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Core Views

Croatia will remain in recession in 2014, with growth set to be undermined by weak

consumer spending.

Unless significant structural reforms are implemented to improve export

competitiveness and increase labour market flexibility, we believe the recovery will lag

behind Europe. Government finances are in a dire state, with a growing public debt load

and lack of progress tackling the fiscal deficit likely to weigh on Croatia’s credit risk

profile. A euroised economy will continue limiting the central bank’s ability to influence

lending and spending, which partially underpins our weak outlook for household

spending. The ruling Kukuriku coalition’s poor performance in the May EU Parliament

elections has weakened the government’s position, limiting its appetite for reform.

Major Forecast Changes

We have revised down our forecast for real GDP to decline by 0.7% in 2014 and grow

by 0.6% in 2015, from a fall of 0.3% and growth of 0.7% previously, remaining firmly

below consensus on growth in the process.
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