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Introductory remarks

The macroprudential diagnostic process consists of assessing any
macroeconomic and financial relations and developments that might
result in the disruption of financial stability. In the process, individual
signals indicating an increased level of risk are detected based on
calibrations using statistical methods, regulatory standards or expert
estimates. They are then synthesised in a risk map indicating the level
and dynamics of vulnerability, thus facilitating the identification of
systemic risk, which includes the definition of its nature (structural or
cyclical), location (segment of the system in which it is developing) and
source (for instance, identifying whether the risk reflects disruptions on
the demand or on the supply side). With regard to such diagnostics,
instruments are optimised and the intensity of measures is calibrated in
order to address the risks as efficiently as possible, reduce regulatory
risk, including that of inaction bias, and minimise potential negative
spillovers to other sectors as well as unexpected cross-border effects.
What is more, market participants are thus informed of identified
vulnerabilities and risks that might materialise and jeopardise financial
stability.

1 Identification of systemic risks

Total systemic risk exposure at the end of the fourth quarter of

2019 remained moderately high (Figure 1). In the period of favourable
short-term trends in the financial sector, reflected in an improvement

in banks’ asset quality and under the conditions of high solvency and
liquidity, structural weaknesses of the sector increased due to the
growing concentration of revenue and uncertainty regarding future
litigation costs. For this reason, the overall risk assessment remained
unchanged from the previous assessment (Macroprudential Diagnostics
No. 9), despite the favourable macroeconomic developments that reduce

structural weaknesses of the non-financial sector.

Favourable economic developments and a continued decrease in
the exposure of the non-financial sector to currency and interest
rate risks have alleviated the structural vulnerabilities of the
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Figure 1 Risk map, fourth quarter of 2019
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Notes: The arrows indicate changes from the risk map in the third quarter of 2019
published in Macroprudential Diagnostics No. 9 (September 2019).
Source: CNB.

domestic economy. In 2020, economic activity is expected to continue
growing at a slightly lower intensity than in the previous year, but will still
be based on the growth of domestic demand and capital investments,
with the expected continuation of a decrease in macroeconomic
imbalances. Favourable developments in the labour market and wage
increases support a record level of consumer optimism, which, together
with the increase in household lending, is boosting domestic demand. In
addition to growth in personal consumption and imports, which support
budget revenues, favourable developments in the financial markets also
have a positive effect on the stability of public finance. These trends
enable government borrowing under the most historically favourable
conditions, which will contribute to the decrease in interest expenditure
in the coming period. However, the still high level of public debt is a
significant structural risk, even more so as it includes high shares of
external debt and foreign-currency indexed debt.

Exposure to financial risks, in addition to the public sector is

also reduced in the private non-financial sector, but its structural
vulnerabilities still pose a threat to financial stability. Corporate
and household debt are still relatively high in a CEE perspective,
which impedes the absorption of potential macroeconomic shocks.
Although the share of loans with a variable interest rate and loans
indexed to foreign currency is still noticeable both in households and
in corporations, the decline of this share leads to the reduction of their
structural vulnerability.

The continued growth of credit portfolio quality has a favourable
effect on the profitability of banks. The quality of the credit portfolio
of banks is constantly improving in the process of the sale of non-
performing placements and is also due to the simultaneous inflow of
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newly-granted loans. In addition, the high coverage of non-performing
placements and the traditionally high capitalisation indicate banks’
resilience. However, despite these positive trends, Croatia still has the
EU highest NPL ratio. The continuation of the several-year growth in
the share of loans in the domestic currency and with a fixed interest
rate in total loans is tending to reduce the potential credit risk of banks,
while on the other hand, it makes their management of direct financial
risks more complex. With regard to the structure of financing, the

trend of growth in domestic sources of financing reduces structural
vulnerabilities related to dependency on external financing. Also, high
short-term liquidity measured by the liquidity coverage ratio (LCR)
increased additionally under the effect of the rise in investments in
central government bonds (accompanied by the simultaneous decrease
in the bank loans granted to the central government). At the same time,
growth in deposits of domestic sectors, spurred by the inflow of funds
during the tourist season, had an impact on the increase in the net stable
funding ratio (NSFR).

The growing reliance of banks on revenues from general-purpose
cash loans and uncertainty regarding future litigation costs have an
impact on the growth of structural risks in the financial system. In
the environment of historically low interest rates, general-purpose cash
loans are the only bank product recording a growth in interest revenue.
However, the risk of an increasing reliance of banks on these products,
most of which are unsecured, is also pronounced because of the
currently non-functional Croatian Registry of Credit Obligations (HROK).
At the same time, the revenue from government sector financing, while
it was very important in the acute phase of the financial crisis, continues
to decrease in the present conditions of declining yields and smaller
government needs for financing. Finally, despite the lower expenses of
value adjustments for credit risk, provisions for litigation costs based

on contracting loans with a currency clause in the Swiss franc or with

a variable interest rate have increased noticeably. The total volume of
these costs is uncertain because it depends on the final court decisions,
as well as on the number and the dynamics of the initiation of individual
litigations.

Favourable developments in financial markets are reflected in

the low volatility of the financial stress index and the lower risk
premium. The financial stress index, showing current developments in
the Croatian financial market, remains low, without major volatilities. The
CDS for Croatia has continued to decrease (Figure 2), currently standing
at all-time lows, which should enable the continuation of the rollover of
debt under favourable conditions in the coming period.




Figure 2 Credit default swap (CDS) on five-year bonds for selected CEE countries and Croatia
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Low interest rates and growth in net financial assets alleviate the
repayment burden and strengthen household debt repayment
capacity. Despite the expected tightening of lending conditions for cash
loans, as a result of the alignment with the Recommendation on actions
In granting non-housing consumer loans, these loans are still the main

generator of growth in household debt. Household debt is also growing
based on housing loans, the acceleration of which at the end of 2019
was also under the impact of the government’s subsidy programme

in the competence of the Agency for Transactions and Mediation in
Immovable Properties (APN). The implementation of the programme

in 2020 was announced for March and September. Notwithstanding

the growth in debt, favourable financing conditions, accompanied by
positive trends in the labour market and growth in liquid financial assets
facilitate this sector’s debt servicing.

Under the effect of increasing real estate prices risks related to this
market are also increasing. One of the reasons for the surge in prices is
the government’s loans subsidy programme, which in addition to positive
developments in the labour market and favourable financing conditions
supports the rise in real estate prices. However, real estate prices in
Zagreb and on the Adriatic Coast are also rising under the impact of
developments in tourism, as well as the attractiveness of the Croatian
coast to foreign citizens, who are increasingly investing in the purchase
of real estate. Nevertheless, although under the present conditions of
low interest rates investment in real estate ensures a certain yield, it also
gives rise to the accumulation of risks. Changes in real estate prices

may have an impact on the level of risk in financial institutions through
both housing loans granted to households and lending to corporate
construction projects. By the intensified lending to the real estate
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sector, banks are exposed to the risk of a potential decrease in prices,
which may have a negative impact on their stability through the decline
in the value of collateral, in particular if it is compounded by the high
indebtedness of loan users.

Positive short-term developments are present in non-financial
corporations, whose debt indicators are decreasing. The recorded
growth of capital and gross operating surplus has a favourable effect

on the solvency and liquidity of the corporate sector. However, there

are still uncertainties associated with the operational restructuring of
the Fortenova Group (former Agrokor), as well as the implementation of
the settlement itself. In addition to the lack of an adequate labour force,
insufficient investment in new technologies and limited access to capital
are also limiting factors that might have an impact on developments in
the non-financial corporate sector in the forthcoming period.

2 Potential risk materialisation triggers

The main potential triggers for risk materialisation in Croatia still

lie to the largest extent in external developments. Although in the
past months progress was made in trade negotiations between China
and the USA, trade tensions between the USA and the EU, as well as
uncertainty regarding future growth in Germany are still pronounced. The
short period for reaching an agreement on future trade relations between
the UK and the EU, as well as a potential relatively strong slowdown in
economic growth in China and geopolitical tensions in the Middle East
might have an additional negative impact on global growth. Against the
background of slower economic growth and weak inflationary pressures,
the ECB has announced that it will continue pursuing its expansionary
monetary policy.

Potential triggers for risk materialisation stemming from the
domestic environment are currently not considered significant. In
2020, the economy is expected to grow further, although at a slower
pace than in 2019, accompanied by the still present risks linked to the
labour market, productivity and the structure of the economy itself. In
addition to the emigration of the working age population, the labour
market is characterised by the low participation of the labour force and
structural unemployment. The continued accumulation of arrears in
the health sector and a sharp increase in expenditures on wages and




various transfers in the election year could have a negative impact on
the currently favourable developments in public finances. Additional

risk still lies in uncertainties regarding the results of legal actions and
international arbitrations in which the Republic of Croatia is currently
involved. Finally, even though financial problems at the Fortenova Group
and with shipyards have been greatly reduced, risks with regard to the
implementation of the settlement or the preparation of the programme
of restructuring of individual large enterprises facing problems are still
present.

As regards the financial sector, the main challenges for safeguarding
stability stem from the uncertainty regarding court decisions in the
processes initiated by consumers against banks. This is primarily
related to the issue of the nullity of the provisions of loan contracts with
a variable interest rate and a currency clause in the Swiss franc and
consequently also to the agreement on conversion. Specifically, the
Supreme Court is expected to take a decision by mid-March 2020 in
the pilot-judgement procedure regarding the issue of the nullity of the
agreement on conversion initiated according to the amendments to the
Civil Procedure Act. Once this decision is adopted, all courts will be
bound by this legal interpretation in future procedures. The number of
actions and the amount of potential expenses for banks will depend on
this decision. Furthermore, even though the burdening of capital by the
loan portfolio quality has been reduced significantly since the outbreak
of the crisis, account should be taken of the fact that the loan portfolio
quality can deteriorate very quickly in stressed conditions, in particular
because we are now in the mature phase of the cycle of non-performing
loans (Macroprudential Diagnostics No.3, Box 1).

3 Recent macroprudential activities

3.1 Continued application of the countercyclical capital buffer rate for the
Republic of Croatia in the first quarter of 2021

On the basis of a new quarterly analytical assessment of the
development of cyclical systemic risks, the CNB has announced that

the countercyclical capital buffer rate of 0% will continue to be applied

in the first quarter of 2021. This is because the acceleration of real
economic growth in the third quarter of 2019 was accompanied by a
slightly slower growth in the placements of monetary financial institutions
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to the private sector. The downward trend in the standardised indicator
of relative indebtedness continued (i.e. the ratio of total placements

to nominal annual GDP), with the credit gap calculated on the basis of
that indicator also remaining negative and below its long-term trend.
The specific indicator of relative indebtedness, i.e. the ratio of loans

of domestic credit institutions to the non-financial sector to quarterly,
seasonally adjusted GDP, also declined, with the credit gap calculated
on the basis of that indicator also remaining negative. Since no other
important indicators point to an increase in cyclical systemic risk linked
to the periods of excessive credit growth, corrective action by the CNB
is still not required.

3.2 Review of the identification of other systemically important credit
institutions in the Republic of Croatia

In accordance with the Guidelines of the European Banking Authority
(EBA/GL/2014/10) and the Credit Institutions Act (Official Gazette
159/2013, 19/2015, 102/2015, 15/2018 and 70/2019), in the fourth
quarter of 2019, the CNB, as the designated authority for identifying
other systemically important credit institutions (O-SlIs), carried out a
regular annual identification of O-SlIs in the Republic of Croatia and
calibration of the capital buffer for O-Slls. The review was conducted
using the internal methodology, and, as in the previous iteration, a total
of seven O-SlIs were identified. Capital buffer rates for O-Slls were
calibrated using the method of equal expected impact, where as a result,
depending on the estimated systemic importance of a credit institution,
within the legally permitted range, buffer rates were determined within
the range of 0.5% to 2% of the total risk exposure amount. The results of
the annual review were published in December 2019.

Pursuant to the Decision on the application of the structural systemic
risk buffer (Official Gazette 78/2017), O-SllIs are also obligated to
maintain a structural systemic risk buffer applied to all exposures.

In accordance with the Credit Institutions Act, credit institutions are
required to maintain either the structural systemic risk buffer rate or the
O-SlI buffer rate, whichever is the higher Since in the latest O-Slls review
the structural systemic risk buffer rate (see Table 2) was the higher of the
two capital buffers for all identified O-Slls, O-SllIs are only subject to the
application of the structural systemic risk buffer rate.
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3.3 Preparations to enter the European Exchange Rate Mechanism Il and
the Banking Union

3.3.1 Amendments to the Credit Institutions Act and the Act on the Croatian National
Bank in the part related to macroprudential policy measures

In the letter of intent to enter the European Exchange Rate Mechanism I
(ERM 1) and the Banking Union, the Republic of Croatia has undertaken
to adopt certain amendments to the Credit Institutions Act and the

Act on the Croatian National Bank, which were submitted to the
parliamentary procedure in January 2020. The important adjustments of
the Credit Institutions Act include those in the area of macroprudential
policy, which will allow the ECB to intervene if it assesses that a Croatian
macroprudential measure, which is based on harmonised European rules
and aimed at credit institutions (capital buffer for O-Slls, for structural
systemic risks, countercyclical capital buffer, stricter national measures
due to changes in the intensity of risk in the financial system), is not
strict enough.” The adjustment of the competent legal framework for

the purpose of enabling the establishing of close cooperation with the
ECB and the entry in the Single Resolution Mechanism also includes the
appropriate provisions of the Act on the Croatian National Bank.

Furthermore, in the letter of intent to enter the ERM Il and the Banking
Union, the Republic of Croatia has undertaken to integrate borrower-
based macroprudential measures (see Box 1) into the national legal
framework. Currently, this type of measure is not part of harmonised
European macroprudential regulations, but it is within the domain of
national legislations. Accordingly, the CNB’s powers to participate in
the adoption and the implementation of macroprudential measures and
instruments with the objective of preserving the stability of the financial
system as a whole are elaborated in the amendments to the Credit
Institutions Act.

3.3.2 Collecting data on standards on lending to consumers

In order to collect data necessary for the analysis and the regular
monitoring of systemic risk, credit risk, the calibration and the
implementation of borrower-based macroprudential measures (see

1 Insuch a case, the ECB is authorised to apply higher requirements for capital buffers and
stricter macroprudential measures aimed at addressing systemic and macroprudential risks at
the level of credit institutions, in coordination with the national authorities of the SSM members.
The ECB will carry out the above effectively by issuing instructions to the CNB, which, under
the amendments to the Credit Institutions Act, has undertaken to act in accordance with the
instructions issued by the ECB with regard to determining the capital buffer rate.




3.3.1), the CNB introduces a new reporting requirement for credit
institutions. In November 2019, the Draft Decision on collecting data

on standards on lending to consumers was submitted for public
consultation. The draft envisages the monthly collection of individual
data on all newly-granted consumer loans at the individual loan level and
the annual collection of data on all individual consumer loan balances.
The CNB has covered all types of loans to consumers under this
reporting requirement in order to enable the monitoring of systemic risk
development in all segments of lending to consumers and in this way
facilitate the fulfiiment of the task prescribed in the Act on the Croatian
National Bank of contributing to the stability of the financial system as a
whole.

Box 1 Borrower-based macroprudential measures

The end objective of the implementation of macroprudential policy

— safeguarding financial stability — implies preventing excessive
accumulation of systemic risks and imbalances in the system and
increasing financial system resilience in the case of risk materialisation.
The instruments available to the competent authorities in implementing
macroprudential policy can be grouped into three basic categories:
capital-based instruments, liquidity-based instruments and borrower-
based instruments (Table 1). The direct aim of borrower-based measures
is to limit (excessive) credit activity and reduce the accumulation of

risks in the system by increasing borrowers’ resilience in the event of
unfavourable economic and/or financial developments. The examples of
such measures include limits on the loan amount in relation to collateral
value (loan-to-value ratio, LTV), limits on the loan amount and/or
instalments of loan repayment or the total debt in relation to borrowers’
income (loan-to-income (LTI), loan service-to-income (LSTI), debt-to-
income (DTI), debt-service-to-income (DSTI)), prescribing the maximum
loan maturity, loan amortisation schedules and other similar limits. Their
impact on credit activity arises from constraining new lending, while they
have no impact on previously granted loans. The setting up of such limits
on newly-granted loans enhances the resilience of borrowers because
by limiting their indebtedness, their debt servicing capacity increases,
which then reduces potential losses for credit institutions related to the
risk of borrowers defaulting on their loans. In contrast, capital-based and
liquidity-based instruments are aimed at credit institutions and primarily
increase their resilience in the case of systemic risk materialisation,
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Table 1 Classification of macroprudential instruments for the banking sector

Macroprudential policy
instruments

Envisaged by the CRD Envisaged by the CRR
(competence of national macroprudential  (competence of national macroprudential  National legal framework

authorities and the ECB for member states authorities and the ECB for member states  (competence of national macroprudential
participating in the SSM) participating in the SSM) authorities)

A Capital-based Capital buffers for: Risk weights for real estate sector Leverage ratio
— structural systemic risk and intra-financial sector exposures
— G-Slis and 0-SlIs Capital conservation buffer
— countercyclical capital buffer Own funds level

B Liquidity-based Liquidity requirements LTD ratio caps

Large exposure limits

C Borrower-based

Limits of:

— loan-to-value (LTV)

— loan-to-income (LTI)

— debt-service-to-income (DSTI), etc.
Loan amortisation dynamics

D Other instruments

Disclosure requirements Interest margin and haircuts require-
Large exposure limits ments

Source: V. Constancio et al. (2019): Macroprudential policy at the ECB: Institutional framework, strategy, analytical tools and policies,
ECB Occasional Paper Series, No. 227.

although some of them can also contribute to the reduction of financial
cycle amplitudes.

At the EU level, capital-based macroprudential instruments and some
of the liquidity-based instruments are part of the EU’s harmonised
legal framework and stipulated by the provisions of Regulation (EU)
No 575/2013 on prudential requirements for credit institutions and
investment firms (CRR) and Directive 2013/36/EU on access to the
activity of credit institutions and prudential supervision of credit
institutions and investment firms (CRD). By contrast, borrower-based
macroprudential measures (marked green in Table 1) are completely
under the authority of national legislations, which allows national
authorities to have greater flexibility in formulating, calibrating and
implementing the measures.

The integration of the legal basis for these measures in the legal
frameworks of euro area member states was recommended by the
Governing Council of the ECB in 2016, and the European Systemic Risk
Board report from December 2018 on macroprudential approaches to
non-performing loans additionally emphasises the important role these
measures can play in mitigating risks associated with the occurrence

of non-performing loans in the early stage of the credit cycle. These
measures today constitute the common part of the instruments of
macroprudential authorities of the majority of EU member states that use
them primarily to mitigate systemic risks arising from household lending
and exposure to the real estate market.

Accordingly, in the letter of intent to enter the European Exchange Rate
Mechanism Il (ERM Il) and the Banking Union, the Republic of Croatia
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and the CNB have undertaken to strengthen the legal framework for the
implementation of macroprudential policy by explicitly empowering the
central bank to implement borrower-based measures. Thus the proposal
of amendments to the Credit Institutions Act elaborates in detail the
powers of the CNB as the authority competent for the implementation of
macroprudential policy in fulfilling its task of contributing to the stability
of the financial system as a whole. These powers explicitly include the
adoption of borrower-based measures that may include prescribing the
highest permitted ratio of the value of collateral to the approved loan
amount, the highest permitted ratio of the loan amount (and/or loan
instalment) to the income of the loan user, the longest permitted duration
of the loan, the requirements related to the loan repayment calculation
method and other measures and requirements aimed at mitigating and
preventing systemic risks.

The design and supervision of the implementation of such measures
require individual data on lending standards, which so far have not been
systematically collected at the CNB. In order to expand the analytical
framework required for the implementation of the above measures, the
CNB is introducing a new reporting system for credit institutions on
consumer lending standards, which includes reporting on a granular
basis (at the level of the individual loan) on all newly-granted consumer
loans. Data that will be collected starting from the end of the third
quarter of 2020 will serve as the database with which to create a group
of indicators and their distributions, necessary for the regular monitoring
and analysis of systemic risk, the monitoring of credit risk, the calibration
of macroprudential measures and monitoring credit institutions in the
implementation of the adopted measures. At the same time, the data
will also serve for meeting the requirements from the recommendations
of the European Systemic Risk Board on closing real estate data gaps
(Recommendation on closing real estate data gaps (ESRB/2016/14) and
Recommendation amending Recommendation on closing real estate
data gaps (ESRB/2019/3), which harmonise data at the EU level required
for the assessment and monitoring of financial stability risks associated
with real estate markets (for more information, see Macroprudential
Diagnostics No. 9).



https://www.esrb.europa.eu/pub/pdf/recommendations/2016/ESRB_2016_14.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190819_ESRB_2019-3~6690e1fbd3.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190819_ESRB_2019-3~6690e1fbd3.en.pdf
https://www.hnb.hr/documents/20182/2894740/e-mpd-9-2019.pdf/a8ddd439-cebd-05c2-1708-da0d0b970c09
https://www.hnb.hr/documents/20182/2894740/e-mpd-9-2019.pdf/a8ddd439-cebd-05c2-1708-da0d0b970c09

3.4 Recommendations of the European Systemic Risk Board

3.4.1 Recommendation of the European Systemic Risk Board on exchange and
collection of information for macroprudential purposes on branches of credit
institutions having their head office in another Member State or in a third country
(ESRB/2019/18)

In September 2019, the ESRB published the Recommendation on
exchange and collection of information for macroprudential purposes

on branches of credit institutions having their head office in another
Member State or in a third country, with the aim of information exchange
and improvement of cooperation between relevant authorities of host
member states and home member states, for where branches of credit
institutions having their head office in another member state or in a third
country are considered relevant for financial stability in the country in
which they operate there is a need to intensify the collaboration between
the relevant authorities of the host and home member states. In such
cases, the exchange of selected information is necessary to assess the
potential impact on financial stability that such branches might have
during periods of excessive credit growth or a crisis and to ensure the
effectiveness of macroprudential policy in the host member state.

The provision of cross-border financial services via branches of credit
institutions having their head office in another member state or a third
country is currently an important part of the financial system in a number
of member states, while the importance of branches might increase
further in the future as financial integration within the EU continues.

In response, the ESRB adopted a recommendation that consists

of three parts: Recommendation A calls for cooperation between
macroprudential authorities of host and home member states and the
exchange of information as regards branches of credit institutions
would be based on bilaterally concluded memoranda of understanding.
Recommendation B proposes that the European Commission remove
any regulatory impediments to the exchange of information on the
operation of branches of credit institutions, while Recommendation C
requires the European Banking Authority to prepare a list of information
on branches that competent authorities of home member states should,
on request, submit to the macroprudential authorities of the host
member states.



https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation191213_ESRB_2019_18~d091d184ad.en.pdf?b1e2ff76a5eee8122a92973ca1b0e87f
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation191213_ESRB_2019_18~d091d184ad.en.pdf?b1e2ff76a5eee8122a92973ca1b0e87f
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation191213_ESRB_2019_18~d091d184ad.en.pdf?b1e2ff76a5eee8122a92973ca1b0e87f
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation191213_ESRB_2019_18~d091d184ad.en.pdf?b1e2ff76a5eee8122a92973ca1b0e87f

3.5 Macroprudential policy implementation in other European Economic
Area countries

The countercyclical capital buffer continues to be among the most
actively applied measures of macroprudential policy in the European
Economic Area (EEA) countries in which credit activity growth has been
intensified for some time, often accompanied by an increase in real
estate prices. The non-zero countercyclical capital buffer rate (ranging
from 0.25% in France to 2.5% in Sweden and Norway) was in January
2020 applied by twelve EEA countries. In the first half of the current
year they are being joined by two other countries, Belgium (0.5%) and
Germany (0.25%), and an additional rise in the existing countercyclical
capital buffer rate has already been announced in Bulgaria, Czech
Republic, Denmark, France, Island and Slovakia.

With regard to real estate market developments, in the summer of 2019,
the ESRB published a set of EEA country-specific recommendations
and warnings on medium-term vulnerabilities in the residential real
estate sector and identified these vulnerabilities as a potential source
of systemic risk to financial stability, which the ESRB assessed to be
only partially and not completely covered by macroprudential policy
measures. These are Belgium (ESRB/2019/4), Denmark (ESRB/2019/5),
Luxembourg (ESRB/2019/6), the Netherlands (ESRB/2019/7),

Finland (ESRB/2019/8), Sweden (ESRB/2019/9), the Czech Republic
(ESRB/2019/10), Germany (ESRB/2019/11), France (ESRB/2019/12),
Iceland (ESRB/2019/13) and Norway (ESRB/2019/14).

In November 2019, the binding application of borrower-based
macroprudential measures entered into force in Slovenia. In response

to the accelerated growth rates of household loans, the central bank

of Slovenia issued a macroprudential recommendation for household
lending in 2016, aimed at limiting excessive growth in housing loans

and household debt by setting a cap on the ratio of the annual debt
servicing costs to the consumer’s annual income (debt-service-to-
income, DSTI) and the ratio of the amount of a granted loan to the value
of collateral (loan-to-value LTV). In October 2018, the Recommendation
was extended by the recommendation of a cap on DSTI for all consumer
loans, not only housing loans, while at the same time a cap on the
maximum maturity of consumer loans to 120 months was recommended.
Since the main objective of the Recommendation, limiting excessive
growth in household lending and leverage, in particular consumer
non-housing loans, was not completely achieved, the central bank

of Slovenia introduced at the end of 2019 the binding application of
borrower-based macroprudential measures including a binding cap on
the ratio of the annual debt servicing costs to the consumer’s net income



https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_be_recommandation~2cb5134896.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_dk_recommandation~85f24c864d.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_lu_recommandation~6577fe0f0d.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_nl_recommandation~dedbe77acd.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_fi_recommandation~60d62c4314.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_se_recommandation~a11003ac8e.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_cz_warning~bd479e5cb1.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_cz_warning~bd479e5cb1.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_de_warning~6e31e93446.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_fr_warning~48c2ad6df4.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_is_warning~32a34b069f.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_no_warning~d3e4f2c135.en.pdf
https://www.bsi.si/en/financial-stability/macroprudential-supervision/macroprudential-instruments/macroprudential-restrictions-on-household-lending
https://www.bsi.si/en/financial-stability/macroprudential-supervision/macroprudential-instruments/macroprudential-restrictions-on-household-lending

2

3

(DSTI) for all household loans and a binding limit on the maturity of
consumer loans that are not secured. The cap on the ratio of the amount
of the granted loan to the value of the instrument of collateral (LTV) still
remained non-binding, in the form of a recommendation.

After the implemented recalibration and review of the application of the
structural systemic risk buffer, the Hungarian central bank extended

the scope of this buffer. In addition to the level of problem exposures
collateralised by commercial real estate?, the application of this buffer
from January 2020 also depends on non-problem exposures secured by
commercial real estate denominated in foreign currency3. The extension
of the scope of the structural systemic risk buffer is a response to

the recorded increase in lending to the commercial real estate sector
denominated in foreign currency, with the objective of preventing the
excessive accumulation of risks, in particular foreign currency risk.

The Hungarian central bank defines the mentioned problem exposures as the sum of non-
performing and restructured gross amount of domestic loans secured by commercial real estate
and the gross amount of domestic commercial real estate that credit institutions hold on their
balance sheet as held for sale.

This group includes all gross domestic loans secured by commercial real estate denominated in
foreign currency, but not classified as problem exposures.



https://www.esrb.europa.eu/pub/pdf/other/esrb.notification20190918_srb_hu~ea5f538696.en.pdf?26a7ce8fe8c8dd0dc5e91c566542bef5
https://www.esrb.europa.eu/pub/pdf/other/esrb.notification20190918_srb_hu~ea5f538696.en.pdf?26a7ce8fe8c8dd0dc5e91c566542bef5

"Wy U xepul/|uiy/Aoljod[euoneu/ne edoina qise mmm//:sd1il :98s ‘elep pajieiop 810wl 104

'020g2 Adenue G| 1e se Syued [BJuad JO Sa)Sgam pue Syued [BJlUsd WOoJ}) SUOIEDIIIOU pue gND ‘gdST :S90Inog

‘aJeME S| gND 8U1 YdIym O iewre|osiq

'61.02 4990100 | Jo)e psounouue Jo paljdde sajel sy} sylew usalb ‘gD 104 "8|ge)} 8y} JO UOISISA 1Se| 8y} 80UIS pappe Usag dABY 1By} S8INSESL S81EDIPU| USSIL)

"uoleolignd 8y} JO pud By} 1B sUolIeIABICqQY 4O 1SIT 8U} Ul papiacid ale SuoleIAsIgde JO SUOIIULSP 8yl (Al YD) SWl JUSWISSAUI PUB SUOIINYISUI 1IPalo Jo uoisiaedns [enuapnid syl pue SUONHISUI P8I0
10 AJAIIOE 8Y} 0} SSE00B U0 NJ/9E/S L0 SAI08IIQ PUB (HHD) SWI) JUSWISSAUI PUB SUOIINHISUI 1IPaI0 4oy sjuswalinbal [eiuspnid Uo £1.02/52G ON (N3) uonieinBay Yim aul| Ul 81e pa)sl| Seinseaw 8y :S810N

e | o e | o ° ° ° e (o | o ° ° ° ° ° S3INSeaW JaulQ
° ° ° ° ° e | o 159} AAIISUSS/SSaNS
° a9l

° e o | o e | o ° ° ° ° ° ° ° sjybiam ysiy
) ° ° ® L] 1l 1eliid

sansealu JayiQ

e | o e o | o ° ° ° ° funjew ueo

° ° e | o UOI}ESILIOWE UBOT

e o | o | o o o |0 o o o ° e o | o ° e | o e | o ° AL

° ° ° ° ® ° 111
° an

e | o e o | o ° ° ° ° e | o ° 11Sa

sones [euapnid uo sdey

) [} ) ) onel Apinbry

e | o e | o e o | o ° e | o ° o | o ° ° ° a4s

®© o o | 6 o o o | o o o o o o o o o o o o o o o o o o o o o o o IS-0

° ° ° ° ° ° ° 11S-9
002 002 050 00 S2'0|00C 00'L | 050 (%) Buipuad ayes g99

00°L 0SL| 0 |0S2 O 0 0 |0S2 0 0 0 [S0 00L O |[SZL 00L O 0 0 S20| 0 0 0 |00L O [SLL O [0SO O | O (%) paijdde sjes gg9

e o | o | 6 o o o o o o o o o o o o o o o o o o o o o o o o o o g9

s1aynq Apinby pue [eydes

AemJON pue pueja9| ‘saels Jeaquiaw N3 Aq paldde sainseaw [eljuspnidoioew jO MaIABAQ | dlqelL

0202 Aeniged = O} "ON solsoubelq [eiuspnidoioely = gND E


https://www.esrb.europa.eu/national_policy/html/index.en.html

Table 2 Implementation of macroprudential policy and overview of macroprudential measures in Croatia

Basis for standard Activation
measures in Union law date

Year of
adoption

| d by the CNB prior to the adoption of CRD IV

Frequency of

Measure revisions

Primary objective

Description

Macropr

Prior to the adoption of CRD IV, the CNB used various macroprudential policy measures, of which the most significant ones are listed and described in:

a) Galac, T., and E. Kraft (2011): http://elibrary.worldbank.org/doi/pdf/10.1596/1813-9450-5772
b) Vujéi¢, B., and M. Dumici¢ (2016): https://www.bis.org/publ/bppdf/bispap86l.pdf

Macropr ged in CRD IV and CRR and implemented by the competent macroprudential authority
2014 Early introduction: at 2.5% level Art. 160(6) CRD 1Jan.2014  Discretionary
B Credit growth and leverage follow-
ing Recommendation ESRB/2013/1 2015 Exemption of small and medium-sized investment firms from the capital Art. 129(2) CRD 17 Jul. 2015 Discretionary
conservation buffer
Credit growth and leverage follow- 2015 CCB rate set at 0% Art. 136 CRD 1 Jan. 2016 Quarterly
CCB ing Recommendation ESRB/2013/1 - N T - - -
and implementing Recommenda- 2015 Exemption of small and medium-sized investment firms from the counter- Art. 130(2) 17 Jul. 2015 Discretionary
tion ESRB/2014/1 cyclical capital buffer
0-Sli Limiting the systemic impact of 2015 Seven 0-SlIs identified by review of 31 Dec. 2019, with corresponding Art. 131 CRD 1 Feb. 2016 Annually
misaligned incentives with a view buffer rates: 2.0% for 0-Slis: Zagrebacka banka d.d., Zagreb, Privredna
to reducing moral hazard following banka Zagreb d.d., Zagreb, Erste&Steiermérkische Bank d.d., Rijeka,
Recommendation ESRB/2013/1 Raiffeisenbank Austria d.d., Zagreb, OTP banka Hrvatska d.d., Split; 1.0%
for 0-Slis: Addiko Bank d.d., Zagreb; 0.5% for 0-Slis: Hrvatska postanska
banka d.d., Zagreb
2014 Two SRB rates (1.5% and 3%) applied to two sub-groups of banks (market Art. 133 CRD 19 May 2014 Annually
share < 5%, market share > 5%). Applied to all exposures
§ 2017 The level of two SRB rates (1.5% and 3%) and the application to all Art. 133 CRD 17 Aug. 2017  Atleastona
SRB Credit growth and leverage follow- exposures remain unchanged. Decision 0G 78/2017 changes the method biennial basis
ing Recommendation ESRB/2013/1 for determining the two sub-groups to which the SRB is applied. Sub-groups
are determined by calculating the indicator of the average three-year share
of assets of a credit institution or a group of credit institutions in the total
assets of the national financial sector (indicator < 5%, indicator = 5%).
Risk weights for Credit growth and leverage follow- 2014 Maintaining a stricter definition of residential property for preferential risk Art. 124,125 CRR 1Jan.2014  Discretionary
exposures secured ing Recommendation ESRB/2013/1 weighting (e.g. owner cannot have more than two residential properties,
by mortgages on exclusion of holiday homes, need for occupation by owner or tenant)
residential property
2014 CNB’s recommendation issued to banks (not legally binding) on avoiding Art. 124,126 CRR 1Jan. 2014  Discretionary
Risk weights for Mitigating and preventing the use gf rﬁsk weights of 50% to exposures secured by CRE during low
exposures secured excessive maturity mismatch market liquidity
by mortgages on and market iliquiity pursuant to 2016 Decision on higher risk weights for exposures secured by mortgages on Art. 124,126 CRR 1Jul. 2016 Discretionary
residential property Recommendation ESRB/2013/1 commercial immovable property. RW set at 100% (substituted CNB's
recommendation from 2014, i.e. effectively increased from 50%)
Other measures and policy actions whose effects are of macroprudential importance and are impl d by the i authority
2013 Decision on the content of and the form in which consumers are provided 1Jan.2013  Discretionary
information prior to contracting banking services (banking institutions are
o ) obliged to inform clients about details on interest rate changes and foreign
and awareness Recommendation ESRB/2011/1 2013 Amended Decision from 1 Jan. 2013 (credit institutions were also obliged to 1Jul.2013  Discretionary
provide information about the historical oscillations of the currency in which
credit is denominated or indexed to vis-a-vis the domestic currency over the
past 12 and 60 months)
Information list with Raising risk awareness of borrow- 2017 The Information list with the offer of loans to consumers, available on the 14 Sep. 2017  Discretionary
the offer of loans to ers pursuant to Recommendation CNB'’s website, provides a systematic and searchable overview of the con-
consumers aimed at ESRB/2011/1 and encouraging ditions under which banks grant loans. With the Information list, standard
consumer protection price competitiveness in the information available to the consumers are extended with information
and awareness raising  banking system regarding interest rates
2016 Market operations are aimed at providing banks with longer-term sources 1Feb.2016  Discretionary
of kuna liquidity at an interest rate competitive with interest rates on other
banks’ kuna liquidity sources, with debt securities of issuers from Croatia to
be accepted as collateral
Structural repo 2017 The aim of structural operations is to provide banks with longer-term sourc- 20 Sep. 2017  Discretionary
operations es of kuna liquidity. The Decision on monetary policy implementation of the
Croatian National Bank (0G 94/2017) envisages the use of a pool of eligible
assets as collateral for all central bank credit operations, including structural
operations, thus opening up the possibility of using short-term securities for
long-term CNB operations
Consumer protection  Financial stability concerns regard- 2016 Borrowers are strongly recommended (publicly) by the CNB to carefully 1Sep.2016  Discretionary
and awareness ing risk awareness of borrowers analyse the available information and documentation on the products and
services offered prior to reaching their final decision, as is customary when
concluding any other contract
Recommendation to Mitigation of the interest rate risk 2017 The CNB issued the Recommendation to mitigate interest rate and interest 26 Sep. 2017  Discretionary
mitigate interest rate in the household sector and the rate-induced credit risk in long-term consumer loans by which credit
and interest rate-in- interest-induced credit risk in the institutions providing consumer credit services are recommended to
duced credit risk banks' portfolios and enhancing extend their range of credit products to fixed-rate loans, while minimising
the price competition in the consumer costs
banking system
Additional criteria for ~ Credit risk management in housing 2017 Decision on the additional criteria for the assessment of consumer credit- 1Jan.2018  Discretionary

assessing consumer
creditworthiness in
granting housing
consumer loans

consumer loans pursuant to EBA
Guidelines on creditworthiness
assessment (EBA/GL/2015/11)
and EBA Guidelines on arrears and
foreclosure (EBA/GL/2015/12)

worthiness and on the procedure for the collection of arrears and voluntary
foreclosure




Year of Basis for standard Activation  Frequency of

Measure Primary objective adoption  Description measures in Union law date revisions
Recommendation on Financial stability concerns due 2019 CNB adopted the Recommendation on actions in granting non-housing loans 28 Feb. 2019  Discretionary
actions in granting to credit risk in banks' housing to consumers, recommending all credit institutions in Croatia that grant

non-housing consum-  loan portfolios and protection of consumer loans to apply, in determining a consumer’s creditworthiness for

er loans consumers excessive debt taking all non-housing consumer loans with original maturity equal to or longer

than 60 months, the minimum costs of living that may not be less than the
amount prescribed by the act governing the part of salary exempted from

foreclosure
Other measures and policy actions whose effects are of macroprudential importance and are impl d by the i ial authority
Amended Consumer Financial stability concerns due to 2013 Fixed and variable parameters defined in interest rate setting, impact 1Dec.2013  Discretionary
Credit Act interest rate risk and currency risk of exchange rate appreciation for housing loans limited, upper bound of

appreciation set to 20%
Amended Consumer Financial stability concerns due to 2014 Banks are obliged to inform their clients about exchange rate and interest 1Jan.2014  Discretionary
Credit Act interest rate risk and currency risk rate risks in written form
Amended Consumer Financial stability concerns due to 2015 Freezing the CHF/HRK exchange rate at 6.39 1Jan.2015  Discretionary
Credit Act currency risk
Amended Consumer Financial stability concerns due to 2015 Conversion of CHF loans 1Sep.2015  Discretionary
Credit Act currency risk
Amended Foreclosure  Financial stability concerns due to 2017 Increase in the share of income exempt from execution, relating to debtors 22 Jul. 2017  Discretionary
Act credit risk with below-average net salary (1 Sep.

2017)

Consumer Home Financial stability concerns due to 2017 To establish the variable interest rate, the interest rate structure was defined 20 Oct. 2017  Discretionary
Loan Act interest rate risk and currency risk through reference variable parameters and the fixed portion of the rate;

for foreign currency consumer home loans, clients were offered one-off
conversion of loans, from the currency a loan was denominated in or linked
to, to the alternative currency without additional costs

Note: The definitions of abbreviations are provided in the List of abbreviations at the end of the publication.
Source: CNB.

Glossary

Financial stability is characterised by the smooth and efficient
functioning of the entire financial system with regard to the financial
resource allocation process, risk assessment and management,
payments execution, resilience of the financial system to sudden shocks
and its contribution to sustainable long-term economic growth.

Systemic risk is defined as the risk of an event that might, through
various channels, disrupt the provision of financial services or result
in a surge in their prices, as well as jeopardise the smooth functioning
of a larger part of the financial system, thus negatively affecting real
economic activity.

Vulnerability, in the context of financial stability, refers to structural
characteristics or weaknesses of the domestic economy that may

either make it less resilient to possible shocks or intensify the negative
consequences of such shocks. This publication analyses risks related to
events or developments that, if materialised, may result in the disruption
of financial stability. For instance, due to the high ratios of public and
external debt to GDP and the consequentially high demand for debt (re)
financing, Croatia is very vulnerable to possible changes in financial
conditions and is exposed to interest rate and exchange rate change
risks.




Macroprudential policy measures imply the use of economic policy
instruments that, depending on the specific features of risk and the
characteristics of its materialisation, may be standard macroprudential
policy measures. In addition, monetary, microprudential, fiscal and other
policy measures may also be used for macroprudential purposes, if
necessary. Because the evolution of systemic risk and the consequences
of such risk, despite certain regularities, may be difficult to predict in all
of their manifestations, the successful safeguarding of financial stability
requires not only cross-institutional cooperation within the field of their
coordination but also the development of additional measures and
approaches, when needed.

List of abbreviations

Art.

bn

b.p.
CB
CCB
CEE
CHF
CNB
CRD IV

CRR

d.d.
DSTI
EBA
EBITDA
ECB
ESRB
EU

Fed
FINA
FOMC
GDP
G-Sll
HANFA
HRK

Article

billion

basis points

capital conservation buffer

countercyclical capital buffer

Central and Eastern European

Swiss franc

Croatian National Bank

Directive 2013/36/EU on access to the activity of credit institutions and the
prudential supervision of credit institutions and investment firms
Regulation (EU) No 575/2013 on prudential requirements for credit
institutions and investment firms

dioni¢ko drustvo (joint stock company)

debt-service-to-income ratio

European Banking Authority

earnings before interest, taxes, depreciation and amortisation
European Central Bank

European Systemic Risk Board

European Union

Federal Reserve System

Financial Agency

Federal Open Market Committee

gross domestic product

global systemically important institutions buffer

Croatian Financial Services Supervisory Agency

Croatian kuna




IRB
LGD
LTD
LTI
LTV
NBB
no.
OG
O-Sli
O-SllIs

SRB

internal ratings-based
loss-given-default

loan-to-deposit ratio

loan-to-income ratio

loan-to-value ratio

National Bank of Belgium

number

Official Gazette

other systemically important institutions buffer
other systemically important institutions
quarter

systemic risk buffer

Two-letter country codes

Austria
Belgium
Bulgaria
Cyprus
Czech Republic
Germany
Denmark
Estonia
Spain
Finland
France
Greece
Croatia
Hungary
Ireland
Iceland

Italy

Latvia
Lithuania
Luxembourg
Malta

The Netherlands
Norway
Poland
Portugal
Romania
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