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ZAGREB STOCK EXCHANGE IN THE YEAR 2018



STATEMENT OF THE MANAGEMENT BOARD

Similarly to a year earlier, the beginning of 2018 was marked by positive sentiment: total turnover in January was 44.4 % better on a monthly level, with both market capitalisation and index values on the rise. Thereafter, investor sentiment wavered, but a number of activities were undertaken in a bid to strengthen the local capital market and introduce new products and services, improve the current offering and create some new opportunities for investors as well as issuers.
Since the launch in September 2016 of Funderbeam South-East Europe, a company in which the Zagreb Stock Exchange holds a 20 % interest, approximately EUR 2.5 mil. in funding has been raised via this global platform for Croatian start-ups and small and medium-sized enterprises.  After the initial investment phase, shares in those companies have also been traded successfully by investors via the Funderbeam trading platform thanks to an innovative system based on blockchain technology.
Early October saw the end of the CE Enter, an alternative market established in May 2016 as a continuation of the then outgoing multilateral facility (MTF) managed by the Exchange from the year 2009. The Exchange now intends to manage an MTF with considerably higher corporate governance and transparency standards, namely the trading platform named Progress. The process facilitating the fund-raising for SMEs is also strongly supported by the European Union through its regulations, focusing on the platforms such as Progress as a financing model which provides easier access by SMEs to capital they require for further growth and development. In 2018, the first issuer was admitted to trading on the Progress Market, with several other companies also expressing their interest. Over the course of the year, the Progress Market was presented in several Croatian cities through a series of events and activities, addressing the challenges faced by this sector in its search for capital and the way in which the Progress Market can facilitate access to funding to such companies. In addition, Progress ended the year with a total of 20 advisers – 12 for the Croatian and eight for the Slovenian market – whose role it is to provide professional support to candidate companies seeking admission to trading in that very process as well as after the admission to trading. Also, the Croatian Postal Bank (Hrvatska Poštanska Banka, HPB) and the Zagreb Stock Exchange signed an exclusive Agreement for incentives to SME development and financing via the capital market. The programme in question enables access by small enterprises to capital on the Progress Market through securities issuing with HPB support and advisory services, and cheaper loans and other benefits in their overall financial operations.
Funderbeam and Progress projects are part of the development-oriented strategy of the Zagreb Stock Exchange aimed at creating such conditions that will allow companies in all stages of their growth to secure capital necessary for further growth, thus helping to foster a positive environment for enterprises, economic growth and employment.
Over the course of the year, the ZSE Academy has delivered training to approximately 1,000 individuals, of whom around 70 % of participants, primarily higher education and secondary school students, received some form of educational content free of charge. Once again, the Academy has taken active part in marking the World and European Money Week – a global event aimed at raising awareness of the importance of financial literacy among younger generations, involving almost 8 million children and young people. Among other activities during the Money Week, the Academy was visited by more than 200 pupils and students from several Croatian cities as well as from the Netherlands and the United States. More than 7,700 participants have undertaken various educational activities at the Academy since its establishment in 2010, with free training courses provided to some 5,200 of them, predominantly the young. 
[bookmark: _GoBack]For the first time, the Zagreb Stock Exchange joined the global initiative Ring the Bell for Gender Diversity as one of 60-odd exchanges symbolically ringing the bell for the start of trading on the International Women’s Day in a bid to support the efforts aimed at strengthening the awareness of the role that the business and financial sector may play in contributing to gender diversity as a global sustainable development goal. On the occasion, the start of trading was marked by Finance Minister Zdravko Marić.
The Zagreb Stock Exchange LEI Service, as one of just 30-odd entities globally accredited for LEI assignment, has reached its 1,000-mark for the LEIs it administers. Meanwhile, the Global LEI Foundation has assessed the LEI Service performance with a high score of 99.98-100 per cent for service quality.
Work on the development of corporate governance in Croatia remains a continuous focus of the Exchange, currently the only organisation in the country that systematically and synergically strives for enhancements of the corporate governance culture, financial literacy and relations with investors investing into listed companies. Therefore, the Exchange and the Croatian Financial Services Supervisory Agency, supported by the European Bank for Reconstruction and Development (EBRD), launched a project of revising their joint Code of Corporate Governance. The goal of the project is to strengthen the use of best practices, optimise company monitoring in the area of corporate governance as well as raise the level of transparency, as an important precondition of capital market development. With technical support of the EBRD, corporate governance education will also be provided through the ZSE Academy to the companies listed on the Zagreb Stock Exchange as part of this project. 
Zagreb was the venue of the fifth annual Slovenian and Croatian Investment Days, at which 11 Croatian and five Slovenian companies held almost 200 meetings with the representatives of 25 investment firms and banks from Croatia, the Czech Republic, Estonia, Great Britain, Hungary and Slovenia. This event is a traditional gathering taking place in Zagreb in May. It was envisaged as a meeting point of Slovenian, Croatian and international investors with prominent Zagreb and Ljubljana Stock Exchange issuers with the aim of providing the opportunity for direct contact through a series of one-on-one meetings between companies and investors in a single spot over a short period of time. The Zagreb and the Ljubljana Stock Exchange will continue to pursue individual and joint activities aimed at increasing the interest and bolstering the confidence of both local and foreign investors.
The Croatian Financial Services Supervisory Agency (Hanfa), the Central Depository and Clearing Company and the Zagreb Stock Exchange held their ninth annual education round in Zagreb intended for the companies whose shares are listed on the Zagreb Stock Exchange’s regulated market. Each year it gathers around 100 representatives of listed companies which were once again presented with the novelties in the sphere of capital market regulation and other related topics. 
In June, the Zagreb Stock Exchange joined the Federation of European Securities Exchanges (FESE) in a bid to be actively involved in formulating the regulations that affect the operation of smaller exchanges.
The new Exchange Rules amended the listing criteria for the Prime Market, the most demanding market segment of the Zagreb Stock Exchange. The amendments are aimed at ensuring an even higher level of transparency and corporate governance standards to make the Prime Market a role model of best market practices, providing greater recognition among investors to the issuers and to the market as a whole and potentially having a positive impact on share prices and liquidity thanks to an enhanced level of information necessary for investment decision-making. Four issuers were admitted to the Prime Market in 2018: the first was Atlantic Grupa d.d., only to be followed by Arena Hospitality Group, AD Plastik d.d. and Podravka d.d. by the end of the year.
The Croatian Banking Association (HUB) and the ZSE Academy recognised the need for business cooperation to provide for specialised training to the employees of HUB’s member banks in the area or investment services and capital market in general. The new capital market legislative framework has focused even more on thorough, standardised and continuous professional development of finance professionals, so that they can provide even better quality services to their clients. Based on its experience in financial education, HUB has chosen the Zagreb Stock Exchange to be a partner to the banking sector through this cooperation as banks strive to comply with their legal obligations related to the provision of investment services. Towards the end of the year, Hanfa issued a positive opinion on the Exchange’s educational programmes and examinations in the delivery of training to bank staff for typical conduct/scenarios in the distribution of non-complex financial instruments, in accordance with the provisions of the Ordinance on qualifications and HR requirements for the provision of investment services. 
Early on in the year, Hanfa authorised the new Exchange activity – publication of trade reports on behalf of investment firms as a formal prerequisite for the Exchange to introduce the so-called APA service. Said information is published via an approved publication arrangement (APA), as required for investment firms by the capital market regulatory framework to improve efficiency, resilience and integrity of financial markets. At the same time, the APA is aimed at improving the quality of trade transparency information published in the OTC space, thus contributing significantly to ensuring that such information is published in a way that facilitates its consolidation with other data. The Zagreb Stock Exchange is one of a handful of European exchanges authorised to provide the APA service.
A seventh joint Zagreb Stock Exchange and fund industry Challenge of Change Conference was held traditionally in October. As a central gathering of the Croatian and regional financial community, this event has brought together almost 30 speakers and some 450 participants from all branches of the financial industry from Croatia, its region and the world. The conference is co-organised by the Zagreb Stock Exchange and the Association of Pension Fund Management and Pension Insurance Companies.
November saw the launch of Burzin brief (the Exchange brief), a new Zagreb Stock Exchange communication platform, designed as a venue for discussion of crucial topics for the economy of Croatia and the region as well as of important global trends and technological innovations that will form the capital market and affect a wider social context. Burzin brief is available in Croatian on
zse-blog.info and via the Zagreb Stock Exchange website www.zse.hr.
The Zagreb Stock Exchange Awards were presented traditionally in December for the seventh year in a row in a total of seven categories. Statistical criteria as well as the overall contribution to capital market education and development were covered in a bid to strengthen the visibility of the capital market and its active participants among the financial and general public by recognising, supporting and awarding excellence.
In 2018, the capital market continued to operate in challenging circumstances, marked primarily by high regulatory requirements and a specific economic and political environment. Nevertheless, the Zagreb Stock Exchange maintained its position as a regional leader and one of the mechanisms that foster economic growth while also continuing to provide a high quality level of its products and services in order to strengthen the very market capacity, meet the needs of its shareholders, investors, issuers, members, and all other stakeholders, and raise the transparency level and thus boost the positive impact on investor confidence, liquidity and market value as a whole.

TRADING IN 2018

The optimistic start of the year and a positive Q4 trend did not suffice, however, to improve statistics overall compared to those of the previous year. With the total turnover in January up 44.4 % on that in December 2017, driving both market capitalisation and index values higher, February witnessed a renewed trading suspension of the shares of member companies of the Agrokor concern, so the market plodded on against a backdrop of predominantly negative investor sentiment that was not reversed until very late in the year.
Order book trading turnover in shares shrank 39.8 % against an 86.6 % increase of that in bonds, resulting in a 24.2 % decline in order book trading turnover whereas total turnover ended 22 % lower than in 2017.
While market capitalisation in bonds grew 3 %, market capitalisation in shares declined at a rate of 4 %. Indices closed the year mostly in red: CROBEXtransport suffered the biggest loss (-38.23 %) and CROBEXnutris (6.07 %) was the only index to record growth at an annual level. 
CROBEX and CROBEX10 corrected some 5 %, while a drop of 2.8 % in CROBEXtr, which includes dividend payments, testified to not such a poor year considering the total return on the shares that are index constituents.
Liquidity was for the most part concentrated in a handful of shares, so 10 of them with the highest turnover accounted for roughly 40 % of the total turnover, with Valamar Riviera d.d. as the most actively traded.
Taking into account the fact that almost all world markets faced great challenges in 2018 and most ended the year in red, with some major European stock exchange indices recording double-digit annual losses, the local capital market may be relatively content with the performance in the year behind us. 
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