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NOTE

The Institute of Public Finance first published “A Citizen’s Guide to the Bud-
get” in 2000, its electronic edition having undergone several revisions since 
then. In front of you now is a completely new, revised edition. Over the past 
years, not only the data and statistical methodologies changed, but also the 
legislation and institutions dealing with the budget, as well as the interest of 
the media and the public in the budget and their knowledge about it. There-
fore, while following the pattern of the previous one, this edition introduces 
numerous novelties and different approaches.

Given the changing nature of the budget, we tried to explain, as clearly as 
possible, the basic concepts and processes, without referring to particular 
laws, regulations or decrees, and without dwelling in greater detail on the 
current circumstances. All we wanted was to help you understand the es-
sence of the budget and budgetary processes, so that you could use this 
Guide as an incentive to search for more details which you might be particu-
larly interested in, and, of course, to get involved in the budgetary process.

As editor of the Guide, I would like to express my appreciation to all the 
co-authors: Mihaela Bronić, Vjekoslav Bratić and Danijela Medak Fell, and 
most of all to my colleague Anto Bajo, who has worked with me ever since 
the Institute embarked on its public-oriented activities. I also wish to thank 
my associate Ivica Urban, and Petar Sopek, a student, for their assistance 
in data processing, as well as Marijana Bađun, Marina Kesner-Škreb and 
Goran Vukšić, for their careful reading of the manuscript and very help-
ful suggestions. My cordial thanks also go to our “representative citizens”: 
Miljenko Bernfest, Ante Bronić, Marina Klepo, Nikolina Krtalić, Marija Ott 
Franolić, Draženka Polović, Hrvoje Puškarić, Miroslav Sambolek, Malina 
Sirotić and Pava Turudija, as well as to our colleagues from the Ministry of 
Finance: Ivana Jakir Bajo, Ivana Maletić and Andreja Milić, who reviewed 
the previous editions and gave us many useful comments in order to make 
this Guide more understandable and interesting to all citizens. I wish to 
thank Martina Fabris for editing the references and Marina Nekić for help-
ing us develop our idea into a finished product.

The first Guide was published with the financial support of the Friedrich 
Ebert Foundation. As our co-operation continued and expanded over the 
years, the publishing of this Guide has been our shared effort. Therefore, 
I avail myself of the opportunity to once again express my thanks to the 
Friedrich Ebert Foundation and its Head Mirko Hempel, as well as to Tijana 
Defar, for their ongoing understanding, co-operation and support to our 
efforts to bring at least some of the numerous issues from the area of public 
sector economics closer to citizens. 
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A Citizen’s Guide to the Budget is now in front of you. I hope you will read 
it with interest and use the acquired knowledge to improve the budget and 
budgetary process, if not at the national level then at least at the local one. 

Katarina Ott
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INTRODUCTION

The budget has always been an interesting and topical subject, and, given 
the accumulated problems in the Croatian public sector and the global re-
cession that shook up even the richest countries’ budgets, it is expected to 
remain in the very focus of public interest. New generations reading news-
papers or watching TV increasingly wonder about the real meaning of the 
words budget, budget revision or extra-budgetary fund. Don’t you also get 
confused sometimes by some article in a newspaper about the budgets of 
extra-budgetary funds being in part financed from the budget? Perhaps 
even you are not quite clear about the types of budgets and their actual 
purposes. You may also be unaware of the fact that the general government 
budget and the national budget are two different things, and do not know 
the real meaning of “consolidated general government budget”.

The results of a survey conducted in county assemblies and city councils 
show that as many as 43% of council members, i.e. elected representatives 
of citizens, who decide upon the budgets, do not have a complete under-
standing of their local units’ budgets (Bratić, 2008)? So, how can we ex-
pect more from “ordinary” citizens? This guide is supposed to help all those 
interested – members of parliament, the members of county assemblies 
and city and municipal councils, students and other citizens − understand 
the budget, budgetary process and main budget terms, while trying to act 
themselves and, perhaps, contribute to changes.

The text below consists of three parts. Part I introduces us to the national 
budget, central government budget and general government budget. Part II 
describes the main participants in and phases of the budgetary process. The 
third part should provide a basis for citizens to use the information from 
the previous two parts in an attempt to monitor the budget and contribute 
to its improvement. The Guide ends with a glossary and some useful refer-
ences.
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budget – a plan of 
revenue and expen-
diture for a given pe-
riod of time.

10 11

THE BUDGET
The first part of this Guide gradually introduces the reader to the basic in-
formation about the budget:

u  First we provide a general definition of the budget and discuss the 
national budget, its users, functions, principles, structure, and rev-
enue and expenditure account, expenditures according to different 
classifications, the measures of the national budget deficit/surplus, 
and the financing account.

u  After discussing the national budget, we present the budgets of ex-
tra-budgetary users of the national budget, their users, revenues 
and expenditures. This will lead us to the consolidated central gov-
ernment budget.

u  The presentation of the central government is followed by the bud-
gets of local units, their users, revenues and expenditures. 

u  Then we discuss the consolidated general government budget, its 
deficit and the consequences of it, i.e. public debt and general gov-
ernment debt.

u  Finally, we deal with the size of the state.

What is the budget?
To put it briefly and generally, the budget is the plan of revenue and expen-
diture in a given period of time

The word budget derives from the French word bougette, denoting a little 
leather bag used by medieval French merchants for holding money. In 
English, it meant a leather bag in which the Chancellor of the Exchequer 
brought proposals for national revenues and expenditures for a certain 
period to parliament. The word survived and is used, for example in Eng-
lish, French, German (along with the terms Haushalt and Etat), Italian 
(along with bilancio) and Dutch (along with begroting).

A common example is the family budget. Each of us, as well as each fam-
ily, has various needs and wishes. In order to satisfy them, we need money 
which is rarely sufficient, so that our needs and wishes should be in line 
with our financial capacities. It is reasonable for individuals and families, as 
well as for the state, to draw up a plan of income and expenditures at cer-
tain intervals and for a certain period of time. And this is what a personal, 
family or national budget actually is.
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general government – 
central government (bud-
getary and extra-budget-
ary users of the national 
budget) plus budgetary 
and extra-budgetary us-
ers of the county, city 
and municipality bud-
gets consolidated general 
government budget.
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Let us assume that we want to draw up a budget for the next year. The size 
of this budget depends, on the one hand, on our estimated income in the 
next year, and on the other, on our needs and wishes. It is relatively easy to 
adjust the revenues and expenditures if our needs and wishes in the next 
year are not great, and if we intend to spend our earned income on food, 
clothing, utility fees, etc. However, if we plan to buy, for example, an apart-
ment or a house next year, this can by no means be financed by the income 
earned in only one year. In such a case, even though we need an apart-
ment, we can give it up and thus balance our spending with our income. 
Of course, we can buy an apartment by taking the money from our savings 
account or by borrowing it from our family, friends or from a bank. All 
this should be properly planned. On the other hand, if we intend to work 
hard and earn much, but spend less next year, our revenue will be greater 
than expenditure, and our only concern will be what to do with the surplus 
money – place it on a savings account, invest it in various funds, buy secu-
rities or simply sock it away. By doing so, we make provisions for future, 
less affluent times.

The same is true for the state. In accordance with its activities and wishes 
relating to the national development, the government plans its revenue and 
expenditure for the coming year. As the state is a complex system, the na-
tional budget is more sophisticated than the family budget. However, re-
gardless of the complexity of structure or size, the essence of the budget is 
always the same: planning and adjustment of revenues to expenditures.

The responsibility for planning, drawing up and executing the family bud-
get falls only on ourselves. However, the government is accountable to its 
citizens. Therefore, it has to present, accurately and on a regular basis, de-
tailed information on collecting and spending the citizens’ money. As a re-
sult, the budget and budgetary process, consisting of the planning, draw-
ing up, adoption and execution of the budget, are formally regulated by the 
Budget Act.

In Croatia there are types of budget: the national budget, the budgets of 
extra-budgetary users of the national budget and the budgets of local and 
regional self-government units. Each of these budgets has its own revenue 
and expenditure. However, if we want to establish the total public revenue 
and spending we must add together all the three budget types to get a con-
solidated general government budget. This is comparable to a situation in 
which three members of a family: the father, mother and son earn and, of 
course, spend money. So, the raising and spending of the family funds is 
recorded in three budgets (that of the mother, of the father and of the son). 
Each of them has own revenues and expenditures, and, in order to calculate 
their total income and expenditures, we must add all the three budgets to-
gether and present them as a consolidated budget of the family. 
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extra-budgetary users – 
extra-budgetary funds, 
enterprises and other 
legal persons in which 
the state or local units 
exercise a decisive in-
fluence on the manage-
ment, and which enjoy 
considerable autonomy 
including independent 
decision-making on a 
part of their revenue 
and expenditure.
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How can we learn about the amount of revenue and expenditure of 
various budgets?
Information on the revenue and expenditure of the national budget, the 
budgets of extra-budgetary users of the national budget, and the bud-
gets of local units are available at the website of the Ministry of Finance 
and in the Narodne novine (Official Gazette). The local units’ budgets are 
published in the official journals of these units, and are also available at 
the special web pages of the Ministry of Finance.

Revenue and expenditure, receipts and expenses
For simplicity reasons, this guide will basically deal with revenue and 
expenditure. However, besides these two notions, the budget terminology 
also contains the terms receipts and expenses, where the terms revenue 
and expenditure are used in the revenue and expenditure account and 
relate to the purchase and sale of non-financial assets, and the terms 
receipts and expenses are used in the financing account and relate to 
financial assets, borrowing and loan repayments. Briefly, revenue and 
expenditure relate to non-financial, and receipts and expenses to financial 
transactions. 
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social benefits – the ben-
efits based on insurance 
rights (pensions, unem-
ployment benefits, as 
well as sickness and ma-
ternity benefits), or pro-
vided in the form of as-
sistance to the poor in 
difficult situations which 
are not covered by the 
basic social insurance 
(e.g. various allowances 
to families and disabled 
persons, transportation 
cost aid and public kitch-
ens).

tax – a kind of compul-
sory payment to the gov-
ernment without a direct 
counter-benefit.

state aid – state inter-
vention used to grant 
an economic privilege 
granted to a certain en-
terprise, sector or re-
gion; it is selective and 
has adverse impacts on 
competition and trade; it 
is provided in the forms 
of subsidies, tax relief, 
equity participation, soft 
loans, tax deferrals or 
guarantees.
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The national budget
When we read, or hear in the media that the next year’s budget envisages 
more money for state aid to shipyards and less for the procurement of mili-
tary equipment, this most frequently relates to the national budget. The na-
tional budget is a document in which the state’s revenues and expenditures 
for a one-year period are estimated, pursuant to law. In most countries, in-
cluding Croatia, budgets are approved by the Parliament and the year to 
which the budget relates is called the fiscal year and it can, but not neces-
sarily does, overlap with the calendar year. 

What is the fiscal year?

The fiscal year is a twelve-month period for which the state plans revenue 
and expenditure. In Croatia, the fiscal year overlaps with the calendar 
year, i.e. it lasts from 1 January to 31 December. In some countries, how-
ever, the fiscal year does not overlap with the calendar year. In the United 
Kingdom, for example, the fiscal year lasts from 1 April to 31 March the 
following year. 

Who are the national budget users?
To put it simply, the national budget users are institutions established by 
the state which are majority financed from the national budget, so that their 
budget revenues and expenditures constitute a part of the national budget. 
For example, they include the Government, Parliament, ministries, univer-
sities, courts, etc. A list of budget users is published in the Official Gazette 
each year before the preparation of the next year’s budget.

What are the functions of the national 
budget?
The national budget shows the most important objectives of the Govern-
ment. By analysing the revenue and expenditure we can find out, for ex-
ample, whether the Government intends to cut taxes in order to stimulate 
enterprise and economic growth, or increase them with a view to financing 
higher expenditures or, whether it gives priority to expenditures for social 
benefits, motorway construction or the salaries of members of parliament. 
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budgetary principles 
– the principles to be 
adhered to by all those 
dealing with the budget; 
they include the princi-
ples of equilibrium, an-
nuality, unity and budget 
accuracy, universality, 
specification, transpar-
ency and sound financial 
management.
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The national budget also serves as an economic policy instrument enabling 
the Government to exercise influence on the economic situation in the 
country, i.e. on economic growth, employment, income distribution, con-
sumption, saving and inflation. The budget can also be used for achieving 
the main economic policy objectives, such as allocation, distribution and 
stabilisation. 

How is the budget used to perform the economic policy functions?

The following economic policy functions can be performed through the 
budget: (1) Stabilisation: By intervening in taxes and public expenditure, 
the state tries to increase employment, ensure price stability, improve the 
balance of payments and ensure the most favourable economic growth 
rate; (2) Allocation: The Government can influence decisions on the pub-
lic vs. private provision of goods and service (i.e. directly, through public 
offering of education or health services, for example, or indirectly, through 
taxes and state aid stimulating or discouraging certain activities); (3) Dis-
tribution: Depending on the public perception of equity and the efficiency 
of the public sector, the Government can influence the distribution of 
goods and services among members of the society, through progressive 
taxation and transfer systems. These functions frequently overlap. While 
this classification is sometimes considered as obsolete, it can still be used 
to study the functioning of the state. 

The national budget provides for control over the collection and spending 
of public money. During the fiscal year, the control of the entire budget is 
exercised by the relevant directorates in the Ministry of Finance, but each 
ministry additionally supervises the parts of the budget for which it is re-
sponsible. The subsequent, final control of the budget execution is exer-
cised by the State Audit Office. Of course, citizens, as providers of budget 
revenues and users of public goods and services financed from the budget, 
should also more actively participate in budget control. The purpose of this 
Guide is to support them in these efforts. 

Budgetary principles

There are numerous budgetary principles to be adhered to when prepar-
ing the budget, but we will only explain some of the basic ones to be ob-
served by all those involved in budgeting.

The principle of equilibrium briefly means that the amount of revenue must 
be equal to the amount of expenditure, i.e. the state is allowed to spend 
only as much as it can collect. Should expenditures increase, or revenues 
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economic classification 
– the presentation of 
revenues and receipts by 
natural type (e.g. taxes, 
aid, receipts from as-
sets), and of expendi-
tures and expenses by 
economic purpose (e.g. 
compensation of em-
ployees, subsidies, social 
benefits).
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decrease during the budget year, for example, due to some contingencies, 
such as recession, the budget has to be balanced by reducing the estimated 
expenditure or finding new sources of revenue. Of course, the expenditure 
of the state in a given year frequently exceeds the revenue, and the differ-
ence is financed by borrowing. In such a case, the definition of equilibrium 
changes, and the sum of revenues and borrowed funds must be equal to the 
sum of expenditures and debt repayments. This means that as much can be 
spent as comes into the budget.

The principle of annuality means that the budget is drawn up for a one-year 
period and that revenue and expenditure are estimated for one year. How-
ever, these estimates must also include funds for the settlement of liabilities 
taken over from previous years (e.g. loan repayments).

The principles of unity and budget accuracy implies that all revenues and 
expenditures of all budget and extra-budgetary users have to be stated ac-
cording to the gross principle, and all their expenditures have to be stated 
by function and programme to the amounts determined in the budget. 
Moreover, all proposals for laws, regulations and legal acts to be adopted by 
the Government and Parliament should contain an estimate of their impact 
on the budget.

The principle of universality means that total revenue must be used for total 
expenditure. However, there are some exceptions from this rule prescribed 
by law and government decisions. For example, all tax revenues are spent 
for all expenditures. By contrast, pension insurance contributions, for ex-
ample, can only be used for pensions.

The principle of specification means that all revenues must be allocated ac-
cording to the economic classification, and stated by source, and expen-
ditures must be allocated according to the budgetary classifications and, of 
course, adjusted to revenues.

The principle of transparency implies that budgets and all documents per-
taining to them must be publicly available, and therefore published in the 
Official Gazette or the official journals of local units.

Open Budget Index

The access to information on the fiscal activities of the Government does 
not only let citizens have a better understanding of political and economic 
decisions having a significant influence on their everyday lives, but also 
gives them an opportunity to participate in the decision-making process. 
Data about government activities facilitates civil control over policy-
makers, which has a beneficial effect on the Government’s accountability 
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to citizens. The availability of information is particularly important for 
combating corruption and improving the efficiency of public services. In 
view of this, the Centre on Budget and Policy Priorities, Washington has 
developed an Open Budget Index providing for an international compar-
ison of budgetary process transparency. The index value ranges from 0 to 
100. In the 2008 research cycle which referred to the fiscal year 2007 and 
included 85 countries, Croatia’s score on the index was 59. Thus it ranked 
among the countries providing the public with “some, albeit incomplete 
information”. This group also included Argentina, Bulgaria, India, Kenya, 
Russia, etc. The countries providing extensive information to the pub-
lic on government finances included United Kingdom, South Africa, 
France, New Zealand and the USA. Unfortunately, as many as one half 
of observed countries provided the public with only minimal information 
on the state budget, enabling their governments to hide lavish spending 
and corruption. What the Ministry of Finance should do to improve the 
transparency of the Croatian national budget is discussed in an article 
by Ivica Urban and Marijana Bađun entitled “Open Budget Index 2008 
– Small Advances Made in the Accessibility of Information about Croa-
tian Public Finance” (2009), and the results for Croatia can be found at:
[http://openbudgetindex.org/files/IBPQuestionnaire2008Croatia.pdf ].

The principle of sound financial management requires that budgetary re-
sources should be used in accordance with the principles of economy, ef-
ficiency and effectiveness. 

In the following, we will try to answer the question of from where the mon-
ey comes into the budget, where and how it is spent and how the Govern-
ment monitors and records its borrowings and debt repayments. 

Where can one find the budgets?

Information on the national budget, the financial plans of extra-bud-
getary users, the consolidated central government budget, the budgets 
of local units, the consolidated general government budget and related 
documents can be found at the Ministry of Finance’s website. However, 
sometimes, for example, in the case of proposals for such documents, 
one should visit the websites of the Government and Parliament. 
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NATIONAL
 BUDGET

REVENUE AND EXPENDITURE
ACCOUNT

Revenue from
operations
sale of non-financial assets

Expenditure for
operations
acquisition of non-financial assets

FINANCING
ACCOUNT

Receipts from financial
assets and borrowing

Expenses for financial assets
and loan repayments

revenue and expendi-
ture account – shows 
the revenue and expen-
diture of the state in a 
single year.

financing account – a 
part of the budget show-
ing how budget deficit is 
financed and budget sur-
plus spent.

1� 1�

The structure of the national budget
The national budget consists of a general and a specific section. The general 
section contains revenue and expenditure account and a financial account, 
whereas the specific section comprises the plans of expenditure of budget 
users allocated according to organisational and economic classifications, 
and according to current and development programmes. 

  Figure 1: The structure of the national budget

Despite looking complicated, the structure shown is actually very simple. In 
the revenue and expenditure account the Government gives a clear classi-
fication of its annual income (revenue) and annual spending (expenditure). 
As the revenue rarely equals the expenditure, the Government keeps a spe-
cial financing account, in which it records everything that it does with a 
possible surplus, when the revenue exceeds the expenditure, or of how it 
finances a possible deficit when expenditure outstrips the revenue.

Our household budgets are usually less complex, so they do not require 
such a clear and accurate structure. Moreover, unlike the Government 
which is obliged to keep records of its finances in a transparent manner, 
we do not have to account to anyone for the sources of our money and the 
things we spend it on. Nevertheless, just for illustration purposes, we would 
show our wages, fees, income from own business or income from interest 
on savings as revenue in the income and expenditure account. On the other 
hand, a new stove, a telephone bill or paid interest on a housing loan would 
be shown as expenditure in the same account. At the same time, loans 
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Item
Operating revenues
Tax revenue
Personal income tax and surtax
Personal income tax and surtax on employment income 
Personal income tax and surtax on income from self-employment, etc.
Contributions 
Health insurance contributions
Health insurance contributions of employees, etc.
Operating expenditures
Expenditures for employees
Salaries
Salaries for regular and overtime work
Pay in kind, etc.
Material expenditures
Compensation of employees
Business trips
Travel allowance, field work and separation allowances, etc.

 Class       Group      Subgroup       Section
6

3

61

62

31

32

6111
6112

6211

3111
3112

3211
3212

611

621

311

321

taken from and loans given to our relatives or friends would be recorded in 
the financing account.

These classifications may seem confusing and unnecessary at first glance, 
but they offer better insight into the numerous activities of the state. In ad-
dition, the structure of the Croatian national budget is harmonised with the 
International Monetary Fund’s official methodology for the compilation of 
government finance statistics, which makes it possible to compare our na-
tional budgets with those of other countries.

How to find your way around the budget?

When you click on “budget” at the Ministry of Finance’s website, you might 
first be intimidated by the very size of this document. However, you can 
count on the assistance of the budget compilers. You can inform yourself 
relatively easily and quickly about the revenue and expenditure according 
to the economic classification, as they are all divided into classes, groups, 
sub-groups and sections. To illustrate how this operates, we give the follow-
ing examples of some basic revenue and expenditure items:

economic classification 
– the presentation of 
revenues and receipts by 
natural type (e.g. taxes, 
aid, receipts from as-
sets), and of expendi-
tures and expenses by 
economic purpose (e.g. 
compensation of em-
ployees, subsidies, social 
benefits).

1� 1�
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revenue – a term used in 
the revenue and expen-
diture account, for funds 
paid in that account on 
the basis of operations 
or the sale of non-finan-
cial assets. 

expenditure – a term 
used in the revenue 
and expenditure ac-
count, meaning funds 
disbursed from this ac-
count for government 
operations and the pur-
chase of non-financial 
assets. Graph 1: Total revenue of the national budget, 2003-09, in billion kuna

20 21

The revenue and expenditure
account of the national budget
As shown by its name, the revenue and expenditure account shows the 
revenue and expenditure of the state in a given year. Let us first look at the 
revenue. 

How large is the revenue of the
national budget?
Graph 1 shows the growth of budget revenue in the period 2003-08. It can 
be seen that in 2003, total budget revenue stood at 75 billion kuna, whereas, 
according to the plan for 2009, it will reach almost 125 billion kuna. This 
means that the national budget revenue increases by 50 billion kuna, or by 
almost 70% in this period. 

 

From what sources does the state draw 
its money?
The state derives operating revenues and revenues from the sale of non-
financial assets. We will primarily focus on the operating revenues which 
accounts for over 99% of total national budget revenue. 
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OPERATING 
REVENUES

contributions – earmarked 
public revenues, paid for 
example for health and 
pension insurances. They 
are collected from em-
ployers and from employ-
ees. Unlike taxes which 
flow into the state trea-
sury and can be used for 
any general public need, 
contributions are paid in-
to special funds and can 
only be used for the pur-
pose for which they are 
earmarked.

tax – a kind of compul-
sory payment to the gov-
ernment without a direct 
counter-benefit. 

Figure 2: Types of operating revenues

Graph 2: Structure of the operating revenues of the budget, 2003-09, in %
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Operating revenues
The operating revenues constitute income from regular operations of the 
state, e.g. from taxes (on personal and corporate income or value added), 
contributions (for pension, health care and unemployment insurance) and 
other sources (assets, administrative fees and fines). Figure 2 and graph 2 
show the types and the structure of this revenue. Taxation is the most sig-
nificant regular activity of the state, as tax revenue participates with about 
60% in total operating revenue, followed by compulsory insurance contri-
butions, accounting for about 35% of the total and other revenue (5% of 
total operating revenues). 

Compulsory
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health insurance

pension insurance

unemployment
insurance
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Personal income tax

Corporate income tax

Property tax

Taxes on goods and services 
(VAT, excise taxes, etc.)

Customs duties and
customs fees
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Aid (received from international 
organisations, foreign govern-

ments or from the budget)

Revenues from assets

Revenues from administrative 
fees and revenues pursuant to 

special regulations

Revenues from own business, 
fines, donations
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CIT PIT property 
taxes

VAT excise 
taxes

other taxes 
on goods 

and services

customs 
duties and 
customs 

fees

other 
taxes

value added tax (VAT) 
– an indirect sales tax 
charged at every stage of 
production and distribu-
tion, i.e. for all final pur-
chases of goods and ser-
vices; it burdens the final 
consumer, but the actual 
taxpayer is the provider 
of goods and services.

excise taxes – special 
taxes, or excises, on the 
consumption of petro-
leum derivatives, tobac-
co products, coffee, beer, 
non-alcoholic beverages, 
spirits, personal cars and 
other motor vehicles, 
vessels, planes and luxu-

direct taxes – taxes im-
posed directly on tax-
payers, i.e. the taxes to 
be paid by the taxpayer 
directly into the budget, 
e.g. corporate income 
tax and personal income 
tax, surtax on personal 
income tax, property tax 
and gift and inheritance 
tax.

indirect taxes – taxes on 
goods and services col-
lected indirectly through 
an intermediary, such as 
an importer, producer or 
seller (for example VAT, 
excise tax, and customs 
duty). They are included 
in prices, so that, despite 
being paid into the bud-
get by intermediaries, 
they are indirectly borne 
by customers.

Graph 3: Structure of tax revenues, 2003-09, in %

1 For more details about taxes, see Kesner-Škreb and Kuliš (2010).
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Tax revenues 

Tax revenues are the most important source of revenue for the national 
budget. They include revenues from personal income tax (PIT) and surtax, 
corporate income tax (CIT), property tax, tax on goods and services and tax 
on international trade and transactions. In this connection, we must differ-
entiate between direct taxes, i.e. PIT and surtax on PIT, CIT and property 
tax, which are borne by taxpayers who pay a part of their income or prop-
erty directly into the national budget, and indirect taxes, such as VAT or 
excise taxes, which are included in the price. Therefore, despite being paid 
into the budget by traders, these taxes are indirectly borne by consumers.1

 

As shown by graph 3, VAT and excise taxes represent the most affluent 
source of the national budget revenue, as, for many years, they have ac-
counted for almost 80% of total tax revenue, or close to 50% of total oper-
ating revenues. So, in 2009, the state plans to collect about 70 billion kuna 
of tax revenue, of which over 44 billion from VAT and an additional 9.4 
billion kuna from excise taxes. 
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ry products. They are jus-
tified by introducing tax 
progression (e.g. on lux-
ury products), reducing 
pollution (e.g. on petro-
leum derivatives) and dis-
couraging the consump-
tion of certain products 
(e.g. tobacco and alcohol), 
hence: sin taxes. 

contributions – earmar-
ked public revenues, paid 
for example for health 
and pension insurances. 
They are collected from 
employers and from 
employees. Unlike taxes 
which flow into the state 
treasury and can be used 
for any general public 
need, contributions are 
paid into special funds 
and can only be used for 
the purpose for which 
they are earmarked. 
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Corporate and personal income taxes are not that significant, and their 
share in total tax revenue ranged from about 14% at the beginning of the 
reference period to 17% at the end of it. Moreover, since 2007, as the cen-
tral government ceased to share the CIT revenue with local units, and 
increased the share of PIT allocated to local units, the share of PIT has 
decreased and the share of CIT went up (for more details about this, see 
the section about the structure of revenue of local units). So, why is the 
tax burden on labour in Croatia so often considered as very heavy, when 
the data on PIT suggest quite the opposite? The “mystery” will be solved 
in the next section about contributions.

Contributions 

There has often been controversy about compulsory insurance contribu-
tions which account for about 35% of total operating revenues and repre-
sent the second most important source of the national budget revenue. Un-
like the PIT and surtax on PIT, which are not too high in Croatia compared 
with other countries, the compulsory contributions represent a heavy bur-
den on employees’ salaries and count among the highest in the world. 

Compulsory contributions 

Despite a simplified division into pension, health and employment con-
tributions, the compulsory contribution system is more complex. Spe-
cifically, there are compulsory contributions for (1) pension insurance 
under the pay-as-you-go scheme, (2) pension insurance based on indi-
vidual capitalised saving, (3) health insurance, (4) unemployment insur-
ance, and (5) employment incentives to disabled persons. Furthermore, 
the legislation on obligatory insurance determines more than seventy 
categories of contribution payers and lays down the base and rate for 
each category. However, the bulk of contribution payers can be classified 
into the following groups: (1) employees and their employers, (2) trades-
men and freelances, (3) employees receiving salaries and some kind of 
additional income, and (4) pensioners.

We will discuss in more detail only the first (and largest) group which ac-
counts for the bulk of revenues, i.e. employees and employers. The calcu-
lation base is the gross salary (GS) on which different contribution rates 
are applied. We distinguish between contributions from salary – paid by 
employees at a rate of 20% of GS for pension insurance, and contribu-
tions on salary – paid by employers at a rate of 1.7% of GS for unemploy-
ment insurance, 15% of GS for health insurance and 0.5% of GS for health 
protection at work.

The main difference between taxes and contributions is that tax revenue 
can be used for any budget expense, whereas contributions must only be 
used for the purposes for which they are earmarked.
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extra-budgetary fund – a 
kind of extra-budgetary 
user established as a le-
gal person for a special 
purpose and financed 
from earmarked reve-
nues, from the budget or 
from other sources. 

public enterprise – an 
enterprise majority-
owned and controlled by 
the state or a local unit 
which normally provides 
public or utility services; 
the definition is rather 
vague and the real sta-
tus of some enterprises 
is not always clear.
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Other operating revenues

Other operating revenues are less significant for the national budget, as, for 
many years, they have accounted for as little as 3% to 6% of total operating 
revenues. Included in this group are also various kinds of aid (from inter-
national organisations or foreign governments), revenue from assets (e.g. 
concessions for the use of the Croatian air space), charges and fees (e.g. 
revenue stamps for passport), etc. 

A Register of non-tax revenues

The Institute of Public Finance, in collaboration with the Ministry of Fi-
nance, has established a register of as many as 274 non-tax revenue items. 
These revenues are subject to special regulations related to particular 
administrative operations and economic functions of the Government. 
They are collected by central government authorities, public enterprises, 
extra-budgetary funds, local units, various organisations, chambers and 
associations (e.g. fire brigade associations or tourist boards), and are de-
termined on the basis of various rates, rules and price lists. 

   

Revenues from the sale of non-financial assets

These revenues account for less than one percent of total state revenue. 
The Government usually generates them by selling residential and business 
buildings, land, transportation facilities and strategic reserves. 

Treasury Single Account

Did you know that most of the national budget revenue is paid into the 
Treasury Single Account (TSA) held by the Croatian National Bank? 
Actually, this is not a single account but a system of accounts in which 
all received revenues are deposited and from which all expenditures are 
paid to all budget users. It is supervised and controlled by the Ministry of 
Finance. Thanks to this account, the Ministry has full information about 
the balance of its funds at the end of each day and about how it is going 
to allocate them in accordance with set priorities. 
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earmarked revenue – the 
revenue whose purposes 
have been determined 
in advance; thus, for ex-
ample, revenues from 
health insurance con-
tributions must be used 
for health care.

subsidies – non-repay-
able state aid to produc-
ers or consumers subject 
to a specific type of busi-
ness or behaviour of the 
recipient.

donations – gifts in cash 
or in kind which can be 
given by the budget and 
budget users to non-pro-
fit organisations, hou-
seholds and citizens, 
or received from natu-
ral persons, non-profit 
organisations and com-
panies.

Graph 4: Total expenditure of the national budget, 2003-09, in billion kuna
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Expenditure of the national budget

In order to establish who spends the collected revenue, as well as where and 
on what it is spent, expenditure of the national budget should be classified 
in several ways. The following classifications can be applied (but not always, 
not for all levels of budget, and often with a significant time lag): economic 
classification, i.e. according to the economic purpose of expenditure (e.g. 
compensation of employees, subsidies or social benefits); functional clas-
sification according to the purpose of expenditure (e.g. defence, health care 
or education); programme classification, according to specific programmes, 
activities and projects (e.g. environmental protection, informatisation or 
entrepreneurial support); organisational classification, according to or-
ganisational units (e.g. parliament, government, ministries, state admin-
istrations, etc.); classification by source of finance, showing the sources of 
revenue (e.g. taxes, contributions, earmarked revenue or donations); and 
location classification, i.e. by territorial unit (e.g. country, county, city, mu-
nicipality or area of special state concern).

What is the total amount of the national
budget expenditure?

It is obvious that expenditure has grown from year to year. As shown by 
graph 4, they went up from about 79 billion kuna in 2003 to almost 127 bil-
lion kuna in 2009, which is an increase of about 62%. 
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fiscal consolidation – the 
policy aimed at reducing 
the national deficit and 
accumulated debts.

public sector – a part of 
the national economy 
comprising all levels of 
government, the social 
welfare, pension and 
health insurance systems 
and public enterprises.

functional classifica-
tion – a presentation of 
expenditure according 
to its purposes (e.g. de-
fence, health care and 
education).

organisational classi-
fication – the presen-
tation of expenditure 
according to organisa-
tional units, i.e. min-
istries, state offices, 
funds, institutes, agen-
cies and other budget 
users (formerly known 
as administrative clas-
sification).

2� 2�

There are many reasons for such a boost in expenditure: the consequences 
of war, adverse demographic situation, the unwillingness of both politicians 
and citizens to start effective structural reforms and fiscal consolidation, 
and above all, a too slow public administration reform, unsustainable pen-
sion and health care systems and lagging privatisation. All this resulted in 
high expenditures for public sector employees, high social benefits, and 
too generous subsidies to both private and public enterprises. As higher ex-
penditure is to a large degree financed by borrowing, it is further increased 
by substantial amounts of interest. 

What does the Government spend money on?

It is not always easy to find out on what the Government spends money. 
In order to establish this, we must consider state expenditure from various 
aspects. We already explained that there are various budget classifications. So, 
while the organisational classification, for example, shows the organisations 
which use budgetary resources, for example the Ministry of Health and Social 
Welfare or Ministry of Defence, the functional classification indicates the 
real amounts spent for defence or social welfare. But the fact that a certain 
amount of funds is allocated to a ministry does not necessarily mean that 
it is actually spent by this ministry for a specified purpose. The Ministry of 
Defence, for example, can give various social welfare benefits to ex-soldiers. 
In functional terms, these expenditures should be shown as welfare and 
not defence expenditures. Therefore, looking at the organisational budget 
classification alone can lead members of parliament astray in evaluating and 
deciding about the allocation of budgetary resources. It is therefore essential 
to show and analyse the budget according to different classifications. In the 
following part we will show expenditure according to the most common 
classifications: the economic, the functional, the organisational, classification 
by programme, and by source of financing. 

Expenditure according to the economic 
classification

As we said before, expenditure is recorded in the revenue and expenditure 
account and it is divided into operating expenditures and expenditures for 
the acquisition of non-financial assets. For a number of years, operating 
expenditures have accounted for as much as 97-98% of total expenditure, 
whereas expenditures for non-financial assets accounted for the remain-
ing 2%. A detailed division of operating expenditures and expenditures for 
non-financial assets is shown in figure 3.
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for employees

material 
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financial 
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subsidies aid social 
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other 
expenditures

Expenditures for the acquisition of
produced fixed assets

Expenditures for the acquisition of
non-manufactured assets

Expenditures for the procurement of precious 
metals and other deposited valuables

Strategic reserves

Expenditures for additional investment 
relating to non-financial assets

Figure 3: Types of expenditure of the national budget according to the economic classification

Graph 5: The structure of operating expenditures according to the economic classification,                                                                                     
                 2003-09, in %
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Particularly interesting is the structure of operating expenditures shown in 
graph 5. The most significant items are social benefits and expenditures for 
employees which jointly account for about 70% of total operating expendi-
tures. Below we discuss the operating expenditures. 
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local units – municipali-
ties and cities; the term 
sometimes also includes 
counties.

financial expenditures 
– the expenditures aris-
ing from financial oper-
ations, primarily due to 
borrowing (e.g. interest 
on issued securities, in-
terest on loans and fees 
for banking services).

social benefits – the 
benefits based on insur-
ance rights (pensions, 
unemployment benefits, 
as well as sickness and 
maternity benefits), or 
provided in the form of 
assistance to the poor in 
difficult situations which 
are not covered by the 
basic social insurance 
(e.g. various allowances 
to families and disabled 
persons, transporta-
tion cost aid and public 
kitchens).
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Operating expenditures

As the name says, operating expenditures relate to the operations of the 
state. To be able to operate, the state must pay employees in its institutions. 
To enable these employees to work (make phone calls, send letters and 
stay in maintained business premises), the state must bear various mate-
rial costs. As the state often lacks funds for its operation, it takes on loans 
and must therefore bear various financial costs (e.g. of interest payment); in 
order to provide incentive to various necessary activities, but also to “keep 
alive” loss-making businesses, it gives them subsidies; in order to enable 
underdeveloped local units to keep pace with more developed ones, the 
state provides them with various kinds of grants. And, of course, a welfare 
state must also provide social benefits (pensions, unemployment benefits, 
as well as sickness and maternity leave benefits). We will present here the 
usual operating expenditures categories by size, i.e. by their impact on the 
budget, from the largest (for social benefits) to the smallest (financial ex-
penditures).

Social benefits

Social benefits are by far the most important group of the national budget 
expenditures. They include social security benefits (74%) and welfare benefits 
(26% of total social benefits). On top of these two kinds of benefits, there are 
also social benefits for civil servants, which are maintained as part of expen-
ditures for employees. 

u  Social security benefits include pension, unemployment benefit, sick-
ness and maternity leave benefits and child and family benefit, but 
also allowances for medical services, orthopaedic aids and appliances, 
pharmaceutical products and similar benefits provided by the state. 

u  Welfare benefits are intended for the poor in special situations which 
are not covered by the basic social insurance (e.g. various allowances 
to families and disabled persons, transportation co-financing and pub-
lic kitchens). Of course, we would all like to live in a welfare state, but 
the problem is that social benefit expenditures jumped from 36 billion 
kuna in 2003 to almost 65 billion in 2009, their share in total expendi-
ture increasing from 47% in 2003 to over 52% in 2009.
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expenditures 
excluding veterans

expenditures 
including veterans expenditures for em-

ployees – the salaries of 
employed civil servants, 
contributions for their 
compulsory health and 
pension insurance and 
various benefits in kind.

public sector – a part of 
the national economy 
comprising all levels of 
government, the social 
welfare, pension and 
health insurance systems 
and public enterprises. 

contributions – ear-
marked public reve-
nues, paid for example 
for health and pension 
insurances. They are 
collected from employ-
ers and from employ-
ees. Unlike taxes which 
flow into the state trea-
sury and can be used for 
any general public need, 
contributions are paid 
into special funds and 
can only be used for the 
purpose for which they 
are earmarked.
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The growth of pensions

A dramatic increase in social benefits will be exemplified by pensions which 
account for more than a half of total social benefits and contribute strongly 
to overall social benefit growth. The graph shows their movements in the 
period 2002-08, and a gap between contributions collected (light blue curve) 
and benefits paid to pensioners (dark blue curve). This gap is due to several 
problems. First, the number of pension beneficiaries almost doubled (from 
about 650 thousand to 1.2 million) in the period 1990-2009, while the num-
ber of the actively insured, i.e. economically active population paying pen-
sion contributions, dropped from about 2 million to 1.6 million. While in 
1990, three insured persons sustained one pensioner, today we have only 1.3 
insured persons per pensioner. Second, more than 15% of beneficiaries have 
been granted pension under more favourable conditions, and their benefits 
accounted for 20% of total expenditures for pensions in 2008. Homeland war 
veterans’ pensions account for the largest share in expenditures for “privi-
leged pensions” (and almost 15% of total pension expenditures or about 
5 billion kuna), and their number doubled in the last six years. Privileged 
pensioners receive higher benefits than “regular” pensioners, their required 
service periods are shorter; their retirement leads to erosion of contribution 
revenues and the loss of working-age population from the economically ac-
tive population group. Besides causing inequality and inequity in the system, 
the differences between the “privileged” and “regular” pension beneficiaries 
increasingly burden the national budget.

Expenditures for employees

As shown by graph 5, expenditures for employees, the second largest cat-
egory of operating expenditures, account for an annual average of about 
26% of the total. It is planned to spend about 25 billion kuna for employ-
ees in 2009. This category contains the salaries of public sector employees 
and contributions paid by the Government for their compulsory health and 
pension insurance. As a matter of fact, the Government pays the contribu-
tions to itself, because, as we have seen, social contributions are recorded 
as state revenue. However, although they do not represent an actual cost for 
the Government, they still have to be recorded. 
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grants – non-return-
able transfers of funds 
to international organi-
sations, foreign govern-
ments, budgets, extra-
budgetary users, banks, 
financial institutions and 
enterprises. Aid is often 
given by the national 
budget to local budgets, 
but they can also be giv-
en among local units of 
the same level, e.g. coun-
ties. They are divided 
into current grants (for 
current expenses) and 
capital grants (for the 
purchase of fixed assets), 
as well as into special-
purpose and general-
purpose grants.

subsidies – non-repay-
able state aid to produc-
ers or consumers subject 
to a specific type of busi-
ness or behaviour of the 
recipient.
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Material expenditures
Material expenditures include the total value of goods and services purchased 
by the state from the private sector on the market for the performance of its 
operations. Also recorded are expenditures for business trips, professional 
improvement, office supplies, power, telephone, utility services, information, 
etc. About a half of these expenditures relate to telephone, postal and trans-
portation services, regular and investment maintenance, etc. Despite being 
the third largest operating expenditures, material expenditures still represent 
a less significant expenditures category. Their share has grown continuously, 
from about 5.4% of total operating expenditures at the beginning of the peri-
od, to 6.8% at its end. In 2009, they are planned to amount to 8.4 billion kuna. 

Subsidies
Subsidies are current non-repayable funds provided by the Government to en-
terprises in order to stimulate their production, make up for their losses, main-
tain lower prices of certain goods, etc. We are talking here about the implemen-
tation of certain economic and social policy measures of the Government for 
which almost 7 billion kuna were earmarked in 2009. It should be noted that, 
during the reference period, subsidies to private enterprises (mainly agricultural 
businesses) outstripped markedly the subsidies to public enterprises, and that 
the share of subsidies in total operating expenditures is constant (about 6%).

Grants

Grants account for about 5.4% of total expenditure and include current and 
capital transfers to international organisations, foreign governments, budgets, 
extra-budgetary funds, banks and other financial institutions, but also to en-
terprises. 

Financial expenditures

These expenditures arise from financial operations, primarily from the foreign 
borrowing of the state. They include, for example, interest arising from securi-
ties issued, interest arising from loans received from other levels of govern-
ment, foreign governments, international organisations, banks and other fi-
nancial organisations, fees for banking and payment services, default interest, 
etc. About a half of financial expenditures relate to interest on government 
bonds issued. Financial expenditures account for an annual average of 4.6% of 
total operating expenditures, are projected at about 5.3 billion kuna in 2009. 

Expenditures for the acquisition of non-financial assets

Unlike the above described operating expenditures which relate to the current 
or regular operation of the state, expenditures for the acquisition of non-fi-
nancial assets relate to fixed assets. They involve the acquisition of non-manu-
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functional classification 
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penditure according to 
its purposes (e.g. de-
fence, health care and 
education).
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factured assets (e.g. land), manufactured assets (such as buildings), precious 
metals, strategic reserves, etc. The bulk of these expenditures usually relate 
to the procurement of buildings. Despite being relatively small, the share of 
expenditures for the acquisition of non-financial assets in total expenditure 
increased from 2 billion kuna in 2003 to almost 3.6 billion planned for 2009. 

Expenditure according to the functional 
classification
As said before, there are numerous classification methods, and not all of them 
are used for each level of government. Moreover, the necessary data are often 
delivered with a time lag. Therefore, we present the structure of total expen-
diture of the national budget according to the functional classification for 
2007. As this structure is not subject to significant change from year to year, it 
will provide us with an insight into how the Government spends money. 

Graph 6: Structure of total expenditure according to the functional classification, 2007

As suggested, most funds (more than a third or 37%) are spent on social pro-
tection. Together with health care (15%) these expenses account for more 
than a half (52%) of expenditure. This could be as sign of a social consensus 
reached on the need to improve the social and health conditions of the nation, 
but also of lavish spending in the sectors which have not been reformed or 
restructured. The third largest item of expenditures – economic operations 
(14% of total expenditure) shows that the role of the state in the economy is 
too strong, primarily as concerns subsidies to non-efficient sectors like the 
railways, agriculture or shipbuilding.
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Source: Ministry of Finance (2007: 56-58) 

organisational clas-
sification – the pre-
sentation of expen-
diture according to 
organisational units, 
i.e. ministries, state 
offices, funds, insti-
tutes, agencies and 
other budget users 
(formerly known as 
administrative classi-
fication).

Graph 7: Structure of budget users according to the organisational classification; the 2008 budget execution
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Expenditure according to the organisational
classification 
The organisational classification ensures up-to-date records of expendi-
tures, so that table 1 shows us the amount of budgetary funds used by each 
organisational unit in 2008. This relates to ministries, state administrations, 
funds, institutes, agencies and other budget users. Although there were as 
many as fifty such users, only eleven of them spent more than 1%, and only 
five accounted for more than 6% of total budgetary resources. As few as five 
users, i.e. the Ministry of Economy, Labour and Entrepreneurship, the Minis-
try of Science, Education and Sports, and the Ministry of the Sea, Transport 
and Infrastructure, spent almost 80% of total budgetary resources. What can 
we conclude from this? The fact that the Ministry of Economy, Labour and 
Entrepreneurship is the largest beneficiary could lead us to the idea that the 
bulk of resources are used in the economy. However, this is not true. Of the 
total funds allocated to this Ministry, 93% goes to the Croatian Pension In-
surance Institute and 3.3% to the Croatian Employment Service. It follows 
that 96% of the Ministry of Economy’s resources is allocated for social pur-
poses. If the funds used by this Ministry (28% of total budget expenditure) 
are added to the resources allocated to the Ministry of Health and Social 
Welfare (20% of the total), we see that more than a half of total budgetary 
resources is spent on various social benefits. After all, a similar picture is pre-
sented by the functional classification. It is obvious then that these sectors 
need to be reformed and restructured in order to cut down the huge budget 
expenditure.
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Budget user

126,923.4
35,965.9
24,754.5
18,019.1
12,061.7

7,812.2
5,218.6
4,415.9
4,047.1
4,010.6
2,574.5
2,275.2
1,250.5

670.9
635.7
480.6
317.5
286.2
258.4
257.2
248.8
218.7
163.5
148.8
130.4
108.5

86.4
63.5
52.8
51.5
46.0
40.6
31.7
28.7
27.9
19.7
17.8
16.4
15.0
14.6
14.2

9.2
9.0
8.1
6.9
6.6
6.3
5.6
5.3
4.4
2.5
1.1
0.6

100.00
28.34
19.50
14.20

9.50
6.16
4.11
3.48
3.19
3.16
2.03
1.79
0.99
0,53
0.50
0.38
0.25
0.23
0.20
0.20
0.20
0.17
0.13
0.12
0.10
0.09
0.07
0.05
0.04
0.04
0.04
0.03
0.02
0.02
0.02
0.02
0.01
0.01
0.01
0.01
0.01
0.01
0.01
0.01
0.01
0.01
0.00
0.00
0.00
0.00
0.00
0.00
0.00

in million kuna in %

                                                                                                 Total
050 Ministry of Economy, Labour and Entrepreneurship
100 Ministry of Health and Social Welfare
025 Ministry of Finance
080 Ministry of Science, Education and Sports
065 Ministry of the Sea, Transport and Infrastructure
030 Ministry of Defence
040 Ministry of the Interior
060 Ministry of Agriculture, Fisheries and Rural Development
046 Ministry of Families, Veterans’ Affairs and Intergenerational Solidarity
110 Ministry of Justice
062 Ministry of Regional Development, Forestry and Water Management
055 Ministry of Culture
075 Ministry of Environmental Protection, Physical Planning and Construction
048 Ministry of Foreign Affairs and European Integration
021 Central State Administrative Office for Public Administration
027 Security and Intelligence Agency
180 State Geodetic Directorate
020 Government
220 Croatian Mine Action Centre
115 Development and Employment Fund
090 Ministry of Tourism
010 Croatian Parliament
225 State Inspectorate
116 Regional Development Fund
140 Meteorological and Hydrological Service
160 Central Bureau of Statistics
106 Croatian Academy of Sciences and Arts
015 President of the Republic of Croatia
185 State Audit Office
022 Central State Administrative Office for E-Croatia
024 Central State Administrative Office for State Property Management
023 Central Office for Development Strategy and Coordination of EU Funds
150 State Office for Metrology
017 Constitutional Court of the Republic of Croatia
156 State Intellectual Property Office
241 Operational and Tech. Centre for the Supervision of Telecommunications
175 Croatian Hydrographic Institute
018 Croatian Competition Agency
151 Croatian Standards Institute
240 Office of the National Security Council
260 National Nuclear Safety Office
242 Information System Security Bureau
152 Croatian Accreditation Agency
250 Croatian Personal Data Protection Agency
196 State Commission for Supervision of Public Procurement Procedure
120 Office of the Ombudsman
235 Croatian Information and Documentation Referral Agency
121 Ombudsman for Children
255 State Office for Radiation Protection
122 Croatian Gender Equality Ombudsperson
123 Ombudsman for Disabled Persons
230 Committee for Relations with Religious Communities

Execution

Table 1: The 2008 national budget execution according to the organisational classification

Source: Croatian Parliament (2009: 28-31)
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030
03005

1552
A545008
A545019
A545023
A545025
K545040
T545041

Budget classification by programme 
Ministry of Defence
Ministry of Defence
Defence programme
International co-operation
Armed forces functioning
Education and professional development
Equipment and modernisation, etc.
Fire fighting aircrafts
Establishment of the company Aviation Technical Centre, Ltd.

programme classifica-
tion – the statement 
of expenditure by pro-
gramme, activity and 
project (e.g. environmen-
tal protection, informati-
sation or entrepreneurial 
support). 

programme – a set of 
independent and closely 
connected activities and 
projects aimed at achiev-
ing a common goal. 

project – a part of a pro-
gramme of a pre-defined 
duration, with planned 
expenses for the achieve-
ment of the goals set by 
a programme.

activity – a part of a pro-
gramme of no pre-de-
fined duration, but with 
planned expenses for the 
achievement of goals set 
by the programme.

34 3�

Numeration in the organisational classification

Table 1 shows budget users according to their respective shares in total 
expenditure. However, as we can see, each organisation is assigned a cer-
tain numerical code, representing the section. The organisational clas-
sification includes sections from 010 Croatian Parliament, 015 President 
of the Republic, 017 Constitutional Court to 250 Personal Data Protec-
tion Agency, 255 State Office for Radiation Protection, and 260 National 
Nuclear Safety Office. Individual organisations, e.g. the Ministry of Econ-
omy, Labour and Entrepreneurship, are further divided into chapters, so 
we have chapter 05005 Economy and Entrepreneurship, chapter 05010 
Commodity Reserves Directorate, etc.

Expenditure by programme

Expenditure is also classified according to the programmes for achieving the 
budget users’ goals. The idea of the programme classification is to deter-
mine, as accurately as possible, the purpose of expenditures and to improve 
the efficiency control of spending. The fact is that, based on its strategy, the 
Government adopts a four-year general programme in which its financial 
priorities are specified. The general programme is a set of programmes with 
the same goal, to be implemented by individual ministries. A special part of 
the budget contains all expenditures classified by user and programme. Each 
programme has its target group of users, a determined budget, the necessary 
staff and resources as well as defined goals and estimated results. 

The classification by programme will be shown on the example of the Minis-
try of Defence. The code 030 denotes a section, and 03005 stands for a chap-
ter in the national budget. The defence programme is identified by four dig-
its (1552). Programmes are usually divided into sub programmes with codes 
beginning with letters A (activity), K (capital project) or T (current project). 
Each of the letters is followed by a six-digit number. The Ministry of Defence 
has twelve activities, one capital project and one current project. 
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A545025
3211
3213
3221

Budget by activity

Equipment and modernisation
Business trips
Professional improvement 
Office supplies and other material expenditures, etc. 

grants – non-returnable 
transfers of funds to in-
ternational organisations, 
foreign governments, 
budgets, extra-budgetary 
users, banks, financial 
institutions and enter-
prises. Aid is often given 
by the national budget to 
local budgets, but they 
can also be given among 
local units of the same 
level, e.g. counties. They 
are divided into current 
grants (for current ex-
penses) and capital grants 
(for the purchase of fixed 
assets), as well as into 
special-purpose and gen-
eral-purpose grants.

34 3�

Each activity is further divided by type of expenditure, so that we can see 
how much was spent within A545025 for business trips, professional im-
provement, etc. Each of these types of expenditures within an activity is 
denoted by a four-digit number.

The classification by programme should provide for measuring the results 
of each programme, activity and project within a programme, and for mea-
suring the costs of particular services financed from the budget. This should 
provide for budget execution control and the appropriateness of the use of 
government resources. 

Expenditure by source of financing

Thanks to the Treasury Single Account it is also possible to monitor the ex-
penditure by source of financing. The sources of financing are all revenues 
used for financing the expenditures of a particular type and for a particular 
purpose. Each source of financing is assigned a one-digit code representing 
the section (e.g. 1 – general revenues and receipts; 2 – compulsory insurance 
contributions; 3 – own revenue; 4 – special-purpose revenue; 5 – Grants, 
etc.), and a two-digit code indicating the group. 

As an example we take the activity “A618184 Early detection, treatment and 
rehabilitation of drug addiction”, in the national budget section “100 Ministry 
of Health and Social Welfare”. The sources of financing for this activity are: 
11 General revenues and receipts, 41 Revenues from games of chance, and 51 
EU grants. 

To conclude the chapter on classifications, we should note that all classifi-
cations must be interconnected, and that it should be possible to monitor 
each expenditure according to several criteria. Expenditures by institution 
must also be divided by programme, economic type and source of financing. 
Moreover, thanks to the numeration system, data on expenditures should 
also be classified according to individual government functions. The purpose 
of combining classifications is to provide a better insight into the purposes, 
types and effects of the national budget expenditure. 
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budgetary principles – the 
principles to be adhered 
to by all those dealing with 
the budget; they include 
the principles of equilib-
rium, annuality, unity and 
budget accuracy, univer-
sality, specification, trans-
parency and sound finan-
cial management.

deficit – excess of expen-
diture over revenue in a 
given period.

Graph 8: Measures of surplus/deficit, 2003-09, in billion kuna
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Measures of the national budget
deficit/surplus
As the balance between budget revenue and expenditure constitutes one 
of the basic budgetary principles, whenever there is imbalance between 
revenue and expenditure, and this is practically always the case, the Gov-
ernment has to show the gap in various ways. 

One of the basic categories to be shown is the difference between total rev-
enue and total expenditure. When revenue is higher than expenditure we 
talk about net lending, and when expenditure exceeds revenue we have net 
borrowing. 

Another indicator to be shown is the operating balance, representing the 
ratio between regular operating revenues and operating expenditures ex-
cluding changes in non-financial fixed assets. 

There is also the primary operating balance showing the difference between 
operating revenues and operating expenditures net of interest expenses. 

Graph 8 shows the measures of the national budget surplus/deficit in the 
period 2003-09. As we can see, the overall deficit declines gradually over 
time, and the Government tries to maintain positive operating and primary 
balances, thus reducing total net borrowing. 

It is worth mentioning that the public is rarely informed about all of these 
measures, but only about the national budget deficit. According to the 
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Graph 9: Total revenue and expenditure of the national budget, 2003-09, in billion kuna

financing account – a 
part of the budget show-
ing how budget deficit is 
financed and budget sur-
plus spent.
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International Monetary Fund’s methodology, the national budget deficit 
should equal net borrowing. However, to make things more complicated, as 
usual, the deficit calculations are still made by partly using the old method-
ology according to which expenditure includes some categories of expen-
ditures for non-financial assets. As a result, instead of being equal to net 
borrowing, the Croatian budget deficit is usually slightly higher. As these 
differences are really insignificant, they will not be further discussed in this 
Guide.

The financing account

So far we have explained how the Government collects money and how 
it spends it. Graphs 8 and 9 show that, in all the reference years, the Gov-
ernment spent more than it collected. As we said in the introduction, if 
we want to spend more than we have, we must borrow funds in order to 
cover the excess spending. We can take out a bank loan, borrow money 
from friends or the family, draw money from our own savings account or 
use a combination of all these options. If we want to maintain our finances 
very carefully, we must record such transactions in a special account within 
our budget, called the financing account. This account gives us an insight 
into how we financed our increased spending, or what we invested our in-
creased income in. 
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Net
financing

Receipts from financial 
assets of the state plus 

credits and loans received

Expenses for financial 
assets and for loan 

and credit repayment

public enterprise – an en-
terprise majority-owned 
and controlled by the 
state or a local unit which 
normally provides public 
or utility services; the def-
inition is rather vague and 
the real status of some 
enterprises is not always 
clear.

Figure 4: The national budget’s financing account
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Where are the privatisation receipts recorded?

Privatisation receipts are one-off receipts used for the financing of the 
national budget deficits, and are recorded in the financing account as re-
ceipts from financial assets. They used to be substantial in the years of ma-
jor privatisations (e.g. of banks and telecommunications), but they fell to a 
relatively low level over the last few years. In future, all sales of state assets, 
including sales of shares in public enterprises, will be recorded as the na-
tional budget’s one-off receipts from the sale of financial assets, and will 
be used for the repayment of debt from previous periods. A larger share 
of privatisation receipts in total receipts (also including the receipts from 
borrowing) is usually due to the poor fiscal position of the national budget, 
forcing the Government to sell valuable assets. 

The same behaviour is required from the Government. Figure 4 shows what 
the state’s financing account looks like.

The states’ receipts include various monetary inflows arising from domestic 
and foreign deposits and loans, as well as receipts from other financial as-
sets like securities. The records of expenses include the outflows of funds 
according to the same categories. The difference between these receipts and 
expenses constitutes the net financing, i.e. the amount that should equal the 
deficit/surplus from the revenue and expenditures account, or the net lend-
ing/borrowing of the state. 

What is a budget revision?

A budget revision is a change in the budget amounts, i.e. their decrease 
or increase relative to the budget plan adopted at the beginning of the 
calendar year. A revision occurs if it is established during the fiscal year 
that budget revenues have been estimated inaccurately, or if unforeseen 
expenditures occur. A budget revision can be necessitated by contingen-
cies in the domestic or world economies, such as the global recession, 
but it can also be the consequence of the Government’s inability to make 
realistic estimates of its revenue and expenditure.
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Graph 10: Total revenue and expenditure (left-hand scale) and financing of the national budget 
(right-hand scale), in billion kuna

Source: Ministry of Finance (2009a)

Revenue and expenditure account
Operating revenue
Revenue from the sale of non-financial assets
Operating expenditures
Expenditures for the acquisition of non-financial assets
Surplus/deficit
Financing account
Receipts from financial assets and borrowing
Expenses for financial assets and loan repayment
Change in deposit balance
Net financing

115,756
303

115,060
3,292

-2,291

12,308
8,360
1,441
2,508

124,242
395

123,397
3,594

-2,355

13,183
10,828

0
2,355

116,222
381

118,599
2,979

-4,975

15,763
10,788

0
4,975

109,485
339

118,211
2,587

-10,975

22,129
11,155

0
10,975

110,872
339

118,041
2,496

-9,327

20,471
11,144

0
9,327

Revisions in 2009

I                  II               III
2008

Execution
2009
Plan

Table 2: Total revenue, expenditure and financing of the national budget, in billion kuna
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Table 2 and graph 10 provide a simple presentation of the 2009 bud-
get plan made at end-2008, and as many as three revisions that followed 
– the first one in April, and the second and the third in July 2009.

Specifically, even though it was obvious, as early as the beginning of au-
tumn 2008 that the world economy had got into a recession which Cro-
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atia would not be able to avoid, the Government late in 2008 planned its 
2009 budget too optimistically.
At that time, the Government was already aware that public spending 
was unsustainably high and that the public debt of almost 11 billion 
kuna would fall due in 2009 (as represented by the solid blue curve on 
the graph, right-hand scale). The Government was supposed to know 
that further borrowing was irresponsible towards (declining) future gen-
erations which will have to repay this debt, and that excess government 
borrowing would hamper private sector development, as a result of both 
funding difficulties and an inevitable increase in the tax burden. How-
ever, under the pressure of various interest groups, the 2009 budget plan 
was as optimistic as in the times of strongest economic growth. Such a 
budget plan soon proved to be unsustainable. Therefore, despite the in-
troduction of new taxes and a VAT rate increase, in the budget revisions 
that followed the Government had to plan significant cuts in revenues, 
because, due to recession, the revenues were simply not flowing in.
Alas, the Government was not strong enough to make any significant 
spending cuts, but rather decided to sharply increase borrowing (see the 
dashed red curve on the graph, right-hand scale). As a consequence of 
such irresponsible fiscal behaviour of both the previous governments in 
the period of the average 5-percent annual growth of GDP (2002-07) and 
of the present government in planning and revising the 2009 budget, the 
national budget deficit of 2.4 billion kuna, projected at end-2008, grew 
to 9.3 billion kuna projected in August 2009 (see the vertical space be-
tween the solid blue and dashed red curves, right-hand scale).
We must keep in mind, however, that the growth of the dashed red 
curve (borrowing) in a given year will definitely lead to the growth of the 
solid blue curve (debt repayments and, of course, the interest making 
this debt significantly heavier) in the coming years. 
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extra-budgetary users 
– extra-budgetary funds, 
enterprises and other le-
gal persons in which the 
state or local units exer-
cise a decisive influence 
on the management, and 
which enjoy considerable 
autonomy including inde-
pendent decision-making 
on a part of their revenue 
and expenditure. 

extra-budgetary fund – a 
kind of extra-budgetary 
user established as a legal 
person for a special pur-
pose and financed from 
earmarked revenues, 
from the budget or from 
other sources.

Croatian Pension Insurance Institute

Croatian Health Insurance Institute

Croatian Employment Service

Child Benefit Fund

Croatian Waters

Croatian Motorways

Croatian Roads

  State Agency for Deposit Insurance
and Bank Rehabilitation

Croatian Privatisation Fund

Development and Employment Fund

Regional Development Fund

Environmental Protection Fund  

1999-
2000 2002 2003

2004-
2006 2007 2008

Table 3: Extra-budgetary users of the national budget, 1999-2008 
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The budgets of extra-budgetary 
funds
A major part of the funds collected and spent in the state are recorded in the 
national budget, and a smaller part in the budgets of extra-budgetary users of 
the national budget and in the budgets of local units. In the previous section 
we explained the main concepts related to the national budget, and now we 
will discuss the extra-budgetary users of the national budget. 

Who are the extra-budgetary users?
The extra-budgetary users of the national budget are extra-budgetary funds, 
companies and other legal entities in which the Government exerts a decisive 
influence on the management, but which also enjoy a high level of autonomy, 
including independent decision-making on a part of their own revenue and ex-
penditure. Each extra-budgetary user of the national budget has a separate bud-
get, which is why, in many countries, the revenue and expenditure of such users 
are not included in the national budget. In Croatia, however, in order to make 
the management of the money of major extra-budgetary users (the pension and 
health insurance institutes and employment service) more efficient, their revenue 
and expenditure have been included in the national budget since 2007. As shown 
by table 3, the status and number of extra-budgetary users are subject to frequent 
changes, which hamper the monitoring of their revenue and expenditure.
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financial plan – a docu-
ment drafted by a bud-
getary or extra-budgetary 
user showing its revenue 
and expenditure.

revenue – a term used in 
the revenue and expendi-
ture account, for funds 
paid in that account on 
the basis of operations or 
the sale of non-financial 
assets.

Croatian Pension Insurance 
Institute

Croatian Health  
Insurance Institute

Croatian Employment Service

Croatian Privatisation Fund

Croatian Waters

Croatian Motorways

Croatian Roads 

State Agency for Deposit 
Insurance and Bank 
Rehabilitation

Environmental Protection Fund

Sources of revenue

Contributions from wages, and the shortfall covered from 
the national budget (until 2007)

Contributions on wages, and the shortfall covered from the 
national budget (until 2007)

Various types of contributions, and the shortfall covered 
from the national budget (until 2007)

Receipts from the sale of the Fund’s shares or stakes in 
companies, dividends, transfers from the national budget 
and other revenue

Revenue from rates (e.g. water utilisation rates) and transfers 
(grants) from the national budget and other revenue

Transfers (grants) from the national budget, road tolls, 
various charges (motorway tolls) and other revenue (until 
2008)

Transfers (grants) from the national budget, various fees 
(e.g. motor fuel fee) and other sources

Insurance premiums paid by banks and savings banks for 
savings deposit insurance, revenue raised through the 
Agency’s operations (various fees and charges) and transfers 
from the national budget

Fees (e.g. environmental pollution fee), transfers from the 
national budget, and other sources

Extra-budgetary user
of the national budget

*Bolded are current extra-budgetary funds.

Table 4: Extra-budgetary users of the national budget and their sources of revenue

42 43

Hence, the main characteristic of the extra-budgetary users is that they are in-
dependent legal entities which use their budgets, also called financial plans, to 
finance certain public needs like road construction or water supply. The most 
common reason for their establishment is to ensure a source of financing for 
a particular purpose and thus prevent a situation where, due to the pressures 
from certain interest groups, there would not be enough revenues for that pur-
pose. Therefore, the Croatian Pension Insurance Institute has long had status as 
an extra-budgetary user, as it was considered that the funds for pensions had to 
be provided at all times, regardless of the pressures coming, for example, from 
shipbuilding or construction lobbies during parliamentary budget debates.

The extra-budgetary users are financed from earmarked revenues, but also 
from budgetary resources. The special-purpose revenue means the revenue 
whose purpose has been determined in advance (for example, revenues from 
health insurance contributions must be spent on health care).

Besides the extra-budgetary users of the national budget, there are also extra-
budgetary users of local units’ budgets which will be discussed in the section 
on local units. 



a citizen’s guide to the budget

general government – 
central government (bud-
getary and extra-budget-
ary users of the national 
budget) plus budgetary 
and extra-budgetary us-
ers of the county, city 
and municipality budgets 
consolidated general gov-
ernment budget.

public enterprise – an 
enterprise majority-
owned and controlled by 
the state or a local unit 
which normally provides 
public or utility services; 
the definition is rather 
vague and the real status 
of some enterprises is not 
always clear.
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The extra-budgetary users’ own revenue (e.g. the Croatian Roads’ motor 
fuel fee) is most frequently insufficient to cover their expenditure. The larg-
est shortfalls in own revenue have been reported, for example, by Croatian 
Roads and Croatian Motorways (at the time when they had status as extra-
budgetary users), because they finance new capital transportation projects. 
A part of the shortfall is tried to be covered by the national budget trans-
fers, whereas the remainder is financed through borrowing. Specifically, the 
Government takes out loans and issues bonds to be sold on the interna-
tional capital markets. These debt instruments have been very popular for 
the financing of new motorway sections. This could be compared with a 
situation of, for example, a husband having insufficient own income to buy 
a car. A part of the shortfall is covered by transferring funds from the wife’s 
budget and the rest is financed by taking out a bank loan. 

How are the financial plans of extra-budgetary users of the           
national budget adopted?

Just as the state draws up its budget, extra-budgetary users prepare their 
financial plans. The extra-budgetary users of the national budget draw 
up their financial plans at the same time as the national budget is being 
made. Each user makes its own financial plan proposal for the following 
year and submits it to the relevant ministry, which delivers it, together 
with its own financial plan, to the Ministry of Finance. The summaries of 
the extra-budgetary users’ financial plans are appended to the proposal 
for the national budget and submitted to Parliament. After a debate, the 
Parliament will approve them together with the national budget for the 
following year. The adoption procedure for the financial plans of extra-
budgetary users of the national budget is explained in detail in the Budget 
Act, and financial plans are published in the Official Gazette on the date 
of publishing the national budget and the national budget execution act.

The revenue and expenditure of
extra-budgetary users
As shown by graph 11, the revenue and expenditure of extra-budgetary us-
ers grew continuously over the period 2005-07, with the expenditure con-
stantly exceeding the revenue. The situation changed in the following years, 
as the Health Insurance Institute, Pension Insurance Institute and Employ-
ment Service lost their status as extra-budgetary users and were included 
in the national budget, and as Croatian Motorways were excluded from the 
general government to be maintained as public enterprise. Of course, 
such changes hamper the monitoring of the budgetary and extra-budgetary 
users’ operations and prevent comparisons across years.
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deficit – excess of expen-
diture over revenue in a 
given period.
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Graph 11: Total revenue and expenditure of extra-budgetary users, 2005-09, in billion kuna

Source: Ministry of Finance (2009b; 2009c) 
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Graph 12: The revenue and expenditure plan of extra-budgetary users for 2009, in billion kuna
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Almost 80% (5.1 billion kuna) of the extra-budgetary users’ expenditure is 
allocated to Croatian Roads and Croatian Waters which account for the total 
deficit of extra-budgetary users amounting to 2.5 billion kuna. It should be 
noted that the 2009 deficit of Croatian Roads (2.6 billion kuna) exceeds the 
overall deficit of all extra-budgetary users (2.5 billion kuna), which shows 
the need for more rational spending of the funds earmarked for roads and 
for considering the possibility to privatise a part of this sector. This would, 
at least in the long run, narrow the huge gap between revenue and expen-
diture of the Croatian Roads company (71 million kuna vs. 2.7 billion kuna) 
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Figure 5: Consolidated central government budget

Consolidated central 
government budget

Financial plans of extra-budgetary 
users of the national budget National budget 

central government – the 
national budget users (e.g. 
ministries, state agencies) 
and extra-budgetary us-
ers (e.g. Croatian Waters 
and Croatian Roads).
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The consolidated central
government budget
We will try to explain the consolidated central government budget on the 
example of a family in which only the husband and wife are employed. We 
assume that each of them earns 5,000 kuna per month. In a given month, 
the husband spends 4,000 kuna and gives 1,000 kuna to his wife for over-
head expenses. The wife spends 5,500 kuna. Consolidation means proce-
dure in which the data for several units are presented as data for one unit. 
The consolidated budget of the family then represents the sum of their in-
come and expenditures in a given month. The consolidated income of the 
family amounts to 10,000 kuna (5,000 + 5,000), and consolidated expendi-
tures 9,500 kuna (4,000 + 5,500). The remaining 500 kuna are set aside as 
savings. For consolidation purposes, mutual transactions, i.e. money trans-
fers between the husband and wife, are eliminated. Essentially, the consoli-
dation means that, although the husband has paid 1,000 kuna to the wife for 
overhead costs, this amount is not considered to be the wife’s extra income, 
because it represents a simple transfer within the family.

Similarly, the consolidated central government budget, also called the con-
solidated national budget, is nothing but the sum of revenue and expendi-
ture of the two budget components: the national budget and the financial 
plans of extra-budgetary users of the national budget. In the consolidation 
process, it is important that transactions between the national budget and 
the extra-budgetary users, if any, should be omitted.

Then why at all is the central government budget drawn up? Only to find 
out how much money has been jointly collected and spent by the national 
budget and the extra-budgetary users of the national budget. In order to 
arrive at the consolidated central government budget, we go through the 
following two phases:
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The consolidated cen-
tral government revenue 
amounts to 128.7 billion 
kuna. When we put this 
against the consolidated 
expenditure of 131.5 bil-
lion kuna, we get the con-
solidated central budget 
deficit of 2.8 billion kuna.

Extra-budgetary users 
account for 2.5 billion 
kuna or almost 90% of 
this deficit, whereas the 
national budget partici-
pates with as little as 0.3 
billion kuna. The total 
deficit of the consoli-
dated central govern-
ment budget has to be 
financed by borrowing.

Table 5: Consolidated central government budget (national budget and financial 
plans of extra-budgetary users) for 2009, in million kuna

2009 plan
128,697
124,636

4,061
1,983
1,385

71
507
115

131,512
124,954

6,558
2,418
1,130
2,663

236
111

-2,815
 -0.88
-318

-2,497
-436
-255

-2,592
271

4

TOTAL REVENUE AND GRANTS
National budget
Extra-budgetary funds

Croatian Waters
Environmental Protection Fund
Croatian Roads
State Agency for Deposit Insurance and Bank Rehabilitation
Croatian Privatisation Fund

TOTAL EXPENDITURE
National budget
Extra-budgetary funds

Croatian Waters
Environmental Protection Fund
Croatian Roads
State Agency for Deposit Insurance and Bank Rehabilitation
Croatian Privatisation Fund

TOTAL DEFICIT/SURPLUS
Percentage of GDP
National budget
Extra-budgetary funds

Croatian Waters
Environmental Protection Fund
Croatian Roads
State Agency for Deposit Insurance and Bank Rehabilitation
Croatian Privatisation Fund

Source: Ministry of Finance (2009c)
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1) consolidation within the extra-budgetary users of the national budget 
which implies the cancelling out of transfers among the extra-budget-
ary users (e.g. the funds paid by the Croatian Waters to the Environ-
mental Protection Fund and vice versa); and

2) consolidation of transfers from the national budget to the extra-budget-
ary users of the national budget and vice versa.
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units of local self-gov-
ernment – municipali-
ties and cities.

units or regional self-
government – counties.

local units – municipali-
ties and cities; the term 
sometimes also includes 
counties.

local budget – a docu-
ment in which a local 
unit plans its revenue 
and estimates expendi-
ture for a single year, and 
which is passed by the 
local unit’s representa-
tive body.

4� 4�

The local units’ budgets

Citizens have a constitutional right to local and regional self-government 
which includes the right to participate in deciding on local and regional 
needs and interests. Therefore the country is divided into cities and mu-
nicipalities (the units of local self-government) and counties (the units 
of regional self-government). Some cities (e.g. Zagreb) also have city dis-
tricts. 

So far, we have got acquainted with the national budget and extra-budget-
ary users of the national budget. In the following part we will explain the 
third administrative level, the one keeping records of the collection and 
spending of the public money, i.e. local units which include municipalities, 
cities and counties. 

Laws regulating the territorial organisation and budgetary issues of 
local units

Currently (2009), Croatia has 20 counties (and the City of Zagreb), 429 
municipalities and 126 cities. The division of responsibilities, the terri-
torial organisation and the matters related to the local unit budgets are 
regulated by numerous legislation, e.g. the Budget Act, the Act on the 
Financing of Units of Local and Regional Self-governments, the Local and 
Regional Self-government Act, the County, Municipality and City Areas 
Act, the City of Zagreb Act, the Act on the Areas of Special State Con-
cern, the Hill and Mountain Areas Act, and the Islands Act. The budgets 
of all the counties, municipalities and cities from 2001 on can be found at 
the Ministry of Finance’s website. 

Each local unit has its own local budget or plan of revenue and expendi-
ture. Concurrently, all the budgets of local units are managed at the nation-
al level as a single local units’ budget. Therefore, instead of analysing the 
budget of each and every local unit, it is sufficient to know that the budget 
of a local unit shows the revenues pertaining to this unit and expenditures 
for carrying out the activities within its competence. 

How are the local budgets adopted?

Based on the guidelines from the Government, the Ministry of Finance 
compiles instructions for drawing up local budgets and submits them to 
the local units by end-June. In accordance with these instructions, the 
local units’ financial administration bodies draw up guidelines and sub-
mit them to the budgetary and extra-budgetary users within their com-
petence. The budgetary and extra-budgetary users make their financial 
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plan proposals and submit them to the financial administration body no 
later than 15 September. The administration body examines the propos-
als, reconciles the financial plans with revenue estimates, makes a draft 
budget for the following year and projections for the next two years, and 
submits them to the executive body (a head of municipality mayor/coun-
ty prefect) no later than 15 October. The executive body approves the 
budget proposal and the projections and submits them to the represen-
tative body no later than 15 November. The representative body adopts 
the budget for the following year and projections for the next two years 
by the end of the current year and within the time limits enabling the 
implementation of the budget as of 1 January. The head of municipal-
ity mayor/county prefect submits the budget to the Ministry of Finance 
within fifteen days from its entering into force. 

Who are the local budget users?

The local budget users are institutions established by a local unit, which are 
majority financed from the local budget, their budget revenue and expendi-
ture being constituent parts of the local budget. They include, for example, 
primary and secondary schools and kindergartens. When we say, for exam-
ple, that the budget of the city of Karlovac for 2008 amounts to 202 million 
kuna this means that it includes the revenues and expenditures of all users 
of the Karlovac city budget.

Besides the local budget users, there are also the extra-budgetary users of 
local budgets. These are legal persons in which the local units exert a de-
cisive influence on the management, and which are financed in part from 
the budget and partly by the revenues from own operations. An important 
fact about the extra-budgetary users of local budgets is that they maintain 
their own budgets, also called the financial plans. Their revenues and ex-
penditures are not constituent parts of local budgets, but are only included 
in the local units’ consolidated budget. This means that the revenues and 
expenditures of the extra-budgetary users of, for example, the Karlovac city 
budget are not shown in the 2008 budget of the city of Karlovac amounting 
to 202 million kuna.

Detailed explanations and the lists of local budget users and the extra-bud-
getary users of local budgets are published annually, in May or June of the 
current year for the following year.
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grants – non-return-
able transfers of funds 
to international organi-
sations, foreign govern-
ments, budgets, extra-
budgetary users, banks, 
financial institutions 
and enterprises. Aid is 
often given by the na-
tional budget to local 
budgets, but they can 
also be given among lo-
cal units of the same 
level, e.g. counties. They 
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rent grants (for current 
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grants.
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 The local units’ revenues
The local units’ budget revenues are recorded in the same way as the na-
tional budget revenue, and are divided into tax revenues, non-tax revenues, 
grants and revenues from non-financial assets. 

Graph 13: Structure of local units’ revenues, 2003-09, in %

The structure of local units’ revenues has recently undergone considerable 
changes. Taxes have constantly been the main item of the local units’ budgets. 
However, while they accounted for an average of 60% of total revenue in the 
period 2003-06, their share dropped to 52% of the total, according to the 2009 
plan. The second largest revenue item (about 27%) is the non-tax revenue, 
e.g. revenues from the sale of goods and services, from fines, etc., followed 
by grants, whose share has grown rapidly over recent years (from about 6% 
in 2006 to almost 14.5% planned for 2009), and capital revenues whose share 
has almost doubled, from 4.8% in 2006 to 8.8% of total revenue planned for 
2009. Consequently, the last few years saw a decline in the share of tax rev-
enues and a rise in the share of grants and capital revenues. Primary reason of 
this trend is a large number of economically underdeveloped local units. 

What are the grants?
Despite being only the third largest revenue item in the local units’ bud-
gets, grants are relatively important. They constitute the funds received 
by one government unit from another government unit or from an in-
ternational institution, which do not have to be repaid or compensated 
for. Grants are comparable to a situation where, for example, in a given 
month, your income cannot cover your expenditures, so that your par-
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Graph 14: Structure of local units’ tax revenues, 2003-09, in %

personal income tax – a 
direct tax levied on a 
natural person’s income.

decentralised public ser-
vices – responsibilities 
for a part of public ser-
vices (education, health 
care, social welfare and 
fire fighting), which the 
state delegates to a cer-
tain number of local 
units (counties, cities 
and municipalities), pro-
viding them, in return, 
with access to additional 
forms of financing.

2 For more details about grants, see Bronić and Bajo (2007) and Bronić (2008).
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ents give you 1,000 kuna as a gift which you are neither supposed to re-
pay, nor do your parents expect anything in return. Most frequently, the 
higher-level units of government give grants to the lower-level units. For 
example, the central government gives a grant to a county, or a county 
gives a grant to a municipality. Grants can also be provided between local 
units of the same level, e.g. between two counties or two cities.
We distinguish between current and capital grants. Current grants must 
be used for current expenditure, and there are currently six types of cur-
rent grants to counties, cities and municipalities: equalisation grants for 
decentralised public services, the Ministry of Finance’s grants to munic-
ipalities and cities in the areas of special state concern (groups I and II), 
the Ministry of Finance’s grants to counties, grants from other ministries 
and central government institutions, budgetary reserve and compensation 
for damage caused by natural disasters, and replacement of CIT revenue. 
Capital grants are intended for the procurement of fixed assets.2

So then, the key sources of financing for local units are taxes, primarily the 
personal income tax and surtax on personal income tax.

What is the surtax on personal income tax?

The surtax on PIT is an extra tax that can be levied by municipalities and 
cities, and is payable on top of the PIT. The surtax base is the PIT itself, and 
the surtax rates are determined by local units independently. Municipali-
ties and cities can introduce surtax on PIT at limited rates, i.e. the munici-
pality surtax rate can be up to 10%; cities with less than 30,000 inhabitants 
can have a rate up to 12%; cities with more than 30,000 inhabitants up to 
15% and the City of Zagreb up to 30%. The surtax PIT constitutes the rev-
enue of the local unit in which a taxpayer has a domicile or habitual abode. 
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corporate income tax – 
a direct tax levied on the 
profits of legal and natu-
ral persons pursuing a 
business activity inde-
pendently and on a per-
manent basis with a view 
to deriving profits.

shared taxation – divi-
sion of taxes between the 
central government and 
local units (counties, cit-
ies and municipalities). 
By changing tax rates 
and percentages of di-
vided taxes, e.g. income 
tax, the government in-
fluences the amount of 
tax revenue remaining 
with the local units.
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As shown by graph 14, PIT and surtax on PIT are the local units’ most 
important tax revenues. For many years, these taxes accounted for about 
70% of total tax revenue of local units, whereas CIT accounted for 16-20%, 
property taxes for about 7%, and taxes on goods and services for about 4% 
of the total. The situation changed abruptly in early 2007, when the Gov-
ernment stopped sharing the CIT revenue with local units, making them 
the exclusive revenue of the national budget. In return for the loss of CIT 
revenue, the state ceded a larger share in PIT to local units. Therefore, since 
2007, the revenue from PIT and surtax on PIT have accounted for almost 
90% of the local units’ total revenue. 

When talking about tax sharing, we should explain tax sharing and shared 
taxes. As already shown, taxes are the basic source of financing for local 
units and the sharing of common taxes between the central government 
and local units is legally defined. Shared taxation includes PIT and real 
property transfer tax and implies the division of these taxes among the cen-
tral government, county, city and municipality. Table 6 shows how it actu-
ally looks like. 

Decentralised public services 

Within the fiscal decentralisation process, the central government en-
abled local units, as of 2001, to assume responsibility for the financing of 
education, health care, social welfare and fire fighting. This represented the 
transfer of powers over a part of expenditures (material expenditures and 
expenditures for the acquisition of non-financial assets) to those local units 
which assumed responsibility for the financing of health care and education, 
and over the full expenditures, including salaries, to those local units which 
assumed responsibility for the financing of social welfare (the payment of 
benefits, and services such as nursing home and child protection services) 
and fire fighting. All the counties, 32 cities and the C ity of Zagreb agreed to 
assume part of public services, i.e. expenditures, for education, health care 
and social welfare, whereas 126 municipalities/cities took over the regular 
fire fighting activities. Those local units which took over the decentralised 
public services were allocated an additional share in PIT (further increased 
from 2007) for each public service.
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*   Goes to the municipality/city that has established and that finances the regular operations of public fire brigades;   
otherwise, it goes to the central government.

**  Goes to the municipality/city/county that finances its decentralised public services; otherwise it goes to the central 
government.

*** Funds from the central government from which transfers are made to those local units which are unable to finance their 
own decentralised public services up to the minimum standard from an additional share in PIT.

Source: Based on the Act on the Financing of Units of Local and Regional Self-government

PIT — standard sharing 

  PIT — Zagreb 

  PIT — ASSC, HMA

  PIT — islands with special
             financial status
  real property transfer tax

 Central 
government

County
(basic share)

Municipality 
or city

(basic share)

Fire 
brigades 
(decent. 

function)*

Other 
decent. 

functions**

Equalis. 
fund for 
decent. 

functions***

Share for 
joint capital 

project 
financing

Type of tax

55

70.5

90

52

60

areas of special state 
concern (ASSC) – the 
areas devastated by 
war (groups I and 
II) or areas lagging 
behind due to poor 
economic development, 
structural problems, 
demographic or other 
reasons (group III). All 
the three groups cover 
up to 15% of the total 
country population. The 
government provides 
them with special grants 
and cedes them the total 
amount of income tax 
collected; the difference 
between the ASSCs and 
hill and mountain areas 
(HMA) is sometimes 
not clear cut.

hill and mountain areas 
(HMA) – areas defined 
by a special law, in which 
the state stimulates de-
mographic renewal, eco-
nomic growth and sus-
tainable development, 
and creates prerequi-
sites for improved so-
cial circumstances and 
higher standards of liv-
ing for citizens. Depend-
ing on the cause of their 
lagging behind other 
parts of the country, 
these areas are classified 
into two groups: Group 
I, with negative natu-
ral population growth, 
higher unemployment 
rate, etc.; and Group II, 
with unfavourable cli-
mate and other natural 
characteristics.

equalisation fund – a 
portion of the collect-
ed personal income tax 
from which central gov-
ernment gives transfers 
to local units which are 
unable to adequately fi-
nance their  decentrali-
sed functions.

1.3

1.3

—

1.3

10.7

10.7

—

10.7

17.5

17.5

—

—

—

—

—

21

—

—

—

—

40

15.5

—

10

15

Table 6: Tax sharing, in %
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Let us now explain table 6:
u  In the case of the real property transfer tax, the situation is very 

simple. Of each kuna collected as tax, 40 lipa belong to the central 
government and 60 lipa to a municipality or city.

u  The distribution of the PIT is much more complex and depends on 
the area in which the municipality or city of a given taxpayer is. So, 
there are four ways of PIT sharing:
—  ordinary or standard;
—  that applied in the City of Zagreb;
—  that applied in the areas of special state concern (ASSC) and 

hill and mountain areas (HMA); and
—  that applied on the islands having a special financial status.

Thus, in the ordinary or standard tax sharing, of 1 kuna collected as PIT, 
a county receives 15.5 lipa, and a municipality or city 55 lipa; 17.5 lipa go 
to the equalisation fund and 12 lipa (10.7+1.3) to the level of government 
which took over decentralised public services.

So then, of 1 kuna collected as PIT in its territory, the county receives 15.5 
lipa for the performance of its basic public services, whereas a municipality 
or city receives 55 lipa. Where a local unit assumes an obligation to finance 
certain decentralised public services, the central government allocates an 
additional amount of 10.7 lipa to this unit in order to ensure that it has at 
least the minimum funds necessary to finance the activities taken over. In 
the case of assuming the obligation to finance fire brigades, it receives 1.3 
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3 For more details about the PIT sharing, see Bronić (2007).

functional classifica-
tion – a presentation of 
expenditure according 
to its purposes (e.g. de-
fence, health care and 
education).

Graph 15: Structure of local units’ expenditure by function, 2004-08, in %
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lipa more. The more decentralised public services a local unit takes over, 
the larger its share in the PIT revenue.

Local units which took over some or all of the decentralised public services, 
and which do not raise enough funds from the additional share in PIT to 
meet the minimum financial standard prescribed by the competent ministry, 
are allocated grants from the equalisation fund by the central government. 
This is the fund in which 17.5 lipa of each kuna collected as PIT is paid.

Table 6 explains the PIT sharing for each of the four special cases in which 
you may be particularly interested.3

The local units’ expenditures
We will show the local unit’s expenditures according to the functional clas-
sification on graph 15, indicating the purposes for which the local units’ 
funds were used in the period 2004-08. The bulk of funds (20%) were spent 
on housing improvement services (e.g. water and gas supply), followed by 
expenditures for general services, i.e. the financing of executive and legisla-
tive bodies (19%), and expenditures for education (17%), economic opera-
tions (16%) and recreation, culture and religion (12%). These expenditures 
accounted for over 80% of total local spending, whereas the rest related to 
social protection, environmental protection, health care and public order 
and safety. 
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CONSOLIDATED 
GENERAL GOVERNMENT 

BUDGET

Consolidated budget 
of local units (counties, 

municipalities and cities)

Consolidated 
central government budget

Extra-budgetary 
users of the national 

budget

National budget
(ministries and budget 

users)

general government 
– central government 
(budgetary and extra-
budgetary users of the 
national budget) plus 
budgetary and extra-
budgetary users of the 
county, city and munic-
ipality budgets consoli-
dated general govern-
ment budget.

Figure 6: Consolidated general government budget 
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The consolidated general
government budget
In contrast to the central government budget which comprises all the revenue 
and expenditure of the national budget and the budgets of extra-budgetary 
users of the national budget, the general government budget includes the cen-
tral government budget plus the budgets of local units. 
This means that the general government comprises all institutions collecting 
revenues on behalf of the state and incurring expenditures, i.e. all institutions 
financed from the national budget, the extra-budgetary users and budgets of 
local units. The consolidated general government budget is obtained by putting 
together all the three levels of budget and eliminating all transfers among the 
national government budget, extra-budgetary users and local units. It is only 
the consolidated general government budget that gives us the exact informa-
tion on the amounts of public funds collected and spent in the entire country. 
We compared the consolidated central government budget to a family in 
which only the husband and the wife were employed. We can now compare 
the consolidated general government budget to a family in which the husband, 
the wife and the son are employed. The consolidated budget of such a family 
would be the sum of their income and expenditures, excluding money trans-
fers between the husband and the wife, between the son and the mother and 
between the son and the father. For example, if the father gives 7,000 kuna to 
the son for buying a computer, this amount cannot be considered as the son’s 
extra income, but simply as a transfer of funds between family members. 
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Given the consolidated 
general government rev-
enue of 136.2 billion kuna, 
and consolidated expendi-
ture of 139.1 billion kuna 
in 2008, the consolidated 
general government deficit 
reached 2.9 billion kuna.

Total deficit of extra-
budgetary users amounts 
to 2.3 billion kuna and 
the local budgets’ deficit 
is 2 billion kuna. A part 
of these deficits are cov-
ered from the national 
budget surplus of 1.4 
billion kuna, whereas 
the remaining deficit of 
the consolidated general 
government budget of 
2.9 billion kuna must be 
financed by borrowing.

TOTAL REVENUE PLUS GRANTS
National budget
Extra-budgetary funds

Croatian Pension Insurance Institute
Croatian Health Insurance Institute
Croatian Employment Service
Croatian Waters
Environmental Protection Fund
Croatian Motorways
Croatian Roads
State Agency for Deposit Insurance    
and Bank Rehabilitation
Croatian Privatisation Fund

Local budgets
TOTAL EXPENDITURE
National budget
Extra-budgetary funds

Croatian Pension Insurance Institute
Croatian Health Insurance Institute
Croatian Employment Service
Croatian Waters
Environmental Protection Fund
Croatian Motorways
Croatian Roads
State Agency for Deposit Insurance    
and Bank Rehabilitation
Croatian Privatisation Fund

Local budgets
TOTAL DEFICIT/SURPLUS
Percentage of GDP
National budget
Extra-budgetary funds

Croatian Pension Insurance Institute
Croatian Health Insurance Institute
Croatian Employment Service
Croatian Waters
Environmental Protection Fund
Croatian Motorways
Croatian Roads
State Agency for Deposit Insurance    
and Bank Rehabilitation
Croatian Privatisation Fund

Local budgets

103,966
85,928

7,039
41

864
19

1,228
215

2,547
1,478

368

279
10,998

110,435
87,069
10,752

405
953
151

1,720
125

5,028
1,989

197

184
12,614
-6,470

-2.45
-1,141
-3,713

-363
-89

-132
-492

89
-2,481

-511

170

95
-1,616

136,270
116,070

4,405

2,060
1,221

82

844

199
15,795

139,135
114,591

6,730

2,561
1,068

2,732

280

90
17,814
-2,865

-0.84
1,479

-2,324

-501
153

-2,650

564

109
-2,019

113,561
95,587

5,534
310
850

19
1,529

660
1,571

66

410

120
12,441

118,072
92,434
11,655

612
962
163

1,999
709

4,522
2,579

28

81
13,983
-4,511

-1.58
3,153

-6,121
-302
-112
-144
-470

-49
-2,951
-2,513

382

39
-1,543

128,020
108,796

5,109

1,996
1,103
1,392

121

412

85
14,116

131,090
103,980

11,350

2,405
1,068
4,896
2,841

49

92
15,760
-3,069

-0.98
4,815

-6,241

-410
35

-3,503
-2,720

363

-6
-1,644

   2005           2006            2007           2008 

Sources: Ministry of Finance (2009b; 2009d: 31); CBS (2009a; 2009b: 79)
Notes:
Since 2007, the Croatian Pension Insurance Institute, Croatian Health Insurance Institute and Croatian 
Employment Service have been included in the scope of the national budget.
Since 2008, the Croatian Motorways have been excluded from the scope of the general government and 
classified as public enterprise.

Table 7: Consolidated general government budget by level of authority, 2005-08, in million kuna
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Even though we already explained the essence of consolidation on the ex-
ample of the central government, given its extreme complexity, we will 
also exemplify the consolidation of the general government budget. So, the 
consolidated general government budget is obtained in the following four 
phases:

1) consolidation within the extra-budgetary users of the national budget, 
i.e. the cancelling out (omission) of payments between individual users 
(e.g. funds paid by the Croatian Waters to the Environmental Protec-
tion Fund and vice versa); 

2) consolidation of transfers from the national budget to the extra-bud-
getary users of the national budget and vice versa;

3) consolidation of payments between local units and their budgetary and 
extra-budgetary users, which leads us to the consolidated budget of lo-
cal units or the local government budget; and

4) consolidation of payments between the central government budget and 
the budgets of local units, which leads us to the consolidated general 
government budget. 
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What is the structure of the general 
government budget?

As already said, the general government budget consists of the national 
budget, the budgets of extra-budgetary funds and local budgets. In the 
structure of revenue and expenditure, the largest share is that of the na-
tional budget, which accounts for about 85% of revenue and about 82% of 
expenditure. This structure also shows marked growth of both the national 
budget revenue and expenditure over the reference period. As some of the 
extra-budgetary users moved to the national budget over time, the struc-
ture of the general government budget shows a decline in the revenue of ex-
tra-budgetary users, from 6.8% at the beginning, to about 3.2% at the end of 
the period, and a fall in expenditure from 9.7% to 4.8% of the total general 
government budget expenditure. The share of local budgets rose slightly, 
standing at an average of about 11% and 12% of expenditure respectively. 

Graph 16: Structure of general government revenue, 2004-08, in %
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Source: Ministry of Finance (2009b, 2009d: 31)

Notes:
Since 2007, the Croatian Pension Insurance Institute, Croatian Health Insurance Institute and Croatian 
Employment Service have been included in the scope of the national budget.
Since 2008, the Croatian Motorways have been excluded from the scope of the general government and 
classified as public enterprise.
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Graph 17: Structure of general government expenditure, 2004-08, in %

Source: Ministry of Finance (2009b, 2009d: 31)

Notes:
Since 2007, the Croatian Pension Insurance Institute, Croatian Health Insurance Institute and Croatian 
Employment Service have been included in the scope of the national budget.
Since 2008, the Croatian Motorways have been excluded from the scope of the general government and 
classified as public enterprise.
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deficit – excess of expen-
diture over revenue in a 
given period.

borrowing – taking cred-
it and taking out loans or 
issuing securities. 

surplus –  excess of reve-
nue over expenditure in 
a given period.

Graph 18: Total revenue and expenditure of the general government (left-hand scale) and 
deficit of revenue over expenditure (right-hand scale), 2005-07, in billion kuna
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Deficit of the consolidated general 
government budget

As shown by table 7 and graph 18, the revenue and expenditure of the consol-
idated general government budget grew in the period 2005-08, and the bud-
get ran a deficit in each year. However, the deficit declined continuously, from 
6.5 billion kuna in 2005 to 2.9 billion kuna in 2008. While the national budget 
showed a surplus in most of the reference years, from year to year the deficit 
was mostly due to the deficits of extra-budgetary funds. They ran a deficit 
even after some of them, e.g. Pension Insurance Institute, Health Insurance 
Institute and Employment Service, moved to the national budget and Croa-
tian Motorways became public enterprise. Local budgets also showed deficits 
in all the observed years, their deficits increasing constantly, from 1.6 billion 
kuna in 2005 to 2 billion kuna in 2008. 

It is obvious that the public sector needs to be reformed, as concerns its parts 
covered by both former and current extra-budgetary funds (e.g. pensions, 
health care, road management, etc.) and that the unsustainably large number 
of local units needs to be reduced. This particularly relates to municipalities 
whose independent financial operation is seriously hampered.

And how does the Government finance this deficit? Mainly through borrow-
ing. All the debts arising form financing the general government deficits con-
stitute the general government debt or public debt. 

140

135

130

125

120

115

110

105

100
2005                                  2006                                 2007                                  2008 

7

6

5

4

3

2

1

0 



a citizen’s guide to the budget

national debt – accumu-
lated central government 
deficits financed by bor-
rowing. 

government guarantee – 
an instrument by which 
the government guar-
antees the settlement of 
liabilities for which the 
guarantee is issued.
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Public debt
The public debt represents the accumulated budget deficits financed by the 
Government through borrowing. These are simply the funds that the Govern-
ment has borrowed but not yet repaid, and that are claimed by creditors at a 
given time. 
Confusion may sometimes arise from the fact that the term public debt is often 
used along with the term national debt. Public debt should relate to the financ-
ing of the public sector deficit or, in our case, the general government deficit, 
whereas national debt should relate to the financing of the central government 
deficit. However, we should also differentiate between public debt as a sum of 
debts of the national budget, extra-budgetary users and local units including 
government guarantees given, and the national debt as a sum of debts of the 
national budget, extra-budgetary users and local units, but excluding govern-
ment guarantees given. Therefore, the explanations and definitions in each text 
and each table relating to public or national debt must be read very carefully. 

Depending on whether the state owes money to domestic or foreign creditors, 
we can distinguish between domestic or internal debt and foreign or external 
debt.

There is also the potential public debt comprising the Government guarantees 
given and the debt of the Croatian Bank for Reconstruction and Development.

The Croatian Bank for Reconstruction and Development (HBOR)

The HBOR, established and owned by the state, is responsible for the fi-
nancing of the reconstruction and development of the economy and in-
frastructure, promoting exports, providing support to small and medium-
sized enterprises and environmental protection, as well as insuring the 
goods and services exports against non-market risks. The bank’s capital is 
provided from the budget and the bank extends credit to its clients, direct-
ly or via commercial banks (e.g. for the financing of export, agriculture and 
tourism), issues guarantees and provides support in EU funds utilisation. 

The Budget Execution Act lays down the ceilings for borrowing and the to-
tal amount of guarantees for each year. A decision to this effect is taken by 
the Parliament at the proposal of the Government. The Ministry of Finance 
maintains a list of debts and guarantees issued. Decisions on debt and guar-
antees are published in the Official Gazette. 

What are the main problems facing the state as a result of a huge 
public debt?

1)    Because of repayments of the public debt principal and interest, the 
country has less money for the financing of public needs (e.g. the 
construction of roads, hospitals or kindergartens).
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gross domestic product 
(GDP) – an indicator of 
the total value of goods 
and services produced in 
a country within a year.
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2)   The public debt repayment requires higher taxes which pose a bur-
den not only on the present but also future generations of taxpayers.

3)   As a result of government borrowing, the amount of domestic mon-
ey that could be lent to the private sector is limited. This is particu-
larly important in the case of restricted access to foreign borrowing.

4)  Excessive public debt may boost inflation, raise interest rates on 
household and corporate loans and thus destabilise the economy 
and reduce the growth capacity of gross domestic product.

General government debt

Table 8 and graph 19 show the general government debt in the period 2002-
08. First we must note that the monitoring of public finance is subject to fre-
quent changes. As already mentioned, the status of extra-budgetary users 
changes very often, and international institutions and organisations, such as 
the International Monetary Fund and European Union, change their statisti-
cal monitoring methodologies, so that Croatian statistical monitoring sys-
tems have to be adjusted. For all this, one should be very careful about the 
figures we are offered and closely read explanations.

Briefly, in the period 2002-08, the domestic debt of the general government 
more than doubled (from 32.2 to 68.8 billion kuna), whereas the external 
debt of the general government dropped (from 40.2 to 30.5 billion kuna). The 
Croatian public debt, both domestic and foreign, thus went up from 72.5 to 
99.3 billion kuna. The central government debt accounts for over 90% of this 
debt, and the remainder relates to extra-budgetary users and local units. Un-
fortunately, potential debt also went up by more than twofold (from 19.9 to 
44.1 billion kuna). Over three-thirds of this amount relate to domestic and 
foreign guarantees of the Republic of Croatia (mostly foreign ones), and the 
rest represents the debt of the Croatian Bank for Reconstruction and Devel-
opment.

Taken together, total public and potential debts rose, in absolute terms, from 
92.4 billion kuna in 2002 to 143.5 billion kuna in 2008. If these total pub-
lic and potential debts are divided by population number, each living man, 
woman and new-born child owe 33.000 kuna. If we exclude the potential 
debt, the situation is “more favourable”, i.e. each of us owes 24.000 kuna.

However, thanks to GDP corrections necessary for the adjustment of the sta-
tistics to EU requirements, GDP is now higher than before, so that the share 
of debt in GDP decreases. Consequently, in 2008, public debt stood at 29% of 
GDP and public and potential debts totalled 42% of GDP. 
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68.83
 63.96

 3.00
 1.86

30.50
 28.65

 1.83
 0.03

99.33
 92.61

 4.83
 1.89

33.31
 12.39
 20.92
10.81
 0.84
9.97

44.12
143.45

29.03
41.93
20.12

8.92
12.89

1) General government internal debt
Central government internal debt
Internal debt of extra-budgetary funds 
Local government internal debt

2) General government external debt
Central government external debt
External debt of extra-budgetary funds 
Local government external debt

3) Public debt (1+2)
Total central government debt
Total debt of extra-budgetary funds 
Local government total debt

4) RC guarantees issued
Domestic
Foreign 

5) Total debt of the HBOR
Domestic debt
Foreign debt

6) Total potential debt (4+5)
7) Public and potential debt, total (3+6)
DEBT INDICATORS (% of GDP)
Public debt 
Public and potential debt, total 
Internal debt
External debt
Potential debt

32.21
23.32

7.66
1.23

40.24
37.43

2.59
0.22

72.45
60.75
10,24

1.46
16,08

7.42
8.66
3.82
0.44
3.38

19,90
92.35

34.80
44.36
15.47
19.33

9.56

35.55
28.16

6.25
1.14

45.68
41.04

4.29
0.35

81.22
69.20
10.53

1.49
15.42

6.80
8.62
4.93
0.33
4.60

20.34
101.56

35.78
44.74
15.66
20.12

8.96

42.55
37.22

3.91
1.42

50.24
42.23

7.75
0.26

92.80
79.45
11.66

1.68
12.26

4.55
7.71
5.84
0.38
5.46

18.10
110.90

37.79
45.16
17.33
20.46

7.37

55.82
50.56

3.94
1.33

45.36
36.41

8.75
0.20

101.19
86.97
12.68

1.53
12.46

5.27
7.19
7.14
0.53
6.61

19.59
120.78

38.27
45.69
21.12
17.16

7.41

60.55
54.22

5.17
1.16

41.66
32.56

8.94
0.17

102.21
86.77
14.11

1.33
14.19

7.25
6.94
7.69
0.35
7.34

21.87
124.08

35.70
43.33
21.15
14.55

7.64

64.41
56.51

6.33
1.57

39.66
29.42
10.19

0.05
104.07

85.93
16.52

1.62
17.40

7.87
9.53
9.66
0.19
9.47

27.06
131.13

33.12
41.73
20.50
12.62

8.61

Source: Ministry of Finance (2009e)

       2002           2003           2004            2005            2006          2007           2008 GENERAL GOVERNMENT DEBT,
in billion kuna

Table 8: General government debt, 2002-08, in billion kuna, end-of-period
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Graph 19: Domestic, foreign and potential debt (in billion kuna, left-hand scale)
                  and public debt (in % of GDP, right-hand scale), 2002-08
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How big is our state?
The size of the state in terms of public finance is the share of general gov-
ernment expenditure in GDP.

A state that is too large, i.e. too large a share of government spending in 
GDP, can be an indicator of a significant welfare role of the state (as is the 
case, for example, in Scandinavian countries), but also of uneconomical 
spending of public resources. As we can see from graph 20, our state is re-
ally big. For a number of years now, general government expenditure has 
accounted for over 48% of Croatian GDP, which is much above the aver-
age for all transition countries (35%) and the averages for other groups of 
transition countries ranging from below 30% (Confederation of Indepen-
dent States and Mongolia) to around 40% (Central and Eastern Europe, the 
Baltic States and Southeast Europe). 

Graph 20: General government spending, 2001-07, as a % of GDP

The share of the Croatian general government’s expenditure in GDP is about 
48%, meaning that about a half of our GDP is spent on the state and expen-
ditures financed by the state. This suggests that we must keep an attentive 
eye on how all those funds are spent, and reduce the irrational spending of 
taxpayers’ money. In other words, these funds have to be redistributed in the 
way to ensure the financing of national priorities that will contribute to long-
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rights (pensions, unem-
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are not covered by the 
basic social insurance 
(e.g. various allowances 
to families and disabled 
persons, transportation 
cost aid and public kitch-
ens).
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term economic growth. Indeed, almost 70% of public resources are spent on 
the salaries of civil servants and various social benefits (pensions, health 
care and social welfare). The benefits on account of population aging will 
inevitably continue to grow, hampering the efforts to curb public spending. 
However, it is encouraging that other transition countries, showing similar 
demographic trends as observed in Croatia, succeeded in significantly re-
structuring their public spending.

Decisions about the allocation of budgetary resources, reduction of certain 
expenditures, etc. are adopted within the budgetary process in which all tax-
payers should have an important role. This is another reason to become even 
better acquainted with all budgetary activities. Therefore, it is worth getting 
to know the budgetary process and its key participants.
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budgetary process – a 
process consisting of the 
planning, preparation, 
adoption, execution, su-
pervision and audit of 
the budget.

budget – a plan of reve-
nue and expenditure for 
a given period of time.
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THE BUDGETARY PROCESS 
The budgetary process includes the preparation, proposal, acceptance, ex-
ecution and control of the budget. It is determined and influenced by a 
number of formal and informal rules. The budgetary process is very im-
portant because, during its various phases, decisions are made on the man-
ner of collecting and spending public money. But before getting acquainted 
with the budgetary process and its phases, let us learn something about the 
main participants in this process and their roles.

Who are the main participants   
in the budgetary process?
Among numerous participants in the various phases of the budgetary pro-
cess, the most important are: the Government, Parliament, Ministry of Fi-
nance and other budget users, and citizens. We will say a little more about 
each of them.

Parliament
To put it very briefly, the Parliament (Sabor) represents the citizens, adopts 
laws and keeps oversight of the Government. The current, sixth assembly of 
Parliament has a hundred and fifty-three members who are in session twice 
a year: from 15 January to 15 July and from 15 September to 15 December. 
Special sessions are convened as necessary. The Parliament has 29 commit-
tees, the most important of them for the budgetary process being the Legis-
lation Committee and the Finance and Central Budget Committee. 

The Finance and Central Budget Committee establishes and monitors 
the system to finance public needs, financial and credit relations with 
foreign countries, the foreign exchange, tax and customs systems, the 
banking, currency and monetary systems, the state treasury, the Croa-
tian National Bank, the insurance system for property and persons and 
other issues relating to the budget and finances, as well as and the struc-
ture, authority and operating methods of the State Audit Office and the 
Financial Agency (FINA). The Committee also examines, discusses and 
adopts the national budget, annual financial statements of the national 
budget and the reports of the State Audit Office on completed audits. 
The Committee has its chairperson coming from the ruling party and 
the vice-chairperson from the opposition parties, as well as eleven mem-
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bers who are MPs. Participating in the Committee’s activities are also 
the so-called appointed members who are the representatives of trade 
unions, associations, chambers and academic community, and profes-
sional organisations.
The Legislation Committee considers all legislative issues and docu-
ments enacted by Parliament, oversees the unity of the legal system and 
provides opinions on matters of principle pertaining to the development 
of the legal system or the uniform application of laws, establishes and 
issues consolidated texts of laws and other regulations enacted by Parlia-
ment when authorised to do so by said legislation, or when such regula-
tions have been amended at least three times, and considers proposals 
for providing authoritative interpretations of laws and other regulations 
enacted by Parliament. Besides a chairperson and a vice-chairperson, 
the Committee includes eleven MPs and the so-called appointed mem-
bers, i.e. the representatives of trade unions, associations, chambers, ac-
ademic community and professional organisations, as well as prominent 
legal experts.

In its budgetary debates, the Parliament analyses the programmes and fiscal 
policies proposed by the Government, but it should also protect the inter-
ests of citizens. The budget is formally considered as adopted only after the 
Parliament has approved the revenue and expenditure proposed by the Gov-
ernment. Therefore, it is justified to say that it is in Parliament that some of 
the most important activities of the budgetary process are carried out.

The Government
The Government is the executive authority, carrying out the policy deter-
mined by Parliament. The Government proposes fiscal policy, formulates 
the national budget strategies within the context of defined economic, so-
cial and political objectives, prepares all the measures necessary for revenue 
collection, makes proposals for earmarking budgetary resources for planned 
purposes and priorities, and sets guidelines for and supervises the work of 
government administration. In other words, the Government is responsible 
for the entire economic and social development of the country. 

The budget is a fiscal policy instrument reflecting the strategic goals of the 
Government. So, for example, in the budget for the period ending in 2011, 
the Government plans to support economic growth at high and sustainable 
long-term rates, to create new jobs and reduce unemployment, cut the overall 
general government deficit and public debt, which would result in a balanced 
budget and stable public debt. The goal is to additionally improve living stan-
dards, promote public welfare and enhance competitiveness of the economy. 
However, plans do not always come to fruition, because they depend on eco-
nomic and political circumstances both in the country and abroad. 
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programme – a set of 
independent and closely 
connected activities and 
projects aimed at achiev-
ing a common goal.

economic and fiscal 
policy guidelines – a 
document in which the 
government annually 
adopts the course of its 
fiscal policy for the follo-
wing three-year period; it 
defines macroeconomic 
and fiscal assumptions 
for budget preparation. 

budgetary fund – a 
kind of a budget user fi-
nanced from earmarked 
revenues or from the 
budget.

territorial self-govern-
ment – municipal office 
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be established within 
the units of local self-
government.
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The central role in the Government is played by the ruling party (or the rul-
ing coalition of parties), where the members of the Government usually come 
from. The work of the Government is constantly under a watchful eye of the 
broadest public and is the subject of its interest. It is also exposed to constant 
pressures from various interest groups. In the parliamentary elections, voters 
evaluate how successfully the Government has done its job. A negative rating 
of the Government’s performance also means a negative rating of its mem-
bers, as well as of the political party to which they belong.

As a rule, the Government is confirmed by Parliament to which it is account-
able for its work and decisions. At the Parliament’s request, the Government 
is obliged to submit a report on its work and the policies it implements. 

The Ministry of Finance
The Ministry of Finance is the executive body of the Government and a ben-
eficiary of the national budget. It is responsible for the Government’s fiscal 
policy implementation and the accomplishment of the defined budgetary 
goals. In the first phase of the budgetary process, the Ministry of Finance 
makes analyses and forecasts of macroeconomic developments which pro-
vide a basis for fiscal policy and budget formulation; draws up the Govern-
ment’s programme strategy as a framework for developing economic and 
fiscal policy guidelines and drawing up a budget by programme. It also is-
sues and delivers to budget users instructions for drafting a national budget 
proposal, draws up and checks the budget, devises the revenue collection 
methods, monitors the execution of expenditure and provides, on behalf of 
the Government, all services relating to the collection and spending of bud-
getary resources. Briefly said, the Ministry of Finance creates a basis for the 
financing of all public needs of both budgetary and extra-budgetary users, 
as well as of local and regional units.

Budget users
The users of the national budget are government bodies (the ministries and 
state agencies), institutions, minority self-government councils, budgetary 
funds and territorial self-government units whose expenses for employ-
ees and/or material expenses are financed from the national budget. Con-
sequently, this also includes: Parliament, the President of the Republic, the 
Government and the Ministry of Finance. The budget users must use bud-
getary resources for the purposes and objectives for which they have been 
founded (for example, the Ministry of Science, Education and Sports – for 
education and university education programmes, for the development of sci-
ence and promotion of scientific and research activities, as well as sports). 
The checking, supervision and audit of the use of budgetary resources allo-
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cated to individual budget users is carried out by the Ministry of Finance and 
the State Audit Office (external audit), but also by each budget user for itself 
(internal supervision).

Citizens
Citizens elect their representatives who decide on their behalf about all mat-
ters of national importance, including the national budget. Large amounts of 
money flow into the budget, but are spent as well. The way of collecting and, 
particularly, spending this money is not just the concern of our representa-
tives in the Government, Parliament, the Ministry of Finance and other min-
istries. The budget is too important to be left to individual politicians and 
various interest groups and lobbies. Citizens and various governmental and 
non-government institutions and organisations should be actively involved 
in the budgetary process.

What can every citizen do?

Members of parliament and other agents wanting to move a law or 
amendments to a particular law can refer to petitions and proposals 
from citizens, which they are entitled to submit pursuant to the Consti-
tution (Article 130 of the Standing Orders of the Croatian Parliament). 
Each citizen has the right to file petitions and complaints, or make pro-
posals to the national and other public authorities, and to receive replies 
from them. Where a citizen’s petition or proposal is submitted to Parlia-
ment, the Speaker of Parliament will forward it to the chairperson of 
the relevant working body which is bound, no later than within three 
months, to make a report on the outcome of the petition or proposal 
(Article 46 of the Constitution).

The representatives elected by citizens can set priorities for the financing of 
public needs and projects that do not necessarily reflect the citizens’ desires. 
However, through the media, through scientific institutions, non-govern-
ment organisations and interest groups, the public can and even ought to be 
involved in the debate about the budget adoption and budgetary resources 
allocation. Interest groups like trade unions or employers do try, and very of-
ten manage, to push through their own interests. Apart from them, the bud-
get can be influenced by citizens’ associations, various chambers (the cham-
bers of industry or commerce, bar associations, and medical chambers), 
churches and religious communities, as well as individuals. The influence of 
particular agents depends on their power and level of organisation. Once you 
get to know the budgetary process, you can also try to contribute to the more 
efficient management of the taxpayers’ money flowing into the budget.
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Main phases of the budgetary 
process
A budget is the outcome of the budgetary process which represents a whole 
lot of relationships among the main participants providing a basis for parlia-
mentary debates on the budget and its adoption. It is therefore necessary to 
understand the entire procedures for the preparation, adoption, execution 
and control of the budget, so that we ourselves can have some influence on 
budgetary resources allocation. 

Figure 7: Main phases and activities of the budgetary process
 

Figure 7 provides a simple presentation of the budgetary process, omitting 
numerous activities and relationships among all the participants in the pro-
cess. Let us now look at the phases of the budgetary process.

1) The preparation of a budget proposal, which includes the drafting and 
adoption of a Government’s programme strategy, the economic and fis-
cal policy guidelines for the following years and instructions for draft-
ing a national budget proposal and of financial plans of budgetary and 
extra-budgetary users. Then follows the planning of revenue and ex-
penditure and explanation of the proposed financial plans of budgetary 
and extra-budgetary users. The first phase lasts for about eight months, 
from March to November. 

2)  Proposal, debate on and approval of the budget, which takes place in 
Parliament during November and December, and lasts for one and a half 
months, except where a decision on the temporary financing is taken, as 
was the case in 2008.
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Deadline
PHASE 1
Step 1

by mid-March 2010

by mid-April 2010

by end-April 2010

by mid-May 2010

Action
THE PREPARATION OF A NATIONAL BUDGET PROPOSAL
The Government’s programme strategy for a three-year period
The Ministry of Finance, in co-operation with the Central Office for Development 
Strategy, draws up instructions for drafting strategic plans for a three-year period and 
submits them to the ministries and other government bodies.
Based on the instructions, the ministries and other government bodies prepare stra-
tegic plans for a three-year period and submit them to the Ministry of Finance.
Based on the strategic plans, the Ministry of Finance and the Central Office for Development 
Strategy formulate a strategy for a three-year period and propose it to the Government.
The Government adopts a three-year strategy.

�0 �1

3)   Execution of the budget which includes the collection of planned rev-
enue and its spending on planned purposes. This phase lasts exactly one 
year, from 1 January to 31 December.

Upon expiry of a budget year, the annual account of the budget is drawn up. 
That means that the Ministry of Finance collects reports from all budget us-
ers and draws up a draft proposal for a consolidated national budget account 
and submits it to the Government. The Government approves the annual 
budget execution report no later than 1 June and submits it to Parliament. 
The budgetary process officially ends after adopting the annual account of 
the budget by Parliament. So, for example, the budgetary process for 2007 
ended formally with the adoption of the annual account of the 2007 budget 
by Parliament on 26 September 2008. However, during all the phases of the 
budgetary process internal and external supervision of the budget is carried 
out, together with the audit of the spending of budget resources. Moreover, 
the State Audit Office carries out annual controls and submits reports to Par-
liament and the public on irregularities and abuses.

So then, the lifetime of the budget is up to two and a half years. For example, 
the lifetime of the 2009 budget is from April 2008 to end-September 2010.

In what way does the budget plan differ from budget execution?
The budget plan is the amount of revenue and expenditure that the Gov-
ernment intends to collect and spend in the next year, and the execu-
tion is the realisation of the planned amounts of resources. In reality, 
there will be differences between the plan and the execution, because, 
for a number of economic, political and social reasons, it is impossible 
to foresee exactly the revenue and expenditure. In order to account for 
the difference between the plan and execution, at the end of the year, 
the Government submits to Parliament a Report on the Execution of the 
Budget for the past year, with an explanation of major departures.

Now, let us see how the budgetary process looks like from the beginning to 
the end of the lifetime of a budget.

Table 9: Phases and duration of a budget
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Step 2

by end-May 2010

by mid-June 2010
Step 3

by end-June 2010

Step 4

by 15 July 2010

by end-July 2010
Step 5

by 15 October 2010

by 15 November 2010

PHASE 2
Step 6

by end-2010

PHASE 3
Step 7 

by 15 January 2011

1 January - 31 Dec. 2011

Step 8 

by 30 July 2011

by 5 September 2011

by 15 September 2011

Step 9 

by 31 March 2012

by 1 May 2012

by 1 June 2012 

Step 10

Economic and fiscal policy guidelines for a three-year period
Based on the strategy, the Ministry of Finance draws up economic and fiscal policy guide-
lines and proposes them to the Government.
The Government adopts the guidelines.
Instructions for drafting a national budget proposal
Based on the guidelines, the Ministry of Finance delivers instructions for drafting a na-
tional budget proposal to the ministries and other government bodies at the sectional level 
(organisational classification).
Drafting proposals for the financial plans of budgetary and extra-budgetary users
Based on the instructions, budgetary and extra-budgetary users draft proposals for their 
financial plans and submit them to the ministries and other government bodies at the 
sectional level (organisational classification).
The relevant ministries and other government bodies submit the adjusted financial plan 
proposals of budgetary and extra-budgetary users to the Ministry of Finance.
The Ministry of Finance prepares a draft national budget and submits it to the Government
The Ministry of Finance considers the proposals and adjusts the financial plans to its rev-
enue estimates. It also prepares a budget for the next year and projections for the following 
two years, and submits them to the Government.
The Government approves the budget proposal for the next year and projections for the 
following two years, and submits them to Parliament together with the financial plans of 
extra-budgetary users.
THE BUDGET ADOPTION PROCEDURE
Debate on the budget proposal and its adoption in Parliament
Parliament adopts the next year’s budget at the level of subgroups (economic classifica-
tion) and projections for the next two year, and gives its approval to the financial plans 
of extra-budgetary users, all within the time limits enabling the implementation of these 
documents as of 1 January 2011.
THE EXECUTION OF THE NATIONAL BUDGET
The execution of the national budget
Based on the amounts planned in the national budget, budgetary users draft their monthly 
financial plans for the entire year which are subject to approval by the Ministry of Finance. 
The budget is executed in accordance with the available resources and due liabilities.
Reporting on the semi-annual execution of the national budget and financial plans of 
extra-budgetary users
Extra-budgetary users draft semi-annual reports on the execution of their financial plans for 
the past period and submit them to the Ministry of Finance together with explanations.
The Ministry of Finance submits a report to the Government on the semi-annual execu-
tion of the national budget and of the financial plans of extra-budgetary users. 
The Government submits the report on the semi-annual execution of the national budget 
and financial plans of extra-budgetary users to Parliament. 
Reporting on the annual execution of the national budget and financial plans of extra-
budgetary users 
Extra-budgetary users draft annual reports on the execution of their financial plans for the 
past period and submit them to the Ministry of Finance together with explanations.
The Ministry of Finance drafts an annual report on the execution of the budgets and finan-
cial plans of extra-budgetary users and submits it to the Government.
The Government submits to Parliament the annual report on the execution of the budgets 
and financial plans of extra-budgetary users for 2011.
Budget supervision and internal audit

Deadline                                  Action

�0 �1
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I.

1.

2.

central government – 
the national budget us-
ers (e.g. ministries, state 
agencies) and extra-bud-
getary users (e.g. Croa-
tian Waters and Croa-
tian Roads).

budget revision – a 
change in budgetary 
amounts, i.e. their re-
duction and/or increase 
relative to the budget 
plan adopted at the be-
ginning of the calendar 
year. It occurs during the 
budget year, when bud-
get revenue estimates 
are unrealistic, or where 
unexpected expendi-
tures arise. Budget revi-
sions can be due to un-
foreseen circumstances 
in the domestic or world 
economy, but they can 
also be the consequence 
of the government’s in-
ability to make realistic 
revenue and expenditure 
plans.
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Given a number of recent changes that impacted on the budgetary process 
(e.g. amendments to the budget act, several revisions of the 2009 budget, 
temporary financing in 2008), table 9 shows the phases and their duration 
on the example of a 2011 budget. We hope that everything will be as antici-
pated, because the new budget act fully satisfies the EU requirements and 
should be applied by all the participants in the budgetary process. 

To sum up, the entire budgetary process comprises three phases and ten 
steps which will be explained further in the text. 

Phase 1: Preparation of the budget
proposal

Phase 1 of the budgetary process includes five steps. First, the Government 
formulates its strategy based on which the Ministry of Finance draws up 
economic and fiscal policy guidelines for a three-year period which are 
subject to approval by the Government. After that, based on these guide-
lines, the Ministry of Finance compiles instructions for the preparation of 
financial plans and submits them to budgetary and extra-budgetary users. 
They use these guidelines for drawing up their financial plans, on the basis 
of which the Ministry of Finance prepares a detailed proposal for a national 
budget and a consolidated plan of the central government budget. 

Step 1: The Government’s programme 
strategy for a three-year period
The Ministry of Finance and the Central Office for Development Strategy 
compile instructions for drafting strategic plans for a three-year period and 
submit them to the ministries and other government bodies. The minis-
tries and other bodies draw up their strategic plans and submit them to 
the Ministry of Finance and the Central Office for Development Strategy 
which jointly formulate a strategy for a three-year period. The Government 
is obliged to adopt such strategy by mid-May. 

Step 2: Economic and fiscal policy 
guidelines
Based on the strategy, the Ministry of Finance draws up economic and fis-
cal policy guidelines which are subject to approval by the Government by 
mid-June. These guidelines help budgetary and extra-budgetary users pre-
pare their own financial plans and budgets. In this way, the strategy and 
the guidelines provide a basis for all the remaining steps in the budgetary 
process.
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organisational classifica-
tion – the presentation of 
expenditure according to 
organisational units, i.e. 
ministries, state offices, 
funds, institutes, agen-
cies and other budget 
users (formerly known 
as administrative classi-
fication).
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The guidelines comprise the following:

u strategic goals of economic and fiscal policies;
u basic macroeconomic and fiscal indicators;
u revenue and expenditure estimates for all the levels of general government;
u a proposal for the financial plan amounts by section (organisational classifi-

cation) which includes the amount of the financial plans for the previous and 
current budget years, and the proposed amount of the financial plan for the 
next budget year, as well as for the following two years; and

u anticipated changes in public debt and the public debt management strategy.

Step 3: Instructions for drafting a budget 
proposal
Based on the adopted guidelines, the Ministry of Finance compiles instruc-
tions for drafting a national budget proposal and submits them to all bud-
getary and extra-budgetary users by end-June. The purpose of the instruc-
tions is to inform the users on the basic economic and fiscal indicators, as 
well as on the methods and time limits for the national budget preparation. 
The users are encouraged to independently formulate and explain their fi-
nancial plans and applications for the necessary budget resources, taking 
account of the available revenue and time restrictions. 

Step 4: Drafting proposals for the
financial plans of budgetary and
extra-budgetary users
Based on the instructions, the budgetary and extra-budgetary users draft 
proposals for their financial plans and submit them by mid-July. After hav-
ing adjusted and adopted the financial plans of their budgetary users, the 
relevant ministries and other government bodies at the sectional level of 
the organisational classification are obliged to submit them to the Minis-
try of Finance by end-July. 
 

A financial plan proposal includes the following:

u revenue by type;
u expenditure estimates for a three-year period classified according to
    the budgetary classifications; and
u explanation of the financial plan proposal.
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amendments – propos-
als for changes and ad-
ditions to the budget 
proposal, usually rep-
resenting requests for 
increased or reduced 
amounts of funds for 
certain budget users.

extra-budgetary users – 
extra-budgetary funds, 
enterprises and other le-
gal persons in which the 
state or local units exer-
cise a decisive influence 
on the management, and 
which enjoy consider-
able autonomy includ-
ing independent deci-
sion-making on a part 
of their revenue and ex-
penditure.
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Extra-budgetary users also prepare their financial plan proposals and 
submit them to the relevant ministries for examination and submission to 
the Ministry of Finance.

Step 5: The Ministry of Finance prepares a 
draft budget and submits it to the Government
After the users have prepared and submitted their financial plans, the Min-
istry of Finance, from July to October, considers them and adjusts them to 
the estimated revenue. After the adjustment of applications for resources, 
the Ministry of Finance prepares a draft national budget and projection for 
the following two years and submits then, together with the financial plans 
of extra-budgetary users, to the Government by 15 October. 

Where, during a debate on the proposed national budget, there is dis-
agreement between some budgetary users or relevant ministers and the 
minister of finance, the latter notifies this to the prime minister who will 
take the final decision.

 
At its sessions, the Government debates about the submitted draft docu-
ments and submits a national budget proposal, a proposal for a budget ex-
ecution act, projection for the following two years and financial plans of ex-
tra-budgetary users to the Parliament Speaker by 15 November. This marks 
the end of Step 5, Phase II of the budgetary process. 

Phase 2: The budget adoption procedure 

Step 6: Debate on the budget proposal and 
its adoption in Parliament
In the second half of November, the Parliament Speaker delivers the budget 
proposal to the committees and MPs. All the MPs must receive the budget 
proposal in time to be able to study it closely. Each MP or parliamentary 
working body and the Government can submit to the Speaker their proposals 
for changes and additions to the budget proposal. Such proposals are called 
the amendments and, before the session, they are forwarded to all the MPs 
and the Government. Any amendments to the proposed budget, adopted by 
Parliament, must be in line with the determined amount of the permitted 
consolidated budget deficit. Due to the principle of equilibrium, the 
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local units – municipali-
ties and cities; the term 
sometimes also includes 
counties.

temporary financing 
– the financing of bud-
getary and extra-bud-
getary users in the cases 
where Parliament or a 
representative body fails 
to adopt the budget be-
fore the beginning of the 
budget year; this facility 
can be used for no lon-
ger than the first three 
months of a budget year.
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amendments aimed at increasing the budget expenditure above the amount 
specified in the budget proposal can only be accepted if accompanied by 
proposals to reduce other expenses. However, these proposals must not 
burden budgetary reserves or result in further borrowing. 

In practice to date, a considerable number of MPs (of various profes-
sions and educational backgrounds) have found it difficult to cope with 
the numerous tables and copious paperwork to be studied before the 
sessions on the budget. Very frequently, the members receive the pro-
posals only some ten days before the session. Many of them find this pe-
riod of time inadequate to closely study all the figures and to define their 
own attitude towards the budget which they are supposed to present at 
the parliamentary session.

The final debate on the national budget proposal is held at a parliamentary 
session in December. Budget users usually complain about insufficient re-
sources allocated to them, so that the MPs and deputy clubs lobby for more 
funds to be allocated to certain ministries and local units. Members of 
Parliament are the elected representatives of citizens coming from various 
parties. Therefore, the adoption of the budget is also a political affair which 
depends on the balance of forces in Parliament. 

Through its committees and budgetary debates, Parliament analyses the 
programmes and fiscal policy proposed by the Government. The Finance 
and Central Budget Committee and Legislation Committee are supposed 
to give their opinions to the Parliament Speaker on the submitted budget-
ary documents. These committees also receive any possible amendments, 
so that they can give their opinions on the proposed budgetary changes. 

In case that the proposed budget and the budget execution act have 
not been drawn up with due professional expertise, the Speaker can, 
at the recommendation of the Finance and Central Budget Committee 
and Legislation Committee, return the proposal and the act to the Gov-
ernment and Ministry of Finance. For this reason, the two committees 
should have well-qualified and professional staff to be able to detect, in 
good time, any shortcomings in the documents they consider.

The debate on the budget has its timetable. First of all, there is a general 
discussion on the budget, followed by a debate on the amount of funds allo-
cated to individual ministries and other budgetary users. At the end, there 
is voting. After the budget and Budget Execution Act have been voted, the 
execution of the budget becomes obligatory for all the participants in and 
users of the budget. In order to start applying the national budget as of 1 
January next year, Parliament is obliged to adopt the budget and pass the 
Budget Execution Act on 31 December at the latest. In accordance with the 
principle of transparency, both the budget and Budget Act must be pub-
lished in the Official Gazette. Except in the cases of temporary financing, 
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7.
III.

fiscal year – a period of 
twelve months for which 
government plans rev-
enue and expenditure 
and adopts the budget. 
In many countries, in-
cluding Croatia, it cor-
responds with the calen-
dar year and lasts from 1 
January to 31 December. 
By contrast, in the UK, 
for example, it lasts from 
1 April to 31 March.

State Treasury – a sys-
tem, organised and IT-
supported in such a way 
that it provides for the 
preparation and execu-
tion of the budget, state 
accounting, cash man-
agement and public debt 
management.

extra-budgetary fund – 
a kind of extra-budget-
ary user established as a 
legal person for a special 
purpose and financed 
from earmarked reve-
nues, from the budget or 
from other sources.
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the procedures of budget adoption and giving consent to the financial plans 
of extra-budgetary funds are usually completed in December. The execu-
tion of the budget starts from 1 January next year. 

Decision on temporary financing
During 2007, it was clear that the elections would be held too late to con-
stitute a Parliament which would be able to adopt the 2008 budget on 
time. Therefore, a decision on temporary financing was adopted. As early 
as 3 August, the Ministry of Finance submitted instructions for draft-
ing proposals for the financial plans of the national budget users for the 
first three months of 2008, and approved a draft decision on temporary 
financing for budgetary and extra-budgetary users of the national bud-
get. On 23 August, the Government laid down limits on drawing up the 
three-month financial plans. From 27 to 31 August, ministries and other 
government administration bodies included the financial plan proposals 
in the State Treasury system and submitted them to the Ministry of Fi-
nance which prepared a draft decision on the temporary financing of the 
national budget for the first three months of 2008 and submitted it to 
the Government. Before the end of 2007, Parliament adopted this deci-
sion pursuant to which the activities, functions and programmes of the 
national budget users continued to be financed to the amounts necessary 
for their functioning. The funds thus provided were proportional to the 
revenue raised in the first three months of 2007, up to one fourth of total 
revenue minus receipts raised in 2007. During the period of temporary 
financing, funds were provided only for those programmes, activities and 
functions that had been performed in 2007, and the users were not al-
lowed to increase the number of employees or assume new financial obli-
gations. After the expiry of the temporary financing period, the revenues 
and expenditures realised in that period were included in the budget for 
2008, adopted by the new assembly of Parliament on 5, March 2008.

Phase 3: Budget execution 

Step 7: Budget execution 

After the budget is voted in by Parliament, the Ministry of Finance noti-
fies the ministries and other users of the funds they have been allocated. 
On 1 January, the fiscal year officially begins, the budget is implemented, 
i.e. revenue is collected and spent, and these operations are supervised and 
checked. The budget is executed on the basis of monthly budgetary dis-
bursements and in accordance with the available resources and assumed 
liabilities, up to the amounts specified in annual financial plans.
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Who is responsible for the execution of the budget? The top officials in all 
the budgetary and extra-budgetary users are responsible for the lawful and 
accurate planning and execution of their respective parts of the budget. The 
Ministry of Finance is responsible for the orderly execution of the national 
budget and for the coordination of the budget users’ activities. The minister 
of finance prescribes the procedure and conditions to be complied with and 
the measures to be taken in the case of irregularities. Of course, the respon-
sibility also rests with the Government, and other national budget users. 
However, a special role in the execution of the budget and the control of its 
resources is played by the State Treasury of the Ministry of Finance.

What is the State Treasury?
The State Treasury is nothing like a vault or safe, but a complex system 
of budgetary and financial public money management, aimed at ratio-
nalising public spending, reducing the need for government borrowing 
and improving liquidity in the economy. The State Treasury prepares, 
consolidates and executes the budget, keeps the state’s accounts, car-
ries out cash and public debt management, as well as the management 
of EU aid funds. The Treasury conducts transactions with government 
funds, maintains accounts and drafts reports on budget implementa-
tion, receives funds, informs major spending units of available resources 
and makes payments within the limits of granted budgetary authorisa-
tions. The Treasury consists of organisational units which are supposed, 
subject to a well-developed financial information system of the Govern-
ment, to ensure full oversight and control of the use of budget resourc-
es. For example, it includes organisational units responsible for budget 
preparation and local unit financing, for the national budget execution, 
for public debt management, etc. 

Step 8: A semi-annual report on budget
execution and the financial plans of
extra-budgetary users

By end-July each budget year, budgetary users draft semi-annual reports on 
the implementation of their financial plans. After that, in order to establish 
the balances of budgetary resources, the Ministry of Finance is obliged, by 5 
September, to draw up a report on the semi-annual execution of the nation-
al budget and of the financial plans of extra-budgetary users and to submit 
it to the Government. After a debate, but no later than 15 September each 
budget year, the Government must submit the report to Parliament.
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Step 9: Drawing up the annual accounts for 
the past year 

The fiscal year closes on 31 December. During the fiscal year, a number of 
payments into and from the budget are made through the State Treasury. 
In the next year, the Ministry of Finance must undertake a number of ac-
tions in order to draw up the final (annual) report on the use of budgetary 
resources and the execution of financial plans of extra-budgetary users for 
the past year. First of all, all budgetary users submit to the relevant minis-
tries and other government bodies at the level of sections, the accounts of 
their financial plans for the past year. These accounts are then examined, 
adjusted and consolidated, and finally submitted to the Ministry of Finance. 
Extra-budgetary users draft such reports independently and submit them 
directly to the Ministry of Finance by end-March. 

After that, the Ministry of Finance consolidates the reports of the minis-
tries and extra-budgetary users and, by 1 May, submits to the Government 
a consolidated annual report on the execution of the budgets and financial 
plans of extra-budgetary users for the past year.

The Government adopts and submits to Parliament no later than 1 June, 
the report on the execution of the budgets and financial plans of extra-bud-
getary users for the past year.

For example, the Government submitted a proposal for the Annual Ac-
counts for 2007 to the Parliament Speaker on 29 May 2008, and the 
Speaker forwarded it to the Finance and Central Budget Committee. At 
its meeting held on 12 June 2008, the Committee discussed the propos-
al, adopted it and submitted it for voting in the parliamentary chamber. 
The debate in the parliamentary chamber was closed on 24 September 
2008, and the Annual Accounts were accepted on 26 September 2008 
(with 74 votes in favour, 26 votes against and 2 abstentions). Apart from 
the Finance and Central Budget Committee, opinions on this agenda 
item were also given by the Agriculture, Fishing and Rural Development 
Committee, Health and Social Welfare Committee, Committee on Cro-
ats outside the Republic of Croatia, and Development and Reconstruc-
tion Committee.
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public enterprise – an 
enterprise majority-
owned and controlled by 
the state or a local unit 
which normally provides 
public or utility services; 
the definition is rather 
vague and the real sta-
tus of some enterprises 
is not always clear.
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Step 10: Budget supervision, internal and 
external audit

The supervision and audit of the spending of budgetary resources is carried 
out through all the phases and steps of the budgetary process. The Ministry 
of Finance is responsible for the external supervision of budgetary spend-
ing for designated purposes, and for the financial plans of all the users. In 
addition to this, all budgetary and extra-budgetary users have their own 
internal audit departments. Their purpose is to supervise the legality, pur-
posefulness and timeliness of the use of budgetary resources, to eliminate 
the established irregularities and abuses and take measures to improve the 
situation. 

Due to the overall complexity and importance of the budget, the way of 
spending budgetary resources is of exceptional interest to the public. The 
State Audit Office assesses the degree to which the spending of budgetary 
resources is in line with planned and approved amounts, and verifies the 
credibility of reports and other documents. By the end of the year, the State 
Audit Office submits to Parliament a report on its work and completed 
audits for the previous year. After the parliamentary debate, the report 
becomes a public document and is published on the website of the State 
Audit Office. 

The State Audit Office is an autonomous and independent institution 
and is accountable exclusively to Parliament. It is responsible for the au-
dit of all the Government revenues and expenditures, state and public 
enterprises, ownership transformation and privatisation, the audit of 
legal persons fully or partly financed from the budget, and of the use 
of EU and international organisations’ funds for the financing of public 
needs. Through its recommendations, orders and suggestions, the Of-
fice should contribute to the proper application of regulations and to 
the lawful, cost-effective, efficient and appropriate use of budgetary re-
sources.

 
The entire budgetary process and budget execution are finished when Par-
liament accepts the annual accounts of the national budget. 
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budget watch – the mon-
itoring of the budget by 
citizens, individually or 
through non-profit and 
non-governmental or-
ganisations with a view 
to promoting transpar-
ency, openness and ac-
countability of govern-
ment, and participation 
of citizens in the budget-
ary process.
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NOW, WHAT DO YOU 
DO WITH ALL THIS 
INFORMATION?
Now, what do you do with all this information about the national budget, 
functional classification, consolidated general government budget, revision, 
economic policy guidelines, or the role of the State Audit Office? For start-
ers, you may be happy, for now you can better understand some newspaper 
articles or TV news. However, they may start annoying you now, even more 
than before. You may want to change something, because, let us remem-
ber, it is you who elect your delegates in executive and representative bod-
ies to make decisions on your behalf. And, as you saw in the part of this 
Guide dealing with the size of our state, these decisions involve really large 
amounts of money, so large that deciding on them must not be left only to 
the elected representatives in the central, regional and local executive and 
representative authorities, or to various politicians and interest groups rep-
resented by them. 

The participation of citizens is also necessary. Our goal should be to have 
sound, efficient and equitable public finances, in accordance with our pos-
sibilities and needs. And it is the budget that shows the condition of public 
finances, as all public funds flow through the budget. To achieve this goal 
we need sound public policies based on the accountability of all levels of 
government. The main prerequisite for government accountability is trans-
parency. And then, who if not us, the citizens, will require transparency?

Civil monitoring or citizens’
budget watch
In many countries, citizens are actively involved in budgetary affairs; they 
make demands on and supervise the budgets. A relatively new activity 
coined budget watch is spreading around the globe. It relates neither to 
internal supervision carried out by budgetary users, nor to external audit 
conducted by the State Audit Office. What we have here is the supervi-
sion carried out by citizens themselves. These can be individuals but also 
non-profit, non-government organisations aimed at promoting transpar-
ency, openness and accountability of government, and the participation 
of citizens in the budgetary process. Budget watchers emphasize that the 
budget is too important a document, containing data on public revenue 
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and expenditure, to be left to government officials and elected representa-
tives. As taxpayers, citizens contribute to the budget and should therefore 
be included in the decision making on the distribution of its resources. For 
this reason, budget watchers insist on providing the citizens with an insight 
into the collection of revenues and distribution of expenditures, and they 
particularly deal with the issues of equity, fairness and efficiency. In order 
to carry out budgetary supervision in practice, budgetary documents and 
procedures must be transparent and citizens must be given an opportunity 
to participate in these procedures. The final goal is to improve government 
accountability to the public. 

The watchers cannot be satisfied only with the reports from state audit 
offices, so they analyse the budget independently, disseminate the results 
of the analyses in the form of short popular articles, such as the Institute 
of Public Finance’ press releases or citizen’s guides to the budget, like the 
one you have in front of you. The budget watchers can concern themselves 
generally with the transparency of the budgetary process, accountability of 
the government and citizens’ participation, but they can also monitor some 
specific areas such as, for example, the influence of the budget on pov-
erty, education, health care, environment, women or children. Moreover, 
the watchers can focus on the national budget, but also on local budgets, 
because many problems directly affecting citizens, like education or social 
welfare, fall within the local authorities’ competence.

Budget monitoring is particularly efficient in the USA, where it is exercised 
by numerous organisations at the federal, state and county levels. The most 
committed among them is the International Budget Partnership (IBP). 
Many other countries also have very efficient budget monitoring organisa-
tions. In Croatia, it is the Institute of Public Finance that tries to bring bud-
get supervision closer to common citizens.

What should the civil monitoring of 
the budget look like?

Figure 8 shows the opportunities offered by budget watch. Let us start 
with citizens who should demand that the budget be transparent. If they 
are successful in their demands they should make the authorities publish 
understandable and reliable information in a timely manner. More trans-
parent budgets provide for a better oversight of the work of authorities, so 
they would make efforts to be more accountable to better informed citi-
zens. More accountable authorities would administer more effective pub-
lic policies, which would in turn lead to sounder, more efficient and more 
equitable public finance, i.e. a more stable and balanced budget in accor-
dance with the possibilities and needs of the society. The left/right arrows 
describe full circles in both directions, because all the factors within boxes 
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Figure 8: A closed circle of budget watch
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influence one another. As the authorities can hardly be expected to become 
more accountable of their own accord, there is nothing else we can do but 
be more active as individuals, through non-profit and non-government or-
ganisations or through representatives in civil society organisations, aca-
demic community and the media.

What does the Institute of Public 
Finance do to promote the budget 
watch?
The Institute of Public Finance, an academic and research institution estab-
lished in 1970, started to participate in stimulating the civil supervision of 
the budget as late as the end of the 1990s. After the breakdown of the old, 
and establishment of the new state, during the transition from socialism to 
market economy, due to the war and its political and institutional, as well 
as economic and social consequences, the Croatian public finances were 
in a rather bad shape, with practically no public awareness of the need for 
transparency in the public sector, government accountability and citizens’ 
participation.

Our goal has been to offer professional and independent analyses capable 
of attracting public attention and to emphasize the need for a better access 
to information and for well-argumented budgetary debates. We focused on 
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Publications of the Institute of Public Finance that might be of help 
to those interested in the civil budget monitoring:

u Press Releases [http://www.ijf.hr/eng/index.php?ime=141] 
u Newsletters [http://www.ijf.hr/eng/index.php?ime=28] 
u Public Finance Glossary [http://www.ijf.hr/eng/index.php?ime=159]  
u The Citizen’s Guide to Taxation [http://www.ijf.hr/eng/index.php?ime=160] 
u The Croatian Tax System [http://www.ijf.hr/eng/taxguide/taxtable.pdf ]  
u Javne financije u Hrvatskoj (Public Finance in Croatia):
    [http://www.ijf.hr/index.php?ime=102] 
u Making Public Finance Public:
    [http://lgi.osi.hu/publications/2006/338/Making_Public_Finance_Public_2.pdf]
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budget expenditure, the necessity to provide access to reliable data, and to 
make and publish classifications of these data, as well as on transparency 
in general. We also concentrated on tax revenues, i.e. their appropriateness 
and structure, tax rates and tax burden.

Budget expenditure is, of course, a more interesting issue, particularly for 
non-governmental organisations, dealing with some specific subjects like 
the rights of the poor or the disabled, etc. However, the budget consists of 
two parts, revenue and expenditure, and they must be balanced. This is why 
we constantly analyse both revenue and expenditure, trying to inform the 
public of the most topical issues.

It is hard to make the budget interesting. It is a complex and fairly boring 
issue, and to deal with it is a rather thankless task. Publishing texts about 
budgetary problems brings more enemies than friends to their authors, 
because every topic they tackle and every change they suggest will be to 
somebody’s detriment. Everyone who embarks on a budget analysis and de-
mands changes must be aware of this.

How do we choose our topics? This is very simple: sometimes we comment 
on the decisions of Parliament, the Government or the Ministry of Finance, 
and sometimes motivation for an analysis comes from the media. Exporters, 
farmers or fishermen demand additional incentives, the minister of educa-
tion requires free textbooks for all pupils, or patients demand repealing of 
co-payments… Each such requirement must be financed from budget rev-
enue. So, either some users of public goods and services receive less goods 
and services, or some taxes have to go up, or the Government resorts to 
additional borrowing. In such situations we examine the problem, analyse 
figures and, taking account of the social justice and economic efficiency, we 
try to offer some solutions. It is not always easy to offer solutions that are 
satisfactory to everyone, particularly in difficult economic circumstances. 
However, making the problem more understandable is already considered 
a huge step forward.
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What can you do yourself?

None of us, either as an individual, or a member of an organisation, can at 
once influence the size of the Croatian public debt, or the total amounts of 
funds allocated for pensions of the public employees’ salaries. What each of 
us can easily do is to find their local budget at the website of their respective 
municipality of city. As this budget is neither so big nor so complex as the 
national budget, with the help of this Guide you can “master” it with ease.

If you, for example, live in Karlovac, or if you are particularly interested in 
that city, you can easily find the budgets for 2007, 2008, and 2009, and even 
the revised 2009 budget at: http://www.karlovac.hr. After reading it, you 
will certainly have a lot of questions. You may, for example, wish to know 
the reason for a 6.4 billion kuna increase in capital grants from other enti-
ties within general government, stated in the revised budget, which led to a 
rise in this item from the initially planned 8.8 million kuna to 15.2 million 
kuna, despite the general cost-cutting trend.

However, if you are interested in Komiža, you can only find the budgets for 
2007 and 2008 at: http://www.komiza.hr, but not the 2009 budget or its re-
vision. But of course, you can always visit the Ministry of Finance’s website, 
where you can find, although not so easily, the budget of the city of Komiža 
(up to the plan for 2009) (→ Proračun → Lokalni proračun 2008 → Lokalni 
proračun – Arhiva → Lokalni proračun 2002. – Plan 2009. → Splitsko-dal-
matinska županija → Komiža). So, to start with, you can require from the 
city authorities to publish up-to-date information. When this is done, you 
can analyse it and ask specific questions.

So, then, your task is clear:
u participate actively, communicate and ask questions;
u require from local authorities to publish timely information on the bud-

get, to organise a public hearing prior to adopting any crucial decisions, 
and to provide persons to publish the information and respond to in-
quiries from the public, because you are entitled to information;

u improve your knowledge and understanding of your local budget and 
compare the budget of your municipality or city with those of other 
municipalities or cities; submit specific suggestions to your local au-
thorities.

If you want to learn more about the possibilities of citizens to participate 
in budget monitoring, read a very informative and interesting article by 
Ivana Maletić entitled “Subnational Budget Watch in Croatia: Is Any-
body There?” (2006).
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Participate actively in all the phases of the budgetary process:
u In the budget preparation phase, get involved in decision-making about 

the programmes. This will help you better understand the work and 
goals of your local government and perhaps influence the quality of lo-
cal public services.

u Monitor the execution of the budget and inquire about its performance. 
This might help you in preventing the inefficient use of public resourc-
es, frauds and irregularities, and in providing your co-citizens with re-
ports on budget execution. 

u In the financial reporting phase, make comments, demand simple re-
ports and compare the financial performance of your municipality or 
city with that of other municipalities and cities. In doing so your will 
be able to better understand your local community situation, and, per-
haps, to suggest some improvements.

Be aware of your rights and possibilities to monitor the budget, but also of 
your obligations toward the state and the treasury. And, yes, be very, very 
patient, because it takes a lot of time to make changes in an area that is so 
complex and uninteresting for most people, as the budget.
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activity – a part of a programme of no pre-
defined duration, but with planned expens-
es for the achievement of goals set by the 
programme.

administrative classification → organisa-
tional classification

aid – receipts without any counter-obliga-
tion, non-repayable, non-obliging receipts 
from domestic and foreign units of govern-
ment or international institutions.

allocation function of the budget – gov-
ernment action to influence the decision 
about goods and services to be considered 
as public and those to be considered as pri-
vate (directly, through the public offering of, 
for example, education or health care, or in-
directly, through taxes and grants aimed at 
stimulating or discouraging certain activi-
ties).

amendments – proposals for changes and 
additions to the budget proposal, usually 
representing requests for increased or re-
duced amounts of funds for certain budget 
users.

areas of special state concern (ASSC) – 
the areas devastated by war (groups I and 
II) or areas lagging behind due to poor eco-
nomic development, structural problems, 
demographic or other reasons (group III). 
All the three groups cover up to 15% of 
the total country population. The govern-
ment provides them with special grants and 
cedes them the total amount of income tax 
collected; the difference between the AS-
SCs and hill and mountain areas (HMA) is 
sometimes not clear cut.

borrowing – taking credit and taking out 
loans or issuing securities.

budget – a plan of revenue and expenditure 
for a given period of time.

budget classifications → budgetary classi-
fications

budget projections → budgetary projec-
tions

budget revision – a change in budgetary 
amounts, i.e. their reduction and/or in-
crease relative to the budget plan adopted 
at the beginning of the calendar year. It oc-
curs during the budget year, when budget 
revenue estimates are unrealistic, or where 
unexpected expenditures arise. Budget re-
visions can be due to unforeseen circum-
stances in the domestic or world economy, 
but they can also be the consequence of the 
government’s inability to make realistic rev-
enue and expenditure plans.

budget watch – the monitoring of the bud-
get by citizens, individually or through non-
profit and non-governmental organisations 
with a view to promoting transparency, 
openness and accountability of government, 
and participation of citizens in the budget-
ary process.

budget – a plan of revenue and expenditure 
for a given period of time.

budgetary classifications – the systems of 
revenue and expenditure presentation accord-
ing to certain criteria (e.g. by user, goal, pur-
pose, type, location and source of finance). → 
economic c.→ functional c.→ location c. → 
organisational c.→ programme c.

budgetary fund – a kind of a budget user 
financed from earmarked revenues or from 
the budget.

budgetary principles – the principles to 
be adhered to by all those dealing with the 
budget; they include the principles of equi-
librium, annuality, unity and budget accura-
cy, universality, specification, transparency 
and sound financial management.

budgetary process – a process consisting of 
the planning, preparation, adoption, execu-
tion, supervision and audit of the budget.

budgetary projections – the estimates of 
revenue and expenditure for a several-year 
period, adopted by parliament or the repre-
sentative bodies of local units.

budgetary users – government bodies, in-
stitutions, minority self-government coun-

GLOSSARY
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cils, funds and territorial self-government, 
whose expenses for employees and/or mate-
rial expenses are financed from the budget.

central government – the national budget 
users (e.g. ministries, state agencies) and ex-
tra-budgetary users (e.g. Croatian Waters 
and Croatian Roads). 

consolidated central government budget 
– the budget obtained as a result of consoli-
dation within individual extra-budgetary 
users and between extra-budgetary users 
and the national budget.

consolidated general government budget 
– the budget obtained as a result of con-
solidation among extra-budgetary users, 
between extra-budgetary users and the na-
tional budget, between local units and their 
extra-budgetary users and between local 
units and the central government budget.

consolidated local government budget – 
the budget obtained as a result of consolida-
tion between local units and their budgetary 
and extra-budgetary users.

consolidation – the cancellation (omission) 
of payments among individual budget users 
in order to obtain a consolidated budget of 
several budget users, i.e. of a certain level of 
government.

contributions – earmarked public reve-
nues, paid for example for health and pen-
sion insurances. They are collected from 
employers and from employees. Unlike tax-
es which flow into the state treasury and can 
be used for any general public need, contri-
butions are paid into special funds and can 
only be used for the purpose for which they 
are earmarked.

corporate income tax (CIT) – a direct tax 
levied on the profits of legal and natural 
persons pursuing a business activity inde-
pendently and on a permanent basis with a 
view to deriving profits.

Croatian Bank for Reconstruction and 
Development (HBOR) – a state-owned 
bank responsible for financing the recon-
struction and development of the economy 
and infrastructure, providing incentives to 
export, supporting SMEs, promoting en-
vironmental protection and protecting the 

goods and services export from non-mar-
ket risks.

debt → domestic or internal debt, foreign or 
external debt, public debt

decentralised public services – respon-
sibilities for a part of public services (edu-
cation, health care, social welfare and fire 
fighting), which the state delegates to a cer-
tain number of local units (counties, cities 
and municipalities), providing them, in re-
turn, with access to additional forms of fi-
nancing.

deficit – excess of expenditure over revenue 
in a given period.

direct taxes – taxes imposed directly on 
taxpayers, i.e. the taxes to be paid by the 
taxpayer directly into the budget, e.g. cor-
porate income tax and personal income tax, 
surtax on personal income tax, property tax 
and gift and inheritance tax. 

distribution function of the budget – gov-
ernment action to influence the distribu-
tion of produced goods and services among 
members of society, either through progres-
sive taxation policy or through the system 
of transfers, depending on whether the soci-
ety gives priority to equity or efficiency.
 

domestic or internal debt – accumulated 
budget deficit financed by borrowing within 
the country.

donations – gifts in cash or in kind which 
can be given by the budget and budget users 
to non-profit organisations, households and 
citizens, or received from natural persons, 
non-profit organisations and companies.

earmarked revenue – the revenue whose 
purposes have been determined in advance; 
thus, for example, revenues from health 
insurance contributions must be used for 
health care.

economic and fiscal policy guidelines – a 
document in which the government annu-
ally adopts the course of its fiscal policy for 
the following three-year period; it defines 
macroeconomic and fiscal assumptions for 
budget preparation.

economic classification – the presentation 
of revenues and receipts by natural type 
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(e.g. taxes, aid, receipts from assets), and 
of expenditures and expenses by economic 
purpose (e.g. compensation of employees, 
subsidies, social benefits). 

equalisation fund – a portion of the col-
lected personal income tax from which cen-
tral government gives transfers to local units 
which are unable to adequately finance their  
decentralised functions.

excise taxes – special taxes, or excises, on 
the consumption of petroleum derivatives, 
tobacco products, coffee, beer, non-alcohol-
ic beverages, spirits, personal cars and other 
motor vehicles, vessels, planes and luxury 
products. They are justified by introducing 
tax progression (e.g. on luxury products), 
reducing pollution (e.g. on petroleum deriv-
atives) and discouraging the consumption of 
certain products (e.g. tobacco and alcohol), 
hence: sin taxes.

expenditure – a term used in the revenue 
and expenditure account, meaning funds 
disbursed from this account for government 
operations and the purchase of non-finan-
cial assets.

expenditures for employees – the salaries 
of employed civil servants, contributions for 
their compulsory health and pension insur-
ance and various benefits in kind.

expenses – the term used in the financing 
account meaning the funds paid from this 
account for the procurement of financial as-
sets, borrowing and loan repayment.

external debt → foreign debt

extra-budgetary fund – a kind of extra-
budgetary user established as a legal person 
for a special purpose and financed from ear-
marked revenues, from the budget or from 
other sources.

extra-budgetary users – extra-budgetary 
funds, enterprises and other legal persons 
in which the state or local units exercise a 
decisive influence on the management, and 
which enjoy considerable autonomy includ-
ing independent decision-making on a part 
of their revenue and expenditure.

financial expenditures – the expenditures 
arising from financial operations, primarily 
due to borrowing (e.g. interest on issued se-

curities, interest on loans and fees for bank-
ing services).

financial plan – a document drafted by a 
budgetary or extra-budgetary user showing 
its revenue and expenditure.

financing account – a part of the budget 
showing how budget deficit is financed and 
budget surplus spent.

fiscal capacity – the ability of local units to 
finance their budget expenditure with their 
own budget revenue.

fiscal consolidation – the policy aimed at 
reducing the national deficit and accumu-
lated debts.

fiscal year – a period of twelve months for 
which government plans revenue and ex-
penditure and adopts the budget. In many 
countries, including Croatia, it corresponds 
with the calendar year and lasts from 1 Jan-
uary to 31 December. By contrast, in the 
UK, for example, it lasts from 1 April to 31 
March.

foreign or external debt – the accumulat-
ed budget deficits financed through foreign 
borrowing.

functional classification – a presentation 
of expenditure according to its purposes 
(e.g. defence, health care and education).

functions of the budget – besides the col-
lection and spending of funds, the budget 
also reflects the main objectives of the state, 
and serves as an economic policy instru-
ment and an instrument for the collection 
and spending of public money.

GDP → gross domestic product

general government – central government 
(budgetary and extra-budgetary users of the 
national budget) plus budgetary and extra-
budgetary users of the county, city and mu-
nicipality budgets consolidated general gov-
ernment budget.

government guarantee – an instrument by 
which the government guarantees the set-
tlement of liabilities for which the guaran-
tee is issued.

grants – non-returnable transfers of funds 
to international organisations, foreign gov-
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ernments, budgets, extra-budgetary users, 
banks, financial institutions and enterpris-
es. Aid is often given by the national bud-
get to local budgets, but they can also be 
given among local units of the same level, 
e.g. counties. They are divided into current 
grants (for current expenses) and capital 
grants (for the purchase of fixed assets), as 
well as into special-purpose and general-
purpose grants.

gross domestic product (GDP) – an indi-
cator of the total value of goods and services 
produced in a country within a year.

guarantee → state guarantee

hill and mountain areas (HMA) – areas 
defined by a special law, in which the state 
stimulates demographic renewal, econo-
mic growth and sustainable development, 
and creates prerequisites for improved so-
cial circumstances and higher standards of 
living for citizens. Depending on the cause 
of their lagging behind other parts of the 
country, these areas are classified into two 
groups: Group I, with negative natural pop-
ulation growth, higher unemployment rate, 
etc., and Group II, with unfavourable cli-
mate and other natural characteristics.

income tax → corporate income tax, per-
sonal income tax

indirect taxes – taxes on goods and ser-
vices collected indirectly through an inter-
mediary, such as an importer, producer or 
seller (for example VAT, excise tax, and cus-
toms duty). They are included in prices, so 
that, despite being paid into the budget by 
intermediaries, they are indirectly borne by 
customers.

internal debt → domestic debt

local budget – a document in which a local 
unit plans its revenue and estimates expen-
diture for a single year, and which is passed 
by the local unit’s representative body.

local government – the budgetary users in 
local units (counties, cities and municipali-
ties).

local self-government – the legal frame-
work within which cities and municipalities 
are responsible for certain functions (e.g. 
primary education, social welfare, housing 

and utility services) and are entitled to own 
revenue and own representative and exec-
utive authorities; the government cannot 
interfere in their powers and is obliged to 
provide aid to economically less developed 
units of local self-government.

local units – municipalities and cities; the 
term sometimes also includes counties.

location classification – expenditure 
shown according to territorial units (e.g. 
country, county, city, municipality, or area 
of special state concern).

material expenditures – the value of goods 
and services purchased by the state from 
the private sector on the open market for 
the performance of its operations (e.g. tele-
phone, postal and transportation services or 
regular and investment maintenance ser-
vices).

national budget – a document in which 
the government plans its revenue and es-
timates expenditure for a single year in ac-
cordance with law, and which is passed by 
parliament. 

national debt – accumulated central gov-
ernment deficits financed by borrowing.

net borrowing – an indicator of surplus of 
expenditure over revenue in the financing 
account.

net financing – the amount that should 
equal the deficit/surplus from the revenue 
and expenditures account, or the net lend-
ing/borrowing of the state.

net lending – an indicator of surplus of rev-
enue over expenditure in the financing ac-
count.

operating balance – a difference between 
operating revenues and operating expenses 
excluding changes in non-financial fixed as-
sets.

operating revenues – the revenues from 
regular operations, e.g. from taxes (person-
al and corporate income taxes and VAT), 
contributions (for pension, health and un-
employment insurance) and other reve-
nues (from property, administrative fees or 
fines).
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organisational classification – the presen-
tation of expenditure according to organi-
sational units, i.e. ministries, state offices, 
funds, institutes, agencies and other bud-
get users (formerly known as administrative 
classification).

personal income tax (PIT) – a direct tax 
levied on a natural person’s income.

potential public debt – public debt in-
creased by given state guarantees and the 
debt of the Croatian Bank for Reconstruc-
tion and Development.

primary operating balance – a difference 
between operating revenues and operating 
expenses net of interest expenses.

profit tax → corporate income tax

programme classification – the statement 
of expenditure by programme, activity and 
project (e.g. environmental protection, in-
formatisation or entrepreneurial support).

programme – a set of independent and 
closely connected activities and projects 
aimed at achieving a common goal.

project – a part of a programme of a pre-
defined duration, with planned expenses for 
the achievement of the goals set by a pro-
gramme.

property tax – a tax on ownership (e.g. of 
houses, apartments or land), or on net prop-
erty (total movable and immovable property 
reduced by liabilities arising from it).

public debt – accumulated general govern-
ment deficits financed by borrowing.

public debt instruments – credit, loans, 
bonds, treasury bills and other securities 
that the government can use to finance its 
deficit.

public enterprise – an enterprise majority-
owned and controlled by the state or a local 
unit which normally provides public or util-
ity services; the definition is rather vague 
and the real status of some enterprises is 
not always clear.

public finances – an economic area dealing 
with the analysis of the public revenue and 
expenditure policy.

public sector – a part of the national econ-
omy comprising all levels of government, 
the social welfare, pension and health insur-
ance systems and public enterprises.

receipts – a term used in the financing ac-
count, for funds flowing into this account 
from the sale of financial assets, and from 
debt and loan repayments.

regional self-government – a legal frame-
work within which counties and the City of 
Zagreb are responsible for certain functions 
(e.g. primary and secondary education, 
health care, social security and welfare) and 
are entitled to have own revenue and own 
representative and executive authorities; the 
government cannot interfere in their pow-
ers and is obliged to provide aid to econom-
ically less developed counties.

revenue – a term used in the revenue and 
expenditure account, for funds paid in that 
account on the basis of operations or the 
sale of non-financial assets.

revenue and expenditure account – shows 
the revenue and expenditure of the state in 
a single year.

revenues according to special regulations 
– the revenue raised by extra-budgetary us-
ers, e.g. the Croatian Waters’ revenues from 
water regulation charge, water contribu-
tion, water protection charge, and water use 
charge.

revenues from non-financial assets – the 
revenue derived from the sale of residential 
or business buildings, land, transportation 
facilities or strategic reserves.

shared taxation – division of taxes be-
tween the central government and local 
units (counties, cities and municipalities). 
By changing tax rates and percentages of 
divided taxes, e.g. income tax, the govern-
ment influences the amount of tax revenue 
remaining with the local units.

size of government – the share of the gen-
eral government expenditure in gross do-
mestic product.

social benefits – the benefits based on in-
surance rights (pensions, unemployment 
benefits, as well as sickness and materni-
ty benefits), or provided in the form of as-

�0 �1



a citizen’s guide to the budget

sistance to the poor in difficult situations 
which are not covered by the basic social in-
surance (e.g. various allowances to families 
and disabled persons, transportation cost 
aid and public kitchens).

social security contributions → contribu-
tions

stabilisation function of the budget – gov-
ernment action in taxation and public ex-
penditure aimed at increasing employment, 
ensuring price stability, improving the bal-
ance of payments and achieving most fa-
vourable economic growth rates.

state aid – state intervention used to grant 
an economic privilege granted to a certain 
enterprise, sector or region; it is selective 
and has adverse impacts on competition 
and trade; it is provided in the forms of sub-
sidies, tax relief, equity participation, soft 
loans, tax deferrals or guarantees.

State Audit Office – an independent and 
autonomous institution accountable to Par-
liament, which is responsible for the audit of 
all the budgets, extra-budgetary users, state 
and public enterprises, ownership transfor-
mation and privatisation, and the audit of 
enterprises fully or partly financed from the 
budget.

State Treasury – a system, organised and 
IT-supported in such a way that it provides 
for the preparation and execution of the 
budget, state accounting, cash management 
and public debt management.

subsidies – non-repayable state aid to pro-
ducers or consumers subject to a specific 
type of business or behaviour of the recipi-
ent.

surplus – excess of revenue over expendi-
ture in a given period.

surtax – an extra-tax on personal income 
tax levied by municipalities and cities. The 
surtax base is the personal income tax, and 
the rate is set by local units which collect 
the surtax as their revenue.

tax – a kind of compulsory payment to the 
government without a direct counter-be-
nefit.

tax base – an amount to which a tax rate 
is applied, e.g. a company’s profits, a natural 
person’s income or the value of real estate; it 
represents the final amount net of all deduc-
tions, losses and personal allowances.

tax rate – a percentage or a fixed amount of 
income, profits, or of the value of goods and 
services, paid to the government; it is ap-
plied to the tax base and it can be progres-
sive, proportional or regressive.

tax sharing → shared taxation

taxpayer – a person who bears the tax bur-
den for any given status, business activity or 
transaction.

temporary financing – the financing of 
budgetary and extra-budgetary users in the 
cases where parliament or a representative 
body fails to adopt the budget before the be-
ginning of the budget year; this facility can 
be used for no longer than the first three 
months of a budget year.

territorial self-government – municipal 
office branches, city areas and city districts 
which can be established within the units of 
local self-government.

Treasury → State Treasury

Treasury Single Account (TSA) – a system 
of accounts across which all payments of all 
budget users are made; it is maintained by 
the Croatian National Bank and supervised 
by the Ministry of Finance.

units of local and regional self-govern-
ment – municipalities, cities and counties.

units of local self-government – munici-
palities and cities.

units or regional self-government – coun-
ties.

value added tax (VAT) – an indirect sales 
tax charged at every stage of production 
and distribution, i.e. for all final purchas-
es of goods and services; it burdens the fi-
nal consumer, but the actual taxpayer is the 
provider of goods and services.
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