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Summary

In a fi nancial system with a dominant banking sector, banks are the most important 

channel for fi nancing needs of the economy. Banks have an important role in the process 

of fi nancial intermediation. In fi nancial crises, credit activities of banks decline, and this 

has an impact on the availability of resources for fi nancing the economy. Characteristics 

of the banking sector in Croatia are determined by the process of political and economic 

transition. Authors analyze the eff ect of the fi nancial crisis on the stability of the banking 

sector through a series of indicators of the banking sector: the number of banks, banking 

intermediation, concentration, foreign ownership, liquidity. Th e aim of the paper is to ana-

lyze fi nancial stability of the banking sector before, during and aft er the fi nancial crisis and 

the correlation between banking credit activities and economic growth.
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1. INTRODUCTION

Th e period of transition of banking sectors in Southeast European coun-

tries was marked by crucial structural changes which can be described by the entry of 

foreign capital into the banking system, the growth in credit activities in particular 

to households, the improvement in profi tability, high and satisfactory rate of capital 

adequacy despite credit expansion and the growth of risk assets and the improve-

ment of supervisory framework. Problems in the functioning of the banking sector 

1 Igor Živko, Ph.D., Assistant Professor,  Faculty of  Economics, University of Mostar, Bosnia and Herze-

govina, E-rmail: igor.zivko@sve-mo.ba
2 Tomislav Kandžija, M.Sc., Primorje-Gorski kotar County, Croatia, E-mail:tomislav.kandzija@pgz.hr



130

POSLOVNA IZVRSNOST ZAGREB, GOD. VII (2013) BR. 1 Æivko I., Kandæija T.: Impact of fi nancial crisis on banking sector stability in Republic Croatia

can have an impact on macroeconomic (allocation of resources, price stability, in-

ternational capital markets) and microeconomic eff ects (functioning of the payment 

system, development of brokerage functions, development of fi nancial markets). In-

stability of banks aff ects other sectors in the fi nancial system (fi nancial stability) and 

the real economy. Financial stability is defi ned as the ability of the fi nancial system 

to absorb shocks that could adversely aff ect the fi nancial system. Development of the 

fi nancial system, deepening of the fi nancial structure, and increase in fi nancial inter-

mediation are all prerequisites for development economics. As major fi nancial insti-

tutions, banks aff ect the stability of the fi nancial system. Th e stability of the banking 

sector determinates the eff ectiveness of the monetary policy transmission mechanism 

of monetary eff ects on the real economy (Enoch, Green, 1997, 41-51). Th e connection 

of the banking sector and economy in a fi nancial system dominated by banks was 

strongly expressed in the dependence of the economy on bank credits as the source 

of fi nancing their needs. It is clear that there is no healthy economy without a healthy 

banking sector. Research shows that the openness of the banking sector and its sta-

bility has a positive impact on GDP growth of the national economy (Levine 1997, 

2001; Levine, Loayza, Beck, 2000).

Characteristics of the banking sector in Croatia determined by the process 

of political and economic transition is analyzed in the second part of the paper. In 

the third part, authors observe the eff ect of the fi nancial crisis on the condition and 

stability of the banking sector. Th e analysis is based on the time series of basic in-

dicators of the banking sector and their behavior in terms of the fi nancial crisis. 

Analyzed indicators of fi nancial stability of the banking sector include: activities of 

banks, quality of assets, capital adequacy, profi tability and liquidity. Since banks are 

the main segment of the fi nancial system and a source of fi nancing for the economy, 

in the fourth part, the authors analyze the role of monetary policy in managing the 

security and stability of the banking sector in Croatia. In the end of the paper conclu-

sions are given.

2. TRANSITION OF BANKING SECTOR IN CROATIA

Th e fi nancial system of Southeast European countries until 1990 functioned 

in the economy that was centrally planned. In this centrally planned economy, banks 

had a passive role. Financial transactions of banks only satisfi ed the plans of the na-

tional goverment. At that time, the allocation of loans was only an accouting mecha-

nisam of banks for tracking goverment decisions to allocate resources to diff erent 

businesses and sectors. Up to 1990, the banks of Southeast European countries oper-

ated in a mono-banking system, in which the central bank carried out the functions 

of commercial and central banks. In this mono-banking system banks provided pay-

ment services, collected private savings, profi ts and taxes and transferred them to the 

state budget or the state institutions, reviewed the implementation of plans and the 

operation of state institutions. Countries of the former Republic of Yugoslavia had 

built a “two-tier” banking system which consisted of the central bank and individual 

commercial banks. 
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In the countries of former Yugoslavia and other countries of the region, the 

period until 1991 was marked by administrative regulation of business, loss in bank 

operation, negative real interest rate – infl ationary fi nancing, diffi  culties in maintain-

ing liquidity due to excessive exposure to the economy, lending decisions that were 

infl uenced by policy, and addiction of the economy to banks. Th e accumulation of 

bad loans and inadequate regulation and supervision of the banking system resulted 

in a banking crisis. Rehabilitation of failed banks was carried out in two ways: by 

designing diff erent models of bank rehabilitation and by opening the banking sector 

to foreign strategic partners (privatization). Th e process of rehabilitation lead to their 

nationalization, and the average cost of rehabilitation was about 10% of GDP.

Th e early stages of banking sector transition in Southeastern European coun-

tries consisted in the restructuring of state banks and in abandoning direct fi nancing. 

Reconstruction leads to bank privatization and growth of fi nancial markets. Th e pe-

riod of transition of the banking sector included signifi cant structural changes which 

had some basic features:

1. Entry of foreign capital into the banking system:

2. Growth in domestic lending in particular to the household sector;

3. Increase in the exposure to foreign currency risk;

4. Increase in profi tability and a satisfying rate of capital adequacy;

5. Credit expansion and growth of risk assets;

6. Improvement of the supervisory framework;

7. Implementation of accounting standards.

Total value of mergers and acquisitions in the period between 1991-2005 in 

Central and Southeast European countries was more than USA $ 20 billion (Doman-

ski, 2005, 71). In the next period banks must work on revising business policy, im-

proving corporate governance, establishing a reliable system of management and ac-

counting, risk management as well as internal control and audit.

3.  MARKET STRUCTURE OF BANKING SECTOR IN 

CROATIA 

Aft er fi nishing process of transition in the 1990s of the last century, the bank-

ing sector of Croatia has not recorded any signifi cant changes. In the last ten years 

the banking sector has recorded growth in performance and signifi cant changes in 

the market structure of the banking sectors (consolidation, concentration, foreign 

ownership, and competition). Banks are a dominant segment of the fi nancial system 

with low competition from other fi nancial institutions and fi nancial markets. Th e 

structure of the fi nancial system of Croatia and the importance of banks as fi nancial 

intermediaries are shown in Graph 1.
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Graph 1: Structure of the fi nancial system in Croatia 2009.

Source: CNB, Annual report, diff erent years

Th e institutional framework of the banking sector has enhanced constantly. 

Th e EBRD index of banking sector reform (quality of banking regulation and super-

vision, banking competition and fi nancial depth) has reviewed the Croatian banking 

sector with good prospects.3 

Table 1: Indicators of market structure of banking sector in Croatia

Indicators 2005 2006 2007 2008 2009 2010 2011 2012

Number of banks 34 33 33 34 34 33 32 32

Banking intermediation 110.4 119.4 122.3 105.9 113.9 121,2 123,89 -

Foreign capital in total 
capital 

96.6 95.8
90.4 90.6 90.9 90.3 90.6 90.4

CR4 64.9 64.0 63.9 65 65 65.3 66.4 66.4

HHI 1.358 1.297 1.279 1.308 1.366 1.361,7 1406,6 1406,5

Source: CNB, Annual reports, diff erent years

Aft er cleaning the bad loans in bank’s assets, banks started with strengthening 

the capital for normal operation. Th e process of capitalization in transition countries 

was aimed at improving capital adequacy and liquidity of banks at the national level. 

Higher capital requirements put banks at the front of the process of mergers and ac-

3 EBRD, Transition Report 2009, 2010.
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quisitions. Consolidation of the banking sector led to the reduction of the number of 

banks from 43 in 2000 to 32 banks at the end of 2012. Consolidation of the banking 

industry has had a signifi cant impact on the banking market structure and organiza-

tion of banks, and has exposed the market to the dominance of large banks. Because 

of the dominance of large banks, and as the result of consolidation and disappear-

ance of a large number of small banks, the question of access to fi nance for small and 

medium enterprises is raised. 

Banking intermediation indicates the role of banks in achieving the core func-

tions – the accumulation and allocation of monetary resources. When we measure 

and compare the degree of banking intermediation, the most common approach in fi -

nancial literature is the share of domestic bank’s claims in the private sector of bank-

ing sector assets and GDP. Bank intermediation, together with data on the number of 

banks, offi  ces, branches of a country is an indicator of fi nancial development. Inten-

sive banking intermediation is the result of combined structural factors (restructur-

ing and privatization of the banking sector, entry of foreign banks, improving the 

legal framework, excess liquidity in the banking market) macroeconomic and fi nan-

cial policies (monetary policy, fi scal consolidation of the sector) and cyclical factors 

(cost reduction borrowing, progress in macroeconomic stabilization, lower interest 

rate in global fi nancial markets and prices of securities). For banking intermediation 

the “catch-up eff ect” of countries with lower levels of fi nancial and economic develop-

ment is equally important. By analyzing banking intermediation in Croatia we can 

see the trend of fi nancial deepening and intensive banking activities. Th e fi nancial 

crisis slowed down banking intermediation in 2008.

A high share of foreign capital is the result of the process of privatization in the 

banking sector. One solution in the attempts to rescue the banking sector was to open 

the banking sector to foreign banks (liberalization) and to build a strong and stable 

banking sector and help national governments to create legal regulation and institu-

tional infrastructure. According to the research conducted in Croatia (Galac, Kraft , 

2001), the main competitive advantages of foreign banks in Croatia are: cheaper fund-

ing costs of foreign banks, lower interest rates, quality of personnel etc. Also, research 

conducted in new EU member states (Bulgaria – Bitzenis, 2004; Hungary, Czech Re-

public, Poland, Slovakia, Slovenia – Mėrő, Valentinyi, 2003) record similar benefi ts 

of the entry of foreign capital for the domestic banking system. In 2012, 90.4% of the 

total capital in the banking sector was in foreign ownership. More than 60% of the 

banking sector is owned by Austrian banking groups. A high share of foreign owner-

ship determines a stronger relationship between the “parent” banks and “daughter” 

banks in Croatia through credit lines. Th e share of banks in foreign ownership in 

the assets of the total banking sector was 90% at the end of 2012. Th is indicates the 

dependence and sensitivity of the domestic sector to change in business policy and 

decisions of foreign-owned banks. Research indicates the correlation between foreign 

ownership and the instability of the banking sector in the period 1990-2006 (Demir-

guç-Kunt and etc., 1999; Bart and etc., 2002).

Concentration can be defi ned as mergers, acquisition of control or owner in-

fl uence through majority shares or voting rights in the assembly of the bank. Con-
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centration is one of the basic elements in the analysis of competitiveness, market 

structure and market power in banking. Th e issue of concentration of the banking 

market is interesting from the point of view of competition. Th e degree of concen-

tration in the banking sector is usually assessed by the share of assets held by one 

or three or fi ve largest banks in the assets of the banking sector (CR3, CR5) or the 

Herfi ndahl-Hirschman Index (HHI). Measurement of concentration ratios is car-

ried out for the simple determination of the characteristics of the banking market. 

However, high values of concentration ratios recorded in the banking market do not 

necessarily indicate decreasing competitiveness. According to research (Beck, Kunt, 

Levine, 2003), concentration in the banking market has a stabilizing eff ect. Th ere is 

a lower likelihood of a systemic banking crisis, i.e. the fragility of the sector in the 

banking market with a high concentration. Research has not proved the negative im-

pact of concentration on competition (Claessen, Leavin, 2003). HHI for the banking 

sector in Croatia indicates the growth of concentration and shows signifi cant con-

centration on the banking market. Concentration ratios of four largest banks in the 

banking sector indicate exposure of the banking sector to a small number of banks. 

Specifi cally, national economy depends on the activity of four largest Croatian banks 

in the sector. 

At the end of 2012, the total assets of the banking sector in Croatia amounted 

to 55.5 billion euros, and in comparison with the situation at the end of 2011 this is an 

increase of 4.2%. Th e structure of assets is dominated by loans in the amount of 67.1% 

(33 billion euros), which indicates a decrease of 5.4% in comparison with 2011. In the 

last few years, banks face a reduced demand for loans as the result of the fi nancial 

crisis which has reduced creditworthiness of existing and potential new customers. 

During 2008 and 2009 there was a weak decrease in demand, savings and term de-

posits in domestic currency, but an increasing amount of deposits in foreign currency 

was recorded in the same year. All categories of deposits recorded an increase in 2011. 

Borrowings from foreign fi nancial institutions was reduced by 1.6% and amounted to 

7.2 billion euros in 2009. Aft er 2009, banks have again been using credit from abroad 

in fi nancing their credit activities.

Table 2: Balance sheet of the Croatian banking sector in 2012 (in million euro)

Assets Liability
Bank reserves with central bank 6.722,6 Deposits 4.794,8

Foreign assets 5.322,2 Savings and time deposits 5.522,4

Claims on central government 8.277,3 Foreign currency deposits 20.768,6

Claims on other domestic sector 33.716,2 Bonds and money market instruments 2.417,5

Claims on other fi nancial institutions 1.274,4 Foreign liabilities 10.023,8

Claims to other institutions 178 Capital accounts 10.979,7

Other positions 655,5

Total 55.490,8 Total 51.581,4

Source: CNB, Statistics of Credit Institutions, 2012.
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Th e structure of assets and liabilities indicate the importance of loans in assets 

and deposits in the banking sources in the banking sector of Croatia. Th e loan struc-

ture is dominated by loans to other sectors (households), while deposits in foreign 

currency dominate in the structure of the source. Th e structure of assets and liabili-

ties are visible sources of risk for banks – credit risk and liquidity. 

Th e fi nancial crisis has decreased the domestic loans demand due to lost con-

sumer confi dence and stricter credit conditions. Decreasing activity and worsening 

credit quality of loan portfolios has an impact on banks’ profi tability. Banks maintain 

public confi dence, and aren’t faced with the withdrawal of deposits. In such conditions 

regarding the security and stability of banks, the relationship and actions of monetary 

policy are crucial, as well as careful management of banks by owners and managers.

4. INDICATORS OF FINANCIAL STABILITY OF BANKING 

SECTOR IN CROATIA

Th e banking sector with a 51.6% share in the total assets of the fi nancial sector 

is the dominant source of fi nancing which satisfi es demand from the economy and 

households. Th erefore, it is important to have a stabile banking sector. Th e stability 

of the banking sector increases the possibility that it will not get into a situation of 

insolvency4 in the future. So it is important to review the distribution of assets and 

liabilities of the banking sector through diff erent indicators.  

Lending activities of banks in Croatia have increased in recent years with a sig-

nifi cant share of loans to households.  Th e rate of credit growth recorded a value of 

over 25% annually. Bank loan activities showed a slow growth in the period 2008-2010 

Reason for this slow growth is in banks reserving in additional exposure to credit risk 

(Graph 2).  Impact of the fi nancial crisis on bank loan activities refl ects on the quality of 

assets and the share of non-performing loans in total loans of the banking sector. 

Grapf 2: Total loans of the banking sector in Croatia (in billion euros)

        Source: CNB, Annual reports, Zagreb, diff erent years.

4 Assets of banking sector aren’t enough to cover all liabilities.
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Loans to households dominated in the structure of total loans, which in 2009 

recorded the fi rst decline for retail loans in the last twelve years. Consumer loans re-

corded the biggest decrease (personal consumption) as well as loans for car purchase. 

Only slow growth is recorded in mortgage loans. In the period before the fi nancial 

crisis, banks recorded a strong growth of the loan portfolio funded by foreign sources 

(credit lines from “parent” bank to “daughter” bank). In the period 2008-2009, there 

was a growth in credit activities of the banking sector to the public sector, in order to 

fi nance the budget defi cit. Special attention should be given to domestic loans linked 

to foreign currencies, which may represent a source of risk to macroeconomic stabil-

ity in the case of inconsistency of monetary policy and exchange rate policy. Correla-

tion between credit activities of banks and the deepening current account defi cit is 

also an important characteristic of the banking sector. 

Credit risk dominates in the banking sector in Croatia and is the basic source 

of risk for fi nancial stability. Weak economic activity and increasing unemployment 

result in demand for loans, while banks are faced with new macroeconomic condi-

tions which infl uence the operation of banks. All this determines rigorous conditions 

for loan approval. Financial crisis aff ect the quality of bank assets and increase the 

share of bad loans5 in the total loans of the banking sector as well as the share of bad 

loans in the total assets of the banking sector. Bad loans recorded a trend of growth 

in the period 2008-2012. 

Graph 3: Non-performing loans in the total loans of the banking sector of Croatia

Source: CNB, Annual report, diff erent years.

Compared to 2008, in 2009 the growth rate of non-performing loans in relation 

to total loans of the banking sector in Croatia on an annual basis was 61%. Th e reason 

for the increase is a change in the structure of quality risk assets, with the growth of 

group B and it subgroup B1 (substandard loans) with probability of loss 1-30%. Th e in-

crease in bad loans and provisions can have direct and indirect macroeconomic eff ects 

on the fi scal side (collection on income taxes) and monetary side (credit to economy).

5 Th ere is no unique defi nition of bad loans, according to G-10 countries bad loans are all loans with the 

delay of 90 days.
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In 2009, the total capital of 33 banks in the banking sector amounted to 77 mil-

lion euro and in the same year recorded a 5.6% growth due to an increase in retained 

earnings and increase in position of statutory and other capital reserves. Th e capital 

adequacy ratio shows the ability of the bank to cover risk weighted assets with their 

capital. In 2009, the banking sector recorded a 2.9% rise of risk weighted assets on an 

annual level. 

Graph 4: Capital adequacy rate of the banking sector in Croatia

Source: CNB, Annual report, diff erent years.

Th e capital adequacy rate in 2009 grew by 0.6% as the result of capital increase 

in the banking sector and a decrease in capital requirement to cover credit and mar-

ket risks. Banks try to raise capital to absorb anticipated losses in coming years.

Bank profi ts fell in 2009 and amounted to 63 million euros. Decrease in profi t 

was refl ected in the deterioration of profi tability indicators of the banking sector. In 

2009, all banks recorded an increase in the provision for credit losses as the result of 

the impact of the fi nancial crisis. Net income of the banking sector recorded a growth 

due to an increase in non-interest income, while net interest income decreased as the 

result of increasing the cost of funding.

Graph 5: Indicators of profi tability in the Croatian banking sector

Source: CNB, Annual report, diff erent years.
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Indicators of bank profi tability show the biggest decline in last years. Research 

analyzes the impact of the market structure, ownership structure and management, 

structure of the balance sheet and risks related to its position, and macroeconom-

ics (Demirgüc-Kunt, Huizinga, 1998). Deterioration of profi tability is the result of 

reduced lending activities and asset quality of banks which resulted in increasing the 

cost of provision and change in the classifi cation of assets. Profi tability of the banking 

sector means a safer fi nancial system and a better performance of the credit function 

with positive eff ects on the economy.

In 2009, sources were more expensive for banks in comparison to 2008. Amount 

of deposits stayed stable, while banks used sources borrowed from foreign banks. In 

countries with a market-oriented fi nancial system, the banking sector recorded an 

increase in liquidity because investors directed investments from the fi nancial market 

into deposits in banks insured by the state. However, the banking crisis dominated 

the fi nancial system and had the greatest eff ect on the liquidity of banks, opening 

the question of deposit security. Although the deposit insurance system existed, it 

recorded withdrawal of deposits because of lack of confi dence. Th e reasons for the loss 

of trust can be founded in limited amounts of insurance deposits, withdrawal of de-

posits for healthy banks, time required to dispose of deposits in failed banks, doubts 

about the credibility of the state etc.

Graph 6: Liquidity indicators for Croatian banking sector

Source: CNB, Annual report, diff erent years. 

Indicators of liquidity recorded a decline in the Croatian banking sector. Th e 

deterioration is the result of a faster growth in credit activities than the growth of 

deposit base. Deterioration in interbank position is the consequence of the growth of 

foreign liabilities above banks’ foreign assets.
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5. FINANCIAL STABILITY OF BANKING SECTOR AND 

ITS EFFECT ON REAL ECONOMY

Th ere is a signifi cant relationship between macroeconomic variables and the 

fi nancial stability sector. Today, research confi rms that a fi nancial crisis can be pre-

dicted by macroeconomic data. Macroeconomic indicators that can be used for as-

sessing fi nancial stability include: economic growth, balance of payments, infl ation, 

interest rate, exchange rate, rising price of fi nancial assets, the eff ect of contingency 

(contingent eff ects, such as the transmission of crisis through a network of banks 

and foreign exchange markets) and other factors (Evens, Leone, Gill, Hilbers, 2000, 

10-12). 

Th e analysis of macroeconomic indicators is particularly important in order to 

project certain diffi  culties, risks and benefi ts, and possibilities for normal operation 

of the banking sector in a fi nancial crisis. Decrease in the growth rate of GDP reduce 

creditworthiness and increase credit risk. Similar eff ects is recorded when a problem 

appears in an economic sector. Increase of the defi cit in the current payment balance 

means an increase in the infl ow of foreign capital which can cause a credit boom. 

Decrease in the ratio between reserve and debit of a country, changing the maturity 

structures of foreign investments may be valid indicators of the vulnerability of the 

fi nancial sector of individual countries. Volatility has a dual eff ect on the fi nancial 

sector. Infl ation aff ects the price volatility of fi nancial assets, the creditworthiness of 

borrowers and the decline in the value of collateral (credit risk), and therefore liquid-

ity and solvency of fi nancial institutions is aff ected as well. Changes in the exchange 

rate may cause more exposure to foreign currency risk due to the currency imbalance 

in the balance sheet of fi nancial institutions. Interest rate growth or decline could 

have consequences on the outfl ow of foreign capital or the worsening of creditwor-

thiness of borrowers. Foreign direct investments have a strong contribution to GDP 

growth in emerging economies. Th e mentioned macroeconomic risks are typically 

associated with “overheating the economy”, increase in demand, consumption and 

investment which lead to an infl ationary process.  

Inadequate credit expansion in a given macroeconomic environment aff ects 

the fi nancial stability. In the countries of Southeast Europe the process of increas-

ing banking intermediation by credit expansion to the private sector is interesting. 

Credit expansion has a positive impact on the macroeconomic environment through 

the growth of investments and economic growth. Th eoretical and empirical research 

suggests that credit expansion has a positive correlation to macroeconomic risks. In-

adequate credit expansion can create macroeconomic imbalance. Reasons for inten-

sive credit activities include: one group of factors aff ect banks as holders of supply 

of loans, while the private sector is the holder of the demand for loans. High foreign 

capital infl ow and external factors (higher interest rate than on the international mar-

kets) are factors that aff ect credit expansion on the supply side. Primarily optimistic 

expectations (credit activities increase  with pro-cyclical economy and felling with 

her drop) and positive shocks (technology) are factors which aff ect credit expansion 

on the demand side. 
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Th e entry of foreign capital in the banking sectors in Southeast European 

countries is the major source of intensive credit expansion. Th e relationship between 

foreign capital and bank lending is evident from the simple analysis of the share of 

foreign capital in the ownership structure and of the growth rate. Financial sectors in 

the countries of Southeast Europe are no longer just “bank dominated” but “foreign-

owned bank dominated” sectors with  credit expansion in intensity and direction 

determinate by ownership in order of profi tability. 

Graph 7: GDP growth rate and growth rate of credit in Croatia

Source: CNB, Annual report, diff erent years. 

Graph 7 presents the pro-cyclical lending behavior of banks. Th e dependence 

of economic activities on the provision of fi nancial resources (lending) by banks is 

also obvious. Credit expansion at fi rst has been fi nanced exclusively from domestic 

sources (deposits) and later by borrowing from aboard. Growth in demand of house-

hold for loans are aff ected by: expectations of growth in earnings of the population, 

low debt, reduced expectation of infl ation, migration from villages to towns, popula-

tion boom, change towards a lifestyle of “living on credit”, change in the national 

policy to stimulate domestic demand6, decrease in interest rates.

Inadequate credit expansion creates macroeconomic imbalances by deepening 

the current account defi cit in payment balance (an increase in imports as a substitute 

for the lack of domestic production) and external debt (insuring funds for new loans 

to banks by borrowing aboard).

6 Changes in national policy can have several forms: preferential tax treatment of the mortgage interest 

rate, preferential program of housing, fl exible mortgage loans and promotion of the culture of using credit 

cards. 
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Graph 8: Sectoral structure of loans in Croatia in 2012

Source: CNB, Statistics of Credit Institutions, 2012 

Th e loan portfolio is dominated by loans to households. Lending to households 

in transitional countries ensure better managing credit risk expose. 

1. Lower concentration of credit risk in banks’ assets;

2.  Diversifi cation of credit risk among a large number of borrowers;

3.  Earnings on those loans are stable and high 

4.  Existence of implicit or explicit deposit insurance; 

5.  Risk of insolvency in economy.

Th e problems in fi nancing the economy and its formal approach to the fi nan-

cial sector are determined by high risks and transaction costs related to commercial 

lending. Th e risk of fi nancing the economy is a key element determining the cost of 

capital. Makers of economic policy need to think about the solution that will moti-

vate banks to fi nance the economy more intensively. Additional risks to the economy 

include making bank management decisions acceptable in bank branches on the do-

mestic market. Problems in complying with local requirements and business condi-

tions appear, and diffi  culty of access to the fi nance of small and medium enterprises. 

On the other hand, it is necessary to create or reverse the macroeconomic poli-

cy which must include the credibility of monetary policy and appropriate fi scal policy 

which will create an environment for economic growth and further improvement of 

the business environment, in order to ensure the process of capital accumulation and 

to stimulate research and development.
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6. CONCLUSION   

Th e Croatian banking sector has entered a diff erent phase of transition and 

acquired new characteristics determined by the dominant position of foreign capital 

and changes in the market structures of the banking sector. Despite the trend of de-

velopment of fi nancial markets and non bank fi nancial institutions, banks in Croatia 

play a key role in providing fi nancial services to the real sector. Characteristics of 

Croatian banking sector include: dominance of foreign ownership, extensive banking 

intermediation, retail lending, and high profi tability. However, the banking sector is 

exposed to the risk that determines the structure of banks’ operation. 

In the conditions of the global fi nancial crisis, banks as fi nancial institutions 

face diffi  culties managing their assets and risks associated with lending, capital, li-

quidity and profi tability. Based on the data presented in the paper and on the analy-

ses of time series, it can be concluded that although the Croatian banking sector is 

exposed to the fi nancial crisis, it has stayed safe and stable in the conditions of the 

fi nancial crisis. It has recorded a decrease in all indicators of fi nancial stability of the 

banking sector. Impact of the fi nancial crisis is refl ected in the declining profi tability 

of banks as a consequence of reducing lending activities and of deteriorating liquidity 

position of banks. Th e Croatian banking sector is stable. 

Despite the retained stability of the banking sector, banks do not show interest 

in fi nancing all sectors of the economy. Unfavorable structure of bank loans by sector 

is determined by the risk of economy and is historically present in bank lending. Th e 

economy is faced with the problem of ensuring funding for managing liquidity and 

investment projects. 
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UTJECAJ FINANCIJSKE KRIZE NA STABILNOST 
BANKARSKOG SEKTORA REPUBLIKE HRVATSKE 

Igor Živko 7 & Tomislav Kandžija 8

Sažetak 

U fi nancijskim sustavima sa dominantnim bankarskim sektorom, banke su naj-

zna čajniji izvor fi nanciranja potreba u ekonomiji. Banke imaju važnu ulogu u procesu 

fi nancijske intermedijacije. Financijska kriza smanjuje kreditnu aktivnost banaka što 

utječe na raspoloživost izvora fi nanciranja za gospodarstvo. Obilježja bankarskog sekto-

ra Republike Hrvatske određena su političkom i ekonomskom tranzicijom. Autori ana-

liziraju utjecaj fi nancijske krize na okruženje i stabilnost bankarskog sektora kroz niz 

pokazatelja: broja banaka, bankarsku intermedijaciju, koncentraciju, strano vlasništvo, 

profi tabilnost, likvidnost. Cilj rada je analizirati fi nancijsku stabilnost bankarskog sek-

tora prije, za vrijeme i poslije krize te promatrati vezu između kreditne aktivnosti ba-

naka i ekonomskog rasta. 

Ključne riječi: bankarski sektor, fi nancijska stabilnost, GDP, fi nancijska kriza, 

Hrvatska.
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