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ABSTRACT

The adoption of the Euro as Croatia's official currency and its implications have
garnered significant attention from economists and the general public. This paper explores
the impact of the Euro's adoption on the Croatian economy and public perception,
considering its potential benefits and risks. Drawing on previous studies, introduction
highlights the positive effects of joining the Eurozone, such as improved access to
favorable finance, debt restructuring, and enhanced trade opportunities. Additionally, the
adoption of the Euro is expected to benefit the tourism industry, a vital sector in Croatia's
economy. The study aims to answer research questions regarding the extent of citizen
support, differing perceptions of the Euro's effect, perceived risks and advantages, and the
impact on public opinion. Hypotheses are established to address these questions, focusing
on the positive reception of the Euro, its mixed effects on the public, and the overall benefits
outweighing the costs. The study utilizes a combination of secondary data analysis and a
survey conducted among Croatian residents to gather insights. The findings aim to
contribute to understanding the microeconomic factors and public perspectives related to
Eurozone membership. The paper's outline includes sections on EU monetary policy, the
Euro's role in the single market, the implications of Croatia's EMU membership, and the
survey results, which will inform conclusions about public sentiment towards the single

currency's introduction.
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KURZFASSUNG

Die Einfihrung des Euro als offizielle Wahrung Kroatiens und ihre Auswirkungen
haben sowohl von Okonomen als auch von der breiten Offentlichkeit erhebliche
Aufmerksamkeit erregt. Diese Arbeit untersucht die Auswirkungen der Einfihrung des
Euro auf die kroatische Wirtschaft und die offentliche Wahrnehmung unter
Berlicksichtigung potenzieller Vorteile und Risiken. Unter Berufung auf friihere Studien
werden die positiven Effekte einer Euro-Beitritts, wie verbesserte
Finanzierungsmoglichkeiten, Schuldenumstrukturierung und erweiterte
Handelsmdglichkeiten hervorgehoben. Dariiber hinaus wird erwartet, dass die Einflihrung
des Euro der Tourismusbranche, einem wichtigen Sektor in der kroatischen Wirtschaft,
zugutekommen wird. Die Studie zielt darauf ab, Forschungsfragen zur Unterstitzung der
Blrger, unterschiedlichen = Wahrnehmungen der Auswirkungen des Euro,
wahrgenommenen Risiken und Vorteilen sowie dem Einfluss auf die 6ffentliche Meinung
zu beantworten. Es werden Hypothesen formuliert, die sich mit der positiven Aufnahme
des Euro, den gemischten Effekten auf die Offentlichkeit und dem Uberwiegen der Vorteile
im Vergleich zu den Kosten befassen. Die Studie nutzt eine Kombination aus
Sekundardatenanalyse und einer Umfrage unter kroatischen Blrgern, um Erkenntnisse zu
gewinnen. Die Ergebnisse sollen dazu beitragen, die mikrokonomischen Faktoren und
die offentlichen Perspektiven im Zusammenhang mit der Eurozone-Mitgliedschaft zu
verstehen. Der Aufbau der Arbeit umfasst Abschnitte zur EU-Wahrungspolitik, zur Rolle
des Euro in der Einheitsmarkt, zu den Auswirkungen der EMU-Mitgliedschaft Kroatiens
und zu den Umfrageergebnissen, die Schlussfolgerungen liber die 6ffentliche Meinung zur

Einfihrung der gemeinsamen Wahrung liefern.

Schlisselworter:  Einrichtung, Eurozone, Euro-Einfiihrung, Kroatien, gemeinsame

Wahrung
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1. INTRODUCTION
1.1. Background/Research area

The adoption of the Euro as Croatia's official currency has long been a fascinating
topic, and now that the official adoption date has arrived and Croatia is joining the EU
and the EMU as a full member, both economists and the general public are interested
in the subject. It is crucial to keep in mind that the debate over public perception of the
Euro's adoption is crucial because it will have a substantial impact on the monetary

union's ability to integrate effectively (Dumici¢, Ljubaj & Martinis, 2018).

The experience of those nations who had issues when the Euro area debt crisis
started in 2010 provides evidence of the significance of the protection the currency
provides. Being a member of the Euro area has made it possible for nations without
access to international financial markets to get incredibly favourable finance, restructure
debt, and rebuild public confidence (Bukovsak, Cudina, Pavi¢, 2018). The assumption
is that the adoption of the Euro will benefit citizens directly, immediately, and

permanently.

According to earlier studies, Kandija et al. (2017) emphasize in their study that the
monetary union and the single currency promote international trade and assist the further
openness of the national economy (Kandzija et al., 2017). Trade between nations that
share a currency is easier and less expensive because deliberate efforts are undertaken
to liberalize trade between nations as much as feasible. According to Bukovsak et al.
(2018), the Euro area accounts for more than half of all international commerce in
commodities and services. For Croatian international trade and investment, the

introduction of the Euro may be advantageous.

There should be a little increase in trade as a result of the lack of currency risk,
lower transaction costs, and easier price comparison, which should improve the ability
of Croatian businesses to compete on price. The country's tourist industry would benefit
from the adoption of the Euro (Dumici¢, Ljubaj & Martinis, 2018). Particularly, the fact that
tourism accounts for 18% of Croatia's GDP demonstrates that it is without a doubt one of

the most important fields in the nation's economy (Dumici¢, Ljubaj & Martinis, 2018).



This study's main objective is to determine how the adoption of the Euro as a
single currency would affect the Croatian economy. Furthermore, this research may have
implications for future investigations into the political and economic effects of the Euro's

adoption on the Croatian economy.
1.2. Research question(s) & Hypotheses
This study aims at answering the following questions:

1. To what extent do the citizens of Croatia support the introduction of the single

currency?

How do perceptions of the eventual effect on Croatian citizens differ?

How are the risks and/or advantages of the Euro introduction perceived in

Croatia?

4. How has the Croatian public opinion been impacted by the Euro introduction
strategy?

wn

The thesis's hypotheses were established in order to address the aforementioned
question.

H1: The adoption of the Euro as a common currency is likely to be positively
embraced by Croatians.

H2: The proposal to implement the Euro in Croatia is predicted to have both good
and negative effects on the public.

H3: The adoption of the Euro is expected to provide Croatia with real, immediate,
and long-term benefits.

H4: It is anticipated that the benefits of a unified currency will outweigh the
expenses of making the Euro the official currency by a large margin.

1.3. Aims/Objectives

This thesis examines how entering the monetary union would affect
microeconomic factors in small and open economies. When discussing microeconomic
concerns, we are referring to how the Croatian population views the Euro as a single
currency. The thesis has two main objectives. The first objective is to conduct and
analyze the findings of a survey of Croatian residents about their perceptions of the
effects of Croatia's Eurozone membership, and the second objective is to analyze the

perceptions and expectations of political and demographic experts.



1.4. Data and Methodology

While addressing the study techniques in this thesis, including literature
references is highly beneficial. The proposed method is designed to respond to the
research questions and is founded on a comprehensive analysis of the pertinent
literature. Secondary data from financial public institutions and primary data from an

online survey will be used in this study's data collection.

The data is analyzed by methods of description, deduction, generalization,
analysis and synthesis, as well as survey research conducted on a sample of Croatian
population sent in the form of a Google form. The focus of the literature review will be
on the elements that affect and shape the public's perception of the adoption of a single

currency.

The second section of the study relies on individuals who were chosen at random
to complete a semi-structured online questionnaire, citizens of Croatia. The survey will
be conducted online, in the form of a questionnaire and will be anonymous and the link
to it will be shared online on the Facebook platform to reach the population from all
different parts of the country, and in doing so, a lot of people will be able to answer quickly.
Many people want to voice their comments and viewpoints since the adoption of the Euro
in the Republic of Croatia is now a hot subject. Respondents are being divided according
to age groups as follows; less than 20 years, 21-30, 31-40, 41- 50,51- 60, and more than
60 years. Also, respondents will be divided by level of education and geographical
representation. The questionnaire's first section asks aboutthe respondents' ages and
educational backgrounds. The section that follows highlightsthe problems that have
developed with Croatian residents' access to information after the adoption of the Euro.
They will be quizzed on their knowledge of the Euro's inception, as well as their thoughts
on it. The following collection of questions covers Croatian residents' acceptance or
rejection of the common currency, as well as whether or not they agree with it. The next
series of questions focuses on the advantages and disadvantages of adopting a single

currency.

From January 7 to January 16, 2023, participants could access the survey. The
first component of the questionnaire inquires about the respondents' ages and
educational histories. The following section discusses the issues that have arisen with

Croatian citizens' access to information after the introduction of the Euro. They are



questioned about their thoughts and background information on the introduction of the
Euro. The second set of inquiries focuses on the opinions and support of the common
currency among Croats. The questions that follow examine the advantages and
disadvantages of creating a single currency. Right at the beginning of the poll, questions

on the respondents' basic characteristics, such as their age and gender, were posed.
1.5. Outline of the Paper

There will be four sections in the paper. The players and tools of EU monetary
policy will be described in the first section, together with a review of the actions of the
European Central Bank and the Croatian Central Bank. The Euro currency, including its
existence and function inside the single market, will be thoroughly examined in the
second half. The third section will examine the implications of Croatia joining the EMU
and what such a decision would mean. The findings of a survey of Croatian citizens and
their views on the adoption of the Euro in the Republic of Croatia will be reported in the
paper's closing section. These results will be used to form conclusions about the degree
of pleasure or unhappiness and the opinions of the general public towards the

introduction of a single currency.



2. MONETARY POLICY and COMMON CURRENCY
AREA
2.1. Monetary policy instruments

Central banks make use of a range of monetary regulatory mechanisms to carry
out the short-term objectives of monetary policy. Although the basic goal of those in
charge of monetary policy in all market economies is to keep the necessary amount of
money in circulation, the means available to them to control the flow of money are quite
diverse (Alvarez,et.al., 2017). That instrumentation not only altered historically, but also
varies from nation to nation when taking into account the particulars and institutional
features of various economic systems. The conventional toolkit for monetary control in
market economies and developing nations, however, consists of reserve requirements,
central bank loans, interest rate regulation, credit limits, and open market operations
(Chugunov, et.al., 2021).

Monetary regulatory devices can be divided into two main categories based on
how they function (Alvarez,et.al., 2017):

1. direct and

2. indirect instruments.

Laws that establish or regulate either prices (interest rates) or amounts (credit)
govern how direct instruments work, whereas indirect instruments alter underlying
supply and demand dynamics through the market. Most indirect instruments target the
central bank's balance sheet, whereas direct instruments like credit ceilings primarily

aim at the balance sheets of commercial banks (Alvarez,et.al., 2017).

Market impact does not rule out the possibility of the central bank imposing
specific key interest rates or lending restrictions (or those that apply to its own credit
facilities). Instead of direct regulation, the market mechanism allows participants in

the money markets to adapt to the settings of one of these criteria (Alvarez,et.al., 2017).

Since indirect instruments regularly alter the supply of bank reserves through
voluntary transactions with other banks and nonbanks at prices that reflect the market,
they are usually referred to as market-based instruments. To distinguish between
different market-based instruments, one might look at the particular markets where the
financial activities are carried out. The eligible counterparties, the auction form, and the
method of payment upon settlement are only a few examples of the regulations that

apply to all of these instruments, even though they are all regarded



as indirect and market-based. However, this theory asserts that market forces really

have indirect power over changes to central bank money. (Alvarez,et.al., 2017).

The most typical forms of direct instruments are central bank-directed lending,
limitations on bank-to-bank credit, and interest rate restrictions. Open market
transactions, reserve requirements, and central bank lending or discount operations are
the three primary categories of indirect instruments. "Open market operations" (full
open market operations) refers to the buying or selling of financial instruments by the
central bank, whether on the primary market (also known as "open market type
activities") or the secondary market. Prime commercial paper, central bank bills, and
treasury bills are examples of instruments frequently employed for this purpose. Some
financial institutions are required by reserve legislation to retain a predetermined
percentage of their portfolio in reserves (cash or deposits with the central bank).
Examples of what central bank lending facilities often entail include the rediscounting of
high-quality financial assets like Treasury Bills, collateralized lending through Lombard
facilities, or the providing of credit through auctions. They can be in many different forms

and are typically short-term (Alvarez,et.al., 2017).

The central bank has the power to gauge the availability of reserve currency
through indirect instruments. This has an effect on the banks' liquidity condition as long
as they must meet their obligations across the central bank's books and as long as they
are not given unfettered access to non-penal funding at the central bank. Bank,
interbank, and money market interest rates are modified as a result of the impact on
banks' liquidity situations in order to reestablish equilibrium between the supply and
demand for reserve balances. The central bank decides the total systemic liquidity, but
the market distributes it, since the financial markets are the intermediaries in this series
of events. Those who are most able and willing to endure the effects of changes in
liquidity will be the ones who do so. For instance, purchasing Treasury Bills is a
deliberate depletion of liquidity, although it may be prompted by fair (market) pricing
(Alvarez,et.al., 2017).

It is possible to directly accomplish the corrective goals of monetary policy

holders using direct instruments of monetary regulation, regardless of whether those



goals pertain to a particular movement of monetary and credit aggregates or interest
rates. The immediate objectives of monetary policy are directly brought to the intended
(already set) level with the use of these instruments. Measures to control interest rates
and those to control the rise in the placement of banks and other financial institutions
are the two most commonly utilized direct instruments of monetary regulation (credit
limits) (Chugunov, et.al., 2021).

The basis for indirect monetary control tools is the relationship between the
money supply and primary money as well as the central bank's monopoly over its
generation (Altavilla, et.al., 2021). Money is described as "a unit of account, a method
of payment, and a store of value" in one of the classic definitions. Money is "the
instrument of valuation and of payment; as both the unit of account and the universally
recognized medium of exchange," according to Professor Coulborn. Since they
describe money in terms of functions, they are the functional definitions of money.
According to some economists, "everything that the state designates to be money is
money," to use a legal definition. In an economic system, the primary role of money is
to make commerce more efficient by facilitating the exchange of commodities and
services. In the modern world, money serves a variety of main, secondary, contingent,
and other purposes that not only do away with the challenges of barter but also grease
the wheels of commerce and industry. We go through each of these functions

separately (Altavilla, et.al., 2021).

Money serves as a means of trade and as a measure of worth, which are its two
main purposes. Money eliminates the requirement for two demands to coincide, as well
as the hassles and challenges of bartering by acting as a vehicle of trade. The double
coincidence of requests is avoided by dividing the one barter transaction into separate
sales and purchases with the advent of money as a medium of exchange. Thus, money
gives us a great lot of economic freedom and also helps the market system work better
by promoting competition and growing the market. Money is a unit of account or a gauge
of value. Money serves as the measuring stick because it serves as the unit of
measurement and expression for the values of other products and services.
Measurements for various products made in the nation use different units, such as cloth

meters, milk liters, and sugar kilos.

The three supplementary tasks that money carries out are as follows:



a) Money performs the secondary purpose of serving as a store of value. Money
may be used to save wealth for the future. It is used to store the worth of liquid
commodities. We may purchase any commodity in the future by spending it. Because
it is highly challenging to save in terms of things, people often want to maintain some of
their wealth in the form of money. It seems obvious that the easiest way to hold value
is with money. Wheat and other products that will fetch a price cannot be kept instorage

for an extended amount of time.

b) Delayed payments are those that are made at a later date and are measured
in terms of money. Because of the fact that money often keeps a steady value over time,
using money as the benchmark for postponed or delayed payments greatly simplifies
borrowing and lending activities. Money therefore makes it easier for financial
intermediaries like banks, investment trusts, and stock exchanges to do their jobs and
for capital markets to develop. The thread that ties today's ideals to those of the future

iS money.

c) Money as a Value Transfer: As money is a commonly accepted form of
payment and serves as a store of value, it continues to transmit values from one person
to another and from one location to another. Anybody with cash or assets can transfer

their money to any location.

The central bank has the power to affect monetary conditions by changing not
only the amount of newly created primary money but also the circumstances (prices
foremost) under which central bank money is introduced into the economy. Primary
money can be directly controlled by the central bank and serves as the basis for the
creation of money in circulation. In order to have an impact, indirect monetary control
tools must change both the supply and demand for primary money (Altavilla, et.al.,
2021).

Also, there is a division of instruments into two basic groups (Alvarez,et.al.,
2017):
1. quantitative instruments
2. qualitative (selective) instruments.
Quantitative monetary policy instruments are those that should only be used on

a global scale across the entire economy, whereas qualitative monetary policy



instruments should be used selectively depending on the credit type, beneficiary,

purpose, manner of use, terms, interest, etc.

The fundamental types of quantitative tools used in monetary policy are
(Bernanke, 2020: 950):
a) reserve requirement policy,

b) the policy of the discount rate and interest rate in general,
c) open market policy.

The fundamental types of instruments for qualitative or selective monetary
policy are (Bernanke, 2020: 950):
a) regulation of central bank loans to commercial banks,

b) regulation of loan conditions,
c) selective credit policy.

Based on the aforementioned essential instruments of monetary regulation, we
may identify the following as means by which the central bank impacts changes in the
money supply and liquidity of the macrosystem as a whole (Bernanke, 2020: 950):

a) central bank loans to commercial banks,

b) open market operations,
¢) regulation of banks' required reserves.

Additionally, the central bank is occasionally required to use direct administrative
methods of monetary regulation, which often have the goals of regulating bank loan
placements and interest rates, when the aforementioned fundamental instruments are
unsuccessful. The instruments in the list can all be divided into categories using the
following methods (Bernanke, 2020: 951):
traditional and non-traditional,
administrative and market,

)

)

) quantitative and qualitative (selective),

) short-term, medium-term and long-term, etc.

a
b
c
d
The goal of monetary regulation is to help the central bank carry out the monetary
policy's objectives, which essentially come down to achieving the ideal levels of
employment and economic growth, as well as internal and external money stability. The
distinctive features of each country's economy, particularly the expansion of its banking
and financial sectors in general, have a big influence on the choice of approaches, or

the degree to which various instruments of monetary regulation are



used, as well as the success and importance of monetary policy as a whole (Bernanke,
2020).

The ability of the central bank to directly affect the supply and demand of money
reduces as the credit system and financial markets develop; nevertheless, at the same
time, the instruments available for monetary control are extended, and their efficacy is
increased (Altavilla, et.al., 2021).

2.2. Monetary policy makers

The term "policy maker" often refers to a person who is in charge of making or
altering policy. This applies to all ministers, their advisers, civil servants, properly
designated chief scientific advisors, members of parliamentary committees, MPs,
Lords, and all of their advisory staff in the UK. It also comprises government workers
with expertise in a certain sector, such as Natural England, who regularly help to the
formulation of policies (Carney, 2019). Many individuals often contact policy makers in
an effort to influence their decisions, from lobbyists and interest groups to constituents
or academics. It's crucial not to undervalue their talents and expertise, especially when
it comes to comprehending complicated challenges and absorbing knowledge, despite

the fact that they frequently lack time and tend to be generalists.

Although scale policy was formerly thought to have the potential to help smooth
out variations in real GDP, economists and policymakers now agree that it is not capable
of doing so. The central bank is the only organization left that is thought to be able to
minimize variations in the business cycle. How do we address the central banker's

problem? The answer is relatively simple (Carney, 2019).

A difficult control issue can be solved, or should be resolved, by policy. The goal
of monetary policymakers is to maintain steady real growth and stable prices through
modifying interest rates. Engineers refer to these issues as optimal control problems
because they require developing a control rule by minimizing a goal or loss while taking
into account how the state evolves (the monetary policy rule defining the response of
the interest rate instrument) (Carney, 2019). The Eurosystem, which consists of the
European Central Bank (ECB) and the national central banks of the member nations,

oversees monetary policy for the euro region.

10



The following people make up the ECB's governing council, which is the only
body with the authority to decide on monetary policy for the euro area (Carney,2019):
a) the leaders of the national central banks of the nations that make up the

euro region.

b) the ECB's executive board members.

These choices are made independently of external influences. As a component of the
European system of central banks, EU nations outside the euro zone coordinate their
monetary policy with the ECB. The agreement outlines the ECB's mandate to maintain
price stability in the euro region. Over the long run, the ECB aims to keep price inflation
in the euro area below but near to 2%. This 2% inflation goal is regarded as the most

effective one for fostering job growth and economic prosperity.
2.3. Monetary policy objectives

It is widely accepted that maintaining a balanced budget, achieving full
employment, protecting price stability, and a quick and sustainable pace of economic
development are the four main goals of economic policy. Through monetary and fiscal
instruments that have an impact on the total supply and demand for goods and services,

economic policy primarily influences employment (Jeli¢ & Ravnik, 2022).

Management of inflation or unemployment and preservation of currency

exchange rates are the major goals of monetary policy (Jeli¢ & Ravnik, 2022).

a) Inflation
Monetary measures could have inflation as their goal. In moderation, inflation is
thought to be advantageous for the economy. A policy of contraction can be used to

combat inflation.

b) Unemployment
The level of unemployment in the economy can be impacted by monetary policy.
For instance, a monetary policy that is expansionary tends to reduce unemployment

because it encourages economic activity and the growth of the labor market.

c) Currency exchange rates
A central bank can control the exchange rates between its own currency and
other currencies by using its budgetary power. For instance, the central bank may raise
the amount of money available by printing additional money. The indigenous currency

then becomes more affordable in comparison to its overseas equivalents.
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2.3.1. Interest rates are one instrument that central banks employ to
change the amount of money available

The majority of economists agree that shifts in the money supply only have an
impact on prices when output, which is frequently measured by GDP, is steady over the
long run. However, because prices and wages sometimes take time to adjust, changes
in the money supply may have an instantaneous effect on the production of goods and
services in the near term. This makes monetary policy, which is usually implemented
by central banks like the European Central Bank (ECB) or the United States Federal

Reserve (Fed), a useful instrument for accomplishing both inflation andgrowth goals.

During a recession, consumer spending decreases, corporate output declines,
prompting businesses to eliminate employees and stop investing in new capacity, and
it's possible that foreign demand for the country's exports will also collapse. In other
words, if general demand declines, the government may respond by enacting a
measure that is counterproductive to the direction the economy is heading. An effective

monetary policy is typically the favored countercyclical technique.

A countercyclical approach like this would increase output (and employment) as
planned, but it would also increase prices since it would increase the money supply.
Input costs, particularly labor, will be under pressure as demand rises and an economy
gets closer to reaching its potential. Workers then spend their extra money on more
products and services, which drives up prices and wages and accelerates overall

inflation, an outcome that governments often try to prevent.
2.3.2. Twin objectives

It is enough that the monetary policy maker must strike a balance between the
price and output goals. In fact, even central banks, like the ECB, that merely aim to
reduce inflation would often acknowledge that they are also concerned with stabilizing
output and maintaining an economy that is close to reaching full employment. The Fed,
which has a stated "dual mandate" from the U.S. Congress, openly acknowledges and
places the employment goal on an equal footing with the inflation goal (International
Monetary Fund, 2023).

Monetary policy is not the only tool available for regulating overall demand for
goods and services. Throughout the recent global crisis, governments have used fiscal
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policy—taxation and spending—a lot. Yet, legislation for adjustments to taxes and
spending typically takes time, and once such changes have been enacted into law, it
is difficult politically to reverse them. It is clear why monetary policy is frequently seen
as the first line of defense in restoring economic stability during a slump (International
Monetary Fund, 2023). Concerns that consumers might not respond to fiscal stimulus
in the expected way should be included (for example, they may save rather than spend
a tax reduction). There is one exception, and that is countries with fixed exchange rates,
where the exchange rate aim determines all aspects of monetary policy (International
Monetary Fund, 2023).

2.3.3. Independent policy

Despite being one of the government's most potent economic weapons, the
majority of economists feel that monetary policy is best conducted by a central bank
(or some other analogous institution) that is independent of the elected government.
This assumption is based on an academic study that was conducted about 30 years
ago and focused on the issue of temporal inconsistency. Less autonomous monetary
officials might find it advantageous to make low inflation promises in order to lower
consumer and corporate inflation expectations. They could eventually find it difficult to
avoid increasing the money supply in reaction to following events, causing an "inflation
surprise." (International Monetary Fund, 2023). Due to the relatively low cost of labor
(wage changes are gradual), this surprise would initially increase output. It would also
lower the real, or inflation-adjusted, value of government debt. Yet, when individuals
quickly became aware of this "inflation bias" and increased their anticipation of price
rises, it became more challenging for policymakers to ever attain low inflation
(International Monetary Fund, 2023). To address the problem of temporal
inconsistency, some economists suggested that policymakers establish a rule that
completely limits their ability to alter monetary policy. An alternative course of action
would be to transfer authority over monetary policy to a central bank that is independent
and largely exempt from political influence, as is currently the situation in certain
nations. This would boost public confidence in the government's commitment to low
inflation while maintaining the process's lack of political interference. Research
demonstrates that central bank independence is actually associated with lower and

more stable inflation (International Monetary Fund, 2023).
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2.3.4. Conducting monetary policy

How does the monetary policy of a central bank change? The primary method
is only to alter the quantity of money in circulation. Open-market swaps of short-term
government debt with the private sector are a common way to do this. The Fed will
increase the amount of reserves that banks are required to maintain with it if, for
instance, it purchases or borrows Treasury notes from commercial banks. The effect
is an increase in the money supply. In contrast, if the Fed lends or sells treasury
securities to banks, the money supply will increase in proportion to the amount received
by the Fed (International Monetary Fund, 2023).

Although many central banks have experimented with explicit money growth
targets throughout the years, these targets are now much less common since it is now
more challenging to establish the relationship between money and prices. Some central
banks have changed their primary goal from employment and/or growth to targeting

inflation, either on its own or maybe with it (International Monetary Fund, 2023).

When addressing monetary policy in public, a central bank often emphasizes
desired interest rates rather than a particular dollar amount (although the intended
interest rates may need to be attained through adjustments in the money supply). The
"policy rate" that central banks generally concentrate on is the short-term, typically
overnight, rate that banks charge one another to borrow money. When the central bank
conducts a loosening policy, sometimes referred to as pumping money into the
economy by acquiring or borrowing assets, the rate declines. It frequently rises as the
central banktightens by removing reserves. Changes to the policy rate are expected
to have an impact on all other relevant interest rates in the economy, according to the

central bank (International Monetary Fund, 2023).

The monetary policy authorities routinely use their instruments to change the
official rate, or the rate that banks charge one another for short-term loans, in an effort
to affect general financial conditions. Changes in this rate, along with other short-term
interest rates, have an impact on how much it costs individuals and businesses to
borrow money. These changes also have an effect on long-term interest rates, such
as those on corporate bonds and mortgages. The exchange rate and the price of assets

like stocks (such as stock market prices) are both impacted by changes in long-
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term interest rates (Turkalj & Ljubaj, 2017). These changes then have an effect on the
economic activity. For instance, the affordability of borrowing rises when short- and
long-term interest rates fall, increasing the possibility that individuals and companies
would buy goods, services, and commaodities to expand their operations (such as real
estate and equipment) (Turkalj & Ljubaj, 2017). As a result, companies are growing their
workforces and production, which encourages greater spending as family incomegrows.
Although time plays a major role in the relationship between monetary policy, output,

and employment, there are numerous other factors that might also have an impact.

2.4. Euro - the common currency of the countries of Economic and
Monetary Union

The Euro, a single European currency, has been in use since 12 EU members
accepted it in 1999 as part of the establishment of the EMU. The Euro took the place
of the national currencies of the nations that joined the Euro zone, but the transition
wasn't complete until the first banknotes and coins entered circulation in 2002 (the third
stage in the formation of the EMU). With the exception of Denmark and former member
Great Britain, each member state upon admission should, if feasible, replace its
domestic currency with the Euro within two years of participation in ERM Il (De Grauwe,
2020). Many economists refer to the European Exchange Rate Mechanism, a system
that controls the establishment of fixed exchange rates and is now in the third stage of
the EMU's development, as the "waiting room for the Euro." (Official website of the

European Commission).

Convergence criteria are a collection of macroeconomic indicators that pay
particular attention to the following and were established to track advancement in

nations' readiness to join the euro (European Commission, official website):

e Price stability

e Stable public finances to ensure long-term viability

e Exchange-rate stability, which shows that a Member State can manage its
economy without resorting to disproportionate currency movements.

e Long-term interest rates, which help determine how long the convergence will

last.
What is Price stability Stable Long-term Exchange
measured: public interestrates | rate stability

finances to
ensure
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long-term
viability
How it's Harmonized Government Long-term Exchange rate
calculated = consumer price deficit and interest rate developments
inflation debt in ERM I
Convergence Consistent pricing = Not The rate of Involvement in
criteria: performance and | experiencing the three ERM Il for at
average inflation  a significant = Member least two
no more than 1.5  deficiency at States with years without
percentage points the time of | the best experiencing
over the rates of  the performance | any major
the three best- assessment | in terms of problems,
performing price stability | particularly
Member States. should be no  without
more than 2 depreciating
percentage against the
points higher  euro

The Treaty also mandates a review of additional elements that affect economic
convergence and integration. Two of these extra factors are the development of the
balance of payments and market integration. Its appraisal is also considered to be a key
sign of how well a Member State will fit into the Eurozone. The Treaty requires that the
Commission and the European Central Bank evaluate the progress achieved by the
candidate nations for the euro-area at least every two years, or more frequently at the
request of a Member State with a derogation and publish their findings in separate

convergence reports (European Commission, official website).

One of the convergence criterion is satisfied when a member country takes part
in the exchange rate mechanism. As a result, 19 of the Union's member states now only
accept the Euro as legal money, making it the Euro zone's official coin. In addition, after
the US dollar, the Euro is the second-most important currency in the world. The data in
Figure 1 below illustrate how crucial the Euro is as a global reserve currency (European

Commission, official website).
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The curo as an international payment currency
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Figure 1 Euro - the second most represented currency
Source: European Commission, official website. Available at:
https://ec.Europa.eu/info/business-economy-Euro/Euro-area/international-role-Euro_hr

Due to its foundation in a reliable monetary system, the Euro is a particularly
alluring reserve currency. As a result, a number of countries outside the European
Union utilize the Euro as their currency in addition to the Euro area's member states.
The aforementioned can be achieved by bilateral agreements with other members or
through a decision taken unilaterally by one nation. For instance, the Euro is the official
currency for transactions in Andorra, Kosovo, Montenegro, Monaco, and San Marino

(European Commission, official website).

European Union (EU) inhabitants in 19 different nations use the Euro on a daily
basis. There are 337 million individuals that have utilized it as of 2012 for daily
expenses, savings, and long-term investments. The Euro is currently the second-most
significant currency in the world, behind the US dollar. There is no similar scale or depth
of financial cooperation amongst modern states. The introduction of the Euro was a
major step forward in European integration and a turning point for historically frequently
at war with one another nations. Such economic connection and solidarity were before
unthinkable. There will be a new generation of young adults by 2020 who have only

ever used the Euro as their country's unit of currency (European Commission, 2021).
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The European Commission (2015) provides the following overview of the history
of the Euro (Wasserfallen, et.al., 2019):

a) the Treaty of Rome (1957), which established the framework for the Euro in 1957,
was intended to encourage Europe's rebuilding. Itis highly regarded when barriers
are gradually eliminated via the creation of a shared market. The aforementioned
covers the unrestricted movement of goods, capital, people, and services among
European countries.

b) Long-term aspiration: The second phase, which took place in the 1960s and
1970s, involved the creation of an Economic and Monetary Union (EMU). A new
European aim was to promote and establish a good and robust integrated single
market with a common currency and monetary policy, especially in light of the US
dollar's decline as the primary international currency and the ongoing oil crisis.

c) harmonization: The Economic and Monetary Union was preceded by the
European Monetary System, which was founded in 1979. It was created to control
currency exchange rate volatility, maintain a fixed exchange rate, and stop price
rises (inflation).

d) Economic and monetary union (EMU): The European Monetary Union was
founded by the 1992 European Union Treaty, often known as the Maastricht
Treaty. The three main goals are to complete the single market, establish the
European Central Bank as an umbrella monetary institution, and adopt a single,
stable currency by the turn of the century.

e) We make payments in Euros, which were officially introduced in 2002 and started
to be used as the new single currency in Europe. In addition, several nations'
national currencies are replaced (French franc, German mark, Spanish peseta,
etc.). There are currently 19 member states (also known as Euro area or

Eurozone countries) where the Euro is the sole legal tender.

In addition to the aforementioned facts and its economic significance, the Euro
is a physical and potent symbol of European unity, identity, and cooperation. The
European Union pledged to continue cultivating and fortifying relationships among its
member states and people in the Maastricht Treaty, which established the Economic
and Monetary Union (European Commission, 2021). Figure 2's statistical data

highlights the significance of the Euro as a significant worldwide reserve currency.
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Figure 2 Representation and characteristics of the Euro
Source: European Commission, official website. Available at:
https://ec.Europa.eu/info/business-economy-Euro/Euro-area/international-role-Euro_hr

The data is showing that the single European currency is used in as many as 60
countries that are not members of the EU, with as many as 175 million people, makes
the presence of the Euro evident outside of the boundaries of the EU and Europe in
general. The Euro was adopted at the start of 1999, although development actually
started decades earlier if we consider the historical and development featuresof the
European currency (Wasserfallen, et.al., 2019). The origin and rise of the Euro may be
explained by a convincing and simple argument based on the notion that dealing on a
single common marketis easier when there is just one currency. The Euro has developed
since ideas about economic and monetary unification began in the early 1960s, and now

it is recognized as the second most significant currency in the world.
2.5. Optimal currency area theory and Monetarists theory

The concept of the ideal currency region attempts to answer questions like
whether it makes sense for countries to adopt the Euro and if EU members are
sufficiently similar to create a single currency (Optimal Currency Area, or OCA).
According to Kenen (2019), the optimal geographical region for a single currency or a
group of currencies with stable exchange rates is the ideal currency area. The pegged

currency or currencies cannot be changed except in relation to the rest of the globe.

With the adoption of the euro as a standard currency among European states,
the OCA hypothesis saw its initial test. Countries in the Eurozone met some of
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Mundell's requirements for a successful monetary union, which sparked the idea to
introduce a single currency. According to the hypothesis of the optimum currency area
(OCA), some areas without national borders can benefit from having a single currency.
In other words, it could be preferable for geographic areas to adopt a unified currency

rather to having each country in the region use its own.

The criteria that significantly determine the theory of the currency area are listed

by Kenen (2019). The requirements listed are connected to Kenen (2019):

» Mobility of production factors: Capital and labor mobility are given a lot of
weight. If the observed factors achieved a high degree of mobility, the need for critical
adjustment instruments (nominal exchange rate and changes in actual pricing of

production components) would be reduced.

» Since a fixed exchange rate system results in unemployment and inflation
deviating from the targeted level, the necessity of having a flexible exchange rate
system is underlined. With the effect of exchange rate depreciation and appreciation as
the only tool by which a particular country fights inflation or unemployment, asymmetric

shocks related to the exchange rate can be solved.

 degree of economic openness - based on the assumption that nations with a
high level of trade openness are good candidates for entry into the best currency.
Exchange rates become less effective as an adjustment tool in open economies where
changes in the nominal exchange rate do not significantly affect competitiveness.
Additionally, the more open a country is, the greater its prospects are of benefiting from

the adoption of a single currency.

* Integration of financial markets - The elimination of interest rate discrepancies
between other nations is facilitated by a high level of financial integration, which also
fosters effective resource allocation. Similar to how exchange rate adjustments may
become less necessary as a result of further financial integration, even the smallest
changes in interest rates will result in a balanced flow of funds across member

countries.

» Diversification of production and consumption is something that members of
the ideal currency region should focus on. There would be less need to use the

exchange rate because the aforementioned would produce symmetric shocks
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connected to a certain good. Strong shocks appeared to have a greater impact on

countries with highly specialized industry.

» The relevance of sharing transnational fiscal transfer systems among nations
is emphasized by fiscal integration, which lessens the need to change the exchange

rate.

« Similarity of inflation rates - Because it promotes stable trading circumstances,
similarity of inflation rates between nations is crucial. As a result, the current account
surplus will lessen the necessity of using the nominal exchange rate as a tool for

adjustment.

It is crucial to take the scale of the economy seriously. It is simpler to maintain
exchange rate stability in a wide area than in a small country, so the region where
common money is implemented should be sizable enough (Bukovsak, et.al., 2018).
Bukovs$ak, et.al., (2018) highlight the variety of interpretations and inquiries surrounding
the benefits and drawbacks, as well as the expenses, resulting from the notion of the
best currency area. Thus, the main benefits stem from increased macroeconomic
stability (price stability, financial market transparency), increased microeconomic
efficiency as a result of the use of a single currency, and favorable external effects such
as easier international cooperation and significant cost savings on currency conversion.
The costs involved in the process of creating a new currency and the loss of a country's
monetary independence, on the other hand, are the biggest drawbacks. The

requirements for creating a unified monetary union are quite important.

The advantages and disadvantages listed in the previous sentence will also be
dwelt upon in the following section of the work, along with new consequences
anticipated as a result of the Euro's introduction. “The mutual trade between member
nations and the correlation between their incomes are two essential factors in
generating net advantages from the creation of a currency union. A currency union will
be advantageous for nations with comparable incomes and extensive commerce” (Bilas
et.al., 2016:223).

The "early OCA theory" was based on a Keynesian framework for stabilization
and the idea that monetary policy, at least in the short run, is a useful tool for facilitating

relative price and wage adjustments in the wake of some idiosyncratic shocks, i.e., it
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could help in business cycle stabilization. Instead of needing to endure a time of
unemployment in order to make a significant transition, this would offer a less expensive
adjustment. Buiter (2000) used the phrase "fine-tuning fallacy" to refer to the
assumption that monetary and fiscal policy may successfully modify aggregate demand
to lessen shocks to the private sector. The monetarist criticism, the inflation bias
research, and the rational expectations revolution that began in the 1970s all disproved
this theory and concluded that monetary policy was ultimately ineffective in the long
term (Buiter, 2000).

Labor contracts are typically expressed in terms of real wages rather than
nominal wages, according to monetarist critique of the early OCA theory's underlying
short-term constant Phillips curve. Therefore, expected inflation must be added to the
curve, and properly foreseen policy adjustments cannot have any effect on real
variables (Buiter, 2000). The Phillips Curve (NRU) was later replaced by the natural rate
of unemployment. Policymakers primarily have an option of an inflation rate, as
opposed to selecting a desired level of ideal unemployment and economic activity. As
a result, from this angle, maintaining direct control over national monetary policy is more

expensive than achieving business-cycle stabilization.

According to Calvo and Reinhart (2002), the loss of monetary independence is
not a significant cost as long as monetary policy is appropriately employed as a
stabilizing tool. Emerson et al. (1992) and a number of other scholars claim that
significantly higher inflation has no long-term macroeconomic benefits in terms of
employment or economic growth. On the other hand, greater unemployment rates and
correspondingly lower levels of real per capita income are linked to higher inflation.
Unexpected inflation affects the economy significantly more negatively than planned

inflation through a variety of factors (Calvo & Reinhart, 2002).

This reevaluation has many different effects on norms. The impacts of
relinquishing direct control over national monetary policy appear to be quite little overall,
notwithstanding the limitations of inflation rates within the aforementioned narrow and
low range. A nation with a history of relatively higher inflation and a track record of
breaking low inflation commitments may quickly "tie its hands" and acquire low inflation
credibility by creating a comprehensive monetary union with a nation that has low
inflation (Giavazzi and Giovannini, 1989). Such an anchor nation must be included in

the proposed monetary union and must be prepared to uphold its dedication
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to monetary discipline when the union is constituted (Goodhart, 1989). As a result,
joining a monetary union may lead to comparable inflation rates, but it's not necessary.
As long as a strong "nominal anchor" exists from which other member countries might
draw "anti-inflation" credibility, the concept goes, the monetary union's frontiers could

be enlarged.

The creation of the European Monetary Union (EMU), according to Smets et al.
(2000), was the result of an attempt to understand and reconcile different viewpoints on
the formation of economic policy, the role of sovereign states, and (in the end) monetary
unification. The process of integration involved a number of "ideas" and meta-cultural
conceptions. One of the most important factors in defining integration is the distinction
between Germany's "ordo-liberalism" and federalist approach and France's "tradition
republicaine" and centralization of power. The "monetarist" movement, which was
promoted by France, backed concepts that would promote exchange rate stability and
actions that would support exchange rates. The process ofconvergence could be fueled
by currency integration. The "monetarists" movement's thesis that EMU represented a
change in policy regimes eliminated the necessity of nominal convergence later in the
1980s. Future expectations will be influenced by the ECB's reputation, rendering the

importance of prior expectations unimportant (Howarth& Quaglia, 2020).

Such a bank may provide a guarantee of low inflation rates, even in countries
with a history of greater inflation. The emphasis then changes to institution building
since otherwise, disinflation processes may be time- and money-consuming. The
"economists" field, supported by Germany, promoted a protracted convergence process
and emphasized the coordination of economic policies rather than the alignment of
monetary policy (Howarth & Quaglia, 2020). As a result, convergence in economic
performance is one need for EMU. The implication is that monetary union may have
been implemented later by a limited number of stable countries. This tactic reduces the
risks associated with having a single currency in high inflation countries. The
economist's field aim of monetary integration, which emphasizes stability and

convergence, is also known as the "coronation hypothesis." (Howarth & Quaglia, 2020).

The euro is frequently cited as evidence of OCA theory in practice. Others

contend that the region did not satisfy the four requirements outlined by Mundell's
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thesis at the time the euro was introduced in 1999. They assert that the difficulties the

eurozone has had since its formation are due to a failure to achieve the standards.

In fact, the OCA hypothesis was put to the test in 2010 when the tremendous
stresses on the euro caused by the sovereign debt problems that many of Europe's
severely indebted countries were experiencing jeopardized the survival of the European
Union (EU). Peripheral EU nations like Portugal, ltaly, Ireland, Greece, and Spain
(PIIGS) had declining development, lacked global competitiveness, and had
unproductive labor forces, according to Global Financial Integrity, a nonprofit

organization based in Washington, D.C.

Private capital departed as these economies declined, some going to
neighboring nations and others to the stronger eurozone economies. The labor force
in the eurozone is also not flexible or movable due to issues with language, culture, and

distance. Also, salaries vary widely within the geographical region.
2.6. Preconditions for joining the Economic and Monetary Union

Almost all EU nations are obliged to accede to the monetary union and switch
to the Euro, as was already indicated in the chapters that came before it. Determinations
about the aforementioned membership are made by decrees and legislation, but there
are also specific requirements that must be met. In 1992, the Maastricht Treaty was
signed, and it set forth certain requirements for a country's readiness to accept the Euro

(Musaraj, 2022); these will be covered in greater detail inthe following chapter.
2.6.1. The process of introducing the Euro

Every EU member state must go through a number of procedures and steps
before introducing the Euro as its official currency. The support of other Euro area
members is crucial in these processes, in addition to the degree to which the state can
meet the conditions and set criteria. Participating in the exchange rate mechanism is
the first step in the process of joining the EMU (ERM II). It is crucial to stress that while
each member state of the Union is required by law to implement the Euro, it is also
free to delay the process for a specific amount of time. No explicit requirements or

requirements must be met in order to join the exchange rate mechanism, but
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membership in the EMU depends heavily on the approval of the EU institutions and the

present EMU members (Musaraj, 2022).

Support is frequently based on an evaluation of the country's political and
economic position, as well as on the current members' desire to improve and expand
the monetary union. If this will is weak or nonexistent, the applicant nation could
encounter a delay in the process of joining the exchange rate system. A country must
remain in the exchange rate mechanism after joining for at least two years if there are
no significant changes to the value of its currency in relation to the Euro (European
Commision, 2008). The process for introducing the Euro will be covered in more detail

in the next sections, and Croatia's position will also be taken into account.

A member state discusses its intentions for participation in the exchange rate
mechanism with other Eurozone members and EU institutions before moving on to the
Eurogroup working group. The member state may submit a request to join in the
mechanism, which is the first step in the formal process, if it receives support from its
EU partners during the negotiations (Bilas & Kalajzic, 2020). The Economic and
Financial Committee meets in the ERM |l format in the second phase to assess whether
the applicant country's macroeconomic structure is suitable for membership in the
ERM Il and to discuss the appropriate central parity and fluctuation limits (European
Commision, 2008). The third phase is accomplished during the meeting when the
central parity and fluctuation restrictions are agreed. To determine the central parity and
fluctuation limitations for the Euro, the ECB, the ministries and governors of member
nations whose currencies participate in the exchange rate mechanism but arenot

members of the Eurozone meet (Goldner Lang & Capeta, 2020).

A news announcement that includes the date of enroliment in the exchange rate
mechanism, the central parity, fluctuation controls, and the promises made for the
conduct of economic policy marks the end of the procedure. To prevent having an
impact on the financial markets, member nations should keep both the preliminary
conversations and the actual negotiations for entering ERM Il under wraps (Nieto &
Singh, 2022).

Following the state's initial adoption of the exchange rate mechanism, other
procedures with explicit and predetermined norms come into play. The key text that

describes the conditions that must be satisfied before the ultimate objective of
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establishing the Euro is developed is the Treaty on the Functioning of the European
Union (Goldner Lang & Capeta, 2020). Before the Euro is established, each candidate
country must demonstrate that a high degree of nominal and legal convergence has
been reached. Examples of nominal convergence include the stability of prices, the
exchange rate relative to the Euro, the sustainability of state budgets, and the
convergence of long-term interest rates. Legal convergence raises the question of how
far and to what extent a candidate country's legal system has been standardized in
respect to managing the national central bank. The state's progress in achieving its
major objective is assessed by the European Central Bank and the European

Commission (European Commision, 2008).
2.6.2. Maastricht criteria

The European Union was established and the people of Europe were brought
together as a result of the signing of the Maastricht Treaty, also known as the Treaty on
European Union. This agreement is significant because it created the European Union
as a forum for fruitful cooperation among European countries and built the foundation
for the introduction of the Euro. At Maastricht, a Dutch city on the borders with Germany
and Belgium, twelve European countries—France, Belgium, Denmark, Greece,
Germany, Ireland, ltaly, Luxembourg, the Netherlands, Spain, Portugal, and the United
Kingdom—signed the agreement in 1992. The pact became effective at the conclusion
of 1993, when the EU was officially founded. The Maastricht Treaty permitted the
introduction of a unified European currency after decades of discussion about the

possible growth of economic cooperation in Europe (Genc, 2019).

The European Central Bank (ESB) and the European System of Central Banks
(ESCB), whose objectives were explicitly stated, were also formed by the Treaty. It is
crucial to emphasize that each country's readiness for the introduction of the Euro in the
contractually designated territory for the adoption of the Euro as a single currency is
evaluated using the same standards. These requirements are sometimes known as
Maastricht or convergence requirements (Bektas & Sarag, 2021). We'll demonstrate
and further clarify the criteria. The main objective of the convergence criteria is to
ensure that candidates are ready to join the Eurozone by strengthening their national
economies and implementing good fiscal and monetary policies. These regulations also
seek to influence members to harmonize their stances with those of the EuropeanUnion.

It is essential to stress that preserving the requirements is just as important as
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meeting them in order to join the EMU in order to benefit the entire community (Bektas
& Sarag, 2021).

As a result of joining the EU, the member state is now in charge of both fiscal
and monetary policy in the union. There are several predictions as to whether fiscal
unification will ever be accomplished, notwithstanding the assertions of many economic
experts that there cannot be a monetary union without a fiscal unity. The three monetary
(inflation, exchange rate stability, and long-term interest rates) and twofiscal (taxes and
spending) criteria make up the nominal convergence criteria (budget deficit and public
debt) (Bektas & Sarac, 2021).

The Pact on Stability and Growth, by which EMU members commit themselves
to achieving medium- and long-term fiscal stability, but also avoids the negative effects
brought on by the difference arising from various national fiscal policies on price
stability, states that the nominal convergence criteria are primarily focused on achieving
control over the fiscal sector and achieving price stability. The aforementioned states
that the convergence standards prevent the member nations ofthe monetary union from

reaching unacceptably significant budget deficits (Rukavina & Katavic, 2022:50).

According to Vujci¢ (2003), four quantitative indicators describe the convergence

criteria that govern eligibility for membership in the monetary union:

1) The average inflation rate in the three nations with the lowest inflation rates
must not be more than 1.5 percentage points higher than the inflation rate in the target
country. The consumer price index, which is the same throughout all of Europe, must

be used to calculate the annual price rise in order to compare levels.

2) Exchange rate requirement: Prior to joining the monetary union, the applicant
country must participate in the European Exchange Rate Mechanism (ERM) for at least
two years while adhering to the set fluctuation restrictions. This standard must consider
a country's level of stability as well as its decision to join the monetary union without

abusing exchange rates to strengthen its position in the market.

3) The interest criteria determine whether long-term interest rates will converge.
According to the interest criteria, the yield on long-term government bonds cannot be
more than two percentage points higher than the same interest rates in the three
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countries with the lowest inflation. This need must be met at least a year before to

joining the monetary union, much like the inflation condition.
4) Fiscal criteria

- The budget deficit criterion restricts the implementation of fiscal
policy because it calls for keeping the consolidated general
government's deficit below 3% of GDP.

- The public debt criterion measures the public debt as a percentage
of GDP, with a maximum of 60%. However, if that percentage is
too high or impractical for a particular nation, the trend toward
decreasing it is also a favorable sign (VujcCi¢, 2003: 79-98).

2.6.3. Fiscal policy in Croatia

Croatia's fiscal policy has been divided into two different periods during the
past ten years: fiscal austerity from 2009 to 2017 and fiscal expansion starting in 2018.
Both have had a major impact on inequality and poverty. When Croatia entered the
European Union (EU) Excessive Deficit Procedure in 2014, which mandated
consolidation measures on both the income and spending sides of the budget,
determined consolidation efforts from the first phase were strengthened (ArCabi¢ &
Bani¢, 2021). The percentage of Croatians living on less than $5.50 per day decreased
from 5.8 to 3.6 percent between 2014 and 2017, according to revised 2011
purchasing power parity (PPP). This came at a time when poverty increased that
began with the global financial crisis in 2009. Comprehensive tax reform, with the aim
of reducing the overall tax burden, was implemented at the start of the second term.
Spending on health and education grew during each of these times. After dropping to
2.4 percentin 2018, it is anticipated that poverty would decrease by 2.2 percentin 2019.

Similar disparity patterns may be seen (ArCabi¢ & Banic, 2021).

All structural and institutional adjustments required for candidate nations to meet
EU requirements are referred to as true convergence criteria. On the other hand, they
argue for greater transparency, consistency, and comparability in price levels amongst
the member states in order to raise the standard of living for Union people (Arnold, et.al.,
2022).

Real convergence also depends on enhancing the economic ties between

wealthy and developing nations as well as their respective areas. A larger degree of
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convergence between poorer and wealthy countries is reducing or eliminating the
aforementioned issue, which is one of the main obstacles to the construction of the
idealized European integration. The process of assessing if and to what extent a certain
country satisfies the requirements of actual convergence is complicated and time-
consuming, but the attainment of rapid economic growth is the key to the advancement

of each candidate country (Rukavina & Katavic, 2022).
2.7. Introduction of common currency in Slovenia

Slovenia was picked as the template for the introduction of the Euro because of
its shared political and economic history with Croatia. States have evolved and altered
over time, each with its own constraints imposed by economic, social, and political
frameworks (Sinicakova, Alechenu & Redzepagic, 2021). Since it is possible to track
the states' direction of movement regarding development strategies and future
ambitions by looking at current data, citizens of Slovenia infer that the states' very
mindset has changed in comparison to the eras when both were small states at the
outset of their independence. Nonetheless, Slovenia scores better than Croatia in most
development indices. Their shared goal of influencing the European leaders with their
policies and strategies is what binds them together (Sinicakova, Alechenu &
Redzepagic, 2021).

Throughout the era of the Euro's introduction, Slovenia complied with the
Maastricht criteria for inflation. Inflationary expectations dropped before the Euro was
implemented; when new vendors joined the Slovenian market, pricing improved due to
competition, which was also observed in the prices of metal, oil, and oil derivatives

(European Central Bank, Convergence Report, 2006).

On July 11, 2006, the European Union Council approved Slovenia's application
to join the Eurozone in 2007. The Euro became legal tender in Slovenia on January 1,
2007. Up to that moment, Slovenia has accepted the Slovenian tolar (abbreviated SIT)
as legal tender (Negri, Nicoli & Kuhn, 2021). 1 EUR = 239,640 SIT was decided upon
as the exchange rate. As a result, Slovenia should have had access to both Euro coins
and banknotes by that time. To meet this need, the banks received 41.5 million Euro
banknotes on November 29, 2006, worth 772 million Euro, and 250 million Euro coins

on September 25, 2006, worth 84 million Euro. During the pre-supply stage, some of
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the money was also given to enterprises and retail locations (Negri, Nicoli & Kuhn,
2021).

Additionally, the Slovenian central bank started selling kits for acquainting
individuals who manage money professionally through commercial banks on December
1, 2006, and the general public started purchasing these kits on December 15, 2006
(Sinicakova, Alechenu & Redzepagic, 2021). Slovenia transitioned to the Euro cleanly
and fast, and the value of the tolar banknotes that were in circulation waslower than that
of the euro banknotes. It's crucial to stress that when Slovenia embraced the Euro as a
legal form of payment, positive effects outweighed negative ones. On the populace and
the economy, the adoption of the Euro had a variety of good and bad impacts. The State
Statistical Institute's data show that although averageearnings increased concurrently
and more dramatically than living expenses at that time, which rose by up to 20.2%. On
January 1, 2007, Slovenia adopted the Euro (Sinicakova, Alechenu & Redzepagic,
2021).

Prior to Slovenia's entrance in 2006, the average gross salary was 1,213 Euros
when converted from the national currency, according to data from the Slovenian
statistical office (net 773 Euros). It increased to 1,285 Euros (net 835 Euros) in 2007,
the year of joining the Eurozone, and it will reach 1,856 Euros by 2020. (net 1,209
Euros). The average net salary in Slovenia increased by 374 Euros from 2007 to 2020
(Negri, Nicoli & Kuhn, 2021).

Because there was already a tacit understanding that prices would rise gradually
when the Euro was introduced, there was no sudden spike in prices. At the close of
2007, the price trend exceeded expectations and reached 9.3% in December and 9.9%
in January. By the conclusion of the first quarter of 2008, the pace of price rises had
slowed, and in May 2008, they had reached 6.3%. Prices rose between the end of 2007
and the start of 2008 for a number of (internal and external) causes. The state of the
global markets is unquestionably one of the most significant external determinants
affecting inflation (Negri, Nicoli, & Kuhn, 2021). Some are a result of rising food and
energy costs on the global market as well as Slovenia's relatively rapid GDP
development (Heller, Warzata & Kotlinski, 2019).

(i) A faster rise in food costs is another significant factor contributing to inflation. The

Economist's index of food costs shows strong rise beginning in 2005 (Negri, Nicoli
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& Kuhn, 2021). The index of food price rise on international commodities markets
increased by 37% in 2006 compared to 2005, peaking at 157 in 2007 and 257 in 2008.
Due to the growing need for food and energy in poor countries, some vital agricultural
raw materials saw an increase in price on the global market (Negri, Nicoli & Kuhn, 2021).
We cannot disregard lower crops brought on by natural disasters like drought. In
Slovenia, where consumer goods prices have risen significantly faster than on global
markets, unfavorable price patterns on global markets manifest asymmetries (Heller,
Warzata & Kotlinski, 2019).

(ii) Along with the benefits of trade liberalization, the need to complete the long-term
motorway construction project, and the beginning of an intensive development
strategy mandated by the use of EU cohesion and structural funds, economic
growth is accelerating during the trade boom period by promoting new investments

intended to boost final demand. (Hristozov, 2019).

(iii) Internal factors that led to inflation included a rise in demand and weak competition
in some industries. Because of the trade boom, which also allowed for marked-up
pricing based on the notion of paying more to the providers of various goods
(alimentary products in particular), the population's income grew. The answer to
any economic issue that has any bearing on inflation was crucial for the inflation
rate. Numerous analysts contend that Slovenia's limited competition and market
players' actions are to blame for the general increase in prices (Heller, Warzata &
Kotlinski, 2019).

The result of an upward price adjustment can be applied on top of this. An
underdeveloped and innovation-focused economy can be one of the additional causes
of inflation. Since the percentage of labor costs in GDP has been significantly higher
than the average of all EU Member States, the United States, and Japan, Slovenian
businesses have started to lag behind in their development (Heller, Warzata & Kotlinski,
2019). Inefficient investments in R&D and inventions are another indication of the
delay. The average gross monthly wage in Slovenia is 1,873 Euros, according to the
most recent statistics from the Statistical Office of the Republic of Slovenia from
September 2021. (net 1,211 Euros). In addition, there was an above-average rise in
service prices. Statistics show that the cost of a café cup of coffee has increased by
48%, the cost of beer by 42%, and the cost of hair services by 42% (Hristozov, 2019).
In addition to the aforementioned, the cost of real estate and services climbed, while
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the cost of many other things, including food, decreased. Because it enabled financial
transactions with the majority of the nations that Slovenian enterprises sell to, the
introduction of the Euro considerably assisted Slovenia with the globalization of its
economy. The Euro also had a big effect on Slovenia's creditworthiness, as well as
that of its businesses and financial institutions (Heller, Warzata & Kotlinski, 2019). The
credit rating was improved to a point where very cheap loan rates were possible. Prices
increased during the initial years of the Euro's adoption, but at the same time the Euro's
advantages emerged, the costs of currency conversions and currency risk, connections
to other financial markets, the previously mentioned rise in salaries, and the GDP per
capita decreased. What does it mean from an entrepreneur's perspective,and what
exactly is his benefit and improvement, in such a nation. We'll provide an explanation

using the example below (Hristozov, 2019).

An entrepreneur with a production company in Slovenia who conducts business
with nations like Sweden or Norway, each of which has its own national currency, will
see the benefits and distinctions of the Euro's adoption. While this is no longer
necessary for a business owner in Slovenia, they will still need to change the currency,
fret about potential exchange rate disparities, and worry about whether they will lose
money. The benefits of the Euro have far outweighed the drawbacks for Slovenia.
Another drawback for Slovenia is that, unlike nations with their own national currencies,
it was unable to improve the balance of payments during the economic crisis by
devaluing its own currency. If we look at the member states that joined the Eurozone,
prices have always increased following the conversion; the only variation is how much
and what benefits happened and were realized concurrently, not whether they rose a
lot or a little (Hristozov, 2019).
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3. CROATIA'S ACCESSION TO EMU

Disagreements frequently arise when the subject of the Balkans' geographical
extent is brought up since some nations believe that because they are situated on the
"edges" of the region, they do not belong to it. As was said in the previous chapter,

violence in the Balkans is the source of denial.

Croatia is frequently referred to as a nation in the Western Balkans today. The
phrase "the term Balkans in the spatial scope in which it is usually used is a historical,
not a geographical term, and accordingly it can only be used in a historical context and
never in the context of contemporary geographical, geopolitical, or international
relations, such as this often happens today," is used in some articles (Sulkan Alti¢,
2011:402).

Croatia is seen to be ineligible for membership in the Western Balkans since it is
not situated on a peninsula. As a result, a great deal of research has come to the
geographically incorrect conclusion that Croatia must be a part of the Western Balkans.
However, some contend that Croatia is more exactly located on the dividing line
between the "Western Balkans" and the Balkan region, that it has encouraged regional
cooperation and started to take on the role of leader in the area, aiding in the

stabilization of the region (Kurecic¢, Crljenko, 2013: 548).

In order to be recognized as a sovereign, independent country, the Republic of
Croatia sought membership in the European Union. The EU membership of the
Republic of Croatia is one of its main foreign policy goals. Croatia submitted its
application to join the European Union in February 2003. Croatia fought to be accepted
as a Copenhagen criteria-compliant candidate for membership. She received the same
in June 2004. Croatia's full cooperation was necessary by the Hague Tribunal for war
crimes committed on the territory of the former Yugoslavia before discussions could

start, which were previously expected to start in March 2005.

The Hague prosecutor affirmed full cooperation when it was attained, and
discussions were formally launched in October 2005. The discussions were finished in
June 2011 after over six years of work. As a result of the aforementioned, Croatia met

the requirements and joined the EU in its whole on July 1, 2013.
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Soon, Croatia will have completed ten years as an EU member. The high hopes
that were raised prior to accession were dashed, particularly with the start of the
economic crisis. With Croatia's accession to the EU, emigration and "brain drain" can
be particularly highlighted, which significantly diminishes the likelihood of future
development and raises concerns about the viability of the country's health and pension
systems. From viepoint of Croatia, the key difficulties are those related to the population,

the economy, foreign policy, and social and political spheres.

The phrase "demographic challenges" refers to the population that is fast
dwindling and diminishing as a result of negative demographic trends (emigration in the
1990s, a current rise in emigration following the country's membership into the EU,etc.);
and excessive tourism. The main economic issues are salaries that are significantly
lower than those in the German region, a lack of competitiveness compared to EU
member states next door, low productivity, and excessive tourism. The potential that
Croatia would be excluded from the new and deeper integration intothe EU poses issues
for foreign policy. Due to its closeness to Bosnia and Herzegovina and the Western
Balkans in general, Croatia is more susceptible to any future regionalcrises. (Kurecic,
2017.)

From the year 2000, the European Union has offered business people from
Southeast European nations full access to its market without also requiring them to do
the same. Specifically, those nations' liberalization is carried out in line with and under
the supervision of the World Trade Organization, and the Stabilization and Association
Agreement is anticipated to govern their interaction with regional integration. With the
exception of Croatia, which contributed a very small fraction of the Union's imports,
these nations are fairly underdeveloped, thus the Union opted on a distinct strategy
because they do not pose a substantial threat to its companies (Skufli¢, Vlahinié-
Dizdarevi¢, 2001:79.) Divides in society, conflict among young people and educated
individuals fleeing the nation, and the government of the Republic of Croatia's incapacity
and awkwardness to launch changes are all examples of social and politicalissues.
Politically, the term "Western Balkans" might refer to the acknowledgment of a region
of the former Yugoslavia as a Balkan nation and a component of Western civilisation;
nevertheless, this is not sufficient to qualify the Balkans as Western Balkans. However,

if we look at the European Union's growth strategy, not a single
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country in the former Yugoslavia commonwealth meets the requirements for Western

economic and political integration (Milardovic, 1998: 46).

Balkanization, or the problems and conflicts that Croatia has with its former
Yugoslavian neighbors as a result of wars, hatred, division, and other factors, put
Croatia's future, which includes its membership in the European Union, in jeopardy. The
weak Republic of Croatia's admission to the EU should serve as a warning to the
Western Balkan countries that their membership in the EU depends not only on

themselves but also on their ties with their neighbors (Kureci¢, Crljenko, 2013: 549).

The development of a more advantageous economic environment should have
been significantly influenced by Croatia's entry into the European Union. Even though
Croatia has struggled to recover from the Great Recession and the 2008 financial crisis,
joining the EU is anticipated to result in significant increases in foreign direct investment.
The impact of public debt on the Republic of Croatia should thus be stabilized, and the
budget deficit should be assured. Croatia's prospects for future development are
significantly diminished by the so-called "brain drain," or the emigration of young, highly
educated individuals, experts, scientists, etc., which is alsoa result of the protracted
recession. It also raises questions about the viability of the nation's health and pension

systems.
3.1. Benefits / advantages of the introduction of the Euro

Croatia published a letter of intent to join the ERM Il currency rate system in July
2019. Denmark and the EU authorities took the first move toward joining the exchange
rate system that existed before the introduction of the Euro by delivering theletter to the
countries of the Euro zone. In addition to the letter of intent, an action plan outlining the
measures Croatia will carry out in order to receive approval for membership in ERM Il
was also provided to the states and institutions specified (Rudelyte & Bertilsson, 2020).
The above-mentioned actions and conditions will be implemented by Croatia by the
second half of 2020 after the letter of intent was swiftly approved after the application
was filed. The authorized authorities will decide whetherCroatia is qualified to join the
exchange rate mechanism after that date and if the preset conditions have been met.
The Republic of Croatia is committed to making the following reforms as a
consequence: Improved management of the public sector, better collection,
processing, and publication of statistical data, stronger protection
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against money laundering, strengthening of the framework for macroprudential policy
implementation, stronger strengthening of the banking system through cooperation
between the CNB and the ECB, and reduction of the economy's very real administrative

and financial burdens (Goldner Lang & Capeta, 2020).

The Republic of Croatia was given permission to join the European Exchange
Rate Mechanism after the letter of intent was approved in July 2020. By being included
into the exchange rate system, the Euro may be introduced to the market as soon as
is practicable. Forecasts indicate that January 1, 2023, may be the predicted date
(Goldner Lang & Capeta, 2020).

There are many different ways to interpret and view the benefits that a country
can experience by adopting the Euro as its only currency. According to Bilas and
Kalajzic (2020), the following are the principal advantages of monetary integration:
Prices are clear, expressed in the same currency, and simple to compare; transaction
costs associated with trade, where there were exchange rate differences and the risk of
exchange rate changes from the time the work was contracted until the collection or
payment for the imported goods, are decreased (Bilas & Kalajzic, 2020). It undoubtedly
stimulates the expansion of intra-regional trade. The absence of ambiguity and volatility
in exchange rates makes the single currency a measure of value and improves resource
allocation (Bilas & Kalajzic, 2020).

The author points out that because there is now a single currency instead of each
member state having its own currency, the threat of speculative attacks has also
decreased. One of the most important benefits the Euro may provide to Croatia is the
reduction of currency risk in the economy. The fact that a sizable fraction of enterprises,
the public sector, and consumers rely on foreign currencies, notably the Euro, to satisfy
their financial commitments makes the Croatian economy particularly sensitive to this
problem (Rudelyte & Bertilsson, 2020). One may claim that the Croatian economy is
heavily Euroized if one considers the use of foreign currency in fulfilling the core roles
of money as a medium of trade and payment, a unit of account, and a mechanism of
retaining value. More over 60% of Croatian banks' liabilities are held in foreign
currencies, the majority of which are held in the currencies of EMU participants (Bilas
& Kalajzic, 2020).
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The information displayed in the previous picture amply demonstrates Croatia's
high level of Euroization, which has been forming and taking hold from the country's and
its economy's early beginnings. Thus, when compared to the other candidates for
membership in the Euro area—Bulgaria, Romania, Hungary, Poland, and the Czech
Republic—the Republic of Croatia is revealed to have the highest percentage of foreign
currency loans (Rudelyte & Bertilsson, 2020). If we use the information from the most
recent year of observation, 2016, 68% of all loans might be considered to be foreign
currency or foreign exchange-related. The same authors claim that more than 80% of
all savings and time deposits are made up of foreign cash, which is likewise the
greatest percentage among the examined nations. The reduction of currency risk is
seen as a very major and desired benefit of the Republic of Croatia adopting the Euro,
even though the aforementioned shares have reduced from 2008 to 2016, given the
continued heavy reliance on foreign currencies for loans and savings deposits
(Rudelyte & Bertilsson, 2020).

The primary benefits of Croatia joining the Eurozone include a decrease in
domestic sector borrowing costs, a decreased risk of currency and banking crises, and
cheaper transaction costs, in addition to a decrease in currency risk. Interest rates that
are closer to those in the Euro region will determine how much less expensive it will be
for domestic businesses to borrow money, considerably enhancing Croatia's
competitiveness. While it is still impossible to estimate Croatia's interest rates after
joining the Eurozone, it is a given that they will be lower than they would be had the
country continued to use its own currency. The decline and allure of interest rates will
boost economies' competitiveness as well as the growth of businesses, investments,
and employment. These factors together will raise the standard of living for Croatians

through raising their standard of living (Brkic¢, 2021).

Additionally, Croatia has an open economy, which may contribute to the
development of a currency crisis that affects the domestic currency's exchange rate.
The central bank institution is frequently subjected to the aforementioned pressure,
which forces it to sell foreign reserves and raise domestic interest rates in order to
maintain a stable local currency rate (Brki¢, 2021). He will face a depreciation of the
home currency if certain steps are not taken, which is not good for economic growth.
The banking sector is quickly impacted by this problem as a result of the devaluation

of the domestic currency due to currency mismatches in banks' balance sheets or in
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the balance sheets of their clients (Brki¢, 2021). The likelihood of banking crises in
Croatia will decline with the adoption of the Euro, and there may be no longer be any
threat of a currency crisis. The reduced transaction costs are attributable to the removal
of the need for currency exchanges and the conversion of the local currencies, the kuna
and the Euro. The adoption of the Euro will lower the price of the spread between the
buying and selling rates as well as the fees of banks and exchange offices. Croatiawill
be able to exercise its entitlement to financial help if it has significant problems with its
domestic economy as a result of joining the monetary union. The state can borrow
money and start selling government bonds on the primary or secondary market with
better conditions by utilizing the financial resources of the European Stability
Mechanism (ESM) to get out of a crisis (Brki¢, 2021).

Although theoretically quite evident and explicable, the benefits of Croatia's
membership in the Eurozone may vary in practice. One can only speculate about the
impact that the Republic of Croatia adopting the Euro will really have and leave the
actual process, which Croatia has already started and will address the issues and
debates surrounding this subject in the years to come (Drljaca Margi¢ & Vodopija-
Krstanovic, 2020).

3.2. Costs / disadvantages of the introduction of the Euro

However, there are some expenses and drawbacks associated with the use of
a single currency. First and foremost, it should be noted that nations who join the
Eurozone forfeit their monetary independence (because the ECB now controls
monetary policy) and the exchange rate as a tool for facilitating shock adjustment. The
asymmetry of shocks inside the Eurozone is an issue as well because it makes it
challenging to implement a common monetary policy. For instance, the ECB will expand
the money supply in the Eurozone market if the majority of nations areexperiencing a
fall in international demand for Eurozone products in order to boost demand and
maintain employment (Drlja¢a Margi¢ & Vodopija-Krstanovi¢, 2020). The ECB's
aforementioned measure will raise prices in a nation if it is not subjected to this shock.
Then, asymmetric shocks come into play. Because the more similar the countries are,
the more symmetrical the shocks would be, it is crucial to meet the requirements of an
ideal currency zone. Another problem is that the integration of the production elements
into the European markets is still insufficient. This is best illustrated by the differences

in unemployment rates between EU nations, which are
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brought on by the insufficient mobility of people within the EU (Drlja¢a Margi¢ &
Vodopija-Krstanovic, 2020).

The loss of monetary sovereignty and the already mentioned increase in price
levels are the two biggest costs and drawbacks that the Euro will have for the Croatian
economy. Concerns exist around one-time conversion fees as well as Croatia's
commitments to the European Stability Mechanism and the European Central Bank.
Predictions state that the slight price rise will be a result of the Euro's exchange rate
with the kuna, the nation's currency. This is due, among other things, to the costs of
maintaining the price list, marketing, and IT services, as well as the symmetrical
rounding up of prices (a coffee that costs HRK 12 may be rounded up to EUR 2). The
loss of the state's monetary sovereignty or the lack of an autonomous monetary policy
is another drawback. As a result, the Croatian National Bank gains the responsibility
of participating in the administration of the common European monetary policy
managed by the European Central Bank while losing its significant role in governing the
home economy. The kuna, Croatia's native currency and a crucial part of its national

identity, is also disappearing (Drljaca Margi¢ & Vodopija-Krstanovi¢, 2020).

3.3. Relationship between the benefits and costs of Croatia's

accession to the Eurozone

All indications point to Croatia being ready to join the Eurozone and adopt the
Euro as its official currency, and it is making progress toward fulfilling the requirements.
The primary advantages and downsides of introducing the Euro in Croatia that were
discussed in the preceding two chapters, are indicating that Croatia will face more
advantages or positive impacts after this procedure is completed. The biggest
advantage of joining the Eurozone is the elimination of currency risk. The
aforementioned benefit is crucial due to the significant proportion of foreign currency in
credit commitments and savings deposits. Additionally, Croatia's danger of a monetary
and financial catastrophe will be reduced or eliminated. Additionally, lower interest rates
will boost the country's competitiveness, investment, and employment. The difficulties
of adopting a new currency, the loss of monetary sovereignty, the costsconnected with
the adoption of a new currency, and price increases (inflation) stand out as the biggest

drawbacks (Drljaca Margi¢ & Vodopija-Krstanovi¢, 2020).
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Welfare effects are caused by differences in the general and preferential tariff
rates, or duties on imports from countries that are not parties to trade agreements, as
well as the economic and political systems of trading economies (Taguchi, 2015). The
welfare consequences of trade are specifically influenced by the types of goods
transferred, the studied time periods, and the bilateral trading partners (Ghazalian,
2017). The efficacy of their execution and anticipatory impacts before their adoption
(Molders & Volz, 2011) are credited with explaining variations in the effects on trade

creation.

Due to industry-specific specialization and production rationalization, trade
creation outpaces trade diversion in the European Common Market, especially during
periods of uncertain economic conditions (Eicher, Henn, & Papageorgiou, 2008). With
the exception of Central and Eastern European nations and the Euro-Mediterranean
Agreements with Southern Mediterranean countries, regional trade agreements in
Europe have often been trade-creating (Urata & Okabe 2010). Following their entry into
the European Union, countries in Central and Eastern Europe saw economic
development, which was facilitated by capital accumulation and market expansion
(Bilenko, 2013).

Trade agreements among Western Balkan nations little affected their commerce
(Damijan, de Sousa & Lamotte, 2006). Due to local demand, the case of Slovenia
demonstrates that CEFTA encouraged business rather than cutting tariffs (Damijan &
Masten, 2002). In a similar vein, Slovenia's 2004 accession to the single market of
the European Union facilitated trade creation impacts in the nation's industrial and
agricultural sectors. udina and Sui (2013) looked at the anticipated effects of Croatia's
admission to the European Union on the terms of trade with CEFTA 2006 signatory
countries, despite Ranilovi (2017) portraying a favorable trade impact of Croatia's

entry into the European Union and a non-robust Croatia's participation in CEFTA.

Study into Croatia's admittance to the European Union Customs Union (EUCU)
found interesting given its tight business ties with CEFTA members (Joi & Joi, 2013).
Croatia is looking forward to joining the Exchange Rate Mechanism Il in 2019. The
adoption of a single currency could enhance stability and lessen swings in Croatia's
open economy, which is becoming more and more oriented toward the Euro
(Government of the Republic of Croatia and the Croatian National Bank, 2018).
Additionally, there is proof that the EU member states' adoption of the single currency
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has had a positive effect on trade creation (Esposito, 2017). This paper investigates the
impact of Croatia entering the EU and CEFTA prior to the launch of the single currency
in light of this. It does this by utilizing data from the time when two regional accords,
CEFTA and the EUCU, were in force.

3.4. Citizens' ideas and expectations

There are many different perspectives on what Croatians expect the adoption
of the Euro to bring about. Since Croatia joined the EU in 2013, it has come up. But as
the day draws closer when Croatia will have met the prerequisites for joining the Euro,
disagreements are arising more regularly. The Croatian populace showed itself to be
very split on this subject, as well as many others. The adoption of the Euro was the main
topic of a 2019 survey of Croats conducted by the Croatian National Bank. According
to the survey's results, 56% of respondents were opposed to Croatia adopting the Euro,
compared to 40% who supported it. 4% of those surveyed were stillunsure. The majority
of those polled expressed dissatisfaction with the fact that Croatia did not hold a
referendum on the issue of the adoption of the Euro but rather that the vote on Croatia's
membership in the European Union was also a vote on the adoption of the Euro when
the necessary conditions were met. This is important to stress. Sincethe public is
typically unaware of this issue, the claim that "Croatian citizens will have European
pricing and have Croatian incomes" regularly emerges (Drlja¢a Margi¢ & Vodopija-
Krstanovic, 2020).

The aforementioned statements and appeal that there should be no anxiety
among citizens and that prices will only rise modestly, by roughly 0.23%, are not
accepted by the CNB or the government (Drlja¢a Margi¢ & Vodopija-Krstanovic¢, 2020).
Apart from the concern of price increases, Croatians think that the country is not
prepared for this initiative because the economy is still on "wobbly legs." The largest
concerns are related to the loss of monetary sovereignty because the ECB will control
money after joining the Eurozone. Many people, as well as academics and economists,
think that the Republic of Croatia has not had monetary autonomy for a very long period
(Drljaca Margi¢ & Vodopija-Krstanovi¢, 2020). The kuna's exchange rate, which is
linked to the Euro, is one reason for this, but there are also many loans and savings
from the public and corporate sectors, as well as from people, that are denominated in

Euros or other foreign currencies. Similar debates exist over the erosion of national
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identity, which is unrelated to economics but is quite real when considering the opinions

and aspirations of the population (Drljaca Margi¢ & Vodopija-Krstanovi¢, 2020).

Even though Croatia, as other member states, will have the option of putting
national and private insignia on Euro coins, the majority's subjective point of view is
based on sorrow for the nation's national and historical identity. After Croatia's
impending entry into the Eurozone, for which it is slowly but surely meeting the
requirements, it remains to be seen whether and which opinions of citizens and

scientists will be realized.

3.5. Determinants for conducting economic policy after the

introduction of the Euro

The Republic of Croatia's adoption of the Euro depends on the answer to the
issue of what will happen to the economic policy when the nation loses its autonomy
in monetary policy. The government will continue to be in control of fiscal and structural
policies in order to encourage economic development and maintain macroeconomic
stability. Fiscal authorities will also be in charge of ensuring the stability of public
finances and enhancing the competitiveness of the economy. Extra attention should
be paid to controlling the general government budget and guaranteeing relative
expenses following the introduction of the Euro. Fiscal policy topics will continue to
carefully restrict budget spending and fiscal consolidation. The general government's
budget is a crucial component in keeping business cycles stable. By raising public
expenditure and lowering tax burdens, fiscal policy seeks to stabilize the country's
economy, particularly at a time of bad economic trends. Fiscal policy should be
restrained (or neutral) when the economy is in an expansionary phase to prevent the
escalation of macroeconomic imbalances. Following membership in the Eurozone, it
will be important to guarantee the stability of relative prices. In order for salaries to
change in accordance with productivity, unit labor costs should not rise (Government
of the Republic of Croatia and CNB, 2018:76).

Increasing the country's economy's ability to compete without regard to price,
which is determined by investing in human capital, a quality business environment,
research and development, encouraging innovation, etc., is also necessary to reduce

the risk of the emergence or increase of macroeconomic imbalances after joining the
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EMU. Even after the Euro is adopted, this will be crucial to achieving the improvement

of the private sector as a driver of economic and economic development.

Fiscal policy concerns confront new obstacles, however not as many as with the
country's monetary policy. The introduction of the Euro will result in some significant
changes to the monetary policy framework. After the adoption of the new currency, the
Croatian National Bank will continue to be the primary arbiter of monetary policy in the
Republic of Croatia, controlling and exerting a considerable level of autonomy over the
activities of the banking sector. Participating in the development ofthe European Central

Bank's shared monetary policy is another aspect of the CNB's function.

Even after the Euro is implemented, the CNB will still have access to
macroprudential policy (MPP) instruments that it may deploy to affect bank
capitalization, liquidity, and loan activity. Croatia will lose its monetary sovereignty if the
Euro is adopted because the Croatian National Bank would no longer have accessto
instruments for national monetary policy or instruments to halt capital outflows
(Government of the Republic of Croatia and CNB, 2018:78).

Nerré (2008) asserts that a nation's tax culture is a defining characteristic. Due
to the interaction of the stakeholders and cultural norms like justice, honesty, and a
sense of responsibility, on the one hand, and the history of taxation (considering the
many sorts of taxes), on the other. There are two categories of tax culture literature,
according to Lago-Peas et al. (2010). The first category covers studies that are just
concerned with one country, but after that, authors compare regional or worldwide
variations throughout time. Research by Torgler (2005a), Martnez-Vazquez et al.
(2009), Nerré et al. (2014), and Williams et al. are examples of this technique (2014).
Direct democratic rights "have a very favorable influence on tax morale," according to
Torgler (2005a), who examined the effect of direct democracy on tax morale in

Switzerland.

Martnez-Vazquez et al. (2009) claim that the key factor affecting the level of tax
morale in Spain was the improvement of tax administration and policy improvements.
Nerré et al. list a number of the more important factors that contribute to Serbia's low
tax morale, including high tax rates, an uneven distribution of the tax burden, and a lack

of discoveries (2014). On the other side, among the less important factors include
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corruption among government servants and a lack of civic consciousness (Martnez-
Vazquez et al., 2009).

The undeclared economy is explained by Williams et al. (2014) who claim that
"the greater the asymmetry between formal and informal institutions (i.e., citizens'
civic morality and state morality), the greater is the likelihood of participation in the
undeclared economy, and vice versa." Williams et al.'s 2013 study on Bulgaria led to
this assertion. To gauge the degree of tax morale, surveys can be applied similarly to

one technique of evaluation (Williams et al., 2014).

The World Values Survey "provides a strong data source for gathering
internationally comparable statistics on tax morale" (2005), according to Torgler et al.
The line "Please answer us for each of the following claims whether you think it can
always be justified, never be justified, or anything in between" is used in the
aforementioned poll. "Fraud on your taxes if you can." The "never justified" and "always
justified" extremes are used as the two extremes to produce a ten-scalerating of tax

morale (Torgler et al., 2005).

The ten-point scale has been converted into a four-point scale (from 0 to 3), with
3 standing for "never justifiable." The highest percentage of persons who feel that tax
evasion is never justified is found in Japan (more than 80%), followed by the USA (about
70%) and Switzerland (around 60%), according to data from various years. This
percentage is lower than 40% in Portugal, the Netherlands, Finland, and Belgium, with
Belgium having an even lower percentage (below 35%). The International Social Survey
Programme is a different method of assessing tax morale (ISSP). This international
partnership, which started in 1983 and now includes more than 30 countries—mostly in
Europe—(Croatia joined in 2005), is what makes it possible to carry out different
kinds of social science studies. The Program periodically asks: "Do you believe it is
improper or not wrong if a taxpayer withholds some of their income in order to pay less
in personal income taxes? (1 = not incorrect; 2 = somewhat incorrect;3 = incorrect; and

4 = badly incorrect).

Austria, Germany, Ireland, and France have low ISSP Mean Tax Morale Values,
whereas Australia, Sweden, Spain, and Japan have high values. However, there is
limited overlap between the findings of multiple surveys, making it nearly difficult to

compare the numerous sources' data (Schneider, 2011).
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The second category of researchers, in contrast to those who focus solely on one
nation, includes those who use data from other nations. Torgler (2004) draws the
conclusion that tax morale declines with age and is lower among self-employed, jobless,
and upper class taxpayers using data from six different nations. Financial well- being,
robust Economic growth, institutional quality, sense of pride in one's country, and faith
in the judicial and political systems boost tax compliance and lower tax evasion. Several
studies that contributed to the body of information or offered potentialexplanations also
came to similar conclusions. As a result, Tittle (1980) concludes thatwomen have much
better tax morale than men because they are more risk-averse andobedient than men.
Also, it is believed that because present female generations are so much more
autonomous than earlier ones, they will behave less compliantly (Torgler et al., 2005).
According to Tittle (1980), aged individuals are more vulnerable than others to the
possibility of punishment. Additionally, according to Torgler et al. (2005), older
individuals are more perceptive of other people's emotions because they have
accumulated their social stakes through time, such as property or social standing. They

also claim that as a result of tax avoidance, their prospective costs of sanctions rise.

One of the main reasons for low tax morale, according to Chong et al. (2007),
is significant or increasing economic imbalance coupled with poor institutional quality.
After examining the tax cultures of the 50 nations considered, Tsakumis et al. (2007)
assert that cultural frameworks based on male-oriented individualism encourage less
readiness to pay taxes. Finally, Lago-Peas et al. (2010) contend that since educated
taxpayers are more aware of the value of public goods given by the government, they

should have a better understanding of tax rules and regulations.
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4. RESULTS OF THE RESEARCH AND DISCUSSION

This section of the study relies on responses to a semi-structured online
guestionnaire from Croatian people who were chosen at random. The questionnaire-
based survey is anonymous and is carried out online. The poll received a large number
of swift responses when it was published on the Google platform, demonstrating that
adoption of the Euro in the Republic of Croatia is now a hot topic and that people are
ready to express their opinions. It's extremely intriguing that 179 responders completed

it in a short period of time.

The survey was accessible from January 7 through January 16, 2023. The
questionnaire's first section asks about the respondents' ages and educational
backgrounds. The following section discusses the issues that have arisen with Croatian
citizens' access to information after the introduction of the Euro. They are questioned
about their opinions and knowledge about the adoption of the Euro. The second series
of questions focuses on how Croatian citizens feel about and agree withthe single
currency. The questions that follow look at the benefits and drawbacks of establishing
a unified currency. Right at the beginning of the poll, questions on the respondents'

basic characteristics, such as their age and gender, were posed.

The first query asked the respondents to identify their gender. Based on the
responses to this question, it can be inferred that the majority of respondents (69.3%)
are female, with the male population accounting for 30.2% of the total. One respondent

also refused to answer this question, as shown by the findings.

S kojim rodnim identitetom se majvige identificirate? @ Copy

179 rezponses

Rudke. 54 (30.2%)

Lensko 124 [68.3%)

Me 2elim oo ZEmanit 1(0.6%)

5 100 150

Figure 3 First question - Which gender identity do you identify most with?
source: independent research of the author, 2023

46



IO
i
Q
-rc\

Kojoj dobnoj skupini pripadate?

179 rezponses

Manp2 ad 20 godina B (5%)
21-30 godina 103 {60.9%)
31-40 podina 21 (11.7%:)
41-50 godina 18 (10.E%)
51-60 godina 16 (10-1%)

Vide od 60 godina 3 [1.7%)

0 50 100 150

Figure 4 Second question - Which age group you belong to?
source: independent research of the author, 2023

Respondents were divided according to age groups as follows: less than 20
years, 21-30 years, 3140 years, 41-50 years, 51-60 years, and more than 60 years.
As it can be seen, the results showed that the largest number of respondents was in the
group of respondents from 21-30 years old (60.9%), while the smallest number was in
the group over 60 years old (1.7%). From the results obtained in this way, it canbe
concluded that the largest number of respondents belongs to the younger population;
therefore, the views on the following questions will be based mainly on theopinions of
young people. This is one of the limitations of this type of survey because very few
opinions are obtained from the older population, for whom these types of surveys are
not close enough. Of course, this does not mean that they do not have an opinion, but
that in this way, these surveys exclude them because of the way this type of survey was
distributed. It could be stated that this is one of the shortcomings of this type of

examination.

The third question is related to the geographic location of the respondent's
residence. In this way, information can be obtained about the difference in opinion
between people in rural and urban areas, which can help to answer the second research
qguestion, which is related to the difference in opinion about the introduction of the Euro
among respondents. According to the results obtained after the examination, 81.6% of

respondents are from urban areas, which means they live in the
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cities. However, not so few respondents—33 out of 179—are from rural areas (18.4%),

which is, almost a quarter of the total number of respondents.

0 copy
Molimo Vas da nam navedete svoj geografski polozaj prebivalista.
179 responses
Ruralno podrudje 33 (16.4%)
Urbano podrude 146 (81.6%
0 50 100 150

Figure 5 Third question - Geographical location of residence?
source: independent research of the author, 2023
The fourth and fifth questions of the survey are concerned with the respondents'
fundamental information and will give a general overview of their training and current
employment, or business status.
|D Copy
Maolimo Vas da nam navedete svoju razinu obrazovanja.

179 rezponses

Danoving Skola 5(2.8%)
Srednja stiudna spledma 53 (20E%)
Vida strudna spredma 30 [(21.8%)
‘Visoka sbudna spredma 82 (45.8%:)

1[0E%)

0 23 30 (] 100

Figure 6 Fourth question - Level of completed education
source: independent research of the author, 2023

According to the responses we obtained, it can be noted that 45.8% of
respondents hold a university degree, while 2.8% have completed only the elementary
school. If the findings are slightly compared to the results from the preceding question,

it follows logically that the majority of respondents had a university degree because
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they are from Croatian urban regions. After respondents with a higher degree,

respondents with a secondary education make up 29.6% of the total.

Q Copy
Trenutni status:
179 responges
Udenikica B [4.5%)
Studentfica 25 (14%)
Studentiica | zaposlen'a 28 (15.6%)
Zaposlen'a 109 {60.9%)
Maezaposlen'a B (3.4%)
Urnirawijenik d (2.2%)
1{0.6%]
Dodracics 1 {0.8%)
I 50 100 150

Figure 7 Fifth question - Current status
source: independent research of the author, 2023
The fifth question in the survey was about the current status of the respondents.
The largest number of respondents are employed (60.9%), while the number of
students and working students is almost the same, on average at approximately 15%.
This issue is crucial because there is a belief that individuals in casual relationships
should pay close attention to the adoption of the Euro as a single currency since the
changes will have an impact on their earning potential and purchasing power. But it is

the only thing that has to be learned and understood.

Koliko iznose Vasa mjesecna primanja?

177 rezponsas

Manje od 500 awra 2B [15.8%)
500 - B0 ewra 35 (18.6%)
800 - 1100 eura 44 [(24.9%)
Wige od 1100 ewra ST (32.2%)

Me 2alim se zjasniti 13 {7.3%:)

Figure 8 Sixt question - Average monthly income
source: independent research of the author, 2023
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In addition to the question related to the current work status, there is also one
about the amount of income. The question related to the level of income will help provide
an answer about the risks of the introduction of the Euro in terms of whether the level of
earnings will remain the same or change during currency conversion, which corresponds
to the third research question. The majority of respondents, or 32.2%, had monthly
salaries of more than 1,100 Euros, while roughly 25% have monthly incomes of between
800 and 1,100 Euros, based on the responses. These findings can disclose a range of
information, including the average pay in Croatia, depending on the samplesize. The
answers from these two groups of respondents may be added to determine the average
income in Croatia. The actual goal of this investigation was to learn what impact the

introduction of the Euro as a common currency will have on employee compensation.

The question of whether respondents approved of the use of the Euro as a single
currency was posed to all of the respondents, who were Croatian nationals. Based on
the distribution of responses to these questions, the first research question, which

inquires about the proportion of support for the adoption of the Euro, may be resolved.

|_|:| Copy

Podrzavate li uvodenje eura kao sluzbenu valutu u Republici Hrvatskoj?

179 rezponses
Ca 92 (51.4%)
Ne 50 (27 9%)

Nizam siguran/na 3B (21.3%)

Figure 9 Seventh question - Do you favor the Republic of Croatid"adopting the Euro as its
official currency?
source: independent research of the author, 2023
51.4% of those surveyed stated they were keen to join the Eurozone and in favor
of the introduction of the Euro. Only 21.2% of respondents are undecided on thisissue,
and 27.9% are against it and have gloomy views. The findings are not surprising if we
take into account that, as was previously said, Croatia is a highly European nation. It's

noteworthy that those who have money in Euros have the most mistrust for the
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Euro. Despite the fact that there are instances of nations in Central and Eastern Europe
where price rises were modest and salary increases were substantial, such as Slovenia,
Slovakia, and the Baltic states. In addition to the aforementioned, the level of foreign
investments increased with the entry into the Eurozone, and when we sum everything
up, they had more advantages than disadvantages, making them the most developed
nations in Central and Eastern Europe today. However, it seems that despite such
examples, the citizens of the Republic of Croatia still have quite a lot of mistrust and

fear of the scenario that Slovenia experienced

The survey's eighth question asked participants to express their opinions on the
EU in general. We can better understand the third research topic by asking respondents
about their views on the introduction of the Euro in question number 8.
|_|:| Copy
Kako biste opisali opéenito svoje stajaliste prema Europskoj Uniji?

179 responses

e oplimisGing msljenje
@ Europskaj Uniji | svermu 106 {59.2%)
Elo domosi

Skephtan sam povodam

Europske Unige i svemu Sto 40 [(Z2.3%)
domasi

Mizam siguran'na 35 (19.6%)

50 100 150

Figure 10 Eight question - How would you describe your general attitude towards the
European Union?
source: independent research of the author, 2023

As it can be seen, according to the results, 59.2% of respondents have a positive
and optimistic opinion towards the EU and all the changes it brings. This outcome of the
results was to some extent expected, considering that Croatia is already a member of
the EU. Despite the fact that most people are in favor of the EU as a whole, there is still
disagreement on the adoption of the Euro as a single currency. The second issue
concerns whether or not adopting the Euro by Croatia will have more benefits than
drawbacks. This question acknowledges the creation of the Euro as a shared currency,

but asks the respondents whether they believe this effect will be
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positive or harmful. The a

supposition.

nswer to this query will either support or refute the second

[

-Opy

Smatrate li da ce Vam uvodenje eura donijeti vise prednosti nego

nedostataka?

179 rezponses

Donget de vide nedostataka
negd prec nosh

Doniet ta vide prednost
nego nedostataka

B4 {35.8%)

117 (65.4%)

0 50 100 150

Figure 11 Ninth question - Do you think that the introduction of the Euro will bring you more

advantages than disadvantages?

source: independent research of the author, 2023

The second query posed to the respondents was whether they thought that the
benefits of the Euro outweighed the drawbacks. 35.8% of respondents said the
problems exceeded the benefits, while 65.4% stated there were more advantages than
disadvantages to adopting the Euro. We might explore the reasons behind people's
disgust with entering the Eurozone with this question in order to build on the findings
of the preceding one. Also, it is clear that the respondents have a positive attitude

towards the strategies of introducing the Euro as a common currency, and it can be said

that the second hypothesis is confirmed by these results.

The survey's tenth item asked respondents on their general awareness of
benefits and drawbacks. In reality, the survey's results show that 57% of respondents

don't truly understand the benefits and drawbacks of adopting the Euro, while 43%

believe they are aware wit

h the situation and the changes it has brought about.
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Smatrate li da ste dovoljno informirani o prednostima i nedostacima
uvodenja eura kao nove valute u Hrvatskoj?

179 responses

Da TT (43%)

Ne 102 (57%)

Figure 12 Tenth question - Do you believe you have enough knowledge of the benefits and
drawbacks of implementing the Euro as a new form of money in Croatia?
source: independent research of the author, 2023

Respondents were questioned about their opinions on how the Croatian
economy will be impacted by the adoption of the Euro as a common currency in the
following survey question. Respondents will express their opinions on the numerous
benefits that Croatia has reaped as a consequence of the adoption of the Euro by
answering this question. As a result, the solutions will aid in addressing the second

research question and either support or contradict the third hypothesis.

|_|:| Copy

Sto mislite kako ¢e se uvodenje eura pozitivno odraziti na hrvatsko
gospodarstvo?

179 rezponses

Euro te clakEali slobodmd
kretange gradana ELU-a, 104 [5B.1%)
robe, ushuga i kapilala

Eurno ce edrmirirali tedtajmne

66 [36.9%)
fize | rofkove komverzis :

Eurd &e potakniti
konuranciu, Sime da g 35 (19.6%)
povedtal utinkovilost

Misarm siguran/a 44 [24.6%)

0 50 100 150

Figure 13 Eleventh question - Do you think the adoption of the Euro as the national currency
would be more beneficial to Croatia's economy than detrimental?
source: independent research of the author, 2023
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The results show that 58.1% of respondents think that it will be easier for EU
residents, capital products, and services to move across the country after Croatia
adopts the Euro as its official currency. Additionally, a sizable portion of respondents,
36.9%, think that the Euro will reduce the risks and conversion costs that are now
present. It may be concluded that 65% of respondents who support the adoption of the
Euro think that it will help the Croatian economy grow. However, 24.6% of respondents
said they were unsure of what effect the Euro's adoption will have in Croatia. As we
mentioned at the beginning, with the results obtained from this question, we can answer
the second and third research questions as well as confirm the third hypothesis, which

will be discussed more in the discussion.

In response to the second question, describe how you believe Croatia will
introduce the Euro as a new form of money. The fourth research question may be
answered by looking at the replies to this question and figuring out how familiar the

respondents are with the concept of utilizing the Euro as a shared currency.

|_|:| Copy

Kako biste ocijenili svoje poznavanje strategije uvodenja eura kao nove
valute u RH? {kriteriji konvergencije, stabilnost gospodarstva, itd.)

179 responses

U potlpunosti sam upoznst —
2o {14%)
a &a abrategijom

Djelomitno sam upaznalia

105 (58.7%)
sa sbratagiom

Migam uopte upaznalia &a
F 40 (27.4%)
shrategpom

0 50 100 150

Figure 14 Twelfth question - How well-versed are you on the plan to introduce the Euro as a
new form of money in the Republic of Croatia? (Economic stability, convergence requirements, etc.)
source: independent research of the author, 2023

The poll's findings showed that more over half of the respondents (58.7%) said
they knew very little or nothing about Croatia's plans to adopt the Euro. Although people
are unclear about the outcomes of the Euro's acceptance as a single currency,this
finding supports their answers to the question of whether they favor its introduction. It's

interesting to note that a far higher percentage of respondents (27.4%) are
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completely ignorant of the ways in which the Euro was adopted than are fully
knowledgeable of those ways (14%). The talk will center on how the fourth research
inquiry contains the solutions to this query. The usage of the Euro that is already in
widespread use is discussed in the next two questions. As is generally known, Croatian
people will be able to use the Euro freely starting on January 1, 2023. Given that the
Euro is already in use, the answers to the first two questions allow one to ascertain the
current state of affairs. From there, one can determine whether or not citizens make
payments with cash or cards, and based on this, one can determine whether or not the

Euro has been introduced and accepted sufficiently. a common currency

The survey's findings show that 97.8% of participants did this in the first few days

following the New Year, and 86% of them said it was a cash transaction.

|£| Copy

Jeste li do sada vec koristili euro?

179 responses

C:a 175 (97.6%)

e 4 (2.2%)

Figure 15 Thirteenth question - Have you used the Euro so far?
source: independent research of the author, 2023

|_|:| Copy

Ako je odgovor na prethodno pitanje da, na koji nacin ste ga koristili?
179 responses
Golovinaka placanga 154 (BE%:)
Elektroniiia placanga 84 (di5.57%)

Oblik Sbednje 56 (31.3%)

Mizam dosada korsliata
B

Figure 16 Fourteenth question - If the answer to the previous question is yes, how did you use
it?
source: independent research of the author, 2023
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The question of whether the adoption of the Euro will result in price increases
was posed to the respondents to get their perspectives on the matter. This question
addresses the expectations of the respondents as well as the more general

expectations and potential effects of the adoption of a single currency.

@ Copy

Smatrate li da ¢e uvodenje eura izazvati rast cijena u Republici Hrvatskoj?

179 responses

Ca 164 {91.6%)

Me T [3.8%)

Misam siguran/ma 8 (4.5%)

0 50 100 150 200

Figure 17 Fifteenth question - Do you think the introduction of the Euro will cause prices to
increase in the Republic of Croatia?
source: independent research of the author, 2023

91.6% of participants believed that the adoption of the Euro will increase
spending; 4.5% are skeptics; and a very small percentage think that prices would not
increase as a result of the adoption of the Euro. The most likely conclusion is a price
increase as a result of the adoption of the Euro, as has been seen in other nations that
have done so. The only variations are in what grows concurrently, how much grows,
and whether prices climb slowly or quickly. Naturally, if prices grow while people's
standard of living—their incomes and average salaries—remain steady or decrease,
there will be a problem. However, the problem takes on a different shape if price
increases are modest but pay and benefit increases are greater. The questionnaire's
final two questions, which inquire about respondents' opinions of the long-term
advantages of the adoption of the Euro as a single currency, address the third and fourth
hypotheses. The results of the study show that 48.6% of respondents, or almosthalf,
believe that the adoption of the Euro as a common currency will have long-lasting
positive effects. Additionally, of the respondents in the same group, 48.6% feel that the
benefits will outweigh any potential costs, but that there will undoubtedly be expenses,
and 27.9% think that the costs will still outweigh the benefits.
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|_|:| Copy

Smatrate li da ¢e uvodenje eura imati dugotrajno pozitivne ucinke na
kvalitetu
Zivota gradana RH?
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Misarm siguran'a 43 (24%)

Figure 18 Sixteenth question - Do you believe that the Republic of Croatia's population will
see long-term improvements in their quality of life as a result of the introduction of the Euro?
source: independent research of the author, 2023
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179 rezponses

Wjernujerm da &e korist biti

weds od mogudih rodkowa 87 [4B.6%)

Mislim da &e koristi biti

S0 (3T 00
manga od mogudih rodkowa 50 (27.9%)
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Figure 19 Seventeenth question - Do you believe that implementing the Euro in Croatia might
have more costs than benefits?
source: independent research of the author, 2023

Based on the research conducted for the study's goals, some conclusions about
the respondents' views on the implementation of the Euro as a shared currency may be
drawn. The responders were Croatian nationals. We can tell that a sizable fraction of
respondents belong to the younger demographic by starting at the beginning of the poll.
The data acquired in this way lead to the conclusion that a majority of respondents are
younger individuals, hence the opinions expressed in response to the following

qguestions will primarily reflect those of young people. The fact that so few comments
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are acquired from the senior population—for whom these sorts of surveys are
insufficient—is one of their shortcomings. Of course, this does not imply that they lack
viewpoint; rather, it just illustrates how these polls exclude them due to the manner they

are dispersed. This might be considered one of the weaknesses of this kind of test.

The problem of the respondents' geographic location, where it can be observed
that many of them are from the metropolitan population, is also quite significant. This
inquiry can assist us in identifying the true source of the respondents' responses. One
of the assumptions made in the study was that the respondents' places of residence.
The second research question concerned how and whether the respondents' attitudes
varied. The bulk of the population, according to the survey's findings, resides in
metropolitan areas, hence it may be concluded that respondents from urban areas
provided the majority of the survey's replies. According to Kuzmic et al. (2021), When
discussing the economy and the advantages the EU delivers to Croatia, it is believed
that the respondents' opinions should be deemed to be mutually exclusive. As a
consequence, we can reply to the second research question by stating that sentiments
among respondents in different Croatian areas do not differ and that the majority of
respondents favor the adoption of the Euro as a single currency (Kuzmié, Simac & Trako
Poljak, 2021).

The respondents' level of income is the subject of the following intriguing inquiry.
As was previously said, the purpose of asking this question was to assess the level of
risk associated with the adoption of the Euro as a single currency. The largest concern
in this scenario is the possibility of a devaluation of current earnings, but it is also
possible to find an answer to our third research topic. Deskar-Skrbi¢ & Kunovac (2021)
state that it is widely recognized as a potential, albeit minor, issue that the country's cost
increase as a result of conversion. A significant rise in the overall price level (perhaps
from 0.25% to 0.50%) cannot be achieved by simply rounding up retail priceswhen
changing from kuna to Euros. Additionally, based on the aforementioned experiences,
Pufnik (2018) asserts that the expected effect of the kuna's conversion to the Euro on

Croatia's overall level of consumer prices is a modest rise.

In Croatia, the conversion impact may, in the half-year before and after

conversion, be as high as 0.20 percentage points (on an increase in the consumer

58



price index) or as low as 0.37 percentage points (on an increase in the harmonised

consumer price index).

Based on a review of Eurozone experiences, an estimate has been made.
Additionally, he believes that the supply of hotel, food, and leisure and cultural activities may
account for the biggest portion of the overall price increase brought on by conversion.
The impact of the adoption of the Euro on the price increase of the basket of goods and
services that these families consume, however, may be significantly lessobvious given
that the percentage of households with a retired or jobless head is greater than the

national average (Pufnik, 2018).

The following query sought comments on Croatia's adoption of the Euro as its
sole currency. More than half of respondents provided favorable feedback, and almost
the same amount provided negative feedback. By stating that half of the responses are
good and the other half isn't, it can be claimed that the first research question has been
answered. The research suggests that the respondents' opinions are mixed, andthe
following are the reasons why. Following the major concerns, the list of costs and risks
associated with the adoption of the Euro continues with those of a milder nature.
According to Zigman (2018), as a result, further negative consequences are quite minor,
and it is uncertain whether they will materialize in light of the new regulations governing

the management of financial flows.

The Eurostrategy refers to the risk of excessive capital inflows, the accumulation
of macroeconomic imbalances, one-time conversion costs, one-time costs related to
the Croatian National Bank's membership in the Eurosystem, and participation in
providing financial assistance to other member states. According to Zigman (2018),
the current framework of member state financial and economic supervision reduces
the risk of excessive capital inflows and macroeconomic imbalances. New procedures
for coordinating economic policy were built in the aftermath of the crisis, and they should

greatly increase the monetary union's stability going forward.

The next question is related to the respondents’ general attitude towards the EU,
which can also help in answering the third research question. Respondents responded
positively to this question to a large extent; therefore, they have a positive attitude
towards the EU in general. The following question reiterates the impact of the adoption

of the Euro as a shared currency, but asks respondents to indicate if and how
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this influence will manifest itself—positively or negatively—in the future. This question can
be used to confirm or refute another hypothesis, and we can come to the conclusion

that the second hypothesis is confirmed.

The reduction of the currency risk associated with the kuna's exchange rate
versus the Euro, to which the Croatian economy is very sensitive, is the biggest
advantage of the Euro's adoption for the nation's economy. In addition to being small
and open, Croatia is characterised by a high degree of Euroization of the balance sheets
of all institutional sectors of the economy, including individuals, businesses, andthe
government. Due to the mismatch between assets and liabilities in these conditions,
every sector is especially susceptible to the risk of exchange rate changes. The
fundamental problem is brought on by the fact that every industry receives the bulk of
its income in kuna while bearing the majority of its debt in euros. According to Deskar-
krbi, the average foreign currency expression or index for Treasury bills with acurrency
clause or expressed in Euros, Eurobonds, and loans with foreign currency components
is around 79% (2017). The majority of this debt is expressed or indexed in the Euro
(75%). Only 21% of the nation's debt is in kunas. In the household sector, 64% of loans
include a foreign currency component, which is in line with the 63% foreign currency
component of loans to businesses. Additionally, businesses have a sizable amount of
foreign debt, which represents around 40% of GDP. When examining the banking
industry, it is crucial to note that 65% of the deposit base is tiedto foreign currencies,

and that number increases when parent banks' lines are included (Sonje, 2018).

The next two questions asked respondents for their thoughts on the several
benefits that Croatia has seen from the adoption of the Euro. As a consequence, the
findings supported the third hypothesis and provided a favorable response to the
second study question. In fact, it was proven that the benefits of the single currency

will outweigh the costs of making the Euro the official currency by a large margin.

The answer to the fourth research question was well supported by the findings
from the test to determine if respondents were familiar with the strategy of using the
Euro as a common currency. More specifically, the majority of respondents admitted
that they were only moderately familiar with the procedures for introducing the Euro as
a single currency (Government of the Republic of Croatia, Croatian National Bank,
2020). The Croatian National Bank (CNB) and the Croatian government published the
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Strategy for the Introduction of the Euro as the Official Currency in the Republic of
Croatia in October 2017. The public was made aware of the Eurostrategy through a
series of conferences and open presentations by members of the governments of the
Republic of Croatia and the CNB before it was formally adopted in May 2018 after going
through a public consultation procedure. These initiatives attempted to educate the
general public and business owners about the Euro adoption and potential
consequences on the Croatian economy. At that time, the majority of business and
professional leaders publicly endorsed the Republic of Croatian government's and the
CNB's attempts to bring the Euro to the country. According to studies, nearly half of the
Croatian population supports the Euro's entry and up to 80% of people think Croatia
would do so over the next ten years (Government of the Republic of Croatia, Croatian
National Bank, 2020).

The problem of price increases brought on by the adoption of the Euro as the
sole currency in Croatia is one that particularly interests me. This study focuses on the
expectations of the respondents as well as the more general expectations and potential
results of the adoption of a single currency. The majority of replies to this question were
positive, and the study found the following. The following three elements are most
frequently mentioned in professional literature when examining the factors that led to
price rises when the Euro was introduced into the domestic payment system (Pufnik,
2018):

* Spillover of conversion costs - the price of updating the pricing list (also known

as menu expenses) and the price of IT services are listed as examples of these costs.

* Rounding up rates to facilitate payment (so that the customer does not need
many coins or bills to get the rest of the money back). One of the more important factors
that contributes to the growth in conversion prices is the tendency of sellers to round

guantities to higher prices when rounding amounts than the other way around.

The questionnaire's final two questions, which inquire about respondents'
opinions of the long-term advantages of the adoption of the Euro as a single currency,
address the third and fourth hypotheses. The answers to these two questions provided

evidence in favor of the third and fourth hypotheses.
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CONCLUSION

It is crucial for small economies like Croatia to open up their economies as much
as they can and integrate into global flows of capital, products, and services in the
current era, which is marked by fast technical development, information technology
advancement, and the process of globalization. Croatia has so far been quite successful
in this area since it joined the EU and was able to establish political integration. The
Croatian economy has benefited greatly from joining the EU, includingthe unification of
the legal system, freedom of movement for labor, capital, and products, and the
stimulation of economic growth through trade liberalization with other EU members.
Croatia aims to achieve monetary integration with other Euro area members in addition
to political integration. By entering the monetary union, Croatia would forge even closer
economic relations with its fellow members and reap major economic gains for its own
country. The establishment of a unified currency, which is also the focus of this essay,

would undoubtedly be the primary aspect of monetary integration.

This thesis' major objective was to present and assess the views of Croatian
citizens on the adoption of the Euro as a shared currency. An anonymous survey was
used to collect data, and the findings were assessed. The results attained may have
been anticipated. The first assumption of the article can be deduced to be true because
more than 50% of people support the adoption of the Euro as a single currency. It is
believed that Croatians will welcome the adoption of the Euro as a shared currency.
Therefore, it may be inferred that the second hypothesis is confirmed to be accurate.
It is anticipated that the proposed introduction of the Euro in Croatia will affect the public
both favorably and unfavorably. The majority of people think there is a strategy in place,
even though they don't fully understand it, and that the adoption of the Euro as a

common currency will undoubtedly have consequences—both good and bad.

The information is examined using deductive reasoning, generalization,
analysis, synthesis, and survey research on a sample of the Croatian population that
was submitted to the researchers in the form of a Google form. The focus of the literature
review will be on the elements that affect and shape the public's perception on the

adoption of a single currency.
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The second section of the study is based on responses to a semi-structured
online questionnaire from Croatian people who were chosen at random. The Republic
of Croatia's adoption of the Euro is now a popular issue, suggesting that people want to
voice their ideas and viewpoints. The poll will be anonymous, carried out online, in the
form of a questionnaire, and disseminated on the Google and Facebook platforms.A
large number of respondents responded quickly to the survey Less than 20, 21-30, 31-
40, 41-50, 51-60, and more than 60 years of age were the age categories into
which respondents were separated. Additionally, respondents may be split based on
educational attainment and regional representation. The first component of the
guestionnaire inquires about the respondents' ages and educational histories. The
following section focuses on the problems that have emerged with Croatian residents’
access to information after the adoption of the Euro. Questions concerning the Euro's
past and their thoughts of it will be posed to them. The next series of questions focuses
on the level of agreement and acceptance of the single currency among Croatian
population. The questions that follow are concerned with the advantages and

disadvantages of adopting a single currency.

Participants have access to the survey from January 7 through January 16, 2023.
The first component of the questionnaire asks about the respondents' ages and
educational backgrounds. The following section discusses the issues that have arisen
with Croatian citizens' access to information after the introduction of the Euro. They
are questioned on their opinions and prior knowledge regarding the implementation of
the Euro. The second series of questions focuses on Croats' attitudes on and support
for the unified currency. The following questions look at the benefits and drawbacks of
establishing a single currency. Basic questions on the respondents' age, gender, and

other identifying features were asked right at the start of the survey.

The respondents were asked to specify their gender in the first question.
According on the replies to this question, it can be deduced that women make up 69.3%
of the respondents, with men making up the remaining 30.2%. The findings also
demonstrated one respondent's unwillingness to respond to this inquiry. Less than 20,
21-30, 3140, 41-50, 51-60, and more than 60 years old were the age categories into
which respondents were split. As can be seen from the data, the group of respondents
between the ages of 21 and 30 had the highest percentage of respondents (60.9%),

while the group of respondents beyond the age of 60 had the lowest percentage
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(1.7%). The next query concerns the respondent's residence's location. The second
research question, which is connected to the difference in opinions regarding the
introduction of the Euro among respondents, may be addressed by learning more about
the difference in opinion between persons in rural and urban regions. The survey's
fourth and fifth questions are focused on the core information of the respondents and
will provide a broad overview of their education and present work, or business status.
The second query posed to the respondents was whether they thought that the benefits

of the Euro outweighed the drawbacks.

The eleventh survey question asked participants about their general knowledge
of advantages and disadvantages. The following survey question asked participants
about their thoughts on how the introduction of the Euro as a shared currency will affect
the Croatian economy. Describe how you think Croatia will introduce the Euro as a new
form of money in response to the second question. To determine if respondents are
familiar with the idea of using the Euro as a single currency, it is required to look at

their responses to this question in order to answer the fourth research question.

The third hypothesis can be supported by the findings. It claims that Croatia's
adoption of the Euro will have tangible, immediate, and long-lasting benefits. Given that
the majority of respondents think there will be more benefits than drawbacks to using
the Euro as a common currency, it may be inferred that the hypothesis is true. The fourth
and last hypothesis of this study, which served as its premise, is likewise confirmed. It
is anticipated that the benefits of having a single currency would offset the expenses of

making the Euro the official currency.

For tiny nations with open economies to assure the expansion and development
of their own economies in the current period of liberalization and globalization, they must
actively participate in international flows of trade in products, services, and money.
Since it joined the EU in 2013, the Republic of Croatia has made it plain that it wants to
use the Euro as its official national currency. But because all conditions for the
procedure were not satisfied, Croatia's journey to the official adoption of the Euro was
delayed for a number of years. In other words, until the end of 2020, Croatia won'tbe
allowed to participate in the last phase, which is entering the ERM 2 exchange rate
system. for the standard European currency, kuna. After the Eurostrategy was
completed in 2018, the general public gained knowledge about the anticipated benefits

and drawbacks of the Euro for Croatia. This text makes clear that the adoption of the
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Euro will ultimately benefit the state, while also emphasizing this point in specific terms.
It is highlighted that the benefits exceed the drawbacks, which are similarly of little

significance and have a transient character.

The conclusion of this thesis should be understood to suggest that all planned
political actions must be carried out, despite the desire for the rapid adoption of the
Euro, as expressed in official announcements and in the strategy document. Given the
country's admission into ERM 2, Croatia was likely heading for full integration into the
Euro area with a single currency by January 2022, and it achieved so. Now that Croatia
has embraced the euro, it is widely used in all aspects of its economic system. Whether
or not the desired change will materialize within the needed time frame, systematic

steps should be implemented to encourage national growth and development.
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APPENDIX

Appendix 1 - Questionnaire in Croatian language

Uspostava jedinstvene valute "eurozone” i
percepcije hrvatskih gradana

UPITNIK

Postovani,
U svrhu izrade diplomskog rada na Sveucilistu u Beéu, smjer medunarodne

ekonomije, provodim istrazivanje s ciljem analize percepcije gradana Republike
Hrvatske o uvodenju eura kao sluzbene valute od 1. sijeénja 2023. godine u

Hrvatskoj.

U nastavku slijedi anketni upitnik Cije je ispunjavanje u potpunosti anonimno i
dobroveljno. Rezultati ovog istrazivanja ce biti koristeni iskljucivo u svrhe pisanja diplomskog rada.

Trajanje anketnog upitnika je oko 3 minute.

Unaprijed se zahvaljujem od srca na Vasem trudu i izdvojenom vremenu!



5 kojim rodnim identitetom se najvise
identificirate?

| Musko
| | Zensko
[ ] Me zelim se izjasniti
[ ] Other._

[] Add option

[

[) Checkboxes

Required

"
-
-
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Kojoj debnoj skupini pripadate? ”
|:I Manje od 20 gedina

| | 21-30 godina

|| 21-40 gedina

|| 41-50 godina

|| 51-80 godina

| | vige od 60 godina



Molime Vas da nam navedete svoj geografski polozaj prebivalista.

Rurdlno podrudje

Urbano podrudje

&

Molimo Vas da nam navedete svoju razinu obrazovanja.

QOsnovna skola

Srednja struéna sprema

Visa strufna sprema

Visoka struéna sprema

Other..

Trenutni status:;

Uéenik/ca

Studentfica

Student/ica i zaposlen/a
Zaposlen/a
MNezaposlen/a
Umirovljenik

Other..
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Koliko iznose Vasa mjesecna primanja?

Manje od 500 eura
500 - 800 eura
800 - 1100 eura
Wise od 1100 eura

Me zelim se izjasniti

Podriavate li uvodenje eura kao sluibenu valutu u Republici Hrvatskoj?

Da
MNe

Misam siguran/na

&

Kaoko biste opisali opcenito svoje stajaliste prema Europskoj Uniji?

Imam optimistiéno migljenje o Europskoj Uniji | svemu &to donosi
Skepti¢an sam povedom Europske Unije i swemu Sto donosi

Misam siguran/na
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.
Smatrate li da ¢e Vam uvodenje eura donijeti vise prednosti nego
nedostataka?

Donijet e vise nedostataka nego prednosti

Donijet e vise prednosti nego nedostataka

&

Sto mislite kako ¢e se uvodenje eura pozitivno odraziti na hrvatsko gospodarstvo?

Euro ée olakiati slobodno kretanje gradana EU-a, robe, usluga i kapitala
Euro ¢e eliminirati tecajne rizike i rrofkove konverzije
Euro ce potaknuti konkurenciju, éime ce se povecati uinkovitost

Misam siguran/na

Smatrate li da ste dovoljno informirani o prednostima | nedostacima uvodenja eura
koo nove valute u Hrvatsko)?

Da

Kako biste ocijenili svoje poznavanje strategije uvodenja eura kao nove valute u RH?
(kriteriji konvergencije, stabilnost gospodarstva, itd.)

U potpunosti sam upoznat /a sa strategijom
Djelomiéno sam upoznat,/a sa strategijom
Misam uopée upoznat/a sa strategijom

Other.
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*

Jeste i do sada vecd koristili euro?

Da

Ako je odgover na prethodno pitanje da, na koji nacin ste ga koristili?

Gotovinska placanja
Elektronicka placanja
Oblik stednje

Misam dosada koristio/la eurs

&

Smatrate li da e uvodenje eura izazvati rast cijena u Republici Hrvatsko)?

Da
Me

Misam siguran/na

Smatrate li da e uvedenje eura imati dugotrajne pozitivne ucinke na kvalitetu
Zivota gradana RH?

Euro ¢e imati dugeoreéne pozitivne u€inke na kvalitetu Zivota gradana Republike Hrvarske
Euro ne¢e imati dugoroéne pozitivne uéinke na kvalitetu Ziveta gradana Republike Hrvatske

Misam siguran,/na
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Mislite li da ce koristi biti vece od mogucih troskova uvodenja eura?

Vierujem da ée koristi biti vece od mogucih troskova

Mislim da ée koristi biti manje od moguéih trofkova

Misam siguran/na

&
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Appendix 2 - Questionnaire in English language

Dear Sir or Madam,

For the purpose of writing a thesis at the University of Vienna, majoring in
international studies economy, | conduct research with the aim of analyzing the
perception of citizens of the Republic of Croatia on the introduction of the Euro as the
official currency from January 1, 2023 Croatia.

Below is a survey questionnaire, the completion of which is completely
anonymous and voluntarily. The results of this research will be used exclusively for the
purposes of writing the thesis.

The duration of the questionnaire is about 3 minutes.

| thank you in advance from the bottom of my heart for your effort and time!

1. Which gender identity do you identify most with?

- Male
- Female
- Other:

2. Which age group you belong to?

- Less than 20 years
- 21-30 years old
- 31-40 years old
- 41-50 years old
- 51-60 years old
- More than 60 years

3. Geographical location of residence

- Rural area
- Urban area

4. Level of completed education

- Early childhood education
- Primary education

- Secondary education

- Higher education

- Other:

5. Current status

- Student (school)

- Student (college)

- Student (college) and employed
- Employed

- Unemployed

78



- Retired
- Other:

6. Average monthly income

- Less than 500 Euros

- 500 -800 Euros

- 800-1100 Euros

- More than 1100 Euros

- | don't want to make a statement

7. Do you favor the Republic of Croatia adopting the Euro as its

official currency?

- Yes
- No
- I'm not certain.

8. How would you describe your general attitude towards the
European Union?
- | have an optimistic opinion about the European Union and what it
brings

- | am skeptical about the European Union and what it brings
- I'mnot certain.

9. Do you think that the introduction of the Euro will bring you more
advantages than disadvantages?
- It will have more advantages than disadvantages.

- It will have more disadvantages than advantages.
- I'm not sure what impact it will have.

10. Do you believe you have enough knowledge of the benefits and
drawbacks of implementing the Euro as a new form of money in Croatia?
- Yes
- No
11. Do you think the adoption of the Euro as the national currency would
be more beneficial to Croatia's economy than detrimental?

- The Euro facilitates the free movement of EU citizens, goods, services
and capital.

- The Euro eliminates exchange rate risks and conversion costs.
- The Euro encourages competition, thereby increasing efficiency.
- I'mnot sure
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12. How well-versed are you on the plan to introduce the Euro as a

new form of money in the Republic of Croatia?

- | am fully familiar with the strategy

- | am partially familiar with the strategy
- | am not familiar at all with the strategy
- Other:

13.  Have you used the Euro so far?

- Yes
- No

14.  If the answer to the previous question is yes, how did you use it?

- Cash payments

- Electronic payments

- Aform of savings

- | have never used the Euro before

15. Do you think the introduction of the Euro will cause prices to

increase in the Republic of Croatia?

- Yes
- No
- I'm not certain.

16. Do you believe that the Republic of Croatia's population will see
long-term improvements in their quality of life as a result of the introduction of

the Euro?

- It will have long-term positive effects on the quality of life of the citizens
of the Republic of Croatia

- It will not have long-term positive effects on the quality of life of the
citizens of the Republic of Croatia

- I'mnot certain.
17. Do you believe thatimplementing the Euro in Croatia might have more costs

than benefits?
- | believe that the benefits will be greater.

- | think that the benefits will be smaller.
- I'm not certain.

80



