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The competitiveness of a national economy is an important determinant in its
international standing. In addition, the degree of competitiveness achieved determi-
nes the chances of each national economy for lasting and stable growth and deve-
lopment.   The level achieved, the success generated and the framework for its dis-
tribution determines, among other things, the possible level of personal and public
consumption.   

The standard of education, both formally and in terms of up-to-date useful
knowledge and skills is one of the basic factors that affect the ability to create new
wealth. 

Croatia, for a long time, as a result of the war and post-war conditions, and also
because of its specific degree of (self-imposed) isolation, has ceased to concern itself
with this factor. The present level of economic openness, and the undoubted process
of moving towards the European Union, has drastically intensified the need for a
catch-up strategy for in the process of education development at the national level. 
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Introduction

It is without doubt that the accelerated process of the globalisation of the world
economy means that processes that during the period after the Second World War
took decades now happen in a matter of years. 

Croatia has only been concerned with the systematic measurement of its rela-
tive competitive position in the last three years.1 Starting from this basis, several
trends can be seen over the last two years that give very strong warnings about the
way in which the state is systematically falling behind, particularly in comparison
with those transition countries that have joined the European Union, and those pre-
paring to be fast-tracked.  
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1  Since 2002. Croatia has been included in the «Global Competitiveness Report» of the
World Economic Forum, which every year since 1979 has published a report in Geneva. The cur-
rent methodology for measuring competitiveness was established and developed upon by leading
international eonomists: Michael Porter, Jeffrey Sachs, John McArthur, Augusto Lopez Claros,
Xavier Sala i Martin, Klaus Schwab and others.



The competitiveness of the national economy in all its aspects is the common
concern and responsibility of the business sector, trade unions, scientists and govern-
ment organisations.  This is because it is the foundation for creating new wealth, the
distribution of which we can all participate in. At the same time, it is the only stable
basis for survival in an increasingly interconnected international economy. 

It is vital to closely examine the parameters connected to general education
and the level of knowledge and skills of the working population in the various com-
ponents for measuring competitiveness.  It can be confidently stated that this factor
influences all other parameters of competitiveness, as levels of knowledge and skills
are important in determining the quality of management of all other resources and
processes. 

The state, which means the most important executive authority, must recogni-
ze and introduce measures that will stimulate all forms of education. This is becau-
se sufficient education and adequate levels of knowledge and skills are one of the
important factors in attracting investment capital. In turn, increased employment
creates a much broader tax base; from companies to individuals it creates the oppor-
tunity to strengthen the competitiveness of fiscal policy at the national level. 

I. COMPETITIVENESS AND ITS IMPORTANT COMPONENTS 

In accordance with standard internationally accepted methodology, competiti-
veness is measured and weighted by two basic indicators.2

A. Growth Competitiveness Index 

This index consists of three key areas of appraisal: a) macroeconomic envi-
ronment; b) technological development; c) quality of public institutions.

The weighted values of these indicators are a combination of hard and soft
data, analysis of statistical sources, and detailed guided interviews with sample rep-
resentatives of the business community.3
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2 The methodology of the World Economic Forum is currently used in a total of 104 states
with a combined value of almost 98% of the world's GDP.  From 2004, an experimental third
index was introduced – the Global Competitiveness Index, which consists of three main ele-
ments: current economic development, transitions in economic development, and twelve compe-
titiveness levers. This index gives an aggregate assessment of microeconomic and macroecono-
mic bases of competitiveness, and their statistical outcome. The idea of this index is eventually
in the long-term to combine the current two indices – the Business Competiveness Index and  the
Growth Competitiveness Index.  

3 The research on the opinions of managers is a questionnaire that is used once year on
managers of companies and institutions in the country in question, based on a sample that
reflects the economy of that country (in general, the parameters are activity, size of company,
region and ownership.) This is carried out in accordance with the rigorous methodology of the
World Economic Forum. In a comprehensive interview, managers give their appraisal of the
current environment in which they operate. The questionnaire has a total of 11 sections: on the 
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The application of this index to the case of Croatia in comparison with the
group of transition countries gives the following results.  

It can be seen that the absolute and relative position of Croatia has oscillated
but the overall trend observed is a downward one. For a more precise assessment, it
is important to analyse the positions of the individual sub-indicators. 

Croatia again holds a relatively satisfactory position with regard to the quality
of technology and the teaching of its application (46). As far as the quality of the
macroeconomic environment is concerned, the position (59) is almost identical to
the total (61).  By far the worst sub-indicator is the assessment of the structure, qua-
lity and functions of public institutions (76). This position is far weaker than the
ratings of Slovakia (28) and Estonia (15). Croatia’s rating is behind two states that
are candidates for entry into the EU, i.e. Bulgaria (59) and Romania (47). 

Such a position requires urgent analysis, both in terms of the (in)stability and
the activities of individual public institutions, and measures to tackle the situation
need to be drawn up. 

Figure 1.

GROWTH COMPETITIVENESS INDEX: PRESENTED BY YEAR

Source: Documents of the National Competitiveness Council, Zagreb 2004.

trcompany of the respondee, general perception of the economy of the country, technology,
government and public sector, public institutions, infrastructure, human resources, finance  and
ansparency, domestic competition, business activity and strategy, protection of the environment
and social responsibility, and additional questions on the most problematic factors in doing busi-
ness in the country.  In this way, the research gathers valuable information on a broad range of
variables for which sources of hard data are rare or inconsistent.  



B  Business Competitiveness Index

This index consists of two important components: a) the quality of the busi-
ness environment; b) business activity and strategy.

The material, collected by means of a survey, shows the weighted data collec-
ted by researchers on the opinions of managers of companies and institutions on
their perception of the entire environment in which they work. 

The application of the index in the case of Croatia compared to the above-defi-
ned group of states gives the following results. 
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Figure 2 

BUSINESS COMPETITIVENESS INDEX: RATING BY YEAR 

Source: Documents of the National Competitiveness Council, Zagreb 2004.

Source: Documents of the National Competitiveness Council, Zagreb 2004.

Table 1.

GROWTH COMPETITIVENESS INDEX:TOTAL AND SUB-INDICATORS
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The data clearly show the progress made by Slovakia, Estonia and Romania.
An effort to raise the level of their competitiveness is also shown by Bulgaria, the
Czech Republic and Slovenia. Croatia, however, is the exception with a worrying
downward trend in recent years. 

It can be seen that Croatia is lagging behind those transition countries that have
entered the EU (2004), but also in comparison to the current candidates for acces-
sion into the European Union (Romania and Bulgaria.)

II.  EMPLOYMENT AND EDUCATION STANDARDS AS A FACTOR OF
COMPETITIVENESS

It is vital for Croatia’s present position, and even more so for her future posi-
tion and competitive capacity that she can compete within the environment of the
European Union. As far as the next three to five years are concerned, subjective fac-
tors are going to be as important as objective ones (the war and post-war costs.)
These are the adequacy of macroeconomic policy and the efficiency of public insti-
tutions (administrative, judicial, etc.) However, the factor that largely determines
the above positions is the level of employment and the quality of those in work or
seeking employment in the labour market.4 The chart below provides a comparati-
ve illustration.   

Table 2

BUSINES COMPETITIVENESS INDEX: TOTAL AND SUB-INDICATORS 

Source: Documents of the National Competitiveness Council, Zagreb 2004.

4 Full membership of the European Union implicitly includes the ability to meet the
Copenhagen Criteria, which were adopted at a meeting of the Council of Europe in 1993. These
are as follows: 

1. stable institutions that guarantee democracy, the rule of law, and respect for 
human rights and minorities;

2. the existence of an effective market economy; 

3.  the ability of businesses to compete within the market of the EU;

4. the ability to meet the obligations resulting from membership, including the 
implementation of political, economic and monetary union.
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It can be seen that among the developed countries of the OECD, as well as
among the transition countries surrounding her, Croatia is near the bottom of the
table in terms of the portion of the population in employment. At the top of the table
are the Scandinavian countries, and then Switzerland and the Netherlands.
Mediterranean countries (Portugal, France, Spain) perform solidly, while Slovakia
and Hungary are making progress. Croatia, however, is positioned ahead of only
Poland (a very high agrarian proportion of the population), and Turkey (an excep-

tionally high proportion of the population is young.)5

Figure 3 

PART OF THE POPULATION IN EMPLOYMENT 

Source: Analytic Bulletin no. 2, Croatian Employment Service 2004, Zagreb, based
on the OECD 2004 and State Bureau for Statistics 2003.

5 The 25 to 54-year-old age group of men in employment, an important element of the
working population, was the lowest in Croatia among comparable countries, excluding Poland. 
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When data on the portion of the population that is unemployed in the above-
mentioned countries are compared, the following situation emerges: 

The data show two states behind Croatia that are currently engaged in the
transfer of the working population from the agricultural sector to the industrial and
services sector (Poland and Slovakia.) Croatia appears in a high third place, with
nearly a tenth of the population out of work.6 The consequences of having such a
significant part of the population not participating in the process of creating new
wealth are clear. 

Figure 4.

PART OF THE POPULATION THAT IS UNEMPLOYED

Source: Analytic Bulletin no. 2, Croatian Employment Service 2004, Zagreb, based on the
OECD 2004 and State Bureau for Statistics 2003.

6  The portion of employed or unemployed is not identical to the unemployment rate,
which is the share of the unemployed in the workforce, i.e. the sum of the employed and unem-
ployed.  
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As far as education is concerned, it is important to analyse what happens insi-
de the education process. This has again been done comparatively.  

It can be seen that Croatia is behind in comparison to the EU average, parti-
cularly as far as participation in higher education is concerned (15.9% against 21.6
%), though it is slightly stronger than Austria (14.5%) and Slovenia (14.1%), and
much stronger than Slovakia (10.7%) and Romania (10%). However, it is signifi-
cantly behind Bulgaria (21.3%), and lags far behind Lithuania (45%).

The part of the population leaving education after high school (53.2%) is
higher than the EU average (42.2%), but lower than the indicators for Austria
(62.8%), Slovenia (61.2%), and Slovakia (74.3%.)

In terms of the proportion of natural and technical science students in the total
number of students, Croatia has a relatively low ranking, but still performs better
than the Czech Republic, Bulgaria and Romania. However, its ranking is less sati-

Source: Annual Report on Croatia’s Competitiveness 2002, National Competitiveness
Council 2003.

Figure 5.
STRUCTURE OF EDUCATION AMONG PEOPLE IN THE 25-64 AGE GROUP 



sfactory than those of Slovakia, Slovenia, Austria, Hungary, and that of the particu-
larly highly placed Turkey, whose share of students in this category is 50% higher
than the comparable indicator for Croatia.7

Whether, and to what extent, there are tendencies towards changes in the
analysed situation, is to be assessed through a comparative insight into the asses-
sment of the quality of education, or, from a wider perspective, investment in human
resources. 
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Figure 6.
SHARE OF NATURAL AND TECHNICAL SCIENCE STUDENTS IN THE
TOTAL NUMBER OF STUDENTS 

Source: Annual Report on Croatia’s Competitiveness 2002, National Compe-
titiveness Council 2003, Zagreb.

7 In the period 1992-2002, the largest growth in the number of graduates was recorded in
the social sciences and humanities. In the same period, their share in the total number of gra-
duates increased from 45.6% in 1992 to a high 62.5 % in 2002. The share of graduates in the
technical sciences decreased from 31% in 1992 to 21.8% in 2002. There were similar significant
decreases in medical and biotechnical sciences. 

The assumption is that the reduced proportion of students graduating from the area of tech-
nical and natural science is a consequence of many years of stagnation in employment in certain
technical areas (for example, mechanical engineering), which when it comes to selecting a sub-
ject area might have a significant influence.  

Source: based on the documents of the National Competitiveness Council, Annual Report
on Croatia’s Competitiveness 2002, 2003, Zagreb, pp57-58.
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The average appraisal score for education and technical training of 3.77 (out
of a possible score of 1 to 7) and an average ranking of 60 indicate the weakness of
Croatia’s national competitiveness.8

There is an additional matter of concern connected with the individual indica-
tors of the standard of education, and that is the data on financial investment in the
education process. 

It can be seen that Croatia allocates little more than 4% of its GDP on educa-
tion (2001), which is only slightly better than the situation in Romania, but which
is significantly behind the group of comparable states, both established EU mem-
bers (Portugal, Italy and Austria) and new members (Slovakia, Czech Republic, and
Hungary.) Even more significant is the drastic gap behind those states at the top of
the competitiveness table (Finland, Norway, Estonia, Sweden, and Denmark.)

It is a solidly built financial basis that allows the population to participate in
education in particular periods of their life or career. 

It can be seen that there is a significantly lower participation in education in all
age groups, and once more there is a noticeable lagging behind those states which

Table 3. Results of the Global Competitiveness Survey Report 2002-003.

Source: Annual Report on Croatia’s Competitiveness 2002, National Competi-
tiveness Council 2003.

8 Of the countries appraised, Croatia lags behind practically every one. In terms of the ove-
rall average appraisal score, only Romania and Turkey are close to Croatia, and just Bulgaria has
a weaker score. The most negative aspect of the education and technical training system evalua-
ted by employers is the standard of business schools, for which Croatia was ranked second from
last (70) among the evaluated countries. 
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Figure 7. – Public expenditure on education as  percentage  of GDP

Source: Alka Obadi}; Comparison of Basic Macroeconomic Indicators on the Labour
Market of Selected Countries; the Competitiveness of the Croatian Workforce, the Standard
of the Croatian Formal Education System, Public Finance Institute 2004, Zagreb, p 18.

Figure 8.

POPULATION IN EDUCATION (2001.)

Source: Vedran [o{i}: Paying for Investment in Education in Croatia: the Return on
Investment in Human Capital as a Human Resources Competitiveness Factor; The
Competitiveness of the Croatian Workforce, Public Finance Institute 2004, Zagreb, p 33.
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head the competitiveness table in both indicators (the growth competitiveness index
and the business competitiveness index.)

Of particular concern is the absence of any kind of educational process in the 35
to 59 age group.9 Additional new expertise within the work process often provides the
basis for remaining in employment and contributing effectively to the creation of new
wealth in the workplace and the company where the employee is located.  

KEY CONSIDERATIONS 

The level of competitiveness of a national economy determines the standard of
living of the nation and virtually every individual.  The ever-present and ever-stron-
ger process of globalisation accompanied by the creation of a network of interna-
tional institutions, with ever-greater intensity and immediacy of participation
(WTO, IMF, World Bank, and European Union, etc.), makes all nostalgic attempts
to live life behind one's own walls unreal and untenable. 

The active role of the state in creating the conditions for economic growth are
connected to: a) creating an adequate framework with the help of an efficient public
administration and a quality judicial system; b) the adoption of macroeconomic
policies and the carrying out of economic policies that create a fair and stimulating
environment for the business sector; c) the building of effective physical infrastruc-
ture (energy, telecommunications, roads, and railways, etc.); and d) an education
system that educates all levels and areas (universities, vocational schools, ongoing
training, post-graduate studies, centres of excellence, and co-operation  between
educational institutions and the business sector.

Investment in education must be carried out with the perception that financing
it is an investment and not an individual or corporate expense. Ongoing training
throughout one's working or professional life is an imperative.  New developments
and up-to-date knowledge are one of the most important prerequisites for attracting
investment and turning round high levels of unemployment.  

Competition has a strong role to play in the education process, which, as in the
services sector as a whole, must liberalise and orient itself towards providing kno-
wledge and skills that allow survival on the labour market and not just a specific job
within a narrow field of activity. 

9 In the 21st century, employees in all sectors need to learn throughout their entire lives,
continuously coming to terms with changes in working environment, organisation and practices,
and in technology and administration. In Croatia, the level of participation in life-long learning
is very low, particularly in comparison with the countries of the EU. This shows that employees
are unable to follow technological developments or changes in the work place. 

Source, based on: The Competitiveness of the Workforce, Public Finance Institute 2004,
Zagreb, p 20.
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It is essential to use the period of time until full membership of the EU to
improve the qualitative components of growth – to establish an adequate education
system, and an efficient process for acquiring new and up-to-date knowledge and
skills. 

This is important both for young people during the regular education process,
but also for those who are currently unemployed and seeking work on the labour
market, and whose chances of obtaining employment will significantly increase
with the acquisition of new knowledge and skills. 

Education is the principal basis for the innovative capacity of a business, and
in the final analysis the national economy.  The ability to use new technologies,
improve existing products and services, and create new ones to survive on the
domestic market and to enter overseas markets determines the position of every
individual, business and, naturally, the national economy as a whole. 

Globalisation has brought a new dynamic that has removed the possibility of
long-term job security for each individual. This new context replaces the former
security of the workplace as something stable and static, which had been ever-pres-
ent for virtually half a century since the time after the Second World War right up
to the last decade. 

The creation of institutional and material (financial) change, and the recogni-
tion and stimulation of the value of learning and acquiring knowledge and skills,
which means the form and content of education, is a conditio sine qua non of
Croatia's competitive capability in the regional, European and world environment.  

Summary

Economic growth, both its maintenance and acceleration is the fundamental
issue and challenge of the economic policy of every state.  In conditions where there
is a noticeable process of globalisation, and ever-greater degrees of openness of
national economies, the issue of competitiveness, or efficacy, is the basic criterion
that separates the successful from the rest. 

Besides the traditional importance attached to an established and well-functio-
ning and ordered legal system and public administration, the existence of effective
physical infrastructure and the implementation of a sound macroeconomic policy,
the general level of the education of the population, in terms of both vocational and
specialist skills and knowledge, and the continuous acquisition of new ideas and
skills by all employees, is the basic factor underlying the success of individuals,
businesses, regions and the national economy as a whole. 

Croatia’s position, because of the war and post-war burdens, necessitates the
adoption of a catch-up growth strategy in the near future that is based on two areas:
the evaluation and the development of education in all levels of the population. This
is the prerequisite for accelerating general economic development and the satisfac-
tory realisation of Croatia’s potential.  
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These points have additional significance in view of the medium-term expec-
tation of entry into the European Union, an environment that is very demanding and
competitive.  
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