
University of Macedonia  

BALKAN, SLAVIC & ORIENTAL STUDIES 

Master in Politics and Economics of Contemporary Eastern and SE Europe 

 

 

Dissertation title: 

“Foreign Direct Investment to SEE: the case of Croatia” 

 

 

Supervisor:  Kyrkilis Dimitrios 

Author:        Meri Aavdalyan 

 
THESSALONIKI, OCTOBER 2012 

 

 



1 
 

Table of contents 

1 Introduction…...........................................................................................................................2 

2 Determinants and effects of FDI .……………………………………………..…………….....5 

3 FDI stylized facts ……………………………………………………………………….……..10 

3.1 Global FDI .…………………………………………………………………………..….…..10 

3.2 Croatian FDI……………………………………………………..........................................11 

4 Stimulus and Obstacles for FDI inflows in Croatia………………………..............................17 

4.1 Privatization as the main FDI attraction stimulus………………………..............................17 

4.2 FDI attraction barriers in Croatia……………………………………………….……………20 

5 Conclusions...…………………………………………………………………………………..28 

  References………………………………………………………………………………………30 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



2 
 

 

1 Introduction 

According to International Monetary Fund (IMF) foreign direct investment represents net 

inflows of investment to acquire a lasting management interest (10 percent or more of voting 

stock) in an enterprise operating in an economy other than that of the investor. It is the sum of 

equity capital, reinvestment of earnings, other long-term capital, and short-term capital as shown 

in the balance of payments. 

The determinants of FDI can be grouped into the categories of market-seeking (developing 

import), resource-seeking (developing mainly export), and efficiency-seeking (finance sector). 

FDI is welcomed both in developed and transition-developing economies, because it impacts on 

foreign trade, GDP and economic growth, improvement of production technologies, 

employment, investments and other economic parameters (spillover effects). (Botrić 2010)  

Another motive of local authorities for attracting FDI can serve the fact that financing 

investment in the country by foreign direct investment is cheaper than debt financing as the FDI 

flows are longer-term than most loans. Moreover, in case of FDI (as a contrast to the 

borrowings) there is no repayment and foreign debt of a country is not included. (Primorac, 

Smoljić 2011)  

In general mature economies get more FDI in the form of reinvestment than in the form of new 

equity. At the same time developing economies which are still in transition are expecting FDI to 

bring a new capital to establish new enterprises, update frequently outdated technology, increase 

the potential for trade, open new markets, bring new technology and management know-how, 

create new work places etc. (Hunya, Holzner, Wörz 2007) In other words the expectations 

mostly deal with the Greenfield investments, however as we will see below the Brownfield 

investments can dominate over the Greenfield ones if FDI attraction and management are not 

realized up to the mark.  

Expectation and thirst towards FDI is equal for all transition countries, however there is an 

opinion that the countries of South East Europe relied more heavily on foreign direct investments 

as a source of financing than the other transition countries (for instance CIS member-states). 

(Botrić 2010) One of the most significant reasons for such proposal can serve the fact that all 

SEE countries clearly showed intention to enter EU. This fact stimulated investors from EU 

member-states to invest mainly in SEE, not in other transition countries. Moreover the lion share 

of the investments to SEE is being done by EU investors who believe in the long term potential 

of the region. There are several preconditions which are supposed to stimulate FDI from EU 

member-states to SEE. They are: 
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1) Geographical proximity, which is quite significant precondition in case of relocating a 

part of investors’ production from his native country to SEE states The possibility to 

expand their own market either by just organizing production in other countries (and 

thereby reducing the transport costs) or by using the organized production as a platform 

for market expansion to even further regions. 

2)  The fact that investing in SEE means investing in future common market in frames of 

EU and thus to have an advantage over the competitors as soon as SEE countries are 

members of EU family.  

3) The fact that SEE countries are restructuring their economic environment according to  

EU standards, introduces a familiar business environment and familiar standards for EU 

investors, thereby enabling foreign investors to have business conditions more similar to 

their own than they would have in other world locations.(Botrić 2010) 

For justice' sake, it should be mentioned that if in the first decade of 2000
th

 transition economies 

of SEE were more successful in FDI attracting than CIS countries, the situation at least partly 

changed after 2011. It is mainly connected with the rise of FDI flows to resource seeking CIS 

countries like Kazakhstan and Turkmenistan. Another reason is the accession to the World Trade 

Organization (WTO) of the Russian Federation in 2012 and thus abolishment of some FDI 

attracting barriers. The last but not the least reason of favoring FDI flows to CIS countries in the 

last years is noticeable longer-term changes in the investment climate. (UNCTAD 2012) 

The main aim of the current work is to study the prospects of FDI flows to Croatia in near future. 

This study is considered to be quite important and interesting in the light of Croatia`s integration 

with European Union and proposed full membership in this organization in 2013. Croatia`s 

participation in EU is supposed to boost the FDI flows to the country’s economy due to 

abolishment of the trade barriers. At the same time existing trade barriers are not the only reason 

which slows down investments to Croatia. The situation on domestic level is supposed to be one 

of the most reasonable obstacles for FDI flows to the country. For instance, Croatia`s 

participation in Central European Trade Agreement (CEFTA) showed that abolishment of certain 

trade barriers can fail to come up to certain expectations. In particular it can be seen in the level 

of cooperation between Croatia and other CEFTA member states. Although Croatia was a full 

member of CEFTA from 2003, its level of trade and mutual investments with CEFTA member-

states remained on quite low level (the real rise in partnership took place only in 2005, however 

regress was fixed just in a year). The only exception was the cooperation with Bosnia and 

Herzegovina. However it should be mentioned, that Croatia-Bosnia-Herzegovina economic 

cooperation was high enough even before the participation of both these countries in CEFTA. 
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The methodology of the current study is justified simple. On the basis of the secondary sources, 

author will try to represent the full picture of the developments of FDI attraction policy in 

Croatia over the years (1990`s-2000`s). The analyses of the existing data (works of independent 

researchers, international monitoring organizations reports, information provided by Croatian 

official sources) will be done as well in order to find out comparatively adequate reasons of the 

improvement/downgrade of the FDI attraction ability of Croatia.  

The structure of the current work is following: 

In the introduction section we will represent the statistics of FDI flows all over the world in the 

last 60 years. Analyses of exactly this period is justified due to the fact, that the more or less 

significant rise of international FDI flows took place in the second half of the 20
th

 century. 

Another reason is that the data regarding the world FDI flows was not complete before this 

period of time.  

Later in the same section we will make an accent on the FDI flows in CEE, SEE and CIS 

countries, as after the transformation of these economies from central planned economy to the 

market one (the process which is not completed in many countries till today) gave an impulse to 

a new wave of FDI flows in the global economy. 

Here we will also explain the main aims of the work, its methodology and structure. 

In the second section we will represent the positive and negative effects of FDI on host economy. 

We will also show in this chapter several FDI supporting and protectionist actions which 

politicians usually use to protect local market and local businesses from foreign intervention, or 

on the contrary to point out special spheres of the host economy, where FDI are welcome. 

In the third section of the work we will concentrate our attention on Croatia. Namely we will 

present the statistics of Croatian FDI inflows and outflows, starting from the first part of 1990`s, 

as the information regarding FDI flows to and out of Croatia is not full before this period and 

also because due to the central administrative nature of Yugoslavia (part of which Croatia was 

until 1991), Croatia was considered to be a part of a state than a participant of a union. We will 

also compare the determinants of Croatian economy with the other countries of the region and of 

the world. 

Fourth section will be more analytical. Here we will show some statistics and will try to make an 

analyses of it. In this chapter there will be also represented the reports and the works of different 

international monitoring organizations, independent researchers and Croatian state structures. 

Later the author will try to make comparative analyses of existing information. 

In the last Conclusions section it will be done a short presentation of existing secondary data as 

well as results of our analyses and further recommendations. 
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2. Determinants and effects of FDI 

 The Greenfield investments are more welcomed by FDI attractor country than the Brownfield 

ones due to the fact, that former is supposed to establish new enterprises with new workplaces, 

bring new technologies, capital etc., while the latter in general is accompanied by restructuration 

with following reduce in operational costs and personnel cut. The Greenfield FDI is expected to 

live up domestic market increasing the level of competition, but depending on technological gap 

it also can seriously harm the local business. Thus the FDI effect is not always as positive as it 

supposed to be. 

In general the multinational corporations have more advanced knowledge and experience, than 

the domestic ones, which allow them to introduce new capital goods at lower cost. (Borensztein, 

De Gregorio, Lee 1995) Besides the positive effect on economy in general, the attraction of FDI, 

mainly the Greenfield FDI, is pointed also as a solution of several issues concerning labor force. 

First of all the Greenfield investment means new workplaces and as a consequence decrease in 

the level of unemployment and increase of wealth among citizens of the FDI attractor country.  

At the same time it should be mentioned, that being  technologically more advanced than 

domestic business representatives, entering the market of the host country multinationals require 

the presence of  the sufficient level of human capital in it. If the level of education of the host 

country is quite high the possibility that it will attract FDI is much higher. Moreover the 

productivity of foreign direct investment in this case rises as well.(Borensztein, De Gregorio, 

Lee 1995) “ FDI is more productive than domestic investment, but only when the host country 

has a minimum threshold of human capital” . However, because  FDI is supposed to be done by 

more developed in different aspects foreign country (in case of SEE at least), this gives an 

opportunity for labor force to be trained or re-trained by the  foreign company or its 

representatives according to the needs of given organization. (Vuksic 2005) It is common sense 

that in general foreign companies spend more on training of workers than the local companies 

do. As a consequence of foreign companies’ positive spillovers through the acquisition of human 

capital, except the increasing the  welfare of its citizens, FDI attractor state also gets specialists, 

who can in long term perspective cooperate also with the local firms and increase country`s 

competitiveness in international arena. (Hunya, Holzner, Wörz 2007) 

However it should be mentioned that the effect of FDI in case of labor force is two-edged sword, 

because foreign firm can also skim the market of well-trained workers and, at least in the short 

run, free-ride on previous training by domestic companies. (Hunya, Holzner, Wörz 2007) In this 

case such expected positive effect from FDI can be unreachable.  
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Another effect of FDI on host country`s economic conditions is a technology transfer. As it was 

mentioned above, the investor company (mainly when FDI flows from developed state to 

developing or transition country) supposed to have better technologies than its domestic 

competitors. This technology transfer is highly welcomed by the authorities of the host country, 

because due to this process domestic companies raise their competitiveness.  It is also welcomed 

by the multinationals; their primary motivation is to transfer technology to suppliers in order to 

enable higher quality inputs at lower prices. (Borensztein, De Gregorio, Lee 1995) 

Although it seems that both multinationals and local companies are the gainers in this case, if 

managed by the “wrong way” technology transfer can also result some minuses for all the 

parties.  First of all if multinational company by some certain reasons decides to transfer the 

technology only to one upstream vendor, then it is vulnerable to hold-up. B. Garrick and P. 

Gertler argue that in general foreign firms use to pay managers higher wages to discourage 

technology leakage through former employees.  

However, the change of tactics and diffusion of the technology widely, either by direct transfer to 

additional firms or by encouraging spillover from the original recipient, can solve existing 

problem. Moreover technology transfer to more than one upstream company will increase the 

competition on the supplier market, and consequently will lead to the rise of quality and lower 

prices. Such kind of policy is an obvious advantage not only for the multinational company, but 

also for all the markets to which the suppliers sell.  By other words properly managed technology 

transfer through FDI, generates lower prices and greater output, that benefits suppliers, final 

goods makers and consumers. Consequently in the long run the host economy benefits from this 

policy a lot. Thus the policymakers of host countries should at least not raise barriers for FDI, 

and better to abolish existing once. The host country`s economy will obviously benefit from such 

FDI attraction policy mainly in situation when multinational corporations source supplies from 

local suppliers. (Garrick, Gertler 2004) 

Entering the new market multinational firms quite often are not limiting themselves in 

cooperating just with local suppliers from upstream sector. In many cases operating in 

downstream sector they are also investing in upstream area. There are two main types of these 

investments: partially-owned projects and wholly-owned enterprises. Partially participation of 

foreign investor in upstream sector is an undoubtful advantage for the local players, as sharing 

the ownership with multinationals means being sure that more advanced technology will be 

transferred exactly to them and not to competitors. At the same time foreign investment in 

wholly-owned means, that there is almost no chance for cooperation between multinationals and 

domestic firms.  Although investing in wholly-owned subsidiaries is much more expensive, than 
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to partly-owned projects, foreign firms sometimes have to resort to this step. (Smarzynska, Wei 

1999) 

B. S. Javorcik and M. Spatareanu (2006) argue that there are few main reasons which make 

multinationals to invest in most costly projects. First of all it is a fear of  technology  leakage,  

particularly when the level of existing  technology is much higher than of the local competitors, 

and especially  in  countries  with  limited rule of  law. It should be mentioned that although FDI 

in upstream sector has negative impact on local enterprises operating in the same area, it is 

proved that “foreign investors tend to devote more resources to technology transfer to their 

wholly-owned subsidiaries than to partially-owned affiliates”, thus they are positively 

influencing the quality of the outputs and the final price (in comparison with the outputs with the 

same type of quality produced abroad). 

 B.K. Smarzynska and S.J. Wei (1999) support the idea that the corruption in the power 

structures has negative effect on FDI in general, but according to their study corruption 

sometimes can help domestic firms to get multinational players in their teams. Of course 

extremely high level of corruption frightens investors and the chance that investment will be 

done equals to zero. However when the level of corruption is low enough and investment can be 

done, foreign investors prefer to cooperate with the local partners than to invest in wholly-owned 

projects. Multinationals choose the second option (investment in joint venture) because domestic 

firms more easily deal with the local corrupted authorities and can provide foreigners with some 

kind of shield against unwelcome policies of the host countries because of the presence of local 

interests. It also should be mentioned that another reason which pushes foreigners to invest in 

joint ventures with domestic firms is usually knowledge of the local market 

conditions.(Smarzynska, Wei 1999; UNCTAD 2003) 

Except the cost of labor force, openness and transparency of the economy, the level of corruption 

etc., that are playing their important role in the attraction and the dispersion of FDI among 

different economy sectors, the policy environment of the host country has its own impact on FDI 

flows. Firstly host country policymakers at a very general level impact on FDI attraction and 

distribution pursuing a predictable policy of macroeconomic stability, or in other words ensuring 

the rule of law, the enforcement of contracts, supporting competitiveness, and encourages private 

sector development. (Demekas et al. 2005) 

According to UNCTAD (2003) report, it is generally believed by policy makers in developing 

countries that participation of local capital in a foreign investment project reveals the   

multinational’s proprietary technology and  thus facilitates spillovers.  

Thus having a motivation policymakers can affect FDI flows to concrete area of the economy of 

the host country by reducing or rising trade costs (tariffs, nontariff barriers, and transportation 
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costs), which are generally found to have a significant impact on FDI flows. Another key factor 

is the transparency of the tax system, but its impact on FDI flows is less significant, as well as 

the level of corruption in general. (Demekas et al. 2005) Dmitri Demekas et al. (2005) argue that 

in recent years transition countries are implementing the policies which are stimulating FDI to 

downstream areas and rising barriers for upstream investments.   

However in order to achieve some political and economic goals host country policy-makers are 

not limiting themselves just by manipulating with trade costs. There is much wider range of 

actions which policy-makers can implement in order to satisfy the interests of the host country. 

Global economics has a very rich history of the effectiveness (in some cases futility) of these 

measures.  

Among the other policies which governments generally use to make an impact on FDI in order to   

enhance   various   development objectives are screening mechanisms and incentives. 

As it was mentioned above, entering the market of host country multinational corporations may 

operate either alone or in partnership with domestic players. In general the decision regarding 

would be cooperation with local business representatives is being accepted basing on possible 

economic or tactic benefits. However sometimes, multinationals are obliged to participate in 

joint venture with domestic firms, because otherwise the operation on the territory of domestic 

country is simply restricted for them. 

Forcing  foreign investors to cooperate with local market players, policy-makers of the host 

country (mainly in  natural-resource-rich transition or developing  states) in general are trying to 

secure  economic  rents  from  the  exploitation  of  various resources. Such a significant impulse 

for domestic firms to cooperate with foreign companies as knowledge and technology transfer 

can also become a point for host country politicians` mandatory requirements. (UNCTAD 2003)    

UNCTAD specialists point out the fact that making foreign firms to correspond to above 

mentioned requirements, host country authorities should act more compromise, because those 

requirements have also their negative side. Namely in case of mandatory ventures there is quite 

big possibility that there will be lack of trust and understanding between the partners. Such 

situation even more possible in cases when local partner has little to offer, but at the same time is 

allowed to have a say in the decision-making process. 

The UNCTAD (2003) report also points that along with the implementation of protectionist 

policy regarding local companies, and “supplying” them with the foreign knowledge and 

technologies, the authorities of the host country also should lead a performance requirements 

policy towards domestic players. This is quite important, because if local companies even having 

an access to the technology and skills they need to improve their capabilities will not face 
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competitive pressure, they can contribute to fostering “inefficient capabilities”. Thus they will 

saddle the economy with outdated technologies or redundant skills  

There are also cases when authorities of the developed countries also resort to mandatory joint 

venture tactics. However in this case the pursued goal of ownership restrictions is not a 

knowledge, technology etc. transfer, but  reduce the level of foreign ownership  and  secure  

economic  rents  from  activities  in  selected industries (UNCTAD 2003)    

Among other kinds of requirements quite noticeable are requirements in the R&D sector. In 

other words technologically advanced company is forced to cooperate and develop or support in 

developing the R&D project with local companies or institutions which are specializing in the 

same scientific area. This approach is also quite widespread and used by policy-makers in order 

to maximize benefits from FDI.  

 There are also two more, quite often used types of restrictions on FDI. First one mainly 

concerned to raised in the last decade global warming problem, and restricts environmentally 

harmful investments. The latter deals with the investments to military system, which are actually, 

totally restricted in several countries. The main explanation is that any foreign participation in 

this area supposed to harm the state security of the host country. UNCTAD (2003) 

It should be mentioned that until 1980`s FDI restriction policies were much more strict than 

nowadays. Even developed countries raised barriers for foreign participation in local market, or 

made them use local inputs for producing the final goods. For instance the United States had 

employed voluntary export restraints against Japanese exports of cars in 1981. The other case is 

when in USA in order to qualify as a domestic product to claim a 25 per cent price preference 

under the Buy American Act, a Hungarian manufacturer of buses had to buy United States made 

engines, transmissions, axles and tires. 

There have also been fears that an excessive reliance on FDI complicates the capacity of a state 

to implement some of its policies. National  security  was  only  the  most  obvious  of  such  

questions,  and led to ownership restrictions in many industries.  

The most common measure against FDI restrictions are the schemes of regional economic 

integration such as EU. Participation in such schemes has forced certain countries to phase out 

policies like performance requirements. UNCTAD (2003) 
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3. FDI stylized facts 

3.1 Global FDI 

Over the last 60 years the greatest FDI flows were registered in 2000 (about 1.5 trillion US 

dollars) and in 2007 (2 trillion US dollars).  After the recession in 2009 and stagnation in 2010 

(due to 2008 crises) to about 1 trillion US dollars in each year, global foreign direct investment 

flows exceeded the pre-crisis average in 2011, reaching $1.5 trillion. However, even in this case 

2011 global FDI still remained some 23 per cent below the 2007 peak. Moreover the rise of 

global FDI in the next several years in the best (if there are no microeconomic stresses) will be 

slower than in 2011. Namely, planned FDI growth in 2012, will amount approximately about 1.6 

trillion US dollars. In 2013 and 2014 worldwide FDI flows will reach 1.8 trillion and $1.9 trillion 

in USA`s currency. (UNCTAD 2012) 

According to UNCTAD World Investment Report (2012) flows to developed countries increased 

by 21 per cent (from $527 bn. in 2010 to $748 bn. in 2011).  The rise of FDI in 2011 was also 

observed in developing countries, where foreign investments increased by 11 per cent, reaching a 

record $684 billion ($525 bn. in 2010).  The highest increase in FDI (in percent) was registered 

in the transition economies -   25 per cent or 92 US dollars ($71 bn. in 2010). The lion share of 

global FDI flows still belongs to developed countries, about percent developing and transition 

economies in their turn respectively accounted for 45 percent and 6 percent of global FDI 

inflows in 2011. UNCTAD projects that the last two types of economies will maintaining their 

high levels of investment over the next three years and will  continue  to  keep  up  with  the  

pace of  growth  in  global  FDI  in  the  medium  term. Moreover UNCTAD specialist point out 

that the fact that developing and transition economics together account for more than half of 

global FDI inflows ($777 billion), reaching high level of global FDI flows during the economic 

and financial crisis, proves that these countries will stimulate economic dynamism and will play 

strong role in the future FDI flows. 

The sharp rise in global FDI in 2011(17% comparing to 2010) was mainly due to the increase of 

FDI outflows from developed economies (25% or 1.24 trillion US dollars). Total FDI outflows 

from developing and transition countries on the contrary reduced by 4 percent.   

United States FDI outflow reached the record level of 82 percent of total FDI outflows and was 

mainly driven by reinvestment earnings.  The main investments from EU member-states were 

done in cross-border M&A. Traditionally EU member-states are investing mainly in SEE and 

CEE, due to their geographical proximity and soon EU accession perspectives. However over the 

past several years due to the global increase in prices on natural resources and also due to pro-
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FDI environmental changes in legislations and politics CIS countries raised their attractiveness 

for foreign direct investments. (UNCTAD 2012) 

Speaking about FDI attractiveness it is also should be mentioned, that 8 developing and 

transition economies were included  in the top 10 of UNCTAD FDI Attraction Index in 2011, 

compared with only 4 a decade ago. However on the other hand other countries with the same 

economic level showed worse FDI attraction results than it was expected, and Croatia was 

among them. 

 

3.2 Croatia FDI 

Croatian economy became more or less FDI (and investment in general) friendly only from 

1993, as soon as political and military situation in the country became more or less stable. 

However continuous and real (but not sustainable) rise of FDI was fixed only from 1995. 2008 

was the peak of Foreign Direct Investment in Croatia with 4 218.6 million euro, which is almost 

40 times more than the same indicator in 1993 (101 million euro).  After sharp falling in 2010 

(only 295.3 million euro and just 0.9% of GDP when in 2009 it was 4.6%), the level of FDI 

began to grow again from 2011(1048,4 million euro). (European Commission 2011) (Table 1) 

(Table 1) FDI to Croatia by years: 1993-2011 (in million EUR) 
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Source: (Croatian National Bank 2011) 
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Sources (CIA -World Facts 2012) 

Crotia’s 26,679 billion euro of total attracted FDA stock in 2011 equals to approximately  5 948 

euro per capita (Table 3) or 6-th place among other ten states of the region, which means regress 

in comparison to 2008 (5 315 euro per capita and 4-th place). Downgrading from 4-th to 6-th 

position Croatia yielded to Slovakia with 7 568 of total FDA stock per capita in 2011 (4 490 in 

2008) and Slovenia with 6 257 in 2011 (3751 in 2008). The rest countries in the region preserved 

the same level of total FDA stock per capita comparing to each other.  

According to Eurostat, starting from 1999 EU investments to Croatia were continuously (but 

unequally) rising.  The raise of FDI during the period from 2001 to 2006 was fixed at the level of 

308%, reaching 11.8 billion EUR in 2006 from 2.9 billion in 2001. In 2011 it was estimated that 

94% of all FDI stocks in Croatia stemmed from EU Member States. (European Commission 

2011) As it was mentioned above, FDI pick in Croatia was registered in 2008, when annual 

volume of FDA reached 4.2 billion EUR from 3.7 billion in 2007. However it should me 

mentioned that the raise of FDA in Croatia was stably high after 2004. For example the raise of 

FDA in 2007 comparatively to 2006 was approximately 1 billion EUR. The same can be seen in 

2005-2006 FDA comparison (1.5 billion EUR in 2005 and 2.7 billion in 2006) etc. (Table 1) 

According to Eurostat 2008 report, the real raise of EU 25 FDI to Croatia started in 2005. The 

leap of EU’s foreign direct investment to Croatia cleared a hurdle of 89% (1128). Next year 

showed 37 % of FDA rise from EU member-states (1548).  Despite the fact that the lion share of 

EU FDI to Croatia  came from EU-15, the share of new member states in EU total foreign direct 
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were from the new member-states and 662 mn EUR were from EU-15). However during the next 
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several years FDA amount from new member-states significantly downgraded (for instance no 

longer than next year the share of EU new members in FDA to Croatia was equal to 11% of 

EU’s total FDA to Croatia in 2006). 

(Table 3)  FDA per capita (in EUR) 

 

 

Sources (CIA -World Facts 2012; Croatian National Bank 2008) 

The most active investor (in terms of FDI) to Croatia among EU countries is Austria, whose 

share in total 1993-2011 FDI stock is equal to 24.5% or about 6.3 billion EUR, Netherlands are 

on the second place with 15.3%  or almost 4 billion EUR and the third big investor is Germany: 

12,3% or 3.15 billion EUR. Among the new EU member states Hungary has the largest FDI 

outflow to Croatia, in the period from 1993 to 2011, approximately 2.5 billion EUR out of 25.6 

billion, which is actually 4-th place in total FDI stock to Croatia. Luxembourg, France, Italy and 

Slovenia divided among themselves the last 4 places of those countries (both in EU 15 and EU 

25) that exceed 1 billion EUR FDI to Croatia beginning from 1993.  Thus Hungary and Slovenia 

are only countries among the new EU member states whose FDI to Croatia reached and 

overcame the barrier of 1billion EUR. However it should be mentioned that in 2006 Netherlands’ 

FDI to Croatia accounted almost 2 billion EUR and thus Netherlands became the largest foreign 

direct investor to Croatian economy in 2006.  This record was overcome only one time until 

today. From the other side French investment accounted for 34% of EU direct investment to 

2133 

2579 

2906 

3346 

2949 

4179 

3474 

4688 

3751 

6267 

4428 

5914 

4490 

7568 

5315 

5948 

5595 

6694 

6834 

10458 

8695 

11340 

0 2000 4000 6000 8000 10000 12000

2008

2011

Estonia

Czech Republic

Hungary

Croatia

Slovakia

Bulgaria

Slovenia

Latvia

Poland

Lithuania

Romania



15 
 

Croatia from 2004 to 2006. In 2006 France invested in Croatian economy more than 1 billion 

EUR (the second large investment after Netherlands) and became the main foreign direct 

investor in the period from 1993 to 2006. 2006 was also notable in terms of United States` FDI 

to Croatia. Investors from this country decided to withdrew returning on FDI and as a 

consequence Croatian economy lost more than one billion EUR. In 2007 Austria in its turn after 

Netherlands made the largest investment in Croatia’s FDI inflow history. The amount of 

Austria’s FDI exceeded 2 bn EUR. The next year Austria invested to Croatia another 1 bn EUR, 

until it withdrew 117 mn EUR (the largest amount among other countries who also withdrew 

returning on investment) in 2010. According to UNCTAD World Investment Report in 2010 in 

South-Eastern Europe region Croatia was on the third place (0.5-0.9 billion US dollars) 

regarding FDI inflows along with Montenegro, Uzbekistan and countries of Transcaucasia.  

Despite the recession in the global economy after 2008 crises in the next two years, FDI 

attraction mechanisms of Croatian economic system managed to overcome this barrier. 

According to World Investment Report published by the same organization in 2012, starting 

from 2011 the level of FDI inflows to Croatia raised more than two times in comparison with 

2010. According to UNCTAD (2012) report several transition countries of the region, namely 

Croatia Serbia and Albania succeed to improve FDI inflows and accounted 1.0-4.9 billion US 

dollars of foreign direct investment, which is actually the second place in the distribution of FDI 

among transition countries. However the real indicator for Croatia is about 1 bn EUR. Thus 

although there is an improvement of FDI flows to Croatia in recent two years, in any case it is 

quite slow comparatively to the amount of  foreign direct investments done to Croatian economy 

in the period from 2004 to 2008 (at least 1.5 bn EUR). The downgrade is so big, that it just a 

little bit exceeded the level of 1999 (about 900 mn EUR). 

It also should be mentioned that among transition countries worldwide more successful in 

attracting foreign direct investments was only Russian Federation with FDI inflows above 5 

billion US dollars. 

UNCTAD (2012) forecasts that FDI flows in global economics will continue rising in the next 

several years. According to UNCTAD specialists` calculations if there are no microeconomic 

stresses in the coming years, the FDI flows will rise slow but stable. 

It also should be mentioned that according to information provided by Croatian National Bank 

for the first quartile of 2012, Austria and Netherlands maintain the position of two main Foreign 

Direct Investors to the country. Although Netherlands are on their “traditional” second place of 

FDI provider, its investment to Croatian economy accounted only  28.2 million EUR, almost 

four times less than the FDI of Austria for the same period (136.1 million EUR). Germany in its 
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turn lost ground, and Switzerland along with United States shared the third place with about 21 

million EUR FDI each.  

 According to Croatian National Bank Croatia’s total FDI outward in 2011 amounted 3 961 bn 

EUR, from which the largest investment (1 313 bn EUR) was done to Netherlands (by the way 

the largest investor to Croatia). It should be said that the lion share of this investment and also 

the largest FDI outflow in its history was done by Croatia in 2008 (1 bn EUR). The second 

largest Croatian FDI friendly country was estimated to be Bosnia and Herzegovina which trailed 

from Netherlands by more than 50% (557 mn EUR). The third place was taken up by Serbia with 

almost the same Croatian FDI as Bosnia and Herzegovina (490 mn EUR). At the same time in 

the first quartile of 2012 situation with Croatia`s FDI outwards changed totally. Thus the most 

attractive country to invest in was considered Switzerland (1.3 million EUR), Liberia is on the 

second position with 1.0 million EUR, and the third place was shared between Malta and 

Montenegro (0.6 million EUR to each of them). 

Although, having the results for just a first quartile it is too early to do a calculations regarding 

the FDA flows to and out of Croatian economy for 2012, according to forecasts given in 

UNCTAD World Investment Report (2012), the tendency of worldwide FDI flows observed in 

the first quartile of 2012 at the best (if there is no microeconomic stresses) will remain 

unchanged until the end of the annum. 
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4 Stimulus and Obstacles for FDI inflows in Croatia 

 

4.1 Privatization as the main FDI attraction stimulus  

Despite the fact, that FDI inflows undoubtedly stimulating and improving the host country’s 

economy, some authors notice that FDI can have bad impact on it as well. According to study 

which was carried out by an Economic and Business Faculty of Zagreb, negative effect of FDI   

can be especially perceptible and harmful during the first period of transition period. The main 

reason which leads to such consequences is the fact that the possibility that just entering the 

market foreign companies can steal the solid part of it from the weak local business 

representatives, because they are less productive than foreigners. Another negative impact on 

domestic less competitive companies can be made through “brain drain”. This happens quite 

often because foreigners can offer higher wages to the workers and by this way they are luring 

most capable managers away from domestic firms. Among other negative effects there are  high  

inflation,  fast  monetary  expansion,  real  exchange  rate  appreciation  and increasing current 

account deficit (Garrick, Gertler 2004) 

 Firms of transition countries of CEE and SEE, where privatization process was implemented 

very fast faced several shocks, which they couldn`t overcome for quite a long period of time and 

thus they couldn`t provide worthy competition to foreign firms. Among the reasons which lead 

to such weak domestic business environment mainly noticeable the measures of liberalization  

and  also  the  collapse  of  traditional  markets  (foreign  and  domestic). Sudden transition from 

more or less restricted market model to the free one made domestic firms, made local enterprises 

to implement rapid changes in production patterns and products, business strategy, and 

technology. In addition the domestic companies were pushed to  change  their  ownership  

pattern,  adjust new types of financial organization and  also  implement  new  accounting 

system. Sudden liberalization and rapid institutional changes were too uphill task for domestic 

firms in order to implement them in the short period of time. (Zagreb 2010) “Most of the firms 

during first four-five years of transition took so called “passive position”.  It meant e.g.  cutting 

the activities,  selling  property  and  capacity  or  dismissing  redundant  labor  force.  There 

wasn’t done much to improve the quality of activities or to enter new markets. This is the reason 

why transition economies’ results decreased”.   There is also a supposition, that some politicians 

are adjusting privatization process and as a consequence attracting foreign direct investment 

basing on their political interests. Namely while implementing privatization they mainly care not 

about the positive spillovers of FDI on local economy (technology transfer, new workplaces 

etc.), and they also don`t pay much attention on negative effect of FDI on domestic enterprises, 
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but instead they are mainly interested in gaining future support from the constituencies of 

shareholders of newly privatized firms. (Bortolotti, Fantini, Siniscalco 2003)  

In case of Croatia privatization process took place guardedly. Namely the rapid privatization was 

implemented only from 1999.  In the middle of 2000th this process considerably declined, 

mainly because of the fact, that the main part of state enterprises was already privatized. At the 

same time, according to UNCTAD World Investment Report in Croatian state still holds “a 

minority stake in over 600 companies and more than 50 per cent of assets in over 60 companies”. 

UNCTAD specialists link increasing investor attention to Croatia`s EU accession in 2013 and 

suppose that Croatian authorities will reinvigorate its privatization drive. (UNCTAD 2012) 

Regarding the effect of FDI on Croatian domestic manufacturers, in case of technologies and 

labor force, it was neither highly positive nor extremely harmful just because the fact that foreign 

investors passed over this sector of economy despite the real advantage over local companies and 

low cost of labor force.  As an opposite to the world trend (low labor cost as the main attractor 

for FDI), the main attractor for FDI in the region and in Croatia particularly has been the service 

sector, which usually requires skilled labors, who are usually being paid above average prices. 

(Botrić 2010)   

 It should be mentioned, that boom of the investments to the service sector in Croatia took place 

only in the end of 1990s and beginning of 2000s. However even until 1999 the main investments 

to Croatia (about 70%) were conditioned by privatization of existing and potentially profitable 

enterprises, and not by production creation motives. Thus in the period 1999-2005 the share of 

manufacturing FDI dropped to just 20%.As a direct consequence the foreign ownership of banks 

jumped from 7 percent in 1998 to 90 percent in 2002. (Hunya, Skudar 2006) The situation have 

not changed significantly even until today. The largest share of cumulative FDI inflows (over the 

period 2003-2010), according to European Commission, was accounted for the financial sector 

(37%), followed by manufacturing (21%) and wholesale and retail trade (17%). 

Although business environment appropriate for FDI inflow to Croatia is hardly developed and 

need serious improvements till today (this question will be analyzed more deeply below), the 

sphere of banking as an opposite to it, was heavily developing by Croatian policy-makers since 

2003 and even awarded positive comments regarding its activity during last decade by World 

Bank in 2012. 

Here are the main steps which were undertaken by Croatian Central Bank in order to withstand 

the challenges in banking system. First of all, Croatian authorities limited lending.  Beginning  in  

2003  regulations  were  put  in  place that aimed at restraining credit growth  once  it  surpassed  

a  certain  threshold. In July 2004 the authorities introduced marginal reserve requirement. The 

credit growth limitations were lifted in November 2009 additional noninterest deposits to the 
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Croatian Central Bank. MRR was raised over the years, to 72 percent in 2008.   Foreign currency 

liquidity requirements were adopted in 2003. Croatian regulators amended the rules in 2006 and 

foreign currency deposits as well as those indexed to foreign currencies were subject to stricter 

liquidity requirements.  Starting in January 2008, capital adequacy  ratios  were  linked  to  credit  

growth  and  founding  sources  of  individual  banks. For example, banks growing at 12 percent 

would have to comply with a capital adequacy ratio of 12 percent.  The higher the credit growth, 

the greater was the minimum capital adequacy ratio requirement.  

Although World Bank characterized Croatia’s bank policy as a successful implementation of the 

rule-based macro prudential policies, it noticed at the same time, that those steps created 

distortion in the market. For example restrictions on bank credit hampered the expansion of 

small banks (Iwulska 2012)  

FDI to manufacturing, as it was mentioned above, was mainly pertained to the privatization 

process, not to the production or export.  During almost 20 years there are only a few Greenfield 

investments. Although the high amount of FDI to any Croatian economic sector is supposed to 

be supportive to economic growth because foreign affiliates increase the general levels of 

productivity, export propensity and profitability (Hunya, Skudar 2006), privatization cannot be 

the orientation for the future FDI attraction in the region, as the volume of the remaining 

available projects is relatively low. (Botrić 2010) This fact is especially concerns to such 

countries as Croatia, which began privatization process in early 1990s. In 2010 OECD reported 

that Croatia should change its structure of foreign investment towards export-promoting and 

technology-improving activities attraction, otherwise FDI inflow in near future would 

significantly reduce. 

There are many reasons which are supposed to stagnating the Greenfield investments in Croatia 

and thus slowing down export growth rate and development of economy. However among them 

both international organizations (World Bank, International Monetary Fund, European 

Commission etc.) and independent scientists marked out several which are supposed to have 

crucial effect on deter Greenfield investments from abroad.  Namely it was mentioned that wages 

rose too fast relative to productivity increases, making the industrial production in Croatia too 

expensive and thus endangering export competitiveness. (Vuksic 2005) Others pointed out, that 

tax incentives are too rare in Croatia. If compared with Hungary which has applied very 

generous tax holidays, Croatia has  attracted  less  Greenfield  FDI  and,  as  a  result,  possesses  

an  internationally  less competitive economy. (Hunya, Skudar 2006) However the main claims 

were regarding the public administration policy. Namely it was mentioned the high level of 

corruption, underdeveloped level of communication among various governmental structures, bad 

formulated legislation which is being changed quite often etc. (Kalotay, Hunya 2000; Vuksic 
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2005). One more problem is the fact that public sector sometimes discriminates between 

domestic and foreign enterprises as well as between small and large companies, giving domestic 

and larger firms certain advantages. There were also cases, when public sector refused to sell the 

enterprise to investor, by the simple reason, that potential buyer was not owner/representative of 

domestic company. (Primorac, Smoljić 2011)  

The barriers which make Croatian economy not friendly for foreign direct investment will be 

analyzed in more details in the next subsection. 

 

4.2 FDI attraction barriers in Croatia 

Although Croatian policy makers recognize the exigency of FDI to Croatia, and mainly the 

Greenfield FDI, they still undertook very little to solve the problem with underdeveloped 

business environment.  However governmental structures cooperated and still cooperate with 

different international organizations in order to find the right solution for the existing problem, 

the lack of political will slows down all the endeavors to realize structural reforms in different 

economic, legislative etc. fields. 

The first real steps to give start to restructuration process was undertook even one decade ago, 

when representatives of World Bank (WB) in close cooperation with Croatian authorities tried to 

analyze the existing situation in foreign business registration process as well as further  

cooperation between business and state in terms of taxes etc.  

According to World Bank’s  final report in 2002 regarding the administrative barriers in Croatia 

to Foreign Investment, the situation with the time period of registering a new foreign businesses, 

the cost of business registration, permission and procedure of hiring foreign employees, 

legislation relating foreign businesses etc. were subject to a hearing and further improvement. 

Here are several comments and suggestions of WB experts group to Croatian authorities. First of 

all it was mentioned in the report that overall process of acquiring all the necessary work-related 

permits and visas typically took around three-and-a-half months. However in many occasions 

this process was prolonging to 60 days. However this is not the only barrier to the Greenfield 

FDI to Croatian economy. WB mentioned that the system was very poor enforced. “Investors 

expect work to commence, or their expatriate employees begin working, within days rather than 

months of arriving in the country.  In practice, foreign investors and their foreign employees get 

around the regulations.  The procedures are unnecessarily cumbersome and seem to serve little 

useful purpose, since many of the regulations are not rigorously enforced”. Since WB report was 

based not only on WB own specialists investigations regarding  Croatian FDI related system but 

also on  interviews with business makers, organization got a lot of convincing, that companies 

commonly circumvented or ignored some demands of FDA relating legislation.  
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There were different obstacles for foreign companies and foreign workers who were supposed to 

cooperate with foreign investors. Among Croatian legislation restrictions in early 2000s 

interviewed by WB foreign investors often mentioned that Croatian authorities prevented foreign 

investors from bringing in many qualified employees who can contribute to economic growth in 

Croatia.  These steps can be explained by unwillingness of Croatian authorities to let capital 

outflow (in this investing in not Croatian labor market). Even if company got a permission to 

hire labor force from abroad, foreign workers should pass a very long procedure of getting 

special visa and registration. WB noted that, Croatian authorities practiced many superfluous and 

outdated requirements. Ministry of Labor Resolution required for the business visa, while just a 

few persons were rejected by this authority on business visa stage. Moreover applicant must wait 

for a work permit when the initial vetting has been done. The same procedure takes just several 

days in most EU member states.  

Another excessive was supposed to be such measure as the monitoring of the residential address 

of foreign investor with large amount of associated documentation (rental accommodation 

agreement, the landlord’s ID card and proof that the landlord is the legal owner). 

According to WB, investors also complained regarding very uneven interpretation of the laws 

and regulations from office to office. In some cases, investors had to renew their visas several 

times in the course of one year. In other cases when it was found out by authorities that 

employees had not completed paperwork, they usually claimed they were within the law, and 

were advised by someone in one of the departments to proceed with their current course. 

As an opposite to excessive offices which were dealing with almost the same work and very 

often could not even differentiate their rights and liabilities between each other (e.g. the 

Financial Police and the Tax Department), there are lack of personnel on many stages for 

instance in  Croatian Employment Bureau under the Ministry of Labor. Only few people were 

processing large numbers of applications (2500 applicants per year). Moreover on several stages 

each investor should meet representative of Ministry of Labor in order to discuss the application 

when the worker has very limited working hours. 

WB also mentioned in its report that many investors managed to register their companies only 

with a help of local lawyer with connections. In this case the whole procedure takes much less 

time. However if the lawyer option was suitable for big companies, middle and small businesses 

could hardly afford to obtain a lawyer because of its high expensiveness. 

Among the other minuses of current system (as of 2002) WB marked out abuses of authority by 

the Financial Police. Representatives of this governmental organization were claimed by 

investors to appearing unannounced, and occupying company records and various clerks for 

many days at a time. According to interviewed investors Financial Police  tended to concentrate 
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on identifying improper personal expenditure and record keeping rather than more sophisticated 

violations which were likely to cause the government significantly greater revenue losses. 

WB concluded that system as a whole should be simplified for everyone’s benefit.  

The main aim of WB report was to reveal vulnerable points in Croatian FDI attracting system. 

The right and timely reaction of Croatian authorities was supposed to fasten process of euro 

integration and Croatia’s admission to EU. However the main FDI attraction barriers were 

defined by WB in 2002 even in 2011 these problems remained mostly unresolved.  

Foreign investors still claim that government officials are often unaware that postponing of a few 

weeks in each of a few public institutions could cost investor hundreds of thousands of euros of 

lost profit and time. The situation with investors’ displeasure towards various governmental 

offices with the same activity which often interpreted existing legislation each by their own way 

changed with displeasure existing governmental monopoly leaders of various governmental 

offices actually were a petty monarchs). (Primorac, Smoljić 2011) 

WB was not the only international or internationally highly respected organization which pointed 

the presence of barriers towards FDI attraction in Croatia and appealed to Croatian policy 

makers with the concrete restructuring suggestions. 

In 2005 the US State Department issued the following comments on the Barriers to Investment in 

Croatia. The main problem which led to inability to solve FDI attracting issues as well as issues 

with domestic investors was a result of institutional weaknesses in government bodies and red 

tape. US Stated Department also mentioned in its report the fact that legislation in Croatia is 

often badly drafted and frequently changed. In addition to this the implementation of regulations 

are often delayed. There was also criticism regarding the allocation of budgetary funds which 

was very erratic.  

 The main barriers towards new FDI attraction and keeping already operating  foreign capital 

based companies according to  US State Department was the fact that politicians and bureaucrats 

were often tempted to support national industries over foreigners.  State Department also 

mentioned that in addition to its political inclination to support local jobs and national 

champions, the government often relies on national companies and excludes foreign companies 

when drafting legislation or regulations. There were also registered the occasions of 

discrimination and open hostile towards foreign companies by local governments (e.g. in Istra). 

Among the other problems it was mentioned lack of transparency in government decision-

making, which often leads to “allegations of conflict of interest or bad decisions, resulting in 

frequent re-tenders and reversals in awards”. Corruption was considered to the other serious 

problem which was slowing the developing of the country in general and FDI attraction 

particularly.  Despite the fact that US State Department noted the achievements of anti-
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corruption drive in Croatia since, it also mentioned that corruption was still widespread event in 

the country (as of 2005). 

In 2006 “CARDS (Community Assistance for Reconstruction, Development and Stabilization) 

2002 project” studied the development of the business and investment climate in Croatia. Among 

other sources used for the study it was also conducted a gallop among the foreign investors and 

would be investors to Croatian economy.  Complaints and remarks of the foreign investors were 

divided in four main groups: 1) Education, Skills and Training, 2) Government and Legislation, 

3) Financial Environment, 4) Infrastructure. 

Foreign investors argued that output of skilled Engineers was not moving with demand in 

Croatia. All foreign companies would like to see at least a 50% increase on current output. 

Namely it was mentioned that in Croatia there were very poor availability of people with really 

good marketing Skills, human relations skills and negotiating skills.  

Another grievance related to very weak judicial system. Investors made an accent on the same 

points which were criticized by US State Department a year earlier: Croatia is extremely poor at 

implementing its own legislation; the level of corruption is very high and it was supposed to be 

the main barrier for FDI.  

Commenting the financial environment of Croatia foreign investors mentioned, that this state 

considered to be a very expensive country to operate in compared to its regional neighbors like 

Hungary, Slovakia, Romania and Bulgaria. 

The last thing which investors would like to be improved according to CARDS 2002 project was 

the infrastructure. Namely there was need to increase the number of flight connections from 

major European hubs to Zagreb. Among other pluses of this measure there would be the 

stimulation of FDA by lower flights prices which were expected to be reduced due to increased 

competition in this sector. 

Investors also advised Croatian policy makers to improve the level of FDI attraction promotion.  

The case of Slovenia can serve as a striking example of the credibility level of international 

organizations reports.  Slovenia is considered to be one of the biggest foreign direct investors in 

the region to Croatia’s economy. However even Slovenia’s FDI outflow to Croatia (market-

seeking model) was mainly based on investing in self-owned branches, not in local 

representatives or retailers. In many cases such measures were explained by the fact that 

Slovenian enterprises faced to insolvency of local retailers and lack of appropriately educated 

labor force. (Damijan2004) 

In 2004 members of World Economic Forum (WEF) estimated the level of development of 

world countries in different areas. Here are results for Croatia (in terms of FDI). According to 

World Economic Forum in the area of availability of engineers and scientists Croatia was 
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positioned 63rd out of 104 Countries.  Moreover it was highlighted that considerable groupings 

of the most talented people leave the country annually. In terms of Brain Drain, Croatia took up 

poorly 80
th

 position. In Technological Sophistication Croatia rated 89
th

. In terms of Investment in 

Training and Development Croatia was 88
th

. Croatia also fared poorly in Intellectual Property 

Protection, coming in at 76
th

 position. (Table 4) In rating the Effectiveness of the Judiciary 

Croatia was placed in 88
th

 position out of 104 Countries surveyed. Administrative costs for 

starting up a business in Croatia are very high, ranked 74
th

. The level of taxes in Croatia distorts 

incentives to work or invest ranked 78
th

. In law making and Government Performance Croatia 

got even worse point: 98
th

. In the area of perception of Corruption Croatia was rated in 67
th

 

position. (Table 5) 

Table 4 

 

Sources: World Economic Forum 2004 

According to Transparency International annual corruption perception index, in 2011 the 

situation in Croatia is insignificantly worsened comparatively to 2010. Croatia’s grade for 2011 

is 4.0 out of 10 (where 10 mean no corruption at all, 5 and below means extreme level of 

corruption).  In 2010 Croatia got 4.1. However in comparison with 2008, both 2010 and 2011 

results showed significant rise in corruption (the grade for 2008 was 4.4).  On the other hand 

during last decade Croatia made a tangible progress in anti-corruption dive. For instance in 2000 

Transparency International estimated that the level of corruption in Croatia is equal to 3.7 and in 

2005 the figure was 3.5. (Table 6) 
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If compare Croatia to other countries in the region (non EU members), we will see that Croatia 

in general struggles against corruption a little bit better than Serbia 3.3 (3.5 in 2010), 

Montenegro 4.0 (3.7 in 2010), Bosnia and Herzegovina 3.2 (3.2 in 2010) and Albania 3.1 (3.1 in 

2010). 

   

Thus although during last decade Croatian authorities undertook resolute steps to uproot 

corruption in the country, in reality they still have a lot to do. The same can be said about the 

other spheres which influence FDI attraction.  

Table 5 

 

Sources: World Economic Forum 2004 

In 2011 the regulatory environment that investors face was still too bureaucratized.  Public 

administration working process remained slow, complicated and inflexible. It was also argued 

state offices even in 2011 acted discretionary and not according to professional principles. 

(Primorac, Smoljić 2011) In addition the ratio between qualified and not qualified labor force 

still high in favor of the latter. It is a common sense that one of the main FDI attractors is cheap 

labor force. But in case of Croatia   there was anecdotal evidence when already operating in 

Croatia foreign investors offered higher wages in order to find more skilled employee and 

increase the level of productivity of their companies. (Botrić 2010) 

“It is necessary to implement the rule which proscribes that enterprise registration must not last longer 

than 30 days with the possibility of making that obligation legal; introduce the ‘silence is consent’ 

principle– if the relevant body does not reply to a potential investor within the proscribed period (30 days 

in this case), it means that he got a consent to the request; introduce one-stop-shop offices all over the 
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country; giving the opportunity for registration of enterprises via the internet; decreasing fees for various 

permissions when setting up companies; introduce financial motivation in the system (e.g. various fees 

whose amount depends on the length of administrative procedures); improve coordination between 

governmental bodies so that investors do not need to submit the same documentation to different bodies; 

intensify communication between public administration entrepreneurs and trade union representatives; 

provide more information to domestic and foreign investors by preparing comprehensive guides for 

procedures of investments and existing legislation on the national and local level; reconsider the cases of 

overlapping when it is necessary to ask for the same permit from the same department twice; increase 

orientation on results.”
1
 

Table 6

 

Sources: Transparency International 

  

In 2010 after sharp decrease of FDI inflow Croatian government undertook attempts to improve 

the existing situation with foreign direct investments. It was put forward a catalogue of 30 

public-sector investment projects worth €13.85 billion. This project was supposed to be carried 

out by public companies and local authorities in the areas of energy, tourism, water management 

and transport infrastructure. However due to financial problems the realization of this project 

was postponed   or an indefinite term and was not realized until now (European Commission 

2011) 

In any case even if all necessary changes in Croatian administrative system, legislation and FDI 

attraction policy are realized kin short term perspective, the real rise of FDI (at least at the level 

of 2008) will not be possible until main investors are fully recover their economies after 2008 

                                                           
1
 Dinko Primorac, Mirko Smoljić “Impact of Corruption on Foreign Direct Investment”, Megatrend Review, Vol. 8 

(2), p. 184, 2011 
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crises. However due to the fact that the EU countries are still facing severe challenges, the issue 

of available funds for investing abroad remains unanswered. (Botrić 2010) 

 

 

5 Conclusions 

Foreign direct investment in transition economies generally is being attracted by perspective 

markets, cheap labor force and economic freedom.  

Croatian economy in the very early stage of transition in the beginning of 1990s was very 

promising according to all above mentioned parameters. Country showed stern will to enter EU, 

cost of labor force was quite cheap and governmental course towards free market through 

privatization was clear too. 

However in the course of time policy of Croatia undergo a change. Namely anti-corruption drive 

did not manage to reach stated objectives, although according to various international 

organizations decisive actions in this way were implemented by country authorities. The 

legislation, judiciary system and pyramid of power together, which entered the transition period 

together with economic system, have not completed it until now. If we add to this very low 

qualification of Croatian labor force it is getting clear that FDI inflow to such transition country 

should not live up the expectations which are usually ascribe to foreign direct investment.  

Visible rise of FDI to the country became obvious only in 1995. However the main interest for 

foreign investors was concentrated in the sphere of privatization not in Greenfield investment 

area. After 2000 when the number of profitable enterprises which could be privatized 

significantly reduced, service and finance sector became the main FDI attractor in the country. 

As a direct consequence of this the share of foreign companies in banking  sector raised to 90% 

by the half of 2000s, and the involvement of foreign investments to manufacturing reduced from 

70 % (in the end of 1990s) to 20% (mainly privatized enterprises). The number of Greenfield 

projects was even low. This resulted on the qualification of the labor force, which is generally 

expected to be increased due to training and retraining organized by foreign and as a 

consequence (in case of transition countries) more sophisticated in its business area .  

In case of Croatia, from  one side low professional skills level of the labor force negatively 

influenced on FDI attraction, from the other one  low FDI inflow in manufacturing and other 

non-finance sectors did not support the increase in labor force professionalism. 

This and other above mentioned factors resulted on low economic growth level of Croatia, 

although FDI inflow amount to country was not low, especially in 2008.  
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Nowadays Croatia faced another very serious challenge on its way to FDI attraction, the 

aftereffects of 2008 economic crises. Even if Croatian authorities overcoming all difficulties and 

self-inefficiency will manage to completely restructure existing economic, legislative, judiciary 

etc. systems (the goals which they couldn’t achieve during last 20 years), the real rise and 

productivity of FDI to Croatia will not rise until EU member-states (the main investors to 

Croatian economy) are completely recovered. The financial difficulties which EU countries still 

face significantly reduce the amount of FDI to the region in general. This especially concerns to 

Greece, which used to be the main investment gateway to SEE. 
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