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Macroeconomic developments in the
shadow of Agrokor
Domestic macroeconomic developments and releases of key economic figures,
which confirm the continuation of positive trends, remained in the shadow of the
uncertainty and turbulence flooding the market in connection to Agrokor.
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The latest data confirm the fall of gross external debt to 91.4% of GDP at the end
of 2016 (the below 100%-level was last recorded in Q3 2009). In addition to the
growth of the economy, the fall of gross external debt is a result of the deleveraging by all sectors towards their foreign creditors, especially by the government
and financial institutions, more precisely by banks. While the government postponed the issue of its Eurobond in the spring 2016, banks have deleveraged due
to relatively cheaper domestic deposits, high liquidity and still modest demand
for loans. Further, much more favourable conditions in the domestic market have
motivated the corporate sector to substitute a share of debt to foreign creditors
by borrowing domestically. The supply of kuna loans at interest rates that can
compete with borrowing in euros has contributed to a change in the currency
structure of loans in the domestic banks but also to a change in the trend of
corporate borrowing. This trend is expected to continue. Expected continuation
of economic growth, return of inflation, and stronger kuna are additional factors
that should contribute to reducing the ratio of gross external debt to GDP, which
could fall below 90% by the end of this year. In the same period, total public debt
(according to the ESA2010 methodology) went down to 84.2% of GDP. On Friday the CBS published tourism figures. In anticipation of Easter holidays and the
beginning of tourist (pre)season, double-digit increase in number of tourist arrivals and nights in February, confirm the expectations of another excellent season.
According to the domestic macroeconomic calendar, this week is reserved for
the March CPI and PPI figure, which is expected to remain around the current
levels, thus confirming that the three-year disinflation period is behind us. Despite
the solid data, in the upcoming days all the attention of market participants and
analysts will continue to focus on new information about the “Agrokor case”.
The (negative) effects on GDP could be particularly pronounced if we witness
a disorderly way out of this situation. However, if the whole process gets well
managed and coordinated, the consequences for GDP could be much milder.
Eventually, we can expect that the macroeconomic impact will be seen especially in the second half of the year, most probably in the last quarter. However,
the exact numbers and the macroeconomic impact are very difficult to predict
because of a large number of process stakeholders, lack of information and
data but also because of the inability to assess the details of the restructuring
process. At the very end of the week the Law on the procedure of extraordinary
administration in companies of systemic importance for the Republic of Croatia,
the so-called “Lex-Agrokor”, came into force. The Law allows for the procedure
of extraordinary administration in companies whose liabilities amount to more
than HRK 7,5bn and which have more than 5.000 employees. As on Friday, the
company management decided to hand over control to the Government under
an emergency law the restructuring officer is expected to be announced today.
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Turning our attention to financial markets, where uncertainty about Agrokor affected the local bond market as well. The negative sentiment spilled over, primarily to the pure kuna papers with the average drop in prices by 60bp on a weekly
level. We might see a similar trend, with continued increased volatility, over the
forthcoming days. As for the FX market, somewhat more pronounced depreciation pressures on the domestic currency prevailed. In the forthcoming days, and
in anticipation of the pre-season period and Easter holidays, we expect to see a
higher HRK demand, which should push the EUR/HRK market rate down to lower
levels. Furthermore, we do not rule out the need for extra foreign currency inflows
to meet the liquidity requirements in Agrokor, which will create an additional appreciation pressure for the kuna. In such conditions we see the EUR/HRK sliding
towards 7.40. Finally, on the money market, the persistent high daily excess of
liquidity keeps interest rates low. Therefore, in such circumstances, we were not
surprised by the banks’ zero interest in the regular weekly reverse repo auction.
Elizabeta Sabolek Resanović

2

April 10th, 2017

Equity Market

Fall discontinued on Friday
Trading comment
After several days of sale-offs on the Zagreb Stock Exchange, a slight turnaround was seen on Friday on somewhat lower turnover as the “Lex Agrokor”
was adopted. Hence, CROBEX recorded a drop of 2%, CROBEX10 of 1.7% and
CROBEXnutris fell by 7%. This resulted in CROBEX and CROBEXnutris loosing
2.2% and 28%, respectively, on a year-to-date basis. Average regular turnover
was still above the usual levels, at HRK 33 mn daily. Shares of Ledo were again
the most traded with total of HRK 70 mn, followed by shares of Jamnica with HRK
26 mn of turnover while an OTC transaction with shares of Zvijezda amounting
to HRK 42.5 mn also took place. Except for shares of Agrokor’s companies, common and preferred shares of Adris Group had the highest turnover, HRK 42 mn in
total. Among CROBEX members, shares of Viadukt, Belje and Ledo dropped the
most while shares of Uljanik Plovidba gained the most. Regional equity indices
recorded gains on the weekly level.
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Dalekovod signed a contract with Elektroprivreda HZ HB for building and reconstruction of transmission lines and substations worth over EUR 20 mn. Ericsson
Nikola Tesla and HT Mostar signed new contracts worth HRK 11 mn in total
for the expansion and modernization of the system for monitoring the mobile
network, as well as the continuation of the contract on providing services of
maintaining Ericsson’s equipment in HT Mostar’s network.
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We expect focus of investors to remain on the development of crisis in Agrokor
thus influencing the overall trading on the Zagreb Stock Exchange. Shares of PBZ
will go ex-dividend on Thursday (dividend per share of HRK 25.33).
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