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Abstract

The text is dedicated to the description of activities on economic recovery in Republic of Croatia,
with particular attention to the labour market. The paper consists of six sections. Section 1
explains the general economic situation, while Section 2 provides information on labour market
trends and labour market policies. Section 3 is dedicated to poverty, vulnerable groups and
income inequality. Policy responses to the crisis are the topic of the Section 4 where
consideration is oriented towards economic and social policies. Particular attention to
improvement of pensioners as one of vulnerable groups is given in Section 5. Final section deals
with the issues of further economic development of Republic of Croatia with attention towards
priorities in employment policy and improvements in social policy.
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Introduction

Republic of Croatia is a relatively small country in South-Eastern Europe, surrounded by
Slovenia, Hungary, Serbia, Montenegro, Bosnia and Herzegovina with a sea border with Italy. It
has 56,542 square km of a land and 31,067 square km of coastal sea. According to the 2011
Census Republic of Croatia has 4.3 million inhabitants. The capital is Zagreb with 780 thousand
inhabitants in 2001. Recent Croatian history has been almost completely shadowed by three
political facts: the fall of communism (the first free elections in 1990), the declaration of
independence from Yugoslavia (1991), and the War of Independence (which started in 1991 and
ended in 1995, when Republic of Croatia regained much of its occupied territories by military
force). The war, which started as a rebellion of Croatian Serbs and was backed by the ex-
Yugoslav Army and the Milošević regime in Republic of Serbia, left serious consequences in
human and material losses. Thus, the transitional problems coupled with war-related problems so
that the country experienced a slower democratisation process than many other post-communist
countries. Republic of Croatia became a member of the Council of Europe in 1996, and
established its relations with the European Union by signing the Stabilisation and Association
Agreement only in 2001. It was granted the candidate status in 2004 and the negotiation process
with the European Union began in October 2005. Republic of Croatia should become a European
Union member-state in June 2013.
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The text contains most important trends and determinants of social and economic policy in
Republic of Croatia.

1. General economic situation

The economic situation in the Republic of Croatia in the period between 2005 and 2007 was
characterized by a significant growth of economic activities. The average annual growth of gross
domestic product (GDP) in the period was over 4 percent. At the same time, the country
witnessed a decrease of the current account deficit, a deceleration of external debt growth and
price stability, which was accompanied by the strengthening of political and legal system. During
2007 real growth reached 5.5 percent, with an acceleration of 0.8 percentage points compared to
2006. In 2007, GDP per capita, at purchasing power parity, was above the average recorded in
South Eastern European (SEE) countries. In 2007 per capita output reached 61 percent of the
average of EU-27 countries, up from 57 percent in 2005 (Table 1). Thus, the level of per capita
GDP in 2007 was comparable to that of Poland, the Baltic States and Slovakia.

Table 1 GDP per capita in PPS (EU27=100)
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

EU25 105 105 104 104 104 104 104 103 103 103
EU15 115 114 114 113 113 112 111 111 110 110
Croatia 51 52 55 56 57 58 61 63 62 61*
Source: Eurostat
* Estimation
EU15: 15 “old” member states of the EU (prior to enlargement on May 1st, 2004): Austria, Germany, Italy, the
Netherlands, Great Britain, Sweden, Finland, Denmark, Luxemburg, Belgium, Spain, Greece, Portugal, Ireland and
France
EU25: 25 member states of the EU after the enlargement on May 1st, 2004 - EU15 + EU10 (new member states
which joined the EU in May 2004: Malta, Cyprus, Slovenia, the Czech Republic, the Slovak Republic, Hungary,
Poland, Lithuania, Latvia and Estonia)

In 2008 economic activity started decelerating as a consequence of the global economic crisis.
Real GDP growth slowed to 2.1 percent. Investment in fixed capital, driven by strong growth in
the construction engineering industry, was the main contributor to economic growth in 2008. In
the same year GDP per capita increased to EUR 10,700, up from EUR 9,700 recorded in 2007.
While GDP growth in 2008 was significantly lower than 2007, but still positive, GDP growth
was negative in 2009 and in 2010 (-6 percent in 2009 and -1.2 percent in 2010). 2011 brought
with it a zero growth rate of GDP, which points to the economic stagnation trends (Table 2).
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Table 2 Basic economic indicators for 2007- 2011 (growth rates in percent)
2007 2008 2009 2010 2011

GDP 5.1 2.2 -6.0 -1.2 0
Real net wages 2.2 0.8 0.2 -0.5 -0.4
Total employment according to
administrative sources

3.3 2.5 -3.6 - 4.4 -2.5

Total unemployment1) -9.3 -10.5 11.2 15.4 1,0
Registered unemployment rate 14.8 13.2 14.9 17.4 17.9
LFS unemployment rate2) 9.6 8.4 9.1 11.8 12.2

1) Source: Croatian Employment Service, Croatian Bureau of Statistics
2) Labour Force Survey data, from 2007 to 2010, the average of three-month rates. Data for 2011 refer to the third
quarter.

2. Labour Market Trends

Non-existence of the GDP growth rate had an adverse effect on the salaries of workers and on
the situation in the labour market. In 2010 real net salaries decreased by 0.5 percent when
compared to the ones in 2009, and in 2011 they decreased by 0.4 percent when compared to the
ones in 2010.

Republic of Croatia has a relatively high participation of men in the age group between 25 and
49 years (of age) (around 83 percent), but a very low participation rate of men between 50 and 64
years (below 50 percent) and youth between 15 and 24 years (only around 27 percent). The
activity rate for women is about 42 percent, much lower than the average for men (56 percent).
However, activities for women differ significantly by age groups. Participation is low for young
women aged between 15 and 24 years (30 percent) and for women over 65 years (5 percent), and
quite high for prime age women (80 percent). During the period of economic crisis, mentioned
rates decreased.

Employment for the population aged between 15 and 64 years has mostly been below 55 percent,
with signs of very slow increase in first decade of 2000s. The employment rate for the total
population aged between 15 and 64 years grew from 53 percent in 2001 to 58 percent in 2008,
but decreased afterwards to 54 percent, respectively. Employment is high for prime age men
(above 80 percent) and low for youth (30 percent) and persons in the age group between 50 and
64 years (below 60 percent).

The overall unemployment rate for the population between 15 and 64 years fell from 13 percent
in 2005 to 9 percent in 2008. In 2009 and 2010 the unemployment rate increased to 10 and to 12
percent, respectively. Compared to men, whose average unemployment rate remained below 10
percent, women experience rates of unemployment in the range of 12 percent. However, since
the economic sectors that suffered most during the crisis are male-dominated, the percentage
increase in the unemployment rate for men in the period from 2008 to 2010 equalled 4
percentage points (from 7 to 11 percent), while for women it increased by 2 percentage points
(from 10 to 12 percent). Mentioned trends even deteriorated in the period until 2012.
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Age and previous work experience significantly determine the possibility of finding a job and
define the position of individuals in the Croatian labour market. Even in expansion periods youth
without work experience faced huge challenges in entering the labour market. In addition, the
employment rate for youth between 15 and 24 years continued declining due to increased
participation in tertiary education. Approximately 85 to 90 percent of youth completing
secondary school enrol in tertiary education. Around 60 percent enrol in university, while the
others enrol into applied science streams.

Educational attainment has a significant impact on the possibility of finding a job and on the
duration of unemployment. For instance, at the onset of the crisis in 2008, the share of long-term
unemployment among individuals with primary education or less was almost 75 percent. These
shares were lower for individuals with three and four-year secondary education (54 and 48
percent, respectively), and even lower for those with college and higher educational
qualifications (43 and 40 percent, respectively).

As a response to the fall in product demand, employers reduced hiring. The number of job
vacancies plunged by around one-third and the unemployment/vacancies ratio doubled. At the
beginning of 2010, there were 22 newly registered unemployed every ten vacancies, whereas
before the crisis there the ratio was only 11 unemployed every ten vacancies. This implies that
there are no job vacancies for almost 55 percent of the newly registered unemployed (World
Bank; UNDP, 2010).

In particular, there are two main concerns regarding the employment of the young. First, while
the employment rate for prime age men and women in Republic of Croatia is close to the
European Union averages, there is major gap for young people. Employment remains a
significant problem for young people who are often employed on a fixed-term and casual basis
and find it difficult to get a permanent, career job. Labour force entry in Republic of Croatia
occurs at a later age and this reduces the participation rate of youth.1 Young people, however,
usually find jobs faster than other groups of workers, but mostly under fixed-term employment
contracts.2 Thus, they frequently shift from employment and unemployment a lot, before they are
able to settle with a permanent contract. Second, a small but significant proportion of youth enter
long term employment. These young people are at a particular disadvantage as they have little or
no employment experience. Hence, they become at risk of social exclusion and welfare
dependency for much of their lives. Without appropriate action, persistent unemployment or
long-term involvement in low quality employment, often in the informal economy becomes the
only prospect for many unemployed youth people in Republic of Croatia.

The casualisation of work and long term unemployment amongst young people are short-term
challenges. But there is a potentially greater long term problem. The number of young people
1 This issue is also related to a prolonged studying period, which on average takes up to seven years.
2 Fixed-term employment contracts are widespread amongst the newly employed. Nevertheless, the share of workers
with fixed-term employment contracts in total employment is fairly small when compared to some South European
countries. Jobs with fixed-term employment contracts are mostly confined to a small group of younger workers and
in practice provide limited flexibility to enterprises, despite their importance for the generation of new jobs.
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entering the labour force in the period between 2001 and 2011 declined sharply compared to the
previous decade. This is mainly due to demographic reasons and to increasing shares of young
people in education (Vehovec, 2009). The cumulative effect could be as much as 200,000 fewer
economically active youth by the end of the decade. Dependency ratios will increase and strain
public finances even further. It will become increasingly difficult to find young people to fill jobs
in expanding industries especially in the service sector. Greater flexibility will be needed in the
patterns of work and in the availability of part-time employment. Most of all, the supply side of
the labour market will need to operate with increasing efficiency to optimise the potential of the
workforce.

Long-term unemployment is a determinant of social exclusion. Around 50 percent of registered
unemployed were unemployed for more than a year. More than one-third had been looking for a
job for more than three years. Long-term unemployment affects women more than men.
Education level significantly affects the duration of unemployment, with unemployment spells
declining with higher level of education. The share of long-term unemployment among workers
with primary education or less was around 75 percent. Only 15 percent of the unemployed with
primary education were able to find a job within the first six months of unemployment, compared
to 40 percent of workers with university qualifications.

To ease the transition to work, structural mismatch need to be reduced first of all through active
labour market policies (ALMPs) targeting those groups of individuals with lower employability
levels or those more likely to become long-term unemployed, such as the young, older persons
and particularly women and persons with disabilities. Pursuant to the National Employment
Promotion Plan 2011 to 2012, Croatian Employment Service financed training of unemployed
people to address the labour market needs. Long-term unemployed and special groups of the
unemployed had an advantage in inclusion into training. In 2011, the total of 13,788 persons
were included in training, 202 percent more than in 2010, when the number of unemployed
participants was 4,566, or 50.9 percent more than in 2009, in which the number of participants
was 3,025 or 28 percent more than in 2008. This is a significant increase in the number of
participants, although it still does not suffice considering the total number of the long-term
unemployed. The ratio of the number of participants in the training programmes in the course of
the year and the number of the long-term unemployed at the beginning of the year increased from
1.6 percent in 2008 to 2.3 percent in 2009, 3.5 percent in 2010, and 9.4 percent in 2011, which is
still a relatively small number.

3. Poverty, vulnerable groups and income inequality

The at-risk-of-poverty rate began to rise at the beginning of the economic crisis (18 percent in
2009 in relation to 17.4 percent in 2008). In 2010, the at-risk-of-poverty rate was 20.6 percent,
which is considerably higher than the EU27 average - 16.4 percent. In 2010, there were no
deeper changes in the poverty profile. Still in 2009, relative poverty among the children and
youth grew in 2009 (in addition to the oldest age group, children at the age of up to 15 showed
the at-risk-of-poverty rate above the national average). In 2010, the at-risk-of-poverty rate for
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children in the group between 0 and 17 years (20.5 percent) is at the national average level, while
at-risk-of-poverty rates for youths in the group between 18 and 24 years (21.6 percent) and
persons over 64 years (28.1 percent) are above average (Table 3).

Table 3 At-risk-of-poverty rates in the Republic of Croatia 2001-2010,* percent
2001 2002 2003 2004 2005 2006 2007 2008 2009 20101)

At-risk-of-poverty
rate

17.2 18.2 16.9 16.7 17.5 16.3 17.4 17.4 18.0 20.6

At-risk-of-poverty rate by age and gender

- M 15.4 17.7 15.8 15.1 15.9 15.1 15.9 15.5 16.1 19.8

- F 18.7 18.6 17.9 18.1 18.9 17.4 18.7 19.1 19.9 21.4

Between 0 and 15
years2) 15.9 16.7 15.2 14.8 19.7 13.8 15.4 15.4 19.2 …

- M 13.9 17.9 15.6 13.7 18.2 14.1 14.9 15.0 19.0 …

- F 18.0 15.4 14.7 15.9 21.3 13.5 16.0 15.8 19.3 …

Between 16 and 24
years2) 15.2 16.4 15.4 13.1 15.3 11.9 15.0 14.4 16.0 …

- M 16.9 19.0 16.2 13.5 15.9 12.6 14.2 13.7 16.0 …

- F 13.6 13.5 14.6 12.7 14.7 11.1 15.9 15.2 16.1 …

Over 65 years 28.5 29.0 27.9 29.5 25.6 29.5 29.0 31.2 31.5 28.1

- M 23.5 25.6 23.6 24.4 20.9 26.9 25.2 26.2 23.7 23.3

- F 31.8 31.2 30.6 32.9 28.5 31.3 31.4 34.4 36.5 31.3

At-risk-of-poverty rate by most frequent activity status and gender

Employed 5.2 5.8 5.2 4.4 3.9 2.8 4.1 3.7 4.4 5.0

- M 6.0 6.6 6.0 4.5 5.0 (3.3) 5.0 4.8 5.7 6.4

- F 4.1 4.9 (4.3) (4.3) (2.7) (2.1) (3.1) (2.4) (2.7) 3.5

Unemployed 32.2 35.0 32.4 32.0 33.4 31.2 34.5 32.6 37.4 44.7

- M 35.6 42.5 39.7 39.4 36.9 34.6 42.8 39.3 40.7 51.4

- F 29.6 28.1 26.6 25.7 30.0 28.5 27.0 27.1 34.7 37.7

Pensioners 21.3 23.2 20.7 20.5 19.3 22.7 22.8 23.4 24.3 23.2

- M 19.4 23.7 20.3 20.5 19.1 23.6 22.3 21.2 21.9 22.0

- F 22.9 22.9 21.0 20.5 19.5 22.1 23.1 25.1 26.3 24.1

At-risk-of-poverty rate by household type and age

Single household 33.3 35.1 34.7 35.9 31.1 38.1 36.5 39.8 43.2 44.8

- M 22.4 28.6 28.3 27.6 (22.1) 34.0 27.9 31.1 28.2 39.8

- F 36.7 37.5 37.3 40.5 34.2 39.8 39.8 43.3 50.2 47.0

One person
household, person
between 30 and 64
years

26.1 26.2 (24.7) 28.1 25.7 29.0 28.2 28.0 30.6 …

One person
household, person
over 65 years

40.4 41.2 41.8 41.9 35.2 43.8 41.5 47.8 50.9 50.2

Source: Croatian Bureau of Statistics
* Poverty indicators for Republic of Croatia from 2001 to 2009 were calculated from the data on the total net income
collected by statistical research Household Budget Survey (HBS) that was carried out on a sample of randomly
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selected private households, so that the sample for each year was defined separately, i.e. there is no panel sample
(households are not repeated in the following year).
( ) Insufficiently reliable data
1) Poverty indicators to 2009 were calculated from the HBS, while those calculated for 2010 were calculated from
the data from Statistics on income and living conditions (SILC). Due to the methodological differences between the
two data sources, indicators for 2010 are not directly comparable with indicators from previous years.
2) According to methodology of calculation, the indicator for listed age groups is not calculated in 2010.

In relation to the average, the at-risk-of-poverty rate for the elderly dropped somewhat in 2010 in
relation to 2009. In the period between 2006 and 2009, the difference between the at-risk-of-
poverty rates for men and women grew. In 2010, the difference was 1.6 percentage points, which
is considerably less than in 2009, when it was 3.8 percentage points. The greatest difference
between the at-risk-of-poverty rates for men and women is in the eldest age group (over 65
years). The said difference continued to rise from 2006 (4.4 percentage points) to 2009 (12.8
percentage points). In 2010, the at-risk-of-poverty rate for elderly women was by 8 percentage
points higher than for men.

The industrial profile of the crisis translates into the socio-economic profile of affected workers.
Compared with the unemployment profile before the crisis, a newly unemployed (and very often
poor) person is more likely to be a prime age skilled blue-collar men worker. Women, youth and
white-collar workers appear to be less affected. However, the differences in socio-economic
profile between those who became unemployed before the crisis and those who became
unemployed following the crisis are not that much pronounced. Still, these figures may have
significant poverty implications. This is because the crisis disproportionately affected primary
earners. In contrast, before the crisis, it was mainly secondary earners (youth and women) who
bore the brunt of labour market adjustment. Unemployment of a primary earner is more likely to
push households into poverty than that of a secondary earner.

Persons at risk of poverty are mainly those that lost their jobs in the wake of the crisis. Most of
them are looking for new jobs, and given that they tend to be younger and better educated than
the long-term unemployed, their job prospects seem relatively good. Their poverty is, therefore,
likely to be transitory, closely associated with the temporary worsening of labour market
conditions. These “new poor” have a good chance to escape poverty once the economy recovers.
This is less likely in the case of the “old poor” whose poverty usually is of long-term nature and
associated with economic inactivity, poor skills and old-age.

Other vulnerable groups are people with low educational attainment and low skills levels. Before
the crisis poverty was low and shallow in Republic of Croatia, thanks to the strong economic
growth coupled with job creation, and high spending on social safety nets. There were pockets of
deep poverty, but extreme poverty was rare. Relative poverty was also low because of the
relatively low income and consumption inequality. Poverty was associated with long-term
unemployment and inactivity, which were concentrated among low skilled workers. The crisis
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has had a substantial impact on both the poverty rate and the profile of poverty. The fall in
employment coupled with the fall in real wages caused the reduction in incomes, and
consequently pushed many of the unemployed workers into poverty. The “new poor” tend to be
different from the “old poor”: they are better educated, younger and economically active.

Income inequalities mostly stagnated or declined mildly after 2000. The GINI coefficient of
income/consumption in the period between 2001 and 2005 was 0.29, dropping to 0.28 in 2006. It
is interesting that income inequality decreased during crisis. It increased to 0.29 in 2008, but
decreased to 0.27 in 2009. According to the 2010 data, the GINI coefficient was 0.32, which is
slightly above the EU27 average (0.31). Only Lithuania, Latvia, Bulgaria, Romania, Greece and
Spain had the GINI coefficient higher than Republic of Croatia. The quintile share ratio
(S80/S20) in 2010 was 5.5 (in 2009, the ratio dropped in relation to 2008) (Table 4).

Table 4 Inequality indicators (2003-2010)
RC

2003
RC

2004
RC

2005
RC

2006
RC

2007
RC

2008
RC

2009
RC1)

2010
EU-25
2007

EU-15
2007

EU-10
2007

Dispersion around the at risk-of-poverty threshold
- 40 percent 5.2 5.2 5.4 5.1 5.2 6.4 6.2 8.9 5 5 5

- 50 percent 10.2 10.5 10.7 10.4 10.5 11.3 11.5 13.7 10 10 9

- 70 percent 24.6 24.3 25.5 24.2 24.0 25.4 25.1 27.1 24 24 23

Quintile ratio
(S80/S20)

4.4 4.5 4.5 4.2 4.3 4.6 4.3 5.5 4.8 4.9 4.7

GINI coefficient 0.29 0.29 0.29 0.28 0.28 0.29 0.27 0.32 0.30 0.30 0.30

Source: Croatian Bureau of Statistics

4. Activities of the Government in Improvement of the Social Situation

The key objective of the Government programs is to achieve economic growth which would
result in more favourable trends on the labour market and in the improvement of the citizens’ life
standard. In addition, in the situation of economic recession it is paramount to rationalize state
expenditure, to increase the efficiency of public services and to protect the most vulnerable social
groups (to create a more just society). In the past three years, the efforts of the Government of
Republic of Croatia were mostly aimed at mitigating the negative consequences of the drop in
the GDP and preserving the previously attained level of social rights, especially for the most
vulnerable groups outside the labour market (pensioners, children, pregnant women). The goal
was to retain the previous level of budgetary expenditures for social benefits and reduce the part
of the costs that undermine the principle of social fairness. The legislative changes to the pension
system were adopted to improve the material position of pensioners receiving their pensions from
both pension pillars. Social policy measures at the time of the crisis were generally directed at
distributing the burden of the economic crisis, protecting the most vulnerable groups and
eliminating unjustified privileges in certain social systems.

In 2010 the Strategy of Social Welfare Development in the Republic of Croatia 2011 to 2016 was
adopted. The Strategy includes priorities for the development of the social welfare system, and
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measures that should be implemented to realise the goals of the Strategy. Priority development
goals are the following: increasing the efficiency of the social welfare system, social welfare
decentralisation, increasing the availability and access of social services (de-institutionalisation,
prevention of institutionalisation), the introduction of information technology into social welfare,
improving cooperation with the civil society organisations, strengthening local communities in
the process of social planning of services, building standards for monitoring and evaluating
social service provision, improving cooperation among various government levels and bodies. In
2011, there were no changes in terms of decentralisation of the social welfare system, and the
new authorities intend to carefully review the possibility of decentralisation in the period ahead.
Attempts to begin with the decentralisation process were mostly unsuccessful, because it does
not depend solely on the decisions and readiness of the social welfare system itself. Considering
that the prerequisite for social welfare decentralisation is fiscal decentralisation, the process
depends on the decisions of other departments and ministries. Redistribution of financial (tax)
revenues between levels of government is expected shortly. Key goal of decentralisation is to
eliminate parallelism between the system of rights of local and central authorities and inclusion
of local authorities and associations in the processes of social planning.

In the social welfare system the objective is to organize the system by the end of 2012, which
means the completion of computerisation and networking of the system, setting up of a single
registry of all social welfare allowance users (eliminating the accumulation of rights on different
levels), after which the functional and financial decentralization of the system could be achieved.
Government of Republic of Croatia shall continue working on further development of the social
services system and deinstitutionalization (forming of support system for single parents,
improvement of social services and welfare for elderly citizens and the implementation of
efficient measures of care for persons with disabilities). When it comes to deinstitutionalization,
special attention will be paid to the improvement of the foster homes system in order to increase
the number of children placed in foster families instead of being placed in children’s homes. At
the same time, children’s homes will be reorganized into family-type children’s homes.

The primary challenge set before the social policy is how to provide material support to persons
who are out of work and how to stimulate new employment. Any employed person who becomes
unemployed, and who meets the minimum requirements of the unemployment insurance system,
is entitled to a financial allowance for the unemployed. Unemployed persons who are not entitled
to the financial allowance from insurance may request to be put on social welfare allowance if
they live in households with income under the prescribed level. In 2011 the number of social
welfare allowance users continued to rise (in October 2011 the number of users was 3 percent
higher than in October 2010).

Significant progress in the cooperation and coordination of the various institutions has been
achieved in the social policy sphere. No doubt this is a consequence of the economic crisis and
the increasing numbers of unemployed and social assistance recipients, but it is also part of the
preparation of Republic of Croatia for EU membership. This is particularly clear in the pilot
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project Development Planning of Social Services at Local Level, where representatives from
local institutions, service providers (centres for social assistance, administration bodies,
employment service, health institutions and so on) and beneficiaries participated to the
development of social services local plans, focused on beneficiaries’ employability and
employment promotion. The emphasis is laid on the integrated local network of services
providers and strengthening of partnership with non-governmental associations, as well as
involvement of the family and wider community.

5. Particular Attention to Vulnerable Groups: Case of Pensioners

Due to the economic crisis, the intended introduction of the so-called social/state pension for
elderly persons without pension was postponed. In 2009 and 2010, a study was drawn up and
used to estimate the number of elderly persons who might be included in the social pension,
discuss the ways of implementing the means-test, and discuss the models of social pensions. In
view of the financial situation and the state of the pension system, it was concluded that social
pensions would be introduced as part of the social welfare system. Possibilities for introducing
social pensions were analysed in detail in 2011. Considering that after the adoption of the Social
Welfare Act in 2011, the level of social assistance for elderly single persons was raised,
introduction of a social pension that would be 15 percent above the level of social assistance
would result in a problem as social pension would be the same or higher than the minimum
pension acquired by a pensioner with the minimum years of service, which might de-stimulate
employed persons to acquire such service years.

The problem could be resolved by raising the lowest pensions, which is difficult to expect in a
situation where the number of employed persons is dropping in view of the economic crisis and
where the government is facing an imperative to reduce the budget deficit. Therefore, in the
period ahead, it is necessary to examine and determine the number of elderly persons not entitled
to pension who are not asking for social assistance for fear of being stigmatised or for some other
reason. Based on the results, it would be possible to introduce certain temporary measures to
reduce the number of persons over 65 years not exercising their right to pension and not
requesting social assistance.

Although the decision on social pensions has for the time being been postponed but the
legislative changes adopted in 2010 improved the material status of part of the elderly population
without pensions, mostly single households. Analyses had shown that single households have the
greatest poverty gap. The amount of social assistance for elderly single households was thus
increased by 20 percent - from HRK 500 (EUR 67) to HRK 600 (EUR 81). In addition to
permanent assistance, older infirm persons in the social welfare system are entitled to other rights
as well: supplement for assistance and care, personal disability allowance, one-time assistance.

In the period from January 1st, 1999 to December 31st, 2009, consumer prices increased in total
by 46.1 percent, and pensions were adjusted by 72.5 percent, meaning that pensions actually
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grew by 18.4 percent. However, considering that in view of the current economic crisis pensions
from the 1st pillar were not adjusted in 2010 and 2011, and that consumer prices in the period
grew by approximately 3 percent, the value of pensions in December 2011 realistically dropped
by approximately 3 percent in relation to December 2009.

6. Conclusion

The main reason for low employment growth despite high output growth is the lack of structural
changes in the economy. The destruction of jobs caused by the winding up and bankruptcy of a
large number of employers was not matched by sufficient job creation in the private sector.
Unemployment and low activity rates are mainly the consequence of insufficient demand for
labour and the mismatch in labour supply and demand. Relatively high real wages, institutional
rigidities and wide-spread skills mismatches appear to be major impediments for a more dynamic
labour market performance.

The industrial profile of the crisis translates into the socio-economic profile of affected workers.
Compared with the unemployment profile before the crisis, a newly unemployed person is more
likely to be a prime-age skilled blue-collar men worker. Women, youth and white-collar workers
appear to be less affected. However, the differences in socio-economic profile between those
who became unemployed before the crisis and those who became unemployed following the
crisis are not that much pronounced. Still, these figures may have significant poverty
implications. This is because the crisis disproportionately affected primary earners. In contrast,
before the crisis, it was mainly secondary earners (youth and women) who bore the brunt of
labour market adjustment. Unemployment of a primary earner is more likely to push households
into poverty than that of a secondary earner.3

Long-term unemployment is a determinant of social exclusion. Around 50 percent of registered
unemployed were unemployed for more than a year.4 More than one-third had been looking for a
job for more than three years. Long-term unemployment affects women more than men.
Education level significantly affects the duration of unemployment, with unemployment spells
declining with higher level of education. The share of long-term unemployment among workers
with primary education or less was around 75 percent. Only 15 percent of the unemployed with
primary education were able to find a job within the first six months of unemployment, compared
to 40 per cent of workers with university qualifications.

Persons at risk of poverty are mainly those that lost their jobs in the wake of the crisis. Most of
them are looking for new jobs, and given that they tend to be younger and better educated than
the long-term unemployed, their job prospects seem relatively good. Their poverty is, therefore,
likely to be transitory, closely associated with the temporary worsening of labour market

3World Bank; UNDP. Social Impact of the Crisis and Building Resilience. Zagreb: World Bank; UNDP, 2010
(available at: www.worldbank.hr).
4 The recent decrease of share of long-term unemployment in 2009 and 2010 to 45.2 and 46.9 percent is caused by
the increase in total unemployment.
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conditions. These “new poor” have a good chance to escape poverty once the economy recovers.
This is less likely in the case of the “old poor” whose poverty usually is of long-term nature and
associated with economic inactivity, poor skills and old-age.

Other vulnerable groups are people with low educational attainment and low skills levels. Before
the crisis poverty was low and shallow in Republic of Croatia, thanks to the strong economic
growth coupled with job creation, and high spending on social safety nets. There were pockets of
deep poverty, but extreme poverty was rare. Relative poverty was also low because of the
relatively low income and consumption inequality. Poverty was associated with long-term
unemployment and inactivity, which were concentrated among low skilled workers. The crisis
has had a substantial impact on both the poverty rate and the profile of poverty. The fall in
employment coupled with the fall in real wages caused the reduction in incomes, and
consequently pushed many of the unemployed workers into poverty. The “new poor” tend to be
different from the “old poor”: they are better educated, younger and economically active.5

The at-risk-of-poverty rate in 2006 (16.3 percent) decreased by one percentage point compared to
the prior year. The slight increase to 17.5 percent in the period from 2007 to 2008 was
accentuated during the crisis (18 percent in 2009). For 2010, estimations are that poverty
headcount rate increased by about 3.5 percentage points. The at-risk-of-poverty rate of women is
higher by two percentage points compared to men. Individuals older than 65 years have an at-
risk-of-poverty rate above average and for this age group the difference between men and women
is largest (4 percentage points, 24 and 28 percent, respectively).

Households headed by the economically active workers, either employed or unemployed, were
more likely to be affected by the crisis than those headed by retired workers. Specifically, it is
estimated that the poverty rate among households headed by a retired workers increased by 1.7
percentage points, compared with 2.3 percentage points for households headed by an employed
person, and as much as 6.5 percentage points for households headed by an unemployed person.
However, the increase in the poverty incidence is estimated to be particularly large among
farmers (7.1 percentage points).

Income inequalities mostly stagnated or declined mildly after 2000. The GINI coefficient of
income/consumption in the period from 2001 to 2005 was 0.29, dropping to 0.28 in 2006. It is
interesting that income inequality decreased during crisis. It increased to 0.29 in 2008, but
decreased to 0.27 in 2009, the last available figure.

The spreading of the global financial crisis to economy of Republic of Croatia became apparent
in the last quarter of 2008 with a deceleration of output growth to 0.2 percent. In 2009 overall
economic activity declined by 5.8 percent, driven by a fall in consumption, gross domestic
investment and exports.

5World Bank; UNDP. Social Impact of the Crisis and Building Resilience. Zagreb: World Bank; UNDP, 2010
(available at: www.worldbank.hr).
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The fiscal position of the country deteriorated quickly. The marked shortfalls in revenues and
increasing pressures in government spending caused several revisions of the 2009 budget. The
spending cuts affected public sector salaries, certain categories of social benefits and
infrastructure investments. Pressures to protect public finances and the inability to achieve
further spending reductions, led the government to increase existing taxes (Value Added Tax)
and introduce new ones (special tax on salaries, pensions and other income, the so called ‘crisis
tax’). The impact of these measures was pro-cyclical and led to a contraction of consumption as
well as investments. Overall the combination of expenditure reduction (amounting to 2.1 percent
of GDP), and revenue increase (amounting to 0.4 percent of GDP) kept the government deficit at
around 4 percent.

The economic contraction led to a rapid worsening of the labour market with falling employment
(the employment-to-population ratio fell from 44.4 percent in 2008 to 41.3 percent in 2010) and
increasing unemployment rates (from 8.4 percent in 2008 to 11.7 percent in 2010). The labour
force participation rate also fell, partly as a result of workers’ discouragement. The fall in labour
demand was reflected mainly in the slowdown in real wage growth, while working hours’
adjustment played a limited role. The crisis affected mainly the manufacturing, trade and
construction sectors, which are predominantly male-dominated. As a result, prime age men
workers were more affected by the economic crisis compared to other population groups. This
category of newly unemployed joined other groups of workers already at a disadvantage in the
labour market, such as young people, workers with low skills level, women and elderly workers.

Although the initial reaction of employment to the fall in output was mild, the pace of job
destruction accelerated over time.

The increase in employment in response to a recovery of output appears to be delayed in
Republic of Croatia, as enterprises are meeting growing demand by increasing productivity
rather than by hiring new workers.

The analysis of the macroeconomic developments during the crisis and the main policy responses
undertaken by the country point to a number of policy options, that may be taken into
consideration to ensure a faster recovery. These are summarized below.

 Budgetary policy in Republic of Croatia has being tightly constrained, with fiscal policy
more concerned with falling revenues than on government spending to compensate for
decreasing aggregate demand. Revenues in Republic of Croatia are highly reliant on
indirect value added taxes, which are regressive and place a higher burden on lower income
groups. In addition, decreases in revenues (profit tax and social insurance contributions)
are likely to continue throughout 2011 as business developments and labour market
performance remain unfavourable. A better ratio of direct to indirect taxation would need
to be considered in the medium term to allow more expansionary fiscal policy when
needed. There could be some space to ease monetary policy: as inflation is very low (1.1
percent in 2011), the government may consider a decrease of interest rates to encourage
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credit growth. This would, among others, address the liquidity problem many employers
are still facing.

 Comprehensive industrial policy and the acceleration of reforms to promote enterprise
development (streamlining of business registration, reduction of non-tax revenues and
judicial reforms to strengthen contract enforcement and bankruptcy procedures for
companies) would help enhance private sector participation in the economy, increase
productivity and competitiveness.

 Constraints to both the supply and demand side of skills need to be identified and
addressed. It appears that there is a mismatch between the skills provided to workers by the
education and training system and those demanded by employers. A review of the available
skills, the needs of employers and the set-up of the education and training system could
help identify such mismatches and craft policy options to address them. The work
undertaken towards the establishment of the Croatian Qualification Framework is a first
step in this sense. However, such reform will have an effect on workers’ labour market
prospects only in the medium to long-term. In the short term, the expansion of subsidized
skills development programmes would improve the employment prospects of workers with
low or inadequate skills level and remedy the erosion of competencies caused by long
unemployment spells.

 Jobs crisis has hit young people harder than other age groups. This is being felt mainly in
terms of unemployment, longer job search periods, discouragement and prolonged
inactivity. The long unemployment spells young people face when entering the labour
market during a recession may have long lasting effects in terms of future employment and
wages. This may lead to labour market detachment for some categories of youth, which in
turn would aggravate the labour force participation crisis the country is facing. As young
people are a heterogeneous group and face different types of labour market disadvantages,
an early identification of individual risks factors and of the determinants of labour market
disadvantage is of crucial importance to provide appropriate and effective employment
assistance. Multi-component interventions that combine remedial education and training
with work-experience programmes and job-search assistance, as well as incentives for
employers to hire young workers, have demonstrated to be more cost-effective than single
measures based on age alone.

 Only social security programme whose coverage expanded during the crisis in Republic of
Croatia is the unemployment benefit. Its coverage, however, is relatively low and reaches
only a fraction of newly unemployed workers. A temporary relaxation of eligibility criteria
for the unemployment benefit accompanied by measures conditioning income support to
the participation to active labour market programmes may protect the income of workers
losing their job, while at the same time improving the functioning of the labour market.
However, the cost-effectiveness of such a measure as well as its fiscal deficit implication,
need to be carefully appraised prior to its implementation.
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 Active labour market programmes in Republic of Croatia are still limited in scope, range
and coverage. They were further downsized during the crisis due to fiscal constraints. The
only programme that was significantly expanded was public works  which in any case
covered only a small share of the unemployed. The short-time work subsidy programme,
introduced in the mid-2009 to help employers reducing labour costs without resorting to
lay-offs, had a low take-up due to strict eligibility conditions, the low level of subsidies
(reduction of social insurance contributions by 20 percent) and onerous administrative
requirements. Short-term options for improving the impact of active labour market
programmes include the scaling up of those programmes that are cost-effective in
mitigating weak labour demand (employment subsidies, apprenticeship schemes and public
works). However, active labour market programmes are more successful when they are
well targeted, respond to labour market requirements and involve the social partners in
their design, monitoring and evaluation. Finally, for the medium term Republic of Croatia
should consider activation policies to re-integrate the long term unemployed and social
assistance recipients into the labour market.

 Effectiveness of social security system could be improved by streamlining and simplifying
the existing social security programmes and enhancing targeting. This would improve the
efficiency and quality of social assistance programmes and have a significant effect on
poverty. In the medium term, the institutional fragmentation of the social safety net needs
to be addressed at both central and local level.

 Challenge of making employment a key target of economic policies requires coherence and
coordination across several ministries and labour market institutions. Establishing effective
monitoring mechanisms that include employment indicators would facilitate coherence and
cooperation among different stakeholders.

 Industrial relations systems, in general, and collective bargaining, in particular, have an
important role to play in dealing with the challenges of the crisis. Unfortunately, tripartite
negotiations on structural reforms have been marked by a number of setbacks, including
the virtual stop of the operations of Economic and Social Council at the very peak of the
crisis. As Republic of Croatia is still facing a number of challenges to tackle the effect of
the crisis on the labour market and promote sustainable recovery, it is of key importance
that social dialogue institutions play a leading role in monitoring the implementation of
anti-crisis measures on the one hand, and in the shaping of structural reforms, on the other.
In addition, existing practices of bipartite negotiations leading to collective agreements at
branch and single employer level should be further encouraged.
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