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commenced, except if totally self-financed by the public body concerned.

The public sector as a whole is expected to be in approximdte financial
balance in 1981,

Data is now available only for the budget of the Federation, which in
recent years has been virtually the sole source of the public sector deficit
(Table 15). Preliminary estimates indicate that total expenditures of the
Federation are to increase by 28 per cent in 198l1. Outlays for defense,
which are expected to comprise about 62 per cent of the total are projected
to rise by 34 per cent, while nondefense expenditures are targeted to rise
by less than 16 per cent and to decline substantially in real temms. Total
revenues are budgeted to rise by 52 per cent. Custom revenues are expected
to rise by 80 per cent largely as a result of the accrual of a higher propor-
tion of these revenues to the Federation; the percentage is to rise from
42 per cent in 1980 to 68 per cent in 1981 at the expense of institutions
in the republics concerned with foreign economic relations. Receipts from
general turnover and sales taxes are budgeted to increase by 56 per cent
in 1981 owing primarily to an expected rise in sales and turnover tax rates.
The deficit is expected to amount to Din 1.1 billion compared with
Din 21.1 billion in 1980, which was equivalent to about 1.3 per cent of
GSP. As described above, borrowing from the National Bank will be reduced
from Din 9.2 billion in 1980 to Din 4.6 billion, of which Din 3.0 billion
will be used to amortize bonds held by the commercial banks.

Ce Incomes and prices policies

Real personal incomes in the socialized sector are to rise on average
by 1.3-1.5 per cent in 1981, in line with the projected increase in labor
productivity. Enterprises will be expected to continue the differentiated
incomes policies pursued in 1980, i.e., workers in noneconomic sectors
(e.g., communal services, banking, and finance) will receive below average
increases, while workers in arduous occupations will receive relatively
higher increases. Measures will be taken to improve the standard of living
of the lower income households through higher allowances for children and
educational expenses.

The authorities expect that the stability of real domestic demand and
the low increase in real personal incomes will have a dampening effect on
domestic prices in 1981, In addition, the need for administered price
increases should be substantially less. Furthermore, neither the depreci-
ation of the effective exchange rate of the dinar nor the increase in dollar
prices of Yugoslav imports is expected to be as great in 1981 as in 1980.

4, Exchange rate, foreign borrowing, and reserve;policiés

In 1981 the authorities will continue to aim at maintaining external
competitiveness through any necessary adjustments in the exchange rate of
the Yugoslav dinar in accordance with relative price and cost movements and
the evolution of the current account. In spite of the forecast decline in
the current account deficit in 1981, gross medium- and long—~term loan
receipts are projected to be at approximately the same level as in 1980, of
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which at least US$800 million in financial credits 1s expected to be obtained
by the National Bank of Yugoslavia. Yugoslavia expects further increases in
its net liabilities under bilateral payment agreements (with non-Fund mem-
bers) and compensatory foreign borrowing by the commercial banks. The above
receipts, together with the proposed use of Fund resources, would permit the
repayment of some short-temm credit and a modest increase in the level of
gross official reserves, which the authorities believe is essential. The
resultant level of official reserves of US$1.8 billion would be equivalent

to the very low level of about one month's supply of imports of goods and
services from the convertible currency area. Consistent with these borrowing
plans and the expected pattern of developments in the current account of the
balance of payments, the authorities have established quarterly targets for
the net convertible foreign assets of the National Bank (excluding the medium-
and long-temm liabilities mentioned below) less compensatory borrowing by

the commercial banks and semi-annual targets for the net increase in medium-
and long~term borrowing in convertible currencies, including that by the
National Bank but excluding compensatory borrowing by the commercial banks.
These limits, which are shown in Table 31, are incorporated in the proposed
stand-by arrangement as performance criteria.

V. Staff Appraisal

The economic performance of Yugoslavia deteriorated sharply in the period
1977-79, culminating in the emergence of a current account deficit in the
balance of payments in 1979 of US$3.7 billion, equal to 6 per cent of GSP. A
variety of factors contributed to the deterioration. Some were external and
outside the authorities' control. Others, including excess domestic demand
and an unsatisfactory pattern of production and investment, resulted in part
from inadequate policies. The solutions to the economic imbalances required
strong and pervasive economic actions. They also required a mixture of short-
term demand management policies and longer-term policies to bring about
structural changes, particularly those affecting the balance of payments
directly or indirectly. Although a stabilization program based largely on
demand management policies was begun in 1979, little success was evident in
that year. Also, although structurally oriented policies were instituted to
some extent during the 1976-80 Plan period, their effects were slow to even-
tuate. At the end of 1979 the authorities recognized that a much greater
effort was needed both in the 1980 Annual Plan and in the period of the
1981-85 Plan. .

The 1980 stabilization program had very considerable sucess. Policies
were firmly implemented in all areas and in the main achieved their intended
results, in part because there was widespread cooperation from all levels of
government and enterprises. In particular, there was a major improvement in
the balance of payments, with the current account deficit declining by about
US$1.5 billion to US$2.2 billion. The fact that domestic demand grew more
slowly than did total output, was aided in part by commendable restraint in
nominal wage increases, which led to a substantial decline in real wage
rates and a strengthening of enterprise finances. Furthermore, the first
signs of structural improvement began to appear.
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Table 16. Yugoslavia: Public Sector Operations
by Level of Government

(In billions of dinars)

!

. 1976 1977 1978 1979 l/
T
Federal budget
Revenues 64.9 80.0 72.6 93.6
Expenditures 75.5 89.0 77.8 97.3
Of which:
Transfers to other budgets (5.4) (6.1) (7.0) (10.5)
Transfers to funds and communities
of interest (9.6) (10.4) (13.8) (15.2)
Surplus or deficit -10.6 -9.0 -5.2 -3.7
Budgets of republics and autonomous provinces
Revenues ’ 21.0 25.5 37.5 50.2
Of which:
Grants from other governmental units (5.2) (6.1) (7.0) (10.5)
Expenditures 21.9 25.3 37.1 50.1
0f which: :
Transfers to other governmental units 2/ aa.n €2.5) 3.0 (4.9
Surplus or deficit -0.9 0.2 0.4 0.1
Budgets of communes and citles
Revenues 20.2 22.7 30.9 39.8
Of which:
Grants from other governmental units 1.7) (--) (3.0) (3.3
Expenditures . 20.5 26.8 31.5 38.5
Of which:
Transfers to other governmental units 0.3) (-=) ) ..
Surplus or deficit -0.3 -4.1 -0.6 1.3
Social security funds 3/
Revenues 85.2 105.8 135.8 165.3
Of which: '
Grants from federal budget (7.8) (7.1) (12.4) (15.2)
Grants from other budgets (~-) (2.5) (-=) (...
Expenditures . 89.0 105.3 136.0 162.4
Surplus or deficit -3,8 0.5 -0.2 2.9
Funds and interest communities 4/
Revenues ' 67.1-5/ 89.7 131.3 152.4
Of which:
Grants from federal budget ’ (1.8) (3.3) (1.4) (1.6)6/
Expenditures ) 63.4 84.5 130.7 152.1
Surplus or deficit 3.7 5.2 0.6 0.3
Consolidated public sector 7/
Revenues ' 241.4 304.7 384.3 470.7
Expenditures 253.3 311.9 389.3 469.8
Surplus or deficit -11.9 -7.2 . =5.0 0.9
Financing
External, net . -1.5 ~0.1 -0.1 -
Domestic, net 13.4 7.3 5.1 -0.9

Sources: Data supplied by the Yugeslav authorities; Sluzbeni List; National Bank of
Yugoslavia, Annual Reports and Quarterly Culletins; and IMF, Government Finance Statistics
Yearbook.

1/ Preliminary.

2/ Mot including agreed contributions to the federal budget.

3/ Including cormunities for child protection and health, pension, and invalid insurance.
4/ Excluding social security funds above and the fund for the development of the under-

- developed regions. Data on these funds and interest communities atre estimated by treating
them as a residual using data on the consolidated public sector, grants and transfers, and
on expenditures and revenues of other levels of government.

5/ Due to rounding errors, revenues were adjusted upward by Din 0.5 billion.
6/ TFrom the vepublics and autonomous provinces.
Z/ Exclusive of grants and transfers among goverpmental units.



