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Croatia: Economic Overview 
Thriving after Political Unrest and on the Path to EU Accession:
One of the newest countries in Europe, Croatia has a fast-growing economy and is on its way to admission to the EU. As a part of the former Austro-Hungarian Empire, of Communist Yugoslavia, and then a Serb-occupied authoritarian state, Croatia has recovered from the most recent political turmoil of the 1990s and is now an emergent stable economic power in Eastern Europe.
Despite some ongoing territorial disputes with Slovenia, a high unemployment rate, and an undeveloped economic structure, the prospects of EU membership have stabilized politics and a diverse and robust trade economy has emerged.
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Economic Indicators:
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Croatia reports a GDP of $59.41 billion (purchasing power parity) and $37.35 billion (official) in 2006; the economy has been experiencing a steady growth rate of 3 to 4% per year.

· There has been a significant decline in real GDP growth in 2006, and the deceleration is expected to continue into 2008 in Croatia as well as in the rest of the euro zone.

· Inflation rate is under control, at 3.4%.
· Croatia is still struggling with its national debt, amounting to $33.09 billion.

Economic Structure:
· The service sector of the economy accounts for the largest part of the GDP, at 62.3% according to 2006 estimates. Industries such as the plastic, chemical and metallurgy industries make up the second largest sector, accounting for 30.9% of the economy. Agriculture plays a relatively small role in the economy, making up 2.7% of the GDP.
· Despite the recent opening up of the economy and democratic political reforms, the unemployment rate remains high, with an official rate of 17.2%.
· Investment makes up 28.5% of GDP.
· Croatia’s main import partners are Italy (15.9%), Germany (14.9%), Russia (9.1%), Slovenia (6.8%), Austria (5.8%), China (4.7%) and France (4.2%). Main export partners are Italy (21.8%), Bosnia and Herzegovina (14.7%), Germany (10.7%), Slovenia (8.1%) and Austria (7.3%).
· Croatian currency is the ‘kuna’, which has been growing with respect to the $US; the exchange rate in 2006 was 5.86 kuna to $US.

[image: image5.png]ustia
2%

otners
%

Germany
2%

Uniteaingdom - Siveria
S %




[image: image6.jpg]Annual inflation rates ™

1995
1996
1997
1998
1999
2000
200
2002

* Since 2002, inflation has been measured by the consumer price index

2003




Political Considerations:
· Croatia enjoys a democratic system of government, with a largely figurehead president and much of political power vested in its parliament, currently under Prime Minister Ivo Sanader. This move of power from the presidency to parliament is a recent development.
 
· Ivo Sanader cites Nato and EU membership as his top priorities. Economically, he pledges to fight corruption and to cut taxes to stimulate the economy.

· Croatia has been in an ongoing conflict with Slovenia over maritime possessions since the break-up of Yugoslavia. It is also reluctant to enter into any agreement that resembles a unity of the former Yugoslavia.

· Croatia has a bicameral legislature as well as three branches of government and a Constitution that has been revised in 2000 and in 2001.

Attractions:
· Overall Indicators: The Croatian economy has been experiencing a steady growth rate, a growing GDP, high public investment, diverse sources of income, a competent banking system, reliable infrastructure, as well as a fast-growing tourism industry.

· Stability: The government and economy are stabilizing. Political leaders are aiming to join the EU by 2010, and pledge to maintain a free and open market economy. Croatia is a member of the WTO.

Troubled Spots:
· Structure: Prior foreign investment has not been fully utilized.  While the economy needs structural reform, the populace is reluctant and the government is not enforcing new policies.
 
· High unemployment: Unemployment is high, at 17.2% and this rate is less than a 3% improvement since the latest transition of power in early 2000.
 Employment protection legislation is a possible cause of the unemployment, limiting the flexibility of the firing and hiring processes.

· Corruption: As many post-Communist European states, Croatia’s corruption discourages foreign investment. Prime Minister Sanader’s right-wing party affiliation with HDZ, the party of the late authoritarian president, Franjo Tudjman is a subject of uncertainty. The prime minister claims that the party has undergone major reform. Croatia also failed to detain Gen Ante Gotovina, a war criminal wanted by the Hague.
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