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Basic Data 

Area 256,000 S q a  km. - 
Popu la t ion ,  mid-1980 

T o t a l  22.3 m i l l i o n  
O f  working  age  14.4  mil l ion 
Workers t empora r i ly  employed  abroad  770,000 

Gross social  product ,   1980 (a t  
c u r r e n t   p r i c e s )  Din  1,564.6 b i l l i o n  

US$2,260 GNP per   cap i t a ,   1980  

S e c t o r   s h a r e   i n   g r o s s   s o c i a l   p r o d u c t ,  
1 9 8 0   ( i n   p e r   c e n t :  a t  c u r r e n t  prices) 
A g r i c u l t u i e  12.2 
Indus t ry   36  .3 
Construct ion  10.6 
Se rv ices  40.9 

Net income p e r  employee i n   t h e  
s o c i a l i z e d   s e c t o r ,   1 9 8 0  Din 88,416  (US$3,550) 

1979 1980  1981  1981 
P re l imina ry   P ro jec t   i on  

Na t iona l   accoun t s   agg rega te s   ( i nc rease  
in p e r  cent; a t  c o n s t a n t   p r i c e s )  

Gross s o c i a l   p r o d u c t  7.0 2.4 2.2 2.5 

9.2 
6.0 
7.9 
4.6 

-0 -6 
-1 e o  

-0.8 
-4 - 5  

Tota l   domest ic   expendi ture  
Pr ivate   consumption 
Public  consumption 
Gross f ixed   inves tment  

0.1 

-0.2 
-6.0 

" 

4.0 
3.5 

-4.5 

A g r t c u l t u r a l   p r o d u c t i o n  
I n d u s t r i a l   p r o d u c t i o n  
Cons t r u c t  i o n   a c t i v i t y  

5.3 

9.7 
7.9 

-1 -8 
4.4 
4.0 

1.0 
4 -1 

-8.0 

Selected economic statistics (increase 
i n  p e r  c e n t  1 

R e t a i l   p r i c e s  
I n d u s t r i a l   p r o d u c e r   p r i c e s  
Net income per  employee ( i n  t h e  

Real wages 
Unit  labor costs i n   i n d u s t r y  
Money; end of per iod  
Quasi-money ; end of per iod  
Domestic c r e d i t ;  end of per iod  
Exports ; volume 
Imports;  volume 

s o c i a l i z e d  sector) 

21.9 
13.2 

30.4 
27.3 

46.0 
46.0 

20.0 
2 1  00 

20.5  
" 

14.9 
19.0 
26 a 0  
26.9 
1 -6 

12.9 

21.5 
-7 00 
19.7 
23.0 
36.4 
28.8 
11 00 

-10.5 

34.0 

33.0 
-6.0 

23.5 
30.0 
22.0 

3.0 
-7.8 

I 
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1979  1980  1981  1982 
P re l imina ry   P ro jec t ion  

P u b l i c   f i n a n c e   ( i n   h i l l b n s  of d i n a r s )  

Conso l ida t ed   pub l i c   s ec to r  
Revenue 470.7 587.6 
Expenditure 469.8  598.3 

Federal   budget 
Revenue 93.6 109.4  161.3 
Expenditure 97.3 129.7  163.4 

. .. ... . .. 
. a .  

203 9 
201.6 

Balance of payments (in billions of 
SDRs ) 

Exports ,  f .o.b. 
Imports, c . i . f .  
Trade  balance 
Se rv ices   and   t r ans fe r s ,   ne t  
Current   account   balance 
Net c a p i t a l   i n f l o w s   ( i n c l u d i n g  

e r r o r s  and omissions ) 
Reserve movements ( I n c r e a s e   i n  

assets -1 

5.3 
-10.9 
-5 -6  

2.8 
-2.8 

6.9 
-11.6 

-4.7 
2.9 

-1 -8  

8.8 
-13.2 

-4 -4 
3.3 

-1 a 1  

10.8 
-15.5 

-4 -7 
4.3 

-0.4 

1.8 1.6 0.8 -0 a 1  

1.0 0.1 0. 3 0.5 

Gross o f f i c i a l   r e s e r v e s ;  end of 
per iod  1.0 1 a 1  1.4 1.4 

S e l e c t e d   r a t i o s   ( i n  per c e n t  of GSP) 

Gross  f ixed  investment  
Domestic  savings 

36-0 
37.1 

34.3 
39.9 

31 -1 
39.4 

28.5 
39.5 

Current   account   balance -6.0 -3 -6  -2 .o -0.8 

Money supply;  end of period 
Quasi-money ; end of per iod  

32.2 
49 04 

29.5 
50.2 

24.2 
43.3 

25 .5  
45.6 

Pub l i c   s ec to r   expend i tu re  
Federa l  Government  expend1 t u r e  
Federa l  Government budget  balance 

40.3 
8-3 
-0.3 

38.2 

-1 - 3  
8. 3 

a * .  

7.3 
-0.1 

I. 

7.3 
0.1 

E x t e r n a l   d e b t   ( i n   c o n v e r t i b l e  

E x t e r n a l   d e b t   ( t o t a l )  
c u r r e n c i e s )  20.1 

22.6 
24.7 
27 - 2  

25.7 
28.2 

23.4 
25.9 

S e l e c t e d   r a t i o s   ( i n   p e r   c e n t  of 
I n d i c a t e d   v a r i a b l e s )  

Oil impor ts  t o  t o t a l  imports 
Externa l   debt  service t o  exports 

of goods and services ( t o t a l )  

17.4 

17.2 

23.6 1 4 . 0  24.5 

1 7  -1 17.0 19.8 



External debt  service  to  exports 
of goods and serv ices  (con- 
vertible  currency  aree) 

- IMF, as of January 25,  1981 

Quota 
Fund holdings of Yugoslav dinars 
Cumulative a l loca t ion  of SDRs 
Holdings of SDRs 

- Exchange rate (January 25,  1981) 

Buying ra te  

1979 1980 1981 1982 
Preliminary  Projection 

19.3  19.9  21.9 

SDR 415.5  mill ion 
SDR 1,491 .O mil l ion  
SDR 155.2 mil l ion  
SDR 71.9  mill ion 

Din 43.3637 = US$1 

20.5 



I. Demand, Output,   and Employment 

1 I n t r o d u c t i o n  

The r a t e  of growth of aggrcga te   p roduct ion   recorded  a marked  slow- 
down i n   1 9 8 0 / 8 1   a f t e r  r i s ing  a t  a r a p i d  rate throughout  most of the  
1970s  (Table  1). The d e c e l e r a t i o n   h a s   b e e n   a s s o c i a t e d   l a r g e l y   w i t h   t h e  
d e l i b e r a t e   r e s t r a i n i n g  of domes t i c   demand ,   pa r t i cu la r ly   w i th  respect to 
f i x e d   i n v e s t m e n t .   R e a l   f i n a l   d o m e s t i c  demand f e l l  by 0.3 per cent   and 
2.2 p e r   c e n t ,   r e s p e c t i v e l y ,   i n   1 9 8 0   a n d   1 9 8 1  as f i x e d   i n v e s t m e n t   d e c l i n e d  
by  more  than 6 p e r  c e n t   o v e r   t h e s e  two years .   With  the  growth of real  
GSP ( g r o s s   s o c i a l   p r o d u c t )   d e c e l e r a t i n g  t o  a lesser e x t e n t ,  and r i s i n g  
by j u s t   o v e r  2 p e r   c e n t  in both   1980  and   1981,   there  was a s u b s t a n t i a l  
na r rowing   o f   t he   excess   domes t i c  demand t h a t  had b u i l t  up i n   t h e  late 
1970s.  The d e c l S n e   i n   t h e  rate of economic   g rowth   has   been   re f lec ted  
m a i n l y   i n  a f a l l   i n  the rise i n   l a b o r   p r o d u c t i v i t y   r a t h e r   t h a n   i n  a 
marked   s l acken ing   i n   t he   g rowth  of employment.  In f ac t ,  t h e  actual 
i n c r e a s e   i n  employment in   1981  have   exceeded   the   p lanned  rise d e s p i t e  
a lower- than-planned  level  of real economic   ac t iv i ty .  

For 1982  and  the  remainder  of t h e  Medium-Term Plan  period  (1981-85),  
r e a l  GSP i s  e x p e c t e d   t o   r i s e  a t  annual  rates, i n c r e a s i n g   f r o m  2.5 p e r  
cent i n  1982 t o  about  4.0 p e r   c e n t   i n  1.985. F u r t h e r   s u b s t a n t i a l   r e d u c -  
t i o n s   I n   t h e   r a t e  o f   f i x e d   c a p i t a l   f o r m a t i o n  are p r o j e c t e d ,   w h i l e  
i n c r e a s e s   i n   p r i v a t e   a n d   p u b l i c   c o n s u m p t i o n   e x p e n d i t u r e s  are t o   b e  
r e s t r a i n e d ,  The achievement  of  modest  growth rates of real GSP o v e r   t h e  
remainder   o f   the   p lan   per iod  w i l l  be   con t ingen t  upon t h e  good  performance 
of e x p o r t s ,  which i n  volume terms are p r o j e c t e d   t o  rise at  a rate of 
1 0  per  c e n t  per annum over   the   years   1982-85 .  Employment is expec ted  t o  
c o n t i n u e   t o   i n c r e a s e  a t  a rate of j u s t   o v e r  2 p e r   c e n t  per annum and  be 
i n   l i n e   w i t h   t h e   g r o w i n g   l a b o r   f o r c e .   A g r i c u l t u r a l   p r o d u c t i o n ,   w h i c h  is  
p r o j e c t e d   t o  r i se  a t   a n   a n n u a l   a v e r a g e  ra te  of 4.7 p e r   c e n t   o v e r   t h e  
years   1982 t o  1985 i s  lexpected t o  make a greater c o n t r i b u t i o n   t o   t h e  
growth of o u t p u t   t h a n   i n   p r e v i o u s   p l a n s .  

2. Demand 

All major   domest ic  demand components  rose a t  a r a p i d  rate i n  t h e  
second   ha l f  of the 1 9 7 0 s ,   w i t h   f i n a l   d o m e s t i c  demand r i s i n g  a t  a n   a n n u a l  
average  ra te  of 7.8 p e r   c e n t   o v e r   t h e   y e a r s  1976-79.  The fast advance 
i n   d o m e s t i c   e x p e n d i t u r e s  was spearheaded  by t h e  rise i n   f i x e d   I n v e s t m e n t  
o u t l a y s .  As a result of t h e   s h a r p   c u t b a c k  i n  i n c r e a s e s   i n   f i x e d   i n v e s t -  
ment  and p r iva t e   consumpt ion ,   t he  growth of f i n a l   d o m e s t i c  demand was 
h a l t e d  i n  1 9 8 0   a n d   s h a r p l y   r e v e r s e d   i n   1 9 8 1 ,  when t h i s   a g g r e g a t e   d e c l i n e d  
by 2.2 p e r   c e n t .  The only domest ic   expendi ture   component   record ing  a 
rise i n  1981 was inves tment  In s t o c k s  as inven to r i e s   accumula t ed   because  
i n d u s t r i a l   p r o d u c t i o n   r o s e   s t e a d i l y   i n   t h e   f a c e  of f a l l i n g   d o m e s t i c  
demand . 
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a. Investment - 
The rap id   g rowth  of f i x e d   i n v e s t m e n t   i n   t h e   1 9 7 0 s  w a s  widespread dnd 

i n c r e a s i n g l y   p l a c e d   s t r a i n s   o n   t h e   e c o n o m y ' s  real, f i n a n c i a l ,   e n d   f o r e i g n  
exchange  resources .  As a r i s i n g   p r o p o r t i o n  of t h e   f i x e d   c a p i t a l   f o r m a -  
t i o n   r e s u l t e d   i n  a d u p l i c a t i o n  of e x i s t i n g   p r o d u c t i v e   c a p a c i t y ,  was no t  
based   on   compara t ive   advantage   cons idera t ions ,   and  was e x c e s s i v e l y   c a p i -  
t a l   i n t e n s i v e ,  i t  d i d   n o t   g e n e r a t e   t h e   d e s i r e d   i n c r e a s e   i n   o u t p u t ,   e s p e -  
c i a l l y   t h a t  of t r adab le   goods .  Also , i n  a number of l a r g e - s c a l e   p r o j e c t s  
t h a t  had   been   recent ly   comple ted ,  excess c a p a c i t y   e x i s t e d   p a r t l y   b e c a u s e  
of s h o r t a g e s  of l o c a l  raw materials. A n o t h e r   f e a t u r e  of t h e   p a t t e r n  
of f i x e d   c a p i t a l   f o r m a t i o n   d u r i n g   t h e  1970s was t h e   i n c r e a s i n g   f r a g m e n t a -  
t i o n  of i n v e s t m e n t   a l o n g   r e g i o n a l   l i n e s  . This  was t h e  result of t h e  
preva lence  of n e g a t i v e   r e a l   i n t e r e s t  rates and   r eg iona l  and l o c a l   c o n s i d -  
e r a t i o n s   a f f e c t i n g   t h e   c a p i t a l   a l l o c a t i o n   p r o c e s s .  The d e c l i n e   I n   t h e  
e f f i c i ency   o f   i nves tmen t  i n  t he   1970s  was i n d i c a t e d  by t h e  rise I n   t h e  
inc remen ta l   cap i t a l   ou tpu t   r a t io ,   wh ich   i nc reased   f rom 4.6 i n   t h e  1971-75 
per iod  to 5.8 i n   t h e  1976-80  period. 

To d e a l   w i t h   t h e   e x c e s s i v e   l e v e l  of investment   and  channel   invest-  
ment f u n d s   i n t o   p r i o r i t y  areas, t h e   a u t h o r i t i e s ,   b e g i n n i n g   i n   1 9 7 9   a n d  
t o  a g r e a t e r   e x t e n t   i n  1980, i n t r o d u c e d  a number  of  measures. The use  of 
b a n k   c r e d i t   f o r   n o n p r i o r i t y   i n v e s t m e n t   p r o j e c t s  was s h a r p l y   c u r t a i l e d ,  
w h i l e   t h e  commencement  of s u c h   p r o j e c t s   i n   t h e   p u b l i c   s e c t o r   h a v e   b e e n  
banned ,   wi th   the   except ion  of some i n v e s t m e n t   o u t l a y s   f o r   h o u s i n g ,   h e a l t h ,  
and  educat ion.  Also,  i t  w a s  r e q u i r e d   t h a t ,  i n  t h e   a l l o c a t i o n  of f o r e i g n  
c r e d i t s ,  a t  l e a s t  80 per c e n t   b e   d i s t r i b u t e d   t o   p r i o r i t y   s e c t o r s ,   a n d  
t h a t   r e b a t e s  of cus toms   du t i e s   on   impor t s  of c e r t a i n  goods  not  produced 
domes t i ca l ly   be   g iven  when such  imports were d e s t i n e d   f o r   p r i o r i t y  sec- 
t o r s .  While these   measu res  were e f f e c t i v e   i n   c u r b i n g   t h e  rise i n   r e a l  
f i x e d   c a p i t a l   f o r m a t i o n ,   t h e y  here l e s s   s u c c e a s f u l   i n   r e o r i e n t a t i n g  
f i x e d   i n v e s t m e n t   t o w a r d   p r i o r i t y   a r e a s .  The s h a r e  of t o t a l   f i x e d   i n v e s t -  
ment i n   p r i o r i t y   s e c t o r s ,   s u c h  as e n e r g y ,   a g r i c u l t u r e ,   a n d   t o u r i s m ,  I s  
es t ima ted  t o  h a v e   f a l l e n   i n  1980 compared w i t h   t h e   a v e r a g e  for t h e  
prev ious  four yea r s   (Tab le  2) .  

Thus, in t h e   f o r m u l a t f o n  of t h e  1981-85 Medium-Term Plan  renewed 
e f f o r t s  were made t o   d e v i s e   p o l i c i e s   t o   i n c r e a s e   t h e   f l o w  of inves tment  
t o   p r i o r i t y  areas. G i v e n   t h e   f a c t   t h a t   t h e  Medium-Term P l a n ,  and par-  
t i c u l a r l y   t h e   r e v i s e d   v e r s i o n ,   h a s   b e e n   f o r m u l a t e d  a t  a time of r i s i n g  
c o n c e r n   a b o u t   Y u g o s l a v i a ' s   e x t e r n a l   d e b t   s e r v i c i n g   c a p a b i l i t i e s ,   e x t e r n a l  
t a r g e t s   a n d   c o n s t r a i n t s   h a v e   h a d  a p reponderan t   i n f luence  on t h e   P l a n ' s  
i n v e s t m e n t   t a r g e t s  and s t r a t e g y .   A c c o r d i n g l y ,   t h e   c r e a t i o n  of produc t ive  
c a p a c i t y   i n   e x p o r t - o r i e n t e d   a c t i v i t i e s   a n d   i n   i m p o r t - s u b s t i t u t e   a c t i v i t e s  
a r e   g i v e n   p r i o r i t y   i n   t h e   i n v e s t m e n t   s t r a t e g y .   W i t h   r e f e r e n c e   t o   e x p o r t -  
o r i e n t e d   a c t i v i t i e s ,   p r i o r i t y  i s  b e i n g   g i v e n   t o   m o d e r n i z i n g   c a p a c i t y   i n  
t h e   n o n f e r r o u s  metals, c h e m i c a l s ,   t e x t i l e s ,   f o o t w e a r ,   a n d   f u r n i t u r e  
i n d u s t r i e s ,   a n d   t o   e x p a n d i n g   c a p a c i t y   f o r   t o u r i s m .  I n  t h e   e n e r g y   s e c t o r  
t h e  f o c u s  of inves tment  w i l l  c o n t i n u e   t o  be on  the  development  of domes- 
t i c  ene rgy   sou rces .  It is  p lanned   t o  reduce imported  energy as a pro- 
p o r t i o n  of domestic energy  consumption from 44 p e r   c e n t   i n  1979 t o  less 
than  39 per c e n t  in 1985,  l a r g e l y   t h r o u g h   t h e   d e v e l o p m e n t  of l o c a l   c o a l  
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resources and the  harnessing of hydro-electrical  and nuclear power. How- 
ever,  because sf the  substantial   savings  in  domestic  energy consumption 
over  the last  two years,   the  investment program has been scaled down. 11 
In   t he  development of domestic raw ma te r i a l s ,   t he re  w i l l  be  continued 
emphasis  on the  primary  phases of fe r rous  and  nonferrous metals, some 
nonmetallic  products, and certain  basic  chemicals. The revised Medium- 
Term Plan is characterized by soue  narrowing of p r i o r i t i e s   i n s o f a r  as 
investment i n   t h e  development of petrochemicals and investment of cer ta in  
production  materials  such as cement w i l l  not  be  undertaken.  Shipbuilding 
and the  production of cap i t a l  equlpment are deslgnated as p r i o r i t y  sec- 
t o r s  and a r e  expected  to lmprove the i r   expor t  performance  over  the  plan 
per iod .   In   the   agr icu l tura l   sec tor ,   p r ior i ty  i s  being  given t o  crop 
and l ivestock  product ion.   In   the  t ransportat ion  sector   a t tent ion i s  
heing  focused on modernizing the  rallway  system and some addi t ional  
highway construction. 

- 

For  large  investment  projects,   especially  those  in  the  energy  sector 
and in   the   i ron   and  s teel  indus t r i e s ,   t he  pooling of capital  resources 
across  republics and provinces i s  being  strongly  encouraged. With 
r e spec t   t o   po l i c i e s   t o   r educe   d i spa r i t i e s  between t h e  more developed 
regions (MDRs) and less developed  regions (LDRs) of Yugoslavia,  inter- 
regional  resource  transfers  via a federal  fund w i l l  contlnue  to  play  an 
important  role. Over the  plan  per iod,   the  MDRs are to   cont r ibu te  
1.83 per cent of their   social   product   to   these  t ransfers ;  the l e a s t  
developed  region,  the autonomous province  of Kosovo, will be special ly  
favored i n  t h e  a l loca t ions .  A novel   feature  of t he  new Plan t s  t ha t  up 
t o  50 per  cent of the  resources  transferred  to  the  federal   fund can  be 
used for   the   f inanc ing  of j o in t   ven tu res  between the  MDRs and the  LDRs, 
t o  be loca ted   In   the  LDRs. In   o rder   to   he lp   a l lev ia te   the   re la t ive ly  
high  levels  of unemployment i n   t h e  LDRs, i t  is planned to  increase  capi-  
t a l  formation i n   t h e  development of l o c a l  raw materials, espec ia l ly  
coa l ,  and in   l abor - in tens ive   p ro jec ts  a t  a f a s t e r  rate than in other 
regions. 

Information on recent  stock movements i s  incomplete.  Using p a r t i a l  
da ta ,  no clear trend  can be discerned i n  investment in   inventor ies   during 
1980. However, over  the las t  year   there  seems t o  have  been a marked 
increase   in   the  level of s t o c k s   i n   t h e   i n d u s t r i a l   s e c t o r ,  as xoduct ion  
recorded  sizable  gains  in  the  face of decl ining real domestic  expendi- 
tures .  By October  1981 t h e  volume of s tocks of f inished goods  and raw 
m a t e r i a l s   i n   t h e   i n d u s t r i a l   s e c t o r  were 8 t o  9 per   cent  above t h e i r   l e v e l  
of a year ear l ier .  In   recent  months stocks  appear  to  have  increased a t  
an  even  fas ter  rate. 

b. Private and  Dublic consumDtion 

Private  consumption, which i s  the  largest   domest ic  demand component, 
r o s e   i n  real terms a t  an  annual  merage rate of 5.6 per  cent  over  the 
years 1970-79. The rapid  growth of personal  incomes in the   soc ia l ized  

- I/ Whereas the   o r ig ina l  Plan  envlsaged  crude o i l  imports  of  14 m i l -  
lion t ons   i n  1985, i t  i s  now expected t o  be c l o s e r   t o  1 2  mill ion  tons.  
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s e c t o r ,   i n   p a r t i c u l a r ,   t o g e t h e r   w i t h   s u b s t a n t i a l   i n c r e a s e s   i n   h o u s e h o l d  
r e c e i p t s  from transfer   paynents   and   remi t tances   f rom  Yugos lav   workers  
a b r o a d ,   l a r g e l y   a c c o u n t e d   f o r  lche s t r o n g  u p w a r d   t r e n d   i n   p r i v a t e  consurnp- 
t i o n .   B e g i n n i n g   i n   1 9 7 9   a n d   i n t e n s i f i e d   i n   1 9 8 0   a n d   1 9 8 1 ,   t h e   a u t h o r i -  
t ies t o o k   m e a s u r e s   t o   r e s t r a i n   t h e   g r o w t h  of personal   incomes  (see below, 
pp.   20-21) .   These  measures   in   conjunct ion w i t h  higher-than-expected 
rates of i n f l a t i o n  led  t o  a s h a r p   d e c e l e r a t i o n   i n   t h e   g r o w t h  of real  
personal   incomes ,   tha t   in   1980  and  1981 w a s  man i fe s t ed  by s i g n i f i c a n t  
d e c l i n e s   i n  real personal   incomes .   In   response  t o  these developments 
t h e   i n c r e a s e   i n  real personal   consumpt ion  w a s  h d t e d   i n   1 9 8 0   a n d   i n   1 9 8 1  
i t  dec l ined   by  1 p e r  c e n t .  The f a l l s  in real  p r iva t e   consumpt ion  would 
have  been much g r e a t e r   i n   t h e   e a r l y   1 9 8 0 s   i f   h o u s e h o l d   r e c e i p t s  had no t  
been  boosted  by  continued rises i n   w o r k e r s '   r e m i t t a n c e s   f r o m   o v e r s e a s .  
I n   a d d i t i o n ,   t h e  r ise i n   d o m e s t i c  w e a l t h  a r i s i n g   f r o m   t h e   i n c r e a s e   i n   t h e  
d i n a r   v a l u e  of w i d e l y   h e l d   f o r e i g n   e x c h a n g e   d e p o s i t s ,  1/ r e s u l t i n g   f r o m  
t h e   c o n s i d e r a b l e   d e p r e c i a t i o n  of t h e   d i n a r   i n   1 9 8 0  and-1981 probably  
made households  less r e l u c t a n t   t o   u s e  t h e i r  s a v i n g s   t o   f i n a n c e   d o m e s t i c  
spending . 

Pub l i c   consumpt ion   expend i tu re s   ro se   ve ry   r ap id ly   ove r   t he   1970s   and  
c o n t r i b u t e d   t o   d o m e s t i c   r e s o u r c e   s t r a i n s .  A s  pa r t   o f   t he   economic   s t ab i l -  
i z a t i o n   e f f o r t s   i n   1 9 8 0  and 1 9 8 1 ,   c u r r e n t   e x p e n d i t u r e s  of t h e   p u b l i c  
s e c t o r  were r e s t r a i n e d .   I n   1 9 8 1   t h e   c o n t r i b u t i o n  rates lev ied   on   incomes  
of w o r k e r s   a n d   e n t e r p r i s e s   f o r   f i n a n c i n g   g e n e r a l  and c o l l e c t i v e  consump- 
t i o n  were reduced   and   there  was a r e s u l t a n t  downward a d j u s t m e n t   i n   o u t l a y s  
i o r   t h e s e   p u r p o s e s .   I n   t h e   e v e n t ,  real  pub l i c   consumpt ion   ro se  by o n l y  
1 . 6   p e r   c e n t   i n   1 9 8 0   a n d   f e l l  by 0.8 p e r   c e n t   i n   1 9 8 1 ,   a f t e r   r i s i n g  a t  an 
annua l  ra te  of 6.9 pe r   cen t   ove r   t he   pe r iod   1976   t o   1979 .  It should   be  
n o t e d   t h a t   t h e   p u b l i c   c o n s u m p t i o n   f i g u r e s  in Yugos lav   na t iona l   accoun t s  
compr ise   on ly  nonwage e x p e n d i t u r e s  of the p u b l i c   s e c t o r .  If per sona l  
income  payments i n   t h e   p u b l i c   s e c t o r  were i o c l u d e d   i n   p u b l i c  consump- 
t i o n ,   t h e   f a l l s  i n  t h i s   a g g r e g a t e   i n   r e a l  terms in  1980  and  1981  would 
be  much g rea t e r   because   o f  t h e  v e r y   s h a r p   d e c l i n e s   i n  real  wages of 
p u b l i c   s e c t o r   e m p l o y e e s .  

3. ou tpu t  

T h e r e  has been a c o n s i d e r a b l e   d e c e l e r a t i o n   i n   t h e   o u t p u t   o f  most 
produc t ive  sectors i n  the   ea r ly   1980s .   A l though   t he   g rowth  of i n d u s t r i a l  
p r o d u c t i o n   h a s   b e e n   s u b s t a n t i a l l y   r e d u c e d   t o   a n   a n n u a l  rate of  about 
4.0 t o  4.5 p e r  c e n t ,  t h e   i n d u s t r i a l   s e c t o r  has c o n t i n u e d   t o  be  one of 
t h e  most  dynamic areas of t h e  economy  (Table 3). With   the   sharp   cu tback  
i n   f i x e d   c a p i t a l   f o r m a t i o n ,   a c t i v i t y   i n   t h e   c o n s t r u c t i o n   s e c t o r   h a s   b e e n  
a d v e r s e l y   a f f e c t e d ,   e s p e c i a l l y   i n   1 9 8 1  when real valucb added f e l l  by 
8.0 p e r   c e n t .   O u t p u t   f r o m   t h e   a g r i c u l t u r a l   s e c t o r   i n   1 9 8 0   a n d   1 9 8 1  w a s  
p a r t i c u l a r l y   d i s a p p o i n t i n g   a n d  well below p l a n   t a r g e t s .   I n   g e n e r a l ,  
p r o d u c t i o n   f r o m   t h e   s e r v i c e s   s e c t o r s   h a v e   s l o w e d  down i n   l i n e   w i t h   t h e  
s l a c k e n i n g   i n   o v e r a l l  real economic   ac t iv i ty .  

1/ A t  the   end   of   October   1981  fore ign   exchange   depos i t s   he ld  by i n d i -  
v iaua ls   amounted  t o  Din  279 b i l l i o n   ( a b o u t  $7.2 b i l l i o n )   a n d  were es t i -  
mated t o  be e q u l v s l e n t   t o  56 p e r   c e n t  of the quas l -mone ta ry   depos i t s  of 
t he   househo ld  sector . 



- 5 -  

a . Indus t r y  

Although  the  growth of i n d u s t r i a l   p r o d u c t i o n   d e c e l e r a t e d   t o  4.4 p e r  
c e n t   i n   1 9 8 0 ,  i t  w a s  i n   l i n e   w i t h   t h e   a n n u a l   p l a n   t a r g e t .   I n d u s t r i a l  
p r o d u c t i o n   s l u m p e d   i n   t h e   f i r s t  two months  of  1981  when  shortages  of 
p roduc t ton  materials were  encountered.  However,   in  the  following  months 
t h e r e  was a e t r o n g   r e c o v e r y   i n   p r o d u c t i o n .   T h e r e a f t e r ,   t h e   p e r s i s t e n c e  
of weakened  domestic demand cond i t ions   and   moun t ing   s tocks  dampened 
i n d u s t r i a l   a c t i v i t y .  As t h e   d a t a  i n  Table  4 i n d i c a t e ,   t h e   d e c e l e r a t i o n  
i n   t h e   g r o w t h   o f   i n d u s t r i a l   o u t p u t   a c r o s s   i n d u s t r i e s  was very  uneven. 
The d i v e r g e n t   g r o w t h   r a t e s  of t h e   v a r i o u s   i n d u s t r i e s  are p a r t l y   a t t r i b -  
u t a b l e   t o   t h e   d e v e l o p m e n t   s t r a t e g y   b e i n g   p u r s u e d  by the  Yugoslav  author-  
i t ies .  I n   p a r t i c u l a r ,   t h e   r a p i d   g r o w t h  of t h e   c o a l  and c o a l   p r o c e s s i n g ,  
n o n f e r r o u s   m i n i n g ,   c h e m i c a l s ,   s h i p b u i l d i n g ,   a n d   f o o t w e a r   i n d u s t r i e s  was 
i n   l a r g e   p a r t   a t t r i b u t a b l e  to t h e i r   d e s i g n a t i o n  as p r i o r i t y  ac t iv i t ies ,  
I n  c o n t r a s t ,   t h e   o u t p u t  of pe t ro l eum  p roduc t s   has   s t agna ted  as domes t i c  
ene rgy   consumpt ion   has   been   cu r t a i l ed ;   i n   t he   s econd   ha l f   o f   1981  the  
produc t ion  of o i l   d e r i v a t i v e s  w a s  a f f e c t e d   a l s o  by s h o r t a g e s  of imported 
c r u d e   o i l .  

The ear ly   1980s   have   wi tnessed  a c o n s i d e r a b l e   d e c l i n e   i n   t h e  rate 
of  growth of l a b o r   p r o d u c t i v i t y  i n  t h e   i n d u s t r i a l   s e c t o r  . From an   ave r -  
age rate of growth 01 4 per c e n t  per annum o v e r   t h e   p e r i o d   1 9 7 5   t o  1980, 
l a b o r   p r o d u c t i v i t y  growth d e c l i n e d   t o  2.2 per c e n t   i n   1 9 8 0   ( T a b l e  5) and 
a n   e s t i m a t e d  2.0 p e r  cent i n  1981. As t h e  slowdown i n  p r o d u c t i v i t y  
growth c o i n c i d e d   w i t h   a n   a c c e l e r a t i o n   i n   g r o w t h  of personal   incomes ,  
u n i t   l a b o r   c o s t s   r o s e  a t  an i n c r e a s i n g  rate dur ing   1980   and   ea r ly   1981 ,  
w i th  t h e i r  rise in t h e   y e a r   t o   t h e   f i r s t   q u a r t e r  of 1981  peaking  a t  
36 p e r   c e n t .  However, w i t h  t h e   r i s e   i n   p e r s o n a l   i n c o m e s   I n   t h e   i n d u s -  
t r i a l  s e c t o r   b e i n g   c o n s i d e r a b l y  less t h a n   t h a t   o f   e n t e r p r i s e   i n c o m e s ,  
t h i s   deve lopmen t  was a major f a c t o r   c o n t r i b u t i n g   t o   h i g h e r   i n d u s t r i a l  
p r o f i t a b i l i t y   i n   1 9 8 0   a n d   1 9 8 1 .  

In  1 9 8 2   i n d u s t r i a l   p r o d u c t i o n  is  p r o j e c t e d  to rise by 3.5 p e r   c e n t  
wi th   the   coa l ,   nonfer rous   min ing ,   and  metals i n d u s t r i e s   a n d   b a s i c  chemi- 
cals expected t o  be t h e   l e a d i n g   g r o w t h   i n d u s t r i e n .  As i n   p a s t   y e a r s ,  
t h e   i n d u s t r i a l   s e c t o r  i s  expec ted   to   bear   the   major   burden  of t h e   a d j u s t -  
ment e f f o r t .   I n d u s t r i a l   e x p o r t s ,   w h i c h   a c c o u n t   f o r   t h e   b u l k  of merchan- 
d i s e   e x p o r t s ,  are p r o j e c t e d   t o  rise at  an   annua l   ave rage  rate of about  
10 p e r  c e n t  i n  volume terms over   the   remainder  of t h e   p l a n   p e r i o d .  Pol- 
i c y   m e a s u r e s   i n   t h e   a r e a s  of t h e   e x c h a n g e   r a t e ,   e x p o r t   c r e d i t s ,   c u s t o m s  
r eba te s ,   and   expor t   marke t ing  are a l l  be ing   used   to   increase   the   compet -  
i t i v e   e d g e  of Y u g o s l a v   m a n u f a c t u r e s   i n   i n t e r n a t i o n a l   t r a d e .  The indus-  
t r i a l  s e c t o r  will a l s o  be the   ma jo r  focus of t h e   i m p o r t - s u b s t i t u t i o n  
d r i v e ,   w h i c h   i n   c o n t r a s t   t o   p r e v i o u s   p l a n s   g i v e s   e m p h a s i s   t o   i m p a r t   s u b -  
s t i t u t i o n  i n  machinery  and  equipment, i n  a d d i t i o n   t o   t h e   d e v e l o p m e n t  of 
raw m a t e r i a l s   a n d   b a s i c   i n d u s t r i e s .  

b. A g r i c u l t u r e  

The performance of t h e   a g r i c u l t u r a l   p r o d u c t i o n   d u r i n g   t h e  las t  p l a n  
pe r iod  1976-80 was d i s a p p o i n t i n g ,   p a r t i c u l a r l y   w i t h  respect t o   t h e   c r o p  



s u b s e c t o r .  Over t h e   p e r i o d   1 9 7 b   t o   1 9 8 0   a g r i c u l t u r a l   p r o d u c t i o n   t o m ?  a t  
a n   a n n u a l   a v e r a g e  rate of 1 . 9   p e r   c e n t  compared w i t h  a p lanned  rate cf 
i n c r e e s e  of 4.0 per cenr. C r o p   p r o d u c t i o n   i n c r e a s e d  a t  a n  a,lnual a v e r a g e  
g rowth  rate of 0.4 p e r  c t  c as a g a i n s t   t h e   p l a n   t a r g e t   o f  4.8 p e r  c e n t .  
In c o n t r a a t ,   l i v e s t o c k   p r o d u c t i o n   i n c r e a s e d  a t  t h e   a n n u a l   a v e r a g e  rate of 
3.1 per c e n t   o v e r   t h e   y e a r s   1 9 7 6  to 1980,  bSlich wae o n l y  a l i t t l e  below 
t h e   p l a n   t a r g e t .  The i m p o r t a n t   f a c t o r s   a c c o u n t i n g   f o r   t h e   p o o r  per- 
f o r m a n c e   o f   t h e   a g r i c u l t u r a l   s e c t o r   i n c l u d e   o r g a n i z a t i o n a l   p r o b l e m s ,   t h e  
relatively low p r o d u c e r  prices f o r  wheat, t h e   I n s u f f i c i e n c y   a n d   p o o r  
a l l o c a t i o n  of   inves tment  i n  the   s ec to r ,   and   abandonmen t   o f   l end   due   t o  
t h e  flow of ab le -bod ied  agr icu l tura l  worke r s  t o  u rban  areas. 

A f t e r   s t a g r . a t i n g   i n   1 9 8 0 ,   a g r i c u l t u r a l   p r o d u c t i o n   r o s e  by a mere 
1 p e r   c e n t   i n   1 9 8 1 ,  well b e l o w   t h e   t a r g e t  increase set for t h a t  year of 
3 .9  p e r   c e n t .  An e s t i m a t e d   1 6   p e r   c e n t   d e c l i n e   i n   w h e a t   p r o d u c t i o n  was 
a m a j o r   f a c t o r   c o n t r i b u t i n g  t o  t h e  f a l l   i n   a g r l c u l t u r a l   p r o d u c t i o n  
( T a b l e  6 ) .  The d i s a p p o i n t i n g   w h e a t   h a r v e s t  was due  l o  c o n e i d e r a b l e  
s h o r t f a l l s   r e l a t i v e   t o   p l a n   t a r g e t s   i n   b o t h   t h e  area p l a n t e d   a n d  avarage 
y i e l d s .   A f t e r   d e c l i n i n g  by 7.6 p e r  c e n t   i n  1980, c o r n   o u t p u t  i e  eeti-  
m a t e d   t o   h a v e   f a l l e n  by a f u r t h e r  1.7 per c e n t   i n   1 9 8 1  as u n f a v o r a b l e  
w e a t h e r   c o n d i t i o n s   a d v e r s e ?  y a f f e c t e d   p r o d u c t   i o n .   I n   1 9 8 1   c o n s i d e r a b l e  
g a i n s  were r e g i s t e r e d   i n   t h e   c = l r g u t  of s u g a r   b e e t ,   t o b a c c o ,   a n d   p o L a t o e s ,  
w h i l e   t h e   s u n f l o w e r  seed h a r v e s t  w a s  low d u e   t o  some crop  damage.  The 
o u t p u t   o f  meat p r o d u c t s   r o s e   b y  6 .0  p e r   c e n t  ir. 1 9 8 1   i n   s p i t e  of t h e  
export m a r k e t i n g   p r o b l e m 8   e x p e r i e n c e d  by t h e   b e e f   i n d u s t r y .  

A g r i c u l t u r a l   p r o d u c t i o n  i s  f o r e c a s t   t o  be 4 per c e n t   h i g h e r  i n  
1 9 8 2   t h a n   i n   1 9 8 1 .  The l and  sown w i t h   w h e a t   i n   t h e   a u t u m n  of 1 9 8 1  is  
i n   l i n e   w i t h   t h e   p l a n   t a r g e t ,   a n d  was 5 per c e n t   h j g h e r   t h a n   t h a t   c u l -  
t i v a t e d   i n   t h e   p r e v i o u s   y e a r ,  There is a l s o  e x p e c t e d   t o  be an i n c r e a s e  
in t h e  area p l a n t e d   u n d e r   t h e   s p r i n g   w h e a t   a n d   c o r n   c r o p s .  For t h e  
r e m a i n d e r  of t h e  p l an  p e r i o d   a g r i c u l t u r a l   p r o d u c t i o n  I s  e x p e c t e d   t o  rise 
a t  a n   a n n u a l   a v e r a g e  rate of n e a r l y  5 per c e n t .  The achievement  of t h i s  
t a r g e t  and t h e   p l a n n e d   t u r n a r o u n d  i n  t h e   a g r i c u l t u r a l   t r a d e  balance will 
d e p e n d   c r i t i c a l l y   u p o n   c o n s i d e r a b l e   i n c r e e e e e   i n   g r a i n   p r o d u c t i o n .  Thl8 
i n   t u r n  w i l l  be c o n t i n g e n t   u p o n   s u b s t a n t i a l   i n c r e a s e s   i n   y i e l d s  i n  t h e  
small-scale farm s u b s e c t o r   w h e r e   8 5  per c e n t  of t h e   c o r n   a n d  60 per cent  
of the wheat are grown  and  where  the use of f e r t i l i z e r s  and  Improved 
see 'varieties h a v e   l a g g e d  w e l l  b e h i n d   p l a n n e d  targets. 

C. O t h e r   s e c t o r s  

A f t e r   e x p e r i e n c i r r g  a boom i n   t h e   1 9 7 0 8 ,   t h e   c o n e t r u c t i o n   s e c t o r  has 
become one of t h e  most d e p r e s s e d  areas of the   economy,  as t h e   r e d u c t i o n  
i n  f i x e d   i n v e s t m e n t   o u t l a y s   h a d  an a d v e r s e   e f f e c t   o n   d o m e s t i c   c o n s t r u c -  
t i o n   a c t i v i t y .   E n t e r p r l e e a   e n g a g e d  i n  c o n s t r u c t i o n   h a v e   t r i e d   t o  compen- 
sate f o r   t h e s e   u n f a v o r a b l e   d e v e l o p m e n t s  by i n c r e a s i n g   t h e i r   w o r k   o v e r s e a s  
a n d   r a i s i n g   p r i c e s  of c o n s t r u c t i o n .   I n   1 9 8 2  real v a l u e   a d d e d  from t h e  
c o n s t r u c t i o n   o e c t o r  i s  p r o j e c t e d  to f a l l  by a f u r t h e r  '4.5 p e r   c e n t .  
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The d e c l i n e   I n   i n t e r n a t i o n a l   f r e i g h t   t r a n s p o r t a t i o n   a n d   t h e  lower 
volume of r ive r   t r ans i t   t r ade   caused   t he   ou tpu t   f rom  the   t r anspor t  and 
communicat ions  sector   to  r ise by 3 per cen t   In   1981  compared  with a 
planned  increase of 4 p e r   c e n t .   I n   1 9 8 2   t r a n s p o r t a t i o n   o u t p u t  i s  pro- 
j e c t e d   t o  r ise by 2.5 p e r  cent .  P o l i c i e s   f o r   t h i s   s e c t o r  aim a t  decreas-  
i n g   t h e   s h a r e  of  road t r a n s p o r t a t i o n   r e l a t i v e   t o   t h a t  of r a i lway   t r ans -  
p o r t a t i o n   a n d   r a t i o n a l i z i n g   t h e   u s e  of road   vehic les .  

Wi th in   t he   t r ade  and c a t e r i n g   s e c t o r   t h e r e  were d iverse   deve lop-  
ments i n  1981,  with re ta i l  t r ade   and   ca t e r ing   ou tpu t   dec l in ing .  While 
domest ic   tourism  rose a t  a lower r a t e  than   p lanned ,   fore ign   tour i sm 
was higher  than  expected  and was  a m a j o r   f a c t o r   c o n t r i b u t i n R   t o   t h e  
3.5 per c e n t   i n c r e a s e  in t he   ou tpu t  of t h e   s e c t o r .   O v e r n i g h t   s t a y s  
by f o r e l g n e r s   i n c r e a s e d  by 7 per   cen t   in   1981.   In   1982  the   ou tput   o f  
t h e  trade and c a t e r i n g   s e c t o r  is expec ted   t o  rise by 3 . 0  p e r   c e n t ,   w i t h  
t h e  volume  of f o r e i g n   t o u r i s m   p r o j e c t e d  to  rise  by 5 per cent. 

Output  growth i n  the  p r i v a t e  small-scale and services s e c t o r s  has 
been slow. P r i v a t e   s e c t o r   s e r v i c e s   o u t p u t  is es t imated  to have   increased  
by 3 p e r   c e n t   i n   1 9 8 1 ,  compared w i t h   t h e   p r o j e c t e d   t a r g e t  of 5.2 p e r  
c e n t .  It i s  the p o l i c y   o f   t h e  Government to   encourage   the   g rowth  of t h e  
p r i v a t e   s e c t o r  1/ so  as t o  create 100 ,000   t o  150,OPO j o b s   o v e r   t h e   p l a n  
per iod.  It was-noted t h a t   t h e   r e c e n t   d e c l i n e  in t he   s t anda rd  of l i v i n g  
had  encouraged  the  growth of the  underground economy,  which  had become 
q u i t e   c o m p e t i t i v e   w i t h   t h e  legitimate p r i v a t e   s e c t o r .  

4 .  Employment 

While there   has   been  a f a l l   i n   t h e  ra te  of growth  of  employment i n  
t h e   e a r l y   1 9 8 0 s ,  the d e c l i n e  has n o t   c o r r e s p o n d e d   t o   t h e   d e c e l e r a t i o n  in 
the rate of growth of p r o d u c t i o n .   A f t e r   r i s i n g  a t  an  annual   average ra te  
of 4 p e r   c e n t   i n   t h e  1970s, t h e  ra te  of  growth of employment i n   t h e  
s o c i a l i z e d   s e c t o r   f e l l   t o  3 . 2  p e r   c e n t  in 1980  and t o  2.4 p e r   c e n t   i n  
t h e   f i r s t   e i g h t  months  of  1981  (Tables 7 and 8) .  In   1981  the   dece lera-  
t i o n  in employment  growth  appears t o  have been most pronounced 
i n   t h e   c o n s t r u c t i o n   a n d   t r a n s p o r t a t i o n   s e c t o r s   a n d   i n   f i n a n c i a l  ins t i -  
t u t i o n s ,  while employment i n   c a t e r i n g   a n d   t o u r i s m   r e c o r d e d   t h e   f a s t e s t  
growth  (Table 8). Employment i n  p r i v a t e   s e c t o r   s e r v i c e s  i s  e s t i m a t e d  to 
have  expanded a t  a rate of about  2 per c e n t   p e r  annum over the last  two 
years .  The growth of employment i n   t h e   s o c i a l i z e d   s e c t o r   h a s   b e e n   j u s t  
s u f f i c i e n t   i n   t h e  l a s t  two y e a r s   t o   h a l t   t h e   r a p i d l y   r i s i n g   t r e n d   i n   t h e  
number of persons  unemployed. While t h e   n e t   r e f l o w  of Yugoslav workers 
f rom  abroad   has   l eve led  off, t h e   p o p u l a t i o n  of working  age  has   increased 
a t  an   average  rate of 1.1 p e r   c e n t   i n  receRt y e a r s ,  and t h e   u r b a n   l a b o r  
force  has   been  boosted by t h e   s t e a d y  f low (around 2 t o  3 p e r   c e n t   p e r  
annum) of p e r s o n s   f r o m   t h e   p r i v a t e   a g r i c u l t u r a l   s e c t o r   a n d  by r e c e n t  

1/ While   under   previous  legis la t ion  employment   in  a p r i v a t e   e s t a b -  
l i shment  was l i m i t e d   t o   f i v e   p e r s o n s ,   t h e   p r e s e n t   A s s o c i a t e d  Labor Act 
does  not s p e c i f y  a maxinum. 
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i n c r e a s e s   i n   t h e   f e m a l e  work p a r t i c i p a t i o n  rate. AB a r e s u l t ,  t h e  number 
of r e g i s t e r e d  j o b  s e e k e r s  showed modest   increases  i n  1980  and 1981, and 
i n   t h e   f i r s t   s e v e n  months of 1981  averaged 800,000 persons.  The number 
of r e g i s t e r e d  j o b  seeke r s   t ends  tc? o v e r s t a t e   t h e  number of pe r sona   r ea l ly  
unemployed,  which was estimated t o  be  about 20 p e r   c e n t  less t h a n   t h e  
number of r e g i s t e r e d   j o b   s e e k e r s .  - 1,' 

With respect t o   t h e   c h a r a c t e r i s t i c s  of r e g i s t e r e d   j o b  seekers, 
55 p e r   c e n t  of t h i s   g r o u p  were below  the  age of 25 yea r s ,   wh i l e   68   pe r  
c e n t  were l i s t e d  on t h e   r e g i s t e r   f o r   t h e   f i r s t  t ine.  An i n c r e a s i n g  rum- 
bcr of t h e   r e g i s t e r e d   p e r s o n s  had secondary   school   educa t ion  or above 
( the  proport ion  doubled  between  1970  and  1980  to  26 p e r   c e n t ) .  To d e a l  
w i t h  the l a t t e r  problem e f f o r t s  were being made t o   a d j u s t   e d u c a t i o n a l  
t r a i n i n g  more c l o s e l y  to  t h e  manpower requi rements  of the  Yugoslav 
economy. 

There are marked v a r i a t i o n s   i n   t h e   d e g r e e  of unemployment  and  under- 
employment  between d i f f e r e n t   r e g i o n s   i n   Y u g o s l a v i a   t h a t   i n  p a r t  r e f l e c t  
d i f f e r e n r e ?   i n   t h e   s t a g e  of development of Yugos lav ia ' s   cons t i t uen t  
r e p u b l l c b  .1 prov inces .   Reg iona l   d i spa r i t i e s   be tween  levels of employ- 
ment were r educed   du r ing   t he   1970s   by   t he   r e l a t ive ly   f a s t e r   g rowth  of 
s o c i a l  sector employment in t h e  less developed  regions.  However, 
r e g i o n a l   i m b a l a n c e s   i n  employment  and  underemployment  remain a deeply 
r o o t e d   s t r u c t u r a l   p o b l e m ,   w i t h   t h e   r a t e s  of  unemployment i n  Macedonia 
and i n   t h e  autonomous  province of Kosovo e s t i m a t e d   t o  be over  20 p e r  
c e n t .  The problem  of  absorbing  unemployed  persons i n   t h e  LDRs i n t o   t h e  
l a b o r   f o r c e  is compounded by tile  high ra te  of increase of t h e   n a t u r a l  
l a b o r   f o r c e ;   I n  Kosovo t h e   a v a i l a b l e   l a b o r   f o r c e  is e s t i m a t e d   t o  have 
grown a t  an   annual   average   ra te  of 2.8 p e r   c e n t   o v e r   t h e   y e a r s   1 9 7 6   t o  
1980. 

For  1982 and  the  remainder  of t h e   p l a n   p e r i o d ,  employment i n  t h e  
s o c i a l i z e d   s e c t o r  i s  p r o j e c t e d   t o  r ise a t  an   annual   average  ra te  of 
2 .O to  2.5 per   cen t .  Employment i n   t h e   s o c i a l i z e d   s e c t o r  was pro jec t ed  
t o  rise by 740,000 persons   over   the   p lan   per iod ,   whi le  the p r t v a t e  non- 
a g r i c u l t u r a l   s e c t o r  w a s  expec ted   t o   enp loy  a t  least another   100,000 
pe r sons .   E f fo r t s  were  being made to   keep   younger   people   in   the   agr icu l -  
tvral  s e c t o r  and  introdr -e them t o  f a r m i n g   a c t i v i t i e s ,   s i n c e   t h e  1981 
a g r i c u l t u r a l   c e n s u s  had r e v e a l e d   t h a t   o v e r   o n e   m i l l i o n  persons in t h e  
s e c t o r  were over  55 y e a r s  of age.   With  respect   to  regional development 
p o l i c y ,   t h e   r e p u b l i c a n   a n d   p r o v i n c i a l  medium-term p lans   p ro j ec t   ou tpu t  
and  employment i n   t h e  LDRs t o  rise a t  much f a s t e r  rates than  the  Yugoslav 

1/ The  Yugoslav a u t h o r i t i e s   s a i d   t h a t  i t  was q u i t e   d i f f i c u l t   t o   c a l c u -  
la te  t h e  rate of  unemploynent as r e g i s t e r e d   j o b   s e e k e r s   i n c l u d e d   s t u d e n t s  
seeking  employment,   landowners  desiring t o  move t o  the s o c i a l i z e d   s e c t o r ,  
employed  persons  seeking  bet ter  j o b s ,  and  an   increas ing  number  of house- 
wives   l ook ing   fo r   pa r t - t ime  employment. By the   middle  of 1982 i t  i s  
expec ted  that t h e   r e s u l t s  of a comprehensive  labor   survey w i l l  be   ava i l -  
a b l e ,  which  would  provide a b e t t e r   i n d i c a t i o n  of the number of persons 
genuine ly  unemployed . 
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national  average  over  the period 1981 to 1985. These output and employ- 
ment targe t s   are  to  be accomplished  through a r e l a t i v e l y  high rate of 
capital formation in the LDRs,  dn increasing part of which will be i n  
more labor-intensive  investment  projects ,  such as in the processing of 
a g r i c u l t u r a l  products. 
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Table 2. Yugoslavia:   Gross  Fixed Investment by S e c t o r  

(Pe rcen tage   sha re  i n  t o t a l )  

1976- 80 1980 1981 
First half 

Tota l   f i xed   i nves tmen t  
Of which: 
P r o d u c t i v e   s e c t o r  

Indus t ry   and  m i n 4 r S  
A g r i c u l t u r e  and fishing 
F o r e s t r y  
Water management 
Cons t ruc t ion  
Transpor ta t ion   and   te lecom-  

Trade 
Cater ing   and   tour i sm 
H a n d i c r a f t s  
P u b l i c   u t i l i t i e s  
F i n a n c i a l   a n d   o t h e r  services 

munica t ions  

Nonproduct ive   sec tor  

100.0 100.0 100.0 

70.0  68.1  69.3 - 
37.9 

4.2 
0.8 
0.5 
4.6 

8.5 
4 . 1  
2.4 
0.6 
3.9 
2.5 

30.0 

36.9 
3.7 
0.5 
0.9 
3 . 7  

8.7 
4.1  
2.4 
0.6 
4.2 
2.4 

31.9 

38.2 
4.1 
0.8 
0.6  
3*6 

8.1 
4 .O 
3.2 
c.7 
4.1 
2.0 

30.7 - 
Housing  19.1  21.7 23.7 
Educat ion  and  cul ture   3 .7  
Hea l th  and s o c i a l  services 2.8 3.0 ) 
S o c l o p o l l t i c a l   o r g a n i z a t i o n s  4.4  3.4 1.7 

3 * 8  ) 5.3 

Memorandum item: Energy  sector  12.4 11.6 11.5 

Source: Data s u p p l i e d  by t h e   Y u g o s l a v   a u t h o r i t i e s .  
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Tahle 4. Yugoslavia:  Changes in Industrial  Output 

(Percentage change over  previous year) 

1977 1978 1979 1980  1961 L/ 

Total 

Electric  energy 
Coal  and  lignite 
Coal  products 
Crude  petroleum, natural gas 
Petroleum products 
Iron ore mining 
Iron  and steel 
Nonferrous  ore mining 
Nonferrous  metals 
Processing of nonferrous metals 
Nonmetallic  mineral ore mining 
Processing of nonmetallic mineral 

Metal  products 
Metal machinery 
Transport equipment. 
Shipbuilding 
Electrical  machinery and appliances 
Chemicals 
Chemical  products 
Stone quarrying,  sand  pits 
Construction materials 
Sawmills and manufactures of wood 

Wood  and cork products 
Paper, paper products 
Textiles 
Clothing 
Leather  and  fur 
Leather  footwear, and other leather 

Rubber  products 
Food processing 
Beverages 
Tobacco and tobacco manufactures 
Printing 
Miscellaneous products 

ores 

boards 

goods 

9.4 

12 .o 
4.6 

-0. 
3.6 

16.9 
4.5 
10.0 
1.8 
1.2 

12.3 
0.8 

8.0 
6.3 
8.6 
12.6 
-8.0 
16.7 

17.6 
11.7 
11.9 

9.6 
12.7 
15.9 
9.3 
2.0 
3.5 

3.8 
22.5 
7.9 

16.5 
5.5 
4.0 
11.5 

- 

10.7 

" 
8.6 

5.5 
1.1 
23.2 
2.9 

2.4 
13.5 
1.7 
3.3 
7.6 
-1.4 

11.8 
14.0 
17.9 
10.3 

-12.2 
15.0 
13.4 
14.6 
15.6 
8.2 

3.3 
4.2 
8.8 
1.0 
5.5 
0.2 

2.0 
10.7 
10.1 
4.2 
-3.0 
6.9 
9.8 

8.2 

__ 7.9 

7.3 
6.1 
20.1 
-0.2 
9.6 
1.2 
6.6 

-0.6 
-3.7 
23.9 
1.8 

8.7 
8.6 
14.0 
1.4 

-21.1 
1.3 
7,2 
9.2 
29.2 
6.9 

10.1 
6.8 
5.4 
i.5 
14 .O 
5.0 

8.7 
8.1 
3.3 
3.7 
6.5 . .. . .. 

4.4 

8.1 
11.6 
5.7 
0.8 

-0.9 
2.5 

14.1 
-6.4 
3.7 

-0.3 

-1.1 

2.7 
-4.4 
8.4 
4.2 
18.6 
0.1 

15 2 

2.4 

7.0 
7.8 
6.2 
-3.7 
2.0 
4.0 

7.3 

3eO 

11.7 
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5.0 
6.0 

8.0 
5.0 
2.0 
5.0 

1.0 
5.0 

c- 

" 

10.0 

" 

" 

" 

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

11 Preliminary  estimates. 
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11, P r i c e s  and Incomes 

The  Yugoslav  economy  experienced  lncreaecs of d o m e s t i c   p r i c e e  and 
incomes well i n t o   d o u b l e   d i g i t s   p e r   c e n t  for  most   of   the   1970s.   In   the 
t e n  years from 19711 t o  1980 consumer   p r ices   increased  a t  an annual  aver- 
age  rate of 18.6  per   cent   while   personal   incomes  rose a t  an   annual  rate 
of 13 .7  p e r   c e n t .  I n  common w i t h   m o s t   o t h e r   c o u n t r i e s  and i n  l i n e  w i t h  
developments  i n  world o i l  and   commodi ty   p r i ces ,   domes t i c   p r i ce   i nc reaees  
a c c e l e t a t e d  i n  t h e  yeare 1973 t o  1 9 7 5 ,   3 b a t e d   i n  t h e  ycars 1976 t o  1978, 
and  rcsurged  I n  the years   1979  and  1980  (Chart  1). However,  whereas t h e  
12-monthly r a t e  of i n f l a t i o n   n o d e r a t e d   i n   m o s t   E u r o p e a n   c o u n t r i e s   f r o n  
t h e  s econd   qua r t e r  of 1980   onward ,   In   Yugos lav ia   i n f l a t iona ry   p re s su res  
recorded a strong rise ,  at least  up t o  t h e   m i d d l e  months of 1981 
(Char t  2). 

l t  i s  d i f f i c u l t   t o   d i s e n t a n g l e   t h e  basic causes  of these i n f l a t i o n -  
ary p r e s s u r e s  i n  t h e   1 9 7 0 s   s i n c e   i n f l a t i o n   o c c u r r e d   i n   a n   e n v i r o n m e n t  
c h a r a c t e r i z e d  by r a p i d   i n c r e a s e s   i n  bank c r e d i t  and t h e  money supp ly ,  
by t h e   p e r s i s t e n c e  of excess domestic  demand,  and by s t r o n g  rises i n  
u n i t   l a b o r   c o s t s .   A l s o ,   i n   t h e   p e r i o d  u p  t o  t h e  i n t r o d u c t i o n  of stricter 
p r i c e  limits i n  June 1 9 8 1 ,   t h e   p r i c e  s y s t e m  c o n t a i n e d  much f l e x i b l e  
a d m i n i s t r a t i v e   p r i c i n g   w h e r e b y   c o s t   a n d  demand f a c t o r s   c o u l d   b e   u s e d   t o  
j u s t i f y   i n c r e a s e s  i n  p r i c e s .   A l s o ,   g i v e n   t h a t   p r i c e s  of i n d u s t r i a l  
goods t e n d e d   t o  be b a s e d   o n   t h e   c o s t   m a r k u p   p r i n c i p l e ,   s t r o n g  rises i n  
u n i t   l a b o r   c o s t s  were given  ample  scope for  impar t ing  an i n f l a t i o n a r y  
bias i n t o   t h e   Y u g o s l a v  system, whi le   the   degree   o f   markups   above   cos t  
c o u l d   r e f l e c t   t h e   i n t e n s i t y  of demand, price r e g u l a t i o n s ,   a n d   t h e   a b l l -  
i t y  of e n t e r p r i s e s   t o   i m p r o v e   t h e i r   f i n a n c i d   p o s i t i o n .  

There w a s  a s h a r p   a c c e l e r a t i o n   i n  increases i n   p r i c e s   a n d   i n c o m e s   i n  
t h e   s e c o n d   h a l f   o f   1 9 8 0   a n d   i n   t h e  ear ly  months of 1981.  The  12-monthly 
ra te  of i n c r e a s e  of t h e  re ta i l  p r i c e   i n d e x   r o s e   f r o m  28 per c e n t  i n  June  
1980   t o  39 p e r   c e n t   i n  December  1980 and f u r t h e r   t o  a peak of 52 per 
c e n t   i n  May 1981.   Other   domest ic   p r ices   and   nominal   personal   incomes  
showed a similar p a t t e r n  o f   d e v e l o p m e n t ,   w i t h   t h e   y e a r l y   i n c r e a s e   i n   n e t  
personal   incomes i n  t h e   s o c i a l i z e d   s e c t o r   p e a k i n g  a t  34 p e r   c e n t   i n   t h e  
s e c o n d   q u a r t e r   o f   1 9 8 1 .   I n   J u n e   1 9 8 1   t h e   a u t h o r i t i e s   I n t r o d u c e d  str icter 
limits o n   p r i c e   i n c r e a s e s  so as t o   c o n t a i n   i n c r e a s e s   i n   p r i c e s  of goods 
and s e r v i c e s  to 7 p e r   c e n t  and 5 p e r   c e n t ,   r e s p e c t i v e l y ,   f o r   t h e   r e m a i n d e r  
of   the   year .   Al though the p r i c e   t a r g e t s   f o r   t h e   s e c o n d   h a l f  of 1981 
were e x c e e d e d ,   t h e   p r i c e  limits i n   c o n j u n c t   i o n   w i t h   c o n t i n u e d  demand and 
i n c o m e s   r e s t r a i n t s   h e l p e d   m o d e r a t e   i n f l a t i o n a r y   p r e s s u r e s .  A t  t h e   e n d  
of 1981,   the  12-monthly ra tes  of i n c r e a s e   i n   t h e  re ta i l  p r i c e   a n d   t h e  
i n d u s t r i a l   p r o d u c e r   p r i c e   i n d i c e s  were 39 per cent  and 35 per c e n t ,  
r e s p e c t i v e l y   ( T a b l e   9 )  . 
1. Price developments   in   1980  and   1981 

The rate o f   i n c r e a s e  of d o m e s t i c   p r i c e s   t e n d e d  to rise through  most  
of 1980 with t h e   p a c e   q u i c k e n i n g   i n  the second   pa r t  of t h e   y e a r   ( T a b l e  10). 
T h i s   a c c e l e r a t i o n  w a s  a t t r i b u t a b l e   t o  a number  of f a c t o r s .   F i r s t l y ,  
during 1980  there was a s u b s t a n t i a l  increase i n  import p r i c e s  in d i n a r  
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t e r m e   r e s u l t i n g  from h i g h e r  import p r i c e s   i n  foreipp currenc ies   and   f rom 
t h e  e u b s t a n t i a l   d e p r e c i a t i o n  of t h e   d i n a r .  In U.S. d o l l a r  terme import 
p r i c e s  rose on  average  by 20 per c e n t   i n   1 9 8 0 ,  while t h e   Y u g o s l a v   d i n a r  
d e p r e c i a t e d  by 3 5  p e r  cent vle-ik-vie  the 1J.S. d o l l a r   d u r i n g   t h e   c o u r s e  
of t h e  year,  On June 6 ,  1980 t h e r e  was a d i e c r e t e   d e p r e c i a t i o n  of t h e  
d f n a r  of 2 3  p c r  c e n t .   U s i n g   a n   ? n p u t / o u t p u t   a n a l y s i s ,  t h e  Yugoslav 
a u t h o r i t i c a  had e s t i m a t e d   t h a t   a b o u t  40 per c e n t  of t h e   i n c r e a a e   i n  t h e  
I n d u s t r i a l  producer  p r i c e   i n d e x   o c c u r r i n g   i n   1 9 8 0  was due  to  e x t e r n a l  
f a c t o r e .  1/ S e c o n d l y ,   t h e r e  e r e  8 number of a d m L n i s t e t e d   p r i c e  
increases; i n c l u d i n g  major p r i c e   a d j u s t m e n t s   t o   s t i m u l a t e   a g r i c u l t u r a l  
nnd domes t i c  energy produc t ion   and  t o  c o n s e r v e   t h e  use of  o i l  p roduc t s .  
T h i r d l y ,   d e s p i t e   t h e  easing of aggrega te   exceea   domes t i c   demand ,   t he  
e x l s t e n c e  of e x c e s s  demand i n   c e r t a i n  sectors ( e . g . ,  wood p r o d u c t s )  
d rove   up   p r i ces .   Four th ly ,  the p r i c e s   o f  a c o n s i d e r a b l e  number of 
p r o d u c t s ,   I n c l u d i n g   h o u s e h o l d   d u r a b l e s ,  were f r e e d   f r o m   a d m i n i a t r a t i v e  
limits and were a l l o w e d   t o  be determined  by market f o r c e s   f r o m  October 
1980   onward .   En te rp r i se s   t ook   advan tage  of t h i s  s i t u a t i o n   a n d   r a i s e d  
p r i c e s   o f   d e c o n t r o l l e d  items s u b s t a n t i a l l y .  

The momentum of r a p i d  increases i n  prices was c a r r i e d   o v e r   i n t o  
1981 and was e x a c e r b a t e d  by u n c e r t a i n t i e s  a t  the beginning  of 1981 on 
p r i c e   t a r g e t s  for t h e   y e a r   a n d   t h e  c r i te r ia  to be  used i n   j u s t i f y i n g  
p r i c e   i n c r e a s e s .   I n d u s t r i a l   p r o d u c e r   p r i c e s   r o s e   b y  9 p e r   c e n t  In 
Janua ry   1981  2/  a6 many e n t e r p r i s e s   e n g a g e d   i n   a n t i c i p a t o r y  price 
inc reases ,   so - tha t   t hey   cou ld  raise prof  i t  m a r g i n s   a b o v e   t h e   l e v e l s  
t h a t   t h e y   e x p e c t e d  w o u l d   b e   i m p l i c i t   f o r m a l   p r i c e   a g r e e m e n t s  for 1981. 
Thie p r a c t i c e  was f a c i l i t a t e d   b e c a u s e  i t  was o n l y   i n  March 1 9 5 1   t h a t  
b o t h   t h e  c r i te r ia  for  j u s t i f y i n g   p r i c e  increases a n d   t h e   o f f i c i a l  price 
targets a n d   g u i d e l i n e s   o n   p r i c e   p o l i c y  were s p e c i f i e d .  3/ Higher   tu rn-  
over t a x  rates c o n t r i b u t e d  also t o  t h e  upward p r e s s u r e  % p r i c e s  in t h e  
i n i t i a l  months of 1981. 

The o f f i c i a l   p r i c e   t a r g e t s   i n t r o d u c e d   i n  March  1981  aimed a t  limit- 
i n g   t h e   i n c r e a s e   i n   t h e  r e t a i l  p r i c e   i n d e x  t o  32 per c e n t   o v e r   t h e  
1 2   m o n t h s   t o  December 1 9 8 1 ,   a n d   t h a t   o f   t h e   i n d u s t r i a l   p r o d u c e r   p r i c e  
i n d e x  t o  30 p e r   c e n t .  However, p r i c e s   c o n t i n u e d  to rjse a t  e x c e s s i v e l y  
r a p i d  rates i n   t h e   f o l l o w i n g   m o n t h s   a n d   t h e   a u t h o r i t i e s  on June 18 
e n a c t e d   l e g i s l a t i o n   p l a c i n g  s t r ic ter  limits on pr i ce   i nc reaRer l  for  t h e  
r ema inde r  of t h e   y e a r .  In  t h e   f i n a l  s i x  months  of   1981  average  pr ice  

1/ Apar t  from exchange rate changes and increases i n  f o r e i g n   c u r r e n c y  
imErt p r i c e s ,  external f a c t o r s   i n   t h e   a n a l y s i s   i n c l u d e d  the impact of 
f o r e i g n - d e t e r m i n e d   p r i c e s  on a d m i n i s t e r e d   d o m e s t i c   p r i c e s .  For example,  
t h e   p r i c e  of c o p p e r   i n   Y u g o s l a v i a  i s  a d j u s t e d   i n   a c c o r d a n c e  with i t s  
p r i c e   o n   t h e  London metal market .  

21 The large i n c r e a s e  i n  the i n d u s t r i a l   p r o d u c e r   p r i c e   i n d e x   i n  
J anua ry   1981  arose p a r t l y   b e c a u s e  some of t h e   p r i c e  increases that had 
t a k e n   p l a c e  i n  l a te  1980 were o n l y   r e p o r t e d  t o  t h e  price a u t h o r i t i e s  i n  
Janua ry  . 
- 31 The Y u g o s l a v   p r i c e  system w a s  d e s c r i b e d  in EBS/81/170  (8/17/81), 

ppm 39-40. 
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i n c r e a s e e   f o r   g o o d e  were t o  b e   l i m i t e d   t o  7 p e r   c e n t   a n d   t h o e e  for 6er- 
v i c c e   t o  5 p e r   c e n t .  The March   1981   ag reemen t   on   p r i ce   po l i cy   r equ i r ed  
a l e o   t h a t   r e p u b l i c a n   a n d   p r o v i n c i a l   g o v e r n m e n t s   p r o v i d e   e u b e i d i e a   t o  
houeeholds  t o  c o v e r   p a r t  of t h e   r i a e   i n   p r i c e e  of basic foods tuf  f 8 ( m i l k ,  
b r e a d ,  meat, a n d   p o u l t r y ) .  

I n  the t h i r d   q u a r t e r  of 1981 d o m e s t i c   p r i c e   i n c r e a e e e  *re lower 
w i t h  t h e  a v e r a g e   m o n t h l y   i n c r e a e e e   ( a e a e o n a l l y   a d j u e t e d )   i n   i n d u e t r i a l  
p r o d u c e r   p r i c e m   f a l l i p g   t o  1.1 p e r   c e n t   c o m p a t c d   w i t h   5 . 1   p e r   c e n t   i n   t h e  
f i r e t   q u a r t e r  and 2.5 per c e n t  i n  t h e   s e c o n d  quarter of 1981 .   In   t he  
t h i r d   q u a r t e r  of 1981 retail  p r i c e e   ( e e a s o n a l l y   a d j u e t e d )   r o e e  a t  an  
a v e r a g e   m o n t h l y   r a t e   o f  1.6 per   cen t   compared   wi th   5 .1  per c e n t   i n   t h e  
f i r s t  quarter of  1981. Retail and i n d u s t r i a l   p r o d u c e r   p r i c e s   i n c r e a e e d  
by 3.7 per   cen t   and  3 . 4  p a r   c e n t ,   r e s p e c t i v e l y ,  i n  O c t o b e r   1 9 8 1   i n   p a r t  
a s  a resu l t  of t h e  phas ing   ou t  of food   subs id ies   and   upward   ad jus tments  
i n   e l e c t r i c a l   e n e r g y   a n d   e d i b l e   o i l   p r i c e s .  However, i n   t h e   f i n a l  two 
months of t h e  y e a r   t h e   m o d e r a t i o n  of d o m e s t i c   p r i c e  increases con t inued  
with the  12-monthly rates of i n c r e a s e   o f   t h e   t e t a i l  price a n d   i n d u s t r i a l  
p roducer  pr ice  i n d i c e s   f a l l i n g   t o  39 p e r   c e n t   m d  35 p e r  c e n t ,  reepec-  
t i v e l y ,  by  December  1981. 

2. P r i c e   p r o j e c t i o n s   f o r   1 9 8 2  

P r i c e   t a r g e t s   h a v e   b e e n   s p e c i f i e d   f o r   t h e  1 2  months to  December 
1982.  They c a l l  f o r   t h e  rates of i n c r e a s e   i n   t h e  re ta i l  p r i c e   i n d e x   a n d  
i n  p r o d u c e r   p r i c e s  for i n d u s t r i a l   g o o d s  and f o r   a g r i c u l t u r a l   c o m m o d i t i e s  
t o   b e   r e d u c e d   t o   1 5   p e r  c e n t .  The t a r g e t s   f o r   t h e   p r i c e e  o f   ee rv ices   and  
t h e  c o s t  of l i v i n g   i n d e x  are 1 6  p e r  c e n t  a n d   1 7   p e r   c e n t ,   r e s p e c t i v e l y .  
With t h e   c a r r y - o v e r   e f 2 e c t  of h i g h e r  prices from  1981,  t h e  ave rage  
i n c r e a s e  i n  retail  p r i c e s  and t h e  GSP d e f l a t o r   i n   1 9 8 2  wae p r o j e c t e d  t o  
be 20 p e r   c e n t .   P r e c i s e   t a r g e t s  were b e i n g  set f o r   p r i c e s   i n  33  key 
i n d u s t r i a l   h r h n c h e s .   T h e s e   t a r g e t s  are a v e r a g e   c o n c e p t s   i n s o f a r  as 
p r i c e s   o f   c e r t a i n   c o m m o d i t i e s   a n d   s e r v i c e s  are a l lowed   t o  rise above 
s p e c i f i e d   t a r g e t e .   F o r   e x a m p l e ,   p r i c e s   o f   c e r t a i n  services would  be 
r a i s e d   b y  less t n a n   1 6  per c e n t  so as t o   p e r m i t  a g r e a t e r  rise i n  houee- 
h o l d   r e n t s .  

3.  Personal   incomes  

The b a s i c  a i m  of income p o l i c i e s   i n  1980 and  1981 was t o   k e e p   t h e  
growth of p e r s o n a l   i n c o m e s   b e l o w   t h a t   o f   t h e   t o t a l   g r o s s   i n c o m e s  of 
e n t e r p r i s e s ,   s o c i o p o l i  t i ca l  e n t i t i e s ,   a n d   o t h e r   o r g a n i z a t i o n s .   O u e n t i -  
t a t i v e   g u i d e l i n e s   o n   i n c o m e s   p o l i c i e s  were set o u t   i n   s o c i a l   c o m p a c t s  
a g r e e d   b e t w e e n   t h e   F e d e r a t i o n ,   t h e   r e p u b l i c s ,   a u t o n o m e -  B p r o v i n c e s ,  
s o c i o p o l i t i c a l   b q d i e s ,   a n d   e n t e r p r i s e s  a t  the   beg inn i . , g  of 1980.  For 
e n t e r p r i s e s   e n g a g e d   i n   e c o n o m i c   a c t i v i t i e s ,   t h e  growth of p e r s o n a l  
incomes was to b e   l i m i t e d   t o  a t  least  5 p e r c e n t a g e   p o i n t s   b e l o w   t h e  
growth  rate of e n t e r p r i s e   i n c o m e ;   f o r   n o n e c o n o m i c   a c t i v i t i e s   ( f o r  exam- 
p l e ,   a d m i n i s t r a t i o n ,   b a n k i n g ,   a n d  many s e r v i c e s ) ,   t h e   e q u i v a l e n t  
r e s t r i c t i o n  w a s  7 t o  9 p e r c e n t a g e   p o i n t s   b e l o w   t h e   g r o w t h  rate of e n t e r -  
p r i s e   i n c o m e s .   I n   t h e   e v e n t ,   t h e s e   g u i d e l i n e s   w e r e   a d h e r e d  to i n   1 9 8 0 ,  
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Chart 1. Yugoslavia 

Uevelopments in Consumer Prices ,  197040 

(Percentage change over  previous year) 
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so  much so t h a t  real net   personal   incomes per employee i n   t h e   s o c i a l i z e d  
s e c t o r   f e l l  by 7 p e r  c e n t   i n   1 9 8 0 ;  real  wages i n   t h e  noneconomic s e c t o r  
are es t ima ted  t o  h a v e   f a l l e n  by 9 per   cen t .  

Although t h e  t h r u s t  of incomes   po l ic ies  i n  1981 were t h e  same as i n  
1980, no q u a n t i t a t i v e   g u i d e l i n e s  were s p e c i f i e d  and e n t e r p r i s e s  were l e f t  
t o   f o r m u l a t e   t h e   q u a n t i t a t i v e   a s p e c t s  of t h e i r  own incomes  pol ic ies .  It 
was a l s o   t h e   i n t e n t i o n   t h a t   t h e r e   s h o u l d  be  no f u r t h e r   e r o s i o n  of real 
personal  incomes  in  1981  and  that   such  Incomes  should rise i n   l i n e   w i t h  
labor   p roduct iv i ty   g rowth .  In a d d i t i o n ,  i t  was t h e  aim to   i nc rease   pe r -  
sonai  incomes  of  lower-paid  workers  and  those in arduous  occupat ions 
(e .ge,  coal   miners )  a t  r e l a t i v e l y  f a s t  rates. In  1981,  personal  incomes 
a r e  estimated to have r i s e n  a t  a lower   ra te   than   en terpr i se   incomes .  
Pe r sona l   i ncomes   i n   en t e rp r i se s   engagea   i n   economic   ac t iv i t i e s  are esti- 
mated t o  have r i s en   on   ave rage  by 35 p e r   c e n t   i n   1 9 8 1 ,  while t h o s e   I n  
t h e  noneconomic s e c t o r  are e s t i m a t e d   t o   h a v e   r i s e n  by 27 per c e n t .  A s  
t h e   r a t e  of i n f l a t i o n  was much h ighe r   t han   expec ted   i n   1981 ,  real  per- 
sonal  incomes are e s t i m a t e d   t o  have dec l ined  on average by 5 t o  6 per 
c e n t ,  with t h e   f a l l  I n  the  noneconomic  sector   being 9 t o   1 0   p e r   c e n t .  
With  respect  to  developments  in  personal  incomes  according  to  economic 
s e c t o r s ,   t h e   h i g h e s t  rates of i n c r e a s e  were i n   m i n i n g ,   a g r i c u l t u r e ,  and 
f o r e s t r y   ( T a b l e  111, while the   lowes t  rates were i n  a l l  branches of t h e  
noneconomi: sec tor ,   inc luding   banking   and  f lnancing , which  experienced 
v e r y   r a p i d  rises In   t he   1970s .  In o c c u p a t i o n s   i n   p r i o r i t y   s e c t o r s  where 
t h e r e  are labor shor tage&  there   has   been  a tendency  for   wages  to  r ise a t  
a r e l a t i v e l y   f a s t  rate. For exarnpLe, wages of coal miners  have  been 
increased  f rom a monthly  average cf Din 8,293 in t h e  f i r s t  s i x  months 
of 1980 t o  Din 11,700 i n   t h e  same period  of  1981. 

In both  1980  and  1981  household  receipts  were boosted by s t r o n g  
inc reases   i n   ne t   worke r s ’   r emi t t ances   (Tab le  1 2 ) ,  t h e   b u l k  of which 
were denominated i n  deutsche  mark. Social s e c u r i t y   t r a n s f e r s ,   w h i c h  
dur ing  the 1970s  tended  to  rise a t  a f a s t e r  rate than  personal  incomes 
i n   t h e   s o c i a l i z e d   s e c t o r ,   r o s e  by 27 pe r   cen t   i n   1980 .  The la t ter  
i n c r e a s e  was i n s u f f i c i e n t   t o   o f f s e t   t h e   i n c r e a s e   i n   t h e   c o s t   o f   l i v i n g  
of 30 p e r   c e n t   i n   1 9 8 0 .  In 1 9 8 1   s o c i a l   s e c u r i t y   t r a n s f e r s   a g a i n  
d e c l i n e d   i n  real  terms as p u b l i c   s e c t o r   e x p e n d i t u r e s  were f u r t h e r  
r e s t r a i n e d  . 



- 22 - 

Table 9. Yugoslav ia :   Year ly   Changes   in   Pr ice   Ind ices  

(PercentaRe  changes  over  12  months to .end of pe r iod )  

1 9  78 19  79 1980  1981 
NOV . Dec. 

P roduce r s ’   p r i ces  

Indus t r i a l   goods  
Investment  goods 
Semif inished  goods 
Consumption goods 

A g r x u l t u r a l  goods 

Retail p r i c e s  

General   index 
A g r i c u l t u r a l  goods 
I n d u s t r i a l  goods 
S e r v i c e s  

Cost of l i v i n g  

General   index 
Food 
Clo th ing  
Rent 
Se rv ices  

8.9 
5 .1  
9.8 
8.5 

12.6 

15 .7  
14 .0  
16.5 
14 .3  

15.8 
1 4 . 1  
17.6 
1 6 . 1  
14 .0  

14.9 
5.3 

17.8 
13.1 
23.6 

23.9 
25.8 
24.0 
24.0 

23.0 
22.7 
22.2 
1 8 . 7  
21.6 

39.8 
22.2 
46.7 
33.7 
46.5 

39.2 
42.2 
41.7 
24.3 

37.3 
40.3 
29 .1  
25.7 
22.7 

37.3  35.0 
21.2 ... 
39.4 .. . 
37.7 . .. 
56-6  1 1  ... 

37.7 36.2 
4 0 - 8  38.0 
39.6 37.6 
22.1 ... 
25.6  34.5 

Sources:   Indeks;   and  data   suppl ied by the Yugos lav   au tho r i t i e s .  

- 11 July 1981  compared with J u l y  1980. 
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Table  10.   Yugoslavia:   Quarterly  Changes i n  P r i c e   I n d i c e s  

(Percentage  - change  over same q u a r t e r  of p rev ious  year) 

1978  1979  1980  1981 

Produce r s '   p r i ces  of l n d u s t r l a l  goods 

F Lrst q u a r t e r  
Second  quarter  
T h l r d   q u a r t e r  
Four th   qua r t e r  

Annual q u a r t e r l y   a v e r a g e  

Retall p r l c e s  

F i r s t   q u a r t e r  
Second q u a r t e r  
T h i r d   q u a r t e r  
Four th   qua r t e r  

Annual q u a r t e r l y   a v e r a g e  

Cost of l l v i n g  

Flrst q u a r t e r  
Second q u a r t e r  
T h i r d   q u a r t e r  
F o u r t h   q u a r t e r  

Annual q u a r t e r l y   a v e r a g e  

9.8 
7 . 8  
7.6 
8.4 

8.9 

12.5 
13.1 
13.2 
14.6 

13.4 

12.0 
13.4 
14.7 
15.9 

14.0 

9.6 
12.5 
15.2 
15.4 

13.2 

18.2 
21.0 
25.0 
24.5 

22.1 

- 

17.0 
20.1 
22.4 
22.3 

20 .4  

21.8 
24.5 
28.8 
38.7 

28.5 

27.1 
27.2 
28.8 
37.3 

30.1 

- 

26.8 
26.8 
29.5 
37.3 

30.1 

47.4 
50.0 
44 6 
36.7 

44.7 

- 

46.8 
50.5 
45.8 
40.5 

45.9 

- 

40.5 
44.3 
41.4 ... 

b. 

Sources: Indeks;  and d a t a   s u p p h e d  by t h e   Y u g o s l a v   a u t h o r i t i e s .  

1 
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The npwI1rd t r c n d  In t h e  aggre1:aLIc s a v i n g   r a t l o  1’; d L t r i b u t a h l e   t o  
t h e  enterprlsc sector, r a l l l l c  t h e  s c t h c k s  In 1977 ,lnd i 91r  are due Lo 
o t h c r  sectors,  which u s u a l l y  contrxbute n e a r l y   h a l f  o f  t h e   t o t a l   s a v i n g .  
Thc r f sc  I n   e n t e r p r i s e   $ c i v i n g  JS d shale of GSP r e f l e c t s   b o t h   t h e  ris- 
ing s h a r e  of qoc ia l   p roduct  g e n e r a t e d  111 the entcrpl istl s e c t o r  and t h e  
r c r e n t  f a l l  In t h e  share of g r o s s  wages and  other   personal   incomes in 
e n t r r p r l s e  inconc. Despite the l d t t c a r ,  household sav ing   has   he ld   up  
well. Thls 1 s  main ly   hecause   t he   r c - l a t lvc ly  s l o w  Irrowth of income  from 
cmploymcnt was o i t s e t  by more r a y l d  growth of rernltrances from abroad ,  
,and t h e   r a t e  01 r e t u r n   d v a s l d b l e  on f o r P i @  c*urrt?ncy d e p o s f l s  made sav- 
l n g s   o u t  of t h e s e  remittances attraclxve. The f d l l   i n  19; 7 i n  the   sav-  
ing of govcrllment ( t h e  F e d e r a t i o n  and oLher s o c i o p o l i t  i r a l  communities 
together) and o t h e r   o r g a n l z a r i o n s ,  m o s t  of wh ich  are en1 aged in provid- 
In): h e a l t h ,  education, and other s e r v i c e % ,  was p d r t l a l l y   r e v e r s e d   i n  
1978.  There was l i t t l e  n e t  char-gc’ i n  1 9 7 9 ,  bu t  then a d e t e r i o r a t i o n   i n  
19S0, which was agalll r e v e r s e d  I n  1981. 

T h e  upward trend 111 e n t e r p r i w   s n v l n g  Ln r e l a t i o n  t o  GSP was 
matched  by r ise I n   e n t e r p r l s e   f l x e d   I n v e s t m e n t   u n c i 1  1978. S ince  
t h e n   t h e   s h a r e  of such   inves tment  i n  GSP h a s   f a l l e n ,  As t h e   s h a r e  in 
GSP of f ixed   inves tment  by o t h e r   s e c t o r s  has been i a l r l y  s t a b l e   i n   t h e  
l a s t  t h r e e   o r  four years, t h e  r e l a t ive  d e c l i n e   i n   e n t e r p r i s e   i n v e s t m e n t  
was l e f l e c t e d  a l so  i n   t o t a l   f i x e d   i n v e s t m e n t .   I n  1980 i t  amounted t o  
33.7 p e r  ren t  of CSP compared with a g r o s s  saving r a t i o  of 45.5 p e r  
c e n t .  The e q u i v a l e n t   s h a r e s   i n  1979,  when the   imbalance  of e x t e r n a l  
accounts was most severe, were 35.1 p e r  cent f o r  f ixed   lnves t rnent  and 
41.9 p e r   c e n t  for saving.  

Estimates of stockbuilding valued a t  average  current prices are not 
available. A rough Idea of t h e  re la t ive  size of Investment in s t o c k s   i n  
t h e   d i f f e r e n t   s e c t o r s  can be obtained  f rom estimates of t he   change   i n  
t h e  book  value of s t o c k s  (Table 13). Most s t o c k b u i l d i n g   o c c u r s   i n   t h e  
e n t e r p r i s e   s e c t o r ,   w i t h  a small amount a l s o  in t h e   h o u s e h o l d   s e c t o r  
(which  includes  most  of a g r i c u l t u r e ) .  

The e n t e r p r i s e   s e c t o r   a n d   t h e  Federal Government are t h e  only  two 
s e c t o r s   t h a t  inves t  more t h a n   t h e y  save,  and   t hus  are net borrowrs. 
F e d e r a l  Government  borrowing  has  been less t h a n  1 1 / 2  p e r   c e n t  of GSP 
i n   r e c e n t   y e a r s ,   a n d   o n l y  0.1 per c e n t  i n  1981. The Government  and 
o t h e r   o r g a n i z a t i o n s   a l t o g e t h e r  have a n e t   f i n a n c i a l   s u r p l u s ,   w h i c h  was 
1.2 per cenL of GSP i n  1980. Households are the main u l t i m a t e  source of 
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funde fo- e n t e r p r i s e s .  The d e t e r i o r a t i o n   i n   t h e   o v e r a l l   f i n a n c i a l   s u r -  
p l u s   i n   1 9 7 9   r e s u l t e d   m a i n l y  from a wo s e n i n g   i n   t h e   p o s i t i o n   o f   h o u s e -  
h o l d s .  The improvement i n   1 9 8 0   r e f l e c t  sd a l a r g e  rise i n  e n t e r p r i s e  
sav ing ,   accompanied  by a f a l l   i n   f i x e d   i n v e s t m e n t ,   a n d  some rise i n  
houeehold s a v i n g ,  a l l  expres sed  as  a p r o p o r t i o n  of GSP. 

Comprehens ive   in format ion   on   sav ing   and   inves tment   by  sector is  not 
y e t   a v a i l a b l e  for  1 9 8 1 .   O u a t t e r l y   d a t a  for t h e   e n t e r p r i s e   a e c t o r   a l o n e  
are  shown i n  Tab le   14 .   A l though   no t   i den t i ca l   t o  t h o s e  i n   T a b l e  13, t hey  
are c o n c e p t u a l l y   t h e  same, excep t  t h a t  t h e y  are expres sed  a s  a propor-  
t i o n  of   the   g ross   income of e n t e r p r i s e s ,   w h i c h  i s  80-85 p e r   c e n t  of GSP. 
E n t e r p r i s e   s a v i n g   c o n t i n u e d  t o  grow at  t h e   b e g i n n i n g  of t h e   y e a r ,  but 
l e v e l l e d   o f f   i n   t h e   s e c o n d   a n d   t h i r d   q u a r t e r s .  However, t h e   s h a r e   o f  
e n t e r p r i s e   f i x e 4   i n v e s t m e n t  in GSP was c o n s i d e r a b l y  lo-r i n  1981 t h a n  
i n  1980.  Although t h e  absence  of d a t a  on s tockbu i ld ing   makes  i t  impos- 
s i b l e   t o  be c e r t a i n ,   t h e   f i n a n c i a l   s u r p l u s  of e n t e r p r i s e s  may h a v e   r i s e n  
as a p e r c e n t a g e   o f  GSP between  1980  and  1981.  

The f i n a n c i a l   s u r p l u s  of t h e  Government   and   o ther   o rganiza t ions  
t o g e t h e r  i s  a l s o   e x p e c t e d  to be h i g h e r   i n   1 9 8 1   t h a n  i n  1980. The 
Fede ra l   Governmen t   budge t   de f i c i t  j s  e s t i m a t e d   t o  be lower ,   and  eome of  
t he   r epub l i can   and   p rov inc ia l   gove rnmen t s   and   s e l f -manag ing   communi t i e s  
of i n t e r e s t   i n   t h e   s o c i a l  sector have  accumulated larger s u r p l u s e s   t h a n  
usual .   However ,  i t  i s  q u i t e   l i k e l y   t h a t   h o u s e h o l d s '   f i n a n c i a l   s u r p l u s  
w i l l  be lower i n   1 9 8 1   t h a n   i n   1 9 8 0 ,   b e c a u s e  of t h e   f u r t h e r   f a l l   i n  real  
wages   and   l a rge   nega t ive  real i n t e r e s t  ra tes ;  h e n c e   t h e   s a v i n g   r a t i o  
h a s   p r o b a b l y   f a l l e n .   N e v e r t h e l e s s ,   t h e   f i n a n c i a l   s u r p l u s  of a l l  domes t i c  
s e c t o r s   t o g e t h e r  is l i k e l y  t o   h a v e   I m p r o v e d   f u r t h e r  i n  1981, a f t e r  some 
improvement in 1980, in l i n e   w i t h   t h e   r e d u c t i o n   i n   t h e   b a l a n c e  of pay- 
ments c u r r e n t   a c c o u n t   d e f i c i t .  

The re  has been a r ap id   g rowth  i n  b o t h   g r o s s   l e n d i n g   a n d   b o r r o w i n g  
b y   e n t e r p r i s e s .  Gross l e n d i n g   r o s e  froh i3 per cent of GSP i n  1977   t o  
37 p e r   c e n t   i n   1 9 8 0 ,   a n d   b o r r o w i n g  rose by a similar amount (Table 15). 
When accoun t  i s  also t a k e n  of r e v a l u a t i o n s ,   m o s t l y   b e c a u s e  of t h e   d e v a l u -  
a t i o n  of t h e   d i n a r ,   t h e   g r o w t h   i n   t h e   s t o c k s  of e n t e r p r i s e   f i n a n c i a l  
assets a n d   L l a b i l i t i e s  was v e r y   r a p i d   I n   1 9 7 9   a n d  1980. Trade credit 
grew e s p e c i a l l y   r a p i d l y   i n   t h e s e   y e a r s ,   p a r t l y   i n   r e s p o n s e  to t h e   r e i n t e r -  
m e d i a t i o n   t h a t   t o o k   p l a c e  i n  1976  and   1977  (Table   16) .  Money and  quasi- 
money h e l d   b y   e n t e r p r i s e s   d i d   n o t  grow s i g n i f i c a n t l y  more r a p i d l y   t h a n  
nominal  GSP i n  1 9 8 0 ,   n o r   d i d   t h e   s t o c k  of b a n k   c r e d i t .   T r a d e   c r e d i t  
c o n t i n u e d   t o  grow r a p i d l y  i n  1981  and money and  quasi-money grew much 
more   s lowly   than  GSP, as d i d   b a n k   c r e d i t .  

The r a p i d   g r o w t h   i n  lending and borrowing by e n t e r p r i s e s   o u t s i d e  
t h e   b a n k i n g   s y s t e m   i n  the  last  two o r   t h r e e  years stems i n  part f r o m   t h e  
t i g h t   b a n k  credit  p o l i c y .   E n t e r p r i s e s   c a n n o t   r e d u c e   l a b o r   a n d  are sbme- 
w h a t   r e l u c t a n t   t o   r e d u c e   o u t p u t   o r   e v e n   i n v e s t m e n t   i n   r e s p o n s e   t o  a 
s h o r t a g e  of b a n k   c r e d i t .   L a c k  of f i n a n c i a l   d i s c i p l i n e   l e a d s   i n i t i a l l y  
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t o  a b u i l d u p   i n  trade c r e d i t   o u t e t a n d i n g   r a t h e r  t h a n  t o  a r e d u c t i o n   i n  
o u t p u t ,   i n v e s t m e n t ,  or p r i c e s .  T h i e  i e  what has  been  happening i n  recent 
yeare, a n d   e e p e c i a l l y   i n   1 9 8 1 .  On the o t h e r   h a n d ,   e n t e r p r i s e e  are t o  
Borne ex ten t  i n h i b i t e d  by t h e   t h r e a t  of making lossea or becoming bankrupt .  

The growth  of t h e  s y s t e m   o f   p o o l e d   r e s o u r c e s ,   w h e r e b y   e n t e r p r i e e s  
lend t o   o t h e r   e n t e r p r i s e s   i n   t h e  same i n d u s t r y   o r   r e g i o n   t o   f i n a n c e  
a g r e e d   p r o j e c t s ,   h a s   a l s o   c o n t r f b u t e d   t o  t h e  growth  of   extra-bank  lending.  
I n  a d d i t i o n ,   t h e   s t r u c t u r e  of i n t e r e s t   r a t e s  may have made it  p r o f   i t a b l e  
f o r   e n t e r p r i s e s  to  e n g a g e   i n   d i r e c t   l e n d i n g   o u t s i d e   t h e   b a n k s .  

2. - Monetary  developments   and  pol icy 

The main i n s t r u m e n t  of mone ta ry   po l i cy  i n  r e c e n t  years has   been  
t h e  d i r e c t   c o n t r o l  of d o m e s t i c   c r e d i t s .   C e i l i n g s   o n  t h e  growth of  bank 
c red i t  were r e i n t r o d u c e d   i n  t h e  middle  of 1978 f l l owing  a per iod   of  
a b o u t   f o u r  years d u r i n g   w h i c h   t h e r e  werc no d i r e c t   c o n t r o l 8  on bank 
c r e d i t .  The c e i l i n g s  are dec ided  by t h e  Board  of  Governors of t h e  
N a t i o n a l  Bank of Y u g o s l a v i a .   Q u a r t e r l y   c e i l i n g s  were e e t  a t  t h e   b e g i n -  
n i n g  of 1980   and   1981   fo r   t he   g rowth  i n  b a n k   c r e d i t .   I n   1 9 8 0 ,   t h e  
i n c r e a s e s   p e r m i t t e d  were 4.5 p e r   c e n t   t o  t h e  end  of  March, 1 0   p e r   c e n t  
t o   t h e   e n d   o f   J u n e ,  1 5  p e r   c e n t   t o   t h e   e n d   o f   S e p t e m b e r ,   a n d   2 1   p e r   c e n t  
to t he   end  of  December.  The i n c r e a s e   i n   c r e d i t   t o   t h e  end  of  September 
could   exceed  15 per c e n t   t o  t h e  e x t e n t  of c r e d i t s   r e q u i r e d  t o  f i n a n c e  
s t o c k s  of wheat from t h e   1 9 8 0   h a r v e s t .   I n   O c t o b e r   1 9 8 0 ,   t h e   p e r m i t t e d  
maximum i n c r e a s e   f o r   t h e  year 1980 was r a t s e d   t o  23 p e r  c e n t   a n d   t h e  
e x e m p t i o n   f o r   s e a s o n a l   s t o c k s   o f   w h e a t  w a s  ex tended  t o  the  end of t h e  
y e a r .  The f o l l o w i n g  were e x e m p t e d   f r o m   t h e s e   c e i l i n g s :   c r e d i t s   f o r  
r e g i o n a l   p u r p o s e s  and d i s a s t e r   r e l i e f  l / ;  c r e d i t s   a s s o c i a t e d   w i t h   h o u s -  
i n g  c o n s t r u c t i o n ;   p a r t  of t h e   i n c r e a s e - i n   f o r e i g n   c u r r m c y   c r e d i t s  2 / ;  
and  advance  payments   in   connect ion w i t h  the o b l i g a t i o n  of b a n k s   t o  
s u b s c r i b e   t o   f e d e r a l   b o n d s .   I n   f a c t ,   t h e   c e i l L n g   f o r   t h e   e n d   o f  December 
was exceeded  by a s u b s t a n t i a l   m a r g i n .  Even a l l o w i n g   € o r   t h e   f a c t   t h a t  
t h e  i n c r e a s e s   i n   e x e m p t e d  credi ts  were smaller t h a n  were f o r e c a s t  a t  t h e  
b e g i n n i n g   o f   t h e   y e a r ,   t o t a l   c r e d i t   e x p a n s i o n  by the   commerc ia l  banks i n  
1980 was g r e a t e r   t h a n   o r i g i n a l l y   i n t e n d e d .  

- 

I/ C r e d i t s   f r o m  the F e d e r a l  Fund for Financing  Economic  Developrcent i n  
Unzerdevcloped  Republ ics   and  Autonomous  Republ ics   and  the Fund f o r  Recon- 
s t ruc t ion   and   Deve lopmen t   o f   Ea r thquake -Af fec t ed   Zones   i n   Mon tenegro ,   and  
c r e d i t s   e x t e n d e d   u n d e r  special and supplementary  measures   a imed a t  induc- 
i n g   f a s t e r   d e v e l o p m e n t   i n   t h e   a u t o n o m o u s   p r o v i n c e   o f  Kosovo. 

21 The i n c r e a s e   i n   f o r e i g n   c u r r e n c y   c r e d i t s  reflecting t h e   r e f i n a n c i n g  
in-1980  of e x t e r n a l   c r e d i t s   t o  OALs d i s b u r s e d   u p   t o  December 31, 1979 
( t h i s   r e f i n a n c i n g  w a s  t o   e n a b l e  OALs t o   p r e p a y   c r e d i t s   c o n c l u d e d  on 
u n f a v o r a b l e   t e r m s ) ;   a n d   t h e   i n c r e a s e   i n   f o r e i g n   c u r r e n c y   c r e d i t s   a n d  
o t h e r   f o r e i g n   c u r r e n c y  claims o n   d o m e s t i c   c l i e n t s   r e s u l t i n g   f r o m   t h e  
change i n   t h e   e x c h a n g e  rate of t h e   d i n a r  on June 6 ,  1980. 

- 
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S i m i l a r   c u m u l a t i v e   q u a r t e r l y  ceillws on c r e d i t   e x p a n s i o n   i n   1 9 8 1  
were set  : 4.5 p e r  c e n t  to t h e   e n d  of March , 11 p e r  cent Lo t he   end  of 
June, 1 4 . 5  p e r   c e n t   t o  the  end  of   September ,   and   21   per   cen t  to t h e   e n d  
of Lkcemher. I J n l i k e  i n  1980, c r e d i t s  assoc iated wi th   hous ing  cons t ruc t ion  
had t o  be c o n t a i n e d   w i t h i n   t h e s e  cei l ings.  However, w i th  e f f e c t  from t h e  
s e c o n d   q u a r t e r  of 1981  bank c r e d i t s  t o  f inance   expor t s   and   t he   p roduc -  
t i o n  of expor t   goods  were exempted.  Also  exempted as  I n  1981 , bere 
c r e d i t s  for r eg iona l   pu rposes   and  disaster r e l i e f .   C r e d i t s  s u b j e c t  
t o  c e i l i n g s  a n d   n o n r e s t r i c t e d   c r e d i t s  a re  shown i n  Tab le  1 7 .  The cel l -  
i n E s  on t h e  growth of c r e d i t   e s t a b l i s h e d   i n   r e l a t i o n  t o  t h e   s t a n d - b y  
a r r angemen t   Inc luded  a l l  domes t i c  credits,  whether cxnmpt or no t .  

V a r i o u s   i n s t r u m e p t s   a f f e c t e d   t h c  s t r u c t u r e  of c r e d i t   e x p a n c i o n .  
Consumer c red i t  r e g u l a t i o n s  we re c h a n g e d   p r i m a r i l y   i n   r e s p o n s e   t o   c h a n g e s  
I n   t h e  amount of e x c e s s   s u p p l y  or demand in i nd iv idua l   consumer  goods 
i n d u s t r i e s .  The r e g u l a t i o n s   u s u a l l y   t a k e   t h e  form e i t h e r  of  minimum 
downpayments or of d i s a l l o w i n g   a l t o g e t h e r   c r e d i t  for c e r t a i n   t y p e s  of 
e x p e n d i t u r e .  Two major s t e p s  were t a k e n  to t i g h t e n   c o n s u m e r   c r e d i t  con- 
d i t i o n s  in 1980 and   1981.   In   October   1980  the  minimum downpayment was 
r a i s e d   o n  t ex t i l e s ,  cars, and other consumer d u r a b l e s ,   a n d   c r e d i t s  f o r  
purchasfng b u i l d i n g  materials a n d   c a r p e n t r y  =re d i s a l l o w e d   ( T a b l e  18). 
I n   A p r i l   1 9 8 1  the  minimum  downpayment was a g a i n   r a i s e d   o n  some o f   t h e s e  
g o o d s ,   a n d   c r e d i t s  for p u r c h a s i n g  many l u x u r i e s ,   i n c l u d i n g  cars and Home 
o the r   consumer   du rab le s  =re  d i s a l l o w e d .  In November 1 9 8 1   t h e  restric- 
t i o n s   o n   c r e d i t s  for cars were   r e l axed   because  of t h e  i n c r e a s i n g   u n s o l d  
s t o c k s  of f i n i s h e d  cars. 

The  growth of t o t a l  bank c r e d i t  is a f f e c t e d  by t h e   g r o w t h   o f   c r e d i t  
ex tended  by t h e   N a t i o n a l  Bank,  Lending by t h e   N a t i o n a l  Bank t o  the 
nonbank sector has grown r e l a t i v e l y   s l o w l y   i n   r e c e n t   y e a r s   ( T a b l e  20). 
Such c r e d i t   i n c r e a s e d   b y  15 p e r  c e n t   i n   1 9 7 9 ,  by 13 per c e n t  in 1980,  
and by o n l y  4 p e r  cent i n  t h e  ten months t o  the end of October 1981. 
C r e d i t s  t o  t h e   F e d e r a l  Government   account   for   the  l a rges t  p a r t  of t h e  
Na t iona l   Bank ' s   l end ing  t o  n o n b a n k s ,   b u t   I n   r e c e n t   y e a r s   t h e s e   h a v e  
grown a t  a modest ra te  because  of the small b u d g e t   d e f i c i t s .  In t h e  
f i r s t   t e n   m o n t h s  of 1981,  for example ,   t hey  grew by o n l y  5 p e r  cent ,  a 
rate which i s  u n l i k e l y   t o   h a v e   b e e n   e x c e e d e d  for 1981 as a who le .   To ta l  
d o m e s t i c   c r e d i t   e x p a n s i o n  was t h e r e f o r e  k S 8  rapid t h a n  that  ex tended  by 
commercial banks   a lone .  2/ - 

The s t r u c t u r e  of t o t a l  c r e d i t  is i n f l u e n c e d  by the p r o v i s i o n  of 
s h o r t - t e r m   c r e d i t s   f r o m   t h e   N a t i o n a l  Bank t o  the commercial   banks at 
v e r y  low i n t e r e s t  rates f o r  o n l e n d i n g  for s p e c i f i e d   p u r p o s e s   o n l y .  The 

1/ These   exempt tons  were the same as i n   1 9 8 0 .  - - 2 /  The growth rates a re  (in per c e n t ) :  
1979 1980 1985 to  O c t o  

Commercial  bank c r e d i t  
To ta l  d o m e s t i c   c r e d i t  

29 31 2 1  
27  29 19 

The t a b l e   i n c l u d e s   t h e   P o s t   O f f i c e   S a v i n g s  Bank as  w e l l  as t h e   c o m m e r c i a l  
banks  and the N a t i o n a l  B a n k .  
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g r e a t   b u l k   o f  these selecti6e c r e d i t s  dr? f o r   e x p o r t e   a n d   a g r i c u l t u r e :  
52 and 34 p e r  cen t ,  r e s p e c t j v e l y ,  a t  the   end  of 1980. The I n t e r e s t  rate 
on  expor t  credits extended by t h e   N a t i o n a l  Bank t o  the  commercial   banks 
has   been  1 p e r   c e n t  fo r  many y e a r s ,   a n d   t h a t   o n   a g r i c u l t u r a l   c r e d i t s  
3 p e r   c e n t ;   t h e   i n t e r e s t  rates o n   o t h e r   s e l e c t i v e   c r e d i t s   h a v e   b e e n   i n  
t h e  range  1-6 per cent .   These  ra tes  were r a i s e d   J a n u a r y   2 8 ,   1 9 8 2 ,  most 
of them by 3 p e r c e n t a g e   p o i n t s .  

There  are limits t o  t h e   p r o p o r t i o n  of c r e d i t s   g r a n t e d  by commercial 
banks t h a t  c a n  he borrowed o r  r e d i s c o u n t e d  a t  t h e   N a t i o n a l  Bank, w i th  
d i f f e r e n t  limits a p p l y f n a  t o  d i f f e r e n t   c a t e g o r i e s .  The p r o p o r t i o n   f o r  
e x p o r t   c r e d i t s   h a s   b e e n  in t h e   r a n g e  $0-50 p e r   c e n t ,   a n d   t h o s e  f o r  agri- 
c u l t u r a l   c r e d i t s  40-55 p e r   c e n t   ( a g r i c u l t u r a l   p r o d u c t i o n ) ,  45-60 p e r  
c e n t   ( a g r i c u l t u r a l   s t o c k s ) ,   a n d   a b o u t  2 5  p e r  cent ( l i v e s t o c k ) .  The 
i n t e r e s t  ra te  charged  by commercial banks t o  f i n a l   b o r r o w e r s  is u s u a l l y  
1 p c r c e n t a g e   p o i n t   h i g h e r   t h a n   t h e  Nat ional  Bank ra te  o n   t h a t   p r o p o r t i o n  
t h a t  i s  borrowed from t h e   N e t i o n e l  Bank. U n t i l   t h e  end of 1 3 / b  commer- 
c i a l  b a n k s   c h a r g e d   t h i s   r a t e   o n   t h e   w h o l e   o f   t h e i r   c r e d i t s  €or s e l e c t i v e  
p u r p o s e s ,   b u t   s i n c e   t h e n   t h e y   h a v e   c h a r g e d  a h i g h e r  ra te  011 t h a t   p r o p o r -  
t i o n  f i n a n c e d   f r o m   t h e i r  own resources .   In   1979-80 ,   for   example ,   they  
charged  7 p e r   c e n t   o n   t h i s   p r o p o r t i o n   i n   t h e  case o f   e x p o r t   c r e d i t s ,  and 
s o  t h e  a v e r a g e   i n t e r e s t  rate on export c r ed i t s  i n   1 9 8 0  was  4.1 p e r   c e n t .  
I n   1 9 8 1   t h e   e x p o r t   c r e d i t  ra te  on the propor t ion   f inanced   f rom  commerc ia l  
banks’ own resources rose t o  9 p e r   c e n t .  

The s t o c k  of s e l e c t i v e   c r e d i t s   g r a n t e d  by t h e   N a t i o n a l  Bank t o   t h e  
commercial banks has I n c r e a s e d   r a p i d l y ,  by 32 per  cen t  d u r i n g  1979,  
65 p e r   c e n t   d u r i n g  1980, ana 49 p e r   c e n t  i n  t h e   f i r s t   t e n   m o n t h s   o f   1 9 8 1  
(Tab le  2 0 ) .  These  growth rates a r e  much g r e a t e r   t h a n   t h o s e  of t o t a l  
c r e d i t ,  a3 t h o u g h   e x p o r t s   a n d   a g r i c u l t u r a l   o u t p u t  grew more s lowly   t han  
GSP. This p a r t l y   r e f l e c t s   t h e i r   a t t r a c t i v e n e s s  of s e l e c t i v e   c r e d i t s  
because  of t h e   v e r y   l o w   i n t e r e s t  rates.  The a d m i n i s t r a t i o n  of t h e   s y s t e m  
i s  s u f f i c i e n t l y   t i g h t  t o  p r e v e n t  selective c r e d i t s  from b e i n g   o b t a i n e d  
for  p u r p o s e s   o t h e r   t h a n   t h o s e   i n t e n d e d .  

While s e l e c t i v e   c r e d i t s   h a v e   b e e n   t h e  most r a p i d l y   g r o w i n g  compo- 
n e n t  of N a t i o n a l  Bank c r e d i t s  to commercial   banks,  the largest  s t o c k  i s  
a t t r i b u t a b l e  t o  i n t e r e s t - f r e e   c r e d i t s   w h i c h  are  extended i n  d i n a r s   o n  
t h e   b a s i s  of fo re ign   cu r rency   swaps .  The commercial banks o b t a i n   t h e  
fore ign   exchange   f rom the f o r e i g n   c u r r e n c y   d e p o s i t s  of households .  The 
Na t iona l  Bank b e a r s   t h e   c o s t  when t h e   d i n a r   d e p r e c i a t e s .   T h i s   t a k e s   t h e  
form of lower p r o f i t s ,   a n d  i s  r e f l e c t e d   i n   t h e   b a l a n c e   s h e e t  of the  
Na t iona l  Bank as a n   i n c r e a s e   i n   o t h e r  assets. The r a p i d   g r o w t h   i n  this 
item, which more t h a n   d o u b l e d   d u r i n g  1980 a n d   i n c r e a s e d  by 2 5  p e r   c e n t  in 
t h e  f i r s t  t en   mon ths  of 1981,  w a s  m a i n l y   t h e  result o f   d i n a r   d e p r e c i a t i o n  
(Tab le  20).  

The r a p i d   g r o w t h  i n  t h e   g r o s s   d o m e s t i c  assets of t h e   N a t i o n a l  Bank 
i n   r e c e n t   y e a r s   d i d   n o t   c a r r y   o v e r   f u l l y   i n t o  a r a p i d   g r o w t h   i n  reserve 
money because   o f  a d e t e r i o r a t i o n   i n   n e t   f o r e i g n  assets and a s h a r p  rlse 
i n   t h e   d e p o s i t s  of nonbank sectors w i t h   t h e   N a t i o n a l  Bank. Thus   reserve  
money, d e f i n e d  t o  i n c l u d e  net  foreign assets and a l l  t h e  domestic assets 
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of t h e   N a t i o n a l , B a n k   e x c e p t   i n t e r e s t - f r e e   c r e d i t s   g r a n t e d   t o   c o m m e r c i a l  
banke   on   t he   baa i s  of t he   fo re iRn   cu r rency   swaps   and  to exc lude  t h e  
d e p o e i t a  of t h e  nonbrlnk s e c t o r ,   i n c r e a s e d   b y   o n l y  4 per cent i n  1979,  
by 32 p e r   c e n t  i n  1980,  end by 1 7   p e r   c e n t   i n  t h e  f i r s t   t e n   m o n t h s  of 
1981   (Tab le   19 ) .  Ln 1 9 7 9   t h e r e  was a s u b s t a n t i a l   d e t e r i o r a t i o n  of n e t  
f o r e i g n  assets b u t  t h e  growth of resewe money d u r i n g  1980 waa excees ivc  
when compared with t h e  planned rise i n   t h e  money s u p p l y  of 22  p e r   c e n t ,  

The money supply  has not  grown i n   l i n e  w i t h  r e e e r v e  money 
(Table   21) .  If i n t e r e s t - f r e e  credi ts  are i n c l u d e d   i n   r e s e r v e  money, t h e  
money m u l t i p l i e r  in r e c e n t   y e a r s   h a s   b e e n  similar t o  t h a t  i n   t h e   e a r l y  
19708,  There are two reasone  for  n o t   e x p e c t i n g  a s t a b l e  money r n l t l t i p l l e r .  
F i r s t ,   t h e  minimum reserve r e q u i r m e n t o  were n o t   c o n s t a n t ;   t h e y  were grad- 
u a l l y   r e d u c e d   i n   o r d e r  to m a i n t a i n  a n   a d e q u a t e   l e v e l   o f   b a n k   l i q u i d i t y  
(Table  22). Minimum reserve p o l i c y  over t h e   l a e t  two o r  more  yeare  h a s  
e f f e c t i v e l y   m a i n t a i n e d   t h e   g r o s s   a n d  n e t  l i q u i d i t y   r a t i o s  of commercial  
banks a t  about  4 p e r  c e n t  and 2 p e r   c e n t ,   r e s p e c t i v e l y ,  a t  t h e  end of 
t h e  year, a l t h o u g h   t h e y   f e l l   b e l o w   t h e s e   l e v e l s   d u r i n g   t h e   y e a r   f o r  sea- 
Son81  reasons.  The o b j e c t i v e   i n   r e c e n t   m o n t h s   h a s   b e e n  to  k e e p   o b l i g a -  
t o r y   r e s e r v e s  a t  about  Din 5 2  b i l l i o n .   S e c o n d ,   i n   r e c e n t   y e a r s   t h e  
d i r e c t   c o n t r o l  of t o t a l  bank c r e d i t   e x p a n s i o n   a n d   t h e   p o l i c y   o f   a c h i e v i n g  
s p e c i f i e d   b a l a n c e  of payments   ob jec t ives   have   been   seen  as t h e  main means 
of   in f luenc ing   monetary   g rowth .  This h a s   f r e e d   t h e  minimum reserve r a t i o  
t o   b e   a n   i n s t r u m e n t   f o r   c o n t r o l l i n g   b a n k   l i q u i d i t y ,   a n d   r e d u c e d   t h e   p r e s -  
s u r e   o n   t h e   m o n e t a r y   a u t h o r i t i e s  t o  c o n t r o l   t h o s e   N a t i o n a l  Bank assets, 
f o r   e x a m p l e   i n t e r e s t - f r e e   c r e d i t s   a n d   o t h e r   d o m e s t i c  assets, t h a t  are  
o u t a i d e   t h e   o f f i c i a l   d e f i n i t i o n  of reserve money. 

The emphasis on con t ro l l i ng   t he   mone ta ry   aggrega te s   by   means   o f  
d i r e c t   c o n t r o l s   o n   c r e d i t   c a n   b e  seen i n   t h e   r e s p o n s e   o f  money supp ly  to 
u n e x p e c t e d   c h a n g e s   i n   r e s e r v e  money. Such   changes   usua l ly  come from 
e x t e r n a l   s h o c k s ,   l n c l u d i q q   c h a n g e s   i n   t h e   e x c h a n g e  rate t h a t  were not  
expec ted  when mone ta ry   po l i cy  w a s  p lanned .   Thus   there  were unexpected 
increase8 i n   n e t   f o r e i g n  assets i n  1972-73,  1975-76,  and  1978, and 
unexpected   decreases   in   1974,   1977,   and   1979-80 ,   the  last  of t h e s e  asso- 
c i a t e d   w i t h  a worse- than-expected  balance of payments  and t h e   u n f o r e s e e n  
deva lua t ion   o f   June   1980   (Tab le  23). These c h a n g e s   a f f e c t e d   a c t u a l  
d e v e l o p m e n t s   i n   r e s e r v e  money. A l though   t he re  was a p e r s i s t e n t   t e n d e n c y  
f o r   c r e d i t   e x p a n s i o n  by t h e   N a t i o n a l  Eank to   exceed   t he   p l anned   amowts ,  
t h e   e x c e e s  was usual ly  less t h a n  the unexpected  change i n  ne t .   f o re ign  
a s s e t a .  In t h e   e a r l y   1 9 7 0 ~ 1 ,  money supp lg   dev ia t ed   f rom  the   p l anned  
l e v e l  by a m o u n t s   s i m i l a r   t o   t h e   m o u n t  of unplanned   reserve  money b u t  
t h e  l a t e  1 9 7 0 s   t h e r e  was n o t  much connect ion  between  unplanned  changes 
i n  reseme money and i n  money supply .  These   deve lopmen t s   fn   r ecen t  
y e a r s   p a r t l y   r e f l e c t   t h e   f a c t   t h a t   i n t e r e s t - - f r e e   c r e d i t s   a n d   o t h e r  
dornraLic assets of the   Nat iona l   Bank,   bo th   o f   which   grew  rap id ly ,  are 
n o t   i n c l u d e d   i n   t h e   o f f i c i a l   c o n c e p t  of r e s e r v e  money. They are a l s o  
t h e   r e s u l t  of t h e   s w i t c h   t o w a r d   d i r e c t   c o n t r o l  of c r e d i t  , a n d   t h e   u s e  of 
t h e  minimum r e s e r v e   r e q u i r e m e n t   p r i m a r i l y  for m a i n t a i n i n g   b a n k   l i q u i d i t y .  
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Intervat rate$ have   no t   changed   e lgn i f i can t ly  for many ytarr 
(Table  26) .  Moet of t h e  small c h a n g c e   o b o e w e d   i n   t h e  average rates 
charged  and  paid by the  commercial  banks r e o u l t  from  changes In t h e  
weight8 of i n d i v i d u a l  bankr, which  have d i f f e r e n t   i n t e r e s t   r a t e  poli- 
c i e a ,   r a t h e r   t h a n  from  changes i n   a c t u a l   i n t e r e e t   r a t e e .  U n t i l  very  
r e c e n t l y ,   a n   a c t i v e   h n t e r e e t  rate p o l i c y  wee na t   s een  a8 a macroeconomic 
p o l i c y   i n s t r u m e n t   o r  as a mane of  Jmprovinp; t h e   e f f i c i e n c y  of mobi l ia -  
lng and   a l loca t ing   f i nanc  t a l  reeour8:ee.  With t h e  r ise  i n  i n f l a t i o n a r y  
e x p e c t a t i o n 8   i n   t h e  l a s t  LWO or t h r e e  yeare, real  i n t e r e s t  rates have 
become i n c r e a s i n g l y   n e g a t t v e .  ThiF, h a s   i n c r e a s e d   t h e   r e d i s t r i b u t i o n  of 
real  weal th   f rom  ne t   l endere ,   moet ly   householda ,   to   ne t   bor rowers ,  
moe t ly   en t e rp r i se s ,   and   has   pu t   more   p reeeure   on   t he   d l  rect c o n t r o l  of 
credit  t o  r e s t r r t i n  t h e  mone ta ry   eRgrega te s   and   a l loca t e   f i nanc ia l  
r e s o u r c c s   e f f i c i e n t l y .  To coun te rac t   t hese   t endenc iee ,  a move toward 
a n  a c t i v e  interest: rate pol icy  hae  been  taken.  The o f f i c i a l   d i s c o u n t  
r a t e  was ra i sed   f rom 6 p e r   c e n t  t o  1 2  p e r   c e n t  on  January 28, 1982,  and 
t h e  rates o n  Nat iona l  Bank selective c red i t s  were also r a i s e d ,  from 
1-3 per c e n t  t o  4-6 p e t   c e n t .   P a r t l y  as a consequence ,   the  commercial 
banks are p l a n c f n p :   t o   i n t r o d u c e   h i g h e r   i n t e r e s t  rates on  both  the  borrow- 
i n g   a n d   l e n d i n g   s i d e s   i n  March  1982. 

3.  The m o n s a r y   a g g r e g a t e e  

Domestic c r e d i t  and  broad money have  grown a t  a f a i r l y   s t a b l e  rate, 
usua l ly   be tween  2 5  a n d  30 per c e n t  a y e a r ,   o v e r   t h e  l a s t  t h r e e   o r  more 
yeare   (Table  25) .  T h i s   i e   s u r p r i s i n g   i n   v i e w  of t h e   s i z a b l e   I n c r e a s e s  
i n   t h e  rates of i n f l a t i o n   a n d   n o m i n a l  incomes i n   r e c e n t  yeare; re ta i l  
p r i ces   g rew a t  14-16 per   cen t   in   1977  and   1978,   bu t  a t  ove r  50 p e r  cent 
d u r i n g  the year up t o  May 1981. As a r e a u l t ,   t h e   v e l o c i t y  of c i r c u l a t i o n  
of broad money h a s   b e e n   r i s i n g   s i n c e   1 9 7 8 ,  following a f a l l  d u r i n g  the 
p reced ing   t h ree   yea r s   {Tab le  26).  The growth of narrow money supp ly  
( cu r rency   and   g i ro   accoun t s )  was s l i g h t l y  lees  stable t h a n   t h a t  sf broad 
money. Its v e l o c i t y  of c i r c u l a t i o n   a l s o   r o s e   s h a r p l y  in the recellt per- 
i o d ,   f o l l o w i n g  a s u b s t a n t i a l  f a l l  t o  t h e  low p o i n t   i n  1978. 

One r e a s o n   f o r  the l a c k  of a c lose   r e l a t ionsh ip   be tween   nomina l  
income and money i s  the impact of high a n d   u n s t a b l e   i n f l a t i o n a r y   e x p e c t a -  
t i o n s .  Another is  t h e   c y c l e   i n   t r a d e   c r e d i t   a n d   t h e   c a s h   b a l a n c e s  of 
t h e  e n t e r p r i s e  sector. I n   t h e   e a r l y   1 9 7 0 6 ,   e n t e r p r i s e s   a c c u m u l a t e d   a n  
i n c r e a s i n g  volume of unpaid b i l l s  and r a n  down t h e i r   c a s h   b a l a n c e s .  The 
a u t h o r i t i e s  were conce rned   abou t   t he   g rowing   i l l i qu id r ty   and   r e l axed  
c r e d i t   p o l i c y ;  the  s t o c k  of t r a d e   c r e d i t  was therefore   reduced   and  eome 
r e i n t e r m e d i a t i o n   t o o k  place in  1976  and  1977.   This   produced  the large 
f a l l  i n  v e l o c i t y .  However, t h e   s i t u a t i o n   h a s  now been r e v e r s e d ,  because 
of t h e   b u i l d u p  of trade credit s ince   1978 ,   and   ve loc i ty  ha8 a lmost  
r e t u r n e d  t o  t h e  levels of t h e   f i r s t  half of the   1970s .  

U n d e r l y i n g   t h e   f l u c t u a t i o n s   i n   t r a d e   c r e d i t   a r e   t h e  responses oi 
e n t e r p r i s e s  to  changes   i n   t he   mone ta ry   env i ronmen t .  When t h e   a u t h o r i t i e s  
t i g h t e n   c r e d i t   c o n t r o l s ,   e n t e r p r i s e s   d o   n o t  react by i m m e d i a t e l y   r e s t r a i n -  
i n g   f i x e d   i n v e s t m e n t ,  s t i l l  less ou tpu t  or  p r i c e s .   T h e i r  f i rs t  re sponse  
is to   economize  on money and o t h e r   l i q u i d  assets, and   t hen   t o   i ncu r  
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d e b t s   t o   o t h e r   e n t e r p r i s e s .   T h i s   o c c u r r e d   r e c e n t l y ,   i n   t h e   f i r s t   h a l v e s  
of 1979,  1980,  and  1981  (Tables 27 and  16).   In  1979  and  1980 t h e  auth- 
o r i t i e s   a l l o w e d   b a n k   c r e d i t   t o  grow  more r a p i d l y  i n  the   second  ha l f   o f  
t h e   y e a r ,   p a r t l y   b e c a u s e   t h e y  were concerned  about   growing  l iquidi ty  
d i f f i c u l t i e s .  This e a s e d   t h e   f i n a n c i a l   p o s i t i o n  of e n t e r p r i s e s ,   w h i c h  
were a b l e   t o   r e s t o r e   t h e i r  cash h o l d i n g s   a n d   r e d u c e   i n t e r e n t e r p r i s e  
indeb tednese ;   s easona l  factors also con t r ibu ted   t o   t hese   deve lopmen t s .  
Such   an   eas ing   d id   no t   occur   in   1981,   which   consequent ly   ended   wi th  
e n t e r p r i s e s   I n   q u i t e  a t i g h t   l i q u i d i t y   p o s i t i o n .   T h e r e  were s i g n s   i n  
the   second  ha l f  of 1 9 8 1   t h a t   e n t e r p r i ~ e s  were b e g i n n i n g   t o   a d j u s t  to t h e  
monetary  squeeze by r e s t r a i n i n g   p r i c e s   a n d   m a r k e t i n g   t h e i r   p r o d u c t s   m o m  
a g g r e s s i v e l y   a b r o a d  so as to  enab le  them t o   r e d u c e   s t o c k s .   I f   t h i s  
continues,   the  growth  of  nominal  income w i l l  f a l l   f u r t h e r   a n d  w i l l  even- 
t u a l l y  come i n t o   l i n e   w i t h   t h e   g r o w t h   p o t e n t i a l  of t h e  economy  and prob- 
ably   be low  the   g rowth   of   the   monetary   aggrega tes .  Thus t h e  rlse i n  
v e l o c i t y  will come to  an  end  and  be  reversed.  There is some tendency 
f o r   s t a b i l i t y   i n   v e l o c i t y   o v e r   t h e  medium term a p a r t   f r o m   t h e   t r e n d ,   b u t  
t h e  s l o w  response  of e n t e i p r i s e s '   p r i c i n g   b e h a v i o r  to changes   in   monetary  
c o n d i t i o n s   i n h i b i t s   s h o r t - t e r m   s t a b i l i t y .  

Although  domest ic   credi t   and  broad money grew  more   rap id ly   dur ing  
1980   t han   t n t ended ,   t hey   g rew  ccns ide rab ly  less rap id ly   than   nominal  
income.   Domest ic   credi t   increased by  29 p e r   c e n t  and money and  quasi-  
money by 31 p e r  cen t   duz lng   1980,   whi le  r e t a i l  p r i c e s   i n c r e a s e d  by  39 per  
c e n t   o v e r   t h e  12 morlths  to  December  1980,  and  there w a s  a l s o  some real 
income growth. These increases i n  quas i -money  and   c red i t   inc lude   the  
r e v a l u a t i o n  of fo re ign   cu r rency  assets " h e n   t h e   d i n a r   d e p r e c i a t e d  by 
23 p e r  cen t   on   June  6 ,  1980. Long-term c r e d i t s ,   1 0   p e r   c e n t  of h i c h  
were denominated in   fo re ign   exchange   be fo re   t he   deva lua t ion ,   and  q u a s i -  
money, a t h i r d  of  which w a s  accoun ted   fo r  by f o r e i g n   c u r r e n c y   d e p o s i t 6  
b e f o r e   t h e   d e v a l u a t i o n ,   b o t h  rose s h a r p l y   i n   t h e   s e c o n d   q u a r t e r  (TaSle 28) .  
The n e t   f o r e i g n  assets of t h e   b a n k i n g   s y s t e m   s i m i l a r l y   d e t e r i o r a t e d  i n  
the   second quarter, when t h e   r e v a l u a t i o n   e f f e c t  w a s  added t o  a s e a s o n a l l y  
poor p e r i o d   f o r   t h e   b a l a n c e  of p a y m e n t s .   C t h e r   n e t   l i a b i l i t i e s  of t h e  
b a n k i n g   s y s t e m   f e l l   s h a r p l y   d u r i n g   1 9 8 0 ,   e s p e c i a l l y   i n   t h e   s e c o n d   q u a r t e r .  
These e f f e c t s  were n o t   f u l l y   a l l o w e d   f o r   i n   t h e   p r o j e c t i o n s  made at t h e  
beginning of t h e   y e a r .  

In   1981  domest ic  c r e d i t  is e s t i m a t e d   t o   h a v e   i n c r e a s e d  by 22 p e r  
c e n t ,   t h e  same  amount as  was planned  (Tables  25 and  28). Money Supply 
is es t ima ted   t o   have  grown s l i g h t l y   f a s t e r   t h a n   p l a n n e d ,   a n d   q u a s i - m o n e y ,  
a t  30 per c e n t ,   c o n s i d e r a b l y  faster. Again a p a r t  of the  unplanned 
growth i n  quasi-money i s  a t t r i b u t a b l e   t o   a n   u n d e r e s t i m a t e  of t h e   e f f e c t s  
of exchange r a t e  d e p r e c i a t i o n .  Nominal  income  grew  very much f a s t e r  
t han   p l anned ,  with re tai l  p r i c e s  rising by 39 per cent over t h e   y e a r   t o  
the  end  of  December,  and some real  income  growth  occurr ing,  Thus mone- 
t a r y  a n d   e s p e c i a l l y   c r e d i t   c o n d i t i o n s  at the   end  of   1981 were much 
t i g h t e r   t h a n   p l a n n e d .  As a l r e a d y   n o t e d ,   t h e   a u t h o r i t i e s   c o n t r i b u t e d   t o  
t h i s  b y   n o t   r e l a x i n g   p o l i c y   a s   l i q u i d i t y   d i f f i c u l t i e s   d e v e l o p e d ,   i n  
o r d e r  to m a i n t a i n   t h e   p r e s s u r e  on e n t e r p r i s e s   t o   r e d u c e   p r i c e   i n c r e a s e s  
a n d   i n c r e a s e   e x p o r t s .  Net f o r e i g n  assets cont inued  to f a l l ,   a l t h o u g h  a t  
a s lower  pa:e t h a n  i n  1980  because of bo th  a smaller ba lance  of payments 
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current  a c c o u n t   d e f i c i t   a n d  less exchange rate d e p r e c i a t l c z -   O t h e r   n e t  
l i a b i l i t i e s  of t h e   b a n k i n g   s y s t e m   c o n t i n u e d   t o   f a l l   r a p i d l y ,   a n d  by t h e  
end of  1981 were n e g a t i v e ,  

V a r i o u s   c h a n g e s   h a v e   b e e n   t a k i n g   p l a c e   i n   t h e   s t r u c t u r e  of money 
and  quasi-money in r e c e n t   y e a r s .  The p r o p o r t t o n   h e l d   i n   t h e  form of 
fo re ign   cu r rency   depos i t s   ro se   f rom 20 p e r   c e n t  a t  the   end  of 1 9 7 8   t o  
27  1 /2   pe r   cen t  a t  the  end  of   October   1981  (Table  2 1 ; .  T h i s   r e s u l t e a  
f rom  bo th   t he   r eva lua t ion   e f f ec t   and  a swi tch  t n t b  fo re ign   cu r rency  
depos i t s   because  of t h e  l a r g e r  rate of r e t u r n   t h e y   o f f e r  . 1/ Households 
hold  most  of them,  two t h i r d s   i n   O c t o b e r   1 9 8 1 ,   a l t h o u g h   t h g i r   s h a r e  
dec l ined   du t ing   1980  and   1981 as e n t e r p r i s e s   a n d   o t h e r   o r g a n i z a t i o n s  
r e a l i z e d   t h e   a d v a n t a g e s   o f   t h e   h i g h e r  rate of r e t u r n .   I n   t h e  case of 
households ,   the   increased   impor tance   o f   workers '   remi t tances  i n  t o t a l  
income  provided t n e  o p p o r t u n i t i e s  for adding to   fo re ign   cu r rency   depo-  
s i t s ;  shor t - t e rm  s igh t   depos i t s   and   l ong- t e rm time d e p o s i t s   i n   d i n a r s  
g rew  cons ide rab ly  less r a p i d l y .   O t h e r   l i q u i d  assets h e l d  by e n t e r p r i s e s ,  
e s p e c i a l l y   r e s t r i c t e d   d e p o s i t s   r e l a t i n g   t o   f o r e i g n   t r a n s a c t i o n s   a n d  
short- term time d e p o s i t s ,   g r e w   f a i r l y   r a p i d l y   i n   1 9 8 0   a n d   1 9 8 1 .  How- 
e v e r ,   i n   1 9 8 1   e n t e r p r i s e s   e c o n o m i z e d   o n  money, t he i r   ho ld ings   o f   wh ich  
i n c r e a s e d  by only 9 p e r   c e n t  i n  t h e   f i r s t   t e n  months. As a result, 
t h e i r   s h a r e  of t o t a l  money and  qussi-money f e l l   s l i g h t l y ,  a s  d i d   t h a t  
o f   househo lds ,   wh i l e   o the r   o rgan izn t ione   i nc reased   t he i r s .  The more 
r a p i d   g r o w t h   i n  the assets of o t h e r   o r g a n i z a t i o n s  is t h e   r e s u l t  of t h e  
unexpec ted ly   l a rge   surp luses   in   governments   and   se l f -managing  ccrmmunl- 
t ies  of i n t e r e s t   b e c a u s e   t h e i r   r e v e n u e s   r o s e   w i t h   i n f l a t i o n   b u t   e x p e n d i -  
t u r e  was h e l d  down. 

O v e r   t h r e e   q u a r t e m  cf domest ic  bank c r e d i t  i s  extended to  enter- 
p r i s e s   ( T a b l e  29). Ilowever, the  Rhare  of   households ,   a l though s t i l l  
o n l y  10 p e r   c e n t  of t h e   e o t a l ,  has been   growing   s teadi ly  i n  recent years .  
The s t o c k   o f   h o u s e b u f l d i n p   c r e d i t s   h a s  grown  extremely  rapidly,  a t  over  
50 p e r  cen t  a y e a r ,   w h e r e a s   t h a t  of  consumer c r e d i t s   h a s   h a r d l y  grown a t  
a l l ,  a n d   a c t J a l l y   f c l l   i n   n o m i n a l  terms f o r  most of 1981. The i n d e b t d -  
n e s s  of t h e   F e d e r a l  Government  and o t h e r   s o c i o p o l i t i c a l  communities t o  
the   banks   has  grown r e l a t i v e l y   s l o w l y ,   r e f l e c t i n g   t h e  small f e d e r a l  
b u d g e t   d e f i c i t s ,   a n d   s u r p l u s e s   e l s e w h e r e   i n   t h e   p : l b l i c  sector, Short- 
term c r e d i t   h a s  grown more r ap id ly   t han   l ong- t e rm  c red i t :  i t s  s h a r e  
r o s e  from 24 p e r  c e n t  a t  the   en4   of   1978  to  31 p e r   c e n t  a t  t h e  end  of 
Octo5er 1981. Bere are v a r i o u s   r e g u l a t i o n s   t h a t  are aimed at ensu r ing  
t h a t   f i n a n c e   f o r   c u r r e n t   o p e r a t i o n s  and s t o c k b u i l d i n g  is c l a s s i f i e d  as 
s h o r t  term a n d   t h a t   f o r   f i x a d   i n v e s t m e n t  as l o n g  term. Although  funds 
are t o  some e x t e n t   f u n g i b l e ,   t h e   m o r e   r a p i d   g r o w t h   o f   s h o r t - t e r m   c r e d i t  
d o e s   i n   f a c t   r e f l e c t   t h e   l o w e r   i m p o r t a n c e  of f i x e d   i n v e s t m e n t   a n d ,   i n  
1981 a t  least ,  the   g rowth  of s tocke .  

1/ S i g h t   f o r e i g n   c u r r e n c y   d e p o s i t s   e a r n  a rate of i n t e r e s t  of 7.5 p e r  
cent p e r  annum, w h i l e   f o r e i g n   c u r r e n c y   d e p o s i t s   h e l d   f o r   1 2   t o  24 months 
e a r n  9 pe r   cen t ,   and   t hose   above  24 months  earn 10 p e r  cent. The i n t e r e s t  
is denominated i n   t h e   f o r e i g n   c u r r e n c y  in which   the   account  is held.  
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Table 13. Yugoslavia:  Saving,  Investment,  and  Financial  Surplus, 
by Sector ,  1976-80 

(In per cen t  of GSP) 

1976 1977 1978  1979  1980 

Grose saving 1 1  
Enterpr i se   sec tor  
Household s e c t o r  
Federal  Government 
Other   soc iopol i t ica l  

Other  organizations 
conmunities 

Tota l  

Gross fixed  investment 
Enterpr i se   sec tor  
Household aec to r  
Federal  Government 
Other s o c i o p o l i t i c a l  

Other  organization8 
communitiee 

Total  

Investment i n   s t o c k s  A/ 
Ente rp r i se   s ec to r  
Household sec to r  

To ta l  

Current  acccunt  balance 
of payments 

S t a t i s t i c a l   d l a c r e p a n c y  A/ 
Financial   surplus  pi 

Ente rp r i se   s ec to r  
Household sec to r  
Other   sectors  

Total   domestic sectors 

19.8 
13.5 
-1.8 

2.3 
7.4 

41.1 
- 

20.1 
6.7 
0 .2  

1.5 
4.5 

33.1 
- 

6.5 
1.3 
7.9 
- 

0 .5  

-0.5 

-6.9 
5 . 0  
1.4 
-0.1 
- 

20.6 21.7 
12.0 14.2 
-1.6 -1.3 

-0.2 1.8 
6 . 5  - 6.1 
37.4 42.6 
- 

22.6 24.9 
5 . 8  6.3 
0.1 0.1 

0 . 5  0.6 
4.0 - 4.0 

33.1 35.9 
- 

8.6 5.9 
1.0 

9.7 6 .9  

1.2 - - 

-4.4 -1 a 
-1.0 1.6 

-10.6 -9.0 
5 . 0  6.9 - 0.1 - 2.0 

-5.5 -0.2 

22.2 
12.5 
-0.2 

1 .4  
6 . 0  

41.9 
- 

24.0 
6.2 
0.1 

0.5 
4 . 3  

35 4 1  

- 

9.1 
0.9 
10.0 
- 

-5.6 

2 . 4  

-10.8 
5 . 4  
2.2 

-3.2 
- 

25.6 
13.1 
-1.1 

0 .9  
6.2 

4%. 7 
- 

22.6 
5.7 
0.1 

0.5 
4.2 

33.1 
- 
11.9 
1.5 
13 .$ 

- 

-3.6 
1.8 

4 . 9  
5.9 
1.2 

-1.8 
- 

Source:  Flov of funds  accounts,   published  in National Bank 3f 
Yugoslavia,   Quarterly  Bulletin,   and,  for  1980,  supplied by t h e  Yugoelav 
a u t h o r i t i e s .  

- 11 Includes  depreciat ion.  
2 /  Payments for   iweotment .  These t end   t o  be lees than   the   va lue  of 

in&tment work completed,  which is the  concept  measured i n   t h e  national 
account s . 

31 Investment in stocke is measured as t h e  change in t h e  book value  
o f s t o c k e  and work in progress. It therefore   includes  changee due to 
price  changee  a lone  and  hence,   e ince  inf la t ion vas quite high  during 
t h i s   p e r i o d ,  the f inanc ia l   su rp luses  of enterpr iees   and  houaeholda  are  
underestimated i n  these   f igures ,  and so l e  t h e   s t a t i s t i c a l   d i s c r e p a n c y .  
The of f i c i a l   na t iona l   accoun t s   pub l i shed  i n  t h e   S t a t i s t i c a l  Yearbook of 
the  SFRY inc lude   the   fo l lowing  estimetee of the   value  of  the phys ica l  
i nc rease   i n   s tocks  and  vork in progress  for t h e  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 at t h e  p r i ce8  at the  end of t h e  y e a r ;  esti- 
mates of stockbui l ' ing  valued  a t   the   averaEe  pr ices  of t h e  year, t h e  
desired  concept,  are not  avai lab le .  
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T a b l e  15. Yugoslavia:  Lendlng and  Borrowing  by En te rp r i se s  

1976  1977  1978  1979  1980 Stock at  end 
of 1980 

In b i l l i o n s  
of d i n a r s  

F lnancla l   surp lus  1/ 
( In   per   cent   of  ESP) -6.9  -10.6  -9.0 -10.8 -8.9 

Gloss  lendlng 1/ 
( In   pe r  cent-of GSI) 5.3  13.3  27.7  25.9  36.7 
( I n  per cent  of 

I n i t i a l  s tock)  7.1  20.0  42.7  41.0  54.6 

Gross f l n a n c l a l   a s s e t s :  
percentage  change 
Money and  quasl-money 55.4  21.6  22.6  16.1  37.0  464.2 
Trade   c red l t  -17.3  13.8 16.1 50.7  87.0  817.5 
Other   asse ts  33.1  29.3  57.3  81.9  43.7  397.4 

Total  assets 9.5 19.3 25.6  43.4  59.5  1,679.1 

Gross  borrowmg 11 
(In per   cen t  oT GSP) 12.2  23.9  36.7  36.6  45.6 
(In per  cent  of 

l n l t l a l  s tock  10.5  22.0  34.3  36.5  43.7 

G r o s s   f m a n c l a l   l l a b l l l -  
t l e s :   pe rcen tage  
change 
Bank c r e d l t  28.5  21.7  31.1  29.4  29.9  1,225.1 
Trade   c red l t  -?3.1 14.2  11.3  57.9  105.6  792.0 
Other l l a b l l l t l e s  69.8  26.3  1.3  55.0 82.6 556.6 

T o t a l   l i a b i l i t l e s  16.1  20.8 21.0 39.7  57.6  2,573.7 

Sources: Flow of  funds  accounts  In  National Bank of Yugoslavia,   Quarterly 
Bullet in ,   October  1980, and,   for  1980, as   p rovlded  by the   Yugos lav   au thor l t ies ;  
o t h e r   t a b l e s   I n   Q u a r t e r l y   B u l l e t m ;  and s t a f f  estimates. 

1/ Because  appropriate   data   on  Investment   in   s tocks are n o t   a v a i l a b l e   ( s e e  
Table 13, n o t e  3), t h e   f l n a n c l a l   d e f l c l t  1s overestimated,  and gross lending 1s 
underes tma ted   o r  gross borrowmg  overest imated  or   both.  
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T a b l e  16. Yugos lav ia :   T rade   Cred i t  

(In billions of d i n a r s )  

Trade c r e d i t  L/ Gross Ratio of 
(end of e n t e r p r i s e  trade c r e d i t  

p e r i o d   s t o c k )  income t o  income 

1976 4 th  q u a r t e r  

1 9 7 7  4 t h   q u a r t e r  

1978 4 t h   q u a r t e r  

1979 2nd q u a r t e r  
3rd q u a r t e r  
4 t h   q u a r t e r  

1980 2nd q u a r t e r  
3rd q u a r t e r  
4 t h  q u a r t e r  

1Y81 2nd q u a r t e r  
3rd q u a r t e r  

\ 

102.4 

113.9 

174 1 

244.9 
273.4 
254.6 

3 4 0 . 8  
376 . O  
398.7 

4 9 4 . 6  
537.9 

0 .  

... 
211.2 

240.5 
243.1 
276.8 

309.1 
328.9 
388.7 

432.7 
451.5 

0 .  

... 
0.82 

1.02 
1.12 
0.92 

1.10 
1.14 
1.03 

1.14 
1.19 

S o u r c e s :   F i n a n e l a l   r e t u r n s  of o r g a n l z a t l o n s  of a s s o c i a t e d   l a b o r   i n  
the economlc sector in S t a t i s t i c k 1  B l l ~ ,  q u a r t e r l y ;   a n d   d a t a   s u p p l i e d  
by the Yugoslav a u t h o r l t l e s .  

1/ These estlmates are n o t  as complehens ive  as those i n   t h e  flow of 
f u n d s   a c c o u n t s   u s e d  for T a b l e  15. In p a r t i c u l a r ,   t h e y   e x c l u d e  clams 
covered  by b l l l s  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 I April Nov. 

- 
Text Iles 15 20 40 40 

Refrigerators, washing machines, 
etc. 22 40 SO 50 

Furniture '' 30 40 50 50 

Color TV and stereo equipment 45 55 
L 1/ - 1/ 

Cars 67 75 - 1/ 60 

Sources: The Off ic ia l  Gazette of the Soc ia l i s t  Federal Republic of 
Yugoslavia, No. 60, October 27, 1980, and No. 19, Apri l  3 ,  1981; and 
information  eupplied by the Yugoslav authorities. 

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

1 
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Tabla 24. Yugorlavi8t Selacrad I n t a r r r c  Ratrr 

(In par cant par annum) 

1977  1978  1919  1980 1981 
End of period 

- 
S e p t  * 

Central  bank r a t e  of i n t e r r a t  
Rater charged by t h e  N t i O M l  bank. 
Officirl diocount rata 6.0-8.0 
Credit8 t o  banks f o r  8 t h C t i V .  

purpo.cn 1.0-6-0 
C r e d i t .  t o  bank8 for  l i q u i d i t y  

purpomer 8.0 
Cradi t r  t o  nonbank sector8 0.001-6 0 0 

Rates pa id  by the c e n t r a l  bank 
Bankto' ohLPyatory  reuarvrm  wirh 

m e  National B a n k  of 
YUBOrlAVia 

Tre88ury bil l .  irmucd by the 
NAtiop.1 Bank of Yugorlavi8 

Liquidity  re8rrvaa  of the Poet 
Of f i c r  Savingr B8nk 

Rates of i a t a r a e t  of  comercia1 
bonks and o the r  fieuncial 
i n s t i t u t i o n 8  

Rater charged t o  borrower. 
Dircount of macuritieo 

Sacur i t i r r   w i th  maturity 

Secutitiem  with a maturity 
of up to 90 d8ya 

of  over  90 d8ya 
Short-term  credit. 
Medium- and long-term credit. 
Long-term crrditm t o  0- f o r  

housing  conetructlon 
Credits to houmeholde 

Conmumr credit8 
Credit8 for   housing 

construction 

Tlme depos i t s  of OALe 
Rates p a i d  t o   l e n d e r a  

Up t o  one year 
Over one year 

Saving. eight d e p o s i t 8  
Savings the depoeita 

Deposits of houeeholds 

From one f a  twg year8 
Over tun yeare 

Short-term  interbank  lending  for 
l iqu id i ty   purposes  

3.0 

6.0-8.0 

8.5 

7 . 2 4  

8.0 
9.31 
8.58 

5.54 

12.0 

6.54 

3.42  
4.8 

7.s 

9.0 
10.0 

9.76 

6 . 0  

1.04.0 

8.0 
1.0-3.0 

3 . 0  

6.0-8-0 

8.5 

7.42 

7.53 
9.6 
8.99 

4.88 

12.0 

5.21 

4.55 
6.04 

f . 5  

9.0 
10.0 

9.65 

6 . 0  

1t0-6.0 

8.0 
1.0-3.0 

3 . 0  

6.0-6.0 

8.5 

7.53 

7.88 
8.78 
6.91 

6.88 

12.0 

5.57 

5.09 
7.56 

7 . 5  

9.0 
10.0 

9.93 

6.0 

1.0-6.0 

8.0 
1. 0-3.0 

3.0 

6.0-8.0 

8.5 

7.42 

9.50 
9.44 
5 . 7 4  

7.14 

12.0 

9-68 

5.69 
8.72 

7.5 

9.0 
10.0 

9.03 

6 b O  

1.0-6,O 

8 . 0  
1.0-3.0 

3-0 

6bO-8.0 

8.5 

7 .57  

8.32 
9.64 
8.30 

8.17 

12.0 

6 009 

7.68 
5.94 

7 . 5  

9 .o 
10 .o 

10.71 

Sources:  National Bank of Yugoelavia, Quarterly Bullat in;  and data  eupplied by the 
Yugoelav au tho r i t i e s .  



Table 7-5. Yugoslavia: Monetary Survey, 1971-81 

Net Foreign Domestic Money Quasi- 0 t her It ems 
Year Assets Cred i t  l-/ Supply 2/ money 31 (ne t  1 

197 1 -10.0 
1972 -2.0 
1973 -6.0 
1974 -3.6 
1975 -6.3 
1976 -7.2 
197 7 -8.6 
1978 - 3 3 . 4  
1079 -112.0 
1980 -257.3 
1981 E s t  imte -364.6 

1978 
197 9 
1980 
1981 E s t  lmate 

(Stock a.t end of y e a r ;   i n   b i l l i o n s  of d-i-nars) 

218.1 

298.9 
367.1 
461.3 
592.1 
746.2 
959.2 

1,217.7 
1,568.3 
1,913.3 

255.5 
40.7 
5 5 . 2  
77.5 
97.2 

130.7 
206.5 
251.1 
315 I 3 
375.2 
4 6 1 . 6  
570.0 

102.6 
119.3 
147.2 
176.5 
216.4 
260.7 
353.3 
456.9 
575.9 
785.5 

1,021.0 

(Change d u r i n g   y e a r ;   i n  per c e n t )  

28.5 25.6 29.3 
26.9 19.0 2 6 . 0  
2 8 - 8  22.0 3 6 . 4  
22.0 23.5 30.0 

64.8 
79.0 
80.2 
89.8 
107.9 
117.7 
133.2 
153.6 
1 5 4 . 6  

63.9 
- 4 2 . 3  

Source: Data suppl ied  by the   Yugos lav   au tho r i t i e s .  

1/ Comprise5  bank 10311s extended i n   b o t h   d i n a r s   a n d   f o r e i g n   c u r r e n c i e s   t o  
domestic c l i e n c r ,   I n c l u d i n g   t h e   G o v e r m e n t ,   a n d   i n v e s t m e n t   i n   s e c u r i t i e s .  
The performance c r l te r la  f o r  the  growth of d o m e s t i c   c r e d i t   i n  1981 r e f e r r e d  
t o  a s l igh t ly   nar rower   concept ,   exc ludlng   lending  by t h e   p o s t   o f f i c e   s a v m g s  
bank  and the  fund for f inanc ing  trade. 

- 2 /  Includes  gove-nment  deposits  and  excludes items i n   t r a n s i t .  
3 /  Comprises  foreign  exchange  deposits of  r e s i d e n t s ,   e t h e r   s i g h t   d e p o s l t s ,  

tlme deposits, r e s t r i c t e d  deposlts, s e c u r i t i e s   i s s u e d  by banks, and claims on 
bauks in r e s p e c t  of pooled  resources .  
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Table 26, Yugoslavia:  Velocity of C i rcu la t ion  of Money 

Gross  Social Money  Money and 
Froduc t Supply 11 - QU&QUEY--~/ V e l o c i z o f   C i r c u l a t i o n  1/ 

I n   b i l l i o n s   I n   b i l l i o n s  , In  b i l l i o n s  Narrow Broad 
of d i n a r s  of d i n a r s  of d i n a r s  money  money 

- "_ - 

1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
197 9 
1980 
1981  Estimated 

204.5 
245.4 
306.3 
407.2 
503.0 
592.6 
734.3 
901 8 

1,165.4 
1,564.6 

(2,240.0) 

40.7 
55.2 
77 .5  
97.2 

130.7 
206.5 
251.1 
315 3 
375.2 
461.6 

(570.0) 

143.3 
174.5 
'1.7 

: 7  
31 7 . 1  
467.2 
604.4 
772.2 
951.1 

1,247.1 
(1,591.0) 

5.34 
5.04 
4.47 
4.56 
4.48 
3.51 

\ 3.30  
3.17 
3.44 
3.80 

(4.38) 

1.57 
1.54 
1.53 
1.63 
1.62 
1.46 
1.39 
1.34 
1.39 
1.46 

(1.60) 

# I  

S o u r c e s :   S t a t i s t i c a l  Yearbook of t h e  SFRY; da ta   suppl ied  by t h e  Yugoslav  authori t les ;  
and s t a f f  estlmates. 

1/ The muney and  quasl-money series refer t o  t h e  end of t h e  year, but t h e   v e l o c i t y  
of-clrculat lon was ca l cu la t ed  a s  t h e   r a t l o  of GSP t o  the   appropr la te   cuncept  of money 
averaged  over  the year as a whole. 
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I V .  Publ ic   F inance  

1. The c o n s o l i d a t e d   p u b l i c   s e c t o r  

The p u b l i c   s e c t o r  i s  def ined   to   inc lude   the   Federa l   Government ,  
che  governments   of   the  s i x  r epub l i c s   and  two autonomous  provinces ,   the  
governments of communes and c i t ies ,  t h e   s o c i a l   f u n d s   ( e . g . ,   f o r   s o c i a l  
secur i ty   and   the   deve lopment  of underdeveloped  regions) ,   and  self-manag-  
ing  communities of i n t e r e s t   f o r   v a r i o u s   s e r v i c e s   ( e . g . ,   h e a l t h ,   e d u c a -  
t i o n ,   c h i l d   p r o t e c t i o n ,   s o c i a l   p r o t e c t i o n ,   c u l t u r e ,   s c i e n c e ,  etc.). The 
governments are o f f i c i a l l y   c a l l e d   s o c i o p o l i t i c a l   c o m m u n i t i e s ,   a n d   t h e i r  
expend i tu re  is c a l l e d   g e n e r a l   e x p e n d i t a r e  or consumption. The expendi- 
t u r e  of  the  communities of i n t e r e s t  i s  c a l l e d   c o l l e c t i v e   e x p e n d i t u r e   o r  
consumption. These communities are s e t  up a t  t h e  l e v e l  of communes; 
t h e r e  i s  one for every   noneconomic   ac t iv i ty ,   and  s o  i n   t h e  520 communes 
of   Yugoslavia   there  are 4,768  communitLes of i n t e r e s t   i n   t h e   p u b l r c  
s e c t o r .  

The genera l   needs  m e t  by g o v e l n m e n t   a c t i v i t i e s  are f inanced   ou t  of 
t a x e s   a n d   c u s t o m s   d u t i e s ,   a n d   t h e   c o l l e c t i v e   n e e d s  m e t  by self-managing 
communities of i n t e r e s t   o u t  of t h e   c o n t r i b u t i o n s ,   a c c o r d i n g   t o  se t  rates, 
of worke r s   and   en te rp r i se s .  The Federal   Government   determines  the rates 
of cus toms   du t i e s  and t h e   b a s i c   t u r n o v e r  tax ra t e ,  and 50 p e r   c e n t  of 
t he   r evenue   r a i sed   f rom  the  latter a c c r u e s   t o   r e p u b l i c a n   a n d   p r o v i n c i a l  
governments.   These  governments  and  those of communes l e v y   a d d i t i o n a l  
t u r n o v e r   t a x e s ,  as w e l l  as taxes   on   personal   incomes   ( i . e . ,   wages)   and  
e n t e r p r i s e   i n c o m e s .  

Pub l i c   s ec to r   bod ie s   o the r   t han   t he   Fede ra l   Governmen t  are r e q u i r e d  
to b a l a n c e   t h e i r   b u d g e t s .   I n   p r a c t i c e   t h e y   h a v e   u s u a l l y   a c h i e v e d  s m a l l  
s u r p l u s e s   ( T a b l e  30). The Federal  Government  budget  has  been i n   d e f i c i t  
i n   r e c e n t   y e a r s ,  and t h i s   h a s   b e e n   s u f f i c i e n t l y   l a r g e   t o   p r o d u c e  a small 
d e f i c i t   f o r   t h e   p u b l i c   s e c t o r  as a whole,   but  i n  1 9 8 1   t h e   f e d e r a l   d e f i c i t ,  
e q u i v a l e n t  t o  0.1 p e r  cen t   o f  GSP, w a s  less than   t he   su rp luses   e l s ewhere .  
But   even   In  1980, when t h e   F e d e r a l   G o v e r n m e n t   d e f i c i t   r o s e   s h a r p l y  com- 
pared w i t h  1978  and  1979, t h e  p u b l i c   s e c t o r   d e f   i c l t  amounted to o n l y  
0.7 per  cent  of GSP. 

The r e s o l u t i o n   o n   e c o n o m i c   p o l i c y   i n   1 9 8 0  requlred t h a t   r e v e n u e s  for 
gene ra l  and c o l l e c t i v e   n e e d s   s h o u l d   i n c r e a s e   b y  less t h a n   t h e   i n c r e a s e  
i n   t o t a l  nominal   incomes.   In   the  event ,  the growth of revenue was he ld  
down t o  2 5  pe r   cen t   wh ich ,   t hoJgh   h ighe r   t han   t he  16 p e r   c e n t   o r i g i n a l l y  
p lanned ,  was c o n s i d e r a b l y   l o w e r   t h a n   t h a t  of nominal  incomes  which  grev 
by 35 p e r  c e n t ,   a p p r e c i a b l y  more r a p i d l y   t h a n   a n t i c l p a t e d .  The sha re   o f  
p u b l i c   s e c t o r   r e v e n u e  i n  t o t a l  income  thus f e l l  from 24 p e r   c e n t   i n   1 9 7 9  
t o  22.4 p e r  c e n t   i n  1980. The b a s i c   t u r n o v e r   t a x  ra te  was reduced  from 
14 .5   per  cent i n  1 9 7 9   t o  14 p e r   c e n t   i n   1 9 8 0 .  The rates or tu rnove r  
t a x e s  a t  t h e   r e p u b l i c a n ,   p r o v i n c i a l ,   a n d  communal levels were a l l  r a l s e d  
i n  1980. The r e s u l t i n g   t a x  rates v a r i e d   w i d e l y ,   b u t  w e r e  i n   t h e   r a n g e s  
of 5-8 pe r   cen t   fo r   r epub l i c s   and   p rov fnces   and  3-7 p e r   c e n t   f o r  communes. 
Turrlover tax r e v e n u e s   i n   1 9 8 0  were 27 p e r   c e n t   h i g h e r   t h a n   i n   1 9 7 9 ;  
income tax revenues  were 19   per   cen t   h igher ;   and   rece ip ts   f rom  cus toms 
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d u t i e s   o n l y  1 pe r   cen t   h ighe r ,   because  of t h e  rea l  d e c l i n e   i n   i m p o r t s  
and a s h i f t   i n  t h e  s t r u c t u r e  away from t h e  more  heavi ly   taxed items. 
C o n s o l i d a t e d   p u b l i c   s e c t o r   e x p e n d i t u r e s   r o s e  by 27 p e r   c e n t   i n   1 9 8 0  as a 
result l a r g e l y  o f   h i g h e r   e x p e n d i t u r e s   f o r   d e f e n s e  and s o c i a l   s e c u r i t y  
t r a n s f e r s   ( T a b l e   3 1 ) .  

The r e s o l u t i o n  on economic   po l icy   in   1981 called f o r   t h e   i n c r e a s e   i n  
r evenues   fo r   gene ra l   and   co l l ec t ive   needs  to  be a t  l e a s t  4 percentage  
poin ts   be low the inc rease   i n   nomina l  GSP. It was e n v i s a g e d   t h a t   t h i s  
would pe rmi t  a n   i n c r e a s e   i n   c o l l e c t i v e   c o n s u m p t i o n  of 1 9   p e r   c e n t  .in 
nominal terms. The b a s i c   t u r n o v e r   t a x  rate was r a i s e d  t o  1 7  p e r  Cent, 
b u t   t h e r e  were no changes i n   t h e  rates of tu rnover  tax a t   t h e  level of 
r epub l i c s ,   p rov lnces ,   and  communes. The i n c r e a s e   i n   t h e   b a s i c   t u r n o v e r  
t a x   r a t e  and the  higher-than-expected  growth in nominal   incomes  led  to  a 
faster growth i n  revenue   than   p lanned   €or   governments   o ther   than   the  
Federa t ion   and  for self-managing  communities of i n t e r e s t .   N e v e r t h e l e s s ,  
nominal   expendi ture   d id   no t  increase t o  t h e  same ex ten t ,   and  so large 
surpluses  were  accumulated.  In J u l y   1 9 8 1  a law was introduced  whereby 
s o c i o p o l i   t i c a l   o r g a n i z a t i o n s  and self   -managing  communit ies  of i n t e r e s t  
t h a t   r e a l i z e d   r e v e n u e s   h i g h e r   t h a n   p l a n n e d  were r e q u i r e d   t o   r e d u c e  t a x  
a n d   c o n t r i b u t i o n   r a t e s   i n   p r o p o r t i o n   t o   t h e   s u r p l u s e s .   D e s p i t e   t h i s ,  
p u b l i c  sector rece ip ts   remained   h igh:   they  were 35 p e r  c e n t   h i g h e r   i n  
t h e   f i r s t   n i n e  months of 1 9 8 1   t h a n   i n   t h e  same pe r iod  of 1980.  The 
r e c e i p t s  of t h e  Fede ra t ion  were 47 p e r   c e n t   h i g h e r ,   t h o s e  of r e p u b l i c s  
and provinces  27 p e r  c e n t   h i g h e r ,   t h o s e  of communes 29 per  c e n t   h i g h e r ,  
and  those of self-managing  communities  of  interest  35 p e r   c e n t   h i g h e r .  

2. The Fede ra l  Government  budEet 

Addi t iona l   in format ion  I s  a v a i l a b l e   a b o u t   t h e   F e d e r a l  Government 
budgets  for  1981  and  1982  (Table  32).  It became c l e a r   d u r i n g   t h e   c o u r s e  
of 1981  tha t   revenues   f rom  cus toms  du t ies   would   fa l l   shor t   o f   p lanned  
amounts  because of t h e   r e d u c t i o n   i n   i m p o r t s  and t he   change   i n   impor t  
s t ruc ture .   Al though more revenue was sough t   f rom  the   con t r ibu t ions  of 
r epub l i c s   and   p rov inces ,  i t  was s t i l l  dec ided  t o  r e d u c e   e x p e n d i t u r e   i n  
nominal terms. The r e d u c t i o n   i n   r e a l  terms compared w i t h   t h e   o r i g i n a l  
expend i tu re   p l ans  was t h e r e f o r e   v e r y  large, s i n c e   i n f l a t i o n  was a l n o a t  
twice  as  r ap id  as was o r i g i n a l l y   a n t i c i p a t e d .  The cut-backs i n  nominal 
expend i tu re   were   sp read   ac ross  most c a t e g o r i e s .   T h o s e   i n  real  expendi- 
t u r e  were concent ra ted   on   reduct ions  i n  real incomes  of federal   employees,  
s i n c e  employment was no t   r educed ,   and   pu rchases   o f   ma te r i a l s  are n o t  a 
l a r g e   p r o p o r t i o n  of expend i tu re .  The r e s u l t i n g   d e f i c i t  i n  1981 is 
es t ima ted  to be l a r g e r   i n  terms o f   d i n a r s   t h a n  was planned,   a l though i t  
remains only 0.1 p e r  c e n t  of GSP. This  was f inanced  as  planned by 
borrowing Din 4 , 6  b i l l i o n   f r o m   t h e   N a t i o n a l  Bank of  Yugoslavia; some 
repayment of e x i s t i n g   c r e d i t s  was also made so t h a t   n e t   b o r r o w i n g  was 
Din 2.1 b i l l i o n .  

The budget   for   1982 I s  based  on a g r o w t h   i n   e x p e n d i t u r e  of 23 p e r  
c e n t ,  the same as t h a t   p r o j e c t e d  for nominal GSP. Defense   expendi tures ,  
which  comprised 61 p e r  cent of Federa l  Government e x p e n d i t u r e s   i n   1 9 8 1 ,  
are budgeted to  i n c r e a s e  by 20 pe r  cent i n   1 9 8 2  compared  with a rise of 
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31 per   cent   in   the  preceding  yearb  With  the rise I n  ealariee of Federa l  
Government  employees  projected t o  con t inue  to  be v e r y   r e e t r a i n e d   i n  
1982, a d m i n i s t r a t i o n   e x p e n d i t u r e s  are budgeted  to  r iee  by   on ly  15  per  
cen t .  Revenue l e  p r o j e c t e d  t o  grow  more r a p i d l y ,  a t  26 p e r  cent, so as  
t o   e l i m i n a t e   t h e   d e f i c i t  and c r e a t e  a s u r p l u s  which w i l l  be  ueed €or 
repaying bank deb t  . The f a e t e e t  growing component of revenue is t o  be 
r e c e i p t s  from customs d u t i e s  and  import   fees which are budgeted  to rise 
by 49 p e r  c e n t .  This l a r g e  rise i n   p a r t   r e f l e c t s  t he  fact  t h a t  a g r e a t e r  
s h a r e  of customs revenues w i l l  acc rue  to t h e   F e d e r a l  Government i n  1983 
and a l e e a e r  share w i l l  accrue to  communities of i n t e r e s t  for  f o r e i g n  
economic   re la t ions  h i s  i n   t u r n  w i l l  allow t h e  s h a r e  of t o t a l  revenue 
c o n t r i b u t e d  by t h e   r e p u b l i c s  and p rov inces  t o  remain  approximately 
cons t an t .  
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Tab lc  30. Yugos lav ia   Pub l i c   Sec to r   Opera t ionu  by Level 

of  Government 

( I n   b i l l i o n s  of d i n a r s )  

Fede ra l   budge t  
Revenues 
Expend i tu re s  

O F  which 
T r a n s f e r s   t o   o t h e r   b u d g e t s  
T rans fe r s   t o   funds   and   co r rmun i t i e s   o f  

i n t e r e s t  
Su rp lus  or d e f i c i t  

Budgets   of   republ ics   and  autonomous 
p rov inces  
Revenues 

O F  v h i c h  
Gran t s  From o t h e r   g o v e r n m e n t a l   u n i t s  

Expend i tu re s  
Of v h i c h  
T r a n s f e r s   t o   o t h e r   g o v e r n m e n t a l   u n i t s  

Surplum or d e f i c i t  

Budgets of communes and c i t i e s  
Revenues 

Of vh ich .  
Gran t s  from o t h e r   g o v e r n m e n t a l   u n i t e  

Expend i tu re s  
O f  vh ich :  
T r a n s f e r s  to o t h e r   g o v e r n m e n t a l   u n i t e  

Surp lus  or deficit  

S o c i a l   s e c u r i t y   f u n d s  ?/ 
Revenues 

O f  which. 
Gran t s  from f ede ra l   oudge t  
Grants   f rom  other   budgets  

Expend i tu re s  

Surp lus  or d e f i c i t  

Funds  and i n t e r e s t   c o m n i t i e e  41 
Revenues 

O f  which 
Gran t s  from f e d e r a l   b u d g e t  

Expend i tu re s  

Surp lus  or d e f i c i t  

C o n s o l i d a t e d   p u b l i c   s e c t o r  6/ 
Revenues 
Expend i tu re s  

Surp lus  or d e f i c i t  

F inanc ing  
E x t e r n a l .  net 
Domest ic ,   ne t  

241 4 304.7 
253.3 311 9 

-11.9 -7.2 
" 

-1 5 -0.1 
13 4 7 3  

72.6 
77.0 

(7 0 )  

(138) 
-5 2 

37.5 

(7.0) 
37.1 

(3 0 )  

0.4 

30.9 

( 3  0) 
31.5 

(--) 

- 0 . 6  

135 8 

(12 4) 
("1 

136.0 

-0 .2 

131.3 

( 1   4 )  
130.7 

0.6 

384 * 3 
389 3 

-5.0 

-0 1 
5 . 1  

0 3 . 6  
97.3 

(10.5) 

(15 2) 
-3.7 

50.2 

(10  5)  
50.1 

( 4  9) 
0.1 

39.8 

( 3 . 3 )  
38.5 

( . . . I  
1.3 

165.3 

(15.2) 
0 

162.4 

2.9 

152 5 

(1.6) 
152 1 

0.3 

470 7 
469.8 

0.9 

" 

-0.9 

109.4 
129.7 

(14.3) 

(18.7) 
-20.3 

67.3 

(14.3) 
64.6 

(5.3) 

2.7 

49.8 

( 5  3) 
48 0 

( 3  0) 
1.4 

209 0 

(18.71 
C )  

206.2 
0.9 
" 

193.4 

( 3  0) 
188 7 

4.7 

587 6 
5 9 8 . 3  

-10.7 

1 0  7 
" 

Sources -  Data s u p p l i e d  by t h e   Y u g o s l a v   a u t h o r i t f e e ,   S l u z b e n i   L i e t ,   N a t i o n a l  Bank of 
Yugoslavia.  Annual Reports and  Querterly B u l l e t i n s ;  and IMF, Government  Finance  Sta- 
tistics Yearbook 
- 11 P r e l i m i n a r y  
- 2 /  Not i n c l u d i n g   a g r e e d   c o n t r i b u t i o n s   t o   t h e   f e d e r a l   b u d g e t  
31 I n c l u d i n g   c o n t m u n i t i e e   f o r   c h i l d   p r o t e c t i o n   a n d   h e a l t h ,   p e n s i o n .   a n d   i n v a l i d  

41 E x c l u d i n g   s o c i a l   s e c u r i t y   f u n d s  above and  the   fund  for the   development   of   undur-  
i nzu rance  

deve loped   r eg ions  Data on   t hese   funds   and  interest c o r n u n i t i e s  are e s t i m a t e d  by 
t r e a t i n g  them a s  a r e s i d u a l   u s i n g   d a t a  on t h e   c o n s o l i d a t e d   p u b l i c   s e c t o r ,   g r a n t s ,   a n d  
t r a n s f e r s ,   a n d   o n   e x p e n d i t u r e s   a n d   r e v e n u e s  of o t h e r  levele of government 
- 5/ Due t o   r o u n d i n g   e r r o r s ,   r e v e n u e s  were a d j u s t e d  upward  by  Din 0.5 b i l l i o n .  - 61 E x c l u s i v e   o f   g r a n t s   a n d   t r a n s f e r 8  among governmenta l   un i t s .  
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Table 31, Yugoslavia:  Consolidated  Revenues  and 
Expendi tures  of t h e   P u b l i c   S e c t o r  L/ 

(In - b i l l i o n s  of d i n a r s )  

" 

1975  1976  197 7 1978  1979 1980 2 1  - 

Revenue 
D i r e c t   t a x e s  3-1 
I n d l r e c t  taxes k /  
Other  taxes  and  nontax 

revenue 

Tota l   revenue  

Expend 1 t u r  e 
Nat ional   defense  and 

a d m m l s t r a t l o n  
Educatlon 
S o c l a l   s e c u r i t y   a n d  

w e l f a r e  
I n t e r v e n t i o n s  m t h e  

economy 
Other   expendl tures  5/ 

Tota l  expend l tu re  

S u l p l u s   o r   d e f l c l t  
Flnanc Ing 

Fore ign   fmanc lng ,   ne t  

108.9 
75.2 

1 3 . 7  

197.8 

49.6 
32.0 

76.1 

13.9 
28.2 

134.6 
86.3 

20.5 

241.4 

57.5 
38.1 

93.5 

19. € 
44.6 

200.4 - 6/253.3 

-2.6 -11.9 

-2.2  -1.5 
Domest lc   f inancing,   net   4 .8  - 7 1  13.4 

175.5 
109.4 

19 .8  

304.7 

71.5 
43.7 

114 4 

28.0 
24.3 

311.9 

-7.2 

-0.1 
7.3 

232.5 
126.3 

25.5 

384.3 

83.9 
57.4 

146 5 

38.1 
6 3 . 4  

389.3 

-5.0 

-0.1 
5 . 1  

279.6  351.5 
157 7 190.0 

- " 33.4 46.1 

470.7 587.6 

103.8 140.8 
67.5 81.1 

178.6  226.8 

42.2  51.7 
77 7 97.9 
" 

0.9  -10.7 

-_ " 

-0.9  10.7 

Source: Data supp l l ed  by the   Yugos lav   au tho r i t i e s .  

11 Inc ludes   budgets ,   funds ,  and c o m u n l t l e s   o f  mterest a t  a l l  l e v e l s  of 
Government.   Excludes  the  fund  for  the  development  of  underdeveloped  reglons.  
N e t  of t r a n s f e r s  among all p u b l l c   s e c t o r   u n i t s .  
- 2 /  P r e l m i n a r y .  
3 1  I n c l u d e s   t a x e s  on incomes  and p r o f i t s  of e n t e r p r l s e s  and   ind iv idua ls ,  

s o c i a l   s e c u r i t y   c o n t r l b u t l o n s ,   e m p l o y e r s '   p a y r o l l   o r  manpower taxes ,   and 
p rope r ty   t axes .  

t r a n s a c t l o n s .  
51   Inc ludes   expendl tures   for   hous ing   and  cormnunal ameni t ies ,   inves tment ,  

and   subs ld ies   for   consumpt ion .  
6 /   T o t a l   e x p e n d l t u r e s   f o r   t h l s   y e a r   h a v e   b e e n  determined by s u b t r a c t i n g  

esylrnated  expendltures  by  the  fund  for  the  development  of  the  underdeveloped 
r e g i o n s   f r o m   t o t a l   p u b l l c  sector expend i tu re s  as repor t ed  by the  Yugoslav 
a u t h o r i t i e s .  

- 4 /  Inc ludes  taxes on goods  and servlces a n d  on i n t e r n a t i o n a l  trade and 

- 7 /  Res idua l .  
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Table 32. Yugoslavia: BudLet of the  Federation 

(In  bil l ionf of dinars) 

1977 1978 1979 1980 1981 1982 
Original Latest 
budget fl' estimates 21 Budget p/  

Re genue 
Customs dut ies  and 

other import fees 
Contributions from 

republics and 
province8 

General  turnover and 
sales taxes 

Other taxes 
Nontax revenue 

Total  revenue 

Expenditure 
Adminis trat  ion 
Defense 
Grants t o  republics 

and provlnces 
Grants to funds and 

comunitiee of 
Interest  

Investment 
Other or  discrepancy 

Total  expenditure 

Surrlus G -  def i c i t  
(As a per cent of 
GSP) 

Financing,  net 
domes t ;IC L/ 
Bond issues 
Nat_ional Bank credltr 
Repayment of bank 

Bond amortization 
Allocation  to bud- 

getary reserxes 
Other and residual 

c red i t s  

39 , 755 23,333 

38,996 20,827 

" 26,273 
96 1 2 1  

1,165 2,047 

80 , 012 72,601 

10,908 13,066 
38 , 131 42 , 595 

6,139 7,028 

10,410 12,441 
547 55 1 

22,847 2,205 

88,982 77,886 

-8,970  -5,285 

(-1.2)  (-0.6) 

3,970 5,285 

3,980 
11,200 21 9,487 

" 

-562 A/ -847 
-3,621 -3,055 

-284 -3no 
-2,305 21 -- 

24,591 

28,436 

37,700 
16 9 

2,681 

93,577 

15,227 
55,084 

10,502 

14 , 794 
621 
468 

97 , 272 

-3 , 695 

(-0.3) 

3,239 

8,451 

-1,655 
-2,857 

" 

-2on 

20,694 

38,469 

47,400 
2 30 

2,501 

109,354 

18,574 
76,149 

14,258 

18,700 
818 

1,173 

129,672 

-20,318 

(-1.3) 

20,318 

13,344 
9,200 

-726 
-1,264 

-236 
" 

35 , 437 

52 562 

73,377 
2 30 

2.850 

164,456 

21,380 
101,894 

16,277 

25,237 
215 
489 

165 , 592 

-1 , 136 

(-0.1) 

1,136 

" 

4 600 

-2.974 
-20s 

-285 
" 

21,043 

63 , 773 

73,377 
230 

2.850 

161,273 

20,231 
100,028 

15, 979 

24,896 
874 

- 1,401 

163,409 

-2,136 

(-0.1) 

2.136 

4,600 

-1,979 
-205 

-280 

" 

" 

30,288 

80,378 

88,933 
640 

3,636 

203,875 

24,579 
122,685 

20,834 

30,920 
300 

2,231 

201,519 

2,356 

(0.1) 

-2,356 

" 

" 

-1,562 
-450 

-74b 
" 

Source: Data supplied by the Yugoslav authori t ies .  

- 11 The preliminary budget estimates reported i n  EBS,'81!5 (Corrected: 1'27,'81). 
2 /  The revised estimates made i n  December 1981, following  the  decision to reduce 

expenditure by Din  2.2 b i l l i on  and repayment of bank credi t s  by Din 1.0 bil l ion,   with a 
corresponding downward revision  to revenue. 
- 31 From the resolution  for the Annual Plan  for 1982. 
- 41  There vas no external  financing of the budget. 
5 1  National Bank cred i t s  and cred i t s  from other banks (included in   the   res idua l  item) are net  of repayments i n  1977. 
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V. External  Sector 

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

Yugoslavia's  balance of payments de te r iora ted   sharp ly  i n  1979;  the 
cur ren t   account   def ic l t  widened t o  a record USS3.7 b i l l i o n  ( 6  per  ce.nt of 
GSP), and g ross   o f f i c i a l   r e se rves   dec l ined  by USS1.1 b i l l i o n   t o  lJS$l.,3 b i l -  
l i o n ,  less than  one and a half  months of imports from the  convertible  cur- 
rency  area  (Tables 33-35 and  46) .   This   deter iorat ion  ref lected  rapid dom- 
es t ic  demand expansion,  the  impact of h i g h e r   o i l  and other  import   prices,  
as well as the   adverse   e f fec ts  of a major  earthquake on tour i s t   ea rn ings  
and of unfavorable  weather  conditions on ag r i cu l tu re .  The  economic: sta- 
b i l i z a t i o n  measures  of  1980,  combineu  with a l a rge  exchange rate depreci- 
a t i o n ,  and the  s t rengthening of these  measurep i n  1981  contributed  to a 
sharp improvement of the  current  accourlt ;   the  deficit  was reduced by 
about USS2.4 b i l l i on   du r ing  1980-81,  and by 1981 i t  had r eve r t ed   t o  i t s  
1978  level  of  USS1.3 b i l l i m .  1/ Gross o f f i c i a l  reserves were b u i l t  up 
i n  both years and  by the end 07 1981  they  reached  an  estimated USS1.6 b i l -  
l ion ,   equa l   to   near ly  two months of imports  from  the  convertible area. 
In   addi t ion,   reserves   held by commercial  banks  mounted to   an  es t imated 
USS890 mill ion a t  t he  end  of  1981. 

The current   account   def ic i t   decl ined  in   1980  to  USS2.3 b i l l i o n  
(3.6 per cent of GSP), m i n l y  due t o  a r e d u c t i o n   i n   t h e   t r a d e   d e f i c i t  
of USS1.1 b i l l i o n  t o  US$6 b i l l i o n .  The value of exports  increased by 
3 2  per  cent owing both   to   an   increase   in  volume (11  pe r  c e n t )  and. i n  
prices  (Table  36).  A t  t he  same time, imports  rose by only 7 p e r  cent 
because of a d e c l i n e   i n  volumes  of over 10 per   cent ;   the  lat ter 
re f lec ted   bo th   the   reduct ion   in   domest ic  demand and drawdown  of inven- 
tories  accumulated  in  the  previous  year.  Net i n v i s i b l e  receipts rose  
by  6 per   cen t ,  due  mostly  to  higher  receipts from workers'  net remit- 
tances,  tourism,  and  investment works abroad. A marked i n c r e a s e   i n   n e t  
cap i t a l   f l ows ,   o r ig ina t ing   pa r t ly  from greater   short- term  foreign bor- 

'rowing,  helped  cover most of the   cur ren t   account   def ic i t ,   and ,   toge ther  
with  net   purchases frorc t h e  Fund, enabled a modest  accumulation i n  
reserves  

Preliminary estimates for   1981  ind ica te  a further  sharp  inprovement 
i n   t h e   c u r r e n t   a c c o u n t   d e f i c i t   t o  US$lc3 b i l l i o n  ( 2  per  cent of GSP); 
the  convert ible   current   account   def ic i t  was reduced by  US$583 m i l l i o n   t o  
USS1.6 b i l l i o n .  As i n   t he   p rev ious   yea r ,   t he  improvement der ived  largely 
from a be t te r   t rade   per formance ,   wi th   the   t rade   def ic i t   dec l in ing  by 
USS876 m i l l i o n   t o  USS5.2 b i l l i o n .  With the  terms of trade  remaining 
unchanged, t h e  marked  improvement i n   t h e   t r a d e   b a l a n c e   i n  real terms 
originated  mainly  from a decl ine of  about 8 per  cent  in  import  volume 

1/ Based  on recent  information,  the  balance of payments  outcome i n  
1981 was s u b s t a n t i a l l y   b e t t e r   t h a n   i n d i c a t e d   i n   t h e   t e x t  above. The 
g loba l   cur ren t   account   def ic i t  amounted t o  USS750 mi l l i on  and t h e  con- 
v e r t i b l e   d e f i c i t   t o  USS1.4 b i l l i o n .  However, disaggregated  data are not 
ava i l ab le   t o   enab le  a desc r ip t ion  and ana lys i s  of the  revised outcome. 
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d l l t l  t o  t hp   r t ’du rk lm  in  r ea l  domest ic   demand,   par t icu lar ly  5’ix-d invest-  
m c ’ n L .  The vdluc of impor ts   rose  by o n l y  3 p e r   c e n t   d u r i n g   t h e   y e a r ,  
w i t h  i m p o r t s  from t h e   c o n v e r t i b l e  and  nonconverLible area i n c r e a s i n g  by 
2 per cent  and 7 p e r  cent ,  r e s p e c t i v e l y .  Thr. d e c e l e r a t i o n   i n   i m p o r t  
growth was p a r t i c u l a r l y  marked in t h e  l a t t e r  part of t h e  year; dur ing  
Jrllv-l)ecember  imports  declined by 7 p e r   c e n t  compared w i t h  ,in i n c r e a s e  
of IS per cent i n   t h e   f i r s t   h a l f  of t he   yea r .   Ava i l ab le   da t a  for t h e  
first 2 1  months of 1981 show a d e c l i n e   i n   n o m i n a l  terms of 8 p e r   c e n t  
and 41  per c e n t ,   r e s p e c t   i v e l v ,   i n   i m p o r t s  of cap1 t a l  goods  and  consumer 
goods (Table 37 ) .  As a r e s u l t ,   t h e r e  were f u r t h e r   s h i f t s  In t h e   s t r u c t u r e  
of i m p o r t s ;   t h e   s h a r e   o f   c a p i ~ z l .   g o o d s   d e c l i n e d  by 2 percentage   po in ts  
t o  18 per c e n t  of t o t a l   I m p o r t s ,   a n d   t h a t  of consumer  goods  decreased by 
4 pe rcen tage   po in t s  t o  6 per cent. Export   values roBe by 15 per  cent 
( s c c  below). Net i n v i s i b l e   r e c e i p t s   i n c r e a s e d  by 4 per   cen t ;   a l t hough  
r e c e i p t s  from tourism_, workers’   net   remit tances ,   and  investment   works 
abroad rose by 18-20 p e r   c e n t ,   t h e s e   g a i n s  were s u b s t a n t i a l l y   o f f s e t  by 
an   increase  of 54 per   cen t  (US$698 m i l l i o n )   i n   i n t e r e s t   p a y m e n t s .  The 
l a t t e r  i n c r e a s e  was d u e   b o t h   t o   h i g h e r   i n t e r e s t  rates abroad  and t h e  
r i se  i n  deb t .  

Net c a p i t a l   i n f l o w s  i n  1951 were sha rp ly   l ower   t han   i n   t he   p rev ious  
year.  Medium- and  long-term  loans  amounted t o  US$1 b i l l i o n ,   o r   a b o u t   h a l f  
t h e   n e t   i n f l o w  i n  1980, mainly  because of a sharp   reduct ion  i n  s u p p l i e r s ’  
c r e d i t s  f o r  f i n a n c i n g   e q u i p m e n t   i r n G o r t s ;   i n   a d d i t i o n ,   f i n a n c i a l   c r e d i t s  
by the banking system were lower  than i n  the  Drevious  year.   Indebted- 
ness on b i l a t e ra l   ba l ances ,   wh ich  had i n c r e a s e d   s h a r p l y  i n  t he   p rev ious  
two y e a r s ,   l a r g e l y  due to   h ighe r   ene rgy   impor t s   f rom  t r ad i t i ona l   supp l i e r s  
I n  the nonconver t ib le  area,  was reduced   in   1981 by an est imated USS500 m i l -  
l i o n  to a l i t t l e  over  U5$400 m i l l i o n .   I n   c o n t r a s t   t o   t h e   p r e v i o u s   y e a r ,  
s h o r t - t e r m   c a p i t a l   n e t   l n f l o w s  were n e g l i g i b l e .  The large e r r o r s   a n d  
omissions item recorded I n  1980  and 1981 is b e l i e v e d   t o   r e f l e c t   m a i n l y  
advance  payments made i n  1980  for  imports recorded in t he   cus toms   da t a  
in 1981. As i n   t h e   p r e v i o u s   y e a r ,   t h e   o v e r a l l   d e f  i c i t  (about  US$400 m l l -  
l i o n )  was f inanced by net   purchases   f rom  the  Fund,  and there was a rnoder- 
a t e  i n c r e a s e   i n   r e s e r v e s .  

E x t e r n a l   p o l i c i e s  for 1982 aim a t  r educ ing   t he   g loba l   and   conve r t ib l e  
c u r r e n t   a c c o u n t   d e f i c i t   t o  US$500 m i l l i o n  (0.8 pe r   cen t  of GSP), maintain- 
i n g  t h e   l e v e l  of reserves ,   and  improving the s t r u c t u r e  of external debt .  
A f u r t h e r   r e d u c t i o n   i n  real domest ic  demand and   f lex ib le   exchange  rate 
p o l i c i e s  will be the  main  instruments   used f o r  inducing a s h i f t  of 
r e s o u r c e s   i n t o   t h e   t r a d e a b l e  goods s e c t o r .  The ta rge ted   expans ion  of 
8.5 p e r   c e n t   i n   t h e  volume of exports is the key  element i n  the  planned 
improvement i n   t h e   c u r r e n t   a c c o u n t .  

4 
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2. Review of e x p o r t - , d c v e l e p v e n t s  

a. k v c l o p m e n t s   d u r i n g  1970-79 

( i )  Growth and s t r u c t u r r  

During thc   decade  of t lw  1970s exporth Hrew a t  Inodvst raLc. 
Between 1970 a n d  1979, export s  of goodc, and   nonfa r to r  scbrvices { J t  con- 
s t a n t  1972 p r i c e s )   r o s e  by l e s s   t h a n  4 per r e n t   p e r  annum. hxport per -  
formance wah e s p e c i a l l y  we.rk d u r i n g   t h e  l a t t e r  h a l f  of t h i s  per iod ;  
between  1376  and  1979, tlle volume of e x p o r t s  of: goods and  anfa factor 
s e r v i c e s   d e c l i n e d   a n d   t h a t  ok merchandise   expol t s   s tagnated  ( T a b l e  38) .  
The s h a r e  of e x p o r t s  i n  real GSP fr.11 from 2 1  pcr con t  t o  1 7  p e r   c e n t  
between 1970 and 1979,   wi th   mos t   o f   the   dec l ine   occur ing   in   the  last  
t h r e e  ycars of  t h i s   p e r i o d .  

S i g n i f i c a n t   s h i f t s  took p l a c e   i n   t h e   s t r u c t u r e  of merchandise   expor t s ,  
b o t h   i n  terns of the   comnodi ty   composi t ion   and   geographica l   d ia t r ibu t ion .  
The s h a r e  o f   p r imary   p roduc t s   ( ag r i cu l tu re ,  metals and  mtner.ds) I n  t o t a l  
expor t s   dec l ined   f rom 45 p e r   c e n t  i n  1970 to abou t   one   t h i rd   i n   1979 ,   and  
tha t   o f   manufa   u red   expor t s   ( chemica l s ,   mach ine ry   and   t r anspor t   equ ipmen t ,  
o t h e r   m a n u f a c t u r e s )   r o s e  from 55 p e r   c e n t   t o  68 p e r   c e n t .  The commodity 
s t r u c t u r e  of e x p o r t s  became h i g h l y   d i v e r s i f i e d ;   i n d i c e s  of d i s p e r s i o n  
c a l c u l a t e d  by UNCTAD show t h a t   e x p o r t   d i v e r s i f i c a t i o n   I n   Y u g o s l a v i a  i s  
g r e a t e r   t h a n   i n  mobt o the r   deve lop ing   coun t r i e s ,   and  i s  compnrablc  to 
deve loped   coun t r i e s .  1/ The h i g h   d e g r e e  of d i v e r s i f i c a t i o n   r e f l e c t e d   t h e  
s t r a t e g y  to r e d u c e   v u i n e r a b i l i t y  to  p r o t e c t i o n i s t   p r e s s u r e s   a n d   t o   i n c r e a s e  
f l e x i b i l i t y  so as  t o   r e s p o n d   t o  small marke t   oppor tun i t i e s .  

The r e g i o n a l   d i s t r i b u t i o n  of e x p o r t s   c h a w e d   s u b s t a n t i d l y   i n   t h e  
1970s. The s h a r e  of t h e  CMEA and s o c i a l i s t   c o u n t r i e s   i n   t o t a l   e x p o r t s  
increased from 33 p e r  cent in 1970 t o  42 per cent i n   1 9 7 9 ,  owing mainly 
t o   a n   i n c r e a s e   i n   t h e   s h a r e  of t h e  U.S.S .R.  market by 7 p e r c e n t a g e   p o i n t s  
t o  22  p e r   c e n t .   T h e r e  was also  a n o t a b l e   i n c r e a s e   i n   e x p o r t   s h a r e s  of 
t h e  o i l  e x p o r t i n g   c o u n t r i e s  from 2 p e r   c e n t   i n   1 9 7 0  to  9 per  c e n t  in 
1 9 7 9 ,   b u t   t h i s   o c c u r r e d   p a r t l y  a t  t he   expense  of a d e c l i n e  In t h e   s h a r e  
of non-o i l   deve loping   count r ies .  The s n a r e  of i n a u s t r i a l   c o u n t r i e s  
dec l ined   co r re spond ing ly  by 15 percentage  points t o  42 per cent between 
1970  and  1979. 

A c r o s s - c l a s s i f i c a t i o n  of exports  by  commodity  composition  and 
g e o g r a p h i c a l   d i s t r i b u t i o n  i s  ava i l ab le   fo r   t he   yea r s   1970 ,   1975 ,   and   1980  
and is p r e s e n t e d  i n  Table 39. Between  1970  and 1980, t h e  CMEA s h a r e  rose 
i n  most e x p o r t   c a t e q o r i e s ,   p a r t i c u l a r l y   f o r   f o o d ,  e lectr ical  a n d   t r a n s p o r t  
mschinery,   and  miscel laneous  manufactures .  The s h i f t   i n   e x p o r t   s h a r e s  
was p a r t l y   r e l a t e d  t o  t h e   i n c r e a s e   i n   p r i c e s  of o i l   a n d   g a s  imports, 
where t h e  CMEA h a s   t r a d i t i o n a l l y   b e e n  a m a j o r   s u p p l i e r ,   a n d   t h e  course- 
quent  need t o  con ta in   i ndeb tedness   unde r   b i l a t e ra l   paymen t s   a r r angemen t s .  
The CMEA share i n  t o t a l   i m p o r t s   r o s e  by 9 pe rcen tage   po in t s   be tween  

- I/ UNCTAD, 1979,  Handbook of Internat ional   Trade  and  Development  
S t a t i s t i c s .  
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1970  and 1980 (owing e n t i r e l y   t o   h i g h e r   i m p o r t s  from t h e  U.S.S. 'I . ) ,  of 
which 5 percentage   po in ts  was due   to   h igher   energy   impor ts   (Table  4 0 ) .  
S h i f t s   i n   e x p o r t  shares were a l s o   r e l a t e d  to e x t e r n a l  demand cond i t ions ;  
f o r  example, I n   a g r i c u l t u r a l   p r o d u c t s   t h e r e  was a reduct ion  i n  dependence 
on  Western i n d u s t r i a l   c o u n t r y   m a r k e t s ,  as i n   t h e   c a s e  of raw meat,  where 
expor t s  to developing  country  markets were expanded a f t e r   t h e   r e s t r j c t i o n  
on baby beef   exports   to  the EC i n   1 9 7 4 ;  i n  t h e  caqe of maize, t h e r e  was 
a ma jo r   r eo r i en ta t ion  away from i n d u s t r i a l   c o u n t r i e s  t o  the CMEA. 

Since  the  e , i r ly   1970s  there   has   been a s i g n i f i c a n t  loss 1 rke t 
shdrcs in the OECD. I k r l w  1973-79, Yugoslavia 's   manufacturtd t g o r t s  
( i n  U . S .  d o l l a r s )   t o   t h e  OECD expanded by 11 per cent per  annum compared 
t o   t h e  growrh of OECD markets  (measured by OECD imports)  of over  1) per  
cent  pe r  annum. Yugos lav ia ' s   loss  of m a r k e t   s h a r e s   i n   t h e  OECD vle-b-vis 
developing  countr ies  is es t imated  a t  about  11 percentage   po in ts  over t h e  
bame period. 

( t i )  Fac tors   a f fec t i r 'g  export performance - 
A v a r i e t y  of f ac to r s   have   con t r ibu ted   t o   t he   r e l a t ive ly   poor  

performance of exports .  The high  degree of d i v e r s i f i c a t i o n ,  and t h e  
dup l i ca t ion  of product ion   in   the   var ious   republ ics   and   provinces   has  
r e s u l t e d   i n  a lack  of s p e c i a l i z a t i o n  and  sl lboptimal  exploitation of 
economies of s c a l e  ' n  p roduct ion   and   marke t ing .   Trade   res t r ic t ions   in  
some Western  industr ia l   countr ies   have  a lso dampened exports .  However, 
t h e  most in1 r t a n t   f a c t o r   p r e v e n t i n g   t h e  emergence  of a dynamic export  
s e c t o r  in t he  p a s t  decade was t h e   p u r s u i t  of an  inward-looking  development 
s t r a t e g y  which  depended on the expansion of domestic demand and  on  import 
subs t i tuLlon   to   genera te   g rowth .  To a cons ide rab le   ex t en t ,   expor t ing   has  
been  perceived by enterprises as a p e r i p h e r a l   a c c i v i t y   s i n c e  i t  has  been 
t r a d i t i o n a l l y  more p r o f i t a b l e   t o  se l l  on the  domestic  market.  As a 
r e s u l t ,   a n  improvement in   export   performance "IS gene ra l ly   l imi t ed  t o  
per iods of f a i r l y   r e s t r i c t i v e  demdnd p ~ l i c i ~ s .  Export  volumes  rose 
s u b s t a n t i a l l y   i n   1 9 7 2  and  1976,  fcllowing  the  economic  stabil ization-cum- 
devaluatlon  measures of 1971 and l a t e  1974-75, r e s p e c t i v e l y ;   i n   t h e  
intermediate   per iods,   domest ic   demnd  expansion was gene ra l ly   s t rong   and  
export   growth weak. 

The bias toward   product lon   for   the   domest ic   marke t   ra ther   than   for  
expor t s  was r e f l e c t e d  i n  t h e   s l l o c a t i o n  of inves tment   funds   and   in   the  
i n c e n t i v e   s t r u c t u r e .  Commercial p o l i c i e s  were mainly gea red   t o   p ro t e r  .on 
of domest ic   indus t r ies .  Such p b l i c i e s   i n c l u d e d   q u a n t i t a t i v e  res t r ic t ims 
on imports  and l icens ing   requi rements .  TJhile a v e r a g e   e f f e c t i v e   t a r i f f  
r a t e s  were gradually  reduced  from 13 per cent i n  1970   t o  9 p e r   c z n t   i n  
1979  (Table 4 1 ) ,  t h i s  was o f f s e t  by an inc rease   In   add i t iona l   cha rges  
(import   surcharge,  tax equa l i za t ion  charge, customs  evidence tax), t h e  
combined e f f e c t i v e  rates of which rose from 9 per c e n t   i n   1 9 7 0  to 1 7  per  
cen t  by 1979.   Export   incent ives   in  the form of  duty  drawbacks  and direct 
cash payments  have  been  provided a t  bo th   t he   Fede ra l  and republ ican  
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l e v e l s ,  and c r e d i t   f o r   e x p o r t   i n d u s t r i e s   h a s   b e e n   e x t e n d e d   a t  subs id ized  
rateR. Adequate   da ta   on   the   ex ten t  o f   such   subs id i e s   a r e   no t   ava i l ab le ,  
b u t   t h e y   h a v e   n o t   b e e n   s u f f i c i e n t l y   l a r g e  t o  o f f s e t   t h e   o r i e n t a t i o n  toward 
t h e  home market . 

Exchdnge r a t e   p o l i c y   d u r i n g  19’13-79 was r e l a t i v e l y   p a s s i v e   e x c e p t   f o r  
pe r iods  when a ‘3, v e r e   d e t e r i o r a t i o n   i n   t h e   b a l a n c e  of  payments  prompted 
implemcntatiol ,  c correc t ive   measures .   Thus ,  r . l a t i v e l y   l a r g e   d e v n l u a t f o n s  
took   p l ace   i n  5 - 1 ,  and a t   t h e  end  of  1974 jn - l u n c t i o n   w i t h   r e s t r i c t i v e  
demand rneasurefl, However, competitive gains t exchange ra te  ad jus tments  
tended t o  be  eroctod f q i r l y   r a p i d l y .  Some ind ica to r s   o f   compe t i t i veness  
are p r e s e n t e d   f o r   t h e   p e r i o d  1975-80 i n   T a b l e  38. Developments i n   t h e  
expor t   t rade   weighted   e f fec t ive   exchange  rate, a d j u s t e d  for unit labfir  
c o s t s ,   s u g g e s t  a f a i r l y   s i g n i f i c a n t   l o s s  of competi t iveness   between 1975 
and  1978,  with some tmprovement i n  1979.   Yugoslavia’@  export   uni t   values  
i n  dinars  inc reased  less r a p i d l y   t h a n   d o m e s t i c   c o s t s  and pr ices   be tween 
1975  and  1979.   Furthermore,   export   uni t   values   in  U.S.  d o l l a r s   i n c r e a s e d  
a t  a h ighe r   r a t e   t han   t he   we igh ted   ave rage   expor t  unit v a l u e s  of Western 
i n d u s t r i a l   t r a d i n g   p a r t n e r s .   S e p a r a t e   p r i c e   a n d  volume d a t a   f o r  
Yugos lav ia‘s   expor t s  to  the   conve r t ib l e   and   nonconver t ib l e   a r ea  are not  
a v a i l a b l e .   I n d i c a t i o n s  are tha t   expor t   p r i ces   have   been  more f avorab le  
i n   t h e   n o n c o n v e r t i b l e  arecl i n   t h e   p a s t ,   b u t   p r i c e   d i f f e r e n t i a l s   h a v e  
r e p o r t e d l y   n a r r o w e d   r e c z n t l y .   P r i c e   a n d   q u a l i t y   f a c t o r s  appea r  t o  have 
c o n t r i b u t e d   t o   t h e   s h i f t &  i n  e x p o r t   s h a r e s   t o   t h e   n o n c o n v e r t i b l e  area; an 
a d d i t i o n a l   f a c t o r  m?y be r e l a t i v e l y   g r e a t e r   s t a b i l i t y   i n   e x t e r n a l  demand 
i n   t h e   n o n c o n v e r t i b l e   a r e a ,  where t r a d e  i s  conducted t o  a cons ide rab le  
e x t e n t   o n   t h e   b a s i s  of long-term  contracts .  

b. Developments i n  1980-81 I 

Export   developments   var ied  considerably  during 1980-81 , with  
l a r g e   s h i f t s  i n  expor t s   be tween  the   conver t ib le   and   nonconver t ib le  areas. 
R e s t r i c t i v e  demdnd p o l i c i e s   t o g e t h e r  k i t h  the   June   1980  deva lua t ion  
induced a marked e x p a n s i o n   i n   e x p o r t s  in 1 9 8 0 ,   i n   c o n t r a s t  to the   s t agna -  
t i o n  of t h e  prev tous   year .   Expor ts  rose by 32 p e r   c e n t ,  with much of 
t h i s  growth   or ig ina t ing   f rom  expor t ing  t o  the   nonconver t ib l e   a r ea .  
Expor t s   t o   t he   nonconver t ib l e  area expanded by 64 p e r   c e n t ,  compared t o  
a n   i n c r e a s e   o f   1 9  per c e n t  i n   e x p o r t s   t o   t h e   c o r l v e r t i h l e   a r e a r  To a 
l a r g e   e x t e n t ,   t h l s   r e f l e c t e d   t h e  need t o  reduce indebtedness   under  
b i l a t e r a l   b a l a n c e s .  The s h i f t  i n  e x p o r t s  to  t h e   n o n c o n v e r t i b l e  area was 
e s p e c i a l l y  marked i n   t h e  second  half  of 1980,  and  continued i n  t h e   f i r s t  
h a l f  of 1981. I n   t h e  la t ter  per iod , e x p o r t s   t o   t h e   c o n v e r t i b l e  area 
s t agna ted ,   wh i l e   t hose   t o   t he   nonconver t ib l e  area inc reased  b:r 6 5 p e r  
c e n t .  However, e x p o r t s  to the c o n v e r t i b l e  area picked up from J u l y  and 
a c c e l e r a t e d   r a p i d l y   i n   t h e  last q u a r t e r  of  1981.  During  the  second  half  
of t h e   y e a r ,   c o n v e r t i b l e   e x p o r t s   r o s e  by 2 1  pe r  cent ,  while  expJr ts  t o  
t h e   n o n c o n v e r t i b l e  area dec l ined .   For  1481 as a whole ,   expor t s  t o  t h e  
conve r t ib l e   and   nonconver t ib l e  area i n c r e a s e d  by an es t ima ted  10 pe r  cent 
and 24 p e r  cent, r r spec t ive ly .   Cont inued   domest ic  demand restraint ,  a n  

i 
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a c t i v e  exchange r a t e  po l i cy ,  and  improvement i n   t h e   p o s i t i o n  on b i l a t e r a l  
ba l ances   con t r ibu ted   t o   t he   s t r eng then ing  of export   performance  to   the 
conver t ib le  area. 

In  1980  Yugoslavia   entered  into a new cooperat ion  agreement   with  the 
EC. The agreement  provides  Yugoslavia  with  preferential  access t o   t h e  EC 
market for i t s  i n d u s t r i a l   p r o d u c t s ,   a s  well as  improved access f o r   c e r t a i n  
a g r i c u l t u r a l   p r o d u c t s   p a r t i c u l a r l y   b e e f ,   t o b a c c o ,   a n d  wine. Some 70 per 
cen t  of Yugos lav ia ' s   i ndus t r i a l   p roduc t s   w i l l  be admitted  duty-free  with- 
out limit. Twenty-nine reserved items w i l l  c o n t i n u e   t o   b e   s u b j e c t   t o  
c e i l i n g s ;   t h e s e   i n c l u d e  wood p roduc t s ,   shoes ,   fu rn i tu re ,   mine ra l  and 
o t h e r   f e r t i l i z e r s ,   a n d   r u b b e r  trees. For e i x  designated  nonferrous metals, 
a gradual   dismantl ing of t a r i f f s  is  envisaged.  Textile  products  remain 
sub jec t   t o   "vo lun ta ry  res t ra in t"  but w i l l  be   e l ig ib le   for   expanded   quotas  
under  the Community's GSP scheme. 

The EC quota  on  Yugoslav  beef  exports was set i n  1980 a t  34,800 
m e t r i c  tons  annually  (2,900  tons  monthly).   Following Greece's accession 
t o   t h e  EC,  Yugoslav  beef  exports io Greece, which  had  amounted t o  35,000- 
45,000 t ons   annua l ly ,  became s u b j e c t   t o  EC common t a r r i f f s  and o t h e r  
l e v i e s ,   r e s u l t i n g   i n  a more than  doubling of t h e  amount of d u t i e s  and 
o ther   charges  per ton of Yugoslav  beef i n  Greece. Consequently,  such 
ex;rorts became uncompetitive and t h e r e  was a h a l t   i n  beef   exports   to  
Greece. In l a te  1981  the amount of such  dut ies   and  charges  was s h a r p l y  
reduced,   thus  improving  prospects   for   beef   exports  to  Greece. Yugoslavia 
has   reques ted   an   increase   in   the  EC quotd  for  i t s  bee f   expor t s ,   t o   t ake  
in to   account   access ion  of Greece t o   t h e  EC. 

3.  External   debt  

Yugos l3via   has   re l ied   ex tens ive ly  on medium- and  long-term  borrowing 
t o  f inance   the   overa l l   cur ren t   account   def ic i t .   Dur ing   the   per iod  1976-80, 
mediurn- and  long-term  debt  (excluding  purchases from t h e  IMF) increased a t  
an  average  annual rate of 32 per  cent  (Table  42).  By the  end of 1980, 
such  debt  amounted t o  USS16.2 b i l l i o n ,   e q u a l   t o  26 per   cen t  of GSP com- 
pared  with 22 per   cen t  i n  1976. O f  t h i s  amount, USS14.7 b i l l i o n ,   o r  
90 per   cen t  was r epayab le   i n   co twer t ib l e   cu r renc ie s .  The growth  of  debt 
decele   l ted  considerably in 1981, when i t  r o s e  by 6 p e r   c e n t   t o   a n  esti-  
mated USS17.2 b i l l i o n  (27  per cen t  of GSP),  of  which USS15.6 b i l l i o n  
represented   conver t ib le   debt .  

Ava i l ab le   i n fo rma t ion   on   t he   s t ruc tu re  and  composition of medium- 
and  long-term  debt  indicates  that  less than  30 pe r   cen t  of t h e   t o t a l  i s  
publ ic   o r   publ ic ly-guaranteed .  A t  t h e  end  of  December 1980,  disbursed 
public  and  publicly-guaranteed  debt amounted t o  USS4.5 b i l l i o n ,  of which 
49  per   cen t   compr ised   b i la te ra l  loans (mainly  from  the U.S.S.R., t h e  
Federal  Republic  of Germe-~y, the   United  States ,   and  Kuwait) ,  31 pe r   cen t  
represented   mul t i la te ra l   loans   (most ly  from t h e  IBRD), and  19  per   cent  
was from f i n a n c i a l   i n s t i t u t i o n s .  Data on to t a l   d i sbu r sed   conve r t ib l e  
d e b t s  with m a t u r i t i e s   o v e r   o n e   y e a r e   i n c l u d i n g   p r i v a t e   d e b t ,  ehow t h a t  a t  
t h e  end  of  September  1981  abobt 50 per cent was i n   t h e  form of s u p p l i e r s '  
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c r e d i ,  7Lnly f o r   f i n a n c i n g  i ,mrts of equipment.  About  one-third of  
t h e   t o t a l  is i n   t h e  form of f inanc ia l   c r ed i t s   ( exc lud ing   pu rchases   f rom 
t h e  IMF) r o t a i n e d  by the   Na t iona l  Bank of Yugoslavia  and  by  commercial 
banks for  1 i n a n c i n g   t h e   c u r r e n t   a c c o u n t   d e f i c i t .  1/ About 9 p e r   c e n t  of 
t h e   t o t a l   v i s e d   l o a n s   f r o m   t h e  XBRD, and  about  7 per   cen t  repre- 
s e n t e d   r e f i n a n c i n g   l o a n s .  Mediurn- and  long-term  debt   repayable   in  
b i la te ra l  c u r r e n c i e s   c o m p r i s e s   s u p p l i e r s '   c r e d i t s ,   l a r g e l y  for impor ts  
of  equipment. 

Adequa te   i n fo rma t ion   on   t he   ma tu r i ty   s t ruc tu re   and  terns of d e b t s  
is n o t   a v a i l a b l e .  Based on loans   w i th   ma tu r i t i e s   ove r   one   yea r  con- 
t r a c t e d   d u r i n g   t h e   f i r s t   f o u r   m o n t h s  of 1981,   about  18 p e r   c e n t  of t o t a l  
l o a n s   f e l l   i n  the m a t u r i t y   c a t e g o r y  of 1-5   years ,  ,.bout 70  p e r   c e n t  was 
i n   t h e   c a t e g o r y  5 10 y e a r s ,   a n d   t h e   r e n a i n d e r  was w i t h   m a t u l i t i e s   o v e r  
10 years.  W i t h   r e g a r d   t o   t h e   i n t e r e s t  ra te  s t r u c t u r e ,   n e a r l y  80 pe r  
r e n t  of t h e s e   l o a n s   c a r r i e d  a f l o a t i n g  rate;  f o r  f i n a n c i a l   c r e d i t s ,   t h e  
spcead  over LIBOR w a s  g e n e r a l l y  i n  t h e   r a n g e   o f  1.125 p e r   c e n t   t o  
1 .25   pe r   cen t ,   and  f o r  s u p p l i e r s '   c r e d i t s   t h e   s p r e a d  w a s  much lower, 
between 0.5 and 0.75 p e r  cent.  About 9 p e r   c e n t   o f   t h e   l o a n s  were 
con t r ac t - . i  a t  f i x e d   i n t e r e s t  rates of less t h a n  8 p e r   c e n t ,   a n d  11 p e r  
c e n t  a t  f i x e d  rates ot 8-12 p e r   c e n t .  

Data on  short-term  debt are l i m i t e d  t o  f o r e i g n   l i a b i l i t i e s  of t h e  
commercial  banks.  These a re  i n   t h e  form of   hank   c r ed i t s   and   depos i t s  
and are l a r g e l y  fo r  t r a d e   f i n a n c i n g .  A t  the   end  of September  1981, 
t o t a l   s h o r t - t e r m   d e b t   o u t s t a n d i n g   a m o u n t e d   t o  USS1.8 b i l l t o n ,  of  which 
USS1.4 b i l l ion   compr ised   bank   c red i t s .   Be tween  1978  and   1980  shor t - te rm 
d e b t   i n c r e a s e d  by close t o   $ 1   b i l l i o n ,   b u t  showed l i t t l e  growth i n  1981. 

Debt se rv ice   paymen t s   on   conve r t ib l e   deb t s  of over   one  year   (exclud-  
ing IMF) r o s e  from USS1.5 b i l l i o n  in 1 9 7 7   t o  USS2.9 b i l l i o n   i n   1 9 8 0 ,   a n d  
a n   e s t i m a t e d  USS3.7 b i l l i o n   i n   1 9 8 1   ( T a b l e   4 3 ) .   S e r v i c e   p a y m e n t s  on 
such   debts   have   r i sen   f rom  17   per   cen t   o f   expor t s   o f   goods   and   se rv ices  
t o   t h e   c o n v e r t i b l e  area i n  1977 t o  a n   e s t i m a t e d  2 2  p e r  cent i n  1981.  For 
1982 ,  d e b t   s e r v i c e  i n  c o n v e r t i b l e   c u r r e n c i e s  i s  p r o j e c t e d  a t  U S $ 4  b i l l i o n ,  
b u t   t h e   d e b t   s e r v i c e   r a t i o  i s  p r o j e c t e d  t o  f a l l  t o  about 2 1  per c e n t  
because  of  the  marked  expansion i n  p ro jec t ed   expor t   r ece ip t s .   I nc lud ing  
deb t  service r e p a y a b l e   i n   b i l a t e r a l   c u r r e n c i e s ,   t h e   d e b t  service r a t i o  
rose  f rom  about  1 6  p e r   c e n t   i n   1 9 7 7   t o   a n   e s t i m a t e d   2 0   p e r   c e n t  i n  1981 
and i s  p r o J e c t e d   t o   d e c l i n e   t o   1 7   p e r   c e n t   i n   1 9 8 2 .  As a p r o p o r t i o n  of 
GSP, t o t a l   d e b t  service (exc luding  IMF) h a s   r i s e n  by about  2 percentage  
points   between  1977  and  1981  to  6 . 4  p e r   c e n t .  

1/ Such f i n a n c i a l   c r e d i t s   r e p r e s e n t   f o r e i g n   l i a b i l i t i e s  of t h e  bank- 
ing   sys tem  and  are i n c l u d e d ' i n   t h e  i tem " n e t   f o r e i g n  assets" i n  the 
monetary   survey ,   bu t  are included  above-the- l ine i n  long- t e rm  cap i t a l  
i n   t h e   b a l a n c e  of payments. 
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4 .  Exchange  and t r a d e   p o l i c i e s  

a. Exchange r a t e   p o l i c y  

S ince   Ju ly  1 2 ,  1973 ,   t he   d ina r   has  not  been  maintained  within 
announced  margins  and the  exchange  rate  has  been  modified a t  f r equen t  
i n t e r v a l s  by the   Nat iona l  Bank, t a k i n g   i n t o   e c c o u n t   p a r t i c u l a r l y   t h e  
r a t e s   v i s - a -v i s   t he  U.S .  do l l a r   and   t he   dcu t sche  mark. The Law on 
Foreign Exchange Operat ions and F o r e i g n   C r e d i t   R e l a t i o n s   i n   e f f e c t   s i n c e  
March 1977 s t i p u l a t e s   c h a t   t h e   F e d e r a l  Assembly sha l l   fo rmula te   exchange  
r a t e   po l i cy   and   de t e rmine   t he   gu ide l ines   fo r   t he   adop t ion  of measures 
p e r t a i n i n g  t o  the   implementat ion of the   po l i cy .  It a l s o   s t a t e s   t h a t  a 
r z a l i s t i c  exchange rate p o l i c y   s h a l l  be an   impor t an t   pa r t  of t he   coun t ry ’ s  
economic  and  foreign  ekchange  policy. The Nat iona l  Bank of Yugoslavia 
i n  coope ra t ion   w i th   t he   r epub l i can  and provinc ia l   na t iona l   banks  imple-  
ment the   exchange   ra te   po l icy .  The Federal   Executive  Council ,   which 
determines  the  exchange rate of t h e   d i n a r ,   r e p o r t s   p e r i o d i c a l l y  t o  t h e  
Federal  Assembly on the  exchange rate po l i cy .  

Following  frequent small exchange ra te  a d J u s t n e n t s   I n  1978-79,  on 
June 6 ,  1980,   the   d inpi  was dep rec i a t ed  by 23 p e r   c e n t   ( t h e   d i n a r / d o l l a r  
r a t e  was changed  from US$1 = Din 2 1  t o  IJS$l = Din 27.3).   This  depreci-  
a t i o n  was aimed a t  cornpensatink f o r   p r i c e  dnd c o s t   d i f f e r e n t i a l s   v i s - a - v i s  
ma jo r   t r ad ing   pa r tne r s ,   improv ing   expor t   compe t i t i veness ,   and   o f f se t t i ng  
the  impact of the removal of t h e  10 per   cen t   impor t   surcharge .  To moni- 
t o r  exchange ra te  developments ,   the   Yugos lav   au thor i t ies   cur ren t ly   use  a 
basket  of currencies   weighted by t h e i r   s h a r e s   i n   t o t a l  payments.  In 
terms of t h i s   b a s k e t ,   t h e   n o m m a l   e f f e c t i v e   e x c h a n g e  rate of t h e   d i n a r  
dep rec i a t ed  by 30 p e r  cent   during  1980,   mainly  due  to   the June a c t i o n  
(Table 4 4 ) .  The a c c e l e r a t i o n   o f   E m e s t i c   c o s t  and p r i c e   i n c r e a s e s   d u r i n g  
the  second  half  of 1980  par t ly   Eroded   the   compet i t ive   ga ins   accru ing   f rom 
the   June   deva lua t lon ;   du r l rg  1980, t h e   e f f e c t i v e  exchange ra te ,  a d j u s t e d  
f o r   r e l a t i v e   w h o l e s a l e   p r i c e s ,   d e p r e c i a t e d  by about  10 per  cent. In  t h e  
f i r s t   h a l f  of 1981, t h e  e f f e c t l v e   e x c h a n g e   r a t e   d e p r e c i a t e d  by a small 
amount as t h e  conce rn   abou t   domes t i c   i n f l a t im  led to a conse rva t ive  
exchange rate p 0 l i . c ~ .  However, beginning i n   J u i v ,  a more act ive  exchange 
r a t e   p o l i c y  was pursued  with a v i e w   t o   s t i m u l a t i n g   e x p o r t s .  As a r e s u l t ,  
during  1981 a% a whole,   the  nominal  effective  exchange rate deprec i a t ed  
by about 23 per   cen t .   Dur ing   January   1982  the   ac t ive   exchange   ra te  
p o l i c y  was cont inued  and  the  nominal   effect ive  exchange rate deprec i a t ed  
f u r t h e r  by about  5 pe r   cen t .  

b. Changes i n  exchange   and   t rade   regula t ions   in   1981 I 1/ 

All commodities  included i n   t h e   f o r e i g n   t r a d e   n o m e n c l a t u r e  are 
c l a s s i f i e d  in t h r e e   m a i n   c a t e g o r i e s ,   l a r g e l y   i n   a c c o r d a n c e   w i t h   t h e  
manner i n  which  exchange  is’made  available:  LB--liberalized  goods; RK 

1/ A d e s c r i p t i o n  of the  exchange  and  t rade  system as of December 31, 
1930 i s  g l v e n  i n  t h e  Annual  Report  on  Exchange  Arrangements  and  Exchange 
R e s t r i c t i o n s ,   1 9 8 1 .   I n s t i t u t i o n a l   a s p e c t s  of the   decent ra l ized   exchange  
a l l o c a t i o n   s y s t e m  are desc r ibed  i n  t h e  Appendix. 
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and DK--goods s u b j e c t   t o   i n d i v i d u a l   q u o t a s  i n  q u a n t i t y  and d ina r   t e rms ,  
r e spec t ive ly ;   and  D--goods s u b j e c t   t o  ad hoc   l i cens ing .   In   Apr i l   1981  
a l a r g e  number of commodit ies   were  shif ted  between  categories .  On t h e  
i m p o r t   s i d e ,   1 , 0 1 2   i t e m s   w e r e   s h i f t e d   t o   t h z  LB l i s t  ( 2 7 7  from the FW 
l i s t ,  724 f rom  the DK l i s t ,  and 11 from  the D l i s t ) .  A t  t h e  same Lime, 
1 9  items were s h i f t e d   f r o m   t h e  LB l i s t  t o  the  restricted l i s t s  ( 1 2  i t e m s  
t o   t h e  RK l i s t  and 7 t o   t h e  D l i s t ) .   I n   a d d i t i o n ,  24  items were s h i f t e d  
from DK t o  RK. The Items l i b e r a l i z e d   a f f e c t e d  many d i f f e r e n t   t y p e s  of 
commodi t i e s   Inc lud ing   ag r i cu l tu ra l   p roduc t s ,  raw m a t e r i a l s ,  and c o n s u m r  
goods . P a r t l y  as  a r e s u l t  of t hese   changes ,   t he   va lue  of imports under 
t h e  LB Lategory  rose  from 4 2  per c e n t  of t o t a l   i m p o r t s   i n   1 9 8 0  t o  48 per 
c e n t   d u r i n g   t h e   f i r s t  11 months  of 1981  (Table  45). On t h e   e x p o r t  
s i d e ,  4 1  items were s h i f t e d   f r o m  D t o  LE and 26 i t c - m s  were s h i f t e d   f r o m  
LB t o  D; t h e  lat ter g r o u p   l a r g e l y   c o m p r i s e d   a g r i c u l t u r a l  and  mineral  
p r o d u c t s   i n   s h o r t   l o c a l   s u p p l y .  

I n   J u l y   1 9 8 1   t h e   e x p o r t  and i m p o r t  of Yugoslav  banknotes was l i m i t e d  
t o  Din 1,500 p e r  person   for  the f i r s t  t r i p  du r ing   t he   yea r ,   w i th  no allow- 
a n c e s   f o r   s u b s e q u e n t   t r i p s   d u r i n g   t h e  same yea r .   P rev ious ly   t he  l i m i t  
had  been Din 1 ,500   per   person   per  t r i p .  This r e s t r i c t i o n  aimed a t  stem- 
ming t h e   o u t f l o w  of d i n a r s  which  were  being  sold  abroad a t  below t h e  
o f f i c i a l  exchange rate   and  which wele be ing   used  t o  buy  consumer g ~ d s  
and   o the r   impor t s   i n   excess  of permi t t ed   l eve l s .   E f fec t ive   J anua ry  1, 
1982,  the  amounts  of  Yugoslav  banknotes  which  could  be  brought  in,  or 
taken   ou t  of t h e   c o u n t r y   d u r i n g   t h e  year were e s t a b l i s h e d  a t  Din 1 ,500   pe r  
pe r son   fo r  the f i r s t  t r i p  and Din 200 p e r  pe r son   fo r   each   subsequen t  t r i p .  

S i n c e   l a t e   1 9 8 0   b r o k e n   c r o s s  rates e x i s t e d   i n   t h e  Yugoslav  exchange 
market   and  In  the first h a l f  of 1981  the   b reaks  became q u i t e  marked. I n  
Ju ly   and   ea r ly   Augus t   d ina r   exchange  rates were ad jus t ed  s o  as t o   r e d u c e  
t h e   d i f f e r e n t i a l s   b e t w e e n  cross r a t e s   p r e v a i l i n g  i n  Yugoslavia  and i n  
t h e   p r i n c i p l e   f o r e i g n   e x c h a n g e   m a r k e t s   a b r o a d ,   a n d  by  August 1 2 ,  1981 
b r o k e n   c r o s s   r a t e s  were e l i m i n a t e d .  

I n  Auguec 1981 new regu la t ions   were   i s sued   wh ich  exempted sales of 
domest ical ly   manufactured  goods  (except   foodstuff  s ,  c o s m e t i c s ,   l i q u o r  
and   pe t ro l )   f rom  turnover  taxes i f   s u c h   g o o d s  were purchased   wi th   d inars  
ob ta ined  by sales of foreign exchange he ld  by n a t u r a l   c i t i z e n s   a n d   j u r -  
i d i c a l   p e r s o n s  in d foreign  exchange  account  or foreign  exchange  savings 
d e p o s i t .  These t a x   e x e m p t i o n s   a l s o   a p p l y   t o   f o r e i g n e r s   i f   t h e   r e l e v a n t  
commodity purchases  were made i n   d i n a r s   o b t a i n e d   f r o m   t h e  sale of f o r e i g n  
exchange t o   a n   a u t h o r i z e d   b a n k .   I n   b o t h   c a s e s ,   t h e   c e r t i f i c a t e  of s a l e  
of   foreign  exchange  issued by the   au tho r i zed   bank  i s  necessary  proof t o  
o b t a i n  the tu rnove r  tax exemptions; t h i s  c e r t i f i c a t e  is n o t   n e g o t i a b l e .  

I 

In  December 1981,   the   va lue  of d u t y   f r e e   i m p o r t s   t h a t   c o u l d  be  brought 
i n t o   t h e   c o u n t r y  by r e t u r n i n g   r e s i d e n t  travelers was reduced from Din 1,500 
p e r   p e r s o n  t o  Din 200 pe r   pe r son .  
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Table  33. Yugoslavia:   Balance of Payments,  1978-82 

(In m i l l i o n s  oL U.S. d o l l a r s )  

1978  19 79 1980  1981  1982 
h t c r t  Pro- 

emtimate j a c t i o n  

A. 

B. 

C 
D 
E 
F. 
G. 
8 .  

Coode and se rv ices   and   un requ i t ed  
t r a n e f e r n  

Exporte,  f . o .  b . 
fmpottm , C .  I. f . 

Trade  balance 

Services   and  unrequi ted  t ransfer .  
(net) 
Credits- 
Workers' and emigrants' rcmittanccm 
Travel  
T r a n s p o r t a t i o n  
I n t e r e s t  
Other 

T o t a l  

Debi ta .  
Workers '   and  emigrabts '   remit tances  
Travel  
T r a n e p o r t r t i o n  
Enteremt 
Other 

T o t a l  

Long-term c a p i t a l  

Long-term loans r ece ived   (ne t )  A/ 
Drauinge 
Repayment a 

Long-term loann ex tended   (ne t )  

Tot a1 

Bi l a t c rAl   ba l ancee  

Shor t - t e rm  cap i t a l  (net) L/ 
A l l o c a t i o n  of SDRs 
Errorn and omiseionm 

T o t a l  (A through F) 
Reserve  mvements  

U s e  of Fund credit 
S DRa 
Reeerve p o e i t i o a  in t h e  Fund 
&ld  

-1.283 

5,809 
-10,439 

-4,630 

3,347 

2 , 950 
1,130 
1,200 

170 
a10 

6,260 

-1 , 280 
-128 
-590 
-495 
-620 

-2 , 913 

1 , 706 
3 . 1 ~ 6  

-1.440 
-106 

1,600 

" 

-65 

82 

37 
371 

-21  

-3,661 

6,794 
- 1 4  , 019 

-7,225 

3,564 

3,393 
1 , 183 
1 , 4 0 5  

188 
1,313 

7 , 4e2 

-1,683 
-155 
-674 
-82 1 
- 585 

-3,918 

1,452 
3 , 154 

-1,702 
-125 

1,327 

74 2 

218 
37 
-9 

-1,346 

218 

-2 , 291 

8,978 
-15 , 064 

-6 , 086 

3,795 

4 050 
1 ,645  
1,669 

197 
1 , 7 6 1  

9,322 

-2,511 
-130 
-837 

-1,281 
-768 

-5,527 

2,145 
4,151 

-2,006 
-221 

1,924 

354 

739 
37 

-935 
-172 

304 

-1,280 

10,350 
-15.560 

-5,210 

3 930 

4,820 
1 , 9 7 5  
1,825 

376 
2.089 

11 ,085 

-2,997 
-160 
-870 

-1,979 
-1.149 

-7,155 

1 , oc9 
3,220 

-2,211 
-250 

759 

-500 

11 
38 

577 

-395 

550 

-500 

12,600 
-1a.033 

-5 ,433 

4,933 

5,100 
2 500 
2,275 

390 
2,093 

1 2  , 358 

-2,950 
-135 
-950 

-2 , 165 
-1.225 

-7,425 

4 10 
2.800 

-2,390 
-270 

140 

70 

-500 
" 

198 
-592 

592 

O f f i c i a l   f o r e i g n   e x c h a n g e  (increase -1 -257 1.085 - 168 ) ) 

Tota l   -371  1,346 172 395  592 

Memorandum item: 
Current  accomt d e f i c i t  ae a percentage  

of gross s o c i a l   p r o d u c t  2 6  6 . 0  3.6 2 0  0.8 

Sources .  National Bank of Yugoslavia;  and s t a f f  estimates. 
1/ Includce medium- and long-tarm borroving by the Nat iona l  Bank (except   na t   pur -  

- 2 /  Includes  short-term  borrowing by comercia1 banks. 
chzsee from t h e  Fund) ,  and c o m c r c i a l  bank0 



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

( In   mi l l i ons  of U. S. d o l l a r s )  

1978  1979 1980 1981  1982 
Latest Pro- 

estimate j e c t i o n  

A. Goods and services and  unrequited 
t ransf   era  - 1 , 2 7 2  -3,304 -2,203 -1,620 -500 

Exports,  f.0.b. 3,971 4,766 5,656 6,230 7 , 730 
Imports,  c. i. f -8,373 -11,336 -11,321 -11,540 - L 8 8 5  

Trade  balance -4,402 -6,570 -5,665 -5,310 -5,155 

” 

- 

Services and unrequited trmsfers 
(net)  3,130  3,266  3,462 3 690  4,655 

B. Long-term c a p i t a l  
Long-telrc loans  received  (net)  IJ 1,483  1,335  2,065 999 460 

Drawings  2,819  2,903  3,909  3,060 2 , 650 
Repayments  -1,336  -1,568 -1,844 -2,061  -2,190 

Long-term loans  extended  (net) -97 -123 -235 -235 -250 

To ta l  1,386 1,212 1,830 7 64 210 

C. Short-term capital  (ne t )  - 2/  82 218 739 11 -500 

D, Allocatron of SDRs ” 37 37 38 ” 

E. Errors  and omlssicns  175  491 -5 75 412 198 

F. Total (A  through E) 371  -1,346 ‘ -172 -395 -5 92 

G. Reserve movements 
Use of Fund c r e d i t  -2 1 218 304 550 592 
SDRs -7 -34 41 1 1 I 
Reserve  posi t ion  in   the Fund -8 1 81 
Gold -5 -4 -5 ) 
Off ic ia l   fore ign   exchange   ( increase  -) -257 1,085 -168 ) 1 

” -155 ) 1 
” 

I 

Total  -371 1,346  172 395  592 

Sources:  National Bank of Yugoslavia;  and s t a f f  estimates. 

1/ Includes medium- and  long-term  borrowing by the  Nat ional  Bank (except  net  pur- l 

- 2 /  Includes  short-term  borrowing by commercial banks. 
chases from t h e  Fund) , and by commercial  banks. 
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Table 35. Yugoslavia:  Balance of Payments 
(Nonconvertible Currency Area) ,  1978-82 

(In  millions of U.S. dollars’l 

1978  1979 1980 1981  1982 
Latest Pro- 
estimate  jection 

A. Goods and  services  and 
unrequited  transfers 

Exports, f . o b b .  
Imports, c .  i. f. 

Trade  balance 

Services and unrequlted 
transfers ( n e t )  

B. Long-term  capital 
Long-term  capltal  (net) 

Drawings 
Repayments 

(net) 

Tot a1 

Long-term  loans extended 

C. Errors and omlsslons 

D. Total (A through C) 

-11 

1,838 
-2,066 

-228 

217 

223 
327 
-104 

-9 

214 

-138 

65 

E. Bilateral  balances (increase 
in assets - >  -65 

-357 

2,028 
-2 ,683  
“ 

-655 

2 98 

117 
251 
-134 

-2 

115 

-500 

- 

-742 

742 

-88 340 

3,322 4 , 1 2 0  
-3,743 -4,020 

-421 100 

333 243 

80 10 
24 2 160  

-162 -150 

14  -15 

94 -5 

-360  165 

-354 500 

354 -500 

” 

4,870 
-5,148 

-2 78 

278 

-50 
150 

-200 

-20 

-70 

” 

- 70 

70 

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

(Percent-age change over previous year, jn terms 
of U, S .  dollars) 

1976  1977 1 9 7 8  1979  1980  1981 
Latest 
estixate 

Exports 

Value 
Volume 
Price 

20.1 8.0 11.9 16 .9  32 .1  15.3 
15.4 - 2 . 7  2.7  1 . 6  11 .o 3 . 0  
4.0 11.0 9 . 0  15 0 1 9 . 0  12.0 

Imports 

Value 
Volume 
Price 

-7.4 3 2 . 5  6 . 6  3 4 . 3  7 . 4  3 . 3  
-10.1 16 .6  1.5 12 .9  -10.5 -7.8 
3.0 13.6 5.0 1 9 . 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; IMT, International 
Financial S t a t i s t x s ;  and s ta f f  calculations. 
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Table  38.  Yugoslavia:  Indicators  of  Export  Performance,  1975-80 

1975  1976  1977  1978  1979  1980 

Growth  rates  (in  per  cent) 

factor  services  (at 
constant  1972  prices)  -1.6  15.0  -5.4 -0.9 -0.3  8.9 

Merchandise export volume  -2.3 15.4 -2.7  2.7  1.6 11.0 
Merchandise  export  values 

( i n  terms of current 
U. S. dollars) 7.0 20.1 8.0 11.9  16.9  32.1 

Exports of goods  and  non- 

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 fzr relative 
wholesale  prices 1OO.G 101.4 100.0 96.0  97.1  94.6 

Adjusted  for  relative 
unit  labor  costs 100.0 304.4 106.3 105.4 101.5 97.0 

(in U.S.  dollar  terms) g/ 100.0 104.1 107.6 103.0 103.9 109.5 

dinars/unit  labor  costs - 3/ 100.0 99.1 100.1 95.9 96.9 128.8 

dinars/consumer  prices 31  100.0 100.5 100.7 98.1 94.0 103.5 

dinars/retail  prices 2/ 100.0 97.8 96.6 94 1 91.5 109.9 

Relative  export  unit  values 

Export  unit  values  in 

Export  unit  values  in 

Export  unit  values  in 
- 

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

- I./ Weighted by exports to Western  trading  partners  in  1975. 
2/  Export  unit  values of Yugoslavia  in  relation  to  a  weighted  average of 

3/ Export  unit  values of Yugoslavia  in  relation  to costs and prices in 
export  unit  values  of  Western  trading  partners. 

Yugoslavia. 
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Table 41. Yugoslavia:  Average  Tariffs by Customs Pos i t ion  

( In  per cent )  

1976  1977  1978  1979  1980  1981 
Jan -Nov Customs P w i t i o n  

Live animals and animal 

Vegetable  products 
P a ~ s ,  o i l s ,  and  waxes 
Food industry  products,  drinks, 

tobacco 
Minerals 
Chemicals 
Plast ics  and  rubber 
Leather  and  furs 
Wood and  veneer 
Ce1l.ulose  and  paper 
Text i les  
Clothing,  hats,   umbrellas,  

etc. 
Manufactures of s tone ,  cement, 

asbestos,   ceramics,   glass 
Pearls, precious  stones and 

metals , etc.  
Metals and metal  products 
Machines, apparatus,   elec- 

t ro t echn ica l  equipment 
Trucks,   planes  and  their  

spares ,   ships ,  etc. 
Instruments 
Arms and  ammunition 
Miscellaneous goods 
Works of ar t ,  co l l ec t ions ,  

products 

and ant iques 

5.7 
3.1 
4.9 

5.3 
2.3 
5.5 

6.5 
2.5 
5.2 

8.7 
4.6 
3.8 

9.3 8.7 
3.7 3.8 
7.4 7.2 

5.0 
5.2 
8 . 8  
11.9 
4.5 
9.0 
11.1 
9.6 

4.8 
1.9 
9.1 
12.1 
5.9 
6.0 
8.7 
9.7 

5.2 
1.9 
8.5 
11.7 
4.4 
5.5 
9.2 
9.1 

6.2 
0.9 
7.9 

11.2 
1.9 
5.3 
8.5 
9.5 

5.9 6.6 
1.2 1.2 
7.8 7.8 
10.7 10.2 
1.1 2.2 
4.7 5.1 
7.8 8.2 
9.1 9.1 

17.4  17.2 20.2 21.4 20.2 17.6 

12.3 12.3 12.6 12.8 12.5 13.3 

7.1 
1c. 2 

6.8 
10.7 

7.7 
10.4 

7.4 
10.3 

8.7 13.6 
9.6 9.3 

13.9 15.1 14.3 13.2 12.4  12.7 

16.5 
11.6 
17 .1  
18.1 

16.4 
12.1 
10.4 
18.0 

15.3 
11.2 
7.3 
17.7 

15.3 
9.8 
23.5 
16.3 

13.6 14.1 
9.0 8.9 

24.3 24.8 
16.0 15.9 

3.1 2.7 3.2 3.0  1.6 

Total 10.1 10.1 9.8 €1. 9 7.6  7.1 

Source; Data suppl ied by the Yugoslav a u t h o r i t i e s .  
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Table 43. Yugoslavla:  External Debt Service Payments on 
Medwm- and Long-Term Debt, I 1/ 1977-82 

( I n  m l l l i o n s  of U.S. do l l a r s )  

1 9 7 7  1978  1979  1980  1981  1982 
Estl- Pro- 
mate Jec t lon  

A. Repayable in convertible 
currencies ,  excluding 'IMF 

Debt service  1 ,492 1 , 7 7 4  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) 

E. Repayable In b i l a t e r a l  
currencies  

Debt se rv ice  
Amortization 
In teres t 

C. On debt t o  IMJ? 

D e b t  se rv ice  
Repurchases 
Charges 

D. Debt servlce 
Convertlble (A 3. C) 

Total ( A  i- B i- C) 

1,640 1,888 2,367  3,000  3,853  4,185 

1,803  2,009  2,538  3,207  4,047  4,440 

E. Debt s e r v l c e  r a t io s  - 2 /  
( I n  per cent) 

Convertlble c u r r e w i e s ,  
excluding IMF 1 7 . 2  17.8 19.3  19.9 21.9 20.5 

Total,  exc ludmg IMF 15.6 15.5 17.2  17.0  19.8 1 7 . 1  

Memorandum item: 

I n t e r e s t  on short-term debt 16 20 44 150 2 30 155 

\ 

~~ ~~ 

Sources: Data supplied by the Yugoslav a u t h o r i t l e s ;  and staff est imates .  

- 1/ Debts  wlth  original ma tu r i ty  of over one year .  
- I  - . r . . .  r 1 
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Table 44. Yugoslavia: E f f e c t i v e  Exchange Rates 

(May 1980 - 100) 

End of  period 

Nominal Real 
Effec t ive   E f fec t ive  

Exchange Rate - I /  Exchange Rate - 2 /  

1979 December 

1980 March 
b Y  
June 
Ju ly  
August 
September 
October 
November 
December 

1981 January 
February 
March 
Apr i l  
h Y  
June 
J u l y  
August 
September 
October 
November 
December 

107.7 

108.8 
100.0 

75.9 
76.7 
76.6 
75.6 
76.3 
75.6 
75.4 

78.5 
76.7 
72.8 
7 2 . 9  
74.1 
74.2 
69.6 
65.2 
64.8 
6 3 . 2  
61.5 
58.4 

9963 

106.5 
100.0 

77.6 
80.0 
81.6 
84.3 
88.4 
89.8 
89.6 

100 . 5 
100.5 

97.9 
99.9 

102.5 
104.7 

98.4 
93.8 3 /  
94.1  x/ 
94.6 T/ 
93.2 ?/ 
89.2 I/ 

Sources: IMF, I n t e r n a t i o n a l   F i n a n c i a l   S t a t i s t i c s ;  and staff 
estimates. 

1/ Based  on  payments  weighted  currency  basket  used by t h e  Yugoslav 
autihorit ies  to  monitor  exchange rate developments; a decline i n  the  
lndex  denotes a dep rec i a t ion .  

2 /  Nominai effect ive  exchange rate adjus ted  by changes in Yugoslav 
p roduce r   p r i ces   r e l a t ive  t o  a weighted average of wholesale p r i c e s  of 
malor conver t ib l e   cu r rency   t r ad ing   pa rmers .  Yugoslav pro+cer   pr ices  
a r e  a weighted  average of industrial .   produce1 prices (75 per cent) and 
agr i cu l tu ra l   p roduce r   p r i ces  (25 per   cen t )  . 
- 3/  Yugoslav   agr icu l tura l   p roducer   p r ices   a re   es t imated ,  
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Table  46. Yugoslavia:  External Reserves  

( I n   m i l l i o n s  of U.S. d o l l a r s ;   e n d  of per iod)  

N a t i o n a l  Bank of Yugoslavia  
O f f i c i a l  Reserves Fore ign  

Reserve Assets 
p o s i t i o n  of 

i n   t h e   F o r e i g n  Depos i t  
Fund SDRs Gold  exchange  Total   Banks  Total  

1975 
1976 
197 7 

1978 
1st q t r .  
2nd q t r .  
3 r d   q t r .  
4 t h  qtr. 

197 9 
1st q t r .  
2nd q t r .  
3 r d   q t r .  
4 t h   q t r .  

1980 
1st q t r .  
2nd q t r .  
3 r d   q t r .  
4 t h   q t r .  

1981 
1st q t r .  
2nd q t r .  
3 r d   q t r .  
November 

" 34 
" 10 
" 13 

" 1 2  
77  12 
79  24 
81. 20 

78  52 
76 
72 

" 54 

" 

" 

" 74 
" 100 
" 79 

13 " 

" 22 
" 2 1  

33 
" .85 
" 

62 
62 
6 4  

66 
66  
66 
69 

7 1  
7 1  
7 1  
7 3  

75 
78 
78 
78 

78 
78 
78 

- 78 

77 7 
1,980 
2 , 031 

2,184 
2,000 
2,283 
2,288 

1 , 845 
1 , 7 1 1  
1 ,654  
1 , 2 0 3  

762 
782 
802 

1 , 371 

1 , 4 0 8  
1 ,415  
1 ,435  
1 ,640  

873  350 
,2 , 052  658 
2 , 108  666 

2,263 7 1 4  
2,155  820 
2,453  869 
2 , 457 783 

2,046  727 
1,858 664 
1 , 797 94 2 
1,330  638 

911 424 
960 843 
959 1 ,273  

1,462 1,102 

1,508 1 130 
1 , 514  987 
1,546  1 ,044 
1,803 .. . 

1,223 
2 , 710 
2,774 

2,978 
2 , 976 
3 322 
3 , 245 

2,773 
2 522 
2,739 
1 , 968 

1 , 335 

2 , 232 
2,567 

1,803' 

2 , 638 
2,501 
2.590 ... 

Sourcrs :  IMF, I n t e r n a t i o n a l   F i n a n c i a l   S t a t i s t i c s ;   a n d  the N a t i o n a l  
Bank of Yugoslavia .  
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I n s t i t u t i o n a l  Aspects of the  Decentral ized 
* Exchange  and Trade Sy:;tcm 

In 1977-78  major l e g i s l a t i o n  was adopted  governing  fnreihm transac- 
t i o n s ,  which  extended  the  principle of self-management embodied i n  t he  
1974 c o n s t i t u t i o n   i n t o   t h e   f i e l d s  of exchange  and t r a d e   r e l a t i o n s .  The 
most  important laws are: ( 1 )   t h e  law on   t rade   in   goods  and se rv ices   w i th  
fore ig t l   count r ies ;  ( 2 )  t h e  law on foreign  exchange  operat ions  and  foreign 
c r e d i t   r e l a t i o n s ;  and ( 3 )  t h e  law on  the  conduct of b u s i n e s s   a c t i v i t i e s  
abroad. The basic  approach i s  t o   d e v e l o p   o v e r a l l   p o l i c i e s   s t a r t i n g   w i t h  
the plans of organiza t ions  of assoc ia ted   l abor  (OALs) and  working  up, 
through a system of agreements  based  on  consultations  and  negotiations,  
t o   deve lop  economic p lans  and procedures   for   the  economy as a whole. 

1. Organizat ional  se t -up  

OAL i s  a gene r i c  term f o r   t h e  economic o r  noneconomic o rgan iza t ion  
which carries o u t   a c t i v i t i e s   w i t h   s o c i a l  means  of product ion  and  resources ,  
and  which i s  organized  on a self-management bas i s .  OALs inc lude :   bas ic  
organiza t ions  of assoc ia ted   l abor  (BOALS), work o rgan iza t ions ,  and com- 
pos i t e   o rgan iza t ions  of assoc ia ted   l abor .  A BOAL i s  formed f o r   e a c h   u n i t  
of a work organization  which makes up a working  whole  and i n  which the  
r e s u l t s  of j o in t   l abo r   can  be e x p r e s s e d   i n  terms of va lue  on the   marke t  
o r   w i t h i n   t h e  work organization  concerned.  Harmonization  and  control of 
t h e   a c t i v i t i e s  of OALs i s  achieved  through  various  bodies which serve as 
f o r a   f o r   n e g o t i a t i o n  and coordinat ion of self-management  agreements. 

These  bodies  include  communities of i n t e r e s t ,  economic  chambers,  and 
o ther   t rade   g roups .  All n o n s t a t e   e n t i t i e s  which real ize  and/or  make 
use of foreign  exchange,  including BOALs and OALs, are p a r t i c i p a n t s  in 
communities  of i n t e r e s t   f o r   f o r e i g n  economic r e l a t i o n s   a t   t h e   r e p u b l i c a n  
and  p rov inc ia l   l eve l  , A t  t h e   F e d e r a l   l e v e l ,   t h e r e   e x i s t s   t h e  ,Yugoslav 
Community of I n t e r e s t  f o r  Foreign Economic Relations  and  the  Yugoslav 
Economic  Chamber,  which comprise   representat ives  from t h e  respective 
republ ican  axd  provincial   bodies .  A r e p r e s e n t a t i v e  of the   Federa l  
Execut ive   Counci l   t akes   par t   in   the  work of t h e  Yugoslav Community. 
Within t h i s  complex of e n t i t i e s  and i n s t i t u t i o n s ,  self-management  agree- 
ments  provide  the most bas i c  mechanism  of dec is ion .  Self-management 
agreements are legal ly   binding  contractual- type  agreements   entered  into 
by workers i n  work organiza t ions  and  communities of i n t e r e s t ,  and  between 
d i f f e r e n t   e n t i t i e s ,  i n  o r d e r   t o   r e g u l a t e  and a d j u s t   t h e i r   i n t e r e s t s ,  
Social  ccmpacts are agreements of o roade r   soc i a l   s ign i f i cance  and  embrnce 

+ p a r t i c i p a t i o n  by p o l i t i c a l  bod.ies as well as by OALs. I 

, 2. Policy  formulat ion 

Every year the   Federa l  Assembly approves  the  Joint   Foreign Exchange 
Pol icy  (JFEP) , a t  t h e  same time as t h e   J o i n t  Economic P o l j c y   f o r   t h e   y e a r  
i s  formulated and approved. The JFEP is a comprehensive  plan  which 
i n c l u d e s   p o l i c i e s  on expor t s ;   impor t s ;   p ro t ec t lm  of  domestic  production; 
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t h e  exch,inge rate;  f o r e i g n  exchange r e s e r v e s ;   f o r e i g n   c r e d i t   r e l a t i o n s ;  
c o o r d l n a t i o n  of mutua l  r e l a t i o n s  between the r e p u b l l c  and provincial .  
communities of i n t e r e s t  for fore ign   economic   re la t ions ;   and   ba lance  of 
payments r e 8 t r i c L i o n s  b 

The s t a r t i n g  p o i n t  i n  the p r o c e s s  of d e v e l o p i n g   t h e  JFEP,  is t h e  
p r i n c i p l e   t h a t  B O L U S  are the b a s i c   h o l d e r s  of r i g h t s   a n d   o b l i g a t i o n s  
in   t he   fo re lgn   exchange   sys t em and t h e  basis f o r  t h e  fo rmula t ion  of 
e x t e r n a l   p o l i r i e s  i s  laid  through  self-management  agreements  between ()ALE. 

A promlnent   role  i s  assigned  to   the  self-management   communit ies  of i n t e r -  
es t  fo r   fo re ign   economic   r e l a t ions  e s t ab l i shed  w i t h i n  each republ ic   and  
autonomous  province  and, a t  t h e  f e d e r a l  l e v e l ,  t o   t h e  YuRoslav Community 
of I n t e r e s t   f o r   F o r e i g n  Economic R e l a t i o n s .  In the  self-managing corn- 
mun i t l e s  of i n t e r e s t   w i t h i n   t h e   r e p u b l i c s  and  autonomous  provinces, bal- 
ance of payments p r o j e c t i o n s  are prepared  for t h e   i n d i v i d u a l   r e p u b l i c s  
and autclnornous provinces.  Through a p rocess  of n e g o t i d t i o n  and a d j u s t -  
m e n t ,  t h e s e   p r o - j e c t i o n s   a r e   c o n s o l i d a t e d   i n t o   t h e   o v e r a l l   b a l a n c e  of  pay- 
ments f o r  Yugoslavia ,  and social   compacts   between  the  republ ics   and  auto-  
nolnous p rov inces   e s t ab l i sh   t he   gu ide l ines   wh ich  will ensure  implementat ion 
of t h e  agreed  economic  pol ic ies .  The r e p u b l i c s  and  autonomous  provinces 
are r e s p o n s i b l e  for t h e   r e a l i z a t i o n  of t h e  JFEP, a l though   t he   Fede ra l  
Executive  Council  may I n t e r v e n e   i n   c o n s u l t a t i o n   w i t h   t h e  Yugoslav Community 
f o r   F o r e i g n  Economic Re la t ions  in o r d e r   t o   a t t a i n   t h e   t a r g e t s  set o u t   i n  
t h e  JFEP. The self-managlng  communities of I n t e r e s t   i n   t h e  varislib repub- 
l l c s  and  autonomous  provinces  play a c r u c i a l  role IE acrua l   implementa t ion  
of t h e   p o l i c i e s   b o t h   t h r o u g h  t n d r  r n l e  as the organ iza t ion   w i th in   wh lch  
self-management  agreements  between  participants  in  foreign  economic 
r e l a t i o n s  are concluded ,   bu t   a l so  as monitors   of  the performance  during 
t h e   y e a r .  

3 Trade t r a n s a c t i o n s  

The Law on  Trade i n  Goods and Serv ices   wi th   Fore ign   Count r ies   es tab-  
l i s h e s  t h e  cond i t ions   unde r  which OALs engage jn f o r e i g n   t r a d e .  To be 
e l i g i b l e  t o  p a r t i c i p a t e  i n  f o r e i g n   t r a d e ,   a n  OAL must  be  registered  and 
must  conclude  self-management  agreements  with OALs engaged i n   t h e  produc- 
t i o n  of goods f o r  e x p o r t   o r   o t h e r  OALs on  whose  behdf  i t  t r ades   on  a 
stable bas is   and  on a large s c a l e .   C o c r d i n a t i n g  Committees a t  the  repub-  
l l c a n  and p r o v i n c i a l   l e v e l  as well as   under   the   Federa l   Execut ive   Counci l  
(FEC) e s t ab l i sh   whe the r  OALs meet t h e   r e q u i r e m e n t s   p e r t a i n i n g   t o   t h e  
conduct of f o r e i g n  trade. The FEC, wi th   the   concurrence  of the  competent 
r e p u b l i c a n   a n d   p r o v i n c i a l   a u t h o r i t i e s ,   r e g u l a t e s   f o r e i g n   t r a d e   t r a n s a c -  
t i o n s  and p r e s c r i b e s   t h e   s t a n d a r d s  and o t h e r   c o n d i t i o n s   f o r   e s t a b l i s h i n g  
quo tas   and   l i censes  for  imports a n d   t h e i r   d i s t r i b u t i o n  among OALs. In  
p r i n c i p l e ,   q u o t a s  f o r  most imports e v e n t u a l l y  are t o  be e s t a b l i s h e d  by 
self-management  agreemnts  between OALs producing,  consuming,  and import- 
i n g  goods * The s e l f  -management agreements  must  take  account of t h e  
e s t ab l i shed   fo re ign   economic   po l i cy   and   be   based  on t h e   m a t e r i a l   b a l a n c e s  
of t h e  OALs, re f lec t ing   the   p lanned   product ion ,   consumpt ion ,  etc. The 
o v e r a l l  demand fo r   impor t s  has t o  be   reconci led  with t h e   p r o j e c t i o n s  of 
t h e  Federal Bureau of Social Planning.  
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Although  one of the   bas ic  aims of t h e  new laws i s  t o  make OALs more 
export   or iented,   the   system as s ta ted   does   no t   involve   any   ob l iga t ion   for  
d i r ec t   l i nkage  between pa r t i cu la r   expor t  and  import   transactions.  Under 
the  system  foreign trade organizations  cannot  engage i n  fore ign   t rade  
except  on  the  basis  of  self-management  agreements  with  producers.  Thus, 
t r ade   o rgan iza t ions   a r e   no t   ab l e ,   i n   p r inc ip l e ,   t o   pe r fo rm a combination 
of expor ts  and   impor ts   so le ly   for   the i r  own purposes.  Moreover,  the 
r i g h t s  of expor t e r s  and importers  are l a i d  down i n  self-management  agree- 
ments  negotiated  within  communities of i n t e r e s t  where  agreements  must  be 
r eached ,   r econc i l ing   t he   d i f f e ren t   i n t e re s t s  of expor t e r s  and importers ,  
within  the limits provided by the  agreed  balance of payments plans.  
Where large  producers   are   able   to   e l iminate   the need f o r   t h e   s e r v i c e s  
of fore ign   t rade   o rganiza t ions  i t  would  be poss ib le   for   the   p roducers  
on t h e i r  own i n i t i a t i v e   t o   n e g o t i a t e  a l i n k  between  exports and imports 
w i th   fo re ign   c l i en t s .   S imi l a r ly ,   fo re ign   t r ade   o rgan iza t ions   cou ld   f i nd  
i t  i n   t h e i r   i n t e r e s t ,   b o t h   f i n a n c i a l l y  and i n  terms of f u l f l l l i n g   t h e i r  
commitments t o   ach ieve   expor t   t a rge t s ,   t o   nego t i a t e   expor t - imps r t   dea l s .  
However,  even i n  cares where  long-term  cooperation  agreements  with  foreign- 
ers are   concluded,   the   authori t ies   do  not   view  with  favor   r igid  direct  
l inkage  of expor t s  and impor t s   t ha t   cou ld   f r eeze   r e l a t ions  and involve 
ha rmfu l   e f f ec t s   i n so fa r  as such   l inkages  do not   take  account  of changing 
economic conditions.   In  practice,   imports  have  been  l inked  to  the 
export  performance of t h e  self-management  communities of i n t e r e s t .  

4 .  Acquisi t ion and d i s p o s i t i o n  of foreign  exchange 

l'he Law on  Foreign Exchange Operation  and  Foreign  Credit   Relations 
s p e c i f i e s   p r o v i s i o n s   € o r   t h e   r e a l i z a t i o n ,   a c q u i s i t i o n ,  and d i s p o s i t i o n  
of foreign  exchange. The b a s i c   p r i n c i p l e  of t h e   f o r e i g n  exchange  system 
i s  t ha t   worke r s   i n  BOALs are the   p r inc ipa l   ho lde r s  of r i g h t s  and obliga- 
t i o n s   i n   f o r e i g n  exchange  transactions.  Where foreign  excnange i s  
realized  through  independent  performance by an  OAL, t he   fo re ign  exchange 
be longs   to   tha t   o rganiza t ion .  More o f t e n ,  however, fo re ign  exchange 
w i l l  be r ea l i zed  by OALs t h a t  have  pooled t h e i r   l a b o r  and r e s o u r c e s ,   i n  
which case,   the   exchange  real ized  belongs  joint ly   to   the  organizat ions 
t h a t  have   en tered   in to   the   co-product ion ,   f inanc ia l ,   o r   o ther   a r range-  
ments f o r  economic  cooperation. The most common s i t u a t i o n  i s  the  one 
where  foreign  exchange i s  r e a l i z e d  by a n  OAL which  has  exported  goods  or 
s e r v i c e s   i n   t h e   p r o d u c t i o n  of  which o t h e r  OALs have  taken  part   through 
va r ious  forms of long-term  cooperation.  In  such cases, self-management 
agreements m u s t  be  concluded  between  the OALs  involved  which w i l l  provide 
for   shar ing   the   rea l ized   fore ign   exchange   on   the   bas i s   o f   the   cont r ibu-  
t i o n  made by t h e  OALs involved .   In   addi t ion ,   any   en terpr i se  making a 
s ign i f i can t   con t r ibu t ion   t o   t he   p roduc t ion  of an  export  commodity has a 
r i g h t   t o  ask the   producer   for   the  conclusion  of  a self-management  agree- 
ment p rov id ing   fo r  a s h a r e   i n   t h e   a c t u a l   i n f l o w  of fo re ign  exchange. In  
p r i n c i p l e ,   t h e   c o n t r i b u t i o n  made t o   t h e   r e a l i z a t i o n  of fo re ign  exchange 
by the   va r ious  OALs would  be  based  on the  value  added by each OAL i n   t h e  
production of t h e  goods o r   s e rv i ces   expor t ed .   In   p rac t i ce ,   t he re  might 
be  problems,  e.g., where a l a r g e  number of OALs had been  involved i n  t h e  
production, some of which  have  contributed only to a minnr extent. In  
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such cases, self-management  agreements  might be concluded  between  the 
expor t e r  and the   ma jo r   con t r ibu to r s   on ly ,   wh i l e   p rov i s ion   fo r   ob ta in ing  
needed  foreign  exchange by  o t h e r  OALs would be made under a self-manage- 
ment agreement  concluded  within  the  framework of the   republ ican  and 
provincial   communities  for  foreign  economic  relations i n  conformity 
with  the  planned  balance of payments  policy. OALs may keep the   fore ign  
exchange  they  realize i n  a foreign  exchange  account,  or sell  i t  t o   a n  
authorized  bank, o r  use i t  for  t h e i r  own payments  abroad i n  accordance 
w i t h   e x i s t i n g   r e g u l a t i o n s ,   o r  may pool i t  wi th   o ther  OALs on t h e   b a s i s  
of self-management  agreements. The Yugoslav Community o f   I n t e r e s t   f o r  
Foreign Economic Relations  and  communities of i n t e r e s t  a t  t he  level of 
republ ics  and  autonomous p rov inces   e s t ab l i sh  cr i ter ia  which  form t h e  
bas i s   fo r   acqu i r ing   t he   r i gh t   t o   pu rchase   f c re ign   ex rhange   on   t he   fo re ign  
exchange  market for OALs which do no t   r ea l i ze   fo re ign  exchange earnirgs 
o r  n o t   i n   s u f f i c i e n t  amounts t o  cover payments for needed  imports. 
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