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HumAN CAPITAL IN CROATIA

NADINE FABRITZ* AND OLIVER FALCK**

Introduction

Despite ongoing reforms to the education system,
the state of human capital in Croatia lags behind
both the EU average and its peer countries, as indi-
cated by measures such as PISA test scores or the
share of the population with tertiary education. At
the same time, the Croatian labor market faces se-
vere challenges posed by high levels of youth unem-
ployment and a skills mismatch between market de-
mand and educational supply. The established litera-
ture (e.g. Aghion and Howitt 2010) proposes an ap-
proach to designing optimal education policy that
depends on the current state of an economy’s devel-
opment. Investment in higher education increases a
country’s ability to make groundbreaking innova-
tions, while investing in primary and secondary edu-
cation helps in fostering imitation, i.e. implementing
existing technologies. Focusing on higher education,
however, exerts a stronger impact on economic
growth in countries that are close to the technology
frontier. Within the European Union, Croatia ranks
among the countries with lower

capacity for
European Commission 2014),

innovation (see
Figure 1
still somewhat below the tech-

nology frontier.
%

employment and, at the same time, better meet the de-
mands of the Croatian labor market, by strengthening
the dual vocational education system. The second re-
form proposal aims at promoting training and life-
long learning activities by integrating the existing ac-
tive labor market policies measures into a voucher sys-
tem targeted at the low-skilled.

Main challenges relating to human capital

Youth unemployment

Croatia has faced exceedingly high levels of youth un-
employment, especially after 2008. In 2014, the annual
average unemployment rate for the below-25 age
group was 45 percent, the third-highest in the EU after
Greece and Spain, and about twice the EU average
(22.2 percent), as shown in Figure 1. The Croatian
government introduced several measures to fight this
development. These include, among others, self-em-
ployment subsidies, direct employment subsidies,
training and specialization subsidies, social contribu-
tion exemptions and tax reliefs. Other measures are
public works and continued education after vocation-
al programs (Ministry of Labour and Pension System
2014; Pavicic 2013).

Unemployment rates in Croatia and selected countries

15-24 age bracket

An extensive discussion of every ” — Croatia
key aspect for reform would ex- 50 Slovakia
ceed the scope of this study. This 10 /\ ~ Romania
policy paper therefore focuses on //\\ /

the most critical challenges that - ‘\ 7 pelnd
Croatia is currently facing in or- \’ ——Bulgaria
der to find viable solutions that 20 1 —Eu2s
may be implemented in a timely

manner. The first reform we pro- 10 — Slovenia
pose aims at reducing youth un- 0 —Hungary

2000 2002

NERA Economic Consulting, Berlin.

2004 2006 2008 2010 2012 2014

* Ifo Institute. Source: Eurostat (2015a).

CESifo Forum 1/2016 (March)




CESifo Forum 1/2016 (March)

Skills mismatch Figure 2
Participation rate in education and training
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Respondents of ages 25 to 34 were asked whether they had participated in education or training measures

within the last four weeks. Data from EU Labor Force Survey.

formance. At the level of tertiary
education, science, engineering

and mathematics are underprovided, whereas the so-
cial sciences and humanities are oversupplied. The
OECD concludes that there is an under-provision of
graduates from both professional tertiary and second-

ary-level vocational studies (OECD 2014).

While a major part of the problem certainly lies with
the education-supply side, the labor-demand side also
shows significant shortcomings. Companies are inca-
pable of formulating forecasts about how their skill re-
quirements will evolve over time (OECD 2012). Also,
a survey among Croatian employers (Pavici¢ 2013) re-
veals that 65 percent of employers feel that the educa-
tion system does not provide occupation-related prac-
tical skills. At the same time, only about half of the
enterprises give young people the opportunity to ac-
quire these skills by offering apprenticeships, intern-
ships or work practice.

Life-long learning

Croatian companies and employees lag behind the
European Union average in terms of life-long learning
activities (OECD 2014), further adding to the skills
mismatch. The participation rate in education and
training among the population aged 25 to 34 is low in
comparison to the EU average, as Figure 2 shows.
Among the 25 to 34 year-olds, in 2014 a mere 7.7 per-
cent had received some kind of training during the last
four weeks, with the trend pointing downwards,
against an average of 17 percent in the EU. Under-
developed training activities of firms are also evi-
denced by a relatively low share of companies that of-
fer continuing vocational training (CVT, i.e. education
and training occurring during paid working time, or

Source: Eurostat (2015b).

partially paid by employers if training activities are
organized outside of paid working time). In 2010,
50 percent of Croatian firms engaged in CVT, com-
pared to an EU-wide average of 56 percent. The figure
is even lower in most peer countries (Eurostat 2014).
The Croatian government actively tries to foster train-
ing activities through tax rebates, but the uptake is low
because companies are not sufficiently aware of their
existence and due to high administrative barriers (Eu-
ropean Commission 2014).

Several instruments are currently available to promote
training activities in Croatia. These include direct sub-
sidies for on-the-job training and subsidies and train-
ing for self-employment. These measures are targeted
specifically at young people. Training of the unem-
ployed is conducted by training institutions through
public procurement procedures. This measure aims
particularly at high-school drop-outs, prime-working-
age women with inadequate education levels, and per-
sons in unfavorable positions in the labor market
(Croatian Employment Service 2014). In addition, the
upgrading of worker skills is supported if these work-
ers are to otherwise become redundant due to the in-
troduction of new technologies. Companies undergo-
ing economic hardship may also apply for financial
support for training.

Reform suggestions

Reforming vocational education in Croatia

Vocational curricula in Croatia extend over one to
three years and contain varying degrees of practical




on-the-job training. Attended by about 21 percent of
pupils in 2013, vocational schools are divided into ‘in-
dustrial and trade’ and ‘crafts’ courses (Matkovic
2010). Industrial and trade schools provide a school-
based vocational curriculum with placements in in-
dustrial or sales firms. There is little real on-the-job
training, as most is organized through in-school work-
shops. Crafts schools offer a real dual vocational edu-
cation curriculum, predominantly in crafts businesses,
where two-thirds of the time is spent on the job in ap-
prenticeships, and one-third is spent in school
(Matkovi¢c 2010). Under the dual vocational educa-
tion, pupils apply directly to companies, which must
be licensed by the chambers. The education is school-
based (about one-third) and work-based (about two-
thirds). When it was introduced in Croatia, the take up
of this dual education system was low. According to
an EU survey conducted in 2011, Croatia today dis-
plays the second-lowest proportion (after Italy) of
young people who consider vocational education as
an attractive option (European Commission 2011).

The dual vocational training or apprenticeship system
has historically been the dominant form of vocational
education in countries such as Germany, Denmark,
Austria and Switzerland. In Germany, currently
around half of each cohort chooses an apprenticeship.
Whereas in Croatia this model is restricted in practice
to crafts trades (Crnkovi¢-Pozai¢ 2009), in Germany
approximately 350 professions are offered under the
dual education system in the fields of crafts trades, in-
dustry and trade, agriculture, tourism, the public sec-
tor, and certain freelance professions (such as phar-
macists, doctors, lawyers or tax consultants). This ap-
prenticeship system is seen as a source of labor market
stability (German Federal Ministry of Education and
Research 2013). The low levels of youth unemploy-
ment in Germany (7.7 percent in 2014) are partly at-
tributable to this form of education, since it integrates
work-based and school-based learning and thus facili-
tates the apprentice’s transition to full-time employ-
ment (Hoeckel and Schwartz 2010). While the litera-
ture has found that this system reduces youth unem-
ployment (Hanushek, Woessmann and Zhang 2011),
it may increase it at an older age, possibly because the
specific skills obtained by a vocational education may
become obsolete.

Considering Croatia’s status as a moderate innovator,
we suggest strengthening the dual vocational system
in upper secondary education by widening the scope
of the apprenticeship programs beyond crafts, moving

towards the German dual vocational education mod-
el. This may lead to a win-win situation for employees
and firms: youth unemployment can be reduced, as
the school-to-work transition is facilitated, and firms
can directly access a pool of workers that they them-
selves have qualified according to their needs, reduc-
ing the skills mismatch between skills needed on the
labor market and those provided by the education
system.

To realize the advantages that the dual vocational edu-
cation system offers, the government should bolster fi-
nancial incentives for young people linked specifically
to the apprenticeship system. In addition, the provi-
sion of inter-company workshops (as in Germany)
may help in overcoming firms’ liquidity constraints.
Next, policymakers should make use of the various
funding opportunities provided by the European
Union for apprenticeship systems. More flexible la-
bor-market regulations will make young employees
more competitive compared to the older portion of
the workforce, and foster the adoption of the appren-
ticeship system. Finally, public information cam-
paigns on the advantages of these types of careers can
help to improve the image of apprenticeships. In-
forming firms about the advantages that the system
offers them, such as that the investment in apprentice-
ship today leads to higher future payoffs from workers
with specific skills, may also mobilize the private sec-
tor in adopting the system.

Reforming life-long learning activities

The next proposal for reform concerns people who
have already entered the workforce. A constant up-
grading of skills of the actively employed is impor-
tant to keep current with labor market requirements
and to adapt to new technologies. Life-long learning
activities in Croatia, as mentioned previously, are
rather marginal. Improving them is one of the key
priorities in the government’s current education
strategy. Subsidizing training for people in employ-
ment and vocational training for the unemployed is a
substantial part of promoting investment and job
creation, not only in Croatia, but in many other
countries. These measures aim to upgrade the skills
of the unemployed to better meet labor market re-
quirements, increasing thus their employability.
Useful state interventions in order to foster job-re-
lated training are direct subsidies or income tax de-
ductibility, as already introduced in Croatia (see
above).
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Training voucher systems have proved effective in sev-
eral countries, according to the literature (see e.g.
Doerr et al. 2014; Schwerdt et al. 2012), in upgrading
the skills of individuals with low levels of qualifica-
tions. The main difference to traditional training
measures is that participants can, to a certain degree,
choose the training courses rather than for them to be
assigned by an agency worker. In addition, partici-
pants have free choice of training providers among a
list of those certified under the scheme, promoting
competition among providers in the process. Lastly,
individuals have the freedom not to redeem the vouch-
er. The idea behind this is that a wider set of possibili-
ties for participants should lead to better choices and
to increased program effectiveness. In addition, the
absence of an obligation to redeem the voucher fuels a
positive attitude, since the training course feels more
like an offer than an assignment (Doerr ef al. 2014).

We propose the introduction of a training voucher
system in Croatia that is targeted specifically at per-
sons with low or no formal qualifications, since, ac-
cording to the literature, these are the most likely to
profit from increased employability. Young people,
considering their high unemployment rates, should
also be primary targets. Overall, well-targeted vouch-
ers including also those in employment and within
firms, will increase life-long learning and help to re-
duce the existing skills mismatches.

Conclusion

The performance of the Croatian education system
certainly has room for improvement, as evidenced by
the comparison of key indicators in an international
context. The most pressing issues relating to human
capital currently are a high rate of youth unemploy-
ment and a mismatch of skills provided by the educa-
tion system and those demanded on the labor market.
In order to solve these issues, vocational education
should be reformed to better meet the needs of the la-
bor market by broadening the existing apprenticeship
system along the lines of those in Germany or Austria.

In order to promote life-long learning among the pop-
ulation, which will also help to reduce the skills mis-
match, we propose introducing a system of training
vouchers, since they have proved effective in upgrad-
ing the skills and improving the employability of low-
skilled persons. These vouchers should be made avail-

able to people with low or no formal qualifications,
irrespective of their labor market status.
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