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The privatisation of oil company, INA, has progressed over the 
past year. In October 2008 the Hungarian oil company, MOL, 
increased its stake to 46.7 per cent through a public tender.  
In May 2009 the European Commission gave its formal 
approval for MOL’s takeover of INA, while in June the anti-
monopoly commission also gave its approval although it 
required INA to reduce its domination of the retail market  
by selling off some retail sites. Elsewhere, progress with 
privatisation remains slow; by mid-2009 the State Privatisation 
Fund still had a portfolio of more than 800 companies.

Business environment and competition
Croatia continues to score poorly on some cross-country 
surveys of the business environment. It was ranked 103rd  
(out of 183 countries) in the World Bank’s Doing Business 
2010 survey while the country’s ranking for starting a business 
is 101st. Difficulties with construction permits and the 
employment of workers are the most serious constraints, with 
the latter reflecting more general, deep-seated problems with 
labour market rigidities. The 2008/09 Business Environment 
and Enterprise Performance Survey (BEEPS IV) shows that 
businesses regard tax rates and administration, as well as 
competition from the informal sector, as the main obstacles  
to doing business. 

From February 2009 foreign investors in real estate have been 
able to purchase property in their own name. However, there 
has been little progress over the past year in the government’s 
programme to reduce regulatory obstacles to doing business. 
The implementation of the Hitrorez guillotine project, introduced 
by the government in 2007 to simplify regulations, slowed 
significantly and was replaced in 2009 by the Office for Control 
of Efficiency of Regulations. A new competition law was 
presented to parliament in mid-2009, building on the 
significant progress in recent years in law enforcement  
in this area. 

Infrastructure
A number of large public infrastructure enterprises continue to 
receive significant state subsidies, putting a strain on public 
finances during the recession. One of the main beneficiaries of 
these subsidies continues to be the national railway company, 
Hrvatske Zeljeznice (HZ). The company announced in mid-2009 
that it planned to reduce its workforce this year by 240 people, 
but this represents less than 2 per cent of the workforce and 
the company continues to make significant losses. 

Financial sector
The financial sector has managed to weather the global 
financial crisis fairly well. The banking system is well-
capitalised and liquid, and foreign banks have remained 
strongly committed to supporting their subsidiaries. The 
authorities responded promptly to the crisis in the fourth 
quarter of 2008 by reducing reserve requirements, eliminating 
the marginal reserve requirement on banks’ foreign borrowing 
and increasing the guarantee on bank deposits from €14,000 
to €56,000. Nevertheless, the number of banks – 32 at the 
end of 2008 – remains large for the size of the country. Some 
consolidation in the sector is likely over the medium term.

Progress in structural reform 

Liberalisation and privatisation
Over the past year, progress towards eventual EU accession 
has been slower than planned. As of September 2009, Croatia 
had opened negotiations on 22 of the 35 chapters of the 
acquis communautaire1 (and had provisionally closed talks on 
seven). The European Commission had proposed a roadmap 
indicating that it would be possible to reach the final stage  
of negotiations on all of the chapters by the end of 2009. 
However, the opening and closing of some chapters was 
delayed in the first half of the year because of a border  
dispute with neighbouring Slovenia. 

Some progress has been made in the privatisation of the main 
shipyards. This is a key issue in the country’s EU accession 
negotiations and for the economy more generally, given that the 
shipyards account for 15 per cent of total annual exports and 
employ around 11,500 staff. In July 2009 the government 
announced tenders for the six state-owned shipyards. Four of 
the six shipyards were offered for a nominal price of one kuna, 
a fifth – Brodosplit Naval and Special Vessels Shipyard – was 
offered for Kuna 18.16 million (around €2.5 million). In the 
case of the sixth shipyard, Uljanik in Pula, which is generally 
regarded as the most profitable, a stake of nearly 60 per cent 
is on offer for Kuna 398 million (€54.2 million), with 
25 per cent reserved for sale to employees. The deadline  
for submitting bids was 30 September 2009 but the results 
were disappointing, as only two bids were received.

Key developments and challenges
Little progress with large-scale privatisation has 
been made over the past year, partly because of  
the challenging global environment. A successful 
restructuring and privatisation of the shipyards, for  
which tenders were announced in mid-2009, would 
be an important sign of the government’s commitment  
to the process.

Businesses face a number of obstacles, with slow 
progress to date in judicial and administrative reform, 
and a labour market characterised by rigidity. Further 
improvements are needed to enable companies to cope 
with the competitive pressures they will face once  
Croatia joins the European Union.

The economy has suffered significantly from the global 
downturn. Given the large external indebtedness and 
tightly managed exchange rate policy, it is essential to 
maintain fiscal discipline.

Country data 
Population (in millions)  4.4
Area (’000 sq km)  87.7
GDP (in billion US$, 2008) 69.3
Average transition score (scale: 1 to 4.33)  3.55

Croatia



Fiscal balance and current account balance
■ Fiscal balance (% of GDP)   ■ Current account balance (% of GDP)

Interest rates and inflation
■ Money market rate (% average-over-period)   ■ Consumer price index (% year-on-year)
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Real GDP (1989=100)
■ Croatia   ■ Average, transition countries

Transition indicators 2009
■ Croatia   ■ Maximum, transition countries   ■ Minimum, transition countries

Macroeconomic performance

The crisis has had a major effect on the Croatian economy, 
with early signs of a downturn apparent in the fourth quarter  
of 2008 and a deep recession taking root in the first half of 
2009. Economic growth slowed significantly to 2.4 per cent in 
2008 and the economy declined by 6.7 and 6.3 per cent year 
on year in the first and second quarters, respectively, of 2009. 
Industrial production fell by 10.2 per cent in the first half over 
the same period last year, accompanied by sharp falls in 
construction activity and exports. 

The authorities have responded in various ways to try to 
minimise the effects of the crisis. However, the room for  
fiscal manoeuvre is limited as weaker economic activity  
has contributed to a significant drop in revenues. As a 
consequence, the government has had to make three revisions 
to the 2009 budget. The first major revision was adopted in April 
2009 when the target for the general government deficit was set 
at 1.6 per cent of GDP, based on an assumption that GDP would 
fall by 2 per cent this year. The government introduced measures 
to try to alleviate the worst effects of the recession, including 
selected support for small and medium-sized enterprises (SMEs) 
and tourism-related sectors, but also cancelled a previously 
agreed 6 per cent increase in public sector salaries. Further cuts 
to public spending were announced in budget revisions in July. 
Meanwhile, the authorities raised €750 million in the eurobond 
market in May 2009, with 5.7 years maturity and a coupon rate 
of 6.5 per cent. The central bank has continued to adhere to its 
tightly managed exchange rate policy, and inflation has remained 
moderate at 2.1 per cent in June 2009. Although measures have 
been brought in to encourage lending, the level of credit growth 
remained modest at 2.5 per cent in the year to June. 

Outlook and risks 

There is considerable uncertainty over short-term economic 
prospects. Much depends on the 2009 tourism season, which 
was struggling as of mid-year although performing better than 
feared. The likelihood is that GDP will fall in real terms by at 
least 5 per cent in 2009, before recovering somewhat in 2010. 
Inflation is likely to remain low, although some upward pressure 
will be exerted by expected increases (of about 20 per cent)  
in natural gas prices for households. The main short-term risk 
lies externally as the relatively high current account deficit 
(9.4 per cent of GDP in 2008) is normally financed primarily  
by foreign direct investment, which is likely to drop sharply this 
year. Given the extent of euroisation in the economy, the policy 
of tightly managing the exchange rate within a very narrow band 
is expected to continue. Over the medium term, prospects for a 
return to growth are favourable, provided that the government 
remains committed to macroeconomic stability and to the 
implementation of remaining reforms in the areas of business 
regulation, privatisation and the public sector.

1 The acquis communautaire is the body of European law that countries must adopt to become EU members.
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Structural and institutional change indicators

Liberalisation and 
privatisation

Current account convertibility 
– full

Controls on inward direct 
investment – no1 

Interest rate liberalisation – 
full

Exchange rate regime – 
managed float

Wage regulation – no2 

Tradeability of land – full3 

Business environment  
and competition 

Competition office – yes

Quality of insolvency law – 
high

Secured transactions law – 
inefficient 

 
Infrastructure

Telecoms regulatory 
assessment compliance – full

Independence of the 
electricity regulator – full

Separation of railway 
infrastructure from operations 
– full

Independence of the road 
directorate – full

 

 
Financial sector

Capital adequacy ratio 
 – 10 per cent

Deposit insurance system – 
yes

Private pension funds – yes

 
Social reform

Share of population living in 
poverty – <2.0 per cent 
(2005)

Government expenditure on 
health – 6.1 per cent of GDP 
(2005)

Government expenditure on 
education – 4.7 per cent of 
GDP (2005)

Household expenditure  
on power and water –  
13.1 per cent

2003 2004 2005 2006 2007 2008 2009

Enterprises
Privatisation revenues (cumulative, in per cent of GDP) 14.4 14.6 14.7 15.7 16.7 17.0 na
Private sector share in GDP (in per cent) 65.0 65.0 65.0 65.0 70.0 70.0 70.0
Private sector share in employment (in per cent)   65.0 66.0 68.0 68.0 70.0 70.0 na
Budgetary subsidies and current transfers (in per cent of GDP) 2.2 2.3 2.3 2.3 2.4 na na
Share of industry in total employment (in per cent) 21.6 21.7 20.5 21.0 21.6 21.7 na
Change in labour productivity in industry (in per cent) 9.8 2.5 8.8 -1.0 2.6 0.7 na
Investment/GDP (in per cent) 26.4 26.0 26.3 28.1 28.9 30.7 na
EBRD index of small-scale privatisation 4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of large-scale privatisation 3.3 3.3 3.3 3.3 3.3 3.3 3.3
EBRD index of enterprise reform 2.7 3.0 3.0 3.0 3.0 3.0 3.0

Markets and trade 
Share of administered prices in CPI (in per cent) 0.0 0.0 0.0 0.0 0.0 0.0 na
Number of goods with administered prices in EBRD-15 basket 1.0 0.0 0.0 0.0 0.0 0.0 na
Share of trade with non-transition countries (in per cent) 73.5 71.3 68.5 68.3 65.2 64.7 na
Share of trade in GDP (in per cent) 60.4 60.9 61.5 64.6 64.9 59.6 na
Tariff revenues (in per cent of imports) 2.1 1.6 1.5 1.3 1.2 1.3 na
EBRD index of price liberalisation 4.0 4.0 4.0 4.0 4.0 4.0 4.0
EBRD index of forex and trade liberalisation 4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of competition policy 2.3 2.3 2.3 2.3 2.7 2.7 3.0

Financial sector 
Number of banks (foreign-owned) 42 (19) 39 (15) 36 (13) 35 (15) 35 (16) 36 (16) na
Asset share of state-owned banks (in per cent) 3.4 3.1 3.4 4.2 4.7 4.4 na
Asset share of foreign-owned banks (in per cent) 91.0 91.3 91.3 90.8 90.4 90.8 na
Non-performing loans (in per cent of total loans) 13.1 7.5 6.2 5.2 4.8 4.8 na
Domestic credit to private sector (in per cent of GDP) 49.2 51.8 56.4 64.0 67.1 68.1 na
Domestic credit to households (in per cent of GDP)  27.7 30.4 34.0 38.2 41.1 37.1 na
– Of which mortgage lending (in per cent of GDP) 8.5 10.1 12.0 14.7 16.4 15.3 na
Stock market capitalisation (in per cent of GDP) 16.4 25.2 30.5 56.5 104.7 40.4 na
Stock trading volume (in per cent of market capitalisation) 4.8 6.0 6.7 8.7 8.6 7.4 na
Eurobond issuance (in per cent of GDP) 2.9 4.3 0.0 0.9 1.3 0.0 na
EBRD index of banking sector reform 3.7 4.0 4.0 4.0 4.0 4.0 4.0
EBRD index of reform of non-bank financial institutions 2.7 2.7 2.7 3.0 3.0 3.0 3.0

Infrastructure 
Fixed-line (mobile) penetration rate (per 100 inhabitants) 42.0 (56.9) 42.4 (63.7) 42.4 (82.2) 41.3 (99.1) 41.7 (113.7) 41.9 (134.0) na
Internet users (per 100 inhabitants) 22.8 30.9 33.1 38.0 44.8 50.8 na
Railway labour productivity (1989=100) 90.4 92.7 107.0 125.3 141.7 145.4 na
Residential electricity tariffs (USc kWh) 8.2 9.1 9.4 10.0 10.9 12.4 na
Average collection rate, electricity (in per cent) 95 96 98 100 100 100 na
GDP per unit of energy use (PPP in US dollars per kgoe) 5.8 6.2 6.6 na na na na
EBRD index of infrastructure reform 3.0 3.0 3.0 3.0 3.0 3.0 3.0
– Electric power 3.0 3.0 3.0 3.0 3.0 3.0 3.0
– Railways 2.3 2.7 2.7 2.7 2.7 2.7 2.7
– Roads 3.0 3.0 3.0 3.0 3.0 3.0 3.0
– Telecommunications 3.3 3.3 3.3 3.7 3.7 4.0 4.0
– Water and wastewater 3.3 3.3 3.3 3.3 3.3 3.3 3.3

1 Registration is required with commercial courts and National Bank of Croatia. 
2 But there is a minimum wage regulation. 
3  Land is tradeable but the right to trade land applies to foreigners only on a reciprocity basis and foreigners cannot acquire certain types of land (including agricultural) 

from the state. The Croatian property market was liberalised for EU citizens on 1 February 2009, as part of the harmonisation with EU legislation on free movement of capital.  
An adjustment period limiting the sale of agricultural land, forests and parks was requested.



Macroeconomic indicators
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2003 2004 2005 2006 2007 2008 
Estimate

2009 
Projection

Output and expenditure (Percentage change in real terms)
GDP 5.0 4.2 4.2 4.7 5.5 2.4 -5.4
– Private consumption 4.8 4.3 4.4 3.6 6.2 0.8 na
– Public consumption 1.3 2.6 1.2 2.2 3.4 1.9 na
– Gross fixed capital formation 24.7 5.0 4.9 10.9 6.5 8.2 na
– Exports of goods and services 11.6 5.4 3.7 6.5 4.3 1.7 na
– Imports of goods and services 11.9 4.7 3.9 7.4 6.5 3.6 na
Industrial gross output 4.1 3.7 5.1 4.5 5.6 1.6 na
Agricultural gross output -15.9 11.9 -8.7 4.4 -3.9 8.0 na

Employment1 (Percentage change)
Labour force (end-year) 0.1 -0.2 0.7 0.7 -0.9 -0.6 na
Employment (end-year) 0.1 0.5 2.5 2.8 0.1 0.5 na

(In per cent of labour force)
Unemployment (end-year) 14.4 13.8 12.3 10.5 9.7 8.7 na

Prices and wages (Percentage change)
Consumer prices (annual average) 1.8 2.1 3.3 3.2 2.9 6.1 2.5
Consumer prices (end-year) 1.7 2.7 3.6 2.0 5.8 2.9 2.0
Producer prices (annual average) 1.9 3.5 3.0 2.9 3.4 8.4 na
Producer prices (end-year) 1.1 4.8 2.7 1.9 5.8 4.7 na
Gross average monthly earnings in economy (annual average) 4.8 6.4 4.4 6.2 6.2 7.1 na

Government sector (In per cent of GDP)
General government balance -4.8 -4.0 -3.5 -3.1 -2.5 -1.4 -3.3
General government expenditure 44.3 43.4 42.3 42.3 42.8 40.8 na
General government debt 35.8 37.8 38.3 35.7 33.1 33.6 na

Monetary sector (Percentage change)
Broad money (M4, end-year) 11.0 8.6 10.5 18.0 18.3 4.3 na
Domestic credit (end-year) 12.3 11.8 19.2 18.9 12.9 12.6 na

(In per cent of GDP)
Broad money (M4, end-year) 56.8 57.0 58.5 63.7 68.7 65.8 na

Interest and exchange rates  (In per cent per annum, end-year)
Domestic rate 4.5 4.5 4.5 4.5 9.0 9.0 na
Money market interest rate (daily) 7.0 6.0 4.0 3.5 6.7 7.6 na
Deposit rate2 1.7 1.8 1.6 1.9 2.7 2.9 na
Lending rate2 11.5 11.4 9.9 9.1 9.3 10.7 na

(Kuna per US dollar)
Exchange rate (end-year) 6.1 5.6 6.2 5.6 5.0 5.2 na
Exchange rate (annual average) 6.7 6.0 5.9 5.8 5.4 4.9 na

External sector (In millions of US dollars)
Current account -2,162.3 -1,874.7 -2,555.0 -3,287.1 -4,436.8 -6,338.1 -5,189.4
Trade balance -7,904.6 -8,345.8 -9,341.5 -10,486.5 -12,933.4 -16,060.0 -13,994.1
– Merchandise exports 6,311.4 8,214.5 8,959.8 10,644.4 12,622.7 14,358.0 10,580.9
– Merchandise imports 14,216.0 16,560.3 18,301.3 21,130.9 25,556.1 30,419.0 24,575.1
Foreign direct investment, net 1,927.3 732.3 1,551.0 3,193.7 4,735.8 4,575.9 2,730.6
Gross reserves, excluding gold (end-year) 8,191.3 8,759.0 8,801.1 11,488.6 13,675.3 12,958.1 na
External debt stock3 24,850.7 31,209.5 30,464.7 38,544.9 48,859.0 55,469.2 na

(In months of imports of goods and services)
Gross reserves, excluding gold (end-year)4 5.2 4.8 5.1 5.3 5.2 4.6 na

(In per cent of exports of goods and services)
Debt service4 -20.2 -24.2 -26.9 -36.8 -44.0 -28.0 na

Memorandum items  (Denominations as indicated)
Population (end-year, million) 4.4 4.4 4.4 4.4 4.4 4.4 na
GDP (in billions of kuna) 227.0 245.6 264.4 286.3 314.2 342.2 332.2
GDP per capita (in US dollars) 7,625.5 9,167.0 10,003.9 11,040.9 13,196.5 15,608.4 na
Share of industry in GDP (in per cent) 18.0 18.5 17.9 17.7 17.6 17.5 na
Share of agriculture in GDP (in per cent)5 5.7 6.1 5.6 5.4 5.2 5.6 na
Current account/GDP (in per cent)4 -6.3 -4.4 -5.5 -6.9 -7.5 -9.4 -8.5
External debt – reserves (in US$ million) 16,659.4 22,450.5 21,663.6 27,056.3 35,183.7 42,511.1 na
External debt/GDP (in per cent)4 66.3 70.0 72.1 74.9 77.6 82.4 na
External debt/exports of goods and services (in per cent)4 151.3 161.0 168.6 172.2 181.2 197.2 na

1 Data based on labour force surveys.
2 Weighted average over all maturities.
3 Change in reporting methodology from 2007 onwards.
4 Ratio calculated in euros.
5 Agriculture includes hunting, forestry and fishing.


