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It is my pleasure to introduce the Strategic Development Framework 2006-2013, which was 
adopted by the Government of the Republic of Croatia at its session on 4 August 2006. 

This is a programme document. It elaborates models and paths to strengthen Croatia as a more 
competitive and prosperous country in a manner that is wholly new, modern, and unusual for 
us until now.  The Strategic Development Framework defines priorities and actions whose 
implementation will ensure stable economic growth, employment, and a better standard of 
living in the coming seven years.

Croatia is already on its path towards membership of the European Union. By the very nature of 
things, this is also a new framework and a new platform on which we may consider our future 
and our development strategy; among other things, it confirms that we belong to a union of 
prosperous European nations, but at the same time it directs our thoughts to the nature of our 
society in the near future, to necessary changes, including economic ones. For me personally, 
and for the Government that I lead, membership of the European Union is not a goal in itself. 
Membership only makes sense if the Croatian goal is incorporated, aiming towards a developed 
society of prosperity and solidarity which is ready and able to participate on an equal footing in the 
open European and global markets of labour and ideas. It is for this reason that Croatia must be 
both a distinctive and efficient member of the Union. Therefore, it is our task to strengthen the 
Croatian economy and raise its competitiveness. A strong economy, forming part of the pulsating, 
ever-changing network of the world market, is the only guarantee of successful and meaningful 
membership. At the same time, it also affords the security that the benefits of membership in the 
Union will be recognised and felt both by the Croatian entrepreneur and the Croatian citizen. 
Equally, the model of economic development and strengthening of competitiveness must ensure 
social fairness, solidarity and a better standard of living for all layers of the population. Economic 
progress and social harmony thus become the key motives and goals of this strategy. In the next 
seven years, therefore, everything will be directed towards one end: to ensure development in a 
competitive market economy acting within a modern welfare state.

The Strategic Development Framework 2006-2013 identifies ten strategic areas for the realisation 
of this goal that will require the determined and harmonised action of everyone in the country. 
I maintain that determination and agreement on these basic goals are crucial. This has also been 
shown in the examples of other developing economies in the last decade: only a society based 
on trust, a society uniting its energy around basic development goals, and a society that does 
not waste time and energy on barren divergences and pointless divisions may truly progress in 
a world that changes so fast that any lack of a necessary decision today means the loss of pace 
tomorrow. In Croatia, this idea still needs to be worked on; it is still necessary to raise awareness 
that we are a country that has no time to hesitate, that we must immediately choose our model 

Foreword



Ivo Sanader, PhD
Prime Minister of the Republic of Croatia

and our tools for progress, and become involved in the European and global economy. We also 
do not have the prerogative to be late, since we are already engaged by the very achievements 
we have made since we gained independence, and also by the vision of a future Croatia and the 
life of its future generations.

In these terms, the state will be a pioneer, since its task is highly complex, and it has clear obligations 
in each of the established strategic areas.  However, the desired development in Croatia cannot 
be achieved by the activities of the state alone. The Strategic Development Framework 2006-
2013 sets the ground for the activities of all elements of Croatian society. Unity around the main 
goals and social trust remain the key incentives for all participants in economic life to take part 
and determine their business goals in the joint project. This Framework directs our ambitions 
and defines our goals, but, in addition to the state, every Croatian entrepreneur will need to find 
his or her place, because success in the realisation of our goals will depend on all of us. 

The new economy, which is on everyone’s lips in Europe and the world today, an economy 
based on knowledge, speed and harmony between the state and enterprise, opens up numerous 
opportunities for economic and social development. Our task, indeed our obligation, is to 
recognise them and use them for the benefit of the Croatian economy and Croatian citizens. 
The Strategic Development Framework 2006-2013 identifies education, quality of knowledge, 
productive use of scientific results and the use of information communication technology as 
bases for the development and transformation of Croatian society and the economy into 
a knowledge society.  It is precisely knowledge, education and excellence that will make it 
possible for us to recognise and assume existing and future challenges in order to achieve 
growth, employment and progress.

It is time to face new challenges. It is time to recognise the opportunities that will be created 
through accession to the European Union and through the strengthening of Croatia in the 
world market. It is time to recognise our advantages, the fields of our excellence, the potentials 
that will help us cope with difficult global competition and bravely enter a new stage in the 
development of our country. I invite you to seize the opportunities ahead and to realise the goal 
that we set in the Strategic Development Framework 2006-2013.



In the modern world of increasing globalisation, Croatia cannot isolate itself from the changes 
that are brought about. Equally, being a small country with a small economy, it cannot have a 
crucial influence on their overall course. But this does not mean that the changes occurring 
around us should only be passively observed. As a result, in December 2005 the Croatian 
Government tasked the Central State Office for Development Strategy to prepare a document 
that would define a framework for the strategic positioning of the Croatian economy at the 
economic and social turning point where Croatia found itself on starting negotiations with 
the EU. By adopting the Strategic Development Framework 2006-2013 at the session of the 
Government of the Republic of Croatia on 4 August 2006, Croatia joined the rank of countries 
with a developed integral vision and priorities for economic development. This vision and the 
outlined strategic priorities represent the foundation for pursuing a harmonised economic 
policy in the coming seven-year period. 

The essential starting points of the Strategic Development Framework 2006-2013 are the 
following: economic openness, competitiveness, and the need to change the traditional role of 
the state and to include all layers of society in the results of economic growth and development. 
The Strategic Development Framework draws the entrepreneur, the enterprise and the private 
sector as a whole to centre stage. The government sector needs to pioneer the changes and 
transform itself in the first place so that it assumes the role where it acts efficiently in the service 
of citizens and entrepreneurs.

The instruments and actions described in the Strategic Development Framework 2006-2013 are 
aimed at the realisation of the following main strategic goal: growth and employment in a 
competitive market economy acting within a European welfare state of the 21st 
century. This strategic goal may be achieved only by simultaneous and harmonised action 
in the following ten strategic areas: people, knowledge and education; transport and energy 
infrastructure; science and IT technology; social cohesion and justice; macroeconomic stability 
and openness; integrated financial services; environmental protection and balanced regional 
development; entrepreneurial climate; privatisation and restructuring and new role of the state.
In each strategic area, the Strategic Development Framework 2006-2013 defines a series of 
measures and actions that need to be undertaken to achieve the basic strategic goal.
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The application of policies from the Strategic Development Framework 2006-2013 will result 
in an average increase of about 5% in the rate of economic growth in the period up to 2010, 
and above 7% after 2010. In this way, in 2013 average income per capita will reach 75% of 
the average in the EU-25 measured in terms of gross domestic product at purchasing power 
parity per capita. 

The Strategic Development Framework relies on the existing sectoral strategies wherever 
they have been developed. Contributions for the Strategic Development Framework 2006-2013 
were prepared by the line ministries and the Zagreb Institute of Economics, while the National 
Competitiveness Council also actively participated in the preparation. The Central Office for 
Development Strategy and Coordination of EU Funds made efforts to open the process of 
drafting the Strategic Development Framework 2006-2013 to economic and social partners. For 
this reason, preliminary consultations with representatives of civil society, the Economic and 
Social Council and the National Competitiveness Council were held in January and February 
2006. The Draft of the Strategic Development Framework 2006-2013 was for the first time 
presented to the public on 15 May 2006 in cooperation with the National Competitiveness 
Council and was published on the website of the Central Office for Development Strategy 
and Coordination of EU Funds for the purpose of public debate. During the public debate, 
the Strategic Development Framework 2006-2013 was presented to the Croatian Employers’ 
Association, the Croatian Chamber of Economy, the Association of Small and Medium 
Enterprises, trade unions, the Economic and Social Council, and civil society associations. A 
large number of comments, observations and suggestions were received, the majority of which 
were incorporated in the final text of the Strategic Development Framework 2006-2013. On this 
occasion, I would like to thank on behalf of the Office and in my own name all institutions and 
individuals for their comments, proposals and suggestions that have significantly contributed to 
improving the quality of the final version of the Strategic Development Framework 2006-2013. 
I hope that it will serve, not only the creators of economic policy, but also entrepreneurs and 
citizens, in directing their work towards activities that promote economic growth and create 
new work places in a competitive market economy functioning in the framework of a 21st-
century modern European welfare state.

Martina Dalić, MSc
State Secretary
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Croatia is today negotiating for full membership of the European Union and now finds itself at 
a social and economic turning point that will result in new opportunities and new challenges. 
This turning point requires us to review our social and economic advantages, and to identify 
the shortcomings and weaknesses that prevent us from fully and efficiently making the most 
of all the opportunities arising for the Croatian economy and society. Croatia wishes to be a 
competitive member of the EU, and to ensure its citizens an appropriate standard and quality 
of life. The Strategic Development Framework, which covers the period up to 2013, describes 
the manner in which prosperity may be ensured for Croatia in a competitive market economy 
within the framework of a welfare state adjusted to the conditions of the 21st century. 

The goal we wish to achieve is social prosperity through development and employment 
in a competitive market economy acting within a European welfare state of the 21st 
century. In other words, development and employment within the competitive economy of 
a social welfare state are the goals towards which all the activities presented in this document 
are aimed. There is no priority and no specially selected economic entities for the 
fulfilment of this goal. Every project and every entrepreneur that creates new value 
is important. Any one of us may and must contribute to this goal, and every Croatian citizen 
is important for its achievement. 

The general starting points for this strategy are openness and membership of the European 
Union at the mid-point of the period covered by this document, competitiveness, and an 
adequate level of social security. Insistence on market competitiveness and social security is 
not an attempt to reconcile the irreconcilable, but signifies insistence on socially balanced 
development where the results of economic progress would be felt by all strata of society. The 
basic starting point, but also the message of this strategy, is that the achievement 
of growth, development, employment, social inclusion and fairness can be achieved 
only by harmonised and simultaneous action in a number of strategic areas. 

I

ABOUT STRATEGY (I)
“Strategos” means the 
commander of an army 
(Greek). It is derived from 
Greek words stratos - army 
and agein - to lead. In general 
terms it refers to getting round 
in given parameters, finding 
best solutions. In its modern 
meaning, strategy signifies 
a set of goals, ideas, and 
knowledge on how to conduct 
a certain (political, economic, 
or other) activity and achieve 
the desired end in the most 
efficient manner with the least 
risk. It might be true to say 
that strategy is an assessment 
of the economic, the political 
and the present state, the 
recognition of opportunities for 
improvement, and an overview 
of the goals and ways to 
progress towards a new, better 
position.  

Introduction
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ABOUT STRATEGY (II)
This document, just as its 
name suggests, is a general 
development framework. It 
will serve to define a separate 
document that will establish 
a control mechanism for 
monitoring the achievement 
of the goals that have been 
set. The control mechanism 
will define the indicators 
of success in achieving the 
goals, and the critical values 
which will be used to define 
the degree to which they 
have been achieved (so-
called referential values or 
benchmarking).

Introduction

These are people, knowledge and education, infrastructure, information interconnectedness 
and social cohesion, macroeconomic stability and an efficient financial market, sustainable 
development and uniform regional development, accompanied by the new role of the state 
transformed into an efficient and effective service acting for its citizens and entrepreneurs.

Hopes and fears

Globalisation and rapprochement to the European Union have raised both hopes and fears in 
Croatia. On one hand, there is hope that the standard of living will improve over the long term 
in a period of peace and prosperity in an integrated Europe. On the other hand, fears relate 
to a possible loss of identity and potentially diminished opportunity to independently govern 
our own country and future. 

Between these two opposite interpretations of reality, one thing is certain: traditional 
development mechanisms featuring a state administration that infallibly identifies development 
opportunities and directs and regulates economic development with a wide array of measures 
at its disposal are a thing of the past. The issue of prosperity is today placed in a completely 
different context than twenty years ago. The economy and market relations have become 
almost completely open, which also means that they are hard to predict. Not only have 
customs and exchange rate policies become less significant, but market, cultural, technological 
and other barriers have been torn down. 

The world economy today is in a phase of deep structural change, at the junction 
between mass production, dominant until now, and a new production model based on 
scientific, technological, and information and communication sectors, and on infrastructure 
and services. In the case of mass production, the ricochet effect of globalisation gives a 
competitive edge to countries where production is cheaper (especially labour), and hence 
the rise of countries such as China and India on the global economic scene. Europe is in the 
phase of reconstruction, in search of new economic advantages resulting from the quest for 
a new role of the prosperous state and the affirmation of the role of science, technology, an 
information and communication infrastructure, and services. The goals of this transformation 
are presented in the Lisbon Strategy, especially in the part which states that states should 
allocate 3% of GDP to research and development. Based on the funds spent on research 
and development, the north of Europe and Great Britain have until now proven to be more 
successful in transformation than other countries. In the following seven years, Croatia will 
determine its place in this process.

For that reason, openness represents a general framework for this strategy. Croatia is a small 
economy. It may not have a great effect on global market changes, but it can position itself in such 
a way that it uses these developments to its own advantage. Openness is not a threat, it is an 
opportunity. This opportunity manifests itself in the sense that in the next seven years Croatia 
can position itself as a regional centre in the production of services, especially in the segment 
of travel and tourism, transport, construction, and financial services. This is an opportunity to 
further revive industrial production, but not mass production, as no one can compete with the 
East in mass production, but production as part of the networks of multinational corporations, 
based on superior technological processes, as well as the production of distinctive Croatian 
“brands”. The role of direct foreign investment is essential in this process.

In addition, exports become a necessity within the framework of openness. Within this 
framework, attracting foreign investment into Croatia is of equal importance to positioning 
Croatian companies and individuals as the leading investors in Southeast Europe. In the 
globalised EU environment, states compete to offer the most productive business 
environment and an efficient business infrastructure. In order to encourage exports 
and to create a business environment attractive for investments, it is necessary to 
achieve synergy between economic policy and efficient institutions.
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Empiric economic analyses 
of economic growth tend to 
provoke many conflicts among 
experts. However, the variable 
confirmed in all studies as 
an important determinant of 
growth is human capital, that 
is, education. Education has a 
strong, positive and universal 
influence on economic growth.

12

Introduction

Development and prosperity 
are participative processes.

In such an environment, openness towards the world may be seen in the same terms as the 
world’s openness to us. Importing advanced technologies and knowledge more efficiently 
produced by others is as important as exporting them. To recognise the excellence of others, 
and to learn and build our own competences, means making the most of the opportunities 
that openness offers. This is exactly what becoming competitive means. 

In this new, open world, the state and governance change their nature. They become 
instruments of “social mediation” rather than instruments of “social intervention”. Social 
mediation means the involvement of the government in the pursuit of common elements 
that motivate citizens and key social actors. Development and prosperity are not the result 
of social engineering or of the actions of an enlightened elite. Development and prosperity 
are participative processes. This means that we are changing our beliefs and our view of the 
state as a creator, leader and executor of change, and have begun to understand that the state 
must in the first place change itself. It must be involved in searching for better developmental 
solutions together with the private sector on a partnership basis. More efficiency and better 
service in the interest of citizens and entrepreneurs lead to greater competitiveness and 
economic prosperity. This is the new role of the state. 

Different emotions, from hope to fear, that arise as a result of the current stage of development 
fairly accurately reflect the range of threats and opportunities that are opening before Croatia. It 
is possible that our Eastern neighbours will catch up with us in 15-20 years, but it is also possible 
that Croatia will become one of the 10 richest countries in Europe during the same time span. 
Such a range of possibilities might seem improbable to some. However, we should not forget 
that fifteen years ago Croatia was fighting for international recognition, a war was raging, and 
the tragic destinies of our neighbours, cousins and friends made our determination and faith in 
victory even stronger. Today, fifteen years later, Croatia is on the doorstep of the European Union 
and has recorded continuous economic growth in the last decade. Therefore, we do not have 
the right to underestimate our own potential for progress and change. The Strategic Development 
Framework for 2006 - 2013 is based on confidence in the possibility of major positive changes. 

A small step today – a great stride tomorrow 

The reward for accepting the ambitious view that anything can be changed in the long run 
may be surprisingly copious. Such an approach indicates that we should act in the areas that 
today seem difficult to change. A small step from today to tomorrow may lead to a great stride 
from tomorrow to the day after. The main source and driver of this change are people – people 
prepared to learn and accept the challenges. 

Education is mentioned from the start because it is incorporated in the very foundation of 
prosperity. People with good-quality education know how to use their creativity in the right 
manner. Highly-educated and ambitious people who change jobs not because they have to, 
but because they want to and because they seek new opportunities and challenges, may, 
irrespective of their frequent job changes and despite the transformations in the working 
environment, help achieve social inclusion and stability. Highly-educated people can apply 
modern technologies that stimulate productivity, competitiveness and an improved standard 
of life – they can create the knowledge-based society mentioned in the Lisbon Declaration of 
the European Union, and enjoy the advantages it offers.  

In addition to education 

Nevertheless, 7 years from now not everyone will be highly educated. Not everyone will 
apply new technologies, because science and technological development are not exclusive answers 
to the challenges of the modern world. The challenges are numerous and may take different 



Preconditions for the 
affirmation of enterprise as 
the basic factor of prosperity 
and social cohesion.
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forms, from a concentration of knowledge and power only in the most advanced countries, to 
competitive products based on cheap labour from the East. Not all social groups may respond 
to the challenge through higher education and high technology. Most people must search for 
answers through the recognition of individual, regional and national advantages and through 
the creation of simpler working processes, products and services in order to differentiate 
themselves from the competition. In the modern open and global world, excellence is 
indubitably one of the ways to ensure differentiation. Excellence in working processes, product 
quality, organisation and services may become part of a recognisable Croatian “brand”. In 
order to create such a recognisable “brand” of excellence, we must be aware of our identity, 
cultural legacy and heritage. 

In search of basic values: reconciling
the individual and the traditional 

Entrepreneurial, economic, and social success requires resolute persistence, the wish to 
excel and succeed, and the determination to take responsibility for both success and failure. 
This determination bears a winner’s mentality and a positive evaluation of one’s own and 
other people’s success. And these are precisely the values that have long been neglected, 
and that need to be rekindled. 

Although the effects of egalitarianism that was promoted for decades and the expectations 
that the state will take care of the individual still exist, such beliefs are slowly disappearing. 
New generations are maturing and realising that their greatest support in life comes from 
themselves, and not from that provided by the government or the state which spends 
too much and has too large a deficit. In this way, the preconditions for the affirmation of 
enterprise as the main factor of prosperity and cohesion are slowly being created. 

The Homeland War has shown that together we can overcome a bigger and stronger foe 
thanks to personal initiative and readiness to take responsibility. Since the war, we have often 
witnessed our value in sports, arts and other forms of creative activities. We have sensed 
our strength when the winners’ mentality enveloped us, but we have so far unfortunately 
not managed to systematically transfer those occasional, mostly individual flashes into 
the economy. 

The values of the people and the country constitute all the elements necessary for Croatia’s 
success, but that potential has still not been structured in the best possible manner. It may 
lead to the greatest achievements, and it may also turn against us. The framework to identify 
and describe that potential is outlined below, and represents a means to transform that 
potential into a driver of permanent prosperity. 

Circle of prosperity

Growth, development, employment, social inclusion and justice are the elements 
of prosperity that require simultaneous and harmonised action in a series of strategic 
areas. These areas are illustrated by the circle of prosperity. The circle is used here to 
emphasise the need to have simultaneous activity in each of the mentioned fields. Still, 
the fields differ in terms of the time necessary to initiate speedier development. The 
driving forces behind the developmental momentum whose entire or partial absence 
are presently directly preventing faster development are the following: the lack of an 
entrepreneurial climate, incomplete privatisation and restructuring processes, and 
incomplete transformation of the state into a service for its citizens and entrepreneurs. 
Furthermore, the synergy of prosperity requires more permanent cohesive elements: 
macroeconomic stability, openness, an efficient financial market and the permanent 
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All the elements are equally 
important. Thus, only 
coordinated and simultaneous 
action in all the sectors can 
put into motion the circle of 
prosperity. Still, the biggest 
development potential in 
the short run lies in the 
new role of the state, the 
completion of privatisation 
and restructuring, as well 
as the promotion of an 
investment climate. In the 
long run, education should 
be the greatest catalyst for 
development. 
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sustainability of development. Finally, the foundation stones of development which need 
to be persistently and consistently shaped and strengthened are people and infrastructure: 
knowledge and education, innovations and flexibility, connectedness in terms of infrastructure 
and information, as well as social cohesion.

Privatisation and 
restructuring

New role of the state

Social cohesion 
and justice

Education and 
efficent labor 
market

Science, technology 
and ICT

Infrastructure: 
transport and energy

Sustainable development:
space, nature and regions

Efficent and integrated 
financial services

Macroeconomic
stability and openess

Entrepreneurial climate

Competitive market 
economy in a 

European welfare 
state adjusted to
the 21st century

Burning developmental issues 

The problems that are most evident at this moment because they directly obstruct 
development are the following:

 1.  Unfinished transformation of the state into one that acts in the service
      of its citizens and entrepreneurs (the incomplete new role of the state)
 2.  Lack of an investment climate
 3.  Unfinished privatisation and restructuring processes 

This group of problems may be collectively called unfinished transition. These problems 
at the same time present strategic priorities because their resolution is a precondition for 
the efficient and complete use of development potentials. Unfinished transition means that 
Croatia has a financial and developmental “reserve” which is now spent on unproductive 
subsidies to individual companies and on inefficient administrative processes. 

It is hard to estimate how much money was lost due to the slow investment process 
or because of abandoned investments (domestic and foreign) as the result of a poor 
investment climate and the constant postponing of the last stage of the privatisation and 
restructuring processes. Focus on these problems and the political will to solve them as 
matters of urgency may increase prosperity in Croatia within a short period of time. 

Problems related to the developmental infrastructure

The real question is why we are still struggling to complete transition. In addition to the 
political difficulties faced during the initiation or implementation of reforms, reasons 
should also be sought among the insufficiently strong foundations for development. 



Introduction

15

Information and 
communication technologies 
are the most important 
infrastructure of the 21st 
century. In combination with 
education, they will become 
the most important factor of 
prosperity. 

These include: 

 1.  An insufficient level of education with inadequate use of innovations and 
      scientific results in the development of the economy 
 2.  An insufficiently flexible labour market 
 3.  Misunderstandings concerning social cohesion 
 4.  An unevenly developed and insufficiently used economic infrastructure,
      in particular information and communication technologies as the 
      infrastructures of the 21st century 

Various analyses of economic development show that education is a key factor. With its share 
of highly educated people (having gained an undergraduate or postgraduate degree) in the 
workforce standing at under 12%, Croatia seriously lags behind more developed countries. 
An increase in the share of highly educated people, together with the modernisation and 
improvement of the educational system, should create fertile ground for development on 
the basis of increased use of the results of scientific research for prompting development 
and innovations in companies. At the same time, a change in the educational structure of 
the population is likely to create more flexibility in an otherwise very rigid labour market. 
Increased spatial and vertical social mobility will occur as a result of investment into 
education, its modernisation, and above all thanks to its increased quality. 

A more flexible labour market and its focus on the individual and on his or her success 
should not be achieved at the expense of social cohesion. Croatia should search for its own 
solution on how to reconcile individualism and social cohesion. Social cohesion does not 
imply a paternalistic state and reliance on the state in all events. It is a process in which all 
social actors have the obligation to consult and agree with social partners when making key 
decisions. In other words, social cohesion involves the constant work of social partners who, 
with mutual consideration and persistence, search for just solutions. All social actors must 
invest additional efforts to move closer towards this modern idea of social cohesion. Paying 
attention to social cohesion does not mean belief in some ideal world without conflict. It 
simply means that open and potential conflicts are accepted and resolved in a swift and 
efficient manner according to familiar and socially accepted rules. 

The unevenly developed economic infrastructure restricts the ability to grow. In the last 
decade, Croatia has invested a great deal in roads, thus creating, apart from indisputably 
positive effects, especially in tourism, a developmental disparity between individual segments 
of the economic and social infrastructure. The coming period will require – perhaps with 
fewer resources than those invested into roads – the balancing of the developmental 
potentials of individual segments of the transport infrastructure and the harmonisation of the 
energy policy. The policy for the development and use of the information and communication 
(ICT) infrastructure will have to be harmonised with other strategic goals such as enhancing 
education and introducing the new role of the state. The information and communication 
infrastructure is here used synonymously with information and communication technology 
because we are convinced that it has high importance as a 21st century infrastructure. We 
are convinced that the dissemination of information and knowledge by means of information 
and communication infrastructure/technology will mean for economic development in the 
21st century what the economic infrastructure (transport and energy) meant for growth and 
development in the 20th century by drastically facilitating the mobility of people and goods.

Developmental links

In addition to completing the transition and resolving infrastructural developmental 
problems, the synergy of prosperity may be initiated only if the priorities marked as 
developmental links are realised: 
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In addition to achieved 
macroeconomic and financial 
stability, the capital market 
needs to be better developed. 
In particular, those segments 
that ensure capital for growing, 
innovative companies. 
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 1.  Macroeconomic environment and liberalisation of capital flows 
 2.  Functional and integrated financial services.
 3.  Sustainable development (care for space, the natural environment and 
      regional development) 

This decade, Croatia has achieved an enviable level of macroeconomic stability in the form of low 
inflation, a relatively stable domestic currency exchange rate and the lack of major oscillations 
in GDP growth. However, challenges in the fiscal policy still remain because it has to become 
more flexible and more open to the occasional changes needed to adjust the fiscal deficit to the 
business cycle, and in the field of relations with foreign countries where the growth of external 
debt must be kept within sustainable limits. Preparations for the introduction of the Euro include, 
but are not limited to, the transition of all macroeconomic policy instruments to fiscal policy. We 
expect Croatia to start implementing this project immediately after accession to the EU and 
following the complete liberalisation of capital flows, employing a fast-track model similar to 
that used by Estonia, Lithuania and Slovenia. It is important to preserve all the positive effects of 
macroeconomic stability that we now have, and avoid all negative factors, such as the excessive 
growth of external debt and an inflexible fiscal policy. 

Such conditions will favour maintaining the existing pace of financial growth and faster 
diversification of the financial system. The financial system has, due to its stability and large inflow 
of capital through the bank system, contributed significantly to the existing developmental cycle 
in Croatia. However, searching for new base capital for the growth of companies requires new 
forms of finance that the financial system must offer in the years ahead. A capital market needs to 
be developed, particularly segments that ensure capital for expanding, innovative companies. 

Finally, space, nature and cultural heritage are part of the most important national resources. 
We dare say that space and nature are values that, in addition to economic values, have 
important social and psychological functions – we have witnessed how much collective 
frustration and social conflict have arisen from inappropriate spatial and architectural solutions 
in the building of apartments on the coast and in covering it with concrete. Reconstruction of 
historical buildings and the wise management of space and nature – for example, clean water, 
which might turn out to be the key resource of the current century – become an essential part 
of the story of Croatian prosperity in the years ahead. 

Acquire education, invest carefully, and excel

We wish for a prosperous and successful Croatia in which all of its citizens are able to feel that 
prosperity. However, prosperity and success do not equal only material wealth. A rich Croatia 
is a country where people wish to live and work, and to which people come in order to live 
and work because it has preserved what perhaps more developed nations have lost on their 
way to wealth: a good quality of life, and a fine quality of nature and space. 

Wealth will be created primarily through more education, more work, more savings and 
wiser investments. A faster path to Croatia’s development may thus be based on three 
simple principles:

 •  Acquire education, in order to put to better use the same amount of time we 
     spend working and being creative and to gain more value from it. 
 •  Let us excel, in order for others to recognise and appreciate our individuality. 
 •  Invest carefully, intelligently and without taking too many risks. A small country 
         cannot afford to make big mistakes, and that is why it is better to grow 
     constantly at a rate of four or five percent per year than to grow by seven 
     percent per year for two years and then to stagnate. 

Economic growth may be 
regarded as development and 
prosperity only if nature and 
space, as well as quality of 
life and cultural heritage, are 
preserved. 



Source: Eurostat; includes the assessment of the grey economy in all countries
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In the upcoming period, we wish to create a competitive market economy within the 
framework of a welfare state adjusted to 21st century conditions. The achievement of 
this goal will be measured in a traditional manner – by the growth of gross domestic product 
(GDP). If our aim is the EU, that value will primarily be shown as a percentage of GDP per 
inhabitant in relation to the EU average. That value directly measures our rapprochement to 
the Union, and the realisation of Croatia’s goal of becoming a developed European country. 

Is Croatia able to achieve two 
thirds of the developmental 
level of the EU-25 by 2013?Figure II: GDP per capita on the basis of purchasing power parity 2003, EU 25 =100.

Source:  Calculations of the author

Figure III: GDP per capita according to PPP: Croatia in comparison to the EU-25=100,
projections in accordance with this document

80 %

70 %

60 %

50 %

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013



18

Introduction

Figure II1 shows that Croatia stands today at 54% of the EU average. Provided that the goals 
and activities from this document are realised successfully during the following seven years, 
Croatia might be able to attain an average growth rate of 6% in the period between 2006 and 
2013. With such a growth rate, Croatia may at the end of that period achieve three quarters 
(75%) of the average EU-25 income per capita, provided that the EU continues to grow at 
an average rate of 2% per annum. These figures should not be regarded as a forecast, but as 
something that is possible in an optimistic scenario in which the government and the private 
sector work hard to realise the goals described in this text.

To a certain extent, the text above shows why Croatia is only slightly above 50% of the 
average European income per capita. The text below will describe how Croatia could reach 
75% of the average EU development level.

1 A methodologically harmonised measurement of GDP per capita shows Croatia at 52.3% of the Euro-
pean average income per capita in 2003, that is, behind Slovenia, the Czech Republic and Hungary, and 
in front of Slovakia and Estonia. It is our estimate that in the course of 2004 and 2005 Croatia continued 
to converge towards the EU average and in 2005 achieved 54% of the EU-25 average.
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II
People and Knowledge 

Competitiveness and economic growth do not achieve their social goal if they fail to ensure 
more high-quality jobs. However, there is also a reverse relationship between these two 
elements. The characteristics of the labour market, the structure and quality of the workforce, 
and the quality of social dialogue affect the level of competitiveness and economic growth. 
Croatia must in the first place become a country of satisfied people, thus the Croatian goal is 
growth and competitiveness in an environment of social dialogue and growing employment. 

The workforce in Croatia is characterised by an ageing population, a negative natality rate, 
and significant migrations. In the past, Croatia was a country of emigration, and is now faced 
by an entirely new challenge: in the last few years, Croatia has been slowly recording a 
positive migration balance. Despite high unemployment, some industries have already felt a 
lack of labour force and are trying to make up for this by importing workers from abroad, 
thus showing that Croatia must in the short run take into consideration the possibility that it 
might face the difficulties of an insufficient labour force. Moreover, demographic data show 
that fewer young people will enter the workforce this decade than in the previous one. 
Croatia will therefore have to shape its immigration policy and develop instruments for the 
social integration of immigrants. 

At the same time, the economy of Croatia is faced with a relatively high rate of unemployment, 
in particular of the young and of women, with long-term unemployment affecting some 
categories of the workforce, with a generally low rate of employment and significant 
regional differences in unemployment rates. In 2004, the unemployment rate of persons 
under 252 amounted to 33.2%, while the European average was 18.3% for the EU-25, or 
16.7% for the EU-15. As many as 50% of unemployed persons have been unemployed for 
more than 12 months. 

Competitiveness and 
growth yes, but with more 
high-quality jobs. A more 
flexible labour market yes, 
but accompanied by social 
dialogue and control over 
the spread of inequality. 

The new reality: an 
immigration policy and a 
policy of social integration of 
immigrants. 

2 The share of the unemployed under the age of 25 in the total number of economically active population 
under 25 (employed + unemployed under 25) 
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Figure 2: Demographic pyramid, 2001

Source: CBS Source: CBS

The share of children under 14 in the total population fell from 23% in 1971 to 17% in 2001.
The share of persons over 65 in the total population increased from 10% in 1971 to 16% in 2001.

The sectoral employment structure shows that Croatia has relatively lower employment in 
services compared to the EU in spite of an economic structure that is dominated by services. 
In 2004, market services in Croatia employed 32% of the total number of the employed, while 
the EU average was 37.2%. The difference is even more marked in non-market services: 
21.5% of all employed persons in Croatia compared to the EU average of 30%. 

It is possible that these figures have been underestimated because of relatively higher 
employment in the grey economy in the services sector, but, even bearing this in mind, the 
figures show that employment in the services sector in Croatia is not particularly high. In the 
process of convergence towards the EU, the services sector will grow relatively quickly, in 
particular in some segments (tourism, transport, construction). The educational system must 
be adapted accordingly. 

The quality of the workforce in relation to education shows that Croatia has a significantly 
smaller share of a highly (university) educated workforce in the total number of the 
economically active population, and in the total number of the employed in comparison with 
the EU average. In Croatia, as well as in the EU, a higher level of education is related to a lower 
unemployment rate: more education leads to less unemployment, and, therefore, education 
must become the main instrument for the reduction of structural unemployment. 

However, this causal relationship is not that simple. One of the key features of the Croatian 
labour market is the relatively weak link between educational results and market needs, that 
is, insufficient influence of the labour-force market (needs) on the features of the educational 
system. This is especially noticeable in the differences in employment between members of 
different callings and professions at the same level of education. Although there are examples 
of excellent educational institutions, the promotion of quality and the relevance of knowledge 
and skills for the labour market and for new professions should be a continual requirement. 
The development of universal skills is of key importance (languages, computer literacy, 
communication skills, maths, etc.) which give rise to flexibility and swift transition from one 

Competitiveness through 
education, not through cheap 
work and the unrestricted 
freedom of the employer 

000 presons 000 presons



profession to another. It is precisely this kind of development that will improve the flexibility of 
the labour market, since a flexible market means much more than a legislative framework. 

A key issue for the consideration of labour-market issues is the manner in which Croatia wishes 
to compete in the global market. One possibility is to base competitiveness on low labour costs. 
Another manner is the one advocated in this document – development based on knowledge and 
investment into people in order to achieve high productivity and high standards. 

A productive and rich society that builds its competitive advantages on knowledge needs to 
have a flexible labour market, an adequate level of security and protection of workers, but also 
a system of continuous encouragement and reward for investment in knowledge. Although 
education is not the only determinant of flexibility of the labour force, the most flexible 
workers are those who have skills and knowledge demanded by the market. Investment 
in people increases their flexibility on the labour market. It is also necessary to develop an 
education system which will support flexibility through continuous employability. To respond 
to competitive challenges in the environment of inevitable openness and globalisation means 
that people have to learn and have to develop themselves throughout their working lives, and 
in so doing continuously maintain and increase their capacity for employment. The desire for 
permanent employment and permanent security in one’s job should be replaced by the desire 
for permanent employability. However, lifelong learning is precisely the area where Croatia 
is quite behind the European average. According to a survey on the workforce, 10.8% of the 
European working population have participated in some form of education and professional 
development, while in Croatia the figure stands at only about 2.3%.

The characteristics of the Croatian labour market from the point of view of flexibility of the 
legal framework do not differ significantly from the EU standard. However, the legal framework 
needs to be applied to enable all workers to exercise the right to safety and protection 
guaranteed by the law. Exploiting the grey economy in an attempt to achieve competitiveness 
is not socially or economically acceptable. The grey economy needs to be reduced – by 
measures and sanctions and through economic policy measures that remove the reasons for 
activities in the grey area (for example, by reducing the burden of contributions on labour). 
The legislative framework will have to be adjusted on the basis of consultations with social 
partners in order to strengthen the balance between employers’ competitiveness, dignified 
work for workers, and the financial possibilities of the state. The legislative framework should 
also allow for the recognition of knowledge and skills acquired by different types of learning. 

Goals:
 •  Strengthen the active role that institutions of the labour market have in the 
      process of balancing labour force supply and demand;
 •  Reduce long-term unemployment and promote lifelong learning;
 •  Modernise vocational education in line with economic demands;
 •  Extend the duration of compulsory  education;
 •  Increase the share of people with higher education in the total population;
 •  Increase total allocations to education, but also the efficiency of spending 
      available funds;
 •  Stimulate the participation of the private sector in the financing of regular 
      education and in-service training.

Instruments and actions  

To increase employment capacity and decrease unemployment require increased 
activities from the Croatian Employment Service and the intensification of measures 
of an active labour market policy. The traditional activities of the Employment Service, 
such as the provision of relevant information, professional orientation, organisation 
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of educational programmes for additional training, mediation between supply 
and demand for labour, need to focus particularly on the young and the long-term 
unemployed. All persons who have been unemployed for more than 12 months 
need to participate in educational programmes to increase their capacity to 
find employment. An opportunity for employment should be offered to all 
unemployed persons under 25 at least once in a period of six months from 
the beginning of their unemployment. 

The Croatian Employment Service in general needs to strengthen its ability to monitor 
the movements and recognise the needs of the labour market and build proactive 
communication with employers and other partner institutions such as the Agency for 
Vocational Education in order to learn about and recognise their needs. The IT system 
of the Employment Service needs to be improved in order to increase the transparency 
of employment opportunities. Only in this manner will the efficient guidance of job 
seekers and the unemployed be ensured, as will retraining and additional training.  This 
calls for the decentralisation of the Croatian Employment Service and stronger 
local partnerships to ensure higher quality responses to local problems and 
situations. Success in the performance of this task will largely depend on 
the relations between local offices of the Croatian Employment Service and 
regional developmental agencies (see Investment Climate). Private agencies 
and employment services certainly provide a positive and desirable contribution to 
greater transparency and availability of information on employment opportunities.

The synergy between the Croatian Employment Service and social welfare institutions 
needs to be strengthened in order to prevent certain categories of persons falling 
through the social welfare network into poverty. 

Special attention in creating better employability will be paid to persons who are in an 
unfavourable position on the labour market. According to the Plan of Development 
of the Educational System 2005-2010, special care will be taken to ensure equal 
opportunities in access to education in different parts of the country.

An increase in the level of total education and the strengthening of the readiness and 
ability for lifelong learning and development require the extension of the duration of 
compulsory education, that is, the introduction of compulsory secondary schooling.

In addition to preparing young generations for future challenges in the working world, 
the educational system should also improve the opportunities for adult education. 
Improving and increasing the level of education, and developing the knowledge and 
skills needed for work lead to improved security of employment, and, for those looking 
for a job, better prospects of finding employment. The availability of education to 
adults and flexibility in the forms and methods of this type of education are 
a first-class instrument to prevent social exclusion. Adult education, especially 
when it comes to the unemployed, requires the inclusion of the state through the 
strengthening of its institutional capacities for lifelong learning – such as the Agency 
for Adult Education. At the same time, in this field it is necessary for social partners, 
especially employers, to take a much more active role. Employers must define and 
prove their active role in the promotion of lifelong learning and, in general, in the 
promotion of a modern educational system through their interest associations (Croatian 
Chamber of Economy, Croatian Association of Employers, Croatian Association of 
Banks, and the like) and through bodies in which they take part (Economic and Social 
Council, National Competitiveness Council). In the development of the programme 
of lifelong learning, it is necessary to intensively use the advantages of information and 
communication technology and distance learning. 
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Transition and competitiveness not only require the adequate preparation of young 
people, but also the systematic upgrading of the knowledge of the employed, 
especially at management level. The challenge of competitiveness shows that it 
is precisely in the segment of managerial and organisational skills that there 
is a high demand, but also a significant gap between what is available and 
what is needed. As managerial skills have been confirmed as a critical resource for 
economic growth, the competent ministry will pay special attention to encouraging 
the advancement of education in the fields of organisation and management. At the 
same time, the challenges posed by modern technology require anticipating the future 
need for experts in the field of information and communication technology. 

A better flow of information from the labour market towards the educational 
system has to be ensured, as well as the opening of the educational system 
towards knowledge and skills that increase the “ability” to learn, that is, 
that “teach how to learn”. These aspects include: linguistic and communication 
skills, entrepreneurship, computer and communication literacy, understanding of 
mathematics, knowledge of foreign languages, social competencies, and similar 
skills. The practice of learning facts needs to be replaced by increasing the ability 
to understand, solve problems and to apply knowledge in practice. It is this kind of 
orientation of the educational system that will create the foundations for the better 
employability of the future labour force and for lifelong learning. The existing activities 
in the field of developing the Croatian National Educational Standard are steps in the 
right direction and should be consistently implemented and perfected. Changes in 
the education system need to be rounded off with the reform of national 
qualification frameworks.

In designing, developing and applying educational policy, it is necessary to 
involve labour market institutions, social partners, entrepreneurial associations, as well 
as development agencies, because only in this way will the educational system identify 
the need for new skills and knowledge in a sufficiently quick and efficient manner.  

The modernisation of educational contents and teaching methods needs to be 
followed by the development of a system for the evaluation of their efficiency and 
quality. The success achieved by persons who finish certain educational programmes 
in finding employment must be one of the most important criteria in the evaluation 
of the quality of an educational programme. Generally speaking, it is necessary 
to create a clear and transparent system for the evaluation of educational 
programmes at all levels, and of institutions providing those programmes 
based on the criteria of excellence and employability. It is also necessary to 
adjust state financial support according to the results of the evaluation, with 
equal possibility of access to finance for both private and public educational 
institutions. National examinations, the state matriculation examination (Matura), 
and the creation of the National Centre for External Evaluation of Education will 
introduce a system for the evaluation of the quality of education and the quality of 
primary and secondary school institutions.

The precondition for the participation of the active labour population in the information 
and knowledge society, in particular of young generations that are still in the education 
system, is the ability to use information and communication technology (ICT). 
The education system must face the challenges and meet the needs of the information 
society and use the opportunity offered by ICT in relation to access to knowledge, 
information and the possibility for lifelong learning and education. Considering the 
influence that ICT has on today’s working environment, it is clear that information and 
computer literacy are nowadays as important as general literacy. The promotion of 
computer literacy will be accompanied by online lifelong learning programmes. 
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People and Knowledge

Better harmonisation of the education system with market needs also requires the 
continuous improvement of the competencies of teaching staff. Teachers 
are a bridge for the transfer of contemporary knowledge to new generations. The 
improvement of the system of in-service training and material rewards of teachers 
needs to be an example and backbone of lifelong learning practice. 

A special challenge in education for the knowledge society is the higher education 
system, since it creates high-quality personnel for the economy and has a pivotal 
role in connecting scientific work and the economy. From the point of view of 
competitiveness, the key aspect expected from the education system is 
quality. The implementation of the Bologna process and the opening of Croatian 
higher education towards European standards, as well as the systematic measures 
intended to encourage enrolment and timely graduation from higher education 
institutions, are steps in the right direction. These processes need to be strengthened 
and accelerated. Space needs to be created for competing in quality, since competition 
leads to better results. In higher education, this implies the mobility of teachers, and 
especially of students. Allowing students to select a certain number of courses from 
outside their faculty will enable them to acquire interdisciplinary knowledge that is 
necessary to meet the challenges that the future brings.

In the process of improving the quality of higher education, it is necessary to take 
bolder steps towards open cooperation with foreign faculties and universities 
by offering courses taught by distinguished foreign experts and by modernising 
teaching methods. Information and communication technology and the possibilities 
of distance learning allow for the rapid introduction of knowledge, teaching methods 
and experience that are not, and need not be, available at a certain faculty. Openness 
and international integration need to become the main criteria for success in 
the development of Croatian universities. For that reason, institutions such as the 
Agency for Science and Higher Education should be further strengthened, and well 
as the National ENIC/NARIC3 office, and turned into centres for the promotion of 
openness of the higher education system. These institutions need to be independent 
of the higher education system, that is, from individuals employed in it, in order to 
ensure the objective evaluation of the system and the promotion of international 
integration. 

For the purpose of ensuring equal opportunities and equal availability of pre-school, 
primary and secondary education, public investment in education needs to increase, 
but at the same time spending control mechanisms need to be strengthened in order to 
improve the overall efficiency of such an investment. It is necessary to stimulate private 
initiatives in education (at the same time respecting high quality standards), as well as 
partnerships with the private sector. It is crucial to develop public private partnerships 
through the inclusion of the private sector in improving the material conditions and 
infrastructure of the educational system. At the same time, more investment into 
education means not only higher salaries for teachers but also better equipment for 
schools and faculties, better availability of modern teaching tools, computers and, in 
general, information technology. The distribution of financial resources within the 
educational system, in particular the higher education system, needs to be conducted 
on the basis of greater weight given to indicators of the objective assessment of the 
quality of education according to international standards, and indicators of market 
demand for educational services.

3
 The National ENIC/NARIC office is an information centre on academic mobility and the recognition of 

qualifications concerning higher education, a member of the European Network of Information Centres (ENIC) 
on academic mobility and recognition, and of the National Academic Recognition Information Centre (NARIC).
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III
Science, Technology and ICT

The rapid development of science and technology and the challenges of globalisation make 
the acquisition of knowledge, its productive application, and its permanent regeneration and 
growth a major challenge for competitive economies and societies. Scientific research and the 
effectiveness of transferring the results into goods, services and processes act as fundamental 
leverage in creating a competitive economy and a knowledge society. At the same time, 
information and communication technology is proving to be the fundamental infrastructure 
of a competitive knowledge society.

1. Science and Technology Science and Technology

Croatia has a nominally significant science and research potential. Per one million inhabitants, 
Croatia has 2,600 researchers, while for the EU-25 the average is about 3,600, or, in the 
new Member States of the EU-10, about 2,500 researchers per one million inhabitants. 
However, its exploitation and adjustment to the development and needs of the economy are 
regarded as relatively low. Although total investments in R&D in Croatia (1.25% of GDP in 
2004) are somewhat higher than the average of the new Member States of the EU (the EU-
10 average is 0.81% of GDP), this is below the average of developed countries (the average 
investment in the EU-15 amounts to 1.98% of GDP). However, the structure of these 
investments is unfavourable because public sector investments predominate, while R&D is 
to a large extent isolated from the private sector. More precisely, the public sector employs 
90% of all researchers, allocates almost 90% of total investments in science and research, 
whereas only 10% of the institutes’ revenues and 6% of the faculties’ revenues come from 
research done for the business sector. The research population is being rejuvenated quite 
slowly, while a relatively small number of students enrol in technical and natural-science 
universities.  

“The hen or the egg”: 
insufficient private investment 
in R&D is a consequence 
of supply not being able to 
meet demand, but also a 
consequence of the lack 
of high-quality demand for 
science and research inputs 
in production processes.
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The initial steps have been taken in creating a Croatian research area, or a coordinated 
network of scientific, R&D and academic institutions. These activities must be evaluated and 
accelerated in those areas where it is assessed that they are moving in a positive direction. 
For a more significant launch of development based on research and the use of knowledge, 
it is necessary to set up a completely new environment which will allow for, and promote, 
investments from businesses, or from capital focusing on development projects. However, 
besides a general weakness of the science and research community, it also lacks a demanding 
partner in the economy. Realistically speaking, the interest of private capital in investing in the 
development of new technologies or processes, or in the development of high technologies in 
general, is either very weak or does not exist at all.  

In order to overcome this situation, a national research area should urgently be established, 
based on excellence, openness towards international knowledge exchange, and the evaluation 
of results by following the best international practice, which includes an effective intellectual 
property protection system. Significant steps in this direction may also be made by opening up 
towards foreign capital which has already recognised Croatian scientific potential, and which 
may ensure a faster transfer of knowledge and technology. To achieve this, Croatia should 
strengthen both its material and social preconditions, in other words, create an investment-
friendly business environment (both for domestic and foreign investment). 

The very investment of foreign capital in development and applied research, the development of 
methods, technologies or new products will also create more favourable conditions for keeping 
young researchers in the country, because it will enable them to work on large projects with 
modern equipment and state-of-the-art research methods. The experiences of countries that 
have encouraged such investments in research show that the results of this work also opened up 
the doors for investments in the local economy, and that a connection was established between 
research and development. It is often the case that capital invested in research uses the results of 
the research within the country by transforming these results into export products.

Although Croatia has a long-standing tradition of internationally recognised scientific excellence, 
so far the transformation of scientific results into their commercial application and the resulting 
economic benefits have been very low. Today in Croatia, no adequate infrastructure exists 
for technology transfer. Without it, it will be impossible to achieve the desired transfer of 
knowledge from the academic sphere into the economy. The role of the state and the public 
sector in encouraging the transfer of knowledge and technology is necessary and justified, 
because innovations and the dissemination of knowledge and technologies create significant 
positive social effects. State investments are necessary in creating the conditions for research 
and higher education, because these are areas where shifts in financing may produce significant 
positive results. 

Goals:
 •  Create flexible scientific research centres with modern equipment where 
      groups of researchers can work on specific projects
 •  Raise the absorption capacity of Croatian scientific organisations with respect to 
      EU programmes in R&D, especially through establishing connections with SMEs
 •  Increase investment in science and research, create conditions for increased 
      investment by the private sector, including by attracting foreign capital
 •  Adjust the area of interest and work on research projects funded from the 
      budget with the aim of transferring knowledge as comprehensively as possible 
      into the development of the economy and society as a whole
 •  Create conditions for the reorganisation of public scientific institutes and 
      universities
 •  Provide the conditions for the transfer of knowledge and technologies in   
      business ventures in Croatia 
 •  Ensure polycentric development of scientific and research activities in Croatia

Education Sector 
Development Plan
2005-2010, 
Declaration on Knowledge. 
Croatian Society Based 
on Knowledge and the 
Application of Knowledge 
-  Croatian Academy of 
Sciences and Arts



Science, Technology and ICT

27

Instruments and actions

Consolidate existing research into integrated scientific programmes in order to 
facilitate mobility, interdisciplinary and cross institutional cooperation, and the 
development of a more flexible research and educational system. Accordingly, to 
reform doctoral studies into efficient third-cycle research studies. It will be easier for 
groups of scientists working in a single network to blend into the EU scientific and 
research framework.

Scientifically profile and encourage cooperation between universities, especially 
universities outside Zagreb, in line with the needs of Croatia’s balanced regional 
development. For the purpose of obtaining equal access to education, encourage the 
opening of institutions of higher education throughout the Republic of Croatia.

Strengthen the National Foundation for Higher Education and Technological 
Development and the Croatian Institute of Technology (CIT) as promoters of 
excellence in Croatian research space.

Establish a system for promoting and supporting the inclusion of Croatian scientists 
and institutions in EU programmes, such as the Seventh Framework Programme. 
This includes the development of a national action plan for increasing investment in 
R&D in accordance with the Lisbon Strategy (Action Plan 3 Percent).

Encourage research partnerships and to strengthen the system of support 
to promising young researchers – with the purpose of facilitating mobility, 
interdisciplinary and cross institutional cooperation and the development of a more 
flexible research and educational system.

Invest in the scientific infrastructure and institutions for knowledge transfer 
– with the purpose of developing research capacities and enabling access to business 
solutions.

Ensure adequate budgetary funds for the establishment of the infrastructure 
needed for technology transfer and for the start-up and incubation of spin-
off enterprises from university and research institutions. This will contribute 
to the gradual closing of the gap which exists between excellent scientific results and 
their transformation into new products and services on the market, as well as to the 
economic exploitation of high-quality innovations emerging as the result of research 
work in universities and other public and private scientific organisations.

Encourage the creation of alternative sources of financing for innovative 
technological projects. Strongly support the establishment of risk capital funds (for 
example, within the framework of Business Innovation Centres of Croatia (BICRO), 
which will ensure an additional instrument for the funding of the practical application 
of research results by combining public and private funds and private managerial 
expertise (see Finance and Capital).

Create a system of evaluation and rewards connected with scientific results, 
focused on stimulating the personal responsibility of scientists. Such a system will be 
encouraging for the regeneration of the scientific population

Achieve optimum usage of research equipment and infrastructure. Create 
partnerships of science and research institutions and the private sector in modernising 
the research infrastructure. 
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Create legal and other preconditions for the work of foreign scientists in 
Croatia, as well as conditions for the participation of Croatian scientists 
abroad as part of the projects of home-based science and research institutions. 
Numerous Croatian experts and scientists have left the country for better and 
higher quality working conditions abroad. This must be reversed for the benefit of 
Croatian science and the economy, since these scientists have acquired knowledge 
and experience from countries which are scientifically and technologically more 
advanced than we are. Generally speaking, it is necessary to boost the participation 
of the Croatian scientific and research community in the international exchange of 
knowledge.

2. Information and communication technology
and the knowledge society

ICT is the basic infrastructure of the knowledge society. What the development of transport 
and energy infrastructure meant for economic growth in the 20th century, ICT will mean 
for competitiveness and economic success in the 21st century. ICT is the basis of the 
knowledge society, but a network of technology and communications in itself is not enough. 
Its development and application require new working methods, as well as an innovative and 
productive application of knowledge. The application and use of ICT are the starting points 
for the successful operation of science and entrepreneurship. Therefore, conditions should 
continuously be created for the free dissemination and application of this technology, and for 
its research and development, together with the products and services that are based on it.

ICT is an essential part of the tools for all the strategic areas outlined in this document. 
Therefore, the following goals, instruments and actions should be interpreted as significant 
elements of all the other actions described in this document.

Goals:

 •  Maintain the accessibility, quality, safety and price of the ICT infrastructure at 
     the level of the highest European standards 
 •  Introduce ICT technology as the basic method of operation of state institutions
 •  Modernise the education system and the system of higher education by way of 
     applying ICT, with a focus on teaching contents that provide the knowledge and 
     skills necessary for its use
 •  Increase the number of students studying for ICT-related professions
 •  Create quick and flexible network communication between public institutions 
     that exchange information in order to achieve the timely fulfilment of  
     administrative needs 

Instruments and actions

Croatia has liberalised its telecommunications market and, in conformity with this, it 
is enjoying the benefits of the continuous increase of the ICT infrastructure, including 
broadband access. Therefore, it is necessary to continue to improve the achieved 
market standards and, in line with this, further enhance the role of the 
Telecommunications Council.  

Access to ICT infrastructure must be further enhanced, as should its availability and 
security standards. It is necessary to consider mechanisms to increase access to, 
and the practical use of, the ICT infrastructure belonging to state-owned 
companies. Pursuant to the principle that the organisational borders of public 
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administration must not be visible to citizens and entrepreneurs, legal, personnel 
and organisational conditions must be created for the effective functioning 
of an e-public administration,  while citizens and entrepreneurs should be allowed 
easier access to public services and information (see New Role of the State). It is 
necessary to provide connections in public information systems and databases and 
define standards for ensuring a uniform quality of data. Public administration should set 
an example and encourage the private sector to use electronic means of conducting 
business.

For the sections of public administration that offer services to citizens and other legal 
persons, it is important to develop web services available on request and subject to 
authorisation. With the establishment of this system, the administrative obligations of 
citizens are transferred to a system of web services. In this way, the time needed to 
carry out administrative obligations is significantly reduced, and the information would 
be accurate and valid. In view of the enormous savings on the part of users, a small fee 
for this service could also be imposed.

Distance work must be promoted as an equally valid way of participating in the 
world of work.

Teaching methods must be modernised to increase the use of ICT in the process 
of education and to encourage students to use the Internet in individual study. Current 
programmes should be intensified to enable early access to the Internet and to e-
communication for children (see People and Knowledge). This will encourage the 
forming of citizens who belong to a knowledge-based society from an early age, while 
at the same time respect will be given to the traditional values of society.   

Distance learning should be promoted, along with the use of ICT in knowledge 
exchange, in acquiring interdisciplinary knowledge and in providing access to high-
quality teaching content without the need to study at foreign universities (see People 
and Knowledge).  

The scientific capacities involved in the research and development of ICT and 
its application should be boosted, particularly programmes focused on promoting the 
development of knowledge-based companies (see Science and Research) 

Promote programmes and projects which give ICT the function of preserving 
the national heritage and language.  
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The key element of social cohesion is openness towards cooperation and a readiness and 
capacity to solve inevitable social conflicts in a just and efficient manner. Culture is the basis 
of the cohesive factors of a society – the so-called social capital, the norms of behaviour that 
govern relations between people. 

Societies where tolerance has priority over self-promotion at any cost and over the need to 
dominate achieve a higher degree of social cohesion and social efficiency. In such societies, 
the degree of agreement on basic values and directions is higher; for this reason, it is possible 
nowadays to talk about a society based on trust as a key determinant of a society based on 
knowledge.  

In this sense, Croatia does not have a clearly defined position. On one hand, common values 
and a sense of social sensitivity and solidarity do exist. The sense of social justice is thus reflected 
in relatively high allocations from the state budget to protected groups. Such a situation needs 
to be understood as given, and ways to increase the efficiency of the transfer system have to 
be found in order for the money to reach those who really need it the most, and in order to 
prevent abuse and to reduce the risk of poverty.  

On the other hand, it is precisely the risk of poverty and the absence of a “chance for a 
change in life” that are barriers to social inclusion and participation in society. The poverty risk 
rate in Croatia was 18% in 2003, while the EU average was 15%. The poverty risk rate of 
18% means that about 18% of the population live in households with an income lower than 
60% of the median income4. The combat against poverty, in particular against the poverty of 
vulnerable groups (older persons, the unemployed, households of single persons belonging to 
ethnic minorities) requires constant attention from all parts of society. 

IV

Social cohesion = social 
sensitivity + justice

A high-quality and efficient 
justice system is important not 
only because it is required by 
entrepreneurs, but primarily 
because it creates the  feeling 
of living in a just society. This 
awareness  is a constituent 
part of social cohesion.

Social Cohesion and
Social Justice 

4
 Median income means income where the total distribution of income in a country is divided in half, so that 

50 percent of the population has income lower than the median income, and 50 percent of the population 
has income higher than the median income.



There is also a connection between an efficient justice system on one hand, and social 
cohesion and justice on the other. Although much more than an efficient justice system is 
necessary to attain a sense of cohesion, a well-functioning justice system bolsters the sense 
of cohesion and justice.

Generally speaking, all social actors need to work on creating a sense of social justice and on 
the development of mechanisms to achieve it. Through quality cooperation within the National 
Economic and Social Council, it is possible to lay the path to a society of low social conflict, social 
peace and fairness, thus strengthening the foundations of the overall developmental economic 
and social policy. The private sector is not, and may not be, fully freed of responsibility in this 
area. The fact that social policy allegedly belongs to the domain of government activity does 
not excuse the private sector from everyday ethic responsibility. Social policy is placed into a 
wider framework of social cohesion, and what is important in that framework is the type of 
policy of social responsibility shown by companies, the manner in which they solve disputes 
(not only industrial ones), and the manner in which they treat their employees and business 
partners. The private sector needs to take into account that any type of success – business, 
family, sporting – is the result of the efforts of individuals, but it is also rooted into the social 
environment in which it occurs. 

In concrete terms, the profitability of economic activities is not only economically vital, but it 
is also socially useful, because in such production new jobs are provided and a highly qualified 
workforce is employed. However, a successful company owes to society something more 
than the taxes it pays, because taxes are paid by everyone. Its obligation is to be socially 
responsible when doing business and to invest into society on the basis of a programme of 
social responsibility, since the market and the consumer whose preferences ensure high and 
stable demand and profit arise from that very society. 

Goals:

 •  Increase the share of the poorest 10% of the population in the total division of 
      income and reduce the percentage of the population at risk of poverty 
 •  Increase the efficiency of the system of social transfers 
 •  Promote social dialogue, alternative dispute resolution, equality before the law, 
      justice, and protect the principle of innocence until proven otherwise 
 •  Devote special attention to the protection of childhood and development of 
      children 
 •  Develop a housing standard
 •  Promote corporate social responsibility 

Instruments and actions

A statistical and analytical system needs to be established to accurately measure 
inequality in income distribution at least once a year. At the same time, consensus 
needs to be achieved on the definition of poverty. This needs to be followed 
by a precise definition and implementation of policies aimed at the reduction 
of poverty and a gradual increase in the share of the poorest 10% of the 
population (relative poverty) in the total division of income. 

Social justice and inclusion require assistance and support for those who are unable 
to take care of themselves for objective reasons, but exclude abuse and “rentier” 
behaviour. Social policy, in the part in which it relies on the instrument of social 
transfers, needs to be founded on an objective and statistical system that covers 
the income and property of potential beneficiaries of transfers in order to 
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increase the efficiency of such transfers (transfers need to come into the right 
hands – even the smallest mistake reduces the credibility and significance of the overall 
policy of social transfers). It is necessary to establish transparent criteria and eliminate 
the overlap of criteria for obtaining the right to social allowances, and multiple bases 
for the realisation of the right to social allowances. The first step in this process is to 
prepare a comprehensive inventory of existing rights. 

An active labour market policy needs to be directed towards long-term unemployed 
persons and towards particularly vulnerable groups, and special attention needs to be 
paid to measures for the promotion of entrepreneurship and self-employment. 
The goal of active measures should be to increase capacity for employment, which in the 
first place requires the precise understanding of the causes of long-term unemployment. 
Together with awareness of the needs of employers, this will allow for an efficient 
preparation of the programmes of additional training and retraining that need to be 
available to all unemployed persons. The results of the measures of an active policy need 
to be systematically pursued (see People and Knowledge).

Allocations need to be increased for the promotion and support of amicable dispute 
resolution, especially with respect to labour disputes (see The New Role of the 
State). It is necessary to organise an internet service for the promotion of conciliation, 
where citizens and entrepreneurs can learn about conciliation and have access to the 
information necessary for an efficient conciliation process: the opportunity to search 
through the database of court decisions, and to access the most important foreign 
cases, the most important arbitration awards and conciliation procedures in Croatia, 
and the lists of mediators, advisers and court experts who may provide assistance in 
the conciliation process. It is necessary to inform participants in social dialogue about 
conciliation techniques and the experiences of states that are known for their success 
in holding social dialogue. Communication programmes should be used to raise public 
awareness of the advantages of other forms of dispute resolution, so that the court 
becomes the last resort, and not the first stop in the process of resolving disputes.

The organisation and development of alternative forms of dispute resolution are the 
right and obligation of not only state authorities, but also of professional associations 
whose members find themselves in interest disputes and legal disputes.

Collective negotiations, the quality of the negotiating process and mutual responsibility 
for what has been agreed are essential elements of the regulation of relations on the 
labour market, the elimination of the grey economy, and fair competition. At the same 
time, high-quality collective agreements will contribute to a reduced number of labour 
disputes, but will also advance opportunities for the amicable resolution of disputes.

The principle of innocence until proven otherwise needs to be confirmed and 
protected. Education on the basic principles of justice and ethics in primary and 
secondary education requires improvement. It is necessary to promote both 
responsibility for the publicly spoken word and the responsibility of the 
media. 

The focus of the health system reform should be to improve the efficiency of primary 
health care as well as the hospital system, and to reduce unnecessary costs, taking 
into account the preservation of the social aspect of the health care system 
in accordance with the Strategy of Health Care Development. The system of 
preventive health protection needs to be strengthened, as do the standards for the 
control of food and foodstuff quality in order to reduce the threat of transmission of 
new diseases to people.  
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Social Cohesion and Social Justice

The relationship of society towards children is the image of society itself. The 
role of the Ombudsman for Children needs to be strengthened, and investments 
in and allocations to the part of the social system dealing with children and families 
need to be increased. It is especially important to increase investments in 
programmes to prevent socially unacceptable behaviour by children. Such 
programmes might be in the field of sports, arts, technical skills and other 
creative activities that develop the human potential, paying attention to the 
need for united international action in this field. There are many associations 
in Croatia that are successful in this area, but they are faced with a lack of funds and 
difficulties related to access to public and private sources of finance. The criteria and 
sources of finance for such programmes have to be made transparent by establishing a 
centralised web service for associations dealing with creativity and child development. 
A register of experts in this field needs to be established (sports coaches, animators, 
etc.), as well as a reward system by which persons would be evaluated on the basis of 
results. Taxpayers’ money has to be allocated to associations on the basis of objective 
and public standards of commercial success.

Society needs to develop the ability to recognise and use key factors of social 
cohesion. It is indisputable that sports today are an extremely important factor of 
social cohesion in Croatia. Children and adults identify themselves with those who are 
successful in sports, they do sports because of them, and these champions constitute 
an inspiration for new heroes. Croatia has a long tradition and excellent globally 
recognised results in many sports, which is not simply the result of the activities of 
exceptional individuals outside the system. Furthermore, sporting activity is logically 
integrated with other activities and resources in which we have a competitive 
advantage (natural beauty, ecological diversity and bio-diversity, a clean environment, 
tourism). Consequently, sport should be attributed with the social and economic 
importance it deserves. Leaving aside professional sport that will be organised on 
the basis of classical corporative principles, allocations to amateur sport need to be 
increased because of the higher number of citizens involved. The capacities of sports 
facilities in larger towns and cities need to be increased and investments should be 
made into sports camps and facilities in places with tourism potential. The criteria for 
the allocation of public funds to sports associations need to become more transparent 
and dependent on previous results and the number of people involved. 

State subsidised housing programmes have to be promoted for socially vulnerable 
groups of the population, families with a large number of children and persons with 
special needs. Rented housing should be improved as a transparent and regulated 
system of housing which provides adequate protection and security to citizens who 
are beneficiaries of this form of housing.

The social responsibility of private companies needs to be promoted as well. 
The state can define guidelines for disbursements from the budgets of private 
corporations for the purpose of fulfilling social responsibility, and can recommend that 
private corporations build these into their programmes. Recommendations should 
be made to private corporations to carry out allocations from their budget for social 
responsibility (donation programmes) on the basis of public tenders or by adding funds 
to those programmes that have been recommended by expert state bodies. National 
awards for corporate social responsibility should be defined and given adequate media 
and political attention. 

Croatian culture needs an elaborated management programme. Projects such as that 
of Vukovar-Vučedol-Ilok and the systematic revival of areas included in the project will 
become the driving force for the development of the entire region. Investments in 
the protection and preservation of our cultural heritage are investments in our overall 

Out of all winter and summer 
Olympic sports, Croatia – a 
country constituting  about 
0.0007% of the world 
population –  has champions 
or the best individuals in as 
many as 3 sports out of 35, 
or in 9% of the total number 
of Olympic sports: tennis, 
handball, and skiing.
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social development. Programmes relating to continuing cooperation between culture 
and tourism are based on the fact that the Adriatic coast is a cultural treasure which 
needs to become a European cultural destination point. New cultural programmes 
should be based on this premise. Archaeological locations, towns and paths of culture, 
summer festivals, island-workshops – a detailed programme of the Adriatic’s growth 
into a European cultural centre transcends the borders of culture and encourages a 
general upswing in the spiritual and economic life of Croatia. In order to achieve this, 
cultural heritage also needs to become a part of development. It is therefore necessary 
to provide strong support to the activities of cultural institutions which can be credited 
for the preservation and promotion of cultural identity in Croatia and in the world, and 
to develop and encourage new cultural and artistic tendencies and directions. It is also 
of particular importance to provide support to young artists. 
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V
Transport and Energy 

The availability of infrastructure is the basic precondition for growth and employment because 
it affects the quality and diversity of business opportunities and makes a country attractive to 
business and investment. The purpose of infrastructure development must be the country’s 
sustainable and balanced development and its efficient inclusion in the EU common market. 
At the same time, the geographical shape of the Republic of Croatia represents certain 
peculiarities for the development of its transport and energy infrastructure.

An efficient and safe transport infrastructure enables productivity to rise, facilitates and 
stimulates the mobility of people and goods, and creates the preconditions for balanced 
regional development by decreasing traffic isolation. The transport infrastructure of Croatia 
comprises: 28,750 km of roads; 2,726 km of rail track; six seaports of special economic 
importance, two of which are predominantly for freight transport and three predominantly 
for passengers; seven airports and two airfields; 781.1 km of waterways with four river ports; 
and two terminals for combined transport. The territory of Croatia is intersected with two 
road corridors (Corridors X/Xa and Vb/Vc as branches of Corridor V) and one river corridor 
(Corridor VII – the Danube), which are part of the European corridor network.

Although well-laid out, the transport infrastructure is unevenly developed. The recently 
achieved high-level of development of the motorway network is not matched by state, 
county and local roads, which are of an unsatisfactory quality. The length of the network of 
motorways in kilometres per 100,000 inhabitants amounts to 23 kilometres, while the value 
of this indicator in the EU-15 is somewhere around 14 kilometres per 100,000 inhabitants. By 
investing in the construction of motorways, Croatia has reached a level of development of this 
type of transport infrastructure that, compared to the European average, is above its overall 
economic development. At the same time, only 35% of state roads have a quality of asphalt 
layer that could be termed good.



The length of railway lines in Croatia also exceeds the European average – Croatia has 62 
kilometres of rail track per 100,000 inhabitants, while the EU-25 average is 45 kilometres. 
However, only 9% are double-track lines, and 36% of lines have electricity. At the same time, 
activity in the transport sector is below the pre-war level. The number of passengers in 2004 
made up only 57% of the number of passengers transported in 1990.

Together with transport interconnectedness, the availability and adequate offer of energy are 
the basic preconditions for sustainable and continuous economic growth. In addition, lack of 
energy may create a “bottleneck” and could present an obstacle to economic growth that 
would be difficult or impossible to remove in a short time. In the period from 1999 to 2004, 
the average consumption of total energy increased by 2.2% annually, while in the same period 
the average growth of net consumption of electrical energy was 3.3%. Today, Croatia’s own 
production meets only about half of its energy requirements, where Croatia’s own supply of 
primary energy is in constant decline, and is expected to decrease further. At the same time, 
Croatia has a relatively high energy intensity5. Although in the past decade there has been a 
general trend of decrease in the production of energy necessary for the production of one 
unit of GDP, that is, an increasing trend of energy efficiency, Croatia still uses significantly more 
energy per unit of GDP than the European average. In 2003, the EU-25 spent 209 kilograms 
of oil equivalent for the production of EUR 1,000 of GDP. On the other hand, Croatia needed 
452 kilograms of oil equivalent for the production of EUR 1,000 of GDP. 

The main starting points for the further development of infrastructure must be the following: 
strengthening of market mechanisms for the development and use of infrastructure, a modern 
system of infrastructure management based on information technology, and a sustainable 
system for the financing of its construction and maintenance. 

Goals:

 •  Harmonise the degree of development, quality and security of the transport 
      infrastructure 
 •  Promote ecological sustainability in transport and energy
 •  Increase energy efficiency together with improved efficiency in the acquisition 
      and supply of energy by means of the diversification of energy sources and 
      technology 
 •  Promote the use of renewable energy sources and ecologically sustainable 
      energy sources 
 •  Develop the energy market and prepare for inclusion in the single European 
      energy market
 •  Use models for the financing of the construction of infrastructure which include 
      the private sector, that is, public private partnership.

Instruments and actions 

In the process of developing the transport infrastructure, it is necessary to insist 
on the advantages arising from the geographical position of Croatia which make 
it naturally geared to all modes of transport. The development of the transport 
infrastructure should be aimed at increasing the integration and connection of 
the entire transport system – sea transport, seaports, the railways, the road 
infrastructure, waterway transport and river ports on the mainland in order 
to achieve synergic effects on economic development and competitiveness.  
A better internal interconnectedness of the transport system will ensure better 
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 Energy intensity is an indicator of the consumption of energy necessary for the production of one unit of 

Gross Domestic Product, or alternatively one unit of Gross Added Value.
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access to European transport corridors, that is, the better integration of the Croatian 
transport network into the transport network of neighbouring countries.  

In the upcoming period, investments into the transport infrastructure need to 
be structured in a manner that will allow for a reduction in the mentioned 
imbalance both within road transport and between individual types of 
transport. Moreover, the geographical position of Croatia shows that the potential 
for synergic effects that may result from the efficient combination of road, railway and 
water transport needs to be more frequently achieved. The systems of management 
and control of traffic also need to be modernised through the use of information and 
communication technology.

A satisfactory degree of dispersion of road infrastructure, including the network of 
motorways, suggests that in the area of road infrastructure priority should be given 
to investment into maintenance, and improvement in the quality and safety 
of state, county and local roads. 

Priority in the modernisation of the railway infrastructure should be given to routes 
important for freight transport that might provide additional stimulus for 
the development of maritime traffic and maritime ports and strengthen the 
position of Croatia as a transit area towards Southeast Europe and farther 
towards the Middle East. The modernisation of the railway infrastructure needs to 
be based on complementarity with other types of transport, which requires removing 
from service those railway lines that have lost their economic importance due to 
competition with road and/or air transport. In this way, a contribution will be made to 
preparing the Croatian railways for competition in the single market that, among other 
things, implies the financial consolidation of Croatian Railways (HŽ) (see Privatisation 
and Restructuring). By means of modern technologies in transport management, 
investments in the railway infrastructure and transport should ensure safety, quality 
and reliability of this type of transport aimed at faster inclusion in the European System 
of Management of Railway Transport. 
 
Sustainable development of the transport infrastructure in the service of 
competitiveness requires that special attention be given to the problems of urban and 
suburban transport. It is necessary to develop a system of instruments and measures 
to encourage the use of public transport networks, and in the systems of suburban 
transport to strengthen the use of non-road forms of transport, especially rail transport 
in the function of regional, urban and suburban transport in larger towns. 

The efficient revival of waterways transport requires the removal of bottlenecks 
on river waterways, an increase in the interconnectedness of inland waterways, the 
development of the port infrastructure and an increase in the quality of navigation in 
accordance with international standards. 

The sustainable development of the transport infrastructure in the service of 
competitiveness requires special attention to be given to problems of urban and 
suburban traffic. It is necessary to develop a system of instruments and measures to 
stimulate use of the public transportation network, while the use of non-road 
types of transport need to be strengthened in suburban traffic systems.  

In the case of Croatia, airport capacities are an important element for the development 
of tourism. Improved passenger handling capacity and improvement in safety 
in general, as well as in the quality of the air traffic infrastructure, are necessary 
preconditions for the achievement of the full economic role of this type of transport. 

Programme for 
Construction and 
Maintenance of Public 
Roads for the Period 
2005 - 2008
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Transport and Energy 

Transport, just like the production and transformation of energy, has an important 
impact on the environment – emissions of harmful gases into the atmosphere, 
the impact on water, use of land, effects on biological diversity, noise, etc. Future 
development of both transport and the production of energy have to support 
sustainable development and, to an even greater extent, ensure compliance with the 
policies and activities pertaining to the protection of the environment and nature (see 
Nature, Space and Regional Development).

It is necessary to use legislative and other measures to encourage energy efficiency 
in all segments of energy consumption - industry, services, transport and broad 
consumption. That also includes the construction of energy-efficient buildings, heating 
and cooling facilities, and reduced losses in the transmission and production of energy. 

The expected growing needs for energy will make Croatia increasingly dependent 
on imports of energy, despite the expected investments into new sources of “pure” 
energy. Bearing in mind these trends, it is necessary to ensure increased production 
capacity in line with environmental restrictions – primarily electrical energy, the timely 
replacement of dilapidated capacities, but it is also necessary to diversify the sources 
of energy supply in order to reduce the possibility of negative shocks in the event 
of the loss of one of the sources. This in particular relates to the supply of natural 
gas which today makes up about 30% of the sources of total primary energy and 
somewhat above 10% of total energy imports. 

Ecological sustainability of production and use of energy requires emphasis to be 
placed on the exploitation of renewable energy sources and on the construction of 
new energy production plants on the basis of ecologically acceptable energy sources. 
The use of solar and wind energy is one of the ways in which growing energy 
needs may be met, in particular on the coast and on the islands. Waste management 
mechanisms need to be put into the service of energy production, in particular 
the use of biomass. 

The development of the energy market and the related system of setting energy 
prices should ensure a high-quality and reliable energy supply at low cost. The 
reform of the energy market and strengthening of market institutions, in particular 
in the area of electricity, needs to be intensified in order to ensure adjustment to the 
requirements of the common market in a satisfactory manner. The opening of the 
energy market will, alongside relevant regulations, ensure the strengthening 
of private initiatives in the energy market. It is to be expected that private capital 
will provide a special impulse to the production of energy from renewable sources. 

A balance needs to be struck between the need for investments, the need to meet other 
public priorities which are described in this document, and the existing macroeconomic 
restrictions, which make the budget and the fiscal policy the main instrument in halting 
the growth of foreign debt and, eventually, reducing it. A potential answer to these 
conflicting demands is the application of more sophisticated models of financing 
investment projects – in the first place, by including the participation of the 
private sector. Moreover, the altered economic and political position of the country 
and negotiations on EU membership have created an environment which is more 
conducive to this type of financing. About 7% of GDP is allocated for investments 
today, while the EU average is about 3% of GDP, which calls for new sources to 
be found for the financing of capital investments. The drawing up of investment 
projects therefore requires more intensive reliance on models of public private 
partnership, that is, on involving other types of private capital that are not 
based on public debt and on incurring debt. The inclusion of the private sector 
will also contribute to the greater efficiency and quality of investment projects. 
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Fig. 3: Public investments in 2004, % GDP

Source: Eurosat
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In addition to the possible inclusion of foreign capital in the financing of infrastructure 
projects in energy production, domestic development and production also need to be 
encouraged in strong partnership with foreign investors. This will serve to develop the 
transfer of technology and bolster domestic industry which will also have the opportunity 
to be jointly present in foreign markets in continued cooperation with partners.

PUBLIC PRIVATE PARTNERSHIP

Although there is no unambiguous definition, public private partnership implies cooperation 
between the public and private sectors in which the public sector buys a service from the private 
sector, where one or more elements in the realisation of the project belong to the private sector. 
PPP may, but does not have to, include private financing. The concept of PPP became very 
popular in the last decade of the 20th century, so that in 2003 the value of PPP investments 
amounted to USD 41 billion compared to 6 billion in 2000.  
The reasons for its application are budgetary limitations, requests for an improved quality of 
public-sector service on the basis of the knowledge and working methods of the private sector, 
the need to change the role of the state in the economy, and greater efficiency in the use of 
resources from structural funds. 

The most frequent sectors of application: building of infrastructure (roads, railways, airports and 
seaports), information technology, schools, the health system and hospitals, sports and tourism, 
utilities and waste management. 

The organisational forms may be the following: concession – the private sector participates in 
the financing of the building of infrastructure; privately financed investment projects – the private 
sector invests in a project, the public sector provides some of the necessary inputs (for example, 
land), pays a fee for the use of the object and after a certain period of time assumes ownership 
of the object; joint venture; franchise – the private sector provides a service and charges a fee in 
exchange for the fee paid to the state; partial privatisation.

The need for PPP projects arises if ambitious developmental plans exceed the resources of the 
public sector. For the same reason, there is the danger of the non-critical use of this concept. EU 
countries have experience in its application, but there is still uncertainty in how to adjust PPP to 
EU legislation, regulations, and statistical and accounting standards.

•
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The geographical and biological diversity of the space we live in is a treasure that belongs to 
us all, but it also imposes certain obligations. It obliges us to keep and preserve the beauty 
and quality of space – the Pannonian, mountainous and Adriatic regions – for the generations 
to come. Moreover, historical changes have resulted in architectural and cultural values and 
traits, thus creating a unique connection between the Central European and Mediterranean 
regions. Spatial planning and development and continuous care of space are a constituent part 
of the overall development strategy because the development we seek is development that 
preserves and improves the quality and values of space and the environment. Spatial planning 
therefore creates a framework in which sustainable economic development is achieved and 
constitutes a particularly important instrument for the preservation of our coast and for the 
unique tourism potential of the whole of Croatia. At the same time, a favourable network 
and distribution of towns allow for polycentric development and a more uniform spatial 
distribution of overall economic activity.   

Croatia has a relatively well-preserved environment in European terms, but the level of its 
protection is nevertheless lower in Croatia compared to the average of developed European 
countries. The preserved environment is substantially the result of less “heavy” industries in 
the overall industrial structure, but investments in environmental protection are also lower 
than in developed European countries. Responsible behaviour requires continuing care of all 
segments of the environment – the soil, the air, the waters, the sea and biological diversity.

Although Croatia generates less total and municipal waste per capita than certain European 
countries (2,840 kg of total waste per capita in Croatia compared to 4,200 kg per capita 
in Slovenia or 6,000 kg per capita in Austria), a small number of controlled landfills and a 
large number of uncontrolled dumps cause damage to the environment. Croatia is a country 
relatively rich in water. With renewable water resources of about 25,000 cubic metres per 
capita annually, Croatia is in fifth place in Europe with respect to the quantity of renewable 

VI

Croatia has a land surface 
area of about 56,500 km2 
with an additional 31,100 km2  
of coastal sea. With 1,246 
islands, small islands and reefs, 
Croatia has one of the most 
indented coasts in Europe, with 
a total length of 4,252 km if 
the islands are included, while 
the length of the mainland 
coast is 1,777 km. 

Croatia has eight national 
parks and 10 nature parks that 
cover 9% of its territory.   
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water resources – immediately after Iceland, the Netherlands, Norway and Russia, but before 
Finland and Sweden. However, the share of the population which receives water from public 
water systems is about 75% (the EU average is 90%), while only 40% of the population is 
connected to the public sewage system. The level of harmful gas emissions into the air in 
2004 was at 95% of the level recorded in 1990. The main factors which cause pollutant air 
emissions are industry, energy, heating, and transport. Accession to the EU and approximation 
to European standards of environmental protection will have a beneficial impact on the quality 
of the environment, but will also require substantial investments in environmental protection 
over the next two decades.

A high level of nature preservation, the diversity of spatial conditions and respect for ecological 
standards are the preconditions for the long-term development of tourism. At the same time, 
the diversity of spatial and climatic conditions allows for the development of agricultural 
production and for the meeting of the overall needs for agricultural products. The preservation 
and promotion of identity also requires more self-sufficiency in the production of high-quality 
food over and above what exists at the moment. 

Sustainable and competitive development cannot be achieved exclusively through policies and 
programmes formulated at the central state level, i.e. with a top-down approach. Significant 
differences in regional development (at the county level), different degrees of economic 
development, and the specificity of the problems faced by individual counties require 
pertinent solutions and the strengthening of a bottom-up approach. Existing developmental 
interventions in areas with development problems have not entirely satisfied the demands 
of such areas. Scarce financial resources, insufficient coordination capacity and insufficiently 
efficient tracking mechanisms decrease the efficiency of measures for regional development 
and make the formulation of overall regional development policy more difficult. 

Regional development not only implies investment into infrastructure, but also demands 
activities geared to improving the investment climate, the development of entrepreneurship (see 
Investment Climate), education, and the labour market (see People and Knowledge). Moreover, 
the optimal use of the developmental advantages of the regions needs to be based on the 
preservation of space, and especially the coast. There is therefore an evident need for an integral 
regional policy based on partnership and consultative relations between central and local levels 
regarding the resolution of key issues, the problems of social and economic cohesion, and the 
competitiveness of Croatian regions. Developmental challenges differ from county to county, 
requiring specific solutions and the active involvement of local participants in development. 
This includes cross-border regional cooperation which needs to be encouraged as one of the 
instruments for the inclusion of Croatia into the economic flows of the European Union.

Figure 4: Gross domestic product per county in EUR,
 current prices
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Goals:

 •  Introduce a modern spatial planning system and supervision of spatial activities 
      through the establishment of a uniform and integral spatial database
 •  Develop a comprehensive Croatian tourism offer, emphasising the 
      complementarity of Adriatic and continental tourism
 •  Preserve and protect the environment and nature
 •  Improve the quality of agricultural capacities and increase self-sufficiency in food 
      production
 •  Prepare Croatian agriculture for the implementation of the EU Common 
      Agricultural Policy
 •  Ensure polycentric regional development and a reduction within counties of the 
     differences in economic development and living standards 
 •  Support areas lagging behind in development 

Instruments and actions

Spatial planning documents must be the only acceptable basis for change in space. It is 
therefore necessary to decisively and consistently suppress activities resulting 
in spatial devastation and insist on respect for the criteria determining the 
allocation of space and construction. The priority is to focus on the use of already 
taken space, through modernisation and reconstruction, for example by reconstructing 
and raising the quality of existing tourism capacities. 

The development of tourism in accordance with construction criteria and 
spatial plans is the basic starting point for the sustainable development of 
tourism, since the naturalness and preservation of the coast constitute one of its 
basic competitive advantages. Tourism can develop only in a space which has urban 
planning and visual appeal. This means architectural and functional planning in line with 
the wishes and needs of the modern tourism industry, but at the same time complete 
harmony between natural values and beauty on one hand, and new interventions in 
space on the other. New investments, especially in the segment where the Croatian 
tourism offer is lacking (for example, golf), must be in line with spatial development 
plans and the features and capacities of the space in question

The development of a comprehensive tourism offer that, on one hand, promotes 
the complementarity of the tourism potential of the coast and continental 
areas, and, on the other hand, the wealth and diversity of the cultural and historical 
heritage. In accordance with the changing needs of the modern consumer of a tourism 
product, it is necessary to conduct more intensive diversification of the tourism 
offer in the sense of ecotourism, cultural tourism, health tourism, sports 
and thematic tourism, nautical tourism and cruises, in particular those forms 
that integrate the continental and coastal areas into a unique product. Particularly 
emphasised is the need to urgently include golf tourism into Croatia’s tourism 
offer as a first-class instrument to extend the tourist season and enrich the overall 
tourism offer.

Complete the privatisation of tourism capacity and use this process to achieve an 
overall increase in the quality and diversity of the Croatian tourism offer, 
which includes attracting world famous names in the area of tourism (see 
Reconstruction and Privatisation). Continuously insist on education and on the 
improvement of the knowledge and skills of all employees in tourism (see Knowledge 
and People).
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More intensive and systematic use of the advantages of information and communication 
technology in the promotion of the tourism product, including its wider availability 
(see Information and Communication Technology and the Knowledge Society).

It is necessary to permanently emphasise that the protection of space and the 
environment is an activity that needs to be implemented continuously, not just for 
accession to the EU, but for the future of us all and for the generations to come. It 
is also necessary to develop and implement communication programmes on the 
importance and significance of the preservation and protection of both space 
and nature and to intensify ecology teaching programmes in schools.

Care for the environment and the protection of existing biological diversity and 
the maintenance of natural resources must be integrated in all forms of political, 
economic, tourism and other activities. This means that environmental protection 
should be an integral dimension of the development of infrastructure, energy, 
agriculture, industry, the shaping of the tourism product and the preservation 
and development of the Adriatic coast, the sea and the islands. This also means 
insistence on ISO 14000 and other environmental quality standards.

It is necessary to continuously raise the awareness of the importance of 
environmental protection, create an adequate legislative basis and its 
consistent implementation, including the implementation of the principle 
that the polluter pays for the increased social costs incurred by its activities. As 
pollution problems are not the same everywhere – in scope, sources or consequences 
– it is also necessary to define the instruments of action to be used by regional and 
local communities against the sources of pollution and polluters. 

The improvement of air quality demands insistence on the use of low-sulphur liquid 
fuels, on the improved quality of liquid fuels used in transport and heating in general, 
and on improved energy efficiency (sees Transport and Energy). It is also necessary 
to develop a rounded system of monitoring the state of the environment 
based on EU indicators in this field.

Waste management and the sanation of existing effects arising from the inadequate 
management of waste are of particular importance in the achievement of sustainable 
development. It is therefore necessary to establish an integral computerised 
system for waste management, to sanate and close existing and “wild” 
landfills, and establish centres for waste management.

Private investment should be stimulated for recycling systems for secondary 
raw material separated from waste by primary selection. Private investment 
may be stimulated in waste management centres and in systems for waste water 
treatment, but in the first place as public private partnerships. The supply of drinking 
water should be maintained, but also developed, in the public system. Special solutions 
are necessary for water supply to the islands in order to ensure their quicker and 
sustainable development.

The preservation of water quality, the prevention of pollution, including waste 
water management, and ensuring an adequate and stable supply are basic strategic 
priorities. It is therefore necessary to improve the level of coverage of the 
country with the public water supply system, to improve the quality of waste 
water treatment, and the availability of the sewage network, but also to 
improve the quality of the flood defence system.
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It is necessary to find an optimal relationship between economic investment 
and its effect on the achieved level of environmental protection. It is also 
important to continuously search for new ways of financing ecological projects 
through the orientation of the Croatian Bank for Reconstruction and Development 
towards this type of project and through the better inclusion of the private sector, 
primarily through public private partnerships.

The exploitation of the water potential is an important instrument for increasing the 
competitiveness of Croatian agriculture. It is therefore necessary to intensify 
investment into the development of irrigation and drainage in a way that allows 
for the preservation of natural resources, for the promotion of sustainable 
ecological production, and for progress to be achieved in the protection of rural 
areas. Accordingly, it is necessary to promote activities aimed at increasing production 
in segments where domestic supply is lacking, in particular products that are specific 
to Croatia.

The development of the technical and market infrastructure is also essential to improve 
the competitiveness of the agricultural sector, as well as to build administrative 
capacity for the implementation of the EU common agricultural policy. Special 
attention should be paid to safety and quality of food, and to strengthening 
the administrative capacity of the Food Agency and other related services 
responsible for food safety and food quality. This will contribute to the 
strengthening of the Croatian agricultural sector which, by meeting EU standards, will 
be able to place its products in the European food market.

The definition and implementation of an efficient regional policy requires a harmonised 
system for joint work and partnership between central, regional and local level 
institutions. It is therefore necessary for an Act defining the partnership process and 
coordination mechanisms in the area of regional policy development to be adopted 
by the end of 2006. In general, it is necessary to accelerate the adoption of the basic 
principles of the EU regional policy in central, regional and local level institutions.

Encouragement needs to be given for the establishment of development agencies 
to stimulate and support development activities in the counties, to promote county 
partnerships for development, and to build up the already existing entrepreneurial 
infrastructure (see Investment Climate).

Clear and transparent criteria need to be defined in the designation of areas with 
development difficulties. In the process of defining these criteria, the degree of lagging 
behind the state average should be taken into account, as should the size of the area, 
in order to ensure a critical mass of population. 

The state body responsible for managing the development of areas with difficulties 
in development should be identified; available resources for support to areas with 
development difficulties should be collected and directed into developmental projects 
established by the programme for areas with development difficulties prepared in a 
process of partnership consultations between state and local levels. In general, it is 
necessary to build mechanisms to ensure efficient spending of the funds available for 
support to areas with development difficulties.

The specific geographical shape of Croatia has resulted in a large number of counties 
constituting a border area. Cross-border cooperation should be stimulated, in 
particular on the part of the border with the EU, in order to minimise the influence 
of borders on development and to allow citizens and the business sector to take 
advantage of the opportunities offered by the EU market.

Strategy for Regional 
Development of the RoC, 
proposal
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VII
Macroeconomic Stability 

and Economic Openness 

The average growth rate (4%) in the first five years of this decade was one of the highest in 
Central Europe – close to that of Slovakia (4.1%) and Hungary (4.4%). Only the countries 
that started transition late and that had a low development starting point (Romania, Bulgaria), 
and the countries that were ahead in the policy of liberalisation and that had opened up 
without restraint (the Baltic States) were able to achieve faster growth than Croatia in the 
past years. 

At the same time, Croatia recorded one of the lowest inflation rates among European 
transition countries. Consequently, real average net salaries almost doubled from the end of 
1995 to the end of 2005. We could almost speak of success in the last 5-6 years were it not 
for three occurrences. 

First, the lack of direct investments in new export plants, which left the export sector 
without new products and without markets, and the lack of growth in exports of goods, 
which created problems in terms of increasing external debt. 

Second, due to the lack of greenfield investments, privatisation problems, slow restructuring, 
poor functioning of the labour market and significant deductions from salaries, the 
unemployment rate remained high long after the start of what is termed the transition. 
Unemployment was beset with structural traits, comprising mostly the older and less 
educated part of the population. However, the structural imbalance of the labour 
market was also reflected in the lack of a highly educated workforce, in particular in the 
management sector. 

Third, the share of state expenditure as a percentage of GDP remained one of the highest 
in Europe. The amount of state expenditure in itself is not significant, since, as illustrated by 
the Nordic development model, development is possible only with the relatively important 

Solid growth, but with three 
problems that need to be 
eliminated as soon as possible: 
  - slow growth of exports 
    (which makes the growth of 
    external debt worrying) 
  - structurally high 
    unemployment 
  - excessively high share of 
    state expenditure in GDP 
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role of the state. However, high state expenditure represents a problem when related to 
slow and inefficient administration and high deficit. As opposed to the Baltic States, which 
managed to combine policies of fast-track liberalisation and the reduced participation of the 
state in the economy, thus recording growth rates above 7%, Croatia does not show similar 
results in lowering the level of state expenditure. However, the still-present consequences of 
the war should also be borne in mind.  

Figure 5: Average growth rate of GDP in %
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Figure 6: Average inflation rate 2000-2004 in %

The resolution of all three problems has started slowly, but noticeably. In the first place, due 
to the export of services (tourism), and partially due to the fast recovery of exports of goods, 
total Croatian exports started to record more serious growth, and in 2005 the export of 
goods and services reached EUR 15.3 billion or 7.4% more than in the same period of 2004. 
The export of goods itself increased by 9.7% and surpassed the level of EUR 7 billion. The 
rate of unemployment dropped by its greatest ever extent in 2005 (from 13.8% to 12.7%), 
and the state budget deficit (general government, which includes local self-government units) 
fell from 6.3% of GDP in 2003 to 4.1% of GDP in 2005, with a tendency to fall further to 
3% in 2006. 

How to preserve and stimulate 
the signs of positive trends that 
have occurred lately? By means 
of further opening up and by 
attracting foreign capital. 

%
%
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The described positive trends have occurred primarily due to the positive influence of 
capital inflows into Croatia. Foreign capital has been entering Croatia through all economic 
pores, attracted by economic growth, macroeconomic stability, unexploited investment 
opportunities and expected further convergence towards the EU. As an illustration, in 2005 
direct foreign investment into the Republic of Croatia amounted to EUR 1.3 billion and 
was 34% higher than in the previous year. The inflow of direct foreign investment in 2005 
approached the best years of foreign investments, even without including the income from an 
important privatisation project. Total international financial investments (net) in that period 
amounted to EUR 3.6 billion and were 56% higher than in 2004.  
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These figures send a clear message: Croatia is globally integrated in the financial sense, and 
its economic results fluctuate in parallel with international financial flows. The image showing 
the ratio of the net inflow of international capital in relation to the GDP of selected countries 
underlines the main message: these flows are relatively high in Croatia, high enough to have 
a significant effect on economic growth. However, they are still smaller than in the countries 
– such as those that are relatively small and open like Ireland, Singapore or the Baltic States – 
that have learned how to turn their size and openness into their main competitive advantage. 
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Figure 8: General government expenditure, % GDP
2000-2004, average
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Goals:

Croatia is a small and open economy. As such, it may not influence international capital flows 
and developments in the global market and must consistently continue along the same path 
– to accept financial and overall economic openness. Rather than stopping half way out of fear 
of globalisation and in search of solutions through insolvent administration, Croatia must learn 
how to use openness as its main competitive advantage and attract even more international 
capital. Ensuring permanent, high and stable financial inflows, in particular in direct foreign 
investment in the export sector, and promoting sound capital outflows through the investments 
of Croatian subjects into prosperous foreign markets, are the preconditions for economic 
growth in a small and open country such as Croatia.  The weakening of control and affirmation 
of spontaneity should not be advocated. Stable capital flows need to be ensured, which 
requires special features of state intervention that are described in more detail below. 

The principle of economic openness is a framework that includes six principal
macroeconomic goals: 

 •  Increase the growth rate of real GDP to an average level higher than 5% per 
      year for the following seven years, primarily based on private investments. 
 •  Maintain a low rate of inflation. 
 •  Decrease the unemployment rate to below 9% immediately following entry 
      into the EU. 
 •  Further increase the rate of net income from international capital in relation to 
      GDP, in particular direct and portfolio investments. 
 •  Keep the growth of foreign indebtedness at no more than the current level 
      (160% of the value of total exports of goods and services, i.e. close to the 
      upper limit of moderate indebtedness).
 •  Keep the ratio of public debt to below 60% of GDP. 

Instruments and actions

The realisation of these goals is affected by all the policies described in this document. An 
increase in capital inflows will not happen without an improvement in the efficiency of public 
administration. A reduction in unemployment will not happen without changes in the system 
of in-service training and education. All forms of economic policy and measures are always 
multiply interrelated. Therefore, we will focus here only on those instruments and actions 
that have not been described in more detail elsewhere. 

Croatia has reached a level of development that does not allow growth to be ensured 
just by instruments of macroeconomic policy. The overall synergy of activities 
described in this document is necessary to achieve the defined macroeconomic 
goals. In the field of economic policy, this also means accelerating the reforms that 
enable the price competitiveness of the overall economy to increase. Instead 
of step-by step reforms, what is needed is the snowball logic – the parallel 
initiation of a series of different changes. 

One of the instruments to improve price competitiveness and to ensure a simultaneous 
reduction in unemployment is efficient management of the unit labour cost. The 
results of the direct employment stimuli did not justify the spending of taxpayers’ 
money, while a significant drop in unemployment became apparent precisely when the 
fast growth of unit labour costs ceased. The unit labour cost is the ratio between the 
price of labour and productivity. Managing unit labour costs should not be carried 
out by reducing real salaries. However, consensus between social partners 
needs to be reached on salary increases that are lower than productivity 

•

•



growth measured by its widest estimated measure, i.e. the rate of increase 
in gross domestic product, which will enable moderate growth of real wages. 
A moderate growth in salaries, leading to real growth in workers’ living standards, 
but which also places it in the framework of increased productivity, represents a 
sound principle whose concrete implementation framework (including the principles 
of collective negotiations) should be set by the participants of the Economic and 
Social Council, with expert advice from independent labour market experts. This is 
not a demand for uniform salary growth in the entire economy or comprehensive 
agreement by the whole of society on wage growth, but a request for economically 
sustainable salary growth according to results and productivity. At the same time, the 
harmonised implementation of the activities described in this document is necessary 
for the creation of a favourable environment for the continuous and fast growth of 
gross domestic product which, with the described management of the unit labour 
cost, will enable the standard of living to rise noticeably. 

An increase in price competitiveness and the creation of a favourable environment 
for the lowering of the tax burden require the faster and bolder implementation 
of reforms in the part of the budget relating to expenditure. In the conditions 
of high state expenditure, high deficit, and relatively high external debt, lowering 
the tax burden and reducing the size of the public sector may only be achieved in 
relation to expenditure (see New Role of the State and Projections). The reform of 
the health system, the further strengthening of pension reform, the reform of state 
subsidies and a clear attitude of the state towards those who fail in the market will 
further stabilise public finance and create room for the sustainable and permanent 
lowering of the tax burden.

In spite of broad political restrictions in the health sector, which are not limited to 
Croatia, reform of the health system has to be implemented more quickly and more 
boldly. Deficit within this system remains. Thus far, this system has not been dealt 
with systematically, so today we have a system of fake health solidarity in which 
selection is conducted in a manner that does not reflect the workings of a market 
(waiting lists, claims of corruption, a fuzzy boundary between private and public 
service, etc.). Health care reform should be conducted with the aim of securing 
the timely availability of health services, but also of increasing the efficiency of using 
and spending the available resources. Croatia is a country with one of the lowest 
ratios in terms of private vs. public expenditures for health care, which is why, for 
the purpose of achieving the overall quality of health protection, it is necessary to 
gradually increase private expenditure for health care. The reform of the health 
system is not, as it is often regarded, synonymous with decreasing the provision of 
health services. On the contrary, the reform of the health system is a synonym for 
the organisation of a health system that provides transparent and efficient access 
to basic health services to everyone. In this respect, it is important to strengthen 
the share of primary health care in the overall health care expenditure. It is also 
necessary to introduce professional, financial and operational management skills in 
the health system in a manner that is common in more developed countries. Care for 
the social factor should be transferred from the health domain to the domain of social 
policy, although “the social aspect” within the health system should be stimulated and 
rewarded in the ethical sense, providing equal access to the system, and devoted 
care to the patient. 
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According to the World 
Development Indicators 
Database of the World Bank, 
Croatia is in the group of 
countries with the biggest 
share of public expenditure 
for health care in GDP. 
According to this criterion, it 
is at the level of much richer 
countries. Consequently, a 
question arises about the 
sustainability of this situation.
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Figure 9: Health expenditure, % GDP
1997-2003, average
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The pension reform has so far given the desired results in relation to the stabilisation 
of the deficit of the pension system. However, it is necessary to take a further step. 
The primary goals of the pension reform were to stabilise and gradually decrease the 
deficit of the pension system and to ensure adequate pensions for future generations 
of retired persons – today’s payers of contributions – and to contribute to economic 
growth. The stabilisation of the pension system (although with a deficit that is still high 
– around 5% of GDP) has been achieved to a large extent, but for the purpose of 
ensuring adequate pensions for future users, the existing rate (5% of gross salary) of 
contributions in the second pillar should be increased in the near future. An increase 
in allocations for the second pillar does not mean reduced funds available for the 
payment of existing pensions from the system of generational solidarity, because the 
difference will be funded from the state budget, just as in the case of the present 5% 
directed into the second pillar. However, increased allocations for the second pillar are 
necessary to ensure an adequate pension for future pensioners who will receive their 
pensions from two sources – the system of intergenerational solidarity and individual 
capitalised savings, the so-called “second pillar”.

The investment policy of pension funds has to be liberalised (i.e. through 
investment in high-quality shares) in order for it to make a better contribution to 
economic growth. So far, pension funds have mostly invested in Government bonds 
due to a lack of high-quality and liquid shares elsewhere, and thus did not contribute 
to economic growth by developing the capital market. This needs to be changed 
as soon as possible (see Finance and Capital). The liberalisation of the investment 
policy of pension funds should be followed by improvements made in the public debt 
management policy aimed at greater reliance on bonds denominated in Kunas until 
acceptance of the Euro, inflation-indexed bonds, and the transparency of plans for the 
issuance of state securities.

The steadfast implementation of reforms described in this document will lead to a 
reduction in the relative size of the public sector, a decrease in the deficit, and the 
pegging of public debt below 60% of GDP. Naturally, economic growth following the 
coordinated application of the activities outlined in this document will make this kind 
of fiscal adjustment easier to bear. In the process, the aim should be to reduce 
the ratio between state expenditure and GDP until a desirably low level of 
tax rates (conducive to growth) is achieved. It should be seen that the control of 
state expenditure is not an end in itself, but is the sole precondition for the permanent 
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decrease in tax rates with the goal of encouraging investment and opening new 
work posts (see The New Role of the State - state intervention in the economy and 
public finances). Fiscal adjustment is at the same time an efficient instrument for the 
stabilisation of external imbalances, including the relative reduction of external debt 
– a task that monetary policy is currently attempting to achieve, although it does not 
have sufficiently efficient instruments to do so.  

Monetary policy should be freed from responsibility for directly regulating the rate 
of growth of external debt since it does not possess the instruments to efficiently 
achieve such regulation. Responsibility for influencing external debt should be 
assumed by the fiscal policy maker, since fiscal policy may affect external debt by 
reducing expenditure and deficits (indirectly) and/or by taxing foreign debt, that is, the 
payment of income (interest rates, compensations) to non-residents (directly). The 
rate of growth of foreign debt may almost be tolerated insofar as total exports grow. 

Simultaneously with the disencumbering of monetary policy from external debt, 
instruments of monetary policy have to be gradually, albeit with a long-term 
view, adjusted to the values set before accession to the European Monetary 
Union (EMU) (for example, the attainment of an obligatory reserve rate of 2%). 

Although entry into EMU seems far away, preparations for the introduction 
of the Euro should be initiated immediately, so that the new currency can be 
introduced on the basis of a “fast-track model” used by the other smaller 
transition countries of New Europe, for example Slovenia, Estonia and Lithuania.

The early entry into the stage of total financial openness and the disburdening of monetary 
policy during preparations for entry into EMU pose an even greater challenge for fiscal 
policy which has difficulties with current necessary adjustments, let alone new tasks. 
Consequently, expert preparations for the functioning of the fiscal stabilisation 
fund should be started, followed by operative preparations. Reliance on the 
fiscal stabilisation model of some of the more developed European countries implies a 
pool of funds that may be used only for the purpose of a macroeconomic stabilisation 
policy, for the stabilisation of fiscal policy and for the facilitation of fiscal planning. The 
purpose of the fiscal stabilisation fund is to reduce the impact of cyclic fluctuations: it is 
“filled” in the phase of an upward business cycle, and depleted when business activity 
slows and when stronger fiscal activity is necessary. Croatia could “fill” this fund with a 
part of the income from privatisation from the sale of shares in public companies and 
partially through tax revenues collected during extremely successful tourist years.  

Large investments in education, technical equipment and the urgent broadening 
of international cooperation whose primary goal is to prevent illegal and 
undesirable international financial flows need to be started immediately. In the 
first place, this refers to the Tax Directorate and the Office for the Prevention of 
Money Laundering.

The Government and interest groups need to work on the affirmation and 
stimulation of exports, but also on the stimulation of Croatian investment 
into emerging prosperous foreign markets. The possibilities for earnings, for an 
increase in exports and in gross national income are increasing as Southeast Europe 
is stabilising and approaching the EU. Diplomacy, government services such as 
economic information, and the efforts of associations such as the Croatian Employers’ 
Association and the Croatian Chamber of the Economy need to be better connected, 
computerised and modernised in support of importers and Croatian investors 
abroad.
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The impression has emerged in the last few years that reforms in the financial sector have been 
completed. This is due to a significant increase in the offer of loans, leasing, the appearance 
of new financial products and services, the strengthening of competition between banks, and 
lower interest rates. Judging by the standard indicator, the relation between bank loans in the 
private sector and GDP, in the financial, that is, bank sense, Croatia is the most developed 
transition country, lying about half way between the average of the transition countries and 
the average of the fifteen “old” members of the EU. 

The contribution of bank loans and bank competition to economic growth shows that growth 
may be achieved by means of the consistent implementation of a policy of liberalisation, 
privatisation and restructuring in a single sector. However, although the development of the 
banking sector has significantly contributed to economic growth in the past few years, the financial 
system as a whole has serious deficiencies that need to be removed in the next seven years. 

Loans as financing instruments have dominated the Croatian financial system, perhaps to an 
excessive degree. Low interest rates in the EU have favoured an increase in the offer of loans 
at an acceptable price, but the recent slight growth in interest rates in the EU could mean the 
start of a long period of increasing interest rates. In such conditions, Croatian companies have 
to start turning to other means of financing, which includes the issuing of financial instruments 
of ownership (for example, the public offering of shares). 

The excessive reliance on loans may lead to greater instability in the financial system, although 
there are examples of developed economies which also rely on loans as the predominant 
financing instruments. However, most countries have a more balanced financial structure, 
within which trading in shares at stock markets according to GDP does not lag behind the 
offer of loans in the private sector in relation to GDP.  It is generally considered that achieving 
a more balanced financial structure contributes to financial stability.

VIII

In spite of financial stability 
and a wide offer of loans and 
leasing under very favourable 
conditions, financial 
restructuring is unfinished: 
what is lacking is a developed 
market of ownership capital. 

Finance and Capital
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Figure 10: Private sector loans, % GDP
1998-2003, average

Figure 11: Stockmarket trade, % GDP
1998-2003, average

60

50

40

30

20

10

0
UndevelopedDeveloped Average CroatiaLower 

medium 
developed

Higher 
medium 

developed
Source: WSE

%
 G

D
P

100%

80%

60%

40%

20%

0%

Source: IFS

UndevelopedAverage 
total

Average Croatia Lower 
medium 

developed

Higher 
medium 

developed

%
 G

D
P

The lack of development of the Croatian stock market is far from proportional to the degree 
of economic development – annual trade in stocks achieves values that are, in relation to 
GDP, comparable only to trade in the least developed countries in the world. Even after 
the 2005 growth, the Croatian stock market did not change its fundamental features of lack 
of development. The listing of INA and, eventually, some other larger companies, will only 
mitigate a problem which has deeper causes. 

The standards of corporate management in Croatia are very low. The application of accounting 
standards, reporting to the investment public, and the role of supervisory committees are not 
developed to the extent that would foster more investor confidence in the capital market. Since 
ownership of medium-sized and large companies, with rare exceptions, is still concentrated, 
it is clear that a broader class of investors in shares has not successfully developed in Croatia, 
and for that reason the market has remained shallow and non-liquid, mostly governed by the 
greater or lesser interest of foreign investors in buying the few domestic liquid shares. Croatia 
has so far not succeeded in developing a strong capital market, without which there is no 
guarantee for high-quality and sensible investment. 



The undeveloped capital market has led to a lack of capital for the development of new small 
and medium-sized fast developing companies. Economic systems that are more developed in 
this sense than ours have created specific financing instruments for small prosperous companies. 
In addition to familiar funds, risk-capital companies and project financing, individuals exist who 
appear as so-called business angels or business patrons who invest their capital, together with 
their experience, in new, potentially prosperous companies. 

In the past few years the European Union has recognised this segment of the financial market 
as a catalyst for efficient state intervention. Instead of subsidies, tax exemptions, guarantees 
and other traditional and mostly inefficient instruments of vertical state intervention, units 
of central and local government have started to finance development through public private 
partnerships. One of the forms of such partnerships are public-private risk capital funds 
specialised in the territorial (for instance, regional risk funds) or the industrial sphere (for 
instance, ecological production), and which are supported by the state which invests directly 
into them thanks to the complementarity of their specialisation and public interest.  

Croatian financial regulation is still too complicated, often burdened with unnecessary detail, 
and insufficient efficiency in implementation. The recent establishment of a single non-banking 
regulator (HANFA) is only the first step towards establishing modern and efficient supervision 
and regulation to appropriately balance the costs and benefits of financial regulation.

Finally, the sense of completion of the structural changes in the banking sector can be deceiving. 
In the years until accession to the monetary union, it will be necessary to develop cross-border 
cooperation in bank supervision and to upgrade control mechanisms and bank problem-solving 
mechanisms as part of the development of an overall “architecture of financial stability”.

Goals:

What follows from the above analysis are the following five goals of financial development
in the next seven years:  

 •  Accelerate the development of the capital market so that annual trade in shares 
      reaches 20% of GDP within seven years6

 •  Complete privatisation in the public sector on the basis of the listing of shares
     of state-owned companies on the stock market
 •  Achieve the highest European standards of corporate management in 
           companies whose securities are quoted on the stock market, and in all financial 
      intermediaries
 •  Promote the development of risk capital funds and develop mechanisms of state 
      intervention through public private partnerships that include risk capital (see 
      Investment Climate) 
 •  Simplify and modernise financial regulation, with an emphasis on efficient 
      implementation and the establishment of a balance between the costs and 
      benefits of regulation 

Instruments and actions

The continuation of privatisation by means of initial public offerings (IPOs) 
may maximise revenue from privatisation. This will also spur an increase in the 
price of other, already listed shares, attract new investors, stimulate other companies 
to offer their shares on the stock market, contribute to further capital strengthening, 
and increase the standards of corporate management. This privatisation model will 
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6 The described relative trade in shares has been achieved in most smaller European countries. The size of 
an economy begins to limit the development of the domestic capital market when the trade is above 40-
50% of GDP, since at that level of development the attraction of the leading world stock markets begins 
to take effect. Consequently, large international companies lose interest in local listings. However, they still 
remain important for medium-sized companies which do not have access to world stock markets.

Although the listing of large 
companies is welcome, it is 
necessary to systematically 
remove fundamental 
weaknesses, develop corporate 
management, facilitate 
market access for small and 
fast growing companies, and 
simplify regulation, i.e. facilitate 
its implementation and 
transparency.
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make it possible for Croatian citizens to benefit from the results of the successful 
business of Croatian companies. They may participate directly, or indirectly through 
funds. Domestic pension funds should be given appropriate advantage in the 
forthcoming privatisations because this will contribute to the preservation of the 
owner’s gain from the growth of the net value of company assets for future Croatian 
retired persons. 

The government, stock markets and the private sector need to 
systematically implement campaigns that will point to the benefits of investing 
in ownership instruments (for investors) and the benefits from financing through the 
issuance of ownership instruments (for companies). It is also necessary to increase 
the efficiency of the infrastructure of stock markets through the unification of 
stock exchanges and trade mechanisms, and by strengthening regional cooperation 
and networking with the most developed stock exchanges in Central, Eastern and 
Southeast Europe. This will ensure access to a wider circle of investors and will 
stabilise the demand and liquidity of the market.

The highest standards of corporate management need to be affirmed for the 
purpose of the equal distribution of price-sensitive information among participants 
in the market. The protection of minority shareholders, the treatment of data 
(particularly financial data) as property that needs to be protected, valued and 
disseminated, and the introduction of a Codex of Corporate Management are only 
some of the instruments for the application of the highest standards of corporate 
management. It is very important to strengthen the competencies of the supervisory 
and justice systems for the eradication of abuse in the capital market. 

The introduction of the highest standards of corporate management should not be 
limited just to companies whose shares have been listed. The application of the 
OECD principles of corporate management to state-owned companies is 
an ideal instrument for the preparation of privatisation and/or for the improvement 
of the quality of management of those state-owned companies that will not be 
privatised. The introduction of high standards of corporate management into the 
public services sector is ideal for the “de-politisation” and “professionalisation” of 
management in that sector and to increase efficiency for the benefit of consumers. 
Applying international reporting standards, presenting management and decision-
making instruments to the public and consumers, and making extensive use of 
the Internet in order to achieve the maximum degree of transparency and social 
responsibility of companies are only some of the mechanisms to increase the efficiency 
and effectiveness of the public sector, either before privatisation or irrespective of 
privatisation. It is necessary to implement a comprehensive programme of education 
of managers in the public sector, with the goal of implementing these principles.

Pension funds are too exposed to the risk of the Croatian government bonds market, 
and their investment limits are too strictly regulated, so that the provisions are not 
harmonised with EU directives. The long-term goal should be to reduce as far as 
possible the role of legal limits and to affirm the “rule of rationality” which 
avoids formal investment limits and prescribes and supervises quality risk 
management. The liberalisation of investment limits should only be implemented 
after the grounds for it have been prepared by the regulator who has to move 
away from formal control of limits to supervising and controlling the practice of risk 
management, for which he has to have the same capacities as the funds themselves. 
The liberalisation of investment limits for pension funds does not mean that capital 
will leak abroad since, with a stable financial and economic environment in the 
country, the positive difference between domestic and foreign returns on high 
quality securities (into which pension funds generally invest) will encourage fund 
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managers to invest in domestic instruments. Pension funds should be allowed, as 
is common practice in the EU Member States, to invest a small part of their assets 
into risk-capital funds. 

At the same time, the development of a competitive fund industry requires the 
general liberalisation of investments abroad. This refers both to the general limit on 
investments abroad and to limits according to the types of instruments and countries. 
The Croatian market has been blossoming gradually, and non-bank mediators (for 
example, investment funds) have been growing at a pace unmatched by the offer of 
securities in the Croatian market. In such an environment, investment abroad is 
necessary due to the diversification of risk and due to the relatively higher 
revenues in emerging markets. In this manner, the movement of Croatian 
investors towards fast-growing markets, in particular those in Southeast 
Europe, needs to be encouraged because significant capital gain may be expected 
in the upcoming period after the forthcoming political consolidation.

The development of companies and risk capital funds needs to be encouraged. 
Risk capital funds provide capital for companies that lack sufficient sources of 
finance and that are unable to conclude optimal financial arrangements with other 
financial mediators. Aid to the economy may be provided by means of public private 
partnership in risk capital funds whose investment policy is in compliance with the 
goals of regional or government industrial policy (see Investment Climate).  

In the area of bank regulation, the Basle II regulation should be applied as 
soon as possible for the purpose of achieving compatibility with international 
(EU) standards. Smaller national banks that need to be gradually prepared for the 
application of the standard approach may be exempted.   

Securitisation, that is, the issuance of securities on the basis of the conversion of 
financial assets or rights into cash in-flows from future claims needs to be introduced 
as a new financial instrument for Croatia. Securitisation should also be used 
as a non-fiscal instrument for the financing of public and combined public 
private projects with stable and foreseeable future cash flows. 

HANFA should be confirmed as a politically independent and expert supervisory 
institution established not only for the purpose of supervision but also for the purpose 
of stimulating the development of the financial system. In addition to being in 
charge of efficiency in the supervision and implementation of regulations, 
HANFA must actively participate in the analysis and preparation of 
regulations on the basis of partnership principles, taking into account the 
relationship between the costs and social benefits of regulation. The same 
principle should also be followed by other supervisory institutions, in the first place 
by the Ministry of Finance and the Croatian National Bank.

The slow and legally uncertain position in which creditors find themselves when 
bankruptcy proceedings are conducted – especially the bankruptcies of financial 
institutions, and which may last for several years, is the consequence of an insufficiently 
developed legislative framework and insufficient experience and knowledge in this 
field. It is necessary to drive forward legislative solutions, organisation and knowledge, 
in accordance with the highest EU standards. Potential institutional solutions need to 
be adjusted to the fact that important problems for the system may occur in financial 
institutions which are part of internationally integrated financial conglomerates 
or financial groups. Therefore, the primary task of financial supervision lies 
in international cooperation and in the promotion of the internationally 
integrated supervision of financial institutions.
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The more efficient functioning of the financial market requires the better positioning 
of the Ministry of Finance as an institution that manages public debt. Generally 
speaking, more transparent management of public debt, plans for the issuance of 
government bonds, and the availability of data on the situation and features of public 
debt by the Ministry of Finance would have positive effects on market stability and 
on the manner in which market expectations are formed. It is therefore necessary to 
immediately increase the transparency of the Ministry in this respect and improve 
debt management methods, including the introduction of an auction mechanism 
on the primary public debt market. 

Cooperation needs to be continuously advanced between state institutions active in the 
field of controlling and developing the financial system, especially the Croatian Agency for 
the Supervision of Financial Services (HANFA) and the Croatian National Bank (HNB), 
for the purpose of developing the overall “architecture of financial stability”.

•
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Entrepreneurship and management skills are the key development factors of any country’s 
progress. An international comparative study conducted in 2003 positioned Croatia at the 
bottom of the list of European countries in terms of entrepreneurial activity. In 2002, the 
percentage of the population between 18 and 64 years of age who were involved in some 
kind of entrepreneurial activity in Croatia was estimated at 3.6%, which was about half 
the global average (6.9%). It might have been concluded at the time that Croatian citizens 
lacked entrepreneurial spirit. Moreover, as many as 22% of entrepreneurs embarked in 
some kind of business enterprise more out of a necessity to survive than to seize an exciting 
business opportunity.   

IX

Entrepreneurship must 
become the new driving force 
of society.

The Entrepreneurial
Climate 
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The Entrepreneurial Climate 

Entrepreneurship must be nurtured, developed and affirmed to become a basic social and 
individual value, standing in contrast to the inherited egalitarian values where opportunism 
and wage-levelling had positive connotations. 

Entrepreneurship may under no circumstances be reduced merely to the establishment and 
initial growth of SMEs. Entrepreneurship must become a way of thinking and a way of life in 
families, large companies, and state administration, as well as in other mainly state-funded 
sectors.  

Being an entrepreneur does not (only) mean “owing a company”. Being an entrepreneur 
means being open to novelties, introducing innovations, accepting and introducing new 
products, services and processes, as well as managing people. A teacher who uses a new 
method to teach pupils in school is much more of an entrepreneur than the owner of 
a company who does not pay suppliers because he or she has spent the money to buy 
property that will be used to cater for private needs. The former is a true innovator and 
entrepreneur. Maybe the success that he or she might achieve with the new teaching 
method, which is loved by children, encourages him or her to found a private school with 
other people who share the same views.

Besides removing the administrative and educational barriers to healthy entrepreneurship, 
which relies on seizing business opportunities and on changing the societal value judgement 
concerning entrepreneurship, a key condition for the development of an entrepreneurial 
and innovation climate is the implementation of harmonised state policies to stimulate 
entrepreneurship. This involves a complex set of different policies concerning the protection 
of market competition, regional development and the networking of regional development 
agencies, the networking of companies with shared interests (clusters), the encouragement 
of innovation, the development of entrepreneurial zones, and the integration of science and 
business, or innovation, science and technology. 

In doing this, it should be borne in mind that Croatia is a small country with limited fiscal, 
human and other resources. This means that Croatia cannot afford the luxury of excessive 
specialisation. Croatia is forced to find pragmatic and diversified solutions, that is, to put 
science, technology, innovations, a large part of the state administration and the educational 
system “at the service” of entrepreneurship. The positive effect on entrepreneurship must 
become one of the basic criteria to assess all activities of the state and all forms of spending 
taxpayers’ money.  

In the meantime, this indicator grew to come close to the global average of entrepreneurial 
activity measured by the TEA index in the period of 2003-2005. However, entrepreneurial 
activity is still insufficient (it is below average) and the establishment of enterprises out 
of sheer necessity still constitutes a large share (this share has grown in the meantime 
– see chart below). This entrepreneurial aspect does not create new jobs and economic 
growth to the same extent as enterprises that are established to seize an observed business 
opportunity. 

Administrative and educational barriers have constantly been identified as the main 
obstacles to the development of entrepreneurship. However, positive changes have begun 
to take place in this area (see The New Role of the State, and People and Knowledge). 
The introduction of the service known as hitro.hr represented the first and crucial step in 
implementing the concept of a one-stop-shop. Thanks to hitro.hr, all activities to establish 
a company can now be carried out in one place, and this has reduced the duration of the 
procedure of establishing a company to six working days. Hitro.hr services are now available 
in all Croatian counties. However, this does not at all exhaust the areas where society must 
act to boost entrepreneurial activity.
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Goals:

Developing an entrepreneurial climate is the essential condition for development and 
prosperity. The development of an entrepreneurial climate implies the following goals:

 •  Affirm entrepreneurship as the key activity on which social dynamics and 
      integrity rely 
 •  Increase the TEA index at least to 25% above the global average by 2013
 •  Promote the development of entrepreneurship as the main instrument of 
      regional development
 •  Establish an integrated and consistent set of government policies aimed at 
      stimulating entrepreneurship
 •  Develop lifelong learning for entrepreneurship
 •  Evaluate all government policies from the viewpoint of how they affect 
      entrepreneurship

Instruments and actions

Besides improving education, introducing the new role of the state, and reducing taxes, 
which are actions discussed in other parts of this document, and in addition to the already 
undertaken efforts in promoting an entrepreneurial climate through the “hitro.hr” project, 
improvement in the entrepreneurial climate may also be achieved by applying the following 
measures and instruments: 

The current activities conducted by the state to improve the entrepreneurial climate, 
as shown by the TEA index, are producing results. Many activities described in this 
document are basically oriented to the further enhancement of the entrepreneurial 
and investment climate (see The New Role of the State, and Finance and Capital). 
However, it is also necessary to strengthen the efficiency of, and coordination 
between, the current incentive measures and the current entrepreneurial 
infrastructure to achieve maximum synergy between money, the efficiency of 
the entrepreneurial infrastructure, and the needs of enterprise. 

It is necessary to improve the efficiency of funds on the state level for incentives to 
entrepreneurship. Bearing in mind the importance and value of sectoral knowledge 
which exists in various bodies of state administration, it is necessary to form a 
central register of measures and incentives for entrepreneurship. In cooperation 
with regional development agencies, this would serve to create a coordinated and 
well-branched network available to entrepreneurs and their specific needs.

It is necessary to introduce a system of evaluation and valuation of the effects of 
laws, subordinate legislation and other legislation on entrepreneurship and the 
entrepreneurial climate. The evaluation of the effects of individual pieces of 
legislation on entrepreneurship and the entrepreneurial climate should 
become a component part of the procedure for adopting such legislation (see 
The New Role of the State).

It is necessary to promptly intensify the activities aimed at implementing 
communication programmes for the social affirmation of entrepreneurial 
values and activities, both at the level of the Government and Ministry of the 
Economy, and at the local level.     

Entrepreneurship is a phenomenon with primarily individual and regional features. 
It is necessary to analyse the experiences of successful regional development 
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agencies and successful projects in encouraging entrepreneurship, and 
attempt to transfer them into less prosperous regions. For this purpose, a 
coordination of regional development agencies must be established to deal with 
the inter-regional transfer of know-how aimed at encouraging entrepreneurship, to 
evaluate different incentive measures and instruments, and to launch the initiatives 
described hereafter. The agencies themselves should implement comprehensive 
educational programmes for the management of local and regional development.  

Development agencies must cooperate with one another and establish connections 
with regional development experts to be able to apply the newest principles of regional 
policy, and with large national and international companies to promote investment. 
While establishing connections with large companies, regional development 
agencies must play the role of information disseminators and coordinators, 
so that a maximum number of small local companies can operate with the 
status of suppliers of large, often multinational, firms (the techno-integrator 
model). To become efficient, regional development agencies must merge (there is 
no mandatory equality between the number of regional development agencies and 
the number of counties) in order to effectively fulfil their main function: encouraging 
and attracting investments.  

The mission of development agencies should not be to lobby for tax relief and 
subsidies, but to complement the market and connect stakeholders in places 
where, due to a lack of market or inadequate spontaneous coordination, 
potential development opportunities are not exploited. In doing this, it is 
particularly important for regional development agencies to develop financial know-
how and find ways of connecting private capital and local development beyond local 
government budgets (see Finance and Capital). 

Risk capital funds, as part of the total financial system, appear as one of the solutions, 
because the beginning of entrepreneurial activity and innovation activity are by definition 
not activities which qualify for bank loans. Therefore, it is necessary to create legal 
opportunities to allow the state to invest in risk capital funds (especially 
regional and industry-specialised ones) which would lead to the increased 
accessibility of financing mechanisms for entrepreneurial and innovation 
projects, fully aware that, due to the risky nature of entrepreneurship, a large 
number of projects might not succeed. For example, state agencies account for 
6% of the total funds available to European risk capital funds, whereas pension funds 
account for as much as 22%. In this way, the state will open up a new channel for 
developing entrepreneurship, and ensure, through the selection and supervision of 
entrepreneurial projects, the effectiveness of the private sector.   

Entrepreneurship does not only imply the growth and development of new 
enterprises. The enterprises that already exist meet with obstacles to their growth. 
Growth is easier in a cooperative environment, where clusters are formed that allow 
for the creation of a critical mass of experience, flexibility, horizontal and vertical 
networking and, most important, for an easier breakthrough to foreign markets, 
since they represent an excellent counterweight to the small size of each individual 
member of the cluster. The existing activities aimed at encouraging and facilitating the 
organisation of clusters must be enhanced and reinforced. A special role in promoting 
clusters is played at the local and regional level and by regional development 
agencies. They are the critical link for the creation and connection of innovation-
enterprise clusters which facilitate the development of a knowledge economy 
and for the creation of clusters which will allow for the connection of the specific 
features of a large number of regions into a unified and competitive product (for 
example, in tourism) (see Nature, Space and Regional Development).
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Six development agencies 
have been established so far, 
235 entrepreneurial zones, 
16 business incubators, 4 
technology parks and 27 
entrepreneurial centres.

Programme of Development 
of Entrepreneurial Zones 
2004 - 2007
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Fifteen free zones devoted to manufacturing and processing operate today in 
Croatia, and their users enjoy tax and customs benefits. Free zones, however, have 
not achieved the planned goals because manufacturing is not the major activity 
conducted in them. Therefore, it is necessary to harmonise the operation of 
free zones with EU standards, and reduce their number to those where 
manufacturing is the dominant activity.

Although Croatia is not badly placed in the list of countries receiving foreign 
direct investment per capita, the effects of FDI on the efficiency of the economy, 
particularly on exports, are unsatisfactory. One of the causes is certainly the lack of 
significant greenfield investments, but also a high degree of concentration of FDIs in 
just a few sectors. The activities aimed at encouraging investments are, therefore, a 
key element for improving the entrepreneurial climate. The Trade and Investment 
Promotion Agency should work actively to promote Croatia as a desirable 
investment destination and to attract investments, as well as to provide support 
to the realisation of investment projects and the removal of obstacles impeding 
their realisation in partnership with all bodies of state administration and through 
coordinated cooperation with regional development agencies. Accordingly, the 
Trade and Investment Promotion Agency, in coordination with regional development 
agencies, should make a list of potential investors in Croatia and maintain active 
and continuous cooperation and communication with them. Croatia must reach 
towards potential investors, because investments are not merely a consequence of 
tax relief.  
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X
Privatisation and 

Restructuring 

On its path to full EU membership, Croatia must complete its economic transition as soon as 
possible. An important part of this process is the completion of the privatisation of the part 
under state ownership which, in regulated and efficient market economies, is privately owned. 
This should be done in order to have a more efficient and competitive economy, a higher GDP 
and, consequently, a higher standard of living for all citizens. 

Privatisation is not a goal in itself. The aim is a more efficient allocation and use of constantly limited 
resources. Private ownership has clearly proven to be far more successful than state ownership.

In our case, it is also true that there was a mismatch between what was expected from 
privatisation and what could objectively be achieved within a short period of time. In the 
early 1990s, there was an uncritical attitude towards privatisation as a quick solution to all 
problems. At the beginning of the 1990s, an uncritical view of privatisation was created, 
which depicted it as a magical and appropriate cure for all problems. It was expected that 
privatisation would immediately resolve problems such as hidden unemployment, an immobile 
labour force, technological obsoleteness, and insufficiently trained labour and management. 
However, privatisation has not, and will not, automatically resolve all these problems, because 
it objectively cannot do so. In spite of that, it remains an essential step on the way to a 
competitive economy.

Privatisation does not mean selling up everything to foreigners. Although in the previous period 
foreigners had more available money than local entities, this is no longer the case. It is precisely 
the Croatian private sector – entrepreneurs and citizens – that has begun to generate financial 
surpluses which will help them become increasingly engaged in privatisation projects as equal 
stakeholders. What was not realistically feasible in 1992 or 1997 is certainly possible today. 
Croatian entities may and must become involved in privatisation to a far greater extent than 
before – both as institutional and private investors. 

What was not realistically 
possible in 1992 or 1997 
is certainly possible today. 
Croatian entities can and must 
become much more involved in 
privatisation – as institutional, 
but also as private, investors. 
The growth of financial assets 
in the last ten years has made 
this possible.



Specifically, in addition to selling shares to employees and establishing various ESOP models, as 
potentially useful and desirable forms of involving employees in the ownership of the company 
in which they work, it is much more important to promote numerous other forms of citizen 
participation as (co-)owners of Croatian companies. In doing this, all levels of participation 
should be promoted – direct ownership of shares, or investing in various investment funds 
and pension funds. 

Special care should be taken in approaching the problem of real estate and land in the context 
of accepting the obligations arising from EU membership. Legal practice knows a sufficient 
number of legal institutes, such as long-term concessions, which may satisfy and reconcile the 
criteria of private efficiency and the requirements for national sovereignty and preservation. At 
the same time, an information campaign should be conducted to raise the awareness of real-
estate owners about the potential growth of real-estate prices in particular parts of Croatia.

Finally, it must be mentioned that state ownership is not totally undesirable. Co-ownership 
with the private sector is definitely possible, sometimes even useful. Likewise, if efficient state 
property management mechanisms are put into place, with profit as the main motive, and 
strictly separated from political influences, then state ownership should not represent an 
immediate problem if the products and services of a state-owned company sell well in the 
market. This is especially true if additional goals are achieved by this, such as the sense of 
greater confidence in citizens that certain vital infrastructural parts of the economy, owned by 
the state, will provide more opportunities for development in a world full of uncertainties.  

Goals:

 •  Use privatisation through the capital market as the predominant method for the 
      future privatisation of public companies to build their efficiency and 
      competitiveness
 •  Complete the privatisation of the shipbuilding industry by 2010 
 •  Complete the restructuring of Croatian Railways (HŽ) and  transform it into a 
      financially sustainable company by 2010  
 •  Allow companies without prospects to exit the market, and take proper care of 
      their employees through labour and social policy institutions  
 •  Urgently privatise companies in the portfolio of the Croatian Privatisation Fund 
      (HFP).  
 •  Transform the HFP into an institution with the capacity to effectively and 
      actively manage state property.  
 •  Speed up the remaining ownership issues concerning state property

Instruments and actions

The development of the financial system and the financial surpluses of the private 
sector show that sales through the capital market must be the predominant 
instrument in the privatisation of public companies and state-owned 
companies which have the potential of being listed on the stock market, and 
which are able to maintain operating standards in line with stock-exchange 
rules. This will allow these companies to become stronger in terms of capital, 
stimulate the development of the market of equity securities, but also enable Croatian 
citizens to participate in ownership and in the results of Croatian companies. This, of 
course, does not exclude strategic sales in cases where listing on the stock market 
is not common practice, or where the current condition of the company does not 
allow for this method of sales. The approval with which the financial market met the 
decision of listing 15% of INA shares in the capital market shows that this is a step in 
the right direction.  
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Employee stock ownership should be enhanced as a method of ensuring the direct 
participation of workers in the results of the company and, in general, of boosting their 
interest in the success of their company.

It is necessary to prepare for the privatisation of the insurance company Croatia 
Osiguranje (CO) and complete this by the end of 2006. The highly competitive 
market in which CO operates and the continuous loss of market position shows that 
urgent privatisation is the only way for CO and the insurance market in general to 
prosper. The potential synergic effects between CO and the Croatian Postal Bank are 
possible and desirable, but do not lessen the need for privatisation.  

Public companies offering services of public interest with the characteristics of public 
domain (for instance, Hrvatska Pošta and Jadrolinija) are facing market liberalisation. In 
spite of their specific nature, they must adjust to the challenge of competition and 
ensure efficient business which will not require subsidies from the state budget that 
are higher than the fees for the provision of public services. 

The privatisation of the metal industry (ironworks) must be completed by 
the end of 2006.

As a traditionally maritime nation, Croatia wishes to keep its shipbuilding industry, 
but also wants this to be an efficient and competitive one which will not be a constant 
burden on taxpayers. The challenges of competition and EU accession require a basic 
commitment to achieving a permanent and financially sustainable solution to these 
privatisation problems. In shipyards where the situation requires restructuring measures, 
these will be implemented according to the principle of “last state intervention”, with the 
objective of preparing them for privatisation. In line with this principle, by the end of 
2006/beginning of 2007, it is necessary to privatise one shipyard (Uljanik) and 
prepare another one for privatisation in 2007/2008. By 2010 the privatisation 
of all shipyards should be completed. This also means that by 2010 all Croatian 
shipyards must be capable of autonomous and financially sustainable operation without 
any state subsidies to cover operating costs. The entire European shipbuilding industry is 
experiencing difficulties in responding to the competitive challenge of shipyards from the 
Far East. For this reason, preparations to implement the EU LEADERship programme 
should immediately begin, as well as the implementation of EU rules on state subsidies 
which will allow the allocation of aid for the modernisation of shipyards, aid for investment 
in innovations, and aid for research and development and environmental protection. 
Therefore, investments in R&D should promptly be revived and the technological and 
human resources base for the production of technologically more complex ships need to 
be strengthened. All shipyards must urgently strengthen their managerial competencies 
and adopt modern financial management methods, since the current inadequacy in 
managing market risks is unacceptable.   

The restructuring of Croatian Railways (HŽ) must be accelerated to effectively 
prepare HŽ for the liberalisation of the market and the challenges of EU membership. 
After dividing HŽ into four companies which will operate within the mother 
company owned by the Republic of Croatia, by 2010 it will be necessary to develop 
economically and financially sustainable railway companies in passenger and freight 
transport, reduce dependency on state budget support for operating costs, except for 
transfers concerning public services and infrastructure, and ensure socially acceptable 
care for staff redundancies.

As a result of the successful restructuring of HŽ, the working ratio (a ratio of 
operating costs and operating/business revenue) should be reduced from the 
current 220% to at least 150% by 2010. The restructuring and segmentation 
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of HŽ will also increase the transparency of state aid and transfers to HŽ, 
because the difference among public services fees (subsidies for passenger transport), 
transfers for infrastructure, and subsidies will become completely visible. The 
privatisation of the daughter companies (not focused on the core business) should 
be completed by the end of 2007 at the latest. In parallel with restructuring and with 
the gradual opening up of the market to other operators, harmonisation with EU 
directives will also require the establishment of an independent body for the allocation 
of concessions for the use of the rail track. 

The transformation of the National Electricity Company (HEP) into a vertically 
integrated company should be accelerated to prepare in time for the challenges 
of a common energy market and its liberalisation. Decisions on the ownership 
structure should be made in a manner which will allow HEP to adjust as efficiently as 
possible to liberalisation and to the completion of the European Energy Market.   

Privatisation is an instrument used to increase business efficiency. However, greater 
efficiency also requires competition. Competition requires the liberalisation and 
deregulation of the markets in which, until recently, there has been limited access to 
the market, or where there has been a natural monopoly. Therefore, the activity 
of independent bodies such as the Croatian Energy Regulatory Agency, the 
Council for Postal Services and the Telecommunications Council needs to be 
continuously improved.

It is necessary to boost competition in the domestic market and, accordingly, strengthen 
the role of the Croatian Competition Agency (see The New Role of the State).

A minority share held by the state is not incompatible with the privatisation of 
public companies, so that both the state budget and taxpayers can enjoy the benefits 
of their successful operation. 

Companies that have been producing losses for a longer period of time, and which 
obviously cannot find their place in the market, should immediately be allowed to exit 
the market to clear the bottlenecks that these companies create in the economy. A 
company that is kept alive simply thanks to the open or concealed assistance of its 
owner (the state), and on account of not paying its suppliers, creates costs not only for 
the state, but also hinders the successful operation of other companies. The Bankruptcy 
Act needs to be modernised, and its implementation made much more effective. The 
average duration of bankruptcy proceedings should be reduced at least by 
half, receivers (trustees) must quickly be trained and their number needs to 
be increased to reduce the possibility of the same receiver simultaneously 
conducting a large number of bankruptcy proceedings. Receivers should also 
earn a performance fee if they act speedily and efficiently in the interest of creditors 
and if they prevent procedures from dragging on. 

The property register of the Croatian Privatisation Fund (HPF) needs to be 
completed, as does HPF’s transformation into an institution which will be able to 
efficiently manage the entire state property. 

The resolution of other ownership issues over state-owned agricultural land needs to be 
accelerated, and conditions must be created for the functioning of the agricultural land 
market. Therefore, agricultural policy measures should be directed to the development 
of the agricultural land market, the improvement of the system of disposing of state-
owned agricultural land, the merging of fragmented agricultural holdings, and the 
improvement of the protection of agricultural land. The productive use of land and 
its exploitation for economic purposes is possible through the instrument of 
long-term concessions.
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XI
The New Role 

of the State 

Increasing competitiveness and effective social inclusion require a competent and effective 
public sector as the catalyst of reform processes. The complexity and multidimensional 
character of the role of the state in the economy and society as a whole makes the public 
sector a particularly critical factor in achieving strategic economic goals. The state consists 
of numerous institutions that are in charge of conducting executive power activities and that 
interact with the private sector and other social stakeholders. The state is also the legislator 
and the fundamental guarantor of the legal framework and of legal security in which the private 
sector operates. At the same time, by being clear, transparent and, in general, through its 
method of enforcing regulations, it also affects the manner in which citizens and entrepreneurs 
exercise their freedoms. A competent, efficient and motivated public administration, simpler 
and cheaper operating procedures, and an efficient and independent justice system are the 
basic institutional determinants of a favourable business and investment environment. 

The state is the competent authority for economic policies, but also an active market 
stakeholder through the ownership and management of numerous economic entities. The 
stability of public finances is the foundation for macroeconomic stability (see Macroeconomic 
Stability and Economic Openness), but the size of the state sector, the extent of its intervention 
in the economy, and the transparency and efficiency of the management of public finances also 
determine the rhythm of economic growth. 

Measured by the share of total public expenditure in GDP, Croatia has quite a large public sector. 
The size of the public sector generally reflects the social appetite for the services provided by the 
public sector, the social need for redistribution and a narrowing of social inequalities, the need 
for infrastructural investment, etc. Considering the specific features of Croatia, such as the large 
number of socially vulnerable groups and economically justified activities that still require the 
significant presence of the state (education, science, infrastructure), which are considered in this 
document, continuous efforts should still be invested in reducing the size of the public sector. 

Economic growth creates new 
jobs. Growth comes from private 
investments, and investments 
largely depend on the new role 
of the state: on the efficiency 
of public administration, on its 
procedures, and on the quality 
of the justice system.



1. A competent and effective public administration –
    cheaper, faster, better

Goals:
 •  Establish a competent and effective public administration which at the same 
      time protects public interest and the equality of all citizens and entrepreneurs, 
      while decreasing operating costs
 •  Continue to work on increasing the efficiency, professionalism and knowledge 
      of public administration
 •  Increase the transparency of the work of public administration and strengthen 
      the combat against corruption
 •  Establish networking through IT in the service of users – developing e-public 
      administration 
 •  Contribute to a decrease in business costs by repealing obsolete, and simplifying 
      existing, legislation

Instruments and actions

Public administration reform is crucial both in terms of improving competitiveness 
and in creating the preconditions for competitive and effective EU membership. In 
achieving these goals, equal attention needs to be paid to administration at the central 
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The new state is not a 
weaker state. The legislative 
and institutional roles is 
enhanced and its direct 
entrepreneurial role is 
reduced. The new state is 
more effective and efficient 
and therefore stronger in its 
support of competitiveness. 

The efficiency and activity of the public sector gains additional importance at the time of 
Croatia’s accession to the European Union. The greatest part of the responsibility for the 
effective absorption and implementation of the acquis communautaire and for the successful 
advocacy of Croatian interests in EU institutions lies precisely in public administration. The 
competence, responsibility and motivation of public administration will ensure that Croatia 
joins the EU as an equal and competitive Member State. Indeed, the issue of international 
competitiveness obtains a completely new dimension in the context of joining the EU. This 
boils down to the issue of institutional efficiency – a country with high-quality and efficient 
institutions will attract more investors and achieve greater economic growth.

According to the Transparency International Index, in 1999 Croatia was in 74th position in 
the ranking of countries with increasingly perceived degrees of corruption. According to 
international research in 2005, Croatia was placed in 70th place. Public opinion polls show 
that Croatian citizens perceive corruption as a significant problem. In this case, this form of 
perception assumes the strength of a societal fact, which makes the fight against corruption a 
permanent mission. Although we have already mentioned the fight against corruption in terms 
of it being an important element for social cohesion, here we restate this demand, additionally 
stressing its importance from the aspect of the new role of the state.  

Beginning from the multidimensional role of the public/state sector, competitiveness and 
social inclusion require the parallel implementation of two apparently opposing processes: the 
quality of the institutional and legislative role of the state needs to be strengthened, whereas 
the entrepreneurial role of the state needs to be weakened. In other words, starting from 
the basic principle that the state should relinquish to the market all those activities which 
the market performs more efficiently, and intervene only in correcting market failures, the 
institutional and administrative competencies of the state must also be enhanced to create a 
stable, predictable and transparent business environment where the public sector, of a size 
that corresponds to its economic resources, is of service to citizens and entrepreneurs.   

The new role of the state is attained in three areas: the reform of public administration, 
the reform of the justice system, and the modernisation of the fiscal process. The goals and 
instruments are defined in these areas, as described further in the text. 

•



and local level. The competence and efficiency of local administration has a particularly 
significant role in creating a business environment favourable to business operations 
and investments. If we follow the constitutional requirement for the autonomy of local 
and regional self-government and administration, situations where the work of local 
government appears as an obstacle to investments are unacceptable.    

The adoption of the new Act on Civil Servants represented a significant step towards 
the stability and “professionalisation” of public administration. In line with 
this, the reform has to be intensified and reform activities need to be implemented 
simultaneously and continuously in the area of the organisation, professional 
development and the reward system of public administration.  

Increasing the organisational efficiency of public administration means abiding by the 
principle that the organisational borders between state administration bodies 
must not be evident to the users of their services. By reducing the number of 
ministries (from 19 to 13), the first significant step was made towards increasing the 
organisational efficiency of public administration. These results should continue, and 
the effect of reducing the number of ministries must be enhanced on the basis of a 
functional review of their activities. The functional review of all ministries should be 
completed by the end of 2006.

Based on the results of the functional review, unessential functions should be identified 
and removed, as well as overlaps in carrying out individual activities, unclear 
definitions of authority, etc. The number of management levels needs to be reduced 
to remove organisational fragmentation. Managers of organisational units with one or two 
employees are not at all engaged in management but in carrying out executive activities, 
and the sole result is the unnecessary complexity of communication and workflow.  

A new system of rewards must immediately be drawn up and implemented 
from the beginning of 2007. The system of rewards, as well as the career promotion 
system, must undergo reform to relate career promotion and salaries to performance 
instead of solely to years of service. The individual accountability of civil servants for 
their performance and the achievement of set goals must also be improved. 
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Strategy of State 
Administration Reform in 
the RoC, draft

Figure 13: Major operating obstacles
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The National Programme 
for Suppressing Corruption

• Measured by the share of gross salaries in GDP, Croatia has one of the most expensive 
public administrations in relative terms in Europe. At the same time, parts of public 
administration suffer from a high fluctuation of staff – especially of highly-qualified and 
competent personnel, because of the significant gap in salaries when compared to the 
corresponding segment in the private sector. Reform in the system of rewards 
and promotion must supply an answer to the paradox of a high wage bill and 
low salaries, since this is the only way for the public administration to keep 
high-quality personnel. Without such personnel, there can be no professional and 
competent public administration. 

Based on the results of the functional review, areas should be determined where 
there is an excessively large or excessively small number of civil servants. An 
effort needs to be made to make up for the deficits from “internal surpluses”. 
An internal labour market should be organised which will include mechanisms 
for internal rotation within the civil service, and a retraining system to increase mobility 
within the civil service. Those who cannot meet the requirements of a modern public 
administration should be given the opportunity to leave. Incentives must be established 
for those who wish to leave the civil service or for those who meet at least one 
condition for retirement.

Employment in the public service must be based on objective criteria such as 
expertise, knowledge and skills. The current provisions on the “de-politisation” of 
the public service will contribute to the creation of career public servants who perceive 
public administration as a profession and as an opportunity for career development. 

Continuous professional development and education must become a right, but 
also an obligation for each public or civil servant.  It is necessary to act in at least two 
directions: develop graduate as well as specialist postgraduate public administration 
studies in cooperation with universities; create a system and a programme of continuous 
education and training for the public administration in which the Civil Service Training 
Centre plays a central role. In doing this, special attention must be devoted to computer 
literacy, language learning, acquiring knowledge on the role and activities of a modern 
public administration, and the practice of public administration in developed market 
economies. Special focus should be placed on developing knowledge on EU institutions, 
the acquis communautaire and the challenges posed by its implementation. 

The publicity and transparency of the work of public administration needs to be 
enhanced, including access to information. The public procurement procedure 
must be strengthened, an e-procurement system needs to be developed and 
the Public Procurement Act must consistently be applied. This will all contribute to the 
suppression of corruption. It is also necessary to urgently establish ethical standards for 
the performance of public office, adopt an ethical code for public administration, and 
systematically work on the development of public administration professional ethics.

Anticorruption legislation needs to be improved, and the services specialised in 
combating corruption must be strengthened. It is necessary to more precisely define 
corruption, as well as conflict of interest, and suppress them by revealing them, applying 
appropriate punishment, as well as through educational campaigns aimed at informing 
society on why and how corruption and conflict of interest cause harm by 
slowing down investment, growth and the opening of new jobs.

The use of ICT in the operation of the public administration and in its 
communication both with citizens and the private sector should be 
enhanced. The networking of state administration bodies, the linking of databases, 
and the use of modern communication technologies are essential factors in reducing 
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private sector costs in doing business with the public sector. These are also the most 
significant instruments for controlling and implementing the efficient and rational 
allocation of public financial resources. Therefore, it is necessary to persist and 
additionally intensify and enhance activities for the development of an e-state 
administration which includes the creation of a unified information system 
for the state administration, transparency and accessibility of data and 
official forms, and the submission by electronic means of different forms and 
information that the public administration requires from the private sector.  

A public administration without “clients in the corridor” needs to be created before 
joining the EU. This, in other words, means the performance of all activities and 
communication with public administration by electronic means. The results 
of implementing an e-state administration (e-justice system, e-cadastre, e-taxes,  
e-Regos) are the best reasons to further intensify activities in this direction. The 
opening up of modern communication channels between the private and the public 
sector, and the speeding up of business and communication with public administration 
(for instance, the results achieved by the ‘hitro.hr’ service) are firm contributions to 
the improvement of the investment climate.   

The condition for the full and efficient establishment of an e-state administration, as 
well as for a real reduction in the costs of the private sector when doing business 
with public administration – “reducing the costs of complying with business and other 
regulations” – is to systematically simplify and increase the efficiency of the 
business regulations in question. This includes any regulation that requires a 
company to submit information to public administration. 

A systematic review of the current business regulations needs to be 
immediately conducted with the aim of removing unnecessary, obsolete and 
redundant provisions and thus reduce operating costs, remove investment 
obstacles, and, equally importantly, reduce the number of potential sources 
of corruption. In other words, it is necessary to begin a process which is popularly 
known as the Regulatory Guillotine. Namely, everything needs to be done to avoid 
the trap of creating an additional and even greater administrative burden for the 
private sector resulting from harmonisation with EU regulations, instead of providing 
clearer and more transparent regulations. Normative optimism must be replaced with 
normative efficiency.

When adopting any new regulations, procedures and instruments to examine 
the quality of the new regulations need to be put in place to facilitate the 
assessment of their effect on economic activities and operating costs. A 
standard methodology must be developed for assessing the effects of the new legal 
and subordinate regulations.

The competence of institutions for passing better regulations and for 
coordinating different state administration bodies when passing new regulations needs 
to be continuously improved. 

2. Judicial reform – legality, fairness and efficiency

Goals:
 •  A competent, fair and efficient judiciary
 •  Protection of creditors, ownership rights and respect of contracts
 •  Continuing professional development of judges and other judicial professions in 
      their knowledge of European court practice
 •  Alignment with the acquis communautaire
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Instruments and actions: 

The free and effective functioning of the market mechanism is only possible within 
an institutional and legal framework which guarantees financial discipline, the 
protection of creditors and ownership rights, compliance with contracts, as 
well as the fast exit of an inefficient company from the market. This requires 
an independent, unbiased and, above all, efficient justice system. The quality 
of the legal system and its degree of stability and predictability have a direct effect on 
the structure of individual markets and entire economies, the rhythm of their growth, 
as well as on the business climate and on ethics.   

The forthcoming process of finalising alignment with the acquis communautaire should 
be used not only for the normative convergence of the Croatian legislation in line with 
the legislation of the EU, but also for a deep transformation of the overall judicial system 
and its opening towards the application of the useful legal solutions of other states.

Although the activity of the justice system is primarily measured by its legality and fairness, 
the efficiency of the justice system is equally significant for economic development. A 
competitive economy requires a justice system that reacts promptly and in line with the 
dynamics of unfolding business events in a globalised market. Otherwise, the conditions 
in the market might change to the extent that court decisions will no longer have their 
intended economic effects. Reducing the time of duration of court proceedings 
and dispute resolution is an important element in the improvement of the business 
climate, creating investment confidence and reducing the motivation for corruption. 
The objective of the Croatian justice system is to reduce the time of duration of court 
proceedings to a maximum of three years before the decision becomes final.  

In recent years, Croatia has invested continuous efforts in establishing an efficient and 
impartial justice system. Special efforts have been invested precisely in the areas of 
strengthening ownership and creditor rights and simplifying conditions and procedures 
for companies entering and exiting the market. A range of measures have been 
implemented focusing on putting order into the land registries and reducing the backlog 
of all land-registry cases. Efforts have also been made to further increase the efficiency 
of enforcement and bankruptcy proceedings. The more efficient use of information 
technology has increased the transparency of the cadastre (e-cadastre) and land registry 
(e-land registry). It is necessary to persist in these activities and speed them up with the 
aim of removing the entire backlog and fully updating information both in the 
cadastre and in the land registries by the end of this decade.   

The effects of the results achieved to date should be enhanced through the 
modernisation of the court system, the rationalisation of the courts network, 
the IT networking of courts and, in general, by using all measures to improve 
access to courts (receiving cases sent by e-mail, delivering rulings by e-mail, etc.). 

By becoming an EU member, Croatia will become part of the common market, and 
the Croatian justice system will be faced with the operating challenges of the common 
market both in terms of complexity and variety of business transactions by economic 
entities whose activities may become issues for its consideration and decision making. 
The capacity of the Croatian justice system for the prompt and efficient resolution of 
economic cases will thus become an even more significant determinant of the total 
competitiveness of the Croatian economy and of the total business attractiveness 
of the Croatian economic area, for both foreign and local investors. Therefore, the 
training and specialisation of judges and other judicial professions need to 
begin immediately, and need to include economic knowledge and European 
case law in the field of economic cases. 
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The Strategy of the Reform 
of the Judicial System

In August 2004, the total 
number of unresolved land 
registry cases was 359,500, 
while at the end of February 
2006 it was 198,881.



The permanent training of judges should, therefore, be established as a right 
and obligation, and the rules and criteria for carrying out this office should be related 
to the results of professional performance and professional development. Achieving 
the goals of the judicial reform and responding to the challenges of joining the EU 
requires the motivation, accountability and continuous professional development 
of judicial officials and all other judicial professions. Salaries and social position are 
significant factors in this area. However, to achieve motivation, accountability and 
the corresponding quality of the justice system, it is necessary to match rewards and 
career promotion with performance. High quality and efficient performance should be 
encouraged through all available reward and promotion instruments. Transparent, high-
quality and internationally comparable statistics of the justice system’s performance 
need to be developed to more easily manage and more transparently monitor changes 
in the efficiency and effectiveness of the system.  
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3. The role of the state in the economy and public finances

Goals:
 •  Withdrawal of the state from its function of entrepreneur and transition 
        towards the function of correcting market failures
 •  Prevent monopolies and strengthen competition
 •  Cut state expenditure appropriately, in accordance with the criterion of their 
      efficiency
 •  Reduce the burden of taxes and contributions, in line with the success of fiscal 
     adjustment and the effects of this strategy on accelerated growth 
 •  Fiscal decentralisation

Instruments and actions

A modern market economy is in continuous need of the presence of the state. 
However, the presence of the state in the economy must be based on two principles. 
First, the state/public sector should let the market deal with all those activities 
that the market can perform in a more efficient/economical manner, and 
thus withdraw from its entrepreneurial role. Secondly, where the state, for different 
reasons, maintains its entrepreneurial role though ownership shares in companies, 
it should draw a clear line between its role as entrepreneur and its other 
functions (legislator, holder of economic policy and executive power). These 
roles and their instruments should not be confused.  

In helping individual companies or economic sectors, the state should be led by the 
fundamental principle that state aid is justified if it leads to removing market failures 
or the failures of competition. In approving state aid, care should also be taken 
that the economic and social benefits from the approved aid are higher than 
the direct and indirect costs of their provision.   

The state aid policy must be reformed in a way that facilitates the enhancement 
of competitive market mechanisms, increases the efficiency of using the total 
social resources, and contributes to the sustainability of public finances. In the reform 
of state aid, selectivity and attempts to select winning companies or branches 
should be abandoned, which means that activities should be subsidised instead of 
companies. In other words, today’s vertical aid must be replaced by horizontal aid.  
It is essential to persist in establishing a transparent state aid system which 
implies clear rules and criteria for assigning and approving aid, both at the central and 
local level, to prevent aid beneficiaries from disrupting market competition, and to 
minimise the space for the influence of interest groups.  

It is very important to strengthen the institutional capacity of the Agency 
for the Protection of Market Competition to allow for the implementation of its 
legal authorities in practice, in order to prevent all forms of restrictions and limitations 
to market competition – concluding prohibited, cartel agreements, monopolising the 
market, control of concentrations, etc. It is equally important to build the institutional 
capacities of the line ministries to make them capable of activities related to the 
allocation of state aid in conformity with EU standards, and to prepare in time for 
membership, when state aid supervision and approval will be taken over by the 
European Commission.

It is necessary to reduce state aid from 1.1% of GDP (with the exception of 
agriculture, fishery and transport) in 2004 to a level which will not significantly 
depart from the EU average within the period of accession to the EU.  
At the same time, efforts must be made to change the structure of aid in which the 
share of sector aid needs to be reduced, and the share of aid aimed at horizontal 

•

•

•

•

•

Forms of state aid include 
subsidies, guarantees, debt 
write-offs, cancellations of tax 
and mandatory contributions, 
and exchange of debt for 
partial ownership. Vertical 
or sector aids are approved 
to cover operational costs. 
Horizontal aid includes aid for 
research and development, 
environmental protection, 
employment, education and 
training, SMEs, and, under 
special conditions, those that 
facilitate the recovery and 
restructuring of enterprises 
facing difficulties.
Subsidies which have the form 
of a fee for the performance 
of public services are not 
considered as aid.  
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objectives needs to be gradually increased, In this way, conditions will be created to 
implement the goal set by the European Council, that is, the need for “lesser and 
higher-quality state aid”. The preconditions would also be established for a more 
efficient and effective impact of state aid on total economic growth, and not only on 
the development of certain economic sectors.    

Competitiveness requires a reduction in the relative size of the public sector 
and public expenditure, because only in this way will it be possible to implement 
the necessary reduction of the tax burden. At the same time, the removal of external 
imbalances and the stabilisation of foreign debt require the continuous reduction 
of deficit, which restricts the space for expenditure accrual even to achieve 
the conditions of the current tax burden. And pressures will increase for more 
expenditure since new costs will arise, such as, for example, the costs of joining NATO, 
the costs of adjusting to EU standards, and the costs of pre-accession assistance 
projects (national co-financing), and later, the cost of structural funds. 

An essential assumption for investor confidence and economic progress is the security 
of each individual and the state as a whole. Modernisation of the Armed Forces of 
the Republic of Croatia is necessary not only and exclusively because of accession to 
NATO, but also because of the security and defence of the Republic of Croatia and its 
citizens. Defence is one of the basic functions of the state, which is why the Croatian 
Parliament has adopted the Long-term Plan of Development of the Armed Forces 
2006-2015. The realisation of the plan demands significant investments, which is why 
it is necessary to insist that suppliers of equipment and weapons transfer part of their 
production to the Republic of Croatia. This will strengthen the existing capacity of the 
Croatian military industry, but also ensure knowledge and technology transfer.  

The challenges of fiscal adjustment will grow in the years that follow, but efforts must 
not be abandoned to reduce the size of the public sector and the relative amount of 
public expenditure. Therefore, three directions need to be taken. Firstly, reforms 
must be decisively implemented (public administration reform, the redefinition of 
the role of the state in the economy, the reform of the state aid system, the reform 
of health insurance and determination to implement the pension reform) which 
will reduce the pressure on the current expenditure accrual and reduce 
the current deficits. Only in this way will space be created for financing 
priorities in education and science and for accommodating new costs, such as the  
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Figure 16: Total general government expenditure, % GDP
year 2004
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co-financing of projects funded from pre-accession assistance and structural 
funds, but also the very necessary space for reducing the tax burden. Secondly, 
it is necessary to persistently strengthen institutions and their systems of 
internal financial control, which includes financial management and control and 
internal audit in the public sector of the Republic of Croatia in accordance with the 
legislation. This primarily relates to the strengthening of the management 
and control of public income, receipts, property, expenditures, obligations, 
liabilities, refunds, including the strengthening of capacity in public debt 
management, as well as the capacity of the internal audit service on the 
state and local levels. Thirdly, it is also necessary to promote and intensively use 
the models of non-debt financing of public investments (see Public Private 
Partnership).

Due to the continuous fiscal tension in conditions of high deficits and the described 
pressures on the growth of state expenditures in one part of the period of 2006-2013, 
the space to reduce tax rates and/or rates of contributions is not large. More precisely, 
in the next three years, the reduction of tax rates is only possible if this comes as the 
result of accelerated economic growth, which will be the outcome of the consistent 
implementation of the activities described in this document, and as the result of a 
change in the manner of financing large investment projects through PPP instruments 
(see Public Private Partnership). It is possible and necessary to immediately begin 
the simplification of the tax legislation.

When sustainable economic conditions are created to reduce the tax burden, 
further activities should be based on the principles of economic and administrative 
efficiency, but also on the principle of fairness. In general, the main tax system 
outlines should not be changed. We should aim towards a tax system with 
a smaller number of rates which will, nevertheless, ensure suitable 
progression, but also towards as narrow a set of tax relief as possible to 
minimise the negative effects of taxes on the dynamism and structure of 
economic activities. 

A narrow set of exemptions implies a broader tax base, and, consequently, it allows 
for lower tax rates. It is especially important to maintain those elements 
of the tax system which promote savings and investment. Special efforts 
should be invested in modernising and simplifying the local tax system and in 
strengthening the fiscal capacity of the local government in the process of 
fiscal decentralisation. However, tax reforms should also take into account that the 
very stability and permanence of the tax system is a valuable element in a competitive 
environment.

When the fiscal adjustment trend is stabilised (in the period of 2008-2010), the 
primary issue to be considered will be the reduction and simplification of labour 
tax, primarily contributions. The implementation of these changes will stabilise 
the competitiveness of the Croatian tax system, although it will probably not be 
possible to remove its basic weakness – the high direct taxation of labour – because 
of fundamental weaknesses, such as the demographic structure. Namely, in relation 
to competitiveness, the amount and structure of contributions are a much greater 
obstacle than taxes. Croatia has high contributions, both for pension and health 
insurance, which have in reality basically taken on the feature of taxes. The real 
nature of contributions must be re-established, and, especially within the framework 
of health reform, a connection made between the amount paid and the volume of 
services received for these contributions. In the period for which it is considered 
that the nominal contribution rates may not be reduced, the complex structure 
of these rates and tax bases to which they apply should be simplified to support 
competitiveness and reduce motives for operating in the grey economy.

•

•

•

•



Besides reducing the tax burden, the institutional and regulatory aspect of the tax system 
is an equally significant element of competitiveness. This is precisely the area where 
decisive results may be achieved to improve the entrepreneurial climate and reduce 
business uncertainty within a short period of time. The complexity and sophistication 
of modern business transactions are very often not adequately recognised in 
our tax regulations which increase operating costs, but also create space for 
tax evasion. When we accede to the common market, the fiscal complexity of 
business transactions will additionally grow, and this is why it is necessary to 
immediately and systematically introduce education, training and modernisation 
in the tax administration to increase its motivation and competence.   
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Figure 17: Tax burden, % GDP
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Laws and regulations related to the tax system must urgently be modernised 
and harmonised with the standards and practice of other small and open 
developed countries. Subordinate legislation and opinions must be harmonised so 
that there is no space left for different interpretations. The practice of tax authorities 
giving contradictory “opinions” should be replaced with clear, simple tax rules, which 
have been clarified in advance. This will reduce uncertainty, corruption, the costs of 
supervision and court proceedings, and speed up and facilitate the differentiation 
between honest business and tax fraud. Tax regulations are one of the prime 
areas where the strategic goal of reducing costs and simplifying primary and 
secondary legislation should be achieved. 

Increasing the effectiveness of public expenditures requires the strengthening of the 
mechanism of planning public expenditures, as well as mechanisms of control and 
supervision over the spending of public funds. In the area of planning, it is necessary 
to actually implement three-year programmatic planning in practice. The consistent 
implementation of multi-annual programmatic planning in practice will allow for 
the transformation of the budget process, from a process where ministries 
compete for limited funds, into a programme competition process. Creating 
competition between programmes will ensure a transparent relation of 
the budget structure to development goals, but also allow for an efficient 
mechanism for monitoring the effectiveness of public spending. Programmes 
which do not result in the achievement of the set goals will make them liable to being 
abolished. An internal audit system needs to be further enhanced, especially in local 
self-government units. 
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The achieved level of effectiveness and transparency of the budgeting planning 
process must continuously be improved. This should be the permanent task of 
all the segments of public administration, and not only of the Ministry of Finance. 
Government programmes and accompanying documents should be 
published on web pages in a way which will make citizens understand the 
link between the programme, the documents that justify it, and the budget 
items. To begin with, by the end of 2006, the instruments and actions referred to in 
this strategy must be shown on the Internet in relation to the programmes and budget 
items for 2007. Systems of measuring the efficiency of individual programmes 
and the justifiability of spending taxpayers’ money must be introduced and 
the results need to be made public. Special attention should be devoted to 
the cost and benefit analyses of regulations in order to identify and abolish 
those regulations whose costs are higher than the social benefits they bring. 
In parallel, the role of Parliament and the public should be increased in the 
budget planning process.

It is also necessary to strengthen the Directorate of the Ministry of Finance in 
charge of monitoring the results of public companies in a way which will result 
in the improvement of the management of public companies. This Directorate 
must consider the application of international financial reporting standards, analyse 
the financial and material parameters of the operation of public companies, provide 
support to the work of the members of supervisory committees, introduce modern 
practices of financial planning and controlling into public companies, oversee the 
application of OECD corporate management principles in state-owned companies, 
and provide support for the introduction of the same business principles in state 
companies owned by the local government, as well as perform all other activities 
necessary to improve the management of the system of state companies.

The process of fiscal decentralisation must be initiated in conformity with 
the principle of seeking development incentives at local level. Through fiscal 
decentralisation, the local government should be allowed to affect the quality of the 
public services that are locally provided in line with the priorities of the local population. 
In this way, local units will be able to compete with each other over the quality of life 
and attract to their area people from places where the quality of life is poorer. In 
line with this, it would be desirable to change the relation of tax revenue 
distribution between the state and local units in a way which would leave the 
profit tax to the state, and relinquish income tax to the local government. 
The fiscal decentralisation process must be gradual and based on fiscally sustainable 
local units.  

The economic justifiability of the current differences in the prices of utility services 
must be reviewed. Differences which are not justified need to be removed to 
make business conditions for entrepreneurs in Croatia more equal. Criteria 
and guidelines for the pricing policy of public utility services must be introduced, and 
the introduction of common criteria and practices for the financial and operational 
management and reporting in local public companies must be encouraged and 
supervised by applying OECD corporate management principles for state-owned 
companies, international financial reporting standards and commercial auditing 
standards. 
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XII
Projections

Finally, we present projections. The figures that follow are not the product of a sophisticated 
econometric model. They show the expert evaluation of the most important economic trends 
if all the goals, instruments and actions referred to in this document are attained. So far, these 
figures have a motivating role. They clearly show the chances for Croatia to achieve 75% of 
EU development by the middle of the next decade. The figures also show the impact of such a 
development scenario on the unemployment rate, the balance of payments, and indebtedness.  

The following table presents the annual averages of the two four-year periods that follow: 2006 
– 2009 and 2010 – 2013. In the four-year period that has just begun, the expected average rate 
of real GDP growth is 5.1%. Taking into account the current macroeconomic trends, such a 
rate of growth is not impossible. However, a higher average rate of growth is not possible at 
the moment, because not all the strategic goals will be achieved in the next four years, and the 
majority of the instruments and actions will only just begin to take effect. The first four-year 
period will lay the ground for a further acceleration of growth, which should take place in the 
second four-year period, when the average rate of growth could exceed 7% a year. 

The unemployment rate will follow a similar dynamics: in the first four-year period, it will 
continue to fall in line with the trend that was identified over the last year, or year and a half, 
so that the average rate of 12% will actually mean that the unemployment rate will amount 
to about 11% at the end of the first four-year period, mostly because of the still present 
structural imbalance in the labour market. The speedy removal of these imbalances will lead 
to a drop in the unemployment rate to below 10% in the second four-year period, so that the 
unemployment rate at the end of that period (2013) should not greatly exceed 8%, which is 
what the European average might be at that time.   

This strategy implies the reduction of the fiscal deficit and the reduction of general government 
expenditure in the GDP, although this reduction will not follow a radical rhythm. Structural 
restrictions have been taken into consideration, as well as the Croatian public preference 
based on the collective decision that Croatia should maintain a high degree of transfers in the 
budget. For this reason, only a more substantial acceleration of the rate of GDP growth in the 

Figures that are motivating and 
not analytical.
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7 The presented projections are based on the assumption that the business cycles in the EU will continue to 
flow normally. Every departure from the usual European trends (such as the one in 1991/92 when Europe was 
undergoing a financial crisis) would unavoidably spill over onto our economy. A drop in demand for our export goods 
and services, and financial instability, which would be reflected in a reduced inflow of capital to Croatia, would be 
the most significant mechanisms through which European problems could affect our economy. Currently, growth is 
gradually recovering in Europe and thus, in the following years, a slight acceleration of the rate of growth and growth 
of interest rates are foreseen. This business cycle, as well as the one that could follow, are included in this projection 
of the development of the Croatian economy.  

second four-year period will make room for a reduction in the share of general government 
expenditure in GDP to achieve the still relatively high level of 45%. 

This rate will fall significantly once the grey economy is included in GDP accrual in conformity 
with international methodology. This should on no account be interpreted as justification to 
keep the current rate of tax burden and amount of state expenditure, because the negative 
effect of the tax burden on entrepreneurial activity and investment, or on the quality  and efficiency of 
government expenditures, will not change on account of a change in the methodology of GDP accrual.

Finally, the inescapably high deficit of the current account of the balance of payments (6.5% 
of GDP on average) will be followed by accelerated economic growth thanks to the growth-
related import of capital equipment and intermediary goods. Such was the experience of all 
fast-growing countries as they attempted to establish a connection with developed regions 
before becoming net exporters at a later stage of development.  

Croatia cannot yet become a net exporter without large and unnecessary social costs, but the 
deficit in the current account of the balance of payments should be financially “safe”, because a 
growth in exports is expected at a rate which is higher that the rate of growth of GDP, as well 
as the financing of the deficit almost fully by foreign direct investment. Thanks primarily to the 
promotion of an entrepreneurial climate, the growth of investments, and the new role of the 
state, the ratio of FDI to GDP should constantly be 6% or more. The growth of exports should 
overtake GDP growth each year by 1 percentage point, so that the ratio of total exports to 
GDP in each four-year period would increase by 4 percentage points, gradually transforming 
Croatia into an export-oriented economy.  

The described growth is possible if such export and FDI trends are maintained, accompanied by 
a growth in foreign debt at a slightly lower rate than the rate of export growth. This means that 
the main indebtedness ratio (foreign debt/export of goods and services) would first become 
stable at the level “as is”, and then drop slightly, which will certainly remove all the danger of Croatia 
experiencing problems with an exceedingly large foreign debt burden in the foreseeable period. 

1994-
1997

1998-
2001

2002-
2005

2006-
2009

2010-
2013

Rate of growth of GDP in % 6.4 2.1 4.4 5.1 7.3

Inflation rate (year end in %) 2.0 5.0 2.6 2.5 2.0

Unemployment rate
(ILO methodology) in %

-** 14.9 13.9 12.0 9.5

Fiscal deficit / GDP*** in % -1.1 -5.5 -4.7 -3.0 -1.5

General government expenditures / 
GDP in %

48.0 52.0 50.0 48.0 45.0

Current account balance / GDP in % -5.0 -5.0 -6.7 -6.5 -6.5

FDI/GDP in % 1.7 6.0 5.1 7.0 6.0

Foreign debt / exports in % 63.9 120.3 153.3 165.0 160.0

Export of goods and services /
GDP in %

41.8 44.0 50.0 54.0 58.0

Growth in EU-15 in % 2.3 2.9 1.5 2.0 2.0

** data resulting from the internationally comparable methodology are not available before 1998.
*** the indicator projections do not take into account the expected correction arising from the inclusion 
of the grey economy.

MACROECONOMIC FIGURES UNTIL 20137: FOUR-YEAR AVERAGES
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