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Abstract 
Despite its propulsiveness, even in times of adverse economic trends, Croatian tourism needs 
state aid if it is to grow along the lines of sustainable development. Strategic government 
intervention in tourism helps to raise the quality of the tourism offering and create conditions 
required to achieve better results in tourism. Among other things, this paper seeks to answer the 
following questions: Why is government intervention necessary in tourism? In which areas is it 
needed? How does it foster the development of sustainable tourism? The paper examines the 
existing model and systematically analyses the problems and other constraints of Croatian 
tourism that point to the necessity of intervention measures. The paper also gives a brief analysis 
of the government intervention measures and action undertaken up to date, and proposes new 
measures, with emphasis on the positive effects that can be expected if these measures are 
appropriately implemented. The measures undertaken up to date represent a basis for future, 
more intensive and more comprehensive measures. The coordinated action and cooperation of 
the Ministry of Tourism and other institutions responsible for developing and implementing 
tourism policies is a major precondition to achieving the desired results, primarily in the sphere 
of improving the unfavourable structure of accommodation capacities, developing programmes 
for enhancing the competencies and competitiveness of workers in tourism, delivering a variety 
of investment projects, carrying of institutional reforms and adopting spatial plans.  
Keywords:  government interventionism, state aid, sustainable tourism, Croatia  
 
 
1. INTRODUCTION 
 
Contrary to the standpoints of economic liberals according to which the freedom of 
actors in economy activity is the most effective source of growth of prosperity in 
society, practice has shown that the market is incapable of independently regulating 
economic relations and very often market failures are generated in the form of 
monopolies, mass unemployment, inflation, environmental pollution, unacceptable 
disparity in income distribution, cyclic trends in the form of recession and expansion, 
etc. Although politics and markets are frequently viewed as alternative mechanisms 
guiding societies, the market and government do and can complement each other, given 
appropriate administrative and institutional capacities (Aikins 2009, 409). Hence, 
modern economies seek to resolve key economic issues through the coordination and 
combination of market management and government regulation (Pavić, Benić, Hashi 
2007, 605).  
 
 



 Electronic copy available at: http://ssrn.com/abstract=2289808 

Tourism in Southern and Eastern Europe, pp. 231-240, 2013 
H. Maškarin Ribarić, I. Ribarić: GOVERNMENT INTERVENTION IN DRIVING THE ... 

 232

The state has an important role in regulating economic relations: it can increase 
efficiency by correcting market failures, it can promote equity by ensuring an 
appropriate distribution of income through taxation, and it can stimulate stable growth 
and development through an appropriate mix of monetary and fiscal policies. The state 
must take action to protect social interests, and to do so it applies measures to constrain, 
control and supervise the decisions enterprises make in order to reduce the possibility 
of market failure at the very start. Action taken to create the best environment to 
stimulate the growth of overall production has a direct effect on tourism as well. 
However, although the effects of economic crisis are also evident in the decline of 
various economic effects in tourism, this industry has proven to be considerably more 
resistance to negative influences in time of crisis than the rest of the economy (Čavlek 
2010, 52). Despite this, there should be no doubt concerning the question of 
government intervention in tourism: Government intervention is much needed in the 
Croatian tourism industry.  
 
In addition to an introduction and conclusion, this paper comprises two analytical 
chapters. The first chapter defines government intervention and its forms and effects, 
and explains why it is indispensable in the current economic situation. This chapter 
also provides a brief analysis of intervention policy measures applied up to date. The 
second chapter focuses on the importance of government intervention in tourism, and 
provides an overview of the aspects of tourism and the tourism offering in which there 
is a more pronounced need for intervention. It goes on to explain the forms of 
intervention that can have the best effects in achieving the development objectives of 
Croatian tourism. 
  
 
2. GOVERNMENT INTERVENTION IN MODERN ECONOMIES  
 
Government intervention in modern economies has emerged in response to market 
failures. Government intervention is a set of measures which are used to intervene in an 
economic system and to direct the processes of economic development (Deskar-Škrbić 
2011, 571). In addition to intervening in the decisions of enterprises, the government 
can also apply measures that provide financial assistance to an enterprise from which it 
expects a high growth rate, or to help it recover. This approach represents the analytical 
ability of the government in terms of identifying potential winners and losers (Kesner-
Škreb, Pleše and Mikić 2003, 291) and the ability to implement measures and forms of 
intervention to drive economic growth. Government intervention in the market 
mechanism may have the following forms (OECD 2001, 7): 

1. financial assistance   
2. regulation  
3. direct government investment in goods and services.  
 
Financial assistance to enterprises is provided in the form of the direct transfer of funds 
or indirectly, through subsidized loans, tax breaks, government guarantees, etc. There 
are various reasons for granting financial assistance to enterprises (OECD 2001, 7): 

- to encourage economic activity 
- to ensure services that the market does not provide (for example, the transport of 

goods and people in remote areas or on islands)  
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- to slow the rate of decline of an industry (for example, the shipbuilding industry)  
- to assist those branches that are heavily affected by nature (for example, 

agriculture)  
- to maintain the level of income of manufacturers 
- to increase the market share of domestic enterprises relative to foreign enterprises. 
 
The effect of general social welfare can also be achieved through the implementation of 
regulatory policies and through government investment in goods and services. State 
regulation is the legal framework that defines the boundaries of market activity and 
makes the state a legal and institutional structure (Pavić, Benić and Hashi 2007, 606). 
The state is also an allocator of resources through government spending, tax policies 
and the production of public goods. Regulation is also carried out by the distribution of 
revenue through taxing and through direct action to maintain the stability of prices and 
the level of employment and to achieve economic growth, which is influenced upon 
using a mix of fiscal and monetary policies. Hence, the state performs three 
fundamental functions: it fosters efficiency, it fosters equity and it fosters stability.  
 
Table 1: Economic functions of the state, and the effects of state regulation  
 

STATE FUNCTION EFFECT OF STATE REGULATION 

Fostering efficiency  
Correction of market imperfections and failures in the 
case of imperfect competition. 

Fostering equity 
Correction of unacceptable disparity through the 
distribution of income. 

Fostering stability  
Suppression of inflation and unemployment and increase 
in economic growth. 

Source: Pavić, Benić and Hashi 2007, 607 
 
The appropriate implementation of intervention measures will result in the creation of 
positive effects in the market mechanism. When imperfect competition is present, the 
state must carry out an allocative function in order to correct the market failure. In the 
case of unacceptable income disparity, the state needs to progressively tax high-income 
individuals with the aim of fostering equity, and by applying economic-policy 
measures it can exert influence on inflation and unemployment.  
 
Adverse economic effects indicate that the present model of economic growth in 
Croatia has been completely exhausted. The management of the country’s economic 
system based on an inadequate economic policy and development strategy, combined 
with the current effects of the global economic crisis, has led to a situation in which 
government interventionism is not only justified but is also absolutely necessary. 
Appropriate government measures are required to spur and quicken the pace of 
economic development.  
 
The current economic situation was greatly affected by the ravages of war, the loss of 
former markets, the unsuitable privatization model and the formation of an economic 
model based on commerce, with no investment into production. An appropriate 
economic policy for the coming period should (Benić 2012, 851) focus on rethinking 
the Kuna exchange rate and high government spending, addressing the issue of general 
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insolvency, reducing high interest rates to encourage investors, encouraging investment 
in domestic production and export through fiscal and monetary policy measures, and 
creating conditions for fostering entrepreneurship. In addition to creating general 
favourable conditions that will drive accelerated growth, the state must also be 
responsible for taking incentive measures, fostering entrepreneurial initiatives and 
projects, generating new jobs, and attracting direct foreign investment (Mesarić 2001, 
1022). 
 
To facilitate economic recovery, the Ministry of Finance (Ministry of Finance 2012, 5) 
has developed Economic and Fiscal Policy Guidelines for the period 2013 – 2015 that 
are based on executing the strategy by accomplishing the following objectives: i) 
macroeconomic and economic stability, ii) an optimum environment for the 
development of a competitive economy, iii) sustained regional development, iv) 
strengthening of social justice, v) the protection, maintenance and improvement of 
health, vi) the promotion of knowledge, excellence and culture, vii) environmental 
protection and spatial development, viii) greater competitiveness of the agricultural and 
food processing sector and the fisheries sector, ix) enhancing the competitiveness of 
Croatian tourism, x) reinforcing a law-based state and the rule of law, xi) maintaining 
public and national safety at the highest level, and xii) strengthening the international 
position of Croatia and preserving its national identity.  
 
The implementation of the Guidelines is expected to result in a gradual economic 
recovery and in the growth of real GDP. A growth rate of 1.8% is predicted in 2013; 
3.0%, in 2014; and 3.5%, in 2015 (Ministry of Finance 2012, 13). 
 
Croatia’s intervention policy is based on the allocation of state aid. According to the 
Annual Report on State Aid (ATZN 2012, 14), in 2011, aid was granted in the amount 
of HRK 9,001.2 million, while the share of total aid in the GDP amounted to 2.7%. 
State aid totalling HRK 9,001.2 million in 2011 represents a drop of 3.3% or HRK 
310.3 million compared with HRK 9,311.5 million of aid granted in 2010. This drop in 
state aid is largely the result of a reduction in aid to the traffic sector and the 
shipbuilding industry. However, state aid in 2011 was greater by 4.3% than that in 
2009. Hence, regardless of the drop in aid in 2011 relative to 2010, it cannot be said 
that there is a downward trend in state aid.  
 
Table 2: Total aid granted in the period 2009-2011 (in million HRK) 
 

 
2009 2010 2011 

INDEX 
2010/2009 2011/2010 

Volume of aid 8,636.1 9,311.5 9,001.2 108 97 
GDP 328,672.0 326,980.0 333,956.0 99 102 
Share of aid in GDP 
(%) 

2.63 2.85 2.70 108 95 

Source: AZTN, 2012, 17 
 
Figure 1 illustrates changes in the share of state aid in Croatia’s GDP. The highest 
share was recorded in 2007, while in the period 2008-2011 it settled at a level between 
2.6% and 2.9%. Such high shares of aid in the GDP are not common in the European 
Union. As a comparison, in 2010 the EU member-states allocated 0.5% of their GDP as 
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aid to their entrepreneurs, while Croatia allocated 1.2% of its GDP for the same use 
(Kesner-Škreb 2012, 2).  
 
Figure 1: Share of total aid in GDP in the period 2003-2011  
 

 
Source: CCA 2012, 17 
 
Accession to the European Union will bring changes to the Croatian model of state aid, 
and it will no longer be possible to provide selective aid to sectors in difficulties at the 
expense of those that generate production (Kesner-Škreb 2012, 8).  
 
 
3. GOVERNMENT ENGAGEMENT IN TOURISM IN CROATIA  
 
Despite adverse economic trends, Croatia recorded a 3.3% increase in tourist numbers 
(11.8 million) as well as a 4% increase in overnights (62.7 million) in 2012 in 
comparison with 2011 (CBS 2012, 1). This is the continuation of an upward trend that 
began in 2009. In the period observed, tourist traffic grew at a rate of 4.7%, and 
overnights, at a rate of 4.5% (notwithstanding a downward trend in the length of tourist 
stays on the world tourism market). 
 
Table 3: Tourism traffic in Croatia in the period 2009-2012 
 

 Tourist arrivals Overnight stays Length of stay 
(days) Year  (in 000) Index (in 000) Index 

2009 10,270 / 54,988 / 5.4 
2010 10,604 103.25 56,416 102.60 5.3 
2011 11,456 108.03 60,354 106.98 5.3 
2012 11,853 103.31 62,743 103.96 5.3 
Rate of change 
(2009-2012) 

+4.7 +4.5 
 

Source: Ministry of Tourism 2012, 1 
 
The upward trend of growth in tourism is expected to continue in the coming years, and 
some forecasts (Vizek 2008, 52) estimate that in 2015 Croatia will be visited by 12.8 
million tourists who will realize 63.5 million overnights. However impressive these 
forecasts may seem, they say little about the problems and constraints facing Croatia’s 
tourism industry. 
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Being a highly complex social and economic phenomenon, tourism has a structure that 
requires complex organization. This overall organization forms a tourism system that 
not only impinges upon tourism issues in a narrower sense, but also enters into many 
other areas with which tourism is directly or indirectly connected. This system of 
organization is divided into two primary sub-systems: a sub-system that involves 
tourism operators and an institutional sub-system that encompasses the organization of 
tourism in a tourist resort, tourism enterprise and in tourism and social organizations. 
The tourism system in narrower terms is affected by the economic, social, 
technological, political and ecological environment. However, the opposite is also true: 
all these environments are, in turn, affected by tourism. The result of such relations is 
the complexity of organizing tourism, which impedes the creation and implementation 
of tourism development and stabilization policy, planning, legislation, statistical 
monitoring and sustainable tourism management (Blažević, 2007). 
 
In addition to general and ubiquitous economic issues that are inherent to all parts of 
the economy, tourism has its own “special” problems that are the result of its specific 
characteristics. The development principles of sustainable tourism are encompassed in 
the Tourism Development Strategy of Croatia by 2020 which was adopted in 2013.  
 
Table 4: Development principles 
 

DEVELOPMENT 
PRINCIPLE  

DESCRIPTION 

Partnerships 
Horizontal and vertical cooperation; cooperation between the 
public authorities and the private sector  

Deregulation 
Simplifying the legal and legislative framework and creating a 
stimulative institutional framework  

Environmentally 
responsible development  

The application of modern technical and technological solutions; 
the rational use of space, etc. 

More than just sun-and 
sea  

The development of various forms of special-interest tourism  

Tourism throughout the 
entire country  

Speeding up the development of continental tourism through 
capital investment  

Authenticity and 
creativity  

Differentiation based on the fostering of natural, socio-cultural, 
climate-based and production-based authenticity  

Hotel industry – driver of 
investment  

Driving the development of hotel facilities  

Innovative market 
approach  

Basing the rebranding of Croatia on the interpretation of its 
central identity as a “country of beauty and fulfilment”  

Production for tourism 
Orienting future development through an approach based on 
cluster formation  

Quality-based culture 

Reforming the educational system for the needs of tourism, and 
introducing compulsory lifelong learning programmes for various 
categories of tourism workers  

Source: Institute of Tourism 2012, 3-5   
 
These development principles should serve as a starting point for designing measures 
of government intervention.  
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The structure of accommodation capacities in Croatian tourism is exceptionally 
unfavourable. Namely, hotels, as the primary providers of the tourism offering, account 
for only 15% of accommodation capacities, while households and campsites account 
for as much as 46% and 26%, respectively (data for 2012). In the previous period, 
action was taken through government intervention measures (albeit of a limited scope) 
– primarily in the form of indirect financial assistance (for example, subsidized loans) – 
to facilitate the conversion of a part of accommodation capacities in private households 
into small family-run hotels. Obviously lacking in incentive, these measures failed to 
bring about any significant change in capacity structure.  
 
Such an interventionist strategy of investment is entirely justified because it focuses on 
investment in those types of accommodation that contribute the most to the gross 
domestic product. Programmes are mostly based on the credit funds of commercial 
banks and the Croatian Bank for Reconstruction and Development (HBOR), as well as 
on government budget funds for interest subsidies. The Croatian Agency for Small 
Business (HAMAG) can also take part in these programmes by issuing credit 
guarantees (Ministry of Tourism 2012, 6). In order for such intervention measures to 
generate positive effects faster, the Ministry of Tourism and other responsible 
institutions need to intensify their activities.  
 
Another issue facing Croatia’s tourism industry is the quality of human capital, because 
the existing system of formal education is insufficiently adjusted to the current needs of 
the tourism sector. Government intervention through the Ministry of Tourism aims at 
motivating young people to gain an education in tourism and hospitality by financing 
scholarships for pupils and students and by co-financing the costs of promoting 
professions in tourism and hospitality (Ministry of Tourism 2012, 6). Co-financing is 
provided to a variety of seminars, professional and educational programmes, 
workshops, research projects and scientific projects. Because human capital helps to 
improve the quality of tourism services and to foster competitiveness, it is necessary to 
intensify investment in enhancing the competencies of workers in tourism and 
hospitality. To this end, it is necessary to ensure the close cooperation of the Ministry 
of Tourism and the primary education-policy makers.  
 
Ambiguous and overly complex legislative regulations are cited as being one of the 
primary causes for the lack of investment activities of domestic and foreign investors. 
The inauspicious investment climate (Čavlek, et. al. 2010, 152) is the result of long 
waits in obtaining the permits required, inconsistent land registries, inconsistent legal 
regulations, bureaucracy and corruption, over-valued private land, etc. Potential 
investors also find the general investment terms to be very discouraging; this refers to 
the low availability of capital, high costs of business, and too few investment incentives. 
If it is to create conditions conducive to better tourism performance, the state must 
make strategically oriented investments. According to the Annual Report of the 
Croatian Competition Agency, the state earmarked HRK 1,479 million for tourism in 
the period 2002-2010, which accounts for 3.3% of total state aid at the national level. 
In 2010, aid to tourism amounted to HRK 157 million (2.9% of total aid). 
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To tap into the investment potential of Croatian tourism, it is necessary to reduce the 
adverse effect of numerous obstacles that make the investment climate inauspicious. 
There are very many investment opportunities in Croatia’s tourism industry. According 
to some assessments, investment potential comprises the following: 
 
Table 5: Investment opportunities in Croatian tourism  
 

INVESTMENT OPPORTUNITY  INVESTMENT POTENTIAL (EUR) 

Existing companies in operation  2 - 3 billion  
Companies in majority state ownership  440 - 450 million 
Inactive state assets  2 – 2.5 billion  
Greenfield projects 5 - 6 billion  
TOTAL  9.5 - 12 billion  

Source: Čavlek, et al. 2010, 151 
 
The unfinished privatization process of commercial facilities is yet another barrier to 
the development of Croatian tourism. This problem resulted in the lasting absence of 
capital investment in valuable facilities of the tourism offering. To provide stimulus to 
potential investors, a concrete plan for the privatization of tourism enterprises should 
be adopted as quickly as possible. A precondition to adopting this plan is making 
amendments to the laws and regulations of the privatization framework, which 
represents the basis for a well thought-out, quick and efficient privatization process.  
 
The lack of a strategy, as well as the lack of documents that would enable its 
implementation, has resulted in the creation of an ineffective destination management 
model, which declaratively involves many actors but has no clearly defined rules or 
responsibilities. Insufficient accountability for and awareness of environment, one of 
the key resources of sustainable tourism development, are also seen as obstacles to 
developing Croatia’s tourism industry. To combat the planless construction of tourism 
facilities and prevent further spatial devastation, it is necessary to develop and 
implement, as soon as possible, strategic spatial plans based on the principles of 
sustainability. Obviously, such action implies the need for close cooperation among the 
Ministry of Tourism, the Ministry of Construction and Physical Planning, and the 
Environmental Protection and Energy Efficiency Fund to adopt effective resource 
management measures and action that meet the criteria of long-term sustainable 
development.  
 
In 2012, the Ministry of Tourism set aside a total of HRK 32 million in non-repayable 
aid for quality improvement, innovative tourism, the promotion of professions in 
tourism, the development of tourism in areas in which it is under-developed, 
scholarships for pupils and students, etc. With the aim of further strengthening the 
overall tourism offering, the Ministry has issued a call for the co-financing of projects 
of vocational, professional and other associations active in tourism. It is planned that 
HRK three million of budget funds will be earmarked for this purpose.  
 
The above stated clearly indicates the scope and diversity of the various government 
intervention measures that have already been implemente, the ultimate aim of which is 
to ensure growth and improve the quality of the tourism offering. At the same time, 
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however, based on the modest results achieved by these measures, it is right to 
conclude that the effectiveness and suitability of certain measures needs to be 
thoroughly reconsidered and, in the future, linked more closely to the strategic 
objectives of tourism development. Considering that the Croatian Tourism 
Development Strategy has been adopted, it is to be expected that the measures of 
government intervention will be changed in the near future and adjusted to the defined 
objectives of sustainable tourism. 
 
Only in this way will tourism be able to justify its role as an engine of economic 
development in Croatia and continue to generate above-average growth rates of gross 
added value by stimulating the growth of employment and productivity.   
 
 
4. CONCLUSION 

 
Some of the key problems that constrain the development and sustainability of Croatian 
tourism can only be resolved through appropriate government intervention measures. 
At the top of the list of measures are institutional reforms because of their importance 
and the effects they produce, followed by indirect financial assistance through a variety 
of aid and crediting programmes. 
 
Croatia’s intervention policy up to date has primarily been based on state aid, which in 
2011, for example, reached a 2.7% share of the GDP. Although significant in their 
scope and having far-reaching and ambitious objectives, these measures have, 
unfortunately, failed to generate any substantial results.  
 
The recently adopted Tourism Development Strategy presents an opportunity for a 
“new beginning”. The objectives and priorities defined in the strategy can and must 
serve as a basis for reducing the dispersion of previous measures and focusing on those 
measures that are capable of producing tangible results and ensuring the realization of 
the long-term objectives of sustainable tourism in the shortest time possible.  
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