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Key conditions and 
challenges 
 
Prior to the COVID-19 crisis, Croatia rec-
orded a steady but relatively slow eco-
nomic growth of close to 3 percent. Con-
vergence to EU income average remained 
elusive. Attaining higher growth rates was 
constrained by structural rigidities and 
strong reliance on less innovative activi-
ties, with lower value added and limited 
backward and forward linkages. As a re-
sult, only in 2019 did the economy reach 
its pre-global financial crisis level of out-
put. To unlock productivity growth and 
foster human and capital accumulation, 
Croatia will need to step up its efforts to 
address long standing issues, including 
public sector governance, business envi-
ronment, education outcomes, and unfa-
vorable demographic trends, and support 
the diversification of the economy to-
wards more knowledge-based sectors.  
A severe economic recession triggered by 
the COVID-19 pandemic is reversing the 
income gains, poverty reduction and fiscal 
sustainability that Croatia achieved dur-
ing the last five years. In addition, the 
March earthquake in Zagreb and its sur-
roundings has put strain on functioning of 
public institutions. It has also caused large 
damages that will take years to recover. 
While it is expected for the crisis to be 
short-lived and recovery to gain momen-
tum in 2021, there remains a high level of 
uncertainty and risks are tilted to the 
downside. Further global worsening of 

the pandemic cannot be excluded, which 
might require the re-imposition of strin-
gent social distancing measures. While in 
2020 Croatia has provided a large fiscal 
stimulus, the resulting debt level of close 
to 87 percent of GDP (up from 73.2 per-
cent of GDP at the end of 2019) provides 
important challenges for the government 
to support growth without compromising 
fiscal sustainability. On the positive side, 
the crisis can provide an opportunity to 
revisit Croatia’s growth model and focus 
on policies to increase resilience to exoge-
nous shocks and raise growth potential. 
Furthermore, Next Generation EU, the 
new EU temporary recovery instrument, if 
used adequately and efficiently, could 
support the country’s investments and 
policy reforms enabling it to emerge 
stronger from the crisis. 
 
 

Recent developments 
 
In the first half of 2020, Croatia’s real GDP 
decreased by 7.8 percent, reflecting pri-
marily a record decline in the second 
quarter (-15.1%). The largest negative con-
tribution to growth came from external 
demand, amid wide-spread travel bans 
that affected Croatia’s large tourism sector 
and ancillary activities. Domestic demand 
also contracted significantly, with govern-
ment consumption being the only demand 
side component to grow. On the supply 
side, activities linked to tourism and 
transport were hit the most. The govern-
ment introduced significant support 
measures to help mitigate the economic 
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FIGURE 1  Croatia / Real GDP growth and contributions to 
real GDP growth 

FIGURE 2  Croatia / Actual and projected poverty rates and 
real GDP per capita 

Sources: CROSTAT, World Bank.   Source: World Bank.  Notes: see Table 2. 

Economic activity in Croatia is expected 

to contract strongly in 2020 as a result of 

the COVID-19 crisis. Together with the 

large government stimulus this will have 

significant fiscal consequences, with pub-

lic debt surging to about 87 percent of 

GDP by the end of the year. Forecasted 

output contraction and job losses are ex-

pected to lead to an increase in poverty in 

2020. A gradual recovery is under way 

and should gain momentum in 2021.  

Table 1 2019

Population, million 4.1

GDP, current US$ billion 60.4

GDP per capita, current US$ 1 4861 .6

International poverty rate ($1.9)
a 0.6

Lower middle-income poverty rate ($3.2)
a 1 .1

Upper middle-income poverty rate ($5.5)
a 3.6

Gini index
a 30.4

School enro llment, primary (% gross)
b 96.5

Life expectancy at birth, years
b 78.1

(a) M ost recent value (201 7), 201 1 PPPs.

(b) WDI for School enrollment (201 7); Life expectancy (201 8).

Source: WDI, M acro Poverty Outlook, and off icial data.

Notes:
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and social impacts of the crisis.  Registered 
unemployment rate increased to around 9 
percent in the second quarter of 2020 (2 
percentage points up compared to the sec-
ond quarter 2019).  Some support to real 
disposable incomes also came from lower 
inflation, which in the second quarter of 
2020 moved into negative territory (-0.3 
percent), primarily reflecting falling oil 
prices. The Central Bank managed to keep 
the exchange rate stable despite strong 
depreciation pressures and provided the 
necessary liquidity to financial markets. In 
July 2020, Croatia joined the Exchange Rate 
Mechanism (ERM II), one of the key steps 
in the process for the adoption of the euro. 
Fiscal stimulus measures, together with 
falling economic activity have taken a 
heavy toll on government finances. Central 
government deficit in the first six months 
of 2020 reached the highest level on record.  
A Rapid Household Assessment of COVID
-19 impacts indicated that low-wage earn-
ers are more likely to be affected by the 
crisis than those in the top income brackets. 
In addition, 26 percent of households expe-
rienced more difficulties in earning enough 
income to meet basic needs in June than in 
the pre-COVID-19 period. The same pro-
portion of households reported a decline in 
income. Poverty is estimated to rise from 
3.0 percent in 2019 to 3.6 percent in 2020 – 
amounting to approximately 20,000 

additional Croatian living on less than 
$5.5 a day at 2011 PPP prices.  
 
 

Outlook 
 
Real GDP in Croatia is expected to decline 
by 8.1 percent this year, largely due to the 
country’s strong reliance on tourism, the 
sector most affected by the crisis. Alt-
hough easing of border restrictions since 
June has significantly helped the tourism 
sector, it is still going to bear the brunt of 
the impact with more than 40 percent de-
cline in export revenues compared to 
2019. In addition, adverse economic devel-
opments in Croatia’s main trading part-
ners are expected to weigh heavily on 
exports of goods. Personal consumption 
and investment are also expected to rec-
ord a severe decline.  Given fiscal expan-
sion and falling economic activity, in 2020 
Croatia is expected to register a fiscal defi-
cit of close to 7 percent of GDP. This will 
temporarily reverse the downward trajec-
tory of government debt which could by 
the end of the year reach almost 87 per-
cent of GDP. Under the assumption of the 
pandemic being gradually brought under 
control, real GDP’s upward trend could 
resume in 2021 with a strong rebound in 
tourism revenues. This will also result in 

recovery of the current account balance, 
that is expected to record a surplus after a 
temporary deficit in 2020. Furthermore, a 
recovery of investments will be supported 
by inflow of EU funds as well as by accel-
eration of the reconstruction after earth-
quake.  Economic recovery and the dis-
continuation of fiscal stimulus measures is 
expected to put the public debt back on a 
downward path.  
The crisis will affect working poor house-
holds, who have been disproportionately 
affected by unemployment. Low savings 
rate among these households limit their 
ability to mitigate the impacts of income 
loss on consumption. Even among those 
with savings, more than two-thirds 
would run out of savings within the next 
six months. In addition, a decline in in-
ternational remittances is expected to 
negatively affect income of recipients at 
home. The current safety net programs 
may not be sufficient to offset house-
holds’ total welfare losses given their 
limited financial space.  

TABLE 2  Croatia / Macro poverty outlook indicators (annual percent change unless indicated otherwise) 

2017 2018 2019 2020 e 2021 f 2022 f

Real GDP growth, at constant market prices 3.1 2.7 2.9 -8.1 5.9 4.2

Private Consumption 3.1 3.2 3.5 -7.6 2.8 3.3

Government Consumption 2.2 1.3 3.3 2.7 2.3 2.5

Gross Fixed Capital Investment 5.1 4.1 7.1 -5.9 8.4 6.0

Exports, Goods and Services 6.8 3.7 4.6 -28.0 26.0 13.4

Imports, Goods and Services 8.4 7.5 4.8 -21.6 19.1 11.4

Real GDP growth, at constant factor prices 2.6 2.2 2.7 -8.1 5.9 4.2

Agriculture -2.5 2.2 1.2 2.0 2.0 2.0

Industry 1.8 0.4 2.3 -6.6 4.1 4.6

Services 3.1 2.8 2.9 -9.2 6.8 4.2

Inflation (Consumer Price Index) 1.1 1.5 0.8 0.0 0.9 1.7

Current Account Balance (% of GDP) 3.5 1.8 2.8 -1.8 0.4 1.1

Net Foreign Direct Investment (% of GDP) 2.3 1.6 1.9 1.0 1.1 1.2

Fiscal Balance (% of GDP) 0.8 0.2 0.4 -6.5 -3.1 -2.0

Debt (% of GDP) 77.8 74.7 73.2 86.4 83.2 80.2

Primary Balance (% of GDP) 3.5 2.5 2.6 -4.1 -0.7 0.3

International poverty rate ($1.9 in 2011 PPP)a,b 0.6 0.5 0.5 0.6 0.5 0.5

Lower middle-income poverty rate ($3.2 in 2011 PPP)a,b 1.1 1.1 1.0 1.1 1.0 0.9

Upper middle-income poverty rate ($5.5 in 2011 PPP)a,b 3.6 3.5 3.0 3.6 3.0 2.8

Source: World Bank, Poverty & Equity and M acroeconomics, Trade & Investment Global Practices.
Notes: e =  estimate, f = forecast.
NA
(a) Calculations based on ECAPOV harmonization, using 201 7-EU-SILC. Actual data: 201 7. Nowcast: 201 8-201 9. Forecast are from 2020 to 2022.

(b) Projection using neutral distribution (201 7)  with pass-through = 0.87  based on GDP per capita in constant LCU. 


