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Background

When one makes a survey at the public sector in Croatia 
and compares it to the IMF’s Governments Finance 
Statistics Manual (2014), an obvious conclusion follows: 
Croatia’s public sector encompasses more than 60% of the 
GDP. Namely, public owned enterprises revenues alone 
make roughly 28% of all revenues of the business sector in 
Croatia (Vizek, 2015). The central government revenues 
were around 40% of the GDP in 2016, and those of the 
local government were around 7% of the GDP. The public 
debt is around 85% of GDP at the end of 2016 and the 
persons employed in the public sector represent 23% of 
the total employed persons. However, if persons employed 
by publicly owned enterprises were to be included, this 
percentage would be significantly higher (44%)32. 

The public sector comprises of: central government, 
local government, all public entities which are financed 
through the central budget (public healthcare system, pu-
blic education system) and Non-financial corporate sec-
tor (HEP Group, Croatia Airlines, Adriatic Oil Line etc.) 
and Financial corporate sector (Croatian National Bank, 
Croatian Bank for Reconstruction and Development, 
Croatian Postal Bank) whose obligations are included into 
the public debt. It should be noted that local self-govern-
ment  is extremely fragmented, with 576 units of local 
and regional self-government: 428 municipalities, 127 
cities, 20 counties (regional level of local self-government) 
and the capital – City of Zagreb33. This must of course be 

compared with the number of inhabitants of roughly 4 
million34. 

As a general remark, it can be said that the size of the go-
vernment regarding its share in Croatia’s GDP is too large 
and that from that a conclusion must be derived – that the 
central state is the most important factor in the economic 
developments and growth in Croatia. The local govern-
ment makes around 7% of the GDP which is comparable 
with other South East European (SEE) countries (NALAS, 
2016), which also shows a lack of decentralization and 
from that a conclusion must be derived that Croatia is a 
highly centralized state. The system of local and regional 
self-government is fragmented and not equipped to fulfill 
its role to the public.

Public Utilities in Croatia

In Croatia’s legal setup of public utilities, which is pres-
cribed by the Local and Regional Self-government Act35 
and the Utility Services Act36, providing public utilities 
(with the exception of electricity which is the obligation 
of state owned HEP Group) is the obligation of the units 
of local self-government – municipalities and cities. Public 
utilities include water supply, water drainage and purifi-
cation, public transportation, waste disposal, public areas 
maintenance, maintenance of non-public roads (local 
roads, streets, squares) and public lighting. In order to pro-
vide public utilities, municipalities and cities have several 
options regarding the way in which these services will be 
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provided. They can set up a company, public institution 
or its own service without legal subjectivity. Furthermore, 
they can give a concession or sign a special contract for 
providing public utilities (except for water supply, water 
drainage and purification, for which the Waters Act37 pres-
cribes they must be provided by a company exclusively 
owned by the local municipality or city with the exception 
of water drainage and purification which can be provided 
via concession also). Providing electricity is the obligation 
of the state-owned company – the HEP group. 

The regulatory powers regarding public utilities are va-
riously prescribed in different special laws regulating dif-
ferent areas. For example, if a municipality or a city chose 
to give a concession for providing waste disposal, they are 
responsible to monitor the concessionaire according to 
the Concessions Act38, but this is also the responsibility 
of the Ministry of finance because of the fact that conces-
sion incomes are partly the income of the central budget. 
Municipalities also regulate the prices for waste disposal 
according to the Sustainable Waste Management Act39, 
give their approval to the prices for water services as is 
prescribed by the Waters Act, etc. It is safe to say that local 
self-government has a vital role in providing and regula-
ting public utilities no matter the way they are provided. 
The government also has an important role in establishing 
prices for some utilities. For example, the price for electric 
energy is determined by using the Methodology for deter-
mining prices for calculation of electric energy40 which is 
passed by the Croatian Energy Regulatory Agency. This 
Agency is also responsible for a similar Methodology for 
the prices of gas and the prices of heat energy. Additionally, 
the Government of the Republic of Croatia has the autho-
rity, under the Gas Market Act41 to determine the highest 
price of natural gas for households for a period of maxi-
mum three years.

According to some authors (Primorac, 2010), there are 
167 companies which provide public utilities in Croatia, 
and are set up as publicly owned companies. Other sources 
state that there are around 152 public companies which 
provide water supply. It is safe to say that there are several 
hundred entities which provide public utilities in Croatia. 
This is a result of the fragmented system of local self-go-
vernment which hinders the development of public ser-
vices due to the inability of many municipalities to pro-
vide basic public services.

Liberalization agenda

There is strong opposition to the liberalization of public 
utilities, especially regarding water supply. Privatization 
of certain public utilities is regarded as a highly volatile 
political question. In 2016 Croatia passed the National 
reform plan42. It does not mention privatization with the 
exception of companies in which the state has a minority 
stake, only the improved management of public compa-
nies is highlighted. In general, public opinion regarding 
concessions, PPP and privatization in the sector of public 
utilities is fairly negative, which has political consequences 
as the ruling elite, regardless of their political background, 
hesitates to broaden private investments and influence in 
this sector.

Public Private Partnerships

PPP is regulated by Public-Private Partnership Act43. 
Under this Act, PPP represents a long-term contractual re-
lationship between public and private partners focused on 
building and/or reconstructing public buildings in order 
to provide public services. The private partner, through 
the duration of the PPP, takes on the risk regarding the 
building process and minimally one of the following risks: 
the risk of availability of a public building or the risk of 
demand. There are two models of PPP: contractual PPP in 
which public partner signs a contract with a special com-
pany and status PPP which is based on a joint company 
which implements the PPP project. The PPP contract 
must be signed for duration of minimum three years, and 
maximum 40 years. The public partner has the right to 
establish the standard for services provided, payment and/
or collection of established fee and to supervise the provi-
ded services. The private partner has the right to manage 
the risks taken and the right to charge the service, or to 
pay the fee. If a public authority plans to enter into PPP, 
it has to notify the Agency for investments and competiti-
veness (Agency) regarding its intention. There is a public 
authority body in Croatia whose function (among others) 
is to help public authorities to prepare PPP projects – the 
Center for Monitoring Business Activities in the Energy 
sector and Investments. This public body has been appoin-
ted as implementing body for the government PPP pro-
gram and PPP projects. It is charged with helping public 
bodies in preparing PPP and in conducting all phases in 
PPP projects.
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37 Official Gazette of the Republic of Croatia no. 153/09, 63/11, 130/11, 56/13, 14/14.
38 Official Gazette of the Republic of Croatia no. 143/12.
39 Official Gazette of the Republic of Croatia no. 94/13.
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The Agency either refuses or accepts, with the consent of 
the Ministry of Finance, the proposed PPP project. If the 
Agency refuses the project, its decision may be challenged 
in front of the competent administrative court. The selec-
tion of the private partner is then regulated by the Public 
Procurement Act44, and the only applicable criteria for se-
lection is the economically best tender. The Agency keeps 
records on all PPP, controls their implementation through 
the duration of the PPP, and approves any changes in the 
PPP contract. The public partner has a responsibility to 
send reports to the Agency every six months regarding the 
implementation of the PPP. When implementing PPP, it 
is possible to grant a concession to the private partner. 
Of course, PPP is possible through concessions. without 
a special PPP contract, especially through concessions for 
services and concessions for works. In these concessions 
the concessionaire provides the service or implements the 
works and is granted the right to collect fees for his services 
and/or to manage the built facilities.

The concessions system is governed by the general 
Concession Act, but also by many special laws which dif-
fer more or less from the Concessions Act. The concession 
procedure is rather lengthy, with the obligation to publi-
cly announce the tender, pass the concession decision in 
a form of an administrative act, in order to subsequently 
sign the concession contract which is an administrative 
contract. The decision is subject to appeal to the body 
which resolves appeals in the public procurement proce-
dures, and the contract is, for now, subject to revision un-
der the regular courts, but with the entering into force of 
the new Concessions Act in 2017 it will fall under the ju-
risdiction of administrative courts. It should be noted that 
the Concessions Act which is now in force (from 2012) 
is not fully aligned with the acquis (Directive 2014/23/
EU of the European Parliament and of the Council of 26 
February 2014 on the award of concession contracts45), 
but that will change with the forthcoming Concessions 
Act.

It is also important to mention the Strategic Investment 
Projects of the Republic of Croatia Act46 under which a 
project, if it is characterized as a strategic one, is imple-
mented faster and with less bureaucratic red tape. The 
Government formed a Committee for strategic investment 
projects which selects and approves such projects, whose 
president is the vice-president of the Government of the 
Republic of Croatia. Once granted this status, all proce-
dures in connection with such a project are considered to 
be urgent. This is also one of the steps the government 

took in order to improve investments and the overall in-
vestments climate in Croatia. 

PPP practice in Croatia

There were examples of PPP in Croatia in the past, espe-
cially in road constructing, with the example of BINA 
Istria which was granted a concession to build highways 
in Istria in 1995. But, the development of PPP in Croatia 
started in earnest in 2007 with the construction of sports 
halls in the form of PPP in which the private partner built 
the halls (in Varaždin and Split), and the public partner is 
paying the lease until the contract expires and the halls be-
come the property of the public partners. Other examples 
of PPP in Croatia are reconstructions of public buildings 
(schools, terminals, administrative buildings). The most 
important PPP is the construction of the new Zagreb 
Airport which is a PPP in a form of a concession with a 
value of 1,420,800,000 HRK (approximately 190 million 
EUR). The value of PPP which are in the PPP register 
with the Agency is 2,538,434,056 HRK (approximately 
340 million EUR).

Project name Capital worth (HRK)

Zagreb Airport 1,420,800,000

Sports hall Varaždin 177,174,280

School upgrade Varaždin group 1 27,628,610

School upgrade Varaždin group 5 39,685,001

School upgrade Varaždin group 4 13,939,404

School upgrade Varaždin group 3 16,065,311

School upgrade Varaždin group 1 and 2 31,932,259

School upgrade Varaždin group 3 and 4 40,560,479

School upgrade Varaždin group 2 18,427,258

School upgrade Varaždin group 1 49,677,685

Reconstruction of Varaždin’s County 
building

8,976,983

Bus station Osijek 120,000,000

Koprivnica highschool 69,566,786

Arena Split 504,000,000

Total 2,538,434,056 (without 
VAT)

Table 1 – contracted PPP in Croatia47 (1 Euro=7.6 HRK)

There are many projects in the planning phase with the 
Center worth 2,111,047,976 HRK (approximately 277 
million EUR) which have been approved by the Agency 
with a pending public procurement procedure in order to 
select the private partner48.
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Project name Capital worth (HRK)

Justice square Zagreb 1,350,000,000

Neuropsychiatric hospital Popovača 124,500,000

General hospital Varaždin 240,000,000

Home for the elderly Gerovo 24,000,000

Varaždin County schools 107,000

Istria County & town of Poreč schools (4 
schools)

145,759,900

Town of Koprivnica schools (3 schools) 100,000,000

Rebuilding of public lightning city of 
Kraljevica

4,160,000

Rebuilding public lighting city of Novska 7,000,000

Rebuilding public lighting municipality of 
Višnjan

1,520,000

Rebuilding of public lightning city of Novi 
Vinodolski

4,194,298

Rebuilding public lighting municipality of 
Kostrena

1,875,874

Total 2,111,047,976 (without 
VAT)

Table 2 – approved but not yet contracted PPP in Croatia49 (1 Euro=7,6 
HRK)

Conclusion 

PPP is not unknown in Croatia, and has a rather long 
history of use. However, a lot of PPP projects were not 
completed, or, if completed, became a source of financial 
problems for the public partners (especially for municipa-
lities which realized that they cannot afford the cost of the 
projects). Today PPP is reserved for smaller projects than 
before, as can be seen from the data supra regarding the 
contracted PPP and the projects that are pending comple-
tion. There are also problems regarding the aforementio-
ned fear of privatization of public utilities, especially water 
services which has created a somewhat hostile environment 
for investments, especially foreign. The government tried 
to put up a PPP in which highways would be given into 
concession to private partners, but was stopped by huge 
public dissent. Most privatization processes are hindered 
by a lack of political support, which can also be seen from 
the data given supra regarding the huge economic impact 
of the state in Croatia’s BDP. Furthermore, the political 
situation has been volatile in the last year and a half, which 
is also hindering public administration reforms and of the 
system of local self-government. This reform is of crucial 
importance in order to better the public utilities system, 
as it depends on the capacity of the local self-government. 
To conclude, there are many ways in which investments 
through PPP and concessions can be bettered, but that all 
depends on the (non) existence of political will to perform 
necessary reforms.  
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