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Foreword

With the introduction of the euro on 1January 2023, Croatia be-
came the 20th member of the euro area. Today we can say that
the euro has brought all the benefits we announced and an-
ticipated. This is particularly noteworthy bearing in mind the
circumstances in which Croatia completed the formal process
of euro adoption and that, during the final stage of the pro-
cess, the country was affected by severe shocks - the pandem-
ic, earthquakes and global inflation - which made its path to
the euro even more difficult. In operational terms, the change-
over to the euro was carried out very successfully, without
disturbances in the payment system, cash shortages in shops,
queues in banks or at ATMs. The benefits of euro area member-
ship for Croatia include lower exposure to risks, more favour-
able financing conditions, a reduction in transaction costs and
far greater resilience to crises and external shocks and will

continue to support the growth and stability of the Croatian economy. Boris VUjEié,
Governor of the Croatian
National Bank

Joining the euro area has resulted in the reduction of the country risk premium;
in such conditions, for the first time ever, Croatia recorded lower interest rates
on loans than, for example, Germany. In addition, the introduction of the euro
has eliminated currency risk, so that the foreign currency debt of all sectors now
amounts to less than 1% of total debt, compared with 70% in the past. Further-
more, the euro has significantly reduced transaction costs, which in addition to
helping all entities that perform external operations, has fostered trade and the
financial integration of Croatia with the rest of the euro area and facilitated in-
ward investment.

The adoption of the euro has had a very mild impact on prices. Analyses by both
the CNB and the European Central Bank suggest that the euro’s upward impact
on prices was 0.4 percentage points, whereas Eurostat established that this im-
pact was 0.2 percentage points at the maximum. This was within expectations
and in line with the estimated impact on inflation experienced by other coun-
tries that had introduced the euro, despite their circumstances being much more
favourable, primarily due to low global inflation.

The performance of our financial assets was also very good; these are all as-
sets that prior to entering the euro area had the function of net international
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reserves, which the Croatian National Bank continues to manage after joining
the Eurosystem. Financial assets managed by the CNB stand at almost EUR 22bn;
the Croatian central bank also participates in the management of a portion of
former international reserves that were transferred to the European Central Bank
at the beginning of 2023. Against the backdrop of extremely volatile financial
market conditions, income generated from the management of financial assets
reached a record high of EUR 611.2m in 2023, which is an increase of EUR 447.0m
from 2022. This is the second Annual Report in which we publish climate metrics
for non-monetary portfolios of the CNB, thereby enhancing knowledge about po-
tential climate risks and climate compatibility at Eurosystem level.

In response to the steadily growing interest of Croatian citizens in the CNB’s
work, each year we intensify our activities in informing and educating the Croa-
tian public. We have opened the CNB to interested citizens, pupils, students and
their teachers. I am glad that the topics of central banking, personal finances,
numismatics, and similar topics attracted more than 10,000 visitors in 2023 and
that attendance at the CNB Open Day in October 2023 exceeded expectations,
with more than 1100 citizens visiting the CNB’s main building in just one day.

The great interest of the general public in having direct communication with
the CNB, while the CNB is the only euro area central bank without an adequate
space in which citizens can learn what money is, how monetary policy is con-
ducted, who supervises banks and how, what each individual should know to be
able to make better decisions about their personal finances, has encouraged us
to establish Moneterra - Money Museum of the Croatian National Bank, which
will, to a large extent, be digital and interactive to make communication with
young people as successful as possible. In addition to the history of money, bank-
ing and central banking, the activities of Moneterra will focus on current topics
and future challenges - ranging from further money dematerialisation and the
development of a central bank digital currency, the use of digital technologies
in banking, and monetary policy amid technological, climate and demographic
developments and changing geopolitical circumstances.

Zoio
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First year in the euro area

With the introduction of the euro on 1 January 2023, Croatia became the

20th member of the euro area. This achievement is particularly meaningful

if account is taken of the fact that Croatia’s formal euro adoption procedure
was more complex than in other member states that had adopted the euro
earlier and that during the final phase of the changeover Croatia was exposed
to severe shocks — the pandemic, earthquakes and global inflation — which
made the country’s path to the euro more difficult. However, the changeover
process was completed successfully, without any disruptions in the payment
system or any halt in economic activity. Euro area membership has brought
significant and permanent benefits to Croatia, including reduced exposure to
risks, more favourable financing conditions, reduced transaction costs and far
greater resilience to crises and external shocks, which will continue to support
the growth and stability of Croatia’s economy.
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With the introduction of the euro as the official currency on 1 January 2023,
Croatia successfully completed a years-long process, which started in 2017 with
the preparation and subsequent publication of the Strategy for the Adoption

of the Euro in the Republic of Croatia @. The changeover to the euro marked a
momentous achievement for economic policy and reaffirmed the stability and
resilience of the Croatian economy. In order to be able to initiate the procedure
of adopting the euro and complete it in the shortest possible time, Croatia had
to ensure a high level of macroeconomic stability and meet numerous pre-
requisites and criteria relating to this procedure by conducting a responsible
economic policy. It is worth noting that Croatia was the first member state

to complete the euro changeover process after the global financial crisis in
2008/2009 and following important reforms of the EU institutional framework
taken in response to this crisis. Due to the institutional changes in the EU, the
euro changeover process today is much more complex than before. Croatia had
to meet a set of preconditions, especially those concerning the entry to the Eu-
ropean Exchange Rate Mechanism (ERM II), which was not obligatory for other
countries in the past. In addition, Croatia prepared for the introduction of the
euro in a challenging period marked by unforeseen shocks - the pandemic cri-
sis, earthquakes and global inflation - which made the path to the euro even
more demanding.

Euro area membership has brought significant economic benefits to Croatia
that will permanently support the growth and stability of the Croatian econo-
my. The introduction of the euro has eliminated currency risk because now the
financial liabilities of households, corporates and the government are almost
completely denominated in the domestic currency, that is, the euro (Figure 1.1).
The risks to the stability of the banking system also decreased since most bank
placements and liabilities are now denominated in the domestic currency,

LINKNO @

FIGURE 1.1 Elimination of currency risk
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https://euro.hr/wp-content/uploads/2022/07/Strategy-for-the-Adoption-of-the-Euro-in-the-Republic-of-Croatia.pdf
https://euro.hr/wp-content/uploads/2022/07/Strategy-for-the-Adoption-of-the-Euro-in-the-Republic-of-Croatia.pdf
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FIGURE 1.2 Interest rates on newly-granted loans
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Interest rates on loans to corporates

which provides almost full protection against currency risk and currency-in-
duced credit risk. Risk of liquidity disturbances in the banking system was also
reduced since the CNB, as an integral part of the Eurosystem, can now provide
banks with euro liquidity, which was not possible before. With regard to borrow-
ing costs, even though interest rates rose in absolute terms in 2023, influenced
by monetary policy tightening, the rates were still lower than they would have
been if Croatia had not adopted the euro. Joining the euro area resulted in the
reduction of country risk premium and led to a release of additional liquidity in
the domestic banking system, which has alleviated the pass-through of interest
rate hikes in the euro area to interest rates in Croatia. Against this backdrop, for
the first time in history Croatia recorded lower lending rates than Germany. For
instance, in December 2023, the average interest rate on newly-granted housing
loans in Croatia was 3.6%, relative to 4.1% in Germany, while the interest rate for
corporate loans of up to EUR 1m in Croatia amounted to 5.3%, while in Germany
it was 6.1%. Interest rates on housing and corporate loans in comparable non-euro
area EU member states exceeded the interest rates in Croatia by several percent-
age points (Figure 1.2). Ultimately, the adoption of the euro eliminated the ex-
change of currency in international trade with Croatia’s major trading partners
from the EU, which reduced the costs and boosted the competitiveness of Croa-
tian enterprises.

Even though the euro changeover was carried out amid record-high inflation,
the effects of the adoption of the euro on prices was negligible, similar to coun-
tries that adopted the euro in a period of low inflation. According to Eurostat
estimates, the effect of the adoption of the euro on the inflation rate in Croatia
was 0.2 percentage points, which is in line with the experience of other coun-
tries, such as Slovenia, Latvia and Lithuania, that joined the euro area amid low
inflation. In addition, the inflation rate in Croatia in 2023 was considerably lower
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than in peer non-euro area EU member states, which suggests that the effect of
the euro changeover on prices was not substantial.

The changeover to the new official currency was operationally very successful, as
confirmed by the European Commission in its report @. The successful outcome
of this demanding project can be attributed to timely and exhaustive planning,
intensive coordination and the dedicated efforts made by all the key stakeholders
participating in the process. The main elements of the operational euro change-
over process were defined as early as in late 2020, when the Government of the
Republic of Croatia and the CNB presented the National Euro Changeover Plan @,
while all the aspects of the euro changeover were defined in more detail with the
adoption of the Act on the Introduction of the Euro as the Official Currency in
the Republic of Croatia ® in May 2022. Key stakeholders were thus informed in
good time about the changes that would take effect with the adoption of the new
official currency. As a result, the euro changeover process was completed without
any disruption in the payment system or any halt in economic activity. Cash-
less payment transactions ran smoothly as early as in the first hours of 1 Janu-
ary 2023; all account balances, deposits and loans were correctly converted to the
euro, while more than two-thirds of ATMs dispensed euro banknotes. Business
entities were supplied with sufficient amounts of euro banknotes and coins and
coped well with the extra workload during the dual circulation period in the first
half of January.

The exchange of cash was carried out without much difficulty throughout 2023

at bank branches and offices of FINA and Hrvatska posta d.d. This logistically de-
manding activity was largely facilitated by citizens, who followed the recommen-
dations from the Government of the RC and the CNB and deposited their kuna
cash surpluses in their bank accounts in advance, so that the amount of kuna
cash in circulation decreased by 60% in the second half of 2022. Cash changeover
activities were particularly intensive in January and the first half of February and
decreased afterwards. Retailers also played an important role in the exchange of
cash during the two weeks of the dual circulation period in early January. In cash
transactions with citizens, retailers accepted payments in both kuna and euro,
while they gave change mostly in euro and thus exchanged a share of kuna cash
for euros. At end-December 2023, there was a total of HRK 4.5bn of kuna bank-
notes and coins in circulation From 1 January 2024, kuna cash could be exchanged
exclusively at the CNB. There are no time limits for the exchange of kuna bank-
notes, while kuna coins can be exchanged only until the end of 2025.

Croatia’s accession to the euro area and the CNB’s joining the Eurosystem sub-
stantially changed the functioning of the central bank. The most important
change concerns the CNB’s involvement in the creation and operational imple-
mentation of the common monetary policy in the euro area. On 1 January 2023,
the Governor of the CNB became a full member of the Governing Council of the
ECB, which sets the common monetary policy. The CNB, as national central
bank, conducts this policy within the Croatian financial system. Ahead of each

LINKNO @
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https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52023DC0341
https://euro.hr/wp-content/uploads/2022/07/The-national-euro-changeover-plan.pdf
https://narodne-novine.nn.hr/clanci/sluzbeni/2022_05_57_803.html
https://narodne-novine.nn.hr/clanci/sluzbeni/2022_05_57_803.html
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Coverning Council meeting, the Governor holds preparatory meetings with CNB
experts, at which they discuss analytical inputs for the meeting and adopt a
stance on the topics to be discussed and decided at the Governing Council meet-
ing. The first year of the CNB’s participation in conducting common monetary
policy was marked by further monetary policy tightening by the ECB in an at-
tempt to tame inflationary pressures. Restrictive monetary policy, underpinned
by the stabilisation of commodity prices in the global market, resulted in a no-
ticeable slowdown in the growth of prices - euro area inflation fell from 8.6% in
January to 2.9% in December. Over the same period, the inflation rate in Croatia,
as measured by the Harmonised Index of Consumer Prices (HICP), dropped from
12.5% to 5.4%.

With regard to other central bank competences, the introduction of the euro did
not bring significant changes in the type and volume of its activities. The CNB is
still responsible for macroprudential policy. It supervises credit institutions in
collaboration with the ECB and carries out resolution of credit institutions with-
in the Single Resolution Mechanism. The CNB also ensures the smooth function-
ing of the payment system, supplies the economy with cash, participates in the
preparation of official statistics and oversees the implementation of measures

to prevent money laundering and terrorist financing in institutions under its
authority. In carrying out these activities, CNB experts participate in the work
of different committees and working bodies of the European Central Bank and
constantly cooperate with the relevant experts from the ECB and other national
central banks of the Eurosystem and are also involved in the preparations for the
Covernor’s participation in the decision-making process within the ECB Govern-
ing Council.
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Monetary policy and
economic developments

The past year was marked by Croatia’s entry into the euro area

and the Schengen area, by an ongoing relatively strong economic
growth despite weak foreign demand and a gradual slowdown in
inflation. September saw the end of the most severe monetary policy
tightening cycle since the euro was introduced as a currency. Key
ECB interest rate hikes spilled over to money market interest rates
and led to an increase in borrowing costs for both households and
corporates. Notwithstanding these conditions, the Croatian economy
continued to grow at a much faster pace than the euro area average.
This was largely due to a robust demand for tourist services and an
expansionary fiscal policy associated with the use of EU funds, which
reached a record-high level. This had a positive effect on income and
drove up spending. The annual inflation rate recorded a noticeable
decline in 2023, which also contributed to the increase in real income
and boosted consumer optimism.

n
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EURO AREA

Real and price movements

Economic growth in the euro area dropped markedly in 2023, to 0.4%, which

is a substantial slowdown from the 3.4% recorded in 2022. The growth in euro
area GDP in the whole of 2023 resulted from a high level of economic activity in
the first half of the year, on top of the levels recorded the year before. Howev-

er, economic conditions deteriorated towards the end of the year. Despite the
resilient labour market and high levels of employment in 2023, the contribution
of private consumption almost completely disappeared towards the end of the
year as financing conditions worsened due to monetary policy tightening. Other
GDP components also declined from the year before. Investments and govern-
ment consumption slowed down noticeably amid growing financing costs and
the energy crisis caused by the Russian invasion of Ukraine. Recovery in foreign
demand was also weaker than expected, which especially holds true with regard
to demand from China. Euro area economies were exposed to two shocks, that is,
the rise in the prices for energy and the change in consumption patterns, with
heterogeneous effects on individual member states and economic sectors. On the
one hand, manufacturing recorded a further decline due to high costs of energy,
as did real activity in those countries in which it plays a more important role in
the economy. On the other hand, the services sector, supported by strong demand
following the pandemic and a shift in consumer preferences, contributed to a
more pronounced growth in those countries that rely more on this sector.

Euro area inflation peaked in October 2022, slowing down considerably in 2023.
The average annual consumer price inflation in 2023 stood at 5.4%, considerably
lower than the 8.4% recorded in 2022. Short-term indicators of headline and core
inflation fell further and came close to their normal levels towards the end of
the year. Inflation slowed down in 2023 due to the decline in the global prices of

FIGURE 2.1 Euro areareal GDP growth
contributions by components

20

15

B Personal consumption

Government consumption

, k Gross fixed capital formation

Changes in inventories

percentage pointst

B Netimport/export
= Total

=20 f

Source: Eurostat.

2020

2021 2022 2023



CROATIAN NATIONAL BANK // ANNUAL REPORT 2023

FIGURE 2.2 Euro area inflation indicators
contributions by components
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energy and other raw materials, the easing of pressures in the earlier stages of
the price chain (this primarily concerns import prices and producer prices for in-
termediate goods and consumer goods), the normalisation of supply chains and
the impact of monetary policy tightening, which led to a slowdown in demand.
By contrast, domestic inflationary pressures on the cost side in the euro area rose
amid increasing wage growth and a decline in labour productivity. The contribu-
tion of unit profits to domestic inflationary pressures decreased markedly in the
second half of 2023, which suggests that profits managed to ease pressures stem-
ming from the growing labour costs.

Monetary policy and financial markets

September 2023 saw the end of the most severe monetary policy tightening cycle
since the euro was introduced as a currency. After ten successive increases in key
interest rates, the meeting of the ECB Governing Council in October 2023 was the
first that did not result in a decision to raise key interest rates. The meeting held
in December ended with the same outcome. At both meetings, the Governing
Council emphasized that the key interest rates were at levels that, maintained for
a sufficiently long duration, would make a substantial contribution to the timely
return of inflation to its target level. The Governing Council’s future decisions
will ensure that the key ECB interest rates are set at sufficiently restrictive levels
for as long as necessary and will continue to follow a data-dependent approach.

The ECB started raising its key interest rates in July 2022. By the end of 2022, they
had risen by 250 basis points!, followed by a further 200 basis points in 2023. The

ECB Governing Council decided to raise the deposit facility rate (DFR) (which is a
relevant Eurosystem monetary policy instrument due to currently high liquidity

1 Abasis pointis one hundredth of one percentage point.
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FIGURE 2.3 Key ECB interest rates
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surpluses) from -0.50% to 4.00%. The main refinancing operations (MRO) rate was
raised from 0% to 4.50% and the marginal lending facility (MLF) rate was upped

from 0.25% to 4.75%.

The increase in key ECB interest rates soon spilled over to money market interest

rates. Following the last increase in key ECB interest rates in September 2023 of
0.25 percentage points, the €STR rose to 3.9% and held steady at approximate-
ly the same level thereafter. EURIBOR, representing interest rates with differ-
ent maturities (up to 1 year) used in lending between the largest banks in the

FIGURE 2.4 Yields on long-term government bonds with the remaining maturity of approximately 10 years
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euro area, reflected the expected trends in key ECB interest rates. Due to persis-
tent inflationary pressures and further monetary tightening, the three-month
EURIBOR reached 3.9% in September. Thereafter, markets began to expect that
there would be no more hikes in key ECB interest rates, and thus the three-month
EURIBOR stabilised and remained virtually unchanged until the end of the year.
At end-December, it was 1.8 percentage points higher than at the end of the previ-
ous year.

Government bond yields recorded a relatively wide amplitude of oscillations dur-
ing the year, while in the last quarter they declined below the levels recorded at
the end of the previous year. The euro area GDP-weighted average of long-term
government bond yields stood at 2.6% at end-December, down by 68 basis points
from the levels recorded at the end of 2022.

The euro appreciated slightly against the US dollar on the global foreign exchange
markets in 2023. The euro began to recover relative to the US dollar towards the
end of 2022, so that by July 2023 it regained most of the value lost in 2022. This was
primarily brought about by expectations that the pace of the FED key interest rate
increase could slow down and that the US monetary policy could change course
earlier than expected. In addition, the euro was supported by expectations of
further tightening of the ECB’s monetary policy. From July to November the euro
weakened against the US dollar continually, mostly due to the expectations that
key interest rates in the USA could hold steady at an elevated level for a longer pe-
riod of time since the US economy had proved to be more resilient than expected.
The weaker euro area economic outlook created additional downward pressure on
the euro. In November, expectations grew that because of the easing of inflation-
ary pressures in the USA the Fed was close to the end of the cycle of upping its

FIGURE 2.5 USD/EUR exchange rate and nominal effective exchange rate of the
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key interest rates, which reversed the trend, so that the USD/EUR exchange rate
appreciated until the end of the year. The exchange rate of the euro against the
US dollar hovered around an average value of USD/EUR 1.09 in December 2023,
which is an appreciation of 3% relative to the level recorded in December 2022.
Over the same period, the nominal effective exchange rate of the euro againsta
basket of currencies of the main trading partners of the euro area appreciated by
around 4%.

Borrowing costs for households and corporates continued their upward trend in
2023 due to the increase in key ECB interest rates, while credit activity weakened.
At the euro area level, the average interest rate on pure new loans to non-finan-
cial corporations and housing loans to households rose to 5.12% and 4.06% re-
spectively in December, up by 167 and 110 basis points respectively from the end
0f 2022. The rise in interest rates was accompanied by a slowdown in lending
activity. Lending dynamics was considerably weaker in the segment of lending
to non-financial corporations than in the segment of household lending. This
discrepancy is also associated with the base effects of the very strong corporate
lending last year due to an increased need for the financing of working capital
amid the rise in the prices of energy and raw materials. Overall, lending activity
remained subdued and was much weaker than in 2022.

CROATIA

Real developments

After the strong economic recovery in 2021 and 2022, favourable economic de-
velopments continued into 2023, which is particularly relevant in the light of
unfavourable developments in the external environment and in some of Croatia’s
major trading partners. The faster growth of the Croatian economy than that of
the euro area and the EU average also points to the continuation of economic con-
vergence, after GDP per capita (adjusted for price differences) reached 73% of the
EU average in 2022, The ongoing expansion of economic activity was driven by the
sustained high demand for tourism-related services, expansionary fiscal policy,
intensified use of EU funds and consequently by the strong construction activity
and robust real estate market. As a result, labour market developments remained
favourable. Combined with the decline in inflation, this led to an increase in real
income and gave a boost to consumer optimism and private consumption. The
first half of the year was marked by a relatively strong growth of economic activ-
ity, with a contribution from all components except for exports of goods, which
declined noticeably. Economic activity weakened over the summer months due

to a slowdown in domestic demand and a decline in the exports of services on an
annual basis. It picked up again at the end of the year on a quarterly level, largely
due to the increase in private and government consumption and owing to the
gradual recovery in the exports of goods and a continued growth in the exports of
services. At the end of last year, the annual GDP growth rate reached 4.4%. At the
level of 2023 as a whole, real GDP increased by 3.1% on average.
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FIGURE 2.6 Trends in economic activity in Croatia and the euro area

25 Range
20
15
10

= Croatia

= Euro area

0
-5
-10
-15
-20
-25 1 1 1 1 1 1

0033303305333 3330333333S

2018 2019 2020 2021 2022 2023

Note: The figure shows the range of values of real GDP growth of individual euro area member states.
Sources: CBS and Eurostat.

GDP - annual rate of change, in %

Real annual growth in 2023 largely stemmed from a robust domestic demand,
especially from private consumption. Positive trends in private consumption may
be attributed to the ongoing growth in employment, the recovery in real wages
and the rise in consumer optimism. Government consumption and investments
rose sharply. The rise in government investments partly stemmed from projects
co-financed from EU funds. In addition to domestic demand, the growth was also
propelled by services exports, largely due to the continuation of favourable devel-
opments in tourism, while exports of goods declined on an annual basis due to
weak foreign demand, so that total exports of goods and services decreased from
the year before. Apart from goods exports, the decline in the previously accumu-
lated inventories also made a negative contribution to growth, which resulted

in a reduced need for imports. However, despite the drop in exports, net exports
made a positive contribution to growth in 2023.!

Observing the trends in economic activity by its main activities, growth was
largely supported by the upswing in the services sector, which was relatively
broadly based. Accordingly, growth was recorded in activities related to trade
and tourism, the real estate market, information and communication activities
and public services. Growth was also seen in construction activities, which is
consistent with the relatively strong rise in investment activity and residential
construction. On the other hand, agricultural production was almost stagnant,
while manufacturing activity declined, which can be associated with weak for-
eign demand and exports of goods. It should be noted that the annual increase in
total gross value added (GVA) in 2023 lagged behind the growth in GDP and stood
at2.3%, as a result of a considerable positive contribution to GDP growth from net
indirect taxes (taxes on products less subsidies on products).

1 Itshould be noted that the inventories series includes statistical discrepancies arising between the
expenditure and the production GDP calculation methods, and should therefore be interpreted with caution.
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FIGURE 2.7 Contributions to the change in real economic activity
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FIGURE 2.8 Gross value added by activity in Croatia
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Labour market

Labour market in 2023 was marked by a continued rise in employment and a
further drop in unemployment, as well as by a strong rebound in nominal gross
wages. The number of employed persons rose by 2.5% in 2023. Broken down by the
NCA, the largest contribution to growth in employment came from business ser-
vices and IT, trade, accommodation and transport and construction. The growth
of employment was largely spurred by the employment of third-country workers
(from non-EU countries) and by hiring pensioners on a part-time basis. Unem-
ployment continued its downward path in 2023, and the registered unemploy-
ment rate fell to 6.2% of the labour force (from 6.7% in 2022). The ILO unemploy-
ment rate averaged at 6.1%, as against the 7% recorded in 2022. Wages increased
sharply in 2023 due to a robust labour demand and workers’ attempts to offset ac-
cumulated losses in purchasing power due to rising inflation. The average nom-
inal gross wage in 2023 rose by 14.4% on an annual basis, with an equally sharp
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FIGURE 2.9 Employment by NCA, seasonally adjusted data, contributions to the annual rate of change and
total employment
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rise in wages in both public and private sectors. Nominal net wages increased by
12.6% (7% in 2022), while real net wages rose by 4.2% (after having fallen by 3.4% in
2022).

Price developments

Inflation decelerated perceptibly in 2023, having surged in 2022 to the highest
level in the last 29 years. The average annual rate of inflation in Croatia meas-
ured by the harmonised index of consumer prices fell from 10.7% in 2022 to 8.4% in
2023. The intensity of inflation slowdown is even more pronounced when observ-
ing year-end results - inflation decreased from 12.7% in December 2022 to 5.4% in

FIGURE 2.10 Inflation indicators in Croatia
contributions by components
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December 2023. The slowdown in inflation was driven by the gradually waning
effect of the considerable increase in the prices of numerous goods and services in
2022 (base effects), against the background of the substantial deceleration in the
current price rises. The easing of current inflationary pressures was particularly
accentuated following the end of the peak tourist season amid the fading impact
of past shocks (increases in the prices of energy, food raw materials and other raw
materials, supply chain disruptions, increased demand due to the reopening of
the economy following the pandemic). Even though Croatia joined the euro area
at the time of elevated inflation, in line with expectations, the introduction of
the euro had a relatively modest and one-off impact on total inflation, concen-
trated in the services sector.

Price growth for all major inflation components slowed down in 2023. Energy
price inflation went down from 14.7% in December 2022 to -0.5% in December
2023 owing to the decrease in the prices of refined petroleum products, while the
administered prices of electricity and gas for households remained unchanged.
Inflation in the prices of food (including beverages and tobacco) fell to 6.5% in
December 2023 (from 16% in December 2022), owing to, among other things, the
spillover of lower prices of energy, fertilisers and food raw materials on the glob-
al market and the slowdown in the rise of food prices in Croatia’s main trading
partners. Additionally, lower commodity prices on the global market, normali-
sation of global supply chains and slower annual growth of industrial producer
prices on the domestic market led to a relatively steady slowdown in industrial
goods inflation over the course of last year. Having reached 11.2% in December
2022, industrial goods inflation receded to 3.7% in December 2023. Services infla-
tion slowed down only slightly, from 9.9% in December 2022 to 8.1% in December
2023, which was most prominent after the peak tourist season was over. Services
inflation was largely affected by the sizeable rise in the prices of catering and ac-
commodation services as a result of the spillover of earlier increases in costs, es-
pecially of energy and food raw materials, the rise in wages, the robust demand
for the above services and the convergence of these prices to the average level in
the euro area.

Despite its slowdown, core inflation remained relatively elevated. Core inflation
(excluding energy and food prices), which fell from 10.5% in December 2022 to 6.1%
in December 2023, declined considerably slower than headline inflation. Other
indicators of core inflation, which exclude certain volatile components, also went
down in 2023, even though they still remained elevated relative to their long-term
average levels. Relatively high levels of core inflation mainly reflected domestic
inflationary pressures arising from the robust labour market, that is, from wage
growth (to compensate for purchasing power decline caused by previous price
increases) and solid domestic demand, as well as the strong demand of foreign
visitors for travel-related services. Having peaked in the first quarter of 2023, the
contribution of unit profits to domestic inflationary pressures declined steadily
in the remaining part of the year, which suggests that profits were able to cush-
ion inflationary pressures coming from the growth in labour costs.
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Short-term consumer and corporate inflationary expectations also declined. Even
though consumer perception of inflation in the past twelve months remained el-
evated, consumer inflationary expectations in the next twelve months decreased
considerably relative to the peak levels recorded in mid-2022. In addition, firms’
expectations about price trends in the next three months also declined. Corpo-
rate short-term inflationary expectations in industry returned in the second half
0f 2023 to approximately their average level in the 2017 to 2019 period, while corpo-
rate expectations in the services sector remained elevated relative to the pre-pan-
demic period.

Economic relations with foreign countries

Falling energy prices and growing tourism revenues, paired with the increased
net inflows of funds from the EU budget, had a positive effect on Croatia’s bal-
ance of payments in 2023. Total current and capital account balance reached 3.9%
of CDP in 2023, which is a significant improvement from the slightly negative
balance in the previous year and also one of the best historical results. In 2023,
the current account ran a surplus of 1.1% of GDP due to a marked reduction in the
foreign trade deficit, that is, owing to the decrease in the value of net imports of
energy resulting from the fall in energy prices on the global market. However, if
trade in energy is excluded, the annual growth in goods exports was slower than
that in goods imports (3.9% relative to 6.2%) in 2023, and the foreign trade deficit
thus increased by 10.1%. The balance improved also on account of the increase

in net exports of services, largely revenues from tourist consumption by foreign
tourists, which rose by 11.3% on an annual basis and reached a record high of EUR
14.6bn. Exceptionally good tourist performance came from the rise the number of
arrivals and nights stayed by foreign tourists, especially before and after the peak
season, and was even more driven by the rise in the prices of catering and accom-
modation services. The surplus in the secondary income account also rose owing
to a strong inflow of personal transfers, while net inflows from EU funds peaked

FIGURE 2.11 Current and capital account
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(3.9% of GDP). On the other hand, the surplus in the primary income account
decreased noticeably due to increased outflows of funds abroad stemming from
compensation to non-residents employed in Croatia and the increase in expendi-
tures on equity investments in Croatia, largely due to increased profitability of
banks in foreign ownership.

The financial account of the balance of payments saw a net outflow of capital in
2023, largely as a result of the continued deleveraging of domestic sectors. A net
outflow of EUR 5.5bn was recorded only in the other investment account, which
reflects the ongoing deleveraging of domestic sectors vis-a-vis other countries.
The account of portfolio investment showed a net inflow of funds owing to the
change in the investment strategy for central bank non-monetary financial as-
sets following the entry into the euro area. Direct investment inflows in Croatia
were considerably lower than last year which saw exceptionally high investments
in a holding company. Their structure was dominated by investments in real
estate, information and communication activities, energy and trade. Foreign in-
vestments by domestic firms rose considerably, especially in the pharmaceutical
industry.

The current and capital account surplus aided the deleveraging of domestic sec-
tors, which contributed to a substantial improvement in the net international
investment position. The gross external debt position stood at EUR 63.9bn or 83.7%
of GDP at the end of 2023, having gone up by EUR 14.2bn (10.8% percentage points
of GDP) from the end of 2022, The rise in gross external debt mainly reflects the
increased liabilities of the central bank, while other domestic sectors recorded

a decrease in gross external debt. The rise in gross liabilities of the central bank
stems from the application of accounting rules relating to the recording of re-
ceivables and liabilities from the euro banknotes issued within the Eurosystem
and has no effect on the central bank’s net external position. Therefore, Croa-
tia’s net external debt, which also takes account of the changes in foreign assets

FIGURE 2.12 International investment position
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of domestic sectors, went down by EUR 3.4bn (4.6 percentage points of GDP) and
stood at -3.4% of GDP at end-2023, and thus supported the improvement of total
net international investment position, which rose from -25.3% of GDP at end-2022
to -21.9% at end-2023. The net equity position held relatively stable in 2023 at the
level of -25.5% of GDP.

Banking system

ECB monetary policy tightening continued to push the costs of financing of cor-
porate and household sectors in banks operating in Croatia upwards. The aver-
age interest rate on pure new loans to non-financial corporations rose relatively
sharply (by 220 basis points) from the end of 2022 and reached 5.4% in December
2023. The costs of household financing rose at a much slower pace, while in De-
cember the average interest rate on pure new housing loans and general-purpose
cash loans reached 3.7% and 6.1% respectively, having gone up by 108 and 73 basis
points respectively from the previous year. In addition, the results of the bank
lending survey suggest the tightening of credit standards for corporates and
households in 2023. Banks reported that the tightening largely stemmed from the
negative risk perception associated with the outlook for industry or individual
firms, as well as expectations regarding general economic developments, a lower
risk tolerance of banks, costs of funding and balance sheet constraints.

Banks’ funding costs also rose, mainly due to the rise in interest rates on corpo-
rate and household time deposits. In late 2022, banks started increasing interest
rates on corporate time deposits, which continued into 2023, especially at the
beginning of the year, in an attempt to increase the attractiveness of deposits as
opposed to other alternative forms of investment. On the other hand, the begin-
ning of the last quarter of 2023 saw a substantial increase in the average inter-
est rate on time deposits of households, which was influenced by offers made by
some banks in an attempt to attract deposits from other banks. However, this

FIGURE 2.13 Interest rates on pure new loans and time deposits of corporates and households
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FIGURE 2.14 Interest rates on existing loans and time deposits of corporates and households
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changed soon, as in November and December bank clients were more inclined to
accept lower interest rates from their banks instead of turning to banks offering
better time deposit terms. The average interest rate on pure new household time
deposits thus stood at 2.4% at end-2023, up by 212 basis points from the end of the
previous year, and approached the increase in interest rates on corporate time
deposits which amounted 246 basis points in the same period.

The rise in interest rates on new loans and deposits gradually spilled over to ex-
isting loans and deposits. The increase was particularly prominent in interest
rates on existing corporate loans, mostly because of the widespread use of the
EURIBOR as the reference parameter in loans with variable interest rates (53% of
corporate loans are loans with variable interest rates, and 80% of them are tied
to the EURIBOR). On the other hand, interest rates on existing household loans
have not yet started rising, due to several factors: the longer average loan matu-
rity, a considerable representation of fixed interest rates (at end-2022, around 70%
of loans were loans with a fixed interest for a period longer than one year, while
around 40% of loans were loans with a fixed interest for a period longer than ten
years or were even fixed until maturity), the domination of the national reference
rate (NRR), accounting for around two-thirds of the reference parameters, and
legal restrictions on the level of interest rates on variable interest rate loans.

Higher borrowing costs and tightening of credit standards resulted in subdued
lending to firms, while loans to households continued to grow relatively strongly.
Loans to corporates rose by EUR 0.9bn (transaction-based) in 2023, which is slight-
ly more than one-third of growth recorded in the previous year. Working capital
loans and investment loans to the energy sector and investment loans to the con-
struction sector rose the most. Observed on an annual level, the growth of loans
to corporates decelerated from a high 21.1% in December 2022 to 6.4% (transac-
tion-based) in December 2023. On the other hand, loans to households increased
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FIGURE 2.15 Loans
transactions and annual rates of change, transaction-based
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by EUR 1.9bn in 2023, with slightly over one half of the growth being accounted
for by housing loans (EUR 1.0bn), which mostly grew during the summer months
owing to the government’s housing loans subsidy programme. In addition, gen-
eral-purpose cash loans recorded a sharp growth of EUR 0.8bn. According to the
bank lending survey, this was driven by an increased demand for durable con-
sumer goods amid boosted consumer optimism and favourable labour market
developments. Total household loan growth accelerated on an annual level from
6.0% in December 2022 to 9.5% in December 2023, owing to a fast acceleration in
the growth of general-purpose cash loans, from 3.5% to 11.1%, while the growth in
housing loans was more moderate, having decelerated from 10.5% to 9.9%.

FIGURE 2.16 Deposits
transactions and annual rates of change, transaction-based

& 25 20 g Time deposits of domestic sectors,
£ o transactions - right
< — 15 §
(A8 Y 5 s N o . . .
e 2 = Overnight deposits of domestic
_'F: T 103 sectors, transactions — right
R | B VAN W« W] | A VN 111 Y] Ao N | B N 3
"f 15 -~ 05 'g = Total deposits of domestic sectors
E 10 3xeis R 0f SRRy DU RINYAARE N s il _UINRUQIEUEY 0 - 00 E = Total deposits of households
© = . .
s 1 s Total deposits of non-financial
E 5 A’&/—-ﬂ - 05 5 corporations
© 10
0 B -+ -15
-5 + 1 1 1 1 -20

2019 2020 2021 2022 2023

Note: Deposits of domestic sectors exclude loans to the general government.
Source: CNB.

25

Monetary policy and economic developments \



26 CROATIAN NATIONAL BANK // ANNUAL REPORT 2023

The growth of deposits slowed down substantially in 2023 as a result of the resup-
ply of cash following the introduction of the euro, while the rise in interest rates
reversed the trend of the years-long fall in the share of time deposits in total de-
posits. Total deposits of domestic sectors (excluding the general government) rose
in 2023 by EUR 1.6bn, which accounts for only one-fifth of the growth recorded in
2022. A slower increase in deposits was influenced by the supply of euro cash to
domestic sectors at the beginning of the year. On the other hand, in 2022, espe-
cially towards the end of the year, deposits grew due to the inflow of kuna cash

to banks ahead of joining the euro area. Spurred by the rise in interest rates, the
structure of total deposits saw an increase in time deposits (by EUR 4.1bn) and a
decrease in overnight deposits (by EUR 2.5bn). Corporate deposits started going
up significantly from the end of 2022, a trend which continued into 2023, when
time deposits rose by EUR 2.6bn, and overnight deposits decreased by EUR 1.3bn.
Changes in the structure of household deposits began at the beginning of the last
quarter of 2022, when time deposits recorded a substantial growth. Following

the increase in overnight deposits of EUR 1.1bn and a decrease in time deposits

of EUR 0.5bn during the first nine months last year, time deposits rose by EUR
1.4bn, while overnight deposits dropped by almost the same amount in the last
quarter.

GENERAL GOVERNMENT BUDGET RAN A DEFICIT IN 2023, WHILE THE
PUBLIC DEBT-TO-GDP RATIO CONTINUED ITS DOWNWARD TREND

According to the internationally comparable methodology of the European
System of National and Regional Accounts (ESA 2010), the general government
budget ran a deficit of 0.7% of GDP in 2023, which is a deterioration from the sur-
plus recorded in 2022 (0.1% of GDP). Amid real growth and persistent inflationary
pressures, the general government debt-to-GDP ratio fell on an annual basis de-
spite the rise in the level of general government debt.

FIGURE 2.17 Fiscal indicators
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A slight deterioration in the general government budget balance in 2023 reflects
a stronger annual growth of budgetary expenditure (19.4%) than of revenues
(17.4%). On the expenditure side, the perceived surge in government investments
was largely associated with the positive impact of greater inflows from EU funds,
although this expenditure category has had a neutral impact on the budget bal-
ance. Total expenditures also grew on account of expenditures for social benefits,
which largely reflected trends in pension expenditures (influenced by pension
indexation) and the payment of allowances to protect pensioners’ standard of
living. Expenses on employees also made a positive contribution to the annual
increase recorded on the expenditure side of the budget. The revenue side of the
budget showed a sharp increase in revenues from indirect taxes, which was due
to a favourable effect of personal and tourist consumption. Although to a smaller
extent, the annual increase in revenues was also spurred by revenues from direct
taxes, reflecting the positive effect of firms’ business performance. Favourable
labour market trends contributed to the annual rise in social contributions.

Despite a slight deterioration in the general government budget balance, the
increase in real economic activity and the GDP deflator resulted in a considerable
decrease in the public debt-to-GDP ratio on an annual level. The relative indicator
of public debt at the end of 2023 stood at 63.0% of GDP, which corresponds to an
annual decrease of 4.8 percentage points.
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Financial stability and
macroprudential policy

Financial stability risks in 2023 were associated with protracted inflation,

the weakening of economic activity in the neighbourhood, tightening of
financial conditions and global geopolitical tensions. However, these risks
were slightly cushioned by a robust economic growth in Croatia and the
easing of inflationary pressures towards the end of the year. Interest rate
increases were not as pronounced in Croatia as in other euro area countries,
which limited the risks associated with the rise in the repayment burden for
borrowers. Lending to firms was subdued, while consumer lending picked up
sharply. Sales and purchases of residential property continued their downward
trend, while the first signs of price stabilisation became apparent around the
middle of the year, despite the continued growth of housing loans. A strong
rise in net interest income, paired with a still low credit risk, boosted bank
profitability. The CNB continued to pursue its macroprudential policy aimed at
the strengthening of capital requirements in order to give a further boost to
banks' resilience against shocks.
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OVERALL ASSESSMENT OF THE MAIN RISKS AND CHALLENGES TO
FINANCIAL STABILITY

The main financial stability risks in 2023 were those of high inflation, weakened
economic activity in the neighbouring countries, tightening of financial condi-
tions and global geopolitical tensions. These risks edged down towards the end of
the year as the domestic macroeconomic outlook improved. Activity momentum
remained unabated due to the robust domestic demand; growth accelerated and
surpassed earlier expectations. Inflation fell considerably alongside the gradual
dissipation of the adverse effects of the energy shock in 2022, a reduction in the
prices of raw materials, supply chain normalisation and the easing of imported
inflation pressures.

Strong labour market and consumer optimism gave a boost to demand for gen-
eral-purpose cash loans, which again reached two-digit levels in 2023, after a
several-year-long halt in their growth. Paired with the continued stable growth
in housing loans, this momentum contributed to strong growth in total loans to
households, amid rising interest rates on loans to this sector. The growth in cash
loans accelerated in 2023 owing to stable lending conditions; the average total
debt-service-to-income ratio held steady at around one third. The share of loans

to vulnerable borrowers, whose debt servicing costs posed a significant burden on
their income (surpassing two-fifths of their income) also remained at around 30%
(Figure 3.1).

Against the backdrop of robust economic growth, the rise in profits gave a further
boost to firms’ capital strength, thatis, their resilience to deteriorating financ-
ing conditions and a potential worsening of the economic outlook. The rise in in-
terest rates and the reduced need for working capital financing, amid the condi-
tions of decreased prices of energy and raw materials, dampened firms’ demand
for loans. The growth rate of corporate loans decelerated from the high 19.5% in

FIGURE 3.1 Stable lending conditions for new cash loans
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FIGURE 3.2 Favourable macroeconomic environment supports the entry of new firms to the market
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2022 to the moderate 5.8% in 2023. A favourable business environment was also
reflected in the increase in the number of active companies from previous years
owing to an increased inflow of newly established companies, largely in con-
struction (Figure 3.2), which led to a considerable growth in the number of active
companies in 2023.

Real estate market activity continued its downward path in 2023. The number of
sale and purchase transactions decreased from the previous year, with a consid-
erable reduction in non-resident demand (Figure 3.3) amid the slowdown in the
European economy and tightened financing conditions. Residential real estate
prices rose by 11.9% in 2023. This means that they moderated from 2022, but also
that they grew more than in other EU countries. Despite a relatively mild in-
crease in interest on new housing loans, prices still went up, supported by a
strong labour market and the government’s housing loans subsidy programme in

FIGURE 3.3 Sale and purchase activity in the residential real estate market continued its downward trend
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mid-2023. Systemic risks associated with the residential real estate market were
cushioned by the sharp rise in employment and wages, and the widely-used prac-
tice of interest rate fixation.

Monetary policy tightening in the euro area in 2023 gradually drove up financing
costs, albeit with a different intensity for households compared to corporates.
Lending rates increased more steeply for firms than for households. However,
considering good business performance and the relatively high share of loans
with a fixed interest rate, the simulations of the effects of rising servicing costs
have shown that interest repayment costs might severely jeopardise the profita-
bility of only a small number of highly-indebted non-financial corporations. This
risk is even less pronounced for households; in addition to a large share of loans
with a fixed interest rate, borrowers are also protected by the legal restriction on
the maximum permitted variable lending rates. With regard to housing loans,
this ceiling remained at a very low level and is only slowly adjusting to changes
in market conditions. Because of the low susceptibility of the private non-finan-
cial sector to the rise in interest rates and owing to positive domestic macroeco-
nomic indicators, bank credit portfolio quality continued to improve, as reflected
in the record-low non-performing loans ratio, which dropped to 2.6% at the end of
the year.

Owing to the cut in minimum reserves from 9% to 1% for the purpose of har-
monising the CNB’s monetary policy instruments with those applicable in the
euro area, the liquidity of credit institutions remained high, while the system
remained highly resilient to potential liquidity risks. A high level of short-term
liquid assets, which include reserves with the central bank, coupled with only a
gradual rise in deposit rates, contributed to a considerable increase in banks’ net
interest income. In addition to increased income from short-term funds deposited
with the central bank, net interest income of banks from their operations with
the government and the corporate sector also rose, while net interest income
from households held steady or even edged down in some banks.

Bank profitability rose sharply in 2023 due to a strong rise in net interest margin,
low provisioning costs for risky loans and a fall in average operating costs. How-
ever, the accelerated rise in interest rates on household time deposits at the end
of previous year led to an increase in the share of time deposits in total liabilities,
which contributed to the rise in interest expense and slowed down the increase
in profit. Notwithstanding this, banks’ return on equity (ROE) in 2023 was as
high as15.5%. Banking sector capitalisation remained high and stood at 23.6% at
end-2023, well above the EU average. High capitalisation of banks and a favour-
able short-term macroeconomic outlook strengthened the resilience to potential
shocks arising from sudden escalations of geopolitical tensions with their con-
comitant negative impact on economic activity and inflation.
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MACROPRUDENTIAL ACTIVITIES OF THE CNB IN 2023

Asbank lending continued to increase sharply and residential real estate prices
showed the first signs of stabilising at high levels, the domestic financial cycle in
2023 entered a mature phase of expansion, which is characterised by an elevated
level of accumulated systemic vulnerabilities. The CNB continued to pursue its
macroprudential policy aimed at strengthening bank resilience by raising capital
requirements. Capital buffer increases also provide the manoeuvring space need-
ed by the CNB to preserve the lending continuity of banks should systemic risks
materialise.

a) Capital buffers

In 2023, the CNB continued to raise the countercyclical capital buffer, thatis, a

variable capital requirement aimed at mitigating cyclical risks that might arise

from excessive lending. After two consecutive countercyclical capital buffer rate

increases in March and December 2022 (to 0.5% and then to 1% @), applicable in

2023, in response to the continued build-up of cyclical systemic risks, in June 2023
LNK NIO-O the CNB raised the buffer rate to 1.5% @, to be applied as of end-June 2024.

At the end of 2023, the financial cycle in the mature phase showed signs of stabi-
lisation. Activity in the residential real estate market continued to decline in late
2023, and the rise in housing prices came to a halt. Subdued corporate lending
led to a slowdown in the growth of total loans to the private non-financial sector
on an annual basis. Housing loans continued to grow steadily, while the growth
in cash loans accelerated substantially, supported by a robust growth in employ-
ment and wages and growing consumer optimism. Since cyclical risks remained
elevated, the announced countercyclical buffer rate increase remained applicable
at the end of 2023. The CNB will continue its regular monitoring of the evolution
of cyclical systemic risks against the backdrop of domestic and global economic

FIGURE 3.4 Composite indicator of cyclical systemic risk (ICSR)
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Note: The abbreviation Cl refers to credit institutions, and ICSR is the composite indicator of cyclical systemic risk (composite index of financial stress).
Source: CNB.


https://www.hnb.hr/en/core-functions/financial-stability/macroprudential-measures/countercyclical-capital-buffer
https://www.hnb.hr/documents/20182/4761022/h-odluka-stopa-protuciklickog-zastitnog-sloja-kapitala-obrazlozenje_06-2023.pdf/ab4af375-ed2d-b70c-29bf-ba6be921732c?t=1695810579030
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TABLE 3.1 Overview of decisions on the countercyclical buffer rate

Date of decision adoption Date of entry into force Level of the rate
19 January 2015 1 January 2016 0%
28 March 2022 31 March 2023 0.5%
15 December 2022 31 December 2023 1.0%
30 June 2023 30 June 2024 1.5%
Source: CNB.

and financial developments, so as to be able to adjust in good time, if needed, the
countercyclical buffer rate, which can be released immediately in the event of a
significant worsening of macroeconomic or financial conditions.

In addition to cyclical buffers, domestic credit institutions are obligated to also
maintain two buffers for systemic risks of a structural nature. In 2023, all credit
institutions were required to maintain a structural systemic risk buffer (SRB) of
1.5% © of the total risk exposure amount. This covers risks arising from structural
vulnerabilities of the domestic economy, which, as a small and open economy,

is highly susceptible to the spillover of negative effects from the internation-

al environment. Particularly noteworthy are a relatively high public debt lev-

el in comparison to peer EU economies, high exposure of the banking sector to
the government and the imbalances in the labour market seen in the very low
rates of labour force participation and unfavourable demographic and migration
trends that limit the potential for economic growth. Systemically important
credit institutions are also obligated to maintain an additional capital buffer, as
additional protection against potential risk to financial stability stemming from
the size of such an institution, its position in the banking system of the Republic
of Croatia and the EU, the scope of its cross-border activities and its interconnect-
edness with the rest of the financial system.

LINKNO @

In late 2023, as part of its regular review, the CNB confirmed the status @ of sev-
en previously identified other systemically important credit institutions (here-
inafter: O-SlIIs) and raised the capital buffer rates at system level to be applied

by these institutions in 2024. O-SII buffer rates are adjusted so as to take into
account changes in the market position of O-SIIs and to better link the buffers to
the systemic importance of each O-SII. Rate ranges increased: in previous years,
the determined rates ranged between 0.5% and 2%, while now they range from
0.25% of total risk exposure amount for the smallest O-SII to 2.5% of total risk ex-
posure amount for the largest O-SII. The set buffer rates are still in line with the
revised methodology © of the European Central Bank, which prescribes the min-
imum rate of this buffer depending on the systemic importance scores calculated
for each O-SII within the euro area, which became applicable as of 1 January 2024.
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https://www.hnb.hr/documents/20182/2293863/e-priopcenje-ZS-ssr-23122022.pdf/d752969b-879a-634a-9950-ca5a67690c77?t=1671791236466
https://www.hnb.hr/documents/20182/2293863/e-priopcenje-ZS-ssr-23122022.pdf/d752969b-879a-634a-9950-ca5a67690c77?t=1671791236466
https://www.hnb.hr/documents/20182/3689402/e-priopcenje-preispitivanje-sistemski-vaznih-ki-u-RH_30-11-2023.pdf/70af1039-c15d-9256-0429-ac568d07c3e6?t=1702025060929
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.gc_statement_macroprudential_policy~4dfa34c05f.en.pdf
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LINKNO @

=] .

In early 2024, the combined buffer requirement @ that all credit institutions were
obligated to apply, depending on their systemic importance, totalled between

5% and 7.5%, up by 0.25 to 1 percentage point from the levels that applied at the
beginning of 2023. It consisted of a capital conservation buffer of 2.5%, two struc-
tural risk buffers (SRB of 1.5% and O-SII buffer ranging from 0.25% to 2.5%) and
the countercyclical capital buffer of 1%, applicable as of 31 December 2023. The
announced increase in the countercyclical buffer rate in June 2024 will increase
the combined buffer for all credit institutions by 0.5 percentage points. Since the
domestic banking system has been very stable and profitable and has maintained
significant capital surpluses at system level, raising the capital buffers had no ad-
verse impacts on the cost and availability of bank financing.

In the second quarter of 2023, the CNB analysed third-country materiality for

the banking system of the Republic of Croatia. As in previous years, the analysis
identified Bosnia and Herzegovina and Montenegro as material third countries,
largely due to the lending activity of subsidiaries of domestic credit institutions.
From an analysis of cyclical systemic risks in the aforementioned countries, with
persistent geopolitical uncertainties and the outlook for the world economy be-
ing taken into account, it was found that there was currently no risk of excessive
credit growth that would require regulatory measures to be taken with respect to
Croatian banks exposed to these markets.

¢) Other macroprudential activities

The regular annual assessment of the adequacy of the currently applicable stricter
risk weights for exposures secured by residential and commercial real estate has
shown that the risk weights are appropriate and should continue to apply. A deci-
sion is in force in Croatia which lays down a more stringent definition of residen-
tial property than the definition laid down in the harmonised EU legislation, to
which a preferential risk weight of 35% can be applied; it concerns only property
owned by a natural person who owns a maximum of two residential real proper-
ties, occupied or let for residential purposes. Instead of the risk weight of 50%, a
higher risk weight of 100% applies for exposures fully and completely secured by
mortgages on commercial immovable property.

In 2023, the CNB also took action at the recommendation of the European Systemic
Risk Board (ESRB) on the reciprocation of macroprudential policy measures adopt-
ed by other EU member states. However, since the exposures of domestic credit
institutions to the countries that implemented such measures have been very low,
the CNB currently applies none of the national measures recommended for recip-
rocation (for more information, see https://www.hnb.hr/en/core-functions/finan-
cial-stability/macroprudential-measures/reciprocation-of-measures @).


https://www.hnb.hr/en/core-functions/financial-stability/macroprudential-measures/countercyclical-capital-buffer
https://www.hnb.hr/en/core-functions/financial-stability/macroprudential-measures/reciprocation-of-measures
https://www.hnb.hr/en/core-functions/financial-stability/macroprudential-measures/reciprocation-of-measures
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COOPERATION IN THE FIELD OF MACROPRUDENTIAL POLICY

The CNB participates in the work of the Financial Stability Council @ together
with the representatives of HANFA, the Ministry of Finance of the Republic of
Croatia and the Croatian Deposit Insurance Agency, aimed at cooperation and
exchange of information among member institutions. In 2023, the Council held
two sessions @, chaired by the CNB Governor. The participants discussed devel-
opments and systemic risks in the financial sector, including the implications of
tighter financing conditions and elevated geopolitical uncertainties.

CNB representatives took part in the work of the ESCB committees and working
groups, which was, in 2023, directed at the analysis of systemic risks in the Euro-
pean Economic Area associated with the vulnerabilities in the real estate market,
elevated inflation and the development of the framework and indicators aimed at
monitoring systemic liquidity risk. The CNB formulated and implemented cap-
ital-based macroprudential measures in cooperation and coordination with the
European Central Bank. The CNB held that the measures were adequate. CNB rep-
resentatives joined the work of the Financial Stability Committee consisting of
the countries participating in the Single Supervisory Mechanism and the Europe-
an System of Central Banks, and its standing working groups, in which financial
stability risks and measures and instruments of macroprudential policy consid-
ered or implemented by the member states are discussed.

LINKNO @
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Financial asset management

Even after joining the Eurosystem, the Croatian National Bank continued to
manage its own financial assets, which consist of almost all the assets that
made up net international reserves before euro area accession. The CNB also
participates in the management of a portion of the international reserves it
transferred to the European Central Bank at the beginning of 2023.
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FINANCIAL ASSETS IN 2023

As at 31 December 2023, financial assets totalled EUR 21,915.7m!, comprising as-
sets denominated in the euro worth EUR 19,435.9m (88.1%) and assets denominat-
ed in US dollars and other currencies amounting to EUR 2,479.7m (11.3%). These
financial assets account for almost all assets of the Croatian National Bank that
made up net international reserves before Croatia joined the euro area.

Financial assets edged down by EUR 261.4m (1.2%) in 2023, largely due to the
transfer of a smaller portion of international reserves to the European Central
Bank. In accordance with the obligations assumed, in early 2023 the CNB trans-
ferred a portion of the reserves to the ECB, worth EUR 639.9m. In accordance with
the ECB’s requirements, 85% of the amount was transferred in US dollars, and the
remaining 15% was transferred in gold. The transfer of the portion in gold, worth
EUR 96m or 56,256.29 ounces of gold, was made in so-called unallocated mone-
tary gold obtained from the Bank for International Settlements. All Eurosystem
national central banks, including the CNB, participate in the activities related

to the management of the portion of reserves transferred to the ECB. Also, with
regard to transferred international reserves, the CNB kept an equivalent amount
of claims on the ECB on the assets side of its balance sheet.

In addition to the obligation to transfer a minor portion of the reserves to the
ECB, after the accession to the euro area, the CNB started to apply the Eurosys-
tem’s financial asset management framework with respect to the remaining CNB
financial assets. This primarily entailed the implementation of the Agreement
on Net Financial Assets (ANFA). ANFA sets out the ceiling for net financial assets

FIGURE 4.1 Developments in CNB's financial assets in 2023
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Source: CNB.

1 This amount excludes Croatian bonds purchased during the COVID-19 pandemic under the bond purchase
programme, which ceased to be part of CNB’'s monetary assets following Croatia’s entry to the euro area.
The nominal value of that portfolio as at 31 December 2023 was EUR 1,836.3m.
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that a central bank is entitled to manage without interfering with monetary
policy implementation. In addition, the CNB is also obligated to take account

of the ECB Guideline on domestic asset and liability management operations
(DALM), while the prohibition of monetary financing laid down by Article 123 of
the Treaty on the Functioning of the European Union, which is supervised by the
ECB, has been in force since Croatia’s accession to the EU.

FINANCIAL ASSETS INVESTMENT STRUCTURE

At the end of 2023, the largest share in the structure of financial assets invest-
ment was accounted for by investments in government and government insti-
tution securities, followed by investments in deposits and funds in the account
and other securities (Figure 4.2). A portion of financial assets was also made up
of sustainable ESG (environmental, social, governance) investment, including in-
vestment in green bonds, social bonds and sustainability bonds. The share of ESG
investments in total financial assets stood at 7.5% at the end of 2023!,

CNB'’s financial assets are invested in instruments with investment grade rat-
ings, with limitations regarding investments in individual financial institutions
and countries or in individual financial instruments, which diversifies credit
risk. At the end of 2023, about 74% of financial assets were invested in the safest
investments - instruments by issuers witin the two highest credit rating catego-
ries, BIS instruments or funds in the account.

FIGURE 4.2 Investments in the safest instruments accounted for the largest share in the structure of
financial assets investment
shares in percentage, at the end of 2023

B Government and government institution securities
Deposits and funds in the account
B Other securities

Assets managed by international financial institutions

Note: The shares of instruments in the structure are rounded to the nearest whole number.

1 The Climate Report contains a climate-related disclosure regarding CNB financial assets.
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FINANCIAL MARKETS AND FINANCIAL ASSET MANAGEMENT RESULTS
IN 2023

Financial markets in 2023 were marked by the continued cycle of hikes in key
interest rates of leading central banks, which was halted towards the end of the
year, as well as by ongoing changes in investors’ expectations which led to severe
market fluctuations. At the end of the year, the key ECB interest rates rose by 450
basis points from the levels recorded prior to the monetary policy tightening that
started in 2022. Over the same period, the Fed upped its key rates by 525 basis
points. This ended a ten-year period of historically low interest rates, which were
also negative in the case of euro rates. Throughout this period, the CNB made a
number of strategic and tactical decisions, and thus managed to maintain posi-
tive earnings from managing its financial assets, that is, the former internation-
al reserves, while it also strengthened financial risk buffers.

Even though at a certain point yields reached their highest level since 2007, they
had decreased by the end of the year. An additional strain was inflicted on bond
markets by an inverted yield curve, which meant that long-term investments car-
ried lower yields than short-term investments. The banking turmoil in the USA,
followed by the rescue of Credit Suisse, caused a large stress and volatility on the
market over the first half of the year, even though markets suffered no lasting
consequences on account of these events. Geopolitical risks associated with the
existing and new global conflicts also severely affected the volatility in the prices
of financial instruments and commodities in 2023. Equity markets, led by the
technological sector, recorded outstanding results in 2023, while the US dollar
weakened slightly against the euro.

Against the backdrop of the extremely volatile financial market conditions, in-

come generated from the management of financial assets in 2023 reached a record

FIGURE 4.3 Financial asset portfolios had adequate rates of return
year-on-year rates of return, in percentage
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high of EUR 611.2m, which is an increase of EUR 447.0m from the year before. The
rate of return on the portfolio of financial assets also rose in 2023 from the levels
recorded in previous years (Figure 4.3). Investment decisions were made by taking
into account the Eurosystem’s overall financial asset management framework, in
view of the fact that some rules, obligations and guidelines impact the possibility
and profitability of some investments.
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In 2023, preparations started for the establishment of the CNB's information
and education centre. The centre has since been given a name: Moneterra

- Money Museum of the Croatian National Bank. In Moneterra, citizens

of all ages and levels of education will have an opportunity to learn about
money and its history, monetary policy and central banking, banks and
their development, financial crises and various topics concerning personal
finance, in a straightforward and entertaining way.

The Croatian National Bank is the only central bank in the euro area without a
dedicated place in which citizens can learn directly from the national central
bank about money, monetary policy, banking supervision and the information
needed to make well-informed personal financial decisions. This was a strong
motive for finding, equipping and designing a modern space that would serve
the above purpose. Our efforts were also driven by pronounced citizen interest in
direct communication with the CNB. This is evident from the record number of
pupils, students and other members of the public who visited the CNB in 2023,
and from the more than 1100 visitors to the CNB’s main building during the CNB
Open Doors Day in October last year.

Moneterra has been in the making for a long time, while the establishment of
the Visitor Centre was the first step towards its establishment. After Croatia
joined the euro area and the Eurosystem, in early June 2023 Governor Boris Vujci¢
decided that it was the right time to start preparations for the establishment of
this information and education centre.

Moneterra will be located in Zagreb city centre, in European Square. In addition
to the history of money, banking and central banking, the centre will focus on

modern topics and future challenges - ranging from further money demateriali-
sation and development of a central bank digital currency, the use of technology

FIGURE 1 Persistent growth in the number of attendees of CNB educational programmes
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in banking and monetary policy amid technological, climate and demographic
developments and changing geostrategic circumstances.

Moneterra will house a permanent collection and thematic exhibitions, host
lectures and workshops and provide a space for public forums. Most of the content
will also be available in English and virtually on the website.

After exploration of the ways in which other central banks approached the open-
ing and managing of similar centres, our work was inspired by Deutsche Bundes-
bank Money Museum, the Museum of Saving in Turin, the Swiss Finance Muse-
um and the Hungarian Money Museum and Visitor Centre. The open tendering
procedure also included qualitative research, by applying the design thinking
methodology with seven focus groups, which provided feedback on the described
concept of exhibition material and its presentation from the perspective of differ-
ent target groups.

Moneterra aims to show citizens that they too can understand economics and
finance, and that they already know a lot from their lives, although they may
not be able to express themselves in the language of the economic profession.
Moneterra will encourage all citizens, regardless of their age and prior knowl-
edge, to discover the world of finance, and present information about money,
banking and central banking in a simple, comprehensible and stimulating way.
It will shed light on the world of finance and make it attractive and intelligible to
citizens, assisting them in making better decisions regarding their money and
finance. A better understanding of economics and finance can also bring other
personal and wider benefits. It can make it easier to follow economic news broad-
cast by the media, it can inspire children and young people to learn more about
economics and finance, boost citizens’ self-confidence and improve their inclu-
sion in economic and community life.
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Supervision

The activities of the Croatian National Bank's supervision were directed

at banks’ management of credit risk as a response to the financial crisis

in the US in the first half of 2023, at credit risk management, digital
transformation and cyber security activities and climate risk management.
The banking system operates in a transparent environment, applying
unique supervisory tools following Croatia’s entry into the euro area, with
the main characteristics of the system continuing to be high capitalisation
and liquidity, and considerable resilience to negative shocks.
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PRUDENTIAL REGULATION

Four acts affecting the operation of credit institutions were amended in 2023:
two were amended because of the introduction of the euro as the official currency
in the Republic of Croatia' and one because the CNB joined the Single Supervi-
sory Mechanism?, while another, the Act on the manner, conditions and proce-
dure for the servicing and sale of claims, was adopted. This Act governs the joint
framework and requirements in the sense of the rights and obligations of cred-
itors in contracts on non-performing loans, more information is to be found in
Box 2. The activities related to the establishment of the Office for the supervision
of entities engaged in the sale of non-performing loans. All regulations in the
field of supervision, including those on the manner, conditions and the proce-
dure for the servicing and sale of claims are available at https://www.hnb.hr/en/
core-functions/supervision/regulations @.

In the area of prudential regulation, four subordinate regulations were amended
and one new subordinate legislation was adopted relating to the implementation
of the Act on covered bonds.

Alignment with the supervisory procedures of the European Central Bank for
credit institutions and participation in working groups and activities of the Eu-
ropean Commission and the EU Council continued. Representatives of the CNB at
the European Banking Authority (EBA) participated in working group meetings
on the preparation of reports, guidelines and draft technical standards within
the EBA’s purview.

By sending out circular letters, the CNB, in accordance with EBA Guidelines,
informed credit institutions of its supervisory expectations in the segments of
recovery plans and interest risk.

In 2023, four horizontal analyses were conducted of the practices in credit institu-
tions’ operations:

- An analysis of the results of a questionnaire on diversity practices, diversi-
ty polices and gender pay gap at the level of the management body based on
the EBA questionnaire was conducted on a sample of 12 credit institutions.
The objective of the EBA’s research was to obtain information to establish the
relevant trends and practices in credit institutions relating to diversity in
the management board and supervisory board, a comparison of the diversi-
ty policy and gender pay gap and to monitor the development of the diversity
criteria from the publication of EBA’s last benchmarking report on diversity
practices in February 2020 ®. According to the data published in the report,

LINKNO @

1 Act on Amendments to the Act implementing Regulation (EU) 2017/2402 and Act on Amendments to the
Act implementing Regulation (EU) 2016/1011
2 Acton Amendments to the Financial Conglomerates Act
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credit institutions from Croatia were at the very top in terms of the share of
institutions that had adopted the guidelines for the management of the gen-
der diversity policies but below the European average according to the share of
women in management functions.

- Theliquidity ratio analysis spurred by the discussion at the EBA was designed
for all credit institutions in Croatia, based on the data banks submit within
their reports on liquidity coverage ratios (LCR) and the net stable funding ra-
tios (NSFR). Subject to analysis were the components of the liquidity coverage
ratio, as well as the liquidity buffer, inflows, outflows and ratio amounts.

- The analysis of the report on the management of interest rate risk arising
from non-trading book reviews the manner in which credit institutions re-
port and manage risk arising from non-trading book activities.

- The Analysis of green loans is the part of research relating to the definition
and the amounts of green loans that is conducted by EBA at the request of
the European Commission within the framework of the initiative regarding
the introduction of a voluntary EU green loan label. Three credit institutions
from Croatia took part in the research. The EBA’s opinion on green loans, re-
search results and annex with the data are available here @.

As members of the EBA’s working group, prudential regulation employees par-
ticipated in the mandatory Basel IIl monitoring exercise, which is carried outin
cooperation with the Bank for International Settlements (BIS) for the purpose of
assessing the effect of the application of the Basel III framework on banks.

The CNB also participated in the process of defining the regulatory positions of
the Republic of Croatia regarding the changes to the regulatory framework for
the operations of credit institutions.

The calculation of supervision fees for credit institutions was redesigned in 2023.
The good practices applied by the ECB were embedded in the new concept, which
is more thoroughly regulated and is also more transparent due to the publication
of the structure of the basis for fee calculation and of the reference banking sys-
tem data.

The Decision on statistical and supervisory reporting and the Decision on super-
visory reports of credit institutions were amended as well. In addition to techni-
cal maintenance of the reporting framework, these amendments included the
results of the regular review of the national reporting requirements: reporting
on pandemic-related support measures and the obligation to submit additional
information within the framework of credit institutions’ financing plans were
repealed.


https://www.eba.europa.eu/publications-and-media/press-releases/eba-proposes-voluntary-eu-green-loan-label-help-spur-markets
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PRUDENTIAL RISK MODELLING

In 2023, prudential risk modelling was focused on activities related to the man-
agement and mitigation of credit risk and on the stress testing of credit insti-
tutions. The verification of internal models for credit risk management was
conducted via four on-site inspections. One was related to important changes to
the internal model for the calculation of capital requirements for credit risk ata
credit institution that applies an internal ratings-based (IRB) approach. The other
three were connected to the use of the model for the calculation of expected credit
loss (ECL) at less significant credit institutions. Analyses of the models used by
significant credit institutions for the purpose of internal capital calculation were
carried out within the framework of the annual supervisory assessment.

The first supervisory stress testing for less significant institutions was also con-
ducted in 2023. For the first time the solvency of these institutions was reviewed
comprehensively and consistently in conditions of adverse economic develop-
ments and unfavourable trends in the financial markets. The exercise itself is
based on the methodology of the European Banking Authority (EBA), which was
additionally simplified to reflect the nature, the type and the complexity of the
operations of less significant credit institutions in Croatia. It was concluded that
less significant institutions are currently sufficiently capitalised to absorb even
strong negative shocks. Compared to their capitalisation, measured by the CFT1
ratio at the end of 2022, of some 17%, macroeconomic scenarios over a three-year
horizon resulted in an increase in capitalisation to 19.7% (baseline scenario), that
is, a reduction to 14.5% (adverse scenario).

Risk modelling experts actively participated in the meetings of the working
groups of the ECB and EBA and worked on the preparation of reports, guidelines
and drafts of technical standards in the field of internal models, supervisory
stress testing run by the ECB and on-site inspections of the use of the IRB ap-
proach at individual European banks within the ECB’s purview.

PRUDENTIAL SUPERVISORY TEAMS

The supervisory business practices between the two institutions became fully
aligned when the CNB and the European Central Bank entered into close coop-
eration in 2020. The intensive engagement in the work of the joint supervisory
teams, composed of employees of the ECB and national authorities competent for
the supervision of significant credit institutions, continued when the CNB joined
the Eurosystem in 2023.

The CNB also continued to cooperate with ECB teams competent for monitoring
the supervision of less significant credit institutions the objective of which is to
ensure efficient and consistent supervision of these institutions in all Single Su-
pervisory Mechanism member states.
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The efforts of prudential supervision over the last year were directed at strength-
ening the resilience of credit institutions to macroeconomic and geopolitical
shocks, digitalisation-related challenges and at steering credit institutions to
undertake activities aimed at managing climate-related risks. In-depth analyses
were conducted of credit risk management adjustments at the level of sector ex-
posures and the level of sampled individual exposures in the context of adequate
identification of business trends, determination of creditworthiness and recogni-
tion of negative elements that might affect the collective credit risk. The environ-
ment of rising interest rates required increased monitoring of interest-bearing
positions and impacts on credit institutions’ profitability.

A detailed analysis was conducted of the activities credit institutions had under-
taken regarding climate-related risks at the level of less significant institutions.
According to the areas that needed improvement credit institutions were issued
individual recommendations. Based on the regular monthly and quarterly moni-
toring of key business indicators, the Supervisory Review and Evaluation Process,
as well as on completed additional thematic analyses and assessment of the ad-
equacy of the risk management system, including the new climate-related risk,
and pursuant to on-site inspections 127 supervisory measures and recommenda-
tions were initiated in 2023 for credit institutions, aiming to eliminate identi-
fied deficiencies and, in some cases, illegalities in business operations. All credit
institutions were covered by at least one of the six standard supervisory activities
in 2023 (Figure 5.1).

The annual supervisory risk assessment for credit institutions was the central
and most extensive supervisory activity and resulted in the determination of the
capital requirements that credit institutions are obligated to maintain in 2024 to
cover the risks to which they are or might be exposed. In 2023, prudential super-
vision covered all 20 institutions through the SREP process. No major concerns
were identified at system level, and the level of capital requirements determined

FIGURE 5.1 Prudential supervision activities in 2023 by credit institution significance

Significant credit institutions Less significant credit institutions

Licensing

M Supervisory Review and
Evaluation Process (SREP)
and ongoing supervision

Thematic analysis and
comprehensive review

W Recovery plans
On-site inspection

Working groups

Source: CNB.
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by the SREP remained stable from the year before. The capital level maintained by
credit institutions at system level remained satisfactory and above the set capital
requirements.

This annual supervisory assessment also included the results of in-depth and the-
matic analyses, which, in addition to providing information on trends at bank-
ing system level, were used to formulate supervisory requirements for improve-
ments that were put before credit institutions identified as displaying significant
divergences, that is, that were recognised as outliers.

Credit risk management was monitored on an ongoing basis by analysing the
quality of the loan portfolio and activities relating to the resolution of non-per-
forming loans in the context of strategies implemented by credit institutions to
reduce the level of these exposures. Semi-annual thematic analyses were carried
out and developments in exposure to interest rate risk additionally monitored.
The second phase of the analysis of individual segments of internal governance
was carried out for all less significant credit institutions, as well as the analysis
of compliance with supervisory recommendations in the part of climate-related
risk management, which established the need for further improvements. The de-
velopment dynamics of credit institutions’ digital channels was also monitored,
as well as the transition to digital operations, identifying intensive activities
undertaken by significant credit institutions. The impact of potential Swiss franc
borrower complaints regarding the operations of credit institutions and the ade-
quacy of established systems for the management of this risk were monitored as
well.

In cooperation with the ECB, prudential supervision employees participated in a
joint on-site inspection of a significant credit institution, while they carried out
their own inspection of target segments of risk and governance quality for three
less significant credit institutions.

In 2023, a total of 45 requests for licensing were received, the majority of which
were related to the licensing of candidates for membership in management
boards and supervisory boards, mostly of less significant credit institutions.

In 2023, bankruptcy proceedings were initiated for one credit union, while for the
remaining 16 credit unions regular three-monthly monitoring of legal restric-
tions was carried out on the basis of the data submitted, as was detailed pruden-
tial analysis within the framework of licensing of candidates for management
boards, laying stress on credit risk management. In order to improve the existing
legislative framework, special attention at the system level of credit unions was
awarded to the analysis of deposit concentrations.
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SPECIALIST SUPERVISION OF PREVENTION OF MONEY LAUNDERING
AND TERRORIST FINANCING

The CNB checks whether the entities under its supervision implement the meas-
ures they are required to implement subject to the Act on the Prevention of Money
Laundering and Terrorist Financing!, aiming to prevent the use of the financial
system for money laundering and terrorist financing (PMLTE). In addition, the
CNB supervises whether the supervised entities apply international restrictive
measures.

In all, six on-site inspections were carried out in 2023, with special attention be-
ing paid to the adequacy of risk management associated with criminal offences
that represent a considerable threat of MLTF as identified by the National Risk As-
sessment of Money Laundering and Terrorist Financing in the RC. In accordance
with the illegalities and irregularities established in the inspections, the CNB
initiated nine supervisory measures with respect to supervised entities in 2023.
MLTF risks were also analysed within the framework of licensing processes.

Assessment of the adequacy of the system and controls implemented by the su-
pervised entities in order to apply international restrictive measures was at the
centre of supervisory activities. Supervisory activities in 2023, as in 2022, were
greatly influenced by the European Union introducing sanctions against Russia
and Belarus.

In 2023, the CNB undertook important activities to further promote the under-
standing of the MLTF risks within the supervised sectors. Thematic training
covering all supervised entities; regular annual interviews with selected entities
and thematic interviews with several involved entities were held; and guidelines
regarding the implementation of individual provisions of the Act on the Preven-
tion of Money Laundering and Terrorist Financing were issued.

Cooperation with other national and international competent authorities, as well
as participation in various forums of supervisors and in working groups for the
coordination of activities of preventing MLTF, continued. In 2023, the CNB active-
ly participated in the work of seven colleges for the prevention of MLTF in finan-
cial institutions active on a cross-border basis.

SPECIALIST ICT RISK SUPERVISION

The risk to cyber security has been growing uninterruptedly so digital operation-
al resilience of credit institutions became one of the supervisory priorities of the
Single Supervisory Mechanism. Therefore, ICT? supervision in 2023 focused on

1 Theacronym PMLTF is used for the prevention of money laundering and terrorist financing.
2 Theacronym ICT is used for information and communication technology.
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this area by developing a new regulatory framework and carrying out off-site and
on-site inspections. On-site inspections of ICT risk management were carried out
in three banks, focusing on cyber security, business continuity management,
and IT system and outsourcing management. Banks’ compliance with the Deci-
sion on adequate information system management, which entered into force on 1
April 2023, was also evaluated as part of these inspections. As part of the Supervi-
sory Review and Evaluation Process (SREP), supervisors assessed the ICT risk (the
so-called IT SREP) at eight banks, which account for more than 90% of the bank-
ing system.

The CNB participated in the development of the detailed technical standards
pursuant the Digital Operational Resilience Act (DORA), which is to be applied
as of the beginning of 2025, and which governs requirements on ICT risk man-
agement, ICTrelated incident management, arrangements with service provid-
ers and digital resilience testing. In addition to participating in the work of the
Single Supervisory Mechanism, the CNB also participated in the work of several
European and Croatian working groups on ICT risks, ICT-related incidents and
crises.

No incidents jeopardising the security of credit institutions’ information systems
were registered in 2023, as well as no major interruptions in the provision of key
services, which bears witness to the effectiveness of the existing regulatory and
supervisory framework and the preparedness of the institutions for possible un-
wanted events.

PRUDENTIAL COORDINATION

The introduction of the euro changed the manner in which the CNB functions

in the Single Supervisory Mechanism. The decisions of the ECB became directly
binding for significant credit institutions in Croatia and the ECB took over the
task of notifying banks of these decisions. This enabled the Office for Coordina-
tion of Prudential Supervision, Oversight and Risk Management Activities to
direct its activities in 2023 to key areas encompassing the preparations for the
participation of vice-governors in the Supervisory Board and other bodies of the
ECB’s Supervisory Board, the coordination of the supervision and oversight activ-
ities and development of guidelines for supervisory training within the frame-
work the working groups of the Single Supervisory Mechanism.

In addition, the Office took over tasks related to the participation of the Governor
in the activities of the Governing Council in matters of supervision and of the
Macroprudential Forum, as well as the monitoring and exchange of informa-
tion on written procedures of the Governing Council in the field of supervision.
In 2023, the CNB, for the first time, participated in the Macroprudential Forum
which pairs microprudential and macroprudential perspectives with the partic-
ipation of all members of the Supervisory Board and the Governing Council, as
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FIGURE 5.2 The tasks of the secretariat for the ECB's Supervisory Board performed by the CNB Office for
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well as in the work of the Governing Council, which sets the tone and provides
guidelines in the work of the ECB’s Supervisory Board.

Thanks to the trust earned within the short period since close cooperation was
begun, the Office was entrusted with the heading of a multi-disciplinary CNB
and ECB team which successfully organised an ECB Supervisory Board meeting in
Croatia. As part of the network of coordinators of the Single Supervisory Mech-
anism, the Office held numerous bilateral meetings and for the first time since
the end of the COVID-19 pandemic organised a meeting of all coordinators of the
Single Supervisory Mechanism in Croatia. The meetings were used to discuss cur-
rent topics relevant for supervision, such as the results and the recommendations
of the Supervisory Review and Evaluation Process (SREP), the findings of stress
testing conducted by the European Central Bank and the European Banking

FIGURE 5.3 Topics of the ECB's Supervisory Board meetings
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Authority, supervisory cooperation and the decision-making process, and hori-
zontal issues.

During 2023, 23 meetings of ECB’s Supervisory Board were held, during which
about 120 individual topics were discussed, the most important being those on
the consequences of the crisis in the US banking market in the spring of 2023 and
lessons learned, the improvement of the SREP methodology, crisis management,
developments in the real estate market, climate risks and digitalisation. Second
line of defence (2LoD), the horizontal function that conducts a form of process
and methodology quality control, played an important role.

The standard operational activities of the Office for Coordination encompassed
the organisation of high-level meetings between supervisory organisation units
and the ECB, the provision of support regarding the issues of the functioning of
the SSM, work flow and decision-making processes, the role of ambassadors of
the Supervisors Connect programme and participation in the annual procedure of
identifying significant credit institutions.

Some of the Office’s resources were directed towards the strategic issues of the
training of supervisors and integration into the Single Supervisory Mechanism.
New training programmes were established for all supervisors so the CNB joined
six expert groups and the multidisciplinary training programme of the Single
Supervisory Mechanism, the SSM Foundation. In addition, plans for the mark-
ing of the ten-year anniversary of the Single Supervisory Mechanism in 2024
were drafted and approved, via the programme 2024 Integration Year. The Office
was the body in charge of activities combining training in the fields of climate
change and bio-diversity, which was completed successfully by all supervision
employees in the first quarter of 2023.

During the year, the Office cooperated with other supervisory authorities in Croa-
tia and the region, coordinated the exchange of supervisory information, bilater-
al meetings, technical support in the relevant supervisory areas and the updat-
ing of cooperation agreements. Cooperation was established with the ECB’s team
competent for the direct provision of services and notification of subsidiaries and
49 single passport notifications were received for the provision of services by other
banks in Croatia and three notifications of Croatian banks for the provision of
services in other member states.
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The CNB worked intensively on the establishment of a new office within
its supervisory portfolio in order to prepare for the implementation of the
Act on the manner, conditions and procedure for the servicing and sale of
claims (hereinafter: Act) pursuant to which the CNB assumes the role of
regulator of credit servicers. In doing so the CNB protects the interests of
debtors subject to this Act and contributes to preserving the confidence in
the financial market.

THE REGULATORY FRAMEWORK FOR NON-PERFORMING LOANS AND
THE WORK PLAN OF THE OFFICE

In 2023, the CNB participated in the development of the Act on the manner, con-
ditions and procedure for the servicing and sale of claims the aim of which is to
govern the sale and purchase, and the servicing of claims of debtors that are sold
to agencies specialised in collecting claims. The said Act transposes Directive
(EU) 2021/2167 of the European Parliament and of the Council of 24 November 2021
on credit servicers and credit purchasers into the Croatian legal system. The Act
entered into force on 30 December 2023 with the primary objective of protecting
debtors and establishing a relationship of mutual respect and civility between
debt servicers and debtors. The Act obligates debt servicers to adhere to the prin-
ciples of equality, fair and professional conduct and prohibits unfair business
practices and inappropriate communication with debtors and others. Within the
framework of its competence the CNB will monitor its implementation in this
context.

Simultaneously with participating in the working group for the preparation of
this Act, the CNB also invested intensive efforts in organisational and operation-
al preparations in order to ensure that at the moment when the Act enters into
force it is ready to actively engage in all tasks within its competence under the
law. A new organisation unit, the Office for the supervision of entities engaged in
the sale of non-performing loans, was established within the supervisory portfo-
lio, the strategic objective of which was to preserve financial stability. The initial
tasks of the newly established office are the adoption of subordinate legislation
pursuant to the adopted Act, that is, of the Decision on conducting oversight and
imposing supervisory measures in connection with the provision of credit ser-
vicing, the Decision on authorisation of credit servicers, Decision on the content
and the manner of notifying the CNB in the event of the purchase and sale of
non-performing loans, Decision on the content of procedures for debtor complaint
resolution and the Decision on the register of authorised debt servicers and the
manner of submitting notifications concerning cross-border operation. All of the
decisions listed above were adopted at the beginning of 2024.
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Within its field of competence, the Office will carry out activities relating to the
collection and processing of debtor complaints, granting authorisations to debt
servicers and the establishment and maintenance of the national register of debt
servicers.

The work plan of the Office was adopted according to the strategic objectives and
encompasses a wide spectrum of activities directed at debtors within the field of
their protection as provided pursuant to the Act, the oversight of the operation of
debt services and cooperation with other competent authorities.
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Resolution

In 2023, the participation of the Croatian National Bank in the

Single Resolution Mechanism was marked by the preparation for

the assessment of the feasibility of bank resolution plans and the
development of the new multi-annual work strategy of the Single
Resolution Board. As a result of the previously mentioned activities, the
feasibility of resolution plans of our banks was assessed as satisfactory,
with the greatest improvement being observed in the segment of

the building up of own loss absorbing and recapitalisation capacity.
Regulatory activities were marked by two events — the proposal of the
legal framework for crisis management and deposit insurance (CMDI) in
April and amendments to the Act on the Resolution of Credit Institutions
and Investment Firms in the second half of the year.
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OPERATING WITHIN THE SINGLE RESOLUTION MECHANISM

The third year of the participation of the Croatian National Bank in the Single
Resolution Mechanism was marked by the preparations for the end of the year,
that is for 31 December 2023, when it was planned that national resolution au-
thorities headed by the Single Resolution Board would carry out the assessment
of the feasibility of bank resolution plans.

Namely, late in 2020 the Single Resolution Board adopted a Multi-Annual Pro-
gramme 2021-2023 putting an important objective before all national resolution
authorities and all banks within its direct competence: the achievement of bank
resolvability by 1 January 2024 (‘All banks must be resolvable’). In order to achieve
the said objective banks were required to undertake a series of activities directed
at satisfying one of seven dimensions of resolvability' set by the Single Resolution
for this purpose; the final deadline for completing these activities was 31 Decem-
ber 2023.

In the mentioned period, Croatian banks invested huge efforts in completing the
required activities and achieved a satisfactory level of resolvability in 2023 satis-
fying the Single Resolution Board and the Croatian National Bank, the national
resolution authority, with their progress.

Since the term of the Multi-Annual Programme 2023-2023 expired at the end of
2023, the Single Resolution Board and the national resolution authorities were
hard at work in 2023 at developing their new multi-annual work strategy. As a
result of these efforts, the Single Resolution Board announced the new work pro-
gramme for the following four years entitled SRM Vision 2028 at the beginning of
2024.

Pursuant to this new strategy the Single Resolution Board and national resolu-
tion authorities will shift the focus of their activity from key elements of resolu-
tion planning and preparation to their operational employment and testing. This
will ensure that each plan and preferred resolution strategy can be implemented
at short notice, making the entire Single Resolution Mechanism even more cri-
sis-ready and resilient.

Despite the whole-year focus on strategic activities, the regular updating of res-
olution plans for Croatian banks was successfully completed in cooperation with
the colleagues from the Single Resolution Board and other national resolution
authorities.

1 These dimensions are as follows: 1) governance, 2) loss absorbing and recapitalisation capacity, 3)
liquidity and funding in resolution, 4) operational continuity in resolution and access to financial market
infrastructure services, 5) information systems and data requirements, 6) communication and 7) separability
and restructuring.
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BUILDING UP LOSS ABSORBING AND RECAPITALISATION CAPACITY

One of the more important dimensions of resolvability is building up loss-absorb-
ing and recapitalisation capacity, thatis, ensuring the operational continuity of
an institution that is facing serious financial difficulties. Croatian banks whose
resolution, thatis, operational continuity, is planned in their resolution plans
when faced with such situations, were first made formally subject to require-
ments for building up their loss absorbing and recapitalisation capacity, the so-
called, minimum requirement for own funds and eligible liabilities (MREL) in
the course of 2021. In the transitional period until the end of 2023 banks were re-
quired to gradually build up sufficient MREL capacity to meet the final MREL re-
quirement on 1January 2024'. And while some banks had sufficient instruments
that met the requirements to be recognised as MREL instruments from the very
beginning, this new regulatory requirement imposed on some banks the need

to step up their activity in the capital markets. Some made a successful debut as
issuers in the international market, which required them to previously obtain as-
sessments of their credit ratings from internationally recognised rating agencies.
The progress towards meeting the final MREL requirement, from the imposition
of the first official binding MREL requirement to the end of the transition period
isillustrated in the following infographics.

FIGURE 6.1 Progress towards meeting the final external and internal MREL requirement
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When the transitional period expired, the Croatian banks for which the resolu-

tion plan envisages resolution, that is, the ensuring of their business continuity
in the event of serious financial problems, built up sufficient loss-absorbing and
recapitalisation capacity, and met their MREL requirements as at 1 January 2024,
In addition, banks are required to permanently ensure sufficient MREL capacity

1 Adistinction is made between banks who as resolution entities had to meet sufficient MREL directly in the
market (the so-called external MREL) and banks that are group members and are not resolution entities,
who obtained their MREL capacity from their parent resolution entities (the so-called internal MREL).
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in accordance with the defined MREL requirement, which is reassessed and offi-
cially imposed on an annual basis.

AMENDMENTS TO THE LEGISLATIVE FRAMEWORK

The European and the global banking markets in 2023 were marked by numerous
bank failures, such as that of the European Credit Suisse and the American Sili-
con Valley Bank, which spurred regulatory authorities across the world, as well
as the entire banking industry, to re-examine the suitability of the existing bank
resolution framework. In consequence of the said review, on 18 April 2023 the
European Commission publicly announced a package of proposals to amend the
European Union bank crisis management and deposit insurance (CMDI) frame-
work, which entailed amending Directive 2014/59/EU* (Bank Recovery and Reso-
lution Directive, BRRD), Regulation (EU) 806/2014” (Single Resolution Mechanism
Regulation, SRMR), Directive 2014/59/EU? Deposit Guarantee Schemes Directive,
DGSD) and Regulation (EU) 2022/2036 (Regulation on so-called chain structures,
that is, indirect subscription structures).

The European Commission strives to introduce a more consistent approach to
resolution by reforming the crisis management and deposit insurance frame-
work so that every bank facing a crisis may exit the market in an orderly manner,
preserving financial stability, taxpayers’ funds and depositors’ confidence in the
process. The main purpose of the envisaged amendments is to improve resolu-
tion funding (primarily by utilising the funds of the Single Resolution Fund and,
where necessary, resources of the deposit guarantee scheme) aiming to protect
depositors. However, it was stressed that the internal loss-absorbing capacities
should remain the first line of defence. The proposal is aimed at ensuring that
crisis management measures can also be applied to distressed small and medi-
um-sized banks where this is more efficient in reaching the objectives of preserv-
ing financial stability and protecting taxpayers’ funds.

Experts from the Croatian National Bank participated in a series of meetings that
were held at the national and the European level in the period after the CMDI pro-
posal was announced. The legislative process in connection with the proposal is

1 Directive 2014/59/EU of the European Parliament and of the Council of 15 May 2014 establishing a
framework for the recovery and resolution of credit institutions and investment firms and amending Council
Directive 82/891/EEC, and Directives 2001/24/EC, 2002/47/EC, 2004/25/EC, 2005/56/EC, 2007/36/EC,
2011/35/EU, 2012/30/EU and 2013/36/EU, and Regulations (EU) No 1093/2010 and (EU) No 648/2012 of the
European Parliament and of the Council (OJ L 173, 12.6.2014)

2 Regulation (EU) No 806/2014 of the European Parliament and of the Council of 15 July 2014 establishing
uniform rules and a uniform procedure for the resolution of credit institutions and certain investment firms
in the framework of a Single Resolution Mechanism and a Single Resolution Fund and amending Regulation
(EU) No. 1093/2010 (OJ L 225, 30.7.2014)

3 Directive 2014/49/EU of the European Parliament and of the Council of 16 April 2014 on deposit guarantee
schemes (O) L 173,12.6.2014)
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FIGURE 6.2 Development of the resolution regulatory framework from the moment of joining the Single
Resolution Mechanism

They are applied from the moment the Republic of Croatia joins the Single Resolution Mechanism
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currently under way in the European Parliament and the EU Council, except for
the part of the proposal relating to the amendments of the Regulation on the so-
called chain structures, regarding which an agreement was reached between the
European Parliament and the EU Council in December 2023.

In accordance with the obligation of continued legislative alignment of the
legislation of the Republic of Croatia with the EU acquis, in 2023 amendments
were adopted to the Act on the Resolution of Credit Institutions and Investment
Firms (Official Gazette 146/2020 and 21/2022) for the purpose of its alignment with
amendments to the BRRD pursuant to the Regulation on so-called daisy chain
structures and Directive (EU) 2022/2556 on Digital Operational Resilience Act,
DORA).

LINKNO @

The Croatian Parliament adopted the Act on Amendments to the Act on the Reso-
lution of Credit Institutions and Investment Firms @ (Official Gazette 27/2024) at
its session on 28 February 2024.
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Business operations of credit
Institutions

In 2023, the high capitalisation and ample liquidity of the banking system in
the RC were paired with a strong growth in profitability.
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SYSTEM STRUCTURE

At the end of the year, there were 20 credit institutions operating in Croatia (19
banks and one housing savings bank) but during the year Hrvatska postanska
banka merged with Nova hrvatska banka.!In addition, there was one branch of
an EU credit institution operating in the country, BKS Bank AG, Main Branch
Croatia, while more than 250 institutions from the EU and the European Eco-
nomic Area had notified the CNB of their intentions regarding the direct provi-
sion of mutually recognised services in the territory of the Republic of Croatia @.
This merger affected the structural characteristics of ownership. Although the
said merger reduced the number of credit institution in majority state ownership
from three to two, the share of their assets in total bank assets increased notice-
ably - from 8.0% to 9.3%. In addition, the share of credit institutions in the major-
ity ownership of foreign shareholders went down slightly, but remained domi-
nant (87.4% of total banking system assets)

PERFORMANCE INDICATORS OF CREDIT INSTITUTIONS

Total banking system assets increased by EUR 2.6bn in 2023 (3.5%) to a record total
of EUR78.6bn.?

Financing sources increased as a result of the acceptance of deposits, although
deposits were under downward pressure after the conversion of the kuna to the
euro at the beginning of the year and due to investments (primarily of house-
holds) in government securities. All sectors save the financial sector grew. In
contrast to the previous year, deposits in current accounts went down, while

the largest share of the increase in deposits was related to deposits with agreed
maturities - both developments were a result of the growth in bank interest rates
on time deposits (primarily deposits of non-financial corporations and at the end
of the year on those of households), motivating depositors to opt for fixed-term
deposits.

On the assets side loans increased by EUR 2.8bn (6.6%), which is more than the
growth of total assets, and the difference refers to the reduction in the cash of
credit institutions. The predominant share of the lending activity was directed at
households and was practically entirely related to housing loans but also to gen-
eral-purpose cash loans (which started growing again at a more significant rate
after the pandemic). The growth of the rest of the loan portfolio was related to
financial institutions and non-financial corporations, while banks financed the
government by investing in government bonds.

LINKNO @

The merger was completed on 3 July 2023.

This was the lowest growth rate in the last five years. However, it needs to be taken into consideration that
2022 saw a considerable rise in the balance sheet due to preparations for the introduction of the euro. See
chapter 7 of the CNB's Annual Report for 2022 @.
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https://www.hnb.hr/documents/20182/121774/h-popis-institucija-iz-EU.xlsx
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https://www.hnb.hr/en/-/godisnje-izvjesce-2022
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FIGURE 7.1 Key banking system indicators, as at 31 December 2023
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The asset quality of credit institutions continued improving. The uninterrupted
decline in non-performing loans paired with the increase in total loansled to a
continued decline in the share of NPLs in total loans to 2.6%, which was still less
favourable than the EU average (1.8%). The decline in NPLs predominantly reflect-
ed their decrease in the portfolio of loans to non-financial corporations, and, ata
slightly slower pace, in the portfolio of household loans, so the shares of NPLs in
these sectors continued to improve (reaching 5.1% and 4.2% respectively).

The positive development in the non-performing share of the credit portfolio is
contrasted with the situation in the performing share of the credit portfolio that
is still not in default. The level of credit risk in this share of the portfolio is still
higher than before the period of the COVID-19 pandemic and even grew in 2023.
This was primarily affected by increased risk in the portfolio of loans to non-fi-
nancial corporations, especially in the energy supply activity.

The said decrease in cash, resulting primarily from the decrease in funds in the
settlement accounts with the CNB only slightly adversely affected the system
liquidity indicators, which remained very high. The liquidity coverage ratio

was 238.1%, much above the prescribed minimum of 100%. Structural liquidity
measured by the Net Stable Funding Ratio averaged 173.4% since the require-
ments for stable funding sources in the light of the increase in loans are predom-
inantly supported by the increase in deposits of households and non-financial
corporations.

The change in the manner in which this liquidity surplus is used had a much
more important effect than the reduction in cash funds. Namely, in 2023 banks

1 DataonEU and EEA bank averages refer to the end of September 2023.
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regularly made use of the CNB’s overnight deposit facility for funds in the set-
tlement account.! At the end of the year, almost the entire amount of funds in
the account with the CNB was used in the overnight deposit facility, equalling
21% of the total assets of credit institutions, which had a key influence on system
profitability.

Banking system profits almost doubled from 2022 - credit institutions generated a
record EUR 1.4bn, which translates to an annual growth rate of 91.7%. This raised
the value of profitability indicators to very high levels - the return on assets (ROA)
totalled 1.8% and the return on equity ROE 15.5%. The greatest impact on the in-
crease in profit came from the strong growth in interest income after more than
a decade of continued decline. The greatest individual impact on the growth of
interest income came from the said overnight deposits with the CNB. However,
credit institutions managed to increase their interest income from other sources
as well. The growth in deposit interest rates and the attraction of deposits led to
arise in interest expenses. However, it lagged considerably behind the growth

in interest income, which ultimately resulted in a high growth of net interest
income (63.3%).

Other types of income did not materially impact business results: net income
from fees and commissions increased only slightly, while other non-interest in-
come decreased, primarily as a consequence of the introduction of the euro and
the consequently lower income from foreign exchange trading. General operat-
ing expenses increased as well, but at a much slower rate than total operating
income, consequently improving the cost efficiency of the banking system.

Banking system capitalisation remained high, although the total capital ratio
went down from 24.8% to 23.6%. This decline was primarily a result of dividend
payouts from retained earnings (which reduced regulatory capital) and the men-
tioned lending activities (which increased risk exposure). The reduction in capital
available to cover unexpected losses was additionally affected by the fact that
credit institutions started setting aside capital to finance the countercyclical cap-
ital buffer.? However, the said capital ratio remained among the highest among
EU member states, while nine credit institutions, which accounted for three
quarters of the total system assets, boosted the total capital rate higher than 20%.

1 Overnight deposit is a category of standing facility offered within the scope of Eurosystem monetary policy LINKNO @
operations, the access to which is enabled by the CNB in line with the objectives and the general stance
of the ECB’s monetary policy. The overnight deposit is subject to a previously set interest rate regularly
determined by the Governing Council of the ECB. At the end of December 2023 the applied rate was 4.00%
(Source: ECB @).

2 Since March 2023, the countercyclical capital buffer rate applicable in the territory of the RCis 0.5% of the
total amount of risk exposure, up from 0%.
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Statistics

In 2023, regular reporting of the European Central Bank on the new sets

of statistical indicators developed over the past few years was established,
with the aim of full integration of the CNB's statistical function into the
Eurosystem. In addition, historical series of statistical indicators, now
expressed in the new reporting currency, the euro, are published on the
CNB website and delivered to the European Central Bank and the Statistical
Office of the European Union (Eurostat). At the end of the year, the set of
statistical releases with comments on selected statistical indicators was
widened as well, these releases now covering all the main sets of statistical
indicators reqgularly published by the CNB.
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THE ECB'S STATISTICAL FUNCTION

As the second most important producer of official statistics of the Republic of Cro-
atia, next to the Croatian Bureau of Statistics, the Croatian National Bank makes
continuous efforts to improve the methods for data collection and processing, as
well as for calculation and presentation of statistical indicators based on these
data. All activities during 2023 were aimed at completing the full integration of
CNB statistics into Eurosystem statistics. This process mostly took place during
the first half of 2023 through the national publication and delivery to the ECB and
Eurostat of completely new, as well as expanded and audited, sets of statistical
indicators, now expressed for the first time in the new reporting currency, the
euro, with the inclusion of the Republic of Croatia in a geographical sense in the
euro area.

NEW AND IMPROVED STATISTICAL INDICATORS AND REPORTS

In January 2023, the CNB started publishing statistical indicators and reports in
the euro. In its first such publication of a set of indicators, the CNB recalculated
all previously published historical indicator values from the kuna to the euro,
applying the fixed conversion rate of HRK 7.53450 for one euro. In the first half of
2023, it published statistical indicators in both currencies for dates and periods
prior to 1January 2023. As soon as the last data were published relating to dates
and periods prior to 2023 for a certain set of indicators, this set of historical data
was archived @ and made available to the expert and the general public for the
purpose of economic analyses of historic events.

AnaCredit, a detailed register on individual loans and credit risk, was completed
and became operational. The register stores details of credit relationships made
between credit institutions and their clients that are legal persons and includes
information on individual loans and credit risk. It is very important that the con-
tent and format are harmonised in all euro area member states. The collection of
additional detailed data started in line with the Recommendation of the Europe-
an Systemic Risk Board on closing real estate data gaps (ESRB/2016/14), These data
relate to the subset of loans from AnaCredit reports connected to the financing of
the acquisition of commercial real estate or for which the creditor obtained collat-
eral in the form of real estate.

The inclusion of statistical indicators regarding business activities of insurance
companies and pension funds significantly improved the existing statistics of
the financial sector, which was thus far oriented only to credit institutions.
These indicators are connected to other statistical data from the scope of activities
within the CNB’s competence, that is, from the scope of the ESCB statistics, thus
contributing to better comparability of related datasets. At the same time, the re-
porting burden was reduced as some of the national reporting requirements were
eliminated.

LINKNO @
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https://www.hnb.hr/en/statistics/statistical-data/archive/esa-2010-until-31-12-2022
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FIGURE 8.1 Challenges of collecting individual data on household deposits
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Source: CNB.

In addition, individual data started to be collected on deposits of the household
sector (natural persons and craftsmen) with credit institutions. As a reminder,
the monetary statistics data on retail deposits were thus far gathered collectively
so it was necessary to establish a new system that will at the same time protect
the personal data of citizens and enable the completion of the following impor-
tant tasks: 1) monitoring of financial developments and assessment of systemic
risks to financial stability and taking decisions on macroprudential policy meas-
ures, 2) participating in the defining and implementation of the EU monetary
policy, and 3) calculating statistical indicators of financial wealth distribution for
the institutional sector of households. The CNB published a preliminary release
relating precisely to the calculation of the first indicators of the financial wealth
distribution @ for the institutional sector households based on the data.

Following the years-long efforts invested in harmonising external statistical
indicators with indicators of government finance statistics and of financial
accounts statistics, the difference among the comparable values of these sets of
indicators for three separate thematic fields was reduced to a minimum.

DEVELOPMENT OF NEW STATISTICAL DATA AND RELEASES

The CNB continued publishing statistical releases with comments on selected
statistical indicators. The statistical releases provide a quarterly analysis of the
current debt developments, financial assets and liabilities of the institutional
sectors of the Croatian economy and interest rates of credit institutions. Since the
last quarter of 2023, the set has been expanded by two new statistical releases:


https://www.hnb.hr/-/u-proteklom-desetljecu-blago-smanjena-nejednakost-u-raspodjeli-depozita
https://www.hnb.hr/-/u-proteklom-desetljecu-blago-smanjena-nejednakost-u-raspodjeli-depozita
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the release on the publication of statistical indicators of monetary developments
(loans and deposits of credit institutions in Croatia) and the release on the publi-
cation of the balance of payments indicators (foreign trade) and internal invest-
ment position. As a result, statistical releases @ cover all major sets of statistical
data regularly published by the CNB.

As part of the international investment position statistics, a method was de-
veloped to assess non-residents’ investments in real estate in Croatia. This
assessment builds on the data of the Tax Administration relating to the sale
and purchase of real estate in the territory of the Republic of Croatia by non-res-
idents and the official index of real estate price growth of the Croatian Bureau of
Statistics.

In 2023, the CNB joined the implementation of a joint EU project entitled IReF
(Integrated Reporting Framework) with the objective of preparing, in the short
term, and realising, in the medium term, a harmonised and integrated system
for collecting statistical, prudential and resolution data of credit institutions
with registered offices in the EU. In the first phase the project’s objective is the
integration of the already existing ECB statistical requirements for credit insti-
tutions, thatis, those reporting requirements connected to their balance sheets,
interest rates, investments in securities and loans granted to legal persons. The
key benefits that this initiative will yield are the standardisation of reporting
requirements, avoidance of redundancies, reduction of the burden on reporting
institutions and an increase in the quality of collected data.

As regards the CNB’s strategic objective in 2024 of commitment to sustainable
development, it is foreseen that intensive efforts will be invested in the de-
velopment of the climate change statistic at the level of the European System

of Central Banks, more specifically in the calculation of new climate-related
statistical indicators, as well as in increasingly more active involvement in the
development of climate-related indicators within the framework of ESCB work-
ing groups. Since climate changes are a pressing issue both for the general public
and within the framework of central banking, a much wider scope of coverage
of climate-related indicators is being developed for public disclosure and for the
ESCB’s internal use, and the adoption of new and amendments to the existing
ECB regulations will constitute a necessary precondition for the achievement of
this objective.

LINKNO @

CONTINUED SURVEY EFFORTS

In 2023, CNB started conducting the Household Finance and Consumption Sur-
vey @, in the context of the so-called “fifth wave” of this research at EU level.
This survey enables economic policy makers and the academic community to
better understand the impact of financial shocks and the effects of economic and
other policies on certain groups of households in certain countries, as well as
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https://www.hnb.hr/en/statistics/statistical-releases
https://www.hnb.hr/en/statistics/statistical-surveys/household-finance-and-consumption-survey
https://www.hnb.hr/en/statistics/statistical-surveys/household-finance-and-consumption-survey
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LINKNO @

at the euro area and the EU level. This is the third Survey conducted by the CNB,

which is normally administered every three years due to its methodological and

technical complexity. The results of the 2017 and 2020 surveys @ are published on
the CNB’s website.

The CNB also started conducting the euro area bank lending survey @. The sur-
vey is conducted in all euro area member states in line with the ECB’s uniform
methodology. Although there are certain methodological differences, the new
survey builds on the same data content as the Bank lending survey the CNB con-
ducted until Croatia joined the euro area. The objective of the survey is to obtain
an insight into the changes to the lending standards and conditions of commer-
cial banks and changes in the demand for loans in Croatia over time. The results
of the survey serve as support in the making of monetary policy decisions while
publication makes them available to the business community and the general
public.


https://www.hnb.hr/en/statistics/statistical-surveys/household-finance-and-consumption-survey
https://www.hnb.hr/en/statistics/statistical-surveys/euro-area-bank-lending-survey
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Research

When Croatia joined the Eurosystem the importance of

preparing analytical bases for the pursuit of the monetary policy,
macroprudential policy and other central bank activities increased.

As aresult, the CNB's research and analytical activities in 2023 were
directed at analysing the causes and consequences of high inflation,
transmission of the joint monetary policy and an analysis of the banks'
stability and lending policies.
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RESEARCH OBJECTIVES OF THE CNB

The Croatian National Bank conducts research primarily for the purpose of sup-
porting the fulfilment of its objectives and tasks. The bulk of the research focuses
on monetary policy implementation, financial stability, supervision and pay-
ment operations. Research results are published in analytical articles in regular
and occasional CNB publications, scientific journals and other professional and
scientific publications, the HNBlog, and presentations at professional confer-
ences and meetings. The conclusions obtained are integrated into the presenta-
tions of members of the CNB management, official announcements and regular
publications.

RESEARCH AREAS IN 2023

The importance of quality research and analytical bases grew in importance
when Croatia joined the Eurosystem and started participating in the joint man-
agement of monetary policy. At the same time, the change in the monetary poli-
cy framework redirected the priority research questions from focusing on exter-
nal factors such as the exchange rate and capital flows to the direct transmission
of the joint monetary policy to economic activity and prices. On the other hand,
the high inflation observed over the previous year directed the efforts of analysts
towards improving their understanding of the causes and consequences of high
inflation in Croatia. The CNB continued researching other areas as well, especial-
ly issues related to financial stability and the banking sector, the real sector and
public finances, with climate-related issues also gradually moving into focus.

Understanding the causes of high inflation was the priority focus of the CNB’s
research activities. Although the increase in prices was primarily spurred by ex-
ternal shocks, the possible domestic causes of inflation came to the foreground.
Primarily, it was necessary to explore whether the introduction of the euro was
contributing/had contributed to the growth in prices. The analyses based on micro
data on prices of individual products indicated that the impact of the introduction
of the euro on prices was relatively mild @, with the changeover to the euro in
Croatia being accompanied by the decline in consumer perception and expectation
of inflation.. In addition, the visible increase in the share of corporate profit in the
overall domestic income raised the issue of the extent to which market structures
were affecting prices. Research showed that profits were rising sharply even with
stable markups @ amid the increasing prices of energy, raw materials and inter-
mediary goods. Finally, the research of the impacts of mandated price ceilings
relating to dairy products © revealed that the freezing of prices reduced prices
without creating shortages while having a minimum impact on total inflation
but a higher favourable impact on lower income households.

The impacts of high inflation on financial stability and public finances were
analysed as well. The analysis of the impact of inflation on households and their


https://www.ecb.europa.eu/press/blog/date/2023/html/ecb.blog.230307~1669dec988.hr.html
https://www.ecb.europa.eu/press/blog/date/2023/html/ecb.blog.230307~1669dec988.hr.html
https://www.hnb.hr/en/-/odakle-dolaze-vise-cijene-uloga-profita-i-marza
https://www.hnb.hr/en/-/odakle-dolaze-vise-cijene-uloga-profita-i-marza
https://www.hnb.hr/documents/20182/4744722/w-071.pdf
https://www.hnb.hr/documents/20182/4744722/w-071.pdf
https://www.hnb.hr/c/document_library/get_file?uuid=b532e4b8-82b0-56f0-f908-634b8e619756&groupId=20182&p_auth=1OUNXJq4#page=27
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ability to repay their debts @ showed that the prices of food grew the most, which
fell the hardest on households in the lower part of the income distribution that
spend the most of their income on food. However, indebtedness was higher
mostly in households in the higher part of the income distributions which were
slightly less impacted by the increase in the prices of food so this did not have

a more significant effect on financial stability. At the same time however the
impact of inflation on public finances @ is a bit more complex. The increase in
inflation leads to the improvement of public finances in the short term due to the
growth in the tax base and postponed adjustment of public spending to inflation,
while the medium-term effect will probably be negative due to the subsequent
higher growth in government expenses than in tax income.

The second priority issue was related to the membership in the Eurosystem which
poses new challenges to the CNB as regards the better understanding of the
direct impact of the joint monetary policy on the Croatian economy. Research
shows that the increase in key ECB interest rates is leading to the rise in interest
rates ©® on loans and deposits in Croatia but with a weak pass-through in com-
parison with other countries of the euro area, which can be attributed to one-off
and structural factors, such as the fall in the risk premia and the rise in excess
liquidity due to the introduction of the euro. An additional analysis of the region-
al effects of the monetary policy indicates the dominant influence of symmetric
shocks and regional heterogeneity in responses to ECB’s policies.

LINKNO @ LINKNO ©

Apart from the transfer of interest rates, the important impact on economic
activity and prices also stems from loan supply shocks from commercial banks.
Research into the isolated impact of loan supply shocks @ shows that unfavoura-
ble loan supply shocks lead to an increase in prices at corporate level due to higher
financing costs. However, the aggregate effects of monetary policy tightening
lead to a reduction in prices due to the dominant impact of interest rate growth
on the decline in aggregate demand.

The CNB continuously analyses and develops a risk assessment system for finan-
cial stability, which was strongly influenced by price growth and the tightening
of financing conditions in the past year. In addition, other specific issues close-
ly linked to financial stability were analysed as well. In order to gain an insight
into the possible effects of deteriorated macrofinancial conditions on banks,
developments in the exposure of the financial system to potentially risky com-
panies were analysed, as well as to those undergoing bankruptcy proceedings @.
Research was launched regarding the transitional climate risk to which Croatian
banks are exposed by lending to energy-intensive companies, and an analysis was
made of key determinants that enable the monitoring of the risk of a decline in
prices on the real estate market @. Finally, as part of monitoring the risk banks
are exposed to, the impacts of changes in their environment were analysed, such
as the introduction of the euro @, monetary policy tightening, one-off changes to
the excess profit tax, the impact of regulatory changes on bank yields @, capital
requirements in the prudential and resolution regulatory framework @ and the
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https://www.hnb.hr/c/document_library/get_file?uuid=b532e4b8-82b0-56f0-f908-634b8e619756&groupId=20182&p_auth=1OUNXJq4#page=27
https://doi.org/10.3326/pse.47.4.4
https://doi.org/10.3326/pse.47.4.4
https://www.hnb.hr/en/-/koliko-je-porasta-kljucnih-kamatnih-stopa-esb-a-preneseno-na-kamatne-stope-banaka-u-hrvatskoj
https://www.hnb.hr/en/-/koliko-je-porasta-kljucnih-kamatnih-stopa-esb-a-preneseno-na-kamatne-stope-banaka-u-hrvatskoj
https://www.hnb.hr/c/document_library/get_file?uuid=1dfe2998-d3c9-ed73-a1a2-6aca118e65dd&groupId=20182&p_auth=1OUNXJq4#page=44
https://www.hnb.hr/c/document_library/get_file?uuid=b532e4b8-82b0-56f0-f908-634b8e619756&groupId=20182&p_auth=OxiR5cq5#page=30
https://www.hnb.hr/en/-/predvidjanje-rizika-pada-cijena-nekretnina-u-hrvatskoj-lakse-je-reci-nego-uciniti
https://www.hnb.hr/en/-/predvidjanje-rizika-pada-cijena-nekretnina-u-hrvatskoj-lakse-je-reci-nego-uciniti
https://www.hnb.hr/c/document_library/get_file?uuid=b532e4b8-82b0-56f0-f908-634b8e619756&groupId=20182&p_auth=1OUNXJq4#page=58
https://doi.org/10.31014/aior.1992.06.04.543
https://www.hnb.hr/c/document_library/get_file?uuid=b532e4b8-82b0-56f0-f908-634b8e619756&groupId=20182&p_auth=1OUNXJq4#page=65
https://www.hnb.hr/c/document_library/get_file?uuid=b532e4b8-82b0-56f0-f908-634b8e619756&groupId=20182&p_auth=1OUNXJq4#page=65
https://www.cyelp.com/index.php/cyelp/article/view/518
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FIGURE 9.1 Research areas of the CNB
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Source: Croatian National Bank Research Priorities Programme ©.

bank resolution system in Croatia @.In addition, the system of assessment of the
macroprudential policy stance was developed ®, and following Croatia’s acces-

LINKNO © sion to the euro area the Croatian financial stress index was revised @.

In addition to those listed above, the CNB also conducts a series of other research
projects important for the understanding of the Croatian economy. An Analysis
of the sustainability of Croatian public debt ® was conducted to serve as the basis
for the new economic governance framework in the EU. The impact of foreign
workers on potential GDP ® was analysed. Finally, the CNB has stepped up the
examination of issues related to climate changes and conducted research of the
impact of extreme weather events on the Croatian economy @.

The CNB conducts the aforementioned research independently and in the context
of international cooperation and in cooperation with the academic community and
other central banks within the Eurosystem. CNB employees also participated in
the work of research groups of the European System of Central Banks in the areas
of monetary and fiscal policy, productivity, price movements, machine learning,
business cycles, macroprudential policy, stress testing and climate change.

CONFERENCES AND PUBLICATIONS

The CNB publishes the results of research by employees and external contrib-
utors in different formats - from analytical annexes in regular publications @
and occasional publications @ where the first results of research are published,

to publications of the European Central Bank and other central banks, scientific
journals and other scientific publications, and the author blog ® on the central
bank web site. In 2023, four occasional publications were released, four articles in


https://www.cyelp.com/index.php/cyelp/article/view/518
https://www.hnb.hr/en/-/ocjena-karaktera-makrobonitetne-politike-s-pomocu-pristupa-rast-pri-riziku-problem-mjerenja-pregled-literature-i-komentari-za-hrvatsku
https://www.hnb.hr/en/-/ocjena-karaktera-makrobonitetne-politike-s-pomocu-pristupa-rast-pri-riziku-problem-mjerenja-pregled-literature-i-komentari-za-hrvatsku
https://www.hnb.hr/c/document_library/get_file?uuid=b532e4b8-82b0-56f0-f908-634b8e619756&groupId=20182&p_auth=OxiR5cq5#page=19
https://www.hnb.hr/en/-/analiza-odrzivosti-hrvatskoga-javnog-duga
https://www.hnb.hr/en/-/analiza-odrzivosti-hrvatskoga-javnog-duga
https://www.hnb.hr/en/-/sto-nam-razlicite-statistike-govore-o-broju-stranih-radnika-u-hrvatskoj-i-kako-se-te-brojke-odrazavaju-na-potencijalni-bdp
https://www.hnb.hr/en/-/sto-nam-razlicite-statistike-govore-o-broju-stranih-radnika-u-hrvatskoj-i-kako-se-te-brojke-odrazavaju-na-potencijalni-bdp
https://www.hnb.hr/en/-/kratkorocni-i-srednjorocni-ucinci-ekstremnih-vremenskih-prilika-na-hrvatsko-gospodarstvo
https://www.hnb.hr/en/-/kratkorocni-i-srednjorocni-ucinci-ekstremnih-vremenskih-prilika-na-hrvatsko-gospodarstvo
https://www.hnb.hr/en/analyses-and-publications/regular-publications
https://www.hnb.hr/en/analyses-and-publications/occasional-publications
https://www.hnb.hr/en/public-relations/hnblog
https://www.hnb.hr/documents/20182/2569921/ep21112018_istrazivacka-konferencija_dokument.pdf/4f584313-e330-4f89-8d43-5752eb19dd52?t=1572007824575
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the CNBlog and ten papers authored by CNB employees were published in scientif-
icjournals and other types of scientific publications.

LINKNO © LINKNO ®

In 2023, the CNB intensified its organisation of scientific meetings and confer-
ences. The CNB organised the traditional Dubrovnik Economic Conference @, the
29" in the series, the main topic of which was monetary policy at times of high
inflation and insecurity. The CNB also organised targeted sessions on inflation,
monetary policy and fiscal stability within the framework of the conference
Challenges of Europe: Design for the Next Generation @ organised by the Eco-
nomic Faculty in Split at which some twenty papers were presented by authors
from central banks. In addition, the CNB hosted the 9th Research Workshop of
the Task Force on Banking Analysis for Monetary Policy. Six economic workshops
open to the professional public were held, presenting the papers of CNB employ-
ees and guest speakers.

LINKNO @ LINKNO @
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Protection of financial
services consumers

The role of the CNB in consumer protection is to monitor and determine
whether consumers have been adequately informed prior to contracting
banking services, whether they have been enabled to compare similar
services, in what manner they are protected from potential damage and
whether the service providers apply good business practices in their
operations. The market and the development of technology are rapidly
transforming financial services, leading to changes in consumer habits
and needs. The latest financial literacy survey shows progress in consumer
knowledge, although there is still room for improvement in the area of
digital financial literacy, which has become indispensable in the use of
financial services. Furthermore, care is needed to ensure that segments
of clients that have difficulties in adapting to rapid technological changes,
primarily the vulnerable older age group, are able to use basic financial
services independently.
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FINANCIAL EDUCATION

The CNB is continuously involved in the improvement of financial and economic
literacy. Activities take place in the form of lectures, publishing learning materi-
al, cooperating with the media and marking relevant domestic and international
events. As part of the aforementioned activities, the CNB, in cooperation with
the Croatian Financial Supervisory Agency (HANFA), conducted the third cycle

of the financial literacy survey in the Republic of Croatia @ in line with OECD
methodology. The findings show continuous improvement in the overall finan-
cial literacy of citizens as a result of the activities of all stakeholders - members of
the operational group included in the implementation of the National Strategic
Framework for Consumer Financial Literacy @ under the auspices of the Ministry
of Finance, including CNB.

The CNB targets various age groups with its activities, but in particular children
and young people. Taking part in educational programmes intended for this age
group' were 2718 primary and secondary school pupils and 411 students. Mark-
ing the Global Money Week and European Money Week, educational workshops
under the title “ViSe znamo, bolje razumijemo” (The more we know, the better
we understand) were held in cooperation with the Croatian Chamber of Economy
(CEE), followed by a large student debate in the CNB focusing on the topic “Does
the system look after our financial future or do we have to do it ourselves?” in
cooperation with the Croatian Debate Society while the student discussion “Sus-
tainable finance and generation Z” was organised in cooperation with HANFA.

LINKNO @

Activities targeted at the working age population included education for teachers
covering 646 professors and teachers.

FIGURE 10.1 Educational programme participants at the CNB in 2023

2,718

1,463
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pupils students teachers/professors
Source: CNB.

1 More information on education and other programmes for visitors are available in chapter 16 Activities of
the Visitors’ Centre.
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Representatives of the CNB participate in the radio show “Financial Alphabet” of
the Croatian Catholic Radio and in the “Financial Literacy” section of the daily
show “Good Morning, Croatia” on Croatian Radiotelevision, the content of which
isaimed at all age groups.

INFORMING CONSUMERS

On its website, the CNB provides important information @ on the products and
services offered by credit institutions and updated information ® on market
events, good business practices in relations with consumers and activities within
its competence aimed at higher-quality consumer protection. Two factsheets were
published: Investments, loans, insurance or pensions with a sustainable focus:
what you need to know © and How do inflation and the rise in interest rates affect
my money? @, created at the level of European authorities for the supervision of
financial institutions' and also published on their websites.

The CNB began with the publication of its information sheet with the banks’ con-
sumer deposit offers @. The published data include the current offer for non-ear-
marked savings in the euro, US dollar and Swiss franc. The list is regularly updat-
ed according to data received from banks and is also available via the mobile app
mHNB.

In addition to the information sheet ® with consumer loan offers and a compari-
son of fees for the most frequently used payment services @, which were previous-
ly available, the information sheet with the offer for deposits provides consumers
with additional basic information that may be helpful in analysing banks’ offers
and opting for a particular financial product.

CONSUMER COMPLAINTS

The CNB takes action based on notifications from consumers about complaints
they have lodged which it accepts in cases in which consumers have received either
no response from the credit institution or an unsatisfactory response. The CNB
also collects and analyses information on the number and type of complaints di-
rected by consumers to the credit institutions they are clients of. In 2023, the CNB
amended the methodology of monitoring the notifications of complaints it receives
to enable a comparison with the structure of complaints received by credit insti-
tutions; under the Consumer Protection Act, as of the second half of 2023, it also
collects from credit institutions information about the number of complaints they
deemed justified. These reports are a source of information for the supervision per-
formed by the CNB of credit institutions in the area of consumer protection.

1 European Banking Authority (EBA), European Securities and Markets Authority (ESMA) and European
Insurance and Occupational Pensions Authority (EIOPA).
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FIGURE 10.2 Structure of consumer complaints in 2023
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Source: CNB.

Most complaints received by the CNB, i.e., 42% of the total number of complaints
received, relate to cash loans (21%) and transaction accounts (21%). In relation

to cash loans, consumer complaints mostly concerned refusals to grant loans

or loan refinancing, the issue of certificates or banks’ requests for the delivery
of various information. Complaints pertaining to transaction accounts mainly
related to the manner or terms of opening accounts, account overdrafts, account
freezing or the obligation to update data.

The number of complaints received by the CNB and the banks decreased from
2022, This suggests that consumers are better informed when contracting bank-
ing products and services and that credit institutions are more transparent when
offering products and services.

In the structure of complaints received by credit institutions, as previously, com-
plaints related to cards (credit cards, debit cards, revolving cards, charge cards)
stand out, accounting for 43% of the total number of all complaints in the bank-
ing sector. The second most common group of complaints (29%) are complaints
related to service provision channels (digital and other channels). While they
constitute the largest group in the structure of complaints received by the CNB,
complaints related to transaction accounts constitute only 12% and complaints
related to cash loans make up only 3% of the total structure of complaints received
by banks. The structure of complaints in the banking sector was similar in 2022,
with the exception of an increase of 19% in complaints related to digital chan-
nels in 2023. Most complaints lodged with banks by clients in 2023 were related to
the functionality of the contracted service, the terms of contract and the price of
product or service. A drop in complaints related to cash loans, sale of placements
and advertising was recorded for the fifth year in a row. It is worth noting that in
the second half of 2023, only 46% of the total number of complaints received were
deemed justified by banks.
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The CNB also monitors complaints lodged with credit unions and credit interme-
diaries by their clients, but the number of complaints received in this area was
not significant.

SUPERVISORY ACTIVITIES

The CNB monitors and assesses the risks that banks and other institutions falling
within its competence impose on consumers in relation to the offer and sale of
their products and services and the market conduct of such institutions.

The CNB conducted its supervisory activities aimed at credit institutions via on-
site inspections (two banks), off-site inspections (five banks) and five thematic
analyses (all banks). The focus of thematic analyses was, among other things,
on the formation of interest rates on consumer loans, the application of caps on
maximum allowed nominal and effective interest rates, bank practices in pro-
viding pre-contractual information and practices in the provision of consultancy
services in consumer housing loans.

In relation to credit intermediaries, the CNB conducted two off-site inspections:
one individual off-site inspection and one horizontal off-site inspection of the
entire market aimed at verifying whether the information on the staff providing
credit intermediation services was up to date.

Due to identified illegalities or operational deficiencies, the CNB issued six re-
ports and one decision, in addition to 13 decisions on the provision of credit in-
termediation services and nine decisions on the revocation of the decision on the
issuance of authorisation to provide credit intermediation services.

The CNB continued to monitor the implementation of its recommendations and
expectations based on supervisory activities conducted in the preceding year.
Special attention was given to monitoring the implementation of the Memoran-
dum of Understanding Regarding Current Account Overdraft Facilities concluded
in July 2022 between the Croatian government, the CNB and 13 banks.

Five circular letters were issued based on inspection findings. The CNB sent four
circulars to all credit institutions to communicate, among other information, its
expectations related to providing pre-contractual information to consumers in
credit and deposit operations with customers and updating reference parameters
used when forming interest rates on consumer loans. One circular letter was sent
to all credit institutions and all credit intermediaries to communicate the CNB’s
expectations regarding the exchange of information provided to consumers in
intermediation.

One of CNB’s tasks is to make sure that financial products and services are avail-
able to all citizens. Therefore, after some banks announced that they would be
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discontinuing the use of hardware tokens, the CNB pointed out that hardware
tokens are usually preferred by elderly users, users that do not tend to use or

who have only limited capacity to use digital devices and users unable to afford a
smart phone or those that simply refuse to own one. The CNB warned banks that
by completely discontinuing the use of hardware tokens they could jeopardise the
access of such users to payment services and requested of banks to continue to use
hardware tokens for now.

REGULATORY ACTIVITIES

Existing regulations in the area of consumer protection @ have been amended in
the part pertaining to the law governing consumer credit and housing consum-
er credit. Amendments were largely a result of the transposition of the provi-
sions of Directive (EU) 2021/2167 of the European Parliament and of the Council of
24 November 2021 on credit servicers and credit purchasers into the Croatian legal
system. New requirements in relation to credit institutions concern the estab-
lishment of a relationship with consumers having difficulties in settling their
obligations and the measures that the credit institutions are obligated to take

in relation to such consumers to reach an agreement and facilitate loan repay-
ment. The CNB actively cooperated with the Ministry of Finance in preparing the
proposal for amendments to the Consumer Credit Act ® and the Act on Consumer
Housing Loans ©.

LINKNO @

The CNB also takes pre-emptive action to prevent illegalities or deficiencies in the
operation of entities falling within its competence. For this purpose, in response
to the queries of credit institutions, it issued seven opinions on matters within
its competence related to the application of certain provisions of the law govern-
ing consumer lending and consumer housing loans.

INTER-INSTITUTIONAL COOPERATION

Cooperating with other national and European stakeholders is an important ele-
ment in the implementation of the CNB’s consumer protection policy.

For example, the CNB participates in the work of the European Banking Au-
thority (EBA) through its membership in the Standing Committee on Consumer
Protection and Financial Innovation @. One of the key topics under discussion re-
lates to to the implementation of the Markets in Crypto-Assets Regulation (MiCA)
and the future obligations of national competent authorities in the area of cus-
tomer protection on the crypto-assets market!. Further discussion topics include
financial innovation and financial market digitalisation, the impact of artificial

1 For more information on the Markets in Crypto-Assets Regulation and the Regulation on Digital
Operational Resilience please see Box 3 FinTech and central bank digital currency.
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FIGURE 10.3 Cooperation

as the foundation of effective consumer protection

Croatian
National Bank

European
Banking Authority

Source: CNB.

Ministry Ombudsman Croatian Financial
of Finance Services Supervisory
Agency (HANFA)
Croatian Banking International Network on Ministry of
Association Financial Education of the the Economy

Organisation for Economic
Co-operation and Development

intelligence (AI), the technology used by institutions to manage their obligations
related to regulatory compliance (RegTech) and the use of technology in supervi-
sory processes (SupTech). In addition, the amendments to the Consumer Credit
Directive (CCD) and their impact on the operations of supervised entities, the
mystery shopping activities of national supervisory authorities and the practices
of non-banking creditors in the area of consumer creditworthiness assessment
were also discussed.
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Payment transactions

One of the basic tasks of the Croatian National Bank is to ensure the
smooth operation of the payment system. The CNB plays a central
role in ensuring the application of regulations, particularly as regards
the protection of payment system user rights. It also performs the
function of payment system operator and supervisor of systemically
important payment systems and facilitates safe and efficient payment
flows. The payment system and the retail payment market are
influenced by changes driven by regulatory amendments, innovations
and the digitalisation process. Consequently, the role of the CNB is
twofold: as a catalyst, it has to encourage the integration of innovation
while promoting payment safety at the same time.
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REGULATIONS GOVERNING PAYMENT OPERATIONS

The functioning of payment operations, which involves payment service providers,
payment infrastructure, payment service users and regulations governing pay-
ment operations, is regulated by a series of regulations in Croatia, of which the
Payment System Act @ and the Electronic Money Act ® are the most important.

These laws transpose the Payment Services Directive (PSD2) ® and the Second Elec-
tronic Money Directive (EMD2) @, applied in all member states of the European
Union, into national legislation.

In 2023, the regulatory activities of the CNB in the area of payment operations
included, for the most part, activities related to the drafting of amendments to ex-
isting EU regulations and the preparatory work related to the adoption of new EU
regulations, namely the SEPA © Instant Payments Regulation, the Third Payment
Services Directive (PSD3), the Payment Services Regulation (PSR) and the Regula-
tion on the Establishment of the Digital Euro.

The work on the proposal of the Instant Payments Regulation continued in 2023.
Under the regulation, banks are obligated to provide instant credit transfers in
euro (for both national and cross-border transfers) in EU and European Economic
Area (EEA) member states, enabling payment service users to make instant pay-
ments within 10 seconds 24 hours a day, 7 days a week and 365 days a year (24/7/365).
In addition, the regulation imposes certain new obligations on payment service
providers to improve their clients’ user experience and reduce the possibility of
error when initiating a payment order, including the verification of the payee’s
IBAN/name match for all credit transfers. It also lays it down that fees for sending
and receiving instant credit transfers in euro must not exceed fees charged for reg-
ular credit transfers in euro.

In June 2023, a proposal was made for a new Payment Services Directive (PSD3)
and Payment Services Regulation (PSR) with the aim of further increasing effec-
tiveness, transparency and efficiency in providing payment services. Some of the
changes include enabling non-bank payment service providers to participate in
payment systems and introducing a mechanism for the monitoring of transac-
tions for the purpose of applying reliable client authentication and more efficient
prevention and detection of fraudulent transactions. The adoption of the afore-
mentioned regulations is expected in late 2024 or early 2025.

BETTER NATIONAL COORDINATION THANKS TO THE NEW NATIONAL
PAYMENT SYSTEM COMMITTEE

The new National Payment System Committee! was established on 14 June 2023 as
aresult of the dynamic developments in the EU payment market, the emergence

1 The National Payment System Committee that was established on 24 February 2003 was dissolved on 16
May 2023.
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of new stakeholders and trends in that market and the need for the CNB, which
manages the Committee, to implement its role as the catalyst of change more vig-
orously. The aim of the Committee is to identify and improve the standard for the
stable and secure provision of payment services by supporting a balanced and sus-
tainable development of a secure, efficient, innovative and competitive payment
service market in Croatia.

The new National Payment System Committee will, on a voluntary basis, enable
various stakeholders on the payment market to cooperate, exchange opinions and
agree on activities contributing to the better execution of payment operations in
Croatia as a part of the Single Euro Payments Area and the euro area, ensuring
their continuous development and improvement. The Committee’s area of work is
based on the Retail Payments Strategy for the EU @ of the European Commission
and the Eurosystem Retail Payments Strategy @ of the European Central Bank.

NEW PAYMENT SERVICE PROVIDERS AND ELECTRONIC MONEY
ISSUERS

LINKNO @

The market of payment service providers has further expanded in 2023. Two
authorisations for payment institutions were issued for providing the services

of acquiring payment transactions. Three payment institutions expanded their
operation to other member states. Currently, five payment institutions, five elec-
tronic money institutions, three registered account information service providers
and one small electronic money institution are operating in Croatia.

The list of payment service providers and electronic money issuers, the types of
services provided and the EU member states in which they operate is publicly
available in the Register of payment service providers and electronic money is-
suers ® on the CNB’s website, as well as in the Central register of EBA @.

INTEGRATION OF THE NATIONAL PAYMENT INFRASTRUCTURE WITH
THE EUROPEAN PAYMENT INFRASTRUCTURE

Payment systems constitute the most significant payment infrastructure in Cro-
atia. Payment systems enable the smooth and reliable functioning of the finan-
cial system, the accessibility of payment services and the execution of national
and cross-border payment transactions. Thanks to payment systems, citizens
and business entities are able to execute bank-to-bank transactions efficiently,
quickly and safely. After Croatia entered the euro area on 1January 2023, payment
systems in kuna ceased to operate, and today, national and cross-border payment
transactions are conducted via three payment systems in euro: TARGET-HR, Eu-
roNCS and EuroNCSInst.
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TARGET-HR @ is a national component of the TARCET payment system that
serves for the settlement of payment transactions of large amounts in euro in real
time on a gross basis, consisting of national components operated by the central
banks of the EU member states with a single technical platform that offers the
same level of service to all participants. The operator of the TARGET-HR system is
the CNB. On 20 March 2023, a new version of the TARGET2 system was inaugurat-
ed at the level of the entire Eurosystem as part of the T2-T2S consolidation project.

EuroNCS @ is a payment system that executes the clearing of interbank SEPA
credit transfers and direct debit payment transactions in euro that are of rela-
tively low value. The system is interoperable with other retail payment systems
in other EU member states, so that payment service users are able to execute, i.e.
submit and receive cross-border SEPA credit transfers. The Financial Agency is
the owner and operating manager of the EuroNCS system, while the CNB has the
central role of bank (agent) for the settlement of cross-border payment transac-
tions of EuroNCS participants.

LINKNO @

EuroNCSInst ® is a payment system that enables so-called instant payment
transactions that are executed in almost real time, i.e. within a standard period
of no more than ten seconds. The maximum amount allowed per single payment
transaction is EUR 100,000. EuroNCSInst enables the execution of payment trans-
actions 24 hours a day, 7 days a week and 365 days a year (24/7/365). The instant
payment service via mobile or internet banking may only be used by clients of
seven banks participating in the EuroNCSInst system. The EuroNCSInst payment
system is administered by the Financial Agency. On 24 June 2023, all EuroNCSInst
participants joined the TARGET system TIPS service alongside the Financial
Agency, which enabled the clients of the EuroNCSInst payment system partici-
pants to execute, i.e. submit and receive instant cross-border payment transac-
tions within the EU.

FIGURE 11.1 Payment systems in the Republic of Croatia - overview of turnover
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GROWTH IN MOBILE BANKING

As at 31 December 2023, payment service providers had a total of 799 business
units, most of which were bank branches. They accepted payment transactions at
132,265 EFTPOS terminals and 4,277 ATMs. At the same time, at the end of 2023,
individuals (consumers) and business entities held a total of 6,681,381 transaction
accounts with banks!. Of the total number of accounts, 93.6% were held by indi-
viduals, while the remaining 6.4% were held by business entities.

The habits of payment services users are changing in favour of a steady increase
in the number and value of cashless payments. Over the past several years, this
was mainly driven by the development of mobile banking and the development of
card payments, primarily contactless payments.

FIGURE 11.2 Open transaction accounts and use of payment services in 2023
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Source: CNB.

This is supported by the data as at the end of 2023, according to which individuals
(consumers) had contracted internet banking for 3,117,067 accounts, an increase
0f 10% from 31 December 2022, while mobile banking was contracted for 3,337,120
accounts, an increase of 2.4% from the end of 2022. Business entities had contract-
ed internet banking for 319,573 accounts (an increase of 11% from 31 December
2022), and mobile banking for 250,079 accounts (an increase of 36% from 31 Decem-
ber 2022).

The increase in the number of users of mobile banking was accompanied by an
increase in the number of payment transactions executed through this channel.
Thus in 2023, individuals initiated a total of 141,795,039 mobile banking transac-
tions, which is an increase of 13.2% from 2022, with this type of transaction in

1 Notincluding blocked transaction accounts.
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TABLE 11.1 Channels and methods of initiation of payment transactions of individuals (consumers) for 2023

Channeljmethod ransactions Sare L oo Gescofpm  Share
Over the counter® 49,156,138 19 14,9759 20 34
Mobile banking 141,795,039 54 20,159.5 27 46
Internet banking 15,399,716 6 3,977.2 5 9
Direct debits 20,318,147 8 1,891.6 2 4
Standing orders 25,015,407 9 2,425.0 3 6
Bill-paying service 12,041,639 4 641.5 1 1
Total 263,726,086 100 44,070.7 58 100

a Paper-based payment orders initiated over-the-counter at credit institutions or other persons that, on the basis of a contract, are acting on behalf of and for the
account of credit institutions (e.g. FINA, HP, etc.) ® Shares are rounded to the nearest whole number.
Note: GDP in current prices for 2023 is EUR 75,855.4bn.

Sources: CBS and CNB.

2023 accounting for 54% of the total number of transactions and 46% of the total
value of payment transactions by channels of initiation shown in Table 11.1.

The second most commonly used channel for initiating payment transactions

of individuals, after mobile banking, was still the over-the-counter channel,
which accounted for 19% of the total number and 34% of the total value of trans-
actions shown in Table 11.1, followed by transactions initiated through internet
banking, which accounted for 6% of the total number and 9% of the total value of
transactions. In the context of a comparison between internet banking transac-
tions in 2023 and 2022, when they accounted for 7% of the total number and 10% of
the total value of transactions, the data indicate that users prefer mobile banking
to internet banking when initiating transactions.

Business entities in Croatia most often use electronic methods to initiate pay-
ment transactions as well. Thus, of all payment transactions initiated by busi-
ness entities in 2023, 97% of them in terms of number and value were initiated
electronically. Internet banking is still the most widely used channel for the
initiation of transactions by business entities, although there is a noticeable in-
crease in the use of mobile banking among business entities, which was used to
initiate 26% more transactions in terms of number and 39% more transactions in
terms of value in 2023 than in 2022.

The most frequently used payment instrument in Croatia is the payment card,
with 8,539,216 payment cards in circulation in the Republic of Croatia as at 31 De-
cember 2023. Of the total number, 94.2% of payment cards were issued to individ-
uals (consumers), and the remaining 5.8% to business entities.

1 Includes used, unused and blocked payment cards in circulation.
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FIGURE 11.3 Number and value of acquiring transactions in Croatia executed using payment cards issued
in Croatia
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Note: Data refer to acquiring transactions using payment cards issued by Croatian issuers at accepting devices in Croatia (ATM, EFTPOS and the Internet).
Source: CNB.

However, out of the total number of cards on 31 December 2023, 3,229,168 or 40%
of them had not been used at all in the past year. Debit cards are still most widely
used, accounting for 79% of the total number of all cards issued in the Republic of
Croatia.

Data on the number and value of card transactions by accepting devices in the
past three years confirm the status of the payment card as the most frequently
used payment instrument in Croatia. The largest share in the number of transac-
tions executed using issued payment cards (Figure 11.3) is accounted for by trans-
actions at EFTPOS terminals (78% in terms of number and 43% in terms of value),
followed by ATM transactions (15% in terms of number and 50% in terms of value)
and internet transactions (7% in terms of number and 5% in terms of value).

FIGURE 11.4 Number and value of acquiring transactions in Croatia executed using payment cards issued
by Croatian and foreign issuers
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Although most card transactions in Croatia are executed by payment cards issued
by Croatian issuers, the share of card transactions executed using cards issued by
foreign issuers is not negligible. Of the total number of acquiring transactions

in the reference period, 678 million transactions (85.9%) were executed through
payment cards issued by Croatian issuers, with a total value of EUR 31,197.32m
(83.6%), while the remaining 111.4 million transactions (14.1%) with a total value
of EUR 6,137.26m (16.4%) were executed using payment cards issued by foreign
issuers (Figure 11.4). The trends in the number and value of card transactions is-
sued by foreign issuers are extremely seasonal.

CASH REMAINS DOMINANT DESPITE THE GROWTH IN CARD
TRANSACTIONS

Payment in cash is still the most frequent means of payment in Croatia. Accord-
ing to the data of the Ministry of Finance of the RC - Tax Administration, of the
total number of issued fiscalised invoices, invoices paid in cash accounted for
72.49% in 2022, while in 2023, the share of invoices paid in cash was 68.4%. At the
same time, in the reference period, the share of the number of invoices paid by
payment cards amounted to 23.18% in 2022 and 26.8% in 2023.

In the past period, approximately every fourth fiscalised invoice was paid by card
and the other three by cash. However, fiscalisation system data indicate that the
habits of consumers are developing towards a continuous and accelerated growth
in the number and value of cashless payments, i.e. that consumers more fre-
quently choose the payment card as a means of payment of invoices and, if this
trend continues, the share of invoices paid by card in the total number of invoices
paid could soon account for one third.

According to the data of the Ministry of Finance of the RC - Tax Administration,
of the total value of issued fiscalised invoices, 45% of the value was paid in cash
in 2022, versus 45.3% in 2023. The share in the total value of invoices paid by cards
in 2022 was 47.2%, while in 2023, it was 47.3%. The average value of a fiscalised in-
voice paid in cash in 2023 stood at EUR 10.7, while the average value of a fiscalised
invoice paid by card stood at EUR 28.6. The above data indicate that consumers
choose the payment card more frequently than cash when paying invoices with
larger amounts.

A more detailed overview and an analysis of data compiled within the payment
statistics are published in the publications Payment Cards and Card Trans-
actions @, Payment Transactions and Accounts @, and Cashless Payment
Transactions ©.


https://www.hnb.hr/en/analyses-and-publications/regular-publications/payment-cards-and-card-transactions
https://www.hnb.hr/en/analyses-and-publications/regular-publications/payment-cards-and-card-transactions
https://www.hnb.hr/en/analize-i-publikacije/redovne-publikacije/payment-transactions-and-accounts
https://www.hnb.hr/en/analyses-and-publications/regular-publications/cashless-payment-transactions
https://www.hnb.hr/en/analyses-and-publications/regular-publications/cashless-payment-transactions
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3 FinTech and central
bank digital currency
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FinTech refers to the application of technological innovations in the
provision of financial services and the development of new financial
products. CNB activities in this area in 2023 were based on some previously
undertaken regulatory initiatives, but some activities also moved in new
directions. One of the most significant European regulatory initiatives is
the Markets in Crypto-assets Regulation @ of June 2023 which will apply

as of the end of 2024 and which governs crypto-assets issuers and service
providers. The Digital Operational Resilience Act ® was adopted, to be
applied as of January 2025, with the aim of consolidating and improving the
requirements related to ICT-related risks with a focus on cyber risks. The
proposal of the Regulation on a framework for Financial Data Access binds
and at the same time authorises financial institutions to access the financial
data of clients with their permission (the so-called ‘open banking' initiative).

THE WORK OF CNB INNOVATION HUB

The CNB Innovation Hub is a communication and information platform estab-
lished in 2019 with the aim of providing non-binding and informal support to
business entities developing an innovative FinTech product or service. In 2023,
the Innovation Hub continued to provide support to interested parties in writing
or in person, by meeting with applicants that had applied via the Innovation Hub
online form. Continued interest in alternative forms of payment and digital bank
establishment has been noticed, and interest in new topics emerged, such as the
use of advanced algorithms in data processing, including machine learning and
artificial intelligence, for more efficient risk management and creditworthiness
assessment in banking.

ISSUING OF CENTRAL BANK DIGITAL CURRENCY

The European Central Bank completed the investigation phase of the digital
euro project and in November 2023, it entered the first part of the preparation
phase, which will last for two years. While the preceding phase focused on ex-
ploring potential models of digital euro design and distribution, the prepara-
tion phase should see the completion of the digital euro scheme, the selection
of providers for the components of the digital euro infrastructure, testing and
experimentation.

The digital euro is planned to complement cash and should be widely accessible,
free for basic use, available both online and offline and at the same time offer
the highest level of privacy. It would allow users to settle payments instantly in


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32023R1114
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R2554
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central bank money, and efforts are being made to enable persons without access
to a bank account or digital devices to access the digital euro The digital euro pro-
ject places emphasis on the protection of user privacy since the European Central
Bank and national central banks would not be able to see users’ personal data or
link payment information to individuals. The digital euro would facilitate access
to financial services and at the same time create opportunities for innovation
and foster competitiveness in the retail payments market. To avoid the outflow of
deposits from banks/payment service providers, individual digital euro holdings
would be capped.

LINKNO @

The Proposal for a Regulation of the European Parliament and of the Council on
the establishment of the digital euro @ was published in June 2023. The goal of
the proposal is the establishment of a digital euro as public digital money that
will have the status of legal tender and act as a liability of the European Central
Bank and national central banks towards digital euro holders.

Furthermore, in 2023, the CNB continued to monitor the topic of central bank
digital currency as part of the Bank for International Settlements (BIS), within
which it participates in the work of the BIS network of innovation hubs (Bank

for International Settlements Innovation Network, BISIN @), specifically, in the
working group dealing with the topic of central bank digital currency (CBDC). The
CNB continued to participate in the work of the European Forum for Innovation
Facilitators © (EFIF), the joint forum of the three European financial market reg-
ulators EBA/ESMA/EIOPA, the European Commission and the European Central
Bank, which is responsible for monitoring and establishing best practices related
to innovation facilitators in the EU.
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https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52023PC0369
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52023PC0369
https://www.bis.org/about/bisih/network.htm
https://www.bis.org/about/bisih/network.htm
https://www.eba.europa.eu/european-forum-innovation-facilitators
https://www.eba.europa.eu/european-forum-innovation-facilitators
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Currency department
operations

One of the tasks of the Croatian National Bank is to facilitate the
smooth supply of banks in Croatia with the necessary amount of

cash, which includes the manufacturing, delivery, storage, processing
and organisation of the distribution of cash, its protection against
counterfeiting and the destruction of cash unfit for circulation, and the
management of logistic cash reserves. After the euro was introduced as
the official currency in Croatia on 1January 2023, citizens were able to
exchange their remaining kuna in banks, the Financial Agency and the
Croatian Post up to the end of the year. The CNB was in charge of the
operational management of the entire process.
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CASH ISSUANCE AND SUPPLY

The issuance of banknotes and coins and the supply of banknotes and coins in
circulation in Croatia is one of the CNB'’s activities. The supply of banks with cash
implies ensuring a sufficient amount of cash for banks and their clients (con-
sumers and business entities), and it is based on the Decision on the supply of
banks with euro cash @. It is organised through eight cash supply centres, which
cover all parts of Croatia.

Euro banknotes and euro coins supplied under the Act on the Introduction of the
Euro as the Official Currency in the Republic of Croatia @ for frontloading pur-
poses towards the end of 2022 also met circulation needs in Croatia in the course
of 2023.

On 1January 2023, euro cash that banks received during frontloading was put into
circulation. Specifically, this refers to 61.6 million euro banknotes with a total
value of EUR 1.1bn and 388 million euro coins with a total value of EUR 159.8m,
which includes coins contained in 1,126,939 starter kits for individuals and
125,059 starter kits for business entities.

Currency outside banks

On 31 December 2022, the value of kuna cash in circulation was HRK 26bn, while
on 31 December 2023, there was HRK 4.7bn still in circulation. The drop of 82% is
aresult of the introduction of the euro as the official currency in Croatia and the
fact that throughout 2023, banks, the Financial Agency and the Croatian Post
received kuna cash and exchanged it for the euro, whether by exchange by means
of a deposit into an account or by the exchange of kuna cash for euro cash. Cash
in circulation means the amount of kuna cash outside the CNB and cash centres,
i.e. the cash held by banks, business entities and citizens.

In contrast to kuna cash, euro cash in circulation is being monitored at euro area
level. At the end of 2022, there was EUR 1,604.5bn in circulation, compared with
EUR1,600.7bn at the end of 2023.

LINKNO @

In 2023, 271.1 million euro banknotes with a total nominal value of EUR 6.2bn and
613.5 million euro coins with a total nominal value of EUR 224.9m were issued
from cash centres in Croatia, while in the same period, 240.9 million euro bank-
notes with a total nominal value of EUR 7.9bn and 140.7 million euro coins with a
total nominal value of EUR 78.4m were deposited in cash centres.

Withdrawal of banknotes and coins

In 2023, banks, the Financial Agency and the Croatian Post exchanged kuna
cash for the euro. Up to 31 December 2023, a total of 175.5 million kuna banknotes
with a value of HRK 29.0bn and a total of 443 million kuna coins with a value of
HRK 453m were withdrawn from circulation.
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https://www.hnb.hr/documents/20182/528547/h-odluka-opskrba-banaka-gotovim-novcem_npt.pdf/804e145a-da5b-efac-9c77-8e031518b2bb
https://www.hnb.hr/documents/20182/528547/h-odluka-opskrba-banaka-gotovim-novcem_npt.pdf/804e145a-da5b-efac-9c77-8e031518b2bb
https://narodne-novine.nn.hr/clanci/sluzbeni/2022_05_57_803.html
https://narodne-novine.nn.hr/clanci/sluzbeni/2022_05_57_803.html
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Issuance of the first From 1January 2024, kuna cash can be exchanged free of charge exclusively at the
commemorative 2-euro coin CNB. Banknotes can be exchanged indefinitely, while coins can be exchanged
Introduction of the euro, .

2023" - commemorative until 31 December 2025.

2-euro coin to commemorate

the introduction of the euro as The CNB withdraws euro banknotes and euro coins unfit for circulation and re-

the monetary unit of Croatia . A . .

on1january 2023 places them with euro banknotes and euro coins fit for circulation. In 2023, 5.1
million unfit euro banknotes with a total value of EUR 10.6m and 6,052 unfit euro

coins with a total value of EUR 7,700.3 were withdrawn from circulation.

ISSUANCE OF COMMEMORATIVE AND NUMISMATIC COINS

In 2023, the Croatian National Bank released into circulation the first commem-
orative 2-euro coin to commemorate the introduction of the euro as the mone-
tary unit of Croatia. Only the 2 euro denomination can be used for commemora-
tive coins. Technical specifications, the common side and the edge lettering on
commemorative euro coins are the same as on the regular, i.e. circulation coins
with a denomination of 2 euro. What makes them different is their motif on the
national side specific for the Member State. Each euro area country may issue two
2-euro commemorative coins per year.

FIGURE 12.1 Gold and silver numismatic coins

a) Gold numismatic coin of 100 euro and silver ¢) Gold numismatic coins of 100, 25 and
numismatic coin of 6 euro “"Contour necktie” 10 euro “Lace-making in Croatia”
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Commemorative euro coins may be issued jointly by all euro area countries, in
which case they have a common design on the national side. In that case, the
design only differs in the segment of the name of the issuing country, which is
different for each country and in the language variant of the text if it is imple-
mented in the design.

In addition to the first commemorative coin, in the same year, the CNB issued
various numismatic gold and silver coins with main motifs related to Croatia.

COUNTERFEIT BANKNOTES AND COINS AND THEIR PREVENTION

Over the course of 2023, The Croatian National Bank recorded 4920 counterfeit
euro banknotes with a nominal value of EUR 301,015.0 and 3962 counterfeit euro
coins with a nominal value of EUR 7,760.0.

In 2023, 33 counterfeit kuna banknotes with a nominal value of HRK 16,120.00
were registered, specifically, one 20 kuna banknote, eight 200 kuna banknotes,
nineteen 500 kuna banknotes and five 1000 kuna banknotes. Counterfeit kuna
coins were not registered in the observed period. The significant drop in regis-
tered counterfeit kuna banknotes from 2022, when 133 pieces were detected, is a
result of the introduction of the euro as the official currency in Croatia.

As for the counterfeits of foreign currencies, 195 counterfeits were registered in
2023, of which 182 pieces were counterfeits of US dollar banknotes, followed by
seven counterfeit pound sterling banknotes and six pieces of Australian dollar
banknotes.

In order to educate individuals who handle cash as part of their core activity
on a daily basis as well as the general public about cash, the Croatian National

FIGURE 12.2 Registered counterfeit euro banknotes in 2023
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Source: CNB.
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Bank carries out the National Training Programme on Euro Banknote and Coin
Authentication. The training contents and schedule are adjusted to the target
groups and the training is conducted at several levels. The objective of the train-
ing is the acquisition of knowledge on the security features of euro banknotes
and coins in order to successfully verify their authenticity and prevent the receipt
of counterfeit cash as authentic.

In 2023, 2004 new participants entered the second level of the National Training
Programme, intended for employees of banks and financial institutions, and a
total of 8967 certificates of successful training completion were awarded (includ-
ing renewals of previously acquired certificates and newly-acquired certificates).
In the second half of 2023, workshops of the third level of the National Training
Programme were held, which included practical training for 105 employees of
banks and financial institutions. The training intended for the public and retail-
ers is accessible at the website Euro edukacija @ free of charge, no registration
required.

In 2023, the CNB held a series of lectures, workshops in more than 10 cities and
several online seminars in cooperation with the Croatian Chamber of Commerce
and will continue to provide training for target groups in Croatia.


https://euro-edukacija.hnb.hr/
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Authorised currency
exchange offices

With the introduction of the euro as the official currency in Croatia,
most authorisations to conduct currency exchange transactions that
the Croatian National Bank began issuing in 2006 ceased to be valid.
In 2023, the number of authorised currency exchange offices dropped
to one quarter, from 1065 at the end of 2022 to 290 at the end of 2023.
In 2023, most authorisations to conduct exchange transactions, 711

of them, ceased to be valid on 1 April as a matter of law, i.e., without
administrative procedures being initiated. The number of authorised
currency exchange offices remained almost unchanged from 2 April
2023 to the end of 2023, despite the significant decrease in the value
of trade in foreign cash compared with the preceding year, particularly
during the summer months. The number of authorised currency
exchange offices that remained on the market is larger than expected
as a result of a significant decrease in the value of trade in foreign
cash, due to the intention of authorised exchange offices, particularly
those providing hospitality and tourism services, to offer a full service,
including the service of cash exchange.
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In 2023, of a total of 290 authorised exchange offices, 240 offered currency ex-
change services. They traded in the foreign cash of 46 currencies and generated a
turnover of EUR 277.61m, of which purchase accounts for EUR 240.77m or 86.73%.
Almost 54% of the turnover was generated by trading in US dollar.

FIGURE 13.1 Movement of total turnover and purchase and sale of foreign cash in 2023
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Source: CNB.

The turnover of authorised exchange offices fell by EUR 3,576.41m or 92.8% from
2022,

In 2023, the Croatian National Bank issued four authorisations to conduct cur-
rency exchange transactions, 56 decisions on the withdrawal of authorisation
to conduct currency exchange transactions and also recorded 723 authorisations
that ceased to be valid as a matter of law.

FIGURE 13.2 Share of purchase and sale of foreign cash by currency in total turnover in 2023
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Note: Values are rounded to the nearest whole number.
Source: CNB.
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CNB in the EU and the
International environment

On1January 2023, the Croatian National Bank became part of the
Eurosystem, and the Governor became a member of the ECB's
Governing Council. As a member, the Governor of the CNB continues
to participate in the work of the General Council of the ECB and

the General Board of the European Systemic Risk Board Within the
banking union, i.e. within the Single Supervisory Mechanism and the
Single Resolution Mechanism, CNB representatives are included in the
work of the ECB's Supervisory Board and the Single Resolution Board
and their working bodies. Vicegovernors and experts of the CNB are
involved in the work of numerous working bodies of the Eurosystem,
the ESCB and the European Banking Authority, as well as the working
bodies of the Council of the European Union and the European
Commission. The CNB's cooperation with the IMF, BIS and other
international financial institutions continued in 2023, and cooperation
with the OECD was especially intensified due to negotiations on the
accession of the Republic of Croatia to that organisation.
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ACTIVITIES CONNECTED WITH EU MEMBERSHIP

European System of Central Banks (ESCB)

By introducing the euro as the national currency on 1 January 2023, the Croatian
National Bank became part of the Eurosystem!, and the Governor of the CNB be-
came a full member of the Governing Council of the European Central Bank. The
ECB’s Governing Council shapes the monetary policy of the euro area and adopts
the guidelines and decisions necessary to ensure the execution of the tasks as-
signed to the ECB and the Eurosystem by the Treaty on the Functioning of the
European Union. It comprises six members of the Executive Board of the ECB and
the governors of the national central banks of the EU member states that have
adopted the euro. The system of rotation of the voting rights of the governors of
national central banks is applied in the Governing Council. Rotation helps the
Coverning Council to maintain its ability to take steps in parallel with the grad-
ual increase in the number of euro area members, and thus also in the number of
Governing Council members.?

FIGURE 14.1 The system of rotation of voting rights in the Governing Council of the ECB from 1January 2024

Executive Board of the ECB
6 permanent votes

15 governors, 11 votes .
- &  Firstgroup

5 governors, 4 votes

Governing Council
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Notes: Euro area member states are divided into two groups according to the size of the economy and the financial sector. The governors of the national central
banks of the five largest member states share four votes among them, and the other 15 governors share 11 votes among them. The first group (clockwise) consists
of: Germany, Spain, France, Italy and the Netherlands. The second group (counter-clockwise) consists of: Belgium, Estonia, Ireland, Greece, Croatia, Cyprus, Latvia,
Lithuania, Luxembourg, Malta, Austria, Portugal, Slovenia, Slovakia and Finland. The governors’ use of voting rights rotates among them every month.

Source: CNB.

1 The Eurosystem consists of the ECB and the national central banks of the EU member states that have
adopted the euro.
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In 2023, seventeen meetings of the ECB’s Governing Council were held (eight
meetings dedicated to monetary policy and nine meetings dedicated to non-mon-
etary issues). Hence, every six weeks, the Governing Council assesses economic
and monetary developments and takes decisions on the common monetary pol-
icy. At other meetings the Governing Council mostly discusses issues related to
other tasks and responsibilities of the ECB and the Eurosystem.

The Covernor of the CNB participates not only in the meetings of the Governing
Council, but also in those of the General Council of the ECB.!In 2023, four meet-
ings of the General Council were held, at which macroeconomic, monetary and
financial developments in the EU were discussed.

CNB experts took part in the work of 18 ESCB and Eurosystem committees, as well
as numerous sub-committees and working groups that provide expert assistance
to ECB decision-making bodies. As a member of the ESCB, the CNB also takes part
in the formulation of ECB opinions concerning draft legislative proposals of the
EU and individual member states.

European System of Financial Supervision

As a member of the European System of Financial Supervision, the CNB is active-
ly involved in the work of the European Systemic Risk Board (ESRB). The Governor
and the chief economist of the CNB participate in the regular quarterly meet-
ings of the ESRB General Board that deals with systemic risks to the EU financial
system and macroprudential policy measures. In 2023, the EU financial system
was under the influence of continued monetary policy tightening by the ECB. The
growth in borrowing costs led to a slowdown in economic growth and thustoa
noticeable weakening of demand for bank loans.

The CNB also participates in the work of the European Banking Authority (EBA).
The competent vice-governors are members of the Board of Supervisors and the
Resolution Committee, and members of relevant expert teams participate in the
meetings of numerous committees and working bodies of the EBA.

EU banking union

After Croatia entered the banking union, by which the Croatian National Bank
became a participant in the Single Supervisory Mechanism, the Vice-Governor
of the CNB in charge of bank supervision continued to participate in the work
of the Supervisory Board of the ECB in 2023. As part of the Single Resolution

2 Euro area member states are divided into two groups according to size of economy and financial sector. The
governors of the national central banks of the five largest member states share four votes among them,
and the other 15 governors share 11 votes among them. The governors’ use of voting rights rotates among
them every month.

1 The General Council comprises the President and the Vice-President of the ECB and the governors of the
national central banks of the EU member states.
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Mechanism, CNB representatives participate in all plenary and executive meetings
of the Single Resolution Board at which decisions related to resolution planning
and Single Resolution Fund management are made. CNB experts also participate
in the work of more than 30 committees and working groups that provide expert
support to the Supervisory Board of the ECB and the Single Resolution Board.

EU Council and the European Commission (EC)

In 2023, CNB experts continued with their regular activities in the working bodies
of the EU Council and the EC, which include discussions on draft legislation and
other EU acts and participation in the preparation of the positions of the Repub-
lic of Croatia related to topics in the fields of competence of central banks, such as
improving the quality of financial services and the stability of the EU financial
system. The Governor and Deputy Governor took part in informal meetings of the
EU Economic and Financial Affairs Council (ECOFIN). Designated CNB represent-
atives participated in the work of the Economic and Financial Committee (EFC) of
the EU Council, which promotes the coordination of national economic policies
and discusses EU initiatives, such as building the capital market union.

A significant part of discussions in the EU Council in 2023 concerned the econom-
ic and financial consequences of the Russian aggression against Ukraine and

the related geopolitical aspects. On several occasions, EU member states adopted
decisions on the packages of sanctions against the Russian Federation and agreed
on long-term financial assistance from the EU budget aimed at the recovery and
reconstruction of Ukraine in the context of the review of the EU’s multiannual
financial framework for the 2021-2027 period. The improvement of the electricity
market design in the EU was also discussed for the purpose of enhancing resilience
to external disruptions and increasing the protection of consumers from sudden
increases in energy prices.

In addition, working bodies of the EU Council discussed further measures for in-
creasing banks’ resilience to potential future shocks, as envisaged under the global
Basel III standard. Work was continued on the mitigation of risks in the banking
system, the focus being placed on completing the common EU framework for crisis
management and further harmonisation of national rules for the winding up of
banks. Asregards the initiative to build a capital market union, discussions were
intensified in relation to measures for the further development and integration of
EU capital markets, such as improving the access to non-bank finance for Europe-
an companies and increasing the citizens’ interest in investing in the EU financial
system and enhancing its safety. In that context, the Council adopted a regulation
on the establishment of a single point of access where investors would have easier
access to financial and non-financial information about EU companies.

Work on new rules to modernise the services of digital payments and transactions
within the EU has begun with the aim of improving the safety of consumers,
increasing choice when selecting new payment service providers and reducing
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financial fraud. Discussions on the potential introduction of the digital euro to
complement cash continued and new rules on crypto-asset markets were adopted.

In 2023, member states also frequently discussed changes to European fiscal rules
comprised in the EU’s common economic governance framework. The planned
changes are aimed at ensuring greater transparency and predictability in na-
tional fiscal policies and contributing to the sustainable reduction of high public
debt levels and the creation of balanced budgets of member states by taking into
consideration specific national circumstances.

The Recovery and Resilience Facility is still in application in the EU, enabling
member states to obtain funds to implement relevant reforms and investments
based on their national recovery and resilience plans. In November 2023, the EC
made a favourable assessment of the amendments to the Croatian national recov-
ery and resilience plan, which, among other things, envisage the implementa-
tion of new measures within the European “REPowerEU” energy plan to increase
energy savings and the use of renewable energy.

Other activities connected with the European Union

In 2023, the CNB continued to make contacts with representatives of EU member
state central banks and representatives of the ECB and other EU institutions and
bodies. Particularly worth noting were the meetings with the representatives

of the European Commission and the seventeenth annual dialogue between the
CNB and the Austrian central bank.

In early November 2023, the House of the Euro, a new shared space where the ECB
and Eurosystem central banks will jointly promote Eurosystem interests, was
inaugurated in Brussels. This primarily refers to issues related to the banking
union, capital market union and other EU initiatives and policies of interest to
Eurosystem central banks. The Croatian National Bank maintains regular con-
tact with the staff of the ECB’s office at the House of the Euro, which includes one
expert from the CNB.

INTERNATIONAL MONETARY FUND (IMF)

The Croatian National Bank is the fiscal agent of the Republic of Croatia for the
IMF and a depository of the IMF, which means that it represents Croatia in rela-
tions with the IMF, keeps deposit accounts of the IMF in the RC and executes pay-
ments based on IMF membership in the name and for the account of the RC. The
quota of the Republic of Croatia in the IMF is SDR 717.4m (EUR 873.5m'), according
to which Croatia holds 0.17% of total voting rights in the IMF.

1 According to the EUR/XDR exchange rate as at 31 December 2023.
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Croatia is a member of the IMF constituency that comprises 16 countries! and

is alternately headed by the Netherlands and Belgium. This constituency, with
5.46% of the total voices in the IMF, has the fourth largest voting power in the
IMF Executive Board, preceded only by the US, Japan and China. Croatia hasa
permanent representative at the Office of the Executive Director of the constitu-
ency in the position of advisor to the Executive Director, the post being held by a
CNB representative. The past year was particularly challenging for the Dutch-Bel-
gian constituency because five of its members are using IMF financial assistance
programmes, and also because of the military events in which several member
countries were involved and the impact these events had on other member coun-
tries, particularly neighbouring ones.

As part of regular annual consultations with Croatia under Article IV of the IMF’s
Articles of Agreement, in May 2023, the IMF’s expert team came for a two-week
visit to Croatia, during which a series of meetings were held with the represent-
atives of the CNB, the Ministry of Finance and other government administra-
tion bodies, government institutions and the private sector. The press release @
following the end of the consultations underlined that Croatia’s accession to the
euro area had improved Croatia’s sovereign rating, eased access to capital mar-
kets and significantly reduced exchange rate risk. In addition, the IMF com-
mended the resilience of the Croatian economy during the pandemic and the war
in Ukraine and noted that the Croatian banking system remained profitable,
well-capitalized and extremely liquid. IMF experts expect economic growth to
slow down in 2023 due to weak external demand, tightening financial conditions
and global uncertainties, while inflation should gradually fall towards the target
of 2%, which it could reach towards the end of 2025. The IMF also stressed that the
adoption of euro had had a very limited impact on inflation. The IMF warned that
an expansionary fiscal stance could fuel inflationary pressures and hurt Croa-
tia’s competitiveness; it called for the continued implementation of structural
reforms, including the thus far steadfast implementation of the National Recov-
ery and Resilience Plan, noting that structural reforms are key to reap the full
benefits of euro adoption. Raising productivity, advancing the green and digital
transition, and finding the best approaches with respect to an ageing and declin-
ing population have been identified as priorities.

Cooperation and exchange of opinions with IMF experts in 2023 also took place
through the participation of Croatian representatives in the regular Spring Meet-
ingsin April and the IMF and World Bank Annual Meeting held in October in
Morocco.

Furthermore, in early June 2023, a two-day conference “Policymaking in Chop-
py Waters: Fostering Resilience in Central Eastern and Southeastern Europe
(CESEE)” was held in Dubrovnik, organised jointly by the CNB and the IMF. At
the conference, representatives of the government of the Republic of Croatia,

1 Andorra, Armenia, Belgium, Bosnia and Herzegovina, Bulgaria, Croatia, Cyprus, Georgia, Israel, Luxembourg,
Moldova, Montenegro, the Netherlands, North Macedonia, Romania and Ukraine.
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central bank governors and ministers of finance from Central, Eastern and
Southeastern Europe and representatives of the IMF, European Commission,
European Investment Bank and other international institutions discussed key
challenges and economic policies in the area, with a focus on enhancing energy
security alongside the green transition, adjusting to ongoing shifts in trade and
investment patterns, and steering macroeconomic and structural policies in a
world of more frequent supply shocks.

As for international issues, in 2023, the most frequently discussed topics within
the IMF included the 16th general review of quotas, adjustments to the IMF tools
and instruments and channelling aid to the countries in greatest need. The IMF
Board of Governors concluded the 16th general review of quotas on 15 December
2023, approving a 50% increase of quotas to a total of SDR 715.7bn. Member coun-
tries will participate in the increase in proportion to their existing shares in the
total quota, which, for Croatia, implies a quota increase of SDR 358.7m, which
will bring its quota to SDR 1,076.1m. These additional funds, and the review of
IMF’s instruments aimed at granting financial assistance to member countries,
enable continuous support to countries in need, including Ukraine, to which a
four-year loan of SDR 11.6bn was granted in March 2023.

Finally, it is worth noting that in June 2023, the goal of the global initiative to

voluntarily channel USD 100bn to aid the world’s most vulnerable countries was
achieved. The collected funds were, by and large, directed to two IMF trusts: the
Resilience and Sustainability Trust, established in 2022 with the purpose of the
long-term financing of structural adjustments related to climate change and

pandemic preparedness and the Poverty Reduction and Crowth Trust, as part of
which the poorest IMF member countries can be financed on preferential terms.

COOPERATION WITH THE BANK FOR INTERNATIONAL SETTLEMENTS
(BIS) AND OTHER INTERNATIONAL FINANCIAL INSTITUTIONS

The Governor of the CNB also participated in the work of the BIS in 2023, where
current issues in the area of international banking and finance were discussed
by governors of BIS member central banks. At the BIS Annual General Meeting in
June, a decision was made to pay a dividend of SDR 285 per share to BIS sharehold-
ers. Given that the CNB holds 2,441 BIS shares, on 29 June 2023 the CNB was paid a
dividend in the equivalent of SDR 695,685, amounting to EUR 848,908.79.

In 2023, the Croatian National Bank continued to cooperate with other interna-
tional financial institutions within the scope of its competence. Particularly
worth noting in the context of this cooperation is the conference “Investments for
Resilience and Structural Transformation” organised jointly by the CNB and the
European Investment Bank (EIB) in February 2023, where topics such as hurdles

to and incentives for investing in Croatia and the impact of the energy crisis and
climate change on Croatian firms were discussed.
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In addition to regular cooperation with multilateral development banks of which
the Republic of Croatia is a member, cooperation with the Organisation for Eco-
nomic Co-operation and Development (OECD) also continued. Specifically, in
2023, activities related to the process of Croatia’s accession to the OECD, which be-
gan in 2022, intensified. Among other activities in the accession process, the CNB
participates, within its competence, in four out of a total of 25 OECD committees
assessing Croatia’s alignment with OECD legal instruments and policies (Invest-
ment Committee, Committee on Financial Markets, Committee on Statistics and
Economic and Development Review Committee). In December 2023, negotiations
within the Committee on Financial Markets were successfully concluded. Croatia
may join the OECD no earlier than 1January 2026, subject to the condition that,
in addition to a positive evaluation of its readiness for membership in the organ-
isation by all 25 committees, two economic surveys, which the OECD prepares
every two years, will have been made for Croatia, the first of which was released
in September 2023.

OTHER ACTIVITIES

By adopting the Law on Ratification of the Agreement on Establishing the Center
of Excellence in Finance (CEF Ljubljana), which entered into force on 25 May 2023,
and by depositing the ratification instruments with the Ministry of Foreign

and European Affairs of the Republic of Slovenia on 7 June 2023, Croatia officially
became member of the CEF. The CEF is an international organisation serving as
a “knowledge hub” for public officials in Southeastern Europe with the goal of
strengthening cooperation and capacities in the management of public finance
and central banking in these countries. CEF member countries participate in its
work through its Governing Board, and Governing Board members are usually
the minister of finance and the central bank governor. Thus, at its session on 7
June 2023, the CNB Council appointed the Governor as member of the Governing
Board and the Deputy Governor as his official deputy. Shortly thereafter, CNB
experts became involved in various CEF activities such as workshops, working
groups and research, while the management participated in Governing Board
meetings.

CNB representatives also participate in interdepartmental activities as part of the
Working Group for Cooperation between the Republic of Croatia and Ukraine and
the Commission for International Development Cooperation and Humanitarian
Aid Abroad.

TECHNICAL COOPERATION PROGRAMMES

After the number of technical cooperation activities had increased again in 2022,
following a period of slower activity in the preceding period due to the COVID-19
pandemic, there was a similar trend in 2023. What is more, in contrast to 2022,
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when a significant number of meetings and consultations were held via online
platforms, in 2023, most activities were held in person, mostly in the institution
that initiated the cooperation.

Most of the realised activities were held bilaterally - based on a direct agree-
ment between two institutions - and were therefore financed from own budgets.
However, in 2023 a significant number of activities took place with the support of
TAIEX (Technical Assistance and Information Exchange), an instrument of the
European Commission for the transposition of legislation and familiarisation
with the best practices of the EU. The majority of these activities were conducted
for the Central Bank of Montenegro, mainly in the area of legislation, supervi-
sion and resolution of credit institutions.

In general, in 2023 the CNB’s technical cooperation with the Central Bank of
Montenegro was the most intensive, both in terms of the number and duration
of activities, and the number of engaged experts. In addition, several activities
with the National Bank of Ukraine (NBU) were undertaken. It should be noted
that CNB experts were also engaged in the twinning project implemented by the
National Bank of Poland for the NBU. The area of their work on the project was
related to the transfer of know-how in preparation for joining the Single Euro
Payments Area (SEPA), and, as part of the project, one CNB representative also
participated in the professional forum on central bank preparation for member-
ship in the EU/ESCB in February 2023.

In September 2022, the second stage of the Regional Programme for Strengthen-
ing the Central Bank Capacities in Six Western Balkan Countries with a View to
the Integration to the European System of Central Banks began, and in 2023, the
activities related to its implementation intensified. As in the first stage of the
programme, in this stage too the CNB is participating in the programme along-
side 19 other central banks of EU member states and the ECB, under the leader-
ship of Deutsche Bundesbank. The programme is planned to last until September
2025, and its budget is EUR 3m. This programme also consists of two components:
the first component provides for a total of 20 training events for experts from ben-
eficiary countries and three high-level policy workshops on topics from the field
of central banking; the second component provides for six bilateral measures
and three internships in ESCB central banks for employees of each of the bene-
ficiary institutions. CNB experts are expected to participate as lecturers in two
training events, one workshop and as many as a dozen bilateral measures and
internships, which makes the CNB one of the most active central banks in the
programine.
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The Croatian National Bank adopted its Climate Strategy for the period
2024-2026, defining the objectives and priorities with regard to adaptation
to climate change and its mitigation. The inclusion of climate-related issues
in the CNB's work is based on its statutory mandate and the objectives
defined in the Treaty on the Functioning of the European Union and the Paris
Agreement.

INTRODUCTION

The CNB, like other central banks of the Eurosystem, recognises and accepts its
role in facing climate change, one of the greatest challenges that we face today.
The Climate Strategy defines the CNB’s objectives and priorities with regard to
climate change and presents the activities planned in the three-year period from
2024 t0 2026. It focuses on the identification and management of climate-related
risks that may impact price stability and the financial system, as well as on sup-
port to the process of transition to a low-carbon economy and greening the finan-
cial system.

For a few years already the CNB has been proactive with regard to climate change
and environmental protection. The Croatian central bank has been involved more
vigorously in European and international activities since it joined the Network for
Greening the Financial System (NGFS) in 2021. Joint supervision of systemically
important credit institutions began with participation in the Single Supervisory
Mechanism (SSM), which also included the consideration of climate-related risks.
The CNB also participates in the joint activities of the working group on climate
change of the Vienna Initiative. In 2021, the CNB adopted its Climate Pledge in
which it committed to further incorporating climate change-related considera-
tions into its operations. With the decision on Croatia’s joining the euro area in
July 2022, the CNB became a member of committees and groups in the Eurosystem
that implement the comprehensive climate agenda of the European Central Bank
(ECB). In the same year, the CNB began cooperation in the area of climate change
with stakeholders in the Republic of Croatia - the European Investment Bank, the
Croatian Banking Association, the Ministry of Finance, the Croatian Chamber of
Economy and others. The CNB also started to evaluate the exposure of its portfolio
to climate risks and assess the level of emissions it finances through its invest-
ments, and established a working group for reducing its own carbon footprint.

CLIMATE STRATEGY GOALS AND PRIORITIES

The CNB'’s Climate Strategy sets out the following goals and priorities for the
forthcoming three-year period:

m
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FIGURE 1 Climate strategy goals and priorities
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The CNB will develop and regularly analyse and assess the impact of climate-re-
lated risks on price stability, economic developments and the stability of the
financial system. The aim is to increase the understanding of possible conse-
quences of climate change for the economy and the financial sector and develop
appropriate strategies to manage, prevent and mitigate such risks. The CNB will
strengthen its supervisory activities in the area of climate-related risks, includ-
ing the assessment and monitoring of climate exposure of credit institutions in
line with SSM activities and the regular conduct of climate stress tests. The CNB
will strengthen its cooperation with external stakeholders and the financial
sector and support the transition to a low-carbon economy in the area of financ-
ing the adaptation to and the fight against climate change as well as of environ-
mental protection. It will promote the application of sustainable practices in the
management of assets and resources and work on the achievement of climate-re-
lated objectives through activities, such as reducing greenhouse gas emissions,
increasing energy efficiency and promoting sustainable transport options. The
CNB will also intensify employee education in the area of climate change and car-
ry out a set of other activities that will provide support to climate change-related
processes, in particular in the segments of coordination and monitoring of such
activities at the level of the CNB, communication with the public, the review of
such processes or the development and monitoring of the execution of the objec-
tives of this climate strategy.
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FIGURE 2 Implementation of the climate strategy and the accompanying action plans includes five key areas
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In order to achieve these objectives, the CNB has adopted action plans for specif-
ic areas and functional units, as well as plans concerning the support to climate
change-related processes.

In conclusion, through the identification and management of climate-related
risks, the strengthening of supervisory activities, support to the transition to

a low-carbon economy and reducing own carbon footprint, the CNB will active-

ly contribute to the sustainability and resilience of the financial system. In the
forthcoming three-year period, the emphasis of the strategy is on climate-related
activities, while activities related to environmental objectives will be gradually
integrated into the CNB’s operations. Cooperating with other institutions and
actively participating at the national, European and global levels, in accordance
with its mandate, the CNB will be a dependable partner in the confrontation of
the climate crisis.

Climate Strategy of the Croatian National Bank
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Public relations

Croatia's accession to the euro area was the focal point of Croatian
National Bank's communication activities in the first half of 2023, together
with the end of the national information campaign on the changeover to
the euro, which the CNB had conducted together with the Government of
the Republic of Croatia. In addition to communication activities associated
with the euro changeover, in 2023, the focus was placed on informing the
public about the monetary policy of the European Central Bank and its
impact on inflation, the economy and interest rates in Croatia.
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COMMUNICATION ACTIVITIES

The CNB continued to inform and educate the public on a regular basis in 2023. It pub-
lished 90 press releases about various topics in the fields of the central bank’s compe-
tence, ranging from regular press releases on the decisions of the CNB Council that
were published after the sessions held, to reports on the operations of the CNB. The
monetary policy decisions of the European Central Bank have been important for Croa-
tia since accession to the euro area. The ECB’s Governing Council, of which the Cover-
nor of the Croatian National Bank is a member, assesses economic and monetary de-
velopments every six weeks and adopts monetary policy decisions; the CNB notifies the
Croatian public of the decisions through press releases, its website and social media.

Comments and analyses of data collected by the CNB are also published regular-

ly, and the public is informed about them in a simple way. The media follow these
publications and often request further information and analyses. The CNB also
responds to numerous queries from journalists to acquaint them with the work of
the central bank and of the European Central Bank and of all details related to the
accession to the euro area. Officials and employees of various organisational units
of the CNB made frequent high-profile appearances in the media and attended the-
matic meetings during 2023, with the aim of informing the general public not only
about the euro changeover, but also about numerous tasks within the scope of the
Croatian National Bank.

News regarding CNB work, regulations and measures related to central bank areas
of operation, alongside regular publications and the research and working papers
of CNB’s analysts, were regularly published in 2023 on the CNB website, and on of-
ficial accounts on social media, YouTube, Facebook, X, LinkedIn and Flickr, where
332 posts were released, providing information to the public about the work of the
CNB. Topics related to the introduction of the euro, commemorative coins, recruit-
ment and climate change sparked the most interest. The mHNB mobile application
providing users with service information - exchange rate list, information list with
the consumer loan offers and comparisons of bank fees - was installed on a total of
18,750 devices from its launch to the end of 2023. Over the course of 2023, the CNB
answered more than 3600 queries submitted to the central bank by citizens, corpo-
rations, media representatives, government institutions, embassies, and others.

After Croatia’s entry into the euro area on 1 January 2023, the focus of the national
information campaign on the changeover, which was in full swing in 2022, shift-
ed to informing the public about exchanging kuna cash and the impact of the euro
adoption on inflation. Important information about the euro changeover was pub-
lished at the euro.hr @ website and on the official campaign accounts on social me-

dia as well as all CNB channels. Over the course of 2023, citizens installed and used LINKNO ©@

the mobile application euroHR that assisted them in the changeover. By the end of E - E
2023, the application was installed on more than 436,000 devices, and 60,000 phys- .iil e 'j
ical conversion calculators were distributed to elderly fellow citizens and especially ﬁ"
vulnerable groups. E [
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FIGURE 15.1 Citizen queries lodged with the CNB according to the most prominent topics in 2023
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The successful communication campaign contributed significantly to the better dis-
semination of information among citizens about the euro changeover; in its official
report on the conversion, the European Commission noted that 61% of Croatian citi-
zens assessed the changeover as effective and of high quality, while 88% of them con-
sidered that they had been well informed about the single currency. This was also
confirmed by an independent survey conducted towards the end of the campaign,
showing that 90% of citizens were well or very well informed. It is worth noting that
this was the first time that the euro changeover took place in an environment of
high inflation, which further raised public concerns over possible price increases.

The CNB continued to publish articles by CNB experts on its HNBlog. The topics dis-
cussed in the texts and other communication formats that received most attention
were the impact of the European Central Bank’s monetary policy on inflation, the
pass-through of ECB interest rates on the deposit and lending rates for households
and corporations in Croatia, and the distribution of household deposits across credit
institutions!. Significant attention was also paid to the impact of increases in wages
and corporate profits on inflation and the impact of labour shortages on the overall
economic situation in Croatia. The topic of central bank activities to combat climate
change also became the focus of public attention in 2023.

Specific communication activities were undertaken to inform the public about im-
portant events and conferences organised by the CNB. For example, in May 2023, we
reported on a meeting of the Supervisory Board of the European Central Bank, which
was for the first time hosted by the Croatian National Bank.

Alarge student debate was held in the same month. The debate, which took place
in the Round Hall of the Croatian National Bank, gathered almost two hundred
students and professors of 17 schools from 15 Croatian cities and towns. Members of
the Croatian Debating Society discussed the topic “Treba li se o nasoj financijskoj
buduénosti brinuti sustav ili to moramo ¢initi sami?” (Does the system look after

1 For more information, see chapter 9 Research.
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our financial future or do we have to do it ourselves?). They were joined by high school
pupils from Zagreb, Dubrovnik, Vukovar, Zupanja, Virovitica, Cakovec, Glina, Knin,
Zadar, Vrgorac, Ploce, Split, Krk, Labin and Otocac who actively stated their opinions
and raised questions.

In late May, the 29th international economic conference was held in Dubrovnik. The
topics discussed included current financial operating conditions and risks to the econom-
ic outlook, reasons for high and (more) persistent inflation, monetary policy, climate
change, labour markets and fiscal and monetary policies in the context of high inflation.

In early June, there was intensive reporting on the conference “Policymaking in
Choppy Waters: Fostering Resilience in Central Eastern and Southeastern Europe
(CESEE),” organised jointly by the CNB and the IMF. This conference, organised for the
third time, was co-hosted by the IMF Managing Director Kristalina Georgieva and the
Governor of the CNB, Boris Vujc¢ié. It provided a forum to discuss key challenges and
policy options for the region, focusing on enhancing energy security in the context

of the green transition, adjusting to ongoing shifts in trade and foreign direct invest-
ment patterns, and steering macroeconomic and structural policies in a world of more
frequent supply shocks.

In June, the CNB and the Croatian Financial Supervisory Agency (HANFA) presented
the results of the third survey on financial literacy in the Republic of Croatia. The aim
of the survey was to gather information on financial behaviour and attitudes and the
knowledge of Croatian citizens about finances. Croatia achieved an overall financial
literacy score of 62%; the survey showed that the financial behaviour of Croatian re-
spondents is below the OECD average, although the financial knowledge of citizens is
constantly growing.

The first CNB Open Day organised after the COVID-19 pandemic and the earthquakes
has shown that citizens are keenly interested both in the work of the central bank
and in its building. Throughout the day, members of the public had the opportunity
to participate in expert workshops and take a tour of the Round Hall. More than 1100
people visited the CNB, and some of them took part in the workshops entitled “Zasto
vrijedi Stedjeti?” (Why should you save?), “PobliZe upoznajte euronovcanice” (Get to
know euro banknotes) and “Hrvatska narodna banka u Eurosustavu” (The Croatian
National Bank in the Eurosystem). As part of the Open Day, students and representa-
tives of associations also had an opportunity to meet Governor Vuj¢i¢ and Deputy Gov-
ernor Sandra Svaljek. The Governor delivered a lecture on the topic of monetary policy
decision-making and the functioning of the ECB’s Governing Council and on his role
in that body, while the Deputy Governor spoke about central banking in the context of
climate change.

In the first half of December, the CNB adopted its Climate Strategy for the period
2024-2026, which had been widely promoted through all communication channels; in
late December the public was informed about the visit @ of the Deputy Club of the Cro-
atian Peasant Party and the Workers’ Front to the CNB.
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Activities of the
Visitors' Centre

During 2023, the Croatian National Bank continued to educate
interested citizen groups, mostly young people, on topics within

its purview in the Visitors' Centre, striving to contribute to the
strengthening of general economic literacy. CNB presentations and
workshops were an opportunity for pupils and students to meet central
bank experts and receive information about their work, which can help
young people in their professional orientation. For CNB employees

- lecturers at the Visitors' Centre these were opportunities to have
conversations with attendees of the educational programmes as well as
to get to know their ideas and attitudes better.



CROATIAN NATIONAL BANK // ANNUAL REPORT 2023

TRAINING

In 2023, the interest in the training events organised by the CNB Visitors’ Cen-
tre continued to be extraordinarily high: a total of 10,374 participants attended
them, up on the 8424 in 2022 and 4355 in the pre-pandemic year of 2019. The ma-
jority of attendees of presentations and workshops by CNB experts were second-
ary school and primary school pupils from various parts of Croatial.

Lectures by CNB experts also raised the interest of visitors from abroad, so that
several presentations were held for students from Belgium, the Netherlands,
Spain, the US and other countries.

CNB lecturers were also engaged in schools in Slavonski Brod, Tordinci, Komare-
vo, Pakovo, Stitar, Drnis, Maréana, Kastav, Macinec, Rijeka, Hrvatska Dubica,
Cakovec, Barban, Sv. Lovred, Posedarje, Seget Donji and other places. Several lec-
tures were held at faculties in Osijek, Split and Zagreb.

FIGURE 16.1 Number and structure of attendees of CNB educational programmes

Number of attendees of educational programmes by years: Structure of attendees of educational
programmes in 2023:
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Topics related to the euro attracted the interest of the largest number of
attendees, mostly primary and secondary school pupils, and their teachers. The
two most visited training events were:

- “Euro - na$ novac” (Euro - our currency), a training session on the tasks of
the CNB, the euro changeover process, and the features of euro banknotes

1 From Sibenik, Kor¢ula, Lovinac, Metkovi¢, Vinkovci, Vukovar, Pazin, Ogulin, Novska, Split, Glina, Drnis,
Varazdin, Virovitica, Slavonski Brod, Biograd na Moru, Makarska, Hrvatska Kostajnica, Pore¢, Cakovec,
Zadar, Krizevci, Rovinj, Novi Marof, Plitvi¢ka Jezera, Opatija, Koprivnica, Trogir, Pula, Rab, Smiljevci, Zupanja,
Brdovec, Moravice, Ravna Gora, lvani¢-Grad, Drnje, Bedekovcina, Dugo Selo, Budasevo, Zabok, Ivanec, Vis,
Osijek and Zagreb.
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and coins, with an emphasis on the security features, conducted by experts
from the Currency Area and the Visitors’ Centre; and

- “Uvodenje eura u Republici Hrvatskoj” (Introduction of the Euro in the Repu-
blic of Croatia), a presentation organised by the European Relations Depar-
tment, which explains the process of introducing the euro, the determinants
of that process, as well as the benefits and costs of joining the euro area.

In addition to attracting schoolchildren and students, this topic was also of inter-
est to teachers, including inter-county expert councils of teachers of economics
and other subjects. Given the rising interest in improving financial literacy in
the narrower sense, attendees were instructed about personal finance manage-
ment, money development and banking basics, banking products and services,
and the risks of internet and mobile payments.

Current economic trends, inflation, the CNB’s role in preserving financial system
stability, developments in the real estate market, prevention of money launder-
ing and terrorist financing, crypto-assets, digital currency, supervision of credit
institutions, the state of the banking system and cash management were also
topics of interest to the attendees of the CNB’s educational programmes.

Most of the educational programmes were held live at the Croatian National
Bank, while a few were held online.
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Human resources
and organisation

Key human resources functions include attracting and finding

new employees, hiring, training and career development, assisting
and supporting employees, and modernising and improving the
organisational set-up in such a way that its changes follow the
changes in the narrow and/or wider environment. Organisational

and employee development in 2023 was equally focused on acquiring
knowledge and skills to improve organisational effectiveness and on
the required organisational adjustment related to the introduction

of the euro. Employees of CNB organisational units and of the whole
of the CNB as institution were able, because of their particular
knowledge, skills and abilities, to respond successfully to the demands
and business dynamics of the very challenging and turbulent period of
the first year of the euro as the new national currency.
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LINKNO @

IMPORTANCE OF EMPLOYEE WORK-LIFE BALANCE

Employees’ efforts to meet the requirements of their different roles at the same
time can be reflected in their concentration, focus on work, efficiency, and in-
creased level of stress, all of which can undermine employees’ health. Given the
fact that employees are a key factor in success, in 2023 the CNB continued to take
efforts to recognise employees’ need for a work-life balance. Attention thus fo-
cused on the care for children and other immediate family members, as well as
maintenance of the health of employees. The right to a break for breastfeeding,
paternity leave, parental leave and leave for caring for a child with severe develop-
mental disabilities are some of the rights fully supported by Human Resources.
Furthermore, another benefit provided to employees is remote working, that is,
the option to work from home for five days in a calendar month.

Under the new Act on Amendments to the Labour Act @ (Official Gazette
151/2022), employees may request amendments to their employment contracts
under which they could work from home for more than five days per month for a
limited period of time in situations provided for under the law.

In 2023, the CNB continued its long-standing tradition of organising flu vacci-
nations for its employees and it also organised three voluntary blood donation
campaigns.

CHANGES IN INTERNAL ORGANISATION

The CNB in 2023 continued to adjust its internal organisation in order to success-
fully achieve its goals and tasks, and thus improve business processes. During
2023 amendments to the Rules on internal organisation encompassed ten organi-
sational units at the level of areas and offices.

In view of the CNB’s role and Croatia’s accession to the euro area, the changes
mostly focused on amendments to descriptions of specific job positions and
functional units as well as terminology adjustment related to the change in the
official currency.

RECRUITMENT AND EMPLOYMENT RELATIONSHIPS

As at 31 December 2023, the CNB had a staff of 744, which is 1% more than at the
end of 2022. Of this number, 96% employees were in permanent employment and
4% in fixed-term employment.

Women still account for the majority of employees, so that the CNB remains
one of the few central banks in the European System of Central Banks that has
a higher share of women in the structure of employees according to gender.


https://narodne-novine.nn.hr/clanci/sluzbeni/2022_12_151_2343.html
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FIGURE 17.1 Employee number and structure according to type of employment

Employee structure by type of Structure of new employees
employment as at 31 December 2023 by type of employment (2023)
B Permanent employment

Fixed-term employment
(incl. trainees)

Source: CNB.

FIGURE 17.2 Employee structure at the CNB in 2023

TOTAL NUMBER AVERAGE AGE
e ;
271 men AVERAGE TOTAL YEARS OF EMPLOYMENT New employees 33
[ | 21
473 wormen AVERAGE WORK EXPERIENCE IN THE BANK 2023
[ 14
Departing employees:
MANAGEMENT POSITIONS 24, mostly due to
retirement
EEEEESEEEESEEEEEEEEEEEEEEEEEERN
EEEEESEEEESEEEEEEEEEEEEEEEEEERN v
56 women 58 men

Source: CNB.

Women work in all types of jobs: research, analytical, supervisory, legal, IT, etc.
and hold a fair share of management positions.

Human resources and organisation

After 2022, when a large number of new employees came from technical callings,
mainly due to the need for employment in the storage, processing and supply of
banknotes and coins, in 2023, new employees were again, by and large, profes-
sional economists.

Over the course of 2023, a total of 24 employees left the CNB permanently, most-
ly due to retirement. The average age of employees is 46 years, the average total

years of employment is 21, with the average number of years of work experience
in the CNB being 14.
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Given that the CNB supports and fosters an interdisciplinary approach to work,
although most of the employees with higher education qualifications are profes-
sionals who come from the economics profession, the CNB employs a relatively
large number of professionals from other natural, technical, social, and other
disciplines. As in the previous years, a large share of employees with higher edu-
cation qualifications have completed doctoral studies, master’s studies or another
type of postgraduate study.

Employee development

The number of employees that participated in various educational programmes
was larger than in the previous years. Most of the employees engaged in profes-
sional development programmes, while a smaller share of employees took partin
foreign language courses, development of competences, education courses, infor-
mation technology courses, and the like.

FIGURE 17.3 Employee development by type of education (2023)

Professional development
W Foreign language courses

M Information technology courses

Development of key competences

1.
Mandatory training programmes .-
pursuant to regulations and other
educational programmes at CNB level

Education courses

Source: CNB.

It should be noted that in 2023, in addition to basic information technology
courses (Word, Excel, Access, etc.), there were training courses for specific busi-
ness needs, e.g. training in Tableau, a tool for data processing and presentation,
programme languages R, PYTHON, SQL, and the like.

Development and improvement of competences continue

In 2023, the CNB hosted several workshops for targeted large groups of em-
ployees from different organisational units in efforts to further improve their
competences.

The workshop “Klimatski kolaz” (Climate collage), including lectures on climate
change and biodiversity, was organised and conducted for supervisors. Through
interactive participation, the workshop provided an easy-to-understand presen-
tation of a broader picture of causes and consequences of climate change and
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potential climate disasters; at the lectures, participants learned about European
and Croatian climate policies and the Croatian contribution to the fight against
climate change and biodiversity preservation in the Plitvice Lakes National Park.

Employees of the Statistics Area and the Credit Institutions Resolution Office
participated in the workshop “Organizacijska kultura i spremnost na promjene”
(Organisational culture and readiness for change). The workshop drew atten-
tion to the human side of the change process and guided participants through
techniques that enable successful cooperation and active participation of individ-
uals and groups in that process. In addition to learning about the best practices
of successful companies undergoing organisational changes, participants took
part in the brainstorming exercise entitled “Prilika za poboljSanje moje karijere u
Hrvatskoj narodnoj banci” (An opportunity to advance my career at the Croatian
National Bank), which produced numerous new, high quality ideas that were
grouped into four key areas of the CNB that may benefit from changes (training,
mobility, well-being at work and improvement of business processes).

The workshop “Upravljanje vremenom i stresom” (Time and stress management)
was organised for employees of the International and European Relations Area. It
aimed to provide practical illustrations of time management situations and point
to personal and external factors that “steal” time, and help with better time
management. Participants also learned about causes of stress and practical and
easy-to-use techniques that can help in managing personal stress.

Employees of the Central Banking Operations Area and the Internal Audit Office
participated in the workshop “U¢inkovita komunikacija” (Efficient communica-
tion). Among other things, the workshop aimed at raising awareness about how
to communicate, receive and provide information efficiently and formulate mes-
sages that convey mutual respect and understanding.

Employees of the Currency Area took partin internal training on the topic of
“Kako prepoznati krivotvorene novcanice i kovanice” (How to recognise coun-
terfeit banknotes and coins). A lecture on the topic of “Transhuman agenda -
sljedeéih 50 godina” (The transhuman agenda - the next 50 years) was organised
to raise awareness about the importance of key technologies and individual readi-
ness for new challenges. A targeted group of department directors was also pro-
vided an opportunity for continued advancement of basic competences through
annual access to online programmes in the field of competences in soft skills and
business foreign languages.

The CNB hosted foreign lecturers from the European Systemic Risk Board at a
seminar entitled Eurosystem Accounting and Reporting Framework. A total of
17 participants from different central banks took part in the seminar, where, in
addition to acquiring new knowledge and information, they exchanged work ex-
perience and good practices.

125

Human resources and organisation \



126 CROATIAN NATIONAL BANK // ANNUAL REPORT 2023

Student internship

In late May 2023, the CNB invited applications for student internships for a maxi-
mum duration of 25 days. Out of a total of 19 students that met the requirements
(17 from the field of economics, one from the field of mathematics and one from
the field of IT), six students were selected (five majoring in economics and one
majoring in mathematics).



AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA

5 Ethics and integrity
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The highest standards of ethical conduct and integrity for Croatian National
Bank employees are established in the Code of Conduct of the Croatian
National Bank. The Code incorporates the principles of the Eurosystem
Ethics Framework and the Ethics Framework for the Single Supervisory
Mechanism, in particular the principles of independence, accountability,
transparency and the maintenance of the highest standards of professional
ethics and integrity including lack of tolerance for inappropriate behaviour
and harassment.

THE NEW ETHICS FRAMEWORK OF THE CROATIAN NATIONAL BANK

The new ethics framework of the CNB, which came into effect on 6 June 2023,
comprises the following:

1) the Code of Conduct of the Croatian National Bank @ (hereinafter; the Code of
Conduct);

2) the Decision on restrictions on critical private financial transactions of em-
ployees of the Croatian National Bank;

3) the Decision on exemptions from the prohibition on receiving advantages;
and

4) the Decision on managing conflicts of interest.

The new ethics framework of the CNB incorporates the principles of the Eurosys-
tem Ethics Framework and the Ethics Framework for the Single Supervisory
Mechanism, i.e. it transposes the provisions of Guideline (EU) 2021/2253 of the
European Central Bank @ of 2 November 2021 laying down the principles of the
Eurosystem Ethics Framework (ECB/2021/49) and Guideline (EU) 2021/2256 of the
European Central Bank © of 2 November 2021 laying down the principles of the
Ethics Framework for the Single Supervisory Mechanism (ECB/2021/50).

The guidelines lay down measures aimed at developing minimum standards and
rules aimed at preventing insider trading and the misuse of non-public informa-
tion, preventing and managing conflicts of interests, as well as avoiding even
any appearance of such forms of unethical behaviour. The national central banks
have a certain latitude in defining the most appropriate framework for such
measures.

Accordingly, the Code of Conduct lays down the highest standards of ethical con-
duct and integrity for employees, classified into the following six areas: a) pro-
tection of dignity and prohibition of discrimination; b) avoidance of conflicts of
interest; c) communication, including communication among employees, and
between employees and third parties as well as in public appearances, teaching



https://www.hnb.hr/documents/20182/2363701/e-Code-of-Conduct-of-the-CNB.pdf/721897d3-2a97-8791-862d-1413a48c69d4?t=1688654346396
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021O2253&qid=1688391778163
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021O2253&qid=1688391778163
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021O2256&qid=1688391814394
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021O2256&qid=1688391814394
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and opinion writing; d) professional secrecy and prohibition on the misuse of
non-public information; e) impartiality; and f) treatment of the CNB’s proper-

ty and resources. The Code of Conduct also lays down the following core ethical
principles promoted by the CNB: acting responsibly, honestly, independently and
impartially, with respect and discretion, avoiding any form of inappropriate be-
haviour, as well as maintaining professionalism, transparency, equality, diversity
and inclusion.

Given its importance and scope, the issue of avoiding conflicts of interest is also
regulated in the remaining three internal bylaws that are, together with the Code
of Conduct, part of the CNB’s ethics framework. The Decision on restrictions on
critical private financial transactions contains a list of critical private financial
transactions that may not be executed and a list of critical private financial trans-
actions that employees are required to report subsequently to the Compliance Of-
fice (hereinafter: the Office). The Decision on exemptions from the prohibition on
receiving advantages specifies cases in which employees may receive advantages
despite the general prohibition of soliciting, receiving and accepting advantages.
Finally, the Decision on managing conflicts of interest contains procedural provi-
sions for reporting and handling of conflicts of interest.

EDUCATION AND COUNSELLING OF EMPLOYEES

Provision of education and counselling to employees, preparation of opinions
and interpretation of the acts constituting the CNB’s ethics framework as well as
preventive action are the tasks of the Office and are implemented with a view to
ensuring a uniform and consistent application of the Code of Conduct.

In order to acquaint employees with the new Code of Conduct, in the course of
2023, the Office conducted training focused on the Code and it will continue to do
soin 2024.

Furthermore, the Office also organises and conducts training courses for new em-
ployees of the CNB within the programme entitled “Razgovarajmo o etici” (Let’s
talk about ethics) in efforts to provide them with basic information about the CNB’s
ethics framework and acquaint them with the highest standards of ethical behav-
iour and integrity and the core ethical principles promoted by the CNB. Three train-
ing courses took place in 2023, with 16 new employees completing the training.

To provide a closer look at the topic of ethics in investment, four specialised
training courses were held in 2023 under the title “Osnove trzista kapitala i eticki
aspekti uskladenosti” (Fundamentals of capital markets and ethical aspects of
compliance), pursuant to the contract on training on the fundamentals of capi-
tal markets and ethics in investment concluded between the CNB and the Zagreb
Stock Exchange Academy. The training was conducted by lecturers engaged by the
Zagreb Stock Exchange Academy.
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In addition to organising and/or conducting planned courses, the Office provides
counselling and instructions to employees, and prepares opinions and interpre-
tations of individual provisions of the acts constituting the CNB’s ethics frame-
work, based on individual inquiries of both employees and organisational units.
Inquiries most often relate to work for another employer, restrictions on critical
private financial transactions of employees, prevention of conflicts of interest in
the recruitment process and exemptions from the prohibition of receiving advan-
tages, but they may relate to any other area covered by the Code of Conduct.

Finally, through internal communication channels, the Office informed employ-
ees about the entry into force of the new CNB'’s ethics framework and about obli-
gations and restrictions under that framework.

FIGURE 1 Development of ethical standards in the CNB

ECB regulations

ECB adopts the Guideline on minimum standards for the
European Central Bank and national central banks when
conducting monetary policy operations, foreign exchange
operations with the ECB's foreign reserves and managing
the ECB's foreign reserve assets

(RN R R R R R RN R N R R R R RN AR RN
‘ 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007 ‘ 2008 ‘ 2009 ‘ 2010 ‘
R N R N R R RN AR RN R

the new Act on the CNB further
strengthens ethical standards

adoption of Ethical Standards adoption of the new Act on the CNB which prohibits
of Conduct of Employees of members of the CNB Council, executive directors and advisors
the Croatian National Bank to the Governor from owning shares or holdings in banks

CNB regulations
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SUPERVISION OF ETHICAL COMPLIANCE

The Office supervises ethical compliance on a regular basis in order to detect,
identify, monitor and reduce or eliminate the risk of ethical non-compliance and
exposure to that risk. Supervision is carried out on the basis of the Annual plan
of supervision; in the course of supervision, the Office is provided open access

to information, information systems and other resources of the CNB and it may
obtain statements and testimonies of employees in relation to the subject of
supervision.

The Annual plan of supervision for 2023 served as a basis for regular supervision
of the application of the Code of Conduct, the Decision on restrictions on critical

ECB adopts the Guideline laying down ECB Guideline laying down the principles of the Ethics

the principles of the Ethics Framework Framework for the Single Supervisory Mechanism
for the Single Supervisory Mechanism

ECB Guideline laying down the principles

of a Eurosystem Ethics Framework

(RN R R R R R RN R N R RN R R AR AR RN R
‘ 2011 ‘ 2012 ‘ 2013 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2020 ‘ 2021 ‘ 2022 ‘ 2023 ‘

the Act on Amendments to the Code of Conduct of Employees

the Act on the CNB imposes of the CNB comes into effect
additional restrictions
relating to ownership of the amendments of the Code of Conduct
shares or holdings in banks of Employees of the CNB incorporate new

provisions on conflict of interest in the Code

establishment of the Compliance Office, the Bank’s control
function: adoption of the new Code of Conduct of Employees of
the CNB due to the CNB's close cooperation with the ECB

the Decision on specific restrictions for insiders
and other employees of the CNB comes into effect

the new ethics framework, which brought the CNB into compliance
with the new ECB guidelines from 2021, comes into effect

the Code of Conduct of the Croatian National Bank

the Decision on restrictions on critical private
financial transactions of employees of the
Croatian National Bank

the Decision on managing conflicts of interest

the Decision on exemptions from the
prohibition on receiving advantages

Source: CNB.
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private financial transactions of employees and the Decision on exemptions from
the prohibition on receiving advantages. The supervision covered 71 employees
from 30 organisational units. The Office provided questionnaires to employees
covered by the supervision and requested additional information from individual
employees for further verification purposes.

In the future, the Office will continue to carry out activities aimed at familiaris-
ing all employees with the provisions of the new CNB ethics framework, as well
as regular supervision in order to identify and reduce or eliminate the risk of eth-
ical non-compliance and exposure to that risk.
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Members of the Council and
management of the Croatian
National Bank
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Members of the Council of the Croatian National Bank

Boris Vuj¢i¢, Governor

Sandra Svaljek, Deputy Governor
Michael Faulend, Vicegovernor
Bojan Fras, Vicegovernor
Tomislav Corié, Vicegovernor
Slavko Tesija, Vicegovernor
Roman Subié, Vicegovernor
Ivana Jakir-Bajo, Vicegovernor

Chief Economist: Vedran Soi¢
Chief Operating Officer: Tomislav Presecan

Executive directors

Research Area

Controlling, Finance and Accounting Area
Information Technology Area

Support Services Area

Central Banking Operations Area
Communications Area

Statistics Area

Prudential Regulation and Methodology Area
Expert Supervision and Oversight Area
Prudential Supervision Area

Legal Area

Payment Operations Area

International and European Relations Area
Currency Area

Directors of the Offices

Security Office

Internal Audit Office

Foreign Exchange Regulation Office
Compliance Office

Consumer Protection Monitoring Office
Credit Institutions Resolution Office
Succession Issues Coordination Office
Office of the Governor

Office for Coordination of Prudential Supervision,

Oversight and Risk Management Activities

Director of the Visitors’' Centre

Visitors’ Centre

Davor Kunovac
Diana Jakelié
Mario Zgela
Boris Zaninovié
Irena Kovacec
Alemka Lisinski
Tomislav Galac

Sanja Petrini¢ Turkovié

Damir BlaZekovié
Renata Samodol
DrazZen Odorcié¢
Ivan Bilus

Sanja Tomicié
Tihomir Mavricek

Zoran Bogdanovic
Ivana Krecak
Zoran Jurak
Vjekoslav Kozina
SnjeZana Levar
Lidija Pranji¢
SnjeZana Raié
Nina Srkalovié

Mario Varjacié

Dejana Rebernik
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GOVERNOR

Chief Economist

Research Area

Economic Analysis Department
Real Sector and Budget Analysis Division
External Sector Analysis Division

Monetary Policy Department

Macroprudential Policy and Financial Stability
Department

Compliance Office

Payment Operations

Area

Payment Operations Regulation and
Development Department

Payment Operations Supervision Department
Payment Operations Supervision Division
Payment Operations Statistics Division

Payment Systems Operations Department
Payment Systems Division
Client Operations Division

Chief Operating Officer

Controlling and Accounting
Area

Controlling Department

Deputy

Governor

Central Banking

Operations Area

Vicegovernor

Statistics Area

Monetary Operations Department
Liquidity Forecasts Division

Open Market Operations Division
Transactions Processing Division

Finance and Accounting Department

Central Accounting Division

Monetary and Payment Operations Accounting
Division

International Reserves and Other Financial Assets
Accounting Division

Internal Accounting Operations Division

Finance and Administrative Accounting Division

Information Technology

Area

Application Systems Development Department
Data Warehouse Division

Business Application Systems Development Division
Quality Assurance Division

International Reserves and Foreign
Exchange Liquidity Department

Foreign Exchange Trading and Investment Division
(front office)
Foreign Exchange Settlement Division (back office)

Investment Research and Performance Evaluation
Division (middle office)

Market Strategy Division

Communications
Area

External, Internal and Digital
Communications Department

External and Internal Communications Division
Digital Communications Division

IT Operations Department

Network and Operating Systems
Management Division

User Support Division
Information System Security and Protection Division

Database, Enterprise Reporting Systems and
Document Management Division

Support Services Area

Human Resources Department

Technical Services Department
Technical Support Services Division
Maintenance Division

General Services Department

General Support Services Division

Mail Services Division

Facilities Supply and Storage Services Division

Procurement Department

Business Protocol Department

Security Office

Publications Department

Language and Documentation Department
Translating and Language-Editing Division
Information and Documentation Division

Office of the Governor

Internal Audit Office

Visitors' Centre

Monetary and Financial Statistics
Department

Monetary Financial Institutions
Statistics Division

Securities and Non-Monetary
Financial Institutions Statistics
Division

Financial Accounts and Government
Finance Statistics Division

External Statistics Department
Balance of Payments Statistics
Division

External Debt and International

Investment Position Statistics
Division

General Economic Statistics and
Statistical Information Systems
Department

Credit Institutions

Resolution Office
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Vicegovernor Vicegovernor Vicegovernor Vicegovernor Vicegovernor

Prudential Regulation

and Methodology Area

Prudential Regulation and Crisis
Management Department

Risk Modelling Department

International Relations
Area
European Relations Department
ESCB and Eurosystem Division
EU Policies Division

Prudential Reporting,
Methodology and Analysis
Department

Prudential Reporting Division
Prudential Methodology and Analysis
Division

Prudential Supervision

Area

Supervision Department |
Supervision Department Il
Supervision Department Il
On-site Supervision Department

Expert Supervision and

Oversight Area

Information Systems Supervision
Department

Anti-Money Laundering and
Terrorist Financing Supervision
Department

Office for Coordination
of Prudential Supervision,

Oversight and Risk
Management Activities

International Financial
Institutions Department
International Financial Institutions
Policies Division

Division for Financial Relations with
International Financial Institutions

Legal Area

Financial and Supervisory Law
Department

Financial Law Division
Supervisory Law Division

General Legal Affairs Department

Consumer Protection

Monitoring Office

Foreign Exchange

Regulation Office

Succession Issues
Coordination Office

Currency Area

Currency Operations Regulation,
Development and Control
Department

Currency Operations Regulation
and Development Division

Currency Operations Control Division

Currency Safekeeping, Processing
and Supply Department

Currency Safekeeping and Supply
Division

Currency Processing Division

National Counterfeit, National
Analysis and Coin National
Analysis Centres

National Counterfeit Centre

National Analysis and Coin National
Analysis Centres
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CLIMATE REPORT

Climate Report

This report is the second climate-related financial
disclosure for non-monetary portfolios of the Croatian
National Bank. By reporting on climate metrics, the CNB
contributes to enhancing transparency regarding potential
climate risks and climate compatibility at Eurosystem
level.

Climate change and the transition to a sustainable economy affect financial asset valuation not only
through interest rates, inflation rates, employment, investment and other macroeconomic indica-
tors, but also through financial stability and the transmission of monetary policy. This is why the
transition towards a climate-neutral economy requires comprehensive efforts from the entire so-
ciety, market participants, governments and central banks.

Eurosystem central banks have agreed on a common framework for climate-related disclosures

for non-monetary portfolios, accepting the recommendations of the Task Force on Climate-related
Financial Disclosures (TCFD), the Partnership for Carbon Accounting Financials (PCAF) and the
Network for Greening the Financial System (NGFS). Towards the end of the first quarter of 2023,
Eurosystem central banks published their first climate-related financial disclosures and committed
themselves to publishing them annually.

In its Annual Report for 2022, the Croatian National Bank published climate metrics for the portfolio
of net international reserves, i.e. its non-monetary portfolio.

As mentioned above, this report follows TCFD recommendations and therefore covers the following
four thematic areas: a) governance, b) strategy, c) risk management, and d) metrics and targets.

GOVERNANCE

The governance of the Croatian National Bank is laid down in the Act on the CNB, the Treaty on the
Functioning of the European Union and the Statute of the ESCB and of the ECB. Within its mandate,
the CNB incorporates climate-related issues into its operations and adapts its activities in accordance
with the objectives and tasks defined in the Treaty on the Functioning of the European Union and
the Paris Agreement. As the central bank of the Republic of Croatia and a Eurosystem member, the
Croatian National Bank supports climate-related objectives, without compromising price and finan-
cial stability.

In 2021, the CNB adopted its Climate Pledge, became involved more intensively in European and
international activities and joined the Network for Greening the Financial System (NGFS). The CNB
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also participates in the joint activities of the working group on climate change of the Vienna Initiati-
ve. After joining the Single Supervisory Mechanism (SSM) it also started consideration of climate-re-
lated risks within the framework of the supervision of credit institutions. Croatia’s accession to the
euro area has led to intensified cooperation with Eurosystem committees and working groups that
implement the climate agenda of the European Central Bank (ECB). One of the results of this coope-
ration was the CNB’s first disclosure on the climate impact of its own financial assets in the Annual
Report for 2022.

The CNB also established a working group whose task is to propose measures to reduce greenhouse
gas emissions and to protect the environment in the operations of the Croatian National Bank. The
group prepared the first report on the carbon footprint of the Croatian National Bank, including a
calculation of the CNB'’s carbon footprint for 2019 and 2022. A working group for the coordination of
climate-related activities was established in late 2023 with a view to coordinating climate-related
activities and monitoring the implementation of the CNB’s Climate Strategy.

In December 2023, the CNB adopted the Climate Strategy for the period from 2024 to 2026, defining
the objectives and priorities with regard to adaptation to and mitigation of climate change. In the
strategy the CNB not only defines its long-term vision, but it also incorporates climate- and environ-
ment-related issues in all aspects of its work. It focuses on the identification and management of
climate-related risks and on support to the transition to a low-carbon economy. The Climate Strategy
sets the following main goals for the forthcoming three-year period: the understanding of climate
risks for price stability and financial stability, integration of climate risks into the supervision of cre-
dit institutions, support to the transition to a low-carbon economy, reducing own carbon footprint
and active support to climate change-related initiatives.

Financial assets managed by the CNB consist of the foreign currency assets of the Republic of Croatia
that have not been transferred to the European Central Bank in accordance with Articles 30.1 and
48.1 of the Statute of the European System of Central Banks (ESCB) and of the European Central Bank
(ECB) and euro-denominated domestic assets not related to monetary policy. These assets also inc-
lude the portfolio, which is not actively managed, of Croatian government bonds purchased during
the COVID-19 pandemic to mitigate economic consequences and market disturbances. In managing
financial assets, the CNB aims to support monetary policy, financial stability and confidence in the
financial system and is primarily governed by the principles of liquidity and safety of investment.

The Council of the CNB formulates the strategy and policy of financial asset management. The Deci-
sion on financial asset management specifies the guidelines, criteria and limits on risk exposures.
In accordance with the objectives and criteria set by the Council of the CNB, the Financial Asset
Management Commission develops investment strategies and adopts tactical decisions taking into
account market conditions. The Financial Asset Management Department is responsible for inve-
sting financial assets on a daily basis, while the Financial Risk Management Office is responsible for
assessing and measuring risks, impact measurement and drafting proposals for strategic allocation
of financial assets. The Financial Asset Management Department and the Financial Risk Manage-
ment Office are responsible for preparing reports for the Commission, Management and Council. In
financial asset management, the CNB maintains appropriate risk exposure and, within the given
restrictions, attempts to ensure favourable rates of return on its investments.



CLIMATE REPORT 14

FIGURE 1 Strategy and decisions regarding the management of CNB's financial assets

adopts the Decision on financial asset
management to define the strategic
investment and risk management framework.

The Financial
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preparing operational reports. of risk and impact reports for the management.
Source: CNB.

Analyses of risks and options related to climate change are considered in the context of the existing
governance structure and investment strategies.

2 STRATEGY

With the publication of its Climate Pledge in 2021, the Croatian National Bank highlighted the
importance of the need to act with the objective of adapting to climate change, palliating climate
change and supporting the climate transition. Among the goals specified in the Pledge, the CNB
mentions developing and subsequently implementing its own climate strategy in different areas of
its competence, including financial asset management.

The Croatian National Bank manages financial assets that consist of:

- euro-denominated domestic assets not related to monetary policy, and
- foreign currency assets that have not been transferred to the European Central Bank.

Without interfering with the common monetary policy of the Eurosystem, in managing financial
assets, the CNB supports monetary policy, financial stability and confidence in the financial system
and is governed primarily by the principles of liquidity and the safety of investment.

The largest share of financial assets is invested in government and government institution securi-
ties, the safest and most liquid instruments. This also means that the behaviour of the governments
issuing these securities significantly affects the sustainability of the financial asset portfolio itself.
In addition, financial assets are invested in the securities of international financial institutions and
in covered bonds.

The negative impact of climate change on financial assets (e.g. a fall in asset prices, a deterioration
in portfolio credit quality, etc.) might materialise over a medium to long term. For this reason, in

w
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addition to climate-related indicators, the financial asset management strategy will include the su-
stainability criterion in line with acceptable risks, adequate asset types and operational capabilities.
The inclusion of the sustainability criterion in the strategy implies the recognition of issues related
to environmental protection, social issues and corporate governance, as well as enhancement of risk
management. The criteria of acceptable risks and asset types, as well as investment concentration,
must be taken into account in this context. Furthermore, special attention is paid to the transparen-
cy and quality of climate-related financial disclosures.

The CNB directs a portion of its investments towards bonds associated with projects having a positive
environmental impact, the so-called ESG investments. Eligible ESG issues by type of securities inc-
lude green bonds, social bonds, sustainability bonds and sustainability performance-linked bonds.
By investing in ESG bonds, investors become indirectly involved in the processes of reducing green-
house gas emissions of their issuers, although the carbon footprint of investors themselves remains
unchanged.

The definition of the ratio of eligible ESG securities under the sustainability criterion to total securi-
ties depends on market conditions and the quantity of ESG issues in total issues of eligible issuers.

FIGURE 2 Activities to be taken for the purpose of greening financial assets

RESEARCH DEVELOPMENT INVESTMENT AND MEASUREMENT

/
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- analysis of acceptable risks - preparation of guidelines - portfolio formation
- analysis of issuers « broadening of the list of issuers - metrics

- stress tests - education - reporting

- impact - reporting

Source: CNB.

RISK MANAGEMENT

The CNB recognises the importance of a thorough understanding of climate change risks for finan-
cial asset management and has therefore adopted the terminology and methodology to identify,
assess and reduce climate-related risks proposed by the TCFD. The CNB also actively works on the in-
corporation of long-term climate risks in financial asset management, as well as on the acquisition
of new knowledge and methodology improvement on an ongoing basis.

CNB financial assets not related to monetary policy are exposed to climate-related risks, which
might lead to undesirable consequences in the event of gradual changes in risk drivers (e.g. tempera-
ture increases) or acute risk drivers, such as extreme weather events (e.g. droughts or floods).
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Climate change may give rise to two types of risks to financial stability: transition and physical
risks. Transition risks refer to the probability and impacts of the economic consequences of climate
transition, such as regulatory changes and technological transformation. Physical risks, on the ot-
her hand, refer to the probability and impacts of severe weather events or natural disasters.

Integration of climate-related risks in the process of comprehensive risk management is currently
under way; these risks will not be assigned to a separate risk category, instead they will be consi-
dered as factors adding to existing categories of financial risks: market and credit risk as well as
liquidity risk and operational risk. Financial risks are monitored through a system of daily limits on
financial assets investment within the established risk management framework. The impact of cli-
mate-related risks on the CNB’s financial assets will not be significant in the short and medium run,
but it will increase as the horizon lengthens.

Metrics used in the monitoring of climate-related risks that are harmonised within the Eurosystem
comprise the following: weighted average carbon intensity (WACI), total carbon emissions (TCE),
carbon footprint (CF) and carbon intensity (CI) for traditional types of instruments, such as bonds of
governments and government institutions, bonds of international financial institutions, covered
bonds, and corporate bonds and shares. These metrics are published on an annual basis. As gover-
nment and government institution securities account for the largest share of the CNB’s financial
assets investments, the behaviour of their issuers significantly affects risks, including those associ-
ated with climate change.

METRICS AND TARGETS

In accordance with the recommendations of the Eurosystem and TCFD, the following metrics are cal-
culated for the purpose of measuring climate risks:

- Weighted average carbon intensity (WACI) measures a portfolio’s exposure to issuers, i.e. their
greenhouse gas emission intensity, and is expressed in tons of CO e' per million euro of revenue
(for corporate issuers, supranational institutions and agencies) or per million euro of GDP ac-
cording to purchasing power parity or per population or per million euro of final general gover-
nment spending (for government issuers), the value being normalised by the specified parame-
ters. Data on the emission intensity of corporate, supranational and agency issuers include Scope
12and Scope 2* data, but not Scope 3 data*. The metric is used to compare corporations, states and
sectors, or to make a comparison with a reference portfolio. It provides the so-called outside-in-
perspective, which provides an insight into the portfolio’s exposure to climate transition risks,
i.e. their financial significance.

Carbon dioxide equivalent or CO,e equivalent (CO,e) is a metric used to compare the emissions of different greenhouse gases based on their
global warming potential, by converting amounts of other gases into an equivalent amount of carbon dioxide with the same global warming
potential. The Kyoto Protocol covers seven categories of greenhouse gases: carbon dioxide, methane, nitrous oxide, fluorinated hydrocarbons and
sulphur hexafluoride. Carbon dioxide makes up about 74% of global greenhouse gas emissions, methane about 17%, nitrous oxide about 6%, and
other gases about 2%.

Scope 1 includes emissions for which an organisation is directly responsible by using its resources. Most often, these are related to natural gas for
heating, the use of own vehicles, etc.

Scope 2 includes indirect emissions generated by the generation of electricity or heat used by an organisation (e.g. how many gases are released
to generate the amount of electricity consumed).

Scope 3 includes all other indirect emissions that occur throughout the entire value chain used by an organisation (ranging from resources used
by suppliers to emissions that will occur as customers use the products).
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- Total carbon emissions (TCE) measures the total carbon emissions of a portfolio, and is ex-
pressed in tons of CO,e. This metric is not normalised and cannot be used for comparison, and
the size of the portfolio itself mostly affects the level of this metric. It provides the so-called insi-
de-out-perspective, i.e. an insight into the environmental footprint of a portfolio, i.e. its envi-
ronmental significance.

- Carbon footprint (CF) serves to normalise the total carbon emissions (TCE) by portfolio mar-
ket value, expressed in tons of CO,e per one million of investment. It allows for a comparison
between portfolios of different sizes over time.

- Carbon intensity (CI) serves to normalise the total carbon emissions (TCE) by revenue or GDP
according to purchasing power parity or the population or the value of central government spen-
ding, expressed in tonnes of CO,e per one million of revenue/CDP. This metric measures the car-
bon efficiency of a portfolio in financing economic activity.

All four metrics are based on a standardised methodology and are often used in financial sector cli-
mate reports. The normalised metrics (WACI, CF and CI) and the absolute metric (TCE) complement
each other and together provide a high degree of transparency in terms of determining a portfolio’s
exposure to climate risks.

Metrics for government investments are interpreted separately from metrics for non-government
investments due to different emission allocation methods. The common framework for climate-relat-
ed disclosures of the Eurosystem includes, for the purpose of achieving a higher level of transparen-
cy, three different methods for allocation of emissions for government issuers:

- Production emissions, which consist of greenhouse gas emissions on the domestic market, and
include domestic consumption and export. This definition is based on the territorial approach to
emissions adopted by the United Nations Framework Convention on Climate Change (UNFCCC)
for annual national emission inventories.

- Consumption emissions that include all emissions related to domestic demand, which is
adjusted so that the emission of imported goods is added and the emission of exported goods is
subtracted. This metric gives a broader view of countries’ emissions and solves the problem of
carbon leakage, which arises as a result of shifting production away from countries in which the
goods are subsequently consumed.

- Central government emissions include direct emissions (e.g. from buildings, vehicles) and
indirect emissions (e.g. emissions related to energy consumption, but also costs, subsidies and
investments) of the central government.

The CNB uses data from two climate data providers: ISS Institutional Shareholder Services, Inc. (ISS)
and Carbon4 Finance (C4F). The guiding rule is to use data published by the issuer, and if these data
are not available, modelled data from the specified providers is used. In addition, World Bank data
for countries (GDP according to purchasing power parity, population, central government spending)
are also used. This ensures comparability of data within the Eurosystem. All data included in the ca-
Iculation of the metrics should have the same reference years, but the disclosures of greenhouse gas
emissions and economic data are published with a lag and are inherently late, so the reference years
do not match for newer reporting periods (e.g. the latest available data refer to 2021 for government
issuers and to 2022 for other issuers). In addition, data on greenhouse gas emissions are not fully
available for all issuers, therefore the comparability of individual metrics is reduced. Data coverage is
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greater for government issuers, while data availability for supranational institutions and agencies is
limited. The percentage of data coverage is expressed as a percentage next to each metrics.

Climate metrics

In the investment structure of Croatian National Bank’s financial assets, the safest and highly liquid
instruments, such as government securities, make up the largest share of investments. This also
means that the behaviour of the governments issuing these securities significantly affects the car-
bon footprint of the portfolio itself.

FIGURE 3 Financial assets and their structure
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Notes: Financial assets in 2023 include Croatian bonds purchased during the COVID-19 pandemic under the bond purchase programme, which ceased to be part of CNB's
monetary assets following Croatia’s entry into the euro area. The amortised value of that portfolio stood at EUR 1,975m as at 31 December 2023.

Source: CNB.

In the period under observation, a strong growth of financial assets was recorded, which reached
EUR 23,891m at the end of 2023, including Croatian bonds purchased during the COVID-19 pandemic
under the bond purchase programme, which ceased to be part of CNB’s monetary assets following
Croatia’s entry into the euro area. Investments in government securities were reduced to around a
third of financial assets, while the shares of other securities and other instruments fluctuated due to
preparations for entry into the euro area and adjustments to the Eurosystem’s framework for finan-
cial asset management. In the currency structure, the euro accounted for 90%, while the rest was
accounted for by the US dollar.

In late 2023, the share of investments in green bonds in financial assets reached 1.9%, while the
share of total investments that take ESG criteria into account was 6.8%.

As the calculation of climate metrics included only securities, it covered around EUR 15bn of finan-
cial assets in nominal terms.

As at 31 December 2023, WACI for government issuers was 153.4 tCO:e per EUR million of GDP accord-
ing to purchasing power parity (production emissions excluding LULUCF), while the same metric for
production emissions including LULUCF was 139.7 tCOze. WACI for consumption emissions was 12.0
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TABLE 20.1 Climate metrics of financial assets as at 31 December 2023

Government issuers Other issuers

Government and government institution securities .
Securities of

- - X . Covered
Production Production  Consump-  Central int. fin. inst. bonds Total
emission emission tion emis- government and agencies
(excl. LULUCF) (incl. LULUCF) sion emission
Portfolio size 9.2 5.4 0.4 5.8
in nominal terms
(EUR billion)
WACI
gfcr(z@‘;ffer EPLleﬁ (Tf'”'on 1534 139.7 12.0 833 15 038 1.5
GDP, per cépita or 100% 100% 100% 100% 87% 100% 88%
consumption)
TCE (tCO.e) 1,417,688 1,291,573 1,908,710 140,039 101.0 18.6 119.6
2 100% 100% 100% 100% 73% 78% 74%
&2:?:“ Z‘F’EEPF{';E”OH 1534 139.7 206.5 151 0.0 0.0 0.0
ofin\iesﬁment) 100% 100% 100% 100% 73% 78% 74%
Carbon intensity
gfcr(zé‘;f’fg EPL;E 2}'”'0” 153.4 139.7 11.2 747 05 10 0.6
' 100% 100% 100% 100% 73% 78% 74%

GDP, per capita or
consumption)

Notes: Portfolio size excludes deposits, funds in the accounts, funds entrusted to the management of an international financial institution and others. The percentage of
data coverage is expressed as a percentage next to each metrics.
Abbreviation LULUCF refers to land use, land-use change and forestry. For example, afforestation reduces, while deforestation increases greenhouse gas emissions.

Sources: ISS, C4F, World Bank, Bloomberg, ECB and CNB.

tCO:e per capita, while central government emissions stood at 83.3 tCO:e per EUR million of central
government spending. The total WACI for other issuers, based on Scope 1 and Scope 2 emissions, was
1.5 tCO:e per one million of revenue.

Total carbon emissions (TCE) for government issuers at the end of 2023 amounted to 1.42 million
tCO,e by production emissions excluding LULUCF, while TCE for production emissions including
LULUCF was lower (1.29 million tCO,e). TCE for consumption emissions stood at 1.91 million tCO,e
and at 0.14 million tCO,e for central government emissions. The total TCE for other issuers was 119.6
tCO,e.

As at 31 December 2023, the carbon footprint (CF) for government issuers was 153.4 tCO:e per EUR
million of investment by production emissions excluding LULUCF, and 139.7 tCO:e by production
emissions including LULUCF. The carbon footprint by consumption emissions was 206.5 tCO:e per
EUR million of investment and 15.1 tCO:e per EUR million of investment by central government
emissions. The total carbon footprint for other issuers was close to zero.

As at 31 December 2023, carbon intensity (CI) for government issuers was 153.4 tCO.e per EUR mil-
lion of GDP according to purchasing power parity (production emissions excluding LULUCF) and 139.7
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FIGURE 4 Developments in climate metrics of financial assets for government issuers
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FIGURE 5 Developments in climate metrics of financial assets for other issuers
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tCO:qe for production emissions including LULUCF. Carbon intensity of consumption emissions was
11.2 tCO2e per capita and 74.7 tCO:e per EUR million of central government spending (central gov-
ernment emissions). The total carbon intensity for other issuers was 0.6 tCO.e per EUR million of
revenue,

Figure 4 shows developments in climate metrics in the period from 2020 to 2023. The WACI, TCE, CF
and CI metrics for government issuers recorded a decline in 2022 and 2023 as the data for the alloca-
tion of emissions in these two years were the same as in 2021, and the data used for normalisation
grew. In addition, data for previous years have been revised and updated, while data availability has
improved since the first disclosure.

The WACI and TCE metrics for other issuers, i.e. securities of international financial institutions and
agencies and covered bonds, recorded a fall in 2023 following a rise in 2022 and a change in the portfo-
lio structure during the preparations and adjustments that had to be carried out due to the entry into
the euro area on 1 January 2023. The CF metric remained stable, while the CI metric recorded a decline
in 2022 and 2023 due to the increase in data availability.

Objectives

Under the European Climate Law and the Paris Agreement, the objective of the EU member states is
that the European economy and society become climate neutral by the end of 2050 and that green-
house gas emissions be reduced by at least 55% by 2030 compared to 1990 levels. Neutrality implies the
achievement of a zero net emission through emission reduction, investment in green technologies
and environmental protection.

The CNB invests in green, social, sustainability and sustainability performance-linked bonds to sup-
port the transition to a low-carbon economy in line with the acceptable risk framework and market
conditions.

Within its mandate, the CNB will support decarbonisation in efforts to attain objectives of the Paris
Agreement and the EU’s climate neutrality. To that end, the CNB will deepen the understanding of
the effects of climate change on financial asset portfolios it manages, verify the availability and re-
liability of data and methodologies used in the metrics calculation and work on the improvement of
the methodology used in assessment of exposure to climate-related risks.

With its further reporting on climate metrics for financial assets, the CNB will ensure a high level of
transparency and accountability to the public.
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kPMG

Independent Auditors’ Report to the Council of the Croatian National Bank

Opinion

We have audited the financial statements of the Croatian National Bank, which comprise the balance sheet as at 31
December 2023, the profit and loss account for the year then ended, and notes, comprising material accounting
policies and other explanatory information.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of the
Croatian National Bank as at 31 December 2023, and of its financial performance for the year then ended, in
accordance with Article 60 of the Act on the Croatian National Bank (Official Gazette 75/2008, 54/2013 and 47/2020),
which regulates the application of Guideline (EU) 2016/2249 of the European Central Bank of 3 November 2016 on the
legal framework for accounting and financial reporting in the European System of Central Banks (ECB/2016/34), with
amendments ("the basis of preparation").

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing. Our responsibilities under those
standards are further described in the Auditors’ Responsibilities for the Audit of the Financial Statements section of our
report. We are independent of the Croatian National Bank in accordance with the ethical requirements that are
relevant to our audit of the financial statements in Croatia and we have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Responsibilities of the Council of the Croatian National Bank for the Financial Statements

The Council of the Croatian National Bank is responsible for the preparation of the financial statements that give a
true and fair view in accordance with the basis of preparation, and for such internal control as the Council of the
Croatian National Bank determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, the Council of the Croatian National Bank is responsible for assessing the
Croatian National Bank's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting in accordance with the relevant legislation.

The Council of the Croatian National Bank is responsible for overseeing the Croatian National Bank's financial
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KPMG)

Independent Auditors’ Report to the Council of the Croatian National Bank
(continued)

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
International Standards on Auditing will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with International Standards on Auditing, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

e |dentify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal controls.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Croatian National Bank’s internal controls.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by the Council of the Croatian National Bank.

e Conclude on the appropriateness of the Council of the Croatian National bank’s use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Croatian National Bank’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditors’ report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditors’ report. However, future events or conditions may cause the
Croatian National Bank to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.
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Independent Auditors’ Report to the Council of the Croatian National Bank
(continued)

Auditors’ Responsibilities for the Audit of the Financial Statements (continued)

We communicate with the Council of the Croatian National Bank regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.

KPMG Croatia d.o.o. za revizifu
Ilvana Ludita 2a

10000 Zagreb

Hrvatska

For and on behalf of KPMG Croatia d.o.o.:

Gotail Horvat K P M G Croatia

Pyetident of the Management Bhavd}.

tian certified auditoEurotower, 17. Kat
i vana Ludiéa 2a, 10000 Zagreb

Zagreb, 23 February 2024
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BALANCE SHEET

(Allamounts are expressed in thousands of euro)

Assets 31/12/2023 1/1/2023
1 Gold and gold receivables 841 106,545
2 Claims on non-euro area residents denominated in foreign currency 2,868,200 3,711,987

2.1 Receivables from the International Monetary Fund (IMF) 1,205,572 1,243,122
2.2 Balances with banks and security investments, external loans and other external 1,662,628 2,468,865
assets
3 Claims on euro area residents denominated in foreign currency 486,471 576,035
4 Claims on non-euro area residents denominated in euro 852,849 2,764,498
4.1 Balances with banks, security investments and loans 852,849 2,764,498
4.2 Claims arising from the credit facility under ERM I - -
5 Lending to euro area credit institutions related to monetary policy operations 55,000 -
denominated in euro
5.1 Main refinancing operations 55,000 -
5.2 Longer-term refinancing operations - -
5.3 Fine-tuning reverse operations - -
5.4 Structural reverse operations - -
5.5 Marginal lending facility - -
5.6 Credits related to margin calls - -
6 Other claims on euro area credit institutions denominated in euro 366,317 6,337,134
7 Securities of euro area residents denominated in euro 12,554,465 17,058,001
7.1 Securities held for monetary policy purposes - -
7.2 Other securities 12,554,465 17,058,001
8 General government debt denominated in euro - -
9 Intra-Eurosystem claims 29,951,399 13,075,368
9.1 Participating interest in ECB 420,517 71,391
9.2 Claims equivalent to the transfer of foreign reserves 327152 -
9.3 Claims related to the issuance of ECB debt certificates - -
9.4 Net claims related to the allocation of euro banknotes within the Eurosystem 13,347,239 10,501,967
9.5 Other claims within the Eurosystem (net) 15,856,491 2,502,010
10 Items in course of settlement - -
11 Other assets 364,204 1,064,714
11.1 Coins of euro area - -
11.2 Tangible and intangible fixed assets 110,045 91,459
11.3 Other financial assets 15,675 868,040
11.4 Off-balance-sheet instruments revaluation differences 2,196 -
11.5 Accruals and prepaid expenses 212,161 78,733
11.6 Sundry 24,127 26,482
12 Loss for the year - -
Total 47,499,746 44,694,282

The notes on pages 161 to 212 form an integral part of these financial statements.
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(Al amounts are expressed in thousands of euro)

Liabilities 31/12/2023 1/1/2023
1 Banknotes in circulation 12,081,286 14,887,495
2 Liabilities to euro area credit institutions related to monetary policy operations 17,638,981 18,662,198

denominated in euro
2.1 Current accounts (covering the reserve requirement system) 880,569 18,662,198
2.2 Deposit facility 16,758,412 -
2.3 Fixed-term deposits - -
2.4 Fine-tuning reverse operations - -
2.5 Deposits related to margin calls - -
3 Other liabilities to euro area credit institutions denominated in euro 9,428,593 3,307,609
4 Debt certificates issued - -
5 Liabilities to other euro area residents denominated in euro 4,629,859 3,670,800
5.1 General government 3,912,926 2,796,238
5.2 Other liabilities 716,933 874,562
6 Liabilities to non-euro area residents denominated in euro 70,877 119,508
7 Liabilities to euro area residents denominated in foreign currency 259,353 214,065
8 Liabilities to non-euro area residents denominated in foreign currency - -
8.1 Deposits, balances and other liabilities - -
8.2 Liabilities arising from the credit facility under ERM 11 - -
9 Counterpart of special drawing rights allocated by the IMF 1,204,434 1,240,100
10 Intra-Eurosystem liabilities - -
10.1 Liabilities equivalent to the transfer of foreign reserves - -
10.2 Liabilities related to the issuance of ECB debt certificates - -
10.3 Net liabilities related to the allocation of euro banknotes within the Eurosystem - -
10.4 Other liabilities within the Eurosystem (net) - -
11 Items in course of settlement - 45
12 Other liabilities 423,147 474,171
12.1 Off-balance-sheet instruments revaluation differences 9,482 20,059
12.2 Accruals and income collected in advance 45,701 5,701
12.3 Sundry 367,964 448411

13 Provisions 495,927 499,936

14 Revaluation accounts 783,405 1,147,890

15 Capital and reserves 483,884 470,465

15.1 Capital 331,807 331,807
15.2 Reserves 152,077 138,658
16 Profit for the year - -
Total 47,499,746 44,694,282

The notes on pages 161 to 212 form an integral part of these financial statements.
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PROFIT AND LOSS ACCOUNT

(All amounts are expressed in thousands of euro) 2023 2022
1.1 Interest income 879.384 285.252
1.2 Interest expense (876.568) (154.277)

1 Netinterest income/expense 2.816 130.975
2.1 Realised gains/losses arising from financial operations 305.398 75133
2.2 Write-downs on financial assets and positions - (21.959)
2.3 Transfer to/from provisions for financial risks - (26.545)

2 Net result of financial operations, write-downs and risk provisions 305.398 26.629
3.1 Fees and commissions income 17.396 9.076
3.2 Fees and commissions expense (9.975) (5.475)

3 Netincome/expense from fees and commissions 7.421 3.601

4 Income from equity shares and participating interests 849 849

5 Net result of pooling of monetary income (224.667) -

6 Otherincome 6.324 1.413

Total net income 98.141 163.467

7 Staff costs (35.046) (32.882)

8 Administrative expenses (30.071) (23.977)

9 Depreciation of tangible and intangible fixed assets (9.763) (7.273)

10 Costs of production of banknotes and coins (23.173) (35.179)

11 Other costs (88) (154)

Total operating expenses (98.141) (99.465)

12 Profit/(loss) for the year - 64.002

The financial statements set out on pages 158 do 212 were approved on 23 February 2024:

Director of the Finance and Accounting Department: Governor:
Mario Varovié Boris Vujcié¢

. - (S@ « 4 %&l@a&a /;(c%;(_/

The notes on pages 161 to 212 form an integral part of these financial statements.
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FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2023

Note 1 - General information and
accounting policies

GENERAL INFORMATION

The Croatian National Bank is the central bank of the Republic of Croatia with headquarters in Za-
greb, Trg hrvatskih velikana 3. Its status has been defined by the Act on the Croatian National Bank
(Official Gazette 75/2008, 54/2013 and 47/2020). The Croatian National Bank forms part of the European
System of Central Banks (ESCB).

Council Decision (EU) 2022/1211 of 12 July 2022 on the adoption by Croatia of the euro on 1 January 2023
(OJ L 187, 14.7.2022) stipulates that Croatia fulfils the necessary conditions for the adoption of the euro
and that the derogation referred to in Article 5 of the 2012 Act on Accession is abrogated with effect
from 1January 2023.

Pursuant to Article 5 of the Act on the Introduction of the Euro as the Official Currency in the Re-
public of Croatia (Official Gazette 57/2022 and 88/2022), and in connection with Council Decision (EU)
2022/1211 of 12 July 2022 on the adoption by Croatia of the euro on 1 January 2023 and Council Regula-
tion (EU) 2022/1208 of 12 July 2022 amending Regulation (EC) No 2866/98 as regards the conversion rate
to the euro for Croatia (O] L 187, 14.7.2022), the Government of the Republic of Croatia adopted the Deci-
sion on the announcement of the introduction of the euro in the Republic of Croatia (Official Gazette
85/2022). The Decision on the announcement of the introduction of the euro in the Republic of Croatia
stipulates that the euro becomes the official currency and legal tender in the Republic of Croatia on 1
January 2023. The Croatian National Bank becomes part of the Eurosystem on 1 January 2023. The Eu-
rosystem comprises the European Central Bank (ECB) and the national central banks of those states
that have adopted the euro. The euro area consists of EU states that have introduced the euro as their
currency.

The Croatian National Bank is owned by the Republic of Croatia. The Croatian National Bank is au-
tonomous and independent in fulfilling its objective and carrying out its tasks. The primary objec-
tive of the Croatian National Bank is maintaining price stability.

In accordance with the Treaty on the Functioning of the European Union and the Statute of the ESCB
and of the ECB, the Croatian National Bank carries out the following tasks:

participates in the definition and implementation of monetary policy of the European Union;

conducts foreign exchange operations (transactions) as set out in Article 219 of the Treaty on the Fun-
ctioning of the European Union; and

ensures the smooth operation of payment systems.

Without prejudice either to its tasks referred to in Article 88 of the Act on the Croatian National Bank
or to its independence, the Croatian National Bank, acting in accordance with the relevant legal acts
of the European Union, its institutions and bodies, carries out the following tasks:

manages the foreign reserves of the Republic of Croatia that have not been transferred to the ECB, as
well as other assets of the Republic of Croatia recorded in the Croatian National Bank balance sheet as
at the date of the introduction of the euro as the official currency of the Republic of Croatia;
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2)

3)

5)

6)

10)

issues and withdraws or revokes authorisations and approvals and adopts other decisions in accor-
dance with the laws governing the operation of credit institutions and the operation of credit unions,
payment service providers, electronic money issuers and payment systems, payment operations, the
issuance of electronic money, foreign exchange operations and the operation of authorised foreign
exchange offices;

exercises supervision and oversight in accordance with the laws governing the operation of credit
institutions and the operation of credit unions, payment service providers, electronic money issuers
and payment systems, payment operations and the issuance of electronic money;

opens credit institutions’ accounts and accepts deposits from credit institutions, executes payment
transactions across these accounts and grants loans to credit institutions;

collects and processes statistical data;
regulates and improves payment operations and ensures their smooth operation;

acts as fiscal agent for the Republic of Croatia and performs other operations on behalf of the Republic
of Croatia, as provided by law;

adopts subordinate legislation on the operations within its competence;

implements macroprudential policy for the purpose of contributing to maintaining the stability of
the financial system as a whole within its competence;

performs other operations as provided by other regulations.

The bodies of the Croatian National Bank are the Council of the Croatian National Bank and the Gov-
ernor of the Croatian National Bank. The Council of the Croatian National Bank comprises eight mem-
bers: Governor, Deputy Governor and six Vicegovernors of the Croatian National Bank. The Council of
the Croatian National Bank is competent and responsible for the achievement of the objective and for
the carrying out of the tasks of the Croatian National Bank and defines policies with respect to the ac-
tivities of the Croatian National Bank.

Members of the Council of the Croatian National Bank:

Prof. D. Sc. Boris Vujc¢i¢, Governor

D. Sc. Sandra Svaljek, Deputy Governor
D. Sc. Michael Faulend, Vicegovernor
Bojan Fras, Vicegovernor

M. Sc. Slavko TeSija, Vicegovernor

D. Sc. Roman Subié, Vicegovernor

M. Sc. Ivana Jakir-Bajo, Vicegovernor
D. Sc. Tomislav Cori¢, Vicegovernor.

The consolidated financial statements are not prepared and the financial statements of the Croatian
National Bank do not comprise the financial statements of the subsidiary Croatian Mint because they
are not material for the financial statements of the Croatian National Bank.
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FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2023

ACCOUNTING POLICIES

Basis of preparation

The financial statements of the Croatian National Bank for 2023 have been prepared in accordance
with Article 60 of the Act on the Croatian National Bank, which regulates the application of Guideline
(EU) 2016/2249 of the European Central Bank of 3 November 2016 on the legal framework for accounting
and financial reporting in the European System of Central Banks (ECB/2016/34), as amended (herein-
after: ECB Guideline). Article 60 of the Act on the Croatian National Bank states that the Croatian Na-
tional Bank prepares the financial statements in accordance with the ECB Guideline and reports on
transactions that are not regulated by the ECB Guideline applying, providing that there is no contra-
ry decision of the Council of the Croatian National Bank, valuation principles in accordance with the
International Financial Reporting Standards as adopted in the European Union that are material for
the operations and reports of the Croatian National Bank. In the reporting period there were no deci-
sions of the Council of the Croatian National Bank under Article 60 of the Act on the Croatian Nation-
al Bank.

The layout of the balance sheet and profit or loss account is presented in accordance with the structure
prescribed by the ECB Guideline.

The financial statements of the Croatian National Bank are presented in euros. The data in the finan-
cial statements as at 31 December 2022 are recalculated in euro on 1 January 2023 by applying the fixed
conversion rate of kuna to euro: EUR1=HRK7.53450.

The comparative information for all amounts presented in the balance sheet at the end of the report-
ing period are the data at the beginning of the reporting period valued and presented in accordance
with the valuation rules and the structure prescribed by the ECB Guideline and expressed in euro.

Changes to accounting policies

Certain comparative information has been reclassified in order to be in accordance with the presenta-
tion of the current year. The aforementioned reclassifications are only presentational in nature and
have no effect on net result for the year or capital and reserves.

The accounting policies of the Croatian National Bank were changed due to the introduction of the
euro as the official currency in the Republic of Croatia and the entry of the Croatian National Bank
into the Eurosystem. The most significant changes are the following:

In the balance sheet and the profit and loss account the terms “Croatia” and “kuna” are replaced by
the terms “euro area” and “euro”.

The financial statements of the Croatian National Bank contain all line items prescribed by the ECB
Guideline, which was not possible in the period until Croatia introduced the euro as the official
currency.

After the introduction of the euro as the official currency of the Republic of Croatia, banknotes are
reported under the balance sheet item Banknotes in circulation and coins under Other liabilities
according to the ECB Guideline. Kuna coins in circulation were reported together with banknotes in
circulation within the balance sheet item Banknotes and coins in circulation.
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Pursuant to Article 29 of the ECB Guideline, national central banks must revalue all financial assets
and liabilities as at the date on which they become members of the Eurosystem. Unrealised gains
which arose before or on that date are separated from any unrealised revaluation gains that may arise
thereafter, and remain with the national central banks. Accordingly, the Croatian National Bank es-
tablished pre-entry revaluation accounts from unrealised gains arisen before or on the date of the en-
try of the Croatian National Bank into the Eurosystem:

The pre-entry revaluation account from the revaluation of the euro against the kuna (hereinafter:
EUR/HRK pre-entry revaluation account) established from the balance in the EUR/HRK revaluation
account as at1January 2023 in the total amount of EUR 38,468 thousands arisen from the revaluation
of on-balance-sheet and off-balance-sheet items expressed in euros against the kuna.

The pre-entry revaluation account from the revaluation of the US dollar against the kuna (hereinafter:
USD/HRK pre-entry revaluation account) established from the balance in the USD/HRK revaluation
account as atljanuary 2023 in the total amount of EUR 296,252 thousands arisen from the revaluation
of on-balance-sheet and off-balance-sheet items expressed in US dollars against the kuna.

The pre-entry revaluation account from unrealised gains from the revaluation of financial assets,
liabilities and off-balance sheet items arisen before or on the date of the entry of the Croatian Nati-
onal Bank into the Eurosystem (hereinafter: the pre-entry revaluation account for the coverage of
losses) established from the balance as at 1January 2023 in revaluation accounts from the revaluation
of financial assets, liabilities and off-balance sheet items (other than those from the revaluation of
the euro against the kuna and the revaluation of the US dollar against the kuna) and the revaluation
accounts established, pursuant to the Decision of the CNB Council and adopted under the provisions
of the Act on the CNB, on transition to reporting in accordance with the ECB Guideline in the total
amount of EUR 769,138 thousands.

Impact of the entry into the Eurosystem on the balance sheet

ounts are expressed in thousands of euro)
Impact of the 1/1/2023
entry intothe following the
Eurosystem entry into the
1/1/2023 Eurosystem

1 Gold and gold receivables 106,798 (a) (253) 106,545

2 Clai

ms on non-euro area residents denominated in foreign 30,062,827 - (26,350,840) 3,711,987

currency

21
2.2

3 Clai

Receivables from the International Monetary Fund (IMF) 1,244,497 (b) (1,375) 1,243,122

Balances with banks and security investments, external 28,818,330 (0) (26,349,465) 2,468,865
loans and other external assets

ms on euro area residents denominated in foreign 17,086 (d) 558,949 576,035

currency

4 Clai
41
4.2

5Len
poli

51

ms on non-euro area residents denominated in euro - (e 2,764,498 2,764,498
Balances with banks, security investments and loans - - 2,764,498 2,764,498
Claims arising from the credit facility under ERM |l - - - -

ding to euro area credit institutions related to monetary 375,207 f) (375,207) -
cy operations denominated in euro

Main refinancing operations - - - -
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Impact of the 1/1/2023
nnen e SEOME flowing te
1/1/2023 Eurosystem
5.2 Longer-term refinancing operations 375,207 - (375,207) -
5.3 Fine-tuning reverse operations - - - -
5.4 Structural reverse operations - - - -
5.5 Marginal lending facility - - - -
5.6 Credits related to margin calls - - - -
6 Other claims on euro area credit institutions denominated - (9) 6,337,134 6,337,134
in euro
7 Securities of euro area residents denominated in euro 2,150,942 (h) 14,907,059 17,058,001
7.1 Securities held for monetary policy purposes 2,150,942 - (2,150,942) -
7.2 Other securities - - 17,058,001 17,058,001
8 General government debt denominated in euro - - - -
9 Intra-Eurosystem claims - - 13,075,368 13,075,368
9.1 Participating interest in ECB - 0] 71,391 71,391
9.2 Claims equivalent to the transfer of foreign reserves - - - -
9.3 Claims related to the issuance of ECB deDbt certificates - - - -
9.4 Net claims related to the allocation of euro banknotes - ()] 10,501,967 10,501,967
within the Eurosystem
9.5 Other claims within the Eurosystem (net) - (k) 2,502,010 2,502,010
10 Items in course of settlement - - - -
11 Other assets 198,808 0] 865,906 1,064,714
11.1 Coins of euro area - - - -
11.2 Tangible and intangible fixed assets 91,459 - - 91,459
11.3 Other financial assets 17132 - 850,908 868,040
11.4 Off-balance-sheet instruments revaluation differences - - - -
11.5 Accruals and prepaid expenses 78,733 - - 78,733
11.6 Sundry 11,484 - 14,998 26,482
12 Loss for the year - - - -
Total 32,911,668 - 11,782,614 44,694,282

*The notes in which the differences in the balance sheet as at 31 December 2022 and 1January 2023 are explained, asset items are marked with

an A and liability items with an L.

(@) Item A1 Gold and gold receivables decreased from 31 December 2022 due to the revaluation of gold according to the ECB exchange rate on1

January 2023.

(b) Item A 2.1 Receivables from the International Monetary Fund (IMF) decreased from 31 December 2022 due to the revaluation of special
drawing rights (XDR) according to the ECB exchange rate on1january 2023,

(c) Item A 2.2 Balances with banks and security investments, external loans and other external assets decreased by the amount of EUR
26,349,465 thousands from 31 December 2022 due to the reclassification of securities, current accounts, deposits, reverse repo agreements with
regard to the currency (euro) and belonging to the euro area, to the following items: A 3 Claims on euro area residents denominated in foreign
currency, the amount of EUR 576,035 thousands, A 4 Claims on non-euro area residents denominated in euro, EUR 2,764,498 thousands, A 6
Other claims on credit institutions from Croatia denominated in euro, EUR 4,662,489 thousands, A 7 Securities of euro area residents denomi-
nated in euro, EUR 14,907,059 thousands, A 9 Intra-Eurosystem claims, EUR 2,570,724 thousands and A1l Other assets, EUR 868,556 thousands.
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The remaining amount refers to the derecognition of euro banknotes and coins from cash on hand to off-balance sheet accounts in the total
amount of EUR 104 thousands, by which item L1 Euro banknotes in circulation decreased in the amount of EUR 102 thousands and item L12
Other liabilities decreased in the amount of EUR 2 thousands.

(d) The amount of EUR 576,035 thousands was reclassified from item A 2 Balances with banks and security investments, external loans and
other external assets to item A 3 Claims on euro area residents denominated in foreign currency, and the amount of EUR 17,086 thousands was
reclassified from item A 3 Claims on euro area residents denominated in foreign currency to item A 6 Other claims on euro area credit institu-
tions denominated in euro, so that the total impact of the entry into the Eurosystem on this item stood at EUR 558,949 thousands.

(e) The total amount of the increase in item A 4 Claims on non-euro area residents denominated in euro is the result of the reclassifica-
tion from item A 2.2 Balances with banks and security investments, external loans and other external assets in the amount of EUR 2,764,498
thousands.

(f) The amount in item A 5 Lending to euro area credit institutions related to monetary policy operations denominated in euro decreased in the
amount of EUR 375,207 thousands (lending related to monetary policy before the entry into the Eurosystem) and was transferred to item A 6
Other claims on euro area credit institutions denominated in euro.

(g) Item A 6 Other claims on euro area credit institutions denominated in euro increased by the amount of EUR 6,337134 thousands. It consists
of the amounts reclassified from item A 2.2 Balances with banks and security investments, external loans and other external assets in the
amount of EUR 4,662,489 thousands, EUR 17,086 thousands from item A 3 Claims on euro area residents denominated in foreign currency, EUR
375,207 thousands from item A 5 Lending to euro area credit institutions related to monetary policy operations denominated in euro and the
booking of the amount of EUR 1,282,352 thousands of claims on banks for frontloaded euro cash (counterpart of euro banknotes in circulation
and euro coins in circulation).

(h) The amount in item A 7 Securities of euro area residents denominated in euro increased by EUR 14,907,059 thousands that were reclassified
from item A 2.2 Balances with banks and security investments, external loans and other external assets. Sub-items under item A 7 were also
reclassified, so that the amount of EUR 2,150,942 thousands was reclassified from sub-item A 71 to sub-item A 7.2.

(i) On1January 2023, the amount of EUR 71,391 thousands was recorded under item A 9.1 Participating interest in ECB, i.e. EUR 2,648 thousands
reclassified from item A 11 Other assets, followed by the remaining paid-up capital to the ECB in the amount of EUR 68,714 thousands and EUR
29 thousands from revaluation according to the exchange rate on1january 2023.

(j) On1January 2023, a net claim in the amount of EUR 10,501,967 thousands, related to the allocation of euro banknotes within the Eurosys-
tem, was recorded under item A 9.4 Net claims related to the allocation of euro banknotes within the Eurosystem (counterpart L1Banknotes in
circulation).

(k) On1january 2023, item A 9.5 Other claims within the Eurosystem (net) increased due to the reclassification from item A 2.2 Balances with
banks and security investments, external loans and other external assets in the amount of EUR 2,570,724 thousands, and decreased due to the
booking of the liability for the payment of capital to the ECB in the amount of EUR 68,714 thousands.

(1) Item AT1 Other assets increased by EUR 865,906 thousands because EUR 2,648 thousands of paid-up ECB capital were reclassified to item A
9.1 Participating interest in ECB. The amount of EUR 868,556 thousands was reclassified from item A 2.2 Balances with banks and security in-
vestments, external loans and other external assets, and the amount of EUR 2 thousands relates to the negative effects of revaluation accord-
ing to the ECB's exchange rate on1january 2023.

(Allamounts are expressed in thousands of euro)

Impact of the 1/1/2023

Liabilities 31/12/2022  Note Sntrvintothe - following the

Eurosystem entryinto the

1/1/2023 Eurosystem

1 Banknotes in circulation 3,453,162 (m) 11,434,333 14,887,495

2 Liabilities to euro area credit institutions related to 16,327,272 (n) 2,334,926 18,662,198
monetary policy operations denominated in euro

2.1 Current accounts (covering the reserve requirement 16,327,272 - 2,334,926 18,662,198

system)

2.2 Deposit facility - - - _
2.3 Fixed-term deposits - - - _
2.4 Fine-tuning reverse operations - - - _
2.5 Deposits related to margin calls - - - -

3 Other liabilities to euro area credit institutions denominated 1,473,799 (o) 1,833,810 3,307,609
in euro

4 Debt certificates issued - - - -
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Impact of the 1/1/2023

Liabilities 31/12/2022  Note e“:;‘r’(::;:ttehr: ::t"r‘;"‘l’r'l':g :::

1/1/2023 Eurosystem

5 Liabilities to other euro area residents denominated in euro 1,243,100 (p) 2,427,700 3,670,800

5.1 General government 1,222,094 - 1,574,144 2,796,238

5.2 Other liabilities 21,006 - 853,556 874,562

6 Liabilities to non-euro area residents denominated in euro 118,047 () 1,461 119,508

7 Liabilities to euro area residents denominated in foreign 3,937,778 (s) (3,723,713) 214,065
currency

8 Liabilities to non-euro area residents denominated in foreign 2,871,955 (t) (2,871,955) -
currency

8.1 Deposits, balances and other liabilities 2,871,955 - (2,871,955) -

8.2 Liabilities arising from the credit facility under ERM Il - - - -

9 Counterpart of special drawing rights allocated by the IMF 1,241,472 (u) (1,372) 1,240,100

10 Intra-Eurosystem liabilities - - - -

10.1 Liabilities equivalent to the transfer of foreign reserves - - - -

10.2 Liabilities related to the issuance of ECB debt certificates - - - -

10.3 Net liabilities related to the allocation of euro banknotes - - - -

within the Eurosystem

10.4 Other liabilities within the Eurosystem (net) - - - -

11 Items in course of settlement - (v) 45 45

12 Other liabilities 62,564 (2) 411,607 474,171

12.1 Off-balance-sheet instruments revaluation differences 20,059 - - 20,059

12.2 Accruals and income collected in advance 5701 - - 5,701

12.3 Sundry 36,804 - 411,607 448,411

13 Provisions 499,936 - - 499,936

14 Revaluation accounts 1,148,116 (aa) (226) 1,147,890

15 Capital and reserves 470,465 - - 470,465

15.1 Capital 331,807 - - 331,807

15.2 Reserves 138,658 - - 138,658

16 Profit for the year 64,002 (ab) (64,002) -

Total 32,911,668 11,782,614 44,694,282

(m) Item L1 Banknotes in circulation increased due to the recording of frontloaded euro banknotes and the adjustment of euro banknotes
within the Eurosystem on1)January 2023 in the amount of EUR 11,641,582 thousands, and decreased due to the derecognition of euro banknotes
from cash on hand to off-balance sheet accounts in the amount of EUR 102 thousands and the reclassification of kuna coins in the amount of

EUR 207147 thousands to item L12 Other liabilities.

(n) Item L 2 Liabilities to euro area credit institutions related to monetary policy operations denominated in euro increased by the amount of
EUR 2,334,926 thousands, which was reclassified from item L 7 Liabilities to euro area residents denominated in foreign currency, relating to the
accounts of TARGET participants before the entry into the Eurosystem.

(0) Item L 3 Other liabilities to euro area credit institutions denominated in euro increased by EUR 1,833,810 thousands due to the reclassifi-
cation according to the euro area status and booking currency in the amount of EUR 20,100 thousands from item L 7 Liabilities to euro area
residents denominated in foreign currency and the amount of EUR 1,813,710 thousands from item L 8 Liabilities to non-euro area residents de-

nominated in foreign currency.
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1.2.3

1.2.4

1.2.5

(p) The increase in item L 5 Liabilities to other euro area residents denominated in euro in the amount of EUR 2,427700 thousands was the re-
sult of the reclassification according to the euro area status and booking currency from item L7 Liabilities to euro area residents denominated
in foreign currency in the amount of EUR 1,571,913 thousands, from item L 8 Liabilities to non-euro area residents denominated in foreign cur-
rency in the amount of EUR 853,556 thousands and from item L12 Other liabilities in the amount of EUR 2,231 thousands.

(r) The amount of EUR 1,461 thousands of the difference in item L 6 Liabilities to non-euro area residents denominated in euro relates to the
funds of the European Commission and the European Development Fund, which were reclassified from item L 8 Liabilities to non-euro area
residents denominated in foreign currency.

(s) Due to the entry into the Eurosystem, item L7 Liabilities to euro area residents denominated in foreign currency decreased by the amount
of EUR 3,723,713 thousands from 31 December 2022. The amount of EUR 2,334,926 thousands was reclassified to item L 2 Liabilities to euro area
credit institutions related to monetary policy operations denominated in euro, the amount of EUR 1,571,913 thousands was reclassified to item
L 5 Liabilities to other euro area residents denominated in euro, the amount of EUR 20,100 thousands was reclassified to item L 3 Other liabili-
ties to euro area credit institutions denominated in euro, and the amount of EUR 203,228 thousands was reclassified from item L 8 Liabilities to
non-euro area residents denominated in foreign currency. In addition to the aforementioned reclassifications, the decrease was also under the
effect of the exchange rate difference due to the conversion of balance sheet items to the ECB's exchange rate on1January 2023 in the amount
of EUR 2 thousands.

(t) The difference in the amount of EUR 2,871,955 thousands in item L 8 Liabilities to non-euro area residents denominated in foreign currency is
the result of the reclassification to item L 3 Other liabilities to euro area credit institutions denominated in euro in the amount of EUR 1,813,710
thousands, to item L 5 Liabilities to other euro area residents denominated in euro in the amount of EUR 853,556 thousands, to item L 6 Lia-
bilities to non-euro area residents denominated in euro in the amount of EUR 1,461 thousands and to item L 7 Liabilities to euro area residents
denominated in foreign currency in the amount of EUR 203,228 thousands.

(u) Item L9 Counterpart of special drawing rights allocated by the IMF varies by the amount of EUR 1,372 thousands due to the XDR revaluation
according to the ECB's exchange rate on1january 2023.

(v) The amount of EUR 45 thousands in item L 12 Other liabilities was reclassified to item L11 Items in course of settlement.

(2) Item L12 Other liabilities increased by the amount of EUR 411,607 thousands because of the following reclassifications: kuna coins in the
amount of EUR 207147 thousands reclassified from item L1Banknotes in circulation, the amount of EUR 64,002 thousands was reclassified
from item L16 Profit for the year, the amount of EUR 2,231 thousands was reclassified to item L 5 Liabilities to other euro area residents de-
nominated in euro, and the amount of EUR 45 thousands was reclassified to item L11 Items in course of settlement. The amount of EUR 142,736
thousands of frontloaded euro coins was also booked, and euro coins were derecognised from cash on hand to off-balance sheet accounts in
the amount of EUR 2 thousands.

(aa) Item L14 Revaluation accounts increased due to the positive effects of the conversion of balance sheet line items to the ECB's exchange
rate on1january 2023.

(ab) The realised profit for 2022 in the amount of EUR 64,002 thousands was reclassified from item L 16 Profit for the year to item L12 Other
liabilities.

Qualitative characteristics and accounting assumptions

In the preparation of the financial statements, the following quantitative characteristics and ac-
counting assumptions are applied: economic reality and transparency, prudence, materiality, consis-
tency and comparability, going concern basis, accruals principle and post-balance sheet events.

Basis of measurement

The financial statements have been prepared under the accrual basis of accounting and using the
historical cost convention, except for marketable securities (other than those held to maturity and for
monetary policy purposes), gold and other precious metals and assets under management with inter-
national institutions, which are measured at their market value and land and buildings measured at
revalued amount, which is their fair value at the revaluation date less subsequent accumulated depre-
ciation of buildings and subsequent accumulated impairment losses, if any.

Recording of transactions

The economic approach is used as the basis for recording foreign exchange transactions, financial
instruments denominated in foreign currency and related accruals, which is implemented using the
regular approach.
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Securities transactions including equity instruments denominated in foreign currency are recorded
according to the cash/settlement approach. The related accrued interest, including premiums or dis-
counts, are recorded on a daily basis from the spot settlement date.

All specific euro-denominated transactions, financial instruments and related accruals are recorded
according to the cash/settlement approach.
Recognition of assets and liabilities

A financial or other asset or liability is recognised in the CNB balance sheet only if all of the following
conditions are met:

itis probable that any future economic benefit associated with the asset or liability item will flow to
or from the CNB;

substantially all of the risks and rewards associated with the asset or liability are transferred to the
CNB;

the cost or value of the asset to the CNB or the amount of the obligation can be measured reliably.

Balance sheet valuation rules

The revaluation of gold, foreign currency instruments, securities (other than securities classified as
held-to-maturity, non-marketable securities, and securities held for monetary policy purposes that
are accounted for at amortised cost), as well as financial instruments, both on-balance-sheet and off-
balance-sheet, is performed at mid-market rates and prices at the reporting date.

No distinction is made between price and currency revaluation differences for gold, but a single gold
revaluation difference is accounted for, based on the euro price per defined unit of weight of gold at
the reporting date.

For foreign exchange, including on-balance-sheet and off-balance-sheet transactions, revaluation
takes place on a currency-by-currency basis. Holdings of special drawing rights, including designated
individual foreign exchange holdings underlying the XDR basket, are treated as one holding.

The exchange rates of major foreign currencies in the reporting period were as follows:

Currenc 31/12/2023 1/1/2023 Change

\ (1 euro) (1 euro) %
usb 1.10500 1.06660 3.60
XDR 0.82257 0.79891 2.96

For securities, revaluation takes place on a code-by-code basis, i.e. same International Securities Iden-
tification Number/type, while any embedded options will not be separated for valuation purposes.
Securities held for monetary policy purposes or included in the items Other financial assets or Sundry
are treated as separate holdings.

Marketable securities held for monetary policy purposes are treated as separate holdings and valued
at amortised cost (subject to impairment).

Held-to-maturity securities are securities with fixed or determinable payments and a fixed maturity,
which the Croatian National Bank intends to hold until maturity. Securities classified as held-to-ma-
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b)
c)

1.2.8

b)
c)

d)

turity are treated as separate holdings and valued at amortised cost (subject to impairment). The same
treatment applies to non-marketable securities. Securities classified as held-to-maturity may be sold
before their maturity when any of the following occurs:

if the quantity sold is considered not significant in comparison with the total amount of the
held-to-maturity securities portfolio;

if the securities are sold during one month before maturity date;

under exceptional circumstances, such as a significant deterioration of the issuer’s creditworthiness.

Recognition and valuation of financial assets

Financial asset is any asset that is:

cash;

a contractual right to receive cash or another financial instrument from another undertaking;

a contractual right to exchange financial instruments with another undertaking under conditions
that are potentially favourable; or

another undertaking’s equity instrument.
Gold is valued at market value.

Foreign currency marketable debt securities other than held-to-maturity are valued at the market
price and market rate, with all premiums or discounts amortised.

Foreign currency marketable debt securities classified as held-to-maturity are valued at cost subject
to impairment and market rate, with all premiums or discounts amortised.

Marketable debt securities currently held for monetary policy purposes are valued at amortised cost
subject to impairment.

Marketable securities (other than debt securities currently held for monetary policy purposes and
those classified as held-to-maturity) and similar assets are valued either at mid-market prices or on
the basis of the relevant yield curve prevailing on the balance sheet date, on a security-by-security
basis. Options embedded in securities are not separated for valuation purposes. For the year ending 31
December 2023, mid-market prices on 31 December 2023 were used.

Marketable debt securities classified as held-to-maturity and non-marketable securities are valued
at amortised cost, which is subject to impairment. I1liquid equity shares and any other equity instru-
ments held as permanent investments are valued at cost subject to impairment.

Receivables, balances with banks and loans are valued at nominal value, and foreign currencies are
translated at market rate.

Investments in subsidiaries or significant interests are valued under the net asset value principle. Net
value of these assets is calculated and recorded in the accounts once a year, at the end of a business
year, based on the data available at the time.

Assets under management with international financial institutions are valued at the market price
and market rate. The revaluation is performed on a net basis, and not on the underlying assets.
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Market price

Market price is the price that is quoted for a gold, foreign exchange or securities instrument usually
excluding accrued or rebate interest either on an organised market, e.g. a stock exchange, or a non-or-
ganised market, e.g. an over-the-counter market.

Impairment of financial assets

1.2.9

1.2.10

1.2.1

Financial assets are reviewed at the balance sheet date to determine whether there is objective evi-
dence of impairment. Impairment is a decline of the recoverable amount below the carrying amount.

Repo agreements

The Croatian National Bank enters into securities purchase/sale agreements under which it agrees to
resell/repurchase the same instrument on a specific future date at a fixed price.

A reverse transaction conducted under a reverse repo agreement is recorded as a collateralised out-
ward loan on the assets side of the balance sheet for the amount of the loan. Securities acquired under
reverse repo agreements are not revalued and no profit or loss arising thereon is taken to the profit
and loss account by the Croatian National Bank.

A reverse transaction conducted under a repo agreement is recorded as a collateralised inward deposit
on the liabilities side of the balance sheet, while the item that has been provided as collateral remains
on the assets side of the balance sheet. Securities sold which are to be repurchased under repo agree-
ments are treated by the Croatian National Bank as if the assets in question were still part of the port-
folio from which they were sold.

Recognition and valuation of liabilities

Liability is a present obligation of the Croatian National Bank arising from past events, the settlement
of which is expected to result in an outflow from the Croatian National Bank of resources embodying
economic benefits, while the amount of such settlement can be measured reliably.

Financial liability is any liability that is a legal obligation to deliver cash or another financial instru-
ment to another undertaking or to exchange financial instruments with another undertaking under
conditions that are potentially unfavourable.

Banknotes and coins in circulation, liabilities on deposits received, current account liabilities, lia-
bilities to suppliers, liabilities on salaries and other employee liabilities as well as other liabilities
are recorded in the business books and reported in the financial statements at the nominal value
of a transaction based on a contract or another authentic document confirming the occurrence of a
liability.

The costs of production of euro banknotes and coins are reported in the profit and loss account when
they are invoiced or occur in any other way.
Banknotes in circulation

The ECB and the euro area national central banks (NCBs), which together comprise the Eurosystem,
issue euro banknotes’?, The total value of euro banknotes in circulation is allocated to the Eurosystem
central banks on the last working day of each month in accordance with the banknote allocation key.?
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1.2.12

The ECB has been allocated an 8% share of the total value of euro banknotes in circulation, whereas
the remaining 92% has been allocated to national central banks according to their weightings in the
capital key of the ECB. The share of banknotes allocated to each national central bank is disclosed in
the balance sheet under liability item “Banknotes in circulation”.

The difference between the value of the euro banknotes allocated to each national central bank in ac-
cordance with the banknote allocation key and the value of the euro banknotes that it actually puts
into circulation also gives rise to remunerated* intra-Eurosystem balances. These claims (or liabilities)
are disclosed under the item “Net claims (liabilities) related to the allocation of euro banknotes with-
in the Eurosystem” (see “Intra-ESCB balances/Intra-Eurosystem balances” in the notes on accounting
policies).

From the euro cash changeover year® until five years following the euro cash changeover year the in-
tra-Eurosystem balances arising from the allocation of euro banknotes are adjusted in order to avoid
significant changes in national central banks’ relative income positions as compared to previous
years. The adjustments are affected by taking into account the differences between the average value
of banknotes in circulation of each national central bank in the reference period® and the average val-
ue of banknotes that would have been allocated to them during that period under the ECB capital key.
The adjustments will be reduced in annual stages until the first day of the sixth year after the euro
cash changeover year when income on banknotes will be allocated fully in proportion to the national
central banks’ paid-up shares in the ECB’s capital. In the year under review the adjustments resulted
from the accession of the Croatian National Bank (in 2023) and will terminate at the end of 2028.

The interest income and expense on these balances is cleared through the accounts of the ECB and is
disclosed under item “Net interest income” in the profit and loss account.

Intra-ESCB balances/Intra-Eurosystem balances

Intra-Eurosystem balances result primarily from cross-border payments in the European Union (EU)
that are settled in central bank money in euro (these transactions are for the most part initiated by
private entities). They are primarily settled in TARGET - the Trans-European Automated Real-time
Gross Settlement Express Transfer system - and give rise to bilateral balances in the TARGET ac-
counts of EU central banks. Payments conducted by the ECB and the NCBs also affect these accounts.
All settlements are automatically aggregated and adjusted to form part of a single position of each
NCB vis-a-vis the ECB. The movements in TARGET accounts are reflected in the accounting records of
the ECB and the NCBs on a daily basis. Intra-Eurosystem balances of the Croatian National Bank vis-
a-vis the ECB arising from TARGET, as well as other intra-Eurosystem balances denominated in euro
(e.g. interim ECB profit distributions to national central banks, if any, monetary income results), are

Decision of the ECB of 13 December 2010 on the issue of euro banknotes (ECB/2010/29) (2011/67/EU) (OJ L 35, 9.2.2011, p. 26), as
amended. The unofficial consolidated text with the list of amendments can be found here.

The Croatian National Bank has participated in the Eurosystem since 2023.

"Banknote allocation key” means the percentages that result from taking into account the ECB’s share in the total euro banknote issue and
applying the subscribed capital key to the national central banks’ share in that total.

Decision (EU) 2016/2248 of the ECB of 3 November 2016 on the allocation of monetary income of the national central banks of Member
States whose currency is the euro (ECB/2016/36), OJ L 347, 20.12.2016, p. 26, as amended. The unofficial consolidated text with the list of
amendments can be found here.

Euro cash changeover year refers to the year in which the euro banknotes are introduced as legal tender in the respective Member State,
for the Croatian National Bank, this is 2023.

The reference period refers to the 24 months which start 30 months before the day on which euro banknotes become legal tender in the
respective Member State, for the Croatian National Bank this is the period from July 2020 to June 2022.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02010D0029%2801%29-20200201
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02016D0036%2801%29-20201231

1.2.13
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presented on the balance sheet of the Croatian National Bank as a single net asset or liability position
under “Other claims within the Eurosystem (net)” or “Other liabilities within the Eurosystem (net)”.
Intra-ESCB balances versus non-euro area NCBs not arising from TARGET are disclosed either under
“Claims on non-euro area residents denominated in euro” or “Liabilities to non-euro area residents
denominated in euro”.

Intra-Eurosystem claims arising from the Croatian National Bank’s participating interest in the ECB
are reported under “Participating interest in ECB”. In particular, this balance sheet item includes: (i)
the NCBs’ paid-up share in the ECB’s subscribed capital, (ii) any net amount paid by the NCBs due to
the increase in their shares in the ECB’s equity value’ resulting from all previous ECB capital key ad-
justments, and (iii) contributions in accordance with Article 48.2 of the Statute of the ESCB with re-
spect to central banks of Member States whose derogations have been abrogated.

Intra-Eurosystem claims arising from the transfer of foreign reserve assets to the ECB by the Croatian
National Bank at the time of joining the Eurosystem are denominated in euro and reported under
“Claims equivalent to the transfer of foreign reserves”.

Intra-Eurosystem balances arising from the allocation of euro banknotes within the Eurosystem are
included as a single net asset (liability) under “Net claims (liabilities) related to the allocation of euro
banknotes within the Eurosystem” (see “Banknotes in circulation” in the notes on accounting policies).

Income recognition
The following rules apply to income recognition:
realised gains and realised losses are taken to the profit and loss account;

unrealised gains are not recognised as income, but recorded directly in a revaluation account;

atyear end, unrealised losses are taken to the profit and loss account if they exceed previous revalua-
tion gains registered in the corresponding revaluation account;

unrealised losses taken to the profit and loss account are not reversed in subsequent years against
new unrealised gains;

there is no netting of unrealised losses in any one security, or in any currency or in gold holdings
against unrealised gains in other securities or currencies or gold;

atyear end, impairment losses are taken to the profit and loss account and must not be reversed in
subsequent years, unless the impairment decreases and the decrease can be related to an observable
event that occurred after the impairment was first recorded.

Foreign exchange gains/losses on IMF accounts linked to foreign currency (XDR) and expressed in
euro, if all foreign exchange gains/losses are borne by the Ministry of Finance, are recognised in the
profit and loss account.

Premiums or discounts arising on issued and purchased securities are calculated and presented as
part of interest income and are amortised over the remaining contractual life until the maturity of
the securities according to the internal rate of return method (effective interest rate).

Equity value means the total of the ECB's reserves, revaluation accounts and provisions equivalent to reserves, minus any loss carried
forward from previous periods. In the event of capital key adjustments taking place during the financial year, the equity value also includes
the ECB's accumulated net profit or net loss until the date of the adjustment.
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1.2.14

1.2.15

1.2.16

Accruals denominated in foreign currencies are translated at the exchange rate of the recording date
and have an impact on the foreign currency position.

Currency outflows that entail a change in the holding of a given currency may give rise to realised
foreign exchange gains or losses.

Cost of transactions

The average cost method is used on a daily basis for gold, foreign currency instruments and securities,
to compute the acquisition cost of items sold, having regard to the effect of exchange rate and/or price
movements.

The average cost of the asset or liability is reduced or increased by unrealised losses taken to the profit
and loss account at year end.

For the purpose of calculating the average purchase cost of a security, all purchases made during the
day are added, at their purchase price, to the previous day’s holding to produce a new weighted aver-
age cost before applying the sales for the same day.

Where a long position exists, net inflows of currencies and gold made during the day are added to the
previous day’s holding, at the average rate or gold price of the inflows of the day for each respective
currency and gold, to produce a new weighted average cost. In the case of net outflows, the calculation
of the realised gain or loss is based on the average cost of the respective currency or gold holding for
the preceding day, so that the average cost remains unchanged. Differences in the average rate/gold
price between inflows and outflows made during the day also result in realised gains or losses. Where
a liability situation exists in respect of a foreign currency or gold position, the reverse treatment ap-
plies to the abovementioned approach.

Revaluation accounts

The Croatian National Bank establishes revaluation accounts for the purpose of revaluation of assets
and liabilities. Revaluation accounts are established from unrealised gains on the revaluation of as-
sets and liabilities. In addition to the abovementioned revaluation accounts, the Croatian National
Bank also established pre-entry revaluation accounts from unrealised gains arisen before or on the
date of the entry of the Croatian National Bank into the Eurosystem (Note 1.2.2 Changes to accounting
policies and Note 3 under 14 Revaluation accounts).

Provisions

Provisions for future liabilities

The Croatian National Bank recognises a provision if it has a present legal or constructive obligation
as aresult of a past event, it is probable that an outflow of resources will be required to settle the obli-
gation, and when a reliable estimate can be made of the obligation. No provision is recognised unless
all of these conditions have been met.

Provisions are reviewed at the end of each reporting period and adjusted to reflect current best esti-
mates. If it is no longer probable that an outflow of resources embodying economic benefits will be
required to settle the obligation, the provision is reversed. Income or expenses arising from provisions
are recognised in the profit and loss account at the end of the accounting period to which they relate.
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Provisions for financial risks

1.2.17

The Croatian National Bank may establish provisions for financial risks in accordance with a decision
of the Council of the Croatian National Bank.

The amount of provisions for financial risks and the further need for them is reviewed once a year on
the basis of the Croatian National Bank’s assessment of its own exposure to these risks. The decision
to increase or decrease provisions for financial risks is made by the Council of the Croatian National

Bank. Income and/or expenses from risk provisions are recorded on the reporting date in accordance

with the Decision of the Council of the Croatian National Bank.

Accounting rules for off-balance sheet instruments

Foreign exchange forward transactions, forward legs of foreign exchange swaps and other currency
instruments involving an exchange of one currency for another at a future date are included in the
net foreign currency positions for calculating average costs and foreign exchange gains and losses.

Gains and losses arising from off-balance-sheet instruments are recognised and treated in a similar
manner to on-balance-sheet instruments.

Foreign exchange forward transactions

Forward purchases and sales are recognised in off-balance-sheet accounts from the trade date to the
settlement date at the spot rate of the forward transaction. Realised gains and losses on sale trans-
actions are calculated using the average cost of the foreign currency position on the trade date in ac-
cordance with the daily netting procedure for purchases and sales.

The difference between the spot and the forward rates is treated as interest payable or receivable on an
accruals basis. At the settlement date the off-balance-sheet accounts are reversed. The foreign curren-
cy position is affected by forward transactions from the trade date at the spot rate.

The forward positions are valued in conjunction with the spot position of the same currency, offset-
ting any differences that may arise within a single foreign currency position. A net loss balance is
debited to the profit and loss account when it exceeds previous revaluation gains recorded in the re-
valuation account. A net profit balance is credited to the revaluation account.

Foreign exchange swaps

Forward and spot purchases and sales are recognised in on-balance-sheet accounts at the respective
settlement date.

Forward and spot purchases and sales are recognised in off-balance-sheet accounts from the trade
date to the settlement date at the spot rate of the forward transaction.

Sale transactions are recognised at the spot rate of the transaction. Therefore no gains or losses arise.

The difference between the spot and the forward rates is treated as interest payable or receivable on an
accruals basis for both purchases and sales. At the settlement date the off-balance-sheet accounts are
reversed. The foreign currency position changes only as a result of accruals denominated in foreign
currency.

The forward position is valued in conjunction with the related spot position.
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1.2.18 Taxation

In accordance with relevant legislation the Croatian National Bank is not subject to the Croatian in-
come tax.

1.2.19 Tangible and intangible fixed assets

Tangible and intangible fixed assets are recognised in the balance sheet at cost less accumulated
depreciation and impairment losses. The exceptions are land and buildings which are carried at re-
valued amount, representing their fair value at the revaluation date, decreased by accumulated de-
preciation for buildings and any impairment losses. Depreciation is provided under the straight-line
method. Fair value of land and buildings was determined based on appraisals performed by indepen-
dent experts and certain significant inputs for valuation were not observable market data.

Gains on revaluation of land and buildings are included as a separate item in the Revaluation ac-
counts. Losses on revaluation are charged to the revaluation reserve account to the extent of the re-
valuation surplus previously recognised in equity, and any loss in excess of the previously recognised
surplus is charged to the profit and loss account for the reporting period.

The revaluation surplus is transferred as the asset is used. In such a case, the amount of the surplus
transferred is the difference between depreciation based on the revalued carrying amount of the asset
and depreciation based on the asset’s original cost. The revaluation surplus included in equity in re-
spect of land and buildings is transferred directly to general reserves when the asset is derecognised.
This includes transferring the whole of the surplus when the asset is retired or disposed of. Transfers
from revaluation surplus to general reserves are not made through profit or loss.

Useful life of tangible and intangible fixed assets is shown in the table below:

Asset class Expected useful life in 2023 Expected useful life in 2022

(number of years) (number of years)
Property 20 - 50 20 - 50
Computers and computing infrastructure 5-8 5-8
Furniture and equipment 2-20 2-20
Motor vehicles 4 4
Software and licences up to 10 up to 10
Leases

At the commencement date, the Croatian National Bank recognises a right-of-use asset and a lease
liability.

At the commencement date the right-of-use asset is measured at cost and lease liability is measured
at the present value of the lease payments that are not paid at that date. The present value of the lease
liability is calculated using the ECB’s main refinancing operations rate. After the commencement
date the right-of-use asset is measured applying a cost model.

The Croatian National Bank does not recognise the right-of-use assets for short-term leases and leases
for which the underlying asset is of low value. The lease payments associated with short-term leases
and leases for which the underlying asset is of low value are recognised as an expense on a straight-
line basis over the lease term.
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Non-lease components are not separated from lease components and instead each lease component
and any associated non-lease components are accounted for as a single lease component.

The right-of-use asset is depreciated under the straight-line method, from the commencement date to
the earlier of the end of the useful life of the right-of-use asset or the end of the lease term.

Impairment of non-financial assets

1.3

1.4

The net carrying amount of non-financial assets is assessed at the end of each reporting period to
determine whether there is any indication that the assets may be impaired. If any such indication
exists, the recoverable amount of those assets is estimated. For assets with indefinite useful life and
intangible assets not yet available for use, the recoverable amount is estimated on every reporting
date.

An impairment loss is recognised if the net carrying amount of an asset or cash-generating unit is
greater than its recoverable amount. A cash-generating unit is the smallest identifiable group of as-
sets that generates cash inflows that are largely independent of the cash inflows from other assets
or groups of assets. The cash-generating unit for the Croatian National Bank is the Croatian National
Bank as a whole. Impairment loss is recognised in profit or loss.

The recoverable amount of an asset or a cash-generating unit is the higher of its fair value less costs of
disposal and its value in use. Value in use is the present value of the future cash flows expected to be
derived from an asset or cash-generating unit. Value in use is estimated by discounting expected fu-
ture cash flows with the discount rate that reflects current market assessments of time value of mon-
ey and the risks specific to these assets.

An impairment loss recognised in prior periods is assessed on every reporting date to determine if
there is any indication that impairment may have decreased or no longer exists. An impairment
loss is reversed if there has been a change in the estimates used to determine the asset’s recoverable
amount. An impairment loss is reversed only up to the carrying amount of an asset net of accumu-
lated amortisation or depreciation that would have been determined had no impairment loss been
recognised.

USE OF JUDGEMENTS AND ESTIMATES

In preparing the financial statements for 2023, the management made judgements, estimates and
assumptions that affect the application of accounting policies and reported amounts of assets and li-
abilities, income and expense. The estimates are based on the management’s best estimate of current
events and operations, and actual results may differ from these estimates. The estimates are used to
assess the useful life of tangible and intangible fixed assets, the amount of provisions for future lia-
bilities and the exposure of the Croatian National Bank to financial risks for the purpose of establish-
ing provisions for financial risks.

ALLOCATION OF PROFIT AND COVERAGE OF LOSSES

The allocation of profit and the coverage of losses of the Croatian National Bank are performed in ac-
cordance with Article 57 of the Act on the Croatian National Bank. The profit of the Croatian National
Bank reported in the financial year is allocated to general reserves and to the State Budget in accord-
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ance with the decision of the Council of the Croatian National Bank in such a manner that 20% of the
profit is allocated to general reserves and 80% of the profit constitutes revenue to the State Budget. By
way of exception, if the amount of general reserves on the last day of the financial year is lower than
the lower bound of general reserves established pursuant to Article 55, paragraph (2) of the Act on the
Croatian National Bank, the Council of the Croatian National Bank adopts a decision stipulating that
the required amount of profit is allocated to general reserves until their lower bound is reached, while
the remaining profit is allocated in such a manner that 20% of the profit is allocated to general re-
serves and 80% of the profit constitutes revenue to the State Budget.

The loss of the Croatian National Bank is firstly covered from general reserves and if the loss of the
Croatian National Bank is higher than the amount of general reserves, the loss amount exceeding the
amount of general reserves is covered from the profit of the following years. The profit of the Croatian
National Bank to be reported in the following years is firstly used for the coverage of loss from the pre-
vious years.

If the total capital of the Croatian National Bank decreased by the loss from the previous years is over
a longer period lower than the capital of the Croatian National Bank, the required amount up to the
amount of the capital is covered from the State Budget in the following medium-term period. With-
in the meaning of this provision, the total capital of the Croatian National Bank is constituted of the
capital, general reserves, revaluation accounts and provisions for financial risks.

Note 2 - Items of assets

1 GOLD AND GOLD RECEIVABLES

Change
31/12/2023 1/1/2023
Absolute %
Quantity in gold ounces 450.25 62,450.25  (62,000.00) (99.28)
Price
EUR/gold ounce 1,867.828 1,706.075 161.753 9.48
Carrying amount in thousands of euro 841 106,545 (105,704) (99.21)

Article 48.1in conjunction with Article 30.1 of the Statute of the ESCB and of the ECB prescribes that
the national central bank of a Member State whose derogation has been abrogated must transfer for-
eign reserve assets to the ECB. On 30 December 2022, the ECB adopted Decision (EU) 2023/135 on the
paying-up of capital, transfer of foreign reserve assets, and contributions by Hrvatska narodna banka
to the European Central Bank’s reserves and provisions (ECB/2022/51).

The foreign reserve assets expressed in euro at the exchange rate applicable on 30 December 2022
that were transferred to the ECB amounted to EUR 639,850 thousands, with the structure of the
transfer defined as follows: 15% in gold and 85% in US dollars. Accordingly, 15% of the amount of EUR
639,850 thousands was transferred in gold, which at the exchange rate applicable on 30 December
2022 amounted to EUR 95,978 thousandes, i.e., 56,256.29 ounces of gold, and 85% was transferred in
US dollars, which at the stated exchange rate amounted to EUR 543,872 thousands, i.e., USD 580,094
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thousands. For this purpose, the Croatian National Bank purchased gold in 2022, and the remain-
ing amount of the purchased gold, after the transfer to the ECB, was sold in January 2023 (EUR 9,998
thousands).

2 CLAIMS ON NON-EURO AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY
2.1 Receivables from the International Monetary Fund (IMF)
(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023 Change
Absolute %
Euro-denominated balances with the IMF:
Membership quota 872,143 897,970 (25,827) (2.88)
Euro-denominated bills of exchange (869,360) (895,261) 25,901 (2.89)
IMF account no. 1 (2,272) (2,247) (25) 111
Reserve position with the IMF 511 462 49 10.61
IMF account no. 2 (31) (14) 17) 121.43
Total 480 448 32 7.14
Balances with the IMF denominated in special drawing rights
Foreign currency current account with the IMF 1,204,461 1,242,024 (37,563) (3.02)
PRG-HIPC fund deposit 631 650 (19) (2.92)
Total 1,205,092 1,242,674 (37,582) (3.02)
Total 1,205,572 1,243,122 (37,550) (3.02)

The Croatian National Bank is the fiscal agent of the Republic of Croatia for the International Mone-
tary Fund and the International Monetary Fund’s depository.

The current account and deposit as well as net cumulative allocations with the International Mone-
tary Fund are denominated in special drawing rights (XDR) and measured at their nominal value.

The membership quota, bills of exchange and International Monetary Fund accounts number 1 and 2
are measured at cost, denominated in euro and linked to XDR (they are revalued on the reporting date
at the XDR exchange rate applicable on that date).

Pursuant to the Decision on granting approval to conclude the new Agreement on the non-inter-

est bearing deposit with the International Monetary Fund (IMF) for the Poverty Reduction and
Growth-Heavily Indebted Poor Countries Trust (PRG-HIPC Trust), adopted by the Government of the
Republic of Croatia at the meeting held on 20 December 2018, the Agreement on the non-interest bear-
ing deposit was signed between the Croatian National Bank and the IMF as the manager of the PRG-
HIPC Trust, which provides for depositing a non-interest bearing amount of XDR 519,161 thousands
for the PRG-HIPC Trust. The PRGT - Poverty Reduction and Growth Trust is a special fund within the
IMF that provides financial support to low-income countries under very favourable (concessional)
conditions.
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2.2  Balances with banks and security investments, external loans and other external

assets
Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Securities 1,348,200 1,597,057 (248,857) (15.58)
Balances with banks, external loans and other external assets 314,428 871,808 (557,380) (63.93)
Total 1,662,628 2,468,865 (806,237) (32.66)

2.2.1 Securities

The table below shows investments in securities outside the euro area denominated in foreign

currency.
: Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Marketable debt securities other than held-to-maturity 627,683 585,868 41,815 7.14
Marketable held-to-maturity debt securities 720,517 1,011,189 (290,672) (28.75)
Total 1,348,200 1,597,057 (248,857) (15.58)

Investments in securities by currency

Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
usD 1,210,636 1,341,073 (130,437) (9.73)
Other currencies 137564 255,984 (118,420) (46.26)
Total 1,348,200 1,597,057 (248,857) (15.58)

Investments in securities decreased because funds, at maturity, were redirected to covered foreign ex-

change swaps.

2.2.2 Balances with banks, external loans and other external assets

) Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Cash and current accounts 2,536 6,282 (3,746) (59.63)
Deposits with other banks 18,099 18,751 (652) (3.48)
Reverse repo agreements 112,579 659,947 (547,368) (82.94)
Assets under management with international financial institutions 181,214 186,828 (5.614) (3.00)
Total 314,428 871,808 (557,380) (63.93)

At the beginning of the year, funds obtained by foreign currency reverse repo agreements in US dol-
lars were directed to current accounts, and funds in current accounts decreased at the time of transfer
of foreign reserve assets to the ECB in the amount of EUR 543,872 thousands (USD 580,094 thousands).
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Balances with banks, external loans and other external assets by currency

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023 Change
Absolute %

312,175 867,186 (555,011) (64.00)

Other currencies 2,253 4,622 (2,369) (51.25)
314,428 871,808 (557,380) (63.93)

CLAIMS ON EURO AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY

(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023 Change
Absolute %

Marketable held-to-maturity securities 232,424 372,803 (140,379) (37.66)
Balances with banks, loans and other assets 254,047 203,232 50,815 25.00
486,471 576,035 (89,564) (15.55)

Investments in securities decreased because funds, at maturity, were redirected to covered foreign ex-
change swaps. All investments in this item are in US dollars.

CLAIMS ON NON-EURO AREA RESIDENTS DENOMINATED IN EURO

Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Marketable held-to-maturity debt securities 852,849 844,498 8,351 0.99
Balances with banks, loans and other assets - 1,920,000  (1,920,000) (100.00)

852,849 2,764,498  (1,911,649) (69.15)

Balances with banks, loans and other assets decreased in 2023 because funds that were invested in de-
posits with the BIS were transferred to the Croatian National Bank accounts.

LENDING TO EURO AREA CREDIT INSTITUTIONS RELATED TO MONETARY POLICY
OPERATIONS DENOMINATED IN EURO

The total Eurosystem holding of monetary policy assets amounts to EUR 410,289,869 thousands (to-
tal amount reported under asset item 5 in the Eurosystem’s consolidated balance sheet), of which the
Croatian National Bank holds EUR 55,000 thousands.

In accordance with Article 32.4 of the Statute of the ESCB and of the ECB, losses from monetary policy
operations, if they were to materialise, are shared, by decision of the Governing Council, in full by the
Eurosystem NCBs, in proportion to the applicable ECB capital key shares (Note 3, under 13 Provisions).
Losses can only materialise if both the counterparty fails and the recovery of funds received from the
resolution of the collateral provided by the counterparty is not sufficient. For specific collateral which
can be accepted by NCBs at their own discretion, risk sharing has been excluded by the Governing
Council of the ECB.
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Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %

Main refinancing operations 55,000 - 55,000 -
Longer-term financing operations - - - -
Fine-tuning reverse operations - - - -
Structural reverse operations - - - -
Marginal lending facility - - - -
Credits related to margin calls - - - -

Total 55,000 - 55,000 -

5.1 Main refinancing operations

Main refinancing operations are executed through liquidity providing reverse transactions with a
frequency and a maturity of normally one week, on the basis of standard tenders. Since October 2008,
these operations were conducted as fixed rate tender procedures. These operations play a key role in
achieving the aims of steering interest rate, managing market liquidity and signalling the monetary
policy stance.

5.2 Longer-term financing operations

These operations aim to provide counterparties with additional longer-term refinancing. These opera-
tions were conducted at fixed rate with allotment of the total amount bid.

In addition to the series of seven quarterly targeted longer-term refinancing operations (TLTRO III)
introduced in 2019, the Governing Council added three further operations to this series in December
2020, which were conducted between June and December 2021. These operations have a three-year ma-
turity. For all TLTROs-I1II, starting 12 months after the settlement of each operation, participants have
the option on a quarterly basis of terminating or reducing the amount of TLTRO III concerned before
maturity. Borrowing rates in these operations can be as low as 50 basis points below the average in-
terest rate on the deposit facility over the period from 24 June 2020 to 23 June 2022, but in any case may
not become less negative than -1%, and as low as the average (for the relevant period) interest rate on
the deposit facility during the rest of the life of the same operation?.

The actual interest rates can only be known at the maturity or early repayment of each operation and
before that a reliable estimate is used for calculating the TLTRO III interest accruals. For the financial
statements for 2023, the interest rate for the accruals was indexed to the average applicable key ECB
interest rate since the beginning of the last interest period of these operations, which began on 23 No-
vember 2022.

Furthermore, of the four additional pandemic emergency longer-term refinancing operations
(PELTROs) allotted in 2021 on a quarterly basis, each with a tenor of approximately one year, the last
operation matured in the course of 2023. These operations provided a liquidity backstop to the euro
area banking system and contributed to preserving the smooth functioning of the money market

8 On 27 October 2022 the Governing Council decided that, from 23 November 2022 until the maturity date or early repayment date of each
respective outstanding TLTRO Il operation, the interest rate on TLTRO Il operations will be indexed to the average applicable key ECB
interest rates over this period.
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during the extended pandemic period. The PELTROs were conducted as fixed rate tender procedures
with full allotment. The interest rate was 25 basis points below the average rate applied in the Eu-
rosystem’s main refinancing operations over the life of the respective PELTRO.

5.3  Fine-tuning reverse operations
Fine-tuning reverse operations aim to regulate the market liquidity situation and steer interest rates,
particularly to smooth the effects on interest rates caused by unexpected market fluctuations. Owing
to their nature, they are executed on an ad-hoc basis.
5.4  Structural reverse operations
These are reverse open-market transactions through standard tenders to enable the Eurosystem to ad-
justits structural liquidity position vis-a-vis the financial sector.
5.5  Marginal lending facility
Marginal lending facilities may be used by counterparties to obtain overnight liquidity from national
central banks at a pre-specified interest rate against eligible assets.
5.6  Credits related to margin calls
This item refers to cash paid to counterparties in those instances where the market value of the collat-
eral exceeds an established trigger point implying an excess of collateral with respect to outstanding
monetary policy operations.
6 OTHER CLAIMS ON EURO AREA CREDIT INSTITUTIONS DENOMINATED IN EURO
Change
(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Current accounts and deposits 2 142 (140) (98.59)
Reverse repo agreements - 4,662,348  (4,662,348) (100.00)
Monetary operations before the entry into the Eurosystem 366,315 375,207 (8,892) (2.37)
Claims related to euro cash frontloading - 1,299,437 (1,299,437) (100.00)
Total 366,317 6,337,134 (5,970,817) (94.22)

Investments in reverse repo agreements decreased in 2023 due to the diversion of funds to the Croa-
tian National Bank accounts.

On the date of the entry into the Eurosystem, the Croatian National Bank recorded a claim on banks
for the frontloaded euro cash, which was settled from financial collateral in accordance with the lin-
ear debiting model, in three equal instalments, on the settlement date of the first, fourth and fifth
Eurosystem main refinancing operations (Note 3, under 3 Other liabilities to euro area credit institu-
tions denominated in euro).
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7 SECURITIES OF EURO AREA RESIDENTS DENOMINATED IN EURO
Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Other securities 12,554,465 17,058,001 (4,503,536) (26.40)
Total 12,554,465 17,058,001 (4,503,536) (26.40)
7. Securities held for monetary policy purposes

Start date End date Decision Universe of eligible securities®

Completed/Terminated programmes

CBPP1
CBPP2
SMP

July 2009 June 2010 ECB/2009/16  Covered bonds of euro area residents
November 2011 October 2012 ECB/2011/17  Covered bonds of euro area residents
May 2010 September 2012 ECB/2010/5  Public and private debt securities issued in the euro area®

Asset purchase programme (APP)*

CBPP3

ABSPP

PSPP

CSPP

October 2014 active ECB/2020/8,  Covered bonds of euro area residents
as amended
November 2014 active ECB/2014/45, Senior and gquaranteed mezzanine tranches of asset-backed

asamended  securities of euro area residents

March 2015 active ECB/2020/9  Bonds issued by euro-area central, regional or local governments
or recognised agencies as well as by international organisations
and multilateral development banks located in the euro area

June 2016 active ECB/2016/16, Bonds and commercial paper issued by non-bank corporations
asamended  established in the euro area

Pandemic emergency purchase programme (PEPP)

PEPP March 2020 active ECB/2020/17, All asset categories eligible under the APP
as amended

Until the end of February 20232 the Eurosystem continued reinvesting, in full, the principal payments
from maturing securities purchased under the asset purchase programme (APP)2, Subsequently, the
APP portfolio declined at a measured and predictable pace. Until the end of June 2023, the decline
amounted to EUR 15 billion per month on average, as the Eurosystem did not reinvest all of the prin-
cipal payments from maturing securities. In June 2023 the Governing Council decided to discontinue
the reinvestments under the APP as of July 2023.* Thereafter, the APP portfolio was declining due to
maturities.
As concerns the PEPPY, the Eurosystem continued reinvesting, in full, the principal payments of ma-
turing securities purchased throughout the year. The Governing Council intends to continue to re-
invest, in full, the principal payments of securities purchased under the PEPP maturing during the

9 Further eligibility criteria for the specific programmes can be found in the Governing Council's decisions.

10 Only public debt securities issued by five euro area treasuries were purchased under the SMP.

11 The reinvestments under the APP were discontinued as of 1 July 2023.

12 See the press release of 15 December 2022 of the Governing Council’s decisions.

13 Further details on the APP can be found on the ECB's website.

14 See the press release of 15 June 2023 of the Governing Council’s decisions.

15 Further details on the PEPP can be found on the ECB's website.


https://www.ecb.europa.eu/press/pr/date/2022/html/ecb.mp221215~f3461d7b6e.en.html
https://www.ecb.europa.eu/mopo/implement/app/html/index.en.html
https://www.ecb.europa.eu/press/pr/date/2023/html/ecb.mp230615~d34cddb4c6.en.html
https://www.ecb.europa.eu/mopo/implement/pepp/html/index.en.html
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first half of 2024. It also intends to reduce the PEPP portfolio by EUR 7.5 billion per month on average
over the second half of 2024 and to discontinue reinvestments under the PEPP at the end of the same
year. The Governing Council** will further, for the purpose of reducing risks to the monetary policy
transmission mechanism related to the pandemic, flexibly reinvest the matured amounts in the PEPP
portfolio.

The Governing Council assesses on a regular basis the financial risks associated with the securities
held under these programmes. In this context, impairment tests are conducted on an annual basis,
using data as at the year-end and are approved by the Governing Council. In these tests, impairment
indicators are assessed separately for each programme. In cases where impairment indicators are ob-
served, further analysis is performed to confirm that the cash flows of the underlying securities have
not been affected by an impairment event.

Atthe end 0f 2023, the total Eurosystem NCBs’ holdings of securities held for monetary policy purposes
amounted to EUR 4,268,996,153 thousands. The Croatian National Bank held no securities reported un-
der assetitem7.1on the NCB’s balance sheet. In accordance with the decision of the Governing Council
taken under Article 32.4 of the Statute of the ESCB, losses from holdings of securities, if they were to
materialise, are shared in full by the Eurosystem NCBs, in proportion to the prevailing ECB capital key
shares, excluding government securities under the PSPP and PEPP programimes.

In accordance with the decision of the Governing Council taken under Article 32.4 of the Statute of the
ESCB, losses from Corporate Sector Purchase Programme (CSPP) and the Pandemic Emergency Pur-
chase Programme (PEPP-CORP), if they were to materialise, are shared in full by the Eurosystem NCBs,
in proportion to the prevailing ECB capital key shares. As a result of an impairment test conducted

on securities under this programme, the Governing Council has deemed it appropriate to establish a
buffer against credit risks in monetary policy operations during 2023 (see Note 3, under 13 Provisions).

7.2 Other securities

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023 Change

Absolute %
Securities not held to maturity - 4,033,464  (4,033,464) (100.00)
Held-to-maturity securities 10,594,369 10,873,595 (279,226) (2.57)
Republic of Croatia bonds 1,960,096 2,150,942 (190,846) (8.87)
Total 12,554,465 17,058,001 (4,503,536) (26.40)

In the course of 2023, investments in securities not held to maturity were diverted to Croatian Nation-
al Bank accounts.

This line item shows securities purchased for monetary policy purposes before the entry into the
Eurosystem, that is bonds of the Republic of Croatia purchased by the Croatian National Bank in an
effort to maintain liquidity and stability of the financial system due to the coronavirus pandemic
(COVID-19).

In 2023, the Croatian National Bank sold EUR 98,000 thousands (nominal value) of securities from its
held-to-maturity portfolio, due to adjustments related to a limited framework.

16 See the press release of 14 December 2023 of the Governing Council’s decisions.
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9 INTRA-EUROSYSTEM CLAIMS
Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023

Absolute %
Participating interest in ECB 420,517 71,391 349,126 489.03
Claims equivalent to the transfer of foreign reserves 327152 - 327152 -
Net claims related to the allocation of euro banknotes within the 13,347,239 10,501,967 2,845,272 27.09
Eurosystem
Other claims within the Eurosystem (net) 15,856,491 2,502,010 13,354,481 533.75
Total 29,951,399 13,075,368 16,876,031 129.07

9.1 Participating interest in the ECB

Pursuant to Article 28 of the Statute of the ESCB, the ESCB national central banks are the sole sub-
scribers to the capital of the ECB. Subscriptions depend on shares which are fixed in accordance with
Article 29 of the Statute of the ESCB and are subject to adjustment every five years or whenever there
is a change in composition of the ESCB national central banks. For the Croatian National Bank this
balance sheet item includes the paid-up share in the ECB’s subscribed capital in the amount of EUR
71,391 thousands and contributions in accordance with Article 48.2 of the Statute of the ESCB in the

amount of EUR 349,126 thousands.

Council Decision (EU) 2022/1211 of 12 July 2022 on the adoption by Croatia of the euro on 1 January 2023
stipulates that Croatia fulfils the necessary conditions for the adoption of the euro and that the dero-
gation referred to in Article 5 of the 2012 Act on Accession is abrogated with effect from 1 January 2023.

Pursuant to Article 48.1 of the Statute of the ESCB and of the ECB the national central bank of a Mem-
ber State whose derogation has been abrogated must pay up its subscribed share of the capital of the
ECB to the same extent as the national central banks of other Member States whose currency is the
euro. The ECB’s liability item 15 “Capital and reserves” increased by EUR 68,714 thousands to EUR
8,948,335 thousands due to the paying up of the remainder of the Croatian National Bank’s share in

the subscribed capital of the ECB.

TABLE 1 CONTRIBUTIONS OF NATIONAL CENTRAL BANKS TO THE ECB CAPITAL

NCB

Capital subscription key

%

Paid-up capital
(in thousands of euro)

Nationale Bank van Belgié/Banque Nationale de Belgique
Deutsche Bundesbank

Eesti Pank

Central Bank of Ireland

Bank of Greece

Banco de Espana

Banque de France

Hrvatska narodna banka

Banca d'ltalia

2,9630
21,4394
0,2291
1,3772
2,0117
9,6981
16,6108
0,6595
13,8165

320.745
2.320.817
24.800
149.082
217767
1.049.820
1.798.120
71.391
1.495.637
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NCB Capital subscription key ) Paid-up capital
% (in thousands of euro)
Central Bank of Cyprus 0,1750 18.944
Latvijas Banka 0,3169 34.304
Lietuvos bankas 04707 50.953
Banque centrale du Luxembourg 0.2679 29.000
Central Bank of Malta 0,0853 9.234
De Nederlandsche Bank 4,7662 515.941
Oesterreichische Nationalbank 2,3804 257.679
Banco de Portugal 1,9035 206.054
Banka Slovenije 0,3916 42.391
Narodna banka Slovenska 09314 100.824
Suomen Pankki — Finlands Bank 1,4939 161.715
Subtotal for euro area NCBs 81,9881 8.875.218
GbArapcka HapoaHa 6arka (Bulgarian National Bank) 0,9832 3.991
Ceska narodni banka 1,8794 7.629
Danmarks Nationalbank 1,7591 7.141
Magyar Nemzeti Bank 1,5488 6.287
Narodowy Bank Polski 6,0335 24.492
Banca Nationala a Romaniei 2,8289 11.484
Sveriges Riksbank 2,9790 12.093
Subtotal for non-euro area NCBs 18,0119 73.117
TOTAL 100,00 8.948.335
9.2 Claims equivalent to the transfer of foreign reserves
The amount of EUR 327,152 thousands represents the Croatian National Bank’s claims arising from the
transfer of foreign reserve assets to the ECB, when the Croatian National Bank joined the Eurosystem.
Inline with Article 30.2 of the Statute of the ESCB, these contributions are fixed in proportion to NCBs’
share in the subscribed capital of the ECB. The remuneration of these claims is calculated daily at the
latest available (marginal) interest rate used by the Eurosystem in its tenders for main refinancing
operations (MRO)Y, adjusted to reflect a zero return on the gold component.
9.4 Net claims related to the allocation of euro banknotes within the Eurosystem
This item consists of the claims of the Croatian National Bank vis-a-vis the Eurosystem relating to the
allocation of euro banknotes within the Eurosystem (see “Banknotes in circulation” and “Intra-ESCB
balances/Intra-Eurosystem balances” in the notes on accounting policies). The increase, when com-
pared with 1January 2023, was due to the decrease in the amount of euro banknotes, which the Croa-
tian National Bank released into circulation in 2023 (Note 3., under 1 Banknotes in circulation).
The remuneration of these claims is calculated daily at the latest available (marginal) interest rate
used by the Eurosystem in its tenders for main refinancing operations.
17 Further details on the ECB's interest rates can be found here.
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9.5 Other claims within the Eurosystem (net)
Change
(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Due to/from ECB in respect of TARGET 16,080,813 2,570,724 13,510,089 525.54
Due to/from ECB in respect of monetary income (224,322) . (224,322) B
Other claims/(liabilities) within the Eurosystem (net) - (68,714) 68,714 (100)
Total 15,856,491 2,502,010 13,354,481 533.75
The balance of EUR 15,856,491 thousands as at 31 December 2023 represents the sum of three compo-
nents: (1) the position of the Croatian National Bank vis-a-vis the ECB in respect of the transfers issued
and received through TARGET by the ESCB national central banks, including the ECB; (2) the position
vis-a-vis the ECB in respect of the pooling and allocation of monetary income within the Eurosystem
pending settlement; and (3) the Croatian National Bank’s position vis-a-vis the ECB in respect of any
amounts receivable or refundable.
Regarding the first component, the year-end net transfers via TARGET, the Croatian National Bank
had a credit balance of EUR 16,080,813 thousands as at 31 December 2023. The remuneration of this po-
sition is calculated daily at the latest available (marginal) interest rate used by the Eurosystem in its
tenders for main refinancing operations.
Regarding the second component, i.e. the position vis-a-vis the ECB in respect of the annual pool-
ing and allocation of monetary income within the Eurosystem national central banks, the Croatian
National Bank had a debit balance of EUR 224,322 thousands at year-end (Note 6, under 5 Net result of
pooling of monetary income).
1 OTHER ASSETS
Change
(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Tangible and intangible fixed assets 110,045 91,459 18,586 20.32
Other financial assets 15,675 868,040 (852,365) (98.19)
Off-balance-sheet instruments revaluation differences 2,196 - 2,196 -
Accruals and prepaid expenses 212,161 78,733 133,428 169.47
Sundry 24,127 26,482 (2,355) (8.89)
Total 364,204 1,064,714 (700,510) (65.79)
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1.3  Other financial assets
) Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
BIS shares 5,563 5,563 - -
SWIFT shares 10 10 - -
Investment in the Croatian Mint 10,102 8911 1,191 13.37
Reverse repo deposits with other banking institutions - 853,556 (853,556) (100.00)
Total 15,675 868,040 (852,365) (98.19)
In accordance with the Statute of the BIS, 25% of the shares subscribed was paid, while the remaining
75% is payable upon call for payment. In 2023 the Croatian National Bank received a dividend in the
amount of EUR 849 thousands (2022: EUR 849 thousands).
The Croatian Mint is a domestic company whose core operation is the production of coins and medals
of gold and other precious metals, production of coins and commemorative circulation coins, manu-
facturing of jewellery and related products, trade in gold and other precious metals, trade in jubilee
coins and in medals of gold and other precious metals. The share ownership of the Croatian Nation-
al Bank in the capital of the Croatian Mint is 100%, valued under the net asset value principle. Net
value of these assets is calculated and recorded in the accounts once a year, at the end of a business
year, based on the data available at the time. The consolidated financial statements are not prepared
as the investment in the Croatian Mint is not significant from either a qualitative or quantitative
perspective.
(Allamounts are expressed in thousands of euro)
Net asset value as at 1/1/2023 8,911
Revaluation in 2023 1,191
Net asset value as at 31/12/2023 10,102
In 2023, investments in reverse repo deposits with other banking institutions were diverted to the
Croatian National Bank account.
1.4 Off-balance-sheet instruments revaluation differences
This line item shows the net results of the valuations of off-balance sheet instruments in foreign cur-
rencies from the trading date to the settlement date. The table below shows the revaluation differ-
ences of derivative instruments by instrument and currency that are recognised in the balance
sheet.
) Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Foreign exchange swaps (FX SWAP) in JPY 2,196 - 2,196 -
Total 2,196 - 2,196 -
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1.5 Accruals and prepaid expenses
(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023 Change
Absolute %
Deposits with other banks 89 495 (406) (82.02)
Foreign currency denominated securities not held to maturity 1,561 1111 450 40.50
Euro denominated securities not held to maturity - 2,286 (2,286) (100.00)
Foreign currency denominated securities held to maturity 5523 7451 (1,928) (25.88)
Euro denominated securities held to maturity 36,401 37712 (1,311) (3.48)
Securities held for monetary policy purposes before the entry into 14,974 15,229 (255) (1.67)
the Eurosystem
Lending to credit institutions from RC related to monetary policy 28 - 28 -
operations
Lending to credit institutions from RC related to monetary policy
operations before the entry into the Eurosystem 3,411 2,921 490 16.78
Foreign currency reverse repo agreements 561 7134 (6,573) (92.14)
Foreign exchange swaps (FX SWAP) 4761 1,896 2,865 151.11
Remuneration for intra-Eurosystem claims 141,151 - 141,151 -
Prepaid expenditure 3,699 2,341 1,358 58.01
Other 2 157 (155) (98.73)
Total 212,161 78,733 133,428 169.47
Sub-item A 11.5 shows accrued interest on various bases, with the largest part of this item referring
to accrued remuneration for intra-Eurosystem claims, that is, EUR 55,038 thousands arising from
TARGET, EUR 75,417 thousands based on the adjustment of euro banknotes within the Eurosystem (see
Note 1.2.11 Banknotes in circulation) and EUR 10,696 thousands for foreign reserve assets transferred
to the ECB.
1.6 Sundry
(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023 Change
Absolute %
Numismatics 1,341 1,429 (88) (6.16)
Receivables 1,342 976 366 37.50
Advances given 19,790 22,394 (2,604) (11.63)
Other tangible assets 1,285 1,310 (25) (1.91)
Other 369 373 4) (1.07)
Total 24,127 26,482 (2,355) (8.89)

The largest amount within Advances given was accounted for by advances given for the production
of euro coins in the amount of EUR 19,719 thousands (1 January 2023: EUR 7,285 thousands). As at1
January 2023 advances given also included collateral given for the frontloading of euro coins in the

amount of EUR 15,000 thousands.
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Note 3 - Liability items

1 BANKNOTES IN CIRCULATION

The item banknotes in circulation consists of the Croatian National Bank’s share of the total euro
banknotes in circulation and kuna banknotes in circulation.

AAAVARVARAY

) Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %

Total value of euro banknotes put into circulation by the Croatian (1,749,759) 1,139,513  (2,889,272) (253.55)
National Bank
Liability resulting from the ECB's share of euro banknotes in (1,008,523) (1,012,349) 3,826 (0.38)
circulation
Claim according to the Croatian National Bank's weighting in the ECB 14,355,762 11,514,316 2,841,446 24.68
capital key
Total euro banknotes in circulation 11,597,480 11,641,480 (44,000) (0.38)
Kuna banknotes in circulation 483,806 3,246,015  (2,762,209) (85.10)
Total banknotes in circulation 12,081,286 14,887,495 (2,806,209) (18.85)

During 2023, the total value of banknotes in circulation within the Eurosystem decreased by 0.38%.
According to the allocation key, the Croatian National Bank had euro banknotes in circulation worth
EUR 11,597,480 thousands at the end of the year, compared with EUR 11,641,480 thousands at the be-
ginning of 2023. The value of the euro banknotes actually issued by the Croatian National Bank in
2023 decreased. As this wasless than the allocated amount, the difference of EUR 13,347,239 thousands
(compared to EUR 10,501,967 thousands as at 1 January 2023) is shown under asset item 9.4 “Net claims
related to the allocation of euro banknotes within the Eurosystem”.

In addition to euro banknotes in circulation, in the cash changeover year, this position also shows
kuna banknotes in circulation. Euro and kuna coins in circulation are reported under sub-item L 12.3
Sundry. Kuna banknotes are exchanged without a time limit, and kuna coins until the expiry of three
years from the date of the introduction of the euro.

2 LIABILITIES TO EURO AREA CREDIT INSTITUTIONS RELATED TO MONETARY
POLICY OPERATIONS DENOMINATED IN EURO

Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Current accounts (covering the minimum reserve system) 880,569 18,662,198 (17,781,629) (95.28)
Deposit facility 16,758,412 - 16,758,412 -

Fixed-term deposits - - - _
Fine-tuning reverse operations - - - _
Deposits related to margin calls - _ _ _
Total 17,638,981 18,662,198  (1,023,217) (5.48)
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2.1 Current accounts (covering the minimum reserve system)
Current accounts contain the credit balances on the transaction accounts of credit institutions that
are required to hold minimum reserves, excluding funds of credit institutions that are not freely dis-
posable and accounts of credit institutions exempt from minimum reserve requirements, which are
disclosed separately under Liability item 3 “Other liabilities to euro area credit institutions denomi-
nated in euro”.
Banks’ minimum reserve balances were remunerated at the latest available (marginal) interest rate
used by the Eurosystem in its tenders for main refinancing operations until 20 December 2022, and at
the Eurosystem’s deposit facility (overnight deposit) rate between 21 December 2022 and 19 September
2023. On 27 July 2023 the Governing Council decided that, starting from 20 September 2023, these bal-
ances will be remunerated at zero percent.
2.2  Deposit facility
The deposit facility refers to overnight deposits placed by Croatian banks that access the Eurosystem’s
liquidity absorbing standing facility at the pre-specified rate.
2.3  Fixed-term deposits
Fixed-term deposits are fine-tuning liquidity absorbing operations that take the form of deposits.
2.4  Fine-tuning reverse operations
Fine-tuning reverse operations are used to offset high liquidity imbalances.
2.5 Deposits related to margin calls
This item refers to deposits made by counterparties in those instances where the market value of the
collateral pledged falls short of an established trigger point.
3 OTHER LIABILITIES TO EURO AREA CREDIT INSTITUTIONS DENOMINATED IN
EURO
Change
31/12/2023 1/1/2023
Absolute %
Repo deposits of banks 9,423,063 1,813,710 7,609,353 419.55
Bank accounts for EuroNCSlInst limits - 20,100 (20,100)  (100.00)
Cash deposits - collateral for the frontloading of euro cash - 1,464,311  (1,464,311) (100.00)
Court-mandated deposits 5,530 9,488 (3,958) (41.72)
Total 9,428,593 3,307,609 6,120,984 185.06

The item Other liabilities to euro area credit institutions denominated in euro includes funds of credit
institutions that are not freely disposable and accounts of credit institutions exempt from minimum
reserve requirements.
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Pursuant to the Act on the Introduction of the Euro as the Official Currency in the Republic of Croatia
credit institutions concluded frontloading agreements in 2022 with the Croatian National Bank, after
which the Croatian National Bank started frontloading euro cash to credit institutions. For the pur-
pose of establishing financial collateral on funds, credit institutions were obliged to transfer funds in
the kuna to the account of the Croatian National Bank for the amount of the euro to be received in the
frontloading as well as for fulfilling the obligations assumed under the agreement. Financial collat-
eral is considered financial collateral in the sense of the regulation governing financial collaterals,
which is based on the transfer of these funds to the account of the Croatian National Bank, and these
funds may not be subject to enforcement. The amount of funds transferred by a credit institution

to the account of the Croatian National Bank for the purpose of establishing financial collateral on
those funds as well as the use and return of funds are regulated by the stated agreement between the
Croatian National Bank and the credit institution. After the cash changeover date, the total amount
of euro cash received by banks during the frontloading period was settled to the Croatian National
Bank from financial collateral at face value, in accordance with the linear debiting model, in three
equal instalments, on the settlement date of the first, fourth and fifth Eurosystem main refinancing
operations.

Court-mandated deposits are assets foreclosed pursuant to the Act on the Execution of Enforcement
over Monetary Assets.

AAAVARVARAY

5 LIABILITIES TO OTHER EURO AREA RESIDENTS DENOMINATED IN EURO

Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
General government 3,912,926 2,796,238 1,116,688 39.94
Other liabilities 716,933 874,562 (157,629) (18.02)
Total 4,629,859 3,670,800 959,059 26.13

The item Ceneral government includes funds in government accounts, while Other liabilities includes
repo agreements and deposits of financial institutions not subject to minimum reserve requirements.

6 LIABILITIES TO NON-EURO AREA RESIDENTS DENOMINATED IN EURO

Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Liabilities to European Commission 70,867 119,498 (48,631) (40.70)
Other liabilities 10 10 - -
Total 70,877 119,508 (48,631) (40.69)

Liabilities to the European Commission include euro transaction accounts: the EUR transaction ac-
count and the European Development Fund Account.
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7 LIABILITIES TO EURO AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY

(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023 Change

Absolute %
Liabilities to financial sector counterparties 254,041 203,229 50,812 25.00
General government 5,312 10,836 (5,524) (50.98)
Total 259,353 214,065 45,288 21.16

Liabilities to financial sector counterparties refer to repo deposits of euro area financial institutions
denominated in foreign currency.

9 COUNTERPART OF SPECIAL DRAWING RIGHTS ALLOCATED BY THE IMF

Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Net cumulative allocations 1,204,434 1,240,100 (35,666) (2.88)
Total 1,204,434 1,240,100 (35,666) (2.88)

This balance sheet line item is the euro equivalent of XDR 990,733 thousands (1 January 2023: XDR
990,733 thousands).

12 OTHER LIABILITIES

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023 Change

Absolute %
Off-balance-sheet instruments revaluation differences 9,482 20,059 (10,577) (52.73)
Accruals and income collected in advance 45,701 5,701 40,000 701.63
Sundry 367,964 448,411 (80,447) (17.94)
Total 423,147 474,171 (51,024) (10.76)

121  Off-balance-sheet instruments revaluation differences

This line item shows the net results of the valuations of off-balance sheet instruments in foreign cur-
rencies from the trading date to the settlement date. The table below shows the revaluation differ-
ences of derivative instruments by instrument and currency that are recognised in the balance sheet.

Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Foreign exchange swaps (FX SWAP) in USD 9,482 15,012 (5,530) (36.84)
Foreign exchange swaps (FX SWAP) in JPY - 5,047 (5,047) (100.00)

Total 9,482 20,059 (10,577) (52.73)
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12.2 Accruals and income collected in advance

Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Deposits of RC 13,530 310 13220 4,264.52
Repo agreements 26,754 2,000 24,754  1,237.70
Overnight deposits of credit institutions 3,724 - 3,724 -
Foreign exchange swaps (FX SWAP) 792 - 792 -
Negative interest on current accounts - 4 (4) (100.00)
Other 901 3,387 (2,486) (73.40)
Total 45,701 5,701 40,000 701.63
12.3  Sundry
Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Euro coins 146,651 159,820 (13,169) (8.24)
Kuna coins 148,723 207,146 (58,423) (28.20)
Amounts due to employees 1,592 2,642 (1,050) (39.74)
Taxes and contributions 1,316 1,683 (367) (21.81)
Trade payables 6,703 6,971 (268) (3.84)
Bank cash accounts of TARGET participants 54,971 - 54,971 -
Other 8,008 70,149 (62,141) (88.58)
Total 367,964 448,411 (80,447) (17.94)

The bank’s cash account is the bank’s dedicated account opened with the Croatian National Bank for
the purpose of supplying banks with cash through cash supply centres that is not a transaction ac-
count in the sense of the regulation governing payment operations. The transfers of funds for the pur-
pose of supplying banks with euro cash are made through the TARGCET system.

The item Other comprises the present value of the lease liability in the amount of EUR 7,391 thousands
(1January 2023: EUR 5,728 thousands) and on 1 January 2023 undistributed profit from the previous
year amounting to EUR 64,002 thousands.

13 PROVISIONS

Change

(Allamounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Provisions for securities held for monetary policy purposes 345 - 345 -
Provisions for financial risks 491,074 491,074 - -
Provisions for court cases 88 4,849 (4,761) (98.19)
Provisions for employee benefits 4,420 4,013 407 10.14

Total 495,927 499,936 (4,009) (0.80)
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As aresult of an impairment test conducted on corporate sector securities held under the CSPP/PEPP-
CORP programme, the Governing Council has deemed it appropriate to establish a buffer totalling
EUR 42,918 thousands against credit risks in monetary policy operations during 2023.

In accordance with Article 32.4 of the Statute of the ESCB, this buffer will be funded by all the na-
tional central banks of participating Member States (NCBs) in proportion to their subscribed capital
key shares in the ECB applicable in 2023.As a result, a provision of EUR 345 thousands equivalent to
0.80439% of the total provision was created.

Pursuant to the decision of the Council of the Croatian National Bank, provisions for financial risks
as at 31 December 2023 remained unchanged from the amount of provisions for financial risks as at 31
December 2022.

The amount of provisions for financial risks and the further need for them is reviewed once a year

on the basis of the Croatian National Bank’s assessment of its own exposure to financial risks. The
amount of provisions for financial risks of the Croatian National Bank is assessed taking into account
risk assessment models, the expectations of changes in risk exposure due to new investments or the
reduction of existing investments as well as expectations of interest rate trends, currency exchange
rates and other market factors, and other expert assessments.

The exposure of the Croatian National Bank to financial risks is described in more detail in Note7 -
Risk management.

Provisions for court cases decreased by the amount of EUR 4,761 thousands due to the termination of
court proceedings in favour of the Croatian National Bank.

14 REVALUATION ACCOUNTS
The table below shows revaluation account balances.
Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Securities 1,166 - 1,166 -
Foreign currency positions 5 - 5 -
Assets under management with international financial institutions 878 - 878 -
Gold 73 - 73 -
Significant interests 1,191 - 1,191 -
Revaluation reserves for fixed assets 54,898 44,032 10,866 24.68
Pre-entry revaluation accounts 725194 1,103,858 (378,664) (34.30)
Total 783,405 1,147,890 (364,485) (31.75)

Revaluation reserves for fixed assets increased on account of the revaluation of tangible fixed assets
(land and buildings) carried out in 2023 and based on appraisals by independent experts.

The table below shows pre-entry revaluation account balances:

197

AAARAARARARANS



198

AAAVARVARAY

CROATIAN NATIONAL BANK // ANNUAL REPORT 2023

i Change

(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
EUR/HRK pre-entry revaluation account - 38,468 (38,468) (100.00)
USD/HRK pre-entry revaluation account 158,161 296,252 (138,091) (46.61)
Pre-entry revaluation account for the coverage of losses 567,033 769,138 (202,105) (26.28)
Total 725,194 1,103,858 (378,664) (34.30)

Unrealised gains from the EUR/HRK pre-entry revaluation account are recognised in the profit and
loss account for 2023 after the entry of the Croatian National Bank into the Eurosystem, while unre-
alised gains from the USD/HRK pre-entry revaluation account are recognised in the profit and loss
account at the time of transfer of Croatian National Bank’s foreign reserve assets to the European Cen-
tral Bank and are also recognised at the time of sale of US dollars after the entry of the Croatian Na-
tional Bank into the Eurosystem and were used to cover year-end unrealised foreign exchange losses
arising from USD revaluation. Unrealised gains from the pre-entry revaluation account for the cover-
age of losses were used for the coverage of unrealised foreign exchange losses, the coverage of losses
from the change in the prices of securities not held to maturity and the negative net result of pooling
of monetary income of the Croatian National Bank (see Note 6, under 2 Net result of financial opera-
tions, write-downs and risk provisions).

15 CAPITAL AND RESERVES
Change
(All amounts are expressed in thousands of euro) 31/12/2023 1/1/2023
Absolute %
Initial capital 331,807 331,807 - -
General reserves 152,077 138,658 13,419 9.68
Total 483,884 470,465 13,419 2.85

The initial capital in the amount of EUR 331,807 thousands may not be transferred or pledged. Gen-
eral reserves are established to cover general business risks of the Croatian National Bank. The lower
bound of general reserves was determined by the Decision on the determination of the lower bound
of the general reserves of the Croatian National Bank, adopted by the Council of the Croatian National
Bank, in the amount of EUR 66,361 thousands.

The increase in general reserves was due to the transfer of revaluation reserves for fixed assets (build-
ings) to general reserves (realisation of the revaluation reserve due to depreciation) in the amount of
EUR 618 thousands and the allocation of profits for 2022 according to which a share of the profit for
2022 in the amount of EUR 12,801 thousands was allocated to general reserves.
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Note 4 - Post-balance-sheet events

Pursuant to Article 29 of the Statute of the ESCB, the weightings assigned to the national central
banks in the key for subscription to the ECB’s capital are adjusted every five years and whenever there
is a change in the number of NCBs that contribute to the ECB’s capital (these are the NCBs of EU Mem-
ber States). The ninth such adjustment following the establishment of the ECB was made on 1January
2024, as follows:

Capital subscription key Capital subscription key

NCB from 1/1/2024, % until 31/12/2023, %
Nationale Bank van Belgié / Banque Nationale de Belgique 3.0005 2.9630
Deutsche Bundesbank 21.7749 21.4394
Eesti Pank 0.2437 0.2291
Central Bank of Ireland 17811 1.3772
Bank of Greece 1.8474 2.0117
Banco de Espana 9.669 9.6981
Banque de France 16.3575 16.6108
Hrvatska narodna banka 0.6329 0.6595
Banca d'ltalia 13.0993 13.8165
Central Bank of Cyprus 0.1802 0.1750
Latvijas Banka 0.3169 0.3169
Lietuvos bankas 0.4826 0.4707
Banque centrale du Luxembourg 0.2976 0.2679
Central Bank of Malta 0.1053 0.0853
De Nederlandsche Bank 4.8306 4.7662
Oesterreichische Nationalbank 2.4175 2.3804
Banco de Portugal 19014 1.9035
Banka Slovenije 0.4041 0.3916
Narodna banka Slovenska 0.9403 0.9314
Suomen Pankki — Finlands Bank 1.4853 1.4939
Subtotal for euro area NCBs 81.7681 81.9881
GbArapcka HapoaHa 6arka (Bulgarian National Bank) 0.9783 0.9832
Ceska narodni banka 1.9623 1.8794
Danmarks Nationalbank 1.7797 1.7591
Magyar Nemzeti Bank 1.5819 1.5488
Narodowy Bank Polski 6.0968 6.0335
Banca Nationala a Romaniei 2.8888 2.8289
Sveriges Riksbank 29441 2.9790
Subtotal for non-euro area NCBs 18.2319 18.0119

TOTAL 100.00 100.00
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On 1January 2024, the share of the Croatian National Bank in the subscribed capital of the ECB de-
creased from 0.6595% to 0.6329% so that the assetitem 9.1 “Participating interest in the ECB” decreased
by EUR 2,880 thousands and now stands at EUR 68,511 thousands.

Pursuant to Article 30.2 of the Statute of the ESCB, the contributions of the NCBs to the transfer of
foreign reserve assets to the ECB are determined in proportion to their share in the ECB’s subscribed
capital. Given the decrease in the weighting of the Croatian National Bank in the ECB’s subscribed
capital, the claim equivalent to this transfer was also adjusted accordingly. This resulted in a reduc-
tion of EUR 13,195 thousands on 1 January 2024, which was paid by the ECB.

After 31 December 2023 there were no other significant events that would have an impact on the fi-
nancial statements of the Croatian National Bank.

Note 5 - Off-balance-sheet accounts
and treasury inventory system

FOREIGN EXCHANGE SWAPS (FX SWAP)

In 2023, the Croatian National Bank concluded foreign exchange swaps, and the amounts of claims
and liabilities arising from these transactions as at 31 December 2023 and 1 January 2023 are shown in
tables below.

(Allamounts are expressed in thousands of euro)

. 31/12/2023
Foreign exchange swaps
USD JPY EUR Total
Claims 715,356 - - 715,356
Liabilities - (137,643) (585,000) (722,643)
Total 715,356 (137,643) (585,000) (7,287)
(All amounts are expressed in thousands of euro)
1/1/2023
Foreign exchange swaps
usb JPY Total
Claims 236,013 - 236,013
Liabilities - (256,072) (256,072)
Total 236,013 (256,072) (20,059)

COLLATERAL

Total fair value of collateral obtained for monetary policy operations of the Eurosystem as at 31 De-
cember 2023 amounted to EUR 66,204 thousands.

Total fair value of collateral obtained for collateralised credits associated with monetary policy before
the entry into the Eurosystem as at 31 December 2023 amounted to EUR 434,801 thousands (1 January
2023: EUR 460,796 thousands).
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Total fair value of collateral obtained by foreign currency reverse repo agreements (sovereign bonds
and bonds of state institutions rated AAA to A) as at 31 December 2023 amounts to EUR 396,574 thou-
sands (1January 2023: EUR 5,758,666 thousands).

Total fair value of collateral given in foreign currency repo agreements as at 31 December 2023
amounts to EUR 10,489,418 thousands (1 January 2023: EUR 2,816,596 thousands).

CONTINGENT ASSETS

In the previous civil proceedings terminated by a final judgement, in which the claimant was the
Croatian National Bank, the Supreme Court of the Republic of Croatia issued a decision annulling the
final judgement and the case was referred back to the first instance court for retrial. As the outcome
of the reopened civil proceedings is uncertain, these contingent assets were recorded in off-balance
sheet records in the amount of EUR 22,667 thousands (1 January 2023: EUR 22,667 thousands).

CONTINGENT LIABILITIES AND COMMITMENTS

Legal actions: As at 31 December 2023, there were several legal actions outstanding against the Croa-
tian National Bank. In the opinion of the management and internal legal advisers of the Croatian Na-
tional Bank, the Bank may lose certain cases. As a result, provisions for potential losses on such cases
were made by the Bank in the amount of EUR 88 thousands (see Note 3, under 13 Provisions).

Capital commitments: As at 31 December 2023 the capital commitments of the Croatian National
Bank amounted to EUR 4,908 thousands (1 January 2023: EUR 2,473 thousands).
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Note 6 - Notes to the Profit and Loss

Account

1 NET INTEREST INCOME/EXPENSE
Change

(Allamounts are expressed in thousands of euro) 2023 2022

Absolute %
Foreign currency interest income:
Foreign currency deposits 4,072 7773 (3,701) (47.61)
Foreign currency reverse repo agreements 12,570 22,068 (9,498) (43.04)
Foreign currency denominated securities not held to maturity 30,986 29,138 1,848 6.34
Foreign currency denominated securities held to maturity 18,455 129,832 (111,377) (85.79)
Foreign exchange swaps 27,164 4,857 22,307 459.28
Loans to domestic banks 5 - 5 -
Foreign currency repo agreements (negative interest) - 10,907 (10,907) (100.00)
Remuneration of TARGET2 HR component - 185 (185) (100.00)
Other - 16,467 (16,467) (100.00)
Total 93,252 221,227 (127,975) (57.85)
Domestic currency interest income:
Monetary policy operations 133 1,294 (1,161) (89.72)
Intra-Eurosystem claims for:
TARGET 338,116 - 338,116 -
Allocation of euro banknotes within the Eurosystem 182,227 - 182,227 -
Transfer of foreign reserve assets to the ECB 10,696 - 10,696 -
Securities not held to maturity 3,069 - 3,069 -
Held-to-maturity securities 150,411 - 150,411 -
Reverse repo agreements 39,645 - 39,645 -
Securities held for monetary policy purposes before the entry into 60,442 62,731 (2,289) (3.65)
the Eurosystem
Monetary policy operations before the entry into the Eurosystem 1,031 - 1,031 -
Other 362 - 362 -
Total 786,132 64,025 722,107 1,127.85
Total interest income 879,384 285,252 594,132 208.28
Foreign currency interest expense:
Ministry of Finance deposits - (326) (326) (100.00)
Foreign currency repo agreements (12,215) (15,813) (3,598) (22.75)
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(All amounts are expressed in thousands of euro) 2023 2022 Change
Absolute %
Amortised premium on securities not held to maturity (43) (33,308) (33,265) (99.87)
Amortised premium on held-to-maturity securities (3,837) (38,014) (34,177) (89.91)
Foreign exchange swaps (FX SWAP) (5) (200) (195) (97.50)
Foreign exchange forward (FX FORWARD) - - - -
Current accounts of CNB clients - (3,314) (3,314) (100.00)
Foreign currency deposits (negative interest) - (7.163) (7163) (100.00)
Foreign currency reverse repo agreements (negative interest) - (11,400) (11,400) (100.00)
Other - (32) (32)  (100.00)
Total (16,100) (109,570) (93,470) (85.31)
Domestic currency interest expense:
Ministry of Finance deposits (102,680) (153) 102,527 67011.11
Other government deposits (10,028) - 10,028 -
Repo agreements (165,665) - 165,665 -
Banks' minimum reserve requirements (MRR) (11,999) - 11,999 -
Overnight deposits of banks (478,926) - 478,926 -
Amortised premium on securities not held to maturity (5) - 5 -
Amortised premium on held-to-maturity securities (36,103) - 36,103 -
Foreign exchange swaps (FX SWAP) (11,497) - 11,497 -
Foreign exchange forward (FX FORWARD) - - - -
Current accounts of CNB clients - - - -
Foreign currency deposits (negative interest) - - - -
Foreign currency reverse repo agreements (negative interest) - - - -
Amortisation premium on securities held for monetary policy (42,687) (44,447) (1,760) (3.96)
purposes before the entry into the Eurosystem
Leases (186) (107) 79 73.83
Other (692) - 692 -
Total (860,468) (44,707) 815,761 1,824.68
Total interest expense (876,568) (154,277) 722,291 468.18
Total net interest income/(expense) 2,816 130,975 (128,159) (97.85)
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2 NET RESULT OF FINANCIAL OPERATIONS, WRITE-DOWNS AND RISK PROVISIONS

Change
(All amounts are expressed in thousands of euro) 2023 2022
Absolute %
Realised gains/(losses) arising from financial operations:
Foreign exchange differences 171 66,321 (66,150) (99.74)
Securities 2,668 8,812 (6,144) (69.72)
Assets under management with international financial institutions 8,242 - 8,242 -
Losses from sales of held-to-maturity securities (2,838) - (2,838) -
Other gains:
Income from the release of the EUR/HRK and USD/HRK pre-entry 95,542 - 95,542 -
revaluation accounts
Income from the release of the pre-entry account for the coverage of 201,613 - 201,613 -
losses (negative net result of pooling of monetary income)
Total 305,398 75,133 230,265 306.48
Write-downs on financial assets and positions:
Foreign exchange:
Foreign exchange differences (81,037) (4) (81,033) 2,025,825.00
Income from the release of the pre-entry revaluation account for 81,037 4 81,033 2,025,825.00
USD/HRK and for the coverage of foreign exchange losses/revaluation
reserves for foreign exchange differences
Total foreign exchange differences: - - - -
Change in prices:
Securities (443) (65,166) 64,723 (99.32)
Assets under management with international financial institutions - (349) 349 (100.00)
Other precious metals (29) - (29) -
Income from the release of the pre-entry account for the coverage of 472 43,556 (43,084) (98.92)
losses from changes in prices
Total change in prices: - (21,959) 21,959 (100.00)
Total - (21,959) 21,959 (100.00)
Transfer to/from provisions for financial risks:
Provisions for financial risks - (26,545) 26,545 (100.00)
Total - (26,545) 26,545 (100.00)
Total net result of financial operations, write-downs and risk 305,398 26,629 278,769 1,046.86

provisions

The item Realised gains/losses arising from financial operations also includes realised losses arising
from the sale of securities in the held-to-maturity portfolio, due to adjustments related to a limited

framework.

Unrealised gains from the EUR/HRK pre-entry revaluation account amounting to EUR 38,468 thou-
sands are recognised in the profit and loss account for 2023 after the entry of the Croatian National
Bank into the Eurosystem, while EUR 57,074 thousands from the USD/HRK pre-entry revaluation ac-
count are recognised in the profit and loss account for 2023 at the time of transfer of foreign reserve
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assets to the ECB. The net negative result of pooling of monetary income was partially covered from
the pre-entry revaluation account for the coverage of losses in the amount of EUR 201,613 thousands.

Foreign exchange losses and losses for 2023 were covered completely from the USD/HRK pre-entry re-
valuation account (EUR 81,017 thousands) and the pre-entry revaluation account for the coverage of
losses (EUR 20 thousands), and losses from changes in the prices of securities and other precious met-
als for 2023 were covered completely from the pre-entry revaluation account for the coverage of losses
(EUR 472 thousands).

In 2022 foreign exchange losses were covered completely and losses from changes in the prices of se-
curities were covered partially from revaluation accounts established pursuant to the decision of the
CNB Council, adopted under the provisions of the Act on the CNB on transition to reporting in accord-
ance with the ECB Guideline.

3 NET INCOME/EXPENSE FROM FEES AND COMMISSIONS

(All amounts are expressed in thousands of euro) 2023 2022 Change
Absolute %

Fees and commissions income

Fees for the supervision of credit institutions 14,742 7737 7,005 90.54

Cash handling for banks 2,569 - 2,569 -

Other 85 1,339 (1,254) (93.65)

Total 17,396 9,076 8,320 91.67

Fees and commissions expense

Securities deposit and custody costs (1,124) (1,755) (631) (35.95)
Obligatory contribution to EBA budget (683) (652) 31 475
Cash handling = FINA GS (7623) (2,065) 5,558 269.15
Other (545) (1,003) (458) (45.66)
Total (9,975) (5,475) 4,500 82.19
Net fees and commissions income/(expense) 7,421 3,601 3,820 106.08

The Croatian National Bank charges a fee for the supervision of credit institutions pursuant to the
Credit Institutions Act. Entities subject to supervision fees are credit institutions with registered of-
fices in the Republic of Croatia and branches of credit institutions with registered offices outside the
Republic of Croatia. The level, base, calculation method and payment method for the supervision fee
is determined by the Decision on supervision fees for credit institutions, issued by the Governor of the
Croatian National Bank.

For the services provided under the Decision on supplying banks with euro cash, banks are charged a
fee in accordance with the Fees Tariff issued by the Governor of the Croatian National Bank. The sup-
plying of banks with euro cash for the Croatian National Bank is carried out by FINA gotovinski servi-
sid.o.o., for which the Croatian National Bank pays a fee.

Regulation (EU) No 1093/2010 establishing a European Banking Authority (EBA) defines that compe-
tent authorities form part of the European System of Financial Supervision (ESFS), which also com-
prises the European Banking Authority (EBA). In accordance with the above Regulation, the Croatian
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National Bank, as the authority competent for the supervision of credit institutions, forms part of the
European System of Financial Supervision (ESFS) and a representative of the Croatian National Bank
participates as a member in the Board of Supervisors (BoS), the EBA’s managing authority. Every year,
the Board of Supervisors, in the manner prescribed by Article 63 of the said Regulation, adopts the
EBA’s budget. The revenues of the EBA funding the budget consist, among other things, of obligatory
contributions from the national competent authorities, which are made in accordance with a formula
based on the weighting of votes.

INCOME FROM EQUITY SHARES AND PARTICIPATING INTERESTS

Change

(Allamounts are expressed in thousands of euro) 2023 2022
Absolute %
BIS dividend income 849 849 - -
849 849 - -

NET RESULT OF POOLING OF MONETARY INCOME

) Change

(Allamounts are expressed in thousands of euro) 2023 2022
Absolute %
Net monetary income pooled by the Croatian National Bank (552,186) - (552,186) -
Net monetary income allocated to the Croatian National Bank 327864 - 327864 -
Monetary income reallocation for the year - - - -
Share of provisions against risks (345) - (345) -
(224,667) - (224,667) -

This item contains the net result of pooling of monetary income for 2023, amounting to an expense of
EUR 224,667 thousands, together with the Croatian National Bank’ share of the net result of the pro-
visioning against risks in monetary policy operations of the Eurosystem amounting to an expense

of EUR 345 thousands (see Note 3, under 13 Provisions). The net loss reported in this item was covered
partially from the pre-entry revaluation account for the coverage of losses (see Note 6, under 2 Net re-
sult of financial operations, write-downs and risk provisions).

The amount of each Eurosystem NCB’s monetary income is determined by measuring the annu-

al income that derives from the earmarkable assets held against its liability base. The liability base
consists mainly of the following items: banknotes in circulation; liabilities to euro area credit insti-
tutions related to monetary policy operations denominated in euro; net intra-Eurosystem liabilities
resulting from TARGET transactions; net intra-Eurosystem liabilities related to the allocation of euro
banknotes within the Eurosystem, accrued interest recorded at quarter-end by each NCB on mone-
tary policy liabilities the maturity of which is one year or longer; liabilities vis-a-vis the ECB backing
the claim in relation to swap agreements that earn net income for the Eurosystem; deposit liabilities
to defaulted Eurosystem counterparties which have been reclassified from liability item 2.1 Current
accounts (covering the minimum reserve system). Any interest paid on liabilities included within the
liability base is to be deducted from the monetary income to be pooled.
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The earmarkable assets consist mainly of the following items: lending to euro area credit institu-
tions related to monetary policy operations denominated in euro; securities held for monetary policy
purposes; intra-Eurosystem claims equivalent to the transfer of foreign reserve assets to the ECB; net
intra-Eurosystem claims resulting from TARGET transactions; net intra-Eurosystem claims related
to the allocation of euro banknotes within the Eurosystem; claims on euro area counterparties relat-
ed to swap agreements between the ECB and non-Eurosystem central banks that earn net income for
the Eurosystem; accrued interest recorded at quarter-end by each NCB on monetary policy assets the
maturity of which is one year or longer; a limited amount of each NCBs’ gold holdings in proportion to
each NCB’s capital key share.

The amount of each Eurosystem NCB’s monetary income shall be determined by measuring the actual
income that derives from the earmarkable assets recorded in its books. As an exception to this, gold is
considered to generate no income and the following are considered to generate income at the latest
available (marginal) interest rate used by the Eurosystem in its tenders for main refinancing opera-
tions: (i) securities held for monetary policy purposes under Decision ECB/2009/16 of 2 July 2009 on the
implementation of the covered bonds purchase programme, (ii) securities held for monetary policy
purposes under Decision ECB/2011/17 of 3 November 2011 on the implementation of the second covered
bond purchase programme and (iii) debt instruments issued by central, regional and local govern-
ments and recognised agencies and substitute debt instruments issued by public non-financial corpo-
rations under Decision ECB/2020/9 of 3 February 2020 on the implementation of a secondary markets
public sector asset purchase programme or Decision ECB/2020/17 of 24 March 2020 on a temporary
pandemic emergency purchase programme. Where the value of an NCB’s earmarkable assets exceeds
or falls short of the value of its liability base, the difference shall be offset by applying to the value of
the difference the latest available (marginal) rate for the Eurosystem’s main refinancing operations.

The monetary income pooled by the Eurosystem is allocated among NCBs according to the subscribed
ECB capital key. The pooling and reallocation of monetary income to NCBs leads to certain net reallo-
cation effects. One reason is that the yields earned on certain earmarkable assets and the interest ex-
pense paid on certain liability base items may differ to a varying degree among the Eurosystem NCBs.
In addition, usually each Eurosystem NCB’s share of earmarkable assets and in the liability base devi-
ates from its share in the subscribed capital of the ECB. The difference between the monetary income
pooled by the Croatian National Bank amounting to EUR 552,186 thousands and reallocated to the
Croatian National Bank amounting to EUR 327.864 thousands is the net result arising from the calcu-
lation of monetary income.
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The breakdown of the net result of monetary income pooling into its various components is shown in

the following table:

Net MI

Net Mi

Ml redistribution

Net result of

(Allamounts are expressed in thousands of euro) according to the the pooling
pooled CNB Total NCBs Eurosystem key of Ml 2023

Lending to euro area credit institutions 133 26,849,936 215,977 215,844

Securities held for monetary policy purposes subject to risk - 8,483,281 68,238 68,238

sharing

Securities held for monetary policy purposes not subject to - 127,854,247 1,028,440 1,028,440

risk sharing

Intra-Eurosystem claims equivalent to the transfer of 10,696 1,334,524 10,735 39

foreign reserves to the ECB

Net claims (liabilities) related to the allocation of euro 182,227 (4,816,858) (38,746) (220,973)

banknotes

Claims related to TARGET transactions 338,021 14,159,899 113,900 (224,121)

GAP (difference between earmarkable assets and liability 512,034 (2,718,135) (21,864) (533,898)

base)*

Liabilities to euro area credit institutions (490,925) (130,387,326) (1,048,816) (557,891)

Total 552,186 40,759,568 327,864 (224,322)

* For presentational purposes residual income related to claims arising from liquidity providing arrangements to non-Eurosystem central banks
and amounting to EUR 4,317 thousands is included in this line item.

6 OTHER INCOME

i Change

(All amounts are expressed in thousands of euro) 2023 2022
Absolute %
Sale of numismatics and investment gold 399 307 92 29.97
Other income 5,925 1,106 4,819 43571
Total 6,324 1,413 4,911 347.56

The item Other income shows income from reversed provisions for court cases in the amount of EUR

4,761 thousands.

7 TOTAL OPERATING EXPENSES

(Allamounts are expressed in thousands of euro) 2023 2022 Change

Absolute %
Staff costs (35,046) (32,882) 2,164 6.58
Administrative expenses (30,071) (23,977) 6,094 25.42
Depreciation of tangible and intangible fixed assets (9,763) (7.273) 2,490 34.24
Costs of production of banknotes and coins (23173) (35,179) (12,0006) (34.13)
Other costs (88) (154) (66) (42.86)
Total (98,141) (99,465) (1,324) (1.33)
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Administrative expenses include the costs of maintenance of office buildings and other fixed assets,

overheads, network programmes maintenance costs, office supplies costs, small inventory costs, pro-
fessional development costs, provisions for court cases and other current costs. Depreciation costs for
the right-of-use assets amounted to EUR 2,090 thousands (2022: EUR 1,208 thousands) and are report-
ed under Depreciation and amortisation costs.

71 Staff costs

(All amounts are expressed in thousands of euro) 2023 2022 Change
Absolute %

Net salaries (18,088) (17.432) 656 3.76

Contributions from and contributions on salaries (9,583) (8,701) 882 10.14

Taxes and surtaxes (3,666) (3,215) 451 14.03

Other employee related expenses (3,302) (3,144) 158 5.03

Provisions for employee benefits (407) (390) 17 4.36

Total (35,046) (32,882) 2,164 6.58

The average number of employees during 2023 was 745 (2022: 727).
12 PROFIT/(LOSS) FOR THE YEAR

The Croatian National Bank realised profit for 2023 in the amount of zero euro after covering the losses
from pre-entry revaluation accounts (Note 6, under 2 Net result of financial operations, write-downs
and risk provisions). The Decision on the financial statements of the Croatian National Bank for 2023
is adopted by the Council of the Croatian National Bank.

In accordance with the decision of the Council of the Croatian National Bank on the financial state-
ments of the Croatian National Bank for 2022, the realised profit in the amount of EUR 64,002
thousands was allocated as follows: 20% of the profit, i.e., theamount of EUR 12,801 thousands, was al-
located to general reserves and 80% of the profit, i.e., the amount of EUR 51,201 thousands constitutes
revenue to the State Budget.

Note 7 — Risk management

The Croatian National Bank manages non-monetary financial assets (own funds in euro and in-
ternational reserves in foreign currency), where the level of risk is also significantly influenced by
monetary policy implementation which is reflected in the monetary part of the balance sheet of the
Croatian National Bank.

The Croatian National Bank manages non-monetary financial assets based on the principles of liquid-
ity and safety, which means that it maintains high liquidity of financial assets and appropriate risk
exposures and seeks to achieve favourable return on its investments within the defined limits.

Risks inherent to managing non-monetary financial assets consist primarily of financial risks such as
creditrisk, liquidity risk and market risk. However, considerable attention is given also to operating risk.
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71

7.2

Operating risk is the risk of loss due to inappropriate or inefficient internal processes, employees or
systems or due to the events external to the Bank. Operating risk is managed by strict segregation of
duties and responsibilities, formalised methodologies and procedures and by conducting regular in-
ternal and external audits.

The revaluation accounts and provisions for financial risks are risk buffers, with the revaluation ac-
counts used as the first level of protection against the risk of a fall in prices and exchange rates, while
provisions for financial risks and the pre-entry revaluation account for the coverage of losses can be
used to cover the negative impacts on the profit and loss account arising from all financial risks.

Credit risk

Credit risk is the risk that the counterparty will not settle its liability i.e. the possibility that invested
funds will not be recovered in full or within the planned schedule.

The Croatian National Bank manages its credit risk exposure by investing its financial assets into
high-quality instruments with minimum risk, such as government bonds, government guaranteed
bonds, bank bonds with government guarantees and guaranteed bonds, into instruments of interna-
tional financial institutions with high credit rating and into both collateralised and non-collateral-
ised deposits. Collateralised deposits represent deposits secured by government bonds in the amount
equal to or in excess of the value of the deposit. Uncollateralised deposits are invested only with cen-
tralbanksand international financial institutions. Financial assets investments are limited per types
of issuer and per types of financial institutions, which diversifies credit risk.

Its assessment of financial institutions’ creditworthiness is based on the ratings of major interna-
tionally recognised rating agencies (Moody’s, Standard & Poor’s, and Fitch).

The Croatian National Bank invests financial assets in government bonds and government guaran-
teed bonds of countries rated Aaa to Baa3 (Moody’s), guaranteed bonds with ratings from Aaa to Aa2,
reverse repo agreements with commercial banks with ratings of Aaa to Baa3, deposits with central
banks rated Aaa to Baa3, instruments with international financial institutions rated Aaa to A2, and
deposits placed with commercial banks rated Aaa to A3 for the purpose of carrying out foreign curren-
cy transactions.

Liquidity risk

Liquidity risk is the risk of inability to settle all the liabilities and obligations arising from the opera-
tions of the Croatian National Bank as they fall due. Hence, the Croatian National Bank has to ensure,
through its strategy, sufficient liquid funds on a daily basis to settle all of its liabilities and commit-
ments. Liquidity risk is controlled by investing financial assets into demand deposits, highly market-
able bonds and partly in deposit instruments with short maturities.

Liquid funds include all assets that are convertible into cash within a period of one to three days. The
Croatian National Bank invests total financial assets into deposits with maturities of up to three
months and into securities. At 31 December 2023, 40% of financial assets were liquid and at 31 Decem-
ber 2022 approximately 18.5% of financial assets were liquid.
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Market risk

Market risk is the risk of fluctuations in the fair value or future cash flows of a financial instrument
due to changes in market prices. Market risk includes foreign exchange risk, interest rate risk and
other price risks.

Foreign exchange risk (risk of changes in value of one currency against another) is the risk of fluctu-
ation in fair value or future cash flows of a financial instrument due to changes in foreign exchange
rates.

Interest rate risk is the risk of fluctuations in fair value or future cash flows of a financial instrument
due to changes in market interest rates.

Other price risks include the risk of fluctuations in fair value or future cash flows of financial instru-
ments due to changes in market prices that do not arise from interest rate or foreign exchange risk.

Foreign exchange risk

The Croatian National Bank holds a portion of its assets in foreign currencies, which exposes it to for-
eign exchange risk in terms of fluctuations in the exchange rates of the euro against the US dollar.
These cross-currency changes affect the balances of revaluation accounts in the balance sheet and the
profit and loss account result.

The Croatian National Bank takes on exposure to foreign exchange risk only in respect of financial
assets it manages in accordance with its own guidelines (excluding the Ministry of Finance funds,
XDR holdings with the IMF and investments in repo agreements). Although VaR analysis for foreign
exchange risk and various stress tests are made, the currency structure is not defined by these meas-
ures, but primarily by the currency structure of debt and imports. Accordingly, VaR limits are not set,
nor is back-testing implemented.

The portion of financial assets formed out of the Ministry of Finance funds, repo deals and funds in
special drawing rights (XDR) is managed passively by the central bank, based on the currency struc-
ture of foreign currency obligations; hence, there is no exposure to foreign exchange risk on this basis.

Currency VaR for a period of one year with a confidence level of 95% is EUR 296 million.

Interest rate risk

Interest rate risk is the risk of a decline in the value of the Croatian National Bank’s portfolio of finan-
cial assets due to possible changes in interest rates on the fixed-yield instrument markets.

Financial assets, which are managed in accordance with the CNB’s own guidelines, are invested in
trading and investment portfolios. An investment portfolio of securities may be formed as a not held
to maturity portfolio and as a held to maturity portfolio. Both of such portfolios serve as long-term
sources of stable income and are of long average maturity.

The Croatian National Bank has, through the profit and loss account, an open exposure to interest rate
risk only with the trading portfolios, while with the investment portfolios it almost has no exposure
to interest rate risk.

The part of the financial assets that consists of the Ministry of Finance funds, funds based on
repo agreements with banks, the membership in the IMF and other property owned by other legal
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entities, is operated by the Croatian National Bank in accordance with commitments, in order to pro-
tect it against interest rate risk.

7.3.3 Other price risks

The Croatian National Bank is exposed to other price risks on funds entrusted to the management of
international financial institutions and precious metals since price risks affect the change in value of
these financial instruments.
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ABBREVIATIONS

2LoD second line of defence

AIS account information service

AMLSCO Standing Committee on anti-money laundering and countering terrorist
financing

AMLTF Anti-Money Laundering and Terrorist Financing Act

AnacCredit analytical credit database

APIL application programming interface

APN Agency for Transactions and Mediation in Immovable Properties

BCBS Basel Committee for Bank Supervision

BIS Bank for International Settlements

BISIN Bank for International Settlements Innovation Network

bn billion

BRRD Bank Recovery and Resolution Directive (Directive 2014/59/EU of the

European Parliament and of the Council of 15 May 2014 establishing a
framework for the recovery and resolution of credit institutions and
investment firms)

C4F Carbon4 Finance

CBDC central bank digital currency

CBRD Croatian Bank for Reconstruction and Development
CBS Croatian Bureau of Statistics

CCD Consumer Credit Directive

CDcCC Central Depository and Clearing Company
CDIA Croatian Deposit Insurance Agency

CEF Center of Excellence in Finance

CESEE Central, Eastern and Southeastern Europe
CF carbon footprint

CHF Swiss franc

CI carbon intensity

CIR cost-to-income ratio

CLVPS Croatian Large Value Payment System
CMDI crisis management and deposit insurance
CNB Croatian National Bank

CO2e carbon dioxide equivalent or CO2 equivalent
CPII Croatian Pension Insurance Institute

CRD Capital Requirements Directive

CRR Capital Requirements Regulation

CSDB Centralised Securities Database

DFR deposit facility rate

DGSD Deposit Guarantee Schemes Directive

DLT distributed ledger technology

DORA Digital Operational Resilience Act

DWH Data Warehouse

EBA European Banking Authority

EBRD European Bank for Reconstruction and Development



ECB
ECC

EC

ECL
ECOFIN
EDIS
EEA
EER-41

EEC
EFIF
EFTPOS
EIOPA
ERMII
ESCB
ESG
ESMA
ESM
ESRB
€STR
EU

EUR
EURIBOR
Euro-NCS
Fed
FINA
FinRep
FinTech
GDP
GDPR
GVA
HANFA
HFCN
HICP
HLTF
HRK
ICT
IFRS
ILAAP
IMEC
IMF
IMI

IRB
IReF
IRT

ISS
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European Central Bank

Ethics and Compliance Committee

European Commission

expected credit loss

Economic and Financial Affairs Council
European deposit insurance scheme

European Economic Area

nominal effective exchange rate index of the euro against 41 major
trading partners of the euro area

Economic and Financial Committee

European Forum for Innovation Facilitators
electronic funds transfer at point of sale
European Insurance and Occupational Pension Authority
Exchange Rate Mechanism

European System of Central Banks
environmental, social, governance

European Securities and Markets Authority
European Stability Mechanism

European Systemic Risk Board

euro short-term rate

European Union

euro

Euro Interbank Offered Rate

Euro National Clearing System

Federal Reserve System

Financial Agency

FinTech repository

financial technology

gross domestic product

Ceneral Data Protection Regulation

gross value added

Croatian Financial Services Supervisory Agency
Household Finance and Consumption Network
harmonised index of consumer prices

High Level Task Force on Digital Euro

Croatian kuna

Information and Communication Technology
International Financial Reporting Standards
Internal Liquidity Adequacy Assessment Process
International Monetary and Financial Committee
International Monetary Fund

internal model inspection

Internal Ratings Based Approach

Integrated Reporting Framework

Internal Resolution Team

Institutional Shareholder Services, Inc.
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IT
LCR
LGD
MF
MiCA
MLF
m
MREL
MRO
NBU
NCA
NCS
NGES
NPE
NPL
NRR
NRRP
NSFR
O-SIIs
OECD
OSI
PCAF
PD
PIS
PMB
PMLTF
PRGT
PSD2
PSD3
PSR
RC
RFI
RIAD
RIADTS
ROAA
ROAE
RRF
RST
RTA
SCTInst
SCT
SDR
SEPA
SHSDB
SMS
SRB

information technology

liquidity coverage ratio

loss given default

Ministry of Finance

Markets in Crypto-Assets Regulation
marginal lending facility

million

minimum requirement for own funds and eligible liabilities
main refinancing operations

National Bank of Ukraine

National Classification of Activities

National Clearing System

Network for Greening the Financial Systems
non-performing exposures

non-performing loans

national reference rate

National Recovery and Resilience Plan

net stable funding ratio

other systemically important institutions
Organisation for Economic Co-operation and Development
on-site inspection

Partnership for Carbon Accounting Financials
probability of default

payment initiation service

Program Monitoring with Board Involvement
prevention of money laundering and terrorist financing
Poverty Reduction and Growth

Second Payment Services Directive

Third Payment Services Directive

Payment Services Regulation

Republic of Croatia

Rapid Financing Instrument

Register of Institutions and Affiliates Data
RIAD transaction system

return on average assets

return on average equity

Resilience and Recovery Fund

Resilience and Sustainability Trust

Resident Twinning Advisor

SEPA Credit Transfer Instant

SEPA Credit Transfer

special drawing rights

Single Euro Payment Area

Securities Holdings Statistics Database

short message system

Single Resolution Board



SREP
SRMR
SRMR

SRM

SudReg
TAIEX
TARGET2-HR
TARGET2

TCE
TCED
tCO2e
thous.
TIPS DCA
TIPS
TREA
UNFCCC
UN

USA
USD
WACI

SYMBOLS
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Supervisory Review and Evaluation Process

Single Resolution Mechanism Regulation

Single Resolution Mechanism Regulation (Regulation (EU) No
806/2014 of the European Parliament and of the Council of 15 July 2014
establishing uniform rules and a uniform procedure for the resolution of
credit institutions)

Single Resolution Mechanism

Court Register

Technical Assistance and Information Exchange

national component of the TARGET2 system

Trans-European Automated Real-time Gross Settlement Express Transfer
system

total carbon emissions

Task Force on Climate-related Financial Disclosures

tonnes of carbon dioxide equivalent or CO2 equivalen,

thousand

TARGCET Instant Payment Settlement Dedicated Cash Account
TARGET Instant Payment Settlement

total risk exposure amount

United Nations Framework Convention on Climate Change

United Nations

United States of America

US dollar

weighted average carbon intensity

no entry

data not available

valueisless than 0.5 of the unit of measure being used
average

indicates a note beneath the table and figure

corrected data

incomplete or insufficiently verified data

217



218 CROATIAN NATIONAL BANK // ANNUAL REPORT 2023

PUBLISHER

Croatian National Bank
Trg hrvatskih velikana 3
10000 Zagreb

www.hnb.hr

Those using data from this publication
are requested to cite the source.

Any additional corrections that might be
required will be made in the website version.

ISSN 1331-6397 (Pl’int)
ISSN 1334-0107 (online)






LOLO-PEEL NSSI €207 1140d3d TVNNNY INVYE TVYNOILVYN NVYILVYOYD



	ANNUAL REPORT 2023
	1	First year in the euro area
	2	Monetary policy and economic developments
	3	Financial stability and macroprudential policy
	4	Financial asset management
	Box 1 The founding of Moneterra – Money Museum of the Croatian National Bank
	5	Supervision
	Box 2 Activities related to the establishment of the Office for the supervision of entities engaged in the sale of non-performing loans
	6	Resolution
	7	Business operations of credit institutions
	8	Statistics
	9	Research
	10	Protection of financial services consumers
	11	Payment transactions
	Box 3 FinTech and central bank digital currency
	12	Currency department operations
	13	Authorised currency exchange offices
	14	CNB in the EU and the international environment
	Box 4 Climate Strategy of the Croatian National Bank
	15	Public relations
	16	Activities of the Visitors’ Centre
	17	Human resources and organisation
	Box 5 Ethics and integrity
	18	Members of the Council and management of the Croatian National Bank
	19	Organisational sheme
		Climate report
		Financial statements
		Abbreviations and symbols



