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Foreword

The OECD Council decided to open accession discussions with Croatia on 25 January 2022. On 10 June
2022, the Council adopted the Roadmap for the accession of Croatia to the OECD Convention
[C/MIN(2022)23/FINAL] (the Roadmap) setting out the terms, conditions and process for accession to the
OECD. The Roadmap provides that in order to allow the Council to take an informed decision on the
accession of Croatia, Croatia will undergo in-depth reviews by OECD technical committees listed in the
Roadmap, including the Committee for Agriculture (COAG).

This report was prepared to support the accession review discussion of the Committee for Agriculture with
Croatia. It reflects information provided by Croatia in responses to an OECD questionnaire and subsequent
follow-up, information collected at the OECD fact-finding mission to Croatia on 12-15 September 2023, as
well as desk research and data collection by the OECD Secretariat. The report also reflects discussions
held by the COAG on 23 May and 30 October 2024.

Over the past three decades, Croatia has achieved remarkable economic and social progress. Its
agricultural policies and objectives have evolved significantly, shaped in part by key reforms undertaken
during its accession to the World Trade Organization and the European Union. Reconciling agro-food
productivity, sustainability and resilience is a challenge common to all countries, while also being unique
to each country’s specific context and objectives. This report presents evidence and policy
recommendations that aim to inform future actions by Croatia to improve the effectiveness of its agricultural
and food policies, with a view to developing stronger and more integrated food systems, strengthening the
enabling environment for agro-food growth, promoting environmental sustainability and resilience, and
strengthening the agricultural knowledge and innovation system.

In accordance with paragraph 28 of the Roadmap and upon request of Croatia, the Committee for
Agriculture agreed to declassify this report and publish it under the authority of the Secretary-General, in
order to allow a wider audience to become acquainted with its content. Publication of this document and
the analysis and recommendations contained therein do not prejudge in any way the outcome of
evaluations conducted as part of Croatia’s accession process to the OECD.
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Executive Summary

Key messages

e Croatia’s agricultural policies and objectives have evolved significantly over the past decades,
with important reforms undertaken pursuant to its membership in the European Union and
the World Trade Organisation. At present, EU policies, plans and strategies provide the main
policy context and orientation for Croatian agriculture.

e Croatia’s national vision for the sector emphasises productivity and competitiveness,
promoting environmental sustainability and resilience, encouraging innovation, and improving
rural areas. These objectives were also highlighted by OECD Ministers of Agriculture in their
2022 Declaration on Transformative Solutions for Sustainable Agriculture and Food Systems.

e Accession to the OECD can help Croatia improve the effectiveness of its agricultural policies
with a view to developing stronger and more integrated food systems, strengthening the
enabling environment for sector growth, promoting environmental sustainability and
resilience, and making innovation work better for the sector.

e This report provides a series of recommendations to improve the productivity, sustainability,
and resilience of Croatia’s agriculture. Recommendations include: reforming agricultural
support policies to orient them towards stated priorities on productivity; increasing inter-
institutional co-ordination and stakeholder involvement in policymaking; exploring
improvements to policies for food systems; creating opportunities for farmers including
through taking advantage of all state-owned land; monitoring agri-environmental impacts and
reducing environmentally harmful measures; strengthening climate adaptation and risk
management; developing an agricultural innovation strategy; and investing in skills and in
farmers’ innovation capacity.

Croatia’s policy and legal framework for agriculture has evolved significantly over three decades.
Accession to the World Trade Organization (WTO) and to the European Union (EU) drove important
reforms: the introduction of new models of agricultural support decoupled from production; the phasing out
of measures with more distortive impacts; and the broadening of the vision for agricultural policy to include
the rural development dimension. The agri-environmental policy and legal framework has also evolved to
include a more comprehensive consideration of environmental impacts and climate protection, in line with
EU priorities. Croatia adhered to the OECD-FAO Guidance for Responsible Agricultural Supply Chains in
2019 and established a National Contact Point (NCP) for Responsible Business Conduct, through which it
has conducted awareness raising activities. While not a signatory of the 2016 Declaration on Better Policies
to Achieve a Productive, Sustainable and Resilient Global Food System, Croatia has indicated that the
goals of the Declaration are an integral part of its national legislation governing the sector. Croatia signed
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the 2022 OECD Declaration on Transformative Solutions for Sustainable Agriculture and Food Systems,
which reiterates the commitments of the 2016 Declaration.

Croatia has developed strategies in consultation with stakeholders that set out key objectives for
the agricultural sector. Croatia’s national Agriculture Strategy until 2030 and Common Agricultural Policy
(CAP) Strategic Plan for 2023-27 seek to address economic, social and environmental issues, foster
innovation in the sector, and promote a better life in rural areas. These strategies benefitted from broad
consultation with sector stakeholders, which helped to identify and prioritise the country’s needs and to
direct policy interventions towards addressing them.

Croatia is also active in addressing several of the wider challenges in food systems. It has, for
example, implemented policies in areas related to the functioning of the agro-food value chain, the
prevention and management of food waste, and the promotion of healthy diets.

Policies in Croatia could benefit from the experience of OECD Members in better targeting the
sector’s priorities. Its current approach could benefit from more inter-institutional co-ordination for more
effective interventions in specific policy areas and a more holistic consideration of the food system. While
there is good stakeholder engagement in the development of national regulations, this could be
strengthened in the context of Croatia’s participation in the regulatory process at the EU level. There is
also scope for further efforts to optimise support policies to help farmers, to improve both the situation in
rural areas and the business environment, and to create more opportunities for producers.

The agro-food sector is performing relatively well, having undergone major
structural transformation, although some challenges remain

Recent trends in the sector are encouraging. Agriculture is still undergoing a structural transformation;
farm economic output and income have increased significantly, even if they remain below the EU average.
The number and share of holdings managed by young farmers have increased in the last decade, a
development at least partially driven by policies that encourage their participation in this sector. There has
been a promising increase in farm ownership by women, although the share of female farm managers is
still relatively low. Agriculture and food from Croatia have also increased their participation in global value
chains over the last decade. Exports have accelerated over the last three years, although the sector
continues to be characterised by a persistent and growing trade deficit.

Improving the enabling environment will require maximising the use of existing policy levers. A
large area of unallocated state-owned agricultural land represents a significant untapped potential for
further developing agricultural production, increasing efficiency and economies of scale, and attracting
farmers with new skills by providing greater access to land and finance. Croatia could also devote an
increasing share of CAP funding to innovation, productivity and rural infrastructure, and reform national
level policies that are potentially production- and market-distorting. Croatia could also consider ways to
make better use of the room for manoeuvre in the CAP and is invited to take account of relevant
recommendations in the OECD review of policies for farming and food in the European Union. Encouraging
more farmers to join forces via associations or co-operatives could strengthen their market opportunities
and contribute to better functioning value chains. A well-articulated vision to promote exports and market
diversification, targeted to the sector’s specificities, could create opportunities for farmers and help achieve
the key objective of increasing market diversification for Croatia’s agriculture and food.

Croatia has the potential to achieve sustainable agricultural productivity growth. Productivity is high
and output has increased without an associated increase in greenhouse gas (GHG) emissions. The sector
is well below the emission reduction objective set for 2030, and Croatia has performed better than the EU
and OECD averages in reducing the emissions-intensity of production. While forests have an important
role to play in supporting Croatia’s mitigation efforts, the carbon sink from land use, land-use change and
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forestry (LULUCF) has declined over the past decades, as more forest has been put into production.
Meeting the objectives of increasing Croatia’s carbon sink would require a revision of logging plans. At the
same time, the EU Renewable Energy Directive incentivises the use of solid biomass for bioenergy. More
detailed forest management plans are necessary to ensure a path for achieving the multiple objectives for
the sector.

Environmental pressures from agriculture are relatively low in a country that benefits from rich
natural resources. Croatia has some of the richest ecosystems in Europe and abundant water resources,
as well as a high share of protected terrestrial areas. Groundwater reserves remain of good quality and
sales of pesticides have seen a strong decline over the past decade. Nonetheless, some areas deserve
attention, such as surface water quality and ammonia emissions, which are affected by pressures from
agricultural production. Nutrient surpluses are also above average. Data for some agri-environmental
trends is limited, however; better data could help improve the monitoring and assessment of performance
and policy impacts.

The agricultural knowledge and innovation system requires a more focused vision and stronger
linkages. Croatia is developing its agricultural knowledge and innovation system (AKIS), which has strong
foundations but would benefit from stronger linkages among actors and a higher involvement of the private
sector. Encouraging innovation requires overcoming important structural challenges, such as a lack of
critical mass and economies of scale resulting from the relatively small size of Croatia’s agro-food sector.
A sector-specific strategy for innovation would improve the identification of priorities and the design of
measures that make better use of the available policy instruments, in particular through European
networks.

Summary of recommendations

Area Assessment Recommendations

More effective policies for supporting the = The National Agriculture Strategy until 2030 Strengthen the use of rural development

sector and making policies for food = and the Common Agricultural Policy (CAP) support.

systems Strategic Plan for 2023-27 seek to address Investigate and remedy reasons for the
economic, social and environmental issues, low uptake of rural development
foster innovation, and promote rural measures.
development. Rethink national policy choices that result
Many recent policy choices follow the pattern in high levels of support coupled to
of the past. There is scope to better use production.
support policies to enhance productivity and Promote inter-institutional co-ordination
improve the rural situation. for a holistic food system approach.
Increased policy scope and complexity require  Strengthen stakeholder engagement in
strengthened intra-_goyernmental and EU regulatory processes.
stakeholder co-ordination. Explore further actions to encourage
Domestic food markets functioning well, with healthier food choices.
moderate to low market concentration. Improve the management of food waste.
Market regulation and competition in the sector  strengthen efforts to promote the
are in line with EU regulation. implementation of the OECD-FAO
Policies in place to encourage healthy food Guidance for Responsible Agricultural

choices, but overweight and obesity rates are Supply Chains.
above average and increasing.

Limited capacity to treat food waste, which

contributes to relatively high levels of GHG

emissions from waste.

Further action could be taken to promote use

of the OECD-FAO Guidance for Responsible

Agricultural Supply Chains.
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Area

Assessment

Recommendations

Promoting the enabling environment for
agro-food sector growth

A sustainable and resilient agro-food
sector and effective climate action

Strengthen the agricultural knowledge and
innovation system

There is untapped potential in unallocated
state-owned agricultural land.

More young farmers and women are entering
the sector despite structural constraints.
Low level of farmer organisation.

Agriculture and food increasingly integrated
into global value chains. Their share in total
exports has increased.

Increasing market diversification is a key
priority, but there is no sector-specific export
strategy.

There is a comprehensive agri-environmental
policy and legal framework.

The sector has the potential to achieve
sustainable productivity growth, with low
agricultural GHG emissions. It has already met
its 2030 GHG reduction objective.

Relatively low environmental pressures from
agriculture. Some areas (e.g. nutrient
balances, water quality, ammonia emissions)
require attention and data.

That said, the sector’'s energy consumption
has increased in recent years. High reliance
on fossil fuels. Subsidy on diesel for
agricultural use.

More detailed forest management plans are
necessary to ensure a path for achieving the
multiple objectives for the sector.

The national climate change adaptation
strategy includes measures for agriculture and
forestry. There is potential to enhance
adaptation and improve risk management and
resilience.

Innovation performance is improving but is still
relatively low.

A more strategic vision of innovation for the
sector is needed.

Strong agriculture research community, but the
linkages amongst actors could be stronger.
Public agricultural advisory services are well-
established but face resource constraints.
Farmers have low levels of training.

Assess the status of land ownership, the
use of state-owned land, and the
procedures for farmers to access it.
Develop a plan to use state-owned land
for land consolidation and structural
transformation.

Encourage the participation of women in
farming.

Explore innovative ways to encourage the
organisation of farmers.

Improve the sector’s export orientation
and market diversification.

Improve data collection and assessment
of agri-environmental impacts.

Reform the fossil fuel subsidy for
agriculture.

Develop a comprehensive forestry
management strategy.

Prioritise climate adaptation in strategic
planning and monitor progress.

Build the risk management capacity of
farmers.

Develop a long-term innovation strategy
for the agro-food sector.

Promote greater engagement by the
private sector in innovation processes.
Address the capacity constraints
confronting advisory services and provide
a stable institutional framework for public
and private extension services.

Invest in an education and skills strategy
for the sector.

POLICIES FOR THE FUTURE OF FARMING AND FOOD IN CROATIA © OECD 2025



16 |

Assessment and
recommendations

Assessment

Croatia’s economic and social progress has been remarkable, although challenges
remain

Over the course of three decades, Croatia has leapt from a war-damaged centrally planned economy to a
high-income and very high human development country. It is a member of the European Union (EU) and
it is well-integrated in the global economy. Accession to the European Union in 2013 promoted socio-
economic development and helped to strengthen institutions and policies, and to build domestic capacities.
Croatia’'s 2023 entry into the Eurozone and the Schengen area is a recent milestone attesting to this
progress and a further step towards economic convergence. Croatia has successfully recovered from
recessions in the 2010s and during the COVID-19 crisis. Progress in employment, poverty reduction,
environmental quality, public service availability, and laws and regulations have seen Croatia achieve
similar levels as many OECD Members.

Important challenges remain nonetheless. In particular, the population decline driven by emigration has
created a gap in the labour market, with a pronounced urban-rural divide across many dimensions,
including income, employment, poverty, and access to public services. The disadvantages prevalent in
rural areas motivate emigration to cities and abroad, triggering a cycle of depopulation and land
abandonment that further aggravates its socioeconomic situation and undermines the maintenance of
valuable ecosystems.

While agriculture and food policies are driven by the European Union, the Croatian government is
responsible for strategic planning and implementation

Most policies and regulations that affect the agro-food sector — in particular the EU’s Common Agricultural
Policy (CAP) — in Croatia are decided at the European level and implemented at the national level. The
new delivery model of the current CAP gives increasing responsibility to Member States on strategic
prioritisation and policy choices. This is reflected in Croatia’s 2023-27 CAP Strategic Plan and the national
Agricultural Strategy until 2030.

The OECD recently reviewed policies for farming and food in the European Union and made 15 high-level
recommendations concerning payments, regulations, innovation, data strategies, and environmental
services (OECD, 2023}1)).
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Croatia has the potential to achieve sustainable agricultural productivity growth even as
further structural transformation continues

Agricultural productivity growth is relatively high and output has increased without an increase in GHG
emissions

Despite the challenges, Croatia is on a solid path towards achieving sustainable agricultural productivity
growth decoupled from greenhouse gas (GHG) emissions. After several years of low or moderate growth,
agricultural production has recently increased, supported by improved yields. Productivity has been the
primary driver of output growth: despite a deceleration with respect to the previous decade, in 2011-21 the
average annual total factor productivity (TFP) growth of 2.4% was more than twice the average of the
OECD (0.85%) and higher than the EU average of 1.2%.

Productivity gains in the sector have helped increase output without an associated increase in GHG
emissions. Emissions from agriculture have followed a declining trend over the last three decades. While
the reduction in emissions decelerated in 2011-21, Croatia still performed better than the EU and OECD
averages in terms of reductions in emissions intensity thanks to higher productivity increases. Other agri-
environmental trends show a mixed picture, however, with lower-than-average pesticide sales but above
average use of synthetic nitrogen and phosphorus fertilisers, and a recent increase in ammonia emissions.

The sector is undergoing intensive structural transformation, with farmer income yet to converge with the
EU average

Since the breakup of Yugoslavia and the war for independence, Croatia’s agriculture has been subject to
an intense process of structural adjustment. The transition from socialism involved changes in land
ownership, the phasing out of subsidies on fertiliser use, the abolition of numerous forms of state
intervention in agriculture and food markets, and a significant decrease in the size of the livestock herd.

The Croatian agricultural sector is still undergoing a structural transformation, with important declines in its
share of GDP and employment. This process is reflected in the declining number of farm holdings and the
increase in the average farm size from 5.8 to 8.6 hectares between 2010 and 2020. That said, the average
farm size in Croatia remains almost half the EU average, and average farm economic output in 2020 was
the second lowest in the European Union. While farm income has improved since Croatia’s accession to
the European Union in 2013, it remains well below the EU average.

Small family farms continue to be the backbone of Croatia’s rural areas: 97% of all registered farms are
family-run. As in other countries, farm structure is characterised by extremes: over 70% of farms have less
than 5 hectares and account for only 15% of the country’s agricultural area.

Despite structural barriers, more young farmers and women are entering the sector

In contrast to many EU countries, young people are increasingly entering the sector in Croatia. Over the
last decade, both the number of holdings managed by young farmers and their share in all farm holdings
have increased, despite the level of emigration and the negative demographic trend. This increase is
expected to improve the economic performance of the sector because younger managers have a higher
level of professional training, and their holdings are more competitive and efficient. That said, farmers
continue to face constraints in access to finance and land ownership.

The share of female farm managers is still relatively low: women make up less than 30% of farm holders,
even if they represent more than half of the farm family workforce. Recent data point to promising increases
in farm ownership by women and in the average area of agricultural land held by female farmers. These
developments may improve the gender balance and the situation of rural women, still marked by traditional
gender roles and regional disparities in access to services.
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Organic farming has expanded rapidly, driven by supportive EU policies

The area devoted to organic farming quadrupled between 2011 and 2022, and its share of the utilised
agricultural area grew from 2% to 9%. The number of organic producers and processors and the size of
the domestic market also increased, including in small segments such as aromatic and medicinal herbs,
potential niche markets for Croatia.

The development of organic agriculture has been driven by supportive policies and significant CAP funding,
and responds to European and national objectives and priorities. The impact of the expansion of organic
agriculture on Croatia’s agri-environmental performance warrants monitoring and evaluation. At the same
time, the data suggests that the addition of new areas converted to organic agriculture has slowed following
a peak in 2016.

The sector is increasingly integrated into global value chains through the European Union

Croatia’s participation in global value chains in the agriculture and food sector intensified between 2000
and 2020. The importance of the sector in the country’s total exports has increased, although not
sufficiently to prevent a further increase in the trade deficit that has characterised the sector for decades.
Croatia’s export profile has evolved towards increased specialisation in cereals and oilseeds, with other
export products losing importance, particularly following the collapse of the domestic sugar sector following
the 2017 abolition of the EU sugar quota. Agriculture and food trade with other EU Member States
expanded considerably after EU accession, becoming more dynamic alongside a widening gap with extra-
EU trade, which since 2013 has reduced its share in total trade.

The policy and regulatory environment could be more conducive to sector growth

Policies and regulations have increased in scope and complexity...

Croatia’s post-independence path of integration into the multilateral trading system and strengthened ties
with the European Union drove a rapid evolution in its policy and legal framework, with important
implications for the sector. The phasing out of guaranteed prices and input subsidies was required for
accession to the World Trade Organization (WTO), while new models of producer support were required
for alignment with the EU CAP. Preparations for accession to the European Union also widened the policy
vision for the sector, driving Croatia to include a rural development dimension. Together with other
international environmental and climate protection commitments, EU accession prompted an expansion of
the agri-environmental policy and legal framework. Croatia has made significant progress in strengthening
its regulatory policy framework and promoting a whole-of-government approach for regulatory quality.

... requiring stronger inter-institutional co-ordination

The larger scope and complexity of policies responding to the food systems’ “triple challenge”! require
greater co-ordination amongst the agencies responsible for policy design and implementation. Like most
OECD Members, Croatia does not have a co-ordination body or mechanism to comprehensively cover
food systems policies. Multiple arrangements regulate horizontal co-ordination for specific topics or policy
areas.

Inter-institutional co-ordination is an area where Croatia could improve its performance. At present, the
2022 Sustainable Governance Indicators show a weak performance by Croatia in terms of the quality and
frequency of inter-institutional co-ordination (Bertelsmann Stiftung, 2022;2).

Notwithstanding the significant benefits of EU membership, the growing policy complexity is testing
Croatia’s administrative capacity

For the agro-food sector, EU membership has meant the opportunity of full integration into and access to
the large EU Single Market; access to important sources of funding; higher environmental standards; and
numerous opportunities for network-building and collaboration to promote innovation.

POLICIES FOR THE FUTURE OF FARMING AND FOOD IN CROATIA © OECD 2025



|19

Croatia’s top national priorities for the sector are of an economic nature: improving the sector’s productivity,
value-added and competitiveness; increasing farmers’ incomes; and creating jobs. However, the priorities
of the European Union focus on minimising the sector’s environmental impacts. This mismatch is reflected
in EU-funded projects under the European Innovation Partnership for Agricultural Productivity and
Sustainability (EIP-AGRI), which often focus on promoting sustainable farming practices but rarely tackle
the challenge of increasing productivity and adding value to production.

Croatia is a small player in EU agriculture: it represents less than 1% of EU agricultural output and value
added and receives around 1% of CAP expenditures. While public servants are, on average, more highly
educated than their private sector counterparts across Croatia’s economy, skill shortages still constitute a
barrier to delivering public goods and services or implementing reforms, and the public administration faces
difficulties in retaining specialised staff (OECD, 20233).

The growing number and complexity of EU regulations and requirements is stretching the capacity of
Croatia’s administration, however. Managing and controlling CAP expenditures demands an increasing
number of staff at the Paying Agency in Agriculture, Fisheries and Rural Development (APPRRR). The
public agricultural advisory service is also increasingly absorbed by administrative tasks. Demands from
the requirements and rules of the EU and the CAP instruments take up an important share of its capacity,
leaving limited scope for providing expert guidance to farms and bridging the gap between research and
the adoption of innovation.

In the 2023-27 CAP, EU Member States have more flexibility in their national implementation of the
common policy. Croatia opted not to use certain instruments for the redistribution of support to minimise
the associated administrative costs. The OECD recently recommended that the European Union focus its
environmental conditionality on fewer practices that are monitorable at a large scale so as to limit the
administrative burden on Member States and farmers (OECD, 2023(1)).

There is space to better use support policies to enhance productivity and improve the situation of rural
areas...

The CAP Strategic Plan (CSP) for 2023-27 under the new delivery model represents an opportunity for
Croatia to prioritise needs in the agro-food sector. The sector will have access to EUR 3.7 billion of EU
and national funds. Of this budget, direct payments and sectoral interventions (Pillar 1) receive 52% of the
funds, and rural development measures (Pillar 2) receive 48%.

Despite the additional freedom provided to Member States, many of the policy choices Croatia made for
the new CAP period follow the pattern of the previous period (2014-22) rather than changing in line with
newly identified priorities, such as improving productivity. Rural development support focuses on
investments to improve the sector’s productive and processing capacity. However, a transfer of funds from
the rural development Pillar 2 to direct payments under Pillar 1 will take place again for this programming
period and Coupled Income Support (CIS) linked to production will be used up to the maximum share
allowed. Some adjustments were made to improve the distribution of support and to better target small
and middle-sized farms, in line with recommendations of a prior assessment of spending for the sector
(World Bank, 2019y4). Croatia continues to implement policies to attract young people to the sector through
direct payments and rural development measures. In line with an increased ambition at the EU level,
environmental and climate objectives are promoted via both pillars, which include eight new voluntary eco-
schemes.

The Croatian Recovery and Resilience Plan (RRP) is an additional source of funding, with
EUR 131.7 million of EU funds for financing investments in 2021-26 to improve the logistics infrastructure
for the fruit and vegetable sector, to accelerate the restructuring and consolidation of agricultural land, to
promote the digital transformation of agriculture, and to improve the food donation system.

Beyond the CAP, Croatia uses the space allowed by the EU legal framework to support the sector with
national funds, in particular small-scale (de minimis) state aid for farming, which exempts payments below
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EUR 25 000 per beneficiary for a three-year period from state aid notification under EU rules. This type of
support is used to provide coupled payments in addition to, or for sectors not covered by, the European
Union’s Coupled Income Support Scheme: dairy cows, breeding sows, sugar beet, olive oil, and tobacco.
Coupled support seeks to maintain production in these sectors, all of which are considered extremely
sensitive. However, it might not create incentives for enhancing productivity and sustainability.

...and to allocate EU and national funding more in line with identified priorities

Given the priorities and needs identified at the national level, Croatia should make the most of the funding
available to further develop the sector and promote its transformation. There is scope for Croatia to
optimise the use of the funds as well as to use the available flexibility to target more support towards
promoting productivity gains and innovation for sustainability and resilience. In particular, the relatively high
share of support linked to production, including for emission-intensive sectors, deserves attention.

Rural development support has been found to have a higher impact than direct payments on Croatia’s
overall output, value added and job creation (World Bank, 2019). However, the transfer of funds from this
pillar to direct payments continued in 2023-27. In the 2014-22 CAP, the utilisation rates of measures to
promote knowledge transfer and innovation and to support farmers’ participation in organisations were
very low. There is potential to continue improving the design of support policies to increase the uptake and
adoption of these measures.

Strengthening producer organisation and promoting exports could create new opportunities...

The level of co-operation and organisation amongst Croatian farmers is low. There are few recognised
producer organisations, and they contribute little to key sectors such as dairy and fruits and vegetables.
Many farmers are reluctant to join co-operatives and other associations or groupings due to the negative
connotations of such bodies from the Socialist era. In 2019, co-operatives covered only 0.2% of farmers.

Joining forces through associations or co-operatives, however, could help farmers profit from economies
of scale for innovation and investment, strengthen their position in the market, and contribute to better
functioning value chains. It could also help farmers access EU funds, as CAP sectoral interventions for the
fruit and vegetable sector are channelled through recognised producer organisations.

The 2023-27 CSP includes EUR 5.3 million to support the establishment and operation of producer
organisations, an amount slightly lower than in 2014-22, when only 20% of the budget for the rural
development measure to support producer groups and organisations was spent. Given the small size and
the fragmentation of Croatia’s farming landscape, gaining critical mass is particularly important to improve
small farms’ linkages to markets. The low uptake of existing available support warrants further attention so
as to improve policy design.

Croatia’s agro-food exports mainly go to the EU market or to neighbouring countries. Increasing the market
diversification for agricultural and food products is a key priority for the government, but there is no strategy
for export promotion and export market diversification designed specifically for the sector. Public
institutions and private sector organisations perform a range of export promotion activities, such as
providing information and advice to potential exporters and promoting the participation of Croatian
companies in international events.

Efforts on export diversification could be combined with attracting foreign investment in the agro-food
sector, building on OECD recommendations for the implementation of a supply chain development
programme, and an investment prioritisation framework for the Croatian economy (OECD, 2023s)).

...as could improving the legal and institutional environment, including by increasing the involvement of
farmers in regulatory processes

Laws and regulations related to the sector — e.g. the Agricultural Land Act — have been subject to numerous
amendments. In addition, many relevant institutions have been reorganised, with significant shifts in
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responsibilities over the last decades. For example, the agricultural advisory service was transferred to the
Croatian Chamber of Agriculture in 2010, reinstated as an independent agency in 2012, and absorbed by
the Ministry of Agriculture in 2019.

Frequent changes to the legal and institutional framework may result in a lack of predictability for
producers. Reducing the complexity of the legal framework and the frequency of amendments would make
Croatia’s legal system more efficient and transparent. This could help improve the business environment
for farmers, particularly for the numerous smallholdings and family farms.

Thanks to its advanced framework for public consultations, Croatia performs relatively well regarding
stakeholder engagement in developing laws and regulations. The recent processes for Croatia's national
2023-27 CAP Strategic Plan and Agricultural Strategy up to 2030 included stakeholder consultation and
engagement. That said, stakeholder engagement for proposed EU regulations is more limited: unlike other
EU Member States, Croatia does not systematically inform its stakeholders about consultations at the EU
level, nor does it conduct consultations to define its negotiating position.

The disposal of state-owned land remains a missed opportunity for land consolidation and attracting new
talent to farming

Addressing the high fragmentation of privately-owned agricultural plots is an ongoing and unfinished task
in Croatia. Past efforts helped to improve the registration of plots and the accuracy of land registry records,
but the results in terms of actual land consolidation were modest. Croatia recently stepped up efforts in
this area: as part of the reforms promoted by the Recovery and Resilience Plan, Croatia approved a legal
reform setting the terms and rules for consolidation processes, and launched projects to consolidate at
least 18 000 hectares of agricultural land.

An estimated one-third of agricultural land in Croatia is state-owned, and most commonly managed through
the conclusion of lease contracts with farmers. Local governments provide maintenance for land that has
not been disposed of as the law requires that such land be kept suitable for agricultural production.

Croatia has an untapped potential of almost 300 000 hectares of agricultural land that the private sector
could use to further develop agricultural production and increase efficiency and economies of scale. Selling
or leasing this land would bring revenue to the state, regional and local governments, and offer a pathway
to land ownership for many farmers. This represents an opportunity for farm consolidation and to attract
skills and talent to the sector through the more stable and predictable business models enabled by land
ownership, as well as access to key sources of funding, including CAP payments and private finance.

The Agricultural Land Act, which regulates the disposal of state-owned land, has been amended numerous
times. The most recent reform in 2022 seeks to accelerate the process of disposal with a scoring system
that gives additional points to young farmers and women, organic producers, and members of producer
organisations. The system also favours dairy and other livestock activities. However, lease agreements
concluded between 2018 and 2022 covered only 3.7% of the land available for disposal, which suggests
that administrative bottlenecks remain.
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Croatia is tackling some challenges in food systems with well-functioning markets, but waste treatment
capacity remains limited and performance on nutrition choices is weak

Domestic food markets are functioning well. Market concentration is moderate to low across the value
chain. Market regulation and competition in the sector are in line with EU regulations. The OECD Product
Market Regulation Indicators show that Croatia’s overall product market regulation is in line with most
OECD Members in terms of supporting competition. The promotion of Responsible Business Conduct
(RBC) is underpinned by Croatia’s 2019 adherence to the OECD-FAO Guidance for Responsible
Agricultural Supply Chains. While Croatia has undertaken efforts to disseminate the Guidance among its
stakeholders, further action is needed to promote its use by actors along the value chain.

There has been significant progress in measuring and preventing food waste, and complying with EU
standards for reporting and measurement. Recent developments include an improved framework for food
donations and the creation of county-level food banks. However, capacity to treat food waste remains
limited and this contributes to the relatively high levels of GHG emissions from the waste sector.

Croatia has developed a mix of policies to encourage healthy food choices. This includes demand-side
interventions, voluntary collaborations with the food industry (such as a front-of-pack nutritional label),
regulations, and fiscal measures. Yet overweight and obesity rates are above the EU average and
increasing at a faster pace, and fruit and vegetable consumption is declining in adults aged 15-34. These
trends suggest there is space to explore further policy actions to promote healthier food consumption.

Environmental conditions are relatively good, but further action is needed to maintain
the sustainability and climate resilience of agriculture

Environmental pressures from agriculture are relatively low, but some areas require attention

Croatia is endowed with some of the richest ecosystems in Europe and abundant water resources. It has
taken action to mitigate environmental pressures by designating 38% of its territory as protected, well
above the Kunming-Montreal target of 30% by 2030. Groundwater reserves remain of good quality and
pesticide sales per hectare are half that of the rest of the European Union. Decreases in livestock numbers
and the abolition of input subsidies in the early 2000s have helped reduce nutrient surpluses from
agriculture.

There are nevertheless specific challenges linked to pressures from agricultural production. The quality of
surface water remains affected by agricultural activities due to relatively low nutrient use efficiency. While
the lower application of synthetic fertilisers has helped reduce nitrogen and phosphorus imbalances,
nutrient surpluses are still above the EU average. Ammonia emissions have recently increased and, on
current trend, are not aligned with the 2030 national target. Biological and landscape diversity are also
affected by habitat loss and fragmentation.

Effective monitoring of environmental impacts requires more and better data

In line with the higher environmental and climate ambition of the 2023-27 CAP, Croatia’s CSP assigned
substantial funding to environmental and climate objectives. This budget includes almost EUR 1 billion
over five years for new voluntary eco-schemes and agri-environmental rural development measures.
Within these measures, special emphasis is placed on promoting crop diversification and organic farming
to mitigate and prevent environmental impacts.

Assessing agri-environmental trends and impacts is complicated by the lack of data across some
environmental domains. This includes data on agricultural water use, data for biodiversity monitoring
through the Farm Bird Index and the Forest Bird Index (available only since 2016), and data on the status
of soils, which is dispersed and not systematically collected. Croatia recently began improved monitoring
of agricultural soils as part of the Recovery and Resilience Plan, but the availability of data in other areas
remains limited.
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Agricultural GHG emissions are low, but effective climate action requires additional efforts

Agricultural GHG emissions have strongly declined since the early 1990s, a trend linked to the decrease
in the size of the livestock herd. The sector is meeting the emission reduction objective for 2030 set under
the European Union’s Effort Sharing Regulation. Croatia also performed better than the EU and OECD
averages in reducing emissions intensity (emissions per unit of output) between 1992 and 2021,
notwithstanding a deceleration in emissions reduction over the last decade. While emissions from livestock
—which accounts for 60% of agricultural GHG — are at a historical low, soil emissions have been increasing
since 2014.

Despite its low direct emissions, the sector’s energy consumption increased between 2015 and 2020, and
petroleum products still represent 81% of the energy sources consumed by the sector, encouraged by a
subsidy in the form of a tax exemption on diesel for agricultural use. As part of the 8t Environment Action
Plan for the European Union, Member States report these subsidies with harmful environmental effects
and Croatia is engaged with the European Union to adapt its national policy in line with this process.

Forests play an important role in supporting Croatia’s mitigation efforts. However, the carbon sink from
land use, land-use change and forestry (LULUCF) has declined over the past decades as more forest has
been put into production. Meeting the objective for 2026-29 set in the EU LULUCF Directive for increasing
Croatia’s carbon sink would require a significant revision of logging plans, while the EU Renewable Energy
Directive incentivises the use of solid biomass for bioenergy. More detailed forest management plans are
necessary to ensure a path for achieving the multiple objectives for the sector.

There is potential to enhance adaptation and improve the sector’s risk management and resilience

Both agriculture and forestry are highly exposed and vulnerable to climate change, notably through the
increasing number and intensity of droughts. Croatia has defined a National Strategy for Adaptation to
Climate Change by 2040 with specific measures for both sectors. Monitoring and measuring progress
towards adaptation has proven challenging, however, due to the difficulty of establishing indicators of
progress, although a first set of indicators for this purpose has now been defined.

Croatia developed a country-level approach to the prevention and management of disaster risks through
the 2016 establishment of the Disaster Risk Reduction Platform and the 2022 adoption of the Disaster Risk
Management Strategy until 2030. Policies for the sector focus on subsidies for agricultural insurance
financed by CAP funds. Other risk management interventions in the 2023-27 CSP, including support for
investment for risk prevention and for restoring agricultural potential damaged by natural disasters and
catastrophic events, have more limited scope and less funding.

The authorities have identified agricultural risk management as an area where more progress is needed,
including using risk management instruments more and more efficiently. This is particularly evident given
the numerous instances in recent years where the government has granted crisis response aid to the
sector, while farmers’ uptake of insurance and investments in prevention remain relatively low.

More work is needed to build awareness by farmers about the instruments available and, beyond
increasing the uptake of insurance, developing skills in holistic risk management, including investing in
prevention. As severe weather events become more frequent and serious, policy should promote farmers’
preparedness and adaptation, enhancing their role and responsibility in managing their risks and adapting
to a changing climate.

Croatia is starting to build its agricultural knowledge and innovation system

A more strategic vision of innovation for the sector as part of the European AKIS is needed

Croatia’s innovation performance is improving but is still relatively low and faces important urban-rural
disparities. Encouraging innovation in the agro-food sector is an important strategic objective for the
government but faces structural challenges, such as low levels of public and private investment in
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agricultural research and development (R&D), a lack of critical mass due to the small size of the country,
and an urban-rural gap in access to high-speed internet.

While the authorities recognise the importance of innovation to achieve their strategic goals for the sector,
Croatia does not have a specific strategy for innovation in agro-food. Sector-specific policies to promote
private research, development and innovation (R&D&l) activities are also limited. Providing strategic
direction to find where research can support Croatia’s comparative advantages, and granting incentives to
stimulate applied research and boost adoption should be government priorities.

Being a member of the European Union offers an opportunity for Croatia to integrate into larger Agricultural
Knowledge and Innovation System (AKIS) networks. Croatian stakeholders currently make limited use of
the available EU funds, which underscores that the availability of financial support by itself is not sufficient.
Additional efforts are needed to boost collaborative innovative processes of learning and adoption. More
effective use of international partnerships and EU networks would enhance the benefits of Croatia’s global
engagement more broadly.

Croatia has a strong agriculture research community, but linkages among actors could be strengthened

Croatia has a rich and experienced research community, with strong scientific and academic institutions.
However, they operate in a fragmented environment with uncoordinated connections within the AKIS. The
Croatian AKIS is also largely driven by the public sector and there is untapped potential for increasing the
private sector’s role.

More co-operation between AKIS stakeholders and knowledge platforms is needed to connect research
actors with farmers, advisors, and rural businesses. A key effort in this area has started with the creation
of an AKIS Coordination Body, which will bring together stakeholders to strengthen the connection and
integration amongst actors and ensure more efficient information and knowledge flows.

More effective advisory services could help innovation reach farmers

Croatia’s public advisory service is well-established and accepted by farmers. However, it suffers from
resource constraints, with too few advisors mostly occupied with fulfilling EU administrative requirements.
This limits its capacity to effectively respond to farmers’ innovation needs. The government recently began
to involve certified private advisors in an effort to expand the range of services available to farmers,
increase competition, and relieve the administrative burden on public advisors.

Croatian farmers — in particular older farmers — have, in general, low levels of education and training.
Various ongoing initiatives seek to better align the education system with labour market needs for new
entrants to the sector, often younger and with higher levels of professional training. Until these reforms
have a real impact, vocational training and extension services must be strengthened so that existing
farmers can acquire the basic capacities needed to adopt innovative practices and new technologies.
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Policy recommendations

This Review proposes recommendations on how Croatia could improve its policies and practices in the
sector and make better use of the flexibility available in the CAP to adjust its current national policies to its
stated priorities to enhance productivity and economic development in rural areas. This Review does not
evaluate the policy and regulatory frameworks established by the European Union. Key recommendations
are set out below.

More effective policies for supporting the sector and making policies for food systems

Further orient agricultural support policies towards stated priorities on productivity

Strengthen the use of rural development support. Croatia should maintain the high percentage of
support provided through Pillar 2 on rural development, focusing this expenditure on transformative
investments that can have a broader impact beyond agriculture, including access to and use of digital
technologies, and the generation and transmission of knowledge and skills. The percentage of funds
transferred from the rural development budget to direct payments could thus be further reduced or
reversed.

Investigate and remedy the reasons for the low uptake of rural development measures. Despite their
potential, some rural development measures have not been well-perceived by end-users, which has
resulted in low absorption rates. The experience gained in the first CAP implementation should be valuable
in assessing and remedying the reasons for this low uptake.

Rethink national policy choices that result in high levels of support coupled to production. While a
large share of the support provided to producers is decoupled, Croatia continues to provide the largest
allowed share of support as payments linked to production, complementing CAP Coupled Income Support
(CIS) with similar programmes financed from the State budget. These programmes seek to help sensitive
sectors to survive, several of which (e.g. sugar beet) have been in decline for years for reasons external
to Croatia. Croatia should consider eliminating this type of payment given their market distorting and
potential detrimental environmental effects, and reorient this support to investment in knowledge, skills and
transformations that lead to new market opportunities. Croatia could also consider how to make better use
of the room to manoeuvre in the CAP and is invited to take account of the relevant recommendations in
the OECD review of the European Union (OECD, 2023[1).

Increase co-ordination and stakeholder involvement in policy design and implementation

Promote inter-institutional co-ordination for a holistic food system approach. A co-ordination body
and information-sharing mechanisms can help identify synergies and trade-offs in policies related to the
different aspects of the triple challenge and lead to more effective policymaking. They could also contribute
to the development of a food systems vision that considers the interaction of agriculture and food with other
key economic activities such as tourism.

Strengthen stakeholder engagement in EU regulatory processes. Croatia should continue promoting
inclusive stakeholder involvement in the development of policies and regulations relevant for the sector.
To promote stronger engagement of domestic stakeholders in the development of EU regulations, Croatia
could consider conducting regulatory impact assessments and stakeholder consultations for major EU
directives and regulations, and systematically informing stakeholders about consultations at the EU level.

Continue exploring improvements to policies for food systems

Explore further policy actions to encourage healthier food choices. Given the growing health risks,
Croatia could consider additional measures to encourage healthier food choices and tackle overweight
and obesity. There are opportunities to learn from the experience of OECD Members.
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Improve the management of food waste. Improving the monitoring and measurement of food waste, in
line with the National Plan for the Prevention and Reduction of Food Waste for 2023-28, would help to
inform and underpin further efforts. Ensuring the separate collection of bio-waste and investing in sorting
and treatment infrastructures would be important steps in waste management. This could be
complemented by measures to encourage composting by households.

Strengthen efforts to promote the implementation of the OECD-FAO Guidance for Responsible
Agricultural Supply Chains. In addition to awareness and dissemination efforts, Croatia could consider
further actions to promote the use of the Guidance by stakeholders along the value chain. For example,
other adherents promote the Guidance by referencing it in domestic regulation, incentivising its use in
company management systems, or by conditioning participation in public procurement on its demonstrated
implementation.

Promoting the enabling environment for agro-food sector growth

Take advantage of all state-owned land to create opportunities for new and existing farmers

Undertake an in-depth assessment of the status of land ownership, the use of state-owned land,
and the procedures for farmers to access land. This assessment should identify the reasons for current
bottlenecks in disposing of land and propose pragmatic solutions to make this land accessible to farmers.

Develop an ambitious plan to use state-owned land for land consolidation and structural
transformation. Use the above assessment to identify and undertake the necessary reforms to address
the current impasse in the conclusion of contracts, make access to land easier for farmers, and improve
the avenues for farmers to own or lease land. Develop an ambitious plan to facilitate an agile and dynamic
process of land consolidation and attract new farmers and new talents to rural areas.

Create more and better opportunities for farmers

Encourage women'’s participation in farming. In future CAP cycles, policies could also be oriented
towards increasing female participation. For example, Spain’s CSP increases the payment for young
farmers if the beneficiary is female and owns or co-owns the farm, and women are prioritised in grants for
investments in the processing, commercialisation, and development of agricultural products (OECD,
2023g)).

Explore innovative ways to encourage co-operation amongst and organisation of farmers. The low
uptake of previous measures to encourage the development of farmer organisations merits a deeper
assessment of the causes and of possible avenues to improve their implementation. The government could
also take action to improve awareness of the benefits of participating in associations and groupings, and
to dispel misconceptions about co-operatives.

Improve the sector’s export orientation and market diversification. Define an export promotion and
export market diversification strategy for the sector that promotes the co-ordination of export promotion
activities by different actors to exploit their synergies. Explore ways to foster the linkages of small and
medium enterprises with exporting companies to develop deeper export supply chains. An example from
an OECD Member is Costa Rica’s DESCUBRE programme, which grants seed funding and technical
assistance to help small producers become providers to larger exporting companies in selected agro-food
value chains (OECD, 2023;7).
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A sustainable and resilient agro-food sector and effective climate action

Monitor agri-environmental impacts and reduce environmentally harmful measures to improve policy
performance

Improve data collection and assessments of agri-environmental impacts. A valuable effort has begun
to systematise the collection of data for soil monitoring. This could be extended to other environmental
issues, such as ammonia emissions. Further investment is also required in using these data to monitor
and analyse policy performance.

Develop a comprehensive forestry management strategy to ensure that the sector can effectively meet
the potentially conflicting objectives of increasing its role as a carbon sink and enabling increased use of
energy from biomass.

Reform the fossil fuel subsidy for agriculture. Adapt and prepare the sector for the progressive
elimination of the subsidy to agricultural diesel, in line with the plans to remove fossil fuel subsidies spelt
out in the updated Integrated National Energy and Climate Plan for 2021-30.

Strengthen climate adaptation and improve risk management to increase the sector’s resilience

Prioritise climate adaptation in strategic planning and monitor progress based on the proposed
group of indicators. As part of this effort, it will be important to enhance information and advice to farmers
on the impacts of climate change in Croatia and promote a proactive adaptation of farming practices.

Develop the risk management capacity of farmers. This will require training and awareness-building to
enhance their entrepreneurial skills to manage all kinds of risks and to take new opportunities, with an
emphasis on prevention and preparedness.

Strengthen the agricultural knowledge and innovation system

Develop an ambitious agricultural innovation strategy in collaboration with the private sector

Develop a long-term innovation strategy for the agro-food sector that provides a vision and stability
and which improves AKIS connectivity. An ambitious innovation strategy with strong links to European
networks and tools will enable a better definition of priorities and use of available funds to leverage
Croatia’'s comparative advantage and to promote knowledge and innovation that are necessary for
improving the competitiveness of the sector. Strengthen the role of the co-ordination body to integrate
public and private actors, and ensure more efficient information and knowledge flows among research,
innovation developers, farmers, advisors, and private companies. Promote the use of international
partnerships and EU networks to enhance the benefits of Croatia’s global engagement.

Promote greater engagement by the private sector in innovation processes. Improve the targeting of
policy instruments to the private agro-food sector and strengthen co-operation amongst private actors and
between public and private AKIS stakeholders. Provide sufficient resources and incentives to stimulate
applied research, and boost private investments on innovation development and adoption.

Invest in skills and in farmers’ capacity to innovate

Address the capacity constraints confronting advisory services and provide a stable institutional
framework for public and private extension services. Strengthen the role of the advisory service in
facilitating knowledge flows, establishing a network of innovation brokers and ensuring that sufficient
resources are available to engage with farmers frequently and locally. Enhance the involvement of private
advisors to help fill gaps, including on administrative tasks, and relieve the bureaucratic burden of the
public service to allow them to focus on innovation. Continue the effort to establish a back office with
specialised advisors to provide expert support to AKIS stakeholders and train other advisors. Effectively
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implement the bottom-up approach that is required to ensure higher relevance and efficiency of the
Croatian AKIS.

Invest in an education and skills strategy for the sector. Reducing skills gaps, improving access to
vocational education and boosting digitalisation should be priorities for the new AKIS co-ordination body.
While waiting for new and upcoming reforms to better align the education system with labour market
demands to take effect, enhance vocational training and extension to ensure that farmers today have the
basic capacities to allow them to adopt innovative practices and new technologies, including digital
technologies.
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" The term “food systems” refers to all the elements and activities related to producing and consuming
food, as well as their effects, including economic, health, and environmental outcomes. Food systems
around the world face the “triple challenge” of simultaneously providing food security and nutrition to a
growing global population, providing livelihoods to those along the food supply chain, and contributing to
environmental sustainability (OECD, 2021)).
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1 The agricultural policy context

Croatia has experienced a strong recovery after a long economic recession
in the early 2010s and the disruptions from the COVID-19 pandemic.
Nonetheless, it still faces challenges as it converges with the European
Union. The agro-food sector represents a relatively small share of the
economy and has undergone structural changes in the last decades. This
chapter outlines the sector’'s context and characteristics, assessing the
factors that enable or constrain its future productivity growth and
development. It describes the general economic and policy context and the
role of agriculture in the economy. It addresses key trends and structural
changes and examines aspects related to gender balance and the role of
migration and minorities. It also analyses trends in foreign trade and the
sector’s participation in global value chains.
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Key messages

e Croatia’s post-independence and post-war path of integration into the multilateral trading
system and stronger ties with the European Union have shaped its economic and agricultural
policy context.

e It has made significant economic and social progress since independence in 1991. However,
it faces a population decline and a significant rural-urban gap.

e The economy is mainly services-based, with agriculture representing just 3% of GDP and 6%
of employment. Despite a structural transformation evidenced by fewer farms and an increase
in their average size, Croatian farms continue to be smaller than the EU average.

e Small, family-run farms remain the backbone of Croatia’s rural areas. The farm structure is
divided, with over 70% of small farms holding only 15% of agricultural land, and larger farms
showing better economic outcomes.

e Emigration, particularly from rural areas, has intensified since EU accession. This has created
a labour market gap that is increasingly filled by workers from non-EU countries. In 2022,
immigration exceeded emigration flows for the first time in 15 years.

e Most farm managers are 55 years old or older, but a recent increase in the number of young
farmers is a welcome development given Croatia’s demographic challenge.

e Croatia’'s geography and climate favour diverse farming activities, with agriculture covering
27% of land area. About a third of agricultural land is state-owned and efforts are underway
to increase land consolidation.

e The value of agricultural production is recovering after several years of decline. Crops,
particularly cereals and oilseeds, make up almost two-thirds of the sector's production.
Organic farming is gaining in importance.

e Croatia is a net agro-food importer, particularly of animal products and foodstuffs. Export
patterns have changed in the last two decades: cereals and oilseeds gained in importance,
while sugar declined. Intra-EU trade dominates and is more dynamic than trade with third
countries. In general, the sector has deepened its integration in global value chains.

1.1. Context

The Republic of Croatia (hereafter “Croatia”) declared its independence in 1991 and was admitted to
membership in the United Nations in May 1992. It had previously been one of the constituent republics of
the Socialist Federal Republic of Yugoslavia.'

Croatia’s declaration of independence was followed by five years of armed conflict. After the war, the
government set integration in the multilateral trading system and EU membership as strategic goals (Frani¢
and Ljubaj, 2015(1)). This led to accession to the World Trade Organization (WTO) in 2000 and to the 2005
start of EU accession negotiations. Croatia joined the North Atlantic Treaty Organization (NATO) in 2009
and the European Union in 2013. In 2023, it joined Europe’s Schengen area and adopted the euro.

With a land area of 55 960 km? and a population of 3.8 million, Croatia is among the ten smallest countries
in the European Union (European Union, 20232). Despite its size, the country is geographically diverse,
with extensive plains to the east, mountainous areas in the centre, and a long Adriatic coastline with
numerous islands. This geographic diversity has shaped the development of its agro-food sector.
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1.1.1. General features of the Croatian economy

Croatia has made significant development progress in a challenging demographic context

Croatia has made significant economic and human development progress in the last decades. Since 1992,
it advanced from the lower-middle income to the high-income category (World Bank, n.d.;3)). lts Human
Development Index increased from High (0.712) to Very High (0.858) between 1995 and 2021 (United
Nations Development Programme, 20224;). Between 2000 and 2021, Gross Domestic Product (GDP)
measured in purchasing power parity terms increased from USD 48 billion to USD 135 billion, and GDP
per capita more than tripled, albeit in a context of population shrinkage (Table 1.1).

Rapid population decline has affected Croatia’s labour market and economy. The country has lost over
900 000 people in 30 years; in 2021, the census revealed a population below 4 million for the first time
since the 1960s. This trend is expected to continue, with a projected population of 3.1 million and a
shrinkage of the working-age population from 63% to 57% by 2060. A major driver has been emigration,
which accelerated following accession to the European Union (OECD, 2025p5). This trend is now
contributing to labour shortages that have motivated increased inward migration flows (Section 1.4.3).

Croatia experienced economic recessions in the first half of the 2010s and during the COVID-19 crisis.
More recently, the country has had a strong recovery, with output growth returning to the average rates of
the late 2010s. Employment increased and poverty declined over the past decade, and improvements in
environmental quality, public services, and laws and regulations make Croatia compare well with OECD
countries on many dimensions (OECD, 2023)).

Table 1.1. Croatia’s economic growth has happened in a challenging demographic context

Evolution of contextual indicators between 2000 and 2021

Contextual indicators

2000* 2021*
Economic context
GDP (billion USD in PPPs) 48 135
Population (million) 45 4.0
Land area (thousand km2) 55.9 56.0
Agricultural area (AA) (thousand ha) 1169.0 1505.0
Population density (inhabitants/km2) 81 73
GDP per capita (USD in PPPs) 10 669.4 34 022.6
Characteristics of the agricultural sector
Crop in total agricultural production (%) 53.5 60.6
Livestock in total agricultural production (%) 426 36.2
Share of arable land in AA (%) 72 59

Note: *Or closest available year.
Source: OECD statistical databases; UN Comtrade; World Bank, WDI and national data.

Services, particularly tourism, are key for the economy

Croatia has a service-based economy. Services contribute 64% of employment and their value added
represents 61% of Croatia’s GDP (World Bank, 20237;). Tourism is the most important service activity and
a key sector of the economy. Prior to the COVID-19 pandemic, the direct contribution of tourism to GDP
was estimated to be 11.8% and it provided 91 608 direct jobs or 6.8% of total employment. Following a
two-year decline, preliminary data point to a full recovery of tourism activities in 2022 (OECD, 2022g)).
Croatian authorities highlight associated opportunities for the agro-food sector, particularly the potential for

POLICIES FOR THE FUTURE OF FARMING AND FOOD IN CROATIA © OECD 2025



32|

developing more diversified activities such as rural tourism and for promoting high value-added agro-food
products in tourism and hospitality (Ministry of Agriculture, 20229)).

1.1.2. Political and institutional features

Regional and local governments have many responsibilities, but their capacities differ

Croatia is a unitary republic subdivided into four regions, 21 counties (Zupanije) and 555 local governments
that include 428 municipalities and 127 towns (OECD/UCLG, 2022j101). The regional and local governments
have autonomy in decision making and management over a widely defined range of policies (OECD,
2023[11)). However, the assignment of responsibilities has been complex and asymmetric, with most
responsibilities transferred to municipalities with the strongest fiscal capacity (OECD/UCLG, 20221q)). The
current distribution of responsibilities appears to create barriers to delivering public goods and services by
subnational governments with differing financial resources and service quality (OECD, 2023)).

1.1.3. Demographic and social features

A pronounced urban-rural gap marks many socio-economic dimensions

Thirteen of Croatia’s 21 counties have been classified as predominantly rural.? Predominantly rural areas®

cover 63% of Croatia’s territory and 43% of its population, generating 33% of the economy’s gross value
added (Figure 1.1), against averages of 45%, 21% and 16% respectively at the EU-27 level.

Figure 1.1. Over 40% of the population lives in rural areas

Distribution of territory, population, value added and employment by urban-rural typology
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Source: Eurostat (2023), Labour market statistics by other typologies [URT_D3AREA, URT_PJANAGGR3, URT_10R_3GVA, URT_LFE3EMP],
consulted October 2023.

Croatia has a pronounced urban-rural divide: as of 2020, the GDP per inhabitant in rural regions was
EUR 9 600, less than half that of urban regions (Eurostat, 202312;). At 7.8% in 2021, the unemployment
rate in rural areas is higher than in cities (6.7%) and above the EU rural unemployment rate of 5.9%
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(Eurostat, 2022(13)). The share of the Croatian rural population at risk of poverty (25.3%) is also
considerably higher than the rate in cities (13.6%) (Eurostat, 202214)).

The demographic trends of population ageing, low birth rates, and emigration particularly affect rural areas.
These trends were observed in many Croatian villages in the mid-twentieth century and have worsened in
recent decades (NejaSmi¢ and Toski¢, 201615). Property abandonment in small towns and rural areas
was also accelerated by the war in the 1990s (Lon&ar and Pavi¢, 2020p16]). Additional concerns relate to
the low level of development of rural infrastructure.

1.2. The role of agriculture in the economy

Croatia is a small player in EU farming, with 0.6% of the European Union’s agricultural output and 0.7% of
the European Union’s agriculture, fisheries and forestry value added. The sector’s contribution to GDP and
employment is also decreasing, in line with global trends and reflecting the country’s economic
development and integration into the European Union (World Bank, 201917)).

1.2.1. Agriculture in production and employment

The sector is undergoing a structural transformation that is not unique to Croatia

Between 2000 and 2020, the share of agriculture in Croatia’s GDP decreased from 5% to 3%. The sector’s
contribution to employment experienced an even stronger decrease: in 2020 it represented 6%, almost a
third of its share in 2000 (17%). This structural transformation occurs to a lesser or greater extent in
Croatia’s peer countries,* both inside and outside of the European Union (Figure 1.2).

Figure 1.2. The relative importance of agriculture has decreased

Evolution of shares of agriculture in GDP and employment
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1.2.2. Farm size, labour and income

Most farms are family-run and their economic size is small

The maijority of Croatian agricultural holdings are family farms® (Box 1.1). They made up 97% of the
144 000 holdings recorded in the 2020 Agricultural Census (Croatian Bureau of Statistics, 20211g;). This
puts Croatia in sixth place in the European Union in terms of the share of family farms, after Greece,
Romania, Poland, Malta, and Italy. As in most EU Member States, family farms in Croatia are much smaller
than non-family farms, with a mean size of 7 hectares against 63 hectares (Eurostat, 2023(19)).

The 2020 Agricultural Census reported a regular agricultural labour force of 331 473 persons, 92% of
which were family labour (including farm holders and their family members). Over half (53%) of farms had
only family workers, which puts Croatia in fourth place in the European Union in terms of the share of farms
with exclusively family labour, after Romania, Poland, and Hungary.

There are large differences in the economic size of family and non-family farms. The former had an average
economic output of EUR 9 775 in 2020, the second lowest in the European Union (after Romania). The
average output of non-family farms was EUR 139 381, also the second lowest among EU Members but
fourteen times that of family farms (Eurostat, 202319]).

Box 1.1. Legal forms of agricultural holdings

The Law on Agriculture defines “farmer” as a natural or legal person or group that performs an
agricultural activity on Croatian territory. Agricultural activities may be performed under four main legal
forms recorded in the Farm Register maintained by the Paying Agency for Agriculture, Fisheries and
Rural Development (APPRRR). As of end-2022, it recorded 166 430 legal entities. Most were family
farms (77%) and self-sufficient family farms (19%). There were 3 400 commercial companies (2%),
2 466 trades or crafts (1.6%), and 346 co-operatives (0.2%) (APPRRR, 202320)).

Family farms (OPG)

The Law on Family Agriculture declares family farming a strategically important organisational form of
agriculture. A family farm, commonly known as OPG (obiteljsko poljoprivredno gospodarstvo), is
defined as an economic entity of a natural person that independently and permanently carries out
agriculture and related activities with own and/or hired production resources and the work, knowledge
and skills of family members. The Law defines the conditions of the agricultural activity, covering
aspects such as the work of family members and the obligation to keep records of both agriculture and
supplementary activities (such as catering and tourism services). OPG holders are liable with all of their
assets for the obligations arising in the performance of agriculture.

OPGs with an economic size of more than EUR 3 000 or that are liable for income or profit tax must be
entered into the Family Farm Register, also managed by the Paying Agency. Entry into the Family Farm
Register implies mandatory membership in the Croatian Chamber of Agriculture. Farms below the
EUR 3 000 threshold are classified as self-sufficient agricultural holdings (SOPG), which produce
mainly for their personal needs and need not be entered into the Family Farm Register.

Crafts

The Crafts Act states that any economic activity that is not prohibited by law can be performed as a
craft business. A trade or craft business (obrt) is an economic activity performed independently by a
natural person (Ministry of Economy and Sustainable Development, n.d.;21)). Owners are personally
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liable for their business obligations. A craft performing agricultural activities must be entered in the Farm
Register. Crafts must also register with the Croatian Chamber of Trades and Crafts.

Co-operatives

The Law on Cooperatives governs the establishment of these voluntary associations. An agricultural
co-operative is a voluntary, open and independent association with at least seven members (natural or
legal persons) that carries out crop production, animal husbandry, forestry, hunting, or related service
activities.

Companies

Companies performing agricultural activities can take different legal forms. These are governed by the
Company Law. The most common type is the private limited company (druStvo s ogranicenom
odgovornoS$cu or d.o.0.), which can be owned by one or more persons without limitation on the number
of owners or board members. It has a minimum start-up capital requirement of EUR 2 650
(HRK 20 000). Other legal forms include the simple limited liability company (j.d.o.0.) with a minimum
start-up capital of EUR 1 (HRK 10) and a maximum of five owners and one board member (Court
Register of the Republic of Croatia, n.d.j22]), or the joint stock company (dionicko drustvo, or d.d.). All
companies must become members of the Croatian Chamber of Economy, but smaller companies are
exempted from mandatory payment (HGK - Croatian Chamber of Commerce, 202323)).

Farm income has increased following accession to the European Union, but is still below
the EU average

Agricultural labour, measured in Annual Working Units (AWU),® decreased by 25% between 2005 and
2022 (Figure 1.3). The share of salaried labour experienced a slight increase from 6% in 2005 and has
remained constant at 9% since 2017. The annual average farm income — defined by Eurostat as average
farm net value added (FNVA) per AWU’ — experienced a significant increase after Croatia’s EU accession
and up to 2020; however, in 2021 it declined to EUR 9 994, considerably below the EU average of
EUR 28 786.

There are divergences in farm income depending on the activity of the farm, with the highest 2021 value
(EUR 17 853) for horticulture. Income from field crops, wine, and grazing livestock farms was above the
average of EUR 10 119, while mixed farms and farms with other permanent crops had the lowest incomes
(below EUR 6 300) (FADN, 202324)).
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Figure 1.3. Agricultural labour is decreasing, farm value added has increased since EU accession

Evolution of agricultural labour and income
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Source: Eurostat (2023), Agricultural labour input statistics [AACT_ALI01], accessed July 2023; FADN (2023), (FNVA) Farm Net Value Added
(EUR/AWU)], accessed August 2023.

1.2.3. Land use

Croatia’s geography and climate support a diverse agricultural production

Agricultural land covers 27% of Croatia’s land area. A further 36% is covered by forests (Box 1.2). As of
2021, Croatia’s Utilised Agricultural Area (UAA) was approximately 1.5 million hectares. Land use statistics
registered an increase in agricultural land over the last two decades, in particular of permanent meadows
and pastures (Figure 1.4), in contrast with the EU-wide trend of a consistent reduction (OECD, 202325)).
However, this may be explained by a change in the methodology to estimate this land area since 2013.
The area of common land (under a tenure mode of shared farming) was recalculated with a new source of
administrative data. This change resulted in an increase of the grassland area and of the total UAA, but
data before 2013 could not be adjusted.®

BASIC etal. (2007¢) divided Croatia’s territory into three agricultural regions based on climactic
conditions and land resource potential.

e The Pannonian region, located in the east, has good natural conditions for agricultural production.
It is considered the “breadbasket” of the country, with production of arable and industrial crops,
livestock, wine, fruits, and vegetables. This region was severely affected by the war, however,
which damaged its production capacity.

e The mountainous region, in the centre, is rich in natural resources and has heterogeneous soil
conditions. Agricultural production includes livestock and crops adapted to the climate, such as
early types of corn, potatoes, rye and vegetables. Due to its high density of forests, wood
processing is an important activity, as is tourism around the Plitvice Lakes National Park.

e The Adriatic region, along the coast, is characterised by a Mediterranean climate and by the
production of citrus and other Mediterranean fruits, olives, wine, sheep, and goats.9 This is a
predominantly touristic region, with agricultural activities having a lower weight in the local
economy. The central and southern part suffered in particular from the effects of the war.
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Figure 1.4. Agricultural land covers less than one-third of Croatia’s land area

Land use and evolution of agricultural land

a. Land use in 2021 b. Evolution of agricultural land, 2001-21
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Source: FAOSTAT (2023), [Land use indicators], accessed July 2023.

Box 1.2. Forests and forestry

Croatia has a longstanding forestry and forest management sector

Croatia has an estimated 2.7 million hectares of forests and forest land (Croatian Forests, 202327)).
Forest and other wooded areas' covered around 48% of the territory in 2018, according to the EU Land
Use and Cover Area (LUCAS) survey (see also Section 3.6). Seventy-six per cent of this forest land is
state-owned, most of it managed by the state-owned company Croatian Forests (Hrvatske Sume). The
remaining area (about 661 000 hectares) is privately owned. Private forests are characterised by a large
number of properties with a size smaller than 1 hectare (Croatian Forest Research Institute, 20152g)).

Forestry and forest management have a long tradition in Croatia. The first forest mapping and Forest
Law date back to the 18 century (Anic, Mestrovic and Matic, 2012p29]). Today, the country places
emphasis on sustainable management and protection: almost half of the forest area is in the Natura
2000 network of European protected areas and all state-owned forests are certified by the Forest
Stewardship Council (FSC).2

The current Forest Law defines three types of forest: economic (or productive), protective, and special
purpose forests. Economic forests cover 52% of Croatia’s land area and are used to produce forest
products. Protective forests cover 30% and have the purpose of protecting resources such as land
(e.g. areas at risk of erosion), water or biological diversity. The remaining 18% are forests with a special
purpose, such as protected areas or scientific research (FSC Adria-Balkan Region, n.d.(3o;)

Production of wood and other forestry products

The estimated wood stock in Croatia is 418.6 million cubic metres (m?): 315.8 million m?3 is in state-
owned forests managed by Croatian Forests; 83.7 milion m?® in privately-owned forests; and
19.1 million m? in state forests used by other legal entities (FSC Adria-Balkan Region, n.d.j3q). In 2022,
6.1 million m3 of gross wood were obtained from the forests managed by Croatian Forests, generating
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a revenue of about EUR 340 million (Croatian Forests, 202331]). The private sector points out recent
positive trends in the wood processing industry, reflected in an increase in production and exports
(Croatian Chamber of Economy, 202332). Other products from forests include forest fruit, mushrooms,
herbs, resin, and humus (Croatian Forests, 202133)). As of 2016, Croatia was one of the five countries
in Europe with the highest share of forest sector workers relative to the total workforce, along with
Latvia, Estonia, Bulgaria and Lithuania (UNECE, 201934)).

Forest management challenges

The presence of landmines from the armed conflict of the 1990s poses an important challenge to forest
management and conservation. Forests constitute almost 98% of Croatia’s mine-suspected area, which
is estimated at 233.9 km? as of January 2022 and is distributed over seven counties. Demining efforts
are expected to continue in the coming years, with the goal of removing mine hazards from the entire
country by 2026 (Croatian Parliament, 202335).

Other challenges relate to the management of the privately-owned forest area, which is characterised
by its fragmentation and dispersion (Bakaric et al., 202136]). There is often unclear ownership, lack of
forest management plans and illegal logging (Croatian Forest Research Institute, 201525]). Private
forest owners also indicate that restrictive regulations and administrative obstacles prevent them from
taking advantage of the economic potential of their forests (Croatian Federation of Associations of
Private Forest Owners, n.d.;37).

1. The FAQ defines “forest” as the land spanning more than 0.5 hectares with trees higher than 5 meters and a canopy cover of more than
10%, or trees able to reach these thresholds in situ. “Other wooded land” is defined as land not classified as “forest”, spanning more than
0.5 hectares; with trees higher than 5 meters and a canopy cover of 5-10% (FAO, 2018299)).

2. The Forest Stewardship Council (FSC) certification is a voluntary certification system for verifying responsible management practices.

1.2.4. Land ownership

About one-third of agricultural land is state owned, and plots under private ownership are
very fragmented

Approximately one-third of agricultural land in Croatia is publicly owned. However, the exact size and share
of public agricultural land are unclear due to a lack of unambiguous data from a single source (Mi€evi¢,
2016y3s)). Estimates for 2013-18 indicated that 33% of all agricultural land was state-owned (Vranken et al.,
2021(39)).

This pattern of land ownership has its roots in the previous socialist system. Unlike other socialist countries,
Yugoslavia never fully collectivised agriculture, and by the 1980s private producers were farming about
three-quarters of the arable land. There was a sharp distinction between socialised enterprises, which
practised large-scale agriculture and had processing facilities, and private peasant holdings, which were
mostly farmed with primitive means and subject to a constitutional limit of 10 hectares per holding (OECD,
1973w07). Large socially-owned enterprises (agro-kombinats) were often horizontally and vertically
integrated (ARCOTRASS Consortium, 2006p411), and the registration of their land in the cadastre was often
neglected (Obradovi¢, 20162)). Following independence, the land under social ownership fell under state
ownership, with its disposal governed by the Agricultural Land Act (Josipovi¢, 20214a3)).

The disposal of privately-owned land is subject to general property law, and private owners can freely sell
and lease their agricultural land with some restrictions applicable to the acquisition by foreigners
(Section 2.4.5). The high fragmentation of plots of privately-owned land is an issue, as is the ownership by
persons who cannot be reached or have an unknown place of residence (Vranken et al., 20213g)).

The government has made efforts to increase land consolidation in the last two decades, including through
a legal reform in 2015 and projects supported by the governments of Sweden and the Netherlands that
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aimed to develop the required legal and institutional framework and conducted pilot projects in selected
regions (Hartvigsen, 2015p4). While this work resulted in improvements in the registration of plots and a
higher accuracy of land registry and cadastre records (Obradovi¢, 201642;), actual land consolidation has
been limited (Stanici¢, 2022u5)). Recently, efforts have been launched in this area, including a 2022 legal
reform and projects supported by EU funding (Section 2.4.5).

1.2.5. Financial gaps and needs

Farmers’ access to finance is a concern, but is improving

Between 2017 and 2022, there was an important decline in the financing gaps,'® of the agriculture and
food sectors. In the case of agricultural production, the gap shrunk from EUR 1 423 million to
EUR 658 million (-54%), against an increase of 33% observed for the 24 EU Member States that are
monitored."" Still, the gap relative to gross value added (GVA) was 39% in 2022, the fifth highest (fi-
compass, 2023ue¢)).

According to surveys carried out in 2018 and 2019, barriers contributing to the financing gap include a
perception of agriculture by commercial banks as a high-risk and unattractive lending sector; their lack of
knowledge of the sector’'s needs and dynamics; difficulties by farmers to meet the banks’ collateral
requirements; a lack of credit history or accountancy records of loan applicants (in particular new entrants);
and a lack of financial literacy, particularly in small family farms (fi-compass, 2020u7)).

The main drivers of farmers’ demand for finance include renewing machinery and equipment following
years of declining investments in physical assets; modernising outdated equipment and facilities; and
meeting working capital needs (fi-compass, 2020u7)). Increasing capital investments could help build the
sector’s capital stock and bridge the productivity gap with the rest of the EU (World Bank, 2019p17)).

The financing gap for agro-food companies is smaller

Enterprises in the agro-food processing sector experienced an even stronger reduction of the financing
gap from EUR 105 million in 2017 to EUR 15 million (-86%) in 2022 (fi-compass, 20234¢)).

The main factors generating financing gaps for food processing are similar to those for farmers, including
the perception of high risk by banks particularly for small and medium enterprises (SMEs) and the lack of
collateral. Other drivers are the low competitiveness of the companies, and low entrepreneurial skills and
financial literacy (fi-compass, 2020u7).

The most important drivers contributing to the demand for finance in the processing sector include
investments in capacity expansion and technology modernisation, meeting working capital needs,
developing new products and refinancing previous loans.

1.3. Structural change in the agro-food sector

1.3.1. Evolution of farm holdings

Over 70% of farms are small, but they hold only 15% of the agricultural area

The process of structural transformation in the Croatian agricultural sector is reflected in a reduced number
of farm holdings, particularly among the smallest ones. Between 2010 and 2020, the number of farms fell
by 38%, from 233 270 to 143 930. The average (mean) farm size increased from 5.8 to 8.6 hectares over
the same period, almost half the EU average farm size of 17.4 hectares in 2020 (Eurostat, 20224s).
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The farm structure in Croatia is characterised by large extremes: most farms are small, but the largest
share of the land belongs to big holdings. Small units with less than 5 hectares make up 70.6% of the total
number of holdings (Figure 1.5, panel a). Nevertheless, they hold only 15% of the utilised agricultural area
(UAA), a lower share than in 2010 (Figure 1.5, panel b). At the other end of the scale, the largest
commercial farms with 100 hectares or more represent only 1% of holdings, but cover 30% of the UAA
(against 19% in 2010). At the same time, the share of holdings in the middle (between 5 and 49.9 hectares)
increased from 23% to 26.5%, and they held 40% of the UAA 2020.

Figure 1.5. The distribution of farms is polarised

Distribution of Croatia’s number of farms and UAA by farm size (ha), 2010 and 2020
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Source: Eurostat (2023), Farm indicators by agricultural area, type of farm, standard output, legal form and NUTS 2 regions [EF_M_FARMLEG],
accessed July 2023.

In the last decade, output has increased only among larger holdings

Indicators of farm output by size show that the larger holdings of over 50 hectares were the only group that
grew in numbers and had a higher output in 2020 compared with 2010. All smaller farm categories
experienced a decrease in numbers and a decline in output during the decade (Figure 1.6).
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Figure 1.6. Larger farms have grown in number and output

Percentage change in the number of farms and output by farm size, 2010-20
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Accessed July 2023.

1.3.2. Trends in production and yields

After a few years of low or no growth, agricultural production has increased, supported by
improved yields

Following decreases in 2013 and 2014 (in the context of a general recession) and very moderate growth
up to 2017, the value of agricultural production has since recovered, with production in 2021 approaching
its 2012 and estimates for 2022 and 2023 exceeding it (Eurostat, 2023p9]). Crops represent the largest
share in production, with cereals (maize, wheat and barley) at the top, followed by oilseeds (soybeans and
to a lesser extent sunflower and rapeseed), forage plants, and vegetables (mainly fresh vegetables, plants
and flowers). The main livestock activities are cattle and pigs, followed by milk production (Table 1.2).

Both cereals and oilseeds have experienced important increases in the most recent years, with the
strongest growth observed in the value of production of sunflower seed, wheat, soybeans and maize. With
the exception of milk, livestock products, in particular cattle and pigs, have also recovered following
significant decreases during the recession years (Figure 1.7).

Table 1.2. Crops, in particular cereals and oilseeds, dominate agricultural production

Changes in the composition of agricultural production

Value (EUR million) Share %

Average of period 2005-07 2012-14 2019-21 2005-07 2012-14 2019-21

Crops, including 1457.3 1399.6 1483.8 58% 62% 63%
Maize 288.5 3218 301.0 12% 14% 13%
Wheat 140.0 156.3 140.4 6% 7% 6%
Soybeans 40.9 47.9 98.5 2% 2% 4%
Sunflower 271.2 36.7 535 1% 2% 2%
Other forage plants 85.8 156.7 191.1 3% 7% 8%
Vegetables and horticulture 332.2 189.6 240.5 13% 8% 10%
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Value (EUR million) Share %

Average of period 2005-07 2012-14 2019-21 2005-07 2012-14 2019-21

Fruits 148.4 105.4 67.8 6% 5% 3%
Wine 148.3 187.2 137.5 6% 8% 6%
Animal products, including 1035.9 842.6 889.7 42% 38% 37%
Cattle 2229 195.1 267.1 9% 9% 11%
Pigs 267.5 191.3 230.0 1% 9% 10%
Milk 264.7 239.0 166.1 1% 11% 7%
Poultry 128.9 96.6 114.4 5% 4% 5%
Eggs 67.9 60.0 60.5 3% 3% 3%
Total agricultural goods output 2493.2 2242.2 2373.6 100% 100% 100%

Notes: Production values at current prices. “Maize” includes fodder maize.
Source: Eurostat (2023). Economic accounts for agriculture - values at current prices [aact_eaa01], accessed October 2023.

Figure 1.7. Oilseed production has experienced the strongest growth since 2005

Evolution of the value of crop and animal output, 2005-2021
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Source: Eurostat (2023). Economic accounts for agriculture - values at current prices [aact_eaa01], accessed October 2023.

The yields of Croatia’s three most important crops (corn, wheat and soybeans) have improved in the last
two decades (Figure 1.8). These yields are not far from the EU average and in the case of wheat, they are
above and higher than in several peer countries.
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Figure 1.8. Wheat yields are higher than in peer countries

Evolution of the soybean, wheat and corn yields in Croatia and selected countries
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1.3.3. Trends in organic farming

Organic production and processing are growing, as is the size of the domestic market

Between 2011 and 2021, the organic area (including land in transition) grew from 32 035 to
121 924 hectares. Its share in total farmland increased from 2% in 2011 to 8% in 2021. In 2021, Croatia
was fifteenth among the 27 EU Member States in terms of the share of organic area, above Hungary,
Ireland, the Netherlands, Bulgaria, and Romania. Data from the Croatian Bureau of Statistics show a
further increase in 2022, to 129 374 hectares, or 8.95% of the UAA.

Permanent grasslands make up 48% of the organic area as of 2022. The remaining area is distributed
between arable (38%) and permanent crops (14%). Green fodder is the most important product,
accounting for 46% of the arable organic crop production. Although covering a relatively small share of
production (2% in 2022), the sector of aromatic and medicinal herbs has experienced remarkable growth:
between 2013 and 2022, the volume produced duplicated and the area triplicated.

Production of organic livestock and animal products has also grown, although with a mixed picture for
some sectors. The overall number of organically raised livestock increased from 34 430 in 2013 to 144 852
in 2022, with sheep making up 58% of the heads in 2022. Beef and veal made up three-quarters of the
production of organic animal products, followed by lamb meat (21%). The production of organic eggs
increased considerably, from 12 000 units in 2013 to 2.5 million in 2022. Organic cow milk production,
however, has contracted since peaking in 2017 with a particularly dramatic decrease between 2021 and
2022 (Ministry of Agriculture, 2023s0)).

In 2022, there were 6 132 organic producers in Croatia. This represents a more than five-fold increase
since 2010 and a considerable development of the sector since the first producers were certified in 2001-
02 (Zraki¢, Jez Rogelj and Grgi¢, 2017(s1)). By 2021, Croatia was tenth in the European Union in the number
of organic producers (FiBL, 2023s2;). While still small, the number of processors of organic products more
than doubled between 2013 and 2022, from 143 to 380. Although the domestic organic market is small
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relative to larger EU players,'? the volume of retail sales grew from EUR 69 million to EUR 99 million
between 2010 and 2021 (FiBL, 202352)).

1.4. Inclusiveness of the sector

1.4.1. Generational renewal

The number of young farmers is increasing despite the challenging context

The age distribution of farm managers skews older. In 2020, 62% of farm managers were 55 or older.
However, the number of young farmers (less than 35 years of age) is increasing. Both the number of
holdings managed by young farmers and their share in all farm holdings have increased in the last decade.
In 2020, young managers were in charge of 7% of holdings (Figure 1.9)."3

Figure 1.9. The share of young farmers is increasing

Evolution of holdings by the age of their managers and the ratio of young farmers
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Source: Eurostat (2023). Farm indicators [EF_M_FARMANG], accessed in July 2023.

The increase in the number of young farmers is a positive development, particularly in light of the overall
demographic trend of a shrinking population. The government has encouraged this trend by supporting
young farmers (of 40 years of age or less) through different interventions under the EU Common
Agricultural Policy (see also Sections 2.2 and 2.3).

Beyond generational renewal, a higher involvement of young farmers is expected to improve the economic
performance of the sector. Farms with younger managers have been found to be more competitive and
efficient. According to recent research, the average young farmer in 2016 used a larger area of agricultural
land, raised more livestock, and earned on average EUR 18 288 more than the average Croatian farmer
(Ministry of Agriculture, 2022(9)). In addition, although most Croatian farmers have only practical experience
and no formal training, a larger share of young farmers has professional training (see also Section 4.3.5).
According to the 2020 Agricultural Census, 23% of young farm managers had some agricultural training,
against only 5% of those over 55 years old (Croatian Bureau of Statistics, 2021[1g)).

POLICIES FOR THE FUTURE OF FARMING AND FOOD IN CROATIA © OECD 2025



| 45

Young farmers, however, face numerous barriers, including difficulties in access to land and financing. As
of 2022, young farmers owned only 36% of the land they used (Ministry of Agriculture, 2022j9]). This can
limit their access to finance due to insufficient collateral. In addition, a survey on the financial gaps in the
sector found that a higher share of rejected or discouraged loan applications came from young farmers (fi-
compass, 2020u47). The low levels of participation in producer organisations and other forms of
associations such as co-operatives (Section 5.1.3) also limits the possibilities for young farmers to connect
and collaborate. Overall, the process of generational renewal is slow and most often driven by the closure
of less competitive holdings managed by older farmers (Juni¢i¢, 2019s3)).

1.4.2. Gender

Women make up one-fourth of farm managers, but represent 54% of family labour

Seventy-four per cent of farm holders in Croatia were male in 2020 (Figure 1.10). This is above the
European Union average (68%) (Eurostat, 2022;541). While women made up 26% of farm managers, they
constituted 54% of the farm’s family workforce different from the holder. The regular non-family farm
workforce, on the other hand, was almost two-thirds male (Croatian Bureau of Statistics, 20211g)).

The age composition of female farm managers skews even more towards the older, with 67% being
55 years or older (against 60% in the case of males) and a lower share of female managers less than
35 years old (4% against 8% for males). This higher share of older female managers and lower share of
younger women is also observed at the EU level.

More recent data point to positive trends in farm ownership by women. According to the Paying Agency
for Agriculture, Fisheries and Rural Development (APPRRR), the share of female farm holders had
increased to 29% at the end of 2023, and the average area of agricultural land used by female farmers
grew by 5% between 2017 and 2023."*

Figure 1.10. Almost three-quarters of farm managers in Croatia are male

Distribution of farm managers by age and gender, 2020
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POLICIES FOR THE FUTURE OF FARMING AND FOOD IN CROATIA © OECD 2025



46 |

The overall gender gap in employment in Croatia is relatively narrow: in 2024 it was at around 6 percentage
points against the OECD average of 14 percentage points (OECD, 20255). The share of agriculture in total
female employment has decreased, reflecting the overall reduction of employment in the sector discussed
above. In 2021, about 5% of Croatian women were working in agriculture, compared with 15% a decade
earlier. This decrease was compensated by the larger share of women employed in services. Still,
agriculture is relatively more important in female employment in Croatia compared to several peer
countries and the European Union (Figure 1.11).

Figure 1.11. The share of women employed in agriculture has decreased

Evolution in the composition of female employment by sector, 2010 and 2021
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Source: World Bank (2023), World Development Indicators [database], accessed November 2023.

The gender gap in Croatia is relatively narrow, but women working in agriculture and from
rural areas face employment barriers and disadvantages linked to traditional roles

Data for the whole economy shows that Croatia has a narrower gender gap in paid work compared with
the OECD average: women earn on average around 8% less than men in Croatia, against 13% in OECD
Member countries (OECD, 2023;11]). Nevertheless, differences in job quality remain a concern, including a
greater share of women working on temporary contracts, as well as a higher burden from unpaid work
(OECD, 2025;5)). Although data for comparing the gender gap in agriculture is not available, a 2019
government communication indicated that women employed in agriculture earn about 14% less than their
male counterparts (Government of the Republic of Croatia - Office for Gender Equality, 2019s5)).

A 2017 study of segments of the population facing employment barriers in Croatia found that the group
facing the highest number of obstacles was made up of women living primarily in rural areas (Ovadiya
et al., 2017s6)). Given that women in Croatia spend nearly 20 hours more per week than men on unpaid
work (OECD, 2025ps)), the regional disparities in access to services such as childcare and care for the
elderly also disproportionately affect rural women. Sections 2.4.6 and 4.4.2 present examples of initiatives
to support women in rural areas and those working in the farming sector.
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1.4.3. Migration

Emigration has been a significant phenomenon throughout Croatia’s history, with successive waves in the
late 19t century, after World War Il, during Croatia’s War of Independence, and most recently following
EU accession. Inward migration flows, however, have also been rising and in 2022 exceeded emigration
flows for the first time in 15 years (Croatian Bureau of Statistics, 2023(s7)).

A large number of Croatians, especially from rural areas, left after EU accession

Outward migration following EU accession has been a main driver of population decline. OECD destination
countries reported almost 547 000 inflows of Croatian nationals to their territories between 2013 and
2021."° Peak annual values were reached in 2015 and 2016, after several EU countries lifted the remaining
restrictions for Croatian workers (OECD, 2023(s5)). According to the Croatian Bureau of Statistics (CBS),
emigrants are getting younger on average. Although reliable statistics on their level of education are
unavailable, exploratory estimates suggest that many are highly educated. Data on return migration is
scarce, making it difficult to determine the extent to which the latest emigration wave has been temporary
or permanent, but there is some evidence of accelerated returns, particularly after the COVID-19 pandemic
(OECD, 2025y5)).

The situation of rural areas also motivates emigration, which in turn contributes to abandonment and
depopulation that further aggravates their socioeconomic situation (Box 1.3). In 2022, 20 872 people
emigrated abroad from the thirteen predominantly rural counties, representing 45% of the total. In 2012,
the numbers were significantly lower, with 4 917 people leaving from rural counties (Croatian Bureau of
Statistics, 2013s9)). Up to 2021, more people left rural areas than arrived, although this trend was reversed
in 2022, in line with the trend at the national level (Croatian Bureau of Statistics, 202360)).

Box 1.3. Drivers of rural emigration

Large numbers have opted to leave Croatia’s rural areas, which in turn aggravates rural problems

The depopulation of Croatian agricultural and rural areas has been continuous over the last three
decades. Numerous factors motivate residents, particularly the younger generations, to seek better
opportunities in other parts of Croatia or abroad.

Drivers of rural emigration include the bad quality or lack of infrastructure and public services or of
support for the development of entrepreneurship. Young people often move to urban areas to finish
their education and opt to stay due to the better employment opportunities and access to services
(Musta¢, 20201;). Negative perceptions about agriculture among young people also act as deterrents
to return to the countryside and engage in farming.

Access to the EU labour market following accession in 2013 and the ongoing structural transformation
of the agricultural sector have led to significant emigration from rural areas, in turn reducing the
availability of agricultural labour and creating the need to hire immigrant workers.

One of the regions most impacted is eastern Croatia, which is traditionally focused on agriculture. This
region was most affected by the war in the 1990s, suffering almost half of the direct demographic losses
and the estimated damages in the country. In the years following the war, unemployment and other
factors, including deindustrialisation and inappropriate models of ownership and privatisation, have
structurally weakened the region and accelerated its depopulation (Majstori¢, 2020s2)).
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The decrease in labour availability has in turn promoted inward migration, particularly from
new countries of origin

Immigration flows have been rising, in particular over the last five years. In 2022, for the first time since
2008, recorded immigration flows — almost 58 000 people — exceeded emigration flows (Croatian Bureau
of Statistics, 202357)). The number of immigrants nearly quadrupled between 2017 and 2022, a trend
responding to demand and attributable to policy changes to facilitate the immigration and employment of
third-country nationals (OECD, 2025(5)) (see also Section 2.4.6). Up to 2018, over half of immigrants came
from neighbouring countries. This has recently changed, with an increase of work-related immigration from
Asia and a strong inflow from Ukraine following Russia’s war of aggression.

Only a small percentage of the work permits issued for foreigners were for agricultural workers. In 2022,
Croatia issued 2 957 permits for the agriculture and fisheries sector, or 2.4% of all permits. Although no
data on work permits granted in the food processing industry is available, the Croatian Employment Service
(CES) reported issuing a positive opinion for 4 015 work permit applications in the sector in the first eight
months of 2023."® Seasonal immigration is particularly noticeable in the summer period, with tourism a
major driver of demand. The CES recorded a demand for 29 832 seasonal workers in 2022, although only
17 907 of these positions were filled. Sixty per cent of the positions were in the accommodation and food
sectors, while only 2% were employed in agriculture, forestry and fisheries (Croatian Employment Service,
202363)).

1.4.4. Minorities

Minorities make up 8% of the population, with the Roma facing the most difficulties

According to the 2021 Population Census, Croatia is largely ethnically homogenous, with 3.5 million
inhabitants, or 91.6% of the population, identifying as ethnic Croat. The most numerous national minorities
residing in the country are Serbs (3.2%), Bosniaks (0.6%), and Roma (0.5%) (Croatian Bureau of Statistics,
2023641). They are part of the 22 national minorities explicitly recognised in the Constitution (Office for
Human Rights and Rights of National Minorities, 2023s5]). However, census figures, which are based on
self-identification, may be underestimated (OECD, 20255)). Policy initiatives aimed at supporting national
minorities are discussed in Section 2.4.6.

Most members of the Serbian national minority live in the counties of Vukovar-Srijem, Sisak-Moslavina,
Karlovac, Bjelovar-Bilogora, Primorje-Gorski Kotar and Osijek-Baranja, all of which are predominantly
rural. The majority of the Bosniak population lives in the City of Zagreb and in the counties of Primorje-
Gorski Kotar, Sisak-Moslavina and lIstria (Office for Human Rights and Rights of National Minorities,
2023i661). The latter two counties are predominantly rural.

The Roma population in Croatia faces higher poverty and unemployment rates, poor housing conditions,
poor healthcare, and low education levels (World Bank, 2019671). Over 92% are poor, with 70% living in
extreme poverty. Roma men and women from rural areas are more often affected by unemployment.
Around 7% of the Roma population is employed in agriculture, forestry, fishery, and hunting. This share is
higher for younger people: 10% of men and 5% of women of 18-29 years of age work in these sectors
(Office for Human Rights and Rights of National Minorities, 2021ss)).
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1.5. Trade and participation in global value chains

1.5.1. Evolution of agro-food trade

Agro-food trade growth slowed down and the deficit grew in the last decade

Croatia has traditionally been a net agro-food importer (Figure 1.12, panel A). In 2022, agro-food products
made up 13% of the total goods exports and 11% of imports. These shares have remained relatively stable
in the last decade, and are slightly higher than in 2000, when the sector represented around 9% of both
exports and imports. Processed goods for consumption and industry make up 57% of agro-food exports
and 70% of imports (Figure 1.12, panel B).

Since EU accession in 2013 to 2022, agro-food exports grew at an average annual rate of 8.9%, slightly
higher than the average annual growth of imports (7.8%). This represents a deceleration from the previous
decade: in 2003-12, exports grew at an average of 12% and imports at 10.6%. In the three most recent
years, exports have experienced stronger annual growth up to 21% in 2020-21. After a decline of 3% in
2019-20, imports also accelerated after 2020.

Notwithstanding the higher annual growth of exports, Croatia has maintained an agro-food trade deficit
over the last decades. As of 2022, the value of agro-food imports was 1.5 times the value exported, which
represents a decrease from a ratio of 1.8 in 2000. The deficit has grown mainly due to a negative intra-EU
agro-food trade balance — which increased from USD 1.5 billion in 2013 to USD 1.9 billion in 2022 — while
the balance with non-EU countries remained positive in the same period.

Figure 1.12. Agro-food trade has expanded and the deficit widened since 2000

A. Agro-food trade, 2000 to 2022 B. Composition of agro-food trade, 2022
Billion m Agro-food exports m Agro-food imports O Primary for consumptlon. O Primary for |nd.ustry
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Note: Agro-food definition does not include fish and fish products. Agro-food codes in HO: 01, 02, 04 to 24 (excluding 1504, 1603, 1604 and
1605), 3301, 3501 to 3505, 4101 to 4103, 4301, 5001 to 5003, 5101 to 5103, 5201 to 5203, 5301, 5302, 290543/44, 380910, 382360.
Source: Authors’ calculations based on UN Comtrade (database), http://comtrade.un.org/ [accessed November 2023].

Grains and oilseeds are the strongest export sectors

An examination of 2022 agro-food trade by product groups shows that Croatia had a small trade surplus
in vegetables (Chapters 06 to 15 of the Harmonised System), whereas trade of animal products
(Chapters 01-05) and of foodstuffs (Chapters 16-24) had a negative balance (Figure 1.13).
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Figure 1.13. Vegetable products are the only category with a trade surplus

Trade balance by product group, 2022
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The top ten export headings in 2022 represented 45% of agro-food exports (Table 1.3). They include
maize, chocolate and cocoa, wheat, prepared foods such as bread and sauces, live bovine animals, and
soybeans. The top import product was fresh swine meat. Other important import headings include bread
and pastries, preparations for animal feeding, chocolate, milk, cheese, beef, and beverages.

Table 1.3. Grains, chocolate and soybeans are among the most important export products

Top 10 agro-food products exported and imported, 2022

Code
HS-4

1005

1806

1001
1905

2106
0102
1201
1512

1602
2103

Product description
Maize or corn

Chocolate and preparations
with cocoa

Wheat and meslin

Bread, pastry, cakes, biscuits

Food preparations, n.e.s.
Live bovine animals
Soya beans

Sunflower, safflower or
cottonseed oil

Prepared or preserved meat

Sauces and condiments

Subtotal top 10 products

Other products

Total agro-food exports

Exports Share | Code
(thousand o HS-4
USD) °
318 006 9.4% | 0203
230 592 6.8% | 1905
210 275 6.2% | 2309
142 534 42% | 1806
131859 3.9% | 0406
113974 34% | 2106
106 748 3.2% | 0401
104 935 31% | 1512
88 991 2.6% | 0201
88 243 2.6% | 2202
1536157  45.5%
1839217  54.5%
3375374 100.0%

Product description

Meat of swine, fresh, chilled or
frozen

Bread, pastry, cakes, biscuits

Animal feed preparations

Chocolate and preparations
with cocoa

Cheese and curd
Food preparations, n.e.s.
Milk and cream

Sunflower, safflower or
cottonseed oil
Bovine meat, fresh or chilled

Waters and non-alcoholic
beverages

Subtotal top 10 products
Other products

Total agro-food imports

Imports
(thousand
USD)

262 267

247039

245 347
203610

191 621
182 821
152 035
138 326

135 251
133773

1892 092
3132 508
5024 600

Share
%

5.2%

4.9%

4.9%
4.1%

3.8%
3.6%
3.0%
2.8%

2.7%
2.7%

37.7%
62.3%
100.0%

Note: The HS descriptions have been simplified and are provided only as a reference.
Source: Authors’ calculations based on UN (2022), UN Comtrade (database), http://comtrade.un.org/ [accessed November 2023].
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Export patterns changed over the last two decades, with sugar in particular, losing
importance

The composition of Croatian agro-food exports has changed over the last decades (Figure 1.14). Cereals
and their preparations have gained in importance, with their share increasing from 16% to 25% between
2000 and 2022. The export share of live animals grew from 0.4% to 6% in the same period, and oilseeds
also gained in importance. Two products, sugar and tobacco, lost important shares. Sugar experienced a
boost early in the period, becoming one of the top five export products in all but one year over the 2001-
16 period. Its share in agro-food exports peaked at 20% in 2006, but declined to 3% in 2022 along with the
value exported, particularly after 2016 and driven by the abolition of the EU sugar quota system (Box 1.4).
In the case of tobacco, the value exported has increased but as other products gained importance, its
share in exports shrunk from 20% in 2000 to 7% in 2022 (UN Comtrade, 2023s9)).

The composition of imports, however, has remained relatively stable. The products that stand out as having
increased their shares in agro-food imports between 2000 and 2022 include meat (from 6.5% to 12%) and
cereal preparations (from 5% to 9%). Imports of live animals and of coffee and tea lost shares, from 7% to
3% and from 6% to 2%, respectively.

Figure 1.14. Cereals and oilseeds have gained importance, while sugar and tobacco lost
importance

Composition of agro-food exports, 2000, 2010 and 2022
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Note: Export sectors defined at the HS chapter level: live animals (01), cereals and cereal preparations (10 and 19), oilseeds (12), sugar (17),
cocoa and chocolate (18), food preparations (21), tobacco (24).
Source: Authors’ calculations based on UN Comtrade (database), http:/comtrade.un.org/ [accessed November 2023].
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Box 1.4. Evolution of the sugar sector

Sugar beet production and sugar exports have collapsed in recent years

For a long time, sugar production was a profitable and successful activity and one of Croatia’s leading
export industries. However, fluctuations in world prices and changes in EU policy have contributed to
its collapse: between 2012 and 2022, the production of sugar beet in Croatia was more than halved
(Eurostat, 2023u9)), leading to the closure of processing facilities.

The abolition of sugar production quotas in the European Union was an important driver of this collapse.
These quotas, in place for almost 50 years, were terminated in September 2017; their abolition led to a
decrease in domestic prices (OECD/FAO, 2019i70;)) that motivated structural changes and a
consolidation of the European sector. This was also the case in Croatia, where the three large sugar
mills merged into a single company at the end of 2018 (Feli¢, 2022(71;). While EU sugar producers had
access to a mechanism that provided EUR 5.4 billion to support the industry’s restructuring and help it
to prepare for the quota abolition, it operated between 2006 and 2010, prior to Croatia’s accession to
the European Union, so the Croatian industry did not benefit from these funds. Croatian sugar mills also
faced increased competition from the largest European players such as Siidzucker group from
Germany, Cristalco from France, and Agrana from Austria, as well as from non-EU countries such as
Brazil (Repecki, 202172;). Other issues affecting production in Croatia include sugar beet rot due to
weather conditions and fluctuations in world prices (Kuskunovié, 202373). Considering these
circumstances, Croatia provides coupled support to the production of sugar beet using EU and state
funds (see Sections 2.3.3 and 2.4.2).

Croatia mainly trades agro-food products with EU partners, from which 85% of its imports
originate

Two-thirds of Croatia’s agro-food exports and 85% of imports in 2022 were intra-EU (Figure 1.15). The top
destinations for exports within the European Union were Italy (21%), Slovenia (15%), and Germany (8%).
The most important non-EU partners were Bosnia and Herzegovina (11%) and Serbia (10%). Exports to
countries outside of Europe are relatively low, with the United States as the top export destination outside
the continent (1%).

The largest share of agro-food imports originated from Germany (14%), followed by Italy, Hungary (11%
each), and Slovenia (10%). The main non-EU import sources were Serbia (6%), Bosnia and Herzegovina
(2%), North Macedonia (1%) and Turkiye (1%) (Figure 1.16).
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Figure 1.15. Non-EU neighbour countries are the destination of one-fourth of exports

Main export destinations for agricultural and food products, 2022
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Source: Authors’ calculations based on UN (2023), UN Comtrade (database), http://comtrade.un.org/ [accessed November 2023].

Figure 1.16. EU partners supply most of Croatia’s agro-food imports

Main import sources for agricultural and food products, 2022
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Source: Authors’ calculations based on UN (2023), UN Comtrade (database), http://comtrade.un.org/ [accessed November 2023].

Trade with EU partners is more dynamic than with third countries, particularly following EU
accession

Agro-food trade with EU partners showed an increasing trend over the last two decades, and the gap
between intra-EU and extra-EU trade widened following EU accession (Figure 1.17). Between 2000 and
2013, exports to and imports from EU Member States grew at higher average annual rates than for non-
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EU partners: 14% against 11% for exports and 13% against 10% for imports respectively. After accession,
this gap increased and, between 2014 and 2022, exports to EU partners grew at an average annual rate
of 15% against 6% for non-EU partners. During the same period, imports from EU partners grew 8%
against 4% for non-EU partners.

Bosnia and Herzegovina, which had traditionally been the top destination of Croatia’s exports, moved to
the second place in 2017 and to the third in 2019. Its share in exports fell from 33% in 2010 to 11% in
2022. On the import side, Brazil was the most affected partner: in 2010, it was the sixth most important
import source, with a share of 7%, but by 2022 its share in imports had declined to 0.4%.

Figure 1.17. The gap between EU and non-EU trade has widened since 2014
Evolution of agro-food trade with EU and non-EU trading partners, 2000-22
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Note: EU data refers to the EU-28 (including the United Kingdom) up to 2019 and the EU-27 thereafter.
Source: Authors’ calculations based on UN Comtrade (database), http:/comtrade.un.org/ [accessed November 2023].

1.5.2. Integration of the agro-food sector in international markets

Both agriculture and food have deepened their participation in global value chains

The OECD Trade in Value Added (TiVA) database considers the value added by each country in the
production of goods and services that are traded and consumed worldwide, providing a broad view of
where value is created at each stage of global value chains (GVCs). An examination of international value-
added flows related to the agro-food sector (Box 1.5) gives a perspective of countries’ integration into
GVCs that goes beyond conventional trade data.!”

TiVA data reveal international flows of value added that are not captured by traditional trade statistics. In
some cases, the top destinations of value-added exports and sources of value-added in domestic demand
differ from the top trading partners in terms of gross exports and imports. For example, higher shares of
Croatia’s agro-food value added go to Germany, the United States, France, and the United Kingdom than
the gross export data indicates. On the import side, while the People’s Republic of China represents less
than 1% of agro-food imports, it is among the top 10 sources'® of agro-food value added in Croatia’s
domestic demand.
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Box 1.5. Indicators to measure engagement in global value chains and identify value adding
pathways in agriculture and food trade

Exploring trade in value added provides insight into the different types of value creation for the
agricultural sector. Direct exports of agricultural value added occur from the sector itself through primary
product exports. Indirect exports of agricultural value added embodied in other exports represent the
agricultural value added that is exported by other domestic industries, for example in processed or
transformed products. At the same time, there are important shares of value addition from services and
industrial sectors in the export value of agricultural products. Services represent a wide range of
activities including business services (such as agricultural consultants and contractors), transport and
trade services, which, in the same way as food processing, can increase domestic value creation.

OECD research has identified two value adding pathways related to trade and GVC engagement. The
first is a processing pathway, where domestic value addition to agriculture and links to trade and GVCs
occur through downstream processing sectors. The second is a primary pathway, where domestic value
addition is made to the primary product, and the sector’'s engagement in trade and GVCs is via direct
exports for foreign processing or foreign final demand. The research found that countries participating
in trade and GVCs via the primary pathway generated equivalent overall trade-related domestic value-
added returns as those participating via the processing pathway. A key difference was the share of
services value-added, which was higher in countries that followed the primary pathway.

These two pathways are captured in two key indicators that measure a country’s degree of engagement
in GVCs: i) backward participation, which measures the share of imported intermediates embedded in
the country’s exports and represents the processing pathway; and ii) forward participation, which
measures the share of exports that form an intermediate into other countries’ exports and represents
the primary pathway.

Source: Greenville, Kawasaki and Jouanjean (2019r74)); OECD (2020;75)).

Croatia’s agriculture and food industry have deepened their forward and backward linkages with global
production networks over the last two decades (Table 1.4). The foreign value-added content of agriculture
and food exports from Croatia to the world increased across the period, as did the share of Croatian value
added embodied in other countries’ exports of these sectors. In general, 2020 indicators of backward and
forward linkages in both industries are below the EU average.

While agriculture increased its reliance on foreign final demand between 2000 and 2020, the food,
beverages and tobacco industry reduced it, as the share of its domestic value-added meeting foreign final
demand declined from 28% to 24%.

The foreign value-added (FVA) content of agriculture (27%) and food exports (32%) are above the FVA
share observed in 2020 for the Croatian economy (24.5%). The highest FVA shares in the economy are
found in industries such as basic metals (47%) and transport equipment (46%).

Croatia is roughly in the middle of the peer group in terms of the FVA content of exports for both agriculture
and food. Austria, Lithuania and Hungary all showed higher FVVA shares in both sectors. Like Croatia, most
peer countries increased the FVA content of their agriculture and food exports between 2000 and 2020
(Figure 1.18).
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Table 1.4. Agriculture and food have increased their forward and backward linkages

Evolution of indicators of participation in global value chains

Croatia EU-27 average
2000 2010 = 2020 2000 2010 = 2020

Agriculture, hunting and forestry

Backward linkages: Foreign value added in exports 18.90 2150 2660 2227 2827 28.61

Forward linkages: Domestic value added embodied in foreign countries’ exports 0.20 0.40 0.40 0.29 0.38 0.46

Share of industry's value-added meeting foreign final demand 2420 2470 3370 3644 4511 5047
Food, beverages and tobacco

Backward linkages: Foreign value added in exports 2420 2590 3170 3159 3534  36.87

Forward linkages: Domestic value added embodied in foreign countries' exports 0.70 0.90 1.20 0.94 1.1 1.22

Share of industry's value-added meeting foreign final demand 2870 2320 2370 2915 3463 37.33

Notes: The value for the European Union is a simple average of the values for its members in the corresponding year. The table refers to the
TiVA indicators EXGR_FVASH (foreign value added embodied in the industry's exports as a percentage of industry's total exports);
EXGR_DVAFXSH (domestic value added content embodied in the exports of the industry in foreign countries, as a percentage of country's
gross exports), and VALU_FFDDVA (share of the industry's value added that ultimately meets foreign final demand - whether as a direct or an
indirect export).

Source: OECD (2023), Trade in Value Added (TiVA) [database], oe.cd/tiva (consulted November 2023).

Figure 1.18. Croatia is in the middle of the peer group in terms of export FVA

Evolution of foreign value added in exports between 2000 and 2020
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Source: OECD (2023), Trade in Value Added (TiVA) [database], oe.cd/tiva (consulted November 2023).

The foreign services content of agro-food exports is increasing

TiVA indicators highlight the trend of “servicification” of global value chains,® reflected in an increase in
exports of services value-added, both direct and indirect (in particular services embodied as inputs in the
exports of goods). For Croatia, the total services content (domestic and foreign) is higher for the food
industry than for agriculture (31% vs. 23% in 2020) and has been increasing since 2000, although it
remains lower than the EU average (Table 1.5). The content of foreign services has increased in both
sectors, pointing to deeper integration in global value chains. In both cases the foreign services content as
of 2020 was below the EU average.
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Table 1.5. Agro-food exports have a growing foreign services content

Evolution of the services value-added content of exports

Croatia EU-27 average
2000 2010 2020 2000 2010 2020

Agriculture, hunting and forestry

Foreign services content 8.20 9.40 13.20 10.71 14.01 15.11

Domestic services content 9.50 10.40 9.50 12.55 14.11 13.40

Total services content 17.70 19.80 22.70 23.26 28.12 28.51
Food, beverages and tobacco

Foreign services content 11.10 11.70 15.90 15.05 18.16 19.94

Domestic services content 11.90 15.80 15.50 17.24 18.80 17.49

Total services content 23.00 27.50 31.40 32.29 36.96 3743

Notes: The value for the EU is a simple average of the values for its members in the corresponding year. Share of value-added originating from
all domestic and foreign service industries in total gross exports by industry. Service industries include construction, wholesale and retail, hotels
and restaurants, transport and communications, finance, real estate and business services as well as public services.
Source: OECD (2023), Trade in Value Added (TiVA) 2022 edition (database), oe.cd/tiva (consulted November 2023).

1.6. Conclusions

Croatia has made significant economic and human development progress since its independence. The
loss of a large share of its population driven by emigration nevertheless poses a considerable challenge.
Rural areas are also at a disadvantage, with a deep urban-rural gap across many economic and social
dimensions.

The economy is highly concentrated on services, especially tourism. Agriculture has a relatively small -
and shrinking — share of GDP and employment. The sector is experiencing a structural transformation that
is also observed in other EU and non-EU countries. The number of farms is decreasing, with larger holdings
increasing in number and output in the last decade.

Despite these changes, small, family-run farms continue to be the backbone of Croatia’s rural areas and
land consolidation remains a challenge. Most farms are family-run, and over 70% are small, even if they
hold only 15% of the agricultural area. Farm income increased following EU accession but still has a long
way to go to converge with the EU average.

Croatia has a high diversity of agricultural activities and agricultural production has picked up recently after
several years of low growth or decline in the context of a severe economic recession. The sector’s share
in total exports and imports has increased since 2000. Organic farming and related processing activities
are also growing,

There are some pending tasks related to the management of state-owned land and to land consolidation,
which have historical roots in the previous socialist system. An estimated one-third of agricultural land in
Croatia is publicly owned, but there is no definitive data on the total area under public ownership. In
addition, plots in private hands are generally small and highly fragmented, and past land consolidation
efforts have yielded limited results, although efforts in this area have been stepped up in recent years.

Although farmers’ access to credit is improving, some continue to face constraints, particularly the younger
ones. This can be linked to land access and difficulties to meet collateral requirements. Nevertheless, an
increase in the number of young farmers is an encouraging development in light of the challenging context.

Women make up about one-fourth of farm managers, but represent over half of farm family labour. While
rural women remain affected by employment barriers and face obstacles linked to traditional gender roles
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and regional disparities in access to services, recent data points to a positive evolution in female farm
ownership.

Emigration has been an integral part of Croatia’s history and there was an important wave following EU
accession in 2013 when many people, especially from rural areas, left the country. This has created a
labour market gap that is increasingly being filled by workers from non-EU countries. In 2022, inward
migration flows exceeded emigration flows for the first time in 15 years.

Total agro-food trade growth has slowed and the trade deficit grew in the last decade. However, Croatia
increasingly trades agro-food products with EU partners, particularly after accession. Exports are
dominated by cereals and oilseeds, with the collapse of the sugar sector marking a notable change in the
composition of exports. In general, the agriculture and food sectors have deepened their linkages with
global value chains and there is an increase in the services content of agro-food trade.
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Notes

' Unless other references are specified, the main sources of this report are Croatia’s responses to a
questionnaire of the OECD Committee for Agriculture and subsequent follow-up, information collected in
connection with the OECD Secretariat’s fact-finding mission, and information provided by Croatia to the
OECD in the context of the annual agricultural policy monitoring.

2 The EU territory is subdivided into regions at three levels, from larger to smaller units (NUTS 1, 2 and 3).
The urban-rural typology is applied to NUTS 3 regions. “Predominantly rural’ regions are those where at
least 50% of the population live in rural grid cells, or 1 km? cells with a population density of less than
300 inhabitants per km? and/or fewer than 5 000 inhabitants (Eurostat, 2020(77)).

3 The predominantly rural counties are Bjelovar-Bilogora, Istria, Karlovac, Koprivnica-Krizevci, Krapina-
Zagorje, Lika-Senj, Medimurje, Pozega-Slavonia, Sisak-Moslavina, Virovitica-Podravina, Vukovar-
Sirmium, Zadar, and Zagreb County.

4 The choice of illustrative peer countries for Croatia includes a mix of significant EU trading partners, small
non-EU OECD Members and fellow OECD accession candidates: Austria, Bulgaria, Costa Rica, Hungary,
Italy, Israel, Romania, and Slovenia.

5 The United Nations' Food and Agriculture Organization (FAO) defines a family farm as “a means of
organizing agricultural, forestry, fisheries, pastoral and aquaculture production which is managed and
operated by a family and predominantly reliant on family labour (...)".

6 Annual Working Unit (AWU) is the measure used to describe the work carried out by one person who is
working full-time on a farm. It is equivalent to the total hours worked divided by the average hours worked
in full-time jobs in the country.

 Average farm net value added (FNVA) per AWU is equal to gross farm income minus the depreciation
costs. It considers agricultural support and income taxes. Measuring farm income per AWU allows to
account for the different farm scales and provides a better measurement of agricultural labour productivity.

8 Information from the Croatian Bureau of Statistics, provided to the OECD by the Ministry of Agriculture.

9 Information on the regions’ main activities provided by the Ministry of Agriculture in the context of the
OECD fact-finding mission and complemented by (Frani¢ and Mikus, 20137g)).

10 Fi-compass, the platform for advisory services on financial instruments under EU shared management,
defines this gap as the unmet financing demand from economically viable farms and agri-food SMEs. It
includes loans applied for but not obtained, financing refused by the potential borrower, and loans not
applied for due to fear of rejection.

" Austria, Belgium, Bulgaria, Croatia, the Czech Republic, Denmark, Estonia, Finland, France, Germany,
Greece, Hungary, Ireland, Italy, Latvia, Lithuania, the Netherlands, Poland, Portugal, Romania, Slovakia,
Slovenia, Spain, and Sweden.
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2. Germany is the EU country with the largest market for organic products, with 2021 retail sales of
EUR 15.9 billion. Among the Member States that joined the European Union after 2004, the largest market
is Poland, with EUR 314 million.

13 In the context of the EU Common Agricultural Policy, the definition of “young farmer” sets a maximum
age of 40 years. If this threshold is considered, 14% of farm managers in Croatia at the end of 2023 were
young farmers (information provided to the OECD by the Croatian Ministry of Agriculture).

14 Information provided to the OECD by the Ministry of Agriculture in March 2024.

'S The Croatian Bureau of Statistics (CBS) records lower emigration figures (a total of 350 000 between
2013-21). However, CBS numbers are based on de-registrations and are thus likely to substantially
underestimate emigration figures: in practice, people often do not de-register before leaving the country
(OECD, 2025)).

16 Note that a positive opinion from the CES does not mean that a work permit will be granted, as additional
tests by the Ministry of the Interior must be conducted as a next step.

7 Conventional measures of international trade not always reflect the flows of goods and services within
global production chains. The TiVA approach better reflects the significantly higher contribution made by
services in GVCs, the role of imports in export performance, and the true nature of economic
interdependencies.

'8 Note that foreign value added of the agriculture or food sectors may be embodied in imports of other
industries.

' This phenomenon describes the trend of manufacturing sectors increasingly relying on services, whether
as inputs, as activities within firms or as output sold bundled with goods. It relates to GVCs, as services
are often deployed through international production networks (Miroudot and Cadestin, 2017/7s)).
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Z Trends and evaluation

of agricultural policies

Croatia’s post-independence path entailed significant changes to its laws,
policies, and policy paradigms. Current agricultural policies are to a large
extent decided at the EU level and governed by the Common Agricultural
Policy, with some space available to adapt the CAP to its national needs and
priorities. This chapter outlines the institutional framework governing the
agro-food sector and reviews the evolution of Croatia’s agricultural policies,
from the period following independence to the current implementation of the
2023-27 CAP. Beyond the CAP, it addresses other policies financed with EU
and national funds. The chapter also examines relevant trade policies.
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Key messages

e Following Croatia’s integration into the European Union in 2013, its agricultural policies are
mostly determined at the EU level. Croatia uses the space provided by the implementation
options of the Common Agricultural Policy (CAP) and the greater flexibility of the 2023-27
CAP Strategic Plan to adapt EU policy to its needs and priorities.

e In its new CAP Strategic Plan, Croatia has allocated a relatively high share of funds to a
payment that seeks a redistribution from large farms to small and middle-sized farms. Direct
payments and rural development interventions designed to attract young people to the sector
remain important. Coupled support, in particular to livestock sectors, will also continue up to
the maximum share allowed by EU rules. Agricultural risk management focuses on the
provision of insurance subsidies.

e Croatia uses its national budget to co-finance CAP rural development measures and to fund
state aid programmes, including additional coupled support to sensitive sectors — dairy cows,
breeding sows, sugar beet, tobacco, and olive oil — and measures that preserve indigenous
breeds.

o The EU-funded Recovery and Resilience Plan, approved in 2021, is not sector-specific but
also finances investments in agriculture and food to improve logistics, increase land
consolidation, monitor soils, improve digitalisation, and reduce food waste.

e The processes to lease and sell state-owned agricultural land are slow and the legal
framework changes frequently. This creates uncertainty for farmers and could hinder land
ownership by young farmers, in turn affecting their access to finance. The most recent legal
reform has sought to speed up processes to dispose of this land.

e Promoting competitiveness and increasing market diversification are important national
objectives. There is no specific export promotion strategy for the agro-food sector, and
different public and private actors perform trade promotion activities.

2.1. Evolution of the agricultural policy framework

Over the more than three decades since its declaration of independence, Croatia has successfully
transitioned to a stable market-based economy that is well integrated in the international arena. This
process has been characterised by important institutional reforms and by a significant evolution of policies
in all areas. The 2003 application to join the European Union (EU) marked the start of convergence towards
the EU framework, with the definitive adoption of EU policies and legislation upon its accession in 2013.
This process has shaped Croatia’s economic development, institutional framework and policymaking
(OECD, 2019p)).

2.1.1. Policies in the first years of independence

Agricultural policy paradigms changed rapidly after independence, with Croatia prioritising
market liberalisation and closer ties with the European Union

Prior to Croatia’s independence, agricultural policy in Yugoslavia was characterised by central plans that
set targets for agricultural production. There were stark differences between socialised enterprises
practising large-scale farming and peasant holdings (see also Section 1.2.4), and the plans promoted
contracts between peasants and the socialised sector aiming to foster the growth of peasant agriculture.

POLICIES FOR THE FUTURE OF FARMING AND FOOD IN CROATIA © OECD 2025



| 69

Policy instruments included guaranteed and minimum prices, state interventions in the domestic market,
and engagement in foreign trade, as well as import quotas and, in some cases, export bans to safeguard
domestic supplies (OECD, 1973(2)).

Following independence, Croatia started to develop its own agricultural policy. The transition to a market
economy involved reorganising the agricultural production structure and changing the country’s
development focus (ARCOTRASS Consortium, 2006(3)). Initially, most measures were taken over from
Yugoslav legislation. The war of independence constrained government action and its focus on agriculture,
caused extensive damage to natural resources and infrastructure, in addition to driving the population
away from valuable agricultural areas (Frani¢ and Ljubaj, 2015(). Key milestones include the
establishment of a public agricultural advisory service in 1991 (Box 4.1) and the adoption of the
Development Strategy for Croatian Agriculture in 1995.

Policies included guaranteed prices for wheat, sugar beet, sunflower, soybeans, rapeseed, and tobacco,
and special import levies on numerous agricultural and food products. Croatia granted production subsidies
for livestock (especially cattle) and crops (in particular tobacco and sugar beet), as well as input subsidies
for mineral fertilisers and certified seeds (World Trade Organization, 1996s)).

Accession to the World Trade Organization (WTO) in 2000 required intensified market liberalisation and
aligning domestic legislation with WTO agreements. Reforms included increased allocations to “Green
Box” support measures (with less trade-distorting effects), the introduction of area payments for crops and
of payments per head in livestock production, and the provision of investment aids for vineyards and
orchards. In addition, special import levies and input subsidies were abolished, and guaranteed prices
reduced with the objective of abolition' (World Trade Organization, 2000j)).

Integration into the European Union in 2013 also implied a process of alignment with the EU legal
framework. This convergence was supported by financial assistance from various instruments (Box 2.1).

Box 2.1. EU support for pre-accession in Croatia

Despite implementation difficulties, EU funds reached end-beneficiaries and had an impact

Croatia’s pre-accession was supported by several EU assistance instruments. Initially, they operated
separately: the Community Assistance for Reconstruction, Development and Stabilisation programme
(CARDS) for the Western Balkan region, the Programme of Community Aid to the countries of Central
and Eastern Europe (PHARE), the Instrument for Structural Policies for Pre-Accession (ISPA), and the
Special Accession Programme for Rural Development (SAPARD). In 2007, these were replaced by the
Instrument for Pre-Accession Assistance (IPA) (European Commission, n.d.7;). In agriculture and rural
development, Croatia received funds from SAPARD in 2005-06 and from IPARD (the rural development
component of IPA) in 2007-13.

SAPARD (active from 2000-06) sought to help candidate countries implement the Common Agricultural
Policy (CAP) and related policies, and to assist in the transformation of their agriculture to prepare for
integration into the European Union. Each country was invited to formulate a National Agriculture and
Rural Development Plan (the “SAPARD Programme”), selecting from 15 measures. As Croatia had a
much shorter implementation period than Romania and Bulgaria, it focused only on two of these
measures: investments in agricultural holdings, and improving the processing and marketing of
agricultural and fishery products. The public expenditure allocation for Croatia under SAPARD
(EUR 33 million) was much smaller than for Romania (EUR 1.5 billion) and Bulgaria (EUR 722 million).
The ex post evaluation of SAPARD indicates that the rate of absorption of EU funds in Croatia was low
(56%), as was the percentage of projects actually implemented (22%) (Sanopoulos et al., 2013(g)).
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IPARD was active from 2007-13. Croatia’s programme included three priority axes: (i) improving market
efficiency and the implementation of Community standards, (ii) preparatory actions for the
implementation of agri-environmental measures and local strategies for rural development, and
(iii) development of the rural economy. The total budget was EUR 162 million, with 75% funded by the
European Union. According to its ex post evaluation, IPARD was moderately successful in the use of
funds and the measures’ effectiveness. Reasons for this limited success include the late start of the
implementation and a lack of capacity of the implementing institutions and the users (KPMG Croatia,
20179). The situation was aggravated by the recession that affected Croatia during this period.

Despite the modest results in terms of use of the funds and project implementation, a firm-level analysis
of the impact of SAPARD and IPARD grants to modernise and improve production capacities found that
these grants had a positive effect on short- and medium-term indicators of growth and business
performance of the beneficiary companies (Kukog, Skrinjari¢ and Juragak, 202110)).

2.1.2. Start of convergence with EU policies and pre-accession

Alignment with EU policies started with legal reforms and changes to support policies...

The Law on Agricultural Land and the Law on Agriculture — both from 2001 — marked the first steps towards
harmonisation with EU policy (Frani¢ and Miku$, 201311)). Further developments included the 2002
adoption of a strategy for agriculture and fisheries that widened the focus to rural development. Croatia’s
policies also started placing more emphasis on food safety and organic farming (Mikus, 201412)).

Support to the sector was gradually aligned with EU policies. After 2000, Croatia introduced new models
of support, such as decoupled direct payments (World Trade Organization, 2010y13]). Other noteworthy
reforms include the creation of the Farm Register in 2002 - with registration as the first requirement for
farmers to obtain state aid — and the 2009 adoption of the Act on State Support in Agriculture and Rural
Development that sought to gradually harmonise the system of direct payments with the EU Single
Payment Scheme (MikuS, 201412). In line with the EU Common Agricultural policy (CAP), the 2009 Act
also differentiated between direct payments and rural development support and between basic area-based
payments and coupled payments (Frani¢ and Ljubaj, 2015(4)).

Coupled direct payments, which had played an important role in previous years, decreased between 2006
and 2012, although they remained in place for sensitive sectors. Basic flat rate area payments for
agricultural land were introduced in 2009, and payments in line with the EU Single Payment Scheme in
2012 (Mikus, 2013p14;). Expenditures for rural development and for general services also increased, as did
their share in total budgetary transfers (Mikus, 201412)).

...and continued by incorporating the rural development dimension

The EU accession negotiations marked a period of “learning about rural development”. The scope of
agricultural policies broadened to include the overall development of the rural economy, a process that
was supported by the SAPARD and IPARD programmes (Frani¢ and Ljubaj, 2015(). In 2008, Croatia
adopted a Rural Development Strategy for 2008-13 in line with the CAP. However, the implementation of
the intended policy reforms and their communication to users were limited with the result that Croatia’s
agricultural policy measures remained focused on direct payments (Frani¢ and Mikus, 201311)).

Despite these limitations, rural development initiatives by local actors increased as they became familiar
with the EU’s LEADER approach.? In this context, the Croatian Network for Rural Development was
established in 2007 with the purpose of connecting civil society organisations to collaborate and share
knowledge that would improve life in rural areas (Croatian Network for Rural Development, 2024151). The
first Local Action Group (LAG Gorski Kotar) was formed in 2008. Croatian stakeholders recognise the
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importance of rural development. Indeed, 90% of Croatian respondents to a survey on the development of
the European Union’s rural vision towards 2040° supported consideration of the needs of rural areas in the
EU’s public spending decisions, as opposed to 79% at the EU level (European Commission, 2021 1¢)).

2.1.3. Institutional framework for agricultural policy management

The governance around the agro-food sector has changed in recent years

The institutions in charge of implementing policies related to agriculture and food have changed in recent
years as a result of Croatia’s EU membership, the evolution of policy focus areas, and the reorganisation
and consolidation of domestic agencies.

The main governing authority of the sector is the Ministry of Agriculture,* which is responsible for agriculture
(including support to agriculture and the organisation of agricultural markets), fisheries, forestry, rural
development, and agricultural land. It is also in charge of sanitary and phytosanitary policy, including plant
varieties, plant health, the use of pesticides and fertilisers or the prevention, detection and control of animal
diseases and zoonoses. Furthermore, the ministry is also responsible for food safety and hygiene, food
quality and labelling, animal feed, reduction of food waste and loss, and quality systems for agricultural
and food products, among others.

EU regulations require that Member States establish paying agencies responsible for the management
and control of expenditures from the CAP funds (European Commission, n.d.;17;). In Croatia, the Paying
Agency in Agriculture, Fisheries and Rural Development (Agencija za placanja u poljoprivredi, ribarstvu i
ruralnom razvoju - APPRRR) was established in 2009 during the pre-accession phase. APPRRR is a public
body in charge of the implementation of the CAP and the EU Common Fisheries Policy, and of national
programmes and measures. The work of APPRRR is supervised by an Administrative Council presided by
the Minister of Agriculture and including representatives of the Ministry of Finance and the Ministry of
Regional Development and EU Funds.®

In addition to executing the payments, APPRRR must verify that beneficiaries comply with all rules and
requirements, including those established under the CAP’s cross-compliance (Section 2.2.2). The agency
is in charge of managing the Farm Register, the AGRONET electronic system for processing subsidy
applications® and other registries and databases, including ARKOD (the system for digital identification of
land parcels). It also has responsibilities in the area of international trade, such as issuing import and export
licences (see also Section 2.6.2).

In view of the growing importance of EU policy in Croatia, the increasing complexity of the conditions and
requirements for CAP payments and the expansion of its responsibilities, operating APPRRR requires
more staff. As of October 2023, the agency had 797 employees, a four-fold increase from 2009, the
agency’s first year of operation (Figure 2.1). As a comparison, the total staff employed by the Ministry of
Agriculture in October 2023 was 858.

The Croatian Agency for Agriculture and Food (Hrvatska agencija za poljoprivredu i hranu - HAPIH)' is a
specialised public institution that gives professional and scientific support to the Ministry of Agriculture in
areas such as drafting legislation and providing expert opinions. It also participates in the implementation
of official controls and other activities related to food, animal feed, animal health and welfare, plant health,
and plant protection. HAPIH is the national contact point of the European Food Safety Agency (EFSA),
ensuring the co-ordination of the national network of institutions in the fields of food safety and animal feed.
It started operating in January 2019, taking over most staff and responsibilities of previously existing
agencies including the Croatian Food Agency (HAH) and the Croatian Agricultural Agency (HAP) (Croatian
Parliament, 20181g)).
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Figure 2.1. The responsibilities of APPRRR demand a growing number of staff
Evolution of staff of the Paying Agency for Agriculture, Fisheries and Rural Development, 2009-2023
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Note: The number for 2023 corresponds to staff employed as of mid-October.
Source: Authors, with information provided by the Croatian Ministry of Agriculture.

The State Inspectorate® (Drzavni inspektorat) is responsible for inspection and official controls in many
areas, including food safety and sanitary and phytosanitary inspections. There were several legal reforms
and institutional reorganisations in this area. A State Inspectorate was created in 1997 to put under a single
umbrella the responsibilities of numerous separate inspectorates beyond agro-food. However, in 2014 it
was abolished, and inspection functions were returned to separate authorities, including the Ministry of
Agriculture. A 2018 legal reform unified again the inspection services and re-established the State
Inspectorate in its current form. The new institution started working in April 2019 (OECD, 20191)).

Other institutions with competences relevant to the sector include the Ministry of Health (aspects related
to food safety and the protection of human health), the Ministry of Economy and Sustainable Development
(environmental policies), the Ministry of Foreign and European Affairs (export promotion), the Agency for
the Protection of Market Competition (competition in the domestic market), the Croatian Accreditation
Agency (technical regulations) and the Croatian Bureau of Statistics (national statistics including the
Agricultural Census). Section 2.6.2 details the institutional arrangements for trade policy.

2.1.4. The strategic vision and priorities for Croatia’s agriculture and food

The government and stakeholders developed a strategic vision for the sector

Croatia’s agricultural policy is based on the CAP objectives along with other EU and international
commitments and domestic priorities. Two recent strategic exercises helped define the priorities of its food
system: the CAP Strategic Plan for 2023-27 (Section 2.3) and a national Agricultural Strategy up to 2030
(“the 2030 Strategy”), adopted in February 2022. For the definition of the 2030 Strategy, the government
and agro-food sector representatives agreed on a vision of agricultural development that seeks to “produce
a larger quantity of high-quality food at competitive prices, sustainably manage natural resources while
increasing resistance to climate change, and contribute to improving the quality of life and increasing
employment in rural areas” (Croatian Parliament, 2022;19)).

The 2030 Strategy sets the framework for interventions financed by the 2023-27 CAP and state, regional
and local budgets. It has four strategic goals: increasing the productivity and competitiveness of the
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agricultural and food sector; strengthening the sustainability and resilience of agricultural production to
climate change; renewing the rural economy and improving living conditions in rural areas; and
encouraging innovation in the sector. The sector’'s strategic goals and needs, and the necessary
interventions to achieve them, were determined based on analysis and stakeholder consultations. The
Strategy considers the direction given at the EU level by plans such as the European Green Deal, the
Farm to Fork Strategy and the Biodiversity Strategy, as well as the national strategies and goals in areas
such as climate change.

Other national plans and strategies that are relevant to the sector include the Low-Carbon Development
Strategy, the Strategy for Adaptation to Climate Change, the Nature Protection Strategy and Action Plan,
the Plan for Prevention and Reduction of Food Waste, and the National Action Plan for the Development
of Organic Agriculture. Relevant documents will be assessed in the following chapters.

2.2. Post-accession and implementation of the CAP 2014-22

2.2.1. Adoption of the EU Common Agricultural Policy

The Treaty of Accession signed in December 2011 paved the way for Croatia to become a member of the
European Union as of July 2013. As for other EU Member States, the policy setting affecting the agricultural
sector since the date of accession has been driven by the Common Agricultural Policy (CAP) (Box 2.2).
Croatia adopted all EU policies of relevance to the sector, including the common trade policy. In some
cases, transitional provisions were established to allow for a gradual implementation of measures.

Box 2.2. The EU Common Agricultural Policy

The CAP is the first common policy adopted by the European Union under the Treaty establishing the
European Economic Community (the Treaty of Rome) in 1957. It is based on three principles: a common
market, community preference and financial solidarity. Its objectives, set out in Article 39 of the Treaty
on the Functioning of the European Union, are to increase agricultural productivity by promoting
technical progress, and thus to ensure a fair standard of living for the agricultural population; to stabilise
markets; to ensure the availability of supplies; and to ensure that supplies reach consumers at
reasonable prices. While these principles have not changed in over 60 years, in practice the CAP now
addresses additional objectives such as the environment, climate change, rural development, and
animal welfare.

The CAP is composed of two pillars, with two separate funding sources.

e Pillar 1 is funded by the European Agricultural Guarantee Fund (EAGF). It defines and funds
direct payments to farmers and market measures under the Common Market Organisation.
Direct payments are largely decoupled from production and make up the bulk of CAP spending:
in 2022, they accounted for two-thirds of the CAP expenditures (OECD, 2023p20;). Market
support measures cover mainly the fruit and vegetables and wine sectors, while other market-
related expenditures support the European Union’s outermost regions or fund the promotion of
agricultural products, apiculture, and the distribution of milk, fruit and vegetables in schools.

e Pillar 2, or Rural Development Regulation, is co-funded by the European Agricultural Fund for
Rural Development (EAFRD) and Member States’ national budgets. Pillar 2 contains measures
such as agri-environmental schemes, payments to areas with natural constraints, rural
development, investment assistance, and the LEADER approach. EAFRD is part of the EU-
level Common Strategic Framework covering all support from European Structural and
Investment (ESI) funds in Member States through partnership agreements.
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In 2023, the OECD reviewed the European Union’s policies for the sector over the period 2014-22,
including the CAP, and made recommendations that can be applied either during the current programming
period 2023-27 or in the next programming period. The key messages of this 2023 review are presented
in Box 2.3.

Box 2.3. Policies for the Future of Farming and Food in the European Union: Key messages

e The European Union’s diverse agro-food sector is at a critical juncture, confronting climate
change and successive crises such as the systemic shock of the COVID-19 pandemic and the
war in Ukraine, while addressing the triple challenge facing food systems: ensuring food security
and nutrition, providing livelihoods for actors in the food chain, and improving environmental
sustainability.

e Through the OECD’s Agro-Food Productivity-Sustainability-Resilience lens, this review, which
draws lessons from the period 2014-22, shows that, in this ever-changing economic and policy
environment, the EU agro-food system has demonstrated its resilience and has been able to
keep productivity growing, in particular in post-2004 Member States, to reduce GHG emissions
intensity, and to foster cross-country collaboration on innovation.

o However, in recent years, agricultural productivity has increased at a slower pace than in other
OECD countries, while the environmental sustainability performance of the sector has not
improved in line with expectations. This stalled progress is not due to insufficient ambition or
lack of resources, but rather to policy design and implementation.

e The Common Agricultural Policy (CAP) 2023-27, which represents about one-third of the EU
budget, includes promising new approaches and priorities. The CAP is considered strategic for
the European Green Deal (EGD) agenda due to its potential for addressing environmental
concerns, and is increasingly expected to deliver on broad food systems objectives that go
beyond the agricultural sector.

e The transition of the EU food systems calls for an overall transformation, where innovation will
play a critical role in delivering sustainable productivity growth. Meeting the ambitious EGD
objectives will require further reform, by redesigning payments, regulations, innovation and data
strategies, as well as adopting new approaches to deliver environmental services.

- Payments. Further redesign CAP payments into separate measures targeted atincome
support and environmental sustainability and align the CAP expenditures with
environmental and climate priorities. Introduce specific mechanisms to incentivise
performance by Member States, reduce total spending on decoupled income payments
and phase out coupled support.

- Regulations. Address the implementation gap on sustainability objectives, enhance
regulatory design and overcome potential barriers that hamper innovation. o Innovation.
Bring innovation to the centre of EU agricultural policy strategy to ensure that it
effectively helps the sector to become more productive, sustainable and resilient.

— Data. Strengthen the EU agro-food data strategy and enhance digitalisation to monitor
policies, create awareness, facilitate knowledge exchanges and find innovative
solutions.

— Environmental services. Advance in the adoption of result-based multi-annual
payments and collective action for environmental services when possible, and introduce
reporting on results.

Source: OECD (2023;21)).
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Croatia started to implement the CAP at a time of reform

The timing of Croatia’s EU accession required the adoption of the Common Agricultural Policy (CAP) just
when its 2013 reform started to be implemented. The 2014-22 CAP was effective as of 1 January 2014
and remained in force until 31 December 2022 (as a transitional period for the post-2020 reform). Its most
important feature was the conversion of decoupled aid into a new system with aid for specific objectives.
The new system of direct payments comprised seven components: (1) a basic payment; (2) a greening
payment for environmental public goods; (3) an additional payment for young farmers; (4) a “redistributive”
payment for the first hectares of farmland; (5) support for areas with specific natural constraints; (6) aid
coupled to production; and (7) a simplified system for small farmers (OECD, 2023(201). The 2013 reform
also featured a more integrated, targeted and territorial approach to Pillar 2 through rural development
plans, simplifying the range of available instruments to focus on core objectives. The Common Market
Organisation tools were consolidated into safety nets in case of market disruption or price crisis, with other
supply control measures (the milk and sugar production quotas) ending in 2015 and 2017, respectively.

Under the 2014-22 CAP, EU Member States had several options for implementing the rules at the national
level. They could decide whether to transfer funds between the two pillars and had specific choices for
each one. In Pillar 1 the options included the use of the redistributive payment for the first hectares of the
farm, the share of funds dedicated to the payment for young farmers, and the use of coupled payments.
For Pillar 2, they could choose to implement the Rural Development Plan at the national or regional level
and could select among 20 possible measures across six priority areas. One of these measures (M18)
was specific to Croatia to finance complementary national direct payments. Two new measures were
added after 2020 to grant exceptional temporary EAFRD support in response to the COVID-19 pandemic
(M21) and in response to the war in Ukraine (M22).

Croatia is a relatively small recipient of the EU’s CAP funds. As an example, in 2020 it received only 1.1%
of the overall CAP expenditure (including direct payments, market measures and rural development
support), which placed it twenty-first among the 27 EU Member States in terms of the support received
(European Commission, 20211227). Nevertheless, this amount represented 39% of Croatia’s gross
agricultural value added in the same year, well above the EU average of 25%.°

The initial EU budget for the 2014-22 CAP in Croatia was EUR 3.4 billion, distributed in EUR 1.07 billion
for Pillar 1 (31%, close to the EU average of 28.5%) and EUR 2.33 billion for Pillar 2 (69%) (European
Commission, 2016p23;). The relatively low size of Pillar 1 is due to the gradual introduction of direct
payments, and the Pillar 2 allocation increased in the years that followed (see below). Croatia chose
flexibility between pillars, transferring 15% of its Pillar 2 budget to Pillar 1. This transfer from rural
development to direct payments was also made by four other EU Member States.'® The transfer reduced
the national agriculture budget for Croatia as funds moved to Pillar 1 have no national co-financing
requirement (World Bank, 201924)).

2.2.2. Implementation of Pillar 1 measures

CAP direct payments were introduced gradually, with limited complementary payments from
national funds

Like other newly acceded EU Member States, Croatia introduced direct payments over a phasing-in period.
As set out in the Treaty of Accession, 25% of the applicable level of direct payments was introduced in
2013. This percentage increased by 5% in 2014 and 2015, and by 10% each year thereafter, up to 100%
in 2022. During this ten-year period, Croatia was allowed to top up to 100% of the applicable level by using
a combination of national and EAFRD funds (through measure M18). These complementary national direct
payments (CNDP) were subject to a ceiling. In practice, Croatia only granted CNDP between 2015 and
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2017 and, due to budgetary constraints, limited the payments to an average of two-thirds of the possible
ceiling (World Bank, 201924)).

Given the presence of landmines from the armed conflict of the 1990s (see also Box 1.2), Croatia was
allowed to establish a special national de-mining reserve for ten years to allocate payment entitlements to
farmers on the basis of land that was de-mined and returned to agriculture. This reserve was subject to
the same phase-in schedule as the direct payments, with the maximum amount of EUR 9.6 million reached
in 2022. Croatia committed to notify the Commission annually the eligible land area, the budgetary
envelopes, and the unused amounts.

With the CAP, Croatia adopted cross-compliance, which aims to ensure that beneficiaries implement
mandatory standards and requirements. Cross-compliance is designed to raise awareness by beneficiaries
of their obligations under statutory management requirements (SMRs), which are based on EU legislation
that all farmers must respect regardless of whether they receive CAP support. It also ties direct payments
and some rural development and sectoral payments to compliance with standards of Good Agricultural
and Environmental Condition (GAEC), which relate to the environment, food safety, animal and plant
health, animal welfare, and to maintaining agricultural land in good agricultural and environmental condition
(OECD, 2023p211). Seven GAEC standards and 13 SMRs were applicable for the 2014-22 CAP. All Member
States were obliged to implement cross-compliance, but had flexibility in their design in order to adapt them
to local situations.

The payment for young farmers stands out for its high uptake

Unlike other new EU Member States, Croatia opted to directly apply the regular Single Payment Scheme
instead of the simplified transitional Single Area Payment Scheme (SAPS). Given the large number of
small farms (Chapter 1), the minimum farm area threshold for receiving direct payments was set at one
hectare.

Croatia chose to apply the redistributive payment, which allowed higher payments to the first hectares of
the farm. It did not use other redistribution options such as capping payments per beneficiary or applying
degressivity (reducing payments that exceed a threshold). The maximum area to which the redistributive
payment applied could vary by country. Croatia granted this payment to the first 20 hectares of each
holding. The redistributive payment represented around 30% of the total decoupled payments that eligible
farmers in Croatia received between 2015 and 2021 (European Commission, 2023|25).

The young farmer payment (YFP), additional to other direct payments for farmers of 40 years or less, was
compulsory for all Member States, but they could decide whether to allocate it 2% or less of their total
direct payment envelope. Croatia allocated 2% until 2015 and 1.5% afterwards (European Commission,
2016123)). Despite the intended decrease, in 2021 it spent 2% of its direct payment envelope on the YFP,
which made it the only Member State to spend the maximum share. Croatia also had the fourth-highest
increase (111%) in the number of YFP beneficiaries in 2015-21. As of 2021, 10% of farmers were covered
by the YFP. Even if this represents a decrease from the 12% reached in 2019 (a downward trend also
observed in other Member States), Croatia had the third-highest share of YFP coverage in the European
Union, after Greece and the Netherlands (European Commission, 2023 2s)).

Croatia was among 15 Member States that applied the small farmers scheme (SFS). This system offered
farmers the option of a single annual payment of up to EUR 1 250 instead of different components and
was subject to simplified administrative procedures and an exemption from greening obligations and cross-
compliance penalties. In Croatia, farm