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In 2005, Croatia allocated almost half of its GDP for fi-

nancing public needs. Such heavy public consumption 

requires the provision of sufficient revenues whose main 

sources are taxes. Tax burden in Croatia, including so-

cial contributions (40% of GDP in 2005) has not devi-

ated significantly from the European average (39.6%), 

although it has been a few percentage points higher than 

those in other Central and Eastern European countries, 

except Slovenia.

For example, tax burdens in the USA and Japan are al-

most 13% below the EU level. Similarly, the citizens of 

other OECD countries which are not EU Member States 

also pay lower taxes. The tax burden is heavier in the 

old than in the new EU Member States.

There are three main groups of taxes: indirect taxes 

(VAT and excise taxes), direct taxes (income tax, prof-

it tax and property tax) and compulsory social securi-

ty contributions. Their shares in GDP are roughly equal 

across the EU, standing at about 13% per tax group. 

However, the tax structure in Croatia is rather different. 

In 2005, indirect taxes accounted for about 20% of GDP, 

primarily due to substantial revenues from VAT and ex-

cise taxes. The share of social contributions revenues ap-

proximated the European average (13.7%), whereas the 

revenues from income and profit taxes were relatively 

low compared with the European average (6.1%). Eco-

nomic theory generally supports the model based on a 

heavier reliance on consumption tax revenues, which is 

especially suitable for transition countries. Consumption 

taxation is considered to be simpler and more efficient 

and is less sensitive to inflationary effects. Therefore, 

the Croatian taxation model which is based on heavier 

taxation of consumption should not be changed. There 

is no ideal universal tax structure, but it depends on the 

local economic, political, social and historical environ-

ment, as well as on the needs for sufficient revenues to 

appropriately fund public expenditures.

I.  Value Added Tax – the Most 

Abundant Source of Budget Revenue

Owing primarily to VAT and also excise taxes, the 

Croatian tax system is predominantly based on consump-

tion taxation. This is the most abundant source of tax

revenues covering the largest number of taxpayers. No 

wonder therefore that each, even the smallest change in

the VAT system always attracts strong public attention.

The importance of VAT is best illustrated by the fact 

that it accounts for 60% of total tax revenues of the gov-

ernment budget and 14% of GDP.
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published in the Newsletter will reflect the opinions of the authors, which do not necessarily coincide with those of the Institute as institution. Full text 
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VAT has undergone several changes, and further changes 

can be expected in future, particularly those related to EU 

adjustment. However, regardless of whether such changes 

are required within the current fiscal policy measures or 

by the EU, fiscal policy-makers must be extremely cau-

tious in taking their decisions, as even small changes in 

the tax system can strongly impact on budget revenues.

1.  General Characteristics of Value 

Added Tax

Neutrality and abundance of revenues are the main char-

acteristics of VAT. Neutrality ensures optimum allocation 

of resources, and abundance is the result of a broad tax 

base, tax rate level and a limited number of exemptions. 

Despite the almost ten-year history of VAT, the number 

and level of VAT rates is still an unavoidable subject for 

debate and confrontation between fiscal experts, politi-

cians and the public. Experts have recommended the im-

plementation of a VAT which, in its ideal form, would in-

volve a broad tax base, a small number of rates (ideally, a 

single rate) and exemptions, the application of a zero tax 

rate to exports only, and an optimum threshold for VAT 

registration in order to minimize taxation costs.

2. Value Added Tax in Croatia

The Croatian VAT, introduced in 1998 with a single tax 

rate, a broad tax base and a small number of standard ex-

emptions was very close to the theoretical ideal of VAT. 

Almost equally important was the high level of its harmo-

nization with the EU recommendations. However, despite 

the well-argumented opposition of experts, the Croatian 

VAT model increasingly deviated from its original form. 

Owing to strong pressures from interest groups account-

ed for by social reasons, and those coming from certain 

business sectors, e.g. tourism, and as a result of political 

(often election) promises, a zero rate and a reduced 10% 

rate were introduced. In the period 1999-2001, the list 

of products eligible for the zero rate (e.g. bread, milk, 

books, certain pharmaceuticals, medical aids, scientific 

magazines and public showing of films) was expanded. 

Since 2006, a new reduced 10% rate has been applied to 

certain tourist services. The last measure to this effect 

was the “Government’s contribution to reducing the cost 

of living and improving the living standards of Croatian 

citizens”, by cutting the VAT rate on newspapers and 

magazines from 22% to 10%. The beneficiaries of these 

tax cuts were newspaper publishers and the loser was the 

state budget, losing about 300 million kuna. However, the 

prices of newspapers remained unchanged.

Was it justified to disrupt the originally established 

VAT system? Tax experts still have different views 

about the number of necessary tax rates. Those in fa-

vour of a multiple-rate VAT system emphasize the ad-

vantages of multiple rates, whereas the supporters of a 

smaller number of rates try to prove the theoretical and 

practical groundlessness of a multiple-rate VAT system. 

Let us consider some of these views.

Arguments in favour of the multiple-rate system Arguments in favour of the single-rate system

The regressive nature of the single-rate system pro-

duces adverse social effects. Basic food products ac-

count for a much larger share in the income of low-in-

come citizens, whose tax burden is much heavier than 

that of higher-income citizens.

VAT does have certain regressivity features but regres-

sivity should be corrected either by social transfers or 

by enhancing the effects of other progressive taxes. 

In order to promote economic growth and boost com-

petitiveness, certain key business sectors find it ac-

ceptable to apply lower rates to certain products or 

services.

Multiple rates distort the decisions of consumers and 

producers, thus violating the tax neutrality. Growing 

pressures from individual business sectors, as well as 

from social, development, demographic and similar poli-

cies open the door to corruption and lobbying, in order to 

obtain preferential tax treatment for certain products.

The multiple-rate scheme is also applied in EU 

Member States, so why not implement it in the 

Croatian tax system, too?

The EU tends to reduce the number of rates recom-

mending a standard rate and a maximum of two re-

duced rates. Certain progress has been made towards 

reducing the number of tax rates since 1970s. Despite 

the numerous disagreements, particularly among the 

old EU Member States, the complex harmonisation 

process is still going on pending the establishment of 

a future “final system”. 
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Taxation costs do not solely depend on the number of 
rates, so this technical aspect should not influence the 
choice of the number of rates or tax policy. The imple-
mentation of multiple rates in itself will not have any 
significant effect on tax evasion.

Numerous research works have proved that the larg-
er the number of rates the higher the taxation costs. 
A clear-cut definition of products subject to different 
tax rates, as well as the control of tax application and 
collection of revenues require more work from the tax 
administration. This also provides more opportunities 
for tax evasion.

Revenue losses arising from the introduction of re-
duced or zero rates could be alleviated by boosting con-
sumption or increasing other taxes (e.g. excise taxes).

The introduction of lower VAT rates reduces budget 
revenues. Therefore, fiscal policy-makers should ei-
ther clearly identify other sources of revenue to cov-
er the losses or examine the options to reduce public 
spending.

Lower VAT rates do not necessarily mean lower prices 
or heavier consumption of lower-taxed goods. 

VAT revenues have grown continuously, from 20.2 

billion kuna in 1998 to 34.9 billion in 2006, exceeding 

the amount of total social contributions.

The importance of VAT is best illustrated by its share 

in total budget revenues, standing at about 37% in the 

last five years, and its even larger share in total tax rev-

enues (almost 60%). VAT revenues accounted for about 

14% of GDP in this period.

3. Value Added Tax in the EU

Compared with Croatia, the VAT revenues-to-GDP ra-

tios are lower in EU countries (Table 3), standing at 8% 

on average. They range from 6% (in Italy, Spain and 

Luxembourg) to 10% or more (in Denmark and Bulgar-

Table 1. State Budget Revenues from VAT and Excise Taxes in Croatia (in billion kuna)

State budget 2002 2003 2004 2005 2006 plan 2007

Total revenues 69.7 76.7 80.5 85.7 95.2 103.5

Total tax revenues 42.8 45.3 47.1 50.7 58.5 62.3

VAT 26.0 28.1 29.9 32.2 34.9 37.6

Excise taxes 7.5 7.9 7.9 8.2 11.6 12.1

Source: Ministry of Finance of the RC.

Table 2. VAT Revenue Structure in the State Budget (in %)

Share 2002 2003 2004 2005 2006 plan 2007

in total revenues 37.3 37.7 37.1 37.6 36.7 36.3

in total tax revenues  60.6 62.1 63.3 59.2 61.4 60.2

in GDP 14.3 14.2 14.0 13.9 13.9

Source: Ministry of Finance of the RC.

ia). The shares of VAT revenues in total tax revenues in 

these countries are also much lower than in Croatia.

The current EU VAT system prescribes the applica-

tion of a minimum standard rate of 15% and a maxi-

mum of two reduced rates, which cannot be lower than 

5%, to products and services as provided by an EU VAT 

Directive. As the Directive was only a framework for 

setting up national VAT schemes over the last three 

decades, the system has been continually undermined 

by numerous derogations. The Directive permitted cer-

tain exemptions for some old Member States at the time 

of its adoption, and for new Member States during their 

EU accession processes. These exemptions could be ap-

plied during specified transition periods. The exemp-

tions usually included the application of lower tax rates 
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(e.g. a zero rate, a specially reduced rate or a parking 

rate) than those provided for by the Directive, deroga-

tions in the application of a reduced rate and, in some 

cases, a combination of these two types of exemptions. 

Table 3.  Revenues from VAT and Excise Taxes as 

Percentages of GDP and Total Tax Revenues 

in EU Member States, 2005

VAT Excise Taxes

Country Percentage 
of GDP

Percentage 
of tax 

revenues

Percentage 
of GDP

Percentage 
of tax 

revenues

AUSTRIA 7.9 18.8 2.8 6.6

BELGIUM 7.2 15.7 2.4 5.4

BULGARIA 12.4 34.5 5.0 13.8

CYPRUS 9.8 27.4 4.1 11.4

CZECH REPUBLIC 7.2 20.0 3.7 10.3

DENMARK 10.0 19.9 3.5 7.0

ESTONIA 8.8 28.3 3.8 12.2

FINLAND 7.4 24.5 3.8 8.6

FRANCE 7.4 16.7 2.4 5.4

GREECE 7.4 21.5 2.8 8.2

IRELAND 7.7 24.9 3.2 10.5

ITALY 6.0 14.8 2.3 5.6

LATVIA 7.9 26.8 3.7 12.4

LITHUANIA 7.2 25.0 3.0 10.3

LUXEMBOURG 5.9 15.5 4.3 11.4

MALTA 8.2 23.3 3.2 9.2

HUNGARY 8.4 21.9 3.2 8.4

NETHERLANDS 7.3 19.1 2.5 6.6

GERMANY 6.2 16.1 2.9 7.5

POLAND 7.7 22.6 4.2 12.3

PORTUGAL* 8.1 23.6 3.2 9.3

ROMANIA 8.1 29.0 3.3 11.8

SLOVAKIA 8.0 27.3 3.7 12.7

SLOVENIA 9.0 22.1 3.5 8.6

SPAIN 6.3 17.8 2.4 6.6

SWEDEN 9.3 18.2 3.1 6.1

UK 6.8 18.4 3.2 8.7

NORWAY 8.0 18.2 1.4 3.3

EU-27
(arithmetic average)

8.0 21.8 3.3 9.1

CROATIA 13.9 35.1** 3.5 8.9**

* Data for 2004.
** Of total tax revenues of the consolidated general government.
Source: Eurostat and Ministry of Finance of the RC.

Some countries also used the opportunity to apply re-

duced rates to labour-intensive services.

In this way, the system has been continually distorted 

and complicated by introducing numerous derogations 

from the general model. This resulted in huge differenc-

es, in both the number and level of rates, among busi-

ness sectors, both at the national level and the internal 

market level.

VAT rates (Table 4) differ sharply from country to coun-

try, particularly as concerns the old and new Member 

States. The standard rate ranges from 15% in Cyprus and 

Luxembourg to 25% in Denmark and Sweden. In addi-

tion to reduced rates between 5% and 17%, a super re-

duced rate between 2.1% and 4.5% is applied. In spite of 

some theoretical arguments pointing to unquestionable 

advantages of implementing as few as possible rates, or, 

ideally a single rate, there is currently no single-rate VAT 

system in any EU Member states whatsoever. The only 

country applying a uniform VAT rate was Slovakia, but, 

after the almost three-year implementation of the single-

rate system, this country also introduced a reduced 10% 

rate on pharmaceuticals and medical aids.

While the number of rates dropped sharply in most EU 

countries over the last twenty years, especially in France 

and Italy which halved the number of rates (from 8 to 4), 

there are still many countries applying more than two re-

duced rates on top of the standard rate. A leading country 

in the number of VAT rates is Ireland, applying a stand-

ard rate (21%), two reduced rates (4.4% and 13.5%), a 

parking rate (13.5%) and a zero rate (on certain food-

stuff, books and medical aids for disabled persons).

About one-third of consumption in the EU is taxed at 

one of reduced rates (9% on average) and the remain-

ing two thirds are subject to a standard rate (19% on av-

erage). Compared with 2000, some progress has been 

made towards expanding the coverage of standard VAT 

rates. However, the stated average value has also been 

influenced by EU enlargement, where new Member 

States are not permitted to apply reduced rates, or are 

only permitted to apply them during a transition peri-

od (until 2012). 

However, zero rates still represent the most serious 

problem. While being intended only for exports, ze-

ro rate is applied to domestic deliveries of goods and 

services in as many as 12 EU Member States (Table 

4). This benefit is mainly used (for an indefinite period 

of time “pending the introduction of a final VAT sys-

tem”) by old Member States, which applied zero rates 

at the time of adopting the Directive. For new Member 

States, zero rate is only permitted during a specified 

transition period.
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Given that Croatia is in the process of integration in-

to the EU, it is necessary to determine what has to be 

adjusted or changed in order to comply with EU condi-

tions and criteria. The harmonization rules do not mean 

the alignment of tax rates and procedures but, above 

all, the harmonization and minimization of differences 

in the tax systems of the Member States, with the view 

to promoting the efficient functioning of the single in-

ternal market.

Despite the high level of harmonization of the Croatian 

VAT system with that of the EU, certain arrangements 

still deviate from the recommendations provided in the 

Directive. The Croatia’s 2006 Progress Report made by 

the European Commission clearly points to discrepan-

cies, the most delicate among them for Croatia being the 

discrepancies in the level and number of rates, scope of 

exemptions, level of the threshold for VAT registration 

and restrictions on tax refund to foreign businesses. The 

socially and politically most difficult issue will certain-

ly be the application of the zero rate on domestic de-

Table 4. VAT Rates in the EU

Standard 
rate  

Reduced 
rate 

Super  
reduced 

rate

Parking 
rate  

Zero 
rate 

AUSTRIA 20 10 12

BELGIUM 21 6 12 yes

BULGARIA 20 7

CYPRUS 15 5/8 yes

CZECH REP. 19 5 yes

DENMARK  25 7 yes

ESTONIA 18 5 yes

FINLAND 22 8/17 yes

FRANCE 19.6 5.5 2.1

GREECE 19 9 4.5

IRELAND 21 13.5 4.8 13.5 yes

ITALY 20 10 4 yes

LATVIA 18 5

LITHUANIA 18 5/9

LUXEMBOURG 15 6 3 12

MALTA 18 5 yes

HUNGARY 20 5

NETHERLANDS 19 6

GERMANY 19 7

POLAND 22 7 3 yes

PORTUGAL 21 5/12 12

ROMANIA 19 9

SLOVAKIA 19 10

SLOVENIA 20 8.5

SPAIN 16 7 4

SWEDEN 25 6/12 yes

UK 17.5 5 yes

CROATIA 22 10 yes

Source: European Commission, 2007.

Study on the Impact of Reduced VAT Rate

Application in the EU

The EU VAT system is far from its theoretical perfect 

form, as shown by the efforts of the European Com-

mission to carefully review the reduced rates that have 

been gradually included into the system. A compre-

hensive survey conducted by the Copenhagen Eco-

nomics Institute and published at end-July 2007, ex-

amined the impact of the application of reduced  rates 

on income distribution, unofficial economy and taxa-

tion costs, both in terms of the national economies of 

Member States and the entire internal market.

The survey was based on two key questions: 

How intensively must VAT rates be unified in order 

to promote economic efficiency and the functioning 

of the common market? And 

What were the economic effects of broadening the 

scope of reduced rates (e.g. on employment growth 

or reducing tax inequality)?

The survey confirmed the well-known theory of the 

unquestionable advantages of uniform rates as instru-

ments for enhancing economic efficiency and reduc-

ing taxation costs, as well as removing the obstacles 

to successful functioning of the internal market.

It was, however, recognized, that there were also those 

who disapproved of this rule, and considered as ac-

ceptable the application of reduced rates in certain 

business sectors (e. g. to some locally supplied serv-

ices) or in certain Member States with specific eco-

nomic structures. A successful application of reduced 

VAT rates consists primarily in minimizing budget 

revenue losses, which requires a careful choice of a 

financial model to ensure a budget balance.

Despite the complex and politically delicate situation 

with reduced rates, it is necessary to simplify and ra-

tionalize both the levels and the scope of reduced VAT 

rates. However, solutions must be sought that will ful-

ly support the basic principles of the internal market 

functioning, taking account of the national interests of 

each Member State concerning such a delicate matter 

as fiscal sovereignty. 
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liveries. All products subject to zero VAT rate pursuant 

to the Croatian law can be taxed at a reduced rate ac-

cording to the EU legislation. The abolition of the zero 

rate will be inevitable, and this can be done according 

to two scenarios, depending on the negotiation results: 

1) the abolition of the zero rate and moving to a reduced 

rate in the pre-accession period; and 2) the prolonged 

application of the zero rate during a specified transition 

period, which has been permitted to some countries of 

the last accession wave. 

Changes are also called for in the implementation of tax 

exemptions. The Croatian system is based on an ‘insti-

tutional model’, i.e. tax exemptions are granted to spe-

cific institutions. However, the European Commission 

recommends the so-called functional model providing 

exemptions for certain goods and services.

A less demanding issue for both negotiations and im-

plementation will be the harmonization of the threshold 

for VAT registration in Croatia with that in the Europe-

an Union (5,000 euros), as well as the issue of restric-

tions on VAT refund to foreign entrepreneurs. The level 

of threshold under the Croatian legislation (85,000 ku-

na or about 11,600 euros) is higher than in the EU, but 

it does not exceed the amount permitted to all Member 

States pursuant to their accession agreements.

The restrictions on tax refund to foreign businesses is an 

issue whose resolving is also in the interest of Croatian 

taxpayers who are currently unable to obtain tax refund 

abroad for lack of reciprocity. For both of these issues, 

the tax administration has more room for manoeuvre in 

proposing better solutions that will be in the interest of 

the Croatian tax policy.

II. Excise Taxes

Excise taxes are applied in almost all modern tax sys-

tems and they usually comprise taxes on energy prod-

ucts, alcoholic beverages and tobacco products. Howev-

er, some countries impose excise taxes on a much larger 

number of products (up to twenty), e.g. ice-cream, TV 

sets, video equipment, household appliances, match-

es, lighters, salmon, sugar, tea, cosmetic products, light 

bulbs, insecticides, herbicides, playing cards, bananas, 

cacao, etc.). The advantages of excise taxes are a sim-

ple collection procedure, relatively small number of tax-

payers (producers or importers), relatively low taxation 

costs, and, as the greatest advantage, abundant tax rev-

enues. Owing to the increasing importance of social, 

medical and environmental reasons for excise taxes, 

these revenues have grown continuously.

Excise Taxes in Croatia

In Croatia, excise taxes are paid on tobacco products, 

alcoholic beverages, coffee, oil derivatives, beer, non-

alcoholic beverages, cars, other motor vehicles, vessels 

and airplanes and luxury goods. The number of excise 

taxes in Croatia is much smaller than in most EU Mem-

ber States. Despite the growth in revenues from these 

taxes, in nominal terms, (Table 1), their share in total 

government budget revenues and in GDP declined over 

the 2003-2005 period (Table 5) mainly owing to unof-

ficial economy. In its fight against the unofficial econ-

omy, which is most prevalent in the sale of tobacco 

products, Croatia has implemented new revenue stamps 

since 2005, and intensified the Customs Administra-

tion’s supervision of the production, imports and sales 

of cigarettes. The increase in excise taxes on tobacco 

products in mid-2004 failed to produce the expected 

effect in 2005, and it was not until 2006 that revenues 

went up. Due to a rise in the sales of new cars, excise 

tax on cars was the main generator of revenue growth 

in that year.

The main contributors to total excise tax revenues are oil 

derivatives and tobacco products. Unlike in the case of 

VAT, the shares of revenues from excise taxes in both 

GDP and total tax revenues of the consolidated gener-

al government are almost equal to those in EU coun-

tries (Table 3).

Excise Taxes in the EU

In the EU Member States, excise taxes are payable on 

a wide variety of products, but there are common regu-

lations on the taxation of alcoholic beverages and beer, 

Table 5. Excise Tax Revenues as a Percentage of the State Budget 

2002 2003 2004 2005 2006 plan 2007

Share in total revenues 10.7 10.5 9.9 9.5 12.1 11.7

Share in total tax revenues 17.5 17.3 16.8 16.1 19.8 19.4

Share in GDP 4.1 4.0 3.7 3.6 4.6

Source: Statistical Survey of the Ministry of Finance of the RC.
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tobacco products and mineral oils, and, since 2004, on 

the taxation of energy products (natural gas, coke and 

electricity).

Apart from the basic Directive 92/12/EEC on the har-

monization of excise tax systems, there are special di-

rectives for each group of taxable products defining the 

excise tax structure (taxable products, tax bases, exemp-

tions and transition periods), as well as directives de-

termining tax rates.

According to the general principle, goods manufactured 

in the country or imported from another country or from 

a non-EU territory are taxed at the rates applicable in 

this country.

The directives also determine minimum rates and pos-

sible relief and exemptions necessary due to economic 

differences between and priorities of individual coun-

tries. This results in sharp differences in tax rates and 

tax structures among Member States. Huge differences 

in rates lead to tax fraud, smuggling and cross-border 

trading in cheaper, lower-taxed goods with neighbour-

ing countries. Late in 2004, a system of a closer co-op-

eration between the customs and tax collection services 

was established, and special co-operation offices were 

set up with a view to exchanging data on taxpayers and 

their business turnovers through an IT-system.

Besides the considerable differences in tax rates, there 

are still discrepancies in tax structures (relating to the 

scope of taxation, definition of taxable products and 

tax bases, tax collection methods, tax exemptions and 

relief and tax payment deadlines). Therefore, great ef-

forts are being made in order to minimize these dif-

ferences.

As excise taxation is not only a fiscal policy issue, the 

EU has been increasingly focused on the implemen-

tation of a common environmental, health-care, agri-

cultural and traffic policies. Whereas the health-care 

and environmental policies support higher excise tax-

es, the agricultural and traffic policy-makers favour a 

more flexible system, which requires a close examina-

tion of the level of rates and their increase as it might 

adversely affect the competitive ability and sales of tax-

able goods on the common market.

However, a consensus has been reached on the intro-

duction of a more efficient taxation system capable of 

addressing the problems of tax fraud, illicit trade and 

smuggling.

EU Compliance of Croatian Excise

Tax Regulations 

The Croatian excise tax system is only partly harmo-

nized with EU legislation. Consequently, major ad-

justments will be necessary regarding the tax base and 

structure, as well as the definition of most products sub-

ject to excise tax. Special effort will have to be made to 

adjust the level of rates, most of them being considera-

bly lower than the EU-prescribed minimum rates.

The oil derivatives taxation scheme needs largest ad-

justments including the adjustment of the scope of tax-

able products, which has to be enhanced to include oth-

er energy products subject to tax in the EU, harmoni-

zation of taxation criteria for certain products, etc. The 

possible introduction of new excise taxes on coal, nat-

ural gas and electricity is a matter of foremost public 

concern in Croatia.

oil derivatives

tobacco products

luxury goods

beer

alcohol

passenger cars, other motor vehicles,
vessels and airplanes

coffee

non alcoholic beverages

1%

56%

23%

6%

0%

2%

11%

1%

Graph 1. Excise tax revenues in 2006

Source: Statistical Survey of the Ministry of Finance of the RC.
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The EU implements a wide variety of excise tax rates, 

exemptions and derogations. Denmark and Sweden 

have the highest excise taxes on energy products. Most 

new Member States have been permitted transition pe-

riods (not later than 2012) to harmonise their energy 

product taxation arrangements with those in the EU, so 

the same can be expected for Croatia as well.

The organisation and operations of the Customs Serv-

ice will also need certain changes in terms of staff and 

professional competencies in order to join the EU sys-

tem and to become part of the IT- network of EU cus-

toms and tax services.

Like the EU, Croatia is also faced with the problems of 

tax fraud and tax revenue loss. Tax fraud, smuggling 

and illicit trade are most prevalent in the sales of tobac-

co products and alcoholic beverages.

III. Conclusions and Recommendations

Tax burden should not be increased. The tax bur-

den is heavy in Croatia, and what should be considered 

is the possibility of its lowering, which can only be 

achieved by reducing excessive public spending. Un-

der the current circumstances, there is no real possibil-

ity to reduce certain taxes.

The main tax policy objective is to ensure as simple, ef-

ficient and equitable as possible collection of tax rev-

enues necessary to cover public expenses. Tax policy 

should not be used as an instrument for implementing 

the social, economic or development policy measures.

The tax system and tax policy should be stable. Fre-

quent changes, mostly in the form of ad hoc measures, 

impact negatively on taxpayers’ economic decision-

making. The tax collection and control procedures are 

becoming more complicated, thus leading to a more ex-

pensive but less efficient tax system.

The EU accession requires great effort. Especially 

important are the professional skills and competen-

cies of the negotiation team which will also have to 

protect the national interests while complying with the 

EU requirements. Each country’s tax system is the re-

sult of its tradition, experience and economic and po-

litical environments, but also of the balance of power 

among various interest groups.

Certain changes are still inevitable. Despite the high 

level of compliance with EU recommendations, the 

Croatian VAT system still needs considerable chang-

es. The most delicate and controversial issue will be 

the abolition of the zero VAT rate. Fiscal policy-mak-

ers are required to closely examine the economic and 

social effects of this measure, e.g. the change in the 

amount of revenues, potential price growth and the im-

pact on the standards of living. The zero rate abolition 

effects will further depend on the choice between the 

following two options: 1) the replacement of the zero 

rate by a reduced rate; and 2) return to the single-rate 

tax system. It is beyond dispute that the zero rate abo-

lition must be carefully reviewed and prepared step by 

step, and the time of the abolition will depend on the 

progress of negotiations.

Changes are also likely in the excise tax system, the 

most challenging among them being the harmonization 

of the rate levels. It is necessary to consider a grad-

ual raising of certain rates (e.g. on tobacco products 

or some oil derivatives), which was done in Hungary 

where excise tax on alcohol gradually rose over several 

years prior to the EU accession. This could help avoid-

ing the one-off effect of a price boom.

Table 6. Minimum EU Rates of Excise Tax on Energy Products

Energy product Used as
motor fuel

Industrial and
commercial use

Heating
– for business purposes

Heating – for
non-business purposes

gasoline (EUR/1000 l) 421

lead-free gasoline (EUR/1000 l) 359

diesel (EUR/1000 l) 302 21 21 21

aviation gasoline (EUR/1000 l) 302 21 0 0

liquefied petroleum gas (EUR/1000 l) 125 41 0 0

natural gas (EUR/gigajoule) 2.6 0.3 0.15 0.3

coal and coke (EUR/gigajoule) 0.15 0.3

electricity (EUR/MWH) 0.5 1.0

Source: Eurostat 2007.
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The introduction of excise tax on energy products is 

expected to be the most delicate measure whose im-

plementation is likely to be either postponed until EU 

membership, or an attempt will be made to obtain a 

transition period, which was the case in some countries 

of the last accession wave. In such a way Croatia could 

gradually prepare itself for a higher tax burden.

A better and more effective control and functioning 

of the tax and customs services and their inclusion in 

the European system for the supervision of the sales of 

goods subject to excise tax should provide for reducing 

the tax revenue losses arising from illegal activities. For 

Croatia, this would certainly represent a positive move 

towards improving budget revenues. 

However, despite the potential growth in budget rev-

enues as a result of raising certain excise taxes, it is 

necessary to examine the justifiability of imposing tax 

on non-alcoholic beverages and non-alcoholic beer, as 

well as the excise tax rate on beer, which is considera-

bly above the EU level.
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