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The SROLWLFDO� VLWXDWLRQ in Croatia remained generally stable and the overall situation
remained satisfactory as democratic developments are being consolidated. The Government
continued to shown determination in its efforts to establish a fully fledged democracy
regarding the rule of law. Regional co-operation was strengthened, the Constitutional Law on
national minority was adopted, and important legislative modifications were adopted to
facilitate refugee return. Despite these positive developments, not enough has been done to
overcome the other short-term priorities identified in last year report. A new law on Radio and
Television (HRT) was adopted in February: however it does not fully protect HRT from
possible direct or indirect interference from political and state bodies. The Government’s
attitude in the co-operation with ICTY remains lukewarm. In practice only limited progress
has been achieved for the return process, and de facto integration of the Serb minority.
Despite the adoption of a strategy a serious problem remains the continuing weakness of the
judiciary and efforts need to be concentrated in this area. The fight against corruption and
organised crime need to be strengthened.

The HFRQRPLF�VLWXDWLRQ�continued to improve��Croatian estimated growth in 2002 is up to 5%
and the outlook remains positive. Despite fiscal adjustment at the central level, the general
government’s fiscal stance remains weak and is a source of vulnerability for the economy.
High unemployment remains a main concern. Overall progress with structural reforms has
recently been slow reflecting a fragile government coalition and public opposition to a
number of unpopular measures. Progress has been achieved in rationalising social transfers
and implementing the second pillar of the pension system, starting fiscal decentralisation and
introducing a single treasury. On the other hand, reforms lag behind in other areas, such as
privatisation, education, and health. Labour market reform aiming at increased flexibility has
not yet been adopted.

The Government showed a strong commitment to the implementation of the 6WDELOLVDWLRQ
DQG� $VVRFLDWLRQ� $JUHHPHQW and the Interim Agreement. It has adopted an ambitious
programme for the integration of Croatia into the European Union which includes a plan for
the harmonisation of legislation with the acquis. Croatia has indeed started to work
intensively in order to align its legislation to the acquis and to address most of the priorities
identified in the 2002 SAP Report. Important new legislative texts in areas such as
competition and state aid, intellectual property and consumer protection have been prepared
over the last 12 months and must be adopted as a matter of priority. In parallel, the necessary
administrative capacity must be created, including the establishment of an independent State
Aid Authority, in order to ensure proper enforcement of this new legislation. Also the
enforcement of existing legislation often remains a challenge, due either to delays in the
adoption of the necessary implementing regulations or to weak administrative capacity. More
generally, Croatia needs to pay special attention to strengthening its public administration
with a view to ensure that the relevant ministries and other public authorities are in a position
to properly implement the numerous legislative reforms to which Croatia has committed
itself.
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����� 'HPRFUDF\�DQG�UXOH�RI�ODZ

Croatia continued to make progress in the transition process. In the last 12 months, the
country continued to demonstrate reasonable stability. The Government could make more
efforts to implement its reform agenda and to tackle the remaining shortcomings in order to
meet EU political and economic standards. However, the pace of reform is sometime delayed
due to lack of cohesion within the ruling coalition.

Democratic institutions continue to work well, but political dialogue between the government
and the opposition is still very difficult and the domestic agenda very often prevails over the
international agenda.

Despite the recently adopted "Reform of the System of Justice", the judiciary remains an area
of particular concern, suffering from serious organisational problems, inefficient procedures, a
lack of expertise and long delays in the conclusion of cases. Deadlines set by internal
legislation are often disregarded by Government. This weakness directly impacts on
implementation of the rule of law, which remains problematic.

������� $VVHVVPHQW�RI�GHPRFUDWLF�LQVWLWXWLRQV�DQG�DWWLWXGHV�WR�WKH�VWDWH

3DUOLDPHQW��Parliament continued to operate satisfactorily. Its powers are respected and the
opposition plays a full role in its activities. The abolition of the Upper House of Parliament
has speeded up the legislative process�� In 2002 the Parliament adopted 132 laws, many of
them by urgent procedure. The increased tendency to adopt laws by urgent procedure in order
to speed up the legislative process, should not however have a negative impact on the quality
of legislation and the normal functioning of democratic rules.

The main opposition party is HDZ (holding 35 out of 151 seats in Parliament). It re-elected its
Party President in April 2002, who began a process of transformation of HDZ. The
nationalistic and anti-European hardliners left HDZ and formed, in September 2002, a new
right-wing party, the “Croatian Block".

The adoption of a new election law, representation well before the next elections, to re-define
the role of Diaspora Croats, i.e. Croats living outside of Croatia, and to ensure adequate
representation of national minorities, is one of the crucial outstanding issues. According to the
Constitution, the new law should be adopted one year before the next elections, i.e. at the
latest by April 2003.

([HFXWLYH��Croatia has been governed by a five-party centre-left coalition since the Croatian
Social Liberal Party (HSLS) left the Government in July 2002. PM Racan resigned on 5 July
after the break up of the coalition caused by the decision of HSLS not to vote for the
ratification of the agreement with Slovenia on the Krsko Nuclear Power Plant. On 30 July the
Croatian Parliament voted on a confidence motion in the new, second Government of PM
Racan. 84 MPs out of 151 voted in favour, 47 against and one abstained. The coalition
Government is supported by regional parties and independent MPs thus has a majority of up
to 86 out of 151 votes.

The Government seems unable to decisively push forward key reforms in the economy,
judiciary, military and public administration since it is mainly preoccupied by its internal
quarrels.

The process of GHFHQWUDOLVDWLRQ is still slow. The Law on Local and Regional Self-
Government, which entered into force on 1 July 2001, aimed at providing local government
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bodies with enhanced competences in the sectors of education, public health and welfare.
Although the Government has shown genuine political will for decentralisation, several
factors have impeded reform so far. At FHQWUDO�OHYHO, no implementing mechanisms have been
adopted yet that would clearly define goals and methods for the transfer of responsibilities
from state authorities to counties, towns and municipalities. At ORFDO�OHYHO, a large number of
local units have neither financial nor administrative capacity to perform the tasks that should
be executed by the local self-government and a large number of municipalities are over-
staffed1. During the 1990s, the central authorities established 33 cities and 161 municipalities,
which are now incapable of sustaining themselves financially. Overall, it appears that, at this
stage, counties, municipalities and cities are not yet capable of meeting their new
responsibilities.

&LYLO�VRFLHW\��Croatia has about 20.000 registered Civil Society Organisations (CSOs), 18.000
of which operate at local level. To date, no reliable indicators are available to assess how
many of these are active. State funding for NGO development declined sharply, from
approximately ¼���PLOOLRQ�LQ������WR�¼�����PLOOLRQ�LQ�������DQG�UHPDLQHG�DW�¼�����PLOOLRQ�LQ
2003. Besides funding from the State, regional and local governments are also expected to
contribute additional funds for NGO development. The conditions for fair competition
procedures and transparency when tendering grants have not yet been met. The Laws on
Public Benefit Organisations and on Tax Benefit for NGO Donors, which could also
compensate for the decline in state funding, have been delayed by the Government.

The gap between the development of civil society in rural areas and the urban centres has not
been reduced. The Council for the Development of Civil Society which was created in March
2002 seems to have had a positive influence as a decentralised advisory body in activity
planning and standard criteria for tendering. The coming into effect from 1 January 2002 of
the new Law on�Associations has brought a much more liberal framework for freedom of
association and supervision of the work undertaken by CSOs. It also reduces and streamlines
the bureaucratic procedure for registration

������� $VVHVVPHQW�RI�MXGLFLDO�V\VWHP��ODZ�HQIRUFHPHQW�DQG�UHVSHFW�IRU�UXOH�RI�ODZ

-XGLFLDO� V\VWHP�� The functioning of the judiciary� remained a serious problem. Delays in
some branches of the judiciary undermine the rule of law. The Government adopted a “green
paper” in November 2002 on the reform of the system of justice. However this strategy paper
does not contain the necessary plan to restructure the�Ministry in a way that would allow both
parts, the Ministry of Justice on the one hand and the State body responsible for public
administration and local self-government on the other, to efficiently perform their duties (both
functions could eventually be separated). The green paper gives a brief outline of the current
situation in the Croatian judiciary, but fails to provide an assessment of the causes of the
identified problems and consistency is sometime lacking between the identified problems, the
defined objectives and the measures and means to carry out the required reforms. However
the Government did sharply increase the 2003 State budget (+ 18%) to implement judicial
reform.

The approximately 1.300.000 backlog of pending civil law cases (a high percentage of which
are “enforcement cases”) is still not properly dealt with and a newly created “working group”
led by the Minister of Justice has not produced any concrete results. The Strategy Paper
remains unclear on how certain measures will contribute to the process of reducing the

                                                
1 In Croatia there are 424 municipalities, 122 cities, 20 counties and the City of Zagreb which has both city

and county status.
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backlog of cases.�There is relatively little restriction on appeals and there are simply not
enough (experienced) judges.

The Croatian judiciary still lacks suitably qualified staff and an appropriate professional
training system. Approximately two-thirds of the judges have less than 7 years of experience.
Croatia has been censured by the European Court of Human Rights for delays in its judicial
system2, which were compounded by young, inexperienced judges putting off making final
decisions simply due to lack of self-confidence. No concrete steps have been taken to
establish an effective training system for judges, judicial advisers, expert associates and
judicial trainees.

The ratio of courts per capita of inhabitants is relatively high in Croatia. On the other hand,
the distribution of judicial and administrative tasks within courts is unsatisfactory as judges
spend approximately 50% of their time on non-judicial tasks, whether administrative or
paralegal. The regional balance of courts/ judges is uneven which leads to important
differences in caseloads per judge (and thus to backlogs). Budgetary resources and IT
equipment are insufficient. Funds allocated are not even sufficient for the regular expenses of
the courts.

A State Prosecution Council has been established and it is responsible for procedure for
appointments and disciplinary responsibility. The Criminal Procedure Code has been
amended in June 2002, but the amendments to the Civil Procedure Code are still in Parliament
despite the urgent need to reform the codes of procedure and to reduce the backlog of cases.

In addition the Ministry of Justice has been unable to absorb CARDS assistance and other
donor assistance designed to help it to address these shortcomings already identified in 2002
SAp Report.

3ROLFH��Croatia had fulfilled by July its commitment under the 1995 Erdut Agreement and the
1997 Letter of Intent by re-deploying additional Serb-Croatian police officers and supervisors
to reflect the current ethnic balance of the Danube region population.

However, reform initiatives on police organisation, staff policies and “community policing”
have progressed slowly. The reform of the Ministry of Interior focused so far more on the
General Police Directorate and left aside other important areas, like e.g. human resources
development. A new “Community Policing” concept, aiming at bringing police work closer to
the citizen, has been announced to be introduced with the support of the international
community and is currently pilot tested in four cities.

3HQLWHQWLDU\� V\VWHP� In general, the 23 penitentiary institutions in Croatia, holding
approximately 2750 inmates, are in good condition. Special attention should be paid to
improving detention conditions for juveniles and to ensuring basic rights for all prisoners.

5HVSHFW�IRU�WKH�UXOH�RI�ODZ� Adequate law enforcement remains the major problem. Croatia
has not yet developed an efficient mechanism to ensure implementation of decisions.

Initial efforts have also been made in the ILJKW� DJDLQVW FRUUXSWLRQ, affecting to differing
degrees all parts of the public administration. The Parliament adopted the National
Programme for fighting corruption in March 2002, the Law on the Office for Suppression of

                                                
2 0LNXOLü�Y��&URDWLD (N° 53176/99) 7 February 2002;.XWLü�Y��&URDWLD (N° 48778/99) 1 March 2002;

0DMVWRURYLü�Y��&URDWLD (N° 53227/99) 6 June 2002; 'HOLü�Y��&URDWLD (N° 48771/99) 27 June 2002;
5DGRã�DQG�RWKHUV�Y��&URDWLD (N° 45435/99) 4 July 2002; 5DMþHYLü�Y��&URDWLD (N° 56773/00) 23 July
2002; 5DGRã� DQG� RWKHUV� Y�� &URDWLD (N° 45435/99) 7 November 2002; %HQ]DQ� Y�� &URDWLD
(N°62912/00) 8 November 2002-friendly settlement; ýXOMDN�DQG�RWKHUV�Y��&URDWLD (N° 58115/00) 19
December 2002
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Corruption and Organised Crime, ratified the Criminal Law Convention of the Council of
Europe and has signed and undertaken to ratify the Civil Law Convention. The Office for the
Fight against Corruption and Organised Crime (USKOK) was set up in 2001. The law
establishing the Office meets international standards but problems remain concerning its
implementation. The Office is not yet properly staffed and to date, no permanent head has
been appointed. There is a lack of funding, equipment and training and efficiency must also
be improved. Despite these developments corruption remains a problem, there are no special
prosecutors for corruption cases and inter-agency co-operation remains weak. Concrete
measures to combat corruption need to be strengthened.

����� +XPDQ�ULJKWV�DQG�SURWHFWLRQ�RI�PLQRULWLHV

Human rights and fundamental freedoms, aligned to international standards, are
constitutionally guaranteed and generally respected. Substantial progress has been achieved in
December 2002 when parliament finally adopted the Constitutional Law on National
Minorities, a longstanding commitment of Croatia since its accession to the Council of
Europe in 1996.

Progress has been achieved in the refugee return process and legislative steps to allow the
reintegration of the Croatian Serb minority, in particular returnees, and protecting occupancy
and tenancy rights, have been taken. However, the progress has mainly concerned the
establishment of a legal framework. The main Government priorities must be to ensure that
this legislation is quickly implemented and the problem solved without further delay.

������� &LYLO��SROLWLFDO��HFRQRPLF��VRFLDO�DQG�FXOWXUDO�ULJKWV

)UHHGRP� RI� H[SUHVVLRQ. After a number of specific reforms which had previously
substantially enhanced the freedom of the�PHGLD� not much progress was made over the last
year. The main issue continues to be reform of media legislation. This refers primarily to
electronic media: (i) transformation of the state owned Croatian Radio and Television (HRT)
into a truly independent, public broadcaster and (ii) reform of the telecommunication system
so that licenses for private broadcasters are issued in a transparent manner excluding the
possibility of political interference.

The new law on Radio and Television (HRT) adopted on 7 February 2003, does not however
fully protect HRT from possible direct or indirect interference from political and state bodies.
Much will depend on the way the law is implemented, so the government should do
everything in its power to ensure that HRT is allowed to work independently. The third
channel should be privatised, in a fair a transparent manner, as indicated by the existing Law
which set a deadline for privatisation by June 2002. Adoption of broadcasting legislation in
line with international recommendations is still pending and could be done through a single
act. The Ministry of Maritime Affairs, Transportation and Communications has been tasked
by the Government to prepare amendments to the 1999 /DZ�RQ�7HOHFRPPXQLFDWLRQV� in line
with international recommendations.3 However, there has been no progress on this issue. As a
                                                
3 The Law on Telecommunication regulating the conditions for private TV and radio stations was adopted

in July 1999 and amended in November 1999, July 2001 and December 2001. These amendments did not
significantly change the law. The existing law does not ensure the independence of the authorities
responsible for issuing licences and/or frequencies to private broadcasters and the monitoring of
compliance with broadcasting regulations. To ensure such independence the creation of a strong
independent broadcasting regulator separated from the telecommunications regulator was recommended.
Currently, the competences and responsibilities of the bodies concerned (Council for Telecommunication
and Croatian Institute for Telecommunications) are not clearly differentiated from each other and
sometimes overlap. Moreover, the members of the two bodies are appointed by Parliament, which could
result in political interference.
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third element of media reform, a new /DZ�RQ�0HGLD�needs to be adopted to mainly focus on
regulation of media ownership, which stems from Government concerns as well as those of
the Croatian Journalists’ Association about possible dominance of the media market by a
limited number of financial groups or media conglomerates.

In the SULQW�VHFWRU there is a variety of newspapers covering the whole range of the political
spectrum. Most of them have been privatised in a transparent manner and can be considered
as independent. Apart from media legislation, professionalism is still a major problem. The
lack of qualified journalists has a direct impact on the overall quality of the media. This is
equally true for the public (HRT) private, electronic as well as print media.

The Law on IUHHGRP�RI�DVVRFLDWLRQ��which entered into force on 1 January 2002, has been
implemented, without reported problems.

(GXFDWLRQ� Further efforts should be made to reform the education system in general and
enhance its quality. The legal framework for education for national minorities is set. However
its implementation is not yet fully ensured in certain areas.

The�2PEXGVPDQ�regularly assesses the human rights situation in the country. However, the
Ombudsman’s annual report is not implemented and the Government does not take into
account its findings and recommendations. The Parliament is currently discussing a draft Law
on an Ombudsman for Children.

)UHHGRP� RI� UHOLJLRQ�� In December 2002 PM Racan signed agreements with the Serb
Orthodox Church (SPC) and the Islamic Community in Croatia. The agreements follow the
example of the agreement with the Catholic Church. Based on the Law on the Legal Status of
Religious Communities of 16 July 2002, the agreements guarantee additional freedoms, the
right to religious education in public schools and financial support from the State budget. The
agreements earmark ¼� �� PLOOLRQ� IRU� WKH� 2UWKRGR[� &KXUFK� DQG� ¼� �������� IRU� WKH� ,VODPLF
community annually.

3URSHUW\�ULJKWV� The Process of denationalisation, begun by a Law in 19964, is proceeding
very slowly without sufficient transparency for rights holders. The Government does not have
detailed reports or statistics on the current value and amount of restituted property (houses or
land). An old Land Registry exists under the Ministry of Justice's competence, but it is not
functional and not harmonised with information collected by the Cadastre. Its computerisation
and modernisation is necessary to speed up transfer of land. With reference to the rights of
IRUHLJQHUV to purchase property, they have the right to purchase real estate upon the consent of
the Ministry of Foreign Affairs and on condition of reciprocity. Foreigners also have rights to
restitution under the condition that a bilateral agreement is signed with their government. So
far no such agreements have been signed.

7UDGH�XQLRQV. More than 100 single trade unions were established in Croatia and grouped in
five main federations. The right to strike exists and strikes were organised by the major trade
unions.

'HDWK� SHQDOW\� Croatia signed Protocol 13 to the European Convention on Human Rights
which abolishes the death penalty in all circumstances and has begun the ratification
procedure.

(FRQRPLF�DQG�VRFLDO�ULJKWV� In February 2003 Croatia ratified the European Social Charter
and its three Protocols which guarantee fundamental rights regarding housing, health,
education, employment, social protection and the prevention of discrimination.
                                                
4 Law on Compensation of the property dispossessed during the Yugoslav Communist Rule, of 11

October 1996, Official Gazette no. 92/1996.
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������� 0LQRULW\�ULJKWV�DQG�UHIXJHHV

In accordance with the results of 2001 Census, published in June 2002 (population
4.437.460), minorities make up 7.47% of the population. The most numerous are the Serbs
with 4.5% of the total population, followed by Bosnians (0.47%) Italians (0.44%) Hungarians
(0.37%) Albanians (0.34%) and Slovenes (0.3%).

The rights of minorities were further guaranteed and protected with the adoption in December
2002 by 2/3 majority (which included all MPs representing minorities) of the Constitutional
Law on National Minorities (CLNM), overdue since the accession of Croatia to the Council
of Europe in November 1996. It was regrettable that the Government excluded minority
representatives from the work of the drafting group of this Law, and a compromise was
reached only due to international pressure. The Law provides guarantees for minority
representation not only in elected bodies at national and local level, but also in the judiciary
and in other bodies of the State Administration. Modalities for elections of minorities in the
Parliament will have to be regulated by the Election Law. It is now crucial that the CLNM be
quickly and correctly implemented.

The Law on local elections of April 2001, needs to be amended to implement provisions of
the new Constitutional Law on National Minorities. By-elections for minorities in local
government were not held, and the deadline set by the Law has not been respected. According
to the 2001 Law on the Election of Members of the Representative Bodies of Local and
Regional Self-Government Units, additional by-elections should be held in those
municipalities and towns in which national minorities are under-represented in the elected and
administrative bodies of local government. These elections should have been scheduled at the
latest 90 days after publication of the results of 2001 census. Although the results were finally
published on 17 June 2002 the legal deadline for those elections (15 September 2002) was
missed and those elections (in 9 counties and 73 municipalities) are still outstanding.

The treatment of the 5RPD population (9.400 Roma, 0.2% of population) still raises concern
and Roma still suffer social and economic discrimination. A National Strategy for Roma has
not yet been adopted. However a slight progress was achieved in 2002 when the Government
took some steps towards better integration of Roma pupils into the Croatian school system,
particularly in Medjimurje County, where most of the Roma live (plan to hire social workers
to facilitate the inclusion of Roma in the primary school system).

The Government maintains its stated commitment to implementing all obligations related to
the UHWXUQ� RI� UHIXJHHV� DQG�GLVSODFHG�SHUVRQV contained in the Dayton/Paris Agreements.
According to ODPR5, there were 9,640 minority returns to Croatia in 2002. According to
UNHCR a total of 228,000 refugees from Croatia remain displaced in Serbia and Montenegro
and about 22.000 in BiH. Most of the Croatian refugees were offered private accommodation
in Serbia and Montenegro and have occupied accommodation in BiH, with only a minority
still in collective centres. The lack of economic opportunities is still an important factor
discouraging return. It should be recalled that 150,000 refugees lost their refugee status when
they obtained Croatian citizenship and opted for local integration.

In practice there are still obstacles to the return of refugees and IDPs. There are no longer
physical obstacles for refugees to return to Croatia at border-crossing. The difficulty in
obtaining housing upon return has been crucial.

There are three aspects to the housing issue: reconstruction of destroyed property,
repossession of occupied property, and the resolution of the issue of lost tenancy/occupancy
                                                
5 The Croatian Ministry for Public Works, Reconstruction and Construction, Department for Expellees,

Returnees and Refugees.
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rights. Reconstruction and repossession are mainly a financial issue since the legislative
framework for dealing with the latter has been established mainly through the amendment in
July 2002, of the Law on Areas of Special State Concern.

It is estimated that 27.000 houses still need to be UHFRQVWUXFWHG. At the current pace of
reconstruction, this is expected to be completed by 2006. The Government is committed to
completing the process of UHSRVVHVVLRQ by the end of 2003: according to available figures
about 40% of houses taken over during the war (approximately 18.000) are still occupied.

The Government has established the legal framework for dealing with the issue of lost
WHQDQF\�RFFXSDQF\�ULJKWV, which were cancelled when people left their apartments during the
war, but only for the Areas of Special State Concern. To date, there is no solution for lost
occupancy/tenancy rights outside these areas. In January 2003 the European Court of Human
Rights6 decided to review on the merits on occupancy rights termination cases from Croatia.
Croatia has still not solved the issue of Government’s liability for damaged incurred by
individuals related to the armed conflict. Amendments to the Law on Obligations in 1996
repealed Article 180, and suspended pending court actions seeking compensation for damages
resulting from terrorist acts. In March 2002 the ECHR issued a judgement against Croatia
(Kutic v. Croatia) and seven additional cases are under proceeding.

The Parliament should urgently adopt the necessary legislation (it is currently discussing three
draft Laws) to solve the problem, incorporating the recommendations of the International
Community.

The lack of economic opportunities is a further important factor discouraging return. As a
consequence, to a large extent only the elderly return, notably in some of the return areas
which were already experiencing economic difficulties (such as the Knin region). The
Government attempts to address these problems through support for the Areas of Special
State Concern. In addition, tensions in local communities towards returnees is not always
conducive to return.

����� 5HJLRQDO�FR�RSHUDWLRQ

Croatia has finally accepted the political need to normalise and strengthen bilateral co-
operation with neighbouring countries, a key element in the Stabilisation and Association
process. The government’s attitude towards regional co-operation improved during last year.
An illustrative example is the signature of the Agreement on the Sava River Basin
Cooperation between Croatia, Slovenia, BiH and FRY, which established an international
regime of navigation on the Sava River and aims at sustainable water management.

With reference to international obligations, Croatia's political attitude to co-operation with
ICTY is a matter of serious concern.

������� 0XOWLODWHUDO�FR�RSHUDWLRQ

The government has committed itself to compliance with the obligations under the
'D\WRQ�3DULV� $JUHHPHQWV. In particular it maintains its commitment to implementing all
obligations related to the return of refugees and internally displaced persons (IDPs).

A major setback was however Croatia’s cooperation with the ,QWHUQDWLRQDO� &ULPLQDO
7ULEXQDO�IRU�WKH�IRUPHU�<XJRVODYLD (ICTY). Croatia generally provided access to internal
documentation, and allows interviews with potential witnesses. However, the availability of
documents has been selectively chosen and military archives remained difficult to consult.

                                                
6 Bleciv v. Croatia.
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Croatia remained firmly opposed to the acceptance of general command responsibility and
used all possible means to avoid execution of arrest orders in two cases: Generals Bobetko
and Gotovina. In her address to the UN Security Council on 29 October, the ICTY Chief
Prosecutor made clear that she is not satisfied with the way the Croatian Government has
dealt with the Bobetko and Gotovina cases.

Following the delivery of the indictment of General Bobetko (23 September 2002) the
Government decided for the first time to use the means in the Tribunal’s Statute to challenge
the substance of the indictment and warrant of arrest. Once the Appeals Chamber rejected
these requests, the Government raised the health of General Bobetko. ICTY has
independently verified the issue and concluded that the accused was currently unfit for
transfer or trial. While it is likely that the arrest warrant will be suspended, the indictment
remains and Croatian Government still has to serve the indictment on the accused.

The Government is still failing to apprehend General Gotovina indicted since July 2001
(indictment related to alleged war crimes that happened during and after “Operation Storm” in
1995, based on individual and command responsibility).

The authorities appear determined to accelerate the SURVHFXWLRQ� RI� ZDU� FULPLQDOV� DW
GRPHVWLF�FRXUWV. The promised office for war crimes, was not created, although a new highly
experienced State Prosecutor was appointed in April 2002. The Government has shown
political will to legally address the dark side of the "Homeland War" and to put more effort
into prosecution of war crimes committed by Croats. Over the last year the State Prosecutor
has started a number of investigations against Croats suspected of war crimes against Serb
civilians (“Medak Pocket”, the “Gospic case” and the “Lora case”). In reality, the "Gospic"
and "Lora" domestic trials have shown severe shortcomings: sessions have been continually
postponed, witnesses have been under constant threat not heard and in one case even
physically attacked. These events raise some concern about the judiciary's ability to prosecute
fairly ethnic Croat defendants.

Croatia is an active member of several regional and sub-regional initiatives, such as the
Stability Pact, the Adriatic–Ionian initiative, the "Quadrilaterale" (between Italy, Slovenia,
Hungary and Croatia), the Central European Initiative (CEI), South-East Cooperation
Initiative (SECI), the Alps-Adriatic initiative, the Danube Commission. Croatia is an observer
in the South-East European Cooperation Process (SEECP). In December 2002 Croatia signed
the Sava River Basin Framework Agreement with Slovenia, BiH and FRY. In February 2003
Croatia signed the Memorandum of Understanding on Regional Electricity Market in South
East Europe (REM).

Croatia has long been a member of OSCE and the Council of Europe. As a member of
NATO’s Partnership for Peace it is actively cooperating with NATO to prepare its future
membership. In May 2002 Croatia joined the NATO Membership Action Plan (MAP), and
has been promoted to the status of candidate for full NATO membership.

������� %LODWHUDO�UHODWLRQV

Completing the implementation of the Memorandum of Understanding on trade under the
Stability Pact by concluding )UHH� 7UDGH� $JUHHPHQWV� �)7$V�� ZLWK� DOO� QHLJKERXULQJ
FRXQWULHV�E\�WKH�HQG�RI����� had been identified as a SULRULW\ in the previous report. Once
this agreement enters into force, Croatia will be linked by FTAs with all neighbouring
countries.

Relations with $OEDQLD do not raise particular problems and have continued on a smooth
path. In September 2002 they signed a FTA which should come into force in early 2003.
However, concrete cooperation has been on quite a low level so far. In January 2003 both
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countries signed a readmission agreement.

The Croatian Government has continued to develop clear and transparent relations with
%RVQLD�DQG�+HU]HJRYLQD fully respecting its sovereignty and territorial integrity. When some
hundreds of Croats from Drvar moved to Croatia following their eviction from occupied
housing early in 2002, the Croat government co-ordinated its position carefully with its BiH
counterparts. Two important agreements were signed in June 2002, on fighting terrorism and
organised crime and on joint border crossings. After long and arduous negotiations, the joint
border crossing at Kostajnica between central Croatia and north-western BiH was opened in
April 2002, together with the reconstructed bridge over the Una river which links the two
countries. In July 2002, Croatia and BiH signed an agreement on incentives and protection of
investments. Notwithstanding these positive developments, there has been only little progress
in bilateral relations recently, and the election campaign in BiH prevented further progress in
resolving pending issues like the agreement on the port of Ploce and dual citizenship.

Relations with 6HUELD�DQG�0RQWHQHJUR are improving. Although the Croatian political class
is still to some extent reluctant to develop closer political and economic ties, relations have
improved in quality and regular contacts on working level have been established. Border
demarcation of the Danube River has made only modest progress since the establishment in
December 2001 of the Inter-State Border Commission. In July 2002 a serious border incident
occurred on the Danube when the FRY Army opened fire at civilians and a police boat, an
event which was played down, wisely, by both parties. An agreement for a temporary border
regime of the Prevlaka peninsula was signed in December 2002, pending the establishment of
the final demarcation of the sea line. The UN Mission of Observers (UNMOP) was closed
down immediately after signature. Joint police patrols started in March 2003.

Bilateral relations continued however to be burdened by the minority issue and refugee return,
as well as FRY reluctance to cooperate with ICTY regarding war crimes committed in
Croatia, especially Vukovar. Serbia and Montenegro has made the inter-state agreement on
minority rights conditional on resolving the problem of Serb refugees from Croatia. Some
liberalisation of the visa regime has been introduced such as issuing of visas at the border
crossings, multiple visas for businessmen and reduction of visa fees. Cooperation regarding
the search for missing persons has made considerable progress over the last year. The two
countries have now signed 5 agreements and are negotiating 7 more: a readmission agreement
(April); Croatian Parliament ratification of the agreement on social and pension issues (April);
agreement on cooperation in fighting organised crime (May); an agreement on minorities is
being negotiated though this will require a resolution of the refugee return issue. An FTA has
been signed in December 2002.

Relations with the IRUPHU� <XJRVODY� 5HSXEOLF� RI� 0DFHGRQLD continue to be good.
Negotiations for a bilateral convention on regional co-operation under Art. 12 of the SAA
were not finalised.

Croatia has maintained good bilateral relations with the other FRXQWULHV� RI� &HQWUDO� DQG
(DVWHUQ�(XURSH. The Membership Agreement with &()7$ was signed on 5 December 2002
and Croatia will be a full member on 1 March 2003. From that date, the CEFTA Agreement
will replace the bilateral FTAs with CEFTA countries. In October, Croatia signed a bilateral
FTA with /LWKXDQLD�

Relations with 6ORYHQLD remain good overall but no substantial progress was achieved on the
outstanding bilateral issues of land and sea border definition, the debt of Ljubljanska Banka.
The agreement on the .UãNR�1XFOHDU�3RZHU�3ODQW was signed by both countries, ratified by
Croatian Parliament in July 2002 and ratified by Slovenia in February 2003 and Croatia and
Slovenia are now equal owners of the plant each holding a 50% stake. The dispute over
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border demarcation and the fishing rights in 3LUDQ�%D\ during summer 2002 has particularly
strained bilateral relations. However a temporary agreement on fishing rights concluded on 23
September reduced the tensions. In December 2002, the three month-agreement was extended
for additional three months but negotiations on the final demarcation of the maritime border
are still on hold.

As far as bilateral relations with neighbouring EU Member States are concerned, ,WDO\� is
Croatia’s first trade partner and an important investor. The main issues in the relations
between the two countries, concern the open question of property restitution for the exiled
Italians (“Esuli”), the treatment of Italian minorities and cooperation to prevent incidents in
the Adriatic Sea. A meeting of the two Prime Ministers in September allowed for the first
time an Italian-Croatian commission to start negotiation on restitution of nationalised
property7.

����� 3ULRULW\�DUHDV�QHHGLQJ�DWWHQWLRQ�LQ�WKH�QH[W����PRQWKV

• Ensure full co-operation with ICTY∗.

• Implementation of recently adopted strategy for the reform of the judiciary by means of a
concrete Action Plan, and progress in reducing backlog cases; Establishing and
implementing a training programme for judges and prosecutors and other judicial
personnel. Taking measures to ensure proper and full execution of court rulings∗∗.

• Ensuring implementation of the recently adopted Constitutional Law on National
Minorities; holding of by-elections for national minorities for local government bodies
according to the Law on the Election of Members of the Representative Bodies of Local
and Regional Self-Government Units.

• Ensure that in the implementation of the HRT Law the Broadcasting Council is allowed to
work independently. Adoption of broadcasting legislation in line European standards **.

• Refugees: effective implementation of adopted legislation to complete the repossession of
property, take administrative decisions for all pending application for reconstruction;
design an operational system for compensation of lost tenancy/occupancy rights inside
and outside the areas of special State concern;; creation of social and economic conditions
to improve the climate for returns and the acceptance of returnees by receiving
communities**.

• Improvement of cooperation with the Ombudsman taking fully into consideration the
findings expressed in his annual report.

• Adoption of Law on Elections to re-define the representation of the "diaspora" and ensure
appropriate representation of minorities*.

• Establishing a strategy for the protection and integration of Roma.
                                                
7 Compensation for Esuli property was partially regulated by the Osimo Agreement of 1975, concluded

between SFRY and Italy. Accordingly, SFRY had to pay US$ 110 million as compensation. Croatia as
one of legal successors recognises to have to pay a part of such debt as compensation to exiled Italians.
The Italian Government requested the return of some properties of the Esuli, where possible. Croatia in
principle recognises this request as legitimate and is also examining categories not covered by the
Osimo agreement. The restitution of nationalised Esuli property is made possible after the Croatian
Parliament amended the law on denationalisation in July 2002 granting the right to restitution and
compensation also to foreign citizens if it is stipulated by bilateral agreements.

∗ recommendation included in the 2002 SAP Report and basically not implemented.
∗∗ recommendation included in the 2002 SAP Report, only partially implemented.
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• Conclusion of negotiations on the bilateral regional convention with former Yugoslav
Republic of Macedonia. Work to find definitive solutions to the pending bilateral issues,
in particular with Slovenia*.

• Foster further progress in the field of the fight against corruption and implementing
National Programme and legislation.

• Speed up denationalisation process ensuring full transparency and make progress to
achieve an efficient Land registry and Cadastre.

��� (&2120,&�6,78$7,21

����� &XUUHQW�HFRQRPLF�VLWXDWLRQ

Not withstanding an unfavourable external framework, the Croatian economy posted a solid
growth of estimated up to 5% in 2002 and the outlook remains positive. As in the previous
year, the growth was driven by domestic demand including by an ambitious public
infrastructure programme, and a favourable tourist situation. Despite fiscal adjustment at the
central level, the general government’s fiscal stance remains weak and is a source of
vulnerability for the economy.

Despite the worldwide slowdown, UHDO *'3 continued to grow in 2002 at an estimated real
growth rate of up to 5% (year-on-year compared to 3.8% in 2001) resulting from continued
growth of domestic demand, especially investment and personal consumption. The
construction and trade (wholesale and retail) sector display particularly high growth rates. The
tourism season has been good but with lower growth rates than in the past two years.
Industrial output picked up again recently, showing a 5.4% growth in 2002 over the same
period the previous year.

Croatia has achieved a high level of SULFH�VWDELOLW\ in the past years using the exchange rate
as nominal anchor. In 2002, average retail price inflation is estimated at 2.2%, thus subsiding
further relative to the previous year (4.9%). It remains to be seen whether the continued
loosening of monetary policy in 2002 and the administered increases of energy prices as of 1
September will have an impact on prices in the near future. The development of producer
prices has been even more modest with an average 0.4% fall of prices in 2002 compared with
the same period last year. This positive development is the result of a number of factors,
notably a stable exchange rate, trade liberalisation, wage moderation, productivity increases
and enhanced competition in the retail sector.

Croatia experienced a process of de-industrialisation since independence in 1992: the
importance of manufacturing has declined in terms of share of GDP (19% in 2001) as well as
employment (24% in 2001). Already high from the outset, the services sector, most notably
tourism, has further grown to correspond to roughly 60% in both criteria. In an environment
of ongoing restructuring and growing labour force, XQHPSOR\PHQW� remains high but there
seem to be first signals of a gradual easing of the situation. The average unemployment rate as
reported in the Labour Force Survey based on ILO standards is expected to go down further to
14.5% in 2002 (for the first six months the ratio stands at 15.2%). The official unemployment
rate stood at 21.5% in December, thus representing a 1.5 percentage point decline to the
December figure in 2001. It is estimated though that about 100,000 persons are employed in
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the grey sector, which would dramatically reduce the effective unemployment rate8. It
remains to be seen whether and to what extent the increasing openness of Croatia and related
competitive pressures on domestic producers - and thus employment - in conjunction with the
envisaged reduction of employment in the defence sector will be compensated by the job
creation of new businesses and small and medium size enterprises. Even though the high and
persistent unemployment has poverty implications, a World Bank study of April 2001
concluded that the incidence of poverty has been rather low by international and nationally
specific standards compared to other countries of the region.

The ILVFDO� GHILFLW of the FRQVROLGDWHG� FHQWUDO� EXGJHW is estimated to have been reduced to
reach 4.3% of GDP in 2002 (5.4% in 2001) but the achievement of this result continued to
rely on discretionary measures. Preliminary results indicate that the budget execution has
been in plan. The IMF estimates that the JHQHUDO� JRYHUQPHQW� EDODQFH only modestly
improved  in 2002, essentially due to some delays in an ambitious highway construction
programme to correspond to 6.2% of GDP (compared to 6.8% in 2001),. Accordingly, the
public debt in the IMF definition is estimated to have further increased from 55.1% of GDP in
2001 to reach 57.5% in 2002. With a (negative) primary balance currently well below the
level needed to stabilise public debt, the current trends are thus not sustainable.

Notwithstanding some slippage on the expenditure side, the overall fiscal consolidation
provided room for the easing of PRQHWDU\�SROLF\� The Croatian Central Bank (HNB) lowered
interest rates and softened mandatory reserve requirements. The HNB essentially relied on
direct market intervention rather than interest rate policy to address changes of base money
demand. Liquidity in the banking system and falling interest rates have fuelled credit
expansion (by end-November 2002 credit growth totalled 40.3% to households and 21.4% to
corporate borrowers compared to the same period in 2001). Against this background and fears
of regaining inflation, the HNB introduced in mid-January 2003 a number of rather strict
administrative measures to curb credit growth. The HNB pursued its price stability mandate
by continuing to maintain the H[FKDQJH� UDWH broadly stable against the euro (the current
foreign exchange arrangement is classified as managed floating). The exchange of eurozone
currencies held by Croatian residents into the euro went smoothly and is likely to have
reduced the high cash circulation of foreign currencies. Subsequent to the changeover inflow
as well as continued capital inflows (e.g. through tourism, privatisation receipts and
international lending for reconstruction needs), pressures for currency appreciation are
mounting9.

As regards the external situation in 2002, the deficit in the WUDGH�EDODQFH further widened by
some 27% in the first eleven months of 2002: the modest export expansion (+3.5% in the first
eleven months compared to the same period in 2001) was again outpaced by import growth
(+15.3%) reflecting the increasing openness of the economy10, strong domestic demand
including from the initiation of large public investment projects, and the downturn of the
world economy. The negative performance of trade was partly offset by strong tourism
receipts (estimated +17% relative to 2001) and private transfers as well as reduced cross-
border shopping. As a result, the current account deficit improved slightly to 3.6% of GDP
(3.8% in 2001).
                                                
8 A report published in March 2002 estimated that the size of the underground economy in Croatia

steadily fell from its peak of 37% of GDP in 1993 to correspond to 7% in 2000, VHH� .�� 2WW�� 7KH
8QGHUJURXQG�(FRQRP\�LQ�&URDWLD��2FFDVLRQDO�3DSHU�1R������,QVWLWXWH�RI�3XEOLF�)LQDQFH

9 Several real exchange rate indicators show since mid-2000 a rising trend again.
10 According to the IMF system, Croatia presently falls under the most liberal category.
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The (XURSHDQ� 8QLRQ continues to be Croatia’s PRVW� VLJQLILFDQW� WUDGH� SDUWQHU (Italy,
Germany and Austria in order of importance) but also the balance with the EU remains
negative. Croatia’s exports to the EU increased by 5.4% in 2001 and amounted to ¼�����EQ
(54.67% of total export). Exports to the EU for the first nine months of 2002 were ¼�����EQ
compared to ¼����EQ�LQ�WKH�VDPH�SHULRG�RI�WKH�SUHYLRXV�\HDU��&URDWLD¶V�LPSRUWV�IURP�WKH�(8
increased by 15.9% in 2001 and amounted to ¼�����EQ���������RI�WRWDO�LPSRUW���,PSRUWV�IURP
the EU for the first nine months of 2002 amounted to ¼�����EQ�FRPSDUHG� WR�¼����EQ� LQ� WKH
same period of the previous year. As regards trade in LQGXVWULDO� SURGXFWV, Croatian main
exports to the EU are made up of textiles and clothing and machinery products. Main imports
from the EU include machinery, electrical and transport equipment. Concerning trade in
DJULFXOWXUDO� SURGXFWV, the trade deficit of Croatia with the EU remained considerable in
2002 but has not increased since the entry into force of the Interim Agreement. EU imports of
agricultural products originating in the Republic of Croatia increased in 2001, compared to
2000, by 87% to ¼� �����PLOOLRQ�� ,PSRUWV� RI� DJULFXOWXUDO� SURGXFWV� WKHUHIRUH� LQFUHDVHG�PRUH
rapidly than general trade. EU exports to the Republic of Croatia for the same time span
increased by 21% to ¼ 278.7 million. The trade balance in favour of the Community thus
amounts to ¼�����PLOOLRQ� LQ������FRPSDUHG� WR�¼�����PLOOLRQ� LQ�������7KH�PRVW� LPSRUWDQW
product groups in terms of EU imports in value from the Republic of Croatia in 2001 are
sugar and raw hides and skins. More than 50% of total EU imports from Croatia are
concentrated in these two products. As far as EU exports to the Republic of Croatia are
concerned, they are spread more widely across different sectors. In 2001 the most important
were meat, fruit and nuts and prepared vegetables.

)RUHLJQ�'LUHFW�,QYHVWPHQW (FDI) in 2002 is estimated to have fallen by 20% compared to
2001 but still to have amounted to some US-$ 1,080 million (4.9% of GDP). Even though the
weak export performance in merchandise trade does not represent a short-term problem in
terms of balance of payments, the increase of exports seems however essential for the
medium and long term so as to converge to EU levels.

([WHUQDO�GHEW. Croatia has succeeded in maintaining access to international capital markets at
favourable conditions. The leading credit ratings remained unchanged at the low end of
investment grade. It issued a number of bonds denominated in euro, yen and US dollar.
Foreign debt�has further increased and is estimated to have reached USD 13.6 billion at the
end of 2002 corresponding to 61.7% of GDP (compared to 57.5% in 2001). Debt service
remained high at 25.3% of exports in 2002, which represents a slight deterioration relative to
2001 (23.1%)11. Services, i.e. essentially tourism, together with strong capital inflows
including from construction induced borrowing, have lifted gross international reserves of the
Central Bank to more than US-$ 5.7 bn at the end of last year (equivalent to 5.3 months of
imports)12.

5HODWLRQV�ZLWK�,),V� The previous 14-month precautionary stand-by arrangement (SBA) with
the ,0)�formally expired on 18 May 2002. On 3 February 2003 the IMF Board approved a
successor arrangement of SDR 106 million over a 14-month period ending in March 2004,
also of a "precautionary character" indicating that the authorities do not intend to draw the
funds. The discipline of an IMF-supported program and increased financial market confidence
are expected to help the authorities to achieve their objectives. Under the programme, GDP

                                                
11 The exchange rate movements between the euro and the US dollar may distort the picture since about

60% of the debt are supposedly denominated in euro.
12 Since about two thirds of the reserves are apparently held in euro, the exchange rate movements

between the euro and the US-$ may distort the picture.
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growth of 4.2% is expected in 2003. The programme supported by the new SBA brings the
planned fiscal deficit down to 5% of GDP in 2003, with the aim of stabilising the public debt
ratio and paving the way for long term fiscal sustainability. A number of structural reforms
are foreseen under the programme, notably the improvement of fiscal transparency and public
debt management, the acceleration of restructuring and privatisation of public enterprises,
new legislation to enhance the functioning of markets and employment growth, and further
progress in the area of trade liberalisation. The :RUOG�%DQN has committed since 1993 a total
amount of US-$ 1,025 million for 21 projects (of which 13 were still active as of October
2002). A Structural Adjustment Loan (SAL) of US-$ 202 million was signed in December
2001 and a first tranche of US-$ 102 million was disbursed in February 2002. . In addition to
financial assistance, the World Bank provided for several analytical and policy studies
through its agencies.

By September 2002 the (XURSHDQ� %DQN� IRU� 5HFRQVWUXFWLRQ� DQG�'HYHORSPHQW� �(%5'� had
made a cumulative commitment of about ¼�������PLOOLRQ�LQ�&URDWLD��FRQWULEXWLQJ�WR�D�SURMHFW
of a total value of some ¼���ELOOLRQ��$ERXW�WZR�WKLUGV�RI�WKH�(%5'
V�SRUWIROLR�ZDV�LQ�SULYDWH
and one third in state projects. In the first nine months of 2002, the EBRD had signed five
projects totalling around ¼�����PLOOLRQ��7KH�(%5'�DOVR�SURYLGHG�IRU�WHFKQLFDO�VXSSRUW�

����� ([LVWHQFH�RI�D�IUHH�PDUNHW�HFRQRP\�DQG�VWUXFWXUDO�UHIRUPV

Overall progress with structural reforms has recently been slow reflecting a fragile
government coalition and public opposition. Progress has been achieved in rationalising
social transfers and implementing the second pillar of the pension system, starting fiscal
decentralisation and introducing a single treasury. On the other hand, reforms lag behind in
other areas, such as privatisation, education, health and the judicial system. Labour market
reform, already debated for a long time, encounters strong opposition and had not been
adopted by the end of 2002. Moreover, the implementation of legislation proves to be
difficult owing to delays in preparing by-laws and weak institutions.

According to EBRD indicators13, Croatia’s transition to a market economy is more advanced
than in the other countries of the Western Balkans. In 2002, Croatia was for the first time
included in the study of global competitiveness by the World Economic Forum providing for
a comprehensive assessment of competitiveness. Croatia ranks 58th  out of the 80 countries
listed as regards the growth competitiveness index and 52nd as regards the microeconomic
competitiveness index.

In the area of� SULFH� OLEHUDOLVDWLRQ�� the situation� remained unchanged during 2002, i.e.
administered prices were essentially restricted to agricultural products, energy and transport.
However, energy sector prices have been liberalised with effect of January 2003.

The SULYDWLVDWLRQ�SURFHVV after three years of slow advancement has been stopped14 showed
very mixed results, but generally proceeded at low speed. The EBRD estimates the private
sector share of GDP to be at 60% in mid-2001, which is the same ratio as in fYRoM. As
regards the privatisation of large enterprises, none of the originally announced projects was
completed in 2002 but the relevant enterprises’ financial performance could be enhanced. The
privatisation laws for INA, the gas and fuel monopolist, and the electricity utility company
HEP were adopted in March. The partial privatisation of INA is due for final decision by

                                                
13 EBRD, Transition report 2002
14 The Head of HFP is vacant since March 2002 because of persistent disagreement within the

Government coalition.
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March 2003, three companies had submitted binding offers in January. The restructuring of
HEP commenced in 2002, but privatisation of parts of HEP is unlikely to start in 2003.
Contrary to previous plans, the authorities plan to merge two remaining State banks, the
Croatian Postal Bank (HPB) and Croatia bank, and to privatise only a share of up to 25% of
the merged bank. The largest insurance company (CO) was scheduled for privatisation in
2002; but the government cancelled the well-advanced tender and announced that it will
remain in state ownership. The privatisation of JANAF, the Adriatic pipeline operator, has
been postponed. Recent government decisions in the context of privatisation projects cast
doubts on the commitment of the authorities in this respect and jeopardise the credibility
towards potential investors for future privatisation operations.

Small-scale privatisation, managed by the Croatian Privatisation Fund (HFP)15, is progressing
gradually albeit lagging behind original plans. As of June 2002, the total portfolio of
enterprises with a state share has been reduced by some 40% relative to the start (May 2000).
The HFP has recently adopted an operative plan, which foresees a substantial reduction of
companies in the portfolio by the end of 2003 including agro-complexes (in total 748
companies out of 1,067 in HFP’s portfolio). Due to the dismissal of its Management Board by
the Government in February 2003, HFP is likely to miss the target and to seriously delay the
process. Subsidies remain high and in particular the loss-making and state-owned
shipbuilding industry represents an ongoing threat to the budget.

According to performance indicators, the profitability and soundness of ILQDQFLDO�LQVWLWXWLRQV
has improved. It remains to be seen whether the recent high growth of lending activity in
particular to private households will have an impact on the credit quality. The foreign
ownership of banks (i.e. of more than 90% of the assets) is showing first results e.g. in terms
of available products and loan maturity. Private banks have been allowed to operate payments
systems, formerly carried out exclusively by the Central Payments institution (ZAP). The
latter will offer payments services on a commercial basis (most likely to smaller and regional
institutions). The professional management of a recent crisis (Rijecka banka) and the growth
in deposits in the context of the euro conversion provided evidence of growing confidence.
However, the development of capital markets is still in an infant stage; the purchase of
Croatian companies has further reduced the number of listed companies.

Croatia had completed in 2001 the new institutional framework for implementing a SHQVLRQ
UHIRUP establishing a financially viable pension system, which benefited from significant
World Bank support. Preliminary data suggest that the overall budgetary impact over the
coming 10 years could be less than half of the originally expected impact (8% of GDP). Two
new institutions were established. HAGENA (Supervisory Agency for Pension Funds and
Insurance ) is in charge of supervising the whole pension system based on individual
capitalised savings, as well as the business operation of pension companies, pension insurance
companies, while REGOS (Central Register of Insured Persons) is a professional and
technical centre in charge of keeping all the records necessary for efficient functioning of the
system. From November 2001 onwards, employees have been able to choose between seven
obligatory pension funds authorised to collect pension contributions for the compulsory
capital funded system ("the second pillar"), in which they regularly deposit 5% of their
income. These pension funds may invest up to a third of their collected funds into enterprises
and will therefore provide a new source of long-term equity financing which is expected to

                                                
15 On 6 February 2003 the members of the Managing Board of HFP have been sacked and all tenders have

been stopped. Attempts to amend legislation in order to accelerate the privatisation process has been
blocked.
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provide a significant impulse to economic growth. Although investment opportunities are still
limited and the number of eligible and officially listed companies is small, the reform should
significantly contribute to the development of the Croatian financial market. The government
also intends to increase domestic borrowing in 2003, which will contribute to strengthen the
local capital market.

In the area of� SXEOLF� DGPLQLVWUDWLRQ� UHIRUP�� the Croatian authorities have started a
comprehensive initiative to implement the findings of a FIAS16 study on administrative
barriers to foreign investment (January 2001). The government adopted in February 2002 an
action plan with detailed measures of short and long-term nature, which is under the
supervision of Deputy Prime Minister Linic. This process however came to a standstill in
November 2002. Croatia established a forum on competitiveness along a Harvard Business
School model, which contributed to Croatia being listed in the ranking of the World
Economic Forum. As key elements, the forum strengthens the dialogue between the
government and the business environment and develops tools and the capacity for monitoring
the investment environment. The government also adopted a regulation establishing a Trade
and Investment Promotion Agency. To improve the business environment, further efforts will
have to be made to enhance the quality and capacity of the public administration including the
judicial sector. With the help of the World Bank, the authorities started a real property
registration and cadastre project, which aims to build an efficient land administration system
conducive to the development of efficient real estate market.

����� 0DQDJHPHQW�RI�SXEOLF�ILQDQFHV

VAT remains the single most important revenue source for the state, accounting for almost
50% of total tax revenues (excluding social security contributions). Special features in 2002
were on the expenditure side the significant expenditure for road construction and the higher
than budgeted wage bill, on the revenue side higher than expected revenues from customs and
profit taxes (pointing to a good performance of the corporate sector), together with a shortfall
in excise revenues on oil and tobacco. The law on uncollected claims, which was adopted in
December 2001, did not produce the expected effects in revenues so far.

In order to modernise its EXGJHWDU\�PDQDJHPHQW, the Ministry of Finance is implementing a
new accounting method and also the new GFS classification (2001). The Single Treasury
account (STA) already covered the entering of commitments in 2002 but operational
problems remain. In this process, the number of government accounts is being consolidated to
the legally required minimum. However, the implementation of the STA appears slow and its
coverage does not yet include the entire public sector, notably not the health sector and
municipalities. Against this background, the government temporarily halted further steps
towards its general aim to make progress with fiscal decentralisation.

The budget for 2002 took on board several recommendations: it included for the first time the
pension and health funds and the employment bureau. The Law on the Execution of the State
Budget, adopted in parallel, provided for more flexibility to reallocate budgetary expenditure.
However, under the 2002 budget two development funds were established to end the
utilisation of capital revenues for current expenditure. From 2003 onwards, all government
agencies and funds will be integrated in the budget.

                                                
16 The Foreign Investment Advisory Service, established in 1985, FIAS is a joint service of the International Finance

Corporation (IFC) and the World Bank.
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����� 3ULRULW\�DUHDV�QHHGLQJ�DWWHQWLRQ�LQ�WKH�QH[W����PRQWKV

� Continuing fiscal consolidation in 2003 which will require strict implementation of the
2003 budget. Particular attention will have to be paid to the implementation of the wage
and public employment policies, including the defence sector, and to the reduction of state
aid. **

� Continuing to improve the business environment including the enforcement of several
laws (as the new company and the new labour act), and the Courts’ capacity .

� Accelerating the momentum of privatisation, notably to complete the partial privatisation
of INA and the preparation of other privatisation projects as HEP and HPB as well as
implement the operative plan of HFP to further drastically reduce its portfolio of publicly
held SMEs.

� Nominate new members for the Managing Board of HEP, to restart the privation process.

��� ,03/(0(17$7,21� 2)� 7+(� 67$%,/,6$7,21� $1'� $662&,$7,21
352&(66

����� *HQHUDO�HYDOXDWLRQ

The SAA serves as a powerful catalyst for an ambitious legislative reform programme. This is
particularly reflected in the National Programme for the Integration of Croatia into the EU
which the Government adopted in December 2002. Administrative capacities to implement
the new legislation do not develop at the same pace. Croatia should take a holistic approach
when aligning its legislation with the acquis, thereby ensuring that administrative capacities
are strengthened in parallel to the passing of new legislation.

������� &XUUHQW�SRVLWLRQ

The ratification process of the Stabilisation and Association Agreement is still ongoing within
the Community and its Member States. To date it has been ratified by Austria, Ireland,
Denmark, Spain and Germany. The United Kingdom and the Netherlands suspended the
ratification procedure, linking its completion to cooperation with ICTY. Croatia notified of its
ratification on 30 January 2002. Pending the entry into force of the SAA, an Interim
Agreement covering trade and trade-related matters has been applied provisionally as from 1
January 2002 and entered into force on 1 March 2002.

The first meeting of the Interim Committee took place in Zagreb on 19 April 2002. The
Interim Committee adopted its rules of procedure and set up five subcommittees17. The first
meetings of the Subcommittee on Agriculture and Fisheries and on Transport were held in
Brussels on 8 and 15 November 2002, respectively. The Subcommittees on Internal Market
and on Trade took place in Zagreb on 23/24 January and on 13 February 2003.

In November 2002, Croatia approved the additional protocol to the SAA and the Interim
Agreement concerning trade in wine and spirits.

                                                
** recommendation included in the 2002 SAP Report, only partially implemented
17 Subcommittee on Economic and Financial Matters, on Agriculture and Fisheries, on Internal Market, on

Trade, Steel and Iron Products, Customs and Taxation and on Transport.
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������� *HQHUDO�DVVHVVPHQW�RI�DGPLQLVWUDWLYH�FDSDFLW\

The Ministry for European Integration (MEI) is a well-staffed service and co-ordinates the
implementation of the SAA in a highly efficient and professional way. There are, naturally,
notable differences in line ministries and other government bodies, as regards their level of
awareness and knowledge concerning European integration issues. Gradually, more civil
servants in the line Ministries are becoming involved in the process through their everyday
tasks, established communications and co-ordination channels, as well as a variety of
seminars and education programmes in the area of European integration. Experience has
shown that internal communication in a large part of government does not function
adequately.

More generally, there is a need to strengthen administrative capacity of the various ministries
and other government bodies concerned by the legal approximation process. In this context,
successful public administration reform will be crucial. The Government decided to launch
Sreparations�for such a reform in November 2002.

������� ,PSDFW�RI�WKH�6$$�,QWHULP�$JUHHPHQW�RQ�UHIRUP

Following the adoption in October 2001 of the ,PSOHPHQWDWLRQ�3ODQ�IRU�WKH�6$$, the main
instrument in monitoring the implementation of the Agreement, the Government produces
regular reports on the Execution of the Implementation Plan.

Whilst the vast majority of measures foreseen has been implemented, certain important legal
acts relating to priorities identified in the 2002 SAP Report were delayed according to the
internal Croatian deadlines. With one exception, these delays  did not call into question the
respect by Croatia of the deadlines in the Interim Agreement, because the Implementation
Plan schedule foresees a more dynamic fulfilment of these obligations than the agreement
itself. The majority of measures in the Implementation Plan are scheduled for the first years of
implementation (2002 and 2003). This accelerated approach reflects the very ambitious intent
of the Government of the Republic of Croatia to try to achieve the level of readiness required
for membership in the European Union by the end of 2006.

In order to implement the SAA, European Integration Co-ordinators were appointed in every
single government body (usually at Assistant Minister level or higher). European Integration
Units will be established in all remaining public administration institutions.

Databases for the harmonisation of legislation, technical assistance programmes, monitoring
of the execution of the Implementation Plan and the translation database, should grow into a
consolidated database, which should facilitate a more effective monitoring of the overall
European integration process in the Republic of Croatia.

In December 2002, the Government adopted WKH�1DWLRQDO�3URJUDPPH�IRU�WKH�,QWHJUDWLRQ
RI� &URDWLD� LQWR� (8� �� ����. It is divided into five chapters: political criteria, economic
adjustments, harmonisation of Croatian legal framework with the acquis, enhancing of
administrative capacity, and information strategy for the Croatian public. The Programme
foresees in particular the adoption of 83 laws and bylaws in order to advance the
harmonisation of the Croatian legal framework in 13 chapters of the acquis. The document is
the central steering mechanism for the activities of the Government towards fulfilling
Croatia’s obligations under the SAA. The programme for 2003 is very ambitious, particularly
in view of the still insufficient administrative capacity of line ministries to adopt and
implement the acquis.

����� ,QWHUQDO�PDUNHW�DQG�WUDGH

Trade liberalisation has continued in Croatia. Free Trade Agreements with FRY and Albania
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and the Membership Agreement with CEFTA were signed in 2002. Croatia has thereby
fulfilled the Memorandum of Understanding on trade under the Stability Pact.

Croatia has worked intensively towards aligning its legislative framework, in the areas related
to the internal market and trade with the acquis. It started to address most of the priorities
identified in the 2002 SAP Report. Overall, progress has been made although several
recommendations have not been fully implemented yet and key laws related to them are still
in legislative procedure. In this context, the failure to set up an independent State Aid
Authority within the deadline prescribed by the Interim Agreement must be mentioned.
Efforts must continue given the demanding and long-term nature of the legislative
approximation process.

������� 0RYHPHQW�RI�JRRGV

In 2002, Croatia continued to liberalise its trade regime in conformity with the schedule
foreseen in the Interim Agreement. According to the Customs Duties Regulation in force,
average tariff rates for industrial and agricultural products are 3.5% and around 20%
respectively.

Finalising the National Strategy on compliance of technical legislation and beginning to
modify the legislative framework to adopt European standards had been identified as a
priority in the previous report and progress has been made.

In January 2003, the Government approved the National Strategy for the Approximation of
technical legislation with the acquis. The document provides for a good general strategy that
addresses the transposition of the legislation and its implementation. A detailed
implementation plan should be made. Framework legislation on the technical requirements for
products should be drafted by mid 2003. This legislation will also define the future
institutional infrastructure regarding standardisation, accreditation, conformity assessment,
metrology and market surveillance. The new framework legislation will need to be in
compliance with the EU requirements, which will involve a significant change of the current
infrastructure.

The current number of new Croatian standards in force is 6,057, out of which 3,258 are
adapted to European standards. The EU has 14,800 standards (CEN 8,262, CENELEC 4,692,
ETSI 1,846). The new Croatian standards represent 31% of existing CEN standards, 17% of
CENELEC standards and 2% of ETSI standards).

In August, the State Office for Standardisation and Metrology (DZNM) became a full
member of the International Laboratory Accreditation Cooperation (ILAC). In terms of
certification activities, fifteen testing and one calibration laboratory together with two
certification bodies have been accredited, whereas two laboratories have extended their scope
of accreditation. One organisation has been accredited according to the standard HRN EN
45013 (certification of personnel in the field of quality management).

Although adopting adequate legislation on FRQVXPHU�SURWHFWLRQ, including the pending )RRG
$FW, had been identified as a SULRULW\ in the previous report, neither of the two basic
legislative acts has been adopted yet.

The ODZ�RQ�FRQVXPHU�SURWHFWLRQ should be enacted as a matter of priority. The draft law was
adopted by government in December 2002 and is currently undergoing legislative procedure
in parliament. It will also provide the framework for the national strategy on consumer
protection, which should be adopted rapidly after the entry into force of the law and guarantee
a clear division of tasks and responsibilities between all actors, including NGOs.
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The promotion of active consumer protection policy including the increase of information and
development of independent organisations constitutes a core task of Croatia according to the
SAA. During the reporting period, the two major existing Consumer Protection Associations
µ&URDWLDQ�$VVRFLDWLRQ�IRU�&RQVXPHU�3URWHFWLRQ��&$&3�¶�DQG�µ3RWURãDü¶��KRZHYHU��KDYH�EHHQ
carrying out their daily work without any substantial financial assistance from the
Government and are, therefore, not in the position to perform their tasks according to EU best
practices.

The preparation of the new GUDIW� ODZ�RQ�IRRG�VDIHW\�DQG�TXDOLW\�encountered delays. This
new framework law which will include the setting up of a Food Authority needs to be adopted
swiftly and will have to be followed by a number of implementing regulations.

������� 0RYHPHQW�RI�SHUVRQV��VHUYLFHV�DQG�ULJKW�RI�HVWDEOLVKPHQW

Improving the legal framework on &RPSDQ\�/DZ�DQG�$FFRXQWDQF\ had been identified as a
SULRULW\ in the 2002 SAP report. No tangible results can be reported at this stage, as the
preparation of the relevant legislation is still ongoing.

The Companies Law and the Law on the Register of Companies of January 1995 provide the
basic legislative framework. Currently new amendments to the Companies Law are being
prepared. Also the Law on the Register of Companies is undergoing a review with the
objective of accelerating the registration process with the Commercial Courts and of reducing
costs. Full compliance of these amendments with the acquis should be ensured.

Accounting is regulated by the Accounting Law of 1992 and in this area amendments are also
underway in view of achieving alignment with the acquis. Croatian enterprises directly apply
IAS. A Croatian Accounting and Accountancy Standards Committee exists and monitors the
application of IAS.

Further work is also needed on the alignment of the legislative framework for GDWD
SURWHFWLRQ to the EC acquis, which had been identified as a SULRULW\ in the 2002 SAP report.
The draft /DZ�RQ�SHUVRQDO�GDWD�SURWHFWLRQ is still in parliamentary procedure. Its maximum
harmonisation  with the relevant acquis in the field must be ensured.

In the context of personal data protection, it is important to point out that the new Law on
Electronic Signatures entered into force on 1 April 2002. The Law regulates the rights of
natural and legal persons to use electronic signatures in administrative, legal and other
proceedings, business and other actions, as well as rights, obligations and responsibilities of
natural and legal persons in relation to the provision of services of electronic signature
certification.

The� /DZ� RQ� %DQNV� adopted in July 2002 as part of the financial services package (see
chapter 4.2.3.) stipulates the stock capital required for the establishment of a bank. The
Croatian National Bank (HNB) will be able to request the accumulation of obligatory reserves
for all banks and has the right to request higher reserves for banks conducting risky
transactions. The amount of obligatory reserves would depend on the HNB’s risk assessment.
According to the Law, banks must change their auditing firm every four years. The State
Auditing Office has been given the power to review the operations of commercial banks with
the savings and loans associations given the opportunity of performing payment transactions
purely for the needs of their customers. The Law also authorises supervisory co-operation
with EU Member States and the Commission. A /DZ�RQ� VDYLQJV� DQG� ORDQ� FR�RSHUDWLYHV
was adopted at the same time.

The legal framework for banking supervision and regulation is well defined under the Law on
the Croatian National Bank (CNB) and the Banking Law. The CNB has broad authority for
the licensing and supervision of bank operations and for enacting regulations and setting
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standards for their sound implementation, and plays an important role.

7KH� LQVXUDQFH� VHFWRU in Croatia is relatively well developed with most types of products
being offered on the market. The Law on Insurance and supporting regulations provide the
regulatory framework for the licensing, monitoring and supervision of insurance companies
and other intermediaries. The Law defines the responsibilities and powers of the Insurance
Companies Supervisory Authority, an agency that is answerable to the Government. As of
mid-2002 there were 24 active insurance companies.

������� 0RYHPHQW�RI�FDSLWDO

A /DZ�RQ�IRUHLJQ�H[FKDQJH�RSHUDWLRQV�will need to be adopted��.

In July 2002, the Parliament passed a number of important laws in the Financial Services field
(see also chapter 4.2.2.): 7KH� /DZ� RQ� WKH� 6HFXULWLHV� PDUNHWV strengthens the regulatory
authority of the Securities Commission. The Commission is in charge of: (i) the development
of securities regulations; (ii) the licensing of brokers and brokerage firms; (iii) approving
prospectuses and other securities filings; (iv) monitoring transactions on the Zagreb Stock
([FKDQJH� DQG� WKH�9DUDåGLQ�6WRFN�([FKDQJH�� �Y� investigating and enforcing regulatory and
legal compliance; (vi) development of training and professional licensing programs for
brokers; and, (vii) co-operation with international securities bodies (it is a member of the
International Organisation of Securities Commissions). The five members of the Commission
are appointed by Parliament on the recommendation of the Government.

The &RUSRUDWH�7DNH�RYHU�/DZ deals with the take-over of public joint stock companies and
defines the legal obligation to announce tenders for the purchase of more than 25% of shares.

������� &XVWRPV

After the opening of markets, a significant increase of sugar imports into the Community
under the liberal regime of the Interim Agreement and the parallel increase of EC exports to
the countries of the Western Balkans occurred throughout 2002. In order to ensure the proper
application of the preferential arrangements for Western Balkans’ sugar, the Commission
published a Notice to Importers in June 2002. This led to precautionary measures within the
Community, such as a deposit system and the systematic testing of imports. These measures
were instrumental in discovering a case of alleged fraud in August 2002, when Greek customs
authorities found traces of cane sugar in consignments declared as beet sugar originating in
Croatia and Serbia and Montenegro. Croatia reacted quickly and took a number of measures,
such as enhanced inspection and constant customs surveillance in the sugar refineries, to
prevent the repetition of similar fraud cases in the future. This case demonstrates that Croatia
needs to tighten its customs control systems to ensure the proper application of the
preferential rules of origin. More generally customs authorities need to be in a position to
manage the increasing number of preferential free trade agreements Croatia has concluded. In
this context, Croatia is encouraged to use the EU customs blueprints as guidelines to improve
administrative capacity in the field. Also administrative co-operation in line with Protocol 5
of the Interim Agreement must be ensured. Commission services will continue to monitor and
to analyse the performance of the customs authorities throughout the region.

������� &RPSHWLWLRQ�DQG�VWDWH�DLG

The need to adopt a new competition act and the necessary legislation regulating mergers
following SULRULWLHV was identified as a priority in the previous report. Increasing the
administrative capacity of the Agency for the protection of market competition including by a
substantial increase in its staff. Adopting a legislative framework for state aids and
establishing an independent authority responsible of their control. In 2002, Croatia has started
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important preparatory work but none of these priorities have been fully implemented yet.

A new draft FRPSHWLWLRQ� SROLF\� /DZ is still under preparation. The adoption of this new
basic law in the field of competition is of crucial importance and its maximum harmonisation
with the acquis must be ensured. The necessary implementing regulations will have to be
adopted quickly after the entry into force of this Law. Particular priority should be given to
the necessary rules regulating mergers.

Concerning administrative capacity, the Agency for the protection of market competition is
not fully functional and experiences problems to absorb the intended assistance. Some
positive steps have been taken in the 2003 budget, which provides for a significant increase in
the staff of the Agency (currently 17 employees) allowing the recruitment of 4 lawyers and 4
economists. Government support for certain training activities will also be increased.

Under the Interim Agreement Croatia assumed the obligations to establish an operationally
independent state aid authority by 1 March 2003 and to provide a regular annual report on
state aid. Croatia did not respect this deadline, as the 6WDWH�$LG /DZ establishing inter alia the
mandate and responsibilities of the State Aid Agency is still in the final stage of the legislative
procedure. The Ministry of Finance is still working on an inventory of state aids. The
completion of this work and the establishment of the annual report on state aid should be
pursued as a matter of priority. In general, the presence of the state in economic transactions
is still very high and takes the form of implicit subsidies, sponsored contracts and guarantees.

������� 3XEOLF�SURFXUHPHQW

The new SXEOLF�SURFXUHPHQW�/DZ has been in force since 1 January 2002. In February 2002
it was complemented by two regulations, the Decree on Publications and Registry for Public
Procurement and the Decree on the Procedure of Procuring Goods, services and works of
minor value. However, other necessary implementing legislation has not been adopted yet

Whilst the public procurement Law is certainly inspired by EC Directives, a number of points
in this Law appear to be in conflict with the acquis, i.e. the lack of transparency to all
interested parties at all stages, the possibility of negotiation between the contracting authority
and the tenderer in the open and selected procedures during the evaluation and awarding
phase, the scope of exceptions and the limitations concerning the complaints review
procedure.

The public procurement Law obliges the Government to establish a new public procurement
Office (PPO) by 1 January 2003 to take over the activities from the public procurement
Department of the Ministry of Finance. However, this deadline has not been met. Also, a
“State Commission for the control of procedures of public procurement”, which would be
responsible for a proper functioning of the complaint review procedure, has not yet been
established. These institutions must be established as a matter of priority. In the meantime, the
public procurement Department of the Ministry of Finance, which has a staff of 12 people,
administers public procurement.

Substantial work and corresponding resources are needed to upgrade the administrative
capacity and the systems for monitoring and controlling procurement activities. Continuing
efforts to improve the efficiency of the public procurement system at the operational level are
essential, in order to ensure fair competition, professional handling of tenders and to
encourage the development of competition on the domestic market. Staff in the procuring
entities must receive adequate training in the application of the new legislative framework.

Under CARDS 2001 a project of technical assistance and capacity building in the Energy
Infrastructure Sector (Rehabilitation of the Ernestinovo transformer station) of 3.8m.¼�
designed to complement an European Investment Bank (EIB) loan, was programmed.
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However, the loan was not granted by the EIB since Croatia did not respect the public
procurement regulations required by the EIB for the tendering of the rehabilitation works.
With the failure of one of the conditionalities for EC project implementation, the Commission
reallocated the funds.

������� ,QWHOOHFWXDO��LQGXVWULDO�DQG�FRPPHUFLDO�SURSHUW\�ULJKWV

Completing the review of the legislative framework on intellectual, industrial and commercial
property in order to establish a strategy for full harmonisation and increasing the
administrative capacity of the State Intellectual Property Office had been identified as a
priority in the previous report. Serious efforts to implement this recommendation have taken
place in 2002.

The State Intellectual Property Office (SIPO), operating independently under the Ministry of
Science and Technology, is reasonably well staffed. During 2002 staff was increased from 95
to 97 and five more lawyers are to be employed in 2003. A new Director General has been
appointed and re-organisation is under way.

No new legislation has been adopted during the reporting period. However, important
preparatory work has taken place. SIPO has prepared comparative analyses of legislation in
the field of Copyrights and Related Rights and of Industrial Property Rights with respect to
EC acquis. Also, extensive and transparent discussions on the preparation of the Copyright
and Related Rights Law have taken place in 2002. In parallel an Industrial Property Law is
being prepared. Both laws will constitute the new legislative framework and must be aligned
with the acquis in the area.

The Croatian Government has now initiated the procedures for concluding an Extension
Agreement with the European Patent Office (EPO) but negotiations have not yet started. Such
an agreement will mean, for instance, that European patents can be extended to Croatia with
the same effect as national applications and patents. This important agreement is likely to
reduce the number of international applications to the State Intellectual Property Office and
consequently the requests for substantive examination. The Extension Agreement is also
expected to increase the overall amount of protected patents in the Republic of Croatia.

����� 6HFWRUDO�SROLFLHV

������� ,QGXVWU\�DQG�60(V

A Law on Small Business Encouragement has been approved by Parliament, on the basis of
which a Croatian Agency for 60(V was set up in October 2002. It will act as a principal co-
ordinator for all SME promotion measures. An Amendment to the Law on Co-operatives was
passed by Parliament in February. On this basis, a National Agency for Co-operatives was set
up in September 2002. Parliament passed the Sector Promotion Programme in October. The
programme includes measures to stimulate the crafts and small business sector through:
special loans facilities, support to entrepreneurship, promoting institutions, entrepreneurial
zones, business incubators and training for crafts.

Despite an array of entrepreneurship and SME promotion measures, the sector still suffers
from a banking sector restrictive towards SMEs and a difficult investment climate. If new
institutions in this field are created, they must be assigned a clear purpose and remit and focus
their work on a need assessment of the sector’s support framework.

Concerning the EXVLQHVV� FOLPDWH for investors, the Government formulated an Action Plan
for Eliminating Barriers to Investment, focussing on the issues of entry, establishment,
locating and operation. In spite of the political commitment, work on the implementation of
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this Action plan has only made slow progress during 2002. In order to further enhance the
improvement of the business environment in line with good practive in the EU, the principles
of the European Charter for Small Enterprises should be adopted and implemented.

With regard to�LQYHVWPHQW�SURPRWLRQ��a draft Law on investment promotion and a draft Law
on free zones are currently in parliamentary procedure. A Government Agency for investment
and export promotion was established in September 2002. Among others, reductions in the
basic level of profit taxes are proposed. Today, there are 12 free zones in Croatia, employing
around 3000 people. These free zones appear to function as warehouses rather than as
originally intended -for production.

In order to foster the business and investment climate in Croatia, work must continue on basic
parameters such as secured land and property, employment conditions, local know-how,
infrastructure, access to research and, not least, the rule of law.

������� $JULFXOWXUH

Agriculture, fisheries and forestry contribute 7,2 % to Croatian GDP and around 10 % of total
exports and imports. Small family farms of an average size of 5 ha own 80 % of the land and
the livestock. Croatia is a net importer of agricultural products. Only the production of the
poultry, cereals, sugar and wine sector exceeds local consumption.

In January 2002, the Croatian Parliament adopted criteria for the privatisation of 1,1 million
hectares of state-owned farmland. These criteria set inter alia the maximum areas that
individuals and companies dealing with agriculture, livestock or vines will be able to buy,
envisage priorities for the purchase and define the process under which the land will be sold.
The privatisation process risks being slowed down by unsettled property rights’ issues.

In July 2002, the Croatian Parliament adopted a Law on state subsidies for farming, fisheries,
and forestry which entered into force on 1 January 2003. The law increases the highest annual
subsidy from HRK 1,5 to 2 million (from ¼� �������� WR� ¼� ��������� IRU� HDFK� RIILFLDOO\
registered farm having achieved a defined minimum level of production (this applies to about
100.000 commercial farmers). Four categories of subsidies are established: (i) the income
support scheme for non-commercial farms run by elderly people, (ii) the production
stimulation scheme for commercial farms, (iii) the farm capital investment scheme to promote
productivity and competitiveness of commercial farms and (iv) the rural development scheme.
The obligatory registration of commercial farmers is expected to help fight abuse and the grey
economy. By 31 January 2003, the deadline for registration, more than 100 000 farmers had
applied for registration. The overall budget for subsidies in agriculture increased from HRK
1.568 million in 2002 to HRK 1.838 million in 2003. The reform of the subsidies is an
important step in the process of developing a competitive agricultural sector.

 In September 2002 the new independent laboratory in Kricevci responsible for the
certification of milk quality begun work. The certificates are a prerequisite for Croatian milk
exports to the Community. According to the Croatian Government, milk quality control
requirements have thereby been harmonised milk with EU requirements. The laboratory
implements sample testing of all raw milk being produced in Croatia. Preliminary testing
results showed that among the samples provided by 65.000 milk producers, around 80% do
not satisfy the requirements defined by Regulations on milk quality.

Work on the approximation of legislation in the veterinary and phytosanitary sectors has
begun.

������� 5HJLRQDO�SROLF\

A Fund for Regional Development was established in February 2002. Its objective is to
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channel privatisation proceeds to poorer than average Croatian regions in order to foster their
development. There is, however, until now no decision about the criteria on which the Fund
shall base its decisions concerning financial allocation. Furthermore, various different
ministries and agencies work on regional and local development issues, without sufficient co-
ordination, leading to duplicated and contradictory efforts. Progress needs to be made to
establish rapidly which institution should be in charge of an overall nationally co-ordinated
regional policy.

������� (QYLURQPHQW

An Agency for environmental protection is in the process of being established. In order to
begin proper operation, necessary resources must be allocated to it. In overall terms,
administrative capacity in the field of environment remains a source of concern. Although the
legal framework for environmental protection exists, there is weak implementation of
legislation. This is particularly true in relation to environmental impact assessments on major
infrastructure projects. The rate of enforcement of environmental laws, particularly on local
level, is low due to the limited capacity (human and material resources) of the Ministry of
Environmental Protection and Physical Planning and of the authorities in charge of the
environment at local level. Co-ordination with other Ministries and co-operation with local
administrations also needs to be improved.

The National Environment Action Plan (NEAP) and the Strategy for Environmental
Protection were approved by Parliament in April 2002. A Fund for Environmental Protection
and Energy Efficiency is in the process of being established. A Nature Protection Institute
was also established. In 2002 Croatia ratified the Protocol on Biosafety (Cartagena Protocol).
It participates in the Regional Environmental Reconstruction Programme. Despite these
initiatives, Croatia lacks a strategic approach in the field of environment, coupled with clear
objectives and precise implementation plans.

������� ,QIUDVWUXFWXUH

7UDQVSRUW. Concerning LQIUDVWUXFWXUH, the Government of Croatia is implementing a four
year road construction and rehabilitation programme. Work is progressing on the Zagreb-Split
and Zagreb-Rijeka (Pan-European Corridor Vb) motorways. The rehabilitation of the
motorway linking Zagreb to the Serbian Border (Pan-European Corridor X) is well under
way. After a change of legislation, two public companies (Croatian Roads and Croatian
Highways) are now in charge of construction and maintenance of Road Infrastructure in
Croatia. The construction, management and maintenance of public roads are not financed
from budgetary funds, but from fees and a dedicated fuel tax constituting the revenues of
these companies. However, given the public ownership and the state guarantees involved,
close attention must be paid to ensure budgetary transparency. A new regulation concerning
road charges entered into force on 1 January 2003.

At the same time, rail infrastructure should not be neglected. The most important ongoing
project is the modernisation of the Croatian section of Corridor Vc, linking Croatia to
Hungary and Bosnia and Herzegovina. Regarding air traffic, the modernisation of the traffic
control centre at Zagreb Airport has started which will improve safety for airport approaches
within the country and for international transit flights over the territory of Croatia.

As regards OHJLVODWLRQ, amendments to the Laws on inland navigation and on inland ports
were adopted in May 2002. A revised Law on roads destined to bring Croatian legislation in
line with the EC-acquis was adopted. The legislation concerns inter alia market access for
professional road transport, social and labour requirements for drivers and training
requirements.
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In November 2002 and in conformity with the obligation enshrined in the Protocol on land
transport annexed to the Interim Agreement, the European Commission and Croatia initialled
a draft agreement concerning the system of ecopoints to be applied to Croatian transit traffic
through Austria as of 1 January 2003.

(QHUJ\� The Croatian energy sector is characterised by majority state ownership, except for
natural gas distribution, which is owned by local co-operatives. Retail sales of petroleum
products as well as LPG distribution are partially in private hand. The two largest companies
in the energy sector, INA (Oil and Gas Company) and HEP (Croatian Electricity Utility) are
joint stock companies, currently owned 100% by the state. The privatisation of INA is
ongoing, following a tender, open to international investors, to acquire 25% plus one share of
the company. As regards HEP, restructuring of the company is ongoing, with a view to its
partial privatisation (public placement of shares on the stock market).

New electricity tariffs aimed at reducing cross-subsidies were introduced in September 2002
but price increases for households were scaled back following public protest. A new regulator
for the energy sector, the Energy Regulatory Council (ERC) was created in April 2002, but
relevant tariff methodologies are yet to be developed. Although the legal framework for the
regulation of energy markets is in place since 2001, the necessary implementing regulation
has not been completed yet. This should be dealt with as a matter of priority to allow the ERC
to properly perform its tasks.

Croatia is in the process of setting up a National Radiology and Nuclear Safety Bureau. It also
ratified the Energy Efficiency Protocol.

7HOHFRPPXQLFDWLRQV. Since 1 January 2003 the fixed lines market is liberalised with the
exemption of access to the local loop of the incumbent’s fixed network, carrier pre-selection
and number transferability, which will remain until 31 December 2004.  Telephone
penetration in Croatia is already at the level of 40 lines per 100 inhabitants, which is high
compared with other countries of the region. There are currently two providers of mobile
phone services, a number of cable television and Internet service providers. Mobile phone
penetration has now equalled fixed line penetration.

Although good progress has been made in developing telecommunications infrastructure a
policy should be developed and published for the sector following consultation with all
interested Parties, including operators. Establishing and following a policy is needed in order
to attract private investors. The work underway to develop the regulatory framework is
encouraging and should be completed as soon as possible. Since the market has already been
opened, institutions need to be strengthened and trained in order to cope with the difficult
regulatory issues which are now arising.

������� 6WDWLVWLFV

On 10 May 2002, the Central Bureau of Statistics signed a memorandum of co-operation with
the Federal Statistical Office of Serbia and Montenegro. The main objective of this
Memorandum is the development of permanent co-operation in the field of development and
enhancement of the statistical system.

After more than a year, on 17 June 2002, the Croatian State Bureau for Statistics presented the
RIILFLDO�UHVXOWV�RI�WKH�SRSXODWLRQ�FHQVXV conducted from 1 – 15 April 2001. The census was
conducted according to the «Recommendations for the 2000 Censuses of Population and
Housing in the ECE Region» jointly prepared by the United Nations Economic Commission
for Europe and the Statistical Office of the European Communities.

According to the census, Croatia has a total of 4.437.460 residents, of whom 3.977.171
(89,63%) declared Croat ethnicity. The majority of the population falls into the age category
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of between 20 and 64, that is 60,2% of the population. People older than 65 account for
15,63% of the population.

The structure of education qualifications indicates that the majority of the population has
completed secondary (47,06%) or primary school (21,75%); the academically educated
account for 7,82%; 4,08% have completed institutions of higher education, 2.86% did not
attend any school and 15,76% of the population have incomplete education. Slightly less than
1,8% are illiterate.

����� &RRSHUDWLRQ�LQ�-XVWLFH�DQG�+RPH�$IIDLUV

The shortcomings in the legislative framework and in the administrative capacity identified in
the 2002 SAP Report have only partially been addressed. While work on the legislative
framework has started, administrative capacities remain weak.

There is a lack of commitment to develop an internationally acceptable asylum system.

������� 9LVD��ERUGHU�FRQWURO��DV\OXP�DQG�PLJUDWLRQ

Continuing alignment with the Community YLVD�UHJLPH had been identified as a SULRULW\ in
the previous report. The Croatian YLVD�UHJLPH is very close to the Community visa lists. The
only diference to Council Regulation 539/2001 are that nationals of BiH, former Yugoslav
Republic of Macedonia, Jamaica and Turkey are exempt from visa obligations.

Adjustments are needed to the legislative framework as regards the different types of visas
issued. Furthermore, regarding the administrative organisation, responsibilities for visa
matters should be clarified and streamlined at central level. These issues are partly addressed
in the GUDIW�/DZ�RQ�IRUHLJQHUV� currently in legislative procedure. The goal of this new Law
is to separate the visa regime for travel purposes from residence and working permits, to
define business permits and to determine competent bodies and the deadline for issuing these
documents. The proposed Law on Foreignersmust aim at the greatest possible harmonisation
with the SFKHQJHQ� DFTXLV� The adoption of this Law would also create the legal basis for
adopting further subordinate legislation that would, inter alia, elaborate in more detail the visa
policy of the Republic of Croatia on diplomatic and official visas.

On ERUGHU� GHPDUFDWLRQ, mixed progress can be reported regarding previously unsettled
issues with neighbouring states. (see Chapter 2.3.2.). Concerning the organisation of %RUGHU
0DQDJHPHQW, a new Border Police Directorate has been created within the General Police
Directorate in January 2002. As border police officers are therefore part of the general police
force, they are in many cases not specialised and act as border police as well as general police.
Further specialisation of the border police and specific training to this effect will be required.
The surveillance of the green borders, in particular with Serbia and Montenegro and BiH, give
cause for concern. Also, co-operation between the border police and the customs services
should be institutionalised. These issues should be addressed within a national strategy for
border management. As regards LOOHJDO� PLJUDWLRQ, the Border Police Directorate reports a
decrease of illegal migrants of almost 70%, for the first four months in 2002 compared to the
same period of 2001. Romanian citizens are reported to make up 95% of those caught in
illegal crossings of the state border. About 70% of the illegal migrants apprehended do not
have identity documents with them.

Adopting a legislative framework on DV\OXP and PLJUDWLRQ in line with European standards
and putting in place basic standard reception conditions and strengthening DGPLQLVWUDWLYH
FDSDFLW\ of the existing bodies operating in JHA related areas by adequate staffing and
training were identified as SULRULWLHV in the previous report. In both areas only little progress
can be reported.
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The current legislative framework for third country asylum seekers is still regulated by the
Law on Movement and Stay of Foreigners dating from 1991 and remains inadequate. The
new draft /DZ�RQ�$V\OXP to improve the basic legal framework has not been adopted yet.
Several provisions of this new draft Law are not yet fully in line with European standards. In
2002 no positive decisions on asylum applications have been taken. Thus, since 1997 when
the first applications were submitted, no asylum applicant has been granted refugee status in
Croatia. In practice, asylum seekers are treated as illegal aliens until an official request for
asylum is made. They are accommodated either in the detention centre for illegal immigrants
LQ� -HåHYR� RU� LQ� WKH� 81+&5�IXQGHG� UHFHSWLRQ� FHQWUH� LQ� 5DNLWMH�� 'LIILFXOWLHV� ZLWK� WKH
authorities may lead UNHCR to stop their activities at the Rakitje centre. The Ministry of
Interior plans to open a new centre in Trestnik, which will not be ready before the end of
2003. Until then there is no interim solution yet for accommodating asylum applicants.

For the Refugee Status Determination procedure, no progress has been made in creating a
resource and documentation centre despite the availability of EC funds. Similarly, no
systematic measures have been taken to improve the professional training of police staff
involved in the process of asylum applications. As a result, the average period of an asylum
procedure of up to six months remains unchanged. Considering the small number of
applications and the superficial nature of the assessments, this is too long. In addition, no
significant efforts have been undertaken to create awareness among NGOs and lawyers on
providing legal assistance to asylum seekers (and refugees), although this would enhance the
overall asylum system.

On PLJUDWLRQ, the new /DZ�RQ�)RUHLJQHUV has passed the first reading in Parliament. This
draft now seems better to address EU migration policy and legislation. It is however
necessary to further harmonise the two new laws on asylum and foreigners and to address the
procedural weaknesses identified. The capacity, in particular training and equipment, of staff
dealing with migration matters should be strengthened. A National Plan on asylum, migration
and border control was adopted by the Government in November 2002 but lacks ambition and
a consistent vision.

Concerning the SULRULW\ to start negotiations with Albania and Serbia and Montenegro on
UHDGPLVVLRQ�DJUHHPHQWV and to modify the existing readmission agreement with BiH, good
progress can be reported.

Croatia has signed a re-admission agreement with FRY in April 2002, which is currently in
the ratification process, and with Albania in January 2003. The negotiations with three other
Member States (Spain, Denmark and Finland)18 and two candidate countries (Bulgaria and
Turkey) are reported to be ongoing. There is no information available on the number and
status of re-admission agreements with countries with high migratory risks.

������� 0RQH\�ODXQGHULQJ

The Croatian Parliament has adopted amendments to the Law on Suppression of Money
Laundering in January 2002. The main amendment extends the possibility to block financial
transactions from 2 to 72 hours. These amendments aim at making the prevention of money
laundering more efficient and at bringing the Croatian legislation in line with UN Security
Council Resolution on anti-terrorist measures (UNSCR 1373). The amendments extend the
time limit during which a transaction linked to terrorism can be stopped and foresees the
obligation for the Anti-Money-Laundering Department (a service with a staff of 15 people

                                                
18 The only MS with whom Croatia has not yet started negotiations on re-admission agreements are

Germany, Ireland, Portugal and UK.
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within the Ministry of Finance) to inform the State Prosecutor when it takes the decision to
stop a transaction.

Not only banks are vulnerable to money laundering but also other institutions (real estate
agents, dealers in precious metals, lawyers etc.). The relevant legislation must therefore be
comprehensive in covering all such vulnerable sectors. Further training for police, prosecutors
and judges in anti-money laundering is also important. At present, the process of privatisation
in Croatia and the subsequent registry of real estate constitutes a big challenge and must be
monitored carefully.

������� )LJKW�DJDLQVW�RUJDQLVHG�FULPH�DQG�WHUURULVP

In January 2003 Croatia ratified the Council of Europe Convention on the Suppression of
Terrorism. Some priorities to better prevent and fight organised crime have been identified at
the London Conference on Organised Crime of 25 November 2002 and will have to be
adequately followed up. Croatia ratified the UN Convention on Transnational Organised
Crime (Palermo Convention) and the two protocols on trafficking in human beings and
smuggling of migrants. Due to its geographic position, Croatia is an important transit country
on the Balkan route to Western Europe for smuggling arms and drugs as well as for
trafficking human beings. To this extent, the role of Croatia in international illegal trafficking
remains of concern. It is mainly a transit country, but recent experience indicates that it has
become an important country of destination – in particular for trafficking in women and
children, mostly coming from the countries of the former Soviet Union and from Bosnia and
Herzegovina, for the purpose of sexual exploitation. Awareness of the problem among law
enforcement agencies remains low. A National Plan on Combating of Trafficking in Human
Beings was adopted in November 2002. Continued attention must be given to an effective
implementation of this plan.

With regard to arms smuggling, some recent cases apprehended in the Netherlands refer to
Croatia not only as important transit country on the Balkan route, but also as a source country.
In this context, the case of the “Boka Star” is worth noting. A considerable number of
firearms was found in this Montenegrin cargo ship docked in October 2002 in the Port of
Rijeka.

In January 2003 the Government adopted a National Programme against Drug Abuse. In
reaction to the increasing amounts of confiscated drugs, a more active policy to prevent the
import of drugs, to fight drug dealing and to improve the possibilities for treatment of drug
addicts is foreseen and should indeed be pursued.

����� 3ULRULW\�DUHDV�QHHGLQJ�DWWHQWLRQ�LQ�WKH�QH[W����PRQWKV

� Continuing gradual approximation to Community legislation, in particular trade-related
legislation and notably:

– Adopting a new competition Law and the necessary legislation regulating mergers.
Increasing the administrative capacity of the Agency for the protection of Market
competition including by a substantial increase in its staff. Adopting a legislative
framework for state aids, establishing an independent authority responsible of their control
and a comprehensive inventory of state aid schemes*.

– Completing the alignment of the legislative framework for data protection to the EC
acquis*.

                                                
* recommendation included in the 2002 SAP Report and basically not implemented
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– Adopting the Copyright and Related Rights Law, fully harmonised with the acquis, and
finalising preparations for the new legislative framework on industrial property.

– Completing the implementing legislation in the field of public procurement and setting up
a properly staffed Public Procurement Office.

– Improving the legal framework on Company Law and Accountancy*.

– Implementing the National Strategy on compliance of technical legislation and adopt the
legislative framework, including on the institutional infrastructure, foreseen in the
Strategy.

– Adopting the Law on food safety and quality and the Law on consumer protection. *
Finalising and implementing the national programme for consumer protection, .

� Upgrading customs performance, notably with a view to offering the necessary
reassurance about the ability to manage preferential trade regimes.

� Strengthening administrative capacity and enforcement of legislation in the field of
environment.

� Adopting a legislative framework on asylum and migration in line with European
standards. Basic standard reception conditions should be put in place*. Implementing
existing readmission agreements. 

� Strengthening administrative and law enforcement capacity of the existing bodies
operating in JHA related areas by adequate staffing, training and equipment*.

� Implementing the National Plan on Combating Trafficking in Human Beings and the
National Programme against Drug Abuse.

��� (&�),1$1&,$/�$66,67$1&(

%HWZHHQ������DQG����� (included) Croatia received an overall amount of ¼�������PLOOLRQ�RI
EC assistance. Until 2000 this was principally humanitarian aid provided by ECHO and
reconstruction assistance through the OBNOVA programme. In 2001, ¼��� PLOOLRQ� ZDV
allocated under the Community Assistance for Reconstruction, Development and Stabilisation
(CARDS) programme, more than a threefold increase over previous years. The CARDS 2002
annual action programme for Croatia totals ¼���PLOOLRQ��ZLWK�D�IXUWKHU�¼���PLOOLRQ�IRUHVHHQ
for Croatia for the years 2003.

The �����&$5'6�SURJUDPPH marked the departure from assistance focusing on refugee
return, which nonetheless remained important (¼�����PLOOLRQ���WR�D�SURJUDPPH�FRYHULQJ�ZLGHU
development and institution building needs. For the first time, significant resources (¼����
million) were allocated to economic and social development and to assisting Croatia meet the
commitments it has undertaken in the Stabilisation and Association Agreement. The specific
areas covered were selected by reference to the most urgent priorities established in the
Stabilisation and Association Agreement, as well as an assessment of the short and medium-
term challenges the Croatian authorities need to address.

In accordance with the CARDS Regulation, a &RXQWU\�6WUDWHJ\�3DSHU for Croatia, defining
the main areas for co-operation for the period 2002-2006, was adopted in December 2001,
including a 2002 – 2004 PXOWL�DQQXDO� LQGLFDWLYH� SURJUDPPH focussing on democratic
stabilisation, economic and social development, justice and home affairs, administrative
capacity building, and environment and natural resources.

The activities established in the &$5'6������QDWLRQDO�SURJUDPPH are based on these five
priority areas and are translated in the following main programme headings: Return of
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Refugees and Internally Displaced Persons and Civil Society; Trade, Investment Climate
Development and Social Cohesion; Modernisation of Justice, Policing and Organised Crime
and Integrated Border Management; Public Administration Reform, National, Regional and
Local Development and Public Finance; Strategy for EU Environmental Law Approximation,
Pilot Waste Management Strategy for Dalmatia, Water Information System (Standardisation
and Monitoring) and Support to an Environmental NGO network. These programmes
represent a significant broadening of Community support to Croatia, and therefore a shift in
orientation by comparison with earlier EC assistance and a continuation of the approach taken
with the CARDS 2001 programme.

In addition to the national programmes, Croatia benefits from the &$5'6� 5HJLRQDO
3URJUDPPH. In 2002, the programme /,)(-Third Countries has contributed an amount of
¼����PLOOLRQ�WR�WKUHH�SURMHFWV�LQ�&URDWLD�

In November 2000, the (XURSHDQ�,QYHVWPHQW�%DQN��(,%� mandate was extended for lending
to Croatia. As of December 2002, eight projects have been signed  totalling ¼����PLOOLRQ�

The LPSOHPHQWDWLRQ of the CARDS 2001 programme effectively started in July 2002, once
the Framework Agreement between the European Commission and the Government of
Croatia covering their respective obligations for the whole duration of the assistance
programme was signed on 11 July 2002. The 2002 CARDS programme began
implementation with the signature of the Financing Agreement by the Croatian Government
on 17 December 2002. The approval of the 2003 CARDS programme is foreseen for April
2003. As a positive result of the speeding up of procedures, within a period of 12 to 15 month
WKUHH�DQQXDO�SURJUDPPHV totalling ¼����PLOOLRQ�ZLOO�EH�DYDLODEOH�IRU�LPSOHPHQWDWLRQ�

The deconcentration of the management of EC assistance programmes for Croatia came into
effect on 1st January 2002 giving the EC Delegation in Zagreb the direct responsibility for key
operational tasks in project implementation.

The Government of Croatia set up the necessary structures to manage EC assistance, notably
project implementation units in all relevant ministries, and a &HQWUDO� )LQDQFLQJ� DQG
&RQWUDFWLQJ�8QLW in the Ministry of Finance for decentralised implementation of a number of
EC assistance programmes. The decision to use the GHFHQWUDOLVHG�LPSOHPHQWDWLRQ system in
Croatia was confirmed in March 2002, and a 0HPRUDQGXP�RI�8QGHUVWDQGLQJ� establishing
rules for the implementation of the decentralised implementation system.

In the course of 2002, the Ministry for European Integration launched a JHQHUDO�GDWDEDVH on
foreign aid, improving the Governments capacity to manage foreign aid in support of its own
strategic goals. With the recruitment of competent and motivated staff reportedly completed,
the Ministry of European Integration should have developed the ability to handle complex
programming exercises and capacity development assignments in favour of line ministries
and agencies.

However, a certain number of difficulties in communication and cooperation with other
ministries have been experienced. There remains scope for improvement of inter-ministerial
coordination. Adequate horizontal communication between ministries, administrative
departments and within departments is necessary for successful project implementation on a
technical level. Continuous efforts are needed with regard to the setting up, organisation and
staffing of the multitude of governmental institutions involved in the implementation of the
CARDS programme.
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��� 3(5&(37,21�2)�7+(�(8

There has been no noticeable change in official attitudes towards the EU this year. There is a
clear official policy in favour of EU integration through fulfilment of SAA obligations.

The Ministry for European Integration has been implementing successfully the first phase of
its communication strategy adopted in 2001.

Despite a general lack of awareness of the EU and the SAp, public attitudes towards the EU
remain positive� The Ministry for European Integration systematically conducts regular (twice
yearly) SXEOLF�RSLQLRQ�SROOV. According to the results of five opinion polls conducted in the
period June 2000 - September 2002, Croatian attitudes to Croatia joining the EU, the EU itself
and the expected consequences of accession have been highly positive. In the last public
opinion poll conducted in December 2002, 57% considered Croatian accession desirable, and
16% undesirable; 17% consider that Croatia is farther from the EU than it was two years ago;
27% believe that country is in the same position as two years ago and 38% think that Croatia
has come closer to the EU. 42% believe that EU Member States are not in favour of Croatian
accession, while 34% believe that they are mostly in favour. Nevertheless, most of the those
questioned believe that Croatia, rather than EU Member States, is the major obstacle to
Croatia’s faster integration into the EU. As major obstacles to EU membership, most of those
polled (29%) consider as obstacles economic problems (bad economic strategy, high
unemployment rate); 24% the country’s bad relations with the ICTY as the main problem, and
14% consider unwillingness to implement reforms.

Among those citizens who expressed a positive general view towards the EU, certain
categories of the population, people with average and above average household incomes,
people with middle or higher level of education, middle-aged people, as well as the youth, are
most supportive of Croatia joining the EU.�With regard to the expected outcome of Croatian
accession to the EU, the largest number of citizens (70-80%) point out that they have mostly
positive expectations relating to the establishment of the common market, open borders,
progress in the fields of science and education, economic development and progress, overall
progress and thus an increase in the standard of living.

Regardless of certain shortcomings of the Croatian media that sometimes tend to “politicise”
EU-related issues, thus, producing distorting effects, media coverage of EU related issues
remain generally favourable.

As Croatia makes progress in the SAp, it will inevitably force policy-makers across the
administration to develop a deeper knowledge of the EU. In time, this will help the
administration to be able to explain EU issues to the population. In parallel, the government
should broaden the scope of its already quite good general information material on the EU, to
also include information on the political criteria.


