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Abstract 

This briefing paper investigates the practice of close cooperation 
and examines the banking system performance in Bulgaria and 
Croatia. The factors that could pose risks to Bulgarian and 
Croatian banks are identified.  
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EXECUTIVE SUMMARY 
• Bulgaria and Croatia were the first two non-euro countries that joined the Single Supervisory 

Mechanism (SSM) of the Banking Union via close cooperation with the ECB.  

• The SSM regulation includes strong safeguards for non-euro members relating to decision-
making, accountability, attention to financial stability in small countries and the applicability of 
national macroprudential measures. Interviews with stakeholders from the two countries 
reveal a smooth operation of banking supervision under the close cooperation. The main perceived 
advantages of participation in the SSM relate to sharing expertise, unifying supervisory 
methodologies, participation in SSM-wide decision making, participation in everyday supervisory 
tasks and joint projects, improved supervision of cross-border banks and access to greater 
information about other members of a banking group. 

• The Bulgarian and Croatian banking sectors have been demonstrating excellent 
performance. The profitability, capital, and liquidity indicators of the two countries highly 
outperform euro-area indicators. Only non-performing loans (NPLs) are still not at euro-area 
average levels but have been showing a consistently declining trend and are getting closer to euro-
area figures. Since excellent performance characterised Bulgarian and Croatian banks already 
before joining the SSM, it is not possible to draw a conclusion on the impact of close cooperation 
on the performance of the banking sector. 

• There are no substantial differences between smaller and larger banks in Bulgaria. Even 
though the differences in performance are small, the five bigger banks in Bulgaria showed more 
resilience to the shock of the covid-19 pandemic, sustaining higher capital and profitability ratios. 
On the other hand, the smaller banks had consistently lower levels of NPLs. 

• For Croatia, banks directly supervised by the ECB show a relatively better performance than 
those only indirectly supervised by the ECB, but both groups of banks perform well above 
established minimum requirements. Banks directly supervised by the ECB perform better when 
considering capital, liquidity and profitability indicators. 

• The covid-19 public health crisis and the Russian invasion of Ukraine are two external shocks 
affecting the Bulgarian and Croatian banking sectors. The expiry of the supportive pandemic 
measures deployed by public authorities could invert the positive trajectory of banks indicators. A 
new infection wave might emerge, while vaccination rates are relatively low in Bulgaria and Croatia. 
It is still uncertain how the ongoing Russia-Ukraine war will affect Bulgarian and Croatian 
economies and banking sectors. The risks stemming from the conflict are related to economic and 
financial exposures to Russia, Ukraine and Belarus, the surging energy and food prices, the adverse 
impact of the war on domestic economies, and an increase uncertainty affecting economic 
activities. 
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1. INTRODUCTION 
When joining the European Union, countries made a commitment to adopting the euro, with only 
Denmark having a Treaty-based opt-out. Nineteen countries had joined the euro area by 2015. Bulgaria, 
Croatia, Czechia, Hungary, Poland, Romania, and Sweden have yet to adopt the euro. Bulgaria (in June 
2018) and Croatia (in July 2019) officially expressed their intent to join the euro area (Box 1). 

The Treaty on the Functioning of the European Union (TFEU) defines economic convergence criteria 
(related to exchange-rate stability, price stability, long-term interest rates, and public finances) and 
national legislation compatibility criteria (independence of the central bank, monetary financing 
prohibition and legal integration into the Eurosystem) which must be fulfilled to join the euro area.  

Additionally, before Bulgaria officially submitted its intention to join the euro in June 2018, there were 
discussions between Bulgarian authorities and the ECB, the Commission, the euro area Member States 
and Denmark (Eurogroup, 2018). These discussions resulted in a number of commitments by Bulgaria 
to fulfil before joining the Exchange Rate Mechanism II (ERM II), the EU’s mechanism which is used to 
assess the exchange rate stability criterion (Box 2). An important component of the commitments was 
Bulgaria’s participation in the Single Supervisory Mechanism (SSM) of the Banking Union through close 
cooperation with the ECB. The Eurogroup (2018) noted that Bulgaria would also participate in the 
Single Resolution Mechanism (including the Single Resolution Fund) from the date of entry into force 
of the ECB decision on close cooperation. Similar conclusions were reached in the case of Croatia 
(Eurogroup, 2019). Both countries joined the ERM II and SSM via close cooperation with the ECB in July 
2020. 

The decision to establish the Banking Union in 2012 was a response to increasing market pressure on 
several interlinked euro-area banks and sovereigns, and increasing financial fragmentation, which 
entailed a risk of major negative impacts on the economy of the euro-area and beyond. But beyond 
the urgency of the euro crisis, there was a more fundamental rationale for a European Banking Union: 
the discrepancy between the integrated European banking market and largely national banking 
policies (Véron, 2015). Integrated banking markets characterise not only euro-area members, but other 
European Union countries as well, and thus there is a rationale for Banking Union participation by non-
euro countries.  

Single Supervisory Mechanism membership prior to euro-area membership was advocated by Darvas 
and Wolff (2013). They argued that it would foster financial integration, improve the supervision of 
cross-border banks, ensure greater consistency of supervisory practices, increase the quality of 
supervision, avoid competitive distortions, and provide ample supervisory information. Since non-euro 
area countries do no participate in euro-area processes and do not have representation the Governing 
Council of the ECB, which is the ultimate decision making body, the SSM regulation included strong 
safeguards for non-euro countries to protect their interest, relating to decision-making, accountability, 
attention to financial stability in small countries and the applicability of national macroprudential 
measures. 

Bulgaria and Croatia are the first two non-euro area countries to join the SSM. More than one and a half 
years have passed since their SSM membership. This period was characterised by two major external 
shocks, the COVID-19 public health crisis and the Russian invasion of Ukraine, both of which had, and 
are still having, economic and banking system implications for European countries, including Bulgaria 
and Croatia. As such, it is highly relevant to take stock of the SSM membership experiences of the two 
countries. This briefing paper assesses the process of close cooperation with the ECB, analyses the 
current situation in the Bulgarian and Croatian banking systems in comparison with euro-area 
countries, studies the performance of significant banks (which are under the direct supervision of the 
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ECB) and non-significant banks (which are only indirectly supervised by the ECB), and raises issues 
which would require further attention by the banking supervisors.  

 

Box 1: Timeline for supervisory cooperation 

Source: European Commission and European Central Bank. 

  

Bulgaria: 

• 29 June 2018: government of the Republic of Bulgaria and the Bulgarian National Bank 
express intention to join ERM II and ultimately join the euro, also putting forward the 
Action Plan for joining the ERM II and the Banking Union in 6 policy areas (prior 
commitments, Box 2) 

• 26 July 2019: ECB concludes comprehensive assessment of 6 Bulgarian banks following 
the request for close cooperation 

• 19 June 2020: Bulgarian authorities inform ERM II parties of the full implementation of the 
prior commitments 

• 3 July 2020 (ECB) and 8 July 2020 (EC): ECB and EC provide a positive assessment and verify 
the fulfilment of the prior commitments 2-6. 

• 10 July 2020: Bulgarian lev enters the ERM II and ECB establishes close cooperation with 
Bulgaria’s central bank 

• 1 October 2020: ECB starts direct supervision of Bulgarian significant institutions 

Croatia: 

• 4 July 2019: the Republic of Croatia expresses the intention to enter the ERM II and 
commits to implementing measures in 6 policy areas (prior commitments, Box 2) 

• 5 June 2020: ECB concludes comprehensive assessment of 5 Croatian banks following the 
request for close cooperation 

• 8 June 2020: Croatian authorities inform EMR II parties of the full implementation of the 
prior commitments  

• 3 July 2020 (ECB) and 8 July 2020 (EC): ECB and EC provide a positive assessment and verify 
the fulfilment of the prior commitments 2-6. 

• 10 July 2020: Croatian kuna enters the ERM II and ECB establishes close cooperation with 
Croatia’s central bank 

• 1 October 2020: ECB starts direct supervision of Croatian significant institutions 
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Box 2: ERM II prior commitments 

 
Source: Republic of Bulgaria and Bulgarian National Bank (2018) and Republic of Croatia and Croatian National Bank (2019). 

Before entering ERM II, both countries presented and fulfilled a plan of measures: 

Bulgaria: 

1. Banking supervision: Entering in close cooperation with the ECB; 

2. Macro-prudential framework: broaden the macroprudential toolkit by providing the legal 
basis for borrower-based measures; 

3. Supervision of the non-banking financial sector: (a) strengthen the supervision of pension 
funds and insurance companies, (b) adopt guidelines for the valuation of assets and 
liabilities, (c) new risk-based supervisory system under the Solvency II directive for the 
insurance sector; 

4. Insolvency framework - roadmap to address existing gaps: (a) introduce a system of 
reliable data collection on insolvency and restructuring proceedings, (b) measures to 
reinforce the judicial infrastructure; 

5. Anti-money laundering framework: transpose the 4th and the 5th anti-money laundering 
directives into national legislation 

6. Governance of state-owned enterprises (SOEs): align legislative framework with the OECD 
Guidelines on Corporate Governance of SOEs 

Additional ERM II post entry commitments were made in policy areas 4, 5 and 6. 

Croatia: 

1. Banking supervision: Entering in close cooperation with the ECB; 

2. Macro-prudential framework: Broaden the macroprudential toolkit by providing the legal 
basis for borrower-based measures; 

3. Anti-money laundering framework: Strengthen legal framework by transposing the 5th 
Anti-Money Laundering Directive into national law and fully implement it; 

4. Collection, production and dissemination of statistics; 

5. Public sector governance: (a) Reduce government’s presence in the economy, (b) Increase 
efficiency of state-owned land, (c) De-politicise and professionalize state administration, 
(d) Align legislative framework for institutions across the public sector, (e) Modernization 
of public service provision through increased offer and uptake of e-government services 

6. Improve business environment: (a) reduction and abolition of para-fiscal (non-tax) 
charges, (b) relaxation and simplification of administrative requirements, (c) further 
liberalization of professional services. 

Additional ERM II post-entry commitments were made in policy areas 3, 5 and 6. 
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2. THE PRACTICE OF CLOSE COOPERATION 

2.1. The legal framework 
The regulation 1 conferring supervision tasks to the ECB lays down the grounds for prudential 
supervision of the participating Member States. The institutional and legal frameworks are transparent 
and open, allowing for cooperation with Member States whose currency is not the euro but wish to 
participate in the SSM. For non-participating Member States, the regulation also specifies cooperation 
with the ECB as part of the process of strengthening the banking union. 

The openness to non-euro area members is evident in the definition of participating Member State, 
which includes those countries whose currency is the euro and also non-euro area countries who 
establish close cooperation in accordance with Article 7 of the regulation. However, non-participation 
does not mean no collaboration. The competent authorities of these Member States and the ECB 
should still define a “memorandum of understanding describing in general terms how they will cooperate 
with one another in the performance of their supervisory tasks under Union law in relation to the financial 
institutions referred to in this Regulation”.2 

Those members of the EU who have not adopted the euro as their currency but wish to establish close 
cooperation with the ECB should meet certain conditions, as laid out in paragraph 2 of Article 7. In 
addition to notifying the other Member States, the European Commission, the ECB and the European 
Banking Authority of the request to enter into close cooperation, the Member State should ensure that 
its national authority will abide by any guidelines or requests issued by the ECB and provide all 
information on the credit institutions for which a comprehensive assessment may be done. Moreover, 
national legislation should make sure that any measure requested by the ECB concerning credit 
institutions will be adopted. This close cooperation can, nevertheless, be terminated by the ECB or by 
the Member State. If this is the case, a new close cooperation cannot be established earlier than three 
years from the date of the official publication of the decision to terminate the close cooperation.  

Once the close cooperation is established, the ECB can carry out the tasks determined under Articles 
4(1), 4(2) and 5 for the credit institutions established in that Member State, as is done for the remaining 
participating members. These tasks include, among others, the authorisation and withdrawal of credit 
institutions; ensuring compliance with prudential requirements regarding own funds, securitisation, 
expose limits, liquidity, leverage and reporting of information; or, more generally, all the supervisory 
tasks under the remit of the ECB. Article 5 refers more specifically to macroprudential tools, such as the 
application of capital buffer requirements.  

Participating member states whose currency is not the euro participate in the decision-making process. 
There are representatives from Bulgaria and Croatia in the Supervisory Board3, while the Steering 
Committee, which prepares the Supervisory Board’s meetings and includes the Chair and Vice-Chair of 
the Supervisory Board, one ECB Representative, and five national representatives on a rotation basis, 
currently includes the representative of Bulgaria4.  

The Supervisory Board prepares draft decisions to the ECB Governing Council under the non-objection 
procedure. Since central bank governors of non-euro participating Member States are not members of 

                                                             
1  Council Regulation (EU) No 1024/2013 of 15 October 2013 conferring specific tasks on the European Central Bank concerning policies 

relating to the prudential supervision of credit institutions, https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32013R1024 
2  Memoranda of understanding with both EU and non-EU countries are published at: 

https://www.bankingsupervision.europa.eu/legalframework/mous/html/index.en.html    
3  https://www.ecb.europa.eu/ecb/orga/decisions/ssm/html/index.en.html   
4  https://www.bankingsupervision.europa.eu/organisation/whoiswho/supervisoryboard/html/index.en.html  

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32013R1024
https://www.bankingsupervision.europa.eu/legalframework/mous/html/index.en.html
https://www.ecb.europa.eu/ecb/orga/decisions/ssm/html/index.en.html
https://www.bankingsupervision.europa.eu/organisation/whoiswho/supervisoryboard/html/index.en.html
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the Governing Council, additional safeguards were introduced in the SSM regulation to protect the 
interest of non-euro participating members.  

One such safeguard is that “The Governing Council of the ECB should invite the representatives from 
participating Member States whose currency is not the euro whenever it is contemplated by the Governing 
Council to object to a draft decision prepared by the Supervisory Board or whenever the concerned national 
competent authorities inform the Governing Council of their reasoned disagreement with a draft decision 
of the Supervisory Board, when such decision is addressed to the national authorities in respect of credit 
institutions from participating Member States whose currency is not the euro.”  

Beyond taking part in the Governing Council meeting, non-euro participating member states might 
submit a reasoned disagreement to the ECB Governing Council to a draft decision of the Supervisory 
Board. If the Governing Council confirms the draft decision, the participating Member State whose 
currency is not the euro may notify the ECB that it will not be bound by the potential decision related 
to a possible amended draft decision by the Supervisory Board. Should this happen, the ECB might 
consider the possible suspension or termination of the close cooperation with that Member State. The 
Member State might also terminate the close cooperation. 

A further safeguard is that representatives of non-euro participating member states also take part in 
those Euro Group meetings where the Chair of the Supervisory Board discusses supervisory issues. 

2.2. Insights from interviews 
To gain insights into the practical functioning of close cooperation with the ECB, we conducted 
interviews with three stakeholders from Bulgaria and Croatia who wished to stay anonymous. We are 
grateful to these experts for sharing their time and thoughts with us, though we are fully responsible 
for any possible mistake in the write-up of interview conclusions.  

An important framework condition is that all EU laws and European Banking Authority (EBA) guidelines 
and recommendations are applicable for all banks in all EU countries, irrespective whether the banks 
are located in the euro area or not. Thus, there were not substantial differences in banking regulation 
before joining the SSM. 

No particular preparation had to be made by the central bank of non-euro countries ahead of close 
cooperation, though the internal organisation within the national central banks was reorganised to 
align with the internal organisation of the ECB. Internal processes and IT applications had to be aligned. 

Important positive aspects of SSM membership for non-euro countries relate to the ECB’s capacity to 
perform high quality supervision, the unification of supervisory practices, and sharing expertise. SSM 
membership leads the non-euro country to become a member of the family of 19 countries, resulting 
in networking. This contributes to sharing knowledge horizontally with the other national supervisors 
and becoming part of everyday expertise at the Banking Union level. Information about various internal 
rules and methodologies, which are tough and good ones, are shared. Such knowledge sharing and 
participating in everyday joint supervisory tasks are considered a very significant benefit by the 
interviewers. At the same time, the ECB also benefits from knowledge of national competent 
authorities, who has a detailed knowledge of local banks. 

Another benefit related to cross-border banks is that, under close cooperation, more information is 
available about the whole banking group, and risk assessment exercises consider the whole group, not 
just individual group members. The access to more and comprehensive information is a substantial 
advantage of SSM membership for non-euro countries. 
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From the perspective of a supervised bank, no major changes in bank supervision were observed, 
though some differences from the practical perspective were noted. The newly developed supervisory 
teams (ECB and national central bank) communicate more intensively with the bank, while unified 
methodologies were introduced, replacing the earlier ones of the national central bank. 

No meaningful difference in bank supervision between countries inside the euro area and non-euro 
countries that participate in the SSM was noticed, though some processes are more complex for non-
euro countries due to close cooperation. 

Participation in the discussions and the decision-making process of the Supervisory Board, including 
the option to articulate any concerns and comments, is also assessed as a main positive aspect of SSM 
participations.  

The ECB directly supervises systemic institutions, while national authorities directly supervise less 
significant institutions. All methods applied to significant institutions are transferred to less significant 
institutions. 

Staff members at national supervisory authorities cooperate very closely with ECB staff and national 
supervisory authorities of other countries. A certain share of the national staff is in Frankfurt and work 
on different aspects, but practically, most of the staff contributes to various joint projects and almost 
constantly communicate with the ECB staff. Often, national staff members participate in the outside 
examinations of banks in other SSM countries. Participation in Joint Supervisory Teams (JST), which 
carry out ongoing supervision of the significant banks, also fosters cooperation between the ECB and 
the national supervisors and help to ensure consistent supervisory practices and approaches. All these 
activities help to improve the skills and knowledge of national supervisory staff. Such activities require 
resources from the participating central bank, and supervisory tasks require more procedures and 
forms to fill, but the benefits largely outweigh the costs. 

The usefulness of Joint Supervisory Teams was also highlighted from the perspective of a supervised 
bank, as the ECB aims to have a unified view of a bank group’s subsidiaries. 

Interviewees noted that banks in Bulgaria and Croatia already had a rather good performance before 
close cooperation with the ECB started (see our analysis in the next section) and thus there was no 
noticeable change in bank performance since the close cooperation5. Nevertheless, it was noted that 
the change was important especially for small and local banks. Before, these banks had to deal with 
only the national central bank, but now the ultimate supervisor is the ECB, which is located distantly 
and more difficult to reach. This might have resulted in more cautious bank practices.  

Finally, it was noted that it is advantageous to participate in the SSM before joining the euro, because, 
from a supervisory point of view, there will be no difference between close cooperation and joining the 
euro area6.  

 

 

                                                             
5  As regards the two Bulgarian banks which were found to have capital shortfalls in the ECB’s Comprehensive assessment, an interviewee 

noted that these banks had a strong capital position before, but the asset quality review had specific risk evaluation techniques and these 
two banks did not meet those criteria. The two banks increased their capital, became even stronger, and received a European certificate  
that they have a healthy position. 

6  This applies to bank supervision, for monetary policy, important differences are expected after entering the euro. 
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3. BANKING SECTOR DEVELOPMENTS 

3.1. Aggregate banking sector indicators: comparing Bulgaria and 
Croatia with the euro area 

 

The 2008 Global Financial Crisis and subsequent euro-area balance of payments, financial and 
sovereign debt crisis exposed key weaknesses in the financial sector. The crises brought to light the 
fragmentation of the European banking system. In the euro area, the need to establish a banking union 
as a tool to limit fragmentation became evident (Véron, 2015). Its first element, the Single Supervisory 
Mechanism (SSM), was established, becoming fully operational in November 2014, by assuming the 
responsibility for the supervision of the banks in the euro area. 

Overall, the banking systems of Bulgaria and Croatia weather the storms of the crises on the late 2000s 
and early 2010s relatively well, with profitability remaining high despite increases in non-performing 
loans (NPLs). But NPLs increased throughout Europe in the early 2010s. Among the non-euro countries, 
the highest levels of NPLs as a share of total loans were reached in Bulgaria (20%) in 2012 and in Croatia 
(15%) in 2015. Since these countries only recently joined the SSM via close cooperation, a comparison 
with SSM member countries which are still striving to reduce their levels of NPLs can offer a useful 
benchmark. In the euro area, Cyprus, Greece and Portugal were characterised by the highest NPLs, with 
over 40% values in Cyprus (in 2014) and in Greece (from 2015-2018). We thus compare banking system 
developments in Bulgaria and Croatia with those of Cyprus, Greece and Portugal, as well as the euro 
area as a whole. 

We analyse the evolution of the health of the banking sector by looking at key ratios: profitability 
(Return on assets (ROA) and Return on Equity (ROE)), Capital (Tier 1 capital), liquidity (Liquidity coverage 
ratio (LCR)) and loan performance (non-performing loans (NPLs)).  

The increase in NPLs after the Global Financial Crisis and the subsequent euro-area crisis was followed 
by a steady downward trend from 2012 in Bulgaria and from about 2014-2015 in Croatia and euro-area 
countries (Figure 1)7. The latter is a positive development and reflects banks’ efforts to work out existing 
NPLs and to improve the risk assessment made when granting new loans. Greece and Cyprus are still 
well above the euro-area average but have improved considerably since 2015. Bulgaria and Croatia are 
still not at the levels of euro-area aggregates but have also been experiencing a sustained decline in 
NPLs, a path that closely follows Portugal and that is approximating the euro-area average.   

 

                                                             
7  Non-performing loans are those loans for which the repayment schedule was not met by the client for more than 90 days or for which 

repayment in full is unlikely. It is usually reported as the share of total loans. 
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Figure 1: Share of Non-performing loans per jurisdiction (%) 

 

Source: ECB’s SDW. Note: Semi-annual data from 2010 to 2014, from 2015 onwards quarterly frequency.  

Croatian and Bulgarian banks perform exceptionally well in terms of profitability, compared to Cyprus, 
Greece, Portugal, and the euro-area average (Figures 2 and 3) 8. Such excellent profitability 
performance characterised Bulgarian and Croatian banks even before the start of the ECB’s direct 
supervision, and despite the relatively high level of non-performing loans (Figure 1). At euro-area level 
both profitability indicators are positive since 2013 and show slight signs of improvement. The volatility 
and the negative values in these ratios were exceptionally high during the euro crisis, particularly for 
Greece and Cyprus. While Portugal and, to a lesser extent, Croatia also display figures indicating that 
these countries were also affected, Bulgaria doesn’t show any signs of turbulence during this period. 
The profitability of Portuguese banks was somewhat below the average profitability in the euro area 
before 2017, but more recently, reached the euro-area average. Cyprus’ and Greece’s figures show 
some large negative values until the end of 2017 with subsequent improvement. Yet, the profitability 
of Greek banks has markedly deteriorated in 2021.  

  

                                                             
8  Return on equity (ROE) considers only the company’s own funds (equity) in generating profit, while return on assets (ROA) also 

considers resources obtained via debt. 
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Figure 2: Return on assets (%) Figure 3: Return on equity (%) 

  
Source: ECB’s SDW. Note: Semi-annual data from 2010 to 
2014, from 2015 onwards quarterly frequency. 

Source: ECB’s SDW. Note: Semi-annual data from 2010 to 
2014, from 2015 onwards quarterly frequency. 

Regarding capitalisation and liquidity, the two ratios analysed are the Tier 1 capital ratio and the 
liquidity coverage ratio (LCR), respectively. They are both important metrics, which were strengthen 
under the Basel III framework. The former gives an indication of a bank’s financial strength, while the 
latter aims at ensuring a sufficient level of highly liquid assets to meet short-term needs.  

The capital position of banks in all jurisdictions improved since the early 2010s, reflecting efforts to 
strengthen the capital base and resilience of financial institutions (Figure 4). The Tier 1 capital ratios 
increased well above the required 6%9, with the euro-area average increasing from 11% in 2010 to 17% 
by 2021. Bulgarian and Croatian ratios are well above euro-area average figures, and also above the 
values in the 3 considered countries. In the case of Bulgaria, the ECB comprehensive assessment of July 
201910 unveiled capital shortages for two banks. These banks prepared and implemented plans to 
build-up additional capital buffers. The ECB entered in close cooperation with the Bulgarian National 
Bank after the two banks increased their capital buffers. Since the second quarter of 2020, the Tier 1 
capital ratio in Bulgaria is around 22%, and around 23% in Croatia, well above the euro-area average 
and the values observed in Cyprus, Greece and Portugal. 

The liquidity coverage ratio (LCR) has been consistently well above the 100% regulatory minimum in 
the period for which we were able to collect this data, i.e. from 2016 (Figure 5). Croatia’s and Bulgaria’s 
liquidity positions are above that of the banks directly supervised by the ECB.  

                                                             
9 The requirement for the Tier 1 capital ratio is 6%, while the requirement for the total capital ratio, which includes both Tier 1 and Tier 2, is  
8% (https://www.bis.org/fsi/fsisummaries/defcap_b3.htm). Also, these ratios do not take into consideration macroprudential capital buffers, 
which are country specific.  
10 ECB concludes comprehensive assessment of six Bulgarian banks 
(https://www.bankingsupervision.europa.eu/press/pr/date/2019/html/ssm.pr190726~1b474e3467.en.html) 
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Figure 4: Tier 1 capital ratio (%) Figure 5: Liquidity coverage ratio (%) 

  
Source: ECB’s SDW. Note: Semi-annual data from 2010 to 
2014, from 2015 onwards quarterly frequency. 

Source: ECB’s SDW. Note: Data with quarterly frequency. 
‘SSM Banks – SI’ refers to the significant banks directly 
supervised by the ECB, which is a proxy for euro-area banks. 

Overall, the Bulgarian and Croatian banking sectors have been demonstrating an excellent 
performance in terms of profitability and capitalisation, a rather high level of liquidity and a declining 
trend of NPLs getting closer to euro-area average levels. The profitability, capital, and liquidity 
indicators of the two countries highly outperform euro-area indicators. Since most of these aggregate 
banking sector indicators were strong well before the close cooperation between the ECB and the 
national central banks of Bulgaria and Croatia started, it is not possible to draw a conclusion on the 
impact of close cooperation on banking sector performance indicators.  

3.2. A closer look at the Bulgarian and Croatian banks  
Zooming into the Bulgarian and Croatian banking sectors, we attempted, when possible, to go beyond 
aggregate figures and obtain a more granular view of the banks’ situation in each country. To do so, it 
seemed like a natural split to look at two groups of banks: those directly supervised by the ECB and 
those supervised by the national competent authority. This splitting could also expose any differences 
in these 2 groups of banks.    

3.2.1. Bulgarian banking sector 

For Bulgaria, the split into two groups was determined by the classification done by the Bulgarian 
National bank, due to data availability, which uses size – as measured by total assets – as the criterion. 
This split largely, but not perfectly, overlaps with the banks directly and indirectly supervised by the 
ECB. The top five banks are part of Group 1 and the remaining banks comprise Group 211. The 
composition of the two groups defined by the Bulgarian National Bank is still very similar to the 
grouping into directly (Significant Institutions and Subsidiaries of significant supervised groups) and 
indirectly (Less Significant Institutions) supervised by the ECB (Table 1).  

  

                                                             
11 The Bulgarian National Bank also creates a third group which comprises branches of foreign banks in Bulgaria, but these are not 
considered in this analysis. This groups only accounts for 3% (as of December 2021) of the banking system, hence it does not affect the 
conclusions drawn for the Bulgarian banking system as a whole.    
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Table 1: Supervision of Bulgarian banks 

Significant Institutions 
Subsidiaries of significant supervised 

groups Less Significant Institutions 

DSK Bank AD UniCredit Bulbank AD (Italy) Allianz Bank Bulgaria AD 

 United Bulgarian Bank AD 
(Belgium) Bulgarian Development Bank 

 Eurobank Bulgaria AD (Greece) Bulgarian-American Credit Bank 

 Raiffeisenbank (Bulgaria) EAD 
(Austria) Central Cooperative Bank AD 

  D Commerce Bank AD 

  First Investment Bank AD 

  International Asset Bank AD 

  Investbank AD 

  Municipal Bank AD 

  ProCredit Bank (Bulgaria) EAD 

  TBI Bank EAD 

  Texim Bank AD 

  Tokuda Bank AD 

Source: SSM. Notes: The countries in parentheses in the second column indicate where the head of the banking group is 
located. The composition of the groups in the table is revised every year according to the assets. This is the group composition 
as of December 2021. 

From 2016, the composition of Group 1 has been unaltered and comprising UniCredit Bulbank AD, DSK 
Bank AD, United Bulgarian Bank AD, Eurobank Bulgaria AD and First Investment Bank AD. Hence, the 
difference between Group 1 and the banks directly supervised by the ECB is the inclusion of First 
Investment Bank AD instead of Raiffeisenbank (Bulgaria) EAD in Group 1. In the remainder of this sub-
chapter, we will adopt the group composition determined by the Bulgarian National Bank and analyse 
the period from the first quarter of 2016 to the last quarter of 2021. 

To start with, and to provide an indication of the weight of each group in the Bulgarian banking system, 
we compute the share of the top 5 banks (Group 1). The increase from 57% in the beginning of 2016 to 
67% at the end of 2021 reveals that the banking sector is becoming more concentrated. 

To assess the performance of the Bulgarian banking system, and particularly if there are any differences 
between the two groups, we analyse the same set of indicators as before: loan performance (non-
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performing loans (NPLs)), profitability (Return on assets (ROA) and Return on Equity (ROE)), Capital (Tier 
1 capital), liquidity (Liquidity coverage ratio (LCR)). 

Regarding non-performing loans, as observed previously, there has been a declining trend since 2016. 
This general decline has been mostly driven by the decrease of the stock of non-performing loans, 
which has been higher than the increase in the loan portfolio. Focusing on group comparisons, it is 
interesting to note that while the general trajectory has been the same for both groups and the 
difference is small, Group 2 has consistently been having a lower share of NPLs (Figure 6). The effect of 
the covid-19 pandemic crisis (yellow box in the chart) in loan default is visible in the uptick in June 2020. 
The impact seems to have been short lived and has been, by the end of 2021, been completely offset. 
While the downward trajectory in terms of proportion of non-performing loans to total loans is back 
on track, the levels of total loans provided by Group 2 are still noticeably below pre-pandemic levels.  

To note that, measures implemented by Bulgarian national authorities12 to support the economy 
during the Covid-19 pandemic, in particular public guarantees and loan moratoria, could be key 
contributors to the decline in NPLs. The expiration of such measures could affect this favourable 
evolution. The loan moratoria and extension of public guarantees to households and the non-financial 
sector by the Bulgarian Development Bank finished by the end of 2021 (September 2021 for the 
households), hence any effect is still not visible in the data. 

The loans to non-financial corporations have been the biggest contributor to the total NPLs, followed 
by loans to households, accounting for an average of 66% and 33%, respectively, for Group 1, and 
76% and 21% for Group 2.  

Figure 6: Bulgaria: evolution of NPLs in two groups of banks (%) 

 

Source: Bulgarian National Bank. Note: Group 1 is composed of the five largest banks (of which 4 are directly supervised by 
the ECB), while group 2 is composed of smaller banks (of which 1 is directly supervised by the ECB). 

Quarterly profitability data displays strong seasonal pattern (Figures 7 and 8): profitability is the lowest 
in the first quarter and highest in the last quarter of most years. When abstracting from this seasonal 
pattern, we see that both groups have good positive ratios, but Group 1 performs relatively better. The 
adverse effect of the covid-19 pandemic crisis is visible towards the end of the period under analysis 
(yellow box in the chart), especially for banks of Group 2, where profitability declined substantially. The 
profits stayed at March 2020 levels and even reduced, reaching a low in June 2021. The recovery started 

                                                             
12 https://www.esrb.europa.eu/home/search/coronavirus/countries/html/esrb.covidpmc_bulgaria.en.html  
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in September 2021, even though pre-pandemic levels have still not been reached. Group 1 was also hit 
by the pandemic crisis, but to a lesser extent and the recovery was faster. 

Figure 7: Bulgaria: Return on assets by group 
(%) 

Figure 8: Bulgaria: Return on equity by group 
(%) 

  

Source: Bulgarian National Bank.  Source: Bulgarian National Bank.  

In what concerns capital ratios, in addition to the Tier 1 capital ratio, we also investigate the evolution 
of the total capital ratio. The latter includes on the numerator Tier 2 capital, a form of capital which 
relatively more difficult to liquidate. Given that the only difference between the two ratios is the Tier 2 
capital, it is straightforward to note from Figure 9 and 10 that the banks in Group 2 have relatively more 
Tier 2 capital than those in Group 1. This results in Group 1 performing better when considering the 
first ratio and Group 2 performing better when considering the second. Besides this, both groups have 
a strong financial position, since their ratios are well above 6% and 8%, respectively for Tier 1 and total 
capital ratio.   

Capital ratios have been much higher than the regulatory minimum values in the full sample period we 
analyse, yet it is notable that there was a downward trend before the pandemic, hitting the lowest 
point in 2019Q4, mainly due to the slower growth of the own funds (Tier 1 + Tier 2 capital) relative to 
the risk-weighted assets. With the pandemic crisis, there was a considerable decline in the risk-
weighted assets, especially pronounced for Group 2 banks. This sharp decline in the denominator was 
not accompanied by the capital (numerator), which led to the considerable increase observed in June 
2020. Given the high uncertainty and risks brought by the pandemic, it makes sense that the assets 
suffered a loss in value. After 2020Q2, for Group 2 the numerator developed persistently slower than 
the denominator (except in the latest quarter of our sample), explaining the decline from the June 2020 
peak and back to pre-pandemic levels. For Group 1, from 2020Q3 to 2021Q4, on average, the difference 
in growth between the own funds and risk-weighted assets has been practically zero, explaining why 
we don't see a decline, but rather ratios sustained at levels similar to those verified during the peak of 
the pandemic. 
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Figure 9: Bulgaria: Tier 1 capital ratio (%) Figure 10: Bulgaria: Total capital ratio (%) 

  

Source: Bulgarian National Bank. Source: Bulgarian National Bank. 

Unfortunately, information on the liquidity coverage ratio for the groups was not available, so we 
cannot compare the two groups of banks in this regard.  

To sum up, there are relatively small differences between the two groups of banks. Group 1, composed 
of larger banks, has higher profitability and was less effected by the COVID-19 pandemic than Group 2. 
Given that Group 2 banks are smaller than those in Group 1, this effect could be somehow expected. 
Yet, the NPL ratio is slightly higher for Group 1 than for Group 2. While it would also be tempting to say 
that there could be factors related with the direct supervision of Group 1 banks that could explain its 
resilience to the pandemic impacts, the close cooperation was only established in July 2020 and direct 
ECB supervision started in October 2020, making it hard to attribute any direct effect. 

3.2.2. Croatian banking sector 

For Croatia, it was possible to split the banks into two groups according to the SSM classification (Table 
2), due to availability of data at bank level. The subsidiaries of significant supervised groups, which are 
directly supervised by the ECB, form Group A and the less significant institutions, directly supervised 
by the Croatian National Bank, form Group B. Naturally, the composition of the Croatian banking 
system changed a bit overtime, but we chose to focus on the banks in Table 2 and analyse them over 
the period from 2016 to 2021. 
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Table 2: Supervision of Croatian banks 

Subsidiaries of significant supervised groups 
GROUP A 

Less Significant Institutions 
GROUP B 

Zagrebačka banka d.d. (Italy) Agram banka d.d. 

Privredna banka Zagreb d.d. (Italy) Banka Kovanica d.d. 

Erste & Steiermärkische Bank d.d. (Austria) Croatia banka d.d. 

PBZ stambena štedionica d.d. (Italy) Hrvatska poštanska banka d.d. 

Raiffeisenbank Austria d.d. (Austria) Imex banka d.d. 

Raiffeisen stambena štedionica d.d. (Austria) Istarska kreditna banka Umag d.d. 

Sberbank d.d. (Austria) J&T banka d.d. 

Addiko Bank d.d. (Austria) Karlovačka banka d.d. 

 KentBank d.d. 

 OTP banka d.d. 

 Partner banka d.d. 

 Podravska banka d.d. 

 Samoborska banka d.d. 

 Slatinska banka d.d. 

 Wüstenrot stambena štedionica d.d. 

Source: SSM. Notes: The countries in parentheses in the first column indicate where the head of the banking group is located. 
The composition of the groups in the table is revised every year according to the assets. This is the group composition as of 
December 2021. Note that Sberbank d.d. underwent a resolution procedure recently (1 March 2022) and it was decided that 
all the shares would be transferred to the Hrvatska Poštanska Banka d.d.. 

Group A, the banks directly supervised by the ECB, accounted for 83% of the banking system in 
December 2016, which share has reduced to 78% by end 2021. 

The indicators examined are the same as in the previous analyses, but for the NPLs we could not find 
bank-level data. Our earlier analysis of banking sectors in different jurisdictions in Section 3.1 revealed 
the downward trend in NPLs for Croatia. Now, we look at the breakdown by institutional sector. In 2016, 
non-financial corporations accounted for 67% of the total NPLs, with the household sector accounting 
for only 32% (Figure 11). Overtime, as especially since the breakout of the covid-19 pandemic, the share 
of the NPLs in the household sector has consistently increased, reaching more than half in December 
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2021. When doing this analysis for each institutional sector, the developments have been positive, 
since there has been a generalised decrease in the proportion of NPLs across sectors (Figure 12). 
However, the covid-19 pandemic seems to have temporarily inverted the declining NPL trend for loans 
to households (yellow box in the chart).     

Figure 11: Croatia: Contribution of each 
sector to total NPLs (%) 

Figure 12: Croatia: Share of NPLs in each 
sector from Jun-16 to Dec-21 (%) 

  

Source: Croatian National Bank.  Source: Croatian National Bank.  

The remainder of the analysis is done with data of annual frequency, which smooths out the impact of 
shocks, such as the covid-19 pandemic crisis. Also, to note that the figures obtained for each group 
reflect the average of the banks’ ratios, but bank-level numbers show a non-negligible variability. 
Lastly, due to data unavailability, it was not possible to have a long time series for all the ratios.  

On average, the banks of Group B underperform relative to those of Group A in terms of capital and 
liquidity ratios (Figure 13 and 14), even if both groups perform well above the 6% and 100% imposed 
floors for the Tier 1 capital ratio and the liquidity coverage ratio, respectively. 

Group A has a higher profitability than group B on considering the ROA indicator (Figure 15), while its 
higher ROE in 2019 fall below the ROE of Group B in 2020 (Figure 16). For both groups, profitability 
declined significantly in 2020, followed by strong recoveries in 2021. 
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Source: Croatian National Bank.  Source: Croatian National Bank. 
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Figure 15: Croatia: Return on assets (%) Figure 16: Croatia: Return on equity (%) 

  
Source: Croatian National Bank. Source: Croatian National Bank. 

To sum up, while there are differences between the two groups of banks analysed for the Croatian 
banking system, with Group B displaying a relatively poorer performance, both groups perform well 
and above minimum established thresholds. This difference in performance does not relate to bank 
size, because Group A (banks directly supervised by the ECB) also includes smaller banks that belong 
to a large cross-border group. Similarly to the case of Bulgaria, the data available does not allow to draw 
any conclusions regarding any possible link between the better performance of Group A and the fact 
that those banks recently (October 2020) started to be directly supervised by the ECB.  

 

0,0%

0,4%

0,8%

1,2%

202120202019

Group A Group B Banking system

0%

2%

4%

6%

8%

202120202019

Group A Group B Banking system



IPOL | Economic Governance Support Unit 
 

 26 PE 699.523 

4. THE IMPACTS OF THE COVID-19 PUBLIC HEALTH CRISIS AND 
THE RUSSIAN INVASION OF UKRAINE 

4.1.  Banking-related policy measures in response to the Covid-19 
pandemic 

The impacts of the covid-19 pandemic crisis were widespread around the world. The EU member 
countries were no exception, the GDP across economies has suffered a sharp contraction in 2020. The 
response of the national governments and other public authorities provided a necessary support to 
the economy and the financial sector.  

Bulgaria 13 and Croatia 14 were no different and deployed supportive measures such as loan moratoria, 
public guarantees, direct grants, tax relief and tax deferral measures, among others. As the pandemic 
crisis fades away and the economies return to normality, the measures also reach their expiry dates. 
Most measures ended during 2021. For instance, the loan moratoria ended in December 2021 for 
Bulgaria, and between June and September 2021 for Croatia. Also, public guarantee programs for the 
non-financial sector, which ensure access to financing for those most affected by the Covid-19 
pandemic, have mostly ended: the support of the Bulgarian Development Bank to households and 
non-financial corporations has expired in September and December 2021, respectively; regarding the 
guarantee programs provided to Croatian non-financial firms, one expired in December 2021 and the 
other is due to finish by mid-2022. 

Other measures, targeting specifically the banking sector, were also deployed. For instance, the 
Bulgarian National Bank determined, for the sake of strengthening the capital position of the banks, 
the retention of 2019 and 2020 profits for all banks, which were prohibited from distributing them in 
any form. The Croatian National Bank decided to reduce the reserve requirements from 12% to 9% from 
the end of March 2020 in order to free liquidity to the domestic banking system.  

The analysis of the Bulgarian and Croatian banking sectors conducted in Chapter 3, covering the period 
of the pandemic, allowed to see the impact of this public health crisis on the banks of these two 
countries. The effects of the pandemic were visible, but generally short lived, with the ratios quickly 
returning to the previous levels or continuing a trajectory of improvement. Nonetheless, there are still 
risks which could materialise and affect the favourable picture we see at this point. These risks are 
mainly related with the expiry of the supporting measures implemented, some of which are still 
contributing to favourable conditions.  

4.2. The implications of the Russian invasion of Ukraine 
The still on-going Russia-Ukraine war can also pose risks to the banking systems of Bulgaria and Croatia. 
While it is still hard to assess the impacts this conflict will have, the analysis of various exposures of 
these two economies allows to draw some conclusions.  

Unfortunately, there is no publicly available data on the exposure of Bulgarian and Croatian banks to 
Russia, Ukraine and Belarus. We therefore assess two indicators related to economic dependence on 
the three countries: foreign trade in goods and foreign direct investment positions in Section 4.2.1. 
Beyond possible losses on direct banking exposures to Russia, Ukraine and Belarus, Bulgarian and 
Croatian banks face risks from domestic companies and households if the war and the imposed 

                                                             
13 https://www.esrb.europa.eu/home/search/coronavirus/countries/html/esrb.covidpmc_bulgaria.en.html  
14 https://www.esrb.europa.eu/home/search/coronavirus/countries/html/esrb.covidpmc_croa tia.en.html  

https://www.esrb.europa.eu/home/search/coronavirus/countries/html/esrb.covidpmc_bulgaria.en.html
https://www.esrb.europa.eu/home/search/coronavirus/countries/html/esrb.covidpmc_croatia.en.html
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sanctions result in domestic economic disruption. A further risk factor is the exposure of some of the 
parent banks of subsidiaries in Bulgaria and Croatia to Russia, Ukraine and Belarus. Losses of parent 
banks might have implications for their subsidiaries in Bulgaria and Croatia.  

In Section 4.2.2 we highlight risks related higher inflation, which is one of the impacts of the war, while 
in Section 4.2.3 we summarise the case of Sberbank resolution, which had a subsidiary in Croatia. 

4.2.1. Bilateral trade and FDI exposure to Russia, Ukraine and Belarus 

The export exposure of Bulgaria and Croatia to Russia, Ukraine and Belarus are relatively small: exports 
from Bulgaria and Croatia to all three countries combined account for no more than 2.8% and 1.3%, 
respectively. Import dependence is larger, mainly due to energy: Bulgarian imports from Russia 
accounted for 8% of total imports (2% from Ukraine), while Croatian imports from Russia accounted for 
2% of total imports (0.1% from Ukraine and 0.05% from Belarus) in the third quarter of 2021. In net 
terms, both Bulgaria (Figures 17) and Croatia (Figure 18) are net importers of goods from Russia, yet 
this dependence has reduced since 2010. Hence, the risks related to direct trade exposure that could 
emerge from the war to the Bulgarian and Croatian economies seems rather limited in what concerns 
trades of good. Still, especially for Bulgaria, there could be supply issues derived from the 8% of goods 
imported from Russia, if there are cuts in the supply and no alternative sources are found swiftly.  

Figure 17: Bulgarian net imports (EUR) Figure 18: Croatian net imports (million EUR) 

  

Source: Bulgarian National Bank. Notes: Quarterly data on 
foreign trade in goods. 

Source: Croatian Bureau of Statistics. Note: Annual data on 
foreign trade in goods. Values for 2021 are from the first 3 
quarters. 

The net foreign direct investment position relative to Russia is negative for both Bulgaria and Croatia, 
implying that there are much more Russian investments in Bulgaria and Croatia than Bulgarian and 
Croatian investments in Russia (Figures 19 and 20). This implies that possible losses on direct FDI 
exposure to Russia might result in minor losses for companies in the two countries. 
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Figure 19: Net Foreign Direct Investment 
position – Bulgaria (EUR) 

Figure 20: Net Foreign Direct Investment 
position – Croatia (million EUR) 

  

Source: Bulgaria National Bank. Note: Net FDI position 
computed by subtracting the net inward FDI from the net 
outward FDI. The original data followed the directional 
approach. 

Source: Croatian National Bank. Note: Net FDI position 
computed by subtracting the net incurrence of liabilities 
from the net acquisition of financial assets. The original data 
followed the asset/liability approach. 

4.2.2. Rising inflation 
Inflation pressure was building up already before the war, but European and global energy and 
commodity prices increased even more since the invasion started. While the March 2022 data will 
indicate the full impact of the invasion, the currently available February data for consumer prices and 
January data for producer prices indicate major increases. In the 12-month period from February 2021 
to February 2022, the harmonised index of consumer prices increased by 8.4% in Bulgaria and 6.3% in 
Croatia. In the same period, energy costs rose by 23% in Bulgaria and 12.3% in Croatia, while food prices 
went up by 13.4% in Bulgaria and 10.6% in Croatia. Overall industrial producer prices increased by 42% 
in Bulgaria and 20.8% in Croatia, while the energy component of industrial producer prices soared even 
more dramatically, by 76.4% in Bulgaria and 57.7% in Croatia, in January 2022 compared to January 
2021. Higher energy costs might reduce corporate profitability, while higher energy costs coupled with 
higher food prices might reduce loan repayment capacity of households. Lower-income households 
are especially at risk, given that they spend more than half of their income on food and housing, 
including energy. These developments could adversely influence bank profitability.  

4.2.3. Sberbank resolution 

An interesting case of the impact of the Russia-Ukraine war on the banking sector is the very recent 
situation of Sberbank, which impacted a subsidiary in Croatia. On 28 February 2022, the ECB 15 and the 
Single Resolution Board (SRB)16 determined that Sberbank Europe AG in Austria and its subsidiaries in 
Croatia and Slovenia were “failing or likely to fail”. This situation was triggered by the deposit outflows 
verified after the beginning of the conflict as a consequence of the connection with Russia. The Austrian 
parent bank (Sberbank Europe AG) was fully owned by an entity whose majority shareholder was 
Russian. The deterioration of the liquidity position and consequent likely inability to fulfil payment 

                                                             
15 https://www.bankingsupervision.europa.eu/press/pr/date/2022/html/ssm.pr220228~3121b6aec1.en.html 

16 https://www.srb.europa.eu/en/content/srb-determines-sberbank-europe-ag-austria-and-its-subsidiaries-croatia-and-
slovenia-failing 
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obligations in the near future were then ultimately triggered by the reputational impact of geopolitical 
tensions.  

On 1 March 2022, the SRB announced17 that the Croatian and Slovenian subsidiaries would go through 
resolution actions, while the Austrian parent would undergo the national insolvency procedure. The 
key determinant of this differential treatment was the identification of public interest in resolving the 
subsidiaries, i.e. if they would follow the respective national insolvency procedures that would pose 
risks to financial stability and would cause disruptions to the Croatian and Slovenian economies. This 
would not be the case for Austria. The resolution tool determined for this case was the sale of the 
business: for the Croatian subsidiary the SRB has decided to transfer all the shares to the Hrvatska 
Poštanska Banka, for the Slovenian subsidiary all the shares will be transferred to the Bank to Nova 
Ljubljanska Banka d.d.. 

The short period under which the assessment and subsequent resolution decision and plan were done 
shows that the cooperation between all the involved authorities went very smoothly. This could hint 
for the close collaboration among all involved entities, including the Croatian National Bank, which has 
only recently entered in close cooperation with the ECB. 

5. OTHER FACTORS 

5.1. Corruption 
Corruption is a topic which recurrently is brought up in assessments of the Bulgarian and Croatian 
economies (Convergence reports, European Semester reports, assessment of prior ERM II 
commitments). While its effects on the banking system may not be direct, or at least visible in the data, 
it affects the business environment and the attractiveness of the country to investors. 

The Corruption Perception Index (CPI) of Transparency International is the indicator of reference to 
measure corruption. It aggregates data from several different sources that provide perceptions among 
business and country experts about the level of corruption in the public sector. Hence, the CPI reflects 
the perceived levels of public sector corruption. The indicator can be read as follows: 100 corresponds 
to very clean and 0 to highly corrupt.  

In the latest report (2021), Bulgaria’s CPI fell from the level registered in 2020 and is now the EU country 
perceived as most corrupt. Croatia kept a CPI score unchanged since 2019, keeping its relative position 
unchanged as the most corruption after Romania, Hungary and Bulgaria. 

Table 3, which shows the evolution of the CPI for selected countries – the top 5 and bottom 5 
performers for the EU –, allows us to verify that this indicator is quite stable over time. However, it could 
be worth noting that while countries such as Greece have improved quite considerably, Croatia and 
Bulgaria have overall only increased the CPI score by 1 since 2012.  

While the CPI does not reflect possible corruption in the banking sphere, corruption in other sectors of 
the economy affects the business environment and the attractiveness of the country to investors, 
thereby indirectly influencing banks. 

  

                                                             
17 https://www.srb.europa.eu/en/content/sberbank-europe-ag-croatian-and-slovenian-subsidiaries-resume-operations-
after-being-sold 

https://www.srb.europa.eu/en/content/sberbank-europe-ag-croatian-and-slovenian-subsidiaries-resume-operations-after-being-sold
https://www.srb.europa.eu/en/content/sberbank-europe-ag-croatian-and-slovenian-subsidiaries-resume-operations-after-being-sold
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Table 3: Corruption Perception Index (CPI) from 2012 to 2021 

Source: Transparency International. Note: 100 corresponds to very clean and 0 to highly corrupt situation. 

5.2. Residential real estate sector  
The 2008 Global Financial crisis has demonstrated how unsustainable developments in real estate 
markets can affect economies and the stability of the financial system. The effects on financial stability 
can be direct via credit losses from mortgage portfolios and contemporaneous negative developments 
in the real estate market. Second order consequences can arise on the household side, which will have 
to adjust consumption patterns according to variations in wealth. 

The European System Risk Board (ESRB), responsible for the prevention and mitigation of systemic risk, 
has recently assessed the vulnerabilities in the residential real estate (RRE) sector given its importance 
for financial and macroeconomic stability. As a result of this assessment, the ESRB issued warnings on 
medium-term vulnerabilities in the residential real estate sector for various countries. Among the 
countries that received warning are Bulgaria and Croatia. 

For Bulgaria 18, the share of mortgage loans in banks’ portfolios and the level of household 
indebtedness are relatively low in comparison with the other countries of the European Union. 
However, there has been an acceleration of mortgage loans granted while house prices show signs of 
overvaluation, according to estimates of the Bulgarian National Bank. The banking system is overall 
prepared with the right measures to address current risks. For instance, currently, a positive 
countercyclical capital buffer rate is applied. While the legal framework for borrower-based measures 
is in place since 2019, borrower-based measures have not yet been introduced. These measures work 
in a precautionary manner, helping banks protect themselves against the consequences of potential 
bursting of a housing bubble. Taking into account all these factors, the ESRB considers that the current 
macroprudential policy mix is partially appropriate to address medium-term vulnerabilities in the RRE 
sector. They identify “the main vulnerabilities to be the high growth in mortgage credit, signs of house price 

                                                             
18 ESRB warning to Bulgaria 
(https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_bg~f7b93707f7.en.pdf?fbf083a11ea977c5580184eee805571e) 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 

Top 5 86 86 87 88 86 84 84 84 84 85 
Denmark 90 91 92 91 90 88 88 87 88 88 

Finland 90 89 89 90 89 85 85 86 85 88 
Sweden 88 89 87 89 88 84 85 85 85 85 

Netherlands 84 83 83 84 83 82 82 82 82 82 
Luxembourg 80 80 82 85 81 82 81 80 80 81 

Bottom 5 44 45 46 47 46 47 46 45 46 45 
Greece 36 40 43 46 44 48 45 48 50 49 
Croatia 46 48 48 51 49 49 48 47 47 47 

Romania 44 43 43 46 48 48 47 44 44 45 
Hungary 55 54 54 51 48 45 46 44 44 43 
Bulgaria 41 41 43 41 41 43 42 43 44 42 

EU Average 64.3 64.1 64.3 64.7 64.6 64.6 65.6 64.2 63.3 63.0 

https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_bg%7Ef7b93707f7.en.pdf?fbf083a11ea977c5580184eee805571e
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overvaluation and the absence of borrower-based measures that could mitigate the build-up of risks related 
to the RRE sector”. 

As for Croatia 19, banks’ capital position is robust, mortgage loans account for a limited part of the loan 
portfolio, households’ indebtedness is relatively low compared with the EU and mortgage credit 
finances amount to only about half of housing purchases. However, there are various factors which 
may contribute to the build-up of vulnerabilities going forward. A warning sign is the apparent 
decoupling of house prices from their long-term fundamentals, according to the Croatian National 
Bank. A key factor driving housing demand is the government housing subsidy scheme for first houses 
in less developed regions, which was extended during the pandemic. In fact, this scheme sustained - 
and even accelerated - the demand for mortgage loans during the pandemic, contrarily to what was 
verified for other household credit, which suffered from general lower consumer confidence. Also, the 
very favourable low interest rates for households may have played a role is sustaining mortgage loan 
demand. Still, Croatian banks have a set of measures in place to mitigate vulnerabilities that may arise. 
These measures include capital-based measures, such as the systemic risk buffer, or the indirect debt 
service-to-income limit. While the legal framework for borrower-based measures is also in place since 
2020, the introduction of explicit measures is still missing. To address medium-term vulnerabilities in 
the RRE, the ESRB encourages non only the introduction of borrower-based measures, but also “broader 
policy action to address factors that facilitate or promote increasing household indebtedness, namely 
government mortgage credit subsidies, in order to support current macroprudential measures to address 
remaining vulnerabilities identified in Croatia’s RRE market efficiently and effectively”. 

All in all, while no immediate risks are expected with regards to the RRE sector, there are aspects that 
both Bulgaria and Croatia must address to ensure that they are prepared to face any potential future 
adversities without big costs to the financial system and the economy. 

 

                                                             
19 ESRB warning to Croatia 
(https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_hr~de0c87d337.en.pdf?a9491842d7d321478598c898723182ef) 

https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_hr%7Ede0c87d337.en.pdf?a9491842d7d321478598c898723182ef
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6. RISK FACTORS AND QUESTIONS 
While the performance indicators of Bulgarian and Croatian banks are excellent, several factors pose 
risks. 

• The most immediate risk is the Russia-Ukraine war, as discussed in Section 4.2. It can impact banks 
via their claims on Russia, Ukraine and Belarus, via their domestic exposure to businesses which 
are connected with sanctioned persons, via lowering economic growth and thereby deteriorate 
the business prospects of firms and personal finances of households, while the resulting higher 
energy and food prices could reduce the ability of households and businesses to service their 
debt. 

• The war might create instability in the region, while the inflow of refugees put burden on national 
budgets.  

• More generally, the war results in increased uncertainty, which will affect the behaviour of final 
consumption, investment, foreign trade, interest rates and many other economic indicators. 
Visitors from Russia and Ukraine are expected to drop significantly, resulting in revenue loss for 
the tourism sector.  

• Various measures to protect borrowers during the earlier waves of the Covid-19 pandemic were 
lifted in Bulgaria and Croatia in late 2021, which might increase NPLs. 

• The Covid-19 pandemic has not yet ended, and a new infection wave could hold back economic 
growth. Vaccination rates in Bulgaria and Croatia are relatively low compared to the EU average. 
A new infection wave might create continued pressure on the social sphere, health system and 
economic activity through measures in the retail business, cultural/entertainment sector and 
tourism. 

• The real estate markets show signs of overheating, which could eventually lead to a correction, 
with associated adverse impact on GDP growth, bank profitability and levels of NPLs.  

• A more fundamental risk is related to corruption: according to the Corruption Perception Index of 
Transparency International, Bulgaria is the most corrupt country in the EU and Croatia is among 
the 5 most corrupt countries. While information on the role of possible corruption in bank 
decisions is not available, corruption in other sectors of the economy affects the business 
environment and the attractiveness of the country to investors, thereby indirectly influencing 
banks. 

These risk factors raise several crucial questions about the outlook of Bulgarian and Croatian banking 
systems: 

• To which extent can the risks associated with the Russia-Ukraine war materialise and affect the 
stability and good performance of the banking sector in Bulgaria and Croatia?  

• Is there a risk of NPL increase because various measures to protect borrowers during the Covid-
19 pandemic were lifted in Bulgaria and Croatia in late 2021? 

• What could be the effect of high inflation on banks’ performance and especially on NPLs, since 
higher energy and food prices might adversely impact the ability of households and non-financial 
corporations to service their debt? 
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This briefing paper investigates the practice of close cooperation and examines the banking system 
performance in Bulgaria and Croatia. The factors that could pose risks to Bulgarian and Croatian 
banks are identified. 
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