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• Low costs of labour are not founda�ons of compe��veness. 
Compe��veness is speed, accuracy, foresight iand crea�vity. 
Accelera�on of administra�ve processes and decisions will reduce 
the costs of regula�on and wasted �me, and free up �me and 
money for research, development, experiments and innova�on.

Speed, accuracy, 
predictability, 

crea�vity

• Tax compe��veness can be established by introducing flat and low 
income tax rate, lowering the corporate income tax rate, and 
removing most parafiscal charges.

Tax 
compe��veness

• Accelera�on of tax administra�on, court decisions and their 
enforcement, with an emphasis on collec�on and insolvency 
proceedings is a necessary condi�on for accelera�on of business 
processes.

Legal framework 
and 

compe��veness

• Acelera�on of business and administra�ve processes should be 
accompanied by strengthening the rule of law and figh�ng 
corrup�on. 

Rule of law and 
figh�ng corrup�on

• Personal accountability in the public sector needs to be 
strengthened by rewarding speed of administra�ve processes and 
decision making. Reforms should include "Two for one" program -
cancela�on of two old regula�ons if a new one is adopted. 

Public 
procurement and 

personal 
responsibility

•Programs for the removal of barriers to business and market 
liberaliza�on should be ambi�ously implemented, with special 
emphasis on the reform of the system of state-owned enterprises, 
which should be depoli�cized, professionalized and par�ally 
priva�zed. The private sector needs to be more strongly involved in 
the prepara�on and use of EU funds.

Public sector 
reform
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Introduction
When a survey conducted among entrepreneurs in Croatia (Enterprise Sur-
vey, World Bank, 2013) showed that senior management in Croatian compa-
nies spends nearly 20% of their working time on resolving problems related to 
government regulation, this didn’t draw much attention. International com-
parisons showed that Croatian managers spent almost twice as much time on 
regulatory issues as managers from comparable countries. This should have 
triggered an alarm among policy makers. But it didn’t. No similar survey was 
conducted after 2013, but we have no reason to assume that the result has dras-
tically changed in the meantime.

The survey results indicate a Croatian business dire strait: business slowdown 
due to precious managerial time wasted forever, the waiting for the outcome of 
administrative processes, causing insufficient competitiveness, productivity, 
and innovation. This is linked to a slower creation of new jobs and lower living 
standard compared to the countries of New Europe, ones generally similar to 
Croatia according to other criteria. Croatia needs to catch-up with this group 
of European countries. It no longer suffices to be average or below average in 
our part of the continent. If we are to develop, Croatia needs to be at, or near, 
the top of Central and Eastern Europe according to criteria of competitiveness.

In the long term, relatively small differences in spent managerial time can bring 
about major development gaps. For example, if the average senior manager 
works 2,500 hours annually and if the same type of manager in country A – let’s 
call it Croatia – spends only 2,000 hours on productive jobs that improve pro-
cesses, open new markets, lead to new products and new ways of distribution 
(because 500 hours is used for dealing with regulations and waiting), while in 
country B – let’s call it Slovenia – the manager spends 2,250 hours on such pro-
ductive jobs (because he or she uses only 250 hours on regulation issues), over 
the years a major difference in productive management hours will build up. The 
relative aggregate difference will remain the same, but the total number of wast-
ed working hours in country A will rise in ten years to 2,500 hours. Or, about 
250 working days or one year in 10, for only one manager. When multiplied by 
the number of managers in the country, the bleak difference of about ten per-
cent more time devoted to dealing with national regulations in the course of 
just one decade turns into millions of management days. And those are valua-
ble days that could have been used for innovation, opening new markets, im-
proving business processes, and making the economy more competitive.

When looking through the prism of social costs and benefits, someone might 
think that a manager’s time was not wasted if spent on regulations. For ex-
ample, meeting environmental standards or consumer protection standards 
often generates greater social benefits than private costs. However, if senior 
managers in countries such as Slovakia and Slovenia spend half the time spent 
by Croatian counterparts on work related to national regulations, then it is 
obvious that the reasonably strict European Union regulations can be imple-
mented with much reduced burdens to companies and their management, 
compared to the burdens in Croatia.

Croatian 
entrepreneurs 
spent almost twice 
as much time on 
regulatory issues 
as managers 
from comparable 
countries
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Too much wasted time of key managers is an indicator of bad laws, whose 
implementation is unpredictable. The waiting or halting of investment and 
business processes is often linked to risks and uncertainties due to delays in 
the administration’s response, waiting for decisions in public tenders, waiting 
for opinions from tax experts, lawyers, and other regulatory experts. As much 
as these people are needed and valued, their work is not directly related to the 
sales and marketing, financial, and engineering segments of business ventures 
that create new value. In addition, in an environment where administrative 
work prevails over other managerial work, entrepreneurs and managers be-
come frustrated. This creates a sense of losing control over the overall business 
process. And when owners realise how crucial regulations are for the success 
of a business venture, they may decide to hire (temporarily or permanently) 
managers skilful in addressing regulatory issues. They are not managers-inno-
vators. Therefore, R&D innovation and investment take place largely in coun-
tries ranked high on the list of ease of doing business, while a weak institu-
tional framework for business is associated with low investment in R&D (Box 
1). In other words, the innovation pioneers and managers who know how to 
manage R&D and innovation processes cannot afford to spend one in five of 
their hours working on government regulations - that is not in their nature. 

This finding is crucial to development. Namely, Croatia has recently been show-
ing two weaknesses in its development. First, it ‘converges’ slowly – it is relative-
ly lagging behind other countries of New Europe that are speedily closing down 
to European development and living standards. Second, Croatia is failing to re-
tain its citizens, especially the young ones and those eager for a challenge, and is 
failing to attract others who might initiate development. The question arises 
about how to prevent emigration, encourage repatriation, and along with it, at-
tract people who may contribute to Croatia’s development, and how to accelerate 
convergence – how to reach the development average of the European Union?

The answer is generally known: competitiveness. A better use of opportunities 
in the single market that opened up after EU entry, and investment in inno-
vation, research and development, with the aim of modernising the economic 
structure by creating products and services with higher content of added val-
ue. This will accelerate growth, modernise the economy, boost competitive-
ness, productivity, and living standard. Croatia will join the club of the most 
developed countries in Europe and the world if it transforms from an efficien-
cy-based economy, where it leads not, into an innovation-based economy. But 
how does one get there?

There exists no key factor or only one possible track. The conditions are com-
plex: they include the features of the education system and labour market, the 
functioning of the political system, trust between individuals, and key social 
actors. Development is also influenced by ‘soft factors’ – cultural factors such 
as risk preferences, assuming leadership, and accountability. Not all of those 
areas can be covered in this White Book. However, we may highlight the pre-
conditions we consider crucial to achieving the development vision.

The first and foremost precondition has been met: after entering the EU, for-
mal barriers to trade and investment have been toppled. Preconditions have 
been created to benefit from the opportunities of the EU single market, with 

The waste of 
time reduces 
business speed, 
innovation and 
competitiveness, 
leading to fewer 
quality jobs.
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nearly 450 million consumers (after Brexit). However, other preconditions re-
main, including the creation of a tax system whose burdens are commensurate 
with the achieved level of economic development and the provision of efficient 
institutions that regulate business.

Box 1: EASE OF DOING BUSINESS AND RESEARCH AND DEVELOPMENT (R&D)

The figure shows data for 82 countries for which a ratio can be found in World 
Bank databases between R&D expenses and GDP, as well as ranking in the 
2020 Doing Business. The ratio shows the link between the ease of doing busi-
ness and the investments in R&D (2016). A better ranking on the global scale 
(lower position on the y-axis means better ranking) is associated with higher 
investment in R&D (right shift on x axis). The deviations from the curve are 
not negligible, while the correlation is medium strong. The deviations are part-
ly due to the shifts of less developed countries such as Georgia and N. Mace-
donia, whose reforms to the business framework have made them step up in 
the Doing Business ranking, but at the same time, they did not increase invest-
ments in R&D. The experience of these countries is not relevant for Croatia, 
because they are less developed. A much more important piece of information 
for Croatia is that nearly all of the countries that have a R&D expenses ratio 
higher than 2% of GDP, which is about twice that of Croatia’s ratio and should 
be Croatia’s goal, are ranked around 40th or better at the global scale of the ease 
of doing business (Croatia is 51st). Croatia should strive to enter the top 40 and 
then the top 30 countries in the world on the Doing Business ranking.

R² = 0.4612
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The exception to the rule is Belgium, which is ranked 46th. The country’s busi-
ness tradition and participation in previous industrial revolutions compensate 
for the weaknesses arising from excessive bureaucracy of business regulatory 
framework. On the other hand, the examples of Georgia and N. Macedonia 
show that the ratio shown is not a simple ratio that could be interpreted so that 
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each enhancement in the ease of doing business would quickly translate into 
increased investment in R&D. Finally, the only two countries that invest more 
than 4% of GDP in R&D differ much in terms of the ease of doing business – 
Israel is ranked 35th but South Korea is 5th on the Doing Business 2020. Despite 
the aforementioned reserves due to data dispersion, it is the fact that almost all 
countries that invest significant resources in research and development have a 
very good or excellent business climate and regulatory institutions.

Effective institutions encourage competition of equals on the market and en-
sure the swift and predictable functioning of the state institutions governing 
investment and operational business processes. Such institutions function in 
a fair way: they prevent preferential treatment and provide equal opportuni-
ties while concurrently speeding up business processes. Ultimately, efficient 
institutions make the business framework predictable, and free up time for 
creation by managers and talented individuals. Croatia needs to awaken its 
ambition to climb to the roof of New Europe when it comes to the creation 
of such institutions; it must not settle with a place at the bottom. This White 
Book presents some suggestions on how to achieve that goal.

The first chapter discusses the general significance of foreign direct invest-
ments and their importance for the processes of innovation, research, and de-
velopment. The second chapter shows tax system elements that need reform for 
Croatia to transform into a competitive economy. The third chapter is dedicat-
ed to business speed and predictability. Some of the indicators in the World 
Bank’s Doing Business system unveil Croatia’s position versus other New Eu-
rope countries (the EU-11) by the criterion of the speed of administrative pro-
cesses. Given that the concept of the speed of doing business and the predicta-
bility is wider than the speed of administrative procedures, the central chapter 
entitled Competitiveness Has No Alternative, discusses measured aspects of 
institutions’ functioning – corruption, public procurement procedures, and 
the responsibility for timely decision-making, i.e. public administration re-
form. The concluding chapter gives recommendations.

The reforms should 
awaken the historic 
ambition to join the 
development leaders 
of New Europe: 
Czechia, Estonia 
and Slovenia.
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Foreign direct investment, 
research, and development
The countries of Central Europe and the Baltic (New Europe) have used the 
past two decades to transform their economies, particularly their export sec-
tors. A number of new companies, industries, and products have emerged. 
Foreign Direct Investments (FDI) played a key role in this.

It is difficult to accurately measure the effect of FDIs. Foreign direct invest-
ments were combined  with international integration – the opening up of ac-
cess to the European Union’s large market and numerous reforms, including 
better, clearer, and internationally harmonized rules; public administration 
reforms to increase efficiency through digitalisation and speed of response; 
privatisation of state-owned enterprises; reforms of judicial systems; setting 
up of relatively simple and moderately burdensome tax systems, and education 
reform. Those are but a few of the major changes in the past three decades. In 
such a complex mix of impacts, it is impossible to isolate the impact of any sin-
gle factor; however, within well-set overall policies, FDIs encourage economic 
growth and investments in research and development. 

Table 1 shows the case of Baltic countries, where the winner in attracting FDI 
– Estonia – also leads in investments in R&D ahead of its neighbours Lithua-
nia and Latvia. The Czech Republic has reached a relatively high stock of FDIs 
and a relatively high intensity of investments in R&D, similar to Hungary.

Table 1. FDI, R&D and the level of economic development
R&D in % 
GDP by 

2018.

FDI stock 
in % of 
GDP by 

2018

Real GDP per 
capita in % of EU 

2018 average

Doing Business 
ranking 2020

Export of 
goods and 

services in % 
of GDP

Slovenia 2.0 35.3 87 37. 85.4

Czechia 1.7 63.0 91 41. 78.4

Estonia 1.3 92.6 82 18. 74.3

Hungary 1.2 57.0 71 52. 84.9

Poland 1.0 46.6 70 40. 55.6

Croatia 0.9 74.4 63 51. 50.5

Slovakia 0.8 57.1 73 45. 96.1

Bulgaria 0.8 88.1 51 61. 66.9

Lithuania 0.7 58.1 80 11. 75.6

Rommania 0.5 44.9 65 55. 41.6

Latvia 0.4 57.0 69 19. 61.3

Source: Eurostat, UNCTAD, World Bank
Doing Business and World Development indicators for export ratio, the latest data)

The experiences of other countries are different, because, as already said, there 
are no easy links in the ratios shown. Slovakia and Romania have a lower FDI/
GDP ratio, but focused investments in the automobile industry have signif-
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icantly raised the level of development through efficiency, although without 
significant investments in R&D.

It is similar in Bulgaria, where somewhat more significant relying on FDI 
emerged coupled with economic growth (Figure 1). However, that was growth 
based on efficiency, rather than innovation. In Slovakia (a few years earlier), 
Bulgaria, and Romania, FDIs was attracted because of cost competitiveness, 
which is reflected in the fact that these countries are not particularly well 
ranked on the ease of Doing Business scale. This means that quality institutions 
were not crucial in comparison with low costs (in particular labour costs) and 
low tax burdens. Slovenia, on the other hand, is an example of an economy with 
mature development and proportional tax burdens that has for many years 
been sufficiently close to the average development level in the EU and is a leader  
by investments in R&D (Table 1). However, a major speeding up of growth in 
that neighbouring country over the past few years came about in combination 
with a significant rise in FDIs (as shown in Figure 2, while Figure 1 shows that 
Slovenia has converged faster toward the European average in 2015-2018 than 
in a much longer previous period 2001-2014). Slovenia is ranked 37th on the 
Doing Business scale, which means it belongs to a group of countries where we 
expect significant investments in R&D if they are at a relatively high level of 
economic development with a stimulating business environment (Box 1). 

Lithuania and Latvia also have some particularities: although the FDI/GDP 
ratio in these countries is relatively modest given the market size (with higher 
ratio expected in smaller countries), the two Baltic countries have succeeded 
in combining convergence (rapid economic growth) and a very good business 
climate. Lithuania is ranked 11th and Latvia 19th on the Doing Business scale 
(Table 1). This has allowed these countries a rapid convergence (Figure 1) with-
out significant investments in R&D. 

In these comparisons, Croatia emerges as a country with relatively low invest-
ments in R&D and a weak business climate, which means it has no advantage 
whatsoever (either R&D or good business climate or cost competitiveness), let 
alone all three as Estonia.

Experience from Bulgaria, Romania, and Slovakia shows that the benefits of 
European integration can come up without any particular investment in R&D 
and a good business climate if the country can build up competitiveness on the 
cost advantages that attract FDIs. However, Slovakia’s experience over the past 
few years has shown that the development model based on cost efficiency en-
counters limitations (see divergence of Slovakia in 2015-2018 on Figure 1). The 
limitations appear at the level of Slovakia’s development today (at about 75% of 
the EU average by real income per capita). Hungary and Poland only partially 
befit such template, as they have better business climate and higher invest-
ments in R&D than those three countries. The Czech Republic and Estonia 
have both R&D and FDI as well as a solid or excellent business climate, while 
Lithuania and Latvia play only one card – an excellent business climate (they 
lack higher FDI and R&D). Besides relatively high foreign direct investments, 
Croatia has no other visible advantages – be it for particular cost competitive-
ness, a quality business environment, or R&D.

Economic policy 
should encourage 
investment that 
leads to innovation, 
not just efficiency 
gains; ease of 
doing business is 
a necessary but 
not a sufficient 
condition for this.

Croatia does not 
have an innovative 
economy. There is 
also no particular 
cost advantage. 
The combination 
of investing in new 
technologies and 
institutional reforms 
can put Croatia back 
on the investment 
map of Europe.



11

COMPETITIVENESS HAS NO ALTERNATIVE

Figure 1: How did New Europe countries converge: the number of percentage 
points they came closer to the EU average development level from 2000 to 2018.
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Figure 2: Change in the stock of FDI to GDP 2007 - 2018
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It would be wrong to assume that the problem in the case of Croatia comes 
down to a shortcoming of new industrial FDIs (the thesis of “no new factories 
on green fields”). Of 31.3 billion euros in foreign direct investments in the 
period of 1993 to 2018, about 6.6 billion or 21% went to agriculture and manu-
facturing industries (Figure 3). The relatively low percentage is a consequence 
of the combination of late EU entry and a relative development of the service 
sector which puts pressure on costs and salaries. Croatia has missed the wave 
of industrial greenfield investments, which has emerged across New Europe 
in combination with the entry of new members in the EU in the early 2000s, 
and was reinforced by geographical proximity to Germany and the shifting of 
international trade toward Western Europe. The process was mostly instigated 
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by cost attractiveness, above all by low nominal labour costs. It is therefore 
worth reiterating: investments driven by cost advantages do not guarantee the 
transformation of an efficiency-based economy into an innovation-based econ-
omy that generates production with a higher content of added value, conducts 
research, experiments, undertakes risks, and innovates. The low-cost growth 
model has also been shown to be no guarantee of the excellence of institutions 
regulating the business environment (Slovakia, especially Romania, Bulgaria).

Figure 3: FDI structure in % of GDP by 2018
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If playing the card of cost attractiveness is no longer an option (because the 
times for such development strategy are long gone), a greater sectorial diversi-
fication of FDI can be interpreted as a potential advantage for Croatia. There 
are three reasons for it:

1. Modern reindustrialisation means services. Plants no longer bring 
new jobs as they are becoming more robotic and/or moving to Asia, followed by 
Africa in the next long development cycle. Jobs and higher added value create 
services and knowledge, which also includes industry-induced services such as 
warehousing, transport, distribution and logistics, marketing, media, design 
and product design, IT support and communication, education, consulting, 
research and development, engineering, maintenance, ancillary services, re-
search and development, and similar. More FDI in these activities will mean 
faster transformation into a modern and developed economy and society.

2. The knowledge relevant for economy does exist and is valued only 
within the international framework. Foreign direct investments facilitate in-
ternational transfer of practical knowledge.
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3. Speed of knowledge transfer and application requires speed of in-
stitutional framework. Unless attracted by natural resources (rent) or purely 
by cost attractiveness, foreign direct investments create pressure toward in-
creasing the ease of doing business or the speed of an administration’s de-
cision-making. Thus, FDIs also benefit local investments and have a broader 
development value. Reforms that speed up entire society can free up time for 
innovation, research, development, and facilitate the employment of workers 
who do not have sophisticated expertise (as not all or the majority can be em-
ployed in highly sophisticated professional jobs). A significant improvement 
in the business framework fits the following principle: if space is limited for 
attractive costs, then cost efficiency should be improved by reducing the cost 
of regulation and cost of wasted time – increasing the speed of business.

Institutional 
competitiveness 

(speed)

Creativity, 
innovations, 

new 
technologies, 
investment in 

R&D

Cost 
competitiveness

Development implies flow in this circuit. A country can develop rapidly in one period on the 
basis of one or two factors, but only the combination of all three factors of competitiveness can 

ensure the permanent attainment of the highest levels of economic and social development.

COVID-19

The pandemic has generated a severe negative impact on all economic process-
es, including private investment. Processes have been slowed or delayed for 
well-known reasons unrelated to costs or institutional weaknesses. However, 
the recovery from the COVID-19 crisis, which is likely to be slower than ini-
tially expected, will depend on the attractiveness of individual countries, loca-
tions, and industries in the post-crisis period, when competition will intensify 
to attract investment.

A very rapid increase in public debt, due to a justified fiscal response to the 
outbreak of the crisis, will in the medium-term lead to a reduced capacity of 
the public sector to pursue expansive fiscal policy. On the other hand, the need 
for public spending will not decrease. On the contrary, it will increase to the 
extent necessary to mitigate the socio-economic consequences of the crisis, 
arising in the form of growing inequalities and declining social standards.

Two sources will be able to compensate for the narrowed fiscal capacity, with 
both requiring strong improvement in the quality of policies. First are EU 
funds and programs. They need to be targeted so as to produce a direct effect 
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on a lasting increase in competitiveness and productivity. This implies greater 
involvement of private entrepreneurs and investors in the design and imple-
mentation of EU programs. Public goods such as schools, hospitals, water sup-
ply, lighting, and promenades are very important, but people’s lives primarily 
depend on jobs, wages and productivity. If we do not want public goods that 
will have no one to use and maintain them, a more significant participation in 
EU programs should be enabled for entrepreneurs who create sustainable jobs.

Public sector reform is another source that can compensate for narrowed fiscal 
capacity. In Croatia, there is much room for efficiency and fiscal prudence 
while maintaining the existing or increased public service coverage and qual-
ity. The current crisis will disable any possibility of retaining the bottlenecks of 
inefficiency, presenting the public sector with the ultimate challenge to achiev-
ing efficiency. During lockdowns, the crisis showed how a range of public ser-
vices can be set up online, which is just one example of how a crisis can be 
turned into an opportunity. The developmental moment allows for no such 
opportunity to be missed again. The needs for change have accumulated to 
reach a tipping point where, even with the inclusion of assistance from EU 
funds, it will be difficult to reconcile the conflicting goals of increased public 
spending, control of public debt, and tax and other relief.

The COVID-19 crisis in a broader sense could prove to be a historical turning 
point similar to the fall of the Berlin Wall and the global financial and eco-
nomic crisis of 2008/2009. In some countries, policies following these events 
have shown maturity in the face of challenges, taking advantage of the oppor-
tunities presented, while some societies have entered long periods of absolute 
or relative stagnation or decline after turning points, without finding an an-
swer to the challenges. Croatia will seize the opportunity that will open up af-
ter the pandemic if it starts an accelerated transformation into an efficient and 
innovative society that encourages and rewards success in a fair social game, 
one guaranteed by just and efficient institutions. In this sense, the COVID-19 
crisis does not reveal any new, hidden weaknesses of the economy and society; 
it does not require a radical turn in strategies and policies; it requires swift and 
thorough action to address weaknesses that have been known for some time.

Before we focus below on the connection between administrative efficiency, 
costs of time lost, and the speed of doing business, we will first focus on the 
economic segment that has a direct impact on cost competitiveness – the tax 
system. Croatia cannot use low costs of labour to build cost competitiveness in 
modern economy. The price of capital has already largely converged towards 
the price of capital in other European countries. The tax system is an area 
where there are still certain reserves to be utilised.

The speed of 
recovery from 
COVID-19 will 
depend on the 
investment 
attractiveness of 
individual countries. 
Quality reforms in 
the coming period 
may compensate 
for the narrowed 
fiscal capacity.
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Taxes and other burdens: 
focusing on people
Internationalisation and modernisation (acceleration) of the Croatian econo-
my will be implemented by people. Capital flows where there are people and 
ideas. However, Croatia has no people. It is losing them to emigration. The 
problem is also bubbling as Croatia is unable to attract other people whose en-
trepreneurial spirit, innovation, and energy could contribute to competitive-
ness. Therefore, if competitiveness has no alternative, the current concept of 
the state budget with the largely set (and growing) expenditure side should be 
subordinated to the main development objective: stopping emigration, repat-
riating the diaspora, and attracting other people who can speed up Croatian 
development. The principle of disciplined public expenditure control opens up 
room for deeper reflection on the revenue side, with the aim to bring back and 
attract people.

Even though the high general VAT rate (25%) is often shown as the main prob-
lem of the Croatian tax system, it should be recalled that it has become the 
third highest in the EU through two increases in 2009 (by 1 percentage point) 
and 2012 (by 2 points). These were owed to slow economic growth, macroe-
conomic imbalances and the prevailing political and economic structure that 
has been distracting attention from overall development issues. Attention was 
guided towards budget expenditure. 

At the time of the first and the second waves of the crisis, in 2009 and 2012 re-
spectively, such a policy hindered a good response to the crisis: the budget was 
being “saved” by increasing the overall VAT rate, which is the most abundant 
public revenue. However, the budget and the tax system should be subordinat-
ed to the response of how to retain, support, develop, and attract people who 
will create new entrepreneurial and working contributions that will ensure 
three things: (a) prevent fiscal history, where the post-2008 deficit exploded, 
from repeating, (b) to create conditions for future reduction of the overall 
VAT rate, and (c) to draw Croatia out of the trap of having the highest burden 
among New Europe countries (Figure 4).

The fact that Croatia persistently has the highest ratio of general government 
revenues and GDP in New Europe is of particular concern, because the data in 
Figure 4 are shown for the period of economic growth during which tax reform 
was conducted. The reform failed to reduce the public revenues to GDP ratio. 
Comparison of the burdens and the level of economic development (Figure 5) 
shows how disproportionate the burden of the state sector is in Croatia, when 
compared to the level of economic development. Countries that deviate above 
the curve in Figure 5 have burdens higher than expected, given the real GDP per 
capita. The link is simple, it is not narrow and therefore cannot be interpreted as 
a causal link (because relations are much more complex), which is why vertical 
difference of the points above the curve cannot be technically interpreted as a 
desirable correction of the general revenues to GDP ratio (in Croatia, it would 
amount to about 6% of GDP or nearly HRK 25 billion - see the big dot). But the 

Capital flows 
where there are 
people and ideas. 
Tax system should 
support creativity 
and growth.
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ratios shown and Croatia’s position should be interpreted as a harsh indicator of 
the relative or actual weight of the burdens. The deviation shown is a sign of the 
tax system’s negative impact on Croatia’s international competitiveness

Figure 4: General government revenues in % of GDP 2016-2018
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Figure 5: General government revenues in % of GDP vs. real GDP per capita in 2018
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Therefore, VAT should be lowered once preconditions are created. Being an 
indirect tax, VAT has less impact on investments and growth than direct taxes 
on labour and capital, whilst being the most important source of state funding. 
VAT does not affect exports. That is why the tax system should be modified 
before the VAT rate is reduced, so that lower taxes and contributions on labour 
and taxes on capital can boost investment, growth and employment. Direct 
taxes can be lowered without this being too stressful for the budget – a small 
fiscal effort can achieve a positive impact on growth and employment.

Tax reforms need 
to focus on direct 
taxes because 
they have a 
stronger impact 
on investment 
than VAT.
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Personal income tax and contributions

The emigration of productive people, coupled with an aging population, are 
the reasons for pension and health insurance contributions remaining sac-
rosanct. Minor modifications through the correction of the narrowing of the 
taxable base for contributions are always possible, if reforms are implement-
ed on the expenditure side. However, the in-depth structural problems in the 
pension and healthcare systems are not promising of any permanent cuts in 
contributions within a reasonable timeframe. Hence the crucial importance of 
income tax: the comparison of the main parameters of personal income tax in 
EU Member States from New Europe shows that Croatia’s income tax system 
is complicated and progressive because the tax burden is relatively higher for 
people with higher incomes. This diverts talents and top managers from par-
ticipating in the ventures of high added value, where highly paid people par-
ticipate (Table 2): Croatia’s lower tax rate is above the flat rate of the countries 
of New Europe. Among the countries with marginal tax rates, only Slovenia 
has comparable progressivity, but due to Croatian surcharge taxes, Slovenian 
progressivity is stronger only in the highest bracket, above the annual income 
of 71 thousand euro. However, Slovenia has reached a much higher level of 
development, which allows for easier taking of the highest tax burden.

Table 2: Personal income tax rates in the countries of New Europe 2020*

Member State Rate Tax bracket (annual  
personal income)* Surcharge tax Deductions

Bulgaria 15 %

Czech Republic 15 % 7 % Yes

Croatia* 24 %
36 %

Up to € 48,228
Above € 48,228 Up to 18 % Yes

Estonia 20 %

Hungary 15 %

Lithuania 20 %
27 %

Up to € 136,344 €
Above € 136,344 €

Latvia
20 %
23 %

31.4 %

Up to € 20,004
20,004 – 62,800 €

Above € 62,800 

Poland 18 %
32 %

Up to € 20,543
Above € 20,543 Yes**

Romania 10 %

Slovakia 19 %
25 %

Up to € 36,256
Above € 36,256

Slovenia

16 %
27 %
34 %
39%
50%

Up to € 8,021
8,021 – 20,400 €
20,400 – 48,000 €
48,000 – 70,907 €
Above € 70,907

Yes

* Calculated according to the market exchange rate at the time of drawing up the 
European Commission report; ** Possibility for spouses’ joint consolidated tax return. After 

reductions of tax rates in 2021 tax burden in Croatia remained relatively high.
Source: European Commission, Taxes in Europe Database v3.
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The deductions that reduce the personal income tax base to an extent mitigate, 
but still do not alter, the essence of the conclusion deriving from Table 2: Cro-
atia is not tax-competitive. In addition, a complicated system of non-taxable 
expenditure such as some types of awards, scholarships, accommodation of 
workers, etc., with differentiated rates for young workers’ age, have created an 
unclear and complex system of personal income taxation which stifle the at-
tracting of outstanding paid professionals and talents. It can be concluded that 
the personal income tax system is one of the important causes for the lack of 
international competitiveness.

The system shown produces one more anomaly: in a world of more mobile 
and educated people, experts tend to work through their own businesses, own 
companies, management companies, and self-employment. This trend should 
be welcomed if it is a serious entrepreneurial step. But if tax optimisation is 
the main motive for getting out of larger corporations, the trend can reduce 
company competitiveness due to greater difficulties and risks of aligning oper-
ational business processes with outsourced contractors. 

Croatia needs to conduct a deep reform of the personal income tax system 
aimed at relaxation and simplification. A low flat income tax rate will attract 
talent and experts, without whom there is no attracting of sophisticated in-
vestment in research, development and new technology to transform the eco-
nomic structures towards a higher added value.

Corporate income tax

Croatia took a step forward in 2017 and 2020, when the high general corporate 
income tax rate of 20% was reduced to 18%, while a lower, 12% rate for micro 
and small enterprises was introduced in two steps – first for companies with 
annual revenues of up to HRK 3 million, and since 2020 the lower rate includes 
companies with annual income of up to HRK 7.5 million. However, the com-
parison in Table 3 shows that Poland and Lithuania also have a lower rate for 
small businesses, which is lower than in Croatia – 9% in Poland and 5% in Lith-
uania. More developed Member States from New Europe – Slovakia (21%) and 
the Czech Republic and Slovenia (19%), have a slightly higher general rate, while 
rates of 20% in Estonia and Latvia should not mislead, as they are only levied in 
the event of a profit or dividend payout. Retained earnings are not taxed.

A lower corporate income tax has proven to have a positive impact on doing 
business and investment, as it directly affects the rate of return on capital. 
Probably the most famous case of an excellent framework for attracting ven-
ture capital and large companies is Ireland – an economy that has achieved 
outstanding acceleration within the EU over the past 30 years. This was largely 
contributed to by foreign direct investments, among other reasons also attract-
ed by a low general corporate income tax rate of 12.5% as well as incentives for 
research and development.

Therefore, if Croatia wants to attract and encourage all types of investment, it 
needs to significantly reduce two corporate income tax rates and simplify the 
tax system. What needs to be simplified are complex and sometimes difficult 
to understand rules of distinction between taxable and non-taxable expendi-
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tures, which are unnecessarily detailed, down to unimportant expenditures 
which befall managers’ overall responsibility, such as business travels, vehicle 
use, and so-called representations. What must increase is the speed of tax-re-
lated administrative processes, described in detail in the following chapter. 
The recommendation primarily concerns the appropriate time lapse for re-
sponse, clarity, and the universal application of the tax administration’s opin-
ion on corporate income tax. Research and development incentives through 
the corporate income tax system require significant increase.

Whilst making the proposed tax changes, the principle to follow is the one 
highlighted in the introduction: it no longer suffices to be at the average of 
countries of New Europe; Croatia needs to be at, or near, the forefront of Cen-
tral and Eastern Europe competitiveness, which in this case refers to the tax 
aspect of competitiveness. ‘Average’ is no longer enough.

Table 3: Corporate income tax rates in the countries of New Europe 2020*

Country General corporate income tax rate Note
Bulgaria 10 %

Czech Republic 19 %
Croatia* 18 % Reduced rate 12%
Estonia 20 % Only in case of outpayments

Hungary 9 %
Lithuania 15 % Reduced rate 5%
Latvia 20 % Only in case of outpayments
Poland 19 % Reduced rate 9%

Romania 16 %
Slovakia 21 %

Slovenia 19 %
*Before changes in the tax system implemented in 2021. Source: 

European Commission, Taxes in Europe Database v3.

Parafiscal charges

Parafiscal charges are difficult to analyse. There is no single definition. The 
economy has been interwoven with sector-specific charges. The public register 
of parafiscal charges is not up-to-date. A single definition of parafiscal charges 
was proposed whilst working on the White Book (Box 2). Two case studies 
were conducted based on the methodology presented - one in a large financial 
company and the other in a small tourism business (both companies being 
members of the Foreign Investors Council). The goal was to determine the 
percentage by which the paid regular total taxes and social contributions need 
to be increased to obtain the total amount of burden which includes parafiscal 
charges. In the case of the large financial company, paid taxes and contribu-
tions had to be increased by 5.5% to obtain the full amount of charges, while 
for the small tourism company in the midst of investment cycle, taxes and 
contributions had to be increased by 79.8%.

It is no longer 
enough to be around 
average: investment 
attractiveness 
is achieved 
through visible tax 
competitiveness.
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Box 2: A ‘makeshift’ methodology for determining 
parafiscal charges in two case studies

Objective: on the basis of 2018 accounting information, to compare parafiscal 
and fiscal charges B/A

B - parafiscal charges are all payments to the state (payments to budgets and 
public authorities and agencies of various government levels) that do not fall 
under group A. For example: utility fees and contributions, various fees to 
tourism associations, monument taxes, mandatory chamber fees, Croatian 
Radio and Television levies, etc. The fees for concession agreements need to 
be included under B, but shown separately so as to see B with and without 
concession fees included.

A - taxes and contributions (payments to budgets of all levels of government 
based on all tax forms and social contributions for pension and health systems 
calculated against several gross amounts of salary).

Category A contains no payments to public authorities that are not included in 
general government budget, while category B contains all payments to author-
ities that are not included in central or local budgets, except payments such as 
utility fees that belong to local units’ revenues.

The case studies suggest two conclusions:

•  In Croatia, parafiscal charges have a major impact on company business. The 
real picture of the overall fiscal burden of business can be seen only with the 
inclusion of parafiscal charges.

•  Parafiscal charges impose rather different market positions of entrepreneurs, 
especially in different sectors. Besides depending on sectors, the differences 
in parafiscal charges also depend on business models and stages of the busi-
ness development cycle (e.g. in the phase of investment in real estate, the 
company will be heavily burdened by utility contributions).

Over the past few years, positive developments have been recorded in some 
decreased parafiscal charges and market liberalisation, thanks to the applica-
tion of the SCM method and the aligning of local legislation with the EU Ser-
vices Directive. It is necessary to determine a methodology for monitoring and 
measuring parafiscal charges, establish application support for a transparent 
and up-to-date public register, identify the most important burdens, and re-
duce them significantly with a view to strengthening the economy’s competi-
tiveness. The success of that task depends on alignment with the measures, 
described below, to increase the administrative speed of the public system.

State owned enterprises

The system, which consists of about 1,000 predominantly state-owned enter-
prises, makes up a significant part of the Croatian economy. State-owned en-
terprises operate in almost all key sectors and represent an important source 
of parafiscal charges. According to 2018 data from FINA, 1,064 state-owned 
enterprises and 423 enterprises in mixed ownership employed nearly 166,000 

Large sectoral 
differences in 
parafiscal charges, 
which are too 
high, create an 
unequal position 
of entrepreneurs 
in the market.
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workers or 17.6% of the total number of employees in the corporate sector. A 
total of about HRK 130 billion in revenue of state-owned and mixed-owner-
ship companies represented 18.7% of the total revenues of the corporate sector, 
and the share in total investments was significantly higher: 41.6%.

Obviously, this is a ramified system that is managed in a manner that does 
not instil confidence, but which has a crucial impact on the shaping of the do-
mestic market’s structure given that state-owned enterprises only sporadically 
take on the role of exporters. Periodic corruption scandals draw the general 
public’s attention to the quality of management and supervision in this sector, 
though the problem of efficiency and the wider impact on the economic struc-
ture is permanent. 

The management of state-owned enterprises needs to be depoliticised, profes-
sionalised and partly privatised in order to eliminate the danger of further 
expansion of corruption, to increase efficiency and social benefit from the op-
erations of state-owned enterprises. This can be done without sacrificing the 
public interest that is inherent to a part of state-owned enterprises. A better 
and more transparent management of this system is of the greatest public in-
terest.

Depoliticisation. Depoliticisation does not mean the deflecting of politics from 
the strategic management of state-owned enterprises. The government needs 
to clearly define public interest and ensure its implementation through super-
vision. Depoliticisation refers to operational management. Strategic manage-
ment and supervision need to remain political where there is a clear public 
interest that cannot be achieved through the private competitive market. How-
ever, even in this part of the state-owned enterprise sector, operational man-
agement needs to be detached from day-to-day party politics and be left to the 
professionals.

Professionalisation. Professional management is a universal imperative, no 
matter what the ultimate fate of a state-owned enterprise may be, depending 
on whether the public interest is identifiable. The formation of creative and 
productive teams, human resources policy that will enable the growth and 
development of human potential, the digitalisation of daily operations, growth 
in efficiency through savings, increased publicity and clearer communication, 
orientation towards a service’s users to increase their satisfaction, optimisation 
of business processes and other business techniques all represent the value cre-
ated by business professionals. A previous political career is not a qualification 
to perform this type of job. One of the indirect methods of depoliticisation and 
professionalisation is the listing of minority interest stakes on the stock ex-
change, and also in companies which the state wants to keep under its control 
because of the public interest. The listing, and the associated publicity of their 
work, will change the companies’ corporate culture and system of supervision.

Privatisation. State-owned enterprises where the public interest cannot be 
identified, most often in companies that are already operating in competitive 
markets, should be privatised. The government usually cannot provide an ad-
equate answer to the demands such as the speed   of decision-making and the 
making of adequate capital available to management. Politics can hardly su-
pervise such an extensive system of numerous enterprises.

Depoliticization, 
professionalization 
and partial 
privatization of 
state-owned 
enterprises will 
increase efficiency, 
strengthen public 
confidence and 
open up new 
opportunities 
for growth.
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The privatisation of a part of state-owned enterprises could present three more 
benefits in the circumstances in which Croatia finds itself: it can provide ad-
ditional revenues to a strained state budget, potentially attract new foreign 
investment and capital inflow on that basis, and open new investment oppor-
tunities for pension funds. As increasing economic efficacy and accelerating 
growth are the ultimate goals of the trinity of depoliticisation-professionali-
sation-privatisation, the participation of pension funds in creating and appro-
priating new value means that citizens can enjoy extra benefits on top of those 
that they will have as users of such companies’ products and services.
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Competitiveness has no 
alternative: business speed 
and predictability
Tax competitiveness is a necessary, not a sufficient, condition to achieve the 
desired level of competitiveness of national economy. If competitiveness as a 
way to achieve a higher level of development and living standard has no al-
ternative, and if Croatia has no possibilities or desire to be cost-attractive as 
a ‘cheap’ business location, the question remains – what else does the term 
‘competitiveness’ actually comprise?

Competitiveness is a complex phenomenon. For example, we will not address 
the issues of education and labour market, territorial organisation etc. (which 
does not deny the primary significance of these fields). Furthermore, we will 
discuss one crucial business concept – the speed of decision-making and invest-
ment as well as other business processes.

Highlighting process speed is not a common way of looking at growth and 
development processes. However, it is clear that achieving ambitious develop-
ment goals is linked to the speed of decision-making, investment, and business 
processes. Scientific studies that measured the average rate of people walking 
in cities have shown that the speedy ‘urban metabolism’ is associated with de-
velopment. But, our concept of speed does not refer to increasing the speed of 
life and work of people. Speed in today’s world depends on the application of 
technology, whilst technology that speeds up processes can also allow people 
to slow down their pace of living. We are interested in the possibility of achiev-
ing speed in the application of technology, which depends on the amount and 
quality of investments, knowledge, and organisation of people.

In a wider sense, speed can be linked with the concept of the ease of doing 
business as measured by the Doing Business indicator system. With these in-
dicators, a common focus is on global rankings (Table 1, Box 1), but more 
informative is the score of the ease of doing business shown in Figure 6. Al-
though the score for Croatia has been on the rise since 2016, Croatia is only 
better than Bulgaria, it is shoulder to shoulder with Hungary and Romania, 
and is lagging behind other Member States of New Europe. Croatia is not a 
competitive country for business: this needs to be changed urgently.

Details are hidden behind the total score. From the Doing Business system, 
we extracted sixteen indicators of the lowest level for the purpose of directly 
measuring business speed (Box 3). Selected indicators measure different types 
of interaction between businesses and regulatory or judicial authorities. These 
indicators give an impression of the real content and evolving of processes in 
concrete days, weeks, or years used for regulations. A clearer picture is thus 
gained of the ubiquitous presence of government and public authorities and 
state-owned enterprises in economic life through regulations, administrative 
and judicial procedures, extensive tax and similar interventions, and govern-

Institutional reforms 
need to build 
competitiveness 
based not on 
low costs but on 
business speed 
and predictability.



25

COMPETITIVENESS HAS NO ALTERNATIVE

ment expenditure – public procurement. In other words, the overall economic 
speed is set (i.e. slowed) by the rate or sluggishness of the most extensively un-
derstood public sector. Such a public sector sets the country’s overall speed and 
development. The private sector will face obstacles to its own acceleration or 
increase of competitiveness all until the public sector accelerates its operations.

Figure 6. Doing Business score
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Source: World Bank , www.doingbusiness.org

BOX 3:  INDICATORS FROM THE DOING BUSINESS SYSTEM 
THAT MEASURE SPEED DIRECTLY

1. The number of days it takes to start a business

It measures the number of days required to register a limited liability company 
of five founders with the commercial court in the capital city.

2. Time (days) required to obtain a construction permit

Number of days it takes a medium-sized construction company to obtain a 
construction permit for the construction of a two-storey warehouse of about 
1,300 m2 in the capital.

3. The number of days it takes to get connected to the electrical grid

The time it takes for 140 kVA three-phase warehouse connection from point 2 
to the electrical grid in the capital.

4. The number of days it takes to register property

The time it takes to register ownership of a decade-old warehouse to the level 
of reliability that the registered property may be used as collateral. It all hap-
pens in the capital.

5. Time in hours required for annual tax payment procedures

6. Time in hours required to comply with tax refund

7. Time in weeks required to obtain tax refund
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8. Time in hours required to comply with a corporate income tax correction

9. Time in weeks required to complete a corporate income tax correction

The tax procedure block 5-9 refers to a company with a capital 102 times in-
come per capita and income 1,050 times income per capita, which generates 
and pays out profit in the second year after having had loss in the first year, and 
the procedures that are monitored refer to taxes and mandatory contributions, 
corporate income tax and VAT.

10. Time in hours required to complete export documentation

11. Time in hours required to complete import documentation

12. Number of days for the judicial enforcement of contracts

13. Number of days to file a claim and serve the opponent

14. Number of days for court proceedings and judgment

15. Number of days to enforce judgment

The buyer alleged that the tailor-made furniture worth about 25,000 € is not 
of adequate quality and refuses to pay it. The court proceedings are being held 
before a court in the capital.

16. Number of years for insolvency proceedings

A company with 201 employees and 50 suppliers operating in the capital de-
faults on its loan and its net value is negative. An out-of-court settlement is not 
possible, proceedings are instituted under the auspices of the commercial court.

Business speed

The idea of a high importance of the speed of decision-making and business 
processes is linked to the assumption that the opportunity cost of time repre-
sents a measure for spending the most important resource – the limited time 
when business ideas remain relevant. An increased number of procedures is not 
an issue if they end fast. At the same time, the financial cost does not need to be 
an issue if it ‘buys’ speed. When an entrepreneur spots a good opportunity, the 
expected return is usually high enough to be able to bear the increased labour 
cost arising from more procedures and the direct financial cost of such a process. 
However, what even a good project can hardly take is a waste of valuable time.

Figure 7 shows that too many days are required to start a business in Croatia: 
Croatia leads a group of countries that lag behind the best practices of the Bal-
tic states, Hungary, and Slovenia. It is possible that this problem will be solved 
by introducing a new START system for digital start of businesses, which will 
affect the 2021 measurement. Figure 8 shows that the time needed to obtain 
a construction permit is slightly better than average, but Croatia lags behind 
Lithuania, Bulgaria, Estonia, and Poland.

Croatia has a solid position as the third country after Slovenia and the Czech 
Republic according to the time it takes for an undertaking to connect to the 
power grid. But the indicator’s positive impression is nullified by Croatia’s poor 

On the central 
importance of 
business speed: 
the number of 
administrative 
procedures is 
not a problem 
if they can be 
completed quickly.
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ranking by the criterion of the time needed to register property ownership. 
Croatia is ahead of Slovenia and Poland, but lagging behind eight countries of 
New Europe (Figure 10).

Figure 7. Number of days for starting a business
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Figure 8. Number of days for obtaining construction permit
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Figure 9. Number of days for connecting to electrical grid
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Figure 10. Number of days for registering real estate ownership
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Figures 11-15 refer to the tax-procedural part. They reveal an interesting situ-
ation where the overall indicator, which looks pretty solid, hides issues deep-
ly-rooted within the system. Namely, the data of an average of 206 hours a 
year to pay taxes seems solid as it ranks Croatia in the middle of the shown 
data (Figure 11). The number of hours should be decreased with the progress 
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in digitisation, but this number of hours is not alarming. A solid impression is 
enhanced by the data on the functioning of the VAT system: Croatia is at the 
very top by the short Time needed to comply with tax refund and by tax re-
fund obtaining. The VAT system works well. However, it is difficult to explain 
the opposite result when it comes to the corporate income tax system, as if it 
were not the same tax administration. The administrative part and the speed 
of response and decision-making of the tax administration (which also refers 
to other questions regarding corporate income tax, such as changes to pre-
payment and giving opinions) require urgent alteration. This segment of tax 
administration is currently not competitive at all: Croatia is by far the worst 
among comparable countries.

Figure 11. Number of hours required for tax payments annualy
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Figure 12. Number of days for filing VAT tax refund
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Figure 13. Number of weeks required for realization of VAT tax refund
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Figure 14. Number of hours required for filing request for 
correction of corporate income tax application
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The slowness of 
procedures in the 
tax system is most 
pronounced in the 
case of corporate 
income tax.
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Figure 15. Number of weeks required for realization of 
correction of corporate income tax application
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The time needed to complete the export and import documentation is not 
shown, as no issues have been recorded in that process after entry into the EU. 
In all EU Member States, results are similar and imply a very small spending 
of time, which does not affect differences in competitiveness.

Following are judiciary indicators. Figures 16-19 show the average time spent 
in different areas of a litigation between two entrepreneurs over delivery of 
goods. By the total number of days for a court proceeding, Croatia leads the 
lower half of the ranking. This means there is significant space for speeding 
up the process (Figure 16). Similar to the field of taxes, there are better and 
worse parts of the process: Croatia scores solid by the time needed to bring 
and defend a claim (Figure 17) and to carry out litigation and render court 
decision (Figure 18), but it ranks very badly by the Time needed to enforce the 
judgment rendered (Figure 19).

Figure 16. Number of days required for judicial contract enforcement
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Figure 17. Number of days required for filing a court case
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Croatia still lags 
behind in the time 
it takes to register 
property ownership 
in the capital. 
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Figure 18. Number of days required for process and judgement
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Figure 19. Number of days required for enforcement of judicial decision)
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Figure 20. Number of years required for completion of insolvency procedure

0.0
2.0
4.0
6.0

Bu
lg

ar
ia

Cz
ec

hi
a

Es
to

ni
a

Cr
oa

�a

Hu
ng

ar
y

La
tv

ia

Li
th

ua
ni

a

Po
la

nd

Ro
m

an
ia

Sl
ov

en
ia

Sl
ov

ak
ia

Slow insolvency proceedings (Figure 20) are a well-known fact. That was also 
one of the reasons for adopting the so-called Lex Agrokor. This field is a special 
problem, as it slows down the reallocation of capital and employees into more 
productive economic projects, reduces the possibility of fair debt collection by 
creditors, erodes trust in institutions, and dramatically slows down economic 
processes, making them unpredictable when any issues come to the fore in a 
company’s business.

Calculating the overall index of business speed based on the indicators shown 
does not make much sense, as Croatia’s position varies greatly and the average 
would covert important information about critical areas identified by simple 
comparisons:

The administrative speed in the corporate income tax system is very low. It 
needs to be sped up urgently.

It is necessary to speed up the enforcement of all types of court decisions, to 
shorten court proceedings, especially the enforcement of court decisions.

It is necessary to significantly speed up the implementation of insolvency law.

Speed, justice, and judiciary

The issues of the judiciary are much wider than the phenomena measured by 
indicators of speed. It is well known that speed cannot be the only criterion in 
the judiciary, but it must not be overlooked either. It is ideal to have a fast (ef-
ficient) judiciary that renders well-reasoned decisions for which both the win-

Priorities: 
speeding up the 
implementation 
of court decisions 
and insolvency 
proceedings.
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ning and the losing parties can find a footing in clear and fair rules after they 
have been given the opportunity to make arguments and have a substantive lit-
igation before the court. However, the rule of law indicator for Croatia from the 
World Bank’s system of indicators of public governance quality (Worldwide 
Governance Indicators) shows a poor result, which raises particular concern:

Figure 21: Rule of law indicator in 2018 (from -2 to 2)
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Croatian entrepreneurs are particularly worried by the administrative pro-
ceedings and the Administrative Court, where litigations are held between 
regulators and entrepreneurs. These include tax disputes. The tendency, if 
there is one, of an a priori protection of the administration – regulator, is not 
a good path, although sometimes it is an inevitable outcome due to poorly 
drafted regulations that allow for broad interpretation. The rule of law implies 
a high quality (clarity) of regulations and an equal position of administra-
tion-regulator and entrepreneurs (and of course citizens) before the court. This 
is the most important element of predictability of an institutional framework. 
The question is raised whether the problems in this segment are linked to one 
of the major indicators of the World Economic Forum. This institution uses an 
indicator called the efficiency of legal framework in challenging regulations 
and is placed in the column of checks and balances indicators, which is the 
very core of the rule of law. Figure 22 speaks for itself and calls for urgent re-
form, as Croatia is at the bottom of New Europe by the efficiency of the legal 
framework in challenging regulations.

The greatest 
weakness is shown 
in the part of the 
judicial system that 
serves to review 
the decisions of 
administrative 
regulators.
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Figure 22: Score for the efficiency of legal framework 
in challenging regulations (max=7)
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Speed of public procurement and corruption

The Croatian public procurement market is one of the relatively largest in New 
Europe as measured by the percentage of GDP. HRK 46.6 billion, which was 
the value of public procurement procedures in 2018, represents around 12% 
of GDP. The amount has been increasing both in absolute and relative terms 
every year. The quality of public procurement procedures therefore has a mac-
roeconomic and developmental significance.

Essential for the quality and effects of public procurement procedures are 
speed and predictability, i.e. transparency. Speed and transparency diminish 
corruption and good controls completely rule it out. Although there are no 
reliable and up-to-date indicators for international comparisons of public pro-
curement, entrepreneurs’ experiences suggest that these processes in Croatia 
are often slow, insufficiently transparent, and sometimes conducted on the ba-
sis of insufficiently precise and professional documentation. Accelerating the 
process whilst increasing the quality of procedures is one of the more impor-
tant development priorities.

Corruption or suspected corruption is a particular problem that goes beyond 
public procurement. Corruption has a very negative impact on economic 
growth and development: it slows down economic processes and makes them 
more expensive, puts market participants in an unequal position, and erodes 
trust in institutions. Particularly worrying is the result of a survey among en-
trepreneurs, which the Croatian Employers’ Association presented in late 2019. 
Survey results showed that entrepreneurs’ perception of how widespread cor-
ruption is in Croatia – is growing. Implementation of the programmes of zero 
tolerance for corruption need to be among the priorities of government and 
other public authorities in Croatia.

Fighting corruption 
and improving the 
public procurement 
system should 
be a priority of 
institutional reforms.
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Transparency International 2019 Corruption Perceptions Index also registered 
a slight deterioration of the situation related to corruption as compared to pre-
vious years..

Figure 23: Transparency International’ Corruption Perceptions Index
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Source: Transparency International

The Index once again showed Croatia’s poor position compared to other coun-
tries in the comparable group (Figure 23): only Romania, Hungary, and Bul-
garia have recorded higher perception of corruption than Croatia. Therefore, in 
addition to the high level of corruption, we have a worsening of its perception.

Speed and accountability of public sector employees

Corruption has yet another undesirable effect that directly slows down eco-
nomic processes. Most public servants and officials are honest and profession-
al people who are just as dissatisfied with corruption and the inefficient system 
as the vast majority of citizens and entrepreneurs. Because they make decisions 
in the public sector, they are exposed to suspicion and possible corruption 
claims. They will do anything not to enter the zone of suspicion. Given that the 
speed of decision-making and proceedings can raise suspicion or accusations 
of preferential treatment, the avoidance of fast proceedings and accountability 
through delaying decisions and waiting for a favourable decision-making mo-
ment or circumstances become a tacit rule of conduct in public administra-
tion. The problem often appears in public procurement procedures of signifi-
cant value, but exceeds their importance. The administration should therefore 
be reformed by implementing coordinated zero tolerance measures against 
corruption and rewarding decision-making speed and accountability. In addi-
tion, the cleverly designed ‘silence means consent’ programme needs to be ex-
panded with sector-different, but strictly set, deadlines for response and deci-
sion-making. The principles of the programme are simple: if a public decision 
is not made after the prescribed deadlines, it will be considered positive. The 
introduction of such a rule in the process of granting construction permits has 
started to produce results and the measure should be extended to all adminis-
trative procedures. These reforms need to be accompanied by expanding and 

Administrative 
reforms should 
encourage officials 
to make faster 
decisions, introduce 
a more ambitious 
“silence is consent” 
program and a “2 for 
1” program, which 
accompanies the 
introduction of a 
new regulation by 
repealing a number 
of old regulations.
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more ambitious implementation of action plans for administrative disburden-
ing and market liberalisation. Also proposed is the introduction of the princi-
ple of abolishing two old regulations if a new one is adopted.
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Conclusion: one objective 
and five recommendations
This year’s White Book did not address the demanding and crucial areas of 
education, labour and capital markets, the pension and health systems, and 
the country’s territorial organisation. Those topics were ‘sacrificed’ in order to 
focus on a clear objective and a small number of specific measures that can be 
implemented immediately, with confidence that they will increase the compet-
itiveness of Croatian society and economy and accelerate economic growth.

The main message of the 2020 White Book reads: if Croatia wants to speed 
up development, stop emigration, stimulate repatriation, and attract people 
who can contribute to the development of the country with ideas, capital, and 
personal productivity, then competition has no alternative. The speed of deci-
sion-making and of investment and business processes is an essential compo-
nent of competitiveness. Putting business speed in the forefront is derived from 
the fact that time consumption is a measure of spending the most important 
resource – limited time in which business ideas remain relevant. A good busi-
ness project that makes new jobs whilst raising productivity can keep up with 
even a higher number of procedures and some additional costs, only if it does 
not have to put up with the highest cost – administration-driven sluggishness.

Accelerating the country’s business life needs to become a major measure of 
increasing competitiveness. Croatia cannot be a business destination that at-
tracts investments by low costs such as cheap labour. In addition to the overall 
acceleration of processes and procedures, cost position versus other countries 
needs to be improved by a tax reform aimed at establishing international tax 
competitiveness. Thus, the first recommendation is:

1 Improving international tax competitiveness

International tax competitiveness of the Croatian economy can be established 
by introducing a flat and low personal income tax rate, lowering the corporate 
income tax rate, increasing tax reliefs for research and development expendi-
ture, and removing most parafiscal charges.

Strict control over the expenditure side of the budget is a prerequisite for re-
alising this recommendation. In the area of removal of parafiscal charges, it 
is necessary to establish a single methodology for monitoring and measuring 
parafiscal charges, to establish application support for a transparent and up-
to-date public register, identify the most important burdens, and reduce them 
substantially with the aim of strengthening the economy’s competitiveness. 
The procedures for removal of parafiscal charges need to be aligned with the 
procedures for accelerating business operations, as described in the second 
and third recommendations.
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2 Acceleration of administrative 
and judicial procedures

Acceleration of tax administration in profit taxation, shortening the imple-
mentation of court decisions and court proceedings in general, with an em-
phasis on insolvency proceedings, is only the first set of ‘emergency measures’ 
on the road to speeding up business processes. Foreign Investors Council in 
Croatia advocates the affirmation of the concept of business speed, which 
partly depends on the speed of procedures in the public sector, in order to free 
up time for creativity, investment in research and development, learning and 
faster investment, and job creation. Croatia lacks economic dynamism, and 
the slowness of procedures and decisions is one of the main reasons for the 
prevailing inertia and reluctance to change. Recommendation No. 5 - Public 
Administration Reform - can be based on the concept of speed and digitiza-
tion of procedures, with the addition of other measures explained in the rec-
ommendations below.

3 Strengthening the rule of law

The general strengthening of the rule of law should be translated into a 
strengthening of the legal framework for challenging regulations. The anal-
ysis of business speed has revealed major differences in tax administration’s 
procedures, wherein long and complicated profit taxation procedures prove to 
be critical in international comparison. Court proceedings are generally slow, 
but the most important factor of slowness is the enforcement of the decisions 
rendered. It is well known that the implementation of insolvency law has for 
decades been the cancer in the tissue of commercial judiciary. This analysis 
has shown another important problem: potential inequality and the inability 
of entrepreneurs in challenging regulations, i.e. the decisions of administrative 
regulators. The position of the two parties should be brought into balance, in 
accordance with the principles of the rule of law.

4 Accelerating public procurement 
and the fight against corruption

Improving (accelerating) public procurement procedures and strengthening 
the fight against corruption, perception of which is deteriorating again, are 
the next priority. Implementation of the measures will not be possible without 
a wider framework of public administration reform. That reform needs to in-
clude increased personal responsibility of officials and public servants. Their 
speed of decision-making and implementing procedures needs to be adequate-
ly rewarded, but within a more stringent governance framework. 
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5 Public administration reform

Personal accountability of officials and public servants needs to be increased, 
and the speed of decision-making and acting should be rewarded within the 
ambitious implementation of the ‘silence means consent’ programme, includ-
ing the principle of abolishing two old regulations when adopting a new one. 
The existing action plans for removal of obstacles and market liberalisation 
need to be expanded and implemented more ambitiously.

Finally, we regretfully conclude that we fear the answer to whether or not an 
ambitious goal of accelerating growth through modernisation of the econom-
ic structure and orientation towards research, development, innovation, and 
industries of higher added value can be realised in Croatia. Experience so far 
suggests a negative answer. However, we believe that a focused and coordi-
nated programme can stop emigration, attract people and raise the level of 
development. It is clear that the five proposed measures, in spite of their focus 
and harmony, will not be enough to see research centres and technological 
parks open up across the country. To that extent, the proposed measures do 
not guarantee transformation, but they do create an opportunity. It is an op-
portunity for Croatia to truly change, in combination with other measures. 

Real change requires a change of the social paradigm. This refers to how the 
public sector functions in the general sense, and it also includes the politi-
cal system. To fully understand the position we are currently in, it suffices to 
look at some of the indicators presented in this White Book and ask ourselves: 
why does Croatia compare itself with former socialist countries that have since 
become EU members, when these comparisons mostly show average or be-
low-average results? The voices of those doubting the benefits of such indica-
tors are becoming louder. They reiterate that competitiveness has been perma-
nently lost and what remains are comparisons with Bulgaria, Greece, and the 
remaining part of Southeast Europe that has not yet joined the European Un-
ion. Society has been permeated by the philosophy of reconciliation with the 
status quo and striving to define ‘success’ by setting the bar lower and lower. 
But our message is different: do people in Croatia want to achieve the devel-
opment goal described in this document? Why wouldn’t Croatia be ranked on 
the left side of international comparison charts, the space reserved for the best 
in Central and Eastern Europe? In twenty years, why wouldn’t we compare 
Croatia with the Netherlands and Germany instead of the Czech Republic and 
Poland? Many things that sounded crazy at first have been realised throughout 
history. But they did not happen on their own: instead, someone had set a goal. 
People then believed in that goal, and then someone systematically, persistent-
ly, and by investing a lot of knowledge and focused energy worked towards 
achieving that goal. Our five recommendations do not include all we have to 
do to achieve this goal, but they can be the first step towards the ultimate goal 
of a developed, just, technologically advanced, and European Croatia.
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ANNEX: FDI in Central and Eastern 
Europe over a longer period
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FDI trends over a longer period of time disclose just how significant differences between the 
countries of New Europe are. Two countries whose concept of attracting FDI was based on 
cost efficiency (primarily low labour costs) – Bulgaria and Slovakia - are no longer recording 
an increase in the FDI to GDP ratio. Stagnation at the current level is also observed in Hunga-
ry, where the ratio is the same as before the Great Recession.

Among economies that base their development on cost efficiency, a growing trend still exists 
in Romania, which has made excellent use of the past decade, as evidenced by arguably the 
fastest convergence in the post-crisis period (Figure 1 in the text). It can be assumed that for-
eign direct investment, especially in the automotive industry, has played an important role 
here. Romania is following in Slovakia’s path with a time lag, which can also be seen in both 
countries’ not having a particularly good business climate.
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The Great Recession is a good benchmark for trend identification. Poland, Latvia, Estonia, and 
the Czech Republic - all four successful countries - have maintained a growing trend in the FDI 
to GDP ratio. Slovenia is a particularly interesting case. Until the outbreak of the Great Recession 
of 2008/2009 it was relatively closed to foreign direct investment: the FDI to GDP ratio was by far 
the lowest among New Europe countries. At the same time, Slovenia hardly converged - it grew 
barely noticeably faster than the EU average, unlike the other countries shown (Figure 1 in the 
text). It could be said that Slovenia was trading on its old glories, associated with the relatively 
most favourable development position in the early 1990s. Due to Slovenia resting on its laurels, 
there was a very weak response to the crisis, and in the meantime, the Czech Republic overtook 
Slovenia as the most developed country in New Europe. Although today the FDI to GDP ratio is 
still the lowest in Slovenia, this neighbouring country has increasingly relied on FDI over the past 
five years. The convergence process has gained new momentum in this neighbouring country, 
although it is worth noting that Slovenia has always had the highest level of investment in R&D 
(in % of GDP) among the observed countries. Croatia records a slight upward trend if we ignore 
the unexplained variation in the data for 2007.

Source: UNCTAD
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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 invest-
ments and business. The Council represents foreign investors through coopera-
tion 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, effi-
cient 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 favour-
able 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 ob-
stacles that may appear in relations with foreign investors and economic re-
lations 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 improvements 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 document of its kind, and offers an overview 
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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

Management Structure

Assembly
The Assembly is the highest body of the Foreign Investors Council, and it con-
sists of the authorized representatives of regular Council members. The As-
sembly confers annually to discuss and decide on any matter related to the 
accomplishment of the objectives of the FICC.

Board of Directors
The Board of Directors is the executive body of the FIC, responsible for strate-
gic 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 was born in 1959 in Zagreb, where he graduated from the Facul-
ty of Electrical Engineering and Computing and acquired the title of graduate 
electrical engineer. 

Having completed his studies, he started working at the company ATM Inžen-
jering, 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 po-
sition 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 Za-
greb, 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. 

As the President of the Management Board of Siemens, he was 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 Fo-
gec 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.

Mladen Fogec, President of Foreign 
Investors Council in Croatia
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Tomislav Šlat
Vice President

Tomislav Šlat was born in 1961 in Zagreb, where he graduated from the Fac-
ulty of Economics and later completed his Master of science and MBA. He 
started his career in Exportdrvo and joined 3M in 1988. For 30 years he is 
leading the business development for 3M in Eastern Europe in various roles 
and functions, being responsible for multiple product divisions. He was also 
managing a variety of countries in South East Europe with responsibility for 
the overall activities of the local organizations.

Tomislav Šlat was President of the American Chamber of Commerce 2000 – 
2002, one of the founders of the Croatian Business Competitiveness council 
and active member of various business associations.

Tomislav Šlat, 3M East Adriatic 
Cluster Project Leader & 
Country Liaison Croatia

Viktor Pavlinić
Vice President

Viktor Pavlinić currently holds the position of the CEO of Telemach Croa-
tia. 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 Eco-
nomics from the University of Zagreb.

Viktor Pavlinić, Chief Executive 
Officer at Telemach Hrvatska
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Vedrana Jelušić Kašić
Board Member

Vedrana Jelušić Kašić is the Partner in Financial Advisory Services responsi-
ble for providing advisory expertise around the M&A transactions, financial 
restructurings, capital raising and forensic.

Vedrana has over 20 years’ leadership experience steering business and in-
vestment decisions for notable international financial institutions in variety 
of business sectors. Before joining Deloitte, Vedrana was the Director for Cro-
atia, Slovenia, Hungary and Slovakia at the EBRD responsible for delivery of 
the strategy and business plan through investments and advancing policy re-
forms. As the Senior Banker, Vedrana directly led over 40 transactions across 
12 countries of CSEE with concentration on debt and equity investments. 
Served as a Non-Executive Board Member at several food, beverage and retail 
corporates throughout the region. Additional business experience was gained 
at Raiffeisen Bank in Croatia, Merrill Lynch Private Client Group in the US, 
the Croatian National Bank and Monte Titoli in Italy. Vedrana holds a Master’s 
Degree in International Economics and Finance from the Brandeis University, 
Massachusetts, USA, and B.A. from the University of Economics in Zagreb. 

Vedrana Jelušić Kašić, Financial 
Advisory Services Partner

Zoltán Áldott
Board Member

Zoltán Áldott, President of the Supervisory Board of MOL Group. He started 
his career in 1990 as an associate in Creditum Financial Consulting. From 
1992 to 1995 he held various positions in Eurocorp Financial Consulting. He 
joined MOL in 1995 as the lead of the Privatization Department. From 1997 
till 1999 he was a Director of Capital Markets Department and since 1999 till 
2000 Mr. Áldott served as the Director of Strategy & Business Development. 
From November 2000 to June 2001 he was the Chief Strategy Officer and then, 
since June 2001 Group Chief Strategy Officer. From September 2004 till June 
2011 he served as the Executive Vice President of Exploration & Production 
Division of MOL Group. From October 2003 till April 2010 he was a member 
of the Supervisory Board of INA. From April 2010 till September 2018 he held 
the position of President of the Management Board of INA. Zoltán Áldott has 
a University Degree from Budapest University of Economics.

Zoltán Áldott, President of the 
Supervisory Board of MOL Group
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Burak Baykan
Board Member

He was born in 1975 in Istanbul, Turkey. He graduated from the Boğaziçi Uni-
versity, Faculty of Business Management, Department for Politics and Inter-
national relations, in 1998, and from the Touro University in Moscow in 2001, 
where he obtained his M.A. in Business Management (specialised in Market-
ing). 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 Monte-
negro. 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-Turk-
ish Association of Friendship.

Sandro Baričević
Secretary-General

He was born in 1970 in Rijeka, Croatia. A dynamic and versatile executive 
with more than 26 years of broad-based international General Management as 
well as Public Affairs and Communication experience, out of which 17 years 
with The Coca-Cola Company. Currently, CEO of EQUESTRIS, a manage-
ment consultancy specialized in corporate strategy and communications and 
public affairs strategy serving multinational, regional and local companies 
and clients. In previous roles served as the Communications Director Europe 
for The Coca-Cola Company as well as the Public Affairs and Communica-
tions Director for its various geographic areas of Europe and Eurasia Groups. 
Also, served as the member of the Board of Coca-Cola Adria Ltd., as well as 
the Secretary Treasurer for the American Chamber of Commerce (AmCham) 
Croatia for two terms. His experience includes Public Policy Campaigning, 
Government and Regulatory Affairs, General Management, Communications 
and Media Relations, Internal and Executive Communications, Sustainability 
Communications, Stakeholder Relations, Sustainability Strategy and Initia-
tives, Brand PR, Issues Management and Community Relations.

An officially certified Public Affiars and Communications professional, an 
international MBA graduate in Marketing and Finance and Laureate of the 
European Excellence Award by the European Association of Communication 
Directors.

Burak Baykan, Regional 
Director of Dogus Holding for 

Croatia and Montenegro

Sandro Baričević, Chief Executive 
Officer EQUESTRIS d.o.o.



45

COMPETITIVENESS HAS NO ALTERNATIVE

Members


