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Abstract

Consumer protection within a broader area of soc&dponsibility and ethics in banking

has recently been attracting increased interesresfearchers and professionals. The
global financial crisis, which started in 2007, hpst consumer protection under great
scrutiny by initiating changes in behavioural patte both of banks and consumers.
Besides being an ethical question, consumer piioted$ also an important social and

political question, usually appearing together wekcessive problems, significant for
financial stability as well.

The aim of this paper is to investigate problembank consumer protection in Croatia
both from regulatory and from practical aspect, aplhnned solutions for detected
problems, as well as to analyse examples foundeweldped countries. Qualitative
methodology is applied in the research, based etejsth interviews with subject matter
experts. By studying practical solutions for coneurprotection on a global level,

particularly focusing on the USA and Western Euswpeountries, the paper proposes
the best practice of consumer protection applicabl€roatia.
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1 INTRODUCTION

The protection of consumers-users of financial badking services is the foundation of
an efficient and fair financial system. It refeosdiients' rights to true, timely and understandabl
information prior to using financial services, alwas access to efficient and economical
protection mechanisms. Consumer protection is blasdated to financial literacy (World Bank,
2011). Though consumer protection in a financiatey also includes investors, its main task is
protection of depositors, according to the pracoeldwide.

The importance of consumer protection for finanggbktem stability became more
prominent with the financial crisis which caused njgproblems in the field of consumer
protection. Financial stability was significantlyndermined due to, among other, consumers
borrowing beyond their means, which raised newessim the field of consumer protection.
Consumers and their problems have been in theigpbticross the EU, where the crisis imposed
a need for more attention towards consumer pratedssue.

Bank consumer protection is still a novelty on t@eoatian financial market. The
regulator started to deal with this issue morenisédy in 2007, which was not the case worldwide.
More significant amendments and annexes to thetiegidaws, together with passing new
legislative in the USA and EU, came as a resulheffinancial crisis outbreak.

The paper consists of five segments. After theodhictory part, the second one gives an
overview of regulatory frameworks for consumer pobibn in the USA and EU. The third part
gives a detailed development of consumer protectgulatory framework in Croatia while the
fourth part analyses specific problems of consupretection on the Croatian banking market.
The fifth part gives concluding remarks.

Different research methods and sources of infownataire used in the paper. In
investigating regulatory framework of bank consumeatection in the USA and European Union,
common scientific methods of description, comparatand analysis are used. Research of
Croatian context is based on in-depth interviewth wubject matter experts. The above mentioned
research methods are used in this part of researotell.

2. OVERVIEW OF BANK CONSUMER PROTECTION
REGULATORY FRAMEWORK IN THE USA AND EU

Consumer protection regulation was developed inUB& during the 1960s and 1970s
(Deutsche Bank Research, 2011, p. 5). The legaidveork of bank consumer protection in the
USA has undergone dramatical changes and redefthinigg the current crisis, which spilt from
the USA to other financial markets leaving the wWaetonomy deeply scared, meanwhile making
the improved financial, i.e. bank consumer protett constituent part of financial regulation in
the USA and EU countries. It was exactly the cnghich encouraged re-examining, redefining
and tightening not only of financial institutiomegulations, but also of bank consumer protection.
Many researches were conducted over the last deyeeams in order to determine potential
significance and the impact of consumer protectinrminimising financial risks, primarily those
caused by imprudent housing loans, inadequate aggunland supervision of granting subprime
loans. The main findings (Reiss, 2012, p. 17) ptinimportance and necessity for consumer
protection within the «shadow mortgage banking l&ipn», i.e. housing mortgage loans and
securitization of housing loans.

Financial consumer protection is essential in €afelow financial literacy, inadequate
knowledge of complex structural financial produdtgreased households borrowing, unclear and
correct information on market movements, low awassnand inadequate risk taking from the
financial consumers. Financial education and firglnconsumer protection in such conditions
contribute to restoring and increasing consumefidence in the entire financial system with the
aim of lowering risk exposure, consequently leadm@inancial stability. (Rutledge, 2010).



Transparency and information disclosure on findmmieducts and services, together with
their prices and remunerations, stricter legalulatgry and institutional framework for consumer
protection, data and privacy protection, consuniaanicial education, risk knowledge and
knowledge of available financial products and sssiare the best methods for achieving financial
consumer protection (Financial Stability Board, 20f. 43-45, OECD, 2011, p. 1-7.). Financial
consumer protection implies consumer protectiomfroegative consequences of irresponsible
management by the financial services providenidhsservices are connected with profiteering or
fraud (Deutsche Bank Research, 2011, p. 1-2, Rygle2010, p. 1-2).

Consumer protection and financial literacy are iiggnt factors in maintaining financial
system stability. They also encourage efficiencgngparency, competition and consumer access
to financial service market by reducing the probleihasymmetric information and imbalance of
power between the service provider and service (#sétinancial Technologies Group Initiative,
2011, p.44). Financial education can be an efficraechanism for consumer protection, but it
cannot replace regulation (Rutledge, 2010, p. 2).

Table 1
Global overview of bank consumer protection regatat
International Acts, regulations, directives and recommendations
or national
institution
Bank for Basel Committee on Banking Supervision, Core Ppimsifor Effective

International Banking Supervision, September 1997, revised Oct2b@6
Settlements -

BIS Supervisory Guidance on Dealing with Weak Bank§220

World Bank - | General Principles for International Remittancevides, 2007
WB

United Guidelines for Consumer Protection
Nations - UN

Organization Guidelines on the Protection of Privacy and TranddoFlows of Personal
for Economic | Data, 1980

Cooperation
and
Development | Best Practices for the Formal Exchange of InforamaBetween Competition
Authorities in Hard Core Cartel Investigations, 200

Guiding Principles for Regulatory Quality and Penfiance, 2005

Recommendation of the Council concerning Mergeri&®ey2005

Recommendation of the Council concerning Struct8eglaration in
Regulated Industries, 2001

Recommendation of the Council concerning Effecfhe¢ion against Hard
Core Cartels, 1998

Recommendation of the Council concerning Co-openatietween Member
Countries on Anticompetitive Practices affectintetnational Trade, 1995

FATF — Forty Recommendations on Money Laundering, 2003
;Lrlti)nnmal Nine Special Recommendations on Terrorism Finandf@l as expanded in
2004
Task Force
Asia-Pacific | APEC Privacy Framework, 2005
Economic




Cooperation APEC Policy Dialogue on Deposit InsaearKey Policy Conclusions, 2004

EU Directive on Consumer Credit, 1987/102/EEC,msraded

Directive on Credit Agreements for Consumers, 208&C, repealing
Directive 87/102/EEC

Directive on Consumer Protection in the Indicatidrthe Prices of Products
offered to Consumers, 1998/6/EC

Directive on Unfair Terms in Consumer Contract93/A3/EEC

Directive concerning Unfair Business-to-Consumem@wrcial Practices in
the Internal Market, 2005/29/EC

Directive on Misleading and Comparative Advertisigd§06/114/EEC

Directive on the Distance Marketing of Consumeralficial Services,
2002/65/EC

Directive on Payment Services in the Internal Mgrk807/64/EC
Directive on Deposit Guarantee Schemes, 1994/19/EC

Directive on Protection of Consumers in Resped®isfance Contracts,
1997/7/EC

Directive on the Protection of Individuals with egd to the Processing of
Personal Data and on the Free Movement of such H2®&/46/EC

Commission Recommendation on the Principles for@aourt Bodies
involved in the Consensual Resolution of Consunispites, 2001/310/EC

Communication from the Commission - Sector Inquingler Art 17 of
Regulation 1/2003 on Retail Banking, COM (2007)igal

Commission Staff Working Document on the Implem#gataof the
Commission Decisions on Standard Contractual Ctafmahe Transfer of
Personal Data to Third Countries 2001/497/EC ari?AB/EC, SEC (2006)
95

Treaty establishing the European Community (EC f/je4957 as amended

USA Dodd-Frank Wall Street Reform and Consumerdetain Act, 2010

Credit Card Accountability, Responsibility, and Elssure Act of 2009
(Credit CARD Act of 2009), 2009

Truth in Lending Act (TILA), 1968

Truth in Savings Act, 1991

Check Clearing for the 21st Century Act, 2003
Fair Debt Collection Practices Act, 1977
Regulation E — Electronic Fund Transfers, 1966
Federal Trade Commission Act, 1914

Equal Credit Opportunity Act, 1974

UK Financial Services and Markets Act, 2000
Consumer Credit Act, 1974

Source: The World Bank, 2011, Good Practices foraRcial Consumer Protection, March, p. 33-
34.



The research on a sample of 142 countries condiranbigh level of financial consumer
protection. Results show that 118 countries hagelli regulated bank consumer protection, with
most amendments and changes being made over thevdadecades, following the turmoil on the
financial market. Consumer protection has beenlatgh within three acts in 36 countries: Credit
Institutions Act, Financial Consumer Protection Astd other forms of regulation, while 45
countries have double regulation of consumer ptigiee within the Financial Institutions Act and
Financial Consumer Protection Act. A detailed oi@mw is given in the chart (A Financial
Technologies Group Initiative, 2011).
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Figure 1 Number of countries and regulation metHfodéinancial consumer protection

Source: World Bank

The Financial Regulatory Reform or Dodd-Frank Wall 8trReform together with the
Consumer Protection Act or Dodd-Frank Act were @as a response to the crisis, with the aim
of minimising systemic risk (Reiss, 2012, p. 5).eTAct tightly regulates financial consumer
protection in the segment of «shadow banking»,tgizing housing mortgage market through:
responsible granting of housing mortgages or dedinminimum mortgage quality, defining
authorised holders for issuing mortgages, obligatounselling and informing bank clients before
granting mortgage credit etc. in order to reduceatges caused by granting subprime mortgage
loans and preventing future losses and risk exgosuhousing finance by controlling the quality
of granted mortgage loans. The Act came into effeduly 2010. The main objective of this Act
is to achieve and maintain financial stability ¢fetUS financial system through enhancing
confidence and transparency lost in crisis dueattkb’ irresponsible business activities and their
excessive risk exposure, knowing they were «toddigil ». This Act aims not only at protecting
taxpayers, whose funds rescued the fallen bankistes, but also at protecting consumers from
ill-intentioned activities of financial institutienand the risk of spill over effect from financial
institutions to bank consumerfodd-Frank Actassumes stricter control of registration and
business activities of investment advisors, hedgeld and private equity fund®rfvate Fund
Investment Advisers Registration Act, 20Dibdd-Frank Actand the rest of legislature anticipates
consolidation of consumer protection regulatory ibsd(merging and abolishing 7 existing
banking and financial regulators by creating a negulatory bodyConsumer Finance Protection
Bureay CFPB orBureau of Consumer Financial ProtectigBCFP) (Financial Stability Board,
2011, p. 6),i.e. creating a supervisory body faseasment and supervision of systemic risk, a



comprehensive financial markets regulation, inalgdiincreasing transparency by trading
derivatives on the stock exchange; a new, strab@sumer protection through standardization of
«plain vanilla » financial products, more rigidsimess and supervision standards, enhanced
protection of investors on the financial market,fileg tools and procedures or crisis
mechanisms, which would help the Federal Depossurence Corporation in liquidation of
financial institutions due to bankruptcy etc.

Newly established regulatory agencies in the US& &inancial Stability Oversight
Council (FSOC),0Office of Financial ResearcfOFR), serving as a support to FSOC &ngteau
of Consumer Financial ProtectiofBCFP). Suggested changes in the US financialesyst
regulation, with the aim of tightening regulati@iso refer to transfer and allocation of power to
the existing bodies in charge of financial systeegutation: Federal Deposit Insurance
Corporation(FDIC), U.S. Securities and Exchange Commisg¢®EC),Office of the Comptroller
of the Currency(OCC), Federal Reserve (FED)Securities Investor Protection Corporation
(SIPC).

The emphasis of the new regulation — Dodd-Frankl\8aket Reform and Consumer
Protection Act is put on (Financial Stability Boag®11, p. 43-45):

1. Bank consumer protection through more rigid iftugonal, legal and regulatory
framework; creating a new independent supervisggnay within the FED with the role
of ensuring complete information disclosure on b#nk products and service to
consumers, primarily all aspects of mortgage loang transparency when calculating
interest rates, especially for housing loans, treaiids; complete information disclosure
on all other financial products in order to proteohsumers from hidden remunerations
and commissions, ill-intended mortgage credit cbon$ (usury rates, interest rate
calculation methods, interest rate growth) anceiofrauds or bad business practice of
financial institutions;

2. Ending with the practise of covering losses itk taxpayers’ funds due to bad business
of large financial institutions using regulation efficient liquidation of fallen financial
giants due to bankruptcy; new capital requirememis possibilities of leverage which
should hinder excessive growth of banks; redefinirggrole of the FED on the financial
market; establishing more rigid standards, conémadl supervision in order to protect
financial consumers, investors and create safer@mwient for financial institutions'
business

3. Creating financial crisis early warning systems;

4. Transparency and responsible trade of exotitruments without their misuse and
unregulated trade for: OTC derivatives, ABS, heflgels, mortgage brokers etc., new
code of conduct, information disclosure and other.

5. Protection of investors on the financial mark&bugh encouraging transparency and
responsibility of the credit rating agencies wheaigning ratings to financial institutions
and instruments; insight into scoring when ratingd@worthiness; preventing conflict of
interest in rating agencies, etc.

Mortgage reform had a special emphasis on: moid agsessment of credit worthiness
of mortgage debtors, with the emphasis on secatit: loans; preventing predatory lending which
used granting subprime loans; penalizing irresf@stredit granting; additional protection of
debtors from «expensive» mortgage credits by Ingitmaximum growth of interest rates;
protection from excessive fees, i.e. protectiomfrioigh transaction costs and unjustified growth
of credit interest rates; counselling on housingsdilities (renting or ownership) in accordance
with one's financial possibilities, etc.

Consumer protection on the European market is at¢gilby theDirective 2011/83/EU
on consumer rightsThe rest of regulation deals with the same probtenzs shown in Table 1,
with the latest beingDirective 2008/48/ECon Credit Agreements for Consumers relating to
residential property, Directiv@009/14/ECon Deposit Guarantee Scheme, Directive 2008/48/EC
on Consumer Credit, the Law on the Payment Sendces Payment Systems (2D1and a
proposalA Mortgage Credit Directive (20135imilar to legal framework in the USA after the
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crisis outbreak, these regulations attempt to iwmpriinancial consumer protection and financial
literacy. The EU has previously regulated financ@nsumer protection withDirective
2002/58/EC concerning thprocessing of personal data and the protectionpofacy in the
electronic communications sectoand with Directive 2002/65/EC on distance marketing of
consumer financial services

Although regulatory framework of bank consumer pctibn in the USA does not
represent a direct basis for creating regulatogmfwork in Croatia (this being the acquis
communautaire), its understanding is relevant stheeUSA is the source of both the problems
and solutions. The EU has similarly incorporatesikkaonsumer protection within the newly
adopted directives.

3. DEVELOPING REGULATORY FRAMEWORK FOR BANK
CONSUMER PROTECTION IN CROATIA

The basisfor legal framework of financial consumer protentiin Croatia are the
following acts:Consumer Protection Act, Consumer Credit Act, PaynSystem Act and Credit
Institutions Act.

The Consumer Protection Adtom 2007 was based on the previously mentioned
Directive on consumer rightét does not only refer to bank consumers, but edgmilates general
consumer protection, with bank consumer protedtieing included with regulations on consumer
loans. The Consumer Protection Adhcorporates regulations on protection of consginer
economic interests, protection from life, healtld assets hazard, right to legal protection, right t
information disclosure and consumer education, trigh establish consumers' associations to
protect their interests arid represent consumers and participate in the wbrkspective bodies
(The Consumer Protection A@0D07, Article 1.).

Legal framework for consumer protection in Croats significantly strengthened by the
Consumer Credit Acin 2009, based oirective on Consumer Credin the jurisdiction of
Ministry of Finance. TheConsumer Credit Aategulates consumer credit contracts, information
and rights in the loan agreement together with rothgoortant consumer protection issues as
database access, supervision and financial conspna¢ection (Consumer Credit Act, 2009,
Article 1.)

For example, according to the Act mentioned abgrér to accepting the offer or
entering into the loan agreement, the lender ardicintermediary are obliged to, in due time,
provide the consumer with all relevant informatguch as type of credit, information on lender,
total credit amount, duration of the agreementerest rates, effective interest rates, amount,
number and frequency of payments, default ratessing payments warnings, collateral
instrument of insurance, possibility to withdrawrfr the loan agreement, the right of prepayment
together with lender's and intermediary's rightcoampensation (Consumer Credit Act, 2009,
article 5.)

The legislator has given special attention to tle¢hod of calculating interest rates, where
the lender is obliged to inform the consumer onditioms of regulating interest rate, when these
conditions are available and also inform the coremuon any sort of index or reference rate
applied to the initial interest rate, as well afbim the consumer on the term, conditions and
changes made with the interest rate. In order &vent usurious interest, interest rate cannot
exceed the limit defined by th@ivil Code(Law on the Amendments of the Consumer Credit Act,
2012, Article 7). Also, the lender needs to infatme consumer on the effective interest rate and
the total credit amount the consumer has to paywshin an representative example, stating all
criteria used in calculating the interest rate (€oner Credit Act, 2009, Article 5). Ti@onsumer
Credit Act contributed to better interpretation of effectiveerest rate calculations, since the
earlier Credit Institutions Actand Consumer Protection Actsed different methodology for this
purpose.



According to Consumer Credit Actthe consumers have the right to timely and free
information disclosure on database consultatioesl éigr creditworthiness assessments (Consumer
Credit Act, 2009, Article 5 and Article 9). All infmation, facts and circumstances collected in
this manner are, thereby, considered bank sec@eylit Institutions Act, 2008, Article 168).

Since part of regulations fall also into the catggof money transfer (previously
mentioned Directive on Consumer Credit, the Law on the Paym®arvices and Payment
Systems the domesti®ayment System Aist also a segment of regulatory framework of faiah
consumer protection in Croatia. This Act, amongeantiregulates obligations to inform the
payment service user about the terms of serviceyab as other rights and obligations and
transaction accounts. For instance, the Act meatig@rohibits charging for closing the account in
case of terminating the framework agreement affembnths Payment System A@Q09, Article
22), since such practise reduces competition anmmgnent service providers, which could
consequently have a negative effectmopean single marketevelopment, as the cornerstone of
cooperation between the EU countries. Also, payrsentice users' personal data are confidential;
therefore data processing by the payment serviewiger is done in accordance with the
regulations on personal data protection (Paymesite®y Act, 2009, article 54).

Bank consumer protection is also regulated byGredit Institutions Acfrom 2008. The
Act regulates conditions for establishing, opegtiand dissolution credit institutions with
registered offices in the Republic of Croatia, adl w&s their supervision and the conditions under
which legal persons with registered offices outslie Republic of Croatia may provide banking
and/or financial services in the Republic of Craati

The Credit Institutions Actamong other, improved institutional structurecohsumer
protection. According to the Act, banks are oblige@ntrust at least one of its employees with the
task of addressing consumer complaints (Crediftiigtns Act, 2008, Article 309) or establish
organisational units responsible for addressingseorer complaints. The Act has recently
undergone changes in consumer protection amendtiatstate credit institution must appoint at
least one person responsible for addressing comstongplaints (The Act on Amendments to the
Credit Institutions AGt2013, article 117). A special emphasis is putt@importance of internal
audit.

The latest amendments to the Credit Institutions povoked by recent problems with
repayments of foreign currency mortgages, placatgreesponsibility on credit institutions in the
matter of variable interest rate. The credit ingithn is obliged to warn consumers of all variable
rates risks, clearly and unambiguously define @mtparameters influencing the agreed interest
rates in the credit agreement (The Act on AmendmentheCredit Institutions AGt2013, Article
116).

The regulatory framework directed at bank consunpeotection has improved
considerably over the last several years, havirgpsitive effect on maintaing and enhancing
consumer confidence and trust into the bankingesystThis framework reflects the EU
guidelines, implemented in the national legislatitins also the reason why consumer protection
in different countries cannot be absolutely comgare

According toDiagnostic Review of Consumer Protection and Fimaniciteracy issued
by the International Bank of Reconstruction and &epment/World Bank in February 2010, the
Republic of Croatia succeeded in harmonizing tluletory framework of consumer protection
with the acquis communautaire in short term. The @lidelines incorporated into Croatian
legislation resulted in improved laws and reguladioelating to consumer protection (International
Bank of Reconstruction and Development/World Ba2(k]0, p.11). The period included in the
analysis marked the greatest progress in develagmingumer protection in Croatia.



4. PROBLEMS AND IMPROVEMENT SUGGESTIONS FOR BANK
CONSUMER PROTECTION IN CROATIA

The previous analysis of consumer protection regofaframework in Croatia has
confirmed its harmonisation with the EU guidelin€herefore, there are no more new guidelines
to be implemented into Croatian legislation. Howewertain practical issues are still present in
the field of consumer protection. What representgidespread problem in Croatia is a sort of
deviant practice in the entire financial sectorpessally banking, in relation to consumers.
Therefore, the governing bodies in Croatia havenbsedicated to suppressing such undesirable
and maleficent practice, which will probably resuit amendments to the existing consumer
protection legislation.

Apart from problems in credit payments, presentalh crisis-affected countries, a
widespread problem is also the practise of aggressiisleading sales of banking services. Many
bad practices are present on the Croatian bankarget though not against the law, they create a
paradoxical situation where a certain banking prads not illegal, but is also not responsible or
ethical. One such example is the sale of bankimgices that are not in compliance with the
client's needs or are even unnecessary. To salithblem, a more rigid regulation is required,
explicitly prohibiting and sanctioning deviant b&lwr among Croatian banks (World Bank,
2010, p.4). The solution to this problem shouldtstath the change in the banks' attitude. Banks
should adopt this kind of strategy since serioysr@gch to business relation can build trusting
relationship, thus preventing possible future peatd for themselves.

Key solution for preventing undesirable and maksidicpractice, apart from regulation, is
financial literacy, essential for consumers whenidiag on a financial service. Consumers have
to be informed and educated on offered financiadpcts and services in order to improve the
quality of their decision making. Financial liteyaimcreases the level of individual responsibility
in taking risk when making a financial decision amly financially literate consumers can help
financial sector contribute to real economic growatid poverty reduction (Vehovec, 2011, p. 68,
66).

Financial literacy in Croatia has recently been amndpecial attention but still not
adequately enough. The OECD defines financial atutas the process by which financial
consumers/investors improve their understandinfinaicial products and concepts and, through
information, instruction and/or objective adviceydlop the skills and confidence to become more
aware of financial risks and opportunities, to makkermed choices, to know where to go for help
and to take other effective actions to improvertfiaancial well-being (OECD, 2005, p. 26). One
of restraints to improving financial literacy turheout to be insufficient funding, since
coordinators for this project are Ministry of Saven Education and Sports in cooperation with
Ministry of Finance. Workshops organised by thedfiem Banking Association have had positive
reactions in the public, but it remains difficudtdefine to what extent they are used as a marketin
channel for banks and how much are they really diateconsumer protection. A positive, initial
step in improving financial literacy in Croatiattee Draft of National Strategic Financial Literacy
Framework under the jurisdiction of Ministry of Bimce, sort of a snapshot of the current state, a
starting point for creating financial literacy galihes.

Germany, a very active country in developing firnahliteracy or Portugal could serve as
successful examples of improving financial literagigh the help of governing bodies. Bank of
Italy has a longer history in developing finanditdracy and its target group are young citizens,
potential bank clients.

Apart from problems in misleading sale of banksggvices and the primary problem of
financial literacy, which makes consumers in Ci@a&ven more subject to bad practices, there is
also the problem of foreclosure. Most consumer dams refer to misunderstanding of
obligations, especially when guarantors are corkr(World Bank, 2010, p.10). When the
foreclosures happen, consumers mostly complain tabwufficient transparency about the



banking service offered, however, validity of swamtracts is undisputable. Regulation was also a
factor in helping banks transfer risk to clients.

Complaints concerning the foreclosure problemywel as all other financial problems,
are usually submitted to Croatian National Bankweer, bank consumers together with the
general public perceive the role of CNB in a cortgdle wrong way. Citizens also address the
Central Bank concerning their particular complaimtbich do not fall under the jurisdiction of the
Bank (Credit Institutions Act, 2008, Article 309%ince the legislator did not prescribe this
obligation to the Bank due to the volume and tiraquired for performing such tasks (Mateti
2005, p 16). According to the Amendments to the éwrtthe Croatian National Bank, the Bank
will no longer be responsible for handling consurnemplaints, opposite the current practice.
Individual complaints to the Croatian National Baoén only be an indicator of a general
approach to retail in Croatian banking sector. Bhek, for example, follows periodical trends on
number of consumer complaints to a particular ¢riedititution (The Act on Amendments to the
Credit Institutions Act,2013, Article 117). Certain countries already hathe Financial
Ombudsman — public attorney for consumer rightehSan institution is typical for countries with
a single institution supervising not only bankibgt all financial service, this not being the case
Croatia. Research show that consumer protectidrefter implemented in those countries that
have financial supervision integrated within onstitation (Malet¢, 2005, p 16). Instead of doing
above mentioned, the Croatian National Bank is nmorelved in improving financial literacy, for
example, through its official site.

Generally speaking, most shortcomings noticed imkb@nsumer protection in Croatia
refer to legal mechanisms used to deal with conswmmplaints, since this practice has not been
successful in Croatia so far. The Mediation Cemtrehe Croatian Chamber of Economy was
created as an institution for dealing with consug@nplaints, although Croatian citizens can file
a mediation request to any mediation centre in xaes well. Mediation centres are designed as
places for arbitrage and alternative, out-of-caattlements. However, this kind of inexpensive
method of dispute settlements is not adequatelgldped in Croatia. Its potential is underused,
unlike in the EU countries where they play an atiele in the mediation process.

Certain shortcomings exist in the area of consuimérming. Though regulatory
framework of consumer protection in Croatia is ctetgdy comparable to those in the countries
analysed, the law-required consumer informing oftemes down to lengthy contracts and unclear
terminology.

Following the above, Croatian banking market shqualgl more attention to all aspects of
consumer protection, especially to developing mtat@ mechanisms in dispute cases, as well as
implementing financial literacy. This makes issuEsstrengthening institutional structure of
consumer protection and financial literacy curggmrities for government bodies.

Concerning the mechanisms for consumer protectiadispute cases and in accordance
with the practice from different world countries,uaique association for consumer complaints
would mark a great headway for Croatian bankingketarOne such body could be created as a
centre for financial consumer complaints to all @ypof financial services. Apart from the
administrative function, this body would, with timdeal with disputes going up to a certain
amount of money, while disputes with higher amouwtsuld fall under the jurisdiction of
mediation centres, being an efficient and easilgilable out-of-court way of settling disputes.
Taking into consideration the problems of settlidigputes in Croatia, a certain progress is
noticeable, achieved by committing banks to fornecsgl organisational units and appoint a
person responsible for dealing with customer comfda

The widespread problem of financial illiteracy ietRepublic of Croatia is a topic which
deserves greater attention from the governmenttsimes, financial experts and scientists. In
Croatia, financial literacy is often incorrectlyrpeived as a substitute for consumer informing and
a mechanism for resolving disputes. Apart fromaheve mentioned, the necessity for improving
financial literacy is seen in financial problemsttloccur due to its absence, which results in bad
financial decisions. Existing measures for imprgvifinancial literacy in Croatia are not



noticeable enough for the public, making it difficto include wider population, not to mention
particular interests behind these efforts. Therefdhe Draft of National Financial Literacy
Frameworkis just the first stage in assessing current daté requirements and should lead to
other independent measures for improving finaritedacy. The programmes of financial literacy
should be incorporated in educational systems fittanearly age. Also, more public/media space
should have positive effects on spreading finarlt@lacy, as research in developed countries has
shown. Similar measures are suggested by otheouttor example Vehovec, 2011).

The practice of disclosing information on Croat@anking market could be improved or
simplified by issuing documents with essential infation (World Bank, 2011, p. 4), written in
clear and simple language, informing consumersegyf fieatures and especially risks connected
with certain banking services. The USA establisheghique, independent regulatory institution
within the Central Bank whose task is consumer rinfog. The independence of one such
institution in Croatia would guarantee fulfillindnd role it was created for, without serving to
marketing interests of banks.

Apart from suggested measures, for enhancing comsyrotection the Republic of
Croatia could follow and use existing documentgated within the banking sector. One such
example is theCode of Good Banking Practicsimilar to documents found in other countries,
created by the Croatian Banking Association in 200provides banks with useful instructions on
issues like consumer protection, bank secrecy; woess right to consumer data access for
checking or correcting inaccuracies, consumer gedtection and efficient resolving of problems
during business activities (HUB, 2009). Howeveg @ode is not given enough attention in the
banking practice, while consumers’ associationsegal community are not acquainted enough
with the existing document (World Bank, 2010, p.1Since there has been a certain period of
time since the Code has been created, currentstiarttie Croatian banking sector impose a need
for its revision.

Finally, consumer protection is not an isolateduéssbut a policy that should be
incorporated into all other government policiedoAg term approach and a harmonised policy are
what is necessary to create a system in which ecoesuwill feel safe and protected, their long-
term confidence being the best value for bankirggesy.

S. CONCLUSION

Due to important economic and social role of bardasumer protection has a large
significance in achieving stability and ensuringaficial system sustainability. The USA and the
EU have already realized the importance of consymnatection, which is confirmed by the fact
that legal protection for consumers has the longéstbry in these countries. Croatia has also
joined these countries in shaping the regulataaynéwork for consumer protection, though only
recently. However, the key problems in bank consypnetection on the Croatian banking market
are of practical nature. They are primarily refégttn the misleading sales practices, as well as in
the problem of foreclosures. Therefore, it is expéchat the future will certainly bring some
improvements of the consumer protection regulatoaynework. Research on bank consumer
protection in Croatia has shown the need for impnoent in all aspects of this area — consumer
informing, consumer rights protection in cases ispdtes and improving financial literacy, with
the special accent on the previous two aspects.

Consumer protection is essential for creating a jgstem for the entire social
community. Encouraging financial literacy, with thien to financially educate bank consumers, is
the key factor to achieving this goal, hopefullyithvmore help from Croatian government
structures in the future.
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