
 
 
EFZG WORKING PAPER SERIES 
E FZ G SER IJ A  Č LAN AK A U  NAS TA JAN J U  
I S S N  1 8 4 9 - 6 8 5 7  
U D C  3 3 : 6 5  
 

No. 16-09 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
Tomislav Globan 

 

Financial supply cycles in “new 

Europe” - introducing a composite 
index for financial supply 

 

 

 
 

J. F. Kennedy sq. 6 
10000 Zagreb, Croatia 
Tel +385(0)1 238 3333 

www.efzg.hr/wps 
wps@efzg.hr 

http://www.unizg.hr/
http://www.efzg.hr/wps
mailto:wps@efzg.hr


E F Z G  W O R K I N G  P A P E R  S E R I E S                                     1 6 - 0 9  

 Page 2 of 32 

 
 

 

Financial supply cycles in “new 
Europe” - introducing a composite 

index for financial supply 

 
 
 
 

Tomislav Globan 
tgloban@efzg.hr  

Faculty of Economics and Business 
University of Zagreb 
Trg J. F. Kennedy 6 

10 000 Zagreb, Croatia 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The views expressed in this working paper are those of the author(s) and not necessarily represent those of the Faculty of 
Economics and Business – Zagreb. The paper has not undergone formal review or approval. The paper is published to 

bring forth comments on research in progress before it appears in final form in an academic journal or elsewhere. 
 

Copyright November 2016 by Tomislav Globan 
All rights reserved. 

Sections of text may be quoted provided that full credit is given to the source.

mailto:tgloban@efzg.hr


E F Z G  W O R K I N G  P A P E R  S E R I E S                                     1 6 - 0 9  

 Page 3 of 32 

 

Abstract 

 

This paper introduces a new composite index - the financial supply index (FSI), which measures the 

level of supply of foreign capital to 11 EU new member states (NMS). We aim to fill the gap in the 

literature, which has so far focused on creating indices that measure the financial conditions only, 

while the economic factors, also important determinants of capital flows, have been overlooked. FSI 

includes both the financial and economic determinants of capital flows and is estimated using Kalman 

filtering, principal components and variance-equal weights approach. Three financial supply cycles in 

NMS could be extracted based on the analysis of FSI dy-namics. The results indicated that the main 

drivers of financial supply to NMS are externally determined, with economic sentiment and business 

climate in the Eurozone carrying the highest weight. In addition, we create a new indicator - the 

Refinancing Risk Ratio (RRR), which relates the supply and demand for foreign capital, to quantify 

the external refinancing conditions and risk faced by the government. We are able to distinguish two 

main episodes of high refinancing risk faced recently by the EU NMS - one during the global financial 

crisis, and the other during the European sovereign debt crisis, but the episodes significantly differ in 

nature. 
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