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Abstract 

Croatia is among countries that are still in process of institutional restructuring. Recent global 

economic crisis in Croatia is still very much present. Many country reports on Croatia are 

witnessing of the slow reform process in the country. Major reforms have been omitted. 

Research, in the area of transition is recognizing importance of informal institutions 

(behavioral norms) over transition process whose importance, according to researchers 

(Acemoglu, Helmke, Rodrik, etc), has been ignored. North (1993) states that informal 

institutions are rooted in culture and as such imbued to slow change. In line with that, the 

thesis work is to analyse features of Croatian transition in regard to informal institutions and 

thereafter investigate the impact of interaction between informal institutions and political 

power over reform process. Case- study is divided into two parts: institutional and structural 

analysis of Croatian transition based on country and cross-country analyses; and historic 

economic development of the Dalmatia region. The result have shown existence of two 

informal modes of behaviour, distinguished as town respective hinterland culture, enforced 

primarily by the colonial nature of political administration, frequency of change in political 

powers and impact of dominant religious organisation. It is evident that informal institutions 

in the Croatian transition process have a dominant role. These conflicting modes of behavior 

are infiltrated into the mindset of the power structures in the society (one inclined to 

divergent-, and the other inclined to convergent outcome in relation to post-industrial types of 

formal institutions). The challenge for Croatia is how to reach political equilibrium that is 

supportive of faster reforms towards institutions present in the developed countries. It is to 

assume that de jure power of the hinterland culture is declining while de facto could be traced 

in the cases of corruption, which makes difficult to identify the current power position of the 

de facto power on national level. On the regional level, de facto power has infiltrated de jure 

power. The sensitiveness of the current political instability is due to the unstable political 

consensus on national level (conflict between two cultures within de jure power). Instability´s 

persistency have slowed reforms down and underrated credibility of the formal institutions. 

The additional reinforcement mechanism, such as Haag Tribunal’s proclamation of the 

homeland war as being a product of the criminal organisation has created a new space for 

competing modes of behavior to persist despite de jure affords to combat corruption. Thesis 

came to conclusion that, addressing reforms from top-down might not create an effect as local 

political powers are inclined to the competing modes of behavior, enforcing it over majority, 

majority that lacks trust in the state´s de jure power. Future research is needed to understand 

how these two levels can be coordinated towards the same political equilibrium that is in 

favor of convergence type of informal institution.   
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I. Introduction 

1. Setting the stage 

In 1991, Croatia, like many other south-east European countries had revolutionary underwent 

political and economical institutional changes, which goes under the concept transition. 

Transition, according to Pejovich (2003) is defined as institutional restructuring. It is also 

understood as institutional reforms or just simply reforms (the broad use of the concept could 

be traced within research papers and reports on countries in transition; the study uses concepts 

interchangeably). Transition (reform) accounts for fundamental transformation of socialist 

institutions to democratic (establishing party parliamentary system and constitution) and 

moving from planned economy to market economy, establishing economic (capitalistic) 

institutions. Reasons for why Croatia has started that process will come clear along the way in 

more detail but it is important to clarify, at this stage, the motivation behind this process, for 

all countries in transition, is of more general nature, deriving from yearning to have a long 

and healthy life, having access to knowledge and decent standard of living (Tridico, 2007, p 

570). Tridico (ibid.) is saying that, if this is not achievable it is because of formal institutions´ 

inefficiency. Efficiency of institutions, in the context of transition aspirations can be described 

as institution being a provider of incentives, which enables vast majority access to choices, 

when pursuing prosperity.  In order for such institutions to be established, many obstacles 

need to be overcome and many challenges need to be addressed. Broad range of studies 

demonstrates institutional significance over growth and development.  

Beginning of the transition process distinguishes Croatia from other CEE in one aspect: 

Serbian aggression on Croatia. Vulnerability of the situation was manipulated by the political 

elite and Catholic Church in the first decade of transition process. They (right wing and 

Catholic Church) were inciting public towards creating feelings of national exclusiveness, 

influencing public´s political preferences towards right wing political power thus securing its 

political dominance. However, the effect was enforcement of nationalism in some structures 

of the society. Despite all these initial difficulties a general opinion of the Croatian 

economists is that country had dealt with economic issues inefficiently
 
(Bicanic et al, 2003ab, 

Kulic, 2001; Santini, 2006, etc), especially in the areas of privatization and property rights 

enforcement. Inefficient dealing with reforms have resulted in high unemployment, increase 

of foreign debt and deepening of regional disparities, among many other issues of concern.  

Croatian international position recognizes Croatia as the transitional economy, EU applicant 

country, member of the International organizations such as WTO and NATO. These positions 

enables Croatia to have access to the different types of support, both financial (funds and 

borrowing system- ex. EBRD
1
) and structural (projects providing foreign experts, technology, 

ex. CARDS, IPA, ISPA, PHARE and SAPARD; Appendix). Support system is to be used, 

among others, to enable Croatia to secure convergence towards western European standards in 

both, political and economic sense.  

 

1European Bank for Reconstruction and Development (EBRD) invests and operates in the CEE, CIS, SEE 

countries.   
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However, current economic difficulties have increased, highly accentuated by the global 

economic crises which have severely hit Croatia, despite initial advantages prior to the war
2
, 

consolidation of democratic institutions, relatively fast growth in the last decade and 

macroeconomic stability. Many credible indexes related to factors perceived as fundamental 

for successful transition and development have positioned Croatia as a slow reformer of 

transition process. This signals that, relying, primarily on neoclassical theories
3
 on growth; 

IMFs (Appendix) consultations regarding securing stability within the exchange rates and 

inflation (macro-stability); and trying to fulfil requirements of the Washington consensus
4
; 

Maastricht Treaty
5
 and Pre-accession Aquis

6
, have proved to be insufficient measures for 

securing guaranty of development towards conversion. Moreover, Croatia is rated high in 

corruption
7
, nepotism and clientelism

8
 primarily in the high political, legal structures and 

public administration, assumed to be result of the transitional inefficiencies (Bicanic et al., 

2003a).  

 

 

 

 

 

 

 

 

2 War (Homeland war)- is a period from 1991-1995 in Croatia. During that time third part of the country was 

occupied by Serbs. In 1995, in liberation action Oluja majority of the territory was annexed back to its original 

administrative units, under Croatian governance.   
3 Neoclassical economic models are grounded on instrumental, rational model that states importance of effective 

competition that creates effective markets and thus, no transaction costs.  (North, 1993, p 34, 34).   
4The term Washington Consensus refers to policy recommendations which were seen in the 1990s as consensus 

among the US Congress and Administration on one side and the IMF, Wold Bank and Washington-based think 

tanks on the other side. They include fiscal discipline, redirecting public expenditure, tax reform, financial 

liberalisation, a single competitive exchange rate, trade liberalisation, and elimination of barriers to FDI, 

privatising state-owned enterprises, deregulating market entry and competition and ensuring secure property 

rights. For an overview see Williamson, John, What should the World Bank think about the Washington 

Consensus? The World Bank Research Observer, vol. 15, no. 2 (August 2000), pp. 251–64   
5Maastrich Treaty- economic criteria for the countries that want to enter the EURO zone 
6Aquis- The June 2004 European Council granted the status of candidate country to Croatia. Accession 

negotiations with Croatia were opened in October 2005. The Stabilisation and Association Agreement between 

Croatia and the EU was signed in October 2001 and entered into force in February 2005. (COM660final, report 

on Croatia, p 4). 
7Corruption is limited to the type of individual social behaviour which necessarily does not have to outgrow in a 

mass phenomenon or be publicly acceptable (Kregar, 1999, p 339). 
8Clientelism- type of social organization determining specific economic relationships between patron and client 

(Kregar, 1999, p 339) 
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According to Tridico (2007), many transitional countries have adapted new formal institutions 

very fast by introducing different policies. However, results have proved to be diversified in 

all transitional countries. The answer to that mystery is recognised by many researchers 

(Tridico, 2007; Acemoglu et al., 2002; Rodrik, 2003; Helmke et al.,2004; Pejovic, 2003, 

2006, etc.) to be the ignorance of the (maybe the most crucial of all institutions) informal 

institutions or modes of behaviour. These behavioural norms are impregnated in the 

individuals’ mental maps (North, 1993, calls it subjective models), so, when formal 

institutions change, individuals still carry the old economic logic with it (ibid.).  In addition, 

the strength recognised in the societal norms or modes of behaviour is self-reinforcing which, 

as Tridico (2007) states, is persistent to that extend that it could be sustained even if perceived 

inefficient. Pejovic (2006) is referring to Enrico Colobatto who states that institutional 

restructuring, in transition countries is not a technical but rather cultural problem.  

2. The Aim of the Study 

The aim of the study is to analyse the features of the Croatian transition (institutional 

reform) with focus on identifying traces of the informal institutions and enforcement 

mechanism and thereafter discuss the impact of the interaction between informal 

institutions and political powers upon the transition. 

The study is two-fold: 

1. First one is: Analysis of the transition characteristics starts with looking into institutional, 

structural and economic factors from the beginning of the transition.   

2. The second one is: Analysis of the historic economic development of the region with 

special focus on identifying traces of informal institutional path (evolution) and those 

mechanisms which enforced the path. 

Two questions have been identified relevant in addressing the aim: 

1. What are the causes of transition performance in regard to the informal institutions?  

2. In which way interaction between identified informal institutional paths and political 

powers effect transition process or its developmental perspective?  

  

II. Methodological overview 

1. Defining the choice of approach- Case-study 

Helmke et al (2004), Acemaglu et al. (2002) Rodrik (2003) and Fischer et al. (2004) are 

among those researchers who advocate for deeper country analysis, strongly supporting this 

method when more specific and informal structures are subject of the study. This is 

profoundly advocated for by the Helmke et al. (2004), in regard to the informal institutions 

and the mechanism of enforcement, defined, in their choice, as shared expectations (or, more 

culturally defined as shared values; p 728). They are saying: 

“Identifying the shared expectations and enforcement mechanism that sustain informal 

institutions is a challenging task, requiring, in most cases, substantial knowledge of the 
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community within which the informal institutions are embedded.” (Helmke et al., 2009, p 

733). 

Coming from the region and the country which is a context of the study has its advantages and 

disadvantages. Advantage is, of course, extensive knowledge, especially when investigating 

traces of informal institutions as they are perceived as being embedded in people’s minds, 

closely related to culture and therefore difficult to measure. Disadvantage, however is 

subjective closeness to the object of the study, which is turned to advantage through the 

mechanism of curiosity to dig deeper, trying to get wider understanding.   

In Rodrik´s case (2003), case-studies provide richer source on the issues about where 

institutions come from, what shape they take and how they can be moulded to be used as a 

support to the long-term development (p 12). He goes further describing the narrow context of 

the Chinese style-federalism (se Rodrik, 2003, p 13) which, in the aspects explained by the 

researcher, is of highly specific nature to that particular context and that is why it is preferable 

to use case-study´s on small scale. In addition, Rodrik (2003) highlights that study on 

institutional reforms ought to be sensitive to the local variations and institutional innovations 

(p 13). However, Rodrik (ibid.) does not exclude the value of large cross-country analyses but 

rather emphasises their complementary nature to case-studies. He explains that by saying that 

case-study analysis produces hypothesis, which could be tested by large cross-country studies. 

According to him (ibid.), case-study analysis do not posses high methodological validity but 

they offer thick descriptions of the interactions of used variables (factors) that open the door 

to the unexpected results or scientific hints (the last is a personal conclusion). Helmke et 

al.,(2004) state how formal institutions, because of their written nature are compatible to be 

used in a large-country analyses, but still, not a good methodological choice for investigating 

deeper causes of appearance of certain phenomenon within institutional research due to its 

intangible nature. 

 “A countries constitution can tell us whether it has a presidential or parliamentary system 

of government, but it cannot tell us about the pervasiveness of clientelism or kinship 

networks.” (Helmke et al., 2004, p 734) 

Informal institutions are mental constructions (North, 1993) and therefore difficult to measure 

The authors (Helmke et al., 2004) are suggesting complement methods to case-studies such as 

surveys, in collecting data on informal institutions but, these surveys should be designed to 

capture socially shared beliefs about constrains that individuals face, meaning, traditional 

survey design that measures behaviour or attitudes is unreliable method for collecting the data 

in the informal institutional case (ibid.). When advocating for case-study approach, writers are 

saying that case –studies can encompass both, small communities to big nations. They also 

accentuate how case- studies are important for theory building but they should be, as said 

earlier, complemented with other methods in order for the research to be more comprehensive 

(ibid.).  

In the thesis work, the collection of data have accounted for two time dimensions: historic and 

contemporary, which could be interpreted as complementary. However, this approach has 

been essential for this study, in terms of design of the research question and therefore not 

treated as complementary. The intention is to lift up that this could have been a limitation of 



11 
 

the research. Nevertheless, both dimensions have been concentrated on deeper analysis 

approach, having already worked out control variables, relevant to the research question. This 

is further elaborated in the next passage which treats the methodological process in more 

detail.  

2. The Process 

There are two levels of analyse process, treated in the Part III of the thesis. 

The first step is to analyze characteristics of the transition process. The variables which are 

used to measure institutional restructuring have been of exogenous character: war in Croatia 

from 1991-95, pressures from the International community and EU (bilateral and accession 

criteria) and global economic crises (used by other researchers, ex. See Bicanic et al., 2003a). 

Exogenous variables are correlating with endogenous, such as: political will, political and 

administrative efficiency, public opinion, and public capacity in dealing with transitional 

changes and, in the conclusive manner, finishes with the impact of these correlations upon the 

economic performance. Economic performance is primarily related to the pressure that 

transition is carrier of, which is conversion and development thus, expressed through 

traditional economic variables: structural (unemployment, education), macroeconomic (fiscal 

and monetary policies) and micro-economic (wages, business, etc).  

The second stage of the analysis is the analysis of the region of Dalmatia.  

1. This part is primarily chosen to answer the question of the causes of the transitional 

performance for Croatia, in regard to informal institutions. This part is divided by description 

of the region and historical economic analysis. In the first part region is presented by the short 

evaluation of its geographic (comparative advantages), industrial economic and competitive 

advantages and disadvantages, concluded in the region´s position in regard to national and EU 

average.  

2.  Historical analyses comprises of the description of the region’s economic activities. It goes 

back to the Antic period and it is arriving at the beginning of 1990, when Croatia broke loss 

from the Socialist Federal Republic of Yugoslavia. The analysis is following chronologic 

economic development, dividing it into three historic parts, found to be relevant due to the 

certain time events that brought changes. As this part is concerned about finding the trace of 

the informal institutional path within the historic economic development, the need for relevant 

measure is required. The measure found relevant is, again, the one that creates conditions for 

potential economic activity (exogenous variables). In the historic context, the variables 

recognized to possibly allow for the deeper analyse are: geography, geology, landscape, 

natural catastrophes, political authorities, external threat and last is trade patterns (however, 

this is conditioned by landscape characteristics, highly relevant in the historic context but 

considered the crucial element which shaped the political and economic players in the fashion 

highly relevant in the contemporary, national and global economic context; see Rodrik, 2003). 

Exogenous factors of natural character, such as geography, geology, landscape, natural 

catastrophes are found to be fundamentally important for the beginning of the economic 

development but, more important variables in the later stages of the historic economic 
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development are those exogenous variables, which could be identified as the informal 

institutional enforcement mechanism, characterized as mechanism driven by human factor.    

4. The final knot is tied with the third question of the study which discusses in which way the 

interaction between identified informal institutional paths and political powers (found crucial) 

effect transition process from the theoretical perspective.   

3. The Choice of Material 

In the national and regional analysis, statistical and descriptive information is used, which 

contains information on structural factors that present an overview over the issues that nation 

and region are struggling with in its transitional battle. The selective choice is limited to the 

factors that can be easily related to the overall developmental picture of Croatian 

performance. The analyses process, in this stage is relying primarily on the material published 

by the international agencies and EU which is bounding Croatia to certain obligations. In 

these reports many institutional index measures have been used and they contain both, 

institutional and economic dimensions and variables on macro- and micro and structural level. 

The theoretical and empirical material has been, primarily, treating institutional, transitional 

and economic factors. This is a broad area, both, in terms of method and methodologies but 

also in terms of which factors have been treated in the research. This applies to; ex. economic 

factor could be of structural nature such as human capital and this factor could have been used 

in correlation studies in cross-country analyses, or simply, within the case-study, either as 

independent variable or dependent. This example is used to explain complexity of material 

available and thus creating a need for sophisticated selective competence. In the mid-term of 

thesis writing, choice has been to simplify selection of these secondary-empirical choices by 

eliminating research papers of complex correlations and focus on those that include historical 

and transitional elements related to institutions.      

In the case of the region and its current economic state, primary statistical source have been 

the strategic developmental reports issued by the Agency for Development of the Split-

Dalmatian Region (organisation founded by the County Council), paper on competitiveness of 

the Croatian regions developed jointly by Croatian Chamber of Commerce and Croatian 

National Competitiveness Council and UNDP, and some complemented material published by 

the regional economic organisations. Selected materials´ content quality and methodology 

used in collecting the data has not been critically assessed but rather relied on in terms of the 

confidence in source departure (government coordinated tasks) and offered references to 

methodological approaches used, referring to methodological standards in acquiring 

information those of the World Economic Forum (WEF) and the International Institute for 

Management Development (IMD.) Croatian Bureau of statistics (CBS) has been an additional 

cross reference support source, although as a complement. Competitive report is using those 

variables
2
 (microeconomic) that are primarily concerned with business environment and 

trends within which there is an absence of the additional variables such as employment, gross 

national product (GDP) among others, found to be as crucial as the ones treated in the 

competitive report. However, competitive index is currently developing to be considered 

alternative to the more traditional ways of analyzing regional economic performance in order 

to establish its weaknesses and strengths for future strategic development.  
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Until now, the competitiveness of Croatian regions was usually assessed using indicators 

for gross domestic product per capita or the unemployment rate.   (…) RCI should become 

a regular, standardized, annual study used to monitor the development of Croatian regions 

and counties. (Regional Competitiveness Index, 2008) 

In the historical context, the selected material has been primarily addressing the economic 

aspect of the region (region has been differently administratively shaped throughout a history) 

with emphasis on trade patterns, geography, political and economic structure, infrastructure 

development). Some material has been found on-line but, major sources of relevance has been 

the work of Dusanic (2004, 2009) and the work of Skegro (1999), who both, in detailed, 

discuss the economic context of the Antic Dalmatia (and Pannonia). The work of Pericic 

(2008), in which it is presented, the detailed insight of economic activities in the region, 

during Austrian administration, written my Maschek, the advisor and the governor of 

Dalmatia to the Emperor in 19 century is a valuable source for this section. The work of 

Vranjican (2005) has given insight of more general economic outlook for Croatia (Dalmatia) 

in times of Austria-Hungary and both periods of Yugoslavia, finishing at current economic 

stage (prior the crisis). His work gives a more critical approach to economic outcomes, lifting 

up the shortcomings of the past three administrations in relation to the Croatian economic 

development.  

In the national context analysis, the vast material contains a broad range of different 

structural, economic and institutional variables. This thesis is concerned about the 

interrelationship between informal and formal institutions and that immediately requires more 

complex range of materials that can offer a view on different structural, institutional and 

economic aspects. The statement above is to motivate for range of different reports on 

Croatia, used in the country analysis. Their indexes, which contain different variables, have 

also tried to be specified when context have required. Reports are not necessarily selected 

according to the variables they used when assessing Croatia in certain areas but, selection is 

primarily driven by the fact that Croatia is the subject of many reports due to its position as a 

potential member of EU, member of the WTO, the signer of many bilateral agreements such 

as IMF (Appendix), country entitled to access many funds and bank loans such as EBRD., etc. 

All these organisations are producing annual reports on Croatian performance in areas of their 

concern. These organisations are coordinated in the manner which allows them to exchange 

information and broaden the scope of understanding for Croatian (other countries too) general 

performance in all important transition components; structural, institutional and economic, 

found to be highly related.     

4. Concept clarifications  

4.1 CEE or SEE 

Croatia is country that, due to its diverse history and geographical position can be placed 

within South East European category but also Mediterranean and Central European. In recent 

European and International statistical reports Croatia is looked upon as a Central-East 

European country (CEE), probably due to the fact that Croatia is about to become a member 

of the Union. But, as once part of the communist Yugoslavia and not yet a member of the 

European Union some data refers to Croatia as South East Europe (SEE) or part of Western 
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Balkan. This could raise confusion regarding different geographical statistical categorisation 

of the country. In some reports, statistics for SEE might include Croatia but in some, where 

statistics are provided for, both, CEE and SEE Croatia would be considered country belonging 

to the category of CEE. This comes forward in the latest EBRD report (2010).  

4.2 Path-dependency-culture-history  

Path-dependency is a concept used in the study when addressing the investigation of informal 

institutions within the historic context. The concept, in the thesis work, can be understood as 

the historic events that played a significant role for the society, which have persisted in the 

same role sufficiently long enough and, due to the reinforcement mechanisms of the 

persistency they have inclined to the certain type of behavior. This also means that behavior is 

rooted in the culture and culture is path-dependent. This explanation is closely related to the 

vaguely definitions, such as history matters or the past effects the future, as mentioned by 

Zukovsky (2004, p 956). The thesis is using approaches of some of the researchers on 

institutions, and one in particular, North (1993, se also 1990) who states that: “path-

dependency means that the process by which we arrive at today´s institutions is relevant and 

constrains future choices” (referred by Zukovsky, 2004). The thesis aims to treat the concept 

in line with North´s definition. 

  

III. Theory 

Institutional theory has become an important perspective when addressing issues of human 

interaction and its influence upon the economic growth and increase of prosperity. Two 

aspects found to be two fundamental institutional grounds in which all researchers in this area 

agree upon have been: institutions are shaped by history and institutions shape politics 

(Putnam, 1992, p 7, 8). This thesis work aims at analysing Croatian transition process in 

regard to informal institutions and their enforcement mechanisms, and further on, analyse the 

causes of the interaction between identified informal institutions and political powers over 

transition process. Having economic dimension equally presented in the paper, the 

fundamental cornerstones are extended to one more pillar which is: politics shape economic 

institutions (see work of Acemoglu et al., 2002).  

This is the reason why this study´s theoretical point of departure is chosen to be approach 

undertaken by one of the forerunners of mainstream institutional theory Douglass North 

(Nobel Prize winner in economy in 1993; head literature used for this paper is the copy 

translated in Swedish and published in 1993; the original work is published in 1990, in 

English). His work is significant as it provides insight in the roots of institutional existence, 

handled primarily within the economic discourse and historical context. 

“We cannot understand the decisions of today without tracing gradual development of 

institutions.” (North,1993,p 154). 

Moreover, he is providing an extensive chronological economic overview of institutional 

evolution, highlighting the types of relationships among different institutions from the 

particular historical point in time. His work is especially relevant in establishing 

understanding in how informal behavioural patterns are evolving, what impact they have on 
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formal institutions and what kind of conditions lead to that. Furthermore, he offers 

explanations on the consequences of such informal institutional path linked with evolution 

and increase of transaction costs.  

In the process, the need for more specific swing in theoretical approach, deriving from latest 

empirical work on institutions and transition has been identified. Three researchers´ 

theoretical winkles have been found complementary sufficient, especially in the areas of 

informal institutions and impact of political powers upon the development of economic 

institutions. The work of Acemoglu and Robinson (2002) offer an extensive theoretical 

explanation on importance of distribution of political and economic power in shaping 

incentives.  

“One should not try to understand or manipulate economic institutions without thinking 

about the political forces that created or sustain them.” (Acemoglu et al, 2002, p 10) 

Many institutional researchers recognise need for institutional theory to be more accountable 

for within the social, economic and political disciplines (Helmke, Levitsky, Acemoglu, 

Robinson, North, Rodrik, etc.). North is concluding that institutional theory, in the last 

periods, has been identically described in, both, economic and political science (1993). With 

regard to that, this thesis is considered to be an interdisciplinary work, having informal 

institutions and power structure as a central institutional concern of the thesis. Researchers 

chosen to shed extra light upon informal institutions, their interaction with formal institutions 

and enforcement mechanism behind them are researchers Gretchen Helmke and Steven 

Levitsky from the political science (2004).  

Pejovic (2003 and 2006) is a researcher whose work on informal institutions, deriving from 

cultural values (prevailing culture), in the context of the SEE (predominantly Western 

Balkan) is found highly relevant within the thesis theoretical frame. 

Having in mind global economic context that accounts for complexity in coordinating 

development of transition and concerning problem in income disparities among countries, the 

basis for choosing the theory is deriving from the conviction that fundamental causes for 

shortcomings in institutional reconstruction, and, nevertheless, prosperity, lies in countries’ 

ability to establish right institutions, meaning, to establish more appropriate incentives. Those 

responsible for establishment and those supposed to use incentives; they belong to the 

individuals (human capital, social capital) whose modes of behaviour, shaped by, primarily, 

informal social norms are determining the developmental outcomes. In line with that, the aim 

of the study is to analyse the specific features of the Croatian transition (institutional reform) 

with special focus on identifying traces of the informal institutions and thereafter analyse the 

causes behind these specificities in regard to the transition outcomes. 

1. Defining the concept Institution 

 “We cannot see, feel or touch or not even measure institutions, they are thought 

constructions” (North, 1993, p 162).  Throughout a history, institutions have been 

representing the “rules of the game” (p 17) and, according to the Rodrick (et al.2003), these 

rules are conducive to desirable economic behaviour (Fischer et al, 2004, p 6). What this 

accounts to, in economic terms, is that institution is a frame that determines actor’s choice of 



16 
 

possibilities while involved in transaction process. Frame represents institutional factors:  

private property structure, legal efficiency, and courts and civil-service as a complement to 

formal structures (p 104), the rule of law and efficient and uncorrupted government (Susjan, 

2008, p 210), etc. Theory is relying upon the fact that institutional change is influencing 

society’s choice of opportunities: “Institutions indicate and limit individual´s number of 

choices (ibid.) as well as it reflects the character of society´s dependence upon institutional 

frames chosen in the past, choice(s), which has an impact on the future. Acemoglu et al. 

(2002) defines institution as “cluster of social arrangements that include constitutional and 

social limits on politicians’ and elites’ power, the rule of law, provisions for mediating social 

cleavages, strong property rights enforcement, () and relatively broad-based access to 

education, etc.” (p 4; p 52).  

North´s view is that institutions influence economic behaviour through having an impact on 

the transaction costs (lowering these costs) and production of commodities and services and 

also upon profitability of and prerequisites in engaging in economic activity (p 178). 

Institution´s importance or reason for its existence is therefore the emergence of transaction 

costs
 
(p 29). Institutions, moreover, are constructed by individuals, and at the same time, they 

serve as constrain, limiting individual´s choices (North, 1993, Helmke et al, 2004).   

2. Transaction costs, uncertainty and institutions- historical presentation  

According to North (1993), transaction cost, relevant to the study, is a cost related to the 

quality of performance of the surveillance (political institutions). The second cost category 

would be protection, surveillance and maintenance of the rights and respect for signed 

contracts, that can be defined as coercion or constrain, again, the responsibility which lies 

within the political institutions.   

2.1 Political and economic powers and institutions 

Blink into the history is showing two major reasons for why transaction costs evolved in the 

first place and why they are highly relevant for the countries in transition. 

First one is, when countries´ economic agents started to engage into the transactions (mainly 

overseas trade ), which provided no guaranty for collection of revenues, either because of the 

insecure trade passages (pirates, plundering) or feeling threatened by other agents taking over, 

causing for the first one to be outsourced, these individuals or groups are turning to those in 

society which were perceived to be able to provide them with substantial protection in 

exchange for sharing a part of profit with them. Historically, these means are represented in 

restriction forms such as: family connections, written contracts, exchange of gisslan or 

behavioural trade codes (p 62). These historically developed restrictions had enabled the 

expansion of sea trade over cultural boundaries. The watchmen´s role (state) became more 

important. State protects traders’ rights due to the increase of received taxes from the traders’ 

activities which results in other forms of collaborative agreements such as tradesman’s 

regulations (ibid.). Establishing these relationships enabled protectors to maintain its 

favourable position, if not even enhancing it. The real economic merchandisers had also been 

able to increase its wealth, enforce the good relationship with powerful political groups and, 

steadily acquire position with those already settled in dominant political positions. Such like 
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economic agents, through different types of informal alliances with both, hired protectors and 

trade partners, created conditions that enabled these agents to secure its source of revenue. 

The type is known as clientelism, which evolved from tight social network when trade 

outcomes were more predictable, less complex and implemented in the small geographical 

areas. At this stage, wealth and prosperity is predominantly present within just few groups. 

These groups are maintaining their relationships through high levels of protectionism. 

However, the specific point in history is about to disperse conditions for change.  

This is the second reason for enforcement of evolution of transaction costs. Kings and 

monarch and other nobles, protectors over economic agents´ assets and their trade partners´ 

respect for contracts, due to the increased need for more efficient ways of implementing the 

ways of protection and the increased frequency of political conflicts in the neighbourhood, 

leading to frequent wars, incited the development of more advanced technology (military 

equipment). Higher involved risks, present in the New World, high costs of developed 

technology, all this have increased demand for creating a new ways of reducing transaction 

costs. This is a braking point and starting point of the evolvement of those institutional 

structures that, as the outcome of the crises, had opened up to a new thinking and reasoning. 

This is due to the fact that dominant political and economical groups opened up to different 

distribution of property rights, reaching the less fortunate groups. The less fortunate groups 

had, principally, followed the same pattern in enhancing its wealth and influence. They used 

the same informal patterns in securing their own prosperity, gradually increasing its influence, 

organising itself in organisations that put pressure on kings and monarchs who, more and 

more yielded to the requirements of the majority. By opening possibility for less advantaged 

groups to participate or influence decision making process, through different political and 

economic associations, it led to political pluralism and democracy, which enforced more 

sophisticated instruments of market-economy. The centres of the economic activity started to 

grow enormously (see North, 1990; Acemoglu et al.,2002; both researcher have published 

additional extensive work related to the historical institutional analysis). 

But initial historical change had not catalysed changes in every country that had similar initial 

historical conditions, changes perceived as the providers of wealth and prosperity and 

historical economic turning point, significantly visible in the, so called, western societies, uses 

comparative examples of  Spain and Great Britain North (1993). Great Britain is the example 

of those countries where crucial turning point is characterised by success. On the other side, 

Spain is not. The relevance of choosing to address these two countries, as examples, will be 

coming clear in the process. 

Spain is an interesting case for this study analysis. Spain missed its window of opportunity for 

several reasons. Parts of Spain have been subjugated by Arabs and in the period when this 

part of Spain politically converged, other parts such as, Netherlands, departed from that 

Kingdom and developed strong trade canters with similar developmental pattern as Great 

Britain. Castile, region in Spain, became a dominant political region but what characterises 

Castile is long-lasting engagement in wars, strong enforced dominance of Catholic Church 

and centralised political governance. This resulted in price control, increase of taxes and 

frequent confiscations. The only organisations that could exist under such political conditions 

and complex bureaucratic administration are those of military, religious (Spain persecuted 
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Moors and Hebrew) and public administrative character. North (1993) refers to De Vries 

(1976) whose observations have shown existence of forces in Spain, at that time, that tried to 

initiate change through offering recommendations on what could had been done to change the 

course of development. Those recommendations did not fall on fertile land. To be more 

précised, what he is saying is that there was no will from the political powers, also mentioned 

to be highly corrupted or self engaged, to implement reforms. Under such conditions, the 

historical cultural path dependency (defined in methodology section) starts to be established, 

or not (p 176).  

The path that Spain had taken had caused that development went backward. To sustain such 

ineffective institutional formation, which gave incentives to certain groups, enforced the 

security of its own property rights while depriving the impoverished majority in times when 

economic transaction´s complexity is set on, on a evaluating journey of becoming even more 

complex thus meaning that such circumstances require more skills and innovativeness in 

order to find most efficient ways of reducing transaction costs, is not comprehensible in the 

case of Spain when looking in the example from the historical perspective.  

What I want to establish here is that change is actually imbedded in the will of those 

structures in society that have predominant power. Now, the question is, what kind of changes 

would be appropriate for certain power groups. By this time, economic development, with 

technological aspect in picture was present even in Spain. Spain was considered developed 

and advanced. Economic institutions have been established through informal economic 

associations, to a certain extent, and economic agents had been active to influence changes in 

economic institutions that would have suit their needs (maximizing potential for prosperity). 

However, these economically strong groups were members of the economic organisations 

who, obviously, found a way how to secure monopole over markets in collaboration with 

highly centralised political elite. At this point, in Spain, there had been established a political 

equilibrium which was ineffective in terms of reducing the transaction costs for the majority 

of population. The value of economic agents is in the fact that they can push for changes in 

the institutions but initiative to actually change economic institutions were subject of concern 

for political elite (in further theoretical elaboration, political power is a subject of, both, 

political and economic actors; elaborated by Acemoglu et al., 2002). To sustain political 

equilibrium as such, in Spain, both, political actors, in the political market and economic 

actors, powerful enough, had reached consensus, which resulted in no push for reforms. This 

is a pattern that shows that groups that wanted to push for reforms had no adequate resources 

and ability to influence larger part of population. Political elite acquired more power in the 

process of offering protection to economic players of the game. This is crucial to highlight 

because, as evident, the strongest actors that can initiate changes are economic actors. This is 

due to the constant need to secure its positions (maximize profits) and as the market is 

enlarging with introduction of many more economic actors, meaning the increase of 

transaction costs, the existing ones need to have adaptive, flexible institutions. In the case of 

Spain, when there are just few powerful economic actors, highly protected by the political 

elite, there is less need to compete and therefore, less demand in investing in higher education 

and innovativeness. Economic agents´ persistence to secure protection of their assets with 

help of their economic wealth enables them to exert pressure upon the political agents 
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responsible, in the first place, to ensure that contracts are respected and assets secured 

(formal, political agents as servants of political and economic institutions; kings and nobles). 

When economic elite realises that they are not able to peruse their prosperity chase, 

furthermore, because of the existing economic institutions, they then turn to their influential 

political connections to lobby for the changes in these institutions. So, in the case of Spain, 

and many more, politicians, kings, monarchs, as individuals that shape formal institutions, in 

the time of extensive trade, with all its rising complexity, in the role of securing the rights of 

those economical agents, were also individuals that could have been constrained by these 

same institutions. However, institution is there to limit and to extend the choices of an 

individual. Spanish economic institutions were clearly extending choices for some and 

constraining for many more. As seen in the history, monopolistic economic approach and 

clientelism, with centralised political governance, is a package that creates a vicious cycle. 

Groups wanting to push for reforms had no sufficient influence to create conditions for 

change due to the closed access to resources and inefficient capacity to organise larger share 

of population to fight for the common goal, changes in institutions. To conclude, the political 

power, required for reform incitement is in the hands of two types of actors, economic and 

political. If these powers are creating equilibrium, which includes incitement structure that 

withholds just these groups in power, it is difficult to believe that reforms will take place or 

continue. It is also evident, that groups unsatisfied with situation need to be empowered by 

recourses and capacity to be organised around common goals (there is no guaranty that 

changing the elite would bring positive reform outcomes for the majority; elaborated further 

in the conceptual theoretical section). Nevertheless, this is a short-term strategy to be trusted 

in securing efficient equilibrium because, as said many times already, in this particular time in 

history, due to the trade development, which brought uncertainties of more complex nature, 

the demand in changes of economic institutions, not least in all, is a necessity.   

Another aspect of short-term versus long-term is in the fact that political structures, being 

constituted as such throughout the centuries might not had seen in the future. The political 

(informal institutional) path dependence could have played a role here. Growth and 

development is possible even under the centralised political powers (doubted in the long-term 

perspective; case of Britain and more recently China), but reform cannot be pursued under the 

centralised leadership. However, short-term strategy has no future for two reasons. First 

reason is that external pressures in terms of technological development are forcing countries 

to compete in innovativeness in order to sustain competitive. Second reason is that, if country 

is not enlarging its capacity in, both quality and quantity, sooner or later they will not be 

competitive. Furthermore, the complete disaster might be, running out of comparative 

advantages. This initially means that global market complexity, which is in constant 

expansion, won´t be able to be managed by existing human capital. Whether Spanish Court 

wanted that or not, it is their choices in forming incentives that created conditions for other 

forms of informal institutions to serve as incentive -frame. What is established here is the fact 

that, when economic complexity had reached certain threshold and, when monarchs and 

nobles had developed more specialised role towards economic market (protectors, watchers 

and tax collectors) the relationship between economic actors and political actors became more 

integrated but also more dependent on each other in securing its positions. Persistency in 
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cleaving to the same institutional structures is obviously rooted in being concerned about its 

own prosperity persuasion on the benefit of others. This particular question is addressed in the 

theoretical part that treats the concept informal institutions as modes of behaviour, embedded 

in mental maps of these actors. However, the crucial point is actually lying in the fact that 

political actors´ role is to be able to create efficient institutions, being percipient to catch the 

signals from the economic actors, warning about the appropriateness of time for changing, 

modifying or replacing institutions.  

Earlier in the history, institutional forms not having a formal political actor to secure the 

reduction of transaction costs were considered normal as there was no state perceived in 

current terms, which enabled free rides for some, exclusively. However, the contracted family 

connection was enforced which used informal norms to control the enlarged family unit. 

Within these units there were always those individuals that attained better rights and more 

favourable positions. Out of such pre-conditions evolved kingships and monarchs as moral 

guides, establishing private constitution which guaranties family inheritance over the power 

primacy in the country. So, once upon a time, these families´ ancestors were economic agents, 

that in the later stages of their lives accounted for more advisory role for the younger 

generations. These roles have changed over time but, transferring such a strong convictions 

over new generations must have had reinforced their believe that they have a primary role in 

making decisions without being hold accountable for their outcomes.   

Going back to England´s case, England had gone through fundamentally changing 

institutions, through implementation of extended and secured property rights of less 

advantage groups. Political elite, which, to that moment used the same strategy as Spain, 

being put under the pressure, yield to that pressure and prosperity had been open to a large 

share of population. Did these royalties and nobles care much about the impoverished? I don´t 

think so, but what pops up in my mind is that, when there is a little window open for the 

larger share of population to bare the fruits of wealth, they are capable of raising up and in-

taking their potential positions direct. However, this is, even in the case of Britain, a long 

process but definitely more certain positive path to choose. When politicians are under the 

pressure, they can act one way or the other. Spain closed even that little window by 

reinforcing the same economic-political relationships of those in power, despite pressures and 

macroeconomic instability that made Britain yield to reforms.   

This passage has established a link between economic and political actors and their influence 

upon transaction costs, in the historical context. 

2.2 Divergence in the historical context- persistence of transaction costs 

In this last passage, what comes as important is that majority of population is kept in an 

obedience, not having ability to come forward and influence changes. The question is how to 

understand inability of the rest of the population to push for changes. 

There is one factor, identified, that might provide an explanation. Despite exogenous factors 

that can contribute to instability and crises, such as wars, natural catastrophes, epidemics, etc, 

in the case of Spain, factor of the cause could be hidden within the modes of behaviour, 

strongly reinforced by existing culture of Castile. As already mentioned, Castile is a part of 
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Spain that was not economically integrated with other, more advanced regions of Spain due to 

constant wars and Catholic Church as the institution of power. By the time political 

integration had taken place, Castilians had already developed culturally impregnated 

behaviour closely related to the values of the Church. When monarchs proclaimed Castile to 

be a stronghold for the kings, Castilian (dis)ability to promote development had obviously 

lacked. Inclination to clientilism, opportunism and others sources of informal modes of 

behaviour had continued to deepen (North, 1993, p 109).   

The groups of no power whatsoever are always larger than the ones in power. Their living 

standard is far from satisfying. They are the ones mainly being befallen of endemic and 

pandemic dieses (historic texts used in the study), not provided chance for education or 

vocation advancement which could had, eventually led to the increase of prosperity and, 

enforcement of immune system that sustains the tsunamis of pandemics and further, increase 

of influence upon the decision process. Hence, if any of these groups had been engaged in 

private business, under such circumstances, they were doomed to disappear or remain small, 

according to the history (North, 1993; Mlinaric, 2006). According to North (ibid.) there are 

not many areas in which these groups could exercise their economic activity (trade, 

distribution and black market; p 109). The rest is dominated by monopolistic groups´ 

subsidised and supported by the state.       

Assumption is that these groups could have a substantial driving force to bring changes if they 

could be organised. North (1993) answers to that by repeatedly stating in his work that, under 

the circumstances of high transaction costs people (no influence on decision making process) 

chooses not to share convictions of their values. This leads to conclusion that, in general, 

people are more incline to keep a low profile, finding other forms that will enable them to 

pursue afford to prosper without being exposed to paying a high price for it (p 48, 49). This 

type of drive is closely related to, both survival instinct and maximizering of prosperity, not 

having much to do with classification that distinguishes between altruistic motives and 

egoistic. North aims at proving that, if these costs would be reduced, more people would be 

able to move to the other side of the compromise, between expressing more altruistic related 

values than of the maximising concept allows (literature treats it also as rational, see North, 

1990). That could have an impact on further development. Institutions are supposed to lower 

the transaction costs and politicians are supposed to provide with institutional incentives that 

do just that. In the work of Pejovic (2003), who analyses the prevailing culture as the product 

of the historic path dependency, within the countries of CSE (South-East Europe) is saying 

that no culture is homogenous and there are always some individuals that could be identified 

as path-finders. These path-finders are either finders of path good for the society as a whole or 

path detrimental to the society’s prosperity. Moreover, Pejovic (ibid.) assumes that these path-

finders could be representing both sides. He uses example of early North American settlers 

who were persecuted by the European mother countries for being disobedient and 

disrespectful of the state authorities. In the eyes of those authorities these individuals were 

definitely defined as causing societies fall. But, USA is no such phenomenon. North (1993) 

goes further explaining of the presence of two forces significant to influencing prevailing 

culture. Culture has deep roots in values and values can have deep roots in religious believes, 

which, in the case of Spain could be assumed as to being the case, especially in the region 
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Castile. In the context of the text, the path-finders could be those that push for the changes 

that would secure their positions or those that have larger society´s interest in mind. 

The important conclusion here is that economical institutional development was not a subject 

of formal institutions but rather informal. As already described earlier, it is due to the 

increasing demand, within the trade, for finding ways in decreasing the transaction costs 

which would satisfy greediness of those opportunists that found themselves in the right place 

and the right time. But, if these opportunists would have had will and sufficiently strong 

position to lobby for changes in the institutions which could result in distribution of property 

rights and incentives to acquire additional knowledge relevant to the demand of the market, 

restraining the political power actors, they could had been considered path-finders of more 

altruistic nature. This is important because their short-termed lived prosperity could have been 

secured on a more long-term basis by supplying larger part of population with rights and 

assets. 

In the case of Britain, the window of opportunity for the larger share of population had been 

sufficiently big for monarchy, not to be able to abolish their rights even if the monarchy 

would have wanted to. Not least the fact that they broke away from the patronage of the 

Catholic Church. In the Spanish case, due to the dominancy of Castile, being a stronghold of 

Catholic power and Spanish persecutions of Moors and Hebrews, the values of the majority is 

not difficult to assume of. The entirely opposite example is the Amsterdam that developed, 

among others, due to the open migration policy which attracted economic actors and brought 

other fruits from such strategy (p 195). I assume that both, Britain and Netherlands had been 

rather rational than altruistic, even when masses of people gained bigger influence. But this 

rationality is compatible to the neoclassical model of modern times (neoclassical concept is 

explained in the footnotes).  

History, from that turning point in time, when distribution of property rights took place in 

Britain, teaches that economic development in Spain was about reinforcing the protection of 

existing economic elite. Spain did have experience development, in terms of high human 

capital and technological advancement. This allows for assumption that some structures in the 

society did posses knowledge sufficient to make them understand the need to apply changes 

in the institutions and skills to implement them. Political willingness, could have taken 

initiative and extend the spectrum of choices and incentives as well as make property rights 

being extended to the large share of the society. From historical perspective, not wanting or, 

not understanding the importance of changing the course of development had sat certain 

institutional path upon the Spanish society. In Spanish example, what strikes is the fact that 

certain influential persons did work on recommendations for changes, being highly ignored by 

the governance.  

The speed of development of complexity is accelerating. It is clear, so long, that there is no 

way back, not then, not now. Countries still act with politicians unwilling to provide 

possibilities for change. This also awakes the question of political, social and economic 

representatives, their subjective models and their motivation. Unfortunately, and as an 

evidence induced from the history, those that have access to the power will change the formal 

institutions only when it is in their interest (found in North, 1993, p 110). What lies behind 
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their collective choices is assumed to be grounded in informal institutions. The forms of 

informal character are evolving and, when everybody in the society complies with those these 

expectations become norms, but still there is a duality present. One side supports it with 

determination and believe in it while other side is tolerating it until the conditions and 

incentives change, and this latter one could be defined as shared expectation while the first 

one could be defined as shared values (Helmke et al., 2004, more about it further in the 

process). 

2.3 Colonisation and institutions  

Daron Acemoglu is a researcher that, together with other cooperates, James Robinson and 

others, dedicated time to look into the more exogenous historical factors which might explain 

or offer deeper insight in what the underlying causes of countries inability to adopt to the 

requirements of decreasing transaction costs are. Acemoglu et al.(2002) goes on saying that 

those colonist countries, such as Britain and Spain, after the colonisation of many African and 

American territories established two types of institutional structures that had significant 

impact on shaping future development of these countries. In the colonies where they cared 

for, primarily, exploitation of the natural resources, such as extracted institutions had been put 

in place (p 4). These institutions gave no incentives as to provide protection over property 

rights and there was no control exercised over governance in these areas which allowed them 

to be highly dependent on local political powers. On the other side, in the countries where 

large share of population inhabited areas, came from Europe, they established institutions 

which secured property rights protection, giving economic agents wide space for manoeuvre 

(this is, of course limited to the Europeans). The pattern of extracted institutions, in these 

countries depended on how densely populated these areas were. If being densely populated it 

was perceived easier to exercise control over population (native). Additional factor of 

importance in whether colony is of extracted or more protected nature it depended on how 

high the mortality rates were, primarily among the immigrated population. In some places the 

immune system of the Europeans was extremely inclined to diseases (p 5). This caused 

political powers decisions less inclined to have a long-term perspective over these areas.  

What is relevant for the study is the fact that population´s social, political and economic life 

was directed by the centralised authorities, long away from the actual region, left in the mercy 

of those few, appointed by these distant authorities, to govern over them. 

3. Conceptual theoretical frame 

In the historical theoretical frame the intention is to capture the most sensitive patterns that 

had impact on shaping certain informal modes of behaviour, both, exogenous and endogenous 

factors, setting the institutional path and establishing enforcement mechanisms. Expected 

result is indicating that certain types of informal institutions or norms of behaviour have been 

crucial institutions but often omitted in the analysis of institutional impact on transition. These 

particular social norms looked at in particular have been looked at as a product of history. The 

historical theoretical analyse have shown that, different countries pursue different decisions. 

Their decisions have determined different developmental paths. Window of opportunity is not 

a widely used concept in this study but, when going through material, it pops out that there 

was a point in time which might had been the most significant for countries in succeeding in 
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persuasion of maximizing their prosperity. This is the time characterised by the: Rapid 

increase of complexity surrounding transaction. 

Just before that, trade was extending and those actors that were sufficiently influential and 

withheld the right information, at the same time, being in the geographic area that´s booming 

in economic activity (such as trade canters in London and Netherlands), breaking apart from 

the centralised Church authority, using its influence upon the political powers to reform 

economic institutions because of the constant upraise of complexity and thereafter transaction 

costs. Political powers had become an important factor in, both, protecting the economic 

actors´ assets and exercising control over the respect for contracts in transactions (this 

accounts for protector with military means, judiciary means and information supplier, but not 

least, the side that is sensitive to pick up signals from economic actors to change or modify 

economic institutions). Being in the gravity of economic activities is enabling economic 

agents to gain right information and to make use, and even participate by investing or 

producing himself new technology which makes it possible to specialise and develop in the 

decent tact. In that particular point in time it is stamped that there is no reverse in 

development. This basically means that development of technology and persistent trade 

complexity goes hand in hand with each other. Technology is becoming expensive and trade 

is becoming more complex and it demands more advanced techniques. But not all countries 

have been fortunate to be included into that category. In the previous arrangements, it was 

possible for the nobles to sustain in their positions, secured for centuries, leaving majority 

poor and uneducated, with life expectancy at its lowest.  

3.1. De jure and de facto power 

Predominant factor hold responsible is the will of the political power to pursue reforms in 

the direction of establishing political equilibrium that matches the requirements of 

complexity, evident in the increase of the transaction costs. As the consequence for not 

being willing to reform institutions and secure more righteous property rights, meaning 

distributing it over a large share of population, the transaction costs had even become higher, 

increasing the debt of the state, introducing tax burden upon the, already, impoverished 

population, ignoring the recommendations from the educated minority of experts, indirectly 

enforcing the modes of behaviour through church indoctrination and using means of 

spreading fear as the threat of torture and execution was upon those that show resilience 

towards the existing system. But, according to Acemoglu et al. (2002) changing the political 

institutions is not producing necessary changes. It is changes in the political powers, which 

are shared between political actors (de jure) responsible to shape political and economic 

institutions, and economically powerful groups (de facto) who are actors within the economic 

institutions, which needs to be highlighted. 

Let me define economic institutional value in order to understand what importance the will of 

political elite means to the outcome of economic institutions. According to Acemoglu et al. 

(2002) economic institutions shape the incentives of key economic actors in society (p 6). 

They go further accentuating what the incentives influence. Economic incentives influence 

investments in infrastructure, human capital, technology, distribution of property rights, etc 

(ibid.). Being in the position to be able to shape those incentives, it determines how the 
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revenues from the incentives will be distributed in the society. This creates many issues, as 

the choices, in shaping the economic institutions, are collective and not all groups are having 

the same perception of what kind of institutions are most appropriate. In the society without 

democracy, it is mainly those authoritarian groups that decide and their decision, seldom, take 

into the consideration the wellbeing of the large share of the society. However, as already 

used example, countries such as China, Botswana, etc. are considered successful despite the 

lack of public consensus upon preferences due to the informal arrangements in power over 

formal (Acemglu et al, 2002; explained in Helmke et al. 2004). North has said (1993) that, 

democracy is not a prerequisite for having economic growth, but in terms of reforms, it seems 

to have a high relevance. Looking at the complexity of the current global market, comparing it 

to the history and Great Britain, the demand for more even distribution of both, political and 

economic power, and institutions that put constrains on the political machine is essential.  

North (1993) says that, people, individuals, choose not to be expressive of its beliefs and 

ideologies in the societies with persistently high transaction costs. This proves that 

individuals, when confronted with high transaction costs are driven by the motivations to 

secure their own survival. This fits perfectly into the picture of transition economies and their 

inefficient reform process due to the high transaction costs (political instability; Croatia in 

particular), enhancing the transaction costs which leads to modes of behaviour detrimental to 

the overall development. Persistent high transaction costs make people eventually accept the 

informal norms due to the persistence of formal institutions to keep incentives in favour of 

high transaction costs.   

Acemoglu et al (2002) highlights that Chine, in the question of centralisation is also 

constituted so that regions are quite independent in terms of making decisions concerning 

their regions independently from the central political machine. This could be a factor that 

indicates the good will of the political elite, even if the system is still perceived as rigid and 

therefore not perceived as providing incentives that bring the best out of an individual, which 

might be necessary to consider in the soon future, periods when China fills up the vacuum 

(Pejovic, 2003, Tridico, 2007; discussed in relation to informal types of institutions). 

To conclude, there are different interest groups that exist in the society and human way of 

acquiring and treating information is long from perfect. Moreover, taking into the 

consideration that humans´ need to be given constrains and choices in order to be able to 

maximise, not just the behaviour that leads to maximising prosperity in egoistic or rational 

terms but also, altruistic. However, In North (1993) he elaborates for individual´s motivation 

and ability to acquire and process information and he mentions that when information is not 

clear, an individual will turn to the more certain, already known concepts even if the 

transaction cost is potentially lowered by formal institutions. This indicates that certain 

persistent behaviour could be slow to reform due to the self-reinforcing mechanism. Europe is 

full with countries with nicely and neatly written declarations but, in the real life, it is those 

informal modes of behaviour, often enforced by the behaviour of political elite, which decide 

the rule of the game, that prove to be of value. This additionally highlights how important it is 

to have a determination, structural support, resources (physical and human capital) and 

credibility from the surrounding area in order to combat such negative patterns of informal, 
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social institutions, and as essential as might be is political power that wants to push for 

reforms.  

This is what Acemoglu is trying to conceptualise, different groups will influence 

establishment of different sets of economic institutions but political power of different groups 

are responsible for putting institutions in place. The group is, by dealing with institutional 

establishment and implementation relying on its own preferences, subjective models and 

motives when decision is to be made of what kind of incentives are relevant to be put in force. 

As already said, two different sets of powers are distinguished and recognised as interacting in 

this power conflicts, de jure and de facto power (p 6). De jure power belongs to the political 

institutions whose players are political elite that determines constrains and choices for the 

players of the political and economic market. De facto power is the informal political power 

that is not legally determined but, under the conditions which are: having available resources 

and having an ability to organise themselves to solve the collective goals, they, then, can even 

be able to replace governments and act in other manners too, in order to achieve their, 

collectively decided aim. Acemoglu et al.(2002) states, that, these powers (de jure and de 

facto) are self- persistent and not easy to be changed. Self-persistence is identified in the 

reversible relationship between political institutions and political power. Political powers 

decide upon the institutions that constrain and offer choices to the political power but political 

power is the one deciding upon constrains and choices that, when established are again to be 

worked within. This decision power bias it enables political elite to shape incentives 

according to their own preferences, subjective models and motivations. It is often perceived 

that de jure and de facto power could consist of the same groups. 

In the case of de facto power and its self-persistence, this group´s dominance is determined by 

“how much does it weight” (riches). Being sufficiently rich increases de facto political power 

which enables one to influence political and economical institutions (by bribes, military cups, 

etc or in other terms too, p 7). According to researchers (2002) the de facto political power, 

when exercised, creates initial disparity (ibid.). This must mean that, interest of just few is 

exercised, which is contradicting democratic constitutional value in majority vote (personal 

assumption). As already said, this power struggle is not easy to combat, elaborating for why 

reforms are inefficient in some countries. But, exogenous factors such as changes in 

technology and possibilities for international integration, based on bilateral agreements and 

other support system, they become pressures for these powers and reforms can still continue 

being implemented (Acemoglu et al., 2002). This is easier said than done.  

Reforms, according to Acemoglu et al.(2002), visible in the case study analysis, are 

qualitatively difficult to achieve. When economic institutions show insufficient quality and 

quantity of incentives, what writers are suggesting is, to try to understand forces behind the 

design and establishment of changes. In some countries, there has been no significant move in 

GDP for a century (Chile), which Acemoglu et al. (2002) again directs to the powers lying 

behind. More concrete example is the South of the USA. Even after the Civil war, the 

situation in the South did not change much until a lot longer. The writers view is that, de facto 

power, which was ruling, did not even care in initiating and proposing, in the Congress, for 

projects, which could have been provided better health service, schools, etc.  The de facto 
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power remained forceful despite lacking de jure power. They were able to control local 

politics and administration (similar ex. with Cambodia) (p 19).  

In my understanding, there is a danger when political elite (de jure), for whatever reasons 

(often related to its own selfish will to extend the length of political influence), maintains 

conditions within economic institutions that stimulate just few, who have already become 

prosperous to that extend that their de facto power is so strong that, if political elite would, for 

some reason, want to pursue another type of development, introducing institutional incentives 

that endanger positions of those of de facto power, the letter forces could, if they would be 

able to mobilise sufficient number of  individuals, who share the same goal, bring country to 

the verge of military cup or, by using means of corruption, by buying votes or manipulating 

public (in the case of weak human capital) make sure that political garniture, that supports 

their interest is given political power.    

The conclusion is that changing only economic institutions is not efficient way of addressing 

the reforms or changes just de jure power would not do its justice. Two important things are 

additionally lifted up; one is saying that de facto single power is not proving to be considering 

gains for the larger share of population and second one is, when addressing changes it is 

important to work towards political equilibrium of both powers. However, not every type of 

equilibrium is satisfactory, having in mind the statements of Acemoglu and Robinson (2002), 

that the power structures are difficult to change and their inclined to path dependency (case of 

Spain). Elite will persist in exercising its political powers and with sufficient recourses and 

mechanism to keep majority in control, their intentions can be achievable. The other problem 

in reforming institutions is that changes in both, de jure and de facto power it might be 

replaced by the insufficiently competent groups that persist in failures, know as iron law of 

oligarchy (p 20). This relates to what North (1993) has said about informal institutions. He 

claims that informal institutions have evolved first and they have been transferred from 

generations to generations as a knowledge inheritance. When generations are exposed to the 

same modes of behaviour by being reinforced by be certain enforcement mechanism, they 

become strongly integrated into the mental maps of these groups (more in section with 

informal institutions). 

However, what Acemoglu et al. (2002) is suggesting, is that societies should aim at 

establishing political equilibrium which gives more power to those that are willing to push for 

reforms (p 26). Therefore, the will of the reformers and ability to change incentives of the 

new elite, decoupling their choices from the ones of the previous elite is necessary approach 

(Acemoglu et al., 2002, p 22). 

 In the next section, the issue with informal norms of behaviour will be discussed, which can 

offer a deeper understanding in why the reform process is a complex issue in some of the 

countries, and why certain powers are persistent and inefficient.  

3.2 Informal institutions- the product of culture or product of initial conditions enforced by 

culture- shared values and shared expectations 

The classical view upon the character of institutions, in modern times, is differentiation 

between formal and informal ones. Formal institutions represent established rules to be 
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followed when involved in an interaction and they are legally binding. Informal institutions 

represent restrictions existing within society´s norms and conventions that have the same role 

as formal institutions but they are not legally binding which means they do not account a 

legally established penalty instrument if the restrictions are omitted (North, 1993, Helke et al., 

2004). However, that does not exclude informal ways of implementing penalty measures 

(threat). These can have stronger determination than the formal legislation in place. North 

(1993) is saying that despite sudden changes taking place in formal institutions it is those 

informal ones that are difficult to penetrate for the conscious politics, meaning, the informal 

institutions are mental models, more difficult to trace, identify and asses (p 21).   

Informal institutions, according to North (1993), have emerged through society´s transfer of 

information and they are part of our ancestors’ inheritance (p 65). They evolved when life 

started to account uncertainties around human interaction. North (1993) describes beginning 

of historical trade pattern as simple and personal, including small production, mainly 

maintained within the local boundaries. Locality means that trade is taking place on a regular 

basis within the cultural homogeneity which initially means low transaction costs and no need 

for formal institutions to be involved in maintaining control over transactions as the 

uncertainties are low due to the fact that parties share same values (p 61). Certainty is high in 

these simple transactions, but, it emerges that, even though people belong to the same cultural 

group there are persistent appearance of violence among members of this society. This is now 

raising costs of uncertainty and members are becoming tightly connected to each other, 

enforcing severe rules for punishment for those that differ from expected ways of behaviour. 

Characteristics of such societies are, as said already, tight family band, collective guilt, giving 

presents, inefficient leadership, and emphasis on generosity and honour (p 69). These 

societies develop complex means of religious believes that enforces development of 

superstitions. The raising religious leaders become an important social actor, looked upon 

with respect, having high credibility which enables those actors to secure its position and 

exercise power and influence over majority of population, throughout long period of time 

(personal observation).    

Pejovic (2006) defines culture as synthesis of traditions, moral values, religious convictions, 

etc, which have been reinforced by long experiences, bringing generations closer to each other 

(p 11).  

As these types of behaviour are culturally painted they also determine the way individual treat 

and use information. North (1993) talks about subjective models and highlights imperfectness 

as the character of everybody’s subjective model. They derive from culturally painted values, 

reinforced by conditions where transaction costs are high however reliance upon them; in the 

context of low transaction cost is less. Under low transaction costs the subjective model is 

able to develop ability to process information more efficiently as the low transaction cost 

means more information and openness to modify subjective model.  

In the work of Pejovic (2003), a study on Montenegro (SEE), the culturally painted informal 

modes of behaviour, according to him, are in conflict with formal capitalistic institutions. He 

believes that new incitement structure is not in harmony with how individuals, in countries 

like Montenegro, perceive reality, which derives from their subjective models, rooted in 
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culture. This is interesting way to test hypothesis because the style in which it is presented, 

brings reader to the conclusion that new rules have been imposed on people in these countries 

almost without public consensus, causing the increase of transaction cost, enhancing the 

uncertainty. It seems as transaction cost could not be increasing due to the establishment of 

the democratic institutions as incentives imbedded within these institutions have not been 

sufficiently used, recognised or, it might be that because of the lack of knowledge what these 

rules represent, it could be that institutions lack credibility. This leads to the conclusion that 

transaction cost could have been increasing due to the perceptions of people, which are in 

conflict with what democratic institutions represent. Pejovic (2003) goes on claiming that 

countries of central and eastern Europe, which have been influenced by Ottoman-, or Russian 

absolutism are cultures of predominantly collective behaviour while other countries from CEE 

which were under Austrian dominance are more inclined to individualistic way of behaviour 

due to the fact that Austria (as well as Britain) introduced changes in property rights structure 

which led to changes in, both, de jure and de facto power (Pejovic, 2006; the end is personal 

conclusion). Nationalism, which evolved strongly in SEE, according to him, has reinforced 

the culture of collectivism. He calls this mode of informal behaviour the prevailing culture (p 

14). Another aspect of relevance identified in Pejovic work (2003, 2006) is the statement that 

no culture is homogen. His point seems to be the fact that there are always groups which 

strive after changes in structures of the society. So, the need for change is always present 

within some groups. He names these types of people path-finders. However, these path-

finders can have different character and therefore they can be characterised as social 

innovators (positive notion) or criminals or bums (Pejovic, 2003, p 8). 

Susjan et al. (2008), in the study of uncertainty´s impact on growth in transitional countries, 

uncertainty measured by standard growth factors (human capital, labour, technology, etc) and 

transition –specific factors (legacies of the socialist system, political and social instability and 

institutional transformation), have shown that institutional transformation has a stronger 

impact on uncertainty than standard growth factors (p 221). However, the writers consider the 

legacy of socialism and political democratic institutions not significant for growth but rather 

the political and social climate is. 

It can be concluded that political climate, need for knowledge about democracy and 

institutions, political will to pursue post-industrial types of formal institutions are among 

those factors that could contribute to the decrease of transaction cost, eliminating 

preconditions for those types of normative behaviour (clientelism, nepotism) that accepts 

forms of bribery and corruption, reinforced by norms and doped in cultural values. 

This work is using historical analysis in order to trace culturally rooted informal institutions. 

It is very important to highlight that researches in this area are strongly advocating for 

difficulties to change these types of informal institutions due to it´ deep, cultural 

impregnation. This claim could leave every reformer without hope for changes therefore this 

thesis is taking a challenge to see if there is an alternative. Helmke och Levitsky (2004) 

acknowledge that culture is a strong component related to the evolution of informal 

institutions but, at the same time, they elaborate for the view that some informal institutions 

not necessarily need to be rooted in culture but rather influenced by culture and they called 

them shared expectations (p 728). They elaborate this through representing a model which is 
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treating two categories of relationship between formal and informal institutions. The first 

category of informal modes of behaviour is there to offer solutions to social interactions and 

coordination, and those are complementary and accommodating informal institutions and the 

outcome of the interaction characterises formal institutions as effective. Second category is 

there to undermine the work of formal institutions and they are called substitutive and 

competing (ibid.), and their interaction with formal institutions is characterises formal 

institutions as ineffective. 

Figure 1 

A typology of informal institutions  

Source: Helmke, Gretchen & Levitsky, Steven, 2004 

Effectiveness of formal institutions means that formal institutions are able to influence 

behaviour of people, that formal constrains and choices have been in force in practice. 

Ineffective formal institutions are those that make actors believe that the cost of violating 

them is low, meaning that formal institutions are unable to enforce constrains upon certain 

groups, often those in power (p 728). 

Complementary- Convergent is the informal institution that often appears when there are 

rising uncertainties due to the temporary lack of formal ways to solve the problem. Their 

purpose is to enhance efficiency. Actors choosing these informal complementary ways are the 

actors that agree and will comply with the formal institutional arrangements. Their purpose is 

to strengthen incentives so that formal institution does not exist only on paper (ex. Operating 

procedures that requires decision-making and coordination within bureaucratises and 

judiciary, 728). As seen from the historical examples (ex. Common Law) many informal 

institutions of complementary character have become part of the formal institutions today.   

Accommodating- Divergent informal institution is the form of institution that is not 

detrimental to the formal institutions but as formal might prove to be rigid the need to go 

around rules might be required. As writers say (Helmke et al., 2004), this type is having a 

damping function, reducing the demand for change (ex. Ex Communist System) and it is 

rather seen as the violator of the sprit but not the word of the formal institutions.   

Competing-Divergent is the one that exists parallel with inefficient formal institutions. This 

type of informal institutions provides incentives which go contrary to the incentives 

presupposed of those of formal institution. This category belongs to the informal structures 

such as corruption, nepotism, etc (ex. Postcolonial country, Italy) and they appear often in the 

case when formal institutions are weak.   
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Substitutive- Convergent informal institutions are including actors willing to comply with the 

formal institutions but, as institutions are weak or missing, the actors are keen to turn to other 

means. What additionally characterises formal institutions in this category is the actors´ lack 

of credibility towards them. Under these conditions people often incline to some forms of 

organisations such as church or others.  

Agents, inclined to form divergent institutions, are creating rules in the context where power 

and resources are unevenly distributed (p 731). Distribution could start top-down (elite design 

and imposition or elite-level strategic interaction; ibid.) or bottom-up, from social networks 

and political organisations. These could also be responsible for dispersion of informal 

institutions. 

It emerges that the informal institutions, similar to the context of the study, are the ones that 

emerged out of decentralisation process with many actors involved. Another important aspect 

is the assumption that informal institutions are product of historical conflicts and 

compromises.   

When it comes to changing these institutions, writers (Helmke et al., 2004) suggest doing that 

by identifying actors behind these institutions or the interests that shape informal institutions. 

Thereon reveal the process of its emergence, showing in which way these incentives are 

communicated to the different actors in order to understand how they intake a role of shared 

expectations.   

Conclusion 

The theoretical points highly relevant for the study: 

1. Historical context: to argue for the importance of implementing post-industrial political 

equilibrium and formal institutions. This combination is perceived as the stable system 

enforced by the efficient formal institutions, which provide space for the informal modes of 

behaviour of the complementary nature. This is a system that persistently seeks to decrease 

transaction costs for the majority of the population.  

2. Contemporary context: trace the historically identified modes of informal behaviour within 

the political powers and discuss their interaction’s impact upon the reform process in Croatia.   

Informal institutions evolved when transaction cost increased. Formal institutions took over 

the role of informal as these costs and complexity of trade increased. The complexity 

demanded formal institutions which would reform so that they enforce strong property rights 

to large share of population constrain political powers and invest in education. Countries 

which have not answered to that demand when complexity was demanding it, they have 

developed inclination to certain modes of behaviour that is prevailing over formal institutions, 

in current reform process due to the persistence of certain enforcement mechanisms in the 

history. These informal modes of behaviour are assumed to be impregnated in the mental 

maps of the political powers. In the analytical part, first to be assessed is the condition of the 

Croatian reform process at the current stage. Thereafter, region that is chosen to offer a 

historical insight in development of informal institutions and their enforcement mechanisms is 

chosen due to the fact that reform shortcomings are strongly accentuated in that region and 

therefore searching for informal modes of behaviour on that level is relevant.  



32 
 

 

III. Case-Study (Analysis) 

1. National context analysis- Missing the windows of opportunity  

In recent years Croatia has been in the spot light of media due to the increased revelations of 

corruption cases in higher political and economical instances in the country. Enforcement of 

corruption phenomena has been contributing to minimization of the country’s socio-economic 

performance potentials (Skare, 2001; Bicanic et al, 2003ab; etc). In addition, recent global 

economic crises, mostly tangible in Croatia through figures revealing rapid increase in 

unemployment rates, low level of economic activity, drastic changes in personal consumption, 

decrease in FDI (Appendix) and increase of foreign debt, among others, have enforced 

wonders of what could be the underlying fundamental cause of Croatian current economic 

state. In order to excavate upon the problem three major events, since transition in 1990 (as 

the starting point of the “current” time), have been recognized as those having an impact on 

overall country´s performance: 1. homeland war enforcing nationalism, corruption, 

clientelism and nepotism; 2. process of European integration putting pressure on political 

elite to apply the requirements provided in Aquis together with emphasizes on collaboration 

with ICTY concerning persecutions of  army officials accused of war crimes and requirements 

from other international organizations that Croatia is part of such as IMF (Appendix) in the 

area of monetary and fiscal policies; and 3. global economic crisis, external shock revealing 

deepness of the socio-economic problems Croatia is facing at the moment. The three 

components are recognised in Bicanic et al. (2003a) as events that have high significance on 

transition.   

1.1 Initial stage of the latest institutional transition 

Croatia is relatively new country deriving out of the complex history. The latest transition 

from the previous to the new system had taken place (officially
9
) in 1991 when Croatia broke 

apart from the Socialist Federal Republic of Yugoslavia and after 900 years of different 

political leadership (for Dalmatian region this has even being double as long), of foreign 

origin, Croatia regained its long desired independence and entered into the sphere of transition 

from communism to democracy and party pluralism and from planned economy to market 

economy through liberalization and privatization process (Bicanic et al, 2003a). New political 

and economic changes based on the will of Croatian citizens have been accounted as a process 

which has been prolonged 20 years after its initial start.  

 

  

9Croatia started transition process already in the late 80s. See Bicanic, Ivo & Franicevic, Vojmir, (GDN, 2003), 

Understanding Reform: the Case of Croatia, 

http://www.wiiw.ac.at/balkan/files/GDN_UnderstandingReform_Croatia.pdf 
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In a proximately the same time, other ex-communist, central and eastern European countries 

had undergone similar structural changes. However, what, in its initial start differentiates 

Croatia from other transition countries at that time is that Croatia was dragged into the war, 

initiated by Serbian nationalists and supported by Yugoslavian army. In this stage of the 

transition process many parts of the Croatian territory had been occupied by the latter forces, 

de-housing hundreds of thousands of people. Parts of the territory remained in current state 

even years after the liberation
10

.  

Such uncertainties and constant external threat, supported by leading party (HDZ, Appendix) 

triggered enforcement of nationalistic attitudes making population less engaged in concerns 

for efficient distribution and rise of wages or problems of privatization but rather, their 

concerns were related to the survival of the recently won national state (Škegro, 1999; Bicanic 

et al, 2003a; Bertelsmann Stiftung - BTI, 2009; see also Doric, 2010, Nations in Transit). On 

the other side, despite devastations caused by war, international ignorance and more rising 

nationalism, liberalization process, if compared to the Washington consensus criteria, have 

proven to be a success story (Bicanic et al, 2003b). Bicanic et al. (2003a) relates success fact 

to the already but established capitalistic institutions in the 1990 established due to the earlier 

initiated transformation process in the late 80s (can be compared to Chinese style of initial 

change). Other factors of initial importance is about already existing large share of privately 

owned companies (30 % in the beginning of the 90s and 80 % in the 1998 with low state 

shares), ex Yugoslavia´s co- federal structure where republics had already its own political 

and economic institutions in place, predominantly structured according to the Austrian-

Hungarian system (Croatia was part of that monarchy in the past). This initial advantage 

together with state´s measures such as Stability program in 1993, due to the rapid inflation led 

to the decade of price and the exchange rate stability. Successful introduction of measures 

such as eliminating housing rent subsidies, eliminating price distortions, introduction of VAT 

(tax), pension reform legislation together with legislation on functioning market economy are 

just some of the factors related to the success story on Croatian early stage of liberalization 

transformation, resulting in decrease of interest rates and increase of competitiveness of 

financial sector (p 14-15).   

While economists are struggling, with proportion of success to reform the market, bringing 

macroeconomic stability through enhancement of competitiveness democratic transformation 

is in its deep crises. Croatian political rigidness, by some defined as democratic authoritarian 

regime (Bertelsmann Stiftung -BTI, 2010) clearly showing democratic deficit have further 

shaped the privatization path described as tycoonisation of the economy or crony capitalism 

with nepotism, clientelism and corruption in its rapid rise (ibid., p 3; Bicanic et al, 2003a ). 

 

 

 

10Liberation of the whole territory was accomplished in the 2001 when southern border area, with Monte Negro 

annexed to the Croatia, called Prevlaka. 
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The country’s economic transformation was uncontrolled and not transparent () and, 

consequently, many companies went out of business, unemployment skyrocketed and 

poverty spread, leaving Croatia developmentally behind other transitional countries of 

Central Europe. This led to an escalation of nepotism, clientelism and corruption. 

(Bertelsmann Stiftung - BTI, 2010, p 3). 

According to Bicanic et al. (2003a) democratic transition is related to the establishment of the 

formal democratic institutions (constitutional and legal) but, in order for institutions to be 

effective institutions need to be consolidated, meaning become stable and substantive 

(independent). Croatian political elite, at that time did not refer to the quality and stability of 

the institutional and political procedures (Cular, 2000; referred in Bicanic et al. 2003a, p 13). 

Further ahead, transition process continued by Croatia voting a centre-liberal party (coalition 

with reformed communists in lead) in 2000, which had opened the door for faster European 

and International integration. During this period Croatia became a member of various 

International organizations, among which is WTO and it gained status of the EU pre-

accession country in 2005 (BTI, 2010). Democracy have been enforced by changes in 

political structure; and introduction of many other political and economic changes took place 

(Doric, 2010, BTI, 2010). Despite this affords and relative macro- stability (see Moore et al, 

2007, p 14), not all institutions have been quick in adjusting to the needs of the reform. 

Uneven distribution of changes has contributed to the wide public perception that political 

elite are the exclusive class unto themselves (Bicanic, reffered by BTI, 2010, p 163).  

Additionally, obligations, which Croatia has taken upon its self by becoming a member of the 

various International organizations and the country willing to work towards fulfilling the 

Copenhagen criteria imposed by the EU, which includes full cooperation with the ICTY 

concerning persecution of army officials accused of war crimes has created a gap between 

large part of the civil society (whose values are closely related to the Catholic Church and the 

nationalism) and new political leaders.  

These forces opposed democratic reforms (consolidation process), using media and church to 

spreed its propaganda. Due to that, the already internally conflicting collision loses its 

political power and Croatia, once again (in 2004 and 2008) are voting HDZ, party partially 

reformed but still with a recognized legacy of being pro- nationalistic and highly corrupted 

(ibid; Bicanic et al, 2003a; Doric, 2010).  

The state of the country, prior to the global economic crises is formulated by BTI Country 

Rapport on Croatia (2010) which states:  

The country’s macroeconomic stability and positive economic trends were reflected in the 

Croatian kuna’s fixed exchange rate, low inflation rates, a positive rate of annual GDP 

growth, a reduced budget deficit and lower unemployment among other positive economic 

indicators. However, neither the center-left government of 2000-2003 nor the center-

right government of 2003-2007 was able to enact radical reforms of the judiciary or 



35 
 

government administration, or curb organized crime and corruption. (Bertelsmann 

Stiftung - BTI, 2010, p 4). 

In all political turmoil, chasing accession criteria, having relative economic stability, the 

severe economic crisis hit the country (global phenomena appearing in 2008) enforcing 

additional negativity among public perception regarding socio-economic state of the country 

as it is evident that  utterly needed reforms have been omitted. Next passage is looking into 

the structural and economic situation which imbues the period until the global economic 

crises evolved. 

1.2 The Institutional framework  

Croatian economic growth, since the end of 90s has been in a steady upraise, growing almost 

4% a year until the global economic tsunami hit the shores of the country. IMF rapport on 

Croatian economic potentials and constrains (Moore et al, 2007), prior to the crises, defined 

economic performance as solid but far from what its natural potentials are enabling. Report 

stresses low investments in greenfield
11

, low export performance and complicated business 

environment ( p 4). Nevertheless, Croatia, in a cross-country structural analyses, mainly 

compared to the SEE and CEE are showing that there is a potential for convergence (GDP per 

capita as a measure, 52 % of EU average), inflation rates (monetary policy), infrastructure, 

public sector investment, demography, human capital, health of the population, open economy 

(international trade), information technology and finances are in harmony with most of the 

SEE and CEE but also of the euro area, thus, mostly in the areas of finances and the 

information technology (new economy).  

During this period Croatia has been spending, within social services, in some aspects, more 

than CEE countries but, as it will be elaborated further, outcomes of such investments have 

provided minimum progress or mismatches (specially visible within structures of health, 

education and social protection) (Moore et al., 2007,  Jafarov et al., 2008).  

Further in the Report (Moore et al., 2007), lagging factors are presented: large size of 

government which leads to expenditure on government far higher than in other SEE and CEE 

countries, transition is still struggling with large-scale privatization, enterprise restructuring, 

competition policy and price liberalization (p 8). Business environment is considered 

unfriendly while legal system, including property rights, contract enforcement and 

corruption, as stressed in the report (ibid.), is less favourable than in the CEE or euro area. 

This is also true for the labour market characterized as rigid with low labour force 

participation rate and predominantly marginalized groups of young people and long-term 

unemployed (ibid.).  

 

 

 

11A "greenfield" investment is investment in a manufacturing, office, or other physical company-related structure 

in an area where no facilities exist.  The name relates to the idea of building a facility on a "green" field, such as 

farmland or a forest.  Greenfield investment is usually offered as an alternative to other forms of investment, 

such as mergers and acquisitions, and joint ventures. 



36 
 

In the process of identifying constrains on Croatian economic growth, Moore et al. (2007) has 

eliminated finances as potential constrain. This is due to the fact that Croatia has been having 

access to the capital since the early phases of its transition (evident in the debt ratio) while 

domestic finances are characterized by high savings (only Slovenia having higher saving 

ration) (p 15). Efficient bank sector, predominantly foreign owned, enables high credit growth 

with falling interest rates. 

According to Vujicic et al (2002, also referred in the IMF Rapport, Jafarov et al, 2008) an 

excessive access to the capital, mainly generated by borrowing for the bank sector is 

supporting growth but, according to the Vanvakidis ( referred by Moore et al., 2007), 

generated external debt, through which the capital was mainly generated can have a negative 

impact on needed acceleration of structural and economical reforms of the country, 

“…external financing acts like a “pain reliever” that postpones the needed treatment of a 

“sick” economy.” (ibid., p 16). Moreover, the model which Vanvakidis uses to empirically 

measure external debt´s impact on structural reforms suggests that eleven countries in the 

period of 2000-2005 have passed Croatia in the Economic Freedom Index
12

, “…simple 

because Croatia’s increase in external indebtedness reduced pressures for economic 

reforms.” (ibid.). Jafarov et al. (IMF Consultancy rapport, 2008) in regard to external debt, 

and additionally, the slowdown in capital flows, suggests that such conditions can make 

Croatian economy vulnerable to external shocks. Report (ibid.) stresses the importance of 

undergoing faster structural changes rather than relying only on strong macroeconomic 

policies (p 4). The trade pattern shows stable growth but Croatia is underperforming (ibid.). 

Wage growth has also shown to be growing (converging) slowly in comparison to other 

transitional countries even if Croatia, initially, had higher rates than many other European 

transitional countries. 

Over again, the critical focus is on lack of structural reforms. Report (Jafarov et al., 2008) 

assumes that lack or non-existence of structural reforms enforces poor protection of property 

rights, inefficient public administration and judicial system, corruption and heavy state 

regulations which, in the case of Croatia, results in country being less competitive, not 

attracting sufficient FDI, especially in the non-tradable sector (p 14). Further on, conclusion 

that is highlighted in the same rapport (2008) is the fact that trade is a significant growth 

factor and, without serious structural reforms market performance cannot be achieved (p 14).  

Going back to the same constrained structural track, prior to the global economic crises, it is 

evident that public spending (social services) is one clear determent that reveals scarcity 

within political structures. Why is this significant and how does this come forward? Croatian 

current account deficit is high and tax burden is one of the highest in Europe (Jafarov et al., 

2008). Criteria which Croatia has to fulfil in order to become a member of the EU estimates 

further spending burden imposed on government. Social spending in Croatia has appeared to 

be ineffective when analyzing outcomes of such high social expenditure ( p 35).  

 

 

12The index of economic freedom is an average of a large number of sub-indices, which are grouped as follows 

(See also Table 3): size of government, legal system and property rights, sound money, freedom to trade 
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internationally and regulation. For more details, definitions, and the list of indices within the above groups, see 

http://www.freetheworld.com/ (Cohesion rapport, 2010, p 16, C).   

 

According to the Jafarov (2008), in the case of health care, indicators show better 

performance than in the EU-10, but lagging behind those of EU-15. However, this is due to 

the high resources assigned for the health care, predominantly financed by the state while in 

the case of the EU-15, the cost is relatively evenly distributed over both sides, private and 

public. Deficiencies in dealing with resources allocated to health care are showing that little is 

achieved in promoting healthy lifestyle which, due to the high old-dependency ratio (among 

highest in Europe), predicted to grow even higher in the closed future, continues to affect 

larger groups persisting in maintaining lifestyles of indulgence evident through high 

consumption of alcohol, tobacco, food and lack of regular exercise (report is presenting 

detailed analysis which provides a clear space for potential decrease in state´s health care 

costs; for detailed information see Jafarov et al., 2008, p 37-43).  

Situation in education is far more depressing, revealing that educational outcomes are lagging 

behind EU-25. This is not true for the educational and literacy levels which are, according to 

the Moore et al. (2007), in line with EU (on PISA science scale Croatia ranked 26
th 

out of 57 

countries, performing better than Italy and Spain, but 36
th

 in mathematics leaving behind only 

EU countries, Romania and Bulgaria; p 43). However, performance deficiency is present 

within the areas of school enrolment and completion rates which are, as stated in the report 

(ibid.), lower than in the EU (ex. tertiary enrolment in 2006 was 46 % and in the EU-10 was 

53%, and more discouraging fact is that only one third of enrolled students complete their 

tertiary education with an average of 6.7 years). The decrease of education activity rates are 

potentially related to the low demand for labour (Croatia is investing less in tertiary education 

than EU, but more in primary and secondary education). However, having skilled labour is a 

necessity for growth especially in the tertiary education: “While the basic requirement for the 

post-war economy was secondary education that of an innovation-driven economy is higher 

education” (Sapir report, 2003). There is some empirical evidence confirming that Croatia 

has had returns on education of about 6.5 % which is higher than in the EU- 15 (in the study´s 

of IJV by Sosic, 2004, referred in Moore et al., 2007, p 17). This is supported by indicator on 

innovation that positions Croatia quite satisfactorily when population size is taken into the 

consideration thus behind Slovenia and Hungary (ex. 23
rd 

out of 73 countries on number of 

discoveries for period 1997-2002, p 17). Overall educational performance, however, is 

positioning Croatia in less favourable categories (3
rd

 in primary and secondary and, 4
th
 in 

tertiary education category). Meanwhile, according to the Competitiveness Index (IMF 

rapport, Moore et al, 2007), Croatia scores weakest in the FDI as a source of new technology 

due to the low investment in Greenfield FDI (p 19). The above facts are suggesting that there 

is a potential but limitation challenges are far higher. If it is to believe the Institute for Public 

Finance (2004) the reality of the problem is interpreted with far less enthusiasm: 

“…employees in the Republic of Croatia do not have the skills, knowledge, and abilities 

necessary to develop globally competitive products and to compete in the European Union.” 

(Moore et al., 2007, p 17).  
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Nevertheless, human capital endowment (education and training) and human capital 

productivity index places Croatia in the middle of the EU12a countries but, according to the 

utilization of human capital Croatia is placed last in that group (Moore et al, refers to the 

Lisbon´s Council European Human Capital Index, 2008, p 60-61). In addition, taking 

previously elaborated expositions into the consideration, Croatia, by allocating resources for 

education to match requirements of the labour market would be able to utilize human capital 

more efficiently and, in such way, diminish, at least, partially, the negativity conclusions 

imposed by the performance indicators. Repeatedly, education is becoming unattractive to 

invest in for the individuals primarily due to the low employment demand but also due to the 

lack of positive signals from the state, who is the main investor and expenditure reliever for 

the education sector. This accentuates urgency for the state to do something. Something, as 

proposed by the Moore et al. (2007) is to revise state´s spending structure by bringing in 

changes to the overall education structure relating to the efficient coordination of decision-

making mechanism between local and state political authorities concerning certain investment 

issues (local government determents the need for educational investments without considering 

level of costs, expecting national government to, unquestionably, proceed with financing the 

projects). Moreover, criteria for grant distribution have to be revised in order to reach the 

population that is less fortunate to economically contribute to its own education advancement. 

Among others, and to achieve objective in reducing, clearly inefficient, social spending, and 

report is suggesting “Reducing rigidities related to institutional and funding mechanisms…” 

(Jafarov et al., 2008, p 45).   

Inefficient resource allocation is even evident within the social security. Inefficiency within 

this area is primarily evident in mismatch of targets, omitting the most vulnerable groups 

which are, in general, pensioners and unemployed. Croatian poverty levels are low according 

to the international standards but stagnant despite economic growth (p 46). Lack of 

coordination and low investment in stimulation programs are additional deficiencies of social 

security performance. 

To add above already accumulated factors that have a negative impact on growth or a result of 

inefficient activities, prior to the global crises, in the case of Croatia, the Doing Business
13

 

survey, implemented by the World Bank and Global Competitiveness’ Report provided by the 

World Economic Forum, again, places Croatia in non-favourable position in comparison to 

the other European transitional countries.  

The survey and the report are elaborating for shortcomings in Croatian legal system and 

inefficient government bureaucracy as the major constrains on growth. Indicators that support 

such conclusions are based on property rights, contract enforcement and corruption levels.  

 

 

13 World Bank's Ease of Doing Business 2009 Index- The index is based on ten topics (in parenthesis is Croatia's 

ranking out of 181 economies), i.e. starting a business (117); dealing with licences (163); employing workers 

(146); registering property (109); getting credit (68); protecting investors (126); paying taxes (33); trading across 

borders (97); enforcing contracts (44); and closing a business (79).  See: World Bank online information.  

Viewed at:   http://www.doingbusiness.org/EconomyRankings. 
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“According to the European Commission (2006): The judicial system has continued to 

suffer from slow and inefficient court proceedings, poor case management and low 

administrative and professional capacity. These circumstances may discourage economic 

actors from taking cases to court and undermine an effective enforcement of creditor and 

property rights.”(Moore et al.,2007, p 20). 

Such unfavorable business circumstances are identified through analyzing local administrative 

procedures which lead to the conclusion that complex regulations, often non-transparent are 

conducive to irregularities, enforcing corruption (ibid.) BTI, Country Report on Croatia 

(2010) is describing judiciary and the public administration as the least functional segments of 

the political system not entirely independent from politics (p 9). In the case of the judiciary, 

this is primarily due to the ineffective provision of legal protection, slow procedure and low 

number of cases resolved in comparison to the incoming ones despite large number of judges 

and first instance courts. Administrative complexity is, additionally related to the large 

number of small municipalities, towns and counties (Croatia has only 4.4 million people) 

(ibid.). 

As elaborated so far, Croatia has been proving capable of sustaining macroeconomic stability 

but, even if Croatia does significant progress in, for instance, reduce expenditure which, 

according to the Moore et al. (2007), would lower fiscal deficit and allow for tax reductions 

(Croatia has among highest tax system in Europe; ibid.), this would contribute to the overall 

development only in the case of improving business environment. Business environment 

improvement is closely related to the administrative and judiciary efficiency in supporting 

business environment to develop towards being attractive. Consequently, this is only possible 

if country proceeds with major structural reforms and, as confirmed by Moore et al. (ibid.) 

“…without faster progress in these reforms, the Croatian economy could grow more slowly 

than in the recent past as the growth “bonus
14

” from transition diminishes” (p 22). Report is 

stating that progressive reforms would create positive business environment, spilling over to 

generation of new SMEs, facilitating conditions for efficient bureaucracy and flexible labour 

market. Nevertheless, complete decentralization
15

 is also one of the needed structural changes 

to be efficiently implemented making economy of the country being more competitive and 

supportive of private sector activity (ibid.). In regard to labour market flexibility, Moore et al. 

(2007) predicts that reforms, introduced in 2003 could impose employment increase thus 

adding to the general growth.  Projections go on further estimating increase in general GDP if 

Croatia starts tackling necessary economic and structural reforms in regard to Freedom Index 

Indicators
 
and the cost of starting business. 

 

14Transition bonus- transition countries experienced extensive growth in the end of 90s which, taking their 

specific situation (institutional restructuring and sudden openness to the world markets) into consideration 

enabled this speedy growth which is estimated to decrease by time, leaving countries to rely on its stable political 

and economic institutions. (IMF, 2007, p 14-159). However, economic crises might be the tornado cutting away 

the bonus effect leaving countries, such as Croatia with, still, unfinished reforms and unconsolidated existing 

institutions. 

15Decentralisation is related to the privatization process of those structures that are still subsidized by the state 

and as such burden, already, high expenditure level resulting in continues state budget. 



40 
 

Moore et al. (2007), considering efficient reform implementation estimates growth for Croatia 

of 4.6 % GDP. If reforms are efficient and fast this could attract higher levels of FDI and, 

especially in the Greenfield FDI the growth would proceed to accelerate additionally, 

potentially going beyond the one of Ireland (p 14).  Unfortunately, so far, developments has, 

to the big extend, remained at the pronoun “IF” level. The pre-crises, transitional phase are 

characterized by the evident lack of efficient reforms. Reforms have taken place, unevenly, 

throughout the last decade, proving that governments have been aware of the shortcomings of 

their existing policies and decisions. However, as said earlier, their implementation has not 

proven to be arriving at the right time or, when established, it proved incapable of being 

productively implemented. One way to recognize this is by looking at the levels of FDI for 

Croatia. Increased FDI could signal that reforms, especially those that directly affect 

efficiency of state institutions (judiciary and public administration) have been successfully 

implemented. 

Successful implementation would signal that civil service (human capital), as a player of the 

game, is capable of dealing with complexity of the tasks (enhanced competence level and 

level of professionalism, same with judiciary) and judiciary efficiency would ensure de- 

politicization and independence of the courts.  

Observing the consequences of the crises it is more relevant to adapt to the conclusion that 

transition “bonus” has been fully exploited (Moore et al., 2007, p 14).   

What are the bases for pulling such conclusion? Bases are, possibly to be found in the fact 

that a global economic crisis has been a prolonged process in Croatia. State is reaching for 

desperate acts such as means of borrowing in order to lessen the fiscal pressures as well as 

introducing measures to increase revenues and decrease expenditure such as lowering taxes, 

reducing benefits within areas of privileged pensions and health care but, easily to conclude, 

measures arriving late when facing negative macroeconomic and structural outcomes. 

Additional act of the government, as a long-term perspective, was to launch an Economic 

Recovery Program in 2010 which includes comprehensive fiscal and structural targets to be 

implemented during the ten year period (COM, 2010, 660, p 17). Commission is accentuating 

that program´s success is entirely depending on its effective implementation (p 18). 

Commission’s well meant added remark is not surprising when previously amended policies 

and institutions have proven to lack timing or capability to be efficiently implemented.  

Before previously analyzed section is further discussed, the outcomes of reform inefficiencies 

enforced by the global economic crises will be additionally elaborated through presenting the 

macroeconomic figures collected in the time when crises has been the subject of the near past 

for most of the EU countries, but not for Croatia.  

1.2.1 Macroeconomic Consequences of the Crises or Institutional Miss - Omitted Reforms 

According to the Progress Report on Croatia for 2010, macroeconomic picture enforces the 

feelings of doubt in regard to the perceptions on Croatian convergence towards EU structural 

averages. In line with that, in the beginning of 2009 GDP decreased to 5.8 % in comparison to 

the year before which was growing for about 2.4 % in the 2008. Accordingly, crises is further 

traced in drastic decrease of private consumption which grew 0.8 % in 2008 to be decreasing 
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to 8.5 % in 2009 (public spending figures remain stable) together with investments dropping 

from positive growth of 8.2 % to 11.8 % negative. Figures that present more extreme 

difference are those describing contraction in trade exchange. In 2008 Croatian export was 

increasing for about 1.7 %, but in 2009 it fell to about 16.2 %. However, as the imports, due 

to the decrease in domestic demand, fell from growth of 3.6 % in 2008 to 20.7 %, this created 

a positive net export figure for 2009, also, having an impact on narrowing current account 

deficit. However, Foreign Direct Investment (Inward FDI) decreased almost in half from 2008 

to 2009 which, in statistical figures accounts for 8.8 % of the GDP in 2008 to 4.7 % in 2009.  

Probably, among the most crucial macroeconomic factors is country´s external debt. Report 

(COM, 2010, 660) confirms the debts´ increase has gone from €4 billion to €43.1 billion 

which, in GDP accounts for 95 %. In previous period debt was standing at 82.6 %. It is 

primarily corporate sector borrowing, followed by government whose foreign debt is €1 

billion. The alarming fact is that non-trading sector accounts for 40 % of gross foreign debt 

which puts this sector in currency risks and makes overall economy vulnerable (p 19). 

Nevertheless, negative trends continue in the area of (un)employment. In 2008 the figure was 

13.2 % continued to 14.9 % in 2009 and, in august 2010 was at 16.4 % (Rapport refers to data 

on registered unemployment, p 19). Recent figure registered in the November 2010 show 

continues trend in increase of the unemployment rate, which stood at 18.3 % (Cohesion 

rapport, 2010, p 5). 

1.2.2 Economic Indicators of the Global Crisis   

BTI (2010) draws a conclusion that “The political and economic transformation of the 

country has been thwarted by an unreformed legal and administrative system” (p 17). So, the 

obvious conclusion is that, even if the political elite tries to convince people of affords done in 

undergoing reforms they have missed the most important; those that provide incentives for 

decrease of uncertainty when pursuing personal development which spills over to the larger 

share of the society. 

One cause for such ineffective reforms is visible through labour market current situation., 

According to the Commission´s Progress Rapport (2010) labour market´s huge structural 

weaknesses: low employment and participation rates along with high rates of youth (25.1 %) 

and long-term unemployment are still persisting to exist due to the disincentives such as early 

retirement rules and the predominance of categorical social welfare benefits (p 19). Further 

on, disincentives together with inflexibility and insecurity makes labour turnover low which, 

according to the Progress Report (COM, 2010), means that labour resources have not been 

properly allocated (ibid.). Jafarov et al (2008) is indicating that government, aware of the 

urgency in addressing structural shortcomings have launched many frameworks such as the 

educational reform program, Education Sector Development Plan (ESDP) for 2005-10, 

integrated in the government´s overall Strategic Development Framework 2006-13. However, 

pumping resources into this area, as stated in the paper, is not a guaranty that returns are 

secured (p 43). Failure is equivalent to the one within the labour market reforms from 2003. 

This leads to the conclusion that Croatia is still struggling with proper allocation or 

distribution of resources, which, if efficiently distributed would, in the case of education and 

labour market contribute to avoiding mismatch between them. Besides, conclusion implies 

that there is a lack of integrated coordination between different structural areas.  
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The persistent shortcomings are still present within the public administration and judiciary. 

Sapír (2003) highlights, in his report, that “…quality of the legal and administrative 

environment must be recognised as a crucial element of a convergence policy.” (p 62).   

In the current state, Commission´s view is in regard to Croatia is that judiciary is still not as 

efficient or independent from the politics and it cannot be hold accountable (COM (2010)660 

final). BTI (2010) is confirming the assumption by stressing that Croatian citizens´ perception 

of judiciary is that they are among the nation´s most corrupt elements (p 7).  

“The legal framework still suffers from a persistent formalistic and detailed approach, 

which reduces management effectiveness, increases costs for the administration and for 

citizens, and creates legal loopholes requiring continuous amendments. This is turn 

weakens society’s respect for the law.” (Sigma report, 2010). 

Furthermore, citizens believe that judiciary´s corruptive behaviour is seldom persecuted.  

Commission (2010, 660, final) points out that despite public administration reform (LGAP) 

with developed laws on general administrative procedures and a human resources 

development strategy and action plan for the civil service, this area still suffers fundamental 

discrepancies such as complex administrative procedures, politicization and weak human 

resource management (p 1). Sigma report is confirming the same:  

“In spite of the new LGAP, the administration is still characterised by opacity. Too many 

special and unjustified procedures are in place, and the persisting politicisation of the civil 

service raises concerns about the capacity to resist undue pressures. In the absence of a 

law on agencies, this area remains opaque, poorly controlled and open to recurrent 

suspicion of nepotism.” (Sigma, 2010). 

Conclusively, political will is the necessary ingredient for initiating or taking first steps 

towards introducing changes in, both institutions and management of how these rules will be 

played in the most efficient way. However, what lies behind the problem, apart from the 

already established assumption related to the good financial well (access) for Croatia which 

made politicians believe that they can postpone the reform process, is described by the BTI 

(2010):  

“Political elites in many respects still follow a traditional concept of politics. For them, it 

is important to establish an overall political agenda from which the government can derive 

measures to help guide certain realms of social life. In other words, politicians have not 

fully appreciated the need to think comprehensively and act in a timely manner when 

formulating and implementing public policies (on taxes, education, scientific research, 

health care, welfare and so on), which can profoundly affect a government’s performance 

as well as the outcome of policies in general. This is an example of the political elite’s 

inadequate political education and low level of professionalization; many politicians are 

still largely “general practitioners” of politics.” (BTI, 2010, p 18). 

Further on, it is emphasized that traditional mindset of the politicians is an obstacle for 

adapting to the new ways of learning and new ways of acquiring knowledge. These 

traditional´ are part of the current political elite which is, in the example, stated by the BTI 

(2010), presented as mobster affair due to the corruption indications in 2008 within the 
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government, resulting in some ministers being replaced by the premier, at that time (p 19). 

The same traditional mind set could be applied to the general civil society, including local and 

regional levels which results in conclusion that Croatia´s social capital is developing slowly, 

reducing ability in utilizing human capital.  

As the socio-economic crisis is deepening in the country, citizens’ attitude towards politicians 

are continuing to be extremely negative despite the fact that state has increased welfare 

benefits and these benefits have been having positive effect such as keeping low poverty 

levels. The negativity is explained by the fact that citizens are not motivated (directed) to take 

responsibility for their own life as the legacy of the past has been, so far, to rely on the state as 

the “social guardian, having () right to work with life time job security, the right to socially 

funded housing, free education, free or affordable medical services, early retirement…” (p 

14, see also Eurobarometar, 2010). Inherited weak social capital is further manipulated and 

weakened by, previously mentioned political mobsters and their behaviour, behaviour which 

enforced nationalism, corruption and nepotism but also mistrust in the leaders ability to 

provide long –term stability.  

It is clear that, some institutions are missing while some institutions are consolidating too 

slowly as Sigma report (2010) is stating: “Public agencies have been created without a 

general legal framework and have therefore followed various patterns, on a case-by-case 

basis.” but, as a part of the institutional efficiency, human capital as a player of the game is 

insufficiently equipped, both mentally and educationally.  

“The public administration’s capacity for reform in this area is increasing, but it is still 

weak in terms of financial and human (in terms of both quantity and quality) resources. 

Therefore, support must be channelled into strategic sectors, which include those where 

the risk of corruption is high, such as state subsidies, EU funds, taxes, customs, police and 

the courts.”(Sigma, 2010). 

 

Above all structural rigidness, economic crises has put an additional obstacle to the reform 

succession.  

 

“The vacation legis must be used to create new administrative courts and to recruit and 

train new judges and support staff. It will require resources which, in the current economic 

context, are not easy to mobilise. Therefore, clear political determination will be necessary 

in setting priorities.” (Sigma report, 2010). 

If it is to rely on these reports, going back to the beginning of the chapter that stresses how 

wide the problem of corruption, nepotism, etc. is, it is obvious that, even to this day, 

efficiency in transforming, consolidating institutions, necessary for development and growth 

have proven not to be case for Croatia (intention in emphasizing shortcomings is not the only 

side of the developmental coin for Croatia therefore I warn reader to be critical of my one-

sided negative approach as reports are providing, as much as negative, many positive aspects 

for Croatia in all crucial areas such as a full consolidation of democratic and, to a certain 

extent, economic institutions). 
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Out of such conclusion derives another depressive aspect which is that, under inefficient, late 

or uneven implementation of reforms, phenomenon such as corruption, nepotism and etc. will 

continue to find its way to sustain, becoming more integrated part of the system. Besides, 

these phenomenons are primarily proved to be part of the political and administrative system 

whose improvement is crucial for improvement of Croatian business environment that attracts 

FDI, especially the Greenfield FDI leading to new technology absorption capacity and 

innovativeness.   

This calls for understanding that political institutions are important. Index on society´s 

openness brings out one of the important variables and that is respect for rule of law. The 

report (ibid.) states that what has been consensus regarding the definition of the rule of law is 

requirement for constraining the political powers and access and transparency of the policies 

established by the political elite (p 17). Out of this definition, and among many important 

aspects, apolitical judiciary, courts and easy access to the courts for the population is 

accentuated (ibid.). 

Conclusion 

What would be the major conclusion of the Croatian institutional performance?  

Both, endogenous and exogenous factors have proved to be having interrelated importance on 

the Croatian economic performance. 

Endogenous factors of influence:  

 Transformation included hast establishment of state institutions (desperate demand 

from the public to depart from the socialist system).  

 Institutions were not being consolidated in the first decade of the transition process 

(some not even as we speak).  

 Too much orientation towards maintaining macroeconomic stability by the state 

economics (related to the international agreements). No reforms within legal and 

administrative institutions which are crucial in creating the right business 

environment.  

 Human capital and civil society are unwilling (lack of knowledge and experience) to 

support structural changes as that could bring change to their welfare benefits on 

which they are relying to (legacy of the past and present pressures) but also inability to 

make use of the existing new institutions and lack of trust (credibility) in the formal 

state institutions.  

 

Exogenous factors of influence:  

 The Serbian aggression on Croatia (war), the inferiority of the International 

Community in the beginning of the war, the pressures on Croatia from the EU and 

International agencies to comply with macroeconomic strategies in order to maintain 

economic stability. 

 Haag Tribunals´ demand on extradition of some Croatian generals accused of war 

crimes, creating the impression within Croatian society that their (Tribunal´s) 

presumptions on war in Croatia is placing Croatia in the category of aggressors, 

indirectly accusing the entire population of being criminals.   

What has this led to? 
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Country was experiencing enforcement of nationalism in some structures of society. Political 

elite, recognised as right wing, with a support of the Catholic Church have obviously played a 

big role in additionally enforcing nationalism. Same elite have created incentives within the 

privatisation which enabled some economic actors to grab a bigger piece of cake and freely 

move within the boundaries of corruption in order to strengthen their positions. War made 

people even more eager to distance themselves from the political legacy of Yugoslavia. Haag 

enforced even stronger nationalistic feelings by dragging into the context of war irrelevances 

(strong personal assumption) and expressing negative public utterances in media in relation to 

Croatian people. Croatians feel humiliated as they perceive that they have not been 

righteously treated. Once again in the history, their ambition to make peace with its own 

history is prolonged by the Tribunal´s persistence not to clearly acknowledge that war in 

Croatia was based on a liberation motives despite certain individuals who do hold 

responsibility for not acting more severely upon those that exercised violence upon 

individuals on the other side (people perceive Tribunal´s statements as the official opinion of 

EU) They, according to the public opinion, are not willing to let Croatia go of its own past, 

and, due to that, accession optimism has entered into the crisis (media collected statements).  

Croatian public service accounts for large share of population. This inevitably leads to 

conclusion that these individuals are imbedded into the potential corruptive markets and, they 

are also infiltrated within the power structure.  Politicians and civil service (remember: human 

capital), the two most important carrier of stability pillars in a country seem to be lost in 

space.   

Obviously, corruption in the power fields has underrated, even more, the trust in the state 

institutions, but also in those of EU. Legacy of the past within the civil society (state as 

career, deprivation of civil service institutions in the socialist system) and political structure 

(general politicians moving into the entire spheres of the country) is the outcome of the two 

decades of the transition clearly highlighted in the micro-, macro-economic and structural 

results, accentuated by the prolonged economic crises.  

 2. The Region 

What this part is about to present is the analysis over a long economic history of the 

Dalmatian region. To answer the question on what the causes of transition performance are in 

regard to the informal institutions, history is the answer. History is approached by looking at 

the determinants of growth, such as explained in the structure section. In earlier stage of the 

analyse process, institutions have been looked upon as the independent variable in regard to 

transition process, but, in the historical analysis the aim is to find out of the possible informal 

institutional types, which could be traced in the mental maps of the political powers 

responsible to carry the reform process in Croatia. Region has a long history, being divided in 

two geographical entities which have shaped different cultural modes of behaviour, visible 

through differences in historical trade patterns, frequency of change of political 

administrations, expositions to other cultures, the nature of colonialism, history of 

(in)dependence, and, not least difference in geological and geographical position, despite 

entity´s physical closeness. These factors have been used as the independent variables in 

tracing the informal institutional path within the historical case-study analysis.    
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This analysis is relying on deep factors of growth recognised in the work, among others, 

Rodrik (2003).   

2.1 Region within national context- structural analyse   

When mentioning word Dalmatia, to anybody deriving from this area, territory they account 

in their understanding is the one that stretches from town of Zadar in the north of the region to 

town of Dubrovnik situated in the far south of the region (picture 1). This understanding is the 

consequence of an extensive history in which region had been shaped as such. Simunovic 

(1992), when addressing issues related to regionalisation in Croatia, lifted up conflict between 

administrative and economic factors that play role in regionalisation. Administrative often 

presents the tendency to centralise while economic shows tendency to disperse activities 

uneven and over tightly maintained administrative borders. Further, he adds that there is an 

approach to regionalisation that is considered more natural, based on geographical, economic, 

and ethnical factors over the more conventional one, which is grounded on the political and 

administrative criteria. This is highly relevant for the historical side of regional economic 

development. 

In the current context Dalmatia is limited to a smaller area. Reason for this is in the statistical 

and administrative change that Dalmatia has undergone in the last transition process (Nuts 3, 

Appendix; picture 1). As case study include, both historical and current economic 

development analysis the issue between historical (modified frequently in the past due to the 

subjugation to different political powers) and current border of the region want be followed 

strictly as the primary focus is to get a coherent picture compound with both time periods. 

However, this component is related to the institutional development and as such had played an 

important role.   

In current context, Croatia is undergoing certain administrative and political changes in regard 

to the region issues. Due to the political accession aspirations towards becoming an EU 

member, in the closest future Croatia is expected to adopt regional type of policies 

(institutionally already in place as we speak) in line with those existing within the EU. This 

paper is not going to address regionalisation policies but this subject might be appearing, 

integrated with institutional issues. 

Picture 1: Three Croatian NUTS 2 regions 

 

 

 

 

 

 

 

 

 

Source: Prof. dr. sc. Vladimir Čavrak, Regionalna politika i regionalne nejednakosti u Hrvatskoj (AN) 
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Split-Dalmatia region (SDZ) is situated in the middle of the Adriatic coast. It lies on the 

international border with Bosnia and Herzegovina and sea-border line with Italy. 

Geologically, region can be divided in coastal area, hinterland and islands. Hinterland is 

considered least developed, scarcely populated and characterized by harsh landscape, rugged 

by the mountains that follow the line of the coast. Coastline area is characterized by narrow 

coastal zone situated between mountain chains. It is highly populated and most economically 

advanced part of the region (predominantly concentrated around the centre of the region, city 

of Split). The last geographical category is island areas which have experienced more 

advanced development but, due to the large out-migrations in the past, not least in the present, 

this area is struggling in furthering its economic development. 

Region area belongs to the type of Mediterranean climate, meaning summers are dry and hot 

while winters are mild and rainy (hinterland has lower temperatures in the winter- sub-

Mediterranean climate). Soil is primarily made up of crag and calcareous which creates crag 

dominated fields. Natural resources are primarily stone, cement marl, dolomite, sand, boulder 

and cast, and marble and limestone, primarily on the islands (RERASD, 2010).  

Territory contains about 8 % of the whole of the continental part of the Republic of Croatia 

while sea area is about 30, 8 %. The largest continental part is the hinterland and smallest are 

islands (picture 2). 

Such geo-communication position, climate, sea, well indented coast, rich natural watercourse 

and lake accumulations together with carst fields have enabled region to develop maritime, 

ship building, fishery and trade as well as specific energy resources and agricultural products 

of Mediterranean characteristics, and tourism. 

Picture 2: SDZ land proportion of the geographical units  

 

 

 Source: RERASD (information induced from regional department for physical planning) 

  

The hinterland area accounts for almost 60 % of the regions territory, while coastline accounts 

for 21 % and islands 19 %. However, concentration of the population is predominantly in the 
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coastal area and, around the capital of the region, Split, which accounts for almost 300 000 

people, while in the whole of Dalmatia (Nuts 3) there are around 460 000 people. It is obvious 

that development is mainly concentrated around the city. 

The economic sectors in which region is collecting its revenues are primarily domestic trade 

sector, food industry, building, real estate, business services, transport , warehousing, tourism, 

fishery, electrical energy supplies (gas and water), and rest (HGK-KZS, Croatian Chamber of 

Commerce- Regional Chamber Split). 

Looking at the traditional variable, region´s GDP for the year 2007 accounted for 9% of total 

of Croatian GDP placing it behind Zagreb County which is in forefront of all the counties. 

Nevertheless, RDS states that, if regional GDP is compared to the share in total population of 

the country this figure would show undersized level of regional GDP (RERASD, 2010).  

Tabell 1: Gross national product per person 2003–2007  

 

 PPP– parity purchasing power 

Source: RERASD, 2010, The authors calculations based on the statistical information by DZS and Eurostat.   

As seen from the table, Split-Dalmatia has improved its GDP from 2003 to 2007 for about six 

places on the national rang list, however, despite its steady growth region is still lagging 

behind two strongest Adriatic regions and having 82, 2% of the national average. Moreover, 

its position in regard to EU average is about 50%. According to report statement, it places 

Dalmatia within the less developed EU regions.  

 

 

 

 GDP per person 

2007.  PPP 

(EU-27=100)a 

GDP per person 

2003. 

(RH=100) 

GDP per person 

2007. 

(RH=100) 

Rang GDP-per 

person. 2007. 

Change of rang 

2007.-2003. 

Istarska  77,8 137,2 129,1 2. 0 

Primorsko-

goranska 
69,7 118,3 115,8 3. 0 

Dubrovačko-

neretvanska 
62,6 88,6 104,0 4. +3 

Splitsko-

dalmatinska  
49,9 76,8 82,9 8. +6 

Zadarska  49,8 85,9 82,6 9. -1 

Šibensko-

kninska  
48,7 74,3 80,8 12. +6 

HR03 

ADRIATIC 

CROATIA 

59,1 97,3 98,1 2. 0 
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According to the Index on Competitiveness
16

 region shows low performance in comparison to 

its high potentials. Index is placing Dalmatia region in the group with those regions that 

perform average. In the first category unsatisfying or disadvantaged factor is business 

infrastructure, and in the other category, every factor has been ranked as average. The only 

too factors (in the first group) are interpreted as strengths and those factors are education and 

demographics, health and culture (Regional Competitiveness Index, 2008). The disadvantage 

condition is recognized to be disappearance of many large companies in the beginning of 

transition, which is seen as an obstacle for the SMEs to develop (HGK, p 10). Big companies 

demand close network of deliverers of different services. 

Region had reached its peak in industrial development in the 60s which, based on the 

traditional comparative advantages, industrial development had created large companies with 

extensive number of employees or general workers. The abrupt brake from the socialist 

system had closed traditional markets of ex. Yugoslavia, and introduced “crony capitalism”, 

which brought uncertainty and insufficient number of contracts (see Bicanic et al, 2003ab, 

2003). The production has been based on old technology and working force is used to 

perceive the employment as life- long lasting employment (legacy of communism). State has 

kept these companies alive by asserting large shares of subsidies. At the same time, Croatian 

government is unconditionally pressured by EU to withdraw subsidies and control over these 

companies (pre-accession criteria; Multi-annual Indicative Planning Document, p26).  

This is the case with second largest ship-building company in Croatia, situated in Split. It is a 

company specialized in apiece building (not in series) which determines that both, human 

capital and technology requires high quality, but, as already clear, both human capital and 

technology are of insufficient quality in this region. This is believed to be overcome by state´s 

complete withdrawal from these assets by selling them to the private companies, which is 

recognized as one of the most deterministic accession criteria for Croatia. Croatian Chamber 

of Commerce (HGK, 2010) in its report states that region is waiting for incentives. These 

incentives are the responsibility of the state and that is why it is so important for the state to 

be effective in finding the right timing and right character of the incentives (p 10).  

The situation with unemployment should be the factor that reveals much of the necessity for 

the right incentives to arrive soon. The latest unemployment register has accentuated the 

absolute highest unemployment taking place in Split-Dalmatian region with 12.5 % of the 

total (HGK). Conclusion leads to, the state as the actor who, since the beginning of 90s have 

not managed to establish long-term changes.  

 

 

 

16Index on Competitiveness- two factor categories: one is the quality of business environment that includes 

components: demographics, health and culture under one, education as second factor, basic infrastructure and 

public sector and, the last factor in this category are business infrastructure. The other category is: quality of 

business sector. This category´s factors are: investments and entrepreneurial trends, level of entrepreneurship 

development, economic-results level and economic -results trends 
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Persistence of certain negative outcomes are surprising when looking into the conditions such 

as: existence of high-school capacities, technological faculties, relatively high number of 

educated professionals in the areas of key regional industries (ship-building, construction, 

engineering, electro-industry, textile industry and, among others, processing plastic bulk; 

HGK). 

LIDER is an economic forum of the region. In its special edition it presented an article with a 

title: “Zupanija ima potencijal biti vodeca regija ne samo u Hrvatskoj nego I u Evropi” 

(translation: The region has a potential to be leading region, not only in Croatia but also in 

Europe; Marija Cekada, LIDER, 2010, p 8). The writer highlights negative correlation 

between the potentials and outcomes (high unemployment, slow industrial restructuring, etc.). 

With regard to the national context analyses, major shortcomings identified there could be 

easily translated into the regional economic situation. In search for the fundamental cause of 

such persistently depressive economic performance, despite having officially recognized high 

potentials in all structural and macro-, and microeconomic areas the door of history is opening 

in the next headline that shed little (much) light upon the institutional causes of persistent 

economic deprivation. 

2.2 Historical analysis - Entering region´s political, demographic and economic 

complexity  

Regions institutional development has been exposed to the overlapping enforcement 

mechanisms, which sat path for evolution of two distinctive modes of behaviour. The analysis 

is presenting developmental comparison between these two modes of behaviour in regard to 

the crucial enforcement mechanisms, which are characterised as exogenous variables where 

human factor is included. These three enforcement mechanism have been traced to antic times 

until the 1991, when Croatia became independent country. 

2.2.1 Coastal Towns versus Hinterland- Colonial Nature of Political Administration 

Frequency of Political Changes and Impact of Dominant Religious Organisation 

Hellenistic Greeks were entering the scene by colonizing most of the islands in the middle 

Adriatic and parts of the coastline. After the establishment of their colonies, especially in 

islands of Vis and Hvar (Issa and Pharos- Greek names) these towns are gaining status of 

town-states with their own political administration that independently coordinates islands 

economical dynamics which makes economy of the islands flourish (Knezovic, 2005). Greeks 

continued establishing towns on the coastline and one of them was Salona
17

, which, later on 

became a capital of Dalmatia. Despite conflicts between Greeks and Dalmatians and Greeks´ 

resistance to subjugate to the Dalmatians, Greeks were intermarrying into Dalmatian families 

and gradually accepted the Dalmatian governance. By this time Greeks had influenced natives 

by bringing into their culture more advanced knowledge regarding the breed of olives and 

grapes.  

 

17Salona- capital of Roman province Dalmatia (antic site, 10 km from Split, capital of Dalmatia in contemporary 

Croatia). 
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Greek building techniques had also been adopted, and the use of metallic artefacts and money 

as well as the development of literacy had all been Greek contributions to the Dalmatian 

society (coast and islands). The economic culture of trade and production, on the basis of 

using more advanced means in production of goods, were enabling Dalmatian area to become 

economically stronger. Besides, the other important factor that reinforced more advanced 

trade and production is the increase of population and change in the structure of society 

(Skegro, 1999).  

Economic advantage is a result of the increase of the population that created demands in, both 

production and trade that further resulted in the settlements resignation from the conflicts thus 

enabling local population to realize importance of adapting to new techniques that Greeks and 

Celts introduced into their society. These changes had also been a result of the Dalmatia´s 

adaptation to Greek´s way of coordinating production and trade (ibid.). 

Beginning of Roman governance is bringing prosperity to the region (Pax Romana
18)

, but still 

primarily to the coastline and parts of close hinterland.
 
Roman´s governing system had a 

positive impact upon already established economic branches such as: mining, agriculture, 

handcraft, especially in the area of stonecutting as one of Dalmatian natural resources were 

good quality of limestone, and their competencies high in building techniques. Trade had been 

extended with countries as far as Spain and Africa. This is also a result of the disappearance 

of pirating that enabled secure sea-transport corridors (Skergo, 1999).  

By establishing its stronghold in Salona, Romans had continued with urbanization of already 

established towns. It was in their interest to invest in infrastructure which is evident by 

looking at archaeological sites that provide monumental picture of aqueducts (water 

distribution systems) and viaducts (transport connections) but also, by looking at documented 

events written by historians and appointed officials at that time. The developmental catapult 

specially targeted towns that had already a strong urban character. Such towns were 

predominantly situated by the cost or islands. Nearby rural areas provided towns with raw 

products (meat and wool) and the efficacy of urban-rural co-dependence had been reinforced. 

Population, situated in the hinterland is more engaged in frequent tribe fighting’s or employed 

in seeking refuge from threats in the altitudes of high mountains. Circumstances, in which 

they weren´t able to establish stable external relations in the same pace as the population 

living closer to the coastline, or those living close to the north borders of the province, in 

more tamed geographical circumstances, was a handicap which is evident in the prolongation 

of their way of supporting their survival through, primarily, animal husbandry and appliance 

of primitive techniques when doing agriculture but also in their way of maintaining order 

which differentiates from the one influenced directly by Greeks and later, Romans.  

These areas, in time of Roman Empire can be looked at from the aspect of mining. Mining 

made Romans akin to explore, develop and exploit much of the natural resources that area 

was reached in, such as different minerals and metals.  

 

18
 Pax Roma´na (latin), 'den romerska freden', namn på den period av inre fred som rådde i romerska riket från 

Augustus till Marcus Aurelius (27 f.Kr.–180 e.Kr.).(se National Encyklopedia) 
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Choosing mining as the economic (industrial) branch to explore in the days when Dalmatia 

was part of the Roman Empire is supported by several reasons.  

Mining areas had been situated in the deep hinterland of the region and, to easily (quicker) 

access them and, later, transport the products abroad, Romans realized that existed roads are 

insufficient for the revenue they were expecting from these mines therefore, building road 

network was one of the investment priorities for the Rome. Mine areas had been governed 

differently from the other administrative provinces thus having influences on local population 

that differentiate from urban, coastal areas and those not being included on these crossroads. 

According to Dusanic (2009), a prominent historian that has devoted much of his work 

analyzing mining in Illirycum from different societal perspectives, writes of the extensive 

trading of ingots between Romans and indigenous craftsman from the Illirycum. He continues 

saying that this had been proved to be a practice even in times before Roman subjugation 

(Dusanic, 2004, p 311). Historical evidence is connecting these trades with ports in Ravenna 

in Italy as the transport of ingots from the deep, continental areas of western Balkan was 

possible due to the convenience of the rivers and sea-communication. Besides, land transport 

at those times was considered expensive and with regard to closeness of rivers and seaports it 

made transport of the metals and minerals cheap in Illyricum. In addition, historical evidence 

is proposing facts about Ravenna´s sailors, when discharged from their sailor’s duty they left 

to the mining areas to work (ibid.). So, by the time Romans enforced authority over the area, 

Illyrians had already had established entrepreneurial relationships with parts of Italics:  

“There would be nothing unusual about such a practice of collaboration between the 

“barbarian” smelters and Roman commerce, practice which was in com- plete harmony 

with the () Illyrican realities ofc. 14 BC.” (Dusanic, 2009, p 311). 

Dusanic (2009) goes further lifting up mining business as prosperous, even in the time of 

Roman control. Going back to the specificity of mining areas and its influence upon the other 

provinces, the attention has to be given to the fact that these areas had been supplying
19

 the 

entire Empire with gold, silver, lead, copper, aqueducts as well as manufacturing coins (in 

later stages). The districts had been named Res metallica (Dusanic, 2004, p 250). The 

administration of the mining areas was uniformed, with exception to some, where private or 

local ownership was maintained in regard to the special local conditions (p 261). However, 

the practice had been renting (leasing) the mining facilities in smaller parts where imperial 

procurators acted as bankers (tabernae argentariae
20

), supplying debtors with contracts and 

other means of collaboration.  

 

19Mining revenues from the Illyricum have been of high importance for two reasons: mining revenues from 

Spanish mines had been exploited earlier and therefore found to be insufficient; transport of minerals, etc. was 

considered much cheaper than from the other parts of Empire (Dusanic, 2004, p 265). 

 
20Tabernae argentariae –banks handled currency exchange, took deposits, paid interest, and made payments on 

written orders. Bankers helped clients with investments and through their foreign connections supplied travellers 

with letters of credit. Money lending was not considered a respectable occupation. (Dusanic, 2004).  
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Contracts, including the details regarding the production had been a way of securing leasing 

agreements between procurators and entrepreneurs. 

Dusanic (2004) continues with augmenting of two basic features of the Roman treatment of 

these areas: “their flexibility and their tendency to retain, whenever possible, the inherited 

“barbarian” forms of exploitation – social and technological in the first place” (p 250). This 

statement is confusing but, when being put in the time frame of 400 years (approx. 50 AD-

400 AD), that mining was a part of Roman industrial and manufacturing general value and, 

understanding the frequency of political, both, internal and external insecurities (violent 

throne successions, revolt of diggers and smelters of the metal and, not least violent, barbaric 

invasions, particularly in the north-east borders of the Empire) it becomes clear that other 

forms of revenue distribution and types of contracts could had been existing (Civitates 

peregrinae
21

). That what is known, apart from mining contribution to the masonry and 

manufacturing industry of other European parts at that time, is that administrative, social and 

military structure of the areas, had contributed to the changes in political structures of non-

mining areas.   

Their administrative centres had been called vici metallorum or central vici and what specifies 

these is that they had possessed custom-posts
22 

which were considered an important feature of 

mining economy, according to Dusanic (2004). The area under which they governed its 

economical activities (fiscal affairs) had been called argentariae (p 249, 254). Civitates 

peregrinae (diggers) lived in the vicis. They showed tendencies to rebellion as they, 

occasionally, hold the side of the invaders who threatened the Empire´s interests. In order to 

maintain efficient production and, hold diggers in obedience the principles of municipalities 

had been ordained to assist the collaboration between the communities of diggers and Roman 

towns (p 262). However, mining areas, as being of the highest economical interest of the 

Empire was also protected by the most advanced military troops. 

Conclusively, as the mining industry had been Romans high priority, their contribution to 

these areas and its population had been primarily in the areas of transport infrastructure 

(building network of roads from Salona and Narona, cities of Dalmatian coast towards mining 

districts), thence, allowing diggers some freedoms and allowances in return for their efficient 

labour work in the mines. However, circumstances in which these diggers and smelters of 

metal lived had reinforced diggers, already strong superstitious living style. Dusanic (2004) 

goes on saying that “ The diggers of ores as well as the smelters of metals were exposed to 

both exceptional difficulties and exceptional dangers, which generated spe- cific fears104; 

such fears deeply influenced the religious emotions”(p 264).  

 

 

21Civitates peregrinae A region within a Roman province, where the inhabitants were not actually Roman 

citizens, but were allowed a certain amount of self-government. (Online Encyclopedia, 

http://www.encyclo.co.uk/define/civitates%20peregrinae, 11-03-05 

22Custom-posts- they are significant to these areas as the other industries such as stonecutting, salt industry, etc. 

are not impregnated with such economic institutions  

 

http://www.encyclo.co.uk/define/civitates%20peregrinae
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Dusanic (2004) emphasis that religious beliefs these people had are having a homogenized 

structure but influences derive from different traditions. “The cultural climate of Illyrian 

mines owed much to that religiosity which was psychologically intensive, rich in monuments, 

and international in its traditions.” (ibid.) Superstitions these people had did not stand in the 

way as historical proof confirms that in some areas there were schools: “... a Greek school 

with an educated teacher” (ibid.).By this time, the foundations had been laid for even more 

intensified demographic and, developmental differences between the populations of Dalmatia. 

At first, it was the terrain which, by road improvements could have served as the intensifier of 

the development but, strongly centralized mining governance with focus on effective 

exploitation of the natural resources had only intensified reinforcement of superstition and 

pessimism of the natives. Allowances and privileges that some of these workers attained had 

not contributed to the wealth fare of the wider society. Superstition could be seen as the 

internal cause for slow process of change in terms of developing stronger economic society, 

however, by the late antic time, raising political instability, military expenses which resulted 

in high inflation, intensified tax requirements, are additional causes, when looking it from the 

Dalmatian point of departure of poor performance.  

To judge so harsh upon this society is to do its injustice as other, external and internal factors 

had a huge impact on raising insecurities that caused economic deprivation. Combination of 

these unfortunates resulted in population migrations to the coastal towns and smaller centres 

that had been built for purposes of accepting larger number of refugees. Diocletian (emperor 

in 4
th

 Century AD) introduced tax being paid by agricultural goods. This forces peasants to 

flee to those patricians who were set free from taxpaying. Further, this results in towns not 

being provided the service that rural areas fulfilled before. By-product of these circumstances 

is a decay of the previous affords to town expansions in building terms. Towns die or remain 

medium sized. Nobilities (citizens), at that time, are too busy with war engagements, science, 

art and profligacy, despite stagnation. They are least interested in investing in production 

while slaves and peasants are disinterested in innovations. External trades are difficult to 

maintain as the pirating is finding its way back to the important sea-corridors while land 

plunder
23

 is becoming an everyday threat to the remaining population of the hinterland 

(Skegro, 1999).   

In-between the emergence of Croats on the Dalmatian scene and establishment of the 

kingdom, Dalmatian towns were a property bargain between primarily Croats, Byzantine and 

later on Venice. But their governance could also be described as autonomic, where town 

officials (nobles) are determining of its internal affairs and partially, activities towards 

external influences (defence or exchange of goods and services). This quasi independence had 

allowed towns on the coastline and islands to maintain its economic survival.  

 

 

 

23Land plunder- soldiers not receiving wages are turning to the plunder, Ante Skegro, (1999). 

However, Croatians are losing the political dominance over these towns but they are 

withholding the Dalmatian hinterland which, by the unfortunate circumsances
24

, is becoming 
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even more traditionally and culturally divided from the coast. However, population in towns 

were heterogenic, primarily Catholics, and partially orthodox, deriving from antic origins and 

Croatians.    

By the 15 century, what was originally considered territory of Dalmatia had shrunk to the 

narrow parts of the coastline and islands. This is due to the Croatian-Hungarian king 

(remember the Personal Unity and Hungarian ambitions) selling these parts to the Venetian 

Republic for 400 dukats. Croatians withheld positions in the Dalmatian hinterland and rest of 

the western Balkan. This is the time of the Turkish invasions which put Croatian nobles in the 

next 400 years of war engagement dealing with war strategies, having little time considering 

socio-economic development of the Kingdom. 

Events that took place prior to permanent establishment of Venetian governance in the coastal 

and islands territory had played an important role in further economic development of the 

area. In the example of island Hvar, population continued its agricultural and animal 

husbandry traditions from Roman times. Olives, grapes, wheat and agrum were major 

agricultural branches. 

Production and storage was still considered to be primitive. Another difficulty was 

transporting these goods to the island centres situated in the higher altitudes, deeper in the 

continent of the island
25

. Land was (is) impervious carst which made transport to these storage 

magazines slow (Jukic et al., 2003). In 1331, population gathered around municipal 

Constitution in order to preserve autonomy and citizen rights prior to Venetian subjugation. 

Soon after, Venetians entered the scene and partially accepted the Constitution in the areas of 

legal and religious rights but, new political power had brought new ways of property rights 

distribution deciding upon how big the area of land each island citizen should withhold. The 

significance in the change is two-fold. Constitution went so long that it guaranteed 

distribution of land property rights even to the poorest citizens. Venetians did not change this 

legal municipal act that made possible for entire population to withhold parts of the land as 

the nine persons of ten were engaged in agricultural activities depending on its revenue from 

agriculture. However, they took rights away from the nobles and decided upon the size of the 

parcel surface for each person, “30 mattock (1 mattock=436m
2
)” and ordained period limit 

for legal property rights which was to be revised after 10 years of land use (Jukic et al., 2003). 

Another, rather witty Constitutional characteristic is an Act which states exclusion of the land 

which is unproductive, poor and situated in upland. This is another factor securing the 

ordinary citizen (peasant) a chance for decent living by making sure they do not attain such 

piece of land. 

 

24 This is the period of the beginning of Ottoman Turks´ invasions in the 15th century, and their subjugation of the 

large part of Croatian inland territory until middle of 19th century. 

25People on islands fled to the higher and more continental areas of the islands fleeing from the threats coming 

from the sea (pirating). 
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Municipality was considered owner of the land and leasers were citizens obliged to pay 1/6 of 

their revenue in goods while those renting premises for handicraft were suppose to pay 1/6 of 

revenues in currency (ibid.). Production of grapes had resulted in 5 000 barrels of wine each 

year. Olives and figs, both being important for islands export had been befallen by the 

extreme frost that hit Dalmatia in the times (2003). This had caused decrease in production of 

olive oil thus resulting in import of such oil. Figs export was of extreme importance for 

islands economy. Jukic (et al., 2003) is mentioning quick recovery of the figs despite frost and 

disease that attacked the sort soon after. He goes further stating the popularity of both, fresh 

and dried figs at the markets throughout Venetian Republic, describing the traditional way in 

which they were packed, in little boxes covered over with rosemary and grape leave (ibid.). 

Hvar natives had been prominent in fish salting techniques developed in the earlier stages of 

fish industry. The paper states that Hvar had a monopoly in the whole of the Republic on salt 

production and salted fish. Other important island´s export assets had been wax, lavender, and 

rosemary oil. One data provides information which states that 80 barrels of lavender was 

Hvar´s annual turnover. There is a historical documentation from north of Dalmatia, dating to 

1692, witnessing of a dispute between two families over a single right to harvest rosemary 

and lavender
26

). Local population used natural resources in an imaginative ways. Wax had 

been used for cleaning and polishing and bad quality wine was modified to suit cleaning 

purposes.  

History is providing another data regarding the overall turnover that island was accounting at 

the time. In 1559, island had earned 70 000 ducats which 15 000 from wine, 14 000 from 

sardines and 6000 from barrel production (Jukic et al, 2003). The authors are using additional 

data that accentuates importance of forest industry. Forest industry was decaying as the 

exploitation of forest, which had been going on since antic times, had caused disappearing of 

the forest and boosting of macchia and bushes. Local ignorance to use means of forestation, 

could be justified by, either saying that they were ignorant (unknowledgeable) or, as authors 

are suggesting, as a complement to the first conclusion, young local man devastating woods in 

order to avoid being put in the service of forest cutter by Venetians and for Venetians interest 

(Jukic et al., 2003).  

However, locals did start afforestation which, on the other side caused reduction in honey 

production as the low plant areas, which, in a case of afforestation started to be replaced by 

woods, provided a source for a good quality of honey. Argument as such awakes no worry 

but, when putting it in the context of the more global competition, by looking at the historical 

documentations, Split ( Diocletian, grounder of Split), being situated on the coastline, close to 

the Ottoman border had traded with Ottomans and other parts of hinterland, among others, 

with honey as well. Split became a strong competitor in selling and exporting honey to the 

wider Venetian market. This served as a direct threat to Hvar´s apiculture.  

 

 

26Aqua della Regina- the Water of the Queen- was a liquid produced in Hvar, used as the asthma medicine, 

containing, among others, lavender (Jukic, et al., 2003). 
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This is one of the examples that shows causes for failures but also dynamics of economy in 

Dalmatia and how their geographical and strategic positions played a role in afford to enhance 

its economic activity. That is also supported by competition between internal centres. Not to 

forget, in Hvar´s case, their intentional strategy in creating Constitution could be perceived as 

the legal institution that provided bases for further economical dynamics. However, even so, 

this is the time of insecurities related to the political instability of the neighbouring areas but 

also, Venetian strategy to reduce Dalmatian economic dominance in certain areas such as in 

animal husbandry which is represented in taxes put upon transportation of animals in 17
th

 

century in order to secure monopolistic rights in this sector given primarily to the bigger 

centres in Republic (Jukic et al., 2003).      

Other parts of Dalmatia, at the time, had been facing some similar, but often different 

problems and challenges. Mlinaric (2006), in her essay about pests and plagues in 18
th

 in 

north Dalmatia and their impact on the local economy as well as the state role in prevention 

and sanitation strategies, is bringing information that witnesses how strategic, geographical 

specificity can have an negative impact on the development and how these forms are 

reinforced by the high political decisions. 

First of all, landscape was often exposed to modifications, from low karts areas to limestone 

foothills with arable flysch valleys, rugged by under- and subterranean rivers. Such conditions 

preconditioned semi-nomadic husbandry and primitive agriculture. In these lowlands water 

was often retained for some time creating wetlands. Lands surrounding it were uncultivated or 

abundant. Retained water in the uncultivated land and channel, which goes deep into the 

hinterland caused formation of, so called, human niche of bad air, poverty, backwardness and 

hunger (p 42). Many endemic and epidemic diseases had been identified to be related to these 

kinds of areas. Big out-migrations had been taken place due to the spread of the illnesses. An 

interesting aspect author is bringing in which speaks of the Morlaci people. They are the ones 

that inhabited these rural areas after the massive migrations from the Ottoman ruled areas. 

Venice and Morlaci reached an agreement in which Morlaci are to defend borders of the 

Republic in exchange for free land owning, paying the tenth of its revenues to the Venetians. 

Author (2006) describes them as “them” as it was referred in the historic documents. Simply, 

they were considered being different and these differences between people and their 

perception of illnesses are related considerable to the differences in urban and rural areas. 

Those in the urban areas had been provided with institutionally organized organizations run 

by Church or local administration in places called: lazaret, quarantine, sanitary cordons, etc. 

Those in the rural areas often were to rely upon their family members where traditional belief 

and alternative medicine played a crucial role in giving care to the sick (p 43). Reinforced 

superstitions were accompanied with reconciled idea that endemic diseases are part of the 

daily life and part of that dammed land which they inhabited. The presumption is based upon 

the fact that these people lived on the edge of their existence (ibid.). It was also recorded that 

many public servants and church employees had fled the area when they were in fear of 

getting contaminated. Their reluctance to go back was so strong that not even a threat of 

losing an employment could had made them go back. Another aspect of importance was 

closeness to the Ottoman borders. Closeness to the borders had always incorporated an 

activity of trade exchange, but, in this respect, with trade relations and interactions, the 
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illnesses were able to spread easily, especially as the Ottomans refused to act upon the 

prevention and rehabilitation of sicknesses in the fashion that the Europeans had, due to the 

religious indoctrination, until 18
th 

century.  

Additionally, difficulty was related to the small wars and plundering that took place around 

these areas because of the closeness to the border. However, the economic stagnation, 

according to the Mlinaric (2006) is primarily caused by ambivalent property rights and fiscal 

duties (p 45). These causes are directly related to the decision-makers. They had realized that 

circumstances were alarming, as people were not able to produce enough for their own 

purposes. State needed to provide them with wheat products and similar goods for self use. 

However, state had its own calculation when considering stimulating development of the area. 

Republic´s strategy was to defend its monopolistic rights over certain goods (salt), illnesses 

spreading from the Ottoman area, fear that, if they were to invest in the hinterland, these areas 

could be fallen into the hands of Ottomans. These were just few of the state reasons for being 

reluctant in being more present in the area rather than just collecting taxes. History shows that 

some prominent and wealthy individuals had initiated projects in which some wetland was 

meliorated and which resulted in decrease of endemic illnesses. Brochures and other 

educational material was issued and distributed in order to educate masses. In the agricultural 

academies (first Academy was established in Split 1767) the wealthy entrepreneurs and other 

individuals willing to invest had hold seminars. State had received many proposals how can 

area developed. Demand for development and growth, once again had met unfortunate 

circumstances which was the decay of Venice. Soon, another transition was about to take 

place.   

The time Dalmatia had concluded its relationship with Venetia (1798) and came under the 

Austrian authority the Ottomans soon found its way back to Istanbul, and territory of region 

Dalmatia, governed directly by Vienna, had been additionally extended (under Venetian 

republic some wars had been von over Ottomans and the territory of the Dalmatia again 

included extensive part of the hinterland). The historical documentation ( Pericic, 2008), from 

the inward perspective is witnessing of peasants inability to use more advanced means of 

production. In that time, majority of population was involved in agriculture (focus is on 

hinterland and, to a lesser degree, islands). Land was parcelled in many small units. Landlords 

were not akin to stimulate population towards other ways of functioning. People, as 

Matchek´s documents show (Imperial advisor and governor of the region; referred by Pericic) 

they were not knowledgeable in replanting of more fertile wood. They are characterised by 

having high superstitions, too many customs and holidays that prevented them from being 

more productive on the land. According to governor, the inability was a problem of the 

property rights and landlords (un)willingness to change these conditions. Land was often 

rented out and not cared of by the landlords. Their concern was in gaining their revenues 

without investing in technology and educations of the farmers (coloni) who worked on the 

parcels. Dalmatia in that time was not able to produce enough wheat and other cereals which 

increased import of those goods which had a negative impact on domestic production. Wine 

grapes were planted in a manner that made collection more demanding which increased the 

price of the labour. Wine and olive oil storage system was improperly handled which 

increased risk of the decrease of wine quality. Despite such bad conditions of the agriculture, 
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for which writer blames system of Venetian Republic, writer (ibid.) is highlighting that many 

products had been Internationally recognised and awarded (p 238).  

In the middle of the 19 century there is a turn in this down trend. It is not before state 

established certain institutions and appointed an official to supervise the agricultural activities 

in Dalmatia that this trend started to change. This caused establishment of many different 

economic associations. One of them was first Dalmatian wine association that started with a 

capital of 100 000 fiorina divided in 1000 stocks valued100 fiorin (official valuta of the 

monarchy; p 240). This strategy obviously had other parallel components integrated. Adult 

education was one of them. So called teacher-travellers were put in service to educate farmers 

in more efficient methods of working with land and husbandry. They were even used in the 

public schools.  

There were three mines in the province mainly of stone carbon and slime with additional 

discoveries of potential other metals. The paper talks about a family that started an iron 

production but due to the lack of investments’ and high costs they were forced to sell (p 246). 

However, this area had also experienced revelation as the Austrian-Italian association took 

initiative. In the production of asphalt, the exploitation was low but potential in higher 

exploitation is recognised. Stone-cutting was a dominant area with high activities. However, 

the owners of these mines were predominantly foreign. The writer of the documents writes 

how mining is an important industry for the future development of the region. This maybe 

proves why owners of the mines are foreigners. One of the owners of mine was Duke 

Rothschild (by that time one of the most powerful economic family in Europe).   

In the area of small scale production there was a variety of different vocations. The 

production was often not advanced but still managed to produce products of high quality such 

as Maraska liker which, since 1854 had gained many International awards and was privileged 

to carry imperial emblem on its ambalage.   

The observation that this historic writer, an official of foreign origin, is highlighting is the 

dominance of private initiators primarily of foreign origin. The native population had faced 

many regulative limits when initiating large projects, primarily those that required more 

resources as the additional research was needed in certain areas of interest. The access to the 

larger funds was in favour of Austrians, Hungarians and Italians. This proves again the 

political powers intention in expropriating population but less visible as the economic 

complexity demands flexibility in allowing more and local individuals to gain access to the 

well of prosperity. This is also true for the Venetian time. However, Italians inhabiting 

Dalmatian territory throughout the history, until the Austrians dominance, can be considered 

part of native population. The Austrian and Italian magnates economically present in the 

Dalmatia, in that time are primarily considered foreign.  

In the time when Dalmatia, together with Istria, is directly governed by Vienna (Austria), the 

rest of Croatia is predominantly governed by Budapest (Hungary). Vranjican (2005) is 

mentioning the information which states that 56 % of the direct and indirect taxes that Croatia 

had sank in the Hungarian treasury box had been used to stimulate project initiated by the 

Hungarian actors in Hungary (p 335). He goes further saying that Croatia (in whole) has 

entered into the sphere of industrial reforms decades after the centres (Vienna, Budapest, 
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Venetia and probably other developed cities under the Venetian time in Italy). The data 

supporting this is found in the information on introduction of steam ships which had been 

used for the first time in Dalmatia in the 1835, 26 years after the Austria and 50 years after the 

Great Britain (ibid.).  

Dubrovnik, which had been an independent republic during the time rest of Dalmatia, was 

under the Venetians and Croatians had experienced large development especially as it secured 

strong trade relationships with other Mediterranean countries. Dubrovnik developed ship 

maintenance sector that linked too many more economic sectors in, service, production and 

trade. Dubrovnik, according to the Matchek´s sources owned 400 ships of high quality in the 

some point in 16 century when this Republic experienced high growth. Growth was not just 

evident in the pure collection of ravenous but in also in the changes in structures of society 

(by Appendini, the poet from that time, regarded ships as, sea falcons; Pericic, 2008, p 255). 

Matchek, the governor (referred by Pericic, 2008) speaks in his documents of the demand for 

more specialised craftsman and entrepreneurs which turned society from predominantly 

agrarian to be turning into predominantly entrepreneurial society. It is also lifted up that 

prosperity had been distributed over large share of population. Dubrovnik population showed 

openness to other nationalists as there is a historic fact that large groups of Jews, during 

persecution that took place in Spain, in 14, 15 century, fled to Dubrovnik and were allowed to 

establish communities (however, their movements were restricted; historic fact). Another 

growth factor was increase in population. This is important when society is moving into the 

more complex and demanding trade relationships. Surrounding context (mainly other 

Dalmatian area) was declining due to the wars, hunger, pests and out-migrations. However, in 

the time when Spain started wars with Great Britain, Dubrovnik supported Spain with 

extensive number of its fleet. In those sea battles, Dubrovnik had lost majority of ships, to be 

exact, according to documented figure, 120 nava (type of ships) had been lost (p 256). The 

second exogenous factor that wretched Republic was the disastrous earthquake in 1667 where 

Dubrovnik lost 6000 people and majority of the old buildings were in ruins. Nevertheless, and 

even if the recovery process was slow, the documents reveal that Dubrovnik fleet had been 

recognised in all parts of Mediterranean and its flag flaunt on its ships until the 19 century 

when Russians and Montenegro’s are destroying the major parts of the fleet.  

The importance here is to lift up Dubrovnik´s independence and neutral position while rest of 

Europe is engaged in constant wars. The neutral position allowed its fleet to be entering other 

foreign ports with least risk. In these times, the Dubrovnik fleet is the only fleet that had full 

access to the transport route between black sea and Atlantic.   

Russians that implemented the destruction of the Dubrovnik was under the governance of 

Vienna, which threatened Dubrovnik with destruction due to its navy trade dominance. This is 

also due to the fact that Dubrovnik maintained good trade relationships with Ottomans. In fear 

of further destruction Dubrovnik remained in blockade which caused five years of no-trade 

(ships remaining in the ports). Further data refers to the agreements between Vienna and 

Dubrovnik after which Dubrovnik again started to flourish economically and, as later 

becoming part of the Empire the strong navy orientation and integration with other Dalmatian 

areas had caused spill-over’s and soon the ship-building and sea-trade opened up for other 
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areas in Dalmatian, in more advanced ways as the revenues collected had increased opening 

possibilities for further expansion.  

In general, the extensive of the economic activities in as many as different areas is not 

possible to integrate into this thesis. What additionally has to be highlighted is, despite slow 

industrial development and restrictions that local population experienced due to its half 

colonial nature (centralised and monopolistic governments in Vienna and Budapest and earlier 

Venice) in those economic areas and where incentives were more available to the locals these 

individuals showed ability to be organised into economic associations towards perusing its 

aims at reaching its potentials and raising the prosperity.  

Conclusion is that those economic branches such as mining and production of metal and other 

similar natural recourses had been highly controlled by the centres, and incentives modified to 

suit large and state- protected economic actors. This is confirmed by Bicanic (refered by 

Vranjican, 2005) where he claims that monarchy is the main cause of not allowing these areas 

to advance quicker. Bicanic (in Vranjican, 2005) describes the situation where Maria Theresa, 

after being informed of its favourable magnates that there is a development of economy 

(factories and others in competitive areas to those of Austria) she goes so long and introduces 

heavy tax payments, restrictions on factory developments in certain economic sector, secretly 

stating in one of her letters to her trade minister Duke Chotek that these policies are to be 

implemented with highest secrecy, hold away from the media (2005, p 335-6). Another 

statement is the suggestion of stimulating manufacture with those products that fit the 

peasantry in Croatia and Hungary (interesting observation is that workers in the 

manufacturing industry in Croatia and Hungary were, in some factories Czechs and Germans 

(ibid.). Bicanic (ibid.) concludes that period of Austrian-Hungarian leadership of Dalmatia 

(Croatia) was of a typical colonial character. Colonialism is characterised by selective 

investments in exploitation of the natural resources and human capital. One of the mine 

owners had made an utterance in 1900 saying: 

“We are in no need of Africa or China in the next couple of decades as we can easily 

exercise colonial policy in our own country, and the first step is to strike over Dalmatia” 

(Vranjican, 2005, p 336).   

As obvious, the Austrian governance, even if did, primarily unintentionally, allow for some 

space for local economic actors to act which had enabled region to develop but, in general, the 

(un)hidden agenda was exploitation. Local economic actors had been primarily those from the 

coastal towns but farmers and those hidden in the mountain areas were neglected and literally 

expropriated.  Agriculture, which was least developed was maintained by the people primarily 

of the hinterland. Islands were on its way of decay due to its large out-migrations. The 

farmers had been characterised by the high superstitions and incapacity to use more advanced 

means in maintaining land. This was found to be fault of the landowners who showed no 

interest in investing in education of those farmers. Town population has been mainly 

entrepreneurial (SMEs). However, town population was in minority and, as history had 

shaped it, town sizes were small because of the constant threats from the outsiders which 

made them build around it and it that way it limited their movements throughout centuries 

(Dubrovnik is an exception).  
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The time in which Croatia is leaving the context of Austrian-Hungarian dominance is local 

investors with limited capacities, investing in less technologically demanding projects. Inland 

transport infrastructure is not developed. These conditions had played further importance in 

how quick (slow) this country or region has developed. 

In time Croatia entered the new political and economic space had been a catastrophe. Once 

the least developed region in the monarchy, now, in the new context, the most developed in 

the Kingdom. This had caused that industrial development and economic capacity was 

predominantly laid in the Croatian hands becoming a burden. The historic evidence is lifting 

up the central powers in Belgrade irresponsible distribution of ravenous that went far beyond 

the Croatian interests. The administration labour consisted primarily of Serbian population. 

Besides, Croatia entering into this new sphere had made it costly for its product to be sold 

outside the kingdom as the previously products were considered being domestic with no taxes 

sat upon them while in the new political and economic context Croatian products became 

taxed when entering Austrian market. Another disadvantage was contraction of domestic 

market which accounted for 12 million while Monarchy’s was 56 million. The change of 

currency had also contributed to the negative outcome and, lost of value of shares and stocks. 

Dalmatia in this context is less concern about the economic disadvantages but rather supports 

the idea of such a state- creation. First of all this is due to its long dominance of Italians and 

their persistent ambitions to regain its authority over region. Dalmatians strongly believe in 

such unity with rest of western Balkan. At this stage, Dalmatia accounts for majority being 

people from the hinterland. 

Prior to the Second World War, political instability was accelerating in the Kingdom and 

political leader of the Croatian peasant party was assassinated in the parliament house in 1923 

in Belgrade (historic fact). In 1927, the new Serbian royalty is taking over abolishing the 

Sabor (Croatian parliament; roots from 9 C; historical fact) and proclaiming the name of the 

country Kingdom of Yugoslavia in 1927. By the beginning of the war, Croatians are 

determining to get rid of Serbian dominance. When royalty fled the country leaving 

paramilitary forces to defend it, the Croatian right wing took over and proclaimed Nazi 

satellite-state (Ante Pavelic) selling Dalmatia to the Italian fascists (Mussolini). Dalmatia, 

once again became a periphery and second rated citizens. Partisan liberation army became 

organised and, together with other partisan forces in the rest of the ex-Kingdom was showing 

resilience towards fascists (capitulated in 1942) and Nazis. By the end of the war, country 

(Croatia and Dalmatia) were in devastated state and, as the Nazis were losers and as north 

Croatia was supporting the Nazi system in establishing satellite-Nazi state the idea of creating 

a new system, based on social ideas, influenced by Soviet Union, had been a spontaneous 

turn.  However, what has proved to be the case in the new formed Yugoslavia is the 

persistence of the dominance of the same ethnic group but mantled in a new political and 

economic system.  

Again a new political and economic context, context of poverty, reduced number and quality 

of human capital due to the expropriation and legally persecuted entrepreneurial levels of 

Croatian society ( “capitalistic” groups) together with Catholic Church officials who were 

perceived as supporters of Nazi system, ethnic cleansing (Italians, Germans, Hebrews). The 
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new criteria in administrative policy, confiscations and nationalisation of the production 

assets, collective policies within the agriculture based on a Soviet model are some of the state 

driven factors that further deepen the conditions for closing possibilities for an individual to 

act in a free manner, according to its own convictions. This is the context which had provided 

Dalmatia (Croatia) with growth that extensively rose much more than it was in the beginning 

of the 1900 but, Vranjican (2005) highlights that, when comparing Croatia with countries that 

could fit into the same group category in the end of the second world war, which is Japan, 

Croatian development had not being significant. Japan had gone up 3.4 times more than 

Croatia since 1900. Countries such as Czech Republic and Hungary, their performance had 

been higher in the beginning but lowered extensively during their period under socialist 

regime, however, in the latest transition process, these countries have shown ability to catch 

up (p 340). 

Dalmatia, deprived of its entrepreneurial space, deprived of its heterogenic demographic 

characteristics, with small town size, out-migrations (islands and hinterland primarily) for two 

reasons: political persecutions and western European demand for labour; rapid development 

of industrialisation of the coastal small towns with in-town migrations by the population from 

hinterland is what Dalmatia had experienced during the time of Yugoslavia. This necessarily 

does not have to be negative but when new system is build on the oppression of other, 

depriving certain groups of their rights for one-sided ideology, sooner or later, mostly 

expressed when economy is running downwards, the problems occur on the social and 

political market. This is exactly what happened to socialist Yugoslavia. This is exactly what 

Vranjican is emphasising, that, in the multinational state, with highly different cultural, 

demographic, developmental and structural specificities and in the frame of the system which 

is based on the principle of the proletariat dictatorship and with non-free market model, this 

was the context in which Croatian interest and developmental ambitions were not able to be 

possible to achieve stresses Vranjican (2005 p 339). In 1970s many student riots had taken 

place and in the 1974 new Constitution had been created allowing each Republic to choose 

separate way if the public consensus in each Republic has been reached. When this came to 

reality, nationalistic right wing in Serbia did not recognise the Constitution and made a choice 

to act as an aggressor upon Slovenia (first to determinably leave Yugoslavia which had 

experienced just 6 days of aggression) and soon after it was Croatian turn, but this time the 

aggression lasted much longer. In this period Croatia entered into one more transition but this 

time, the long longed national sovereignty proved not to be sufficient when looked upon as a 

final goal. Vranjican (2005) highlights the importance of having national state but it is 

necessary to look upon it as an institutional frame that is providing conditions for the society 

to be able to actualize defined goals through organisational gathering.  

Conclusion 

It is evident that hinterland was treated, from the Antic times as, primarily, colonial area and it 

is not until the arrival of Austrians that these areas started to open up and develop. However, 

when hinterland, in all seriousness, started to move from the agriculture, this was the time in 

1960s when Croatia, under Yugoslavia, was undergoing rapid industrialisation. This is the 

time when Dalmatian farmers are starting to, by gaining employment in one of the factories 

along the coastline, become urbanised, leaving hinterland for god. By this time, island and 
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towns changed in terms of decrease of original population due to the out-migrations 

(America, Australia, etc.), genocide and political persecutions, among others. 

By leaving hinterland for god, the informal modes of behaviour have not become the thing of 

the past. This behaviour, still strongly influenced by the Catholic Church, has been carried 

along to the towns. Suddenly, town culture, the way it was prior to the large town-migrations, 

have become suffocated by the enlarged quantity of culture; culture that has been moulded for 

centuries and to a large extend, different from the town-culture, which, in the new 

circumstances is considered minority. As we said earlier, towns have been deprived of their 

heterogenic character and population of the new Dalmatia are predominantly Croatians from 

the hinterland (carrying genetic trace of Illyrians, and Germanic tribes).  

The persistent political powers which showed no will, or no ability to bring consolidated 

changes in institutions, throughout the history, and frequency of changes in political powers, 

is what brought Croatia to 1991, when, exhausted and, again, facing the failure of historically 

bad choices, it’s on the new political and economic path, not being aware of the existing and 

dominant informal paths which determined its, almost, new miss of opportunity (still a 

sensitive issue and highly vulnerable due to the current political instability explained earlier).  

To sum up, colonial nature of the region relates directly to the political authorities that shaped 

formal institutional incentives. In the differences between towns and hinterland there are 

indications that hinterland, due to its long-term isolation, expositions to the wars and 

unwillingness of the political powers to bring incentives upon these places, have been 

developing culture that caused certain inclination to certain types of behaviour while in the 

case of the towns their geo-position, closeness to the markets, early heterogenic interactions, 

enabled them to develop more tolerant and inclined to learning and flexibility attitudes. In 

both examples, Catholic Church has played a very big role; however, the strongholds of the 

Church has been the hinterland, which highly depended on some credible authority, as it was 

always distant from the centres of the formal authorities, not just in time, but primarily 

because of the lack of investments in transport infrastructure and other structural 

shortcomings. Due to the decrease of heterogenic town -society and socialist industrialisation 

in the coastal towns in the 60s, towns experienced high urbanisation by, predominantly, 

population from hinterland.  

The three enforcement mechanisms have played integrated role in enforcing these two 

identified informal institutions, however, the colonial nature of administration has enforced 

the evolution of these behaviours, and frequency of the political changes had for consequence 

of influencing the change in demographic picture of the Dalmatian coastal towns, with the 

latest one influencing a large in-town migrations from the hinterland, causing the change in 

town structure. The additional enforcement of the hinterland culture, once they had moved to 

the towns, has been their identification with sufferings of the Catholic Church caused by the 

socialist regime’s treatment of the Church, which strongly supports North´s elaboration on 

informal institutions cultural impregnations, strongly linked to the influence of the religious 

believes (1993).  

That which is possible to induce from the above presented economic development picture, in 

regard to identified informal institutional paths and their enforcement mechanism is evolution 
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of the two different informal institutional paths and distinctive three enforcement 

mechanisms.  

The two informal institutional paths could be distinguished as: town culture and hinterland 

culture. 

The crucial enforcement mechanism can be categorized as: 

- The colonial nature of the political administration 

- Frequency of political changes 

- The impact of the dominant religious organisation 

 

V. Discussion 

1. Identifying reformers in Croatian transition process  

The historical regional economic analysis has established existence of two modes of informal 

behaviour. Both of them could be considered evolving under the different conditions. One 

mode of behaviour, normatively accepted in the society has evolved under the conditions of 

fewer transactions costs, which opened possibilities for developing skills and ability to handle 

independently. These described conditions are modes of behaviour related to coastal area of 

Dalmatia. They have proved to be able to take advantage of the incentives that were given 

them in certain time of history. This group is representing the group who could be potentially 

path-finders but of a character that serves as social innovators (Pejovic, 2003). When political 

equilibrium, which puts constrains on political power, in both economic and politic meaning, 

securing wider property rights and invests in education, promotes values of cooperation, 

equity, solidarity and hard work (basic values in Western cultures), the transaction costs 

would decrease. This would be a product of, potentially, informal institutions, which pushed 

for reforms that transformed those informal institutions in formal, if there has been an 

institutional vacuum within the formal institutions. However, what Pejovic (2003) is claiming 

is that prevailing culture, imbedded in the minds of elite and people in the countries of SEE 

(Appendix) is the one that does not recognised legacy of the capitalistic institutions due to its 

inclination toward those types of informal institutions that are strongly accentuating 

collectivism. He (2003) goes further saying that nationalism (a wide spread phenomenon in 

the SEE) is enforcing culture of collectivism. Culture of collectivism, in the empirical part of 

the thesis is defined as a culture of the hinterland. This type of culture is closely attached to 

the values that existed in the times when formal institutions did not officially exist. North 

(1993) defines this type of informal institution as rooted in culture and culture is highly 

enforced by religious believes. What characterises this type of institution is the inclination to 

violate rule of the games imposed by formal institution. Here, there is a need to clarify 

something. Violators of the formal rules, in the context of the thesis, are those groups that 

Pejovic (2003) is naming bums. They are those path-finders that are inclined to strongly 

oppose those reforms, reforms that strive after establishing formal institutions and political 

equilibrium of the Western society´s type.  

Reformers in Croatia have been, with good reasons, pushing for reforms, but, the result, so 

far, have been disappointing. Why? In the case of Croatia (Dalmatia), this is highly relevant. 
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Croatia, before entering Kingdom with Serbs and Slovenians in 1918 (named Yugoslavia in 

1927 due to the abolition of Republics´ parliaments by, Serbian monarchy´s establishment of 

dictatorship; historic fact) had been the most developed (least developed within the Austrian-

Hungarian monarchy, prior to Slavonic confederation) Republic (Vranjican, 2005). Entering 

this political contract, and Serbian political dominance, due to its participation in the First 

World War (makes Serbs winners, attaining a large international social support while 

Croatians, being losers due to its participation in the First World War as the citizens of the 

Austrian-Hungarian Empire) have deprived Croatia of another opportunity to advance, both, 

technologically and in terms of competence. The same national structure had dominated 

during socialist Yugoslavia (Serbs) despite Croatia being most developed even under that 

administration. Taking into the consideration that, historical initial conditions, prior to the 

industrial revolution, have already enforced persistent development of the type of cultures 

that, especially one of them is in particular sensitive to the nationalistic feelings and 

attachment to the Catholic Church (religious values), in the latest times, with mainly 

projecting its developmental failures through Serb issue (escape goat), it is no wonder that 

need to reform the country, primarily in the institutions that so strongly accentuate hatred 

towards previous system, is going to be implemented. Having formal institutions such as: new 

constitution, democratic parliamentary system, major capitalistic institutions such as reforms 

of the financial sector and privatisation (fast transition in the area of privatising on both, 

small-, and large scale and de-nationalisation of the properties, confiscated by the socialist 

governments, in the beginning of 1945) proved to be a major activity in the transition 

beginning, in 1991) have been a the substitute for Croatian people (Croatian nationals with 

support of the minority groups, Italians, Hungarians, Austrians, which had been deprived of 

their assets by socialist Yugoslavia, indirectly governed by the Serbian dominance) for the 

long history of not cared for.  

Now, the path-finders, in the context of Croatia, in 1991, could be perceived as, either, social 

innovators or bums (terms used by Pejovich, 2003, p 8). Pejovich (ibid.) uses the example of 

the European groups, who explicitly violated the existing institutions and were sent to exile by 

the authorities. This is the time of discovery of the New World. When these groups came to 

the New World, their actions created states, which today is USA or Australia (no need for 

more elaboration). 

Having in mind justified motives of Croatian reformers in the beginning of the transition 

process, motive deeply rooted in the history, enforced by the high transaction costs in the 

beginning of the transition process, this makes Croatian reformers being of the same type of 

path-finders as the path-finders of the first American settlers. But, is there any difference 

between the reformers of American settlers and Croatian reformers of the latest transition, 

and, in that case, what is the difference? 

1991 brought dramatic changes. Revolution has succeeded. The nation was re-established 

after 900 years of long longing (time when Croatians established its first kingdom in 9 C). 

The war started. Inflation skyrocket (concept borrowed from one of the thesis resources; AN), 

unemployment skyrocket. Why? Because, Croatia, once again, and not so long ago since the 

last time, was in transition (remember: frequency of the Croatian and Dalmatian change of 

political powers). This brought consequences, due to the exogenous and endogenous factors, 
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such as: the market of ex Yugoslavia deteriorated, large companies lost their market, state is 

in bankrupt, no resources, war, you name it ( see Vranjican, 2005).  

However, to remind you, I have said, in the beginning of the thesis, that, despite these obvious 

problems and their obvious impact on transition (it can never be ignored), the Croatian 

economists evaluate Croatian transition shortcomings as failure of the political powers 

(Bicanic et al, 2003ab; Vranjican, 2005; Kulic, 2001; Santorini, 2010; and many more; many 

country reports on transition evaluation on Croatia, to be found in the reference list). One of 

the headlines in the work of Slavko Kulic (2001), referring to the transition outcomes in the 

first transition decade starts with: 

“Imprisonment of mind, rejection of the principles of morality and subordination to the 

principle of profit” (Kulic, 2001, p 1116).  

In this highly critical work, Kulic (2001) is highlighting that Croatian economic situation is 

without conception, driving Croatian economy towards un-sustainability instead of 

capitalisation. Under such conditions economy becomes exhausted, without strong force that 

is willing to drive the economy forward, causing for the decrease in international interests to 

invest in Croatia. FDI is less inclined to invest in the countries with low capital strength, 

which means that Croatia is highly dependable on somebody else’s economic power and 

political will. The intake of high debtor’s position reinforces behaviour that continues in its, 

already, historically persistent path, which is, according to Kulic (ibid.): slave, non-

productive, and non-android type of behaviour, gliding into the abiotic zone where organic 

substance becomes consumed faster than it has been managed to be created. The writer goes 

even further and deeper, saying that, there is a risk that, if Croatia does not start with changes 

in its (economic) behaviour, characterised by behaviour which reduces life, in its natural 

environment in which it is placed, it is doomed to disappear ( Kulic, 2001). 

When Croatia started transition war was in force. Croatians in exile, mainly people that were 

highly attached to the values of the Catholic Church, in enmity with Serbs, due to the political 

persecutions since Croatia entered into the union with them, in 1918 (Croatia halls responsible 

for committing atrocities over Serb minority during satellite- Nazi state in the Second World 

War; Dalmatia was not part of it). Many carry their parents´ and grandparents´ stories of 

persecutions in their subconscious. The public consensus created support for the political 

power that, in the beginning of transition took over the leadership of the country (se especially 

Bicanic et al., 2003a; Santini, 2010; there are additional documents from the same authors). 

The instability in the beginning of the transition demanded reforms and changes. In the 

turmoil of darkness of the 90s, in Croatia, the de facto power is raising out of unfairly attained 

assets and riches (however, not all business people in Croatia have gained de facto power 

through means of corruption). De jure power is creating incentives, which, in the process of 

privatisation of (previously state- owned companies) is providing space for illegal activities, 

with no consequence for actors, reaching for the means of competing informal institutions. 

Acemoglu et al. (2002) refers to Robinson (1995) who speaks of manipulation of neoclassical 

economic approach in the privatisation process which, in the examples of Latin America, 

redistributed rents by reducing competition, giving the assets to the political supporters (p 12). 

Problem is not only with having few groups attaining riches, the problem becomes a problem 
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when these groups have access to the recourses together with access to the human capital, 

willing to support and assist these groups when they decide to move into action and effect the 

political equilibrium. Such reformers are needed, but, in the context of Croatia, these 

reformers can be characterised by bums, rather than social innovators (Pejovic, 2003).Croatia, 

at that time was in desperation to establish political equilibrium but type of equilibrium, 

which de facto power in 90s exercised had nothing to do with what the transition outcome that 

Croatian public perceived. The problem appeared that, even de jure elite had been infiltrated 

by de facto power. It is possible to suspect that de facto and de jure have been an integrated 

force, using the means of competing informal modes of behaviour (se Helmke et al., 2004). 

They had managed to establish form of political equilibrium that was supported by the public. 

Public acted in the manner which Helmke et al. (2004) characterises as accommodating, 

where modes of behaviour are violating the spirit but not the word of the formal institutions.  

When looking deeper into the institutions, they started to be highly politicised. Reports 

(COM660; etc.) are indicating that judges, in the beginning of Croatian independence have 

been chosen according to their political preferences. This was not just the case with legal 

institutions but also with administration and others. Documents also state of low 

professionalism, employment excluding the criteria of merits (Pejovic, 2003).  Pejovic (ibid.) 

emphasises that culture of the western society (closed to the definition of my invented culture 

of town) is merit-orientated, rewards performance, encourages risk taking and promotes 

entrepreneurship (p 13).  

The symbioses between de jure and de facto power had been shaken when new election in the 

2000 resulted in the lost of the elections of the HDZ, which had been in power for decade. 

Bringing into the picture the two distinctive cultures, which has been elaborated for earlier, 

the culture of town and the culture of hinterland, provides some sense. The pressures in the 

beginning of the transition made people successfully join around same goals due to all that 

burdensome past. The nation building was a climax, the reached goal and suddenly, all 

stopped. Vranjican (2005) is saying that Croatian nation building should not have been a goal 

to reach but rather condition for successful transition towards prosperity aspirations, so longed 

after by the Croatian society. The result of the 90s political equilibrium had created superficial 

prosperity, suddenly (in the second half of the 90s), additionally imposing over people the 

false feeling that the HDZ, who based its propaganda on nationalism, supported by the 

Catholic Church (Bicanic et al. 2003a; etc). But, stability, in terms of political equilibrium, 

should, in the context of global market, with all its complexity, provide incentives that will 

reduce the transaction cost for the actors. But, what was happening was a criminal 

privatisation and political deals behind the closed doors. Incentives for economic freedom 

were not in place for majority of actors. People, on the other side, were inclined to find means 

of functioning in some of the informal institutions indicated in the thesis.  What can be 

concluded, according to what reports are indicating in regard to the public administration, is 

that there is a culture of bribes, highly dispersed over administrative levels. This indicates that 

modes of behaviour, which are inclined to the divergent outcomes of formal institutions, are 

present at all levels of the society, not just at the levels of political powers (de facto and de 

jure). This indicates that larger public is accommodating to the dominant informal institutions 

of negative character (detrimental to what reforms have as goal).  
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However, the pressure that Croatia has been embraced to by the international community, due 

to the suspicion of the committed crimes in the homeland war, together with, obvious to 

public, privatisation that had created powerful de facto elite and, and the temporary prosperity 

in the 90s that started smelting away, it was clear that all these outcomes were due to the 

inefficiency, incompetence, unwillingness and highly corrupted political elite, at that time and 

public started to show resilience toward these power structures in force. This came about in 

the beginning of 2000 elections that had supplied result that in no means was in favour to the 

powerful de facto elite (remember: de jure and Catholic Church are involved in this group). 

Instability and uncertainty was again a reality. The group that lost elections relied on the vast 

majority, however, these elections have, actually, revealed of the stronger existence of the 

different culture than the one that was so evidently visible in the 90s. Something different was 

about to happen or? 

De facto power is losing; a new de jure power is entering the political market. The culture, 

assumed to be the one inclined to the divergent outcomes of the institutions of post-

modernism (post-modernism-strong consolidation of the democratic and capitalistic 

institutions rooted in the culture of “freedom”- concept used to describe values in the Western 

society) is in shock. Their power enabled them to pursue, by any means, new way of getting 

to the same position prior to the elections in 2000. This created an enormous political pressure 

on the country. Nevertheless, during this period, Croatia entered into the membership prospect 

of EU, signed some important bilateral agreements and became the member of NATO and 

WTO. The generals accused of war crimes have been delivered to the Haag Tribunal. Growth 

has taken its pace, but, reform of the major institutions has still not taken place. The liberals 

lost in the new elections in 2003 to the, again, HDZ. Besides, the last two parliamentary 

elections in Croatia brought HDZ into the power but, this time with lot less majority votes, 

which forced them to enter into the coalition with many minority parties, among others, 

Serbian party, ISDP (Appendix).  

Until the global economic crises in 2008 reached the shores of Croatia, economic situation 

was in the state of deterioration despite raising tourist sector and symbolic FDI. The most 

visible shortcoming was the persistence in unreformed institutions, unemployment, 

corruption, etc. To be able to gain understanding in the reasons behind such persistent 

inability to move forward, it is not enough to blame incompetence. As slow as it might come 

forward, Croatia has been generated technocrats able to provide professional and scientific 

guidelines (Bicanic et al, 2003a). In addition, Croatia is on the same level as majority of 

successful transition countries in use of internet services, which, again, means that 

technology, on the micro-level is not an issue.  

When Croatia established its democratic institutions, what public expected was that 

democratic institutions will create democratic effect by self-reinforcing output. However, 

what was forgotten is the fact that even self-reinforcement mechanism is in the service of 

people and their subjective mental models (North, 1993). Institution is not a body of its own. 

It is a part of the people´s mental maps. Dragos et al. (2009, p 149), states that establishing 

democratic institutions in the vulnerable time of transition (beginning) can cause decline in 

national output. So, introduction of democracy and its consolidation (Croatia consolidated in 

the early 2000) recommended by initiators of Washington consensus, being a blueprint for 
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other countries to follow as a frame, in transition process, cannot be relied on. Fareed Zakaria 

(referred by Pejovic, 2006) who claims that the rule of law and democracy, in the countries 

with new parliamentary system, are not overlapping concepts as seen in the western world. 

This is due to the lack of economic and social freedoms. The rule of law is perceived as 

consolidated formal institutions of capitalism: private property rights, contract rights, 

independent judiciary, and constitution (p 12). Pejovic (2006) quotes Robert Barro who states 

that countries with low democratic initials and rudimental laws, when opening to the market 

economy, the increase of democracy is less important than the rule of law (p 13). According 

to Acemoglu et al (2002) the rule of law is not easily interpreted into new context because it is 

compatible with a requirement of reform of the societal norms and ways of doing business (p 

9). He continuous (2002), bringing up examples of countries that experienced 

disappointments, such as those in South America, that put too much confidence in 

Washington consensus. Washington consensus emphasizes need for the market -isolated 

countries to establish democratic machine that guaranties convergence towards the standards 

of, primarily USA, being chosen as a role model. Just modelling other “good institutional 

examples” in such narrow manner is detrimental when looking into the provided experiences. 

Persistent instability is slowing down the reform process, which directly results in conclusion 

that legal and administrative institutions will not be changed soon, and they are already 

perceived as late arrivals on the reform agenda. If it is true that Croatia has been, in recent 

period, implemented reforms within legal structures and administration, the risk is, due to the 

persistence and recent enforcement of higher levels of political insecurity (Haag Tribunal and 

Croatian generals) that these institutions might not be able to reach the structures affected by 

the persistent inefficiency and inclination to bribery (corruption). State has not managed to 

establish positive political equilibrium, and despite the fact that de facto powers, on national 

level are decreasing in its influence, the regional picture might be different.  

Another risk is, under the condition that reforms, within these areas, have taken place, that 

local political powers might have enforced use of informal institutions, divergent to the 

outcomes of the formal institutions because these have not been in place. When they arrive, 

there is in force already informal institution that secures positions of local political powers. 

The state, even if it deprives them from the political de jure power, they can still exercise 

power through de facto structures. There is a need to take into the consideration that, both 

institutions and de jure power, in Croatia is rating low by the public, on credibility. 

This new unbalance within the state political powers, since 2000, created political market, 

diversified by fragmented interests and different views upon how to pursue reforms. There is 

no political consensus on important institutional problems. In the economic side, the 

privatisation of the major state-owned industries is in crisis. People are without employments, 

half sized companies, sold to the foreign owners have not being revitalised, and many of them 

went bankrupt. State is increasing debt and no major changes in efficient allocation of the 

state resources is visible, still, poverty is low, but persistent, medical standards are high but 

people are smoking as never before and indulging themselves to that extend that Croatia is 

rated the most fat European country. The credibility of the political power has decreased 

enormously.  
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2. Reformers in the context of the region 

Regional analysis has been chosen to provide with the answer on informal institutions that 

derive from the historical cultural context. There are several reasons why this is relevant. In 

the structural analysis, Dalmatia is a lagging region, in both, national and European context. 

This is additionally alarming as region, looking at the comparative advantages, has all 

attributes to be potentially leading region in the, both national and European context (Cedaka, 

2010). Moreover, the region is, on average, more supported of the right wing political parties 

and mainly populated by the people from, hinterland, who, in large numbers, collectively 

moved to the coastal areas in the time of major Croatian industrialisation, in 1960. 

History has provided with an example of the Castile (Spain), which was a region that was 

dominating in political power sense, but political equilibrium and informal institutions behind 

had persisted in increasing the transaction costs which withhold the whole country in 

detrimental state for hundreds of years. What we know of Castile is that the dominating 

culture was very similar what thesis is indicating that is the dominating culture in the region 

of Dalmatia. The difference is that Dalmatia is not leading political region as Castile was 

chosen to be. This is another challenge. Closer example can be traced within the US. South 

has been a region that struggled to persist in the same political equilibrium, which kept 

second-rated citizens uneducated and impoverished due to the imperfect property rights. 

However, when this group (de facto power) was deprived of the de jure power, they could still 

remain influential, withholding the same political equilibrium long after the loss of de jure 

power due to its influence over local administration and politicians. What differentiated them 

from the North of the US, at that time, was the fact that the culture they were impregnated 

with was fundamentally different from the one in the North, which could be defined as the 

culture whose values are rooted in the religious components such as cooperation, equity, 

solidarity, hard work (North, 1993; Accemoglu, et al. 2002; Tridico, 2007).  

Departing from the established conclusion that corruption is a widespread phenomenon and it 

is presented in the local administrative structures, it is highly relevant to assume that region is 

dominated by the modes of behaviour, which are incline to be of competing (inclined to 

corruption) or accommodating nature, meaning, violating the spirit of the formal institutions 

because they do not provide incentives, but agreeing with their word (Helmke et al, 2004). 

These both types are supporting dysfunctional formal institutions and the political equilibrium 

which do not constrain political powers, and it does not provide strong property rights. It is 

also assumed that such incentives, by the formal institutions are influencing population´s 

inclination to pursue higher types of education (mostly relevant in the context of the 

knowledge-based economy). Another interesting observation is the type of informal 

institution, possibly present within the region, is substitutive informal institution. This 

informal institution is the one approached by people due to the lack of credibility in the 

formal institutions. In the example with the North of USA, it has been stated that North, when 

there was a lack of formal institutions, people were using the religious institutions that 

provided them with a support in order to be able to coordinate social interaction. However, 

church, as the institution, served as the enforcement mechanism of the values mentioned 

above. In the Dalmatian case, this is obviously not the case, not at least in the wider spectrum. 

The vast reports assessed in the work of thesis states of the low human capital, not equipped 
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to answer the demand of the knowledge-based economy, in the global context (IMF, 2007). 

However, the decreasing influence of the right wing and the church is visible through last two 

elections, which have, however, put HDZ (Appendix) in power, but voting balance has been 

evident, even in the region.  

3. Conclusion 

It is obvious that countries depend not only on its state political equilibrium. There are two 

levels, state and regional level. State level, even if its determined to pursue reforms towards 

establishing political equilibrium of the Western kind (culture of solidarity, equity, etc) and 

formal institutions that support such equilibrium there is always a dangerous with de facto 

power, on state level, that might have access to the resources and majority supporting their 

ambitions, what could happen is the revolution leading to establishment of the political 

equilibrium of the colonial type (Acemoglu et al, 2002). Croatia is, in the latest period 

activated anti-corruption means and many prominent de facto groups have been a target for 

the persecutors on corruption. However, reforms, on the state level are slow due to the 

persistent political instability. De jure powers are almost sharing the same amount of political 

power, not cooperating in the way that could disowner de facto power of its influence. This 

also results that major reforms within legal and administrative institutions are going too 

slowly. The vicious cycle is that not having efficient legal system the de facto power will be 

able to have access to the resources and even continue manipulating with majority.  

The further conclusion, on local level is that this political instability on the state level would 

widen the discredit feelings within the local population toward formal institutions, especially 

the one characterised by the culture of hinterland, inclined to the competing modes of 

behaviour or accommodating (supporting the inefficient political equilibrium). The informal 

institution such as substitutive, which is defined as the one exercised when there is a lack of 

credibility in the formal institutions, could be used by the majority, majority that is closely 

related to the Catholic Church. Church could be used as the context that enforces certain 

feelings and behaviours with population.  

The latest events in Croatia with convicted generals in Haag and Tribunals´ statement over 

Oluja action of being a product of criminal organisation; with global economic crises and 

pathetic persistence of unemployment rates still deepening the crisis, Croatia has not yet 

reached for the worse means in changing the situation. In the work of Susjan et al (2008) it is 

indicated that institutional variables, having highest impact upon reform process, is political 

and social climate, which this thesis claims, it is the major issue in the Croatian transition, at 

the moment. However, in the work of Dragos et al. (2009), when looking into social capital 

variables and comparing it with economic and structural, when measuring people´s 

preferences over the political system, it comes along that social capital variables are mostly 

significant (also education, age and gender, see theoretical part). People that show positive 

attitude towards foreigners, minority groups, etc, are more supportive of democratic system 

than autocratic. If it is to rely on these results, Croatia has been very politically unstable, and 

it is at this very moment. However, the events that over through governments has not yet 

become a reality. On contrary, voting process has been judged as righteous and functional 

according to the standards required by the international consensus. Some demonstrations have 
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taken place with motive to accentuate unpleasantness with current situation, directing it 

towards state de jure power. If anything happens, in the manner of sudden, revolutionary 

changes, the very big issue is, is Croatia able to avoid the iron law of oligarchy (new elite 

with a same mind set; Acemoglu et al., 2002). 

 

V. Recommendation 

I hit the wall when I tried to exercise, in my mind, how the proposed recommendations, by the 

researchers, could be translated into the country and regional context. In that exercises I 

realize the need for even more detailed and context bounded analysis, which would need to 

include more complementary methods in acquiring data.  I could say, at this stage, that de jure 

power of the state should continue reforming, in which pace that go, having in mind 

decreasing the costs for the majority, especially SMEs, giving them opportunity to raise and 

compete with larger, de facto groups, who are, at the moment, raising its de facto power and 

integrating with de jure. I could turn to Helmke and Levitsky (2004) and suggest to the state 

de jure power that they should, even if history proves that changing modes of behavior such 

as hinterland culture is doomed to be subject of incremental process, they should try to change 

external environment, changing the distribution of resources and power, strengthening those 

that want to see changes and weakening those that do not want to pursue reforms. In Croatian 

case, and regional, these are big words. Croatia needs fast reforms but all patterns show that 

there are no enforcement mechanisms strong enough to produce drive for the changes to be 

accelerating. The incremental change process is not a bad alternative (if at all can be looked as 

an alternative), but, when living in the world to which Croatia has exposed its self, 

incremental process would just widen the gap between worlds from which Croatia has been 

already distant due to the difficulties in the transition.  Helmke and Levitsky suggest that it is 

necessary to look, among others, into the how informal institutions come forward and which 

mechanism enforces them. This study can argue have achieved that but, they suggest further 

to look into the sources of their stability and change and what makes political actors to 

formalize rather than oppose them.  

Croatia is on the way to EU and much more resources will be available to the regions once 

Croatia becomes a member. This is one additional enforcement factor that supports more 

rigorous research on how to pursue reforms, which create incentives that change political 

equilibrium towards more efficient one, thus creating the environment that supports the 

incentives, on the regional level. This opens up many possible answers in the style of big, 

generalized sentences; however, the answer is, meeting the region on its level.    

 

 

 

 

 

 



74 
 

References: 

Acemoglu, Daron and Robinson, James, (2002). The Role of Institutions on Growth and 

Development, Working Paper No. 10, Commission on Growth and Development. [online], 

available at : <URL:http:www.growthcommission.org/storage/cgdev/.../gc-wp-010_web.pdf> 

[Accessed 15 February 2011]. 

Acemoglua, Daron; Johnson, Simon, Robinson, James and Thaicharoend, Yunyong, (2002). 

Institutional causes, macroeconomic symptoms: Volatility, Crises and Growth, Journal of 

Monetary Economics 50 (2003) 49–123. 

Bertelsmann Stiftung, BTI 2010, (2009). Croatia Country Report. Gütersloh: Bertelsmann 

Stiftung. [online], available at : <URL:http:// www.bertelsmann-transformation-

index.de/170.0.html > [Accessed 15 February 2011]. 

Bicanic, Ivo; Gligorov, Vladimir and Krastev, Ivan, (2003b). State, Public Goods and Reform. 

Global Development Network (GDN-CEE). University of Zagreb, Croatia, the Vienna 

Institute for International Economic Studies, Austria and Centre for Liberal Strategies, Sofia,. 

Bulgaria; [online], available at: <URL:http:// 

www.wiiw.ac.at/balkan/.../GDN_UnderstandingReform_thematic_paper.pdf> [Accessed 15 

February 2011]. 

Bicanic, Ivo and Franicevic, Vojmir, (2003a). Understanding Reform: The Case of Croatia. 

Global Development Network (GDN-CEE. Zagreb: Faculty of Economics, [online], available 

at : <URL: http:// www.wiiw.ac.at/balkan/.../GDN_UnderstandingReform_Croatia.pdf> 

[Accessed 15 February 2011].Christa, (2009).  

Communication from the Commission to the European Parliament and the Council 

(Commission Staff Working Document), Enlargement Strategy and Main Challenges 2010-

201, Croatia 2010 Progress Report, COM  (2010) 660, [online], available at: <URL: http:// 

www.mvpei.hr/.../101110_Izvijesce_o_napretku_HR_za_2010.pdf> [Accessed 15 February 

2011]. 

Cohesion Report, Report from European Commission (2010), Investing in Europe´s future, 

Fifth Report on Social, Economic and Territorial Cohesion, Luxemburg: European Union, 

[online], available at : <URL:http:// ec.europa.eu/regional 

policy/consultation/5cr/pdf/answers/.../etuc_en.pdf>[Accessed 15 February 2011]. 

Čavrak, Vladimir, (?). Regionalna Politika i Regionalne Nejednakosti u Hrvatskoj- Sto ce 

studenti u ovom poglavlju nauciti? [online], available at : <URL:http: 

web.efzg.hr/dok/MGR//cavrak/Reg_politika_GH_udžbenik.pdf>[Accessed 15 February 

2011]. 

Doric, Petar, (2010). Nations in Transit- Croatia, [online], available at : <URL: http:// 

www.freedomhouse.eu/images/nit2010/NIT-2010-Croatia-proof-II.pdf> [Accessed 15 

February 2011]. 

Dragos, Christian; Beju, Danjela and  Dragos, Simona, (2009). Public and Financial 

Institutions in Transition Economies: An Overview and Recent Evidences from Central and 

Eastern Europe, Managing Global Transitions, Vol. 7, issue 2, pages 147-170. 



75 
 

Dusanic, Slobodan, (2004). Roman mining in Illyricum: historical aspects, [online], available 

at:<URL:http://www.fondazionecanussio.org/atti2003/dusanic.pdf> [Accessed 15 February 

2011]. 

Dušanić, Slobodan, (2009). The Valle Ponti lead ingots: notes on roman notables’ commercial 

activities in free Illyricumat the beginning of the Principate,[online], available at: 

<URLhttp://www.scribd.com/doc/24405585/Roman-Mining-in-Illyricum-Historical-aspects-

S-Du%C5%A1ani%C4%87> [Accessed 15 February 2011].   

Extract from the Communication from the Commission to the Council and the European 

Parliament "Enlargement Strategy and Main Challenges 2010-2011- Conclusions on 

Croatia”, COM  (2010) 660final, [online], available at: <URL: http:// 

ec.europa.eu/enlargement/pdf/.../2010/.../conclusions_croatia_en.pdf>[Accessed 15 February 

2011]. 

European Commission (EC), (2010). Eurobarometer 74- National Report –Croatia, Public 

Opinion on the European Union, [online], available at: <URL: 

http://www.delhrv.ec.europa.eu/files/file/eurobarometar/HR%20EB74%20NATIONAL%20R

EPORT.pdf> [Accessed 25 April 2011]. 

Fischer, Stanly and Sahaj, Ratna, (2004). Transition Economies: The Role of Institutions and 

Initial Conditions, FischerSahay-Calvo Conference-April14.doc April 14, 2004. 

Helmke, Gretchen and Levitsky, Steven, (2004). Informal Institutions and Comparative 

Politics: A Research Agenda, Weatherhead Center for International Research, Harvard 

University. 

Hrvatska Gospodarska Komora- Zupanijska Komora Split (Croatian Chamber of Commerce- 

Regional Chamber Split), Gospodarska kretanja splitsko-dalmatinske zupanije u 2010 godini. 

<URL: http://www2.hgk.hr/komora/hrv/zupkom/Split/hgkcms/repository/GK_SD_2010.pdf> 

[Accessed 25 April 2011]. 

 

Jafarov, Etibar and Ilyina, Anna, (2008). Republic of Croatia, (IMF Country Report No. 

08/159), Washington D.C., European Department, [online], available at : <URL:http:// 

www.imf.org/external/pubs/ft/scr/2008/cr08159.pdf> [Accessed 15 February 2011]. 

Jukic., Hrvatsko Geografsko Drustvo (2003). Poljoprivreda na otoku Hvaru za vrijeme 

uprave Mletačke republike, [online], available at: 

<URL:http://www.geografija.hr/clanci/473/poljoprivreda-na-otoku-hvaru-za-vrijeme-uprave-

mletacke-republike> [Accessed 15 February 2011]. 

Knezovic, Marin (2005), Antika, [online], available at: 

http://www.scribd.com/doc/30891532/The-Valle-Ponti-Lead-Ingots-Notes-on-Roman-

notables-commercial-activities-in-free-Illyricum-at-the-bigining-of-the-principate 

<URL:http://www.crohis.com/antika.htm. 

Kulic, Slavko, (2001).Drustveni Obzor Hrvatskog Gospodarstva – Metafizicki Pristup 

Proizvodnji Zivota u Proslosti I Buducnosti, Hrcak, Economic Review, Vol. 52, nr.9. 



76 
 

Lider (Gospodarski Forum Splitsko-Dalmatinske Zupanije), Budenje Gospodarstva 

Dalmacije, Posebni Prilog, 28. Svibnja 2010 (Economic Forum, Dalmatian Economic 

Awakening, Special Edition, 28th May 2010).  

Multi-annual Indicative Planning Document (MIPD) - Instrument for Pre-Accession 

Assistance (IPA), (2009-2011). Republic of Croatia, [online], available at: <URL: http:// 

ec.europa.eu/enlargement/pdf/mipd_croatia_2009_2011_en.pdf > [Accessed 15 February 

2011]. 

Mlinaric, Dubravka, (2006). The Role of State in Prevention of Consequences that Diseases 

had on Economy of Northern Dalmatia, Scientific Research Journal for Economic and 

Environmental History, Vol. 2, Nr. 2, 39-54. 

Moore, David and Vamvakidis, Athanasios, (2007). Economic Growth in Croatia: Potential 

and Constrains, International Monetary Fund (IMF Working Paper, WP/07/198), Washington 

D.C., European Department, [online], available at : <URL:http:// 

www.imf.org/external/pubs/ft/wp/2007/wp07198.pdf> [Accessed 15 February 2011]. 

North, Douglass, (1993). Institutionerna, Tillväxten och Välståndet, Kristianstad: 

Kristiandstads Boktryckeri AB.  

Pejovic, Svetozar, (2006). Diferencijacija Rezultata Institucionalnih Promena u Centralnoj i 

Istocnoj Evropi: Uloga Kulture, Social Philosophy and Policy, 23, No1.  

Pejovich, Svetozar, (Steve), (2003). Understanding the Transaction Costs of Transition: it's 

the Culture, Stupid, Review of Australian Economics, Vol.16, Nr.4, 347-361.  

Pericic, Sime, (2008). Gospodarstvo Dalmacije u Maschekovim “Prirucnicima”, Croatian 

Academy of Sciences and Arts (HAZU), sv.50/2008, 235-274. 

Putnam, Robert; Leonardi, Robert and Nanetti, Raffaella, (1992). Making Democracy Work: 

Civic Traditions in Modern Italy, Princeton, N.J: Princeton University Press. 

Racic, Domagoj, (2003). Economic Institutions and Reproduction of Capital, Paper presented 

at15th Annual Meeting of the Society for the Advancement of Socio-Economics, Aix-en- 

Provence, June 26-28, 2003, Croatian Scientific Bibliography. 

Regional Competitiveness Index Croatia 2007, (2008), UNDP, CNCC, CCC [online], 

available 

at:<URL:http://www.undp.hr/upload/file/197/98918/FILENAME/NVK_index_eng_final.pdf

> [Accessed 15 February 2011]. 

RERASD, (2010). Razvojna strategija Splitsko-Dalmatinske županije 2011. - 2013. Prosinac, 

2010. [online], available 

at:<URL:http://www.rera.hr/Portals/0/docs/zrs/Analiza%20stanja.pdf> [Accessed 15 

February 2011]. 

Rodik, Dani, ed. (2003), Chapter 1: What do we learn from country narratives? (p 1-13), (in: 

In Search of Prosperity, Analytic Narratives on Economic Growth), Princeton: Princeton 

University Press.  

http://en.wikipedia.org/wiki/Making_Democracy_Work:_Civic_Traditions_in_Modern_Italy
http://en.wikipedia.org/wiki/Making_Democracy_Work:_Civic_Traditions_in_Modern_Italy


77 
 

Sapir, André, (2003). An agenda for a growing Europe- Making the EU Economic System 

Deliver, Report of an Independent High-Level Study Group established on the initiative of the 

President of the European Commission. 

  

Santini, Guste, (2006). Fiskalni Odnosi Sredisnje i Lokalne Vlasti, Rifin, [online], available 

at:<URL:http:// rifin.com/ekonomska-politika/69-fiskalni-odnosi-sredinje-i-lokalnih-vlasti> 

[Accessed 15 February 2011]. 

Santini, Guste, (2010). Porezna Reforma i Hrvatska Kriza, Rifin, [online], available 

at:<URL:http://rifin.com/ekonomska-politika/1179-porezna-reforma-i-hrvatska-kriza1 

[Accessed 15 February 2011]. 

SIGMA- Support for Improvement in Governance and Management,( 2010). Assessment- 

Croatia, OECD and EU, [online], available at: <URL: http:// 

www.sigmaweb.org/dataoecd/28/38/46401742.pdf.  

Susjan, Andrej and Redek , Tjasa, (2008). Uncertainty and Growth in Transition Economies 

Review of Social Economy, Vol. 66, Issue 2, 209-234. 

Simunovic, Ivo,(1992). Regionalni Koncept Razvitka Hrvatske- kriticki osvrt i misljenja, 

Drustvena istrazivanja, Croatia Scientfic Bibliography, Vol. 1, Nr. 1, 37-54.  

Skare, Marinko, (2001). Utjecaj Sive Ekonomije na Gospodarski Rast, Suvremeno 

Poduzetnistvo: Casopis za Promicanje Poduzetnistva i Trzisnog Gospodarstva, Croatian 

Scentific Bibliography, 8 (2001), 10; 164-177. 

Skegro, Ante, (1999). Gospodarstvo Rimske Provincije Dalmacije, Sveuciliste u Zagrebu: 

Studia Croatica. 

Tridico, Pasquale, (2007). Institutions, Human Development and Economic Growth in 

Transition Economies, The European Journal of Development Research 2007, Vol.19, Issue 

4, Pages 569 – 593. 

Vranjican, Stjenko, (2005). Dostignuca i Promasaji Hrvatskog Razvoja Hrvatske u Proslom 

Stoljecu, Review of Social Politics, Vol.12, nr. 3-4, 33-344. 

Zukowsk, Ryszard, (2004). Historical Path Dependence, Institutional Persistence, and 

Transition to Market Economy, International Journal of Social Economics, Vol. 31, Nr. 10, 

955-973. 

 

 

  

 

 

 


