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1 Summary

After being stagnant in late 2017, economic activity picked
up in the first half of 2018, with real GDP being 2.7% larger
than in the same period of the previous year. Personal con-
sumption maintained the relatively high growth rates seen in
2017 and, after ten years, again made the largest contribution
to economic growth at an annual level. Other components of
domestic demand also increased, with investment growth be-
ing fuelled by larger capital investment of the private sector,
whereas general government investment remained subdued.
The growth was also given a strong boost by exports of goods
and services, whose growth dynamics, however, continued to
slow down on an annual basis. The strong domestic demand
resulted in a faster growth in imports than in exports, so that
the negative contribution of net foreign demand deepened
from the same period of the previous year.

Favourable labour market trends continued. Employment
increased further, with the sharpest contribution to the rise in
the number of employed persons coming from private sector
service activities and construction. At the same time, unem-
ployment continued to decrease, largely due to the shrinking
labour force, with the registered unemployment rate falling to
10.4% in the first half of 2018. Wages also grew steadily. The
average gross wage was 4.9% larger in the first half of 2018
than in the same period last year, while its real growth was
somewhat weaker (2.9%) due to the annual increase in the
consumer price index.

Consumer price inflation picked up in the first half of 2018,
largely driven by energy prices. Most notable was the increase
in the prices of refined petroleum products triggered by the up-
swing in global crude oil prices and the sharper annual growth
in electricity prices due to the base effect, i.e. the notable fall in
early 2017. The annual consumer price inflation rate went up
from 1.2% in December 2017 to 2.4% in June 2018.

The current and capital account balance deteriorated in the
first half of 2018 from the same period of 2017, mostly owing
to the widening of the foreign trade deficit, while unfavourable
trends were slightly mitigated by the smaller primary income
account deficit and a slight improvement in the sum of bal-
ances in the secondary income account and in the account of
capital transactions. At the same time, the surplus in the inter-
national trade in services remained almost the same. On the
other hand, the relative indicators of external debt and the in-
ternational investment position improved steadily.

By pursuing an expansionary monetary policy, the CNB
has continued to maintain the stable exchange rate of the kuna
against the euro and to support the very high levels of liquid-
ity in the monetary system. The upturn in kuna liquidity was
spurred predominantly by reserve money creation through
the purchase of foreign exchange from banks, which allevi-
ated appreciation pressures on the domestic currency. In the

conditions of high liquidity, there was no interest on the part
of banks in short-term kuna funds offered at regular weekly
reverse repo auctions. Against this background, interest rates
on loans of domestic credit institutions mostly continued to
fall. Favourable financing conditions, positive developments in
business and consumer confidence and the ongoing economic
recovery stimulated an increase in lending to domestic sectors,
particularly households.

CNB total international reserves increased by 6.3% from
the end of 2017 to the end of June 2018, and net international
reserves grew by 6.8% in the same period. The rise in inter-
national reserves in the first half of 2018 was fuelled by the
purchases of foreign currency from banks, the increase in MoF
foreign currency deposits with the CNB, and earnings from re-
serves management. Despite negative rates of the euro yield
curve, the total annual rate of return on the entire euro portfo-
lio was 0.28% in the first six months of 2018, while the annual
rate of return on the dollar part totalled 1.59%. The main ob-
jective was thus successfully achieved, i.e. liquidity and safety
in international reserves management.

Bank assets grew perceptibly in the first half of 2018, large-
ly owing to a merger of a housing savings bank with its parent
bank. At the same time, bank profitability improved strongly
from the same period of 2017, mostly due to the base effect.
In particular, the upsurge in profits was largely the result of
the fact that high expenses on impairment and provisions for
claims on the Agrokor Group in the first half of 2017 were
several times smaller in the same period of 2018. In addition,
due to lower risk costs, profitability indicators, i.e. ROAA and
ROAE grew to a high 1.8% and 10.1% respectively.

As regards exposure to credit risk, as a result of new lend-
ing activity and the sale of claims, the share of loans in B and
C risk categories in total loans shrank marginally, from 11.3%
to 11.2%, while the loan quality improved in the non-financial
corporations sector and the household sector. The total capital
adequacy ratio dropped from 23.8% in late 2017 to 22.6% in
late June 2018. This interrupted the years-long upward trend
in the capital adequacy ratio, which is largely attributable to
changes in the risk weighting of exposures to the central gov-
ernment and the associated rise in risk exposure.

Favourable developments in public finance continued in
the first half of 2018. In this period, the general government
surplus (ESA 2010) reached HRK 1.1bn, reflecting a perfor-
mance slightly over HRK 3.5bn better than in the same period
of the previous year. The favourable budget outturn was due
to the noticeable upturn in tax revenues (5.0%), accompanied
by only a slight rise in expenditures on an annual level (0.5%).
The general government debt-to-GDP ratio stood at 76.1% at
the end of June 2018, or 1.4 percentage points less than in De-
cember 2017.



2 Global developments

Global economic activity remained relatively stable in the
first half of 2018, but some developed countries recorded slow-
er growth and weaker foreign trade. On the one hand, the US
economy remained highly dynamic during the period under re-
view, whereas growth slackened in the euro area and Japan.
Among the major emerging market economies, Asian countries
performed very well, while Latin American and some European
markets were exposed to heightened uncertainty. Global infla-
tion remained relatively low, despite growing energy prices.
Accommodative monetary policies, prevailing in the majority of
large economies, continued to provide for relatively favourable
financing conditions.

The growth of the US economy, the world’s largest, has
been steadily picking up since early 2016, reaching 2.7% in the
first half of 2018. The faster growth was fuelled by stronger
exports and public consumption, with personal consumption
and investment continuing to be the main drivers of economic
activity. The US labour market remained very dynamic in the
first half of 2018, with a very low unemployment rate. Against
this background, domestic inflationary pressures mounted, so
that inflation actually exceeded the Fed’s target level, reaching
2.9% in June 2018.

Figure 2.1 Economic growth in selected markets and global
inflation
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After being 2.8% in the second half of 2017, euro area eco-
nomic growth slowed to 2.3% in the first half of 2018, this
trend being widespread across the member states. The strong-
est individual impact on slower growth was made by the largest
members — Germany, Italy and France, but the relative slow-
down was mostly felt in the countries that had had above-av-
erage growth in previous periods, such as Romania, the Czech
Republic and the Baltic countries. Such trends in the euro ar-
ea were mostly driven by external factors, in particular rising
global uncertainty, which adversely affected the export sector
and domestic investment activity. In addition, structural defi-
ciencies of the labour market in some countries and sectors
and the rise in energy prices curbed to some extent the growth
in private sector consumption, though it still remained the

main generator of euro area economic growth.

2.1 Croatia’s main trading partners

Most of Croatia’s major trading partners, particularly those
from the euro area, saw slightly slower growth in the first half
of 2018. This particularly refers to Germany and Italy, which
recorded very good results in late 2017, but whose growth
began to weaken, mostly on account of global developments.
Nevertheless, despite the slowdown, euro area economic
growth continued to exceed its potential, and in some of Croa-
tia’s main trading partners, e.g. Slovenia and Austria, it even
outstripped the euro area average.

As regards trading partners in the SE region, most of them
continued to record stable growth in the first half of 2018, with
some of them, e.g. Serbia, seeing perceptibly faster economic
activity. Generally speaking, these markets remained among
the most dynamic of Croatia’s foreign trade partners.

2.2 Prices, exchange rates and financing
conditions

Global raw material prices grew in the first six months of
2018. The average price of a barrel of Brent crude oil stood at
USD 75 in June 2018, up by 17% from December and almost
one half more than in June 2017. This rise was mainly due to
the adjustment of the supply from OPEC and other producers
to the agreed production curb, exacerbated geopolitical ten-
sions in the Middle East, reduced stockpiles in the USA and
the drop in oil production in Venezuela caused by the political
and economic crisis in the country. Furthermore, the growth
in oil prices was influenced by the US decision to reintroduce
economic sanctions on Iran. Prices of raw materials exclud-
ing energy also grew. Prices of food products (cereals, oil and
oil seeds) increased the most, driven by the ongoing buoyant

Figure 2.2 Raw material prices in the world market in US dollars
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Figure 2.3 Benchmark interest rates and the average yield spread
on bonds of European emerging market countries
end of quarter

Figure 2.4 Exchange rates of individual currencies against the
euro
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demand and somewhat reduced production. Prices of indus-
trial raw materials also grew sharply, in particular the prices
of agricultural raw materials, such as cotton, on account of
expectations of reduced supply from India. The rise in metal
prices was in part triggered by the US decision to impose sanc-
tions on Russia’s largest aluminium producer in April.

In the first half of 2018, divergence in the monetary poli-
cies of the US and the euro area widened even further. The Fed
raised its benchmark interest rate by a total of 0.5 percentage
points on two occasions in that period. By contrast, the ECB’s
benchmark interest rate remained unchanged from the begin-
ning of the year, although the ECB reduced the volume of its
bond purchase programme from EUR 60bn to EUR 30bn a
month and announced its possible wind-down by the end of
the year.

Financing conditions for European emerging market coun-
tries deteriorated during the first half of 2018. In that peri-
od, the EMBI yield spread for these countries widened by ap-
proximately 50 basis points from the end of 2017. The intense

uncertainty in financial markets in the first half of 2018 was
fuelled by heightened trade and geopolitical tensions, includ-
ing the imposition of additional US sanctions on Russia and
growing concerns about the economic and political situation
in Turkey.

The tendency of the euro to strengthen against the US dol-
lar in the world foreign exchange market, present since the
beginning of 2017, continued in the first quarter of 2018 but
changed its direction afterwards. The major contributors to the
strengthening of the euro early in the year included the positive
indicators of economic activity in the euro area and expecta-
tions of the possible gradual tightening of the ECB’s monetary
policy. The euro weakened against the US dollar in the second
quarter, losing most of the value gained in the quarter before.
This was mostly due to rising global uncertainty and political
events in Italy. The exchange rate of the US dollar against the
euro averaged EUR/USD 1.19 in the second quarter of 2018,
a rise of 1.2% from the last quarter of 2017.



3 Aggregate supply and demand

After being stagnant in late 2017, economic activity picked
up in the first half of 2018, when real GDP was 2.7% larger
than in the same period of the previous year. The rise in per-
sonal consumption made the largest individual contribution to
economic growth on an annual basis. Other components of
domestic demand also increased, with investment growth being
mostly driven by larger capital investment of the private sector,
whereas general government investment remained subdued.
Growth was also strongly boosted by exports of goods and
services, whose growth dynamics, however, continued to slow
down on an annual basis. Strong domestic demand resulted in
a faster growth in imports than in exports, so that the negative
contribution of net foreign demand to economic growth deep-
ened from the same period of the previous year.

GDP by the production approach showed that gross value
added (GVA) increased at an annual rate of 2.1%. The increase
was primarily due to GVA growth in trade, transportation and
storage, and accommodation and food service activities. GVA
also recorded annual growth in all other categories, with the
exception of financial and insurance activities.

3.1 Aggregate demand

Real exports of goods and services continued to increase in
the first half of 2018, growing annually by 2.9%. Total exports
edged down (=0.5%) in the first three months of 2018 due to
lower exports of goods. Although total exports picked up in the

Figure 3.1 Gross domestic product

Figure 3.3 Exports of goods and services
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Figure 3.2 GDP rate of change
contributions by components

Figure 3.4 Real exports of goods and services
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second quarter, their growth was noticeably slower in the first
half of 2018 than in the same period of 2017.

The slowdown in total exports largely reflected reduced ex-
ports of goods. Goods exports grew by 2.8% on an annual ba-
sis from January to June 2018, noticeably less than in the same
period of 2017, when they grew by 10.7%. This was the out-
come of unfavourable results in the first quarter, when goods
exports were 1.5% lower than in the same period of 2017.
Such movements were strongly influenced by high base period
values, while goods exports held steady on a quarterly basis.
Nominal data on the trade in goods broken down by main in-
dustrial groupings show that exports of energy and durable and
non-durable consumer goods decreased in the first quarter of
2018 an annual basis. However, goods exports grew by 7.1%
in the second quarter, with nominal data showing that exports
of all MIG components but durable consumer goods increased.
At the same time, the quarterly growth in exports of services
was relatively dynamic, particularly in the second quarter,
which may be attributed to favourable developments in tour-
ism. However, due to somewhat poorer results in the second

half of 2017 and the base effect, the annual growth rate of ex-
ports of services halved from the same period of 2017 (3.4%
vs 6.9%).

Personal consumption continued to grow in the first half of
the year at a pace similar to that in 2017, growing annually by
3.7%. The ongoing rise in personal consumption was boosted
by the steady increase in real disposable income of households
driven by favourable developments in the labour market. Em-
ployment continued to grow and the rise in net wages picked
up noticeably. Consumer confidence also improved in the first
quarter of 2018, reaching the highest level since household ex-
pectations started to be measured, and fluctuated around simi-
lar levels in the remainder of the year. In addition, consumer
credit also increased. As a result, personal consumption, indi-
vidually the largest component of aggregate demand, contrib-
uted the most to real GDP growth.

Though gross fixed capital formation continued to increase
in the first half of the year, its annual growth rate was much
lower (3.3%) than in the same period of 2017 (4.8%). The
noticeably slower growth in investment may be explained by

Figure 3.5 Personal consumption Figure 3.7 Gross fixed capital formation
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Figure 3.9 Imports of goods and services
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sluggish investment activity of the general government as fiscal
data compiled in accordance with the ESA 2010 methodology
show that general government investment decreased by almost
a third in the first half of the year. Reduced capital investment
of the general government is also evident from the data on civ-
il engineering works, while construction works on buildings
grew in the first half of 2018.

The annual increase in government consumption in the
first six months of 2018 accelerated slightly to 2.6% from the
same period of 2017 when it stood at 2.2%. It seems that real

growth in government consumption may be largely attributed
to the increase in the number of civil servants and government
employees, while social benefits in kind were perceptibly lower.

The annual growth of imports of goods and services was
slower in the first half of 2018 than in the same period of 2017
(8.7% vs 5.1%), reflecting lower growth in goods imports. The
slower increase in goods imports may be associated with slack-
er growth in exports and investment. Nominal data on trade
in goods show that imports of energy were lower than in the
same period of 2017, and that the increase in imports of capi-
tal goods lost momentum, probably due to slower investment
activity. At the same time, the increase in imports of services
picked up pace on an annual basis thanks to the upsurge in the
second quarter, which is in turn attributable to expanded tour-
ist consumption of residents abroad. As exports growth slowed
even more, the negative contribution of net foreign demand to
total GDP growth deepened in the first half of 2018 from the
same period of the previous year (—1.3 percentage points as
against —0.6 percentage points).

3.2 Aggregate supply

Gross value added was 2.1% larger in the first half of 2018
than in the same period of 2017. The largest contribution to
GVA growth came from retail trade, transportation and stor-
age, accommodation and food service activities, probably
driven by expansion of household consumption and the rise
in tourist activities. GVA also recorded annual growth in other
activities, except financial activities, which recorded a mild de-
crease.

Figure 3.11 GVA rate of change
contributions to the annual change by components
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4 Labour market

4.1 Employment and unemployment

The upward trend in employment, present from mid-2014,
continued into the first half of 2018. Such movements resulted
in a 2.4% larger number of employed persons than in the same
period of the previous year. The sharpest contribution to the
rise in employment figures in the first six months of 2018 came
from private sector service activities and construction.

The first half of 2018 was marked by the steady fall in un-
employment figures, primarily as a result of intensified removal
from the CES register due to non-compliance with legal provi-
sions, cancellation from the register and failure to report regu-
larly. Intensive removal from the CES register was probably re-
lated to emigration of the working age population from Croatia
to more developed EU countries.

Owing to the steady fall in unemployment, the number of

unemployed persons was around 50 thousand lower in the first
half of 2018 than in the same period of the previous year.

Such trends led to a further decrease in the unemployment
rate. The registered unemployment rate was 10.4% in the first
half of 2018, a decrease of 1.1 percentage point from the sec-
ond half of 2017. In the same period, the average ILO unem-
ployment rate fell by 1.5 percentage points, to 8.7%.

Labour Force Survey data show a further decrease in the
participation rate in the Croatian labour market in the first half
of the year. However, the rate levelled off on an annual basis
thanks to more favourable trends in the second half of 2017.
Apart from these negative movements, it should be noted that
in the EU the participation rate fell only in Italy in the first six
months of 2018. Also, the survey data show that the employ-
ment rate grew steadily in the first six months of 2018, albeit
at a slower pace than in the preceding half of the year, with the

Figure 4.1 Employment by NCA activities
seasonally adjusted data, contributions to the quarterly rate of change

Figure 4.3 Unemployment rates
seasonally adjusted data
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Figure 4.2 Total unemployment and net unemployment inflows
seasonally adjusted data

Figure 4.4 Labour Force Survey
seasonally adjusted series
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average employment rate standing at 47.0%.

4.2 Wages and unit labour cost

The first half of 2018 was marked by the continued in-
crease in nominal gross wages, with wages growing percepti-
bly faster in the second quarter. It is noteworthy that the wage
growth dynamics was stronger in the private sector than in
the public sector. The average nominal gross wage grew by
4.9% on an annual basis in the first six months of 2018 from
the same period of 2017. However, the purchasing power of

households grew somewhat less as real net wages were 2.9%
higher in the first six months of 2018 than in the same period
of the previous year due to the parallel annual rise in the con-
sumer price index.

National accounts data also suggest an increase in com-
pensation per employee in the first half of 2018, while labour
productivity edged down as the rise in employment was slightly
stronger than GDP growth. Such movements pushed unit la-
bour costs up in the first half of 2018 (by 1.6% from the previ-
ous half of the year according to seasonally adjusted data and
by 1.7% compared with the same period of 2017).

Figure 4.5 Average nominal gross wage by NCA activities
seasonally adjusted data, contributions to the quarterly rate of change

Figure 4.6 Compensation per employee, productivity and unit
labour costs

seasonally adjusted data, quarterly rate of change and levels
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5 Inflation

Consumer price inflation picked up in the first half of
2018. This was mostly due to mounting imported inflationary
pressures, primarily fuelled by the increase in the global price
of crude oil. The annual consumer price inflation rate went
up from 1.2% in December 2017 to 2.4% in June 2018. By
contrast, core inflation (which excludes agricultural product
prices, energy prices and administered prices) slowed down
from 1.4% in December to 0.7% in February, remaining at that
level through to June. The slowdown was mostly caused by the
fall in the annual rate of change in the prices of clothing and
footwear, some food products (particularly meat and milk), ca-
tering services and motor vehicles.

The indicators of current consumer price trends fell sharp-
ly in late 2017 and early 2018 but started to rise from March
2018 on, in particular overall consumer price inflation. The in-
flation diffusion index shrank in the first half of the year to the

Figure 5.1 Year-on-year inflation rate and contributions of
components to consumer price inflation
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Sources: CBS and CNB calculations.

level almost equal to the average seen last year. While the num-
ber of products with increased prices decreased, the prices of
most products continued to rise.

When the main components are considered, energy prices
made a particular contribution to the acceleration of the annual
inflation rate in the first half of 2018. The contribution of ener-
gy prices to overall inflation rose from 0.1 percentage point in
December to 1.3 percentage points in June. Most notable was
the increase in the prices of refined petroleum products trig-
gered by the upturn in global crude oil prices and the sharper
annual growth in electricity prices due to the base effect, i.c.
the notable fall in these prices in early 2017. Unprocessed food
product prices also contributed to inflation acceleration, but to
a much smaller extent. Their contribution to the overall annual
inflation rate went up from 0.2 percentage points in December
to 0.4 percentage points in June, mainly as a result of an in-
crease in vegetable prices. The slowdown in the annual growth
rate of meat prices, which may be associated with the steep fall
in pork prices in the EU market, had the opposite effect.

The slowdown in core inflation in the first six months of
2018 was influenced by the slackened annual growth in the
prices of processed food products and non-food industrial
goods without energy. The trends in processed food prices
were largely influenced by the waning of the effect of the in-
crease in the prices of milk, oil and fats in the first half of 2017,
and the decrease in the prices of butter in the current year. The
slower growth in the prices of non-food industrial goods with-
out energy was largely the outcome of the fall in the annual rate
of change in the prices of clothing and footwear and motor ve-
hicles. The rise in the prices of services held steady as the faster
increase in the annual rate of change in the prices of refuse
collection (due to the disappearance of the effect of the fall in
these prices in early 2017) was offset by the slower growth in
the prices of catering services.

The growth of the implicit deflator of GDP went up from
1.6% in the fourth quarter of 2017 to 2.1% in the second quar-
ter of 2018. Trade conditions continued to improve, albeit at a

Figure 5.2 Indicators of current inflation trends
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Table 5.1 Price indicators
year-on-year rate of change

Consumer price index and its components

Total index 0.7 1.4 1.2 1.1 2.4
Energy -2.8 0.5 0.4 1.8 7.9
Unprocessed food 2.2 4.5 2.6 2.1 3.8
Processed food 2.3 2.8 2.0 1.1 1.5

Non-food industrial goods

without energy 0.8 0.1 0.8 0.3 0.5

Services 0.8 0.9 1.0 1.0 1.0

Other price indicators

Core inflation 1.8 14 1.4 0.7 0.7
Index of industrial producer

prices on the domestic 0.4 2.2 2.1 1.2 3.4
market

Index of industrial producer
prices on the domestic 0.5 0.9 1.0 0.5 -0.1
market (excl. energy)

Harmonised index of

g 1.1 1.6 1.3 1.2 2.2
consumer prices

Harmonised index of
consumer prices at constant 1.0 1.6 1.2 1.1 2.1
tax rates

Sources: CBS and Eurostat.

slower pace than in the second half of the previous year. In ad-
dition, the annual rate of change of industrial producer prices
(excluding energy) also dropped, from 1.0% in December to
—0.1% in June. Prices in the production of non-durable con-
sumer goods (food products and beverages) dropped the most,
driven probably by the cut in the prices of food raw materials in
the global market in the second half of 2017.

Consumer price inflation in the euro area picked up in
the first half of 2018, from 1.4% in December 2017 to 2.0%
in June. As in Croatia, this was mostly attributable to energy
prices, due to the rise in crude oil prices in the global market.

Figure 5.4 Indicators of price developments in Croatia and the
euro area
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Notwithstanding stronger domestic inflationary pressures in
the first half of the year, thanks to the notable growth in wages
and the high utilisation of capacities, core inflation (which ex-
cludes the prices of energy, food, alcoholic beverages and to-
bacco) did not rise and was the same in June 2018 as in De-
cember 2017, at 0.9%. The annual increase in the prices of
services (1.1%) in June was more pronounced than the rise in
the prices of industrial products (0.4%).

The annual inflation rate in Croatia, measured by the HICP,
rose from 1.3% in December to 2.2% in June. This was main-
ly due to the faster annual increase in energy prices, primar-
ily spurred by the rise in the prices of refined petroleum prod-
ucts and the disappearance of the effect of the cut in electricity
prices in early 2017. In June, inflation in Croatia was 0.2 per-
centage points lower than in the euro area. Core inflation (ex-
cluding energy, food, alcoholic beverages and tobacco prices)
edged down in Croatia, from 1.1% in December to 0.9% in
June, and was equal to that in the euro area.



6 Current and capital account
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The current and capital account balance deteriorated in the
first half of 2018 from the same period of the previous year,
largely owing to the widening of the foreign trade deficit. On
the other hand, unfavourable developments in the current and
capital account were only slightly mitigated by the cut in the
primary income account deficit and a slight improvement in
the sum of balances in the secondary income account and in
the account of capital transactions. At the same time, the sur-
plus in the international trade in services remained almost the
same. If cumulative values over the past year are observed,
the surplus in the current and capital account stood at 3.9%
of GDP, which is 0.8 percentage points less than in the en-
tire 2017. However, excluding the one-off effect of lower bank
profits due to provisions associated with the Agrokor Group,
this surplus stood at 3.6% of GDP, the same as in 2017.

Figure 6.1 Current and capital account balance and its structure

s 8 8
w (&)
8 5
= 6 . 6 2

4 \ﬂ\ 4

/ N V%
2 Vol | I 2
LI HL L
ol . L) = l g 1 ", ! "o . 0
-:;T.z}c:’ UV HERTTR L
* * *

_2’\ * -t - — 9
-4 —4
2011 2012 2013 2014 2015 2016 2017 2018
M services M Primary income Goods Secondary income

M Capital transactions @ Current and capital account
Current and capital account® — right
— Current and capital account excl. one-off effects? — right

@ Sum of the last four quarters.

Note: One-off effects include conversion of CHF-linked loans in 2015 and bank
provisions for loans to the Agrokor Group in 2017.

Source: CNB.

6.1 Foreign trade and competitiveness

According to the balance of payments data, the first six
months of 2018 were characterised by a sharp deepening of the
foreign trade deficit (of 8.5%) driven by a noticeably stronger
growth in imports than in exports (5.4% vs 3.0%). The CBS
data, which also provide for a breakdown by products, suggest
that the widening of the foreign trade deficit was largely driven
by a worsening of the balance of trade in medical and phar-
maceutical products and other transport equipment (mainly
ships) and, to a lesser extent, larger net imports of road vehi-
cles and electrical machinery, apparatus and appliances.

The growth in total goods exports continued in the first
half of 2018 (by 2.9% on an annual basis), but at a much slow-
er pace than in the same period of 2017 (when exports grew
by 16.9%). The deceleration was in part due to a slowdown
in economic activity in Croatia’s main foreign trading partner
countries and the base effect. The growth in total exports of
goods in the first six months of 2018 was mainly the result of
the rise in exports of road vehicles to Germany and Slovenia,

Figure 6.2 Goods exports (f.0.b.)
year-on-year rate of change and contributions
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Source: CBS.

metal industry products to Germany, the United Kingdom and
Italy, and scientific and controlling instruments to South Korea
and China. The only moderate contribution of energy products
to the growth of total goods exports is the result of the growth
in the exports of oil and refined petroleum products accom-
panied by a sharp fall in the exports of electricity. At the same
time, exports of medical and pharmaceutical products to the
US and ship exports plummeted.

In addition to goods exports, goods imports also grew
at a notably slower pace (by 6.4% in the first half of 2018 vs
13.8% in the same period of 2017). The rise in the total im-
ports of goods was strongly influenced by the rise in imports
of road vehicles from Germany, France and Slovenia, medi-
cal and pharmaceutical products from Germany, Hungary
and South Korea, metal industry products from Italy, Bosnia
and Herzegovina and Germany, and scientific and controlling

Figure 6.3 Goods imports (c.i.f.)
year-on-year rate of change and contributions
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Source: CBS.




instruments from China and Slovenia. At the same time, im-
ports of energy products shrank, as the sharp fall in imports
of electricity more than counterbalanced the strong increase in
imports of oil and refined petroleum products.

As regards developments in the international trade in ser-
vices, net exports of services in the first half of 2018 held
steady at the same level as in the corresponding period of the
previous year. Revenues from tourism grew sharply (by 10.1%
on an annual basis), accompanied by a sharp growth in the
numbers of arrivals and nights of guests in commercial accom-
modation, of 12.5% and 8.7% respectively, thanks primarily
to guests from Poland, Slovenia, the United Kingdom and the
Czech Republic. However, the rise in revenues from tourism
was almost completely offset by the substantial increase in
tourism consumption abroad by residents and the fall in net
exports of other services.

The slower growth in goods exports in the first half of 2018
coincided with a small deterioration in price and cost competi-
tiveness of exports as the real effective exchange rates of the
kuna deflated by consumer and producer prices appreciated

marginally in the first half of 2018. This was due to the ap-
preciation of the nominal effective exchange rate of the kuna,
only slightly mitigated by somewhat more favourable develop-
ments in domestic prices compared to the prices of Croatia’s
main trading partners. At the same time, the movement of unit
labour costs in Croatia was slightly less favourable than abroad,
so that the appreciation of real effective exchange rates of the
kuna deflated by unit labour costs was more pronounced, par-
ticularly in manufacturing.

6.2 Income and transactions with the EU

Net expenditures on equity investment in Croatia deterio-
rated considerably due to better business performance of do-
mestic enterprises owned by non-residents, particularly the re-
covery of bank profits, which were in 2017 strongly affected
by one-off effects of increased loss provisions for loans to the
Agrokor Group. At the same time, foreign enterprises owned
by residents recorded slightly lower profits than in the same

Figure 6.4 Services exports
year-on-year rate of change and contributions

Figure 6.6 Investment income
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Figure 6.5 Nominal and real effective exchange rates of the kuna

Figure 6.7 Transactions with the EU budget
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positive value of net received and net allocated funds is the surplus over the
payments to the EU budget.

Sources: CNB and MoF.




Figure 6.8 Other income, excluding investment income and

transactions with the EU

million EUR

-100
2014 2015 2016 2017 2018
Compensation of employees Personal transfers
Other private sector income Government — transfers
4 Total — Total - right®

3.8

as % of GDP

@ Sum of the last four available quarters

Note: Compensation of employees is recorded in the primary income account, while

other series (personal transfers, other private sector income and government
transfers) are recorded in the secondary income account.
Source: CNB.

13

period of 2017. Unfavourable trends in investment income
were mitigated by lower net expenditures on debt investments
arising from lower interest expenses on external debt of do-
mestic sectors, particularly the government and other domestic
sectors.

Net revenues from transactions with the EU budget in the
first half of 2018 increased from the same period of the previ-
ous year as a result of stronger use of EU funds, while pay-
ments to the EU budget remained almost the same. It should
be noted that the structure of the funds paid out changed sub-
stantially. End users received significantly more capital reve-
nues (mostly to other domestic sectors, excluding the govern-
ment), while the amount of current revenues decreased. The
total annual difference between the funds used and payments
to the EU budget grew to 1.4% of GDP at the end of June, up
from 1.2% of GDP in the whole of 2017. Other income, ex-
cluding income from investments and transactions with the EU
budget, held steady.



7 Private sector financing

Domestic sectors’ financing conditions generally continued
to improve in the first half of 2018. The costs of short-term
government borrowing were more favourable than in 2017, as
suggested by the interest rate on one-year kuna T-bills which
dropped from 0.20% in December 2017 to an all-time low
of 0.09% in February 2018, remaining at that level until the
end of June. The interest rate on one-year euro T-bills also de-
creased from 0.01% in October 2017 to 0.00% in May 2018.
The financing conditions for government long-term borrowing
in the domestic market improved in the first half of the current
year as well, as evident from the yield curve for kuna bonds
without a currency clause (Figure 7.1a), with a negative yield
to maturity recorded for a two-year bond in June. No signifi-
cant change was seen in the yield curve for kuna bonds with a
currency clause in euro from the end of 2017 (Figure 7.1b).
In June 2018, the government issued a ten-year euro bond of

EUR 750m with a yield of 2.9%.

On the other hand, the government’s costs of borrowing in
the foreign market, estimated by the sum of the EMBI index
for Croatia and the yield on the German government bond, in-
creased slightly from 2.2% at the end of 2017 to 2.6% in late
June 2018 (Figure 7.3). After narrowing by around 120 basis
points in 2017, the CDS for Croatia declined further in the
first quarter of 2018, dropping by an additional 10 basis points
to a level of around 85 basis points. However, in the second
quarter, the risk premium for Croatia increased along with the
risk premiums of other European emerging market economies,
again exceeding 100 basis points. As regards the credit rating
agencies’ risk perception of Croatia, in January 2018, Fitch up-
graded Croatia’s rating from ‘BB’ to ‘BB+’ with a stable out-
look, while Standard & Poor’s did the same in March this year.

Costs of corporate financing mostly continued to decline

Figure 7.1 Yield-to-maturity on RC bonds
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b) In kuna with a currency clause in euro
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Figure 7.2 Short-term financing costs
in kuna without a currency clause

Figure 7.3 Long-term financing costs
in kuna with a currency clause and in foreign currency
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steadily. Compared with the 2017 average, the average inter-
est rate on short-term corporate borrowing in kuna without a
currency clause decreased by 0.4 percentage points in the first
half of 2018 (Figure 7.2), while the average interest rate on
long-term corporate loans in kuna with a currency clause went
down by 0.6 percentage points (Figure 7.3). The downward
trend was particularly pronounced in interest rates on loans
up to HRK 7.5m, although interest rates on loans exceeding
HRK 7.5m are still lower than interest rates on loans of smaller
amounts as larger amount loans are used mostly by large en-
terprises with greater collateral potential and better alternative
financing options (Figure 7.4).

Interest rates on household loans also continued to decline.
The average interest rate on short-term houschold borrowing
in kuna without a currency clause decreased by 0.5 percentage
points in the first half of 2018 from the 2017 average (Figure

Figure 7.4 Bank interest rates on loans to non-financial
corporations by volume
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7.2), while the average interest rate on long-term household
loans with a currency clause went down by 0.3 percentage
points (Figure 7.3).

Favourable trends in interest rates on corporate and house-
hold financing were brought about by the exceptionally high li-
quidity in the domestic and international financial markets and
lower funding costs of the Croatian banking system, with the
EURIBOR still in negative territory (Figure 2.3) and the na-
tional reference rate (NRR)' continuously trending down.

The results of the bank lending survey suggest that cred-
it standards for corporate loans were eased in the first half of
2018, particularly in the first quarter (Figure 7.6). With the ex-
ception of a slight tightening in the second and third quarter of
2017, lenders have been continuously easing credit standards
for corporate lending for almost three years. Banks’ financing
options on the market and favourable liquidity conditions led
to the easing of standards in the first half of 2018, whereas
banks cited expenses linked to their capital positions as a factor
contributing to the tightening of credit standards. At the same
time, corporate demand for loans has been moving up for sev-
eral years now, particularly that of small and medium-sized en-
terprises. Demand growth was primarily driven by the need of
enterprises to finance inventories and working capital as well
as to finance investments.

In the first half of 2018, credit standards for household
loans were tightened considerably (Figure 7.7), reversing a
several-year long trend of credit standard easing in the house-
hold sector. This may be attributed to the application of the
new Foreclosure Act and the Decision on the additional criteria
for the assessment of consumer creditworthiness and on the
procedure of collection of arrears and voluntary foreclosure,
which had a negative effect on the creditworthiness of a part
of the household sector. Nevertheless, the demand for housing
and consumer and other loans continued to grow in the first
half of 2018, although the growth slowed down in the second
quarter. The increased demand for both types of loans was sig-
nificantly driven by strong consumer confidence. The demand

Figure 7.5 National reference rate (NRR)

Figure 7.6 Credit standards and corporate demand for loans
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Figure 7.7 Credit standards and household demand for loans
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Figure 7.8 Corporate financing

Figure 7.10 Growth of corporate placements by activity
transaction-based
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Figure 7.9 Corporate domestic placements of credit institutions

Figure 7.11 Growth in corporate loans by purpose
transaction-based
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Figure 7.12 Household placements Figure 7.13 Growth of household placements by loan type
transaction-based
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for housing loans was additionally spurred by favourable real
estate market conditions, while the consumption of durable
consumer goods resulted in a rise in demand for other types of
household loans.

The total debt of non-financial corporations? increased in
the first half of 2018. Both domestic and foreign corporate bor-
rowing increased, particularly borrowing from domestic cred-
it institutions. As for the annual dynamics, at end-June 2018,
total corporate debt increased by 2.1% (transaction-based),
picking up slightly from the previous years (Figure 7.8). The
domestic and foreign borrowing of private enterprises provided
the main impetus for annual growth, while some public enter-
prises reduced both domestic and foreign financing.

Domestic credit institutions’ corporate placements in-
creased by HRK 3.2bn in the first six months of 2018 (transac-
tion-based, Figure 7.9), with their annual growth rate standing
at 3.1% at the end of June (transaction-based). Still, the annual
rate of growth in the nominal stock of corporate placements
remained negative (—1.0% at the end of June), which is mainly
a result of the sale of non-performing placements.

In the first half of 2018, the rise in corporate placements
was widespread across various activities, with the most sig-
nificant contribution to growth coming from accommodation

and food service activities, trade and other activities, notably
professional, scientific and technical activities (Figure 7.10).
On the other hand, the several-year trend toward deleveraging
continued in construction, and a decline in debt was also seen
in agriculture, putting an end to the upward trend recorded
over the preceding three years. Observing corporate loans by
purpose, the annual growth in investment loans slowed down
in mid-2018 from 2017, standing at 3.2% at end-June (Fig-
ure 7.11). On the other hand, working capital loans and other
loans grew by around 5% on an annual basis, accelerating from
2017.

The growth in household placements has been intensify-
ing continuously since October 2016. In the first half of 2018,
they rose by HRK 4.3bn, with their annual growth accelerating
to 5.6% at the end of June (transaction-based, Figure 7.12).
In addition to favourable financing conditions, more vigorous
household borrowing may also be accounted for by favourable
labour market developments and consumer confidence. Bro-
ken down by loan structure, growth was recorded in all main
types of household loans in the first six months of 2018 (Fig-
ure 7.13), with the most significant positive contribution com-
ing from general-purpose cash loans, whose expansion in the
said period exceeded their growth at the entire 2017 level.

2 Non-financial corporations do not include public enterprises included in the general government sector.



8 Foreign capital flows

In the first six months of 2018, EUR 0.4bn in net foreign
capital inflows was recorded in the financial account of the bal-
ance of payments, a slight decrease from the same period the
year before. However, if the changes in gross international re-
serves and CNB liabilities are excluded, net foreign liabilities of
domestic sectors increased significantly (by EUR 1.9bn versus
EUR 1.0bn in 2017). The bulk of net capital inflow may be at-
tributed to a rise in net debt liabilities, while net equity invest-
ments exhibited only small changes.

In the first half of 2018, the net inflow of equity invest-
ments stood at EUR 0.2bn, as the increase in liabilities exceed-
ed the increase in the assets of domestic sectors. The increase
in assets was also a result of foreign direct and portfolio equity
investments, although they were noticeably smaller than in the
same period in 2017, while reinvested earnings rose, particu-
larly in manufacturing and financial activities. On the other

hand, the rise in liabilities was mainly due to higher reinvested
earnings of domestic business entities owned by non-residents,
mostly banks, while in other activities, reinvested earnings were
on average lower than in the same period in the preceding year.
At the same time, direct equity investment in Croatia, mostly
seen in the real estate sector, was one fifth lower than in the
same period in 2017.

The significant net inflow of debt capital of EUR 1.7bn re-
corded in the first half of 2018 (excluding the change in inter-
national reserves and CNB liabilities) resulted from a substan-
tial decrease of EUR 0.8bn in the banks’ assets in the TAR-
GET25 system. Furthermore, the net foreign position of credit

Figure 8.3 Net external debt transactions by sectors

Financial intermediation I Other activities @ Total

Note: Equity investment net of debt-to-equity transactions and round-tripping
investments.
Source: CNB.
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institutions deteriorated due to a simultaneous decline in for-
eign assets and a rise in liabilities. The net foreign position of
the corporate sector deteriorated as well, mainly as a result of a
substantial rise in liabilities to affiliated creditors abroad. Such
developments were mitigated by an improvement in the foreign
position of the central bank driven by an increase in interna-
tional reserves following the deposit of central government
funds deriving from the new issue of foreign bonds as well as
by the purchase of foreign exchange from banks.

Relative indicators of external debt continued to improve
in the first half of 2018, albeit at a slower pace than in 2017.
In addition to continued moderate deleveraging, nominal GDP
growth also contributed to the trend, while cross-currency
changes and other adjustments were somewhat unfavourable.
Gross external debt was EUR 40.1bn (79.9% of GDP) at the
end of June 2018, which is a decrease of 1.8 percentage points
from the end of 2017. At the same time, net external debt
dropped to slightly below EUR 15.0bn (29.7% of GDP), down
by 1.2 percentage points from the end of 2017.

In addition to the relative indicators of external debt, the
net international investment position also improved, standing
at —60.3% of GDP at the last day of June 2018 compared with
—61.9% of GDP at the end of 2017. This is primarily linked to
the favourable effect of nominal GDP growth, while in abso-
lute terms, the international investment position improved only
slightly.
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9 Monetary policy

The CNB continued to pursue an expansionary monetary
policy in the first half of 2018, supporting the high liquidity in
the monetary system. Due to appreciation pressures on the do-
mestic currency, the central bank purchased from banks a total
of EUR 726m from the beginning of 2018 to the end of June.
Including the purchase of EUR 16m from the Ministry of Fi-
nance, the CNB purchased a net total of EUR 742m in foreign
exchange transactions in the first half of 2018, creating HRK
5.5bn (Figure 9.1).

In addition to foreign exchange transactions, the CNB con-
tinued to conduct regular weekly reverse repo auctions at a
fixed repo rate of 0.3%. However, amid very high levels of kuna
liquidity surplus in the monetary system, banks have shown no
interest in the short-term kuna funds available through this
monetary policy instrument since the beginning of the year.

In the first six months of 2018, average surplus kuna

Figure 9.1 Flows of reserve money (MO0) creation
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Source: CNB.

liquidity reached HRK 27.1bn, up by HRK 11.9bn from the av-
erage surplus recorded in 2017 (Figure 9.2). The rise in kuna
liquidity in the system primarily resulted from the creation of
reserve money through the purchase of foreign exchange from
banks. In such circumstances, the average weighted interest
rate in the overnight interbank market remained at exception-
ally low levels with very little turnover. In April, the interbank
interest rate rose to 0.25%, reflecting the one transaction that
was carried out that month, after which no turnover was seen
in May and June.

In the first half of 2018, the kuna was predominantly sub-
ject to appreciation pressures mitigated by CNB foreign ex-
change interventions. The exchange rate of the kuna against
the euro stood at EUR/HRK 7.38 at the end of June, down by
1.8% from the end of 2017 (Figure 9.3). Appreciation pres-
sures on the kuna were associated with favourable macroeco-
nomic developments such as reduced fiscal risks and recovered
economic activity as well as with current account surplus and
stronger inflows of EU funds. As regards other important cur-
rencies, the kuna strengthened against the US dollar and the
Swiss franc in the first four months of the year, after which
the trend was reversed. Such developments were a result of
the strengthening of the euro against the aforementioned cur-
rencies in the global foreign exchange market in the first four
months of the year and its depreciation during most of May
and June, particularly against the US dollar.

Gross international reserves stood at EUR 16.7bn at the
end of June 2018 (Figure 9.4), having grown by EUR 1.0bn
or 6.3% from the end of 2017. Net usable reserves went up by
EUR 0.9bn in the same period, reaching EUR 14.7bn at the
end of June. The increase in gross and net reserves was largely
due to the purchase of foreign exchange from banks, and, to a
lesser extent, to the strengthening of the US dollar against the
euro since a part of international reserves is held in US dollars.

In the first half of 2018, the considerable annual growth
in total liquid assets (M4) continued (Figure 9.5). The annual
increase in the broadest monetary aggregate is a consequence

Figure 9.2 Bank liquidity and overnight interbank interest rate

Figure 9.3 Nominal exchange rates of the kuna against selected
currencies
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Figure 9.4 International reserves of the CNB and monetary
aggregates

Figure 9.6 Real monetary aggregates
index of developments in seasonally adjusted values, deflated by the
consumer price index
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Figure 9.5 Net foreign assets, net domestic assets and total liquid
assets (M4)
absolute change in the last 12 months
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of the continued rise in net foreign assets of the monetary sys-
tem, while, on the other hand, net domestic assets of the sys-
tem continued to decline, mostly due to the government’s de-
leveraging vis-a-vis the banks.

The growth in real monetary aggregates, observed for sev-
eral years now, continued into the first half of 2018 (Figure
9.6.). Real total liquid assets (M4) grew by 2.2% until the end
of June, while annual rates of growth in real money (M1) and
real reserve money (MO) came close to 20%. The rise in real
money (M1) was mainly generated by a surge in the funds de-
posited in transaction accounts, which is attributable to the fall
in savings and time deposits due to low interest rates. The in-
crease in real reserve money primarily reflects the large kuna
liquidity surpluses created by CNB foreign exchange transac-
tions.
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10 Public finance

According to the data on the execution of the consolidated
general government budget (ESA 2010), the first half of 2018
saw a budget surplus of HRK 1.1bn (0.3% of GDP*), which
is a considerable improvement from the same period last year,
when a deficit of HRK 2.4bn (0.7% of GDP) was recorded.
The positive budget balance recorded in the first half of 2018
particularly reflects favourable developments in the second
quarter, while the first quarter witnessed a budget deficit simi-
lar to that seen in the same period in 2017.

A detailed analysis of the revenue side of the budget (ESA
2010) shows mostly favourable developments in the first half
of 2018, with a considerable increase in total revenues from
the same period in 2017 (5.0%). Indirect taxes and social con-
tributions made a noticeable positive contribution, supported

Figure 10.1 General government cumulative balance by quarters
(ESA 2010)
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Figure 10.2 Consolidated general government revenue
ESA 2010, year-on-year rate of change and contributions
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by favourable general economic trends. Revenues from direct
taxes, primarily income tax revenues, also had a positive effect,
although to a slightly lesser extent. On the other hand, other
current revenues were slightly lower on an annual basis.

The expenditure side of the consolidated general govern-
ment budget (ESA 2010) saw a slight increase of 0.5% in the
first half of 2018 compared with the same period in 2017. Ex-
penditures for employee compensations rose, probably under
the influence of an increase in the number of civil servants and
government employees as well as due to the gradual increase
in the wage base for public sector employees agreed with trade
unions of government services in 2017 and the decision to ap-
ply that increase to the wages of public service employees as
well. Expenditures for social benefits increased as well (pri-
marily due to pension adjustments), as did the expenditures
on government intermediate consumption. On the other hand,

Figure 10.3 Consolidated general government expenditure
ESA 2010, year-on-year rate of change and contributions
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expenditures for investments decreased substantially, along
with other current expenditures, expenditures for subsidies and
interest expenses.

Despite the budget surplus and the favourable effect of the
appreciation of the kuna versus the euro, consolidated gener-
al government debt totalled HRK 284.1bn at the end of June
2018, which is an increase of about HRK 0.8bn from the end of
2017. The increase in government debt in the first half of 2018
primarily derives from the issue of a foreign bond worth EUR
750m, used to repay the debt security that matured in July. The
relative indicator of public debt, the public debt-to-GDP ratio,
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decreased from 77.5% at the end of 2017 to 76.1% of GDP
in the first half of 2018 under the favourable influence of eco-
nomic growth. The government used the favourable conditions
in the domestic and international financial markets that con-
tinued into the first half of the current year to repay maturing
liabilities. In addition to regular T-bill issues, with zero interest
rates recorded for the first time on euro T-bills, at the begin-
ning of the second quarter, the government refinanced CM,
ARZ and CR debts totalling EUR 1.8bn with a syndicated loan
made by domestic banks under more favourable conditions.
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11 International reserves management

In the first six months of 2018, international reserves con-
tinued to grow. In strategic and tactical terms, international re-
serves management adhered to the same principles as in the
previous years, with special efforts put in to adjust the structure
of net reserves to a prolonged period of low and negative inter-
est rates in the financial market and to the inflows and maturi-
ties in the net reserves portfolios in the best possible way, all
in line with the objectives of reserves management. Decisions
on reserves management adopted in the first six months reflect
the adjustment to the new accounting standards for financial
reporting. The primary objective of international reserves man-
agement remained the same, namely to ensure a high level of
liquidity and safety of international reserves and generate ad-
equate levels of earnings.

The Council of the CNB formulates the strategy and pol-
icy for international reserves management and specifies the
guidelines, criteria and limits on risk exposures. In accord-
ance with the objectives set by the Council of the CNB, the
International Reserves Commission develops international re-
serves investment strategies and adopts tactical decisions tak-
ing into account market conditions and the primary objective
of international reserves management.

The CNB manages international reserves in two ways: in
line with its own guidelines and in accordance with the as-
sumed obligations, depending on the way in which interna-
tional reserves are formed. The component of international
reserves acquired through purchases of foreign currency from
banks and the MoF, through IMF membership and through
the income derived from the investment of international re-
serves and other CNB assets, is managed by the CNB in line
with its own guidelines (hereinafter referred to as ‘net re-
serves’).

The other component of the reserves, formed on the basis
of deposits of the MoF, repo agreements with banks, foreign
currency swaps in the domestic market, IMF membership and
other assets owned by other legal persons, is managed by the
CNB in accordance with obligations assumed.

11.1 Structure of and developments in
international reserves

International reserves of the CNB stood at EUR
16,694.5m as at 30 June 2018, up by EUR 988.6m or 6.3%
from the end of 2017 when they stood at EUR 15,705.9m.
Over the same period, net reserves rose by EUR 936.0m, or
6.8%, from EUR 13,735.2m to EUR 14,671.2m.

The increase in international reserves in the first six months
of 2018 was brought about by the substantial purchase of for-
eign exchange from banks, securing the stability of the domes-
tic currency’s exchange rate, the inflow of foreign exchange to
the account of the Ministry of Finance as a result of a foreign
bond issue, earnings from reserves management and positive
cross-currency changes caused primarily by the strengthen-
ing of the US dollar vis-a-vis the euro, which led to a rise in
the value of the US dollar share of reserves in euro terms. Net
purchases of foreign currency by the CNB amounted to EUR
742.0m in the first half of 2018, thus creating HRK 5.5bn.

The bulk of foreign exchange transactions was accounted for
by foreign currency purchases from banks (EUR 726.0m),
while the remaining smaller share was accounted for by net
purchases from the Ministry of Finance (EUR 16.0m).

Securities of governments and government institutions,
deposits with central banks and reverse repo agreements ac-
counted for the largest share in the structure of international
reserves investment at the end of the first half of 2018.

The CNB invests funds with financial institutions and in
countries with an investment grade rating; the assessment of
creditworthiness is based on ratings issued by internationally
recognised rating agencies (Moody’s, Standard & Poor’s and
FitchRatings) and on an internally-developed creditworthiness
assessment model.

In its management of international reserves, the CNB
is governed primarily by the principle of safety and applies

Figure 11.1 Monthly changes in international and net CNB
reserves
in the first half of 2018
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Figure 11.3 Structure of international reserves investment
as at 30 June 2018
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Figure 11.4 Currency structure of total international reserves
as at 30 June 2018
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restrictions on investments in individual financial institutions
and countries and individual instruments, which serves to di-
versify credit risk. At the end of June 2018, approximately 55%
of the CNB international reserves were invested in countries,
banks and institutions within the two highest credit rating cat-
egories or invested in the BIS and the IMF or in foreign cash
in the CNB vault.

In the first six months of 2018, the currency structure of
international reserves changed slightly in favour of the euro.
The share of the euro thus stood at 84.7% at the end of June
2018, amounting to 83.2% at the end of 2017. Over the same
period, the share of the US dollar decreased from 14.5% at the
end of 2017 to 13.1%. The slightly higher share of the euro is
the result of the purchase of euro through foreign exchange
interventions and the higher balance of euro funds in the MoF
account with the CNB as well as the decision to restrict the size
of the US dollar portfolio in international reserves from end-
2017. The share of SDRs in international reserves dropped
slightly from 2.3% to 2.2%.
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11.2 Financial markets and international
reserves management results in the first half of
2018

The first half of 2018 witnessed considerable volatility in
the financial markets brought about by threats of trade war and
geopolitical risks and uncertainties regarding the political situ-
ation in Italy. At the same time, US monetary policy was ex-
pected to tighten further, and the ECB was expected to show
the first signs of the future easing of its expansionary monetary
policy.

The growth in the euro area slowed down and inflation
did not pick up significantly, causing the ECB gradually, pa-
tiently and carefully to announce the end of its securities pur-
chase programme planned for the end of the current year and
a possible raising of interest rates at the end of the following
year. European yields remained low, with more than one third
of government securities of all euro area member states still ex-
hibiting negative yields at the end of June 2018, while the yield
curve for German bonds for all maturities up to seven years
was in negative territory.

On the other hand, the US economy continues to grow at
a strong pace, additionally driven by expansionary fiscal meas-
ures, while due to accelerated inflation, the Fed maintained
its dynamics of raising benchmark interest rates. The interest
range was raised two times this year, in April and in June, each
time by 25 basis points, reaching 1.75%-2.00%, with two more
increases expected by the end of the year. US yields rose across
the entire curve in the first six months of 2018, continuing its
flattening trend.

International reserves managed by the CNB in line with its
own guidelines comprise the held-for-trading portfolios, the
investment portfolios, the funds entrusted to an external man-
ager and foreign cash in the vault.

Despite the negative rates of the euro yield curve, in the
first half of 2018, the rate of return on the entire euro port-
folio of net reserves was 0.28% on an annual basis, while the
rate of return on the entire dollar portfolio totalled 1.59% on
an annual basis. If held-for-trading and investment portfolios
are observed separately, the euro held-for-trading portfolio
generated an annual rate of return of —0.34%, while the dollar

Figure 11.5 Annual rates of return on the CNB foreign currency
portfolios from 2012 to the first half of 2018
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held-for-trading portfolio generated an annual rate of return of
1.46% in the first six months of 2018. The euro-denominated
investment portfolio yielded an annual rate of return of 1.09%
in the observed period, while the dollar-denominated invest-
ment portfolio yielded 1.72% on an annual basis.

The held-for-trading portfolios, which account for ap-
proximately 54% of net reserves, have short average maturi-
ties and are used as a source of liquidity. Investment portfolios,
which account for approximately 42% of net reserves, have a
longer average maturity and serve as a source of more stable

long-term income.

In the first six months of 2018, the annual rate of return on
the US dollar funds entrusted for management to an interna-
tional financial institution was 1.33%. The funds entrusted for
management to an external manager enabled additional diver-
sification and exchange of knowledge in the area of financial
investment management.

In the first six months of 2018, net reserves investments
generated a total income of EUR 33.1m or HRK 245.4m.



12 Business operations of credit institutions

At the end of June 2018, there were 27 credit institutions
operating in the Republic of Croatia: 23 banks and four hous-
ing savings banks, i.e. three credit institutions fewer than at the
end of 2017. The years-long trend towards the decrease in the
number of credit institutions continued in the observed period
with bankruptcy proceedings being opened against the only
savings bank, voluntary winding-up proceedings being initiated
against one bank and one housing savings bank merging with
its parent bank.> In addition to domestic credit institutions, one
branch of an EU credit institution operated in Croatia, while
almost 150 institutions from the EU (and the EEA®) notified
the CNB of the direct provision of mutually recognised ser-
vices.’

12.1 Banks

In the first half of 2018, the assets of banks increased by
1.1% or 0.4% if the effect of the merger of the housing sav-
ings bank is excluded. Lending activity intensified, particu-
larly in the second quarter, while on the liability side of the
balance sheet, deposits grew noticeably, particularly those of
households and majority foreign owners. Such developments
were mitigated by the effects of IFRS 9 adoption, dividend
payments and the sale of claims. The sale of non-performing
claims continued, although the volume of non-performing
claims sold was slightly smaller than in 2017. In the first half of
2018, banks sold almost HRK 2.0bn of balance sheet claims,
by which their assets were reduced by HRK 0.8bn, which was
the net value of sold claims. During the observed period, HRK
1.1bn was paid as dividends, with higher amounts to be paid as
dividends from the previous years by the end of 2018. Due to
the initial application of IFRS 9, banks recorded a HRK 1.4bn
worth of losses in capital on the first day of 2018, primarily
caused by increases in impairment of balance sheet exposures.®
Unfavourable effects of the introduction of IFRS 9 and divi-
dend payments were mainly offset by good business results, re-
sulting in stagnating balance sheet capital of banks.

The improvement in the quality of total credit risk expo-
sure is primarily a result of changes in methodology, i.e. of an
increase in exposures classified in the portfolio of assets meas-
ured at fair value through other comprehensive income (equiv-
alent to the previously applied portfolio of financial assets avail-
able for sale), which mainly comprises high-quality exposures
in the form of central government securities. The share of B
and C risk category exposures in total exposure thus dropped
from 8.5% at the end of 2017 to 7.7% at the end of the first
half of 2018. Loans classified into B and C risk categories grew
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Figure 12.2 Share of risk category B and C loans in total loans of
banks
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Source: CNB.

under the influence of stricter rules introduced at the beginning
of 2018, i.e. due to the application of new subordinate legisla-
tion on the classification of exposures, particularly the provi-
sions according to which exposures to clients in default can-
not be classified into risk category A, provisions related to the
pulling effect® and the provisions on the three-month probation

5 Bankruptcy proceedings were opened against Tesla Stedna banka d.d. on 30 March 2018. Winding-up proceedings were initiated against Pri-
morska banka d.d. on 21 June 2018. Prva stambena Stedionica d.d. merged with Zagrebacka banka d.d. on 1 June 2018.

6 The European Economic Area consists of EU member states and Norway, Iceland and Liechtenstein.

7 Updated information on credit institutions operating in the territory of the Republic of Croatia may be found here.

8 As of 2018, IAS 39 has been replaced by IFRS 9 and a new regulation on the classification of bank exposures is being applied — Decision on
the classification of exposures into risk categories and the method of determining credit losses (OG 114/2017). For more information on the
initial application of IFRS 9 in Croatian credit institutions, see Banks Bulletin 31

9 Instead of assessing the occurrence of default at debtor level, credit institutions may opt for performing such an assessment based on an in-
dividual product for retail exposures. In that case, if balance sheet exposures in default account for over 20% of all balance sheet exposures to
that debtor, all exposures to that debtor are considered to be in default and have to be classified into risk category B or C.


http://www.hnb.hr/en/web/guest/core-functions/supervision/list-of-credit-institutions
https://www.hnb.hr/documents/20182/526365/e-decision-classification-of-exposures-into-risk-categories-and-the-method-of-determining-credit-losses.pdf/5fc814f1-0a5f-4931-8c39-73aa98d811b1
https://www.hnb.hr/documents/20182/526365/e-decision-classification-of-exposures-into-risk-categories-and-the-method-of-determining-credit-losses.pdf/5fc814f1-0a5f-4931-8c39-73aa98d811b1
https://www.hnb.hr/documents/20182/2561265/ebilten-o-bankama-31.pdf/b1ec2e1b-fa07-49ce-bfef-6e04ca2739cc
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Figure 12.3 Coverage of B and C risk category loans by
impairment
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Figure 12.4 Liquidity coverage ratio (LCR)
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period necessary to re-classify an exposure into risk category
A'®, However, thanks to new lending activity'! and the sale of
claims, the share of B and C risk category loans in total loans
dropped slightly, from 11.3% to 11.2%. The improvement in
loan quality was seen in both most important sectors. In the
non-financial corporate sector, the improvement was small —
the share of B and C risk category loans fell from 22.2% to
22.1%. Construction remained the most risky activity, with a
share of B and C risk category loans of 53.5% despite the sub-
stantial sale of non-performing claims. In the household sec-
tor, the share of B and C risk category loans went down from
8.1% to 7.8%, mainly under the influence of an improvement
in the quality of housing loans. The share of B and C risk cat-
egory loans increased to 6.3% in general-purpose cash loans,
exceeding the indicator for housing loans (5.9%).

The fall in the coverage of B and C risk category loans by
impairment (reflecting the level of losses recognised for such
loans), which began in 2017, continued into the first half of
2018. The indicator dropped to 59.7%, returning to the lev-
el recorded in June 2016. Such developments were brought
about by the sale of claims with above-average coverage and by
the inflow of new loans with collection difficulties, where the
level of losses is still low.

Bank liquidity reserves were high, with the high level of the
liquidity coverage ratio pointing to significant surpluses avail-
able to banks for covering liquidity needs even under stress
conditions. At the end of the first half of 2018, LCR stood at
165.6% and all banks implemented it in its full scope, with the
LCR exceeding the prescribed minimum.'?

The profit from continuing operations (before tax)
amounted to HRK 3.5bn, up by 180% from the first half of
2017. The surge in profits is mainly due to high expenses on
impairment and provisions for claims on the Agrokor Group in
the first half of 2017, while in the same period in 2018, these
expenses were several times lower. Therefore, the reduction of
total expenses on impairment and provisions of slightly more
than 80% was the main cause of the increase in profits. The

most significant item of the income statement, net interest in-
come, fell (4.5%) in spite of the still strong effects of savings
on interest expenses. This was due to the stronger effect of
a decrease in interest income, caused by a fall in interest in-
come from loans to the road sector (public enterprises from the
road sector included in the general government sector made
an early repayment of substantial loan amounts in Novem-
ber 2017 as a part of their operational and financial restruc-
turing and refinanced their debt with banks under favourable
conditions in April 2018) and lower interest income from the
Agrokor Group. Increased net income from fees and commis-
sions (1.1%), primarily based on credit card transactions, and
slightly lower operating costs had a favourable effect on the
business performance in the first half of 2018. Under the in-
fluence of lower risk costs, profitability indicators, the return
on average assets (ROAA) and the return on average equity

Figure 12.5 Bank return on average assets (ROAA) and return on
average equity (ROAE)
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10 Exceptionally, in the case of restructured exposures, the probation period amounts to at least 12 months.

11 For more information on private sector financing, see Chapter 7.

12 The LCR is calculated as a ratio of the liquidity buffer and net liquidity outflow during a 30-day stress period. The implementation of the LCR

in its full scope of 100% started in 2018.



(ROAE), grew to 1.8% and 10.1% respectively. The last time
profitability indicators had higher semi-annual values was in
June 2008, that is, before earnings dropped under the effects
of the crisis and various regulatory measures (such as changes
in regulations governing the classification of exposures, AQR"
and measures aimed at mitigating the position of debtors with
loans in the Swiss franc). Operating profitability, measured by
the ratio of net operating income before impairment and provi-
sions to average assets, remained at the high level of 2.0% re-
corded at the end of the first half of 2017. Four banks operated
with losses, and two were operationally non-profitable at the
same time, that is, their operating income was not sufficient to
cover their general operating expenses.

The long-standing trend towards the increase in the total
capital ratio ended't, with the ratio falling from 23.8% at the
end of 2017 to 22.6% at the end of the first half of 2018. The
drop may primarily be attributed to changes in the weighting of
exposures to the central government and the related increase
in risk exposure. According to regulations, a preferential risk
weight of 0% was applied until the end of 2017 to exposures
to central governments and central banks of EU member states
that were not denominated and financed in foreign currencies

Figure 12.6 Bank total capital ratio
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of respective member states, while as of 2018, a risk weight
depending on the credit rating has been applied. For exposures
of domestic banks to the Republic of Croatia denominated in
a currency other than the kuna, this implies a risk weight in-
crease to 20% in 2018". This change contributed the most to
the rise in the average credit risk weight and increased credit
risk exposure. Total risk exposure, i.e. the denominator in the
calculation of the total capital ratio, increased by 5.3%, while
own funds (the numerator) remained the same. The effect of
IFRS 9 application in own funds was neutralised by the inclu-
sion of unrealised gains on assets measured at fair value (which
were excluded from own funds until the end of 2017) and the
application of measures mitigating the impact of the introduc-
tion of IFRS 9 on own funds'®. In the second quarter of 2018,
total capital ratio decreased due to stronger lending activity,
particularly to non-financial corporations. Since risk exposure
grew, unused own funds of banks decreased noticeably in the
first half of 2018 (by 13.3%, to 29.6% of total own funds) be-
cause of an increase in capital requirements for the total capital
ratio and the related rise in other capital requirements. Nev-
ertheless, the system remained very highly capitalised, as wit-
nessed by the total capital ratio calculated in an unlikely unfa-
vourable scenario of complete irrecoverability of B and C risk
category exposures (18.0%), as well as by a very high leverage
ratio'” (12.2%).

12.2 Housing savings banks

The assets of housing savings banks decreased by one
third, mainly due to the exit of one housing savings bank from
the system. If that effect is excluded, assets stagnated. Lend-
ing activity held steady as well, while loan portfolio quality re-
mained very good, with B and C risk category loans amount-
ing to 1.6% of total loans. Profits dropped substantially, mainly
due to the base period effect, i.e. the income from the sale of
RC bonds in the first half of 2017. Profitability indicators de-
teriorated as well — ROAA stood at only 0.2%, whereas ROAE
was 1.9%. One housing savings bank operated at a loss, and
was at the same time operationally non-profitable. Total capital
ratio declined to 25.1% because of a noticeable rise in risk ex-
posure, particularly to market risks.

13 The AQR is the asset quality review of European banks as at 31 December 2013 conducted in 2014 by the European Central Bank (ECB) and
the European Banking Authority (EBA) in cooperation with national supervisors. For more information on AQR, see Banks Bulletin 27, Banks

Bulletin 28 and CNB’s press release.

14 Total capital ratio began to increase in 2009, after which it was interrupted only in 2015 under the effect of losses deriving from the applica-
tion of legislation regarding the conversion of Swiss franc loans into euro loans.

15 In the transitional period, in 2018 and 2019, a weight constituting 20% or 50% of the risk weight calculated based on the central govern-
ment’s credit rating is applied to such exposures (the full application of the risk weight calculated based on credit rating is set to begin in
2020). Croatia currently has a credit rating corresponding to credit quality step 4, which implies a risk weight of 100%. However, in the tran-
sitional period, if the credit rating remains the same, a 20% or a 50% risk weight is applied. A preferential risk weight of 0% will continue to be

applied to exposures to the Republic of Croatia denominated in kuna.

16 In the transitional period lasting until 2022, credit institutions may gradually recognise the effects of the introduction of IFRS 9 in their own
funds, provided they have previously notified the CNB. Within the time limit set for this purpose (until 1 February 2018), the CNB received

such notifications from ten banks and one housing savings bank.

17 The leverage ratio is a simple and non-risky measure of capital adequacy which supplements capital ratio measures (in which exposure enters
the denominator weighted by credit risk, depending on the degree of risk). The minimum ratio level is still not defined, but the current regula-

tion proposal sets it at 3%.


https://www.hnb.hr/documents/20182/121597/ebilten-o-bankama-27.pdf/fe5f115f-2470-4596-878c-25223b061894
https://www.hnb.hr/documents/20182/623991/ebilten-o-bankama-28.pdf/488dc685-70fb-405f-94fa-99e7325d41d7
https://www.hnb.hr/documents/20182/623991/ebilten-o-bankama-28.pdf/488dc685-70fb-405f-94fa-99e7325d41d7
https://www.hnb.hr/documents/20182/123472/ep26102014.pdf/28a0c814-8c84-46ef-9566-116f1a37902a
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Table 12.1 Ownership structure of banks and their share in total bank assets

end of period

Dec. 2016 Dec. 2017
Number of banks
11 .

10 9.9 10 9.9

Number of ban

Jun. 2018

Domestic ownership 10.3
Domestic private ownership 8 4.0 7 3.7 7 3.6
Domestic state ownership 3 6.3 3 6.1 3 6.3
Foreign ownership 15 89.7 15 90.1 13 90.1
Total 26 100.0 25 100.0 23 100.0
Source: CNB.

Table 12.2 Structure of bank assets
end of period, in million HRK and %

Cash, cash balances at central banks and other demand deposits
Cash on hand
Cash balances at central banks
Other demand deposits
Financial assets held for trading
Derivatives
Equity instruments
Debt securities
Loans and advances

Non-trading financial assets mandatorily at fair value through profit
or loss

Equity instruments
Debt securities
Loans and advances
Financial assets at fair value through profit or loss
Debt securities
Loans and advances
Financial assets at fair value through other comprehensive income
Equity instruments
Debt securities
Loans and advances
Financial assets at amortised cost
Debt securities
Loans and advances
Derivatives — hedge accounting

Fair value changes of the hedged items in portfolio hedge of
interest rate risk

Investments in subsidiaries, joint ventures and associates
Tangible assets

Property, plant and equipment

Investment property
Intangible assets

Goodwill

Other intangible assets

Dec. 2016

56,3552 145
7,7069 20
48,6482 125
61531 16
2,6482 07
825 0.0
34223 09
00 00
6,0629 1.6
64 0.0
6,056.6 1.6
00 00
39,7533 102
5449 0.
39,2083  10.1
00 00
267,423.0 68.8
86710 22
258,751.9  66.6
108 0.0

00 0.0
43657 14
52308 1.3
49642 13
2666 0.1
12114 03
741 00
11374 03

70,735.5
8,440.2
62,295.3

3,297.5
1,071.4
74.4
2,151.7
0.0

2,121.0

1.8
2,119.2
0.0

45,591.8
608.3
44,983.5
0.0

252,017.8

4,823.6

247,194.2

0.0
0.0

8,794.7
4,923.0
4,633.3
289.7
1,186.6
741
1,112.6

Dec. 2017

18.1 255
2.2 95
15.9 28.1
08 -46.4
03 -59.5
0.0 938
05 -37.1
0.0 =
05 -65.0
0.0 -72.0
05 -65.0
0.0 =
11.7 14.7
0.2 11.6
11.5 14.7
0.0 =
64.4 5.8
1.2 -44.4
63.2 -45
00  -100.0
0.0 =
2.2 101.4
1.3 -5.9
1.2 -6.7
0.1 8.7
03 -2.0
0.0 0.0
03 22

56,439.3
10,545.9
37,130.9

8,762.5
3,612.7
1,202.6
162.7
2,247.3
0.0

763.5

642.4
0.0
1211
363.7
363.7
0.0

47,340.6

661.3

46,679.2

0.2

270,272.1

3,435.6

266,836.4

0.6
3.9

8,605.8
4,149.8
3,909.8
239.9
1,151.7
741
1,077.6

Jun. 2018

14.3 -202
2.7 24.9
9.4 -40.4
2.2 =
0.9 9.6
03 12.2
0.0 118.7
06 4.4
0.0 =
0.2 -64.0
02 358111
00  -100.0
0.0 =
0.1 =
0.1 =
0.0 =

12.0 3.8
0.2 8.7

11.8 3.8
0.0 =

68.3 7.2
0.9 -28.8

67.4 7.9
0.0 =
0.0 =
2.2 -2.1
1.0 -15.7
1.0 -15.6
0.1 -17.2
03 2.9
0.0 0.0
03 -3.1
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Dec. 2016 Dec. 2017 Jun. 2018

Tax assets 1,166.9 1,396.0 19.6 1,051.8 -24.7
Current tax assets 229.9 0.1 525.0 0.1 128.3 280.7 0.1 -46.5
Deferred tax assets 936.9 0.2 871.0 0.2 -7.0 771.0 0.2 -11.5

Other assets 575.2 0.1 491.6 0.1 -14.5 1,484.3 0.4 201.9

Non-current assets and disposal groups classified as held for sale 413.5 0.1 780.8 0.2 88.8 442.7 0.1 -43.3

Total assets 388,721.9 100.0 391,336.4 100.0 0.7 395,682.6 100.0 el

Notes: As of 2018, the source of data on bank assets have been the data obtained within the statistical and prudential reporting system, compiled according to the F 01.01 form of the
Commission Implementing Regulation (EU) No 680/2014. Based on the economic and accounting essence of each item, the data for previous periods have been adjusted to the asset
structure envisaged in the mentioned form. It should be noted that the comparison of data is limited, to an extent, due to methodological differences.

Source: CNB.

Table 12.3 Structure of bank liabilities and equity
end of period, in million HRK and %

Dec. 2016 Dec. 2017 Jun. 2018

Financial liabilities held for trading 2,261.2 932.3 -58.8 1,028.9 10.4
Derivatives 2,261.2 0.6 932.3 0.2 -58.8 1,028.9 0.3 10.4
Short positions 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Deposits 0.0 0.0 -
Issued debt securities 0.0 0.0 -
Other financial liabilities 0.0 0.0 0.0 0.0 - 0.0 0.0 -

Financial liabilities at fair value through profit or loss 0.0 0.0 0.0 0.0 - 0.0 0.0 -

Financial liabilities measured at amortised cost 324,827.5 83.6 323,870.5 82.8 -0.3 330,394.2 83.5 2.0
Deposits 324,347.7 83.4 323,316.4 82.6 -0.3 326,935.8 82.6 1.1
Issued debt securities 355.5 0.1 430.4 0.1 21.1 633.0 0.2 471
Other financial liabilities 124.3 0.0 123.7 0.0 -0.5 2,825.4 0.7 2,184.0

Derivatives — hedge accounting 9.9 0.0 4.3 0.0 -57.0 71 0.0 66.6

;?gréeslltur:tcehggges of the hedged items in portfolio hedge of 0.0 0.0 0.0 0.0 B 0.0 0.0 B

Provisions 2,243.1 0.6 2,469.6 0.6 10.1 2,362.0 0.6 -4.4
Egl?siac;irlsn:nd other post employment defined benefit 10.9 0.0 13.9 0.0 275 135 0.0 27
Other long-term employee benefits 349.2 0.1 272.9 0.1 -21.9 249.3 0.1 -8.6
Restructuring 15.8 0.0 166.7 0.0 957.3 174.3 0.0 45
Pending legal issues and tax litigation 482.8 0.1 594.6 0.2 23.2 593.5 0.2 -0.2
Commitments and guarantees given 1,147.4 0.3 1,258.2 0.3 9.7 1,149.6 0.3 -8.6
Other provisions 237.0 0.1 163.3 0.0 -31.1 181.7 0.0 11.3

Tax liabilities 726.8 0.2 581.7 0.1 —-20.0 219.1 0.1 -62.3
Current tax liabilities 669.3 0.2 488.4 0.1 -27.0 160.1 0.0 -67.2
Deferred tax liabilities 57.6 0.0 93.3 0.0 62.1 59.0 0.0 -36.8

Other liabilities 3,801.6 1.0 5,295.5 1.4 39.3 3,706.2 0.9 -30.0

Liabilities included in disposal groups classified as held for sale 0.0 0.0 0.0 0.0 - 9.8 0.0 -

Total liabilities 333,870.1 85.9 333,153.9 85.1 -0.2 337,727.3 854 1.4

Capital 25,584.9 6.6  26,064.7 6.7 1.9 25,9947 6.6 -0.3
Paid up capital 25,584.9 6.6  26,064.7 6.7 1.9 25,9947 6.6 -0.3
Unpaid capital which has been called up 0.0 0.0 -

Share premium 8,592.5 2.2 8,531.1 2.2 -0.7 8,523.1 2.2 -0.1

Equity instruments issued other than capital 0.0 0.0 0.0 0.0 - 0.0 0.0 -
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Other equity 0.1 0.0 -
Accumulated other comprehensive income 863.8 0.2 1,175.6 0.3 36.1 1,042.1 0.3 -11.4
Retained earnings 11,222.1 29 154736 4.0 379 15,636.8 4.0 1.1
Other reserves 3,653.0 0.9 3,685.6 0.9 0.9 3,936.9 1.0 6.8
Reserves or accumulated losses of investments in subsidiaries,
joint ventures and associates accounted for using the equity 0.0 0.0 -
method
Other 3,653.0 0.9 3,685.6 0.9 0.9 3,936.9 1.0 6.8
(-) Treasury shares -95.8 0.0 —96.1 0.0 0.2 -101.4 0.0 5.6
Profit or loss attributable to owners of the parent 5,031.3 1.3 3,348.0 0.9 -33.5 2,923.0 0.7 -12.7
() Interim dividends 0.0 0.0 -
Minority interests [Non-controlling interests] 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Total equity 54,851.8 14.1  58,182.5 14.9 6.1 57,955.3 14.6 -0.4
Total liabilities and total equity 388,721.9 100.0 391,336.4 100.0 0.7 395,682.6 100.0 1.1

Notes: As of 2018, the source of data on bank liabilities and equity have been the data obtained within the statistical and prudential reporting system, compiled according to the F 01.02
and F 01.03 forms of the Commission Implementing Regulation (EU) No 680/2014. Based on the economic and accounting essence of each item, the data for previous periods have
been adjusted to the structure of liabilities and equity envisaged in the mentioned form. It should be noted that the comparison of data is limited, to an extent, due to methodological
differences.

Source: CNB.

Table 12.4 Bank income statement
in reference periods, in million HRK and %

Change

Interest income 7,604.0 6,724.3 -11.6
Financial assets held for trading 728.3 595.8 -18.2
Non-trading financial assets mandatorily at fair value through profit or loss 27.6 4.0 -85.6
Financial assets at fair value through profit or loss 0.0 6.4 -
Financial assets at fair value through other comprehensive income 355.7 317.4 -10.8
Financial assets at amortised cost 6,460.0 5,764.3 -10.8
Derivatives — hedge accounting, interest rate risk 0.1 0.9 514.2
Other assets 32.2 25.8 -19.8
Interest income on liabilities 0.0 9.8 -
(Interest expenses) 2,095.7 1,465.9 -30.1
(Financial liabilities held for trading) 672.3 552.4 -17.8
(Financial liabilities designated at fair value through profit or loss) 0.0 0.0 -
(Financial liabilities measured at amortised cost) 1,390.4 860.8 -38.1
(Derivatives — hedge accounting, interest rate risk) 1.1 3.3 199.0
(Other liabilities) 31.9 141 -55.9
(Interest expense on assets) 0.0 35.3 -
Net interest income 5,508.3 5,258.4 -4.5
Dividend income 270.7 184.6 -31.8
Fee and commission income 2,243.2 2,325.8 3.7
(Fee and commission expenses) 591.7 655.7 10.8
Net fee and commission income 1,651.5 1,670.1 1.1
Gains (losses) 446.6 753.3 68.7
Other operating income 321.3 161.7 -49.7
(Other operating expenses) 605.7 520.3 -14.1
Total operating income, net 7,592.7 7,507.8 -1.1




Amount

Jan. - Jun. 2017

Jan. - Jun. 2018
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(Administrative expenses) 3,324.8 3,285.0 -1.2
(Staff expenses) 1,931.2 1,915.6 -0.8
(Other administrative expenses) 1,393.6 1,369.4 -1.7

(Depreciation) 370.2 349.4 -5.6

Administrative expenses and depreciation 3,694.9 3,634.4 -1.6

Modification gains (-) losses, net 0.0 -14.7 -

Operating profit 3,897.8 3,858.8 -1.0

(Provisions or (-) reversal of provisions) 42.8 9.5 -77.9
(Commitments and guarantees given) 15.9 —-48.1 -
(Other provisions) 27.0 57.5 113.4

ﬁwgﬁé;msgfﬁg (r—? c;f:;/)ersal of impairment on financial assets not measured at fair value 2.567.9 4497 805
(Financial assets at fair value through other comprehensive income) 4.8 -6.5 -
(Financial assets at amortised cost) 2,563.1 456.2 -82.2

gg;%iig?:g or (-) reversal of impairment of investments in subsidiaries, joint ventures and 17.7 29.7 68.2

(Impairment or (-) reversal of impairment on non—financial assets) 49.7 -3.8 -

Impairment and provisions 2,678.0 485.1 -81.9

Negative goodwill recognised in profit or loss 0.0 0.0 -

Share of the profit or (-) loss of investments in subsidiaries, joint ventures and associates 0.0 40.4 B

accounted for using the equity method ’ ’

Profit or (-) loss from non—current assets and disposal groups classified as held for sale not 220 43.0 95.8

qualifying as discontinued operations ' ' ’

Profit or (-) loss before tax from continuing operations 1,241.7 3,457.0 178.4

(Tax expense or (-) income related to profit or loss from continuing operations) 253.1 532.8 110.5

Profit or (=) loss after tax from continuing operations 988.6 2,924.2 195.8

Profit or () loss after tax from discontinued operations 0.0 -1.2 -

Profit or (-) loss before tax from discontinued operations 0.0 -1.2 -

(Tax expense or (-) income related to discontinued operations) 0.0 0.0 -

Profit (loss) for the year 988.6 2,923.0 195.7

Notes: As of 2018, the source of data on the bank income statement have been the data obtained within the statistical and prudential reporting system, compiled according to the F
02.00 form of the Commission Implementing Regulation (EU) No 680/2014. Based on the economic and accounting essence of each item, the data for previous periods have been
adjusted to the income statement structure envisaged in the mentioned form. It should be noted that the comparison of data is limited, to an extent, due to methodological differences.

Source: CNB.
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Table 12.5 Distribution of total bank exposure by risk categories
end of period, in million HRK and %

Dec. 2016 Dec. 2017 Jun. 2018

3 X I
Risk (sub) £ » < 2 4 < R
category Y g 5 S g g 5 > g E 6
? £ 3 o 2 s B o 2 £ @
o T _ 2 (] o T _ S o o T _ S
g £28 8 - 205 3 g o3
3 ESs O ) ERS O ) EgS
A 365,032.2 3,344.5 0.9 363,088.8 3,148.2 0.9 413,589.7 3,942.7 1.0
A-1 389,911.6 2,554.9 0.7
A-2 23,678.1 1,387.8 5.9
B 28,608.9 14,2741 49.9 26,151.7 13,254.0 50.7 26,226.5 12,881.5 491
B-1 8,411.0 1,185.9 141 7,751.3 963.9 12.4 8,639.2 874.1 10.1
B-2 12,168.7 6,488.8 53.3 9,908.0 5,322.0 53.7 8,680.7 4,421.5 50.9
B-3 8,029.2 6,599.4 82.2 8,492.3 6,968.1 82.1 8,906.6 7,585.8 85.2
C 10,691.5 10,693.2 100.0 7,685.9 7,686.2 100.0 8,116.4 8,106.1 99.9
Total 404,332.6 28,311.7 7.0 396,926.3 24,088.4 6.1 447,932.7 24,930.3 5.6

Note: For the period up to (including) 2017, impairment, provisions and distribution of exposure were prescribed by the Decision on the classification of placements and off-balance

sheet liabilities of credit institutions (OG 41A/2014 and 28/2017, IAS 39), while as of 2018, they have been governed by the Decision on the classification of exposures into risk

categories and the method of determining credit losses (OG 114/2017, IFRS 9).

Source: CNB.

Table 12.6 Bank loans

end of period, in million HRK and %

Dec. 2016

Dec. 2017

Jun. 2018

Loans

General government 50,997.2 19.5 39,883.9 16.2 -21.8 40,969.2 16.3 2.7

Non-financial corporations 83,378.8 31.9 81,808.3 33.3 -1.9 83,702.4 33.2 2.3
Construction 9,945.0 3.8 7,626.9 3.1 -23.3 7,295.5 2.9 -4.3
Information and communication 1,769.0 0.7 1,540.8 0.6 -12.9 1,542.9 0.6 0.1
Agriculture 4,972.0 1.9 5,245.7 2.1 515) 4,960.5 2.0 -5.4
Real estate activities 6,009.9 2.3 5,358.2 22 -10.8 5,546.9 2.2 3.5
Manufacturing 19,245.0 7.4 18,849.0 7.7 -2.1 18,773.9 7.5 -0.4
Transportation and storage 3,057.1 1.2 3,055.4 1.2 -0.1 3,125.9 1.2 2.3
Accommodation and food service activities 8,530.8 3.3 9,923.7 4.0 16.3 10,983.5 4.4 10.7
Professional, scientific and technical activities 4,865.8 1.9 5,059.6 2.1 4.0 5,619.3 2.2 11.1
Trade 16,364.2 6.3 15,535.6 6.3 5.1 15,990.7 6.3 2.9
Other activities 8,619.9 3.3 9,613.5 3.9 11.5 9,863.3 3.9 2.6

Households 113,246.0 43.4 114,531.7 46.6 1.1 118,531.9 471 3.5
General-purpose cash loans 40,734.7 15.6 42,940.9 17.5 5.4 45,692.3 18.1 6.4
Mortgage loans 2,207.0 0.8 1,940.5 0.8 -12.1 1,866.7 0.7 -3.8
Credit card loans 3,607.9 1.4 3,528.9 1.4 2.2 3,625.4 1.4 2.7
Investment loans 2,326.3 0.9 2,314.2 0.9 -0.5 2,400.2 1.0 3.7
Overdrafts 7,422.1 2.8 6,993.3 2.8 -5.8 7,207.9 2.9 3.1
Housing loans 48,236.0 18.5 48,439.3 19.7 0.4 49,520.6 19.7 2.2
Other household loans 8,712.0 3.3 8,374.6 34 -3.9 8,218.8 3.3 =19

Other sectors 13,577.6 5.2 9,641.3 3.9 -29.0 8,669.9 3.4 -10.1

Total 261,199.5 100.0 245,865.3 100.0 -5.9 251,873.4 100.0 24

B and C risk category loans

General government 8.6 0.0 7.9 0.0 -8.1 4.6 0.0 -41.8

Non-financial corporations 23,586.3 65.4 18,172.4 65.1 -23.0 18,526.6 65.7 1.9



Dec. 2016

Dec. 2017
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Jun. 2018

Construction 6,534.3 18.1 4,226.7 15.2 -35.3 3,903.7 13.9 -7.6
Information and communication 925.6 2.6 296.7 1.1 -67.9 267.1 0.9 -10.0
Agriculture 640.9 1.8 596.7 2.1 -6.9 539.4 1.9 -9.6
Real estate activities 2,154.0 6.0 1,388.5 5.0 -35.5 1,427.8 5.1 2.8
Manufacturing 4,814.3 13.4 3,582.9 12.8 —25.6 3,373.4 12.0 -5.8
Transportation and storage 338.1 0.9 473.0 1.7 39.9 434.7 1.5 -8.1
Accommodation and food service activities 1,333.1 3.7 1,294.8 4.6 -2.9 1,048.9 3.7 -19.0
Professional, scientific and technical activities 1,318.7 3.7 988.2 3.5 —25.1 1,314.7 4.7 33.0
Trade 4,646.5 12.9 3,435.9 12.3 -26.1 3,032.5 10.8 -11.7
Other activities 880.8 2.4 1,889.0 6.8 114.5 3,184.4 11.3 68.6
Households 11,699.9 32.5 9,230.1 33.1 -21.1 9,258.3 32.9 0.3
General-purpose cash loans 3,062.8 8.5 2,560.1 9.2 -16.4 2,863.0 10.2 11.8
Mortgage loans 664.4 1.8 520.1 1.9 -21.7 493.3 1.8 5.2
Credit card loans 116.4 0.3 80.4 0.3 -30.9 91.8 0.3 14.2
Investment loans 510.9 1.4 386.9 1.4 -24.3 359.3 1.3 7.1
Overdrafts 7415 2.1 416.5 1.5 -43.8 441.6 1.6 6.0
Housing loans 3,941.7 10.9 2,990.4 10.7 -24.1 2,919.9 10.4 -2.4
Other household loans 2,662.3 7.4 2,275.8 8.2 -14.5 2,089.4 7.4 -8.2
Other sectors 750.7 21 484.1 1.7 -35.5 388.4 1.4 -19.8
Total 36,045.4 100.0 27,894.5 100.0 -22.6 28,177.9  100.0 1.0
B and C risk category loans impairment
General government 3.7 0.0 2.2 0.0 —-40.1 2.6 0.0 16.4
Non-financial corporations 14,912.5 64.9 11,250.5 65.5 -24.6 10,731.8 63.8 -4.6
Construction 4,405.2 19.2 3,058.9 17.8 -30.6 2,858.0 17.0 -6.6
Information and communication 527.6 2.3 159.1 0.9 -69.8 123.0 0.7 -22.7
Agriculture 390.8 1.7 356.2 2.1 -8.8 358.7 2.1 0.7
Real estate activities 1,364.8 5.9 772.0 4.5 -43.4 779.4 4.6 1.0
Manufacturing 2,903.7 12.6 2,186.0 12.7 -24.7 2,220.2 13.2 1.6
Transportation and storage 186.7 0.8 173.4 1.0 7.1 148.2 0.9 -14.6
Accommodation and food service activities 615.7 2.7 586.0 3.4 -4.8 421.0 2.5 -28.1
Professional, scientific and technical activities 813.6 3.5 615.7 3.6 -24.3 592.3 3.5 -3.8
Trade 3,152.4 13.7 2,252.0 13.1 -28.6 2,117.2 12.6 -6.0
Other activities 551.9 2.4 1,091.3 6.4 97.7 1,114.0 6.6 2.1
Households 7,566.7 32.9 5,611.1 32.7 -25.8 5,844.8 34.8 4.2
General-purpose cash loans 2,138.3 9.3 1,736.1 10.1 -18.8 1,875.1 11.2 8.0
Mortgage loans 396.7 1.7 320.9 1.9 -19.1 324.6 1.9 1.2
Credit card loans 107.9 0.5 65.4 0.4 -39.4 66.3 0.4 1.4
Investment loans 346.5 1143 275.1 1.6 -20.6 267.5 1.6 -2.8
Overdrafts 697.9 3.0 379.0 2.2 -45.7 361.7 2.2 -4.5
Housing loans 2,506.4 10.9 1,759.2 10.2 —29.8 1,824.2 10.9 3.7
Other household loans 1,373.0 6.0 1,075.5 6.3 -21.7 1,125.4 6.7 4.6
Other sectors 487.8 2.1 302.8 1.8 -37.9 233.4 1.4 -22.9
Total 22,970.6 100.0 17,166.6  100.0 -25.3 16,8125 100.0 -2.1

Notes: Distribution by institutional sectors is performed in line with the European System of National and Regional Accounts 2010 (ESA 2010). The households sector comprises
households and non-profit institutions serving households. Data for financial institutions and non-residents is included in the Other sectors item. In the period up to (including) 2017,
risk category B and C loans and value impairment were governed by the Decision on the classification of placements and off-balance sheet liabilities of credit institutions (OG 41A/2014
and 28/2017, IAS 39), while since 2018 they have been regulated by the Decision on the classification of exposures into risk categories and the method of determining credit losses (OG

114/2017, IFRS 9).
Source: CNB.
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Table 12.7 Own funds, risk exposure and capital ratios of banks
end of period, in million HRK and %

Own funds 53,645.3 100.0 53,645.6 100.0
Tier 1 capital 50,447.8 94.0 3.3 50,922.4 94.9 0.9
Common equity tier 1 capital 50,447.8 94.0 3.3 50,922.4 94.9 0.9
Capital instruments eligible as common equity tier 1 capital 34,352.8 64.0 1.3 34,411.5 64.1 0.2
Retained earnings 18,535.6 34.6 29.8 16,314.7 30.4 -12.0
Other items -2,440.6 -4.5 - 196.1 0.4 -
Additional tier 1 capital 0.0 0.0 - 0.0 0.0 -
Tier 2 capital 3,197.5 6.0 -13.8 2,723.2 5.1 -14.8
Total risk exposure amount 225,836.3 100.0 -1.5 237,802.9 100.0 5.3
and diton rske andl free delveries oY At 1992068 882 15 2116232 889 6.1
Standardised approach 170,866.5 75.7 -2.2 177,697.3 74.7 4.0
Internal ratings based approach (IRB) 28,339.2 12.5 2.9 383,625.9 141 18.7
Position, foreign exchange and commodities risks 5,148.3 2.3 12.7 4,973.4 2.1 -3.4
Operational risk 21,363.5 9.5 -3.3 21,298.5 9.0 -0.3
Credit valuation adjustment 118.8 0.1 -62.8 207.7 0.1 74.9
Common equity tier 1 capital ratio 22.3 - 4.8 21.4 - -4.1
Tier 1 capital ratio 223 - 4.8 214 - -4.1
Total capital ratio 23.8 - 3.6 22.6 - -5.0

Source: CNB.

Table 12.8 Structure of housing savings bank assets
end of period, in million HRK and %

Dec. 2016 Dec. 2017 Jun. 2018

Cash, cash balances at central banks and other demand deposits 0.0 0.0 -75.0 143.2 2.7 2,386,250.0
Cash on hand 0.0 0.0 0.0 0.0 -75.0 0.0 0.0 100.0
Cash balances at central banks 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Other demand deposits 143.2 2.7 -

Financial assets held for trading 270.9 3.5 221.3 2.8 -18.3 245.9 4.7 111
Derivatives 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Equity instruments 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Debt securities 270.9 3.5 221.3 2.8 -18.3 245.9 4.7 1.1
Loans and advances 0.0 0.0 0.0 0.0 - 0.0 0.0 -

l’;lroor;i-ttga:’o:gsgsfinancial assets mandatorily at fair value through 34.9 0.4 0.0 0.0 -100.0 0.0 0.0 B
Equity instruments 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Debt securities 34.9 0.4 0.0 0.0 -100.0 0.0 0.0 -
Loans and advances 0.0 0.0 0.0 0.0 - 0.0 0.0 -

Financial assets at fair value through profit or loss 0.0 0.0 -
Debt securities 0.0 0.0 -
Loans and advances 0.0 0.0 -

Financial assets at fair value through other comprehensive income  1,965.7 25.2 2,052.8 25.9 4.4 1,037.2 19.7 -49.5
Equity instruments 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Debt securities 1,965.7 252 2,052.8 25.9 4.4 1,037.2 19.7 -49.5
Loans and advances 0.0 0.0 0.0 0.0 - 0.0 0.0 -

Financial assets at amortised cost 5,482.7 70.2 5,600.4 70.8 2.1 3,802.9 72.3 -32.1
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Debt securities 725.9 9.3 672.7 8.5 -7.3 551.2 10.5 -18.1
Loans and advances 4,756.8 60.9 4,927.7 62.3 3.6 32517 61.8 -34.0
Derivatives — hedge accounting 0.0 0.0 0.0 0.0 - 0.0 0.0 -
;?gr;eslltu;tih:;ges of the hedged items in portfolio hedge of 0.0 0.0 0.0 0.0 _ 0.0 0.0 B
Investments in subsidiaries, joint ventures and associates 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Tangible assets 1.9 0.0 2.9 0.0 49.0 3.4 0.1 20.0
Property, plant and equipment 1.9 0.0 2.9 0.0 49.0 2.6 0.0 -10.1
Investment property 0.0 0.0 0.0 0.0 - 0.9 0.0 -
Intangible assets 8.0 0.1 9.4 0.1 16.4 8.9 0.2 -5.3
Goodwill 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Other intangible assets 8.0 0.1 9.4 0.1 16.4 8.9 0.2 -5.3
Tax assets 13.8 0.2 11.0 0.1 -20.0 9.9 0.2 -10.6
Current tax assets 5.7 0.1 3.8 0.0 -34.3 2.8 0.1 -26.3
Deferred tax assets 8.0 0.1 7.3 0.1 -9.8 71 0.1 -2.5
Other assets 31.2 0.4 15.8 0.2 -49.2 6.2 0.1 -60.9
Non-current assets and disposal groups classified as held for sale 1.9 0.0 1.1 0.0 -40.2 0.5 0.0 -56.4
Total assets 7,811.1 100.0 7,914.7 100.0 1.3 5,258.0 100.0 -33.6

Note: The source of data on housing savings bank assets is the same as the source specified in Table 12.2.
Source: CNB.

Table 12.9 Structure of housing savings bank liabilities and equity
end of period, in million HRK and %

Dec. 2016 Dec. 2017 Jun. 2018

0.0 0.0 0.1 0.0 - 2.1 0.0

Financial liabilities held for trading 3,332.8
Derivatives 0.0 0.0 0.1 0.0 - 2.1 0.0 3,332.8
Short positions 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Deposits 0.0 0.0 -
Issued debt securities 0.0 0.0 -
Other financial liabilities 0.0 0.0 0.0 0.0 - 0.0 0.0 -

Financial liabilities at fair value through profit or loss 0.0 0.0 0.0 0.0 - 0.0 0.0 -

Financial liabilities measured at amortised cost 6,843.1 87.6 6,950.9 87.8 1.6 4,686.3 89.1 -32.6
Deposits 6,842.1 87.6 6,949.6 87.8 1.6  4,685.8 89.1 -32.6
Issued debt securities 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Other financial liabilities 1.0 0.0 1.3 0.0 235 0.5 0.0 -64.3

Derivatives — hedge accounting 0.0 0.0 0.0 0.0 - 0.0 0.0 -

;?gr\ézltu;tceh:;ges of the hedged items in portfolio hedge of 0.0 0.0 0.0 0.0 B 0.0 0.0 _

Provisions 5.4 0.1 11.3 0.1 108.5 3.9 0.1 -65.6
zg;’i\siac;:’;sn:nd other post employment defined benefit 0.0 0.0 0.0 0.0 _ 0.0 0.0 _
Other long-term employee benefits 1.7 0.0 2.9 0.0 70.7 21 0.0 -27.4
Restructuring 0.0 0.0 4.5 0.1 - 0.0 0.0 -100.0
Pending legal issues and tax litigation 1.2 0.0 1.7 0.0 43.0 0.7 0.0 -60.6
Commitments and guarantees given 0.5 0.0 0.5 0.0 6.6 0.4 0.0 -16.0
Other provisions 2.1 0.0 1.7 0.0 -15.5 0.7 0.0 -61.1

Tax liabilities 29.9 0.4 25.6 0.3 -14.4 71 0.1 -72.1
Current tax liabilities 11.6 0.1 9.2 0.1 -20.4 0.2 0.0 -98.1
Deferred tax liabilities 18.3 0.2 16.4 0.2 -10.6 7.0 0.1 -57.5

Other liabilities 95.2 1.2 76.1 1.0 -20.1 39.1 0.7 -48.7

Liabilities included in disposal groups classified as held for sale 0.0 0.0 0.0 0.0 - 0.0 0.0 -
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Total liabilities 6,973.7 89.3 7,063.9 89.3 1.3 4,738.5 90.1 -32.9
Capital 487.9 6.2 487.9 6.2 0.0 407.9 7.8 -16.4

Paid up capital 487.9 6.2 487.9 6.2 0.0 407.9 7.8 -16.4

Unpaid capital which has been called up 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Share premium 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Equity instruments issued other than capital 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Other equity 0.0 0.0 -
Accumulated other comprehensive income 108.9 1.4 97.5 1.2 -10.4 33.0 0.6 —66.2
Retained earnings 200.5 2.6 221.5 2.8 10.4 64.5 1.2 -70.9
Other reserves -6.3 -0.1 -5.4 -0.1 -14.0 7.7 0.1 -

Reserves or accumulated losses of investments in

subsidiaries, joint ventures and associates accounted for 0.0 0.0 -

using the equity method

Other -6.3 -0.1 -54 -0.1 -14.0 7.7 0.1 -
(-) Treasury shares 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Profit or loss attributable to owners of the parent 46.4 0.6 49.3 0.6 6.3 6.4 0.1 -86.9
(=) Interim dividends 0.0 0.0 -
Minority interests [Non—controlling interests] 0.0 0.0 0.0 0.0 - 0.0 0.0 -
Total equity 837.4 10.7 850.8 10.7 1.6 519.5 9.9 -38.9
Total liabilities and total equity 7,811.1 100.0 7,914.7 100.0 1.3 5,258.0 100.0 -33.6

Note: The source of data on housing savings bank liabilities and equity is the same as the source specified in Table 12.3.
Source: CNB.

Table 12.10 Housing savings bank income statement
in reference periods, in million HRK and %

Amount

Interest income 160.0 103.2 -35.5
Financial assets held for trading 6.4 5.8 -9.7
Non-trading financial assets mandatorily at fair value through profit or loss 0.1 0.0 -100.0
Financial assets at fair value through profit or loss 0.0 0.0 -
Financial assets at fair value through other comprehensive income 32.1 14.8 -53.9
Financial assets at amortised cost 120.9 82.0 -32.1
Derivatives — hedge accounting, interest rate risk 0.0 0.0 -
Other assets 0.4 0.6 55.7
Interest income on liabilities 0.0 0.0 -

(Interest expenses) 91.2 56.9 -37.6
(Financial liabilities held for trading) 0.0 0.5 -
(Financial liabilities designated at fair value through profit or loss) 0.0 0.0 -
(Financial liabilities measured at amortised cost) 91.2 56.3 -38.3
(Derivatives — hedge accounting, interest rate risk) 0.0 0.0 -
(Other liabilities) 0.0 0.1 6,350.0
(Interest expense on assets) 0.0 0.0 -

Net interest income 68.8 46.3 -32.6

Dividend income 0.0 0.0 -

Fee and commission income 22.6 17.5 -22.5

(Fee and commission expenses) 2.4 2.7 141

Net fee and commission income 20.2 14.8 -26.8

Gains (losses) 6.6 -4.4 -

Other operating income 2.3 2.3 3.1

(Other operating expenses) 11.3 9.1 -19.3



Amount

Jan. - Jun. 2017

Jan. - Jun. 2018
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Total operating income, net 86.6 50.0 -42.3
(Administrative expenses) 49.2 421 -14.4
(Staff expenses) 26.9 22.5 -16.4
(Other administrative expenses) 22.2 19.6 -11.9
(Depreciation) 1.2 1.3 10.3
Administrative expenses and depreciation 50.3 43.4 -13.8
Modification gains (-) losses, net 0.0 0.0 -
Operating profit 36.3 6.6 -81.7
(Provisions or (-) reversal of provisions) 0.4 0.0 -102.6
(Commitments and guarantees given) 0.0 0.0 -25.0
(Other provisions) 0.4 0.0 -96.9
(Impairment or (-) reversal of impairment on financial assets not measured at fair value 10 11 11.4
through profit or loss) ’ . ’
(Financial assets at fair value through other comprehensive income) 0.0 0.2 -
(Financial assets at amortised cost) -1.0 -1.2 27.4
(Impairment or (-) reversal of impairment of investments in subsidiaries, joint ventures and 0.0 0.0 _
associates)
(Impairment or (-) reversal of impairment on non—financial assets) 0.0 0.0 -
Impairment and provisions -0.6 -1.1 90.6
Negative goodwill recognised in profit or loss 0.0 0.0 -
Share of the profit or (-) loss of investments in subsidiaries, joint ventures and associates 0.0 0.0 _
accounted for using the equity method ’ :
Prof[t or - Ios§ froml non—current.assets and disposal groups classified as held for sale not 0.0 0.0 _
qualifying as discontinued operations
Profit or (-) loss before tax from continuing operations 36.8 a7 -79.1
(Tax expense or (-) income related to profit or loss from continuing operations) 4.3 1.3 -70.3
Profit or (-) loss after tax from continuing operations 32.6 6.4 -80.2
Profit or (-) loss after tax from discontinued operations 0.0 0.0 -
Profit or (-) loss before tax from discontinued operations 0.0 0.0 -
(Tax expense or (-) income related to discontinued operations) 0.0 0.0 -
Profit (loss) for the year 32.6 6.4 -80.2

Note: The source of data on the income statement of housing savings banks is the same as the source specified in Table 12.4.

Source: CNB.
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Table 12.11 Distribution of housing savings banks total exposure by risk categories
end of period, in million HRK and %

Dec. 2016 Dec. 2017 Jun. 2018
Risk category
A 5,544.2 98.7 5,663.5 98.6 5,040.4 99.0 -11.0
B 65.1 1.2 68.3 1.2 5.0 411 0.8 -39.9
C 10.7 0.2 9.6 0.2 -10.3 8.0 0.2 -16.4
Total 5,619.9 100.0 5,741.4 100.0 2.2 5,089.4 100.0 -11.4

Note: See note in Table 12.5.
Source: CNB.

Table 12.12 Coverage of housing savings bank total exposure by impairment and provisions
end of period, in million HRK and %

Total impairment and provisions 77.8 61.2
Impairment and provisions for risk categories B and C 28.8 21.9
Impairment and provisions for risk category A 49.0 39.3

Total exposure 5,741.4 5,089.4

Coverage (%) 1.4 1.2

Note: See note in Table 12.5.
Source: CNB.
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Figure 12.7 Shares of assets, loans and deposits of the largest
banks in total assets, loans and deposits

Figure 12.11 Bank derivative financial instruments
notional amount

as at 30 June 2017
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Source: CNB. Source: CNB.

Figure 12.8 Currency structure of loans to households

12.11 Bank profit (loss) from continuing operations
before taxes
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Figure 12.9 Bank standard off-balance sheet items

Figure 12.12 Spread
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Figure 12.13 Structure of total bank exposure distributed into risk

Figure 12.16 Structure of bank total risk exposure

categories, by portfolio and instruments as at 30 June 2018
as at 30 June 2018
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approach
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Source: CNB. Source: CNB.

Figure 12.14 Structure of bank loans to non-financial
corporations by activities

Figure 12.17 Structure of bank exposure weighted by credit risk
weights according to the standardised approach

as at 30 June 2018
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Figure 12.15 Structure of bank B and C risk category loans to
non-financial corporations by activities
as at 30 June 2018
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Abbreviations and symbols
Abbreviations incl. — including
IMF — International Monetary Fund
bn — billion JPY — Japanese yen
b.p. — basis points m — million
BEA — U. S. Bureau of Economic Analysis MIGs  — main industrial groupings
BOP — balance of payments MM — monthly maturity
c.if. — cost, insurance and freight MoF — Ministry of Finance
CBRD - Croatian Bank for Reconstruction and NBS — National Bureau of Statistics of China
Development NCA  — National Classification of Activities
CBS — Central Bureau of Statistics n.e.c.  —not elsewhere classified
CDS — credit default swaps NUIR  — net usable international reserves
CEE — Central and Eastern European OECD - Organisation for Economic Co-Operation and
CEFTA - Central European Free Trade Agreement Development
CES — Croatian Employment Service oG — Official Gazette
CHF  — Swiss franc R — Republic
CHIF - Croatian Health Insurance Fund RAMP — Reserves and Advisory Management Program
CHY  —Yuan Renminbi ROAA  —return on average assets
CICR - currency-induced credit risk ROAE - return on average equity
CPF — Croatian Privatisation Fund o/w — of which
CPI — consumer price index PPI — producer price index
CPII — Croatian Pension Insurance Institute Q — quarter
CM — Croatian Motorways RR — reserve requirement
CNB  — Croatian National Bank SDR  — special drawing rights
CR — Croatian Roads SE — South-East
EBA — European Banking Authority SGP — Stability and Growth Pact
ECB — European Central Bank SITC - Standard International Trade Classification
EEA — European Economic Area USD - US dollar
EFTA  — European Free Trade Association VAT — value added tax
EMU  — Economic and Monetary Union ZSE — Zagreb Stock Exchange
EU — European Union ZMM - Zagreb Money Market
EUR  —euro
excl. — excluding
f/c — foreign currency Symbols
FDI — foreign direct investment
Fed — Federal Reserve System - — no entry
FINA - Financial Agency — data not available
f.o.b.  —free on board 0 — value is less than 0.5 of the unit of measure being
GDP  — gross domestic product used
GVA  — gross value added — average
HANFA - Croatian Financial Services Supervisory Agency a, b, c,... — indicates a note beneath the table and figure
HICP  — harmonised index of consumer prices — corrected data
HRK  —kuna 0 — incomplete or insufficiently verified data
HUB  — Croatian Banking Association









!

N

- —
: e S e e
. .
ik 5
e 8 [ 4
“_. - el i | B
g R | = o
S, ; e | ERY
=1 ]
— f | S r
=i L wrhde| B
i o - VoA

Vi

S5

15151

.[l_ a

L

_hl.l-. 5

SIS

s

vl

TR
151518

Bl e e il D

10
[

i

[Ty

i+ 5

L.
s

515

.

g r._.}

T =

| ==

it

SERRRRRAMAREL:
i o e
LERNRELY

|-'—r- J

{]
I

- e
- = =
- e
: = =i
-
= N L)
e gl

i ..'l'

1

5

. u.._l...:..“u.... i
T Tm et |

KaREee & L S o
sl ' AL LRI

Bt e uiiianiiiinkiiahtlt
E . ...nhun_.l_...,hr,.rr.,..,:_.r..r.r..

a

s
f
{4
i
o ' ..“..:.m
1 ..
5 e o |
- i i
i 4
i
FiakLvi Rk Ak
|
TTILLIle TRFFIREIN

E
17
']

My
A o e

\
5 i

A AN A

bbbtk bbliklbiaw

g e i e ®
TIRT VL

Lis ELiRN E—.. Lk LLE

_m. “_J..

LmE e mr

TR
asmoercy |

e

L e

i 14
M
il ==

Heg
i Eaell
|

.1_:
I_L-

P

=

-

el LS
N
e =
e I
i g
T i e e
b=

=t

o i g, g g, Tl S

3,
1Y)

Vi

-

2ra2rer

=
FER I-I'I'I'II'I'I'I'-I'IHH
i
Bk

o= T e e T

FREEE




	Semi-annual Information 2018 - 1
	1 Summary
	2 Global developments
	2.1 Croatia’s main trading partners
	2.2 Prices, exchange rates and financing conditions

	3 Aggregate supply and demand
	3.1 Aggregate demand
	3.2 Aggregate supply

	4 Labour market
	4.1 Employment and unemployment
	4.2 Wages and unit labour cost

	5 Inflation
	6 Current and capital account
	6.1 Foreign trade and competitiveness
	6.2 Income and transactions with the EU

	7 Private sector financing
	8 Foreign capital flows
	9 Monetary policy
	10 Public finance
	11 International reserves management
	11.1 Structure of and developments in international reserves
	11.2 Financial markets and international reserves management results in the first half of 2018

	12 Business operations of credit institutions
	12.1 Banks
	12.2 Housing savings banks

	Abbreviations and symbols

