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Encouraging economic releases and a
boring market
Retail trade, real annual changes
6
5
4
%

3
2

9.16

6.16

3.16

12.15

9.15

6.15

3.15

0

12.14

1

Sources: CBS, Economic RESEARCH/RBA

Croatia – main figures and forecast
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While the public still widely debates on the effects of the announced tax reform, economic releases confirm that economic recovery gained momentum. The
published data on September industrial production (+3.6 mom, 1.9% yoy) and
retail sales (+4.5% yoy) rounded off the third quarter figures, and at the same
time encouraged the expectations that this year’s forecasted growth is exposed
to positive risks. In Q3 industry showed a 2.4%yoy growth, while, strongly supported by tourism, retail grew by 4.5% yoy. Retail trade performance is definitely
a good predictor of households’ consumption, which is the biggest component of
GDP in national accounts (60%). Besides tourism, the latter found a solid footing
in the continued price decline, rising wages, labour market stabilization, signs
of lending recovery and still positive trend in consumer optimism. The same effects are expected to strengthen in the year ahead as the announced tax reform
is aimed at decreasing the tax burden through many proposed tax redemptions
and lower rates within the system of income and profit tax. Still, the recovery of
domestic demand, as well as excellent tourism data, once again stressed the
structural weakness of the Croatian economy i.e. strong dependence on goods
import. Therefore, despite the further merchandise export growth, we expect to
see widening of the foreign trade deficit in the first eight months (+2,2% yoy)
when the CBS announces the final report on Tuesday. On the same day preliminary results of September tourism indicators should support our estimate of
the highest tourist night (+7.5% yoy in 2016) and tourism revenues (above EUR
8.5 bn) thus positively contributing to the CA balance. At the very end of the
week the October PPI is set to be released. With a negative rate of 2.6%, producer prices have remained in the negative territory for more than three years.
Still, Moody’s rating assessment will attract the biggest attention. Improved fiscal
and macroeconomic conditions, paired with the enhanced political environment,
could finally result in Croatia keeping its Ba2 credit rating at Moody’s, while the
upgrade to a stable outlook will definitely depend on the agency’s assessment
of whether the new government is willing and able to press ahead with reform
implementation.
The financial market movements remain boring. EUR/HRK stayed largely unchanged trading mostly between 7.50 and 7.52 kuna per euro. The expected
level of 7.60 kuna per euro at the end of the year is at risk of being realised at
lower levels given that HRK has found support in a healthy surplus in the balance
of payments current account, much reduced fiscal risks, inflow of FCY stemming
from an extended tourist season, the strengthening of investment activity, positive
net external position held by banks and a growing demand for kuna loans. As
expected, MM rates remained stuck at the low levels widely supported by ample
liquidity, while the modest trade with local bonds is mainly concentrated at the
longer end of the yield curve (both with pure HRK and EUR-linked securities). Lack
of supply remains the main feature of the local market and it could last until the
next bond issuance, which is still out of horizon. Prices could remain relatively
high and yields low, further supported by an abundance of liquidity in the system
as indicated by their downward trend during the last T-bill auction.
Economic analyst: Zrinka Živković Matijević (+385 61 74 338), Raiffeisenbank Austria d.d., Zagreb

Equity Market

Cautious trading in the aftermath
Ledo (3 m)

Trading comment
In the four-days week behind us, stock indices CROBEX and CROBEX10 recorded small losses in the aftermath of published Q3 2016 reports thanks to the
change in momentum by the end of the week. The regular equity turnover was cut
to half compared to the week before and daily average amounted to HRK 7 million. The most liquid shares, measured by the turnover, were shares of Valamar
Riviera (HRK 8.2 mn in total) followed by common shares of Adris Grupa due to
a block transaction. Among CROBEX constituents, shares of Atlantska Plovidba
again were the top performer while CROBEXkonstrukt index slipped the most
among sector indices of the ZSE. The regional stock indices in the previous week
also had mostly decline in values.
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Company news
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Ledo posted 0.9% higher sales in nine months 2016, 8.3% growth of EBITDA
and net income advanced 11.1% compared to the same period 2015. Hence,
EBITDA and net margin improved by 1.4pp and 1.6pp despite lower gross margin yoy. Jamnica also reported growth of sales (3.9% yoy) in Q1 – Q3 2016,
higher EBITDA by 24.4% yoy and increase of the bottom line by 23% yoy. Likewise, EBITDA and net margin advanced by 2.5pp and 2.1pp yoy despite the
gross margin drop. In the same period, Belje recorded 1.4% higher sales yoy
while lowering its net loss from HRK 55.8 mn in Q1 – Q3 2015 to HRK 38.4 mn.
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Hrvatski Telekom is holding its Capital Markets Day for analysts and investors
in Zagreb, on Friday, 11 November 2016. Raiffeisenbank Austria will provide
support in the organization and promotion of this event with the international and
Croatian investor community.
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This publication is not an offer or a personal recommendation to buy or sell a financial instrument. Information presented here does not constitute a comprehensive analysis of all
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