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CROATIA

BACKGROUND: Croatia’s declaration of independence in 1991 contributed to the breakup of Yugoslavia 
along ethnic and religious lines. Croatia joined NATO in 2009 and the European Union in 2013. Prime 
Minister Andrej Plenkovic’s center-right Croatian Democratic Union (HDZ) won the most seats in July 2020 
elections and formed a coalition with the liberal Croatian People’s Party, the People’s Party–Reformists, 
and representatives of national minorities. The coalition seeks to increase the minimum wage and invest in 
Croatia’s health care system while also cutting taxes. Shipbuilding and tourism are major industries. A weak 
export base, emigration, labor shortages, and the slow pace of privatization remain significant challenges. 
A new liquid natural gas import terminal at Krk Island should be operational in 2021.

C roatia’s economic freedom score is 63.6, making its economy the 
79th freest in the 2021 Index. Its overall score has increased by 1.4 

points, primarily because of an improvement in the tax burden score. 
Croatia is ranked 38th among 45 countries in the Europe region, and its 
overall score is below the regional average but above the world average.

Again in 2021, Croatia’s economy moved a little higher in the moderately 
free category and set a new record high for its economic freedom. For 
further progress, the government needs to accelerate implementation 
of its long-delayed structural reform package so that it can sell off 
burdensome state companies and reduce government spending. Further 
improvements are also needed in the judicial system and labor laws.

IMPACT OF COVID-19: As of December 1, 2020, 1,861 deaths had been 
attributed to the pandemic in Croatia, and the economy was forecast to 
contract by 9.0 percent for the year.

POPULATION: 
4.1 million

GDP (PPP): 
$112.6 billion
2.9% growth in 2019
5-year compound 
annual growth 2.9%
$29,973 per capita

UNEMPLOYMENT: 
6.9%

INFLATION (CPI): 
0.8%

FDI INFLOW: 
$1.4 billion

PUBLIC DEBT: 
72.0% of GDP
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Private property rights are well established, but conflicting 
claims and legal ambiguity can cloud some title cases. Judi-
cial independence is generally respected. Although reforms 
are underway, investors often face problems connected 
with lengthy court procedures, contract enforcement, and 
judicial efficiency. Transparency International reports that 
public-sector corruption in Croatia is perceived as widespread 
and getting worse.

The top individual income tax rate has been reduced to 36 
percent, and the top corporate tax rate is 18 percent. Other 
taxes include value-added and excise taxes. The overall 
tax burden equals 22.0 percent of total domestic income. 
Government spending has amounted to 46.3 percent of total 
output (GDP) over the past three years, and budget surpluses 
have averaged 0.3 percent of GDP. Public debt is equivalent 
to 72.0 percent of GDP.

Director signatures for company registration are no longer 
required, and both the paid-in minimum capital requirement 
and the water contribution for building a warehouse have 
been reduced. Compared to most of the rest of Europe, the 
hiring or firing of employees is costly. The government has 
made little progress in reducing subsidies and privatizing 
loss-making state-owned enterprises.

As a member of the EU, Croatia has 45 preferential trade 
agreements in force. The trade-weighted average tariff 
rate (common among EU members) is 3 percent, with 639 
EU-mandated nontariff measures in force. Croatia has an 
additional eight country-specific nontariff barriers. Foreign 
investment faces no restrictive screening. Financial markets 
are open to foreign investment, and foreign-owned banks 
dominate the banking sector.

12 ECONOMIC FREEDOMS  |  CROATIA


