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Inflation still subdued
CPI, yoy
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After three years of disinflationary pressures or negative inflation rates, the average consumer price growth for 2017 could reach 1.2%. Modest inflation rates
with a slight upwards tendency to 2% should be maintained by 2019 both in
Croatia and the eurozone. This is the consequence of the moderate rise in prices
on world commodity markets (primarily crude oil) and the absence of a significant inflation impact on the demand side despite nominal and real wage growth
and the consequent increase in consumption.
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September recorded the unemployment rate remaining near current level (10.8%).
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Last Monday the CBS delivered CPI statistics for September. Slightly above our
expectations, a 1.4% growth compared to the same period last year was mainly
driven by the supply side, especially by food prices. On the other side, the average price of goods and services for personal consumption accelerated to 1.5%
on a monthly basis. The latter is, above all, a consequence of the administrative
rise in electricity prices as of 1st September. This decision will surely generate
some of inflationary pressures on an annual basis too. However, inflationary
pressures remained modest. In the first nine months the average inflation rate
was 1.1%.
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Improved macroeconomic indicators certainly create favorable conditions for
continuation of fiscal consolidation and structural changes, which could be undertaken in the expansion phase of business cycle more efficiently. In this context
we expect that the upcoming EDP report (scheduled for Monday) will confirm a
better-than-expected fiscal outcome in 2016, strongly driven by favorable tourism
results.
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On the FX market the week passed with EUR/HRK hovering around the 7.51
kuna per euro level. As long as the FX stability is maintained and the inflationary pressures remain modest (well below 2%), the accommodative stance of the
monetary policy is probable. That means that the money market rates as well as
long term yields will be supported by ample liquidity in the system remaining at
the current record low levels. The low interest rate environment, together with
improved fiscal metrics, seems very favourable for the upcoming HRK local bond
issuance which is expected to take place during the last quarter, ahead of October HRK bond maturity. Also, at the beginning of October EUR 1.5bn T-bills fell
due, and we expect the Government will roll them over at maturity.
As for Treasury bills, after almost two months the MoF announced a new T-bill
auction for the upcoming Tuesday. It plans to issue HRK 1.2 bn and EUR 200 mn
of 1Y T-bills. Despite ample liquidity and consequently a low interest rate environment, the absence of investment alternative might push HRK yields toward lower
levels, while the maturing amount (HRK 1.2 bn and EUR 29 mn) will be definitely
covered.
Elizabeta Sabolek Resanović
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taking into account their overall financial situation. Investments which are the subject of this publication may vary in price and value. Investors may generate returns which are below
their initial capital investment. Exchange rate changes may adversely affect the investment value. Besides, past performance is not indicative of future results whatsoever. Risks arising
from investment in financial instruments, financial products or investment instruments which are the subject of this publication are not explained in whole or in full detail. Information
is provided “as is” without giving warranties of any kind and may not be deemed to substitute any investment advice. Investors have to make independent decision regarding the
appropriateness of investment in any instruments discussed or mentioned in this document, based on risks and benefits resulting from such instruments, and on their investment strategy and legal, fiscal and financial position. As this publication is not personal recommendation for investment, neither it and nor any of its components, forms a basis for conclusion
of any kind of deal, contract or commitment whatsoever, nor should it be relied upon or used as an incentive for or in connection with such actions. Investors are advised to seek
specific detailed information and advice from competent certified investment advisors.
RBA, Raiffeisen Bank International AG (“RBI”), and any other company connected with them, including their directors, authorized representatives or employees, and any other
party, do not accept any responsibility of liability arising in any way (whether due to negligence or otherwise) for any damages or losses whatsoever which result from the use of
this publication or its contents or which may otherwise be caused in connection with this publication.
This publication is disseminated to investors who are expected to make independent investment decision and estimates of investment risks, including issuer risk, capital market risk
and risks related to economic and political circumstances and prospects, without placing undue reliance on this publication, and this publication shall not be distributed, reproduced
or published in whole or in part for any purpose, without RBA’s permission.
RBA publishes financial instrument valuation and analyses independently or as part of publications which are created and distributed by RBI and Raiffeisen Centrobank, Austria
(“RCB”) under the name Raiffeisen ISTRAŽIVANJA. The analyses may relate to one or more issuers, and to financial instruments issued by them.
Unique criteria for issuance of stock market recommendation (rating) and risk classification are defined as follows:
“Buy”: for stocks which have an expected total return at least 10% (15% for stocks with high volatility risk) and represent the most attractive stocks among all stocks we analyze and
valuate over next 12 months
“Hold”: for stocks for which we expect a positive return up to 10% (up to 15% for stocks with high volatility risk) over next 12 months.
“Reduce”: expected negative return up to –10% over next 12 months.
“Sell”: for stock with expected negative return by more than –10% u over next 12 months.
Target prices are based on calculated fair value which is derived by applying relative valuation tools (peer group analysis) or discounted cash flow DCF method. Detailed information on specific valuation methods applied is available at: https://www.rcb.at/en/the-bank/business-segments/cr/concept-and-methods/
When publishing the analyses, ratings are determined by applying above mentioned ranges. Temporary deviations from the aforementioned ranges will not automatically result in
the alteration of a recommendation, and the respective recommendation will be placed under review instead.
Opinions concerning Croatian money market rates and price fluctuations of government bonds issued in the Republic of Croatia are based on the analysis of market ratio movements.
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
material facts related to issuer, industry or financial instrument. This publication may contain expectations and forward-looking representations, which involves risks and uncertainties, however, they are not a warranty or indication of future results whatsoever and are therefore subject to change. Therefore, no warranty or representation, whether express or
implied is made and no reliance should be placed on the fairness, accuracy, completeness or truth of information and views provided in this publication.
RBA analysts are involved in production of recommendations published and distributed by RCB, regarding the companies listed below along with the date of initial recommendation:
Adris Grupa d.d. (21.01.2005.), Atlantic Grupa d.d. (8.6.2015.), Ericsson Nikola Tesla d.d. (18.01.2005.), Hrvatski Telekom d.d. (11.12.2007.), Ledo d.d. (13.10.2015.), Podravka
d.d. (3.3.2003.) i Valamar Riviera d.d. (17.12.2015.).
Overview of Raiffeisen recommendations:
Buy

Hold

Reduce

Sell

Suspended

No. of recommendations

1

4

1

0

1

0

% of all recommendations

14%

58%

14%

0%

14%

0%

Investment banking services
% all IB services

Under review

0

0

0

0

0

0

0%

0%

0%

0%

0%

0%

A list of all historic recommendations for stock coverage, local money market rates in the Republic of Croatia, Croatian government bonds issued in the local markets and other
recommendations is available at: http://www.rba.hr/istrazivanja/povijest-preporuka
Please note that RBA, its related companies, employees, executives and other persons who participated in the preparation of this publication, and their related persons, may hold or
trade in financial instruments in excess of 0.5% of the issuer’s equity stake or deal with entities from the industries discussed in this publication. However, by applying confidentiality
protection and conflict of interest prevention measures RBA has ensured to a reasonable extent that this circumstance has not in any way affected anything that is mentioned in this
publication.

October 23rd, 2017

3

Disclaimer
RBA is part of RBI Group. RBI is a business investment bank domiciled in Austria. For 25 years RBI has been active in Central and Eastern Europe (CEE region) where it operates a
network of subsidiary banks, leasing companies and numerous other companies which provide financial services in 17 markets. As a result of its position in Austria and CEE, RBI
has established relationship, or expanded them in some cases, with companies in the following industries: oil & gas, technology, energy, real estate, telecommunications, financial
services, core materials, cyclical and non-cyclical consumer goods, healthcare and industry. RBI and/or its related companies executed transactions related to products and services
(including, but not being limited to, investment banking services) with the issuer mentioned in the analysis during the past 12 months. RBI and related companies have set up organizational measures which are required from the legal and supervisory point of view, and the implementation of the measures is monitored by the Compliance. Conflicts of interest
are subject to application of legal, physical and other restrictions (referred to collectively as the Chinese Walls), the purpose of which is to contain the flow of information between
business lines/organizational units within RBI, RBA, RCB and other group members. So for instance, Investment Banking, which comprises corporate funding activities through capital
markets is separated by physical and other barriers from the front office and from research and analysis units.
Potential conflicts of interest listed below will apply to financial instruments discussed in the analysis if their respective numbers are indicated at the end of the chapter:
1. RBA or any related company or any private individual involved in the publication of this document owns a net long or short position exceeding the threshold of 0,5% of the total
issued share capital of the issuer.
2. H
 oldings of the issuer in the total issued share capital of the RBA or any related company exceed 5%.
3. RBA or any related company or any individuals involved in the publication of this document hold significant financial interests in relation to the issuer.
4. RBA or any related company act as market maker or liquidity provider in the financial instruments of the issuer, where applicable.
5. R
 BA or any related company has been lead manager or co-lead manager over the previous 12 months of any publicly disclosed offer of financial instruments of the issuer, in
terms of underwriting the offer or sale of financial instruments of the issuer with or without repurchase, where applicable.
6. R
 BA or any related company is party to any other agreement with the issuer relating to the provision of investment banking services, provided that this would not entail the
disclosure of any confidential commercial information and that the agreement has been in effect over the previous 12 months or has given rise during the same period to the
payment of a compensation or to the promise to get a compensation paid, where applicable.
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