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Summary  

In 2017, the in-work poverty1 (IWP) rate in Croatia was 5.8%, compared with 9.4% in 

the EU28. During the period 2012-2017 Croatia was in the group of 10 countries with the 

lowest rates of in-work poverty. The IWP rates among the self-employed were at least 

double those among employees (in some years they were almost four times larger). The 

IWP rates among those employed on permanent contracts fluctuated slightly at around 

4%, while those of people employed on temporary contracts ranged from 10.5% in 2013 

to 8.3% in 2015. IWP rates among those employed in part-time jobs were 3-5 times 

higher than the poverty rates of those in full-time employment, but the share of part-

time work in total employment has been relatively low in Croatia (4.8% in 2017). As in 

most EU countries, IWP rates among employed men are higher than those among 

employed women. The lowest IWP rates were recorded in the oldest age group of the 

employed (55-64), while the youngest (18-24) had the highest rates. Education 

attainment level strongly influences the risk of in-work poverty. IWP rates for the 

employed in households with dependent children were higher than the poverty rates 

among the employed in childless households. Single-person households had on average 

the lowest IWP rates, in contrast to single-parent households, where the poverty rates 

were the highest. Key challenges related to IWP in Croatia have been: a large share of 

the employed on low wages; an increasing trend toward temporary contract 

employment; restricted access to social benefits or tax deductions for the employed on 

minimum or low wages; and high tax levies, which reduce net salaries. 

The proportion of employees on the minimum wage ranges from 5% (according to the 

Statistics on Income and Living Conditions) to 8% (according to the Labour Force 

Survey) of the overall work force, while the share of low-wage earners amounted to 

23.1% in 2014. Even though the minimum wage protects low-wage workers against 

poverty, this potential has been rather modest. Changes in the labour legislation in 2014, 

when a new Labour Act was passed, have enabled the growth of temporary contract 

employment. Thanks to an increase in the non-taxable part of the wage/salary, workers 

on minimum wages are not obliged to pay income tax, which increases their net wage 

and improves their living standards. Croatia does not have in-work benefits, but those 

employed on minimum or low wages can receive some social benefits, such as child 

allowances and pro-birth supplements. There are very limited opportunities for the 

employed to integrate paid work and social assistance because of very low income and 

property thresholds in social assistance schemes. 

The ratio of the minimum wage to the average wage has increased considerably in the 

recent decade (in the first half of 2018, it was 44% of the average wage). The 

government has announced a further increase in the net minimum wage in 2019 of 9%. 

The recent economic growth and labour shortages have created a new situation whereby 

the temporary work contract could become something of an exception, as is suggested in 

the Labour Law. Public works programme for social assistance recipients or the 

Permanent Seasonal Worker Scheme can be indicated as examples of good practice in 

anti-IWP policy in Croatia. Alongside the measures oriented towards an increase in the 

level of (minimum) wages, attention should also focus on other ways of preventing and 

mitigating IWP. On the one hand, it is important to increase work intensity at the level of 

the household, through the model of two breadwinners or by promoting the importance 

of the role of the secondary wage earner. On the other hand, it is necessary to 

supplement low wages/salaries with social transfers and tax credits or reliefs. 

The Eurostat indicators in place cover the majority of factors influencing IWP. There are 

no other instruments or tools in Croatia for monitoring IWP.  

 

                                                 

1 For ease of reading, we will refer to the notion ‘at risk of in-work poverty’, and to the indicator that measures 
it, using the generic term of ’in-work poverty’ (IWP). 
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1 Analysis of the country’s population at risk of in-work poverty  

1.1  Scope and trends 

There have been relatively few research studies addressing IWP in Croatia before and 

after 2012 (e.g. Nestić and Blažević Burić, 2018; Šućur, 2014; Matković, 2006). 

Attention so far has primarily focused on the unemployed, who have had not only a high 

at-risk-of-poverty rate, but have also formed a large group – especially after the 2008 

economic recession.  

Estimates about the number of the working poor depend on the definition of employment 

and poverty. For the purpose of comparability, the EU-agreed definition of IWP has been 

used in this report, according to which a person is at risk of in-work poverty if he/she is 

in employment and lives in a household that is at risk of poverty. A person is in 

employment when he/she has worked for more than half of the income reference year. 

The reference period of at least six months can refer to full-time or part-time 

employment. Employed individuals can be waged employees or self-employed. A 

household is at risk of poverty (or “income poor”) if its equivalised disposable income is 

below 60% of the national equivalised disposable household median income. The 

population covered is the group aged 18 to 64.  

Figure 1: In-work poverty rates in Croatia (2012-2017) 

 

Source: Eurostat (ilc_iw01). 
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Figure 2: In-work poverty rates in the EU28 (2012-2017) 

 

Source: Eurostat (ilc_iw01). 

During the entire period under observation (2012-2017), IWP rates in Croatia were lower 

than the EU28 average (by 3.5 percentage points on average, or approximately 37%). In 

addition, in all the years observed, Croatia was one of the 10 countries with the lowest 

rates of in-work poverty. In 2016, only Finland, the Czech Republic, Belgium and Ireland 

had IWP rates that were 0.5 percentage points (or more) lower than those in Croatia. 

In 2017, IWP rates in Croatia and the EU28 were 5.8% and 9.4%, respectively. The in-

work at-risk-of-poverty rate among employed persons in the period 2012-2017 was 

never higher than 6.2%: the lowest rate was 5.5% in 2016, and the highest 6.2% in 

2013. In other words, the rate fluctuated at around 6%. A trend toward a very gentle 

decline in IWP after 2013 can be observed (with some ups and downs in certain years). 

By comparison with 2012, the IWP rate in 2017 had decreased by 0.3 percentage points 

or approximately 5% (noting that the rate increased in 2017 compared with 2016 by 0.3 

percentage points). The at-risk-of-poverty or social exclusion rate (AROPE)2 for employed 

persons decreased from 14.7% in 2012 to 9.7% in 2017, and the material and social 

deprivation rate3 fell from 12.2% in 2014 to 7.1% in 2017.  

1.2 Composition and characteristics of the population at risk of IWP 

IWP rates were much higher among the self-employed than among employees (15.1% vs 

4.8% in 2017). The difference in IWP rates between the self-employed and employees 

was greatest in 2012 (3.9 times) and smallest in 2016 (2.4 times). IWP rates among 

employees throughout the period 2012-2017 were lower than 5% (4.6%-4.9%), while 

IWP rates among the self-employed ranged from 12% to 18%. In all years, IWP rates 

among both self-employed and employees were below the EU28 average. IWP rates 

among employees were quite stable during the period (with minor fluctuations). By 

contrast, IWP rates among the self-employed saw a constant decrease from 2012 to 

                                                 

2 The AROPE rate corresponds to the share of persons who are either at risk of poverty, or severely materially 

deprived or living in a household with a very low work intensity. Persons are only counted once, even if they 
are present in several sub-indicators. 
3 The material and social deprivation rate is the proportion of people lacking at least five out of the 13 items on 
the following list:  

- material deprivation at household level: 1) face unexpected expenses; 2) afford a one-week annual holiday 
away from home; 3) avoid arrears (in mortgage or rent, utility bills or hire purchase instalments); 4) afford a 
meal with meat, chicken or fish every second day; 5) afford to keep the home adequately warm; 6) have 
access to a car/van for personal use; 7) replace worn-out furniture) 

- social deprivation at personal level: 8) replace worn-out clothes; 9) have two pairs of properly fitting shoes; 
10) spend a small amount of money each week on him/herself; 11) have regular leisure activities; 12) get 
together with friends/family for a drink/meal at least monthly; 13) have an internet connection. 
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2016 (5.8 percentage points or approximately 33%), but then an increase in 2017 of 3.1 

percentage points over the figure for 2016. However, material and social deprivation 

rates among the self-employed were lower than among employees during the entire 

period 2014-2017. Thus, the material and social deprivation rate among the self-

employed fell from 9.3% in 2014 to 5.4% in 2017, while the rate among employees fell 

from 12.5% in 2014 to 7.3% in 2017. In contrast to Croatia, material and social 

deprivation rates among the self-employed in the EU28 were higher than the rates 

among employees throughout the period. The share of self-employment in total 

employment in Croatia amounted to 11.7% in 2017 (14.5% in the EU28).  

There are significant differences in the in-work poverty rates by the type of contract. In 

2017, the IWP rate among those employed on a permanent contract was 4.0%, while the 

rate among those employed on a temporary contract amounted to 9.4%. During the 

period observed, IWP rates among those employed on a temporary contract were 2-2.5 

times higher than among those with a permanent contract. The IWP rate for those 

employed on a permanent contract fluctuated slightly at around 4%, while the rate 

among those employed on a temporary contract ranged from 8.3% in 2015 to 10.5% in 

2013. For both groups, IWP rates were identical at the beginning (2012) and the end 

(2017) of the period. The IWP rate for those employed on a permanent contract was a 

little lower than the EU28 average (1-2 percentage points lower), while the rate for those 

employed on a temporary contract by 1.4-1.9 times. In 2017, the share of temporary 

work in total employment was 18.2% in Croatia and 12.2% in the EU28. 

IWP rates also depend on working hours. In 2017, the IWP rate among the full-time 

employed was 5.2%, in contrast to 19% among the part-time employed. As a rule, IWP 

rates among those employed in part-time jobs were 3-5 times higher than the poverty 

rates among those in full-time employment. An exception occurred only in 2014, when 

this ratio was 1.8. While IWP rates among those employed in full-time jobs were stable 

(5%-5.6%), IWP rates among those employed in part-time jobs varied from year to year, 

which may be related to sampling issues. For example, it is quite difficult to explain a 

drop in the rate from 26.2% in 2013 (the highest rate) to 9.9% in 2014 (the lowest 

rate). A slight decline in IWP rates may be observed among those employed in full-time 

and part-time jobs in 2017 compared to 2012. IWP rates among those employed in full-

time jobs were lower than the EU28 average throughout the period observed, while IWP 

rates among those in part-time employment were higher than the EU average (except in 

2014). However, the share of part-time work in total employment has ranged from 

around 5% to 7% in Croatia: in 2017 it was 4.8%, compared to 19.4% in the EU28. 

As in most EU countries, IWP rates among employed men are higher than among 

employed women (6.8% vs 5.2% in 2017). The IWP rate among employed women fell 

from 5.1% in 2012 to 4.5% in 2017, while the rate among employed men stayed 

unchanged (6.8%). In certain years of the period 2012-2017, IWP rates among 

employed men were 30%-70% higher than IWP rates among employed women, but in all 

years the IWP rates for both sexes were below the EU28 average. 

The level of poverty among those employed is negatively related to age. In 2017, the 

poverty rate among those employed in the age bracket 18-24 was 7.3%, while the rate 

among those aged 55-64 was 4.4% (the rate among employed persons aged 25-54 was 

6.0%). Throughout the period 2012-2017, the oldest age group of the employed (55-64) 

recorded the lowest IWP rates, and the youngest age group (18-24) had the highest 

rates – except in 2012 and 2015, when poverty rates were highest in the 25-54 age 

group. IWP rates in the oldest age group ranged mostly from 4% to 5%, and the rates in 

the youngest group mostly from 6% to 9%. All age groups of employed persons recorded 

poverty rates below the EU28 average. The youngest age group experienced an increase 

in the IWP rate in 2017 of almost 33% (1.8 percentage points) compared to 2012, while 

the poverty rate in the 25-54 age group decreased by 0.5 percentage points. The oldest 

age group recorded a slight increase in the poverty rate.  

Education attainment level strongly influences the risk of in-work poverty. In 2017, the 

IWP rate among employed persons with lower secondary education or less was 17.2%; 
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among the employed with upper secondary and post-secondary non-tertiary education it 

was 6.1%; and among those with tertiary education the rate was 1.3%. In the period 

2012-2017, the IWP rates in the first group generally ranged from 17% to 20%; in the 

second group, from 5% to 6%; and in the third group the rate was constantly below 

1.5%. Employed persons with tertiary education in Croatia and Malta had the lowest IWP 

rates of all EU countries. Nevertheless, a decreasing trend in the IWP rate has been 

registered among the employed with lower secondary education or less (in 2017, it was 

2.7 percentage points, or 13.6%, lower than in 2012), and the IWP rate in this group in 

2016 and 2017 was lower than the EU28 average. 

IWP rates among the employed in households with dependent children were higher than 

the in-work poverty rates of the employed in childless households. For example, in 2017 

the IWP rate among single persons with dependent children was 15.2%, compared to 

5.6% among single persons without children. In the same year, the IWP rates among 

households with two or more adults with dependent children and among households with 

two or more adults without dependent children were 6.8% and 4.2%, respectively. 

Single-person households had on average the lowest IWP rates in the period 2012-2017. 

The IWP rate of those households fell from 4.9% in 2012 to 2% in 2016, but it increased 

to 5.6% in 2017. The IWP rate among the employed in childless households with two or 

more adults increased slightly from 3.7% in 2012 to 4.2% in 2017. The IWP rate of the 

employed in households with two adults and two dependent children decreased by almost 

1 percentage point in 2017 compared to 2012 (from 7.7% to 6.8%). Conversely, the IWP 

rate among the employed in single-parent households across most of the period was over 

12% (at 15.2%, the rate in 2017 was 7 percentage points, or almost 88%, higher than in 

2012, when it was 8.1%). In spite of that, the IWP rates among the employed from all 

types of households were lower than the EU28 average throughout the period.  

IWP rates are correlated with the work intensity of the household. In 2017, employed 

people with high and very high work intensity had IWP rates lower than 4%; those with 

medium work intensity had a poverty rate of 17.3%; while IWP rates among employed 

persons with low and very low work intensity were 34.4% and 60%, respectively. In the 

period 2012-2017, IWP rates were generally below 4% among employed persons from 

households with very high and high work intensity. On the other side, IWP rates among 

the employed from households with medium work intensity increased from 12.8% in 

2012 to 17.3% in 2017 (an increase of 35.2%); and the rates among the employed from 

households with low work intensity increased from 28.9% in 2012 to 34.4% in 2017 (an 

increase of 19%). Nevertheless, IWP rates from all types of households, regardless of 

work intensity, were lower than the EU28 average. IWP rates among the employed from 

households with dependent children are higher than if the households have no dependent 

children, even if they have the same work intensity: in 2017, the IWP rate for households 

with low work intensity was 25.5% in households without dependent children, and 41.5% 

in households with dependent children. Compared to 2012, there was an increase in 

2017 in IWP rates in households with middle and low work intensity, regardless of 

whether they had dependent children or not.  

1.3 Key challenges related to IWP 

Four key challenges are related to IWP in Croatia. First, the issue is not only the low level 

of the minimum wage, but also generally the large share of those employed on a low 

wage/salary:4 the figure for those employed on a low wage/salary was 23.1% in 2014, 

an increase since 2010 of 1.8 percentage points (or 8.2%).5 Only Lithuania, Latvia and 

Romania had a higher share of employed persons on low wages/salaries. In the last 10 

                                                 

4 Low-wage earners are defined as those employees who earn two-thirds or less of the national median gross 
hourly earnings. The data refer to enterprises with at least 10 employees operating in all areas of the economy, 
except public administration (employees 18 years old and over). 
5 https://ec.europa.eu/eurostat/data/database (earn_ses_pub1s). 

https://ec.europa.eu/eurostat/data/database
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years, the share of minimum-wage earners has increased: in 2014 the figure was 

estimated at 5% of all employed persons, according to the EU-SILC (EU Statistics on 

Income and Living Conditions), or 8%, according to the Labour Force Survey (LFS) 

(Nestić and Blažević Burić, 2018). In some sectors of the economy, the minimum wage 

was received by almost a quarter of the employed (clothing production, building cleaning 

services, personal services).  

Secondly, after the 2008 economic crisis the number of temporary contracts increased 

significantly (however, at the same time, the share of those employed in part-time work 

even decreased). According to Eurostat statistics, the share of those employed on a 

temporary contract increased from 10.7% of all employed persons aged 20-64 in 2012 to 

17.5% in 2017. After Spain, Poland and Portugal, Croatia has the highest share of those 

employed on temporary contracts. 

A third challenge involves access to social benefits or tax deductions for those employed 

on a minimum or low wage/salary. Tax deductions for dependent members or children 

can only be enjoyed by employed persons earning above the minimum wage, because 

those employed on a very low wage/salary do not pay income tax, due to the high non-

taxable personal allowance. On the other hand, some groups of the employed with low 

income cannot benefit from either child allowances or tax deductions: their 

wages/salaries, while a little above the income threshold for child allowances, are too low 

for tax deductions. Access for the employed to other social benefits, like social 

assistance, is also very restricted because of the low income threshold.  

Fourthly, there is an issue of high tax levies, which reduce net salaries. Although labour 

costs in Croatia are not above the average of the EU countries, a reduction in 

contributions or tax payment exemptions would result in higher incomes of those 

employed on low wages/salaries.  

2 Analysis of the policies in place  

2.1 Policies with a direct influence on IWP  

The Minimum Wage Act in Croatia was enacted in 2008, with the aim of ensuring better 

protection of low-wage workers, especially of those exposed to the risk of poverty. The 

Act defined the minimum wage and set the minimum gross wage at 36% of the average 

wage, which at that time was HRK 2,747 (or around EUR 370) a month. The law also 

provided a mechanism for a regular annual adjustment of the minimum wage, depending 

on the growth of the gross domestic product and wages. The following year (2009) a 

sharp recession hit the Croatian economy, so the minimum wage level changed only in 

June 2009, when it was set at HRK 2,814 gross (around EUR 380) a month. It did not 

change after that until the new Minimum Wage Act was enacted in 2013.  

Under the 2013 Minimum Wage Act, the minimum wage in Croatia was defined as the 

lowest monthly amount of gross wages paid to a worker for a full-time job. The Act 

introduced the obligation to set the minimum wage on an annual basis by decree of the 

Croatian Government, based on the proposal of the minister responsible for labour and 

after consultations with social partners. Some exceptions to the defined minimum wage 

were allowed, but under quite strict conditions. So, for instance, the law of 2013 provided 

that collective agreements could stipulate wages that are lower than the minimum wage, 

but they cannot be any lower than 95% of the national minimum wage in some specific 

labour-intensive sectors (such as textiles, construction and the wood industry). In 

practice, sub-minimum wages are rarely agreed, the exception being the 2015 Collective 

Agreement for the Construction Industry.  

Since the passing of the Act in 2013, there have been regular annual adjustments to the 

minimum wage amounts in January of each year. Thus, the minimum wage was adjusted 

at the beginning of 2014 (increasing by 1.1%), in 2015 (increasing by 0.4%), in 2016 
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(increasing by 3%) and in 2017 (increasing by 5%). Since 1 January 2017, the minimum 

monthly wage in Croatia has stood at HRK 3,276 or approximately EUR 435, and in the 

business sector the minimum wage/average gross wage ratio reached 42.3% in 2017 

(Annex, Figure 1). 

During 2017, some amendments to the Minimum Wage Act were proposed. These 

amendments, which came into force in 2018, stipulated that the minimum wage is to be 

paid for regular work, while overtime, night work and work on Sundays, holidays or any 

other non-working day as determined by the law should be paid at above the minimum 

wage (that was not clearly regulated in the 2013 Act). An important change introduced 

by the amendments concerns a 50% reduction in healthcare contributions for all workers 

who have received the minimum wage for at least 12 months. In fact, at the end of 2017 

the government proposed a 5% increase in the minimum wage for 2018; however, 

employers from the textile and wood industries6 reacted negatively and stated that any 

such increase would damage their competitive position in the market. Finally, as a 

compromise measure, the government allowed employers to reduce the healthcare 

contribution for the minimum wage by 50%. The condition for this measure is that the 

employer has paid minimum wages for at least 12 months for workers. 

In 2018, the minimum wage amounted to HRK 3,439 a month, which was around EUR 

465 according to Eurostat data. When the government set the minimum wage for 2018 

(5% increase over 2017), it was expected that the minimum-wage-to-average-wage 

ratio would continue to grow in 2018. However, economic growth led to significant wage 

growth in Croatia during 2018; thus it may be that the minimum-wage-to-average-wage 

ratio actually fell in 2018, since average real wage growth may have exceeded 5%.  

In terms of net wages, the ratio of the minimum wage to the average wage is a little 

higher because of the lower tax burden on the minimum wage than on the average 

wage. Thus, the net minimum wage amounted to 44% of the average net wage in the 

first half of 2018.7 The income tax threshold was set at above the minimum wage in 

2015, meaning that there is no taxation of the minimum wage, but there is a 20% 

contribution to be paid for pension insurance.  

One of the key indicators of the importance of the minimum wage is its coverage – i.e. 

the proportion of minimum-wage workers in the work force overall. There are no official 

data on the coverage of the minimum wage in Croatia. Eurostat made an estimation 

using a structure of earnings survey in October 2014. According to that survey, the 

proportion of employees paid less than 105%8 of the national minimum wage was 7.1% 

(Eurostat, 2018). Another source is research into the minimum wage coverage (Nestić 

and Blažević Burić, 2018), which estimated the proportion of minimum wage earners at 

5% using EU-SILC, and 8% using LFS.  

Regarding the potential poverty impact, the minimum wage as a tool definitely does 

protect low-wage workers against poverty, because since 2009 the net minimum wage 

has been above the poverty threshold for one-person households. However, a problem 

occurs when a worker on the minimum wage is the only earner in a household with 

dependent children. In that case, the risk of poverty rises, although a combination of the 

minimum wage and social benefits could potentially reduce the risk. Additionally, Nestić 

and Blažević Burić (2018) made a simulation of the impact of a 10% increase in the 

minimum wage on poverty reduction, and their results suggest that the poverty rate of 

those employed on the minimum wage would be diminished by only 2 percentage points 

(from 17.2% to 15.0%). Their results suggest that the potential of the minimum wage as 

a tool to fight poverty among the employed is very modest, due to the relatively low 

                                                 

6 Labour-intensive sectors with a high proportion of workers employed on the minimum wage.  
7 Minimum net wage was HRK 2,751 (EUR 369) and, according to the Croatian bureau of statistics, the average 
wage in the first half of 2018 was HRK 6,237 (EUR 837). 
8 https://ec.europa.eu/eurostat/statistics-
explained/index.php?title=Minimum_wage_statistics&oldid=325907#General_overview  
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proportion of workers who are paid the minimum wage (between 5% and 8%). Even 

though the results of that study (Nestić and Blažević Burić, 2018) seem reasonable and 

well argued, one should bear in mind the low level of wages and the living costs in 

Croatia in general, compared with other EU countries, as well as the methodology for 

measuring relative poverty which, according to our insights, underestimates the scope 

and problem of the working poor.  

According to the Eurostat database, temporary employment increased significantly in 

Croatia in the period 2012-2017. In 2017, Croatia was one of the four EU countries with 

the highest share of temporary employment in total employment (Spain 22.4%, Poland 

20.9%, Portugal 19.0%, Croatia 18.2%). The same trend of increasing temporary 

employment is obvious from the Croatian Pension Insurance Fund database. To be more 

specific, according to the Croatian Pension Insurance Fund data, the share of those on 

fixed-term contracts increased from 22% of the total number of active pension 

contributors i in 2013 to 25.5% in the first nine months of 2018 (HZMO, 2018). The 

changes in labour legislation from 2014, when a new Labour Act was passed, enabled the 

growth of temporary contract employment. According to the 2009 Labour Act,9 

employers were not allowed to conclude a temporary employment contract with a worker 

for an uninterrupted period longer than three years. However, in spite of opposition from 

trade unions, this provision was changed in the 2014 Labour Act10 so that it no longer 

regulated the maximum duration of the first employment contract with a worker. In other 

words, the first temporary contract can last for longer than three years. A large number 

of temporary contracts have been concluded with young people – and in general with 

those entering the labour market for the first time. The trends previously described 

regarding a significant increase in temporary employment in Croatia suggest that, if 

these trends continue, there could be an increase in IWP in the future, because the IWP 

rate for workers on a temporary contract is double that for workers on a permanent 

contract.  

The Permanent Seasonal Worker Scheme could be described as good practice in Croatia. 

The scheme targets employees in enterprises that employ seasonal workers (e.g. 

tourism). Labour costs during the off-season are subsidised. A contract for a permanent 

seasonal job obliges the employer to offer the employee a new employment contract for 

the following season. If a worker declines the employment contract without objective 

grounds, the employer has the right to a refund of the contributions paid.  

Another important instrument protecting low-wage workers is income tax. The non-

taxable part of earnings, which is primarily relevant for low-wage workers, has been 

increased several times in the period 2012-2018. In 2012-2014, the non-taxable portion 

was HRK 2,200 (EUR 290) a month, while the minimum wage was EUR 395 a month in 

2014. The non-taxable part was increased in 2015 to HRK 2,600 (EUR 340) per month 

and was still below the minimum wage, which stood at EUR 398 in 2015. The most recent 

increase in the non-taxable portion was introduced in 2016 (in effect from January 

2017), when it was increased from HRK 2,600 (EUR 340) to HRK 3,800 a month (EUR 

513). Thanks to this increase, the non-taxable part was significantly above the minimum 

wage, meaning that workers on the minimum wage are not obliged to pay income tax, 

which increases their net wage and improves their living standards. The recent income 

tax reform adopted by the Croatian Parliament has increased non-taxable income for 

holiday pay, bonuses and gifts (such as a Christmas bonus) from EUR 337 to EUR 1,014 

per year (effective from 1 December 2018). The data presented above suggest that non-

taxable income almost doubled in Croatia in the period from 2012 to 2017 (from HRK 

2,200/EUR 295 a month to HRK 3,800/EUR 510). It should be noted that the 

government’s motivation for this significant increase in non-taxable income was partially 

to protect low-wage workers; but a more important driver could be the phenomenon of 

mass emigration and labour shortages due to the economic growth. Regardless of the 

                                                 

9 Narodne Novine [Official Gazette], 149/2009. 
10 Narodne Novine [Official Gazette], 93/2014. 
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motivation, the non-taxable income increase has improved the net wage and living 

standards of workers employed in low-wage jobs.  

The conditions for granting social benefits in Croatia are determined by the Social 

Welfare Act, Child Allowance Act and other laws. The most recent amendments to the 

Social Welfare Act from 2015 did not significantly change the situation regarding a 

possible interaction between working for the minimum wage and receiving social benefits 

in Croatia. The Social Welfare Act stipulates the eligibility criteria for social benefits based 

on a means test, which comprises an income test and an assets test covering the 

beneficiary and any family members who live in the same household. According to the 

data provided by the Ministry of Demography, Family, Social Policy and Youth, around 

50% of Guaranteed Minimum Benefit recipients (the main scheme of social assistance) 

are capable of work. All beneficiaries of Guaranteed Minimum Benefit who are able to 

work are obliged to participate in social inclusion activities, which include incentive 

measures for their employment and social integration.  

Some EU countries use in-work benefits to protect those employed in low-wage jobs from 

poverty. In Croatia, such schemes have not been applied, but the employed on the 

minimum wage may receive some social benefits, such as child allowances and pro-birth 

supplements, depending on the composition of the household. As child allowances and 

pro-birth supplements are means tested in Croatia, many low-wage parents were 

previously not entitled to them, because their per capita income was higher than the 

upper income threshold (around EUR 223 a month in 2018). In order to enable a higher 

number of parents with low earnings to benefit from child allowances and pro-birth 

supplements, the government passed an amendment to the Child Allowance Act and 

introduced a new income bracket (from 1 July 2018), raising the upper income threshold 

from HRK 1,663 (EUR 223) to HRK 2,328 (EUR 312) a month. Thanks to this increase, 

the chances are greater for low-waged employed parents to get some kind of income 

support for their children. 

There are very limited opportunities for the employed to integrate paid work and social 

assistance because of a very low income and property threshold in social assistance. A 

simulation of the interaction of benefits accumulation and employment on the minimum 

wage for a hypothetical household of two adults and two dependent children is shown in 

Table 2 in the Annex. The simulation suggests that in a household of two adults and two 

children, where one member is employed on the minimum wage, the possible 

accumulation of benefits in conjunction with minimum-wage employment results in 

income that reaches 73% of the corresponding poverty line; thus the minimum wage 

level and social benefits accumulation do not protect this hypothetical household against 

poverty. One could conclude that inactivity or unemployment traps are also present in 

the given household (the situation is even more unfavourable in households with more 

(3+) children). The data in the table indicate that if one member of the household 

consisting of two adults and two children is employed on the minimum wage, their yearly 

income will increase by approximately HRK 9,600 (EUR 1,230) or HRK 800 (EUR 107) per 

month, which sometimes could be insufficient to motivate employment. In such 

situations, the household may instead opt to live only on social benefits and to try to 

earn additional income through undeclared work. A solution to this problem could be an 

increase in the minimum wage plus the introduction of in-work benefits to improve 

working motivation and to help families escape the poverty trap. In fact, the data in the 

table clearly suggest that families with two adults and two children stay in poverty 

regardless of whether they opt for social benefits solely or for the scenario in which one 

family member works for the minimum wage. In the first scenario, the family will 

accumulate benefits up to 60% of the poverty line, while in the second scenario the 

family will reach a maximum of 75% of the poverty line. Some research in Croatia also 

confirms the existence of the inactivity trap in Croatia. For example, Bejaković et al. 

(2012) found that some families – especially those with more dependent children and 

those with employment chances only in low-salary jobs (“low work profile”) – could end 
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up in the “welfare trap”, with the accumulation of different welfare provisions (social 

assistance, child allowance, etc.) negatively affecting their motivation for employment. 

Partly because of the aforementioned findings and discussions, the 2014 Social Welfare 

Act introduced the “social benefits ceiling”. This rule says that the maximum amount of 

social assistance benefits (Guaranteed Minimum Benefit) cannot exceed the minimum 

gross wage in Croatia. However, this could negatively influence the poverty risk in 

families with several children.  

An example of good practice in Croatia aimed at in-work poverty is a programme within 

the active labour market policy measures called the “public works programme”. Public 

works programmes are community service programmes that aim to provide employment 

opportunities and promote social inclusion to long-term unemployed and disadvantaged 

persons in the labour market, such as the long-term unemployed who are at the same 

time beneficiaries of the Guaranteed Minimum Benefit (social assistance). Social 

assistance beneficiaries can participate in public works programmes, receiving an 

employment subsidy and the Guaranteed Minimum Benefit without being removed from 

the social assistance register. Thus, this measure helps them to reach a financial amount 

which pulls them out of poverty, despite the fact that the social assistance level for one-

person households is set at below 40% of the poverty threshold for one-person 

households. 

2.2 Policies which have (more) indirectly influenced IWP 

Policies with indirect effects on in-work poverty are generally underdeveloped. Regarding 

childcare services, the children of employed parents are given priority for placement in 

childcare facilities (kindergartens), and this is also the case for children coming from low-

wage families,11 but generally, the childcare services system in Croatia is 

underdeveloped. The healthcare system in Croatia is universal and, according to our 

insights, there are no special measures within healthcare or long-term care that target 

the working poor. Social housing is generally underdeveloped and data are scarce, and 

so it is very hard to know if there are any social housing measures available at the 

regional/local level for the working poor. If they exist, these are rudimentary local 

programmes and small-scale measures. Assistance with energy costs for the working 

poor is not provided. Life-long learning and skills improvement opportunities are 

available through active labour market policies, but mostly for the unemployed. In 

addition, life-long and adult learning participation is consistently low in Croatia. According 

to Eurostat data, the participation rate was 3% in 2016 for the cohort aged 25-64. In 

2017, it was even lower (2.3%), while the EU average participation rate stood at 11% in 

2017. 

3 Policy debates, proposals and reforms on in-work poverty and 

recommendations  

So far, the issue of IWP has not been high on the policy priority agenda in Croatia. IWP 

has not been mentioned at all in key government documents, such as the Strategy for 

Combating Poverty and Social Exclusion in the Republic of Croatia (2014-2020) or the 

National Reform Programme. This is not surprising, since the shortage of workplaces in 

the economy has been a much greater problem than the actual quality of employment. 

According to Eurostat, unemployment rates12 surged from 8.7% in 2008 to 17.5% in 

2013 and 2014, and thereafter fell back to 11.3% in 2017. Besides, atypical forms of 

                                                 

11 The childcare system is decentralised and parents co-finance childcare services. Local units (towns and 
municipalities) determine the level of parental contributions. In some local units, parents’ financial contribution 
depends on the household income level, meaning that low-wage families pay less. 
12 Unemployed persons as a percentage of the total number of people employed and unemployed (age group 
15-64). 
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employment have not been as widespread as in other EU countries, especially part-time 

employment. Nevertheless, one topic related to IWP discussed by scholars, government 

and social partners has been the minimum wage, and in general the distribution of wages 

and salaries. 

In Croatia, one of the main instruments for the protection of employees in low-wage 

sectors from in-work poverty is the minimum wage. Since 2009, the net minimum wage 

level has been set at above the poverty threshold for one-person households. Even 

though Croatia formally introduced the minimum wage in 2008, only after the Minimum 

Wage Act was enacted in 2013 have there been regular annual adjustments to the 

minimum wage (in January each year). The last increase in the minimum wage was at 

the end of 2017: in the first half of 2018, the net minimum wage amounted to 44% of 

the average net wage. Because of the lower tax burden on the minimum wage, the 

minimum wage has increased more as a proportion of the average wage. However, many 

stakeholders are of the opinion that there is still room for this ratio to improve. For 

example, trade unions have consistently demanded that the minimum wage be set at 

50% of the average wage. According to the Eurostat database, because of the lower 

wages in Eastern European countries, the minimum-wage-to-average-wage ratio is 

higher there than in more developed EU countries: almost all Eastern European countries 

have a higher ratio than Croatia (except Estonia, Slovakia and the Czech Republic). It 

should be pointed out that the government, at its session of 30 November 2018, 

announced a further increase in the net minimum wage in 2019 – from HRK 2,752 (EUR 

369) to HRK 3,000 (EUR 403) per month. This is an increase of 9% over 2018. The gross 

minimum wage increases from HRK 3,440 (EUR 462) to HRK 3,750 (EUR 503) a month, 

so the ratio of the gross minimum wage to the average salary should be 44.85% in 2019. 

From 1 January 2019, Croatia has a minimum wage that is higher than in nine EU 

countries. Compensation for employers is envisaged because of the increase in the 

minimum wage. For example, in 2019 employers will keep the 50% reduction in 

healthcare contributions for all workers who received the minimum wage in 2018, but 

this reduction will be halved in 2020 and abolished in 2021. In addition, fiscal subsidies 

for employers will be prepared, along with a package of measures directed at the 

preservation and opening of new workplaces. However, employers in labour-intensive 

sectors have expressed initial discontent, because the increase in the minimum wage was 

introduced without them being consulted. 

One of the problems related to the role of the minimum wage as a tool to combat in-work 

poverty could be described as the phenomenon of “envelope wages”. Envelope wages 

reflect the existence of a wide sector of undeclared work in Central and Eastern Europe, 

including Croatia. In this case, although the work conducted is based on a legal, formal 

work contract for a legitimate employer for a minimum wage, a certain part of the wage 

for that work is paid on an undeclared basis, in order to avoid taxes and social 

contributions. This involves an agreement between an employer and a (formally 

employed) worker, under which only part of the wage is declared to the authorities, while 

the rest is paid in cash. This practice is quite characteristic of the transitional countries of 

Central and East Europe, including Croatia. In recent years, steps have been taken to 

combat undeclared work. For instance, in August 2014, a “commission to combat 

undeclared work” was established as an expert advisory body in charge of assessing 

measures taken to combat undeclared work, evaluating their implementation, monitoring 

future measures and (if necessary) proposing amendments to existing measures. In 

September 2014, the commission issued a consolidated report on the measures taken to 

combat undeclared work, which provided an overview of the actions taken by the 

relevant government bodies. Nevertheless, this problem still exists in Croatia’s business 

practice and definitely negatively influences worker’s rights, especially in low-wage 

sectors (such as construction, agriculture, etc.). 

The next measure to prevent in-work poverty in Croatia involves discouraging the use of 

temporary work contracts and encouraging the use of permanent employment contracts. 

As data in the previous section showed, temporary employment in Croatia has increased 

significantly in recent years, and according to Eurostat data for 2017, the in-work 
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poverty rate among temporary workers is double that of employees with permanent 

contracts. This extensive use of temporary contracts in Croatia in recent years was a 

result of the long-lasting recession, which created insecurity for employers, who then 

opted to expand temporary work contracts, due to their lower termination costs. Another 

reason for the extensive use of temporary contracts was the 2014 amendment of the 

Labour Act. To be more specific, after lengthy consultations with social partners, in July 

2014 a new Labour Act was adopted by the Croatian Parliament without trade union 

consent. This introduced substantial changes, which reduced the “employment protection 

legislation index” from 2.55 to 2.2813 (Croatian National Bank, 2014: 16-17). Significant 

changes were made in the area of fixed-term and temporary employment, and in the 

regulation of temporary agency work. The amendments further regulate employment on 

a fixed-term basis as an exception, rather than a general practice. However, while any 

subsequent fixed-term employment contract is limited to a maximum of three years, this 

does not apply to the first contract – thus the first fixed-term contract may be concluded 

for a period of more than three years (five or seven years, for instance). The Croatian 

economy has been expanding over the past two years, and that – along with mass 

emigration – has led to serious labour shortages in some sectors. Both of the 

aforementioned trends (economic growth close to 3% and labour shortages) have 

created a new situation whereby the temporary work contract really could become the 

exception, as the Labour Law states.  

In 2017, amendments to the Social Welfare Act were prepared and enacted by the end of 

the same year. One of the amendments was directed at better labour market activation 

of social assistance beneficiaries. These amendments made it possible for long-term 

unemployed social assistance beneficiaries to participate in a public works programme 

without losing their social assistance benefits – something that was not possible before 

the changes: previously, when social assistance beneficiaries were included in a public 

works programme subsidised through active labour market policy measures, usually for 

six or nine months, they would lose their right to social assistance, which was often the 

reason for lower participation in public works programmes.  

The institution of permanent seasonal work was first introduced in 2001 by means of 

changes to the Labour Act. A fixed-term employment contract for a permanent seasonal 

job obliges the employer to pay contributions for the seasonal worker throughout the 

year, unlike a regular fixed-term employment contract.  

As the minimum wage in Croatia is one of the most important instruments in protecting 

against IWP, we support an increase in the minimum wage to a level of 50% of the 

average wage.  

We recommend that, alongside the measures oriented to increasing the level of wages 

and salaries (including the minimum wage), attention should be focused on two ways of 

preventing and mitigating IWP. First, to increase the work intensity at the level of the 

household through the model of two breadwinners or by promoting the importance of the 

role of the secondary wage earner. In many cases, the central problem is not low 

salaries, but the fact that poor employed persons are the only earners in their 

households and have to support other members of the household. When both partners 

are employed, they can avoid poverty even when both are low paid. Second, it is 

necessary to supplement low wages/salaries with social transfers and tax credits and 

reliefs. Both methods of preventing and mitigating IWP assume a range of measures of 

social and family policy. However, employment opportunities for the secondary wage 

earner depend heavily on measures such as: the availability and affordability of 

institutional care services for preschool children or other dependent household members, 

                                                 

13 The OECD indicators of employment protection legislation measure the procedures and costs involved in 
dismissing individuals or groups of workers and the procedures involved in hiring workers on fixed-term or 
temporary work agency contracts. A higher value means more protective labour legislation and vice versa, a 
lower value indicates more flexible legislation. 
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the offer of flexible work, etc. Croatia has continuously faced low employment rates14 (in 

2017, 71.2% as opposed to 78% in the EU28) and poorly developed care services for 

preschool children. Also, there are insufficient opportunities for flexible work for parents 

who take care of small children or children with disabilities. On the other hand, in order 

to increase the household income of the employed through social benefits, the amount of 

child allowances – which are both too low and not indexed to living costs – needs to be 

increased, or else child allowances need to be converted in the future into universal 

benefits available to all children (now, low income thresholds exclude some of those who 

are employed but still on relatively modest salaries). Besides, the replacement of existing 

tax deductions with child credits could contribute to a reduction in IWP. More precisely, in 

the existing system those employed on a higher wage/salary enjoy higher tax deductions 

for dependent children or other dependent family members. It would be more effective to 

provide all employed parents with the same amount of tax credit for dependent children, 

irrespective of the level of their salaries, and the amount of tax credit should differ 

depending on the order of birth of the child. This measure could help alleviate IWP 

without negative incentives for employment, because there is a significant overlap 

between child poverty and in-work poverty. 

An important measure in the policy against IWP has been the increase in the non-taxable 

portion of income. In the past decade, this portion has increased because the non-

taxable personal allowance15 and deductions for dependent family members have both 

increased. The personal allowance was significantly increased in the latest tax reform, as 

of 1 January 2017, from HRK 2,600 (EUR 349) a month in 2016 to HRK 3,800 (EUR 510) 

in 2017. Thus, minimum wage earners are fully exempted from paying income tax. Yet, 

members of some opposition political parties have proposed a further increase in the 

personal allowance to HRK 5,000 (EUR 671). However, the government has warned that 

there are very limited opportunities for further increasing non-taxable income.16 

4 Assessing data and indicators 

There are no instruments or tools in Croatia for monitoring IWP other than those based 

on EU-SILC and LFS. The Eurostat indicators in place cover the majority of factors 

influencing IWP. However, bearing in mind the significant share of low-wage earners, it 

would be important for Croatia to analyse IWP indicators by economic or occupational 

sector. Besides, it is useful to get an insight into the IWP rates among the employed in 

the grey economy (undeclared work), given that this type of economy is widespread. 

In addition to at-risk-of-poverty rates, IWP statistics should contain information on the 

structure (composition) of the working poor by their most important characteristics, in 

order to obtain data about the share of a specific group of the working poor. For 

example, the income poverty rates of the self-employed in some years are four times as 

high as the in-work poverty rates of employees, but their proportion of poor working 

people is less than 50% (Šućur, 2014).  

It is well known that researchers have faced many difficulties in collecting data on 

household income (it is difficult to obtain information about undeclared income, savings, 

financial assets, in-kind income, etc.). It is particularly difficult to obtain data on some 

types of self-employment income, which are underestimated to a higher degree. As the 

self-employed as a group are more heterogeneous than employees, the data on the 

dominant subgroups of poor self-employed persons may give a more complete picture of 

IWP. For example, individual farmers are the largest subgroup among the self-employed 

                                                 

14 The ratio of the number of persons aged 20-64 in employment compared to the active population. 
15 Personal allowance is the non-taxable part of income which reduces the base for the calculation of income 
tax. 
16 The minister of finance has stated in the media that now almost 70% of the employed do not pay income tax, 
and that further exemptions from paying the tax would unfavourably influence the budgets of local authorities, 
which are the only recipients of these revenues. 
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in Croatia and they have the highest IWP rates, while IWP rates among other subgroups 

of the self-employed outside the agriculture economy are similar to those of employees.  
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Annex 

Figure 1: Monthly minimum wage as a share (%) of the mean value of average 

monthly earnings in the business sector 

 

Source: authors’ calculations. 

 

Table 1: Evolution of the minimum wage in Croatia (2013-2018) 

Year Minimum wage in HRK Minimum wage in EUR 

2013 2985 394 

2014 3018 395 

2015 3030 398 

2016 3120 410 

2017 3276 439 

2018 3440 465 

Source: different years of Narodne Novine [Official Gazette]. 

 

Table 2: Interaction between social benefits and minimum wage in 2017 (family 

of two adults and two children) 

 
Family of two adults and two 

children only on social 
benefits 

Family of two adults and two 
children 

(one member employed on 

minimum wage) 

Guaranteed Minimum 
Benefit (GMB) 

HRK 1,600 (EUR 215) monthly 

HRK 19,200 (EUR 2,577) yearly 
 

Child allowance  
HRK 600 (EUR 80) monthly 

HRK 7,200 (EUR 966) yearly 

HRK 500 (EUR 67) monthly 

HRK 6,000 (EUR 805) yearly 

Housing and fuel cost 
subvention + energy 
voucher of HRK 200 

monthly from October 
2015  

Maximum according Social 
Welfare Act: 50% of GMI 

HRK 800 (EUR 107) monthly 

HRK 9,600 (EUR 1,284) yearly 
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Average pay** 

HRK 400 (EUR 54) monthly 

HRK 4,800 (EUR 645) yearly 

 

HRK 200 x 12 voucher 

HRK 2,400 (EUR 322) yearly 

Transitional period 
(three months)*** - 

benefits accumulation  

- HRK 4,200 (EUR 563) 

Minimum wage  

 
- 

HRK 2,751 (EUR 365) net wage 
monthly 

HRK 33,012 (EUR 4,431) net wage 

yearly 

 

Total maximum 
possible accumulation 

 

 

 

Real accumulation 

according to the data 
from the Ministry of 
Demography, Family, 
Social Policy and Youth 

 

HRK 38,400 (EUR 5,150) yearly 
(65% of poverty threshold) 

 

 

 

 

HRK 33,600 (EUR 4,510) yearly 

(57% of poverty threshold) 

 

HRK 43,212 yearly 

 

EUR 5,800 yearly 

 

 

(73% of poverty threshold) 

Poverty threshold in 

2017 (60% of national 
median income)  

HRK 58,946 (EUR 7,912) yearly HRK 58,946 (EUR 7,912) yearly 

* 7.45 HRK / EUR exchange rate. 
** Average paid housing and fuel cost calculated by the Ministry of Demography, Family, Social Policy and 
Youth.  
*** Transitional period of three months introduced in 2014: in the first month of employment beneficiaries 
receive 100% of previous benefits plus their wage; in the second month they receive 75% of previous benefits 
plus their wage; in the third month they receive 50% plus their wage; while in the fourth month the right to 
the social transfer expires (1600+1200+800+3x200 fuel). 

Source: authors’ calculations. 

 

 

 

 

 

 

 

 

 



 

           

       

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

      

 

 

 

 




