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ACONSTANTDECLINE OFTHE CONSTRUCTION INDUSTRY IN THE CROATIAN
GDP 1S VERY CONCERNING. THE CROATIAN CONSTRUCTION INDUSTRY IS
FACING WITH A SIGNIFICANT DECLINE OF THEWHOLE SECTOR. The share
of the construction industry within the Croatian GDP was 7.8 per-
cent in 2008. In 2013, that number declined to a devastating
4.4 percent. The concentration ratio shows significant fragmen-
tation. The number of employees shows a negative trend, the
number of companies is growing.

A study has shown that Croatian construction industry is strongly
fragmented, and has been such even more so after the economic
crisis of 2008. Until 2008, the construction industry in Croatia
showed constant growth. However, soon after we could notice a
decline in employment, concentration ratio of the biggest com-
panies and total revenue decline. Nevertheless, since 2008
there have been strong changes in the sector. Within the context
the construction sector within Croatia, this paper mainly focuses
on the level in the industry within the past ten years.

From 2004 to 2008, shares of construction in the GDP increased
from 4.2 to 7.3 percent. Results from this increase have also
spread on the employment, which shows an increase of 61.1 per-
cent. In 2004, there were 6471 registered construction companies
with 84642 employees working in the sector. In 2013 there were
11989 companies employing 77129 people. The 2014 construction
industry has fallen on its knees and is continuing to fall. Data from
2013 shows the share of construction in the GDP to be 4.2 per-
cent. Industrial concentration is measured by the 4; 8; 20 and 30
construction company concentration ratio. The industry is charac-
terized as strongly fragmented: in 2008, 4 biggest companies had
a share of 2.95 percent, and in 2012, the share of 4 biggest con-
struction companies held 1.51 percent of total revenue.

Theconstructionindustryhasameaningfulimpactonthe Croatian
economy, since it is traditionally an important and strong sector.
We found that strategic alliances and government incentives can
have significantimpact on forming the steady ground for a better
future in the Croatian construction companies.
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Introduction

The construction industry has always
been closely connected to the social
and economic activities of every coun-
try. It is a moderator and a motor of
the overall economies of countries on
their national territory, results of which
are expressed through the level and
dynamics of growth, and the national
product (Medanic, 1997). The impor-
tance of Croatian construction for the
entire economy is also expressed in
all the significant sector indicators.
Construction registered a relatively
large share in GDP (12.06% in 1980),
while in developed countries the con-
dition is significantly different; these
years in Austria (1980 and 1984) pro-
duced a share of construction in GDP
of 7.7%, 7.1%, Germany 7.1% and 6.7%,
and the UK 5.7% and 5,0% (Jurcec et
al.,1990).

At the beginning of 2001, the share
of construction grew in the Croatian
GDP and this trend continued during
the construction boom, when the
Croatian Government adopted many
development programmes such as
the Subsidised Residential Building
Programme (POS) and a four-year
plan for the accelerated construction
of motorways. During this period, the
number of construction companies con-
tinuously grew, as well as the value of
construction work, number of employ-
ees and the the share of construction
in the GDP.

However, after the “golden age” in
the construction industry (which lasted
about seven years), the crisis that began
in 2008 in the US reached Croatia, and
forthe first time in the last seven years it
started a slowdown in the construction
sector. This was primarily expressed in
decreased sales of properties, cuts in
infrastructure projects and anincrease
within the commercial banks of interest
rates on housing loans.

Within the context of the Croatian
construction sector, this paper mainly
focuses on the level of the concentra-
tion industry in the past ten years.
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Perspective of Croatian construction
firms in a low concentration environ-
ment will be analyzed and the choice of
positional strategies discussed.

The extent of concentration of a par-
ticularindustry provides useful informa-
tion on the degree and nature of market
competition (Ratnayake 1999, Chiang et
al. 2001). As an important indicator of
market structure, concentration has an
important impact on company perfor-
mance (Yang et al., 2012). Many resarch-
ers discovered that the construction
industry is a low concentrated industry.
In Croatia, there has not been a lot of
research on the topic of the concentra-
tion industry, so we found important to
point out the figures of concentration in
the past 10 years.

The article proceeds with a brief of
Croatian construction sector analysis
in the second section, followed by
the third that presents the analysis
and methodology. The fourth section
conveys the main results concerning
indicators of concentration. Fifth sec-
tion presents strategic alliances as a
positional strategy to stop the decline
we are faceing today. The final, sixth
section is offering conclusions, stating
that the government should take a lead-
ing positionin creation of the strategy
for bringing construction industry in
Croatia back in to life.

Movements of the construction
industry in Croatia

In the past few years, the real estate
market was often located in focus of
interest of the Croatian public. Public
interest increased in consequence of
the dynamic increase in real estate
prices, as investors created an oppor-
tunity for profit. Speeding the process
of Croatian accession to the European
Union events in the real estate market
habrbecome notonly the topic of media
interest, but also a sensitive political
issue. Specifically, the Stabilisation
and Association Agreement provided
that at the beginning of 2009, the
Republic of Croatia fully liberalize
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property market, which will allow bind-
ing for all individuals who are EU-27
nationals to buy Croatian property
without limitations (Lovrincevié, Vizek,
2008). Despite arich tradition, experi-
ence and resources in the business,
the construction sector in Croatia has
been sinking into a deepening crisis.
Consequences are tremendeous, con-
sidering the direct effects of construc-
tion on the growth of GDP, investment
and employment. Analysis of long time
series of activities in the construction
sector confirms that the role and impor-
tance of civil engineering on the overall
economic structure of the past decade
significantly changed (Buturac, 2013).
Great public interest in developments
inthe real estate marketis not propor-
tional with the number and frequency
of scientific research on the subject.
Moreover, in lack of quality research
in public, very superficial analysis are
being published, for which the authors
used data from avariety of informal and
oftenvery biased sources. Analysed is
solely the Croatian market, which dis-
ables comparison with other countries
and the placement of the Croatian real
estate market in the global context.
Due to the application of biased data
and reductionist approach, analysis
results in defective courts of the rea-
sons for the increase in real estate
prices and the amounts of question-
able estimates of future market move-
ments. It does not have to be particu-
larly emphasized that such an analysis
can be very devastating. It affects the
formation of expectations of citizens
and business owners on the status and
future trends in the market, based on
expectations ultimately forming prop-
erty prices (Lovrincevi¢, Vizek, 2008).
The year 2013 is marked by continuity
of deep crisis in construction activity.
It is the crisis of a double-dip during
which the strongest decline in activ-
ity was recorded in 2010 (-15.8 %) and
2012 (-11.1%), the physical volume of
construction activity returned to a level
accomplished prior to 2002. In this
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context, a drop of construction activ-
ity for 4.1% in 2013 represents only
slowing dynamics fall with intensity
of contraction and further classifies
construction activities were among the
hardest to be hit by the crisis. Thus, the
period of 2008 - 2013 in this business
resulted with a total loss of 50942 jobs
(of which the 2013 counts 7500). The
construction activity holds the larg-
est amount of reported obligations
before bankruptcy settlements (from
1st October 2010 to 17th February 2014;
count 13.3 billion with 9,237 employ-
ees), and still this activity leads by
insolvency issues (late 2013 year 25.6
% of all uncommitted basis for pay-
ments were related to the construction)
(CCE, 2014). (Table 1.) Following data
from the Croatian Financial agency,
a number of construction companies
had a parallel race with a number of

Number of
construction
companies
Total co;:'laartlies

2004 6471 34346
2005 7159 36293
2006 8084 52902
2007 9063 58764
2008 11244 61049
2009 11350 53885
2010 11779 49854
2011 11712 48022
2012 11295 44821
2013 11989 47891

employees. From 2009, the number of
employmentin construction industryis
indecline, and number of construction
companies records a growth.

Construction industry

before 2008

Periods of greatest economic growth
and living standards in Croatia were
inthe periods between 1870-1913 and
1950-1980. Despite the fact thatin the
2oth century Croatia was in two world
and one civil war, during the 20th cen-
tury it managed to increase its GDP
almost nine times, with an average
annual growth rate of 2.19% (Cavrak,
DruZi¢ et al, 2011). In the early 8os,
there was a significant fall in invest-
ments in Yugoslavia and Croatia. The
causes of downtime forced one to look
for an investment in the very active
second half of the seventies, when the

Number of employees

Middle Big

companies companies il
19253 31043 84642
22012 31219 89524
19216 23131 95249
20791 24587 104142
22017 24234 107300
20860 22366 97111
17982 21163 88999
15945 18981 82948
15013 17576 77410
16385 12853 77129

Source: Financial agency (Fina) (2014), "RGFI advanced search", available at: http://rgfi.

fina.hr/JavnaObjava-web/jsp/prijavaKorisnika.jsp (accessed 2nd April 2014).

Table 1. Trends in construction industry: companies and

employment from 2004-2013
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investments were well above the real
possibilities of society, i.e. the burden
of the investment cycle is shifted to
a future period. Thus, employment is
growing, while the share of construc-
tion in GDP decline. Construction was
not adjusting to the new market condi-
tions that should seek to inertia and
a high degree of solidarity in which
large systems (former OOURs) were
not adjusted to changes that occurred
(urcec et al., 1990).

Analysis of long time series of activi-
tiesin the construction sector confirms
thattherole and importance of civil engi-
neering in the overall economic struc-
ture of the past decade significantly
changed. While particular emphasis on
two opposing cycles: one before the
onset of the recession (until 2008) and
the other one upon the occurrence (after
2008). Construction in Croatia in the
period from 2000 to 2008 experienced
areal"boom". With the increase in the
share of construction in GDP (from 4.2
to 7.3 percent), the industry achieved
positive effects on employment. Total
employment in the construction sector
in legal entities in the period 2001 to
2008 increased by 61.1 percent. It also
boosted the development of other sup-
porting activities: production in mining
and quarrying (gravel and sand), manu-
facturing (cement, brick, glass, timber,
sanitary facilities) and business ser-
vices (design). In those years, the con-
struction of major infrastructure proj-
ects in the field of road construction
was one of the main levers of expansion
construction in the overall economic
structure. Value of construction work
in the area of transport infrastructure in
the 2008 amounted to about 9.8 billion;
in the period from 2000 to 2008 even
increased 3.5 times (Buturac, 2013).

From picture 1, we can see that share
of construction industry faces trend of
constant decline nowdays. That sig-
nificant change holds a strong posi-
tion, and needs help in supporting its
activities — not in terms of growth, but
in terms of survival.
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Picture 1. Construction industry in Gross Domestic Product, 2004-2013

Construction industry in
Croatia after 2008

The emergence of the economic crisis
mid 2008 stopped the previous longer-
lasting trend of strong growth in con-
struction. The recession left a deep
mark on the overall economic trends.
Basic features: rising unemployment,
a decline in real wages, the develop-
ment of consumer pessimism, weaken-
ing domestic demand, etc. Compared
to other economic activities in Croatia
it seems that construction was mostly
affected by the recession of 2008 to

May 2013. Civil activity is continuously
decreasing. Construction in Croatia in
the last few years has been exposed
tothe consequences of a strong reces-
sion. Nevertheless, it still occupies
an important place in the Croatian
economy. Compared to the Croatian,
construction in the EU - 27 showed
significantly greater resistance to the
recession. Analysis of the latest devel-
opments in the construction sector (EU-
27) showed a trend of gradual recovery
activities, which was established in
April this year. According to seasonally

adjusted data; the central statistical
office of the European Union, Eurostat,
the volume of construction work in the
period from March to July this year
increased by 2,9 percent. However, a
comparison of data on annual basis
shows that in July this year the activ-
ity level is still lower than in the same
month of the 2012 (1.1 percent). The
volume of the construction works in
Croatia is continuously declining since
the mid of 2008 and the emergence
of the global economic crisis. The
whole period was marked weakening
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Picture 2. Volume indices of construction works, 2003-2012
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indemand for real estate, a significant
slowdown in investment activity and
the absence of large civilinfrastructure
designs (Buturac, 2013).

Difficult situation in the construction
of buildings (in 2013 decreased by 12.6
%) to fourth year recorded consecutive
double-digit decline in this segment of
construction activity. The main reason
forthe reduced demand for residential
propertiesisreduced purchasing power
of the population (reduced real wages
by 1.5 % and reduced levels of home
loans 1.9%). Other reasons include job
insecurity and constant sources of rev-
enue (number of employees decreased
by 3.3 %) and uncertainty about the
tax treatment of real estate hampers
the use of real estate investment as a
form of household savings. In addition,
there is a substantial market number
of completed and unsold apartments,
which limits the need to invest in new
facilities. It is obvious that the efforts
of the country aimed atincreasing their
investment activities especially invest-
ment activities of public enterprises,
achieve certain results, but they are
still insufficient to reverse the overall
trends in the construction industry as
awhole (CCE, 2014).

Data on the value of work is based
on accounting situations of work car-
ried out on a particular building in the
reporting year. In order to avoid double
reporting of the value of works, report-
ing units (legal persons) present only
work done by own employees (as direct
contract with an investor or as sub-
contractors of other construction busi-
nesses), therefore, no work of their own
subcontractors. Value of construction
works are presented in current prices
and includes the value of work as well
as building materials and components,
fuel and electricity, the cost of using
construction machinery and equipment
and other expensesin connection with
the construction works. The value of
works do not include the value of the
works of their own subcontractors,
value added tax, purchase of land,
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land surveying, designing and super-
vising of (Buturac, 2013). From picture
2.we can see decline of volume indices
of construction works from 2008 (the
number grew until 2008).

Concentration vs.
fragmentation

Concentration refers to the resources
in a market tapped or controlled by a
small number of firms. The extent of
concentration of a particular industry
provides useful information on the
degree and nature of market compe-
tition (Chiang et al., 2001). The first
factoris the concentration of the abso-
lute number of companies that make up
oneindustry. Another factor is the size
distribution of firms in the industry,
when the size and the proportion of
each are defined relative to the entire
industry. Both definitional factors must
be mutually taken into account when
determining whether the industry is
concentrated or not. Calculation of total
number of companies is not contro-
versial if it is previously well-defined
area of the industry. Alarger number of
companies mainly (but not a rule) asso-
ciated with unconcentrated industries,
and a smaller number of companies
linked to a concentrated industry. We
can say that the industrial concentra-
tion exists when a company or a small
group of companies controls a major-
ity share in output of some industry
(Tipuric et al., 2002). A concept central
totheindustrial organization literature
is that increased concentration leads
to increased market power, while less
concentration increases the disciplines
onindustry pricing. This concept forms
the basis of the classical Structure-
Conduct-Performance (S-C-P) approach
toindustrial organization (Carlton and
Perloff, 1999). In response, economists
have developed models in which there
is substantial feedback between
structure, conduct and performance
(Jacquemin, 1991). Concentration is a
common economic term that many use
in an entirely different meaning. The

concentration exists when control over

most of the total resources achieves a

small portion of the total number of

units that monitor resource. For econo-
mists, the concentration is a common
measure of market power in industries.

Market power means the degree of

control that only one company, or a

small number of companies, has over

key decisions in any industry. In other
words, market power is the ability of
companies to increase prices (above
marginal costs) without reducing their
total sales. The first factor is the con-
centration of the absolute number of
companies that make up one industry.
Another factor is the size of the distri-
bution company in the industry when
the size and proportion of each defined
relative to the entire industry. Both
definitional factors must be mutually
taken into account when determining
whether or not the industry is concen-
trated. Calculation of the total number
of companies is not controversialif the
area of the industry is previously well-
defined. Alarger number of companies
are generally (but not a rule) associ-
ated with unconcentrated industries,
and smaller number of companies
are associated with the concentrated
industry. We can say that the industrial
concentration exists when a company
orasmall group of companies controls

a majority stake in the output of an

industry (Tipuri¢ et al., 2002).

Many researchers in the construc-
tion industry focus on concentration
studies because this labor-intensive
industry usually suffers from low
concentration and fierce compe-
tition (Langford and Male 2001).
Disadvantages of high industrial
concentration:

1. The inefficiency of resource alloca-
tion. Monopolists and oligopolists
maximize their profits by restricting
output and charge higher prices than
competitors in unconcentrated indus-
tries. As aresult, reduces the welfare
of the individual countries.

2. Unprogressivity. Critics say that the
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protected position of competitors
in concentrated industry can lead
to inefficiency and lethargy due to
lack of competition that encourages
efficiency and productivity. Next,
monopolists and oligopolists often
ignore the technological progress,
which causes rapid obsolescence of
their machinery and equipment, and
thus their products.

3. Inequality in income. Industrial con-
centration contributes to inequality
inincome because monopolists and
oligopolists with the help of entry
barriers realize extra profits cascad-
ing shareholders and managers,
which are generally found in the
group with high incomes.

4. The political risk. Because economic
power and political power usually go
"hand in hand", large corporations
can have undue influence on the
governments of their countries. This
is reflected in legislation and public
policy which becomes subordinated
to the protection and benefit of large
corporations rather than public inter-
est (McConell and Brue, 1996).

The fragmentation of the industry has

two different components, namely, the

increase in the number of firms and
the decrease in their average size.

Considering only the increase in the

number of firms, we could conclude

that the statistical change is the result
of a strong growth of the construction
market, which has attracted new firms
to the industry (increasing the avail-
able productive resources). However,
(a) the increase in the number of firms
has been accompanied by a decreasein
their average size. This would not make
any sense if the changes in the indus-
try were simply a response to market
expansion. Furthermore, (b) the expan-
sion of the market does not necessarily
require an increase in the number of
firms: the incumbent firms could have
grown at the same rate as the market

(Stigler, 1951). The fragmentation pro-

cess can be interpreted as a qualita-

tive change in contractual patterns:
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The relationships among the owners
of productive resources have been
organized less and less by contracts
inside the firm (employment relation-
ships) and more by contracts between
legally independent firms (market rela-
tionships) (Demsetz, 1988).

Chiang et al. (2001) examined the
market concentration of four different
sectorsinthe Hong Kong construction
industry, and found the building sector
was less concentrated than other sec-
tors. McCloughan (2004) found little
concentration phenomenon in the
British construction market. Zeng et al.
(2005) investigated the concentration
of the Chinese construction industry
using the Lorenz curve and Gini coef-
ficient, and discovered a very low con-
centration industry.

Analysis of construction industry
concentration in Croatia

For this study, official data on the con-
struction industry was used and ana-
lyzed by appropriate statistical meth-
ods. The analysis gave a picture of the
trend in the construction industry for
the past 10 years. Data was taken from
FINA, The Institute of Economics and
the Croatian Chamber of Economy. Data
on total volume indices are based on
monthly and quarterly reports on con-
struction (GRAD-21/M and GRAD-21/3M
forms). They are filled in by legal enti-
ties and parts thereof, employing 20 or
more people, classified into section F
Construction, according to the National
Classification of Activities, 2007 ver-
sion (NN, No. 58/07). Coverage of con-
struction activities is harmonised with
section F Construction in the NKD 2007,
which includes site preparation (demo-
lition of existing facilities and excava-
tion works), construction building and
other constructions (civil engineering
works etc.), building installation and
completion, and renting construction
machinery and equipment with opera-
tor. The value of construction works
done was presented in current prices
and includes the value of work as well
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as building material and ready-made
components and structures used, fuel
and electricity, costs of using con-
struction machinery and equipment
and other costs connected with con-
struction works (Croatian Bureau of
Statistics, 2013).

Within the context of Croatia, this
paper has focus on the concentration
industry. Under the concept of market,
power refers to the ability of companies
to influence the price of the product.
In this sense, the market might be
indirectly expressed by market share,
holding that companies with larger
market shares have greater impact on
prices. Those companies, than, have
greater ability to influence the price
of the product, they hold more market
power. The market power of individ-
ual firms is therefore greater if it has
a larger market share. Market power
can be measured or expressed quan-
titatively. Various statistical indicators
and measures can be used, which arein
the statistics called measures of con-
centration. Measures of concentration
show the way of the schedule exten-
sions or other suitable aggregate size
of the units string or modalities of sta-
tistical variables. They can be divided
into absolute measures of concentra-
tion and relative measures of concen-
tration. The best-known measure of
absolute concentration ratio and the
Herfindahl index, and the relative
stand out Gini coefficient and associ-
ated Lorenz curve. Thereis yet another
indicator that is used as a measure of
concentration. It's Lerner index, which
is calculated through the relationship
of various elements of market condi-
tions (503i¢, 2004).

In Croatia, developments in the con-
struction sector are significant due to
the dynamics of the overall economic
recovery and labor market trends.
Unfavorable trends in the labor market
still see no end in sight, at least not
in the short period. These estimates
of GDP movements and notice of the
Government to the need forincreasing
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thetax levy does not support the recov-
ery of domestic demand and the devel-
opment of consumer optimism, which
is essential for boosting demand inthe
real estate market. Although unreal-
ized, prior notice of the introduction of
property taxas wellas the introduction
ofthe tax on first home purchases have
further contributed to the development
of insecurity and declining demand in
the property market. In the first half
of this year, the real estate market
was characterized by falling prices
where construction companies in the
insolvency settlement began to sell
unsold flats ata much lower price than
before the recession began. Optimistic
expectations about the positive effects
of Croatian accession to the European
Union to improve the overall invest-
ment climate, including those in the
construction sector, have not been
realized. In addition, looking aside
the real estate market, joining the
European Union has not produced a
significant change in real estate prices
(Buturac, 2013). According to projec-
tions, the European Commission by the
end of the 2013 and 2014 expected to
be extremely slow economic recovery
(European Commission, 2013). This
could lead to a weakening demand
abroad and lower inflows of foreign
investment in Croatia that could be felt
in the construction sector, primarily
in the real estate market. Also, slow
economic growth in Croatia could
lead to a further decline in real estate
prices which is primarily due to the high
income elasticity of real estate prices
(Lovrinc€evic i Vizek, 2008).

Indicators of shares of construction
industry in Croatia

Concentration ratio shows the propor-
tion of largest participants in the over-
all market, which is being observed.
This is the simplest and most widely
used measure of concentration (So3i¢,
2004). One of the leading theorists of
industrial organization, Joe S. Bain,
calculated the share of the 5o largest
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Source: Tipurié, D., Kolakovi¢, M. i Dumici¢, K. (2002),
"IstraZivanje promjena u koncentraciji hrvatske bankarske industrije 1993.-2000.",

Ekonomski pregled, Vol. 56, No. 5-6, pp. 480.

Picture 3. Concentration ratio

companies (Bain, 1968), and in the UK
is commonly calculated as a share of
the thirty largest companies in the
industry (Tipuric et al., 2002). In this
article, indicator for 4, 8, 20 and 30
largest construction companies in
Croatia will be calculated. One can see
thatindicator of shares in construction
industry in Croatia show low stage with
minor dinamics.

The values of xi of the variable X are
arranged by size in descending order,
and N is the number of values, and here
the number of construction companies
in Croatia. The sum of the values of
variables means overall, ie the total
value of the numeric variables (here
the total revenue) for all statistical
units together, and here - for all con-
struction companies in the country.
The ratios were obtained as propor-
tions and is usually read multiplied by
100, or as percentages. To calculate the
concentration ratio, primarily therefore
is necessary to sort all construction
companies in the industry by realized
sales (in monetary units) in a given
period (usually a year), from the largest
to the smallest. For companies, the per-
centage of their share in the total sales
of the industry is usually calculated.
The resulting value shows a higher or
lower concentration of the industry.
The higherthe index value, the higher
is the concentration of industry. The
higher the value means that a smaller
number of large companies achieves
a substantial part of industrial sales
(and vice-versa). The smaller value of
the indicator points to the existence

of a large number of relatively small
companies, ie to the lower industrial
concentration. Thus, for example, if
theindicator concentration ratio of the
four largest companies in the indus-
try 80%, meaning that the industry is
highly concentrated then that four com-
panies actually monitor the industry. It
is also clear, if the value of this indica-
tor for the industry 10%, meaning that
theindustry consists of a large number
of companies with approximately the
same size and has the characteristics
of unconcentrated industries (Tipuri¢
etal., 2002).

Indicator of shares from 2008 shows
that 4 biggest companies held 2.95 per-
cent of total ravenues. In 2012 share of
4 biggest companies declined to 1.51
percent. Small value of concentration
ratio from 2005-2012 points to lower
industry concentration in Croatian con-
struction industry.

Perspective of Croatian
construction companies
Analized data in the previous section
shows that the construction industry
in Croatia has characteriscs of frag-
mentation. A small number of firms
is controlling the market. Number of
companies that creates construction
industry in Croatia in 2013 is 11989
companies; with 47891 employees in
small companies, 16385 employees in
middle companies and 12853 inm big
companies.

We tought that entering global
markets is increasingly becoming a
survival strategy for all companies,
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2005 1.97

2006 2.25
2007 2.54
2008 2.95
2009 2.46
2010 2.15
2011 1.58
2012 1.51

3.77

4.16

4.89

4.25

3.49

2.78

2.56

3.4 5.1 6.01

5.76 6.86
3.35 6.69
7-37 8.57
6.77 8.14
5.67 6.64
4.57 5.76
4.19 5.16

Source: Financial agency (Fina) (2014), "RGFl advanced search", available at:
http://rgfi.fina.hr/JavnaObjava-web/jsp/prijavaKorisnika.jsp

(accessed 2 April 2014, data given in HRK).

Table 2. Indicators of shares (Cr) of biggest construction companies in Croatia

especially for construction companies.
Croatian construction companies have
enough knowledge and experience to
implement the most demanding export
projects on international market, but
they are too small for competing with
foreign competitors. Croatian compa-
nies do not have long-term chances
to fight with competitors on the foreig
markets unless they are members of
well prepared, organized and managed
strategic alliance capable for creation
of added value together with well-
chosen and complementary partner(s).
Entering foreign markets with well-
defined business and well thought-
out marketing strategies, together
with creating adequate strategic alli-
ance, should be an essential factor in
the successful project management of
domestic construction companies on
the large global market.

Croatian construction companies
today are small entities in the global
framework and they considerably lag
in efficiency with regard to the lead-
ing companies in the world. Croatia is
becoming part of global market where

L. LOVRENCIC BUTKOVIC * S.

global corporations are direct competi-
tors to Croatian firms. Since Croatia has
become an EU member state, the con-
struction sector has also become an
important part of the global economy and
there is an increasing need for domestic
construction companies to spread their
business operations to foreign markets.
Croatian company faces two ways: to be
acquired by stronger mega-corporations
orto become the member of strategic alli-
ances, which are, again, led and man-
aged by mega-corporations (Tipuri¢ and
Markulin, 2002).

Croatian construction industry faces
many problems, a lack of investments and
foreign investors could be the biggest.
Foreign investors in Croatia, gathered
in the Foreign Investors Council (FIC),
identified the reasons for this in their
“White Book”, a document assessing
the Croatian investment climate (White
book, 2013). Among the gravest prob-
lems, they mentioned legal insecurity,
high and inconsistent taxes, parafiscal
charges, long-lasting court proceedings
and labour legislation. Because of these
obstacles, Croatia is under many criteria

MISIC * CONCENTRATION OF CONSTRUCTION INDUSTRY IN CROATIA FOR THE PERIOD 2004-2013 *

one of the worst European countries
forinvestment. In the World Bank and
International Financial Corporation
report” Doing Business 2013: Smarter
Regulations for Small and Medium-
Size Enterprises” about the ease of
doing business, Croatia takes 84th
placein atotal of 185 world countries
(Doing Business, 2013).

One of the main directions of
future development for the Croatian
contruction companies should be
turning to foreign markets and
achiving strategic alliances with
local or foreign partners. In this
case, another problem shows - the
problem of unwillingness of Croatian
contruction companies to create a
cluster or strategic alliances in
order to increase competitiveness
in foreign markets. At the same time,
institutional and financial support
by Croatian government almost does
not exist. Neverthelles, we believe
thatachieving strategic alliances and
trying to enter foreign markets will
be a chance for recovering Croatian
construction companies.

Spanish construction industry
is characterized by increased frag-
mentatation. Research conducted in
Spain found that changes in regula-
tion over the last two decades are
related to the decrease in the aver-
age size of the firm. Fragmentation,
which is also facilitated by the low
cost of firm creation in the construc-
tion industry, is the consequence
(Gonzales etal., 1998). Concentration
of the Chinese construction industry
is less than that of developed coun-
tries and of otherindustries in China
(Yang et al., 2008).

Conclusion

This paper provides the Croatian con-
struction sector analysis, through
concentration on the companies
between 2004 and 2013. The study
shows the trend in construction
industryin a 10-year period, measured
by share of Croatian construction
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industry in GDP, total number of employ-
mentin construction and total ravenues
of 30 biggest construction companies
in Croatia. Perspective of Croatian con-
struction firms in a low concentration
environment is analyzed and the choice
of positional strategies is discussed.
Analysis of long time series of activities
in the construction sector confirms that
the role and importance of civil engi-
neering on the overall economic struc-
ture of the past decade significantly
changed. With the increase in the share
of construction in GDP (from 4.2 to 7.3
percent), the industry achieved positive
effects on employment in the period of
2000-2008 (Buturac, 2013). For 2013
share of construction in GDP is at a
devastating 4.4 percent. Workplaces
are closing; total ravenues of Croatian
construction companies are in constant
decline. Data analyzed in previous sec-
tions shows that Croatian construction
is a low concentrated industry. Share
of biggest four companies in total rav-
enue of the construction industry held
1.95 percentin 2012. Collected data was
found as important researc limitation.
The growth of construction companies
from 2004-2013 is followed by a decline
in employment. We think that data for
furthure research needs to only take in
count companies that have construc-
tion as their first or second activity.
The constant decline of construction
industry in Croatia is faceing problems
whose impact could produce a negative
impact on society as awhole. One of the
main directions for future development
of the Croatian contruction companies
should be turning to foreign markets
and achiving strategic alliances with
local or foreign partners. Croatian soci-
ety will have to wake up from its unwill-
ingnes to create a cluster or strategic
alliance. With institutional and financial
support by the Croatian government, its
construction industry could turn this
crisis into a chance for recovery.
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