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Preface

The Foreign Investors Council (FIC) was founded in January 2012 by eleven companies with the intention of 
initiating constructive dialogue with the Government and other shareholders in Croatia on how to improve the 
current unfavourable business climate in Croatia, which negatively impacts domestic and foreign companies. Even 
though there are also other business organisations which support an approach similar to that of the FIC, we believe 
that international companies with business activities in Croatia can, with their view from abroad, impact political 
discussion in a positive manner, with the aim of achieving fast and sustainable economic growth.

As a business association, the FIC is determined in contributing to the creation of a more favourable investment 
and business climate in Croatia. We view the FIC as having the right structure and power arising from the size, 
importance, knowledge and skills of the major companies with business activities in Croatia. More specifically, this 
means focussing on ensuring legal predictability, effective administration, transparency and support on the national 
and local levels – everything that is necessary for Croatia to move forward and create possibilities for a business 
environment which is to provide a favourable climate for companies already active in the area, as well as to prove 
that it represents a true opportunity for other foreign and domestic companies.

The FIC believes that attracting foreign investments and encouraging investors that are already present to develop 
their businesses are of crucial importance for the growth of Croatian economy in long-term. Foreign investors might 
play an important role in Croatia’s economic recovery in bringing in fresh capital, high quality and environmental 
protection standards as well as know-how, innovative technologies, new jobs and employee development programmes.

Therefore, the FIC promotes the common positions of its members, in order to express common interest for the 
purpose of solving challenges which emerge or might emerge in the realisation of foreign investments. The FIC has 
also established communication with other foreign investor associations, in order to exchange common practice 
and contribute to strengthening of the economy both in Croatia and the region.

As the most recent member of the European Union, Croatia has become part of one of the most competitive global 
markets. Therefore, it is imperative to focus on increasing its own competitiveness by ensuring a stable regulatory 
environment for investments and business in general, by encouraging innovation, research and development and 
investing in human capital. The FIC is convinced that the only sustainable manner in which this can be achieved 
are cooperation and continuous dialogue between the business sector and policy-makers.

After having increased its activity and published four editions of the White Book from 2013 until 2016, the FIC was 
recognised by the Croatian Government, many international organisations, the general public and the media as 
an important advisory forum. The number of foreign-owned Croatian companies joining the FIC is continuously 
growing and the council now counts 38 member companies which are among the 100 best Croatian companies.

In June 2017, in cooperation with Deloitte, the FIC organised the second in a row international forum on foreign 
investments called “The best FDI practices in Central and South Eastern Europe”, which took place in Zagreb, under 
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the high auspices of the President of the Republic of Croatia, Mrs. Kolinda Grabar-Kitarović. The Forum brought 
together leading experts from the countries of Central and South-Eastern Europe (Bulgaria, Czech Republic, Hungary, 
Poland, Romania and Slovakia), who presented the experiences those countries had made with attracting foreign 
investments. Martina Dalić, PhD, Deputy Prime Minister and Minister of Economy, Entrepreneurship and Crafts 
of the Republic of Croatia, joined, together with leading Croatian economists, their presentations, which discussed 
challenges in the further development of Croatia as an attractive investment destination.

In October 2017, in cooperation with the Representation of the European Commission in the Republic of Croatia, 
a conference on human capital was organised, under the title “Investing in Human Capital for Economic Growth” 
with participation of Deputy Secretary-General of the European Commission, Jean-Eric Paquet, the Minister of 
Labour and Pension System of the Republic of Croatia, Marko Pavić, MSc, and the Minister of Science and Education 
of the Republic of Croatia, Prof. Blaženka Divjak, PhD. The conference was the first in a row of conferences to be 
organised with the aim of solving the problem of adapting human capital to the needs of the labour market in the 
Republic of Croatia.

We present this year’s edition of the White Book at a time when Croatia has recorded big successes in the field of 
tourism and after it has been recognised all over the world as one of the most beautiful holiday destinations. We 
believe that such successes will be a further motivation for the Government of the Republic of Croatia to turn Croatia 
into one of the most attractive destinations for foreign investors, whose interest in Croatia has been experiencing 
continuous growth.

Preface



7

Summary

S.1. In order to catch up with EU countries and accelerate the real convergence towards the introduction of the euro, Croatia 
must, due to its very high indebtedness, also use FDI financing. Studies show that FDI take place more strongly in those 
economies enjoying financial stability, low risk, high GDP per capita, etc. Moreover, the 1% increase in FDI increases total 
investment of 0.5-1.3%, and GDP growth to 0.5-1.0%.
S.2. FDI in Croatia came in waves. The first part of FDI inflows dates from the first half of the 1990s, first privatisations, and 
originates primarily from Germany, Austria and Italy through connections with subsidiaries. The second stage, from 1997 
until 2002, during mass voucher privatisation, combines the sales of several large banks (Zagrebačka, Privredna), the Telekom 
and the first part of the INA oil company. In the “golden” years from 2004 until 2009, the second stage in the sale of INA and 
telecommunications was carried out, in combination with portfolio investors and companies interested in conducting business 
in Croatia and the neighbouring countries. 
S.3. The role of FDI in the growth and development of the host country is confirmed by numerous empirical research, which 
also applies to FDI companies in Croatia. Non-financial foreign-owned companies saw stronger revenue growth, especially 
exports, and investment relative to domestic firms. One part of the companies went through a period of slowing revenue 
growth and a decline in capital, due to prolonged recession and restructuring, which was followed by a growth in revenue and 
capital. Productivity experienced a faster growth in FDI companies, including the newly founded ones. Most FDI companies 
reinvest their retained profits (around two thirds), which confirms foreign investors’ permanent interest in the business of the 
company where they invested.
S.4. FDI companies represent a significant part of the Croatian economy, be it through sales revenue, exports, employment or 
investment. FDI companies make up for almost one third of total investments by non-financial companies in Croatia, while 
the export share of FDI companies is nearing 40%.

The significance of FDI companies, non-financial foreign-owned companies, for the Croatian economy, measured by the percentage share in the total 
sector of non-financial companies
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S.5. Along with the inflows, retained profits and inter-company loans alone make up for 15% of all FDI inflows. It can be said 
that FDI companies reinvest in acquired firms in order to develop them, using connections with parent companies for credit 
lines for working capital. Retained profits sank in 2015 in the absence of banks’ profits due to nearly EUR1 billion loss resulting 
from the CHF mortgages conversion, only to improve strongly in 2016, driven by soaring banks’ profit and real estate flows. 
At 4.2% of GDP in 2016, FDI inflows are 1-2pp lower relative to CEE average.

S.6. In order to boost investments, Croatia must focus on business cost and climate. According to the World Bank’s Doing 
Business in 2017, Croatia ranked 43rd, down 4 places relative to 2016. Croatia is hence in the lower third of EU countries 
along with Romania, Bulgaria and Hungary, and slightly better ranked than most Mediterranean countries. While Croatia 
did not deviate relative to the best-ranked ones (on average, we are at 70%), peer economies (Serbia, Montenegro, Kosove) 
outperform.

S.7. Despite the government’s attitude in favour of FDI to the benefit of the economy, there are still challenges related to Croatia’a 
regulatory system, which block FDIs. Hence, the FIC has identified an upredictable and unstable regulatory framework, a lack 
of transparency in administrative proceedings, insufficient capacity on the national and local levels, and corruption, as the 
headwinds to to FDI in Croatia.

S.8. We would summarize the most difficult problems in Croatian business climate in the following categories:

1 Legal uncertainty – changes in legal environment, “retroactive” change of rules, inadequate implementation of EU 
regulations, insufficient deadlines for legal adjustments 

2. Tax issues – tax wedge still among the highest in EU, even after the tax reform, withdrawal of real estate tax, uneven 
solutions by tax authorities, (too) long tax disputes

3. Parafiscal charges – large number of additional charges without any clear connection to business (HRK9.3 billion), 
insufficient political support in combatting these

4. Public administration and judiciary - (too) long duration of court proceedings, too many court backlogs, different 
treatments on national levels, excessive dispersion of administrative competences, construction permits

5. Labour issues – rigid and inadequate labour legislation
6. Financing requirements – high bank-centeredness, insufficient utilisation of financial instruments, lack of platforms 

for recapitalisation and risk sharing, non-stimulating process of bad loan write-off 
S.9. With a view to reducing legal uncertainty, we propose the following:

1. comprehensive impact assessment of regulations on each new law or by-law and measurement of administrative costs 
of regulations by means of the Standard Cost Model (SCM) methodology

2. introduction of systematic monitoring and notifying on legislation and initiatives at EU level
3. organised communication with business associations, where companies can report business obstacles
4. refraining from regulatory changes “back in time” (with retroactive effect)
5. special body for out-of-court settlements along with promotion of mediation in tax disputes 

S.10. While the tax reforms through which companies and citizens saw around HRK2.5 billion relief has helped to boost 
competitiveness, it is still necessary to intensely work on on further tax relief measures, without introducing a new tax burden. 
That said, we propose:

1. further direct tax, health and pension contribution cuts (on average, by 2pps per annum, until the burden falls under 
25%), partial substitution by indirect tax (e.g. real estate tax, “green” taxes) and broader tax base through balancing 
of VAT rates, shrinking the base of those exempt from the fiscalisation of invoices and removal of “incentives” for 
tax evasion through further reduction of tax exemptions

2. to make uneven and vague interpretations and procedures of the same and different organisational units of the Tax 
Administration on the State level legally impossible

3. stronger promotion and implementation of the binding legal opinions in practice 
4. to strengthen the capacity of the Tax Administration through acquisition of knowledge on specific industries (energy, 

pharmaceuticals, ICT) and complex tax issues of the industries.
5. to shorten tax supervision and postpone collection of unpaid taxes and any kind of fines until the final courst decision 

is rendered, along with promotion of Agreements on Voluntary Fulfilment of Tax Obligations

Summary
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S.11. In order to reduce and/or abolish parafiscal charges, we propose:
1. to strengthen the competences of the Commission for the Reduction and Abolition of Non-tax levies in the imple-

mentation of abolition and reduction of parafiscal charges, and narrow down the maneuvering space for avoiding 
responsibility for the implementation of measures of reduction or abolition of parafiscal charges by the relevant 
authorities, by granting support on the highest political level

2. to reduce all costs of starting a business, bankruptcy procedures, property registration, administrative and court fees, 
fees to public notaries, for access to electricity etc.

3. to initiate the abolition of obligatory membership in some chamber associations and unnecessary licencing in pro-
fessional services already exposed to international competitition (accountants, auditors), licenced and implementing 
best practice

4. to abolish and/or reduce horizontal fees which do not offer any corresponding counter-service (e.g. fee for forests, 
Croatian Tourist Board, monument annuities etc.)

5. to abolish discrimination in the payment of road fees and fees for the utilisation of property owned by the Republic 
of Croatia or bodies of local and regional government in favour of public entities, i.e. legal entities owned by the 
RoC, local and regional government

S.12. In order to boost efficiency of public administration and judiciary, we propose:
6. to reduce fragmentation, improve functional allocation of competences in local governments and reduce inequalities 

in the provision of public services via consolidation of atomised and neither financially nor operatively sustainable 
local units, and unification of background tasks

7. to reform the salary system in public administration to reflect the complexity and fulfilment of annual business goals
8. to rationalise the network of judicial bodies through advancement of management of judicial bodies, digitalisation, 

acceleration of processes and optimum utilisation of human resources. Improve the quality of the expertise of judges 
and court advisers through fairer procedures of assessment and selection and establish a norm for the successful 
resolution of court cases

9. to introduce administrative deadlines for lower courts, establishing that they must process the case in maximum 
one year, and maximum six months for higher courts. In accordance with this, the higher court must finalise the 
proceedings, i.e. does not have the right to return the judgment to a lower court. Legal regulation, according to which 
both parties in a legal process must deposit a 50% advance of expected court/lawyer expenses

10. to introduce a register of entrepreneurial biographies through a financial report of the Tax Administration on all 
business and transactions six (6) months before initiating requests for prebankruptcy settlements and/or bankruptcies, 
so that all transactions of misappropriation, overloading and preferential treatment would become visible

11. Change the structure of lawyer fees, which currently supports an extension of litigations.
S.13. In order to increase labour market flexibility, we propose:

12. to further reduce the overall labour tax burden, contributions and other fees
13. to make labour law for SMEs more flexible
14. to shorten the period for re-employment after implementation of an outplacement programme
15. to simplify dismissals on the basis of failure to meet goals and/or other non-compliance
16. to define higher individual accountability based on higher education and raising employee awareness in order to 

avoid practices in favour of the workers in labour and legal disputes.
S.14. In order to improve access to finance, we propose:

1. to develop new platforms for re-capitalisation of SMEs based on risk-sharing principles, tax burden relief and regulatory 
incentives for including non-banking financiers

2. to introduce new financial instruments (like ESIF micro and small loans and guarantees), which would cover the 
risks of lending to small and micro entrepreneurs

3. to render an analysis of the write-offs by credit institutions in 2017 in order to assess the impact of the temporary 
regulation on one-off write-offs and to submit the results of the analysis with the recommendations to the working 
group for modifications of the Act on Income Tax, Income etc., all with the aim to establish a permanent, transparent 
and efficient procedure of write-offs in terms of tax allowances

4. To introduce unambiguous criteria for automatic NPL write-offs, which would be clear in advance to all parties, as 
to relating to all types of placement and all extrajudicial frameworks of settlement between creditors and debtors  

5. to avoid any legal provisions that might be interpreted as pressure on the creditor to acquiesce to write-off. Write-offs 
should be unconditional and irrevocable, as if the agreement had been reached in court proceedings.

Summary
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1. Investment overview

1.1. Introduction

Foreign direct investments (FDI) and international trade are the main generators of global growth. Nominal global 
GDP is sixfold higher than in 1980, the exchange of goods has been increased eightfold, while FDI is by 35 times 
higher.

Apart from the fact that it represents fresh inflow of capital, FDI is not a part of external debt, and it usually brings 
transfer of technology, international managerial knowledge and increases productivity and efficiency. Studies 
comparing FDI in GDP, the relationship of FDI and foreign debt and the GDP growth rate between the countries 
of Latin America and Asian “tiger” economies show that the Asian Tigers have been more open and had a larger 
inflow of foreign investment, thus increasing the FDI share in GDP and FDI in foreign debt, for which reason, it 
seems, they achieved higher growth and opened more new jobs. According to those studies, the 1% increase in FDI 
increases total investments by 0.5-1.3%, whereas the GDP growth rate is increased by 0.5-1.0%.

In the previous long-term period, Croatian economy kept on growing and developing on a growth paradigm based 
on the internal market, financed, however, by foreign savings. After a six-year recession, economic recovery was 
reinitiated, but the level of GDP from 2008 has not yet been reached. Also, the debt level is high according to many 
standards, even though in 2016, a trend of reduction of the public debt as a share of GDP began, while the budget 
deficit reached its lowest level in recent Croatian history. In 2013, in the midst of the debtor crisis in the eurozone, 
Croatia lost its investment rating from major investment rating agencies. Due to better than expected economic and 
fiscal indicators and a recovery of competitiveness, the estimate of outlooks for rating movements has recently been 
stabilised, but a structural adjustment is necessary in order to return to “investment grade”. In this context, it is 
necessary to focus growth on the “open growth” model, with emphasis on: export, SME development, investments 
and regional development. We believe that the difficulties encountered by small companies – especially the relatively 
low competitiveness and productivity are the centre of the challenges which Croatia is only yet about to face in the 
sphere of public finance and structural indicators. In this respect, it is important to continue internal devaluation 
through further reduction of direct taxes (labour, profit etc.), public sector reform, a simplified procedure of NPL 
resolution etc. The final result should be increased flexibility of the economy, which would make it possible to 
allocate capital to export-oriented activities, which requires the removal of obstacles for entry, growth and exit, 
increase of flexibility of the products and services market, and smart industrial specialisation relying on principles 
of competitive advantage.

As Croatia is a country of medium income, which is in transition towards high income countries (according to World 
Bank standards), the economy faces a continued imperative of growth and development. As its own accumulation of 

Investment overview
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national savings is insufficient for financing investment, it should turn towards international savings, of which FDI 
is the best form with respect to availability and limitations of portfolio and other investments – regular foreign debt.

1.2. Global investments 

After having achieved strong growth in 2015 (+34% yoy), the global FDI inflow has slightly fallen (by -1.6% yoy) 
in 2016, to the level of $1.75 trillion, due to slowed global economic growth. Thereby, the decline in investment 
inflow in developing countries has been replaced by strong investment growth in emerging countries and growth 
of investment in developed countries. The decline in investment inflow in developing countries in the previous 
year is the result of economic recession in Latin America and a decrease in raw material prices. On the other hand, 
the investment inflow in developed countries has grown by 4.9% in 2016, reaching $1 trillion, whereby the share 
of developed countries in the total FDI inflows has risen to 59%. The growth was thereby by large prompted by 
cross-border mergers and acquisitions, the largest among which was the purchase of the British SABMiller PLC 
by the Belgian Anheuser-Busch Inb in the value of $101 billion. The growth of investment in emerging countries 
(+81.0%) is primarily ascribed to the privatisation of state asset in Russia and mining explorationin Kazakhstan. In 
the meantime, the US has remained the world’s biggest FDI recipient in 2016, whileout of the 10 largest recipients, 
as many as six belong to the group of developing or emerging countries. On the other hand, the US also remained 
the biggest investor in 2016, while China took the second place for the first time, with foreign investment growth 
of even 44%, to $183 billion. 

If observed from a more long-term perspective, the European Union has lost its position as the world’s most impor-
tant investment recipient, which most probably reflects competitiveness deterioration. While in the early 2000s, EU 
countries were still receiving 50% of global FDI inflows, their share has fallen to around 30% in 2016. On the other 
hand, BRIC countries have more than doubled their share in the global FDI inflow since 2007, while China itself 
attracts almost 8% of total global FDI inflows. Even though the share of FDI inflows in EU from non-EU countries 
has been experiencing a rise, almost two thirds of total FDI in EU countries are investments within the EU. 

In 2016, cross-border mergers and acquisitions have increased by 18.1% to $867 billion, reaching their highest level 
since 2007 due to the dynamics in the developed countries. Inflows in cross-border mergers and acquisitions during 
the year were the main driver of FDIs in developed economies. Activity was specially pronounced in the US, where 
net sales grew from $304 billion in 2015 to $361 billion in 2016. Net sales have also experienced pronounced growth 
in Europe (+25.2% per annum). Even though FDI flows can prompt more productive investment through cross-
border mergers and acquisitions, activity growth in the recent years is in part attributed to corporate restructuring, 
also including tax inversions. Such reconfigurations frequently involve changes in the balance of payments, but few 
changes in the business operations of multinational companies. 

In 2016, Greenfield investments have risen by 7% per annum to $828 billion, due to the announcement of major 
projects in several developing and emerging countries. With regard to the structure of greenfield investments, the 
share of the primary sector has fallen to 7% in 2016, while the share of investments in the services sector has reached 
63%, which is double the share of the manufacturing sector.

UNCTAD predicts a moderate growth of global FDI, by 5%, to $1.8 trillion in 2017 given accelerated global econo-
mic growth, a strong performance by the stock market and recovery of global trade. Expected investment growth 
in this year has already been visible in greenfield investments announced last year and cross-border mergers and 
acquisitionsannounced by the beginning of this year. Geopolitical tensions and political uncertainties constitute a 
significant downstream risk for the achievement of investment growth in the current year. UNCTAD expects FDI 
growth into developing countries of around 10%, whereas investment inflows in developed countries are expected 
to stagnate. In mid-term, a further growth of investment to $1.85 billion is forecasted, which is still under the record 
level of investment inflows in 2007.

Investment overview
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Figure 1.2.1. Global FDI trends, million USD

Source: UNCTAD, World Investment Report 2017

1.3. Regional trends

Relatively low labour costs, an easy access to the single EU market,the privatisation of the remaining companies in 
state ownership and the expected real convergence through deepening of EU integration gave a stimulus to FDI flow 
in the wider CEE region. In respect of total FDI until 2016, most investments in SEE region took place in Romania, 
Bulgaria and Serbia, specially in export-orientated capacities in merchandise sector. The brightest examples are 
investments in the automotive industry (Renault Nissan in Romania, FIAT in Serbia), recent growth in foreign 
investments in IT sector in Romania (and partly Bulgaria) thanks to strong regulatory incentives, and diverse 
Chinese investments in Serbia. The sensitivity of FDI inflows in the region after the outbreak of debt crisis in the 
EU is partly related to the large share of internal EU FDIs, EU economic difficulties in the period from 2009-2013, 
as well as reduced appetite for SEE region –when many projects were canceled or postponed. Croatia was one of 
the most affected countries, recording a fall in FDI inflows from €3.2 billion in 2007 to €800 million in 2010. After 
years of stagnations at only €1 billion, FDI inflows finally show significant recovery in 2016 thanks to the strong 
recovery of banks’ profit and the recovery of investment and real estate. A certain volatility of FDI inflow into the 
SEE region in 2016 was caused by a drop in Russian investments in the tourism sector in Montenegro and Bulgaria.  
Large non-EU global investors, such as the USA and Japan, are not significant investors for this region. On the other 
hand, China’s influence in the region has been experiencing significant growth through direct foreign investments, 
but also through other forms of investments. Chinese companies have shown significant interest in the construction 
of motorways (Montenegro and Serbia), obtaining access to natural resources (Albania), and obtaining the concession 
for the Tirana international airport. Chinese investor interest is the most significant in Serbia where, among other 
things, a state-owned Chinese company has purchased Železara Smederevo (Smederevo Ironworks). The structure 
of FDIs in Southeast Europe is worse than in the other CEE countries that managed to attract relatively much more 
investments in export-oriented manufacturing sector. 

Investment overview
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Figure 1.3.1. FDI trends in South-Eastern Europe, million USD

Source: UNCTAD, World Investment Report 2017

1.4. Studies

The role of FDI in the growth and development of a host country has been confirmed through several pieces of 
empirical research, especially in less developed economies. In the last 20 years, FDI inflow had a significant role in the 
growth of productivity, production, employment and export in Central-European emerging economies. Apart from 
representing a stable and long-term capital source, FDI serve as a channel for the transfer of modern technology and 
managerial and organisational skills. In addition, FDI helps national economies to become integrated in international 
capital and trade flows. Studies show that FDI inflows are stronger in economies that achieve financial stability, low 
risk, high per capita GDP, etc. Moreover, agglomeration of FDI is an important determinant of current FDI inflows.

The positive effects of FDI are not an exclusive consequence of greenfield investments. Crossborder mergers and 
acquisitions (M&A), which include subsequent investments in new technologies and reorganisations of business 
operations, can have equally desired effects in long-term, especially in emerging economies with outdated production 
capacities. The role of FDI as channels for the transfer of technologies and managerial and organisational know-how 
is especially pronounced in more recent literature, together with their indirect influence on the competitiveness, 
productivity and investment activity of their companies (spillover effect). Such impacts are more significant for the 
transfer of technology and productivity for the entire economy than any formal arrangements regarding technology 
transfer.

Experience in Central-European transition economies has shown that income trends (of production / sales), em-
ployment and capital of such companies should form a J-curve – a decline in the initial period after the acquisition, 
after which there is gradual recovery and the achievement of much higher levels in comparison with the period 
before the acquisition.

In Central-European transition economies, FDI played a significant role in the restructuring of domestic industry 
– they increased productivity and impacted the increase of competitiveness of key economy sectors. Successful 
restructuring of the economy results in an increase of labour productivity, which was seen in Hungary, the first 
country to begin receiving FDI – only in the period from 1992 until 1997, labour productivity was more than doubled, 
while profitability was tripled. A similar situation occured in the Czech Republic and Poland, but these countries 
began to receive larger quantities of FDI only at a later stage. 

Investment overview
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Even after that period, FDI companies had an extremely important role in the economies of those countries. Besides 
its large share in the capital, sales and export, it is necessary to remark that, in all of the countries observed, the 
share in those indicators is higher than the share in employment, which is indicative of a higher productivity level 
for FDI companies with respect to the rest of the economy.

As Škudar (2004) is indicating, similar results can be found with FDI companies in Croatia. All groups of acquired 
FDI companies show a faster growth of revenues and capital than the group of other domestic manufacturing 
companies. One part of the companies observed have gone through a period of revenues and capital growth dece-
leration due to restructuring losses, followed by a growth in revenues and capital. Productivity has also experienced 
faster growth; the same is the case with newly founded companies. The major part of the profit of FDI companies 
is retained (approximately two thirds), which confirms the permanent interest of investors in the functioning of 
the company invested in. 

1.5. FDI in Croatia

FDI came to Croatia in waves. Certain quantities of foreign investment were achieved in the first half of the 1990s, 
in the days of the first privatisation stage, which were also a period of war – in this process, with dominant role of 
Germany, Austria and Italy. The second stage, which lasted from 1997 until 2002, during mass voucher privatisation, 
combined a number of sales of large banks, Telekom and the first part of INA. In the “golden” age from 2004 until 
2009, the second stage of the sale of INA and the telecommunications was carried out in combination with portfolio 
investors and companies interested in conducting business in Croatia and the neighbouring countries.

Along with the influx, it can be observed that retained profit and flows into and from mother companies make up 
for 15% each of the total FDI inflows in Croatia. It might be said that FDI companies that have come to Croatia to 
reinvest in companies which they acquired in order to develop them, using the connections to the mother company 
for credit lines to be utilised as the company’s working capital. In this context, it is worth mentioning that retained 
profit recorded a strong decline in 2015, as large banks did not pay out dividends after they recorded strong losses 
due to conversion of CHF loans. As we have already remarked, foreign investments have risen manifold in 2016, 
prompted by the financial and real estate sectors.

Figure 1.5.1. FDI in Croatia by years, million EUR
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Figure 1.5.2. FDI in CEE compared, cumulative FDI, EUR per capita

 

0

2000

4000

6000

8000

10000

12000

R
om

an
ia

Li
th

ua
ni

a

P
ol

an
d

S
lo

ve
ni

a

La
tv

ia

S
lo

va
ki

a

B
ul

ga
ria

H
un

ga
ry

C
ro

at
ia

C
ze

ch
 R

ep
ub

lic

E
st

on
ia

Source: UNCTAD.

The biggest FDI investments make up for less than one half of total FDI inflows – Telekom, which still has a 
dominant position in both land and mobile networks, the biggest banks, which, combined, hold more than 55% of 
the banking market, and the Croatian oil company INA, which held a dominant position in derivatives retail at the 
time. The financial industry accumulated the largest amount of FDI investments until 2016, as much as €9.5 billion, 
and makes up for almost a third of total accumulated investments in Croatia. It is followed by wholesale trade, in 
which €2.8 billion have been invested, which was one of the factors involved in the development of retail chains and 
a number of shopping malls across Croatia. Apart from this, there are industries such as Production of chemicals 
and pharmaceutical products, Production of non-metal minerals and cement, Hotels and restaurants, Production of 
food and beverages, Construction industry and the Production of pre-fabricated metal products, in which Croatia 
has a comparative advantage and in which fields Croatia has increased its export.  

Investment overview
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Figure 1.5.3. FDI in Croatia by industry, top 20 industries, in million EUR
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Foreign investors predominantly come from neighbouring countries, which are at the same time the main foreign 
trade countries, such as Austria (invested €3.8 billion), Italy (€3.3 billion), Germany (€3.0 billion), Hungary (€2.6 
billion) and Slovenia (more than €1.4 billion). However, there are also the Netherlands with €6 billion, Luxembourg 
with almost €2.3 billion, France with almost €1 billion, and Switzerland, Sweden and Belgium (each with €700 
million FDI), which are not among the first 10 foreign trade partners.

Figure 1.5.4. FDI in Croatia by origin country of investor, top 20 countries, million EUR
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FDI companies constitute a significant part of the Croatian economy, whether through capital, sales revenues, 
especially export, employment or investments. FDI companies make up for almost one third of total investments 
by non-financial companies in Croatia, while the share in export taken up by FDI companies approaches 40%, due 
to their share having increased by 6pp in the period from 2007 until 2016.

Revenues excluded, in a prolonged recession, FDI companies improved their relative performance because they 
remained part of global financial, trade and business relations via their mother companies.

Also, if the FDI companies that are already here were consulted and encouraged to expand their business activity 
in Croatia, this would be the easiest and fastest way to increase FDI in the country.

Significance of FDI companies, non-financial foreign-owned companies for Croatian economy, measured by the 
percentage share in the total sector of non-financial companies

Figure 1.5.5.
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2. Macroeconomic overview

Among the economic policies of the Government of the Republic of Croatia, macroeconomic stability has been 
emphasized the most, from as early as the beginning of the 1990s and the successfully implemented Anti-inflation 
Programme from 1993 and 1994. Macroeconomic stability has remained the focus of every Croatian government, 
which contributes to attracting investments.

2.1. Real sector

In the period from 2000 until 2008, GDP kept growing until recession heavily affected and discovered the structural 
shortcomings of the Croatian economy, as well as the fact that no serious structural reforms had been implemented 
since 2002, when the Pension Reform was initiated. The Pension Reform was finalised in 2004, when its transition 
costs had already been exceeded. The reforms of the social sector, the health sector, the public administration, public 
companies, the reform of state aid and subsidies and other reforms were planned in cooperation with the World Bank 
and other international institutions in as early as 2000, but were never implemented entirely. Nevertheless, Croatia 
managed to exit recession in 2015, and economic growth in 2016 certainly exceeded even the most optimistic of 
expectations. Croatia finally caught on with the recovery dynamics of Central and Eastern Europe with a good outlook 
for it to continue also in the years to come. After six years of recession and a modest revovery in 2015 (+1.6%), real

GDP growth accelerated in 2016 to 3.0%, driven by the record tourist

season, ensuing pick-up in personal consumption and goods exports.. A positive contribution to GDP growth came 
from domestic demand (3.0pp) mostly fostered by the growth of its biggest component, personal consumption, which 
experienced real growth of 3.3%. Even though the major positive contribution to the increase of GDP volume in 2016 
was achieved through higher export of goods and services (growing at the annual rate of 6.7%), the contribution 
by net foreign demand was mildly negative, indicative of the still high import dependence of export (but also of 
the entire Croatian economy). In 2016, state consumption grew by 1.7%, wheareas on the other hand, the growth of 
investment has been encouraging, which, after having achieved the growth of 1.6% in 2016, accelerated its growth to 
4.6% last year. The growth of investment was indicated on by data from the real sector, but also by better utilisation 
of EU funds. In 2017, we expect the growth rate to remain on the same level.

The composition of Croatian GDP is more similar to USA and large markets, in the sense that personal consumption 
makes up for 60% of GDP. In the period until 2015, personal consumption recorded negative real annual growth 
rates, due to the decline in disposable income (primarily salaries and pensions due to austerity measures and 
layoffs in the public and private sectors). A turnaround of the trend and renewed growth occurred in 2015, while 
we expect the moderate growth rates to also continue in the period ahead. State consumption experienced phases 
of consolidation by the early 2000s and during the recent recession. Investments were reduced (in real conditions) 
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only in recession, and as we have shown through FDI, this occurred only in 2010, when no more than €317.8 million 
FDI entered Croatia. FDI should be the main pillar of the changed paradigm of sustainable development of Croatia 
in the years ahead, especially in respect of export and employment by FDI in Croatia, while bearing in mind that 
public investment may require more time, especially in a period of austerity measures in fiscal policy. 

Figure 2.1.1. GDP growth, South-Eastern Europe

Source: IMF, National banks and Ministries of Finance, Eastern Europe Consensus Forecast, RBI / Raiffeisen research, Addiko Bank calculations and 
forecasts
*data for EU countries were obtained by applying the ESA 2010 methodology and are not comparable to data for non-EU countries

Graph 2.1 Real GDP (2008=100)

 
Source: Eurostat, Raiffeisen research

Unemployment is closely tied to economic activity in the real sector. Croatia has significantly reduced its unem-
ployment rate in the last couple of years from 18.3% at the end of 2014 to 11% in the second quarter of 2017 (according 
to ILO methodology).
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The official unemployment rate is somewhat higher and amounted to 11.9% in the second quarter of 2017. Even 
though in 2016, a decline in the average unemployment rate was recorded for the third year in a row, it still does 
not completely reflect structural improvements of the labour market, which is still characterised by low employment 
and a continuous decline in working age population. Apart from this, in the year before, a continued dynamisation 
of economic migration was observed due to employment abroad.

Graph 2.2.2. Employment rate (age 20-64), %%
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If we view the picture of the composition of real GDP per sector or, more precisely, the real Gross Value Added in 
current prices, classified according to the National Classification of Economic Activities for the period between 
2000 and 2016, we can see that:

In the year 2000, agriculture, fisheries and forestry had the share of 6.4% of GVA, which by 2016, had fallen to 4.1%.

The processing industry, mining and quarrying recorded a decline from 24.4% in 2000 to 21.2% in 2016, out of which 
the processing industry recorded a decline from 17.8% to 15.3%. Such a situation was brought about by restructuring 
in the sector, but the share of energy supply might increase the result of the whole group. 

Construction industry reached its peak in the period from 2005 until 2008, when it took up 7% of total real GVA (due 
to large construction projects and motorways), however, during the crisis, it recorded a strong decline. In 2016, the 
share of the construction industry amounted to 5.2%, thus approaching its level from the year 2000, which was 5%.

The category of wholesale and retail, transport and storage, accommodation and food preparation and service had 
a stable share of around 20% of GVA, while the share of trade was in decline by the end of the period and transport 
began to grow by the end of the period, which should also continue in future.

Information and telecommunications have been singled out as a separate industry, with the share of 4.8% at the 
beginning of the period. The share of these economic activities revolved around 5% in the period until 2010, only 
to experience a decline to 4.4% by the end of the period. Financial industry increased its share from 4.4% in 2000 
to 6.3% in 2016.
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In the period when construction industry was strengthened, real estate business recorded a reduction in its share 
from 9.6% in 2000 to 8.8% in 2006. Until the end of 2016, this category recorded an increase of its share to 10.10%, 
whereas construction, at the same time, noted a strong decline.

Expert scientific, technical, administrative and support service industries noted a stronger increase in share from 
4.6% in 2000 to 8% in 2016.

Other services (personal services) advanced from the relatively low 2.1% at the beginning of the period to 2.6% by 
the end of the period.

The category of public administration and defence, education and healthcare and social welfare industry reduced its 
share from 18.5% at the beginning of the period to 14.9% at the end of the period, as a consequence of austerity measures.

Graph 2.1.3. GVA structure

 
4,9 4,0
4,3 5,9

15,0 15,3

8,4 5,2

21,8 22,5

4,8 4,3

6,2 6,3

9,0 10,0

8,3 8,0

13,9 14,9

2,8 3,1

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2008 2016

Other service industries

Public administratin and defence, 
education, healthcare and social welfare

Expert, scientific, technical, administrative 
and support service industries

Real estate industry

Financial industry and insurance

ICT

Trade, transport and storage, 
accommodation, preparation and serving 
of food
Construction

Source: CBS, Raiffeisen research

In 2017, if viewed in short-term, the bridging of the problems of the company Agrokor with liquidity made it possible 
for the whole economy to experience some relief, probably without any more significant influence on personal 
consumption, but with delay in certain investments. However, the “case of Agrokor” was indicative, once again, of 
already present shortcomings within the economy itself through actualisation of the problem of impossibility of 
receivables collection. The said problem had been pointed out, for a number of years, by all market participants as 
one of the main obstacles to successful business and competitiveness.

We expect a continued moderate, but nevertheless positive growth of real state consumption throughout all quarters. 
On the supply side, we expect a continued growth especially in industries closely connected to tourism, trade and 
IT. A moderately positive recovery will also be experienced in construction. The processing industry, as one of the 
most significant activities of the economy (with a share of around 13%) will slow down its recovery.

2.2. Monetary sector

In 2016 and 2017, monetary policy retained its expansive character. The CNB continued its regular repo operations 
on a weekly basis and performed, in order to secure a more long-term liquidity of the Croatian kuna, four structural 
operations in the total amount of approximately HRK1 billion in 2016 and one structural operation in the amount 
of HRK530 million in 2017.

Macroeconomic overview
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In circumstances of improved macroeconomic foundations, certain appreciation pressures on the kuna occurred, and 
thus, in 2017, the CNB also performed foreign currency interventions on four occasions, in which the total amount 
of €600 million was purchased from the banks. Apart from reduced fiscal risks and significant foreign currency 
inflows from tourism, support to the national currency also came from a solid surplus on the current account of 
the balance of payments, a positive net-foreign position of the banks, but also from growing demand for HRK loans. 
In the last quarter of 2017, the usual gradual depreciation pressures on the kuna occurred, which are characteristic 
of the last months of the year. In 2018, we do not expect any more significant deviation in the movements of the 
EUR/HRK exchange rate with respect to the dynamics experienced in 2017.

Despite the expected withdrawal of the Programme of Qualitative Easing of the European Central Bank throu-
ghout 2018, we expect that the CNB will continue to implement its expansive monetary policy by maintaining a 
significant liquidity surplus of around 7% of GDP (out of which around 4% of GDP in HRK and around 3% in 
foreign currency), all with the aim of supporting credit activity. After having generated HRK4.46 billion by means 
of foreign currency interventions in 2017, we expect that the proven ability of the CNB to overturn the HRK yield 
curve and address the issue of long-term HRK sources will continue through the expanding scope of maturity of 
structural REPO operations (related to maturity and qualified collateral), foreign currency transactions, reduction 
of obligatory reserve, long-term currency swaps and similar. 

While a reduction of obligatory reserve would fit into an early strategy of entry to the European Monetary Union, 
the discussion is slowly changing from the need to maintain a relaxing monetary policy to the question how it is to 
be accomplished. Of key importance for the promotion of popular HRK loans with a fixed rate is the right kind of 
platform for securing long-term HRK financing of banks, whether through long-term FX swaps, NDF instruments, 
a longer REPO or interest swaps, which is preferred by most banks. The increase of the scope of collateral inclusion 
increases maneuvering space and flexibility for adjustment of the level of monetary relaxation, if and when it should 
be necessary in any direction. This is in accordance with our long-term outlook of gradual exit from a relaxing 
monetary policy and lower interest rates in long-term. From the standpoint of risk perception in the overall financial 
system, monetary relaxation was/is justified by a strong foreign position of the banks, stable exchange rate outlooks 
and reduced fiscal risk. Simultaneously, monetary transmission might be strengthened by fiscal incentives for the 
sale of bad banks and easing the standards of risk qualification in compliance with International Financial Reporting 
Standards (IFRS), thus enabling a more noticeable reduction of risk cost and collection, further restructuring of 
financing sources of banks and finally cheaper lending.

Figure 2.2.1. Monetary indicators, year-over-year, end of period, %

 

-25%

0%

25%

50%

75%

100%

125%

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

8M
17

M1

M4

Loans to domestic  
sectors

Source: CNB, Raiffeisen research

Macroeconomic overview



23

Even though interest rates experienced a more significant decline in the previous period, they are still at higher 
levels than in the EU, for several reasons: the ratio of obligatory reserves which the business banks must keep with 
the national bank (CNB) is higher than in other EU countries. In addition, the loss of investment rating in 2013 
materialised a concern in relation to country risk, pushing the interest rates towards higher levels. The last part 
of the puzzle in the story on higher interest rates is the strong involvement of state and public companies on the 
debt market, which is another reason why interest rates are higher in Croatia than in other EU countries due to a 
simple extrusion of the private sector by the public sector – the banks are more prone to place loans to state and 
public companies, because they can reach for increased tax and quasi-tax in order to repay loans. There is still a 
difference of more than 2 percentage points between the Croatian and EU rates on loans, which is significantly lower 
if compared to the recession period, when the difference was at one point around 6pp, when the EU significantly 
reduced interest rates when injecting additional liquidity in order to support economic activity.

Graph 2.2.2. Average daily surplus of HRK liquidity and quarterly ZIBOR (Zagreb Interbank Interest Rates)

Sources: CNB, Bloomberg, Raiffeisen research

Figure 2.2.3. Interest rate in Croatia and EU, yearly averages
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Inflation has always been single-digit and never constituted a real problem since the Anti-inflation Programme of 
1993-1994. Due to a period of hyperinflation in the early 1990s, inflation has been the CNB’s main concern ever 
since the 1993-1994 Anti-inflation Programme. Namely, Croatia set low inflation as the only monetary policy goal 
in 1998 (Act on the Croatian National Bank), in accordance with the establishment of the ECB and the European 
climate of the time which viewed inflation as the only legitimate goal of monetary policy. Inflation in Croatia 
moved between 1 and 3% (except in 2008) and kept declining since 2013, after which the economy entered a period 
of deflation by mid-2015, in the context of a strong decline in world energy prices, but also a domestic demand that 
was too weak to support growing prices. In 2016, a negative inflation rate (-1.1%) was recorded for the third year in 
a row, which was at the same time the lowest level since the Stabilisation Programme had been implemented in 1993. 
The reduction in consumer prices is to the biggest extent a consequence of imported deflatory pressures, while the 
absence of positive inflation rates had a positive influence on the increase of real income and consumption. Still, as 
early as in December, the annual inflation rate returned to the positive field primarily as the result of strengthening 
of import-related inflation pressures, primarily from goods markets of crude oil and food raw materials. Inflation 
remained in the positive throughout the first nine months of 2017 and amounted to, on average, 1.1%.

After three year of disinflationary pressures, i.e. negative inflation rates, an average growth of consumer prices for 
2017 might amount to 1.2. The moderate inflation rates with a slight tendency towards 2% should be kept until 
2019, both in Croatia and the eurozone. This is a consequence of expectations of a very moderate increase of prices 
on global goods markets (primarily of crude oil) and absence of a significant impact of demand inflation despite 
nominal and real growth of salaries and the growth of consumption as a consequence.

Moderate inflation (and exchange rate stability) will thereby enable the continuation of an extremely expansive 
monetary policy focusing on ensuring low interest rates through extremely high liquidity in the system.

Table 2.2.1. Inflation, increase of consumer prices y-o-y 

Source: IMF, National Banks and Ministries of Finance, Addiko CID, Eastern Europe Consensus Forecast, RBI / Raiffeisen research, Addiko calculations and 
forecasts

2.3. Fiscal sector

In the period between 2000 and 2017, the central State Budget showed a growth tendency. Thus, the Budget was 
increased from HRK70 billion in 2002 to HRK108 billion in 2007, while the Budget remained on the level of around 
HRK120 billion until present day. What proved to be a challenge for Croatian public finance was not the size of the 
Budget in itself, but lack of harmonisation between the income and expenditure sides. Budgetary deficit reached its 
peak in 2011, when it was increased to 7.5% of GDP, while in the following three years, it was stabilised at the level 
of 5.5% of GDP. As a consequence, public debt grew from the level of 37.7% of GDP in 2007 to 86.6% in 2014. Such 
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a development was also accompanied by a reduction in Croatia’s credit rating, which fell under its investment rating 
in 2012. Due to continuous budgetary deficits and a strong public debt growth, in 2014, Croatia entered the Excessive 
Deficit Procedure, which prescribes the elaboration of a sustainable plan for reduction of excessive consumption 
and deficit towards 3% of GDP in 2016. A year afterwards, in 2015, the deficit recorded a strong reduction to 3.2% 
of GDP. Fiscal consolidation also continued in 2016, supported by solid GDP growth rates and higher tax income, 
which was also aided by a successful tourist season. Thus, in 2016, budgetary income has grown by 6.5% in relation 
to the year before, while expenditures grew by the noticeably lower 1.6%. The consequence was a significantly lower 
budgetary deficit in relation to the years before. The deficit amounted to 0.8% of GDP, which constituted a major step 
towards balancing the Budget and exit from the Excessive Deficit Procedure. Exit from the Procedure was officially 
confirmed by mid-June of the present year, while in 2017, Croatia continued on its path towards balancing public 
finances. Namely, according to the last statements of the Ministry of Finance, the report on execution of the State 
Budget shows that, in the first six months of 2017, a surplus of HRK 35 million was achieved on the general state level.

Table 2.3.1. General government balance, South-Eastern Europe, % of GDP

Source: IMF, National Banks and Ministries of Finance, Addiko CID, Eastern Europe Consensus Forecast, RBI / Raiffeisen research, Addiko calculations and 
forecasts

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

Source: IMF, National Banks and Ministries of Finance, Addiko CID, Eastern Europe Consensus Forecast, RBI / Raiffeisen research, Addiko calculations and 
forecasts
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2.4. External sector

In the period from 2000 until 2012, Croatia constantly recorded deficits on the current account of the balance of 
payments. This is a consequence of movements of goods exchange of Croatia with foreign countries or, respectively, 
the fact that Croatia continuously imports more goods in comparison to the value of exported goods. Thus, the 
balance of goods was negative in the entire observed period, which is the main cause of deficits recorded by the 
current account of the balance of payments in the entire period from 2000 until 2012. The negative contribution of 
goods exchange to the balance of payments current account was reduced, in the entire observed period, by opposing 
movements/trends on the services account, which, supported primarily through the tourism industry, continuously 
recorded surpluses.

The balance of payments current account deficit peaked in 2008 at €4.2 billion. The arrival of recession also meant 
a stronger contraction of goods import. Even though the export of goods also experienced a decline, the reduction 
in imports was significantly higher than the one in exports, which led to a reduction of large deficits that were 
recorded in the balance of goods before the recession. Thus, in 2013, for the first time in more than ten years, a 
surplus of the balance of payments current account was achieved. In 2016, Croatia concluded the fourth year in a 
row with a surplus on the balance of payments current account (2.6% of GDP), which was largely also due to record 
inflows of foreign currency thanks to a good tourist season.

Even though, after the recession, the import of goods experienced a recovery and growth on a level almost identical 
to the one before the recession, in this period, a strong growth of goods export occurred, which is today at its highest 
levels in the period between 2000 and 2017. This is a consequence of repositioning of Croatian companies, which 
managed to use the crisis to increase their competitiveness on international markets. Moreover, income from services, 
i.e. tourism, records continuous growth, wherefore 2017 has become the new record tourist season.

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

Source: IMF, National banks and Ministries of Finance, Addiko CID, Eastern Europe Consensus Forecast, RBI / Raiffeisen research, Addiko calculations and 
forecasts

The exchange rate regime carried out by the CNB is controlled and fluctuating, which means that the HRK is not 
fixed to the euro, but rather reflects movements on the foreign currency market, but the nominal exchange rate of the 
kuna towards the euro is stable due to occasional foreign currency interventions of the CNB. In the past, movements 
of the EUR/HRK exchange rate have been a reflection of successful implementation of such exchange rate policy.

Macroeconomic overview
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Table 2.4.2. Exchange rate towards €, South-Eastern Europe

Source: National Banks, Ministries of Finance, Consensus Forecast, RBI / Raiffeisen research

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

Source: National Banks, Ministries of Finance, Consensus Forecast, RBI / Raiffeisen research

2.5. EU issues

The focus of the further EU integration of Croatia is abandoning the kuna as national currency and introducing the 
euro. Namely, by the end of October 2017, the Government and the CNB announced their strategy for entering the 
eurozone, according to which the introduction of the euro is foreseen to take place in 2022. The strong integration 
of the Croatian economy in the eurozone, reflected in the high level of adjustment of business cycles, speaks in 
favour of the euro introduction. In addition, Croatian economy is highly euroised – 75% of domestic savings and 
67% of total debtor obligations are tied to the euro. Among the main benefits of euro introduction which need to 
be pointed out are removal of foreign currency risk, to which the Croatian economy is extremely exposed (total 
foreign currency debt amounts to approximately 150% of GDP) and reduction of the interest rates on debts of all 
sectors of the economy due to reduction in risk premium and regulatory expenses. Positive impacts on export and 
investment will be manifested through reduction in transaction costs, costs of foreign currency conversions and 
removal of uncertainties regarding future exchange rate movements, which will facilitate planning and enable higher 
transparency and easier price comparability.

On the other hand, introducing the euro would mean abandoning a sovereign monetary policy, implying that 
the Central Bank would no longer have even the potential possibility to depreciate the national currency for the 
purpose of increasing competitiveness on the international markets, nor the possibility to manage monetary supply. 
The question of price increase was also breached, i.e. the growth of inflation after introducing the euro, as well as 
potential rounding up of prices in the calculation of the HRK amounts into euros.

Macroeconomic overview
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The introduction of the euro is a complex procedure, and Croatia must first go through ERM 2, the European 
Exchange Rate Mechanism. The purpose of the stay in the Exchange Rate Mechanism is to verify whether Croatia 
meets the prescribed convergence criteria which refer to economic and legal convergence, i.e. approaching eurozone 
members. The economic convergence criteria relate to the movements in price levels (inflation), exchange rate 
stability with respect to the euro, movements of long-term interest rates and fiscal movements, based on the state 
and movement dynamics of the public and budgetary deficits. Legal convergence refers to the harmonisation of 
national legislation with EU legislation.

Croatia currently meets most Maastricht criteria for euro introduction, except those related to the amount and 
movements of the public debt. If it intends to introduce the euro in 2022, Croatia must, above all, increase its fiscal 
criteria, which means that the public debt must, also in the years to come, continue to fall by one twentieth of the 
difference between excessive and reference values (60% of GDP) per annum for the period of minimum three years.

Furthermore, in its Country Specific Recommendations from May 2017, the European Commission recommends 
the necessary activities for 2017 and 2018, in five specific points: 

Conduct fiscal policy in accordance with the requiremens of the Growth and Stability Pact. Improve the planning 
process of the State Budget and undertake necessary steps for the introduction of property tax.

Introduce measures in order to discourage early retirement, raise the age limit for retirement and harmonize the 
conditions and amounts of pensions in individual categories to rules of the general system

Improve adult education, primarily the education of elderly, low-skilled and long-term unemployed workers and 
accelerate the education system reform 

Reduce fragmentation and overlappings between the central and local government levels and improve the quality 
of public services, as well as reduce the differences in the quality of public services in the different geographic areas 
of the RoC. The process of defining salaries in the public and private sectors needs to be harmonised

Accelerate the process of privatisation of state-owned companies and improve management of state assets, as well 
as reduce administrative and regulatory costs born by the companies and improve the quality and efficiency of the 
legal system, which primarily refers to the duration of court proceedings

EU Funds

According to European Commission estimates, if the full potential of EU funds was utilised, the GDP growth in 
SEE countries could increase by even up to three percentage points per annum. Against such an assumption, in the 
context of the state and development of the position of the Croatian economy in the EU, especially in comparison 
with EU10 countries, a more intense utilisation of EU funds imposes itself on Croatia as a developmental priority.

Croatia, if observed in the period from 2013 until 2016, significantly increased its utilisation of EU funds  

Despite such progress, by the end of 2016, all EU countries had a higher utilisation rate than Croatia. This means 
that Croatia was also worse than all EU10 countries, to which it is relevant to compare Croatia in the gradation of 
funds absorption, as the said countries are less developed EU Member States, which have in common the fact that 
they utilise all cohesion (regional) policy funds (including the Cohesion Fund). Croatia not only had the lowest 
utilisation, but was also far from the average, both on EU10 (94.4%) and EU28 (94.1%) levels. Greece was the only 
Member State to have reached 100%, whereas only Malta and Croatia remained under 90% of utilisation.

Macroeconomic overview
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Figure 2.5.1.Percentage of disbursed EU funds from the budgetary period 2007-2013
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The reasons why the EU funds have not been sufficiently utilised up to now are mostly a consequence of the disbalance 
between the large number of project proposals, but also lack of personnel in the competent bodies and frequent 
changes of tender documentation. The intensified utilisation of EU funds in 2016 is primarily the consequence of 
growth in the number of published competitions, strengthening of administrative capacities in the system of EU 
Funds management and control and notifying of potential beneficiaries.

Efforts to achieve a more effective utilisation must urgently be intensified in the current EU budgetary period 2014-
2020, when much higher funds are available to Croatia: €12.68 billion (from EU Funds plus national co-financing), 
which is the thirteenth largest allocation among all EU Member States.

According to European Commission data, in the previous three years of the current budgetary period, more precisely 
until November 2016, Croatia has utilised, i.e. has been disbursed for projects, only 0.4%, which positions Croatia 
22nd among EU28 countries, if viewed according to the successful withdrawal of funds. If compared to EU10 
members, only Slovenia and Romania were less successful than Croatia.

Macroeconomic overview



30

Figure 2.5.2.Disbursed/allocated, in %
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The backwardness of Croatia’s development in comparison to EU28 average, especially to the average of emerging 
and post-emerging EU Member States, witnesses of the need to achieve more dynamic economic growth rates in 
the mid-term period. In this respect, each additional impulse, which can intensify the dynamics, must necessarily 
be used. One of them, which is available to us, is most certainly financing from EU Funds.

Namely, financing from EU Funds might advance many weak spots of the Croatian economy, such as structural labour 
market problems, due to which Croatia has one of the lowest rates of employment and participation in the labour 
market, or it might stimulate innovation, which is by far the worst in Croatia compared with all EU10 countries. 
The Global Competitiveness Indices of the World Economic Forum or the Ease of Business Index of the World 
Bank, which are also dealt with in the following chapter, actually show, in the most faithful manner, the departure 
(backwardness) from the average level of EU10 countries, i.e. display the relative level of structural weaknesses of 
the Croatian economy well.
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3. Challenges related to investment and business climate in 
Croatia

By entering the EU, Croatia found itself in the circle of countries of Central and Eastern Europe (current EU members 
which are comparable to Croatia due to the process of transition*), compared to which, after 2008, it experienced 
the deepest and longest recession. 

The deepening of Croatia’s backwardness in comparison with the EU10 group in the last decade is also shown by the 
fact that in 2005, Croatia was more developed than the EU10 average, in 2008, its development level was by 2% lower 
than the EU10 average, while in 2015, it was lower by even 17%, i.e. it was 42% under the EU28 average. The reasons 
for the different reactions of Croatia and the comparable countries to the economic crisis (which affected almost the 
entire world in 2009) need to be sought among the structural characteristics of the economy, i.e. competitiveness and 
systematic efficiency. From this standpoint, today we can speak of the phase of stagnation of competitiveness of 
the national economy, which has caused Croatia to lag behind with respect to the developmental average of EU28 
and EU10 countries in the recent years.

In order to provide a presentation of the business and investment environment which is as objective as possible, we 
used data and analyses composed by the World Bank (Doing Business survey) and the World Economic Forum.

3.1. World Bank Doing Business

For 15 years (since 2002), the World Bank has conducted the Doing Business survey – a comprehensive research of the 
business climate in 190 countries, offering objective measurements for business regulations and their implementation. 
Thereby, the focus is on SMEs, while measuring regulations which affect their businesses throughout their life cycles.

By collection and analysis of comprehensive quantitative data for comparison of the business environment to the 
economy through time, Doing Business encourages economies to compete for a more effective regulatory framework, 
offers measurable comparisons for reform and serves as the source for academicians, journalists, researchers of the 
private sector and other parties interested in the business climate of each economy.

While the standardisation through the acquis communautaire has broght about convergence in conditions for 
businesses within the EU, there are still differences in business climates between EU countries, old and new, arising 
from the different legal, tax and other circumstances in each country. In the Doing Business 2018 survey, the World 
Bank elaborates rankings based on 10 areas. The recently published results of this year’s research are shown below 
in Table 3.1.1.

* Bulgaria, Romania, Poland, Czech Republic, Slovakia, Lithuania, Latvia, Hungary, Estonia and Slovenia

Challenges related to investment and business climate in Croatia
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Table 3.1.1. Ease of doing business ranking by World Bank for 2018

Economy
Ease of 
Doing 

Business 
Rank

Starting a 
business

Dealing with 
construction 

permits
Getting 

electricity
Registering 

property
Getting 
credit

Protecting 
minority 
investors

Paying 
taxes

Trading 
across 
borders

Enforcing 
contracts

Resolving 
insolvency

Denmark 3 34 1 16 11 42 33 8 1 32 7
United Kingdom 7 14 14 9 47 29 10 23 28 31 14
Sweden 9 13 27 6 9 77 29 27 18 36 16
Macedonia, FYR 11 22 26 53 48 12 4 29 27 35 30
Estonia 12 12 8 41 6 42 76 14 17 11 44
Finland 13 26 37 20 27 55 62 12 34 46 2
Lithuania 16 27 12 33 3 42 43 18 19 4 70
Ireland 17 8 30 35 40 42 10 4 47 98 17
Latvia 19 21 49 62 22 12 43 13 25 20 53
Germany 20 113 24 5 77 42 62 41 39 22 4
Austria 22 118 42 22 31 77 29 39 1 9 23
Poland 27 120 41 54 38 29 51 51 1 55 22
Spain 28 86 123 42 53 68 24 34 1 26 19
Portugal 29 48 32 58 28 105 57 38 1 19 15
Czech Republic 30 81 127 15 32 42 62 53 1 91 25
France 31 25 18 26 100 90 33 54 1 15 28
Netherlands 32 20 76 52 30 105 62 20 1 69 8
Slovenia 37 46 100 19 36 105 24 58 1 122 10
Slovak Republic 39 83 91 57 7 55 89 49 1 84 42
Kosovo 40 10 122 106 34 12 89 45 48 49 49
Montenegro 42 60 78 127 76 12 51 70 44 42 37
Serbia 43 32 10 96 57 55 76 82 23 60 48
Moldova 44 23 165 80 20 42 33 32 35 62 65
Romania 45 64 150 147 45 20 57 42 1 17 51
Italy 46 66 96 28 23 105 62 112 1 108 24
Hungary 48 79 90 110 29 29 108 93 1 13 62
Bulgaria 50 95 51 141 67 42 24 90 21 40 50
Croatia 51 87 126 75 59 77 29 95 1 23 60
Belgium 52 16 39 103 138 105 57 59 1 52 11
Cyprus 53 50 120 67 92 68 43 44 45 138 21
Luxembourg 63 70 7 31 88 173 119 21 1 14 86
Albania 65 45 106 157 103 42 20 125 24 120 41
Greece 67 37 58 76 145 90 43 65 29 131 57
Malta 84 102 45 78 147 142 51 71 41 37 117
Bosnia and Herzegovina 86 175 166 122 97 55 62 137 37 71 40

 

Source: www.doingbusiness.org
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The total ranking of 190 countries in the World Bank survey Ease of Doing Business was created as the weighted 
average of the above categories. It is clearly visible from the above table that Northern and Western EU countries 
are leading in ease of doing business in all observed areas. On the other hand, Mediterranean countries and “new” 
EU members have the lowest average rank. According to the criterion of total ease of doing business, Croatia is on 
position 43, which constitutes a decline by 4 positions with respect to the year before, whereby it is still among the 
lower third of EU countries, together with Romania, Bulgaria and Hungary, and has a somewhat better rank than 
most Mediterranean countries. Even though Croatia did not increase its backlog with respect to the best (on average, 
we are at 70%), other, comparable economies have reduced theirs. Among others, we were overtaken by Serbia, 
Montenegro and Kosovo. Thereby, Croatia’s rank varies in many areas: it is 126th in Dealing with Construction 
Permits, 95th in Paying Taxes, 87th in ease of Starting a Business, 79th in Getting Electricity, 77th in Getting Credit, 
60th in Resolving Insolvency, 59th in Registering Property, 29 in Protecting Minority Investors, 23rd in Enforcing 
(complying with) contracts and excellent (1st) in international trade. Croatia has achieved progress in the registration 
of property, and a backlog in the issuing of construction permits, where there is still a proportionately large number 
of necessary documents and long duration and high expenses of the procedure. 

According to the criterion of starting a business, Croatia is close to the very bottom of EU countries, in position 
95, and holds a better rank with respect to Poland, Austria, Germany and Malta. In this field, Macedonia holds the 
high 4th position, while New Zealand and Canada (if we view all countries included in the analysis) are on the very 
top of the scale. Bosnia and Herzegovina which, out of all CEFTA countries, has the largest share in the exchange of 
goods with Croatia, takes up position 174 in Starting a Business. With respect to other CEFTA countries, Moldova 
is in position 44, while Albania, Serbia and Slovenia take up the positions 46, 47 and 49 respectively.

In Dealing with Construction Permits, where the number of procedures, the duration and costs of construction 
permits are evaluated, Croatia is on the low position 128, among the last of the EU28 countries. Croatia also has a 
lower rank than most CEFTA countries. In Getting Electricity, a category in which a lower number of procedures, 
shorter duration and lower connection fees are evaluated, Germany and Sweden are at the very top of the scale. 
Croatia has taken up position 68, while of the surrounding countries, only Macedonia has a better rank (position 
29). In Registering Property, where the number of procedures, shorter duration and registration costs are followed, 
Germany and Finland are leading among EU28 countries. Croatia is traditionally bad in this category and currently 
in the lower half of EU28 and among the average of the neighbouring countries. Getting Credit in Croatia is below 
the EU28 average and is positioned 75th in this category, while in the category of Protecting Minority Investors, 
Croatia has taken up the relatively good 27th position in 2017, which is in the upper part of EU28 and CEFTA average.  

In the category of Paying Taxes, the tax rate amounts are taken into consideration, such as VAT, profit tax and 
income tax, as well as social security contributions, and the costs of collection and frequency of tax payments are 
also taken into consideration. According to this indicator, Croatia is immediately behind the best EU28 countries 
and has, with the exception of Macedonia, the best rank among the neighbouring countries.

Trading Across Borders, where the number of documents necessary for export, the time necessary to export a 
consignment and costs per exported consignment are observed, Croatia shares the first place with around 15 EU 
countries.

According to the category Enforcing Contracts, in which the average time necessary for the enforcement of contracts, 
average cost of claims and the number of instances to be encountered in finalising an action are viewed as indicators, 
Croatia is near the top of the scale among EU28 countries as well as among neighbouring countries.

Finally, the indicator of Resolving Insolvency takes into consideration the lower average duration of bankruptcy 
procedures, lower bankruptcy costs, the most frequent outcome of bankruptcy and percentage of the remaining 
value in bankruptcy. Croatia is among the worst ranked EU countries and in the middle of the scale if we look at 
the neighbouring countries, on position 54.

Challenges related to investment and business climate in Croatia
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3.2. Global Competitiveness ranking – WEF

According to the last report of the World Economic Forum (WEF) – Global Competitiveness Report, Croatia 
maintained realtively high 74th position (out of 137 countries included in the report in 2017).

Table 3.2.1. WEF’s Global Competitiveness ranking

Country GCI 2017-2018 GCI 2016-2017
Netherlands 4 4

Germany 5 5
Sweden 7 6

United Kingdom 8 7
Finland 10 10

Denmark 12 12
Austria 18 19

Luxembourg 19 20
Belgium 20 17
France 22 21
Ireland 24 23
Iceland 28 27
Estonia 29 30
Spain 34 32
Malta 37 40

Poland 39 36
Lithuania 41 35
Portugal 42 46

Italy 43 44
Slovenia 48 56
Bulgaria 49 50
Latvia 54 49

Slovakia 59 65
Hungary 60 69
Cyprus 64 83

Romania 68 62
Croatia 74 74
Albania 75 80

Montenegro 77 82
Serbia 78 90
Greece 87 86

 

Within the EU, only Greece ranks worse (87th), while in the broader CEE context, Croatia ranks better only in 
comparison to Albania (75th), Montenegro (77th) and Serbia (78th). All three countries have, however, achieved 
noticeable progress with respect to the last year’s survey. Croatia has improved its perception in 4 out of 12 areas: 
Macroeconomic Environment, Health and Primary Education, Technological Readiness and Market Size. While the 
perception of the level of financial market development has remained unchanged, Croatia records worse perception 
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in the areas which key for the mid-term growth potential – Institutions, Higher Education, Goods and Labor Market 
Efficiency, Innovation, Business Sophistication and Infrastructure.

Table 3.2.2. Comparison of Croatia and the key benchmarks on the WEF’s scale

Sources: World Economic Forum, Global Competitiveness Report 2017-2018

According to the last report, areas which require more intense reforms are clearly visible, above all in the field of 
Institutions, in which a decline by 13 positions to the position 102 was recorded this year. Such a situation is also 
clearly reflected in the response of economists to the question on the most significant obstacle to business in Cro-
atia whereby, already traditionally, the inefficiency of state bureaucracy is on top of the scale, followed by political 
instability and instability of the tax system. A further observation of the subindices shows that Subindex A (Basic 
Requirements – 68) is the only to record recovery in the areas of Macroeconomic Environment (60) and Health 
and Primary Education (44), where the rank of the individual components of the macroeconomic environment has 
experienced pronounced improvement (State Budget balance, public debt). Subindex B (Efficiency Drivers – 69) is 
under the pressure of High Education and Training (60), Labor Market Efficiency (107) and Goods Market Efficiency 
(99). In the context of high education, especially worrying is the perception of high education quality (112), especially 
in Mathematics and natural sciences (57) and regarding internet access in schools (109). In the context of labour 
market efficiency, the perception of the relationship between salary and productivity (101), cooperation between trade 
unions and employers (135) and the practice of employment and dismissal (131) is especially worrying. Subindex 
C (Innovation and Sophistication) records the worst result (99), where both areas contribute negatively to the final 
ranking (Business Sophistication – 82, Innovation – 106).

In comparison to ten years before, Croatia ranks lower by 17 positions (from the 57th to the 74th position), even 
somewhat worse with respect to the only two neighbouring countries which record a deterioration (Slovenia from 48 
to 39, Hungary from 60 to 47). Bulgaria and Macedonia have outperformed many countries in the region, whereby 
the latter records an improvement from the 94th to the 68th position, and the former from the 76th to 49th.

Challenges related to investment and business climate in Croatia
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The most competitive country again this year is Switzerland, followed by USA, Singapore, the Netherlands, Germany, 
Hong Kong, Sweden, United Kingdom, Japan and Finland. Among the comparable countries, progress is recorded by 
Slovenia, Slovakia, Bulgaria, Serbia, Hungary, Montenegro and Albania, while Poland, Romania and Greece record 
a deterioration. Croatia and Czech Republic have remained at the same position.

The WEF’s Report on Competitiveness confirms the necessity of continuing and accelerating the implementation 
of key reforms with the aim of improving investment climate and a stimulating investment environment. Slow 
reforms in the key areas of education, infrastructure and innovation financing limit Croatia’s competitiveness on 
the global level and the growth of Croatian economy. Except the capability and adaptability of the private sector, 
changes in the key areas depend on the state’s measures regarding removing barriers to business. They are mostly 
related to low effectiveness of public administration, tax burden, instability of policies, tax regulations, corruption 
etc. By facilitating administrative procedures, strengthening the rule of law and a stable tax system, the state can 
improve competitiveness.

Positive developments on the scales of competitiveness and ease of business would bring Croatia nearer to the 
average competitiveness levels of CEE countries. Potential improvements would most certainly attract investment, 
stimulate export, and effectuate a higher economic growth.  

Challenges related to investment and business climate in Croatia
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4. FIC recommendations

On the FIC’s opinion, the key factor of a turnaround in the Croatian economy must be a positive shock in the 
productivity of labour in the sector of private non-financial companies, which necessitates results in at least four 
areas. First, internal devaluation must continue, through continuation of the tax reform and cutting of parafiscal 
charges, with simplification of the tax system and expansion of the tax base, as well as models for the “financial 
compensations” of tax cuts. Second, reforms on the supply side of economy must be in the range of further flexibility 
of the labour market and the goods and services market, restructuring of state-owned companies and of the state 
administration and facilitation of business conditions. Third, while the new bankruptcy act shortens the procedure 
of registering claims, important changes aimed at automating and simplifying the resolution of bad loans are still in 
progress, such as facilitation of the conditions for acknowledgement of tax deductions for the write-off of bad loans 
and increase in recoverability of unpaid receivables. Fourth, the authorities should provide institutional support to 
alleviating financing conditions of small and medium enterprises, including them in the broader economic move-
ments, “mass” recapitalisation and other non-banking financing instruments. Economic policies must be selected 
reasonably with minimum deflationary effects, and without creating uncertainty which might prolong investment 
decisions and influence the potential growth rate, estimated at approximately 2% for the sustainable creation of 
jobs, in an unfavourable manner.

The FIC, however, still identifies an unpredictable and unstable regulatory framework, lack of transparency of 
administrative procedures, insufficient institutional capacity on the national and local levels and corruption as 
the key obstacles to investment in Croatia.

FIC deems that the emphasis on formulating and implementing policies aimed at improving the business climate 
and stimulating the contributions of private investments to the economy, employment and growth in income, should 
be placed in the following areas:

1. Developing a sustainable strategy for encouraging investment and attracting foreign investment
2. Maintaining a stable and predictable regulatory environment, in order to reduce uncertainty and encourage 

investment, with special emphasis on the stability of the tax system and predictability of work of the Tax 
Administration, as well as abolition of acts which negatively impact competitiveness

3. Accelerating business procedures in order to reduce regulatory and administrative business costs
a) simplifying the administrative procedure for company registration and other necessary permits
b) establishing an effective “top-down” system, which would be capable of implementing reforms and 

meeting the expectations of investors in relation to administrative simplifications
c) developing an electronic register (especially of land and other registers) on local and municipal levels

4 Improving the consistent application of law in the entire economy, advancing the quality and credibility 
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of inspection activities, in order to protect the interests of companies in accordance with their obligations, 
and generate a positive attitude towards the government

5. Promoting good relations with interested stakeholders:
a) when preparing Impact Assessments for regulations for new legislation which impacts business, 

adequately include the business sector into the process
b) improving the timeframe for communication with interested parties
c) organising frequent consultations with the investors (i.e. of the Foreign Investors Council with the 

Government of the Republic of Croatia).
The most difficult problems encountered in the business climate in Croatia would be summarised into the following 
categories:

6. Legal uncertainty – changes in legal environment, “retroactive” change of rules, inadequate implementation 
of EU regulations, insufficient terms for adjustment of legislation

7.  Tax issues – tax wedge still among the highest in EU even after the tax reform, withdrawal of real estate 
tax, uneven solutions by tax authorities, (too) long tax disputes

8.  Parafiscal taxes – large number of additional charges without a clear connection to the business (HRK9.3 
billion), insufficient political support in combatting them

9.  Public administration and judiciary – (too) long duration of court proceedings, too many court backlogs, 
different treatments on national levels, too high dispersion of administrative competences, construction 
permits

10.  Labour issues – rigid and inadequate labour act 
11.  Financing requirements – high bank-centeredness, insufficient utilisation of bank instruments, lack of 

platforms for recapitalisation and risk sharing, non-stimulating process of automatic write-off of bad loans

Figure 4.1. TOP 10 problems for the business and investment climate (WEF survey, 2017-2018)

Source: WEC, National Competitiveness Council
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4.1. Legal uncertainty

As the date of the accession of Croatia to the European Union drew near, there was an increased pressure on the 
legislator to complete the harmonisation of the legal system with the EU acquis and produce, within a short time 
period, all relevant laws and by-laws. The goal was to fulfill all obligations which Croatia had accepted towards the 
EU, transfer EU legislation into the Croatian legal system, in order to ensure legal certainty and transparency and 
avoid legal confusion. Further to the adoption of the EU legislation the appropriate laws had to be implemented in 
practice – the Croatian economy had to be legally integrated into the EU internal market, while Croatian econo-
mists needed to harmonize their operations with relevant EU rules. 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 
key stakeholder consultation often cause delays and/or regulatory solutions that cannot be implemented in practice.

FIC recommendations: 

1. Extensive Regulatory Impact Assessment on each new legislation or by-law, and measurement of admini-
strative costs of regulations by means of the already applicable Standard Cost Model (SCM) methodology

2. Introduction of systematic monitoring and notifications on initiatives on EU level with the aim of facilitating 
the transposition of legislative solutions into national legislation and reduction of the resistance by the 
(uninformed) public due to the perception of insufficient involvement in the process

3. Establishing organized communication (e.g. via an internet portal) with business associations where 
companies would report obstacles to business

4. Refrain from implementing regulatory changes “backwards” (with retroactive effect)
5. Allow enough time before implementation, for harmonisation with new legislation or by-laws
6. Establish a separate authority for out-of-court settlements and strongly promote the utilization of the 

mediation institute in tax disputes
7. Remove uncertainties with respect to disposing with and utilizing property through digitalization of 

information on the conversion of the forestry-economic basis, the right to a natural return (in the Act on 
Compensation of Assets) and the register for the compensation of confiscated assets

The FIC is willing to offer extensive expert support to contribute to a more effective regulatory consultation process, 
as well as to the strengthening of capacities for impact assessment of laws – to the benefit of all stakeholders involved 
in this challenging task.

4.2. Tax system

There is no doubt that taxes, the tax system and the quality of tax administration impact the attractiveness of an 
investment destination. The amount of investment and investment activity is directly impacted by the amount of 
tax burden, simpleness of the tax system, stability of tax regulations, predictability of tax changes and quality of 
administering tax and tax issues.

In the recession which took place after 2008 and lasted several years, Croatia reached its maximum in the amount 
of tax pressure, which benefited the growth of “grey” economy above 27% of GDP. At this level, we are not only near 
the top of new EU members, but it is also reflected in the unmet liabilities of tax debt or tax evasion. Therefore, any 
further growth of burden would have an unfavourable impact on the growth of budgetary income despite the positive 
effect of the economic cycle. In Croatia, changes of tax regulations are implemented frequently and sometimes with 
insufficient transparency, with a relatively complex tax system administration.
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Figure 4.2.1.
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Figure 4.2.2.
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Therefore, it was the aim of the tax reform implemented by the beginning of 2017 to find space to reduce labour 
taxation, (indirectly) stimulate consumption and strengthen the third pillar of asset taxation – in which context 
numerous changes were undertaken in the system of income tax, profit tax, VAT and local taxes. The reform had 
the aim of reducing the total tax burden of the economy, simplifying the tax system and expanding the tax base (by 
abolishing tax exemptions), removing obstacles to the development of entrepreneurship and positively impacting 
the competitiveness of the economy and, as a consequence, the growth of investment.

Despite the lack of official estimates on the effects of reform, the estimated relief of economic entities  and citizens 
is close to HRK2.5 billion, whereby the average tax burden of income was reduced from 7.6% in 2016 to 6.3% in 
2017. According to different simulations of the Ministry of Finance, a higher disposable income transferred into 
stronger personal consumption and a lower real tax rate for companies positively impacts the income side of the 
Budget by one half to one billion kunas in the first year of tax reform. This complies with the general rule that tax 
relief of one percentage point of BDP raises the potential growth rate of 0.25 to one percentage point – this can be 
the right direction for moving forward. With respect to the total tax relief of the economy at the level of around 0.6% 
of GDP, it is expected that the potential growth rate of the Croatian economy has been increased to 2-2.5 percent.

Despite a reduction of the income tax rate and introduction of the so-called final taxes (then the income from 
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interests and dividends is no longer included in the annual tax calculation) and increased personal deduction, 
income tax, however, still constitutes a significant burden, due to its high rate of 36% and wide range of taxation. 
The basic problem of tax burden on income is still the low level of income (HRK 210,000.00 per annum), which 
is taxed at the rate of 36%, thus reducing the attractiveness of employing managers, especially in industries which 
achieve higher added value. The same is the case with income of foreign employees in Croatian subsidiaries and/or 
related companies (borderline tax rate of 42.48% for a person with residence in Zagreb, taxation of accommodation 
and relocation costs), mostly with high levels of expertise and specialisation, which does not stimulate the presence 
of foreign experts nor companies in Croatia.

Even though the general income tax rate was reduced from 20% to 18%, and an even more significant effect was 
achieved by reducing income tax for companies with annual income up to HRK3 million (more than 80% of all 
entrepreneurs in Croatia), from 20% to 12%, the real tax burden ist still among the higher in EU, with respect to 
12% tax per deduction in the payment of dividends or profit shares.

In 2017, a one-time write-off of receivables was also enabled, referring to hardly repayable and non-repayable recei-
vables of credit institutions as of 31 December 2015. Changes in the manner of acknowledgement of expenditures 
on the basis of write-off of non-collected receivables for all taxable persons have been prescribed, if the debts in 
question are of little value or in cases where it can be proved that the undertaking of collection had been proportional. 
Observing the totality of measures in the tax reform, such as reduction of profit tax along with expansion of the 
taxpayer base, the relief for reinvested profit was abolished in order to enable fiscal sustainability.

The planned gradual implementation of the real estate tax was abandoned due to pressure by the (uninformed) 
public, which makes it impossible to fulfil some basic goals of the tax reform – from creating the conditions for 
further tax reliefs of personal income, countercyclical stabilisation of budgetary income during the recession and 
a better quality of re-allocation of income and tax burden between entrepreneurs and those of working age on the 
one hand and pensioners on the other hand. The European Commission and the IMF, however, recommend the 
introduction of the real estate tax in order to continue the transition of the tax pressure from direct tax (on labour, 
profit) to indirect (consumption tax, real estate tax) within coordinated measures in the context of targeted internal 
devaluation, i.e. the strengthening of competitiveness. Therefore, in future, necessary preconditions need to be created 
for the introduction of real estate tax, including legal regulation of the land registry and cadaster and updating and 
harmonization with the real situation.

The Tax Administration has introduced opinions by the Tax Administration’s Central Office. However, there is 
no prescribed timeframe for the Tax Administration to issue official opinions or to issue them at all. Even though 
such opinions are “binding”, the local branch offices of the Tax Administration sometimes issue opinions that differ 
from those of the Central Office.

The institute of binding opinions by the Tax Administration has failed to achieve effects which would alleviate 
business for investors and taxable persons in relation to complex tax questions which have a direct effect on planned 
and current investment. The FIC deems that it is necessary to additionally work on stronger promotion and imple-
mentation of the introduced institute of binding tax opinions in practice.

Tax disputes last extremely long, especially in the domain of work of the second-instance body Ministry of Finance, 
which, on average, adjudicates on each case for more than 2 years. Even though taxpayers are not obliged to pay the 
disputed tax obligation until the second-instance decision is rendered, the default interest calculated throughout the 
appeal proceedings is extremely high.

Even though it is undisputable that the tax reform contributes to strengthening the competitiveness of the economy 
and improvement of the business climate, it is still necessary to intensely work on new tax measures, which will 
relieve existing and future taxpayers, without introducing a new tax burden.
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Figure 4.2.3.
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Figure 4.2.4.
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FIC recommendations:

1. Establish transparent communication with business associations in the elaboration of law and bylaw propo-
sitions, restriction of sudden and unpredictable turnarounds in tax policy, and removal of inconsistencies 
and unclarities on different levels of tax regulations

2. Continue tax reform through further reduction of direct taxes (because they affect competitiveness directly) 
and health and pension insurance contributions (on average, by 2 percentage points per annum, until the 
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burden falls underneath 25%), partial substitution by indirect taxes neutral for competitiveness (e.g. real 
estate tax, “green” taxes) and spreading the tax base through balancing tax rates (e.g. of VAT), reducing the 
base of those exempt from the obligation of invoice fiscalisation and removal of “stimuli” for tax evasion 
through additional reduction of tax exemptions

3. Make uneven and vague interpretations and procedures of the same and different organisational units of 
the Tax Administration on State level legally impossible

4. Reform of the work of the Service for Second-Instance Tax Procedures and representation within the 
Independent Sector for second-instance administrative proceedings of the Ministry of Finance, which 
would enable a more efficient work and resolution of administrative proceedings (which currently take up 
to, on average, 2 years) through continuous resolution and specialisation of persons in charge of conducting 
proceedings for specific tax areas and giving priority in the resolution of cases according to the amount of 
the established tax liability.

5. Stronger promotion and implementation of the institute of binding legal opinions in practice. It is useful 
to introduce a legal deadline for issuing an official opinion (e.g. 60 days from rendering the request) of the 
Tax Administration, in order to make acting on discretion and the silence of administration impossible

6. Proceedings of tax disputes need to be resolved faster on all levels (tax authority, second-instance authority 
and further courts of appeal). The administrative authorities need to comply with existing deadlines.

7. Strengthen the capacities of the Tax Administration through acquisition of knowledge on specific industries 
(energy, pharmaceuticals, ICT) and complex tax issues of the industries.

8. Expand the network of agreements on avoiding double taxation with important and large external trading 
partners and possible investors (e.g. USA, Middle East countries).

9. Shorten the duration of tax supervision and postpone collection of the established unpaid taxes and any 
kind of fines until the final decision of the court is rendered. Strengthen the principles of warnings by the 
Tax Administration instead of penalising.

10. Promote the advantages of the conclusion of Preliminary Agreements on Transfer Prices between related 
parties (transfer prices) and the Tax Administration

11. Enable VAT correction on the basis of uncollected receivables, to avoid that creditors are doubly penalised 
and bear the VAT costs for receivables they did not succeed in collecting

12. Promote the advantages of concluding an Agreement on Voluntary Fulfilment of Tax Obligations, which 
would reduce the number of supervisions by the Tax Administration with orderly taxpayers, and the Tax 
Administration would free up its capacities for other tasks in its competence

4.3. Parafiscal charges

Administrative burden and regulation and high parafiscal charges are among the key obstacles to strengthening the 
competitiveness of domestic economy and in investment decisions in general. It is therefore necessary to accelerate 
procedures of rationalisation of non-tax levies in order to reduce administrative costs of companies, also including the 
simplification of administrative proceedings for registration of the company and obtaining other permits necessary 
for business. In the recent years, there were several attempts to identify parafiscal charges and reduce them with the 
aim of relieving companies and citizens. Within the National Reform Programme 2017, the Ministry of Economy, 
Entrepreneurship and Craft adopted an action plan for reducing the administrative burden on the economy, by 
which, in eight (8) measured areas, HRK5 billion of unnecessary administrative expenses were established.

By the beginning of 2017, the Commission for the Reduction and Abolition of Non-tax Levies was founded, and a 
comprehensive Register of Non-tax Levies was published, with the total of 547 levies. The total parafiscal burden 
on the economy and on citizens in 2016 amounted to HRK9.3 billion (2.8% of GDP), out of which HRK 5.2 billion 
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(1.6% of GDP) for the economy. Even though a smaller number of identified administrative obstacles to business 
were removed by the beginning of the year, we would like to see a bigger intervention aimed at their reduction, i.e. 
a complete abolition of the levies which do not provide any corresponding counter-service in return, i.e. are not 
transparent and impose a burden on the economy and everyday business.

FIC recommendations:

13. Strengthen the competences of the Commission for the Reduction and Abolition of Non-tax Levies in the 
implementation of abolition and reduction of parafiscal charges, and narrow down the maneuvering space 
in avoiding responsibility for the implementation of measures of reduction or abolition of parafiscal charges 
by the relevant authorities, by offering support on the highest political level

14. Reduce all costs of starting a business, bankruptcy procedures, property registration, administrative and 
court fees, fees to public notaries, for access to electricity etc. – all measured by the percentage of per capita 
income

15. Initiate the abolition of obligatory membership and examinations in some chamber associations and unne-
cessary licencing in professional services that are anyway already exposed to international competitition 
(accountants, auditors) which is already being licenced and implements best global practice

16. Abolish and/or reduce horizontal fees which do not offer any corresponding counter-service in return (e.g. 
fee for forests, Croatian Tourist Board, monument annuities, fees for the registration of additional economic 
activities in the National Classification of Economic Activities, notarial fees etc.)

17. Abolish discrimination in the payment of the road fee and the fee for the utilisation of property owned 
by the Republic of Croatia, bodies of local and regional government in favour of public entities, i.e. legal 
entities owned by the RoC, local and regional government

18. Reduce the costs of obtaining a building permit by restriction of the local amounts of communal and water 
contributions by the Government and unification of water charges

19. Forward laws and by-laws on the introduction of parafiscal charges for impact assessment of the regulations

4.4. Public administration and judiciary

With the aim to stimulate investment, it is important to establish fast rationalisation procedures, in order to 
reduce regulatory administrative costs of companies, also including a simplification of administrative procedures 
for company registration and other necessary permits. Problems of a timely issuance of construction and other 
permits and with several provisions of the Planning Act are still pronounced, which procrastinates projects and 
investments. We propose the establishment of an effective administrative “top-down” system, which would be 
capable of implementing the reforms.

Croatia has a very decentralised administrative structure, composed of 555 local self-government units (20 counties, 
127 cities and 429 municipalities). The dispersion of competences between administrative levels is complicated, and 
it is often unclear whether a specific administrative function needs to be undertaken by the national or regional 
authorities. A special problem is the complexity of the local self-government, i.e. financing of its work in relation to 
the number of citizens, the size of the country and its economic power.

Even though the legal framework and the regulatory system provide a national treatment for foreign investors, the 
ineffective Croatian legal system and lack of transparency within both the private and public sectors constitute the 
biggest challenge for investors. Adoption and improvement of laws and regulations are often inhibited by ineffective 
public administration and lack of coordination among authorities. Bureaucracy is also a big challenge for foreign 
investors, even though the Government has been continuously achieving progress in this area, especially through the 
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development of its e-government initiatives. The Government’s portal has an online component for the registration 
of a business, which reduces the time necessary to register a company to 4 days.

Finally, one of the biggest problems for companies is a significant number of court backlogs, which act as an obstacle 
to investment. Many court cases last for years, thus making the resolution of disputes via courts an undesirable 
option for companies. Even though the authorities have actively worked on the reduction of court backlogs and the 
advancement of the physical infrastructure and digitalisation of the courts, at the end of 2016, Croatia records a 
backlog of 511,909 court cases. Conciliation proceedings and arbitration are freely available, but rarely used, only 
in exceptional cases. Alternative resolution of disputes is conducted with the High Commercial Court, Zagreb 
County Court, five commercial courts and eight municipal courts in the whole country. There is also the Permanent 
Arbitration Court within the Croatian Chamber of Economy, while conciliation proceedings are conducted before 
courts or via conciliation centres, such as the Croatian Conciliation Association. Apart from court backlogs, an 
additional problem is the unevenness of jurisprudence, weak coordination between courts of the same type and 
level and contradictory case-law, which creates legal uncertainty.

The key novelties of the Bankruptcy Act from 2015 were automatic initiation of a bankruptcy procedure after the 
debtor’s account has been blocked for 120 days, whereas enforcement procedures which were initiated before the 
bankruptcy procedure are suspended and continued before the bankruptcy court. Moreover, by further amendments 
introduced in 2017, new debt of a problematic legal entity was permitted for purposes of temporary financing (so-
called Roll-up model), for which two thirds of the votes upon established receivables are necessary. Creditors in a 
new financing still do not have priority over other creditors, depending on the decision on which they voted, but 
therefore they have priority in bankruptcy. A step backwards, however, are longer deadlines for the procedure of 
Prebankruptcy Settlement to 300 + additional 60 days, as compared to the previous 120 + additional 90 days. A 
step in the right direction is also the transfer of prebankruptcy settlement procedures from Fina to courts, as Fina 
(Croatian Financial Agency) had, until recently, as an institution with a relatively weaker expert capacity, performed 
some of the key steps, such as implementation of the voting plan in prebankruptcy settlements.

FIC recommendations:

20. Reduce fragmentation, improve the functional allocation of competences in local governments and reduce 
inequalities in the provision of public services through consolidation of atomised and neither financially 
nor operatively sustainable administrative units and unification of background tasks (accounting, resource 
management, maintenance etc.) on the level of multiple territorial units

21. Public administration reform on the principles of digitalisation of public services and business- and client-
oriented operations

22. Organise the salaries system in civil service, so that the salary reflects the complexity of the position and 
the fulfilment of defined annual goals

23. Rationalisation of the network of judicial bodies through advancement of work organisation, management of 
judicial bodies, digitalisation, systematic acceleration of processes and finally optimum utilisation of human 
resources. Improve the quality of the expertise of judges and court advisers through fairer procedures of 
assessment and selection of judges and court advisers and establishing a norm for the successful resolution 
of court cases which controls a positive trend of solving a larger number of cases than are accepted within 
one year. Similarly, professionalise the choice of trustees in bankruptcy on the principles of successful 
execution in bankruptcy procedures.

24. Intensify the protection of creditors in court proceedings by introducing administrative deadlines for 
lower courts, in accordance with the value of the procedure, establishing that they must process the case 
in maximum one year, and maximum six months for higher courts. Change the laws so that the higher 
court must finalise the proceedings, i.e. does not have the right to return the judgment to a lower court
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25. Place the legal entities in another protection regime, in which both parties to the proceedings deposit 50% 
of advance payment of expected court and lawyer expenses on the account of the court.

26. Introduce a register of entrepreneurial biography through a financial report of the Tax Administration 
on all business and transactions six (6) months before initiating requests for prebankruptcy settlement 
and/or bankruptcy, so that all transactions of misappropriation, overloading and preferential treatment 
would become visible (“cleanup” before the initiation of benkrupcy procedures). This would partly put an 
end to reverse revenue and increase the recoverability of unpaid receivables and financial placements in a 
problematic company.

27. Regulate by administration that, if the buyer deducts their own VAT, they do not have the right to conduct 
litigation as debtor.

28. Reduce the number of years for bankruptcy of companies, supported by the provision on exemption from 
the delays of bankruptcy proceedings. Reduce the bankruptcy costs of companies, starting with flat costs 
of 5%+5%

29. Return electronic auctions for the sale of assets from the bankruptcy estate from Fina to courts with more 
capacity, i.e. they are still on Fina, shorten them to one day with removal of the time limit for the last offer

30. Reform measures which would accelerate the resolution of disputes of low value and the utilisation of 
alternative resolution of cases (conciliation/arbitration) and reduce the burden by changing regulations 
which concern cases of a procedural and administrative nature

31. Redirect legal incentives for appeals in court disputes, when chances of success are minimum. Reduce the 
number of grounds for appeal in the Civil Procedure Act

32. Change the structure of lawyer fees, which currently supports an extension of litigations. Reduce lawyer 
tariffs by promotion of the success fee, e.g. through tax reliefs of the success fee, which would enable gradual 
migration towards the model of rewarding lawyers by performance. Allow the agreement on lawyer fees 
apart from lawyer tariffs, but so as to oblige lawyers, at the beginning of the proceedings, to assess litigation 
costs, both in cases of success or failure.

4.5. Labour issues

Croatia has one of the lowest employment rates in the EU, of only 61.4% (in the population segment of people 
aged 20 to 64) which is by ten percentiles lower than the CEE region average, hence its increase is one of the main 
factors for increasing the potential economic growth rate. Attracting foreign direct investments in production and 
business services centres is one of the main levers upon which comparable states of Central and Eastern Europe 
have accomplished their growth and employment goals. Croatia needs to try to use the existing opportunities in 
the same manner. 

After the review of the Labour Act in 2014 with minimal f lexibilization, there were no significant changes in 
the legal framework, aimed at making the labour market more flexible (for example, simplification of dismissal 
of workers and reduction of severance payments). Croatia continues to have one of the most rigid labour laws in 
terms of employees’ protection, “preventing” employers from being able to undertake necessary measures against 
non-performing employees, due to their inability to meet the agreed working goals or their faulty behaviour. Former 
initiatives in labour legislation accomplished little progress in introducing simplified requirements for work outside 
of the office, simplification of dismissal of workers due to unfavourable business circumstances i.e. adjustment to 
new business environment, similar calculation of severance payments in comparable economies, taking into account 
the special position of SMEs, clarifying issues pertaining to collective negotiation etc...
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FIC recommendations:

33. To reduce the overall labour tax burden, contributions and other compensations, primarily the highest 
36% PIT bracket which makes Croatia uncompetitive in terms of attracting bigger number of propulsive, 
well-paid sectors and managerial functions.  

34. To introduce clear definition of the concept of salary and all related financial payments and compensations.
35. To establish the special position of SMEs according to criteria of annual income and the number of workers 

and to flexibilise for these categories the implementation of certain institutes of labour law, for example, 
through flexibilization of working hours without collective agreements, cancellation of employment etc...

36. To introduce simple regulatory requirements for working at home.
37. To stipulate the minimal number of workers for union organizing with the employer
38. To shorten the period for re-hiring after implementation of an outplacement program 
39. To simplify layoffs on basis of failure to meet goals previously agreed upon with the employer and/or faulty 

behaviour.
40. To shorten arbitration time in cases of laying off union members
41. To abolish the obligation of stating the exact job title and job description as well as qualifications in order 

to facilitate transfer of workers within a company in line with changed work dynamics.
42. To define greater independent accountability through education and raising the level of workers’ awareness 

when being employed by the employer and later throughout the duration and cancellation of employment 
in order to avoid practices in favour of the workers in almost all labour-related and legal disputes.

43. To abolish the unlimited possibility of determining the so-called expanded application of collective agree-
ments by an administrative decision of the Minister of Labour.

44. To clearly define ‘cancellation of job contract due to business circumstances’ in the law.

4.6. Access to Finance

Considering the high bank-centrism of the financial system of up to 70%, the high level of general indebtedness 
of low-profit non-financial companies (70% of GDP, significantly under the CEE region average), Croatia faces an 
imperative of strengthening access to finance, i.e. improvement of terms of financing through non-banking financial 
channels. Due to over-indebtedness, companies’ needs for working capital are higher than EU countries’ average, 
which squeezes out the financing of investment projects. At the same time, developmental financial institutions 
do not own sufficient capital, the supply of their products is fragmented, and they must co-finance their activities 
by means provided by business banks, which reduces the efficiency of their strategies and their ability to adjust to 
changes. Therefore, the focus needs to be on more active utilisation of new financial instruments, strengthening 
platforms for re-capitalisation of non-financial companies, particularly in the SME segment, and on tax liberalisation 
in order to encourage investments. Some EU Member States, such as Italy, have eased their criteria for issuing bonds 
by SMEs and at the same time they intervened in their regulation framework (for example, by relaxing investment 
criteria for the mathematical reserve of the insurer) in order to incentivize increase of market liquidity in that new 
financial platform. 

The next important question in terms of financing are mechanisms for systematic reduction of risk premiums. 
On the basis of the 2016 National Reform Programme and as part of the modifications of the Act on Income Tax, 
credit institutions were enabled in 2017 to render one-off write-offs of all non-performing placements, previously 
reserved on 31 December 2015. However, in the course of their implementation, debtors’ consent is required, in 
line with the interpretation of the Civil Obligations Act, regardless of the value of the write-off and the cost of the 
business process. For the time being there is still no information of how many non-performing placements will be 
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written-off in this manner. However, according to participants in this process, write-offs on this basis will not be 
significant due to costs and lingering present dilemmas pertaining to tax law interpretations.  A more thorough 
treatment of these issues would mean that creators of economic policies and other stakeholders should continue 
the dialogue and find the proper balance between tax discipline, prevention of strategic behaviour, social goals and 
lenders’ motives. Significant reduction of non-performing loans would be feasible within 12 months (with the goal 
to decrease the ratio of non-performing loans below 10% by 2019).

FIC recommendations:

45. To develop new platforms for re-capitalisation of SMEs based on risk-sharing principles, relief of the tax 
burden and by strengthening regulatory incentives for including non-banking financers (from venture-
capital funds, pension funds to insurers).

46. To develop and introduce new financial instruments (like EFIF micro and small loans and guarantees) 
which would cover the risks of crediting small and micro entrepreneurs

47. To implement liberalisation of the tax system in the domain of income tax, dividend tax, and capital profit 
tax (for natural persons) favouring investors in capital and/or quasi-capital in SMEs

48. In the beginning of 2018, to render an analysis of the write-offs executed in 2017 in order to evaluate the 
effect of the temporary regulation on one-off write-off and to submit the results of the analysis with the 
recommendations to the working group for modifications of the Act on Income Tax, Income etc. and the 
accompanying books of regulations, all with the aim to establish permanent, observable, and efficient 
procedure of write-offs in terms of tax allowances, that would balance the interests of creditors and debtors. 

49. To propose clear, unambiguous criteria for writing off debts (for example, unpaid debt due for at least 
180 days, no material collaterals of value, up to a certain percentage of estimated value of the lien, if such 
exists, decision confirmed by the Management Board of the credit institution etc), which would be made 
clear in advance to all parties, as to relating to all types of placement and all extrajudicial frameworks of 
settlement between creditors and debtors, including bilateral ones, when it comes to unrelated persons.  

50. The final solution should avoid any legal provisions that might be interpreted as pressure exerted on 
the creditor to acquiesce to write-off. This is of great importance in order to avoid moral hazards, but 
also unnecessary ex-post court procedures. Write-offs should be unconditional and irrevocable, as if the 
agreement had been reached in court proceedings. 
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5. Sector profiles and recommendations

5.1. Agriculture, forestry, fisheries, food and tobacco industry (A, C10, C11 and C12)

This sector encompasses agricultural production and industrial production of food, beverages and tobacco products. 
As for agriculture, the agricultural sector still faces fragmented land structure that caps economy of scale and a 
very poor technological intensiveness. On the upside, the food and beverages production sector is one of the most 
significant industrial sectors in Croatia, whereas the portion of food and beverages production in the GDP amounts 
to about 4.0%. Also, the sector employs one fifth of all employed in the processing industry. Generally speaking, 
the agricultural and food and beverages production sector was protected in the last 20 + years: agriculture (incen-
tives); fisheries (subsidies); forestry (monopole of the company Croatian Forests); food industry (customs); tobacco 
industry (customs/rules); and trading with those products before 1 July 2013 had additional limitations by means 
of phytosanitary regulations. 

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research
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After Croatia’s accession to the EU, export of agricultural products and food, drinks and tobacco significantly 
increased and only in 2016, agricultural export grew by as much as 9.7% per year, while the export of food, drinks 
and tobacco grew by about 13.1% per year. The accession to the EU provides the food production sector with the 
opportunity to differentiate its market and to integrate more strongly into European supermarket chains. On the 
other hand, current problems related to Agrokor instigate competition among retail chains for the market share, 
which puts tremendous pressure on the negotiating power of food producers and consequently on their margins. 

When it comes to agriculture, the situation will be challenging in the years to follow – shift from state subsidies 
towards Common Agricultural Policy should incentivize sustainable and commercial agricultural production, and at 
the same time cause restructuring in the part of the sector which depends on subventions. Also, in the period from 
2014-2020, Croatia has at its disposal €33 million per year from EU funds, and considering the current situation in 
agriculture, the above means can significantly improve both efficiency and productivity.

5.2. Mining, oil refining, energy (B, C19, D)

The energy sector operates within the demanding frameworks of European and national legislation, market com-
petition, and the burning need for investments and adjustments in order to comply with normative requirements 
while at the same time accomplishing financially positive business operations and surviving on the market. The 
geopolitical situation in the EU and the world, as well as relations of supply and demand of energy and energy-
generating products in terms of quantities, prices and supply lines, additionally complicates and hinders relations 
and conditions in the environment in which the sector operates.

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research

Throughout 2016, oil prices moved in the range from below 40S/bbl. to above 50 $/bbl. More balanced supply and 
demand secures stable mild growth of oil prices and it is expected that they will reach 60$/bbl. by the end of 2017. 
Mild increase in oil prices along with permanent growth returns confidence in the oil and energy sector. On the 
other hand, initiation of the planned investments and increased usage of means from EU funds should make Croatia 
more open for foreign investments. 
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The energy sector could again become an impeller of economic development, and in order to enable that, it is of 
crucial importance to meet several important preconditions: i) to choose  a long-term energy mix and to determine  
indicators for the future, ii) in line with the goal to prepare an integrated and harmonised realization plan with 
responsibilities and deadlines, iii) to create a national consensus on the forms, ownership portion and manner of 
expected business operations in companies of the energy sector, iv) to harmonize legal acts and bylaws, to harmonize 
fields of activities and influences of the law so that they asupport and ensure the realization of the set energy goal, v) 
to secure free market competition and realization of identical conditions of business operations for all participants 
in the market of energy and energy-generating products, vii) to support fulfilment of obligations of constructing 
national networks and links to international energy networks, viii) to create conditions for safe long-term business 
operations, to secure legal and fiscal stability as a precondition for creating trust in the system and ix) to adjust the 
programs of school, teaching and scientific institutions to the needs and levels of knowledge and skills which are 
necessary for development and enhancement of the energy sector. 

The stated presumptions should be formed and included in the new Energy Strategy which the Republic of Croatia 
should prepare in the immediate future. The strategy needs to be in compliance with the Low Carbon Strategy 
Proposition which is currently being adopted. We wish to believe that those two harmonized strategies will give 
safe guidelines and responses to the first question: What kind of energy sector the Republic of Croatia wants in the 
second term in order to meet the need for energy and energy-generating products primarily of its own economy 
and society, but also in a wider sense, in terms of contributing to energy safety and supply guarantee.

5.3. Non-metals, construction, real estate (C23, F, L)

This sector was affected the hardest by the recession, and one of the reasons are the big contracts with the Government 
(motorways etc.) which culminated shortly before the recession had begun and where all companies in the sector 
had accumulated working force, equipment etc. 

The sector of commercial real estate is observed through the following segments: (a) Retail – shopping malls and 
retail parks, (b) Office – business skyscrapers, (c) Industrial/Logistic – warehouses and industrial spaces, and (d) 
HTL – tourist facilities and contents.

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years

Source: CBS, FINA; Addiko Bank research
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In the course of 2016, highest activity was recorded in the Retail sector, with a volume exceeding €300 million. 
Within that volume, the sale of Arena Centre to the South-African fund NEPI, in the amount of €218.5 million, 
was of highest importance. The current year sees further growth in volume and by the end of October 2017, there 
had been investments of over €100 million. With prime real-estate transactions, the yield moved in the range from 
7-7.50%. In case of less attractive real-estate, the yield moved even above 10%. 

In 2016, the Office sector records a volume of €90 million, in which the transaction of the Centrice portfolio had 
the highest share, amounting to approximately €60 million. In correction, we can conclude that transaction volume 
has been growing, since the first nine months of 2017 recorded transactions of over €40 million. Prime yield in the 
office sector went above 8%, while the majority of other transactions were between 9 and 12%. Yield compression 
began in 2016 and maintained identical levels in 2017. Despite of that, Croatia still has the highest yields among EU 
countries due to higher risk perception in comparison with other EU countries. Despite of everything, contracted 
rents in the Retail and Office sector are currently below the market ones which provides investors with growing 
potential of business income. 

The Industry and Logistics sector, although most poorly developed, did not record a single transaction or new 
developmental project. The logistics sector is still marked by great distrust towards new developmental projects so 
new trading rents are significantly higher than in CEE countries, since there is a disparity in terms of quality and 
modern supply of warehouse facilities and the demand. 

In the course of 2016 and the first half of 2017, there were no recorded sales of real-estate projects in state ownership. 
For Croatian taxpayers it is extremely bad news considering that state-owned facilities are extremely poorly 
managed, primarily due to professional (in)competence and lack of bigger capital investment. Although the state 
projects, which have been announced many times, are still listed in the Investment Opportunities Catalogue, the 
latter having remained unaltered for several years and as such sends worrisome and poor, but true information to 
the investment community about the incapability and/or unwillingness of the executive authorities related to the 
process of activating national assets.  

5.4. Other manufacturing (C minus C10, C11, C12, C19 and C23)

Other processing industries represent the core of manufacturing industry, and pertain to all remaining categories of 
the NCA (National Classification of Activities), except for food industry, tobacco industry, oil refining and non-metal 
mineral processing, which were analysed in other sectors. This category, which represents more than 20% of GDP, 
declined in the recession both in terms of number of employees and number of companies, with gross wages starting 
to climb in the third year of the recession, when labour had been shed to a sufficient extent to provide an increase in 
productivity. Some of the manufacturing industry subsectors had also been protected for a number of years before 
the accession: Clothing, footwear and leather industry (subsidies); Wood industry (subsidies); Manufacture of basic 
metals (subsidies); Shipbuilding (subsidies). 
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*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research

Throughout the crisis period (2008-2013), industrial production in Croatia had a continuous declining trend, 
which was followed by a period of a continuous growth trend which began in 2014 and still lasts.  Thus, in 2016, 
industrial production was, according to calendar adjusted data, by 5% higher than in 2015 (when there was a growth 
of 2.6%), which occurrence was affected positively due to more favourable trends in terms of demand i.e. more 
favourable shifts in foreign demand (export of goods) and domestic demand (personal and state consumption and 
investments). Such shifts, structurally, are the result of increased production in manufacturing (5.4%) and in the 
supply of electricity, gas, steam and air-conditioning (7%). 

Furthermore, according to HZMO (Croatian Pension Insurance Fund), the total number of insured persons in 
the processing industry has been growing continually on an annual basis since September 2016. This year, the 
manufacturing industry, as one of the most important economic activities in the ecnomy (with a 13% share) will 
slow down the recovery. The growth rate should remain at about 2%.

Also, according to the FIC questionnaire from 2015, legal compliance, regulations, permits and tax obligations, as 
well as conditions on the labour market, are very important for this sector. Therefore, we expect that relief of the tax 
burden, as part of the overall tax reform, which came into effect in the beginning of 2017, will have a positive effect, 
i.e. it will reduce tax burdens upon income, thus decreasing labour costs and potentially increasing reinvested profits.  

5.5. Trade (G)

Trends in trade greatly depend on overall economic trends and the sector was greatly affected by the economic crisis 
that began in 2009. In the recent years, we have been witnessing a recovery in the trade sector, due to improved 
macroeconomic environment, excellent tourism-related results, growth of consumer optimism and recovery of 
consumer lending. According to CSB data, trade grew in 2016 by up to 4.0% per year and 5.3% in the first eight 
months of this year. Trade is a labour intensive market and is therefore significant in terms of employment. Namely, 
in 2016, its employment share in the economy amounted to 15.7%. Trade is also one of the most important sectors 
in Croatia in terms of attracting foreign direct investments. 

Sector profiles and recommendations



55

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research

Until Croatia’s accession to the EU, this sector was characterised by the dominant position of the largest domestic 
retail chain belonging to Agrokor. The recent escalation of the latter’s financial problems, which resulted in new 
emergency management and financial restructuring, will have significant consequences on this sector in the future 
period. Although it is difficult to quantify consequences, it is very likely that the competition among other retailers 
aimed at increasing their market shares will tighten their profit margins. Therefore, in the upcoming period, we 
expect a continuation of the market consolidation process. Also, research has shown that the future period will be 
characterised by a more pronounced further expansion of discount retailers, which will intensify competition in 
the retail market, considering the price sensitivity of the consumers. On the other hand, we see great potential in 
online trading and the development of new forms of trading. Better information and logistics infrastructure, as well 
as the reduction of dependency on assets through ‘sale-and-leaseback’ transactions, can also significantly reduce 
costs faced by traders and can consequently have a more positive effect on profit margins.  

5.6. Tourism (I)

In 2016, tourism retained its status of the individually largest economic sector in Croatia with €8.6 billion of foreign 
currency income, while this year, it is expected to grow to approximately €9.5 billion or 20% of GDP. Measured by 
the share of foreign currency income from tourism in its GDP, Croatia occupies the high third place in the world. 
The number of overnight stays of foreign tourists grew by 9.6% yoy in 2016, while in the first eight months of year, 
there has been a growth of about 12.4% yoy. The tourism sector is greatly dominated by big companies in private 
or public ownership with a relatively weak influence of large foreign hotel franchises. Recession trends from 2008 
until 2014 had almost no consequence on the tourism sector, where the number of employees grew continually. 
Investments in tourism have been supported in the recent years by means of very cheap capital (including HBOR 
/Croatian Bank of Reconstruction and Development/ credits with 2% interest), with significant improvement of 
profitability of hotel chains (EBITDA margin above the Mediterranean average), by increasing hotel occupancy 
during peak season, but also in preseason and postseason, as well through increased availability of equity capital. 
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The mentioned investments mostly pertain to reconstruction of existing capacities, aimed at increasing service 
quality in hotel accommodation and camps, whereas the latter still remain the most profitable business segment 
within the tourism sector.  

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research

Further growth of the tourism sector is expected in the upcoming period, considering (i) the stable geopolitical 
situation in the region, ii) increase of accommodation capacities and quality, which attracts tourists with greater 
purchasing power,  iii) expected continuation of privatisation of state-owned hotel companies,  iv) establishment 
of brand awareness, v) improvement of ICT channels, which enables better marketing, vi) growing number of air 
transport lines, and vii) better utilisation of EU funds, which enable enhancement of private accommodation quality. 
Also, in mid-term, we expect ascending pressures on tourism services due to the faster growth of demand than 
supply, redirecting of sales channels towards individual packages and already mentioned investments in improvement 
of accommodation quality.  Economic recovery in the country and the most important emitting markets positively 
affect the development of MICE tourism (meetings, incentives, conferencing, exhibitions). 

Potential risks for tourism emanate from the relatively unstable institutional framework with frequent tax modi-
fications. Although the share of hotel accommodation continues to grow, it currently makes up for only one third 
of total accommodation, which is quite below many developed Mediterranean countries, where it moves around 
50%. Although the 100 million overnight stays, which had been planned for 2020, were already achieved in 2017, 
total foreign currency income will continue to move far below the planned €13 billion in 2020, which is partly a 
consequence of the fall of average consumption by tourist in the last two or three years. Considering the very high 
occupancy rates during peak season in comparison with other Mediterranean countries, the potential for increase 
in tourist visits and overnight stays in high peak of the season (July/August) is limited since there are no significant 
investments in accommodation capacities or in strengthening the necessary infrastructure (electricity supply, 
enhancing of contents outside of the accommodation facilities, etc.). 
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5.7. Transport (H)

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research

The expected restructuring, prompted by recession, has also begun in this sector. Along with the energy sector, the 
transport sector is one of those which have significant possibilities of drawing from EU funds. 

In 2016, the transport sector was by 2.3% weaker than in 2015, and that decline continued the descending trend 
which has been taking place for the last eight years. Hence the level in 2016 was by 41.2% lower than the one in 
2008 (in significant part, this is a result of change in methodology in 2011, which excluded subsidized tickets in 
railway transport in the City of Zagreb). Negative trends in the total number of passengers transported last year (as 
well as in the previous two years) are structurally the result of a decline in traffic and railway transportation, which 
are at the same time the most represented types of passenger transportation. As for passenger transport, we see a 
significant potential considering the growing number of tourist visits as well as the growth in city-break tourism.

On the other hand, transported goods mark a trend different from the one in passenger transport. In 2016, almost 
113.1 million tons of goods were transported, which were by 6.2% more than in 2015. This growth was a continuation 
of the positive trend which began in 2015.  

5.8. ICT (J)

In 2016, the ICT sector kept its key role in the development of the economy of the Republic of Croatia and society 
as a whole. 

Looking by the number of companies, the number of employees and the movement of salaries, the ICT sector 
continued its growth tendency from the previous years and currently employs about 33,000 people. In this sector, 
which has the highest average salaries in the Republic of Croatia, 1,300 new jobs were created only in 2016. In 2016, 
the ICT sector realized an income of HRK32 billion. The sector’s growth mostly emanates from its export activities. 
In the structure of total income, export makes up for 19%, i.e. HRK6 billion. On the domestic market, income grew 
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by modest 3.2%, wherefrom it can be concluded that, although there is a positive growth trend, the digitalization 
process in the Republic of Croatia is under stagnation and there is a need for significant acceleration.

It is important to emphasize that the ICT sector is growing much faster than the total economy of the Republic of 
Croatia, due to which the focus of the State would be on this and similar sectors. The ICT industry’s annual growth 
follows the dynamic of about 4%, which is approximately double the speed in comparison with the potential growth 
rate of the economy. The level of investments in ICT infrastructure increased in 2016, showing that there is space 
and possibilities for even bigger investments; however, the precondition for this is political and legal stability in the 
country, which is extremely important because it forms the basis for further growth and industry development. 

In the ICT production segment, significant income of HRK3.9 billion was achieved; the number of employees 
increased in this segment and export took up more than 60% of total achieved income in that specific part of the 
ICT sector. 

The software and services segment realized over HRK8 billion of total income, while the export shoots for the stars 
– even 31% of total income is realized on export markets. Export by employee is also growing, which means that 
services are better paid abroad than at home. Computer programming is a segment which is extremely dependent 
on human capital and the growth of that sector directly depends on the available number of people. Therefore, it is 
necessary to revise the industrial strategy and the Smart Specialisations Strategy. In the period between 2008 and 
2016, the ICT sector generated 6,000 new jobs and HRK42 billion of export and created HRK66 billion of added 
value for the state.   

The cancellation of roaming in 2016 negatively affected telecommunications (as a segment of the ICT sector), but 
positive shifts also occured in that part. Furthermore, price competitiveness could, if observed in mid-term, have 
negative effects on income and margins of companies in the sector. On the other hand, a wide base of clients can be 
of use to companies for expanding the package of services they offer and for providing services of payment transac-
tions, electricity retail etc... Finally, the combination of telecommunications infrastructure and smart technologies 
will enable sustainable growth since data services are becoming more and more integrated in everyday life.  

In the next period, this sector needs to be relieved from excessive non-tax levies and other administrative costs and 
additionally increase utilization of available EU funds for the further development of the fundamental infrastructure 
necessary for the development of a digital society.  

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research
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5.9. Financial services (K)

The financial sector in Croatia is characterized by relatively high bank-centrism, considering the fact that banks have 
a 70% share in the overall assets of the financial sector, whereby the banking sector is highly concentrated and is 
almost entirely in foreign ownership. In 2016, bank assets decreased by 1.2%, thus entering the fifth consecutive year 
of its mild decline due to the conversion of CHF-loans and dampened credit activity. The deleveraging trend in the 
private sector continues in the first eight months of 2017 as well, although at a somewhat slower pace in comparison 
to 2016, when the conversion of CHF-loans and decrease of the principal led to a strong decline in retail loans. It is 
thereby important to emphasize that the deleveraging of companies has slowed down from -2.6% in 2016 to -0.6% 
due to strengthening of demand for financing as a result of intensification of investment activities, financing from 
EU funds, record profits of companies and stronger business optimism. At the same time, the deleveraging of the 
citizens also experienced a slowdown, from -5.5% in 2016 to -0.4%, due to strengthening of personal consumption, 
better labour market conditions and reduction in citizen saving rates. 

Despite the above, banks profitability recovered in 2016, and banks realized HRK6.2 billion of profit before taxes. At 
the same time, credit financing in kuna continued to intensify and credit quality improved. The banking sector is 
characterized by a high level of liquidity (about 7% of GDP) and high capitalization (23.2% by the end of June 2017).

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research

The sale and write-offs of receivables, which are closely connected to financial problems in Agrokor, will have a 
negative effect on credit activities in this year, therefore we expect only a mild intensification of credit activities. 
Considering the acceleration of economic activity, positive movements on the labour market and intensification of 
investments, we expect that credit activities will be accelerated in the year to come. Also, the CNB’s generous support 
of liquidity enables a further reduction of active interest rates. The already stated increase of provisions in this year 
will bring about the decrease of banks’ profits before taxation, while profitability should recover during the next year. 
Finally, in June 2017, the ratio of non-performing credits in total credits dropped to 13.2% from 13.8% at the end 
of 2016. We expect further decrease in the continuation of the calendar year since the volume of decrease in non-
performing credits on the basis of selling and write-offs exceeds their growth on the basis of Agrokor’s restructuring. 
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5.10. Professional, personal and other services (M, N)

Professional, personal and other services are yet another sector in which Croatia has been experiencing growth in 
the number of employed persons since 2013. Also, after the decrease in the number of companies which took place 
until 2011, there has been a recovery in their number, which started in 2012. 

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research

*Data for 2015 and 2016 were obtained by processing data from JOPPD forms and are not comparable to previous years
Source: CBS, FINA; Addiko Bank research
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Within the sector of professional, personal and other services, we distinguish between the following segments: 

• Expert, scientific and technical services (activity M in NCA)
• Administrative and support service industries (activity N in NCA)

Generally observed, the sector of professional, personal and other services thus makes about 8% of real GVA while at 
the same time, it employs almost 100,000 persons, which makes up for more than 8% of the total number of employed 
persons. Namely, in the last several decades, this sector has developed through specialization of activities which had 
existed in the previous period within big organisations. The so-called outsourcing contributed to reaching out for 
and business development of creative ideas and opened the possibility for stronger growth of offer of professional 
and business services i.e. of this market segment. 

The sector of professional and business services, which implies knowledge, creativity and professionalism, has 
potentially a significant effect on strengthening competitiveness and economic development, because these aspects 
provide support to improvement of productivity and efficiency of business operations of entrepreneurs in all economic 
sectors. They contribute to creation and implementation of innovations and orientation towards export. The latter is 
reflected in several criteria, and primarily in the fact that incentives to creativity and production of knowledge are 
part of almost all activities in the sector; from research and business services over services of architects, engineers, 
market researches, to education. Furthermore, incentives to process efficiency are also contained in many activities 
in the sector; from traditional services, which are subject to outsourcing (e.g. cleaning, building management, call 
centres) to mediation (e.g. mediation during employment).

The prolonged crisis has shown that this sector accommodates some of the most important generators of production 
growth, which employ a growing number of people, despite an unfavourable macroeconomic environment. It is logical 
to expect an even faster development of such activities in more favourable macroeconomic circumstances. Moreover, 
efficient implementation of the industrial growth strategy is also not possible without the supportive activity of the 
sector of professional and business services, which is in part closely connected to the processing industry. 
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Glossary

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

CNB – Croatian National Bank

CBS – Croatian Bureau of Statistics

Country Specific Recommendations (CSR) – Specific recommendations for a country, which the European Com-
mission issues under the European Semester and notifies the country of necessary actions in order to conclude the 
year with the desired macroeconomic indicators in a certain area, issued in May

DnB – Dunn and Bradstreet – international rating agency

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

EDP – Excessive Deficit Procedure – procedure of corrective economic policies for EU Member States that have 
adjusted their deficit higher than 3% of GDP

EU, EU28 – European Union

EUR, € – symbol for the euro, the European single currency

FIC – Foreign Investors Council 

Fitch – 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 

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 labour relations

IMF – International Monetary Fund – international institution responsible 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 – international rating agency
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OECD – Organization for Economic Cooperation and Development, Paris-based international organization

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

R&D – research and development

RIA – Regulatory Impact Assessment

SME – Small and Medium Enterprises – often taken as the 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 cor-
poration (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 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 the World Investment Report (WIR).

US$, USD – symbol 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
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Foreign Investors Council in Croatia

About us

The Foreign Investors Council in Croatia is a business association established in 2012 with a view to improving the 
general climate in Croatia in respect of investments and business.

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

Objectives

The Foreign Investors Council has set the following objectives, which are to stimulate 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 on the investment climate 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 establishment, the Foreign Investors Council in Croatia has been regularly publishing its proposed impro-
vements related to various industries, which would help Croatia become an attractive country for investments, in 
the form of a White Book. 

The White Book on foreign investments in Croatia and their impact on the economy and society is the first docu-
ment of its kind, and offers an overview of the current situation in connection with foreign investments, as well as 
recommendations to inspire changes in the Croatian business environment, which would foster foreign investments 
in the country.  
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Management Structure

Assembly

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

Board of Directors

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

Mladen Fogec
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 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, which was then distributor and Siemens representative for the former 
Yugoslavia, where he took on the position of a sales engineer. He worked at that position until Siemens became 
established 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 Management Board of Siemens in 2009, becoming transferred from 
the position of the head of the Siemens division for medical solutions and equipment.

Management Structure



67

As the President of the Management Board of Siemens, he is responsible for the company’s growth and development 
in the areas of 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 neighbouring 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.

Zoltán Áldott
Vice President

Zoltán Áldott, President of the Management Board of INA 

Zoltán Áldott, President of INA Management Board since April 1, 2010, started his career in 
1990 as an associate in Creditum Financial Consulting. From 1992 to 1995, he held various posi-
tions in Eurocorp Financial Consulting. He joined MOL in 1995 as the head of the Privatization 
Department. From 1997 until 1999, he was Director of the Capital Markets Department, and 

from 1999 until 2000, Mr. Áldott was employed as Director of Strategy & Business Development. From November 
2000 until June 2001, he was the Chief Strategy Officer and subsequently, from June 2001, Group Chief Strategy 
Officer. From September 2004 until June 2011, he was the Executive Vice President of the Exploration & Production 
Division of MOL Group. From October 2003 until April 2010, he was member of the Supervisory Board of INA. 

Zoltán Áldott has a university degree from the Budapest University of Economics.

Viktor Pavlinić
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 from 2005 in the Controlling Department at T-Mobile. In 2008, Viktor Pavlinić joined Tele2 as 
Head of Controlling Department and 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. 

Michael Georg Mul̈ler 
Board Member

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

Michael Georg Müller obtained his doctor’s degree in law from the Karl-Franzens-Universität 
in Graz, Austria, in 1984 and he also completed degree A of Business Administration at the 
same university. He gained years of professional experience on management positions in the 
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 pro-
gressed 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 
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Raiffeisen BANK d.d. Bosnia and Herzegovina, of which seven years as CEO, ended. During his term of office, he 
strengthened the bank’s position as 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 was member and later 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.

Marijana Bubalo
Board Member

Marijana Bubalo, Director of Corporate Affairs and Management Board Member 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 of Customer Service and later Manager of the Logistics 
Team for key clients for the region. 

She joined Philip Morris Zagreb d.o.o. in 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.

Burak Baykan
Member of the Management Board

Burak Baykan is Regional Director of Dogus Holding for Croatia and Montenegro. 

He was born in 1975 in Istanbul, Turkey. He graduated from the Boğaziçi University, Faculty of 
Business Management, Department for Politics and International relations, in 1998, and from 
the Touro University in Moscow in 2001, where he obtained his M.A. in Business Management 

(specialised in  Marketing). From 1999 to 2009, he worked in Russia, on several executive positions; he was the 
Commercial Director for JVT Dynamic Logistics and Regional Sales Manager in Koleksiyon Mobilyi. In December 
2007, he started his career at Dogus Holding (Moscow, Russia), as an adviser to the Director. In January 2010, he 
became part of the Investments Department, and started working as Regional Director for Croatia and Montenegro, 
where he is responsible for strategic guidance and for current business operations in Croatia and Montenegro. 
Burak Baykan is president of DEIK, of the Turkish-Croatian Business Council, member of the DEIK board for the 
Turkish-Montenegrin Business Council, member of the Foreign Investors Council and of the Croatian-Turkish 
Association of Friendship. 

Igor Zgrabljić
Secretary-General

Igor Zgrabljić, Chief Executive Officer at ELEOS Consulting Ltd.

Igor Zgrabljić has acquired many years of experience in the field of marketing and public 
relations in 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 relations and management consulting firm operating 

in eight countries worldwide. He is the 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 the founder of numerous NGOs and charitable organizations. In 2003, he was 
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co-founder of the association of 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 completed management 
and leadership courses at Georgetown University, Washington D.C., Charles University, Prague and at the Central 
European University, Budapest.

Hrvoje Stojić
Chief Editor of the White Book 2016

Hrvoje Stojić, Economic Research Director at Addiko Bank d.d.

Hrvoje Stojić is a highly skilled finance professional, with 15 years of experience in the banking 
industry and with elaboration of in-depth analyses of the banking and other economic sectors, 
analyses of capital markets and macroeconomic analyses, including their implications for 
monetary and fiscal policies in Croatia and South-Eastern Europe. 

Throughout his career, Stojić has received several distinguished international acknowledgements for the work of 
his Economic Research Department at Hypo Alpe-Adria-Bank, which, due to its independent, impartial, intuitive 
and relatively precise analyses, is viewed by the investment community as one of the best quality regional research 
teams in the private sector today. In June 2015, he received an award for the most precise economic forecasts, which 
was awarded, for the first time for an analysis on Croatia, by the esteemed Consensus Economics, classifying his 
forecasts for 2014 among those conducted by Goldman Sachs, Deutsche Bank, BNP Paribas and the HSBC. In June 
2016, he also received the Focus Economics Analyst Forecast Award, which was for the first time awarded for an 
analysis on Serbia. 

Hrvoje Stojić is one of the founders of the Macroeconomic Outlook, a traditional business conference that ensures a 
high quality, in-depth analysis of macroeconomic trends which will form Croatian economy and impact the business 
community. He is Deputy Chairman of the Chief Economists’ Club within the Croatian Banking Association – a 
member of the European Banking Federation. He is also a regular speaker at many domestic and regional conferences 
and one of the most quoted economic analysts in the region, whose comments are also regularly broadcasted by 
renowned international media.
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