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Solid growth in Q1
GDP real growth rate (yoy)
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An ample week in terms of macroeconomic releases is behind us. The first
Q1GDP estimate reported real growth of 2.5%yoy. According to the seasonally
adjusted data, GDP growth rate was kept at 3.4%yoy and 0.6%qoq. While
the positive contribution came from the domestic demand, the largest positive
contribution to the GDP volume change came from exports of goods (3.4%) as a
result of a 14.9% real annual growth of exports of goods (confirming that more
and more Croatian companies are turning to foreign markets using primarily
the advantages of the single European market). Increase in exports of services
was considerably milder, which is not surprising since the Easter holidays were
in April, and besides impacting pre-holiday consumption, this also postponed
the usual tourist arrivals. The Q1 real rise in exports of goods and services was
8.6%yoy, but it was not sufficient to neutralize the adverse impact of imports
on GDP. Consequently, the net-foreign demand brought a negative contribution.
Again, this highlights the high imports dependence of the domestic economy,
which mostly results from low competitiveness.
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Industrial production, yoy
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The largest GDP component, household consumption, continued with solid annual changes (+3.5%yoy in real terms). Government consumption increased
by 1.6%yoy, which probably reflects the continuation of fiscal consolidation,
while the acceleration of GFCF annual growth (+5.4%yoy) for the eight consecutive quarters is especially appealing. Compared to Q1 2016, GVA was higher
by 2.2% with the largest contributions achieved in Wholesale and retail trade
(+3.2%yoy).
Although the latest GDP data confirmed a continued favourable trend in the first
quarter, the recent high-frequency indicators (retail trade and industrial production) point to a slowdown of economic activity in the real sector. Namely, after
more than two years of growth, in April industrial production delivered a negative annual growth rate (–0.6%yoy, WDA indices). Thanks to the solid growth in
January and February, data for the first four months show that the industrial production was 1.3% higher than in the same period last year. Further, in April real
annual retail trade growth rate went down to 2.8%. Although at slower pace,
recent data confirmed a positive trend that has lasted since Sep 2014. Given the
solid recovery of the main Croatian foreign trade partners and the absence of
a more significant slowdown in household consumption, it is likely that the latest
data are related to the situation in Agrokor. Given the current circumstances, we
do not exclude the possibility of revising economic growth for this year, as current
projections are more exposed to negative risks closely related to the restructuring
of Agrokor and general adjustment of the market players to the new situation. In
the short term, we expect the biggest impact on the company’s investment activity, while in the event of any further growth in personal consumption, it is likely
that part of the demand could be offset by increased imports. It remains to be
seen whether, and to what extent, will the tourist season neutralize any possible
negative impacts.

Market Comment/Outlook

Retail trade, real changes, yoy

In the upcoming week the May PPI figures will confirm return of (imported) inflation at around 3.1 yoy growth while tourism readings are expected to show
excellent performance in April, considering this year’s later date of Easter and
Easter holidays, and the beginning of the (pre)season. However, Agrokor will remain in focus on the domestic market whereas additional information regarding
a new credit line is expected.
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EUR/HRK, mid rate
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Another boring week passed on the domestic bond market with subdued trading volumes. This week we might see a somewhat more pronounced demand
for pure kuna papers, bringing a slight decrease in yields. Croatian Eurobonds,
following the worldwide trend of rising prices, also experienced a weekly price
growth. The Ministry of Finance announced a T-bill auction as HRK 402 mn mature this week. Ample liquidity, and consequently a low interest rate environment,
suggests no changes in yields.
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Turning our attention to the local financial market where EUR/HRK continued
hovering around 7.41 kuna per euro level. The uncertainty around the Croatian
biggest private company (Agrokor), i.e. most probably banks’ further write-offs of
Agrokor’s debt, will continue to affect the EUR/HRK path. Basically, in the short
run HRK should be more exposed to the appreciation pressures due to the beginning of the high tourist season, robust exports and stronger FCY inflows, higher
demand for HRK loans, and improved fiscal and external position. Additionally,
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.

Elizabeta Sabolek Resanović
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Equity Market
Higher turnover thanks to Valamar Riviera
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In this week we expect news related to Agrokor to remain in the focus of investors. On Friday, shares of Ericsson Nikola Tesla go ex-dividend (DPS of HRK 90).
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Adris Grupa confirmed their total exposure to Agrokor of HRK 967 mn. The
loan was backed by shares of Jamnica and Konzum and by promissory notes of
Agrokor, Konzum and Jamnica. Adris explains that this exposure was created
from the cooperation between TDR (sold tobacco company) and Agrokor and
was transferred before the sale of the unit on Adris. After the capital increase and
the stock conversion, Arena Hospitality Group has 5,128,721 ordinary shares
with the ticker ARNT-R-A. The newly issued 2,946,221 shares will be listed on the
stock exchange with the first trading day being June 6th, 2017.
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Trading comment
Thanks to higher turnover by shares of Valamar Riviera on Wednesday when the
stock recorded HRK 10 mn, the total daily average was higher than in the week
before and amounted to HRK 7 mn. CROBEX closed the week in red losing 0.5%
and the worst performance was seen by shares of Uljanik Plovidba. Likewise, the
index of shares form transport companies lost the most among sectors and the
winners were shares of tourism sector. Most of the equity indices in the region
had a negative performance on the weekly level headed by MICEX.
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Market performance
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