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Abstract
Financial sector is a frontrunner consumer of digital technologies (European Commission, 2018a, p.1). FinTech is defined by the Financial Stability Board as a “technology-enabled innovation in financial services that could result in new business models, applications, processes or products with an associated material effect on the provision of financial services” (2019, n.1, p.1).  FinTechs have attracted great attention for their potentially disruptive impact on financial ecosystem. They represent a great opportunity for democratisation of financial systems and better access to finance, but also a possible risk for financial stability.
Regulatory framework is trailing behind fast-moving technological advancements. The UK pioneered regulatory innovation through design of innovation facilitators, namely innovation hubs and regulatory sandboxes to enhance flexible and supportive regulatory governance of Fintech. Other countries worldwide have been replicating this governance regime. There is an intensification in empirical research on impacts of Fintech and regulatory approaches while only a few regarding Central and South Eastern European countries (Deloitte, 2016; Raiffeisen Bank International, 2019; Kerényi, 2018; Stern, 2017). 
The focus of this paper is on newest EU Member State Croatia and recently established Innovation hub. The purpose is to examine the level of financial regulatory innovation and potential for transformation of regulatory governance from “command and control” system to more alternative and collaborative approach characteristic for innovation facilitators (Zeitlin, 2010).
Research methodology combines secondary data, semi-structured interviews and comparative study of UK’s and Croatia’s approach to financial regulatory governance, using most different case method (Seawright & Gerring, 2008). They are combined to identify similarities and differences in regulatory approaches in order to evaluate impact that Innovation hub could have on alteration in internal culture of Croatian financial regulatory authorities. Semi-structural interviews were conducted during June 2019 with high-level officials and experts from public and private financial sector that is Fintech related. Results point to incremental changes in the governance culture, nonetheless a positive step forward in promoting a culture of dialogue and better policy-making.
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1. Introduction
FinTech is defined by the Financial Stability Board (FSB) as “technology-enabled innovation in financial services that could result in new business models, applications, processes or products with an associated material effect on the provision of financial services” (2019, n.1, p.1).  Financial sector is a frontrunner consumer of digital technologies (European Commission, 2018a, p.1; Finch Capital & Dealroom.co, 2019). There are more than 12.000 FinTechs operating globally, with a growth rate of 200% since 2010. This trend has been decelerating since 2016, because investors became more cautious about business models and cycles (McKinsey, 2018). FinTechs have attracted great attention for their potential disruptive impact on the financial system and could cause far-reaching change for financial ecosystem and its incumbent institutions, revolutionising access to capital and financial services for individuals, businesses and other interested participants.
Fintechs have already become a regulatory Pandora’s Box for its dynamic and diversity, but foremost because they are simultaneously a great opportunity and threat to financial stability (FSB, 2019, 2017). The UK pioneered regulatory innovation through design of innovation facilitators, innovation hubs (IH) and regulatory sandboxes (RS) to enhance flexible and supportive regulatory governance of Fintech. Other countries worldwide have been replicating this governance regime.
There are a few studies on impacts of Fintech and regulatory approaches and a rising trend for Central and South Eastern European (CSEE) countries (Deloitte, 2016; Raiffeisen Bank International, 2019; Kerényi, 2018; Stern, 2017). The focus of this paper is on newest EU Member State (MS) Croatia and recently established Innovation hub. The purpose is to examine the level of financial regulatory innovation and potential for transformation of regulatory governance from “command and control” system to more alternative and collaborative approach characteristic for innovation facilitators (Zeitlin, 2010).
Research methodology combines secondary data, semi-structured interviews and comparative study of UK’s and Croatia’s approach to financial regulatory governance, using most different case method (Seawright & Gerring, 2008). They are combined to identify similarities and differences in regulatory approaches in order to evaluate impact that Innovation hub could have on alteration in internal culture of Croatian financial regulatory authorities (Annex 2). Furthermore, Croatian IH was compared to all Member States that have operational IH analysed in the ESAs’ Report (2019; Annex 1).  Semi-structural interviews were conducted during second half of 2019 with high-level officials and experts from public and private financial sector that is Fintech related. Additionally, information from the newly opened IH by the Croatian National Bank was added, based on basic information provided on their IH’s website (2020).
Following short introduction, the paper provides short background of European regulatory governance generally and more specifically with regard to Fintech and innovation facilitators. It also presents key aspects of regulatory financial innovation in the UK. Fourth part is based mostly on empirical evidence from interviews on FinTech and organisation and operation of Innovation hub in Croatia. Fifth part examines the level of transformation of financial regulatory governance through case study of Innovation hub combined with opportunities and challenges of policy-making in Croatia while final chapter summarizes the main conclusions.


2. European financial regulatory governance
Competition is a fundamental force of efficient financial markets. European policies have a long-term record of imposing competition on European financial systems (e.g. Lisbon strategy, Financial Services Action Plan, Capital Markets Union, Single Euro Payment Area). Despite many positive changes, European financial playground still lacks vibrant allocation of resources (European Central Bank, 2009-2019, World Economic Forum, 2014). But if we set aside the reason these policies were initiated, i.e. competitiveness of European financial markets, transformation of European financial governance has provided new set of powers and supplementary global influence for the EU (Mügge, ed., 2014). Couple of convenient circumstances have contributed to this development, e.g. single currency in the EU, corporate scandals in the US, global financial crisis (Mügge, 2014). Because of its unique political setup, the EU had to apply matrix of things to enhance Single European Financial Market. Massive financial regulatory reform was executed through Financial Services Action Plan, introducing new methodology set up of the Lamfalussy Process, formulating procedural reform through comitology of financial services, multilevel and network arrangements, which ensured speed of legislative process (Ferran, 2004; Posner, 2012). By the time implementation was receiving first positive and negative impact assessments, the Global financial crisis has created imperative demand for new regulatory and supervisory reform, which also created momentum for supranational power enlargement. “A crisis is a terrible thing to waste” (Lannoo, 2009), and CESR’s ambitions to grow in authority proved their critics wrong. Not only that so-called “Himalaya Report” (CESR, 2004) did not “sink like a Titanic” (European Commission, 2005, p. 5) but it reached quite the opposite stellar dimension. CESR was transformed into new European securities supervisory authority ESMA (Moloney, 2018), along with two supranational bodies in their field, EBA and EIOPA (Wymeersch, 2010; Moloney 2011; Ferran, 2012). Finally, Fintech is a product of financial globalisation requiring co-ordination of regulatory and supervisory bodies worldwide and the EU has acquired superior know-how in this area (Ferran, 2014).
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