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

and livestock production. In the transportation sector attention is
being focused on modernizing the railway system and some additional
highway construction.

For large investment projects, especially those in the energy sector
and in the iron and steel industries, the pooling of capital resources
across republics and provinces is being strongly encouraged. With
respect to policies to reduce disparities between the mcre developed
regions (MDRs) and less developed regions (LDRs) of Yugoslavia, inter-
regional resource transfers via a federal fund will continue to play an
important role. Over the plan period, the MDRs are to contribute
1.83 per cent of their social product to these t. ~sfers; the least

developed region, the autonomous province of K .. ¢ will be specially
favored in the allocations. A novel feature -~ * 1ew Plan is that up
to 50 per cent of the resources transferred t ‘ederal fund can be

used for the financing of joint ventures between .he MDRs and the LDRs,
to be located in the LDRs. In order to help alleviate the relatively
high levels of unemployment in the LDRs, it is planned to increase capi-
tal formation in the development of local raw materials, especially
coal, and in labor-intensive projects at a faster rate than in other
regions.

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

b. Private and public consumption

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

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



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

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

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

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

Public consumption expenditures rose very rapidly over the 1970s and
contributed to domestic resource strains. As part of the economic stabil-
ization efforts in 1980 and 1981, current expenditures of the public
sector were restrained. 1In 1981 the contribution rates levied on incomes
of workers and enterprises for financing general and collective consump-
tion were reduced and there was a resultant downward adjustment in outlays
for these purposes. In the event, real public consumption rose by only
1.6 per cent in 1980 and fell by 0.8 per cent in 1981, after rising at an
annual rate of 6.9 per cent over the period 1976 to 1979. It should be
noted that the public consumption figures in Yugoslav national accounts
comprise only nonwage expenditures of the public sector. If personal
income payments in the public sector were included in public consump-
tion, the falls in this aggregate in real terms in 1980 and 1981 would
be much greater because of the very sharp declines in real wages of
public sector employees.

3. Qutput

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

1/ At the end of October 1981 foreign exchange deposits held by indi-
viduals amounted to Din 279 billion (about $7.2 billion) and were esti-

mated to be equivalent to 56 per cent of the quasi-monetary deposits of
the household sector.
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The decline in international freight transportation and the lower
volume of river transit trade caused the output from the transport and
communications sector to rise by 3 per cent in 1981 compuared with a
planned increase of 4 per cent. 1In 1982 transportation output is pro-
jected to rise by 2.5 per cent. Policies for this sector aim at decreas-
ing the share of road transportation relative to that of railway trans-
portation and rationalizing the use of road vehicles.

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

Output growth in the private small-scale and services sectors has
been slow. Private sector services output is estimated to have increased
by 3 per cent in 1981, compared with the projected target of 5.2 per
cent, It is the policy of the Government to encourage the growth of the
private sector 1/ so as to create 100,000 to 150,000 jobs over the plan
period. It was noted that the recent decline in the standard of living
had encouraged the growth of the underground economy, which had become
quite competitive with the legitimate private sector.

4. Employment

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

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



increases in the female work participation rate. As a result, the number
of registered job seekers showed modest increases in 1980 and 1981, and
in the first seven months of 198l averaged 800,000 persons. The number
of registered job seekers tends to overstate the number of persons really
unemployed, which was estimated to be about 20 per cent less than che
number of registered jot seekers. 1/

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

training more closely to the manpower requirements of the Yugoslav
economy.

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

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

For 1982 and the remainder of the plan period, employment in the
socialized sector is projected to rise at an annual average rate of
2.0 to 2.5 per cent. Employment in the socialized sector was projected
to rise by 740,000 persons over the plan period, while the private non-
agricultural sector was expected to employ at least another 100,000
persons. Efforts were being made to keep younger people in the agricul-
tural sector and introduce them to farming activities, since the 1981
agricultural census had revealed that over one million persons in the
sector were over 55 years of age. With respect to regional develcpment
policy, the republican and provincilal medium~term plans project output
and employment in the LDRs to rise at much {aster rates than the Yugoslav

}/ The Yugoslav authorities said that it was quite difficult to calcu-
late the rate of unemployment as registered job seekers included students
seeking employment, landowners desiring to move to the soclalized sector,
employed per<ons seeking better jobs, and an increasing number of house-
wives lookirg fo; part-time employment. By the middle of 1982 it is
expected thit tte results of a comprehensive labor survey will be avail-

able, whict wovld provide a better indication of the number of persons
genuinely uremployed.
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I1I. Prices and Incomes

The Yugoslav economy experienced increases of domestic prices and
incomes well into double digits per cent for most of the 1970s. In the

ten years from 1970 to 1980 consumer prices increased at an annual aver-
age rate of 18.6 per cent while personal incomes rose at an annual rate
of 19.7 per cent, In common with most other countries and in line with
developments in world oil and commodity prices, domestic price increases
accelerated in the years 1973 to 1975, abated in the years 1976 to 1978,
and resurged in the years 1979 and 1980 (Chart 1). However, whereas the
12-monthly rate of inflation moderated in most European countries from
the second quarter of 1980 onward, in Yugoslavia inflationary pressures
recorded a strong rise, at least up to the middle months of 1981

(Chart 2) .

It is difficult to disentangle the basic causes of these inflation-

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

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

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

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

There was a sharp acceleration in increases in prices and incomes in
the second half of 1980 and in the early months of 1981. The 12-monthly
rate of increase of the retail price index rose from 28 per cent in June
1980 to 39 per cent in December 1980 and further to a peak of 52 per
cent in May 198l1. Other domestic prices and nominal personal incomes
showed a similar pattern of development, with the yearly increase in net
personal incomes in the socialized sector peaking at 34 per cent in the
second quarter of 198l. In June 1981 the authorities introduced stricter
limits on price increases so as to contain increases in prices of goods
and services to 7 per cent and 5 per cent, respectively, for the remainder
of the year. Although the price targets for the second half of 1981
were exceeded, the price limits in conjunction with continued demand and
incomes restraints helped moderate inflationary pressures. At the end
of 1981, the 12-monthly rates of increase in the retail price and the
industrial producer price indices were 39 per cent and 35 per cent,
respectively (Table 9).

1. Price developments in 1980 and 1981

The rate of increase of domestic prices tended to rise through most
of 1980 with the pace quickening in the second part of the year (Table 10).
This acceleration was attributable to a number of factors. Firstly,
during 1980 there was a substanitial increase in import prices in dinar
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Chart 1. Yugoslavia
Developments in Consumer Prices, 1970-80
(Percentage change over previous year)
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Similar cumulative quarterly ceilings on credit expansion in 1981
were set: 4.5 per cent to the end of March, 11 per cent to the end of
June, 14.5 per cent to the end of September, and 21 per cent to the end
of December. Unlike in 1980, credits assoclated with housing construction
had to be contained within these ceilings. However, with effect from the
second quarter of 1981, bank credits to finance exports and the produc-
tion of export goods were exempted. Also exempted, as in 1981, were
credits for regional purposes and disaster relief. 1/ Credits subject
to ceilings and nonrestricted credits are shown in Table 17. The ceil-
ings on the growth of credit established in relation to the stand-by
arrangement included all domestic credits, whether exempt or not.

Various instruments affected the structure of credit expansion.
Consumer credit regulations were changed primarily in respomnse to changes
in the amount of excess supply or demand in individuval consumer goods
industries., The regulations usually take the form either of minimum
downpayments or of disallowing altogether credit for certain types of
expenditure. Two major steps were taken to tighten consumer credit con-
ditions in 1980 and 1981. 1In October 1980 the minimum downpayment was
raised on textiles, cars, and other consumer durables, and credits for
purchasing building materials and carpentry were disallowed (Table 18).
In April 1981 the minimum dovwupayment was again raised on some of these
goods, and credits for purchasing many luxuries, including cars and some
other consumer durables, were disallowed. In November 1981 the restric-
tions on credits for cars were relaxed because of the increasing unsold
stocks of finished cars.

The growth of total bank credit is affected by the growth of credit
extended by the National Bank. Lending by the National Bank to the
nonbank sector has grown relatively slowly in recent years (Table 20).
Such credit increased by 15 per cent in 1979, by 13 per cent in 1980,
and by only 4 per cent in the ten months to the end of October 198l.
Credits to the Federal Government account for the largest part of the
National Bank's lending to nonbanks, but in recent years these have
grown at a modest rate because of the small budget deficits. 1In the
first ten months of 1981, for example, they grew by only 5 per cent, a
rate which i{s unlikely to have been exceeded for 1981 as a whole. Total
domestic credit expansion was therefore less rapid than that extended by
commercial banks alone. 2/

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

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

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

The table includes the Post Office Savings Bank as well as the commercial
banks and the National Bank.
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great bulk of these selective credits are for exports and agriculture:

52 and 34 per cent, respectively, at the end of 1980. The interest rate
on export credits extended by the National Bank to the commercial banks
has been 1 per cent for many years, and that on agricultural credits

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

There are I.mits to the proportion of credits granted by commercial
banks that can be borrowed or rediscounted at the National Bank, with
different limits applying to different categories. The proportion for
export credits has been in the range 40~50 per cent, and those for agri-
cultural credits 40-55 per cent (agricultural production), 45-60 per
cent (agricultural stocks), and about 25 per cent (livestock). The
interest rate charged by commercial banks to final borrowers is usually
1 percentage point higher than the National Bank rate on that proportion
that is borrowed from the National Bank. Until the end of 1978 commer-
cial banks charged this rate on the whole of their credits for selective
purposes, but since then they have charged a higher rate on that propor-
tion financed from their own resources. 1In 1979-80, for example, they
charged 7 per cent on this proportion in the case of export credits, and
so the average interest rate on export credits in 1980 was 4.1 per cent.
In 1981 the export credit rate on the proportion financed from commercial
banks' own resources rose to 9 per cent.

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

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

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

The rapid growth in the gross domestic assets of the National Bank
in recent years did not carry over fully into a rapid growth in reserve

money because of a 8eterioration in net foreign assets and a sharp rise
in the deposits of nonbank sectors with the National Bank., Thus reserve

money, defined to include net foreign assets and all the domestic assets
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Table 13. Yugoslavia: Saving, Investment, ana Financial Surplus,
by Sector, 1976-80

(In per cent of GSP)

1976 1977 1978 1979 1980

Gross saving 1/

Enterprise sector 19.8 20.6 21.7 22.2 25.6
Househuld sector 13.5 12.0 14,2 12.5 13.1
Federal Government -1.8 -1.6 -1.3 -0.2 -1.1
Other sociopolitical
communities 2.3 =0.2 1.8 1.4 0.9
Other organizations 1.4 6.5 6.1 6.0 6.2
Total 4l.1 37.4 42.6 41.9 44.7
Gross fixed investment 1/2/
Enterprise sector 20.1 22,6 24.9 24,0 22.6
Household sector 6.7 5.8 6.3 6.2 5.7
Federal Government 0.2 0.1 0.1 0.1 0.1
Other sociopolitical
comunities 1.5 0.5 0.6 0.5 0.5
Other organizations 4.5 4,0 4,0 4.3 4.2
Total 33.1 33.1 35.9 5.1 332
Investment in stocks 3/
Enterprise sector 6.5 8.6 5.9 9.1 11.9
Household sector 1.3 1.2 1.0 0,9 1.5
Total 7.9 9.7 6.9 10.0 13.4
Current account balance
of payments 0.5 -4.4 -1.8 =5.6 -3.6
Statistical discrepancy 3/ -0.5 -1.0 1.6 2.4 1.3
Financial surplus 3/
Enterprise sector -6.9 -10.6 -9.0 -10.8 -3.9
Household sector 5.4 5.0 6.9 5.4 5.9
Other sectors 1.4 0.1 2.0 2.2 1.2
Total domestic sectors -0.1 -5.5 -0.2 -3.2 -1.8

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

1/ 1Includea depreciation.

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

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

(A8 a percentgggﬁof GSP) 1976 1977 1978 1979

5.1 8.0 3.2 7.1

However, these are valued at the prices at the end of the year; esti-
mates of stockbuilding valued at the average prices of the year, the
desired concept, are not availgble.
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Table 15. Yugoslavia: Lending and Borrowing by Enterprises

1976 1977 1978 1979 1980 Stock at end

of 1980
In billjons
of dinars
Financial surplus 1/
(In per cent of GSP) -6.9 -10.6 -3.0 -10.8 -8.9
Gross lending 1/
(In per cent of GSP) 5.3 13.3 27.7 25.9 36.7
(In per cent of
initial stock) 7.1 20.0 42.7 41.0 54.6
Gross financial assets:
percentage change
Money and quasi-money  55.4 21.6 22.6 16.1 37.0 464.2
Trade credit -27.3 13.8 16.1 50.7 87.0 817.5
Other assets 33.1 29.3 57.3 81.9 43.7 397.4
Total assets 9.5 19.3 25.6 43.4 59.5 1,679.1
Gross borrowing 1/
(In per cent of GSP) 12.2 23.9 36.7 36.6 45.6
(In per cent of
initial stock 10.5 22.0 34.3 36.5 43.7
Gross financial 1liabili-
ties: percentage
change
Bank credit 28.5 21.7 31.1 29.4 29.9 1,225.1
Trade credit =-23.1 14.2 11.3 57.9 105.6 792.0
Other liabilities 69.8 26.3 1.3 55.0 82.6 556.6
Total liabilities 16.1 20.8 21.0 39.7 57.6 2,573.7

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

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

(In billions of dinars)

Trade credit 1/ Gross Ratio of
(end of enterprise trade credit
period stock) income to income
11976 4th quarter 102.4 ces ces
1977 4th quarter 113.9 cee oo
1978 4th quarter 174.1 211.2 0.82
1979 2nd quarter 244.9 240.5 1.02
3rd quarter 273.4 243.1 1.12
4th quarter 254.6 276.8 0.92
1980 2nd quarter 340.8 309.1 1.10
3rd quarter 376.0 328.9 1.14
4th quarter 398.7 388.7 1.03
1981 2nd quarter 494.6 432.7 1.14
3rd quarter 537.9 . 451.5 1.19

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

1/ These estimates are not as comprehensive as those in the flow of
funds accounts used for Table 15. In particular, they exclude claims
covered by bills of exchange.
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Table 25. Yugoslavia: Monetary Survey, 1971-81

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

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

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

(Change during year; in per cent)

1978 28.5 25.6 29.3
1979 26.9 19.0 26.0
1980 28.8 23.0 36.4
1981 Estimate 22.0 23.5 30.0

Source: Data supplied by the Yugoslav authorities.

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

2/ Includes government deposits and excludes items in transit.

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



- 48 -

Table 26. Yugoslavia: Velocity of Circulation of Money

Gross Social Money Money and
Froduct Supply 1/ Quasi-money 1/ Velocity of Circulation 1/
In billions In billions .In billions Narrow Broad
of dinars of dinars of dinars money money
1971 204.5 40.7 143.3 5.34 1.57
1972 245.4 55,2 174.5 5.04 1,54
1973 306.3 77.5 224.7 4.47 1,53
1974 407.2 97.2 273.7 4.56 1.63
1975 503.0 130.7 347.1 4.48 1.62
1976 592.6 206.5 467,2 3.51 1,46
1977 734.3 251.1 604.4 3.30 1.39
1978 901.8 315.3 772.2 3.17 1.34
1979 1,165.4 375.2 951.1 3.44 1.39
1980 1,564.6 461 .6 1,247.1 3.80 1.46
1981 Estimated (2,240.0) (570.0) (1,591.0) (4.38) (1.60)

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

1/ The money and quasi-money series refer to the end of the year, but the velocity
of circulation was calculated as the ratio of GSP to the appropriate concept of money
averaged over the year as a whole.
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I1V. Public Finance

1. The consolidated public sector

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

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

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

The resolution on economic policy in 1980 required that revenues for
general and collective needs should increase by less than the increase
in total nominal incomes. In the event, the growth of revenue was held
down to 25 per cent which, though higher than the 16 per cent originally
planned, was considerably lower than that ot nominal incomes which grew
by 35 per cent, appreciably more rapidly than anticipated. The share of
public sector revenue in total income thus fell from 24 per cent in 1979
to 22.4 per cent in 1980. The bhasic turnover tax rate was reduced from
14.5 per cent in 1979 to 14 per cent in 1980. The rates of turnover
taxes at the republican, provincial, and communal levels were all raised
in 1980. The resulting tax rates varied widely, “ut were in the ranges
of 5-8 per cent for republics and provinces and 2~7 per cent for communes.
Turnover tax revenues in 1980 were 27 per cent hiigher than in 1979;
income tax revenues were 19 per cent higher; and receipts from customs
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of Governaent

(In bil.ions of dinars)

1976 1977 1978 1979 1980 1~
Federal budget
Revenues 64.9 80.0 72.6 93.6 109.4
Expenditures 15.5 89.0 77.8 97.3 129.7
Of whichi
Transfers to othetr budgets (5.4) (6.1) (7.0) (10.5) (14.3)
Transfers to funds and communities of
interest (9 6) (10.4) (11 8) (15.2) (18.7)
Surplus or deficit =10.6 =9,0 =-5.2 -3.7 «20.3
Budgets of republics and autonomous
provinces
Revenuas 21.0 25.5 37.5 50.2 67.23
0f which:
Grants from other governasntal units (5.2) (6.1) (7.0) (10.5) (14.3)
Expenditures 21.9 25 3 37.1 50.1 64.6
Of which:
Transfers to other goveranmental units 2/ _(1.7) (25) 3.0) (6.9) (Y
Surplus >t deficit ~0.9 0.2 0.4 0.1 2.7
Budgets of cosmunes and cities
Revenuas 20,2 22.7 30.9 39.8 49.8
0f which:
Grants from other governmental uaits a.”mn (==) (3 0) (3.3) (5 3
Expendituras 20.5 26.8 1.5 38.5 48.4
Of which:
Transfers to other governmental uni.s (0.3) (=) (=) { ) (3 0)
Surplus or deficit -0.3 -4.1 =0.6 1.3 1.4
Social security funds 3/
Revenuas 85.2 105.8 135.8 165.3 209.0
0f which:
Crants from federal oudget (7.8) (7.1) (12.4) (15.2) (18.7)
Grants from other budgets (=) (2.5) (-=) (.. ) (end)
Expenditures 89.0 105.3 136 0 162.4 208.2
Surplus or deficit -3.8 0.5 =-0.2 2.9 0.8
Funds and intersst communitiss &4/
Revenues 67.1 5/ 89.7 131.3 152.5 193.4
Of which:
Crants from federal budget (1.8) (3.3) (1.4) (1 6) (3.0)
Expenditures 63 4 84.5 130.7 152.1 188 7
Surplus or deficit 3.7 5.2 0.6 0.3 by ?
Consolidated public sector 6/
Revenuas 241.4 304.7 384.3 470.7 587 6
Expanditures 253.3 311.9 389 3 469.8 598.3
Surplus or deficit -11.9 -7.2 -5.0 0.9 =-10.7
Financing
External, net -1.5 -0.1 -0 1 - -
Domestic, net 13 4 7.3 5.1 -0.9 10.7

Sources: Data supplied by the Yugoslav authorities; Sluzbeni List, National Bank cf
Yugoslavia, Annual Reports and Quarterly Bulletins; and IMF, Government Finance Sta-

tistics Yearbouk.
1/ Preliminary.

2/ Not iancluding agreed contributions to the federal budget
3/ Including communities for child protection and health, pension, and invalid

insurance.

4/ Excluding social sacurity funds above and the fund for the development of under-
developed ragions Data on these funds and interest communities are estimated by
treating them as a rasidual using data on the consolidated public sector, grants, and
transfers, and on expenditures and revanues of other levels of government.

S5/ Due to rounding errors, revenues vere adjusted upward by Din 0.5 billion.

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

(In billions of dinars)

1975 1976 1977 1978 1979 1980 2/

Revenue
Direct taxes 3/ 108.9 134.6 175.5 232.5 279.6 351.5
Indirect taxes &/ 75.2 86.3 109.4 126.3 157.7 190.0
Other taxes and nontax
revenue 13.7 20.5 19.8 25.5 33.4 46,1
Total revenue 197.8 241.4 304.7 384.3 470.7 587.6
Expenditure
National defense and
administration 49.6 57.5 71.5 83.9 103.8 140.8
Education 32.0 38.1 43.7 57.4 67.5 3l.1
Soclial security and
welfare 76.1 93.5 114.4 146.5 178.6 226.8
Interventions in the
economy 13.9 19.6 28.0 38.1 42,2 51.7
Other expenditures 5/ 28.2 44.6 54.3 63.4 77.7 97.9
Total expenditure 200.4 6/253.3  311.9 389.3 469.8 598.3
Surplus or deficit -2.6 -11.9 -7.2 -5.0 0.9 -10.7
Financing
Foreign financing, net -2.2 -1.5 -0.1 -0.1 - -
Domestic financing, net 4.8 7/ 13.4 7.3 5.1 -0.9 10.7

Source: Data supplied by the Yugoslav authorities

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

2/ Preliminary.

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

4/ Includes taxes on guods and services and on internatiomal trade and
transactions.

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

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

7/ Residual.
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Table 32. Yugoslavia: Budget of the Federation
(In billions of dinars)

1977 1978 1979 1980 1981 1982

Original  Latast
budget 1/ estimates 2/ Budget

U

Revenue
Customs duties and
other import feas 39,755 23,333 24,391 20,694 35,437 21,043 30,288
Contributions from
tepublics and

provinces 38,996 20,827 28,436 38,469 52,562 63,773 80,378
General turnover and

sales taxes -- 26,273 37,700 47,400 73,377 73,317 88,933
Other taxes 96 121 169 230 230 230 640
Nontax revenus 1,165 2,047 2,681 2,501 _ 2,350 2,850 3,636

Total revenue 80,012 72,601 93,577 109,354 164,456 161,273 203,875

Expenditure

Administration 10,908 13,066 15,227 18,574 21,380 20,231 24,579
Defense 38,131 42,595 55,084 76,149 101,894 100,028 122,685
Grants to republics

and provinces 6,139 7,028 10,502 14,258 16,277 15,979 20,834

Grants to funds and
communities of

interest 10,410 12,441 14,794 18,700 25,237 24,896 30,920
Investment 547 551 621 818 215 874 300
Other or discrepancy 22,847 2,205 468 1,173 489 _ 1,401 2,231

Total expenditure 88,982 77,886 97,272 129,672 165,592 163,409 201,519

Surplus or deficit -8,970 5,285 -3,695 -20,318 -1,136 -2,136 2,356
(As a per cent of
GSP) (-1.2) (-0.6) (=0.3) (-1.3) (-0.1) (~0.1) (0.1)
Financing, net
domestic 4/ 8,970 5,285 3,239 20,318 1,136 2,136 -2,356
Bond issues 3,980 - -~ 13,344 - - -
National Bank credits 11,200 5/ 9,487 8,451 9,200 4 600 4,600 -
Repayment of bank
credits -562 5/ -847 -1,655 -726 -2.974 -1,979 ~1,562
Bond amortization «3,621 =3,055 -2,857 =1,264 -205 =205 =450
Allocation to bud-
getary zeserves -284 =300 =200 ~236 =285 -280 =344
Other and residual -2,305 5/ ~- - e - - -

Source: Data supplied by the Yugoslav authorities.

1/ The preliminary budget estimates reported in EBS/81/5 (Corrected: 1/27/81).

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

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

%4/ There was no externsl financing of the budget.

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

1. Balance of payments and reserve developments, 1980-81

Yugoslavia's balance of payments deteriorated sharply in 1979; the
curivent account deficit widened to a record US$3.7 billion (6 per cent of
GSP), and gross officlal reserves declined by USS$1.1 billion to USS$1,3 bil-
lion, less than one and a half months of imports from the convertible cur-
rency area (Tables 33-35 and 46). This deterioration reflected rapid doin-
estic demand expansion, the impact of higher oil and other import prices,
as well as the adverse effects of a major earthquake on tourist earnings
and of unfavorable weather conditions on agriculture. The economic sta-
bilization measures of 1980, combined with a large exchange rate depreci-
ation, and the strengthening of these measures in 1981 contributed to a
sharp improvement of the current account; the deficit was reduced by
about US$2.4 billion during 1980-81, and by 1981 it had reverted to its
1978 level of USS1.3 billion, 1/ Gross official reserves were built up
in both years and by the end of 1981 they reached an estimated US$1.6 bil-
lion, equal to nearly two months of imports from the convertible area.

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

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

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

1/ Based on recent information, the balance of payments outcome in
1981 was substantially better than indicated in the text above. The
global current account deficit amounted to US$750 million and the con-
vertible deficit to USS1.4 billion. However, disaggregated data are not
available to enable a description and analysis of the revised outcome.



