
extent on the basis of long-term contracts.

b. Developments in 1980-81

Export developments varied considerably during 1980-81, with
large shifts in exports between the convertible and nonconvertible areas.
Restrictive demand policles together with the June 1980 devaluation
induced a marked expansion in exports in 1980, in contrast to the stagna-
tion of the previous year. Exports rose by 32 per cent, with much of
this growth originating from exporting to the nonconvertible area.
Exports to the nonconvertible area expanded by 64 per cent, compared to

an increase of 19 per cent in exports to the couvertible area. To a
large extent, this reflected the need to reduce indebtedness under
bilateral balances. The shift in exports to the nonconvertible area was
especlially marked in the second half of 1980, and continued in the first
half of 1981. 1In the latter period, exports to the convertible area
stagnated, while those to the nonconvertible area increased by 65 per
cent. However, exports to the convertible area picked up from July and
accelerated rapidly in the last quarter of 198l. During the second half
of the year, convertible exports rose by 21 per cent, while exp.rts to
the nonconvertible area declined. For 1681 as a whole, exports to the
convertible and nonconvertible area increased by an estimated 10 per cent
and 24 per cent, r~spectively. Continued domestic demand restraint, an

a wma mr o = e o
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active exchange rate policy, and improvement in the position on bilateral

balances contributed to the strengthening of export performance to the
convertible area.

In 1980 Yugoslavia entered into a new cooperation agreement with the
EC. The agreement provides Yugoslavia with preferential access to the EC
market for its industrial products, as well as improved access for certain
agricultural products particularly beef, tobacco, and wine. Some 70 per
cent of Yugoslavia's industrial products will be admitted duty-free with-
out limit. Twenty-nine reservea items will continue to be subject to
cellings; these include wood products, shoes, furniture, mineral and
other fertilizers, and rubber trees. For six designated nonferrous metals,
a gradual dismantling of tariffs is envisaged. Textile products remain
subject to "voluntary restraint” but will be eligible for expanded quotas
under the Community's GSP scheme.

The EC quota on Yugoslav beef exports was set in 1980 at 34,800
metric tons annually (2,900 tons monthly). Following Greece's accession
to the EC, Yugoslav beef exports io Greece, which had amounted to 35,000-
45,000 tons annually, became subject to EC common tarriffs and other
levies, resulting in a more than doubling of the amount of duties and
other charges per ton of Yugoslav beef in Greece. Consequently, such
exports became uncompetitive and there was a halt in beef exports to
Creece. In late 1981 the amount of such duties and charges was sharply
reduced, thus improving prospects for beef exports to Greece. Yugoslavia
has requested an increase in the EC quota for its beef exports, to take
into account accession of Greece to the EC.

3. External debt

Yugos?avia has relied extensively on medium- and long-term borrowing
to finance the overall current account deficit. During the period 1976-80,
medium- and long-term debt (excluding purchases from the IMF) increased at
an average annual rate of 22 per cent (Table 42). By the end of 1980,
such debt amounted to US$16.2 billion, equal to 26 per cent of GSP com-
pared with 22 per cent in 1976. Of this amount, US$14.7 billion, or
90 per cent was repayable in corvertible currencies. The growth of debt
decele :ted considerably in 1981, when it rose by 6 per cent to an esti-
mated US$17.2 biilion (27 per cent of GSP), of which US$15.6 billion
represented convertible debt.

Avallable information on the structure and composition of medium-
and long-term debt indicates that less than 30 per cent of the total is
public or publicly-guaranteed. At the end of Decemher 1980, disbursed
public and publicly-guaranteed debt amounted to US$4.5 billion, of which
49 per cent comprised bilateral loans (mainly from the U.S.S.R., the
Federal Republic of Germzny, the United States, and Kuwait), 31 per cent
represented multilateral loans (mostly from the IBRD), and 19 per cent
was from financial institutions. Data on total disbursed convertible
debts with maturities over one year, including private debt, show that at
the end of September 1981 about S50 per cent was in the form of suppliers’
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credi. 1inly for financing i ports of equipment. About one-third of
the total s in the form of financial credits (excluding purchases from
the IMF) rcotained by the National Bank of Yugoslavia and by commercial
banks for iinancing the current account deficit. l/ About 9 per cent of
the total rised loans from the IBRD, and about 7 per cent repre-
sented refinancing loans. Medium~ and long-term debt repayable in
bilateral currencies comprises suppliers' credits, largely for imports
of equipment.

Adequate information on the maturity structure and terms of debts
is not available. Based on loans with maturities over one year con-
tracted during the first four months of 1981, about 18 per cent of total
loans fell in the maturity category of 1-5 years, <bout 70 per cent was
in the category 5 10 years, and the remainder was with matuiities over
10 years. With regard to the interest rate structure, nearly 80 per
cent of these loans carried a floating rate; for financial credits, the
spread over LIBOR was generally iun the range of 1.125 per cent to
1.25 per cent, and for suppliers' credits the spread was much lower,
between 0.5 and 0.75 per cent. About 9 per cent of the loans were
contract.d at fixed interest rates of less than 8 per cent, and 11 per
cent at fixed rates ot 8-12 per cent.

Data on short-term debt are limited to foreign liabilities of the
commercial banks. These are in the form of bank credits and deposits
and are largely for trade financing. At the end of September 1981,
total short-term debt outstanding amounted to US$1.8 billion, of which
US$1.4 billion comprised bank credits. Between 1978 and 1980 short-term
debt increased by close to $1 billion, but showed little growth in 1981.

Debt service payments on convertible debts of over one year (exclud-
ing IMF) rose from US$1.5 billion in 1977 to US$2.9 billion in 1980, and
an estimated US$3.7 billion in 1981 (Table 43). Service payments on
such debts have risen from 17 per cent of exports of goods and services
to the convertible area in 1977 to an estimated 22 per cent in 1981. For
1982, debt service in convertible currencies is projected at US$4 billion,
but the debt service ratio is projected to fall to about 21 per cent
because of the marked expansion in projected export receipts. Including
debt service repayable in bilateral currencies, the debt service ratio
rose from about 16 per cent in 1977 to an estimated 20 per cent in 1981
and is projected to decline to 17 per cent in 1982, As a proportion of
GSP, total debt service (excluding IMF) has risen by about 2 percentage
points between 1977 and 1981 to 6.4 per cent.

1/ Such financial credits represent foreign liabilities of the bank-
ing system and are included in the item "net foreign assets" in the
monetary survey, but are included above-the~line in long-term capital
in the balance of payments.
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4. Exchange and trade policies

a. Exchange rate policy

Since July 12, 1973, the dinar has not been maintained within
announced margins and the exchange rate has been modified at frequent
intervals hy the National Bank, taking into account particularly the
rates vis—-a-vis the U.S. dollar and the deutsche mark. The Law on
Foreign Exchange Operations and Foreign Credit Relations in effect since
March 1977 stipulates that the Federal Assembly shall formulate exchange
rate policy and determine the guidelines for the adoption of measures
pertaining to the implementation of the policy. It also states that a
r2alistic exchange rate policy shall be an important part of the country's
economic and foreign esxchange policy. The National Bank of Yugoslavia
in cooperation with the republican and provincial national banks imple-
ment the exchange rate policy. The Federal Executive Council, which

determines the exchange rate of the dinar, reports periodically to the
Federal Assembly on the exchange rate policy.

Following frequent small exchange rate adjustments in 1978-79, on
June 6, 1980, the dina: was depreciated by 23 per cent (the dinar/dollar
rate was changed from US$1 = Din 21 to US$S1 = Din 27.3). This depreci-
ation was aimed at compensating for price and cost differentials vis-a-vis
major trading partners, improving export competitiveness, and offsetting
the impact of the removal of the 10 per cent import surcharge. To moni-
tor exchange rate developments, the Yugoslav authorities currently use a
basket of currencies weighted by their shares in total payments. In
terms of this basket, the nominal effective exchange rate of the dinar
depreciated by 30 per cent during 1980, mainly due to the June action
(Table 44). The acceleration of dumestic cost and price increases during
the second half of 1980 partly croded the competitive gains accruing from
the June devaluation; during 1980, the effective exchange rate, adjusted
for relative wholesale prices, depreclated by about 10 per cent. In the
first half of 1981, the effective exchange rate depreciated by a small
amount as the concern about domestic inflation led to a conservative
exchange rate policy. However, beginning in Juiy, a more active exchange
rate policy was pursued with a view to stimulating exports. As a result,
during 1981 as a whole, the nominal effective exchange rate depreciated
by about 23 per cent. During January 1982 the active exchange rate
policy was continued and the nominal effective exchange rate depreciated
further by about 5 per cent.

b. Changes in exchange and trade regulations in 1981 1/

All commodities included in the foreign trade nomenclature are
classified in three main categories, largely in accordance with the
manner in which exchange is’ made available: LB--liberalized goods; RK

1/ A description of the exchange and trade system as of December 31,

1980 is given in the Annual Report on Exchange Arrangements and Exchange
Restrictions, 1981. Institutional aspects of the decentralized exchange

allocation system are described in the Appendix.
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and DK~-goods subject to individual quotas in quantity and dinar terms,
respectively; and D~--goods subject to ad hoc licensing. 1In April 1981

a large number of commodities were shifted between caztegories. On the
import side, 1,012 items were shifted to the LB list (277 from the RK
list, 724 from the DK list, and 11 from the D list). At tha same tLime,
19 items were shifted from the LB list to the restricted lists (12 items
to the RK list and 7 to the D list). In addition, 24 items were shifted
from DK to RK. The 1tems liberalized affected many different types of
commodities including agricultural products, raw materials, and consumer
goods. Partly as a result of these changes, the value of imports under
the LB category rose from 42 per cent of total imports in 1980 to 48 per
cent during the first 11 months of 1981 (Table 45). On the export

side, 41 items were shifted from D to LB and 26 items were shifted from

LB to D; the latter group largely comprised agricultural and mineral
products in short local supply.

In July 1981 the export and import of Yugoslav banknotes was limited
to Din 1,500 per person for the first trip during the year, with no allow-

ances for subsequent trips during the same year. Previously the limit

had been Din 1,500 per person per trip. This restriction aimed at stem-
ming the outflow of dinars which were being sold abroad at below the
official exchange rate and which weire being used to buy consumer gocds

and other imports in excess of permitted levels. Effective January 1,
1982, the amounts of Yugoslav banknotes which could be brought in, or
taken out of the country during the year were established at Din 1,500 per
person for the first trip and Din 200 per person for each subsequent trip.

Since late 1980 broken cross rates existed in the Yugoslav exchange
market and in the first half of 1981 the breaks became quite marked. In
July and early August dinar exchange rates were adjusted so as to reduce
the differentials between cross rates prevailing in Yugoslavia and in

the principle foreign exchange markets abroad, and by August 12, 1981
broken cross rates were eliminated.

In Auguec 1981 new regulations were issued which exempted sales of
domestically manufactured goods (except foodstuffs, cosmetics, liquor
and petrol) from turnover taxes if such goods were purchased with dinars
obtained by sales of foreign exchange held by natural citizens and jur-
idical persons in a foreign exchange account or foreign exchange savings
deposit. These tax exemptions also apply to foreigners if the relevant
commodity purchases were made in dinars obtained from the sale of foreign
exchange to an authorized bank. In both cases, the certificate of sale
of foreign exchange issued by the authorized bank is necessary proof to
obtain the turnover tax exemptions; this certificate is not negotiable.

In December 1981, the value of duty free imports that could be brought

into the country by returning resident travelers was reduced from Din 1,500
per person to Din 200 per person.
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Balance of Payments, 1978-82

(In mitlions of U.S. dollars)
1978 1979 1980 1981 1982
Latest Pro-
estimate jection
A. Goods and services and unrequited
transfers ~1,283 -3,661 -2,291 -1,280 =500
Exports, f.o.b. 5,809 6,794 8,978 10,350 12,600
Imports, c.i.f. -10,439 -~-14,019 -15,064 =-15,560 -18,033
Trade balance -4,630 -7,225 =6,086 =5,210 -5,433
Services and unrequited transfers
(net) 3,347 3,564 3,795 3 930 4,933
Credits-*
Workers' and emigrants' remittances 2,950 3,393 4 050 4,820 5,100
Travel 1,130 1,183 1,645 1,975 2 500
Transportation 1,200 1,405 1,669 1,825 2,275
Interest 170 138 187 376 390
Other 810 1,313 1,761 2,089 2,093
Total 6,260 7,482 9,322 11,085 12,358
Debita-
Workers' and emigrants' remittances -1,280 -1,683 =-2,511 =2,997 -2,950
Travel -128 -155 =130 =160 ~-135
Transportation =590 -674 -837 -870 -950
Intereat =495 -§21 -1,281 =1,979 -2,165
Other =420 -585 ~768 =1,149 -1,225
Total ~2,913 -3,918 -5,527 -7,155 =7,425
B. Long-term capital
Long-term loans received (net) 1/ 1,706 1,452 2,145 1,009 410
Drawings 3,146 3,154 4,151 3,220 2,800
Repayments -1,440 =1,702 <=2,006 =2,211 -2,390
Long-term loans extended (net) =106 ~125 ~221 -250 =270
Total 1,600 1,327 1,924 759 140
C Bilateral balances -65 742 354 =500 70
Short-term capital (net) 2/ 82 218 739 11 =-500
Allocation of SDRs - 37 37 38 -
. Errors and omissions 37 -9 =935 577 198
G. Total (A through F) 371 -~1,346 =172 =395 =592
H. Reserve movements
Use of Fund credit =21 218 304 550 592
SDRa -7 =34 41 ) )
Reserve position in the Fund -81 81 - ) -155 ) .
Gold -5 -4 =5 ) )
Official foreign exchange (increase -) =257 1,085 =168 ) )
Total -371 1,346 172 395 592
Memorandum item:
Current account deficit as a percentage
of gross social product 2 6 6.0 3.6 20 0,8

Sources.
1/

chases from the Fund), and 17 commercial banks

National Bank of Yugoslavis; and staff estimates.

2/ 1Includes short-term borrowing by commercial banks.

Includes medium- and long-term borrowing by the National Bank (except net pur-



Table 34. Yugoslavia: Balance of Payments (Convertible
Currency Area), 1978-82

(In millions of U.S. dollars)

1978 1979 1980 1981 1982
Latest Pro-
estimate Jection

A. Goods and services and unrequited

transfers -1,272 -3,304 -2,203 -1,620 __-500
Exports, f.o0.b. 3,971 4,766 5,656 6,230 7,730
Imports, c.i.f. -8,373 -11,336 -11,321 -11,540 -12,885
Trade balance -4,402 -6,570 -5,665 =5,310 -5,155
Services and unrequited transfers
(net) 3,130 3,266 3,462 3 690 4,655
B. Long-term capital
Long~terr loans recelved (net) 1/ 1,483 1,335 2,065 999 460
Drawings 2,819 2,903 3,909 3,060 2,650
Repaymente -1,336 -1,568 -1,844 -2,061 -2,190
Long-term loans extended (net) -97 =123 ~235 -235 ~-250
Total 1,386 1,212 1,830 764 210
C. Short-term capital (net) 2/ 82 218 739 11 =500
D, Allocat.on of SDRs - 37 37 38 -
E. Errors and omissicns 175 491 ~575 412 198
F. Total (A through E) 371 -1,346 =172 ~-395 =592
G. Reserve movements
Use of Fund credit =21 218 304 550 592
SDRs -7 =34 41 ) )
Reserve position in the Fund -81 81 - ) 155 ) .
Gold -5 -4 -5) )
Official foreign exchange (increase -) -257 1,085 -168 ) )
Total ~371 1,346 172 395 592

Sources: National Bank of Yugoslavia; and staff estimates.

1/ 1Includes medium- and long-term borrowing by the National Bank (except net pur-
chases from the Fund), and by commercial banks.
2/ 1Includes short-term borrowing by commercial banks.
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Table 35. Yugoslavia: Balance of Payments
(Nonconvertible Currency Area), 1978-82

(In millions of U.S. dollars)

1978 1979 1980 1981 1982
Latest Pro-
estimate jection

A. Goods and services and

unrequited transfers -11 -357 -88 340 -
Exports, f.o.b. 1,838 2,028 3,322 4,120 4,870
Imports, c.i.f. -2,066 -2,683 -~3,743 -4,020 -5,148
Trade balance =228 -655 =421 100 -278
Services and unrequited
transfers (net) 217 298 333 240 278
B. Long-term capital
Long-term capital (net) 223 117 80 10 ~50
Drawings 327 251 242 160 150
Repayments ~104 ~134 -162 -150 -200
Long-term loans extended
(net) -9 -2 14 ~-15 -20
Total 214 115 94 =5 =70
C. Errors and omlssions -138 =500 -360 165 -
D. Total (A through C) 65 -742 -354 500 ~-70

E. Bilateral balances (increase
in assets -) -65 742 354 -500 70

Sources: National Bank of Yugoslavia; and staff estimates.
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Table 36, Yugoslavia: Foreign Trade Indicators

(Percentage change over previous year, in terms
of U.S. dollars)

1976 1977 1978 1979 1980 1981

Latest
estimnate
Exports
Value 20.1 8.0 11.9 16.9 32.1 15.3
Volume 15.4 =2.7 2.7 1.6 11.0 3.0
Price 4.0 11.0 9.0 15 0 19.0 12.0
Imports
Value ~7.4 32.5 6.6 34.3 7.4 3.3
Volume -10.1 16.6 1.5 12.9 -10.5 -7.8
Price 3.0 13.6 5.0 19.0 20.0 12.0
Terms of trade 1.0 ~2.6 3.8 =-4.3 -1.0 -

Sources: Data supplied by the Yugoslav authorities; IMF, International
Financial Statistics; and staff calculations.
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Table 38. Yugoslavia: 1Indicators of Export Performance, 1975-80

1975 1976 1977 1978 1979 1980

Growth rates (in per cent)

Exports of goods and non-

factor services (at

constant 1972 prices) -1.6 15.0 -5.4 -0
Merchandise export volume -2.3 15.4 -2.7 2
Merchandise export values

(in terms of current

U.S. dollars) 7.0 20.1 8.0 11.9 16.9 32.1

S W
=

Ratio of exports of goods
and nonfactor services to
GSP (at 1972 prices) 20.5 22.6 19.8 18.4 17.1 18.2

Indicators of competitiveness
(1975 = 100)
Export trade-weighted effec-
tive exchange rate
(nominal) 1/ 100.0 102.4 97.4 90.2 87.3 67.7
Adjusted for relative
wholesale prices 100.¢ 101.4 100.0 96.0 97.1 94.6
Adjusted for relative
unit labor costs 100.0 104.4 106.3 105.4 101.5 97.0
Relative export unit values
(in U.S. dollar terms) 2/ 100.0 104.1 107.6 103.0 103.9 109.5
Export unit valves in :
dinars/unit labor costs 3/ 100.0 99.1 100.1 95.9 96.9 128.8
Export unit values in
dinars/consumer prices 3/ 100.0 100.5 100.7 98.1 94.0 103.5
Export unit values in
dinars/retail prices 3/ 100.0 97.8 96.6 94 1 91.5 109.9

Sources: Data supplied by the Yugoslav authorities; and staff estimates.

1/ Weighted by exports to Western trading partners in 1975.

2/ Export unit values of Yugoslavia in relatlon to a weighted average of
export unit values of Western trading partners.

3/ Export unit values of Yugoslavia in relation to costs and prices in
Yugoslavia.
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Table 41. Yugoslavia:

(In _per cent)

-~ 75 -

Average Tariffs by Customs Position

1976 1977 1978 1979 1980 1981
Customs Position Jan,~Nov,
Live animals and animal
products 5.7 5.8 6.5 8.7 9.3 8.7
Vegetable products 3.1 2.3 2.5 4.6 3.7 3.8
Fats, oils, and waxes 4,9 5.6 5.2 3.8 7.4 7.2
Food industry products, drinks,
tobacco 5.0 4.8 5.2 6.2 5.9 6.6
Minerals 5.2 1.9 1.9 0.9 1.2 1.2
Chemicals 8.8 9.1 8.5 7.9 7.8 7.8
Plastics and rubber 11.9 12.1 11.7 11.2 10.7 10.2
Leather and furs 4.5 5.9 4.4 1.9 1.1 2.2
Wood and veneer 9.0 6.0 5.5 5.3 4.7 5.1
Cellulose and paper 11.1 8.7 9.2 8.5 7.8 8.2
Textiles 9.6 9.7 9.1 9,5 9.1 9.1
Clothing, hats, umbrellas,
etc. 20.2 21.4 20.2 17.6 17.4 17.2
"Manufactures of stone, cement,
asbestos, ceramics, glass 12.3 12.3 12.6 12.8 12.5 13.3
Pearls, precious stones and .
metals, etc. 7.1 6.8 7.7 7.4 8.7 13.6
Metals and metal products 1C.2 10.7 10.4 10.3 9.6 9.3
Machines, apparatus, elec-
trotechnical equipment 13.9 15.1 14.3 13,2 12.4 12.7
Trucks, planes and their
spares, ships, etc. 16.5 16.4 15.3 15.3 13.6 14.1
Instruments 11.6 12.1 11.2 9.8 9.0 8.9
Arms and ammunition 17.1 10.4 7.3 23.5 24.3 24.8
Miscellaneous goods 18.1 18.0 17.7 16.3 16.0 15.9
Works of art, collections,
and antiques - 3.1 2.7 3.2 3.0 1.6
Total 10.1 10.1 9.8 &.9 7.6 7.1

Source: Data supplied by the Yugoslav authorities.
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Table 43. Yugoslavia: External Debt Service Payments on
Medium- and Long-Term Debt, 1/ 1977-82

(In millions of U.S. dollars)

1977 1978 1979 1980 1981 1982
Esti- Pro-
mate jection

A, Repayable in convertible
currencies, excluding IMF

Debt service 1,492 1,774 2,287 2,899 3,705 4,022
Amortization (1,114) (1,336) (1,568) (1,844) (2.061) (2,190)
Interest (378) (438) (719) (1,055) (1,644) (1,832)

B. Repayable in bilateral

currencies

Debt service 163 121 171 207 194 255
Anortization (149 (104) (134%) (162) (150) (200)
Interest (14) (17) (37) (45) (44) (55)

C. On debt to IMF

Debt service 148 114 80 101 148 163
Repurchases (124) (94) (59) (70) (88) (45)
Charges (24) (20) (21 (31) (60) (118)

D. Debt service

Convertible (A + C) 1,640 1,888 2,367 3,000 3,853 4,185

Total (A + B + C) 1,803 2,009 2,538 3,207 4,047 4,440

E. Debt service ratios 2/
(1n per cent)

Convertible curre-cies,
excluding IMF 17.2 17.8 19.3 19.9 21.9 20.5
Total, excluding IMF 15.6 15.5 17.2 17.0 19.8 17.1

Memorandum item:

Interest on short-term debt 16 20 44 150 230 155

Sources: Data supplied by the Yugoslav authorities; and staff estimates.

1/ Debts with original maturity of over one year.

- [ RN - T
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Table 44, Yugoslavia: Effective Exchange Rates

(May 1980 = 100)

Nominal Real
Effective Effective
End of period Exchange Rate ]/ Exchange Rate 2/
1979 December 107.7 99.3
1980 March 108.8 106.5
May 100.0 100.0
June 75.9 77.6
July 76.7 80.0
August 76.6 81.6
September 75.6 84.3
October 76.3 88.4
November 75.6 89.8
December 75.4 89.6
1981 January 78.5 100.5
February 76.7 100.5
March 72.8 97.9
April 72.9 99.9
May 74.1 102.5
June 74,2 104.7
July 69.6 98 4
August 65.2 3.8 3/
September 64.8 4.1 3/
October 63.2 4.6 3/
November 61.5 3.2 3/
December 58.4 9.2 3/

Sources: IMF, International Financial Statistics; and staff
estimates.

1/ Based on payments weighted currency basket used by the Yugoslav
authorities to monitor exchange rate developments; a decline in the
index denotes a depreciationm,

2/ Nominal effective exchange rate adjusted by changes in Yugoslav
producer prices relative to a weighted average of wholcsale prices of
major convertible currency trading partners. Yugoslav producer prices
are a welghted average of industrial producer prices (75 per cent) and
agricultural producer prices (25 per cent).

3/ Yugoslav agricultural producer prices are estimated.
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46. Yugoslavia:

External Reserves

(In millions of U.S. dollars; end of period)

National Bank of Yugoslavia

Official Reserves Foreign
Reserve Assets
position of
in the Foreign Deposit
Fund SDRs Gold exchange Total  Banks Total
1975 - 34 62 777 873 350 1,223
1976 -~ 10 62 1,980 2,052 658 2,710
1977 - 13 64 2,031 2,108 666 2,774
1978
1st qtr. - 12 66 2,184 2,263 714 2,978
2nd qtr. 77 12 66 2,000 2,155 820 2,976
3rd qtr. 79 24 66 2,283 2,453 869 3 322
4th qtr. 81 20 69 2,288 2,457 783 3,245
1979
lst ytr. 78 52 71 1,845 2,046 727 2,773
2nd qtr. - 76 71 1,711 1,858 664 2 522
3rd qtr. - 72 71 1,654 1,797 942 2,739
4th qtr. - 54 73 1,203 1,330 638 1,968
1980
1st qtr. - 74 75 762 911 424 1,335
2nd qtr. - 100 78 782 960 _ 843 1,803
3rd qtr. - 79 78 802 959 1,273 2,232
4th gtr. - 13 78 1,371 1,462 1,102 2,567
1981
1st qtr. - 22 78 1,408 1,508 1 130 2,638
2nd qtr. - 21 78 1,415 1,514 987 - 2,501
3rd qtr. - 33 78 1,435 1,546 1,044 2,590
November - .85 78 1,640 1,803 cee coe
Sources:

Bank of Yugoslavia.

IMF, International Financial Statistics; and the National
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Institutional Aspects of the Decentralized
Exchange and Trade System

In 1977-78 major legislation was adopted governing foreign transac-
tions, which extended the principle of self-management embodied in the
1974 constitution into the fields of exchange and trade relations. The
most important laws are: (1) the law on trade in gocds and services with
foreign countries; (2) the law on foreign exchange operations and foreign
credit relations; and (3) the law on the conduct of business activities
abroad. The basic approach is to develop overall policies starting with
the plans of organizations of associated labor (OALs) and working up,
through a system of agreements based on consultations and negotiations,
to develop economic plans and procedures for the economy as a whole.

1. Organizational set-up

OAL is a generic term for the economic or noneconomic organization
which carries out activities with social means of production and resources,
and which is organized on a self-management basis. OALs include: basic
organizations of associated labor (BOALS), work organizations, and com-
posite organizations of associated labor. A BOAL is formed for each unit
of a work organization which makes up a working whole and in which the
results of joint labor can be expressed in terms of value on the market
or within the work organization concerned. Harmonization and control of
the activities of OALs is achieved through various bodies which serve as
fora for negotiation and coordination of self-management agreements.

These bodies include communities of interest, economic chambers, and
other trade groups. All nonstate entities which realize and/or make
use of forelgn exchange, including BOALs and OALs, are participants in
communities of interest for foreign economic relations at the republican
and provincial level. At the Federal level, there exists the Yugoslav
Community of Interest for Foreign Economic Relations and the Yugoslav
Economic Chamber, which comprise representatives from the respective
republican aad provincial bodies. A representative of the Federal
Executive Council takes part in the work of the Yugoslav Community.
Within this complex of entities and institutions, self-management agree-
ments provide the most basic mechanism of decision. Self-management
agreements are legally binding contractual-type agreements entered into
" by workers in work organizations and communities of interest, and between
different entities, in order to regulate and adjust their interests.
Social compac*s are agreements of voroader social significance and embrace
+ ‘participation by political bodies as well as by OALs.

|

2. Policy formulation

Every year the Federal Assembly approves the Joint Foreign Exchange
Policy (JFEP), at the same time as the Joint Economic Policy for the year
1s formulated and approved. The JFEP is a comprehensive plan which
includes policies on exports; imports; protection of domestic production;
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the exchange rate; foreign exchange reserves; foreign credit relations;
coordination of mutual relations between the republic and provincial
communities ot interest for foreign economic relations; and balance of
payments restrictions.

The starting point in the process of developing the JFEP, is the
principle that BOALs are the basic holders of rights and obligations
in the foreign exchange system and the basis for the formulation of
external policies is laid through self-management agreements between (0ALg.
A prominent role 1s assigned to the self-management communities of inter-
est for foreign economic relations established within each republic and
autonomous province and, at the federal level, to the Yugoslav Community
of Interest for Foreign Economic Relations. In the self-managing com-
munities of interest within the republics and autonomous provinces, bal-
ance of payments projections are prepared for the individual republics
and autonomous provinces. Through a process of negotiation and adjust-
ment, these projections are consolidated into the overall balance of pay-
ments for Yugoslavia, and social compacts between the republics and auto-
nomous provinces establish the guidelines which will ensure implementation
of the agreed economic policles. The republics and autonomous provinces
are responsible for the realization of the JFEP, although the Federal
Executive Council may intervene in consultation with the Yugoslav Community
for Forelgn Fconomic Relations in order to attain the targets set out in
the JFEP. The self-managing communities of interest in the varicus repub-
lics and autonomous provinces play a crucial role 1in acrual implementation
of the policies both through tneir role as the organization within which
self-management agreements between participants in foreign economic
relations are concluded, but also as monitors of the performance during
the year.

3. Trade transactions

The Law on Trade in Goods and Services with Foreign Countries estab-
lishes the conditions under which OALs engage Jn foreign trade. To be
eligible to participate in foreign trade, an OAL must be registered and
must conclude self-management agreements with OALs engaged in the produc-
tion of goods for export or other OALs on whose behalf it trades on a
stable basis and on a large scale. Cocrdinating Committees at the repub-
lican and provincial level as well as under the Federal Executive Council
(FEC) establish whether OALs meet the requirements pertaining to the
conduct of foreign trade. The FEC, with the concurrence of the competent
republican and provincial authorities, regulates foreign trade transac-
tions and prescribes the standards and other conditions for establishing
quotas and licenses for imports and their disctribution among OALs. In
principle, quotas for most imports eventually are to be established by
self-management agreements between OALs producing, consuming, and import-
ing goods. The self -management agreements must take account of the
established foreign economic policy and be based on the material balances
of the OALs, reflecting the planned production, consumption, etc. The
overall demand for imports has to be reconciled with the projections of
the Federal Bureau of Social Planning.
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Although one of the basic aims of the new laws 1s to make OALs more
export oriented, the system as stated does not involve any obligation for
direct linkage between particular export and import transactions. Under
the system foreign trade organizations cannot engage in foreign trade
except on the basis of self-management agreements with producers. Thus,
trade organizations are not able, in principle, to perform a combination
of exports and imports solely for their own purposes. Moreover, the
rights of exporters and importers are lald down in self-management agree-
ments negotiated within communities of interest where agreements must be
reached, reconciling the different interests of exporters and importers,
within the limits provided by the agreed balance of payments plans,

Where large producers are able to eliminate the need for the services
of foreign trade organizations it would be possible for the producers

on their own initiative to negotiate a link between exports and imports
with foreign clients. Similarly, foreign trade organizations could find

it in their interest, both financlally and in terms of fulfilling their
commitments to achieve export targets, to negotiate export-import deals.
However, even in cares where long-term cooperation agreements with foreign-
ers are concluded, the authorities do not view with favor rigid direct

linkage of exports and imports that could freeze relations and involve
harmful effects insofar as such linkages do not take account of changing

economic conditions, In practice, imports have been linked to the
export performance of the self-management communities of interest.

4, Acquisition and disposition of foreign exchange

The Law on Foreign Exchange Operation and Foreign Credit Relations
specifies provisions for the realization, acquisition, and disposition
of foreign exchange. The basic principle of the foreign exchange system
is that workers in BOALs are the principal holders of rights and obliga-
tions in foreign exchange transactions. Where foreign exchange is
realized through independent performance by an OAL, the foreign exchange
belongs to that organization. More often, however, foreign exchange
will be realized by OALs that have pooled their labor and resources, in
which case, the exchange realized belongs jointly to the organizations
that have entered into the co-production, financial, or other arrange-
ments for economic cooperation. The most common situation is the one
where foreign exchange is realized by an OAL which has exported goods or
services in the production of which other OALs have taken part through
various forms of long-term cooperation. In such cases, self-management
agreements must be concluded between the 0ALs involved which will provide
for sharing the realized foreign exchange on the basis of the contribu-
tion made by the OALs involved. In addition, any enterprise making a
significant contribution to the production of an export commodity has a
right to ask the producer for the conclusion of a self-management agree-
ment providing for a share in the actual inflow of foreign exchange. In
principle, the contribution made to the realization of foreign exchange
by the various OALs would be based on the value added by each OAL in the
production of the goods or services exported. In practice, there might

be problems, e.g., where a large number of OALs had been involved in the
production, some of which have contributed only to a minnr extent. In
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such cases, sclf-management agreements might be concluded between the
exporter and the major contributors only, while provision for obtaining
needed foreign exchange by other OALs would be made under a self-manage-
ment agreement concluded within the framework of the republican and
provincial communities for foreign economic relations in conformity
with the planned balance of payments policy. OALs may keep the foreign
exchange they realize in a foreign exchange account, or sell it to an
authorized bank, or use it for their own payments abroad in accordance
with existing regulations, or may pool it with other OALs on the basis
of self-management agreements. The Yugoslav Community of Interest for
Foreign Economic Relations and communities of interest at the level of
republics and autonomous provinces establish criteria which form the
basis for acquiring the right to purchase fcreign exchange on the foreign
exchange market for OALs which do not realize foreign exchange earnings
or not in sufficient amounts to cover payments for needed imports.
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