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Preface

The Foreign Investors Council in Croatia (FIC) was founded in January 2012 by eleven companies with the inten-
tion to start a constructive dialogue with the Government and other stakeholders in Croatia on how to improve 
the unfavorable business climate in Croatia, which adversely affects both domestic and foreign companies. While 
there are other organizations that are advocating the same or similar approach as FIC, we believe that international 
companies that do business in Croatia, with their views from abroad can contribute positively to the policy debate 
with the aim of achieving faster and more sustainable economic growth.

As a business association FIC is determined to contribute to creating a more investor friendly environment in Croatia 
and a more favorable climate for business in general. We believe that FIC has the right structure and strength that 
arises from the size, importance, knowledge and skills of the biggest corporates that operate in Croatia. Specifically, 
this means focusing on ensuring legal predictability, efficient administration, transparency and support on the 
national and local level – all that is necessary for Croatia to move forward and enable a business environment that 
would provide favorable climate for companies already operating here, as well as prove to be the right opportunity 
for other foreign and domestic companies to consider.

FIC believes that attracting foreign investments and encouraging present investors to develop their business are 
crucial for Croatian economy to generate growth in the long run. Foreign investors can play a major role in the 
economic recovery of Croatia by bringing fresh capital, new quality and environment protection standards as well 
as know-how, innovative technologies, new job openings and employee development programs.

Therefore, FIC promotes the common views of its members in order to express mutual interests which would lead 
to resolving challenges that appear or may appear in relation to foreign investments. Likewise, FIC engages in 
establishing communication with other foreign investors’ associations in order to exchange common practices and 
to contribute to strengthening the economy in Croatia as well as the region.

As a newest member of the European Union, Croatia became part of the most competitive market in the world. 
Therefore, it is imperative to focus on increasing its own competitiveness by ensuring a stable regulatory environment 
for investments and business in general, fostering innovation, research and development, and investing in human 
capital. FIC is convinced that the only sustainable way to achieve this is by cooperation and continuous dialogue 
between the business sector and policy makers.

After increasing its activities and publishing three editions of the White Book from 2013 to 2015, FIC was recognized 
by the Croatian Government, international organizations, general public and media as an important policy advising 
forum. The number of Croatian companies owned by foreign capital which are joining FIC is constantly growing 
and the organization now consists of 34 member companies which are ranked among top 100 Croatian companies.
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In 2016 members of the FIC General Assembly unanimously elected Mr. Mladen Fogec as President, Mr. Zoltán 
Áldott and Mr. Viktor Pavlinić as Vice Presidents of FIC, and Mr. Michale Georg Müller and Ms. Marijana Bubalo 
to be members of the FIC Executive Board for the next term from 2016-2018. At the end of 2015 Mr. Igor Zgrabljić 
was named as new Secretary-General of FIC.

In June 2016 FIC hosted the “1st International FDI Forum” in Zagreb, under the high auspices of the Croatian Presi-
dent H.E. Kolinda Grabar-Kitarović, which gathered international FDI experts from some of the most competitive 
countries in the World (Australia, Canada, Germany, Israel, Japan, Norway, UK and Switzerland) who presented 
their experience in leading the major institutions dealing with FDI. They were joined by the top Croatian CEOs 
who discussed the experiences of their companies while investing in Croatia.

Last year’s publication of the White Book 2015 was followed by the elections in Croatia which lead to a coalition 
Government that lasted less than a year. In that period we have seen some positive changes and increase in the 
awareness of all the reforms and privatisations that need to be implemented to enhance the competitiveness of the 
Croatian economy. Unfortunatley, there was not enough time.

This year’s edition of the White Book is presented just a week after the new Croatian Government has been formed 
in the second part of October 2016. This gives us a true privilege to be the first one to present our views and recom-
mendations to the decision makers and general public, for the improvement of the investment climate and overall 
business environment in Croatia, that we all hope to witness.

At the end of the day, an investment is an investment, no matter whether domestic or foreign.

Preface
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Executivesummary

ES1.In order to pick up with the rest of EU countries and to move forward in its path to development, Croatia should 
increase efforts in order to attract more FDI as studies show that the 1% increase in FDI increases total investment 
of 0.5-1.3%, and GDP growth to 0.5-1.0%.

ES2.Following a strong decline in 2014 (-10.5% on a yearly level), global foreign direct investment (FDI) inflows man-
aged to increase 38% to $1.76 trillion in 2015. The rise in FDI was somewhat at odds with the global macroeconomic 
environment, which was dominated by slowing growth in emerging markets and a sharp decline in commodity 
prices. The principal explanation for this seeming inconsistency was a surge in cross-border M&As, especially in 
developed economies. UNCTAD projects global FDI inflows to decline by 10-15% to $1.6 trillion in 2016, reflecting 
the fragility of the global economy, persistent weakness of aggregate demand, effective policy measures to curb tax 
inversion deals and a slump in MNE profits.

ES3.Limited amounts of foreign investment materialized during the first half of 1990s in the days of first stage of 
privatization and war – only companies from the neighboring countries like Germany, Austria and Italy connected 
their subsidiaries of subcontractors in that process. Second phase was 1997-2002 when mass voucher privatization 
was combined with couple of big projects. Then there were “roaring” 2004-2009 when there were also couple of 
big projects like second phases of INA and Telecom coupled with interest of portfolio investors, as well as from 
companies that wanted to do business in Croatia and in neighboring countries.

ES4.Reinvested earnings and flows to-and-from parent companies make each 20% of total FDI inflows in Croatia. 
One could reason that FDI companies that came are reinvesting in the company they bought (acquired) in order 
to develop it, using connections with parent company for credit lines for working capital of the acquired company.

ES5.The role of FDI in a host country’s growth and development has been confirmed by several empirical studies – 
which is also confirmed for FDI companies in Croatia. All the groups of the acquired FDI companies show a faster 
growth in revenues and capital than the group of other domestic companies. A part of the observed companies has 
undergone a period of decelerated growth in revenues and capital reduction due to restructuring losses, which is 
followed by a rise in revenues and capital. Productivity also grew faster. The same holds true for the newly-established 
FDI companies. A major portion of FDI companies’ retained profit is reinvested (approximately two thirds), which 
thus confirms the on-going interest of investors in operation of a company in which investment has been made.
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ES.6.The significance of foreign owned companies in Croatian economy is summarized by the following table (as 
shares of total in the economy):

  2008 2010 2013 2014 2015

Capital 26,9 27,9 27,4 27,7 27,9

Revenues 19,5 18,0 17,4 16,6 17,3

Exports 34,3 35,9 37,4 38,2 39,4

Employment 14,1 14,4 15,8 15,9 15,4

Investment 23,3 24,9 26,7 29,0 25,2

Source: We used FINA and BISNODE database in calculation and aggregated results from companies that have 50% and more foreign ownership  
(FDI companies) versus the rest of active companies with more than 1 employed (total in economy).  

ES.7.FDI companies represent a significant part of Croatian economy, be it through capital, total revenues, exports, 
employment or investment. That said, capital of FDI companies represents almost third of overall companies capital 
in Croatia with the share of export approaching 40%.

ES.8.Alongside the inflows, the reinvested earnings and flows to-and-from parent companies make each roughly 
20% of total FDI inflows in Croatia in past few years. However, reinvested earnings faced a strong drop in 2015 as 
major banks paid no dividends given the significant losses in the aftermath of CHF conversion which decreased 
FDI as a % of GDP from 3.1% in 2014 to 0.3% in 2015.

ES.9.Studies show that FDI f lows move, on average, to stable exchange rate environments, countries with low 
sovereign risk, and countries with high GDP per capita income. In addition, agglomeration of FDI seems to be an 
important determinant of current FDI flows. There is no support in the data for trade openness to be neither a 
significant nor a robust explanatory variable of current FDI flows.

ES.10.Among the economic policies of Croatian Government, macroeconomic stability was among the highest 
regarded ones, ever since the hyperinflation of beginning of 1990s and successfully implemented Anti-inflationary 
program of 1993-94. Macroeconomic stabilization remains to be the mantra of each Croatian Government which 
bodes well for the investors’ appetite.

ES.11.During the period 2000-2014, GDP has grown until the recession hit hard and revealed the structural flaws 
of Croatian economy and the fact that no serious structural reforms were undertaken since 2002, when Pension 
reform started and was stopped in 2004, right after transition costs of the reform were borne. Social sector reform, 
Health sector reform, Public administration reform, Public companies reform, Reform of State aid and subsidies 
and other reforms were blueprinted with cooperation of World Bank and other international institutions as early 
as 2000, but were never implemented in its fullest. However in spite of the latter, after facing six years of recession, 
Croatia finally managed to see positive growth in 2015.

ES.12In 2016 we expect to see a solid 2.7% growth supported by another stellar tourist season and consumer recovery 
that has legs on rosier employment outlook, persistent deflation, stronger non-purpose cash loans, declining savings 
rate and further PIT cuts in the pipeline while higher EU funding, improving bank loan availability and better 
exporters’ morale also underpin investment activity.

ES.13.Monetary policy has been expansionary in the periods 1994-1998, 2000-2003, and 2005-2008, with contrac-
tions in 1999, 2004, 2009 only to become expansionary again since 2010. Furthermore, since September 2015, the 
CNB started providing banks with liquidity through one week repo auctions, lowering interest rates in several 

Executivesummary
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occasions. In addition, in 2016, CNB introduced 4Y structural repo operations with intention to place HRK3-4bn 
but has placed less than HRK1bn in three out of four planned repo auctions so far, as low credit activity keeps 
liquidity needs on low levels.

ES.14.Inflation has been single-digit and really never a problem since the Ant inflationary program of 1993-94. 
Inflation in Croatia has been between 1 and 3% (except in 2008) and then started declining in late 2013 only for 
the economy to enter the prolonged period of deflation in mid-2015 as the world oil prices collapsed and domestic 
demand was too weak to make any stronger push up.

ES.15.Croatia has had a general government deficit for more than a decade. Budget deficit faced peak in 2011 when 
has increased to 7.5% of GDP and after that has been stabile around 5.5% of GDP until it has declined strongly in 
2015 to 3.2% of GDP and we expect for the fiscal consolidation to continue in 2016 with the budget deficit closer 
to the 2.0% of GDP.

ES.16.The kuna exchange rate has been rather stabile in the recent period on the back of strong tourist seasons 
in the recent years as investors were shifted to safer destinations due to ongoing geopolitical tensions, goods trade 
trends were rather supportive and banks hefty losses after the CHF loan conversion disallowed non-resident profit 
withdrawal.

ES.17.Government should focus on cost of doing business and how to improve the business climate. According to Cost 
of doing business ranking by World Bank, Croatia improved 15 places from 65th place in 2015 to 40th place in 2016 
(out of 189 countries in the world), but still grouped in the bottom third of EU28 countries together with SEE peers 
Romania, Bulgaria and Hungary while scoring better than most Mediterranean countries like Italy, Greece, Cyprus 
and Malta. As for SEE, Croatia is worse on average than Macedonia and Slovenia, side-by-side with aforementioned 
Romania, Bulgaria and Hungary, and ahead of Montenegro, Moldova, Serbia, Kosovo, Bosnia and Albania.

ES.18.Despite the fact that the government clearly declared its commitment towards attracting foreign investments 
to the benefit of the Croatian economy, there are still general concerns related to the operation of the Croatian 
regulatory system that might block FDI to Croatia in the long-term; therefore reconciliation/amendment is of high 
necessity. In that respect, we have identified unpredictable and unstable regulatory framework, lack of transparency 
of administrative procedures, insufficient institutional capacity on a national and local level and corruption, as key 
obstacles for foreign investment in Croatia.

ES.19.The toughest problems in the business climate in Croatia can be summarized in the following categories:

1. Legal uncertainty – changes in legal environment, changing the rules, inappropriate implementation of EU 
rules

2. Tax compliance – changes in tax code, uneven treatment between different Tax Authorities branches
3. Para-fiscal charges – number of extra charges that have to be paid without clear association with business
4. Public administration and judicial drag – length of judicial procedures, sometimes completely different 

treatment from national levels
5. Labor issues – rigid and inadequate labor law
6. Access to finance (NPL resolution)

We are presenting the most pressing issues by foreign investment companies in Croatia in these six areas.

Executivesummary
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ES.20.FIC recommendations in: Legal uncertainty

1. Extensive Regulatory Impact Assessment on each new legislation or by-law
2. Extend capacity for the Regulatory Impact Assessment
3. Regulatory Impact Assessment on legislation deemed as “problematic” by business associations
4. Refrain from implementing regulatory changes “backwards” (with retroactive effect)
5. Allow enough time before implementation and to comply with new legislation or by-laws
6. Establish a separate authority for out-of-court settlements
7. Use mediation in tax disputes

ES.21.FIC recommendations in: Tax system:

8. Extensive impact assessment and evaluations of all tax changes based on fiscal plans that would result 
in better formulation of tax initiatives in different stages of the tax proposal drafting process, and better 
timing of implementation

9. Establish an organized way (e.g. a forum or a committee) with business associations where the companies 
would communicate inconsistencies between different level regulations (e.g. corporate income tax by-law 
prescribes broader restrictions than the corporate income tax law) to the authorities so that these incon-
sistencies can be removed as soon as possible.

10. All tax allowances (like personal allowance in PIT) should be reviewed and adjusted on an annual basis.
11. Introduce/enforce detailed requirement to issue an official opinion within a certain timeframe (e.g. 30-60 

days). Establish a process a company can count on – where sending a request for opinion ensures getting a 
timely answer. Promote a special body (Central Office) within the Tax Authorities that can issue binding 
opinions. Provide education and communication on binding official opinions throughout Tax Authorities 
network.

12. Tax dispute procedures should be resolved faster on all levels (the tax authority, the second degree body 
and further appeal courts). The administrative bodies should adhere to existing deadlines.

13. Increase capacity of the large taxpayers’ office within Tax Authority. The tax authorities should work towards 
gaining more industry knowledge (e.g. in banking, gas&oil industry, pharmaceuticals, telecommunications 
or tourism), by cooperation with large taxpayers across different industries through large taxpayers office.

14. Broaden the network of existing agreements on avoidance of double taxation especially with important/
large economies that are possible investors (e.g. with USA, Middle East countries).

15. Due to relocation of foreign individuals to work to Croatia, there are certain necessary expenses which 
should not be taxable (e.g. relocation and accommodation costs). Personal Income Tax Law should be 
amended to allow tax-free payments of daily allowances, travel and accommodation cost during assignment 
in headquarters or different branch outside Croatia.

16. Shorten Tax audit procedure and postpone the collection of the determined unpaid taxes and any penalty 
only after Administrative courts made the final ruling.

17. Initiate changes to simplify the rules prescribing conditions for submission of personal income tax returns. 
18. Prescribe the “Advance Pricing Agreements”, i.e. possibility to agree with the tax authority regarding the 

transfer prices in transactions between related parties in order to avoid uncertainties in applying transfer 
prices. 

19. Introduce simplified registration of the permanent establishment of a foreign entrepreneur in Croatia for 
purposes of payment of corporate income tax (e.g. for one-off projects lasting a short period of time, e.g. 
one year) without need to establish a branch office.

Executivesummary
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20. Introduce “bad debt relief”, i.e. possibility to decrease the VAT liability for uncollectable receivables in order 
to avoid cost of VAT for the taxpayers.

21. Accelerate tax deductibility for banking NPLs in order to reduce banks’ cost of risks and create basis for 
cheaper lending in new disbursements

22. Eliminate selective treatment between investment into equipment and building (under provisions of the 
Profit Tax Act) and investment of the service’s industry, e.g. into human capital, and instead reduce corporate 
income tax

23. Extend the loss carry forward period to 10-15 years (according to the best EU and global practices) to 
encourage high-tech investments

24. Reduce the tax liability on for investments in innovative companies, as it would encourage their financing, 
notably in risky early stages of development

25. Simplify the VAT form and balance between reduced VAT rates to enhance VAT compliance and make 
room for tax relaxation elsewhere

26. Reduce exemptions from the obligation of fiscalization of receipts (e.g. in agriculture) in order to broaden 
the tax base

27. Reduce the tax on purchase of real estate, while abrogation exemptions from it
28. Allow the deduction of prepayment of VAT for personal passanger cars used in carrying out of the company’s 

core activity
29. Allow write-offs of problematic receivables without initiating foreclosure if it turns out that the cost of 

foreclosure procedure is more expensive
30. Broadening the principle of tax lump sump payment to tradesman and catering services up to a certain 

amount that helps broadening the tax base base and enables tax relaxation elsewhere
31. Strengthen the principle of Tax Office warning rather than penalties.

ES.21.FIC recommendations in: Para-fiscal charges:

32. Establish a permanent body (forum or committee) consisting of business associations, Government ministries 
and agencies, which will work on abolishing and reduction of para-fiscal duties and ensure its permanent 
session until all para-fiscal charges are gone. 

33. Send legislation and by-laws that introduced para-fiscal charges to Regulatory Impact Assessment.

ES.23.FIC recommendations in: Public administration and Judicial drag

34. Increase administrative capacities hiring additional employees in several key areas (land registers, admin-
istrative and municipal courts). Work on rationalization of the network of courts and prosecutors’ offices. 
Improve judicial and administrative infrastructure. Maintain the continuous reduction in the number 
of cases and the positive trend of resolving more cases than they are receiving in one year. Improve the 
quality of expertise of judges and court advisors. Physical marking of old cases as a priority, establishing 
the obligation for judges to submit monthly reports on the activities undertaken in order to solve old cases 
(control inflow of cases of one type, etc). Provide systematic acceleration processes and ultimately optimal 
utilization of human resources.

35. Establish a system of tracking cases from national to regional level.
36. Public administration reform and active education towards more business-like and client-oriented work,
37. Restructuring of regional and local authorities (consolidation of atomized and unsustainable administrative 

units).

Executivesummary
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38. Establish a body or a forum for communication of problems within business and investment will be com-
municated with communities, municipalities, and counties and Ministries and agencies on national level.

39. Create disincentives to appeal when chances of success are neglible.
40. Modify the structure of lawyers’ fees that currently create incentives to prolong litigation.

ES.24.FIC recommendations in: Labor issues

41. Reducing the overall labor tax burden, whereby the highest 40% PIT bracket makes Croatia uncompetitive 
in attracting large number of propulsive, well-paid sectors and managerial functions

42. Making more flexible the general rule that the JOPPD format (used to report salary payments) is to be 
submitted on the day wages are paid

43. Eliminating numerous codes in payment order reference numbers
44. Eliminating interests on arrears charged by the Tax Office for overdue advance payments of income tax
45. Introduce simple requirements for working hours from home.
46. Shorten the periods for re-hiring upon the execution of corporate layoffs programs
47. Shorten the periods for arbitrages when you lay-off members of workers’ unions
48. Simplify performance-based layoffs
49. In some countries there is no obligation to state the correct name and job descriptions, essential professions 

and qualifications – this concept would allow flexible relocation of workers within business units according 
to the company’s needs.

50. The existing provisions for warning before firing are very stiff and often require that the employers issue 
written warnings - in practice situations are more complicated than that and yet are not enough for an 
irregular cancellation of agreement. Also there is no time dimension for such a warning. It is not clear 
for how long a warning is valid and the law does not even prescribe whether the employer can refer to the 
same issue after several years.

51. The institution ‘cancellation with an offer of a new contract’ in practice serves no purpose because the 
conditions that are prescribed for it are the same notice requirements as for cancellation of an agreement 
and the employer acting pursuant to these provisions in the legislation (even for organizational reasons) 
will hardly offer the same conditions to all other employees.

52. The ‘business conditional cancellation of work agreement’ remains incomplete in the law. 
53. Abolish unnecessary legally required training of authorized employers who already have passed relevant 

exams which includes training in the field of occupational safety.
54. Allow the possibility of transfer of certificates of competency of the authorized employer companies to 

another company – as it pertains to the same provisions of law.
55. Abolish unnecessary further medical examination for the people who have a valid medical certificate when 

changing jobs.
56. Abolish unnecessary retraining for jobs for computer skills when switching to another organization.
57. Abolish unnecessary training of first aid for persons who possess a driver’s license or other documents for 

which the holder had to pass first aid training.
58. Recognize of certificates from students and scholars who have obtained them in school / college for practical 

work with an employer.
59. Introduce the possibility of correspondence training of workers for work safety (the theoretical part).

Executivesummary
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ES.24.FIC recommendations in: Access to finance

61. Finding effective solutions for the write-offs of banking non-performing loans (NPLS) would increase ef-
ficiency and speed up NPLs resolution. Substantial reductions in the NPLs outstanding would be possible 
within 12 months (with an aim to reduce NPL ratio below 10% as of 2019).

61. Propose clear, unambiguous criteria for write-offs (e.g. unpaid debt due for at least 180 days; no material 
collaterals of value; up to certain % of estimated value of collateral if a pledge exists; no connected persons 
involved; decision confirmed by the Management Board of the creditor, etc.)

62. Conditions for out of court write-offs should equally apply on all creditors/debtors irrespective of sector 
and/or type of credit relationship (not only for home loans but applicable to other types of loans such as 
consumer/cash/credit card loans as well).

63. Final solution should also avoid any kind of legal provision that may be interpreted as a pressure on credi-
tor to enter debt relief agreements. This is important in order to avoid moral hazard and ex post court 
procedures. Finally defined write-offs of types should be unconditional and irrevocable, as if the agreement 
was made under court procedure.

64. Stimulate the accelerated write-offs under the new Accounting Law by defining a clear set of rules (without 
lengthy argumentations) for tax-deductible expenses.

65. Allow write-offs of already provisioned part on uncollectible claims, which would lead to drastic reduction 
in NPLs 

66. Ensure horizontal compliance of all relevant tax regulation (e.g. in order to avoid taxation of write-offs on 
the side of debtors at the basis of income tax)

ES.25.We are very optimistic on the Croatian tourism outlook given increasing capacity and accommodation 
quality that attracts higher spending tourist. Better EU funds utilization could support Agricultural, Energy and 
Construction sector, while being part of the common EU market is strong upside risk for food processing market. 
We see further reconstruction in the manufacturing sector in the forthcoming period and the upside risk looming 
from planned fiscal reform, while in the retail sector we see margin tightening due to intensified competition and 
relatively high consolidation of the market.

Executivesummary
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1. InvestmentOutlook

1.1.Introduction

Croatia has been growing and developing on a paradigm of internal market growth, fueled by foreign savings. The 
recession has ended after its seventh year, but debt is already high by many standards, and Croatia lost investment 
grading from major investment grading houses like S&P, DnB, Fitch and Moody’s in 2013. It is high time to change 
paradigm of growth and development to “open growth” focusing on: exports, SME development, investment (FDI) 
and regional development. We believe the difficulties of private firms – notably low productivity – are at the heart of 
hard choices Croatia needs on fiscal and structural issues. In that respect, it is essential to push ahead with internal 
devaluation via further labor reforms and payroll/corporate tax cuts, public sector reforms, efficient NPL resolution, 
etc. The final result should be flexibility to move resources to the external sector, which requires removing barriers 
to entry, growth and exit, and adding flexibility in product and service markets.

FDI and international trade serve as the twin engines of world prosperity. Nominal world GDP has trebled since 
1980, merchandise trade has expanded by a factor of six and the stock of FDI has expanded by a factor of 20.

As Croatia is a middle income country graduating toward high-income country (by World Bank standards) it needs 
to grow and develop. Since its own accumulation of national savings is not enough to finance investment, it should 
turn to international savings, of which FDI is the best from in comparison to availability and limitations of Portfolio 
and Other investment – regular foreign debt.

Besides representing a fresh inflow of capital, FDI are not counted in external debt, and usually bring transfer of 
technology, knowledge transfer and increase productivity and efficiency. Studies that compared FDI-to-GDP, FDI-to-
foreign debt and the growth rate of GDP between the countries of Latin America and the Asian “tiger” economies, 
show that the Asian tigers were more open and had a greater inflow of foreign investments, thereby increasing the 
FDI-to-GDP ratio, FDI-to-foreign debt, and because of that, it seems, had more growth and more jobs. According 
to those studies, 1% increase in FDI increases total investment of 0.5-1.3%, and GDP growth to 0.5-1.0%.

1.2.WorldTrends

Following a strong decline in 2014 (-10.5% on a yearly level), FDI soared 38% to $1.76 trillion in 2015. The rise in 
FDI was somewhat at odds with the global macroeconomic environment, which was dominated by slowing growth 
in emerging markets and a sharp decline in commodity prices. The principal explanation for this seeming incon-
sistency was a surge in cross-border M&A deals, especially in developed economies. That said, inward FDI flows to 
developing economies continued their solid performance with a strong 10% increase in 2015 to $765 billion, but still 
decreased their share in the global inflows from 55% in 2014 to 43% in 2015. Meanwhile, China stayed the world’s 
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largest recipient of FDI in 2015. In addition, looking at the world’s largest FDI recipient at the world, almost half 
of them belong to developing economies. At the same time, after seeing a substantial decrease in 2014, FDI flows 
to developed countries jumped 54% in 2015 to $962 billion, in line with a revival in cross-border M&As. Invest-
ments by developing-country multinational enterprises (MNEs) also reached a record level: developing Asia now 
invests abroad more than any other region. Roughly half of the 20 largest investor countries were from developing 
or transition economies. These MNEs continued to acquire developed-country foreign affiliates in the developing 
world. Most regional groupings and initiatives experienced an increase in inflows in 2015.

From a more-long-term perspective, the European Union has lost its position as the world’s most important recipient 
of FDI, which most likely reflects competitiveness deficits. While the EU countries still accounted for 50% of global 
FDI inflows in the early 2000s, their share has fallen to less than 20%. By contrast, the BRIC countries have more 
than doubled their share in global FDI inflows since 2007. In 2015, China alone received roughly the same amount 
of FDI as all EU members together. Although the share of investments coming from non-EU countries is rising, 
still more than 60% of total inward FDI flows into European countries are intra-EU investments. For the EU as a 
whole, this means that the majority of recorded FDI does not constitute genuine inflows from abroad, but rather 
shifts between EU member states

A century ago, the typical transnational (or multinational) enterprise was based on natural resources. After World 
War II, manufacturing FDI came to the fore. In the 2000s, services took off. From 2005 to 2007, FDI flows into 
natural resources accounted for 8% of the total, while manufacturing accounted for 41% and services for 50%. 
Between 2008 and 2011, average FDI flows constituted 12% for natural resources, 44% for manufacturing and 44% 
for services. Alongside this compositional shift, the ratio of FDI to world GDP rose from 8% in 1990 to 29% in 2011. 
By sector, the shift towards services FDI has continued over the past 10 years in response to increasing liberalization 
in the sector, the increasing tradability of services and the growth of global value chains in which services play an 
important role. In 2012, services accounted for 63% of global FDI stock, more than twice the share of manufacturing. 
The primary sector represented less than 10% of the total.

Cross-border M&As in 2015 rebounded strongly to $721 billion, thus reaching their highest level since 2007 while 
the value of the highest 5 deals accounted for roughly a quarter of total value. A surge in cross-border M&As dur-
ing the year was the primary driver of the increase in FDI flows to developed economies. Activity was particularly 
pronounced in the United States, where net sales rose from $17 billion in 2014 to $299 billion. Deal making in 
Europe was also up significantly (36%).

Announced greenfield investment increased by 9% to $766 billion. Developing countries continued to attract two 
thirds of announced greenfield investment. Meanwhile, looking at the structure of greenfiled investments, the 
share of the primary sector fell to an average 5 % during 2013–2015, nearly half of the average level recorded over 
the 2009–2011 period.

Although FDI through cross-border M&As can boost productive investments, a number of deals concluded in 
2015 can be attributed to corporate reconfiguration, including tax inversions. Such reconfigurations often involve 
large movements in the balance of payments but little change in actual MNE operations. This trend was especially 
apparent in the United States and Europe, but was also noticeable in the developing world. In Hong Kong (China), 
a part of the sharp uptick in inward FDI can be attributed to the restructuring of two large conglomerates.

UNCTAD projects global FDI inflows to decline by 10-15% to $1.6 trillion in 2016, reflecting the fragility of the 
global economy, persistent weakness of aggregate demand, effective policy measures to curb tax inversion deals 
and a slump in MNE profits. Elevated geopolitical risks and regional tensions could further amplify the expected 
downturn. FDI flows are likely to decline in both developed and developing economies, barring another wave of 
cross-border M&A deals and corporate reconfigurations. Over the medium term, global FDI flows are projected to 
resume growth in 2017 and to surpass $1.8 trillion in 2018.

InvestmentOutlook



16

Figure 1.2.1. Global FDI trends, millions of US dollars
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sovereign debt markets, moved resources out of Croatia, withdrawing loans from their affiliates in 
order to strengthen their balance sheets at home. FDI flows also declined significantly in the Former 
Yugoslav Republic of Macedonia. In contrast, Albania bucked the trend, mainly because of its 
investor-friendly business environment and opportunities opened up by the privatization of State-
owned enterprises. 

The fragility of FDI flows to South-East Europe is related partly to the large share of inward FDI from 
the EU, where economic woes have particularly negative knock-on effects for FDI in the sub region. 
Non-EU large global investors such as the United States, Japan and China are not significant investors 
in the sub region. The industry composition of inflows to South-East Europe has also worked against it 
in the current crisis; investment has not been diversified and is concentrated mainly in industries such 
as finance and retail.  

In South- East Europe, after increasing by 32% in 2014 FDI faced a sharp decline of 25% in 2015 – 
especially in pipeline projects in the energy sector. That said, in Serbia, the South Stream project, 
valued at about €2 billion, that was designed to transport natural gas from the Russian Federation to 
Europe has been abandoned. However, in Albania, the Trans-Adriatic pipeline will generate one of 
that country’s largest FDI projects, with important benefits for a number of industries, including 
manufacturing, utilities and transport. The pipeline will enhance Europe’s energy security and 
diversity by providing a new source of gas. 
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1.3.Regionaltrends

Relatively low labor costs, easy access to European markets and the privatization of the remaining State-owned 
enterprises gave a boost to FDI flows. Croatia and Albania were the largest recipients of FDI flows in the sub region. 
This positive trend was reversed in 2009, with FDI inflows falling sharply by 35% in 2009 and 46% in 2010. During 
this period, many projects were cancelled or postponed. Croatia – the country hit most seriously – saw FDI flows 
fall from $6 billion in 2008 to $432 million in 2010. TNCs from Austria and the Netherlands, deterred by economic 
developments and turmoil in sovereign debt markets, moved resources out of Croatia, withdrawing loans from their 
affiliates in order to strengthen their balance sheets at home. FDI flows also declined significantly in the Former 
Yugoslav Republic of Macedonia. In contrast, Albania bucked the trend, mainly because of its investor-friendly 
business environment and opportunities opened up by the privatization of State-owned enterprises.

The fragility of FDI flows to South-East Europe is related partly to the large share of inward FDI from the EU, 
where economic woes have particularly negative knock-on effects for FDI in the sub region. Non-EU large global 
investors such as the United States, Japan and China are not significant investors in the sub region. The industry 
composition of inflows to South-East Europe has also worked against it in the current crisis; investment has not 
been diversified and is concentrated mainly in industries such as finance and retail.

In South- East Europe, after increasing by 32% in 2014 FDI faced a sharp decline of 25% in 2015 – especially in 
pipeline projects in the energy sector. That said, in Serbia, the South Stream project, valued at about €2 billion, that 
was designed to transport natural gas from the Russian Federation to Europe has been abandoned. However, in 
Albania, the Trans-Adriatic pipeline will generate one of that country’s largest FDI projects, with important benefits 
for a number of industries, including manufacturing, utilities and transport. The pipeline will enhance Europe’s 
energy security and diversity by providing a new source of gas.
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Figure 1.3.1. FDI trends in South-East Europe, millions of US dollars
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Figure 1.3.1. FDI trends in South-East Europe, millions of US dollars 

 

Source: UNCTAD, World Investment Report 2015 
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The role of FDI in a host country’s growth and development has been confirmed by several empirical 
studies, especially in developing economies. In the last twenty years, foreign direct investment inflows 
had an important role in productivity growth, production, employment and exports of the Central 
European transition economies.  

Apart from representing a stable and long-term source of capital, foreign direct investments serve as a 
channel for transferring contemporary technology and managerial and organizational knowledge. In 
addition, by means of foreign direct investment, domestic economy is integrated into international 
capital and trade flows. 

Positive effects of foreign direct investments are not exclusively a result of greenfield investments. 
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in the recent literature, as well as their indirect impact on competition, productivity and investment 
activity of other companies (spillover effect). These effects are more significant for the transfer of 
technology and productivity on the overall economy than formal arrangements of technology transfers. 

The experience in the Central European transition economies shows that movements in revenues 
(production/sale), employment and capital of these companies should form the J-curve – decline in the 
initial period after the acquisition, followed by a gradual recovery and reaching of increasingly higher 
levels relative to the period prior to the acquisition. 
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1.4.Studies

The role of FDI in a host country’s growth and development has been confirmed by several empirical studies, 
especially in developing economies. In the last twenty years, foreign direct investment inflows had an important 
role in productivity growth, production, employment and exports of the Central European transition economies.

Apart from representing a stable and long-term source of capital, foreign direct investments serve as a channel for 
transferring contemporary technology and managerial and organizational knowledge. In addition, by means of 
foreign direct investment, domestic economy is integrated into international capital and trade flows.

Positive effects of foreign direct investments are not exclusively a result of greenfield investments. Cross-border 
mergers and acquisitions (M&A) that include subsequent investments in new technologies and business reorganiza-
tion may have equally favorable effect in the long run, especially in transition economies with outdated production 
capacities. The role of foreign direct investments as a channel of technology and managerial and organizational 
knowledge spillover is particularly stressed in the recent literature, as well as their indirect impact on competition, 
productivity and investment activity of other companies (spillover effect). These effects are more significant for the 
transfer of technology and productivity on the overall economy than formal arrangements of technology transfers.

The experience in the Central European transition economies shows that movements in revenues (production/
sale), employment and capital of these companies should form the J-curve – decline in the initial period after the 
acquisition, followed by a gradual recovery and reaching of increasingly higher levels relative to the period prior to 
the acquisition.

In the Central European transition economies, foreign direct investments have had an important role in domestic 
industry restructuring – they have increased productivity and made the key sectors of the economy more competi-
tive for exports. A successful restructuring of the economy results in increased labor productivity, which is true of 
Hungary that first started to receive foreign direct investments – only in the 1992-1997 period labor productivity 
more than doubled, and profitability tripled in Hungary. Similar thing happened in the Czech Republic and Poland, 
but these countries started to receive larger amounts of foreign direct investments only at a later stage.

Even after that period, FDI companies had an extremely important role in the economy of these countries, In addition 
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to a large share in capital, sale and exports, it should be noted that in all the observed countries the share in these 
indicators is considerably larger than the share in employment, which indicates a higher level of productivity of FDI 
companies relative to the rest of the economy.

As Škudar (2004) shows, similar results can be found for FDI companies in Croatia. All the groups of the acquired 
FDI companies show a faster growth in revenues and capital than the group of other domestic manufacturing 
companies. A part of the observed companies has undergone a period of decelerated growth in revenues and capital 
reduction due to restructuring losses, which is followed by a rise in revenues and capital. Productivity also grew 
faster. The same holds true for the newly-established companies. A major portion of FDI companies’ retained profit 
is reinvested (approximately two thirds), which thus confirms the on-going interest of investors in operation of a 
company in which investment has been made.

Studies show that FDI flows move, on average, to stable exchange rate environments, countries with low sovereign 
risk, and countries with high GDP per capita income. In addition, agglomeration of FDI seems to be an important 
determinant of current FDI flows. There is no support in the data for trade openness to be neither a significant nor 
a robust explanatory variable of current FDI flows.

1.5.FDIinCroatia

FDI in Croatia came in waves. Limited amounts of foreign investment materialized during the first half of 1990s 
in the days of first stage of privatization and war – only companies from the neighboring countries like Germany, 
Austria and Italy connected their subsidiaries of subcontractors in that process. Second phase was 1997-2002 when 
mass voucher privatization was combined with couple of big projects like big banks (Zagrebačka, Privredna), Telecom 
and first part of INA. Then there were “roaring” 2004-2009 when there were also couple of big projects like second 
phases of INA and Telecom coupled with interest of portfolio investors, as well as from companies that wanted to 
do business in Croatia and in neighboring countries.

Alongside the inflows, the reinvested earnings and flows to-and-from parent companies make each roughly 20% of 
total FDI inflows in Croatia in past few years. One could reason that FDI companies that came are reinvesting in 
the company they bought in order to develop it, using connections with parent company for credit lines for working 
capital of the acquired company. However, reinvested earnings faced a strong drop in 2015 as major banks paid 
no dividends given the significant losses in the aftermath of CHF conversion which decreased FDI as a % of GDP 
from 3.1% in 2014 to 0.3% in 2015.
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Figure 1.5.1. FDI in Croatia by years 1993-1H16, millions of EUR
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Figure 1.5.1. FDI in Croatia by years 1993-1H16, millions of EUR 

 

Source: CNB. 

 

During the 1993-2015 period, Croatia accumulated 30.5 billion of euros in FDI. By accumulated FDI 
per capita, Croatia stands fourth, behind Estonia, Czech Republic, Hungary, and ahead of Slovakia. 
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During the 1993-2015 period, Croatia accumulated 30.5 billion of euros in FDI. By accumulated FDI per capita, 
Croatia stands fourth, behind Estonia, Czech Republic, Hungary, and ahead of Slovakia.

Figure 1.5.2. FDI in CEE compared, cumulative FDI, euros per capita

 

18 
 

Figure 1.5.2. FDI in CEE compared, cumulative FDI, euros per capita  

 

Source: UNCTAD. 

 

Contrary to popular argument, the biggest FDI deals account less than half of total FDI inflows - 
Telecom that still has dominant position in both fixed and cellular networks, biggest banks that 
combined have more than 55% of the banking market and Croatian Oil Company - INA that at that 
point had dominant position in derivatives retail. Beside real-estate that is fourth industry and 
accumulated 2.4 billion euro during the period, third industry is retail trade that built a number of 
shopping malls throughout Croatia and may have saved Croatians trouble of travelling abroad to shop. 
Apart from that there are number of industries like Manufacture of chemicals and pharmaceuticals, 
Manufacture of non-metallic minerals and cement, Hotels and restaurants, Manufacture of food and 
beverages, Construction and Manufacture of fabricated metal products, that Croatia has comparative 
advantage and has increased its exports in those areas. 
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Contrary to popular argument, the biggest FDI deals account less than half of total FDI inflows – Telecom that 
still has dominant position in both fixed and cellular networks, biggest banks that combined have more than 55% 
of the banking market and Croatian Oil Company – INA that at that point had dominant position in derivatives 
retail. Beside real-estate that is fourth industry and accumulated 2.4 billion euro during the period, third industry 
is retail trade that built a number of shopping malls throughout Croatia and may have saved Croatians trouble 
of travelling abroad to shop. Apart from that there are number of industries like Manufacture of chemicals and 
pharmaceuticals, Manufacture of non-metallic minerals and cement, Hotels and restaurants, Manufacture of food 
and beverages, Construction and Manufacture of fabricated metal products, that Croatia has comparative advantage 
and has increased its exports in those areas.

Figure 1.5.3. FDI in Croatia by industry 1993-1H16, top 20 industries, millions of EUR
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Figure 1.5.3. FDI in Croatia by industry 1993-1H16, top 20 industries, millions of EUR 

 

Source: CNB. 

Foreign investors came predominantly from neighboring countries, and countries that traditionally do 
business with Croatia, like Austria (invested 5.7 billion euro), Germany (invested 2.8 billion euro), 
Hungary (invested more than 2 billion euro), Italy (invested more than 1.5 billion euro), and Slovenia 
(invested more than 1.3 billion euro). But there is Netherlands with 6 billion euro of FDI, France with 
almost 1,4 billion euro of FDI, Sweden, Belgium and Switzerland (each with around half billion euro 
in FDI), that are not in top 10 countries Croatia trades with and can be considered not so familiar with 
Croatian market. 
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Foreign investors came predominantly from neighboring countries, and countries that traditionally do business 
with Croatia, like Austria (invested 5.7 billion euro), Germany (invested 2.8 billion euro), Hungary (invested more 
than 2 billion euro), Italy (invested more than 1.5 billion euro), and Slovenia (invested more than 1.3 billion euro). 
But there is Netherlands with 6 billion euro of FDI, France with almost 1,4 billion euro of FDI, Sweden, Belgium 
and Switzerland (each with around half billion euro in FDI), that are not in top 10 countries Croatia trades with 
and can be considered not so familiar with Croatian market.
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Figure 1.5.4. FDI in Croatia by country origin of investor 1993-1H16, top 20 countries, millions of EUR

 

20 
 

Figure 1.5.4. FDI in Croatia by country origin of investor 1993-1H16, top 20 countries, millions of 
EUR 

 

Source: CNB. 
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Excluding revenues, in the prolonged recession FDI companies even improved their relative 
performance because they stayed connected to world financial, trade and business links through their 
parent networks. 

Also, if FDI companies that are already here are consulted and persuaded to increase their operations 
in Croatia it would be the easiest and quickest way to increase FDI in a country. 
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FDI companies represent a significant part of Croatian economy, be it through capital, total revenues, exports, 
employment or investment. That said, capital of FDI companies represents almost third of overall companies capital 
in Croatia with the share of export approaching 40% and increasing by 5.1pp in the period 2008-2015.

Excluding revenues, in the prolonged recession FDI companies even improved their relative performance because 
they stayed connected to world financial, trade and business links through their parent networks.

Also, if FDI companies that are already here are consulted and persuaded to increase their operations in Croatia it 
would be the easiest and quickest way to increase FDI in a country.

Table 1.5.1. Significance of FDI in Croatian economy (as shares of total in the economy)

  2008 2010 2013 2014 2015

Capital 26,9 27,9 27,4 27,7 27,9

Revenues 19,5 18,0 17,4 16,6 17,3

Exports 34,3 35,9 37,4 38,2 39,4

Employment 14,1 14,4 15,8 15,9 15,4

Investment 23,3 24,9 26,7 29,0 25,2

Source: We used FINA and BISNODE database in calculation and aggregated results from companies that have 50% and more foreign ownership (FDI 
companies) versus the rest of active companies with more than 1 employed (total in economy).
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2.Macroeconomicoverview

Among the economic policies of Croatian Government, macroeconomic stability was the highest regarded one, ever 
since the hyperinflation of beginning of 1990s and successfully implemented Anti-inflationary program of 1993-94. 
Macroeconomic stabilization remains to be the mantra of each Croatian Government since which bodes well for 
the investor’s appetite.

2.1.Realsector

During the period 2000-2008, GDP has grown until the recession hit hard and revealed the structural f laws of 
Croatian economy and the fact that no serious structural reforms were undertaken since 2002, when Pension reform 
started and was stopped in 2004, right after transition costs of the reform were borne. Social sector reform, Health 
sector reform, Public administration reform, Public companies reform, Reform of State aid and subsidies and other 
reforms were blueprinted with cooperation of World Bank and other international institutions as early as 2000, but 
were never implemented in its fullest. However, in spite of the mentioned Croatia managed to exit recession in 2015 
and is expected to see a solid growth of 2.7% in 2016.

Table 2.1.1. GDP growth, South-East Europe

GDP, real, growth rate (%) 2006. 2007. 2008. 2009. 2010. 2011. 2012. 2013. 2014. 2015. 2016.p 2017.f
Albania 5,90% 5,98% 7,50% 3,35% 3,71% 2,55% 1,42% 1,00% 1,83% 2,77% 3,40% 3,70%
Bosnia and Herzegovina 5,69% 5,98% 5,59% -0,82% 0,77% 0,91% -0,93% 2,39% 1,08% 3,16% 2,90% 3,00%
Bulgaria 6,75% 7,68% 5,65% -4,22% 0,06% 1,58% 0,24% 1,28% 1,55% 2,97% 3,00% 2,80%
Croatia 4,79% 5,15% 2,05% -7,38% -1,70% -0,28% -2,19% -1,06% -0,36% 1,65% 2,70% 2,20%
Greece 5,65% 3,27% -0,36% -4,30% -5,48% -9,13% -7,30% -3,20% 0,65% -0,23% 0,06% 2,77%
Kosovo 3,41% 8,30% 4,49% 3,59% 3,31% 4,38% 2,81% 3,39% 1,21% 3,97% 4,05% 3,34%
Macedonia, FYR 5,14% 6,47% 5,47% -0,39% 3,36% 2,34% -0,46% 2,93% 3,54% 3,67% 2,20% 3,50%
Moldova 4,79% 3,00% 7,84% -5,99% 7,09% 6,82% -0,73% 9,40% 4,79% -0,49% 2,00% 3,00%
Montenegro 8,60% 10,70% 6,90% -5,70% 2,46% 3,23% -2,72% 3,55% 1,78% 3,18% 3,50% 3,20%
Romania 8,06% 6,86% 8,46% -7,07% -0,80% 1,06% 0,64% 3,53% 2,96% 3,75% 4,96% 3,76%
Serbia 4,90% 5,89% 5,37% -3,12% 0,58% 1,40% -1,02% 2,57% -1,83% 0,74% 2,50% 2,50%
Slovenia 5,66% 6,94% 3,30% -7,80% 1,24% 0,65% -2,69% -1,09% 3,11% 2,32% 2,20% 2,00%
Turkey 6,89% 4,67% 0,66% -4,83% 9,16% 8,77% 2,13% 4,19% 3,02% 3,99% 3,28% 2,98%
SEE, weighted average 6,47% 4,91% 2,14% -4,94% 3,49% 3,08% -0,20% 2,39% 2,23% 2,95% 2,94% 2,99%
SEE, simple average 5,86% 6,22% 4,84% -3,44% 1,83% 1,87% -0,83% 2,22% 1,80% 2,42% 2,83% 2,98%

Source: IMF, National banks and Ministries of finance, Addiko bank calculations and projections.
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Unemployment is closely connected to economic activity in the real sector. Croatia has substantially lowered its 
unemployment rate in the recent period from18.3 % at the end of the 2014 to 12.8 % in 2Q of 2016, measured with 
ILO standardized measure, which is more lenient. Official rate is slightly higher at 13.6% in the same period.

The composition of Croatian GDP is more like America and big markets in the sense that personal consumption 
makes about 60% of GDP, exports of goods and services make about 50% of GDP, and exports and imports combined 
(a common measure of the openness of the economy) add up to roughly 110% of GDP. That said, Croatian export of 
goods benefited in the aftermath of EU accession increasing roughly 21% in that period with the strongest positive 
contributions coming from export of machinery and transport equipment (mainly ships) and manufactured goods 
in general. Furthermore, Croatia managed to increased tourism income by roughly EUR1bn in 2015-2016 period 
as ongoing geopolitical tensions continued to shift tourists to safer destinations. However, the latter is still lagging 
behind Central European economies that have opened more already in the second part of 1990s and surpassed 100% 
of GDP (measured by combined share of exports and imports in GDP).

Personal consumption of households has been a stable source of growth of GDP, until 2014 amid lowering of 
disposable personal income of which salaries and pensions are dominant part, due to austerity measures in both 
government and private sector along with layoffs due to long awaited restructuring. However, personal consump-
tion started recovering in 2015 and is expected to see a moderate growth going forth. Government consumption 
has had consolidation phases at the beginning of 2000s and during the recent recession. Investments have declined 
in real terms (except for 2000 following the 1999 bombardment of Serbia by NATO forces over Kosovo that had 
impact on whole economic activity in Croatia) only in the recession, and as we showed for FDI it only happened in 
2010 when only 317.8 million euro of FDI entered Croatia – FDI should be the main pillar of changed paradigm of 
sustainable development of Croatia in years to come, especially looking at exports and employment performance of 
FDIs in Croatia, and having in mind that public investment could take more time to happen in times when there 
are austerity measures in the fiscal policy.

Table 2.1.2. Croatian real GDP growth by final consumption components, y-o-y

Gross investment Exports Imports

2000. 3,2 -3,4 -3,1 18,5 7,0 3,8
2001. 4,1 -4,2 6,0 10,1 11,8 3,4
2002. 8,0 5,9 14,1 4,7 18,2 5,2
2003. 3,9 2,1 23,5 10,8 11,7 5,6
2004. 4,0 3,2 5,4 6,0 5,2 4,1
2005. 3,9 3,1 3,9 4,6 5,2 4,2
2006. 3,3 5,2 10,1 5,6 8,3 4,8
2007. 6,3 6,5 7,2 3,4 6,1 5,2
2008. 1,3 -0,7 9,2 0,8 4,0 2,1
2009. -7,4 2,1 -14,4 -14,1 -20,4 -7,4
2010. -1,5 -1,6 -15,2 6,2 -2,5 -1,7
2011. 0,3 -0,3 -2,7 2,2 2,5 -0,3
2012. -3,0 -1,0 -3,3 -0,1 -3,0 -2,2
2013. -1,8 0,3 1,4 3,1 3,1 -1,1
2014. -0,7 -1,9 -3,6 7,3 4,3 -0,4
2015. 1,2 0,6 1,6 9,2 8,6 1,6

GDP (at market 
prices)Households Government

Final consumption

Source: Croatian Statistics Office.
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If look at the sectoral picture of composition of real GDP (or more precisely real Gross Value Added), classified by 
International Standard Industry Classification, we can see that:

•	 Agriculture, fisheries and forestry has a share that is declining slowly from 6.5% towards 4.3% of GDP.
•	 Manufacturing, mining and quarrying, energy supply has declined from 24.4% to 21.2%, of which manufacturing 

from 17.8% to 14.7%. This is due to restructuring in the sector, but the energy supply part could increase the 
result for the whole group.

•	 Construction has made the peak in period 2005-2008 (due to large construction and highway projects) making 
8% of total real GVA, and has declined to 5.0%, the level equal to the one at the beginning of period.

•	 Trade and transport is a diverse combination, and has had a stable share around 20% of GVA with trade declining 
at the end of period, and transport picking up in the end of period which should continue in the future.

•	 ICT has been extracted as a separate industry with barely 4.8% share in the beginning of the period, and after 
peaking at 5.2% in 2002, again lowered its share to 4.4% at the end of the period

•	 Finance industry has grown its share steadily from little above 4% to 6.7%.
•	 Real estate activities exchange positions with construction. In the heyday of construction, real GVA share of 

real estate faltered to less than 9% of GDP, but increased back to above 10% as construction subsided.
•	 Professional services have been advancing from share of 4.6% to 8.1%.
•	 Other services (personal services) advanced from share of only 2.5% to 3.1%.
•	 Public administration declined in the beginning of the period from almost 19% towards 13% of GDP due to 

austerity measures, but in the end of the periods increased its share above 15% despite austerity measures due 
to recession and declining of other industries.

Real estate declined in 2001 and again in 2013 to 2015. Professional services and other (personal services) declined in 
2010 and 2011, but have roughly stabile since. Public administration real activity declined in period 2000-2003 – in 
the period of real fiscal consolidation, but has grown since, even during the recession only to be slightly lowered in 
last few years. Wholesale, transport and accommodation has declined since the beginning of the recession, despite 
transport and tourism that have increased and due to retail and wholesale that declined throughout recession period. 
Manufacturing declined during the recession with smallest decline only to start minor recovery in 2014. Agriculture 
had mixed results during the whole period, with declines in the recession period, but also in 2003, 2005 and 2007, 
due mostly to severe droughts and floods and lowered its share in the recent period as well. Construction declined 
strongly in the recession period and is still lowering its share.
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Table 2.1.3. Croatian real GVA growth by industry, y-o-y

NKD A B,C,D,E of which C F G,H,I J K L M,N O,P,Q R,S,T,U

Agriculture, 
forestry and 

fishing

Manufacturing, 
mining and 

quarrying and 
other industries

Manufacturing Construction

Wholesale and 
retail trade, 

transportation, 
storage,accommo

dation and food 
service activities 

Information and 
communication

Financial and 
insurance 
activities

Real estate 
activities

Professional, 
scientific, 
technical, 

administrative 
and support 

service activities

Public 
administration 
and defence, 

education, human 
health and social 

work activities

Other service 
activities

Gross value 
added (basic 

prices)

2001. 2,4 0,9 1,4 7,3 11,7 8,2 2,4 -1,6 5,0 -1,2 4,0 3,5
2002. 4,5 4,6 4,5 6,6 11,1 5,0 3,1 6,2 3,5 -1,7 8,4 5,2
2003. -6,8 3,5 3,8 25,1 11,4 6,2 8,2 1,5 7,3 -1,8 9,0 5,6
2004. 9,8 4,4 4,5 12,0 2,4 12,6 0,3 1,7 7,8 0,1 5,8 4,3
2005. -1,5 1,8 2,9 10,2 7,5 5,7 9,8 1,4 2,1 0,6 5,1 4,0
2006. 8,4 3,4 3,6 6,9 5,9 6,4 3,9 6,2 7,3 0,7 2,7 4,7
2007. -3,6 4,6 6,7 4,8 7,3 6,8 7,0 3,4 12,5 0,7 5,7 5,0
2008. 5,4 0,1 0,9 7,2 1,0 2,7 4,8 1,7 3,8 2,3 3,5 2,4
2009. -2,7 -10,4 -12,3 -10,0 -11,6 -2,8 1,3 0,4 -7,5 0,0 -4,3 -6,3
2010. -6,6 -2,3 -2,9 -15,7 -2,8 -1,9 4,0 2,7 -3,7 0,5 -2,8 -2,5
2011. -3,8 -1,1 0,0 -8,5 0,6 -0,5 3,3 1,3 3,0 1,6 0,5 0,0
2012. -14,7 -5,0 -4,2 -11,7 -3,2 -0,9 -2,4 0,2 0,6 0,3 0,3 -3,2
2013. -0,6 -2,4 -3,6 -4,4 -0,5 -1,4 -1,6 -0,4 0,4 0,0 -1,1 -1,1
2014. 0,0 1,2 3,4 -6,7 0,5 -1,1 -0,1 -0,4 0,7 -0,6 0,5 -0,1
2015. -0,4 2,6 3,7 -0,6 3,9 -0,4 0,5 -0,2 0,4 0,2 0,0 1,4

Source: Croatian Statistics Office.

It seems that professional services, and other (personal) services will drive the GDP growth (together they have 
roughly a quarter of real GVA). Also, Transport and especially tourism in the Wholesale, trade etc. could give some 
impetus to real GVA growth if they show positive (as this category represents 22% of real GVA). Restructuring in the 
manufacturing and rising of its competitiveness could influence GVA growth through its 15% stake in total real GVA.

2.2.Monetarysector

The view of monetary policy has always been a conflicting one. On one hand, Government and Croatian National 
Bank have always considered monetary policy as accommodative on verge of being expansionary. Real sector has 
always considered monetary policy as contractive. It is partly due to the experience of beginning of 1990s when 
monetary policy was overly expansionary, and was contracted with the Antiinflationary program, and partly due to 
the fact that before the recession CNB fought with increasing headquarter-subsidiary loans within the same foreign-
owned banking groups trying with little success to reduce that part of foreign debt which in fact was used to finance 
economic activity in Croatia. Data on growth of money (measured by M1 and M4 aggregates) corroborate the story 
of expansionary policy in the periods 1994-1998, 2000-2003, and 2005-2008, with contractions in 1999, 2004, 2009 
only to become expansionary again since 2010. Furthermore, since September 2015, the CNB started providing 
banks with liquidity through one week repo auctions, lowering interest rates in several occasions. In addition, in 
2016, CNB introduced 4Y structural repo operations with intention to place HRK3-4bn but has placed less than 
HRK1bn in three out of four planned repo auctions so far, as low credit activity keeps liquidity needs on low levels.
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Figure 2.2.1. Monetary indicators, year-over-year, end of period, %
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substantially lower compared to the recession period (peak at the 6 percentage point difference) where 
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Although interest rates have declined recently they are still higher than in most EU countries due to the plethora 
of reasons. To be precise, ratio of obligatory reserves that banks have to keep in Central bank (Croatian National 
Bank) is higher than in other EU countries. Secondly, loss of investment grade that came in 2013 materialized the 
concerns of country risk, pushing the interest higher. Last piece of the puzzle of higher interest rates story is the 
huge involvement of Government and public companies in the debt market, keeping interest rates higher in Croatia 
than in other EU countries by simple crowding-out of private sector by public sector – banks are more prone to 
give credit to Government and Public companies because they can resort in rising taxes and quasi-taxes to repay. 
There is still more than 2 percentage point difference between Croatian and EU loan rates, what is substantially 
lower compared to the recession period (peak at the 6 percentage point difference) where EU significantly lowered 
interest rates and supplied extra amounts of liquidity to support the economic activity.
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Inflation has been single-digit and really never a problem since the Antiinflationary program of 1993-94. Due to 
Hyper-inflation period of early 1990s, inflation has been a major concern for the CNB since the Antiinflationary 
program of 1993-94. In fact, Croatia put low inflation as the only goal of the monetary policy in 1998 (Law on 
Croatian National Bank), in line with forming of the ECB and the European mood at the time that considered 
inflation as only legitimate monetary policy goal. Inflation in Croatia has been between 1 and 3% (except in 2008) 
and then started declining in late 2013 only for the economy to enter the prolonged period of deflation in mid-2015 
as the world oil prices collapsed and domestic demand was too weak to make any stronger push up.

Table 2.2.3. Inflation, increase of consumer prices y-o-y

Inflation, average rate (%) 2006. 2007. 2008. 2009. 2010. 2011. 2012. 2013. 2014. 2015. 2016.p 2017.f
Albania 2,37% 2,94% 3,36% 2,25% 3,61% 3,43% 2,04% 1,93% 1,63% 1,90% 1,07% 2,22%
Bosnia and Herzegovina 6,13% 1,49% 7,43% -0,38% 2,12% 3,68% 2,05% -0,09% -0,90% -1,02% -1,00% 0,70%
Bulgaria 7,42% 7,57% 11,95% 2,47% 3,04% 3,39% 2,39% 0,39% -1,60% -1,07% -1,57% 0,60%
Croatia 3,21% 2,87% 6,07% 2,38% 1,04% 2,26% 3,43% 2,19% -0,21% -0,46% -1,40% 0,70%
Greece 3,31% 2,99% 4,23% 1,35% 4,70% 3,12% 1,04% -0,85% -1,39% -1,10% -0,10% 0,60%
Kosovo 0,62% 4,36% 9,35% -2,41% 3,48% 7,34% 2,48% 1,77% 49,70% -0,54% 0,23% 0,89%
Macedonia, FYR 3,27% 2,79% 7,22% -0,64% 1,70% 3,90% 3,27% 2,80% -0,13% -0,25% 0,10% 0,75%
Moldova 12,71% 12,38% 12,70% 0,01% 7,36% 7,65% 4,56% 4,57% 5,06% 9,63% 6,84% 4,41%
Montenegro 2,12% 3,37% 9,00% 3,60% 0,66% 3,08% 3,65% 2,19% -0,73% 1,57% 0,40% 1,80%
Romania 6,59% 4,83% 7,85% 5,58% 6,11% 5,80% 3,34% 4,00% 1,08% -0,60% -1,52% 1,68%
Serbia 10,73% 6,00% 12,41% 8,12% 6,14% 11,14% 7,33% 7,69% 2,08% 1,39% 1,40% 3,10%
Slovenia 2,44% 3,60% 5,65% 0,86% 1,83% 1,82% 2,59% 1,77% 0,18% -0,56% -0,10% 1,00%
Turkey 9,60% 8,76% 10,44% 6,25% 8,57% 6,47% 8,89% 7,49% 8,86% 7,67% 8,40% 8,22%
SEE, weighted average 6,98% 6,20% 8,34% 4,30% 6,49% 5,38% 5,98% 4,88% 4,65% 3,99% 4,37% 5,07%
SEE, simple average 5,42% 4,92% 8,28% 2,26% 3,87% 4,85% 3,62% 2,76% 4,89% 1,27% 0,98% 2,05%

Source: IMF, National banks and Ministries of finance, Addiko bank calculations and projections.

2.3.Fiscalsector

Central government budget increased from 77 billion kuna in 2003 to the level of 120 billion in last five years 
of recession as GDP was struggling and revenues were dragged down to the level of 107 billion kuna where the 
capacity of Croatian revenues lies. That said, budget deficit faced peak in 2011 when has increased to 7.5% of GDP 
and after that has been stabile around 5.5% of GDP until it has declined strongly in 2015 to 3.2% of GDP and we 
expect strong fiscal consolidation to continue in 2016 with the budget deficit closer to the 2.0% of GDP as GDP 
and taxes are staying supported with what seems to be another record tourist season. The biggest elephant in the 
room is a potential HRK1.95bn (annualized) public wage unfreezing allowed 2%+ GDP growth. Stronger nominal 
GDP growth combined by one of the strongest fiscal deficit reduction in two years in CESEE has brought about 
quicker-than-expected stabilization in public debt, paving the way for ratings upgrade. However, in spite of that 
foreign debt service obligation is staying on high levels which are especially concerning given the expected interest 
rate increase in the forthcoming years, once the main central banks start to normalize their monetary policy.
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Table 2.3.1. General government balance, South-East Europe, % of GDP

General government balance, % GDP 2005. 2006. 2007. 2008. 2009. 2010. 2011. 2012. 2013. 2014. 2015.p 2016.f
Albania -3,46% -3,26% -3,18% -4,88% -6,59% -3,52% -3,52% -3,44% -5,22% -5,46% -4,05% -2,46%
Bosnia and Herzegovina 0,76% 2,15% 0,17% -3,91% -5,35% -4,06% -2,73% -2,69% -1,86% -2,87% 0,70% -0,70%
Bulgaria 2,19% 3,23% 3,06% 2,72% -0,86% -3,83% -1,86% -0,44% -1,76% -3,65% -2,88% -0,76%
Croatia -3,85% -3,39% -2,45% -2,76% -6,00% -6,19% -7,85% -5,31% -5,29% -5,51% -3,20% -2,20%
Greece -6,19% -5,95% -6,71% -10,17% -15,15% -11,21% -10,24% -6,51% -3,53% -4,05% -3,08% -3,36%
Kosovo -3,07% 2,74% 7,03% -0,19% -0,64% -2,23% -1,75% -2,56% -3,15% -2,55% -1,92% -2,02%
Macedonia, FYR 0,21% -0,51% 0,58% -0,93% -2,63% -2,41% -2,47% -3,81% -3,84% -4,21% -3,47% -4,03%
Moldova 1,44% -0,42% 0,15% -0,87% -6,38% -2,61% -2,46% -2,31% -1,86% -1,89% -2,32% -3,22%
Montenegro -1,42% 4,37% 8,46% -2,31% -6,74% -4,87% -6,73% -5,84% -6,29% -2,59% -8,50% -7,30%
Romania -0,68% -1,34% -3,10% -4,74% -7,13% -6,30% -4,20% -2,48% -2,47% -1,87% -1,45% -2,79%
Serbia 1,10% -0,99% -0,89% -1,89% -3,64% -3,69% -4,14% -6,76% -5,31% -6,23% -3,70% -2,80%
Slovenia -1,03% -0,79% 0,26% -0,27% -5,42% -5,24% -5,50% -3,14% -13,89% -5,81% -2,90% -2,34%
Turkey -0,81% -0,71% -1,99% -2,72% -6,00% -3,43% -0,61% -1,67% -1,25% -0,92% -1,00% -1,94%
SEE, weighted average -2,10% -1,96% -2,82% -4,44% -7,71% -5,43% -3,32% -2,89% -2,48% -2,34% -1,70% -1,81%
SEE, simple average -1,14% -0,37% 0,11% -2,53% -5,58% -4,58% -4,16% -3,61% -4,29% -3,66% -2,91% -2,76%

Source: IMF, National banks and Ministries of finance, Addiko bank calculations and projections.

Chronic deficit have accumulated government debt, going over the Maastricht limit at 60% of GDP in 2011.

Table 2.3.2. General government debt, South-East Europe, % of GDP

General government debt, % GDP 2005. 2006. 2007. 2008. 2009. 2010. 2011. 2012. 2013. 2014. 2015.p 2016.f
Albania 56,69% 53,55% 55,14% 59,67% 57,72% 59,41% 62,14% 70,39% 72,04% 73,32% 72,18% 69,08%
Bosnia and Herzegovina 21,25% 18,71% 30,89% 35,07% 42,75% 42,65% 44,25% 43,50% 44,03% 44,74% 44,50% 44,00%
Bulgaria 22,66% 17,46% 14,65% 14,61% 14,28% 14,52% 16,77% 17,22% 26,43% 26,30% 29,65% 26,25%
Croatia 38,28% 37,06% 38,87% 48,02% 56,98% 63,71% 70,68% 82,19% 86,53% 86,67% 87,20% 87,70%
Greece 103,57% 103,10% 109,42% 126,75% 146,25% 172,10% 159,57% 177,68% 180,06% 176,94% 183,44% 184,74%
Kosovo 28,67% 24,81% 21,20% 6,13% 15,63% 13,88% 15,92% 16,22% 16,72% 19,04% 22,34% 24,64%
Macedonia, FYR 30,58% 23,53% 20,59% 23,77% 24,07% 27,74% 33,68% 34,01% 38,25% 37,96% 40,21% 40,43%
Moldova 30,90% 24,61% 19,26% 29,13% 26,85% 24,15% 24,54% 23,79% 31,43% 41,46% 42,84% 44,46%
Montenegro 31,91% 27,50% 29,00% 38,25% 40,66% 45,55% 53,42% 55,18% 59,91% 67,23% 69,00% 73,90%
Romania 12,54% 12,65% 13,39% 23,35% 30,54% 33,87% 37,63% 38,83% 40,50% 39,30% 39,69% 40,32%
Serbia 40,30% 33,44% 32,38% 35,95% 43,68% 46,61% 58,32% 61,42% 72,01% 77,43% 73,40% 82,70%
Slovenia 26,00% 22,66% 21,65% 34,48% 38,18% 46,44% 53,90% 71,01% 80,89% 83,15% 80,20% 78,10%
Turkey 46,52% 39,91% 39,98% 46,07% 42,34% 39,14% 36,16% 36,14% 33,52% 32,93% 31,67% 30,80%
SEE, weighted average 57,10% 52,85% 48,35% 51,07% 57,93% 59,68% 61,26% 57,61% 61,70% 60,28% 59,76% 59,43%
SEE, simple average 37,68% 33,77% 34,34% 40,10% 44,61% 48,44% 51,30% 55,97% 60,18% 62,04% 62,79% 63,62%

Source: IMF, National banks and Ministries of finance, Addiko bank calculations and projections.

Because of the chronic and expanding government deficit and rising debt, Croatia entered European Excessive Deficit 
Procedure1 in 2014, according to which Croatia has to work out plan to curb the excessive spending and government 
deficits towards 3% of GDP in 2016. With our expectations of deficit below 2.5% of GDP we see Croatia exiting EDP.

2.4.Externalsector

Due to recession Croatian international balance – Balance of Payments current account turned positive in 2012, 
after more than decade of deficits, by imports declining more than exports and tourism hanging on. Since then 
Croatian current account surplus has increased through the years only to peak in 2015 with 5.2% of GDP surplus 

1  Excessive Deficit Procedure (EDP) is the corrective arm of the Stability and Growth Pact (SGP) that ensures that Member States adopt 
appropriate policy responses to correct excessive deficits. The EDP operationalises the limits on the budget deficit and public debt given by 
the thresholds of 3% of deficit to GDP and 60% of debt to GDP not diminishing at a satisfactory pace.
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on the back of slump in non-resident profit withdrawal given banks’ hefty losses after CHF conversions and strong 
tourist season.

Table 2.4.1. Current account balance, South-East Europe, % of GDP

Current account balance, % GDP 2005. 2006. 2007. 2008. 2009. 2010. 2011. 2012. 2013. 2014. 2015.p 2016.f
Albania -6,11% -10,66% -15,76% -15,95% -11,29% -13,21% -10,15% -10,76% -12,92% -11,24% -13,27% -13,81%
Bosnia and Herzegovina -7,90% -9,36% -14,14% -6,43% -6,05% -9,48% -8,66% -5,30% -7,47% -5,64% -5,20% -5,50%
Bulgaria -15,31% -23,72% -22,02% -8,35% -1,75% 0,33% -0,86% 1,28% 0,85% 1,38% 0,79% 0,03%
Croatia -6,50% -7,14% -8,82% -5,11% -1,12% -0,81% -0,14% 0,78% 0,86% 5,22% 4,00% 3,40%
Greece -11,49% -15,19% -15,11% -12,35% -11,38% -10,01% -3,83% -2,04% -2,11% -0,05% -0,04% -0,03%
Kosovo -7,25% -10,23% -16,19% -9,22% -11,70% -13,69% -7,51% -6,36% -7,87% -8,74% -9,59% -9,11%
Macedonia, FYR -0,43% -6,92% -12,80% -6,77% -2,03% -2,51% -3,16% -1,65% -0,81% -1,40% -1,85% -2,37%
Moldova -11,34% -15,25% -16,11% -8,21% -7,52% -10,68% -7,50% -5,08% -3,76% -4,70% -2,84% -3,42%
Montenegro -31,34% -39,50% -49,76% -27,85% -22,73% -17,56% -18,47% -14,47% -15,21% -9,70% -15,20% -16,00%
Romania -10,38% -13,81% -11,79% -4,82% -5,09% -4,93% -4,78% -1,07% -0,46% -1,14% -2,00% -2,81%
Serbia -9,64% -17,18% -21,05% -6,24% -6,37% -8,59% -11,48% -6,10% -5,95% -4,79% -4,10% -3,80%
Slovenia -1,83% -4,13% -5,32% -0,56% -0,12% 0,18% 2,58% 4,82% 6,23% 5,18% 6,60% 6,20%
Turkey -5,89% -5,72% -5,40% -1,85% -6,10% -9,60% -6,08% -7,73% -5,45% -4,49% -4,37% -5,61%
SEE, weighted average -6,00% -7,99% -9,88% -10,08% -5,13% -6,49% -8,09% -5,11% -4,74% -3,55% -2,70% -3,57%
SEE, simple average -9,65% -13,75% -16,48% -8,75% -7,17% -7,74% -6,16% -4,13% -4,16% -3,08% -3,62% -4,06%

Source: IMF, National banks and Ministries of finance, Addiko bank calculations and projections.

The kuna exchange rate has been rather stabile in the recent period on the back of strong tourist seasons in the recent 
years as investors were shifted to safer destinations due to ongoing geopolitical tensions, goods trade trends were 
rather supportive and banks hefty losses after the CHF loan conversion disallowed non-resident profit withdrawal.

Table 2.4.2. Exchange rate towards €, South-East Europe
Exchange rate toward € 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016p 2017f
Albania 124,19 123,08 123,63 122,80 132,06 137,79 140,33 139,04 140,26 139,97 139,74 140,00 140,00
B-H 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96
Bulgaria 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96 1,96
Croatia 7,40 7,32 7,34 7,22 7,34 7,29 7,44 7,52 7,58 7,63 7,61 7,56 7,58
Greece n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Kosovo n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Hungary 248,1 264,3 251,4 251,5 280,3 275,5 279,4 289,3 296,9 308,7 310,0 305,0 318,0
Macedonia 61,30 61,19 61,18 61,26 61,28 61,52 61,53 61,53 61,59 61,62 61,61 61,70 61,70
Montenegro n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Romania 3,62 3,53 3,34 3,68 4,24 4,21 4,24 4,46 4,42 4,44 4,45 4,49 4,55
Serbia 83,0 84,1 80,0 81,4 94,0 103,0 102,0 113,1 113,1 117,3 120,7 119,5 126,1
Slovenia n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Turkey 1,68 1,81 1,79 1,91 2,16 2,00 2,34 2,31 2,53 2,91 3,03 3,28 3,55

Source: IMF, National banks and Ministries of finance, Addiko bank calculations and projections.

Since the focus and the most effective instrument of monetary policy in Croatia is exchange rate towards euro, 
fluctuations between euro and dollar affect in the same way the fluctuations between kuna and dollar.

Macroeconomicoverview



30

Table 2.4.3. Exchange rate towards $, South-East Europe

Exchange rate toward $ 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016p 2017f
Albania 99,81 98,13 90,36 83,89 94,85 104,00 100,87 108,18 105,68 105,48 125,88 123,48 128,23
B-H 1,62 1,56 1,43 1,34 1,41 1,48 1,41 1,52 1,47 1,47 1,76 1,76 1,88
Bulgaria 157,31 155,87 142,93 133,64 140,65 147,63 140,60 152,19 147,32 147,40 176,25 175,28 178,32
Croatia 5,95 5,84 5,36 4,94 5,28 5,50 5,35 5,85 5,71 5,75 6,86 6,82 7,29
Greece 0,80 0,80 0,73 0,68 0,72 0,75 0,72 0,78 0,75 0,75 0,90 0,95 0,93
Kosovo 0,80 0,80 0,73 0,68 0,72 0,75 0,72 0,78 0,75 0,75 0,90 0,95 0,93
Hungary 199,6 210,4 183,6 172,3 202,0 208,0 201,0 225,1 223,6 232,6 279,2 279,5 304,8
Macedonia 51,54 49,04 44,92 42,00 44,29 46,43 44,23 47,92 46,53 46,40 55,41 55,22 55,51
Montenegro 0,80 0,80 0,73 0,68 0,72 0,75 0,72 0,78 0,75 0,75 0,90 0,95 0,93
Romania 2,91 2,81 2,44 2,52 3,05 3,18 3,05 3,47 3,33 3,35 4,01 4,02 4,33
Serbia 67,0 67,4 58,3 55,7 67,6 77,8 73,3 88,0 85,2 88,4 108,7 112,2 121,2
Slovenia 192,71 191,03 0,73 0,68 0,72 0,75 0,72 0,78 0,75 0,75 0,90 0,95 0,93
Turkey 1,35 1,44 1,31 1,30 1,55 1,51 1,68 1,80 1,90 2,19 2,72 2,94 3,54

Source: IMF, National banks and Ministries of finance, Addiko bank calculations and projections.

2.5.EUissues

According to EU policies, strategies and EU funds availability, Croatia has potential in tourism, transport, energy, 
professional and personal services, and pockets of manufacturing.

Croatia became a full member of the European Union on 1 July 2013 after the better part of a decade of negotiations. 
As a result of this process, Croatia’s domestic legislation is largely aligned with the European Union’s acquis com-
munautaire, or is in the process of being aligned. However, European Commission is concerned about the pace with 
which the remaining areas of legislation are being aligned to EU practices. Adoption, implementation and execution 
of the legislation relative for convergence with the EU internal market have proved to be challenging for national, 
regional and local authorities that have had negative impact on the possibility of foreign investors to enter and/or 
operate on the local market. The European Commission also reports on the special rights in privatized companies 
states that these rights often “infringe the Treaty based freedom of capital movements...” and that those, special rights 
“may hinder privatized companies from achieving the full benefits of privatization, they may distort market-driven 
cross border activity in terms of direct investment but also in terms of portfolio investment in privatized companies and 
often prove one of the obstacles to achieving a level playing field in the EU market for corporate control.” European 
Commission also identified in its 2014 report on progress towards completion of energy market that “some provi-
sions in the [Croatian] Gas Market Act represent a serious obstacle to cross border gas flows, by obliging domestic gas 
producers to offer their gas primarily to suppliers of customers in the territory of Croatia and obliging public service 
to primarily purchase gas from domestic producers.”

In its Country Specific Recommendations (CSR) from May 2016, European Commission urges Croatia action in 
the following 5 areas:

1.Government deficit:
• Ensure a durable correction of the excessive deficit by 2016.
• Achieve an annual fiscal adjustment of at least 0.6% of GDP in 2017.
• Use any windfall gains to accelerate the reduction of the general government debt ratio.
• Improve budgetary planning and strengthen the multi-annual budgetary framework.
• Start a reform of recurrent taxation of immovable property.
• Reinforce public debt management.
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2. Social System:
• Take measures to discourage early retirement, accelerate the transition to the higher statutory retirement 

age and align pension provisions for specific categories with the rules of the general scheme.
• Consolidate social protection benefits by reducing special schemes, aligning eligibility criteria, integrating 

their administration, and focus support on those most in need.

3.Public administration:
• Start reducing fragmentation and improving the functional distribution of competencies in public 

administration.
• Reinforce the monitoring of state-owned enterprises’ performance and boards’ accountability.
• Advance the listing of shares of state-owned companies and the divestment process of state assets.

4.Parafiscal charges:
•  Significantly reduce parafiscal charges.
• Remove unjustified regulatory restrictions hampering access to and the practice of regulated professions.
• Reduce the administrative burden on businesses. 

5.Judicial system:
• Take measures to improve the quality and efficiency of the judicial system in commercial and administrative 

courts.
• Facilitate the resolution of non-performing loans, in particular by improving the tax treatment of the resolu-

tion of nonperforming loans.

Macroeconomicoverview
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3.Issuesrelatedtotheinvestmentandbusinessclimate
inCroatia

By joining NATO in April 2009 and especially joining EU in July 2013, Croatia graduated from “exotic” and devel-
oping countries to a club of developed western countries. Although being “first in the village” meant earlier that it 
stood out in South-East Europe and therefore attracted a number of foreign investors, now it is among the “last in 
the city”. It also means switching from “exotic” investors to investors that are regularly doing business in developed 
countries and also puts Croatia into competition with countries and regions within EU.

To give more objective view of the business and investment environment, we will consult rankings done by more 
objective international organizations. In order to avoid biased results, we will compare this year with last year, and 
will compare several country ranking lists. We’ll start with Cost of Doing Business.

3.1.CostofDoingBusiness

Although standardization through the Acquis Communautaire led to convergence of business conditions across the 
EU, there still are differences in business climate among the EU countries old and new, stemming from different 
legal, tax and other circumstances in each country. We give an overview of „ease” of doing business, which has been 
done by World Bank in a standardized way for years according to same “Cost of Doing Business” methodology.
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Table 3.1.1. Ease of doing business ranking by World Bank in 2016

Economy

Ease of 
Doing 

Business 
Rank

Starting a 
Business

Dealing with 
Construction 

Permits

Getting 
Electricity

Registering 
Property

Getting 
Credit

Protecting 
Minority 
Investors

Paying Taxes
Enforcing 
Contracts

Trading 
Across 

Borders

Resolving 
Insolvency

Denmark 3 29 5 12 9 28 20 12 37 1 9
United Kingdom 6 17 23 15 45 19 4 15 33 38 13
Sweden 8 16 19 7 11 70 14 37 24 17 19
Finland 10 33 27 16 20 42 66 17 30 32 1
Germany 15 107 13 3 62 28 49 72 12 35 3
Estonia 16 15 16 34 4 28 81 30 11 24 40
Ireland 17 25 43 30 39 28 8 6 93 48 20
Lithuania 20 8 18 54 2 28 47 49 3 19 70
Austria 21 106 47 17 26 59 36 74 6 1 18
Latvia 22 27 30 65 23 19 49 27 25 22 43
Portugal 23 13 36 25 27 97 66 65 20 1 8
Poland 25 85 52 49 41 19 49 58 55 1 32
France 27 32 40 20 85 79 29 87 14 1 24
Netherlands 28 28 85 43 30 79 66 26 91 1 11
Slovenia 29 18 71 35 36 126 7 35 117 1 12
Slovak Republic 29 68 84 48 5 42 88 73 63 1 33
Spain 33 82 101 74 49 59 29 60 39 1 25
Czech Republic 36 93 127 42 37 28 57 122 72 1 22
Romania 37 45 105 133 64 7 587 55 34 1 46
Bulgaria 38 52 51 100 63 28 14 88 52 20 48
Croatia 40 83 129 66 60 70 29 38 10 1 59
Hungary 42 55 88 117 29 19 81 95 23 1 65
Belgium 43 20 54 53 132 97 57 90 53 1 10
Italy 45 50 86 59 24 97 36 137 111 1 23
Cyprus 47 64 145 67 92 42 25 44 43 143 17
Greece 60 54 60 47 144 79 47 66 132 27 54
Luxembourg 61 80 14 28 89 167 122 21 17 1 80
Malta 80 132 83 86 96 174 36 25 61 39 83

Macedonia, FYR 12 2 10 45 50 42 14 7 26 26 37
Montenegro 46 59 91 163 79 7 36 64 43 42 36
Moldova 52 26 170 104 21 28 36 78 67 33 60
Serbia 59 131 123 139 67 109 105 43 138 86 63
Kosovo 66 47 136 124 32 28 57 67 48 71 163
Bosnia and Herzegovina 79 175 171 119 97 42 66 154 66 28 38
Albania 97 58 189 162 107 42 8 142 96 37 42

Source: www.doingbusiness.org

Although one should not generalize, Northern and Western European countries are better for business – led by 
Denmark and the United Kingdom, followed by Sweden, Finland, Ireland, Germany and the Baltic countries. 
Mediterranean and the „new EU” countries have the lowest average rank. Croatia improved 15 places from 65th 
place in 2015 to 40th place in 2016 (out of 189 countries in the world), but still grouped in the bottom third of EU28 
countries together with SEE peers Romania, Bulgaria and Hungary while scoring better than most Mediterranean 
countries like Italy, Greece, Cyprus and Malta. As for SEE, Croatia is worse on average than Macedonia and Slovenia, 
side-by-side with aforementioned Romania, Bulgaria and Hungary, and ahead of Montenegro, Moldova, Serbia, 
Kosovo, Bosnia and Albania. 

Overall ranking of 189 countries in Ease of Doing Business was created by the weighted average of the 10 (sub)
categories of doing business: starting a business, dealing with construction permits, getting electricity, registering 
property, getting credit, protecting investors, paying taxes, enforcing contracts, ,trading across borders and resolving 
insolvency.
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As for the starting a business (which appreciates smaller number of procedures, shorter duration and lower the cost 
of founding an enterprise, and lower starting capital) Croatia is near bottom amongst the other EU countries, only 
ahead of Poland, Czech Republic, Austria, Germany and Malta. Looking at the neighboring countries, Macedonia 
with its rank of 2 among 189 is leading the whole European continent while Moldova with rank of 26 is just behind 
top EU countries. Far behind Macedonia and top EU countries are Kosovo, Albania and Montenegro, all positioned 
better than lower half of EU28 and Croatia for that matter. Serbia and Bosnia are the worst with rankings of 131 
and 175, respectively.

When dealing with construction permits (which appreciate a smaller number of procedures, shorter duration 
and lower cost of obtaining construction permits) Croatia is the second worst in EU. In neighborhood, Croatia is 
ranked worse than Macedonia and Montenegro, side-by-side with Serbia and Kosovo, while Moldova and Albania 
are ranked worst. 

Getting electricity (which appreciates smaller number of procedures, shorter duration and lower connecting fee) is 
easiest in United Kingdom, Estonia, and Denmark. Croatia is in the lower half among EU28 countries, but best in 
the neighborhood (except for Macedonia).

In the category of registering property (which appreciates smaller number of procedures, shorter duration and lower 
cost of registration) EU28 countries are led by Germany and Finland. Croatia is in the lower half of EU28, and at 
neighborhood’s average. 

Getting credit in Croatia is below average of 28 EU countries, while being second worst among the neighboring 
non-EU countries (led by Montenegro).

In protecting investors Croatia is in upper part of all 28 EU countries and non-EU neighboring countries, where 
Albania is leading the way.

At “Paying taxes” category height of the tax rates, such as VAT, income tax and personal income tax and social 
security contributions, as well as cost of collection and frequency of tax payment are considered. According to this 
indicator, Croatia is just behind best countries in EU and best in the neighborhood (except for Macedonia).

Enforcing contracts (where the indicator is looking at the average time needed to enforce a contracts, the average 
cost of a claims and the number of instances to finalize the lawsuit) in Croatia is among best in EU (only Lithuania 
and Austria are ranked better) and the best in the neighborhood.

In “Trading across borders” (looking at the number of documents needed for export, the time required for export of 
a shipment and cost per export shipment, but also the number of documents needed for import, the time required 
for import of a shipment and cost per import shipment) Croatia shares 1st place in the world with dozen other 
European countries

In an indicator of resolving insolvency lower average time of resolution (bankruptcy), the lower cost of bankruptcy, 
the most common outcome of resolution (bankruptcy) and percentage of remaining extracted value through resolu-
tion (bankruptcy) are appreciated. Croatia is among worst in EU, and in the middle of neighborhood. 

IssuesrelatedtotheinvestmentandbusinessclimateinCroatia
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3.2.WEF–GlobalCompetitivenessranking

According to the Global Competitiveness rankings by World Economic Forum, Croatia is overall ranked at 74 out 
of 144 countries. According to this ranking, too, Croatia is among the last of EU countries, and in the middle when 
neighboring SEE countries are ranked. The overall rank is composed of 12 pillars: from Institutions, Infrastructure, 
Macroeconomic environment, Health and primary education, Higher education and training, Goods market ef-
ficiency, Labor market efficiency, Financial market development, Technological readiness, Market size, Business 
sophistication, and Innovation.

Table 3.2.1. Competitiveness ranking of the World Economic Forum

Country/Economy GCI 2016‐2017 GCI 2015‐2016

Netherlands 4 5
Germany 5 4
Sweden 6 9
United Kingdom 7 10
Finland 10 8
Denmark 12 12
Belgium 17 19
Austria 19 23
Luxemburg 20 20
France 21 22
Ireland 23 24
Iceland 27 29
Estonia 30 30
Spain 32 33
Lithuania 35 36
Poland 36 41
Malta 40 48
Italy 44 43
Portugal 46 38
Latvia 49 44
Bulgaria 50 54
Slovenia 56 59
Romania 62 53
Slovak Republic 65 67
Hungary 69 63
Croatia 74 77
Cyprus 83 65
Greece 86 81
Macedonia, FYR 68 60
Albania 80 93
Montenegro 82 70
Serbia 90 94

Source: http://www.weforum.org
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4.FICrecommendations

According to the latest World Economic Forum (WEF) Global Competitiveness Report, Croatia improved slightly its 
ranks by rising from the 77th to the 74th place (among 138 countries included therein). Across the EU, however, only 
Cyprus (83) and Greece (86) are ranked worse, while in the broader CESEE comparison, Croatia stands in lower tier 
being ranked only above Albania (80), Montenegro (82) and Serbia (90). That said, Croatia improved in 6 out of 12 
areas in the index: Macroeconomic environment, Higher education and training, Goods market efficiency, Labor 
market efficiency, Market size and Business sophistication. While Institutions and Infrastructure are unchanged, 
Croatian rankings deteriorated in Health and primary education, Financial market development, Technological 
readiness and Innovation.

 
A brief look at sub indexes show that Subindex A (Basic requirements – rank 68) was mostly weighed down by 
Institutions (89) and Macroeconomic Environment (84), where ranks of some components of the Institutions pillar 
are just abysmal (e.g. Burden of government regulation -135; Public trust in politicians –113; Efficiency of legal 
framework in settling disputes/challenging regulation -134/130). Subindex B (Efficiency enhancers -rank 68) is 
weighed down by Labor market efficiency (100), Goods market efficiency (95) and Financial market development 
(95). Especially concerning are components of the Labor market efficiency pillar like Effect of taxation on incentives 
to work (134), Cooperation in labor-employer relations (132) and Country capacity to retain/attract talent (132/133). 
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Subindex C (Innovation and sophistication factors) has the worst result with rank of 92 where both pillars had 
negative contribution on final rank (Business sophistication -80 and Innovation -103).

In the last 10 years Croatian ranking fell by 23 places (from 51st to 74th), with its closest peers experiencing similar 
deterioration in the same period (Slovenia from 33rd to 56th, and Hungary from 41st to 69th). After entering the 
EU in 2007, Romania and Bulgaria outperformed regional peers as the former improved from 68th to 62nd place, 
and latter moved from 72nd to 50th place. Interestingly, Macedonia also outperformed Croatia in the 10 year period 
(moving up 12 places to rank 68th), standing better ranked then both Croatia and Hungary. 

In view of the above-mentioned, the key swing factor here has to do with a productivity shock for private enterprises, 
which requires delivery in at least four areas. First, internal devaluation needs to resume, notably in terms of business 
tax, gross labor and parafiscal cost cuts, alongside tax simplification and broadening of the tax base, plus models 
for financing of it. Second, supply-side reforms must range from further flexibility of labor and product markets, to 
SOEs restructuring, public administration and business environment. Third, while the new bankruptcy law shortens 
application procedures, important decree changes to speed up NPL resolution are still pending, such as faster tax 
deductibility for NPLs and faster recovery of collateral for bad loans. Fourth, executives need to incentivize SME 
funding and small firms’ involvement in the economy and non-bank financing. Policies need to chosen judiciously 
without stoking deflation and uncertainty that would prolong investment decisions and in turn cast doubts on 
long-term growth potential, which needs to be above 2% to sustain job creation.

There is still enormous volume of laws and legislation that are changed or enacted with excuse of “aligning” with 
EU legislation, although we entered EU three year ago.

Regarding taxes, Corporate Income taxation saw increasing detail for reinvested earnings; Personal Income Tax 
is calculated by Tax Authorities and all receipts are added; Savings/interest rate tax is introduced; Dividend tax 
is introduced; VAT on construction land is introduced. Increases of excise taxes on petroleum and cigarettes are 
enacted. All of that will affect adversely profitability of doing business.

Although some parafiscal charges have been scaled down in 2014 and 2015, new were enacted, like re-certification 
for fire protection; changes of communal charge (due to refinancing of local governments after last year’s reduction 
of middle-income taxes); increasing fee for using of addresses.

In judiciary, Law on Courts is changed towards reducing number of Courts (which by our opinion is not going to 
increase efficiency as it will prolong the processes); Law on Bankruptcy is changed towards integrating pre-bankruptcy 
procedure and bankruptcy procedure and towards simplifying bankruptcy procedure – we think this is the only 
positive development in judiciary.

Having in mind those, FIC still identifies unpredictable and unstable regulatory framework, lack of transparency 
of administrative procedures, insufficient institutional capacity on a national and local level and corruption, as 
key obstacles for foreign investment in Croatia.

FIC believes the focus of policy formulation and implementation should focus on the following issues in an effort 
to improve the operational climate in Croatia and boost private sector investments’ contribution to economic, 
employment and earnings growth:

1. To develop a sustainable strategy to boost investments and to attract foreign investments.

2. To maintain a stable and predictable regulatory environment to reduce uncertainty and boost investments, 
with particular focus on the stability of the tax regime and predictable operation of the Tax Administration and to 
abolish by-laws inconsistent with the realities of competitive markets.

3. To establish quick streamlining business procedures in order to reduce regulatory administrative costs of 
businesses

a. to simplify the administrative procedure for registration of companies and other necessary permits;

FICrecommendations
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b. to establish an effective administrative ‘top-down’ system able to carry out reforms and meet investors’ 
expectations regarding administrative simplification;

c. to develop electronic registry (especially land registry and other registries) at the local municipal admin-
istrative levels.

4. To improve the application of laws throughout the entire economy, enhance the quality and credibility of 
authorities’ inspection activities to protect the interest of companies complying with their obligations and generate 
goodwill towards the authorities by all relevant parties

5. To promote good relations with stakeholders

a. when preparing Regulatory Impact Assessment (RIA) for new legislation that impacts business include the 
business sector adequately in the process;

b. improve the timeframe of communication with the stakeholders;
c. organize frequent consultations with investors (i.e. joint investors’ council with the government).

Executive opinion survey under the WEF report conducted in 2016 shows that respondents see inefficient government 
bureaucracy as biggest problem for doing business, followed by tax rates and policy instability. Adding to that our 
previous surveys of export and foreign invest sector, we can summarize the toughest problems for investing and 
doing business in Croatia in the following categories:

1. Legal uncertainty – changes in legal environment, changing the rules, inappropriate implementation of EU rules
2. Tax system – unattractive for high added value industries, uneven treatment between different Tax Authorities 
branches
3. Para-fiscal charges – number of extra charges that have to be paid without clear association with business
4. Inefficient public administration and judicial drag – length of judicial procedures, sometimes completely different 
treatment from national levels
5. Labor issues – rigid and inadequate labor law
6. Access to finance – speed up NPL resolution that helps reducing banks’ cost of risk and paves the way for greater 
availability of bank credit and cheaper financing of the economy

FICrecommendations
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Figure 4.1.1.: Foreign company’s views on developments in 5 major investment areas

Source: WEF

The best perception by participants in the last WEF survey of moderate progress goes to Protection of investors, 
Macroeconomic environment, Quality of transport infrastructure and Labor issues. Innovation, technological 
readiness and Financial market development are suffering moderate to major setback.

4.1.Legaluncertainty

As the date of the accession of Croatia to the European Union drew near there was a strong pressure on the legislator 
to complete harmonization of the legal system with the EU acquis and produce in a short time period all relevant 
laws and by-laws (hyper legislation). Further to the adoption of the EU legislation the appropriate laws had to be 
implemented in practice– the Croatian economy had to fit into the EU internal market while Croatian economic 
players had to harmonize their operations with relevant EU rules. This is still the case due to increasingly busy 
schedule of Directives and by-laws from EU. Unfortunately, the time pressure and lack of communication or non-
existence of applicable by-laws as well as lack of relevant experience in quality regulatory stakeholder consultation 
often caused delays and/or regulatory solutions that cannot be implemented in practice. 

FICrecommendations: 

1. Extensive Regulatory Impact Assessment on each new legislation or by-law
2. Extend capacity for the Regulatory Impact Assessment
3. Regulatory Impact Assessment on legislation deemed as “problematic” by business associations
4. Refrain from implementing regulatory changes “backwards” (with retroactive effect)
5. Allow enough time before implementation and to comply with new legislation or by-laws
6. Establish a separate authority for out-of-court settlements
7. Use mediation in tax disputes

FICrecommendations
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FIC is ready to offer extensive expert support to contribute to a more effective regulatory consultation process to 
the benefit of all stakeholders involved in this challenging task.

4.2.Taxsystem

We think that Croatia has reached the end of its capacity for tax revenues and that business community would not 
berry any increases of existing or introducing new taxes.

VAT represents a heavy burden both for entrepreneurs and citizens. Although VAT should not represent cost for 
entrepreneurs, in practice it is a heavy burden for entrepreneurs due to unclear application of the law and subsequent 
tax authorities’ disputes as well as due to the illiquidity in the economy (VAT has to be paid to the tax authorities 
regardless of whether the receivables are collected or not). VAT on construction land has been introduced.

Personal income tax represents also a significant burden due to high rates, wide scope of taxation (limited tax free 
payments to employees and external contractors) and the calculation basis (benefits in kind are treated as net salary). 
Personal Income tax is calculated by Tax Authorities as of 2015, all receipts are added into Personal Income Tax 
basis; Tax on savings/interest rate and Tax on dividends are introduced.

Corporate income tax of 20% is nominally one of the lowest, but since it has another 12% withheld if dividend or 
profit is paid out, together 32%, is among the highest in the EU. There are moves to abolish the tax break for reinvest-
ment which would effectively put corporate income tax to 34%, an increase that is too high. When withholding tax 
on dividend was abolished in 2007, Government collected 2-3 times more tax revenue from the corporate income 
tax – it might be the way to move forward.

The Ministry of Finance should actively consider the influence of the economic environment (e.g. inflation) on tax 
legislation and suggest to the legislator appropriate measures. We outline a non -exclusive list of current „obsolete 
rules”: 

•	 the amount of the non taxable allowance of HRK 2 per km for the usage of a private car for business purposes 
has not been amended since its introduction into tax legislation in January 2005, although in the meantime the 
price of petrol and car maintenance costs have significantly increased;

•	 personal allowance, although recently increased from HRK 1,800 to HRK 2,200, should be amended according 
to the general increase in living expenses (e.g. consumer price index) – consider 3,000 or even 4,000 which could 
save money paid out on welfare and fiscal aid, as well as help lower incomes;

•	 the amount of the non-taxable daily allowances for domestic business trips has not been amended since January 
2005 although prices have increased.

Tax Authority has introduced opinions by Central Office of the Tax Authority. However, there is no prescribed 
timeframe for the Tax Authority to issue official opinions or issue them at all. Also, although these opinions are 
“binding”, it happens that in various outposts of the Tax Authority there are rulings different from the opinions of 
the Central Office.

Tax dispute procedures can be time consuming. This issue creates uncertainty for taxpayers on whether the tax 
approach taken would be acceptable in the Tax Authority’s opinion. Taxpayers are exposed to potential additional 
tax liabilities and penalties if they in good faith have interpreted the tax legislation differently than determined by 
the Tax Authority’s inspection.

Cooperation between tax authorities and large taxpayers should enlarge and broaden. The tax authorities are not 
aware of specific tax issues in different industries (e.g. pharmaceutical, oil & gas, telecommunication, etc.) and can 
benefit from expertise of the companies, and even get EU perspective from FIC members. Also, close monitoring 
of the large taxpayers by Tax Authorities and cooperation with them could provide better control of the majority 
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of the tax revenues to the Tax Authority. FIC members (large taxpayers) on the other hand would gain in lowering 
cost of compliance and reducing time to comply to be able to increase time to develop business.

Special issue within FIC companies is taxation issues for foreign nationals (managers/experts) that come to Croatian 
subsidiaries of FIC companies. Croatia has no special scheme for the taxation of expatriates. International transfers of 
foreign individuals to work in Croatia are heavily burdened with personal income taxes (marginal tax rate of 47.2% 
for Zagreb residents, taxation of accommodation and relocation costs). This should be changed to ease experts and 
managers to come to Croatian offices, which should enable more foreign companies to have presence in Croatia. 
Also, there are unclear rules and practices regarding taxation of daily allowances, travel and accommodation cost for 
Croatian employees that should commute with FIC company headquarters or in a different branch of the company 
outside Croatia.

FICrecommendations:

8. Extensive impact assessment and evaluations of all tax changes based on fiscal plans that would result in better 
formulation of tax initiatives in different stages of the tax proposal drafting process, and better timing of imple-
mentation .
9. Establish an organized way (e.g. a forum or a committee) with business associations where the companies would 
communicate inconsistencies between different level regulations (e.g. corporate income tax by-law prescribes broader 
restrictions than the corporate income tax law) to the authorities so that these inconsistencies can be removed as 
soon as possible.
10.All tax allowances (like personal allowance in PIT) should be reviewed and adjusted on an annual basis.
11. Introduce/enforce detailed requirement to issue an official opinion within a certain timeframe (e.g. 30-60 days). 
Establish a process a company can count on – where sending a request for opinion ensures getting a timely answer. 
Promote a special body (Central Office) within the Tax Authorities that can issue binding opinions. Provide educa-
tion and communication on binding official opinions throughout Tax Authorities network.
12. Tax dispute procedures should be resolved faster on all levels (the tax authority, the second degree body and 
further appeal courts). The administrative bodies should adhere to existing deadlines.
13. Increase capacity of the large taxpayers’ office within Tax Authority. The tax authorities should work towards 
gaining more industry knowledge (e.g. in banking, gas&oil industry, pharmaceuticals, telecommunications or tour-
ism), by cooperation with large taxpayers across different industries through large taxpayers office.
14. Broaden the network of existing agreements on avoidance of double taxation especially with important/large 
economies that are possible investors (e.g. with USA, Middle East countries).
15. Due to relocation of foreign individuals to work to Croatia, there are certain necessary expenses which should 
not be taxable (e.g. relocation and accommodation costs). Personal Income Tax Law should be amended to allow 
tax-free payments of daily allowances, travel and accommodation cost during assignment in headquarters or different 
branch outside Croatia.
16. Shorten Tax audit procedure and postpone the collection of the determined unpaid taxes and any penalties only 
after Administrative courts made the final ruling.
17. Initiate changes to simplify the rules prescribing conditions for submission of personal income tax returns. 
18. Prescribe the “Advance Pricing Agreements”, i.e. possibility to agree with the tax authority regarding the transfer 
prices in transactions between related parties in order to avoid uncertainties in applying transfer prices. 
19. Introduce simplified registration of the permanent establishment of a foreign entrepreneur in Croatia for purposes 
of payment of corporate income tax (e.g. for one-off projects lasting a short period of time, e.g. one year) without 
need to establish a branch office.
20.Introduce “bad debt relief”, i.e. possibility to decrease the VAT liability for uncollectable receivables in order to 
avoid cost of VAT for the taxpayers.
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21. Accelerate tax deductibility for banking NPLs in order to reduce banks’ cost of risks and create basis for cheaper 
lending in new disbursements
22.Eliminate selective treatment between investment into equipment and building (under provisions of the Profit 
Tax Act) and investment of the service’s industry, e.g. into human capital, and instead reduce corporate income tax
23.Extend the loss carryforward period to 10-15 years (according to the best EU and global practices) to encourage 
high-tech investments
24.Reduce the tax liability on for investments in innovative companies, as it would encourage their financing, 
notably in risky early stages of development
25.Simplify the VAT form and balance between reduced VAT rates to enhance VAT compliance and make room 
for tax relaxation elsewhere
26.Reduce exemptions from the obligation of focalization of receipts (e.g. in agriculture) in order to broaden the 
tax base
27. Reduce the tax on purchase of real estate, while abrogation exemptions from it
28.Allow the deduction of prepayment of VAT for personal passanger cars used in carrying out of the company’s 
core activity
29.Allow write-offs of problematic receivables without initiating foreclosure if it turns out that the cost of foreclosure 
procedure is more expensive
30.Broadening the principle of tax lump sump payment to tradesman and catering services up to a certain amount 
that helps broadening the tax base base and enables tax relaxation elsewhere
31. Strengthen the principle of Tax Office warning rather than penalties.

4.3.Para-fiscalcharges

In Croatia, there used to be more than 240 hidden taxes or para-fiscal levies a couple years ago, and recently as the 
registry of those para-fiscal levies was established within the Ministry of Finance, the registry has identified more 
than 600. Although some of them are softened investors seek their reduction or complete abolition, because they 
are not so transparent and are burdening the economy and day-to-day business.

FICrecommendations:

32.Establish a permanent body (forum or committee) consisting of business associations, Government ministries 
and agencies, which will work on abolishing and reduction of para-fiscal duties and ensure its permanent session 
until all para-fiscal charges are gone. 
33.Send legislation and by-laws that introduced para-fiscal charges to Regulatory Impact Assessment.

4.4.PublicadministrationandJudicialdrag

In order to boost investments it is essential to establish quick streamlining business procedures in order to reduce 
regulatory administrative costs of companies including simplification of the administrative procedure for registration 
of companies and other necessary permits. It is proposed to establish an effective administrative system ‘top-down’ 
able to carry out reforms.

Croatia has a highly decentralized administrative structure comprised of 20 counties, 126 cities and 429 municipali-
ties. The dispersion of competences between administrative levels is complicated, and it is often unclear whether a 
certain administrative function should be undertaken by the national or regional authorities.

Although the legal framework and regulatory system provide national treatment for foreign investors, Croatia’s 
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ineffective legal system and a lack of transparency within both private and public sectors have presented the greatest 
challenges to investors. Developing legislation and regulation is often hampered by an inefficient public administra-
tion and a lack of intra-governmental coordination. 

Bureaucracy is also a major challenge for foreign investors, although the government has made progress in this 
area, particularly through the development of its e-government initiatives, such as the hitro.hr Internet portal. 
The government portal has an online business registration component that reduces the time it takes to register a 
company to 4 days. 

Another problem for companies is the significant backlog of court cases, which acts as an impediment to invest-
ment. Many cases have been pending for years in the courts, making dispute resolution via the courts an undesir-
able option for companies, with even simple cases taking years to resolve. As a result of the very long time frames 
involved, companies often resort other means to resolve disputes. The European Commission’s Progress Report on 
Croatia 2011, there were a backlog of 781,323 cases in March 2011. However, a reduction court backlogs has been 
actively encouraged by the government and Croatia has made progress in relation to the physical infrastructure and 
computerization of courts. Alternative dispute resolution has been implemented at the High Commercial Court, the 
Zagreb Commercial Court and six municipal courts throughout the country. Arbitration is available voluntarily, 
but is not widely used. There is a Permanent Arbitration Court within the Croatian Chamber of Economy. The 
Law on Arbitration 2001 and Rules on Arbitration covering domestic arbitration, recognition and enforcement of 
arbitration rulings, jurisdictional matters and procedures can be found on its website. Croatia is signatory to several 
international conventions regulating the mutual acceptance and enforcement of foreign arbitration, including the 
New York Convention 1958 and the European Convention on International Business Arbitration. 

FICrecommendations:

34.Increase administrative capacities hiring additional employees in several key areas (land registers, administrative 
and municipal courts). Work on rationalization of the network of courts and prosecutors’ offices. Improve judicial 
and administrative infrastructure. Maintain the continuous reduction in the number of cases and the positive trend 
of resolving more cases than they are receiving in one year. Improve the quality of expertise of judges and court 
advisors. Physical marking of old cases as a priority, establishing the obligation for judges to submit monthly reports 
on the activities undertaken in order to solve old cases (control inflow of cases of one type, etc). Provide systematic 
acceleration processes and ultimately optimal utilization of human resources.
35.Establish a system of tracking cases from national to regional level.
36.Public administration reform and active education towards more business-like and client-oriented work,
37. Restructuring of regional and local authorities (consolidation of atomized and unsustainable administrative units).
38.Establish a body or a forum for communication of problems within business and investment will be communicated 
with communities, municipalities, and counties and Ministries and agencies on national level.
39.Create disincentives to appeal when chances of success are neglible.
40.Modify the structure of lawyers’ fees that currently create incentives to prolong litigation.

4.5.Laborissues

After a whole year of negotiations Labor Law was revised in 2014 with minimal flexibilization. Some of our sug-
gestions regarding the easing of shifting the labor from various locations within the same group of companies, 
from Croatia towards abroad and vice versa, have been successfully introduced in the final version of the Law. 
Unfortunately, demands for flexibilization of work time were not introduced in full, and there is little progress 
on: simplification of firing of workers, reduction of severance payments, taking care of special position of SMEs, 
clearing of whom collective bargaining addresses, and calculation of severance pay – these should go in the next 
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revision. However, accepted revision this will provide relief in doing business and reducing costs to employer of 
especially the overtime.

Although this amendment moved Croatian legislation closer to German law (according international institutions 
like World Bank), Croatia still has one of the most rigid labor laws in terms of protection of employees, “prevent-
ing” employers from being able to take the necessary measures against non-performing employees or when times 
are rough and recessionary. This inflexibility is counterproductive in terms of facilitating long-term investments 
as foreign investors will not invest into Croatia if these provisions continue to prevail only here. (Example: in cases 
where the employer has released a non-performing employee with for valid reasons – after handing several warnings 
due to non-performance – the employee in most cases wins a lawsuit against the employer as gains reinstatement.)

There has been some improvement in employment for part-time jobs, more flexibility in working hours’ provision, 
and in firing (clearer rules how annual leave and sick leave could be used), but should be further revised to introduce 
more flexibility.

We regret that unification of certificates and diplomas is postponed.

FICrecommendations:

41. Reducing the overall labor tax burden, whereby the highest 40% PIT bracket makes Croatia uncompetitive in 
attracting large number of propulsive, well-paid sectors and managerial functions
42.Making more flexible the general rule that the JOPPD format (used to report salary payments) is to be submitted 
on the day wages are paid
43.Eliminating numerous codes in payment order reference numbers
44.Eliminating interests on arrears charged by the Tax Office for overdue advance payments of income tax
45.Introduce simple requirements for working hours from home.
46.Shorten the periods for re-hiring upon the execution of corporate layoffs programs
47. Shorten the periods for arbitrages when you lay-off members of workers’ unions
48.Simplify performance-based layoffs
49. In some countries there is no obligation to state the correct name and job descriptions, essential professions 
and qualifications - this concept would allow flexible relocation of workers within business units according to the 
company’s needs.
50.The existing provisions for warning before firing are very stiff and often require that the employers issue written 
warnings - in practice situations are more complicated than that and yet are not enough for an irregular cancellation 
of agreement. Also there is no time dimension for such a warning. It is not clear for how long a warning is valid 
and the law does not even prescribe whether the employer can refer to the same issue after several years.
51. The institution ‘cancellation with an offer of a new contract’ in practice serves no purpose because the conditions 
that are prescribed for it are the same notice requirements as for cancellation of an agreement and the employer 
acting pursuant to these provisions in the legislation (even for organizational reasons) will hardly offer the same 
conditions to all other employees.
52.The ‘business conditional cancellation of work agreement’ remains incomplete in the law. 
53.Abolish unnecessary legally required training of authorized employers who already have passed relevant exams 
which includes training in the field of occupational safety.
54.Allow the possibility of transfer of certificates of competency of the authorized employer companies to another 
company – as it pertains to the same provisions of law.
55.Abolish unnecessary further medical examination for the people who have a valid medical certificate when 
changing jobs.
56.Abolish unnecessary retraining for jobs for computer skills when switching to another organization.
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57.Abolish unnecessary training of first aid for persons who possess a driver’s license or other documents for which 
the holder had to pass first aid training.
58.Recognize of certificates from students and scholars who have obtained them in school / college for practical 
work with an employer.
59.Introduce the possibility of correspondence training of workers for work safety (the theoretical part).

4.6.AccesstoFinance

According to National Reform Programme, the Ministry of Finance is eyeing changes to the Law on Corporate 
Income Tax which will open a window of opportunity from Jan 1st 2017 to Dec 31st 2017 to clear as much uncol-
lectable debts as possible. Perhaps more thorough treatment of this problem would be possible if policy makers and 
stakeholders initiate a dialogue and find a right balance between tax discipline, prevention of strategic behaviour, 
social targets and creditors’ motives.

There are three types of write-offs:

1. Write-offs at the basis of enforcement (foreclosure) and similar legal actions under court procedures. This is 
well regulated and requires no further intervention (write-offs are recognized as cost for tax purposes).

2. Write-offs at the basis of out of court agreements (e.g. out of court arbitrage). This is not regulated and 
intervention is required. Intervention should promote out of court settlements. Croatian Arbitrage Chambers 
(which is operated by the Croatian Chambers of Commerce) can adjust the rules in order to speed up and 
simplify cases of small values.

3. Write-offs at the basis of direct agreements between creditors and debtors. This is not regulated and interven-
tion is required.

FICrecommendations:

60.Finding effective solutions for cases (2) and (3) would increase efficiency and speed up NPLs resolution. Substantial 
reductions in the NPLs outstanding would be possible within 12 months (with an aim to reduce NPL ratio below 
10% as of 2019).
61. Propose clear, unambiguous criteria for write-offs (e.g. unpaid debt due for at least 180 days; no material col-
laterals of value; up to certain % of estimated value of collateral if a pledge exists; no connected persons involved; 
decision confirmed by the Management Board of the creditor, etc.)
62.Conditions for out of court write-offs should equally apply on all creditors/debtors irrespective of sector and/or 
type of credit relationship (not only for home loans but applicable to other types of loans such as consumer/cash/
credit card loans as well).
63.Final solution should also avoid any kind of legal provision that may be interpreted as a pressure on creditor 
to enter debt relief agreements. This is important in order to avoid moral hazard and ex post court procedures. 
Write-offs of types (2) and (3) as defined above should be unconditional and irrevocable, as if the agreement was 
made under court procedure.
64.Stimulate the accelerated write-offs under the new Accounting Law by defining a clear set of rules (without 
lengthy argumentations) for tax-deductible expenses.
65.Allow write-offs of already provisioned part on uncollectible claims, which would lead to drastic reduction in 
NPLs 
66.Ensure horizontal compliance of all relevant tax regulation (e.g. in order to avoid taxation of write-offs on the 
side of debtors at the basis of income tax)
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5.Croatiansectoralprofilesandreccomendations

5.1.Agriculture,Wood,Fisheries,Foodprocessingandtobacco(A,C10,C11iC12)

This sector has been declining since the start of the recession, as can be seen by looking at number of employees, 
number of firms or average gross wages. However, in 2015 food processing sector recorded some positive upturn as 
employment and wager recorded growth. In agriculture, situation is challenging in the coming years – the shift from 
state subsidies to Common Agriculture Policies should benefit sustainable and commercial agriculture production, 
but will induce restructuring of the part of the sector used to heavy subsidies. This sector has been protected during 
last 20+ years: Agriculture (subsidies); Fishing (subsidies); Forestry (monopoly of Croatian Forests); Food industry 
(customs); Tobacco industry (customs / rules); and the trade in those goods prior to EU accession had additional 
restrictions via phytosanitary rules, so in these sectors lifting of these rules could still improve exchange between 
EU and Croatian in these products. After the EU accession export of this sector faced significant increase and in 
2015 it grew by as much as 17.0%.

Table 5.1.1. Agriculture, Wood, Fisheries, Food processing and tobacco

2010 2011 2012 2013 2014 2015

No. of employees 68.865 67.814 67.295 64.626 62.073 62.980

Average gross monthly salary, kuna 16.231,07 16.646,19 17.035,93 16.425,15 16.718,68 16.322,45

No. of firms 12.097 12.006 11.795 11.528 11.119 –

Source: CBS, FINA; Addiko bank calculation.

Agriculture sector is still struggling with fragmented land structure that caps economy of scale and rather poor 
technology intensiveness. On the upside, Croatia has EUR333m per year at disposal from EU funds in 2014-2020, 
while current situation is leaving much room for efficiency improvements and productivity gains. After EU accession, 
food processing market has a chance of market differentiation with focus on less saturated markets. Also, more direct 
supply from local farmers could cut costs and improve efficiency. However, ongoing retail market consolidation is 
putting pressure on producers’ bargaining power and consequently profit margins.

5.2.Mining,Oilrefining,Energy(B,C19,D)

In the energy sector, there is a decline of number of employees, but there is also trend of increasing of number of 
firms in opening and deregulation of energy sector that has culminated by Croatia entering EU. The opening of 
competition is raising wages in sector. This sector is the one that could receive huge EU funds for infrastructural 
projects. 
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Table 5.2.1. Mining, Oil refining, Energy

2010 2011 2012 2013 2014 2015

No. of employees 27.392 26.097 25.152 23.355 22.803 21.893

Average gross monthly salary, kuna 10.126,09 10.219,64 10.215,07 10.569,99 10.412,85 10.752,51

No. of firms 569 626 687 785 819 –

Source: CBS, FINA; Addiko bank calculation.

Slow recovery of global oil prices that is likely to continue given the ongoing global demand slowdown is putting 
downside pressure on Croatian mining and oil refinery sectors. On the other hand, better realization of planned 
investments (LNG Terminal, Plomin C…) could increase the use of EU funds whereas Croatia managed to realize 
only 75 out of HRK2.8.8bn planned in 2014. 

5.3.Non-metalmaterials,Construction,Realestate(C23,F,L)

This sector has been hit hardest in the recession. One of the reasons was a huge government contracts (highways, etc.) 
that were culminating right before the recession and all the companies in the sector built up workforce, equipment 
etc. The divestment in the sector ended up in shedding of the workforce and number of companies by around one 
third, with gross monthly salary reducing through the middle of the recession, and then slowly rising. 

Table 5.3.1. Non-metal materials, construction, reale state

2010 2011 2012 2013 2014 2015

No. of employees 108.345 100.330 94.277 90.468 88.911 84.667

Average gross monthly salary, kuna 6.461,70 6.577,75 6.628,45 6.699,53 6.733,72 6.974,73

No. of firms 31.610 28.109 25.799 24.672 23.432 –

Source: CBS, FINA; Addiko bank calculation.

Although 2016 data started to show some improvement in construction output and confidence, it should remain 
cautious considering that fundaments for investment activity as the main driver still haven’t been firmly set. Croatian 
banks are in process of NPL cleansing and more and more cautious, especially on the big ticket projects, absorption 
of the EU funds fill play crucial role in financing and making projects less risky and more appealing to banks. 

5.4.Othermanufacturing(CminusC10,C11,C12,C19andC23)

Other manufacturing represents the core of manufacturing except the food processing industry, tobacco, oil refining 
and non-metal mineral processing that we associated with other sectors. The core of manufacturing that represents 
more than 20% of the GDP declined through the recession both in terms of number of employees and number of 
firms, with gross wages starting to climb in the third year of the recession, when labor has been shed enough to 
provide the increase of the productivity. Some of the manufacturing industry subsectors have also been protected for 
a number of years before accession: Clothing, footwear and leather industry (subsidies); Wood industry (subsidies); 
Manufacture of basic metals (subsidies); Shipbuilding (subsidies). 

Croatiansectoralprofilesandreccomendations
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Table 5.4.1. Other manufacturing

2010 2011 2012 2013 2014 2015

No. of employees 161.728 158.025 153.316 148.155 146.900 147.272

Average gross monthly salary, kuna 6.617,00 6.702,00 6.828,00 6.943,00 7.048,00 7.166,00

No. of firms 18.971,00 17.561,00 16.809,00 16.166,00 15.642,00 –

Source: CBS, FINA; Addiko bank calculation.

We see restructuring to continue in this sector in the forthcoming period. With only few setbacks, industrial pro-
duction is on the constant raise since 2014. However, we see slowdown in output production in coming years due 
to slowdown of mayor trading partner as well as strong rise of stock seen throughout this year. Additionally, high 
frequency data indicates that employment is on the downward path after an uptick in the last year. According to 2015 
FIC questionnaire, regulatory compliance, permits and licenses tax compliance as well as labor market conditions 
are important for this sector. Therefore, we see an upside risk looming from planned fiscal reform that should cut 
income tax which will lower labor costs and increase earnings reinvestments. 

5.5.Retail(G)

Retail sector declined both in terms of number of employees and number of companies until 2012, and slowly 
recovering after 2013. This sector is governed by dominant position of the biggest retail chain that has been slightly 
relieved by Croatian accession to EU. On the other hand, wages has been constantly increasing in the observed period. 

Table 5.5.1. Retail

2010 2011 2012 2013 2014 2015

No. of employees 189.241 187.645 185.277 178.084 178.479 176.711

Average gross monthly salary, kuna 6.575,00 6.659,00 6.724,00 6.769,00 6.916,00 7.075,00

No. of firms 45.624 41.827 39.907 38.092 37.886 –

Source: CBS, FINA; Addiko bank calculation.

Intensified competition and relatively high consolidation of the market is tightening profit margins. Additionally, 
changes in the consumer preferences towards cheaper private labels hurts retails with discretionary and branded 
product mix. However, we see potential catalysts in on-line retailing and developments of new retail formats. Also, 
better IT and logistics as well as asset disposal that include sale-and-leaseback transaction could save costs and 
improve repressed margins.

5.6.Tourism(I)

Tourism is one of the sectors that shows trend of growth and is one of the prospective growth areas of Croatia. The 
decline in number of employees and gross salary happened in second year of the recession, but has climbed since. 
At the same time, the number of firms in the sector declined that point out on consolidation and agglomeration 
in the sector.

Croatiansectoralprofilesandreccomendations



49

Table 5.6.1. Tourism

2010 2011 2012 2013 2014 2015

No. of employees 46.291 47.499 49.542 50.707 55.679 55.394

Average gross monthly salary, kuna 6.397,00 6.473,00 6.602,00 6.828,00 6.923,00 6.991,00

No. of firms 19.469 18.280 17.543 17.862 19.532 –

Source: CBS, FINA; Addiko bank calculation.

We remain very optimistic on the Croatia tourism outlook given increasing capacity and accommodation quality 
that attracts higher spending tourists, establishing of brand awareness, improving the ICT channel which increase 
marketing and average day price as well as growing number of airlines connection. Also, economic recovery sup-
port MICE tourism that boosts occupancy rate in off-season. However, we see potential risks looming from rather 
uncertain institutional environment with frequent changes of tax system and potential real estate tax induction. 
There is also low upside potential for high season occupancy rate due to already higher rates compared to the 
Mediterranean pears.

5.7.Transport(H)

Transport sector is the one that has dominant role of the Government. Most of the entities are governmentally 
owned and poorly operated and with surplus of labor. This sector still shows consequences of long-term practice 
of state contracts, monopolies, grants and subsidies. The opening up of the sector has been only on paper, and we 
are witnessing of incumbent plays and privatization and other tenders being done in non-transparent way and way 
unusual to common EU business practice. After the start of the recession, this sector is constantly loosing firms 
and employees. 

Table 5.7.1. Transport

2010 2011 2012 2013 2014 2015

No. of employees 62.610 62.347 62.575 60.581 57.690 58.475

Average gross monthly salary, kuna 8.593,00 8.778,00 8.849,00 9.098,00 8.977,00 9.121,00

No. of firms 10.853 9.775 9.208 8.839 8.642 –

Source: CBS, FINA; Addiko bank calculation..

There is long-awaited restructuring came to this sector prompted by the recession, but besides energy, this sector is 
also one that could receive massive amount of EU funds. Recently, HŽ Infrastruktura signed HRK1.3bn deal for the 
reconstruction of existing and construction of a second track on the section line Dugo Selo – Križevci and 85% is 
financed by the EU funds. As for passenger transport, we see upside potential coming from higher domestic tourist 
arrivals as well as constant rise in popularity for city-break tourism. 

Croatiansectoralprofilesandreccomendations
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5.8.ICT(J)

ICT sector is one of the sectors that had rather volatile trend of number of firms and employees after the start of the 
recession. Same pattern is seen in wages movements, but is worth noting that ICT is one with the highest salaries 
among observed sectors. Growing number of internet users and internet traffic is seen in last year and throughout 
this years, but the numbers are still below the average of the EU countries. Large part of this sector is telecommu-
nication challenged by the decreasing number of fixed and mobile network customers. Government has also eyed 
their profit as source to fill some of the deficit through increasing concessions that ended in increasing costs to rest 
of the economy and in the end, higher telecom prices and prolonged investment for better services. 

Table 5.8.1. ICT

2010 2011 2012 2013 2014 2015

No. of employees 32.217 32.835 32.789 32.317 33.339 33.046

Average gross monthly salary, kuna 11.456,00 11.740,00 11.908,00 12.026,00 11.893,00 12.119,00

No. of firms 6.358 5.994 5.940 6.012 6.324 –

Source: CBS, FINA; Addiko bank calculation.. 

Opening up to EU nad new EU regulation on roaming will incite restructuring of the telecommunication sector in 
the following years. Also, price competitiveness in the short term could have negative effect on business’ top line 
as well as margins. On the other hand, wide client base could help business to expand their product portfolio to 
payments transfers’ services, retail electricity services, etc. Finally, the combination of telecom infrastructure and 
smart technologies will facilitate sustainable growth as data services become even more integrated into daily routine. 

5.9.Financialservices(K)

Just like ICT, Financial services recorded very volatile trend in number of companies and number of employees. 
Salaries also varied in the observed period, but were the highest among all observed sectors. Banking sector is highly 
concentrated and largely foreign-owned. The conversion of the CHF loans in 2015 had a significant negative impact 
on the banking sector and their profits. Consequently, government lost around HRK1.5bn from the collection of 
the income tax. 

Table 5.9.1. Financial services

2010 2011 2012 2013 2014 2015

No. of employees 36.535 36.681 37.187 36.894 35.777 36.041

Average gross monthly salary, kuna 11.915,00 12.357,00 12.143,00 12.228,00 12.209,00 12.221,00

No. of firms 1.107 1.104 1.036 937 1.004 –

Source: CBS, FINA; Addiko bank calculation.

CHF conversion has led to the raise of demand for kuna loans and generous CNB liquidity support is putting down-
ward pressure on interest rates. As the economic growth gains momentum, we see recovery of the credit activity in 
the coming years mostly driven by the corporate sector. We expect that challenging times of the euro area banking 
sector will be manifested in Croatia throughout consolidation of the banking sector.

Croatiansectoralprofilesandreccomendations
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5.10.Professional,personalandotherservices(M,N)

Professional, personal and other services is sector where Croatia is increasingly growing in number of employees, 
while number of companies has declined until 2011, and has risen since. 

Table 5.10.1. Professional, personal and other services

2010 2011 2012 2013 2014 2015

No. of employees 86.400 86.562 89.156 87.829 91.237 99.551

Average gross monthly salary, kuna 10.642,00 10.457,00 10.724,00 10.952,00 10.869,00 11.006,00

No. of firms 26.408 25.586 27.006 28.410 29.560 –

Source: CBS, FINA; Addiko bank calculation.

This sector includes variety of activities, but large part of it is directly or inderectly depended on state and goverment 
speding. Therefore, we see significant challnges regarding this in this sector in the medium term due to ongoing 
fiscal consilidation. However, economic recovery shoud have positive impact on the businesses that are depended 
on the privat sector. 

Croatiansectoralprofilesandreccomendations
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Glossary

CIS – Commonwealth of Independent States – trade union of former Soviet republics (from 1990’s Independent 
States) around Russia.

CNB – Croatian National Bank.

CSB – Croatian Statistics Bureau.

Country Specific Recommendations (CSR) – Specific recommendations for the country (CSR) which the European 
Commission issues under the European Semester and warns country on needed actions in order to conclude the 
year with the wanted macroeconomic indicators in certain area, issued in May

DnB – Dunn and Bradstreet – the international rating agency.

ECB – European Central Bank; based in Frankfurt, manages a common currency, the euro.

EDP – Excessive Deficit Procedure – procedure of corrective economic policies for EU member states that have 
adjusted deficit higher than 3% of GDP.

EU, EU28 – European Union.

EUR, € – mark for the euro, the European single currency.

FIC – Foreign Investors Council 

Fitch – Fitch – the international rating agency.

FDI – Foreign Direct Investment – foreign direct investment; normally defined as a foreign owner buys 10% or 
more of shares in a company.

GCI (Global Competitiveness Index) –published by WEF 

GDP – Gross Domestic Product– measure of economic activity

GVA – Gross Value Added – measure of economic activity similar to GDP.

ICT – Information and Communication Technologies.

ILO – International Labor Organization – international institution that deals with labor relations.

IMF – International Monetary Fund – international institution for the stability of international payments and 
international liquidity based in Washington.

M&A – Mergers and Acquisitions – a term that combines the purchase and consolidation of companies in the system 
of the company that started the acquisition or merger.

Moody’s – the international rating agency.

OECD – The Organization for Economic Cooperation and Development, an international organization based in Paris.

S&P – Standard and Poor’s – the international rating agency.

R&D -research and development.

RIA – Regulatory Impact Assessment.
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SME – Small and Medium Enterprises – often taken as a group on which economic policy should be focused.

Stability and Growth Pact (SGP) – program that EU member states should adhere to in order to ensure stability 
and growth in the EU.

TNC – Trans-National Company or Trans-National Corporation – transnational companies or transnational 
corporation (company); a company that has branches in more than one country, often referred to as multinational 
or a multinational company.

Transatlantic Trade and Investment Partnership (TTIP) – Transatlantic Trade and Investment Partnership (TTIP) 
or an agreement on trade and investment between the US and EU.

Trans-Pacific Partnership (TPP) – Transpacific partnership or trade agreement between the US and Pacific countries.

Transatlantic Trade and Investment Partnership (TTIP) and Trans-Pacific Partnership (TPP)

UNCTAD –The UN Conference on Trade and Development – part of the UN that deals with international trade 
and development, has official data on international investment in the form of World Investment Report-a (WIR).

US$, USD – mark for the US dollar.

WEF (World Economic Forum) – organization development and competitiveness based in Davos, Switzerland. 

World Bank – popular name for IBRD International Bank for Reconstruction and Development, based in Washington.

Glossary
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ForeignInvestorsCouncilinCroatia

Aboutus

The Foreign Investors Council in Croatia is a business association established in 2012 with the goal to improve the 
general climate in Croatia with regard to investments and business.

The Council represents foreign investors through cooperation and dialogue with government institutions, business 
associations in Croatia and abroad and creating firm bonds between foreign investors in Croatia, as well as the 
ones coming to Croatian market. As a business association, the Council is determined to contribute to creating a 
more investor friendly environment in Croatia and a more favorable climate for business in general. Specifically, 
this means focusing on ensuring legal predictability, efficient administration, transparency, and support on the 
national and local level. 

Objectives

The Foreign Investors Council set the following objectives, which are to trigger a more investor friendly climate in 
Croatia and create a more favorable business environment:

• Improve the general atmosphere in the Republic of Croatia with regard to investments and business

• Represent, advocate and promote common views of the Council members in order to express mutual interest 
and encourage foreign investments.

• Improve communication, cooperation and permanent dialogue between the Council and the authorities of the 
Republic of Croatia.

• Cooperate with Croatian authorities in order to resolve difficulties and obstacles that may appear in relations 
with foreign investors and economic relations with other countries.

• Promote international business community interests in Croatia.

• Inform Council members and other stakeholders about the important news and events regarding investments 
in Croatia.

• Establish communication with other foreign investors’ associations in order to exchange common practices and 
to improve the economy in the country and in the region.

Since its foundation the Foreign Investors Council in Croatia has been regularly publishing its proposed improve-
ments related to various industries, which would help Croatia to become an attractive country for investing in the 
form of a White Book. The White Book on foreign investments in Croatia and their impact on the economy and the 
society is the first document of this kind, and gives an overview of the current situation in connection with foreign 
investments as well as recommendations to inspire changes in Croatian business environment, which would foster 
foreign investments in the country.
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Managementstructure

Assembly

The Assembly is the highest body the Foreign Investors Council, and it consists of the authorized representatives 
of ordinary members of the Council. The Assembly meets annually to discuss and decide on any matter related to 
the accomplishment of the objectives of the FIC.

BoardofDirectors

Board of Directors is the executive body of the FIC, responsible for strategic direction and activities of the Council. 
The Board of Directors is composed of a minimum five and a maximum nine members, that is, the President, two 
Vice Presidents and two to six other members elected by the Assembly with the mandate for two years.

MladenFogec
President

Mladen Fogec, Chief Executive Officer of Siemens d.d. Croatia

Mladen Fogec was born in 1959 in Zagreb, where he graduated from the Faculty of 
Electrical Engineering and Computing and acquired the title of a graduate electrical 
engineer. Having completed his studies, he started working at the company ATM 
Inženjering, which was later on acquired by Siemens, where he worked on the design 
of automation of industrial plants and processes. Two years later, he started working in 
Banex, distributor and Siemens representative for the former Yugoslavia, where he took 

on the position of a sales engineer. He worked at that position until the establishment of Siemens in Croatia, where 
he started working as a sales manager. In the late eighties, as a part of Banex, a former Siemens branch office in 
Zagreb, Mladen Fogec launched the business of sales and servicing of Siemens ultrasound devices and electromedical 
equipment for the market of the entire region. In 1997, he took over the position of the head of the Siemens division 
for medical solutions and equipment. He took on the position of the President of the Board of Management of Siemens 
in 2009, moving from the position of the head of the Siemens division for medical solutions and equipment. As the 
President of the Board of Management of Siemens, he is responsible for the company’s growth and development in 
the areas od Industry and Energy, as well as for increasing exports and competitiveness of the company both on 
the domestic market as well as the markets of neighboring countries. Mladen Fogec is the President of the Foreign 
Investors Council in the Republic of Croatia, a board member of the German-Croatian Chamber of Industry and 
a member of the Board of Directors of the Croatian-Austrian Chamber of Commerce.
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ZoltánÁldott
Vice President

Zoltán Áldott, President of the Management Board of INA 

Zoltán Áldott, the President of INA Management Board since April 1, 2010, started his 
career in 1990 as an associate in Creditum Financial Consulting. Since 1992 to1995 he 
held various positions in Eurocorp Financial Consulting. He joined MOL in 1995 as 
the lead of Privatization Department. From 1997 till 1999 he was Director of Capital 
Markets Department and since 1999 till 2000 Mr. Áldott served as Director of Strategy 
& Business Development. From November 2000 to June 2001 he was Chief Strategy 

Officer and then, since June 2001 Group Chief Strategy Officer. Since September 2004 till June 2011 he has been 
the Executive Vice President of Exploration & Production Division of MOL Group. From October 2003 till April 
2010 he was a member of the Supervisory Board of INA. Zoltán Áldott has a University Degree from Budapest 
University of Economics.

ViktorPavlinić
Vice President

Viktor Pavlinić, Chief Executive Officer of Tele2 Croatia

Viktor Pavlinić currently holds the position of the CEO of Tele2 Croatia. He has over 18 
years of experience in the telecommunications industry, ranging from various positions 
in the finance, sales and logistics departments. Viktor started his career at HT d.d. in 
1997 in the HT logistics division. From 2002 he joined the finance team of HT’s mobile 
unit, first in the Accounting Department and since 2005 in the Controlling Department 
at T-Mobile. In 2008 Viktor Pavlinić joined Tele2 as Head of Controlling Department 

and he was appointed CFO and Management Board Member in 2011. In April 2016 he became the CEO of Tele2 
Croatia. Viktor Pavlinić holds a degree in economics from the University of Zagreb. 

MichaelGeorgMul̈ler
Member of the Board

Michael Georg Müller, Chief Executive Officer of Raiffeisenbank Austria d.d. in Zagreb

Michael Georg Müller obtained his doctor’s degree in law from the Karl-Franzens-
Universität in Graz, Austria, in 1984 and in parallel, he also completed the first cycle 
of Business Administration there. He gained years of professional experience executing 
management positions in following companies: Dataline in Vienna, Hoffman Aircraft 
in Wiener Neustadt and in NMB Bank in Vienna. His career with Raiffeisen began at 
Raiffeisen Zentralbank Österreich AG (RZB) in Vienna from where he progressed to the 

representative offices of RZB in Milan and Paris and was also a member of the Management Board in Raiffeisenbank 
Austria d.d. in Zagreb where he spent six years of his career. In 2014, his 14 year long career in Raiffeisen BANK 
d.d. Bosnia and Herzegovina, of which seven years as a CEO, ended. During his term of office he strengthened the 
bank’s position as the market leader. He also acted as Chairman of the Supervisory Board of Raiffeisen Osiguranje 
d.d. Sarajevo, from October 2001 to June 2005. Furthermore, he also served as a member and later as a Chairman of 
the Management Board of the Association of Banks of Bosnia and Herzegovina, thus contributing to the development 
of the banking industry in the country.
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MarijanaBubalo
Member of the Board

Marijana Bubalo, Director Corporate Affairs and Member of the Management Board 
at Philip Morris Zagreb 

Marijana Bubalo was appointed to her current position in January 2016. She started her 
career in 1996 in Procter & Gamble as Manager Customer Service and later Customer 
Team Logistics Manager for the region. She joined Philip Morris Zagreb in March 
2007 as a Distribution Manager responsible for six countries comprising the Central 
Europe South cluster. Over the course of her career in Philip Morris she has held roles 

in the fields of distribution, Supply Chain, and Corporate Affairs. Marijana Bubalo graduated from the University of 
Kansas with a Bachelor of Science in Business Administration and a Bachelor of Arts in Southern Slavic Languages 
and Literature.

IgorZgrabljić
Secretary-General

Igor Zgrabljić, Chief Executive Officer at ELEOS Consulting Ltd.

Igor Zgrabljić has many years of experience in the field of marketing and public rela-
tions working for various international and domestic companies including Mmd Public 
Relations, Development Alternatives Inc. and Potomac (Croata). In 2010 he became 
CEO of ELEOS Consulting, an international public affairs and management consulting 
firm operating in eight countries worldwide. He is founder and Secretary-General of 
several lobbying organizations including the Korean Business Network, Croatian-Korean 

Business Club, Indonesian Business Council and the Croatian-Israeli Business Club. He is also founder of numerous 
NGOs and charitable organizations. In 2003 he was co-founder of the association of the best students in Croatia 
eSTUDENT and in 2015 co-founder and Vice President of the Club of Managers and Entrepreneurs within the 
Croatian Employers Association. Igor Zgrabljić graduated from the Faculty of Economics and Business, University 
of Zagreb in 2004 after which he has completed management and leadership courses at Georgetown University, 
Washington D.C., Charles University, Prague and at the Central European University, Budapest.

HrvojeStojić
Chief Editor of the White Book 2016

Hrvoje Stojić, Economic Research Director at Addiko Bank

Hrvoje Stojić is a highly skilled finance professional, with 15 years of experience in 
macroeconomic analysis, capital markets and banking sector research in Croatia and 
South East Europe. He has broad experience in economic forecasting of Croatian and 
SEE economic gauges and implications on FX and interest rates, as well as monetary 
and fiscal policies. Throughout his careers, he has been versatile in equity market top-
down macro research and bottom-up sector and company valuation thanks to in-depth 

knowledge of financial statements, financial metrics and valuation techniques. In his assignment with Addiko 
Bank (formerly Hypo Alpe-Adria-Bank), he has established one of the SEE region’s renown research analyst team. 
Independent, objective, consistent and insightful, Addiko’s research services represent a determined and distinctive 
voice in the regional financial community. Throughout his career, he has provided actionable ad-hoc economic 
analysis with timely market perspective for Balance Sheet Management & Treasury, Corporate, Investment Banking, 
Financial Controlling and Risk Management Departments. Hrvoje Stojić has in-depth experience and knowledge 
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off SEE economic policies and the EU accession issues. He has received Consensus Economics forecast Accuracy 
Award for Croatia for 2014 for GDP and Inflation forecasts as well as Focus Economics Analyst Forecast Award 
2016 for Serbia. Hrvoje Stojić is one of the founders of the Macroeconomic outlook as an unrivalled event in scope, 
content as well as attendance in Croatia’s banking market in the recent years. He is the Deputy President of the 
Chief Economists’ Club within the Croatian Banking Association – a member of the European Banking Federation. 
He is a regular speaker at many domestic and regional conferences.
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