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Textile market in Croatia
against the background
of the EU and conditions
for its development

The European textile industry is becom-
ing increasingly innovative and com-
petitive and it plays a significant role in
economic development. Faced with com-
petition from low-cost countries such as
China and India, European manufactur-
ers working in this industry have to care
about quality and follow current trends
as well as meet ever-increasing custom-
er expectations, which should lead to the
growth of the economic value of this sec-
tor. This is why there is a clear interest
from the member states and candidate
countries in substantially strengthening
the industry on a European and even
global scale. Horizon 2020 provides
funding for projects related to the devel-
opment of the textile market. Actions in
this area are related to such issues as the
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Abstract

One of the sectors of the European economy affecting the effective implementation
of the Europe 2020 Strategy is the textile industry sector. In the current financial perspective,
the European Union is making a significant contribution to maintaining its growth with the aim
of creating opportunities for job creation. Croatia s accession to the European Union (EU) gave
new perspectives for future economic and social development of the country. Full integration
of the country is also conducive to generating new challenges, especially for economic entities
operating in the Croatian textile sector. The aim of this paper is to examine the competitive
position of the textile sectorof the Croatian economy in the period 2005-2016. Preliminary
analysis of the problem allowedto formulate the following research hypothesis: Croatia’s
accession to the European Unionhas a positive impact on improving the competitiveness
of the Croatian textile sector in the contextof implementation of the Europe 2020 Strategy.
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circular economy or smart technical tex-
tiles. An interesting initiative supporting
the development of the textile sector in
Europe was the establishment of Regio-
Tex in 2016, which brings together entre-
preneurs and public authorities interested
in strengthening the innovation potential
of regional textile centers through clus-
ters or training centers.

Over the past two decades, the Europe-
an textile sector has undergone a pro-
found transformation. Since 2004, the
EU textile and clothing industry has in-
creased its productivity by 36%. Mass
low value-added production, standard
fibres, textiles and clothing have been
no longer functioning in Europe, which
has resulted in a reduction in total turno-
ver and employment in the sector on the
one hand, and a significant improvement
in the competitiveness of the industry on
the other [1]. Statistical data describing
the textile market in the EU indicate that
in the years 2010-2014 the number of en-
terprises operating in this sector gradual-
ly decreased (by approx. 8% over this pe-
riod). A change in this unfavorable trend
has been observed since 2015, with a sig-
nificant increase in the number of textile
enterprises by 4% in 2015 compared to
2014. Enterprises operating in this sector
are generally family-owned companies
employing up to 9 persons, and there-
fore 73% of textile trade is concentrated
within the EU and there is no significant
export expansion. In recent years, an in-
crease in employment in the textile sec-
tor (by 0.7% in 2015 compared to 2014)
was also observed. The sector employed
some 1.7 million people in 2015 [2].
The textile and clothing industry now

accounts for 5.6% of employment in the
European Union. However, in the fol-
lowing member states the relative share
of the textile industry in the total pro-
duction is significantly higher: Bulgaria
(22%), Portugal (20%), Romania (16%),
Lithuania (15%), Latvia (12%), Estonia
(11%), Croatia (10%), Italy (9%) and
Greece (9%). In 2015, the EU textile and
clothing industry reached a turnover of
169 billion euro, an increase of 1.4% in
relation to the previous year. The EU is
currently the second largest (after Chi-
na) exporter of textiles and clothing in
the world (24% and 26% of world sales,
respectively) [2]. Italy is the largest ex-
porter in the European textile sector, ac-
counting for 35.6% of total EU exports,
followed by Germany, France and the
United Kingdom; however, their total
share in exports is only 10% [3].

In the current economic and social reality,
large economic sectors such as transport,
construction, energy, food, agriculture,
personal protection and healthcare are
constantly seeking new and innovative
material solutions that fit in sustainable
development strategies and are safer or
more affordable. As a result, new nich-
es for textile markets appear that have
growth potential in Europe and in the
world. It can therefore be assumed that
the textile sector of the European Union
has significant development prospects.
According to the vision of development
of the textile industry by 2025 presented
by the European Commission, it should
be a strategic, innovative and competi-
tive EU sector that uses advanced man-
ufacturing techniques and engages in
cross-sectoral cooperation [4]. At the
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same time, the European textile and
clothing industry should support policies
aimed at a high level of environmental
protection, and the protection of employ-
ees and consumers, guaranteeing a good
quality of life and social integrity in Eu-
rope.

One of the member states that may see
growth opportunities in the development
of the textile market of the European Un-
ion is Croatia, which joined the organi-
sation on 1 July 2013. Croatia’s gross
domestic product in 2016 amounted to
10,900 euros per capita [5]. Since the start
of Croatia’s accession negotiations with
the European Union, its GDP rose from
36506 million euros in 2005 to 45557
million euros in 2016 [6], with slight
declines between 2007 and 2009 which
were due to the effects of the financial
crisis. The main economic activities of
Croatia are agriculture, the food indus-
try, textile industry, wood industry, metal
processing, the chemical industry, oil in-
dustry, electrotechnical industry, the con-
struction trade, shipbuilding, maritime
affairs and tourism. The share of Croa-
tia’s total production in the GDP is cur-
rently 13%, followed by wholesale, retail
(9.5%), and real estate (9%). It should be
noted, however, that the share of the tex-
tile, clothing and leather industry in the
GDP is very low, amounting to 0.6% [7].

Despite its long tradition, the textile
market in Croatia is characterised by the
following problems that limit its devel-
opment [8]:
too much business fragmentation;
poor pro-environmental concentration;
lack of investment in marketing, in-
novation, research and education that
could motivate entrepreneurs and
businesses to increase their competi-
tiveness;
insufficient development of own
brands; no interest in creating own
brands;
poor representation of companies in
the international market; insufficient
knowledge about developments in the
world market;
low level of education;
too slow reaction to market changes
and customer needs;
too much spatial unevenness of com-
panies in the sector (75% are located
in the north-western part of the coun-

try).

The textile sector is, however, the sec-
ond largest employer in manufacturing

FIBRES & TEXTILES in Eastern Europe 2017, Vol. 25, 6(126)

industry in the Croatian economy, and it
is currently emerging from a long crisis.
From the financial perspective of 2014 —
2020, this sector qualifies as a strategic
sector for the development of the nation-
al economy. The most important centers
of trade in textiles are: Zagreb, Varazdin,
Vukovar, Cakovec, Karlovac, Duga Resa
and GaresSnica, where textile clusters are
located. In 2014, ayear after Croatia’s
accession to the EU, textile production
increased by 38% to atotal of 84 miln
euros.

About 1,500 companies currently operate
in the Croatian textile sector, generating
4% of employment and average month-
ly salaries of around 586 euro. Foreign
investmentsin Croatia’s textile market
has reach the level of 200 million eu-
ros. Croatian authorities offer support
for foreign investors in the textile sector
by funding up to 60% of the investment
costs, it is also possible to obtain up to
18,000 euros for each newly created
workplace. Support for capital invest-
ments in the amount of 1 million euros
in equity investments and tax exemptions
for new investments are also envisaged
[9].The Croatian industrial strategy will
also provide special support measures
by 2020, such as reductions in the cost
of social security for older employers
of export — oriented enterprises, which
is particularly important for the develop-
ment of the textile sector, which employs
people aged 45 and older [10]. The open-
ing of Croatian markets to Europe led to
an influx of offers from western fashion
brands to the economy. The market niche
disclosed in this way provided an excel-
lent opportunity for greater application of
textiles in the process of the development
and use of technical materials, as well as
in the production of clothing and foot-
wear.

B Research methodology

One of the most important factors stimu-
lating the country’s economic growth is
foreign trade, and its value is indicative
of its competitiveness. The most com-
monly used measure of the country’s
competitive position is RCA — Revealed
Comparative Advantage [11]. The basis
of the theory of comparative advantage,
whose main precursor is considered to
be David Ricardo, is the assumption that
every country should produce and sell
abroad what it produces comparatively
better than others. It is assumed that such
a country should import goods that it

produces less efficiently [12]. The com-
parative advantage is thus defined as the
ability of the economy to produce a par-
ticular good in a more efficient way than
it is produced by other economies, and it
is expressed in the directions of export
and import specialization of the country
[13]. The theory of comparative advan-
tage is a useful economic model which
allows to explain the development of in-
tersectoral trade. The model’s drawback
is that it does not explain the sources of
differences in labour productivity be-
tween countries, which are the basis for
determining the relative costs, and thus
the core of the theory.

SITC products were selected for data
analysis. The Standard International
Trade Classification (SITC) was devel-
oped by the United Nations and is used
for foreign trade statistics (value of ex-
ports and imports and volumes of goods).
It allows an international comparison of
commodities and industrial goods [14].

The main categories are:
SITC 0 + 1 Food, drinks and tobacco;
SITC 2 + 4 Raw materials
SITC 3 Mineral fuels, lubricants and
related materials;
SITC 5 Chemicals and related prod-
ucts, n.e.s.
SITC 7 Machinery and transport
equipment;
SITC 6 + 8 Other foods manufactured,
including textile yarn, fabrics, made-
up articles, n.e.s., and related products
[15].

An in-depth analysis of comparative ad-
vantages was made on the basis of Eu-
rostat data on the textile sector broken
down by Chapters 50 to 60 and 63 in ac-
cordance with the Combined Nomencla-
ture of Foreign Trade (CN). The analysis
was based on data from the period 2005-
2016. The starting year time coincides
with the beginning of Croatia’s accession
negotiations with the European Union.

Statistical analysis

of disclosed comparative
advantages of the textile
sector of Croatia in trade
with the European Union

The data collected by Eurostat indicate
how trade between Croatia and other
European states has developed over the
last decade. The main importers and ex-
porters of goods in Croatia’s trade are
Italy and Germany, with a joint share of
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Figure 1. Share of selected EU countries in imports from Croatia (in %). Source: Own elaboration based on Eurostat data.
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Figure 2. Commodity structure of Croatia’s imports according to SITC. Source: Own
elaboration based on Eurostat data.

around 50%. However, this share is clear-
ly declining in favor of Austria, Slovenia
and Hungary (Figure 1). It is possible
that these countries will soon become the
main trading partners of Croatia.

Starting from 2012, aclear change in
Croatia’s main trading partners is visi-
ble. The most spectacular decline was
observed in trade relations with Italy,
which reduced its share in imports by 6%
after 2012. Italy was replaced by Aus-
tria, Slovenia and Hungary (increase of
2.5%, 2.21% and 2.33%, respectively).
The share of other European countries
in the period 2005-2016 remained un-
changed.

Figure 2 shows the share of particular
product groups in Croatia‘s imports.
The most popular product groups were
SITC 6+8 and SITC 7. However, there
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Figure 3. Share of selected EU countries in Croatia s exports (in %). Source: Own elaboration based on Eurostat data.
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is also a growth in the share of imports of
SITC 6+8, three of which are the leath-
er, paper and textile industries. In 2016,
compared to the base year 2005, imports
of these types of goods increased by 3%,
while the difference between the share of
SITC 6+8 and SITC 7 imports was 5%,
which increased significantly over the
period analysed. There was an increase
of 26% in the share of SITC 6+ 8 in im-
ports in 2016 compared to the base year
2005.

A similar trend was visible in exports
(Figure 3). Croatia’s main export part-
ners during the period analyzed were Italy
and Germany, whose share equalled ap-
prox. 50%. However, after 2011 this share
began to gradually decrease and in 2016
it was 23% lower than in the base year
2005. Italy and Germany started to be re-
placed by Austria, Slovenia and Hungary,
which increased their share by 28% in
2016 in comparison to the base year 2005.
The change that took place had been trig-
gered by the simplification of trade pro-
cedures between member states as well
as by greater flexibility in production and
the low cost of wages. Important was also
the change of approach to the marketing
and promotion of own brands through
participation of representatives of the tex-
tile and clothing market in both national
and international fairs.

The largest share in exports from Croatia
to the European Union is observed in the
case of SITC 6+8 (Figure 4). The par-
ticular growth of the value of this group
could be observed directly after Croatia’s
accession to the EU. It should be noted
that according to the report Textile And
Clothing In Croatia, there has been an

100.
00
80.00
60.00
40.00
20.00
0.00

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

m SITC 0+1 Food, drinks and tobacco

m SITC 2+4 Raw materials

u SITC 3 Mineral fuels, lubricants and related materials
B SITC 5 Chemicals and related producs, n.e.s

u SITC 6+8 Other manufactured goods

= SITC 7 Machinery and transport equipment

Figure 4. Croatia’s commodity export structure according to SITC. Source: Own elaboration

based on Eurostat data.

increase in the textile sector from 212
million to 257 million euro (an increase
of approximately 21%) compared to the
first eight months of 2013, whose sec-
tor is part of the group SITC 6+8 [16].
The largest share in exports during the
period analysed was observed in case of
SITC 6+ 8, which remained at an average
level of 35.3%. However, after Croatia’s
accession to the EU, this share increased
significantly and in 2016 it was 37.7%,
which represented an increase of 4%
compared to the base year (33% in 2005).
It can therefore be concluded that exports
of goods from Croatia is dominated by
products in the group SITC 6+ 8, which
is a part of the textile and clothing sector,
whose share is 14% higher than that of
the second group — SITC 7 (mechanical
equipment).

An initial analysis of trade between Cro-
atia and the other European states based
on the SITC 0-8 standard level of inter-
national trade, confirmed the assumption
that the dominant commodity group in
trade was SITC 6+ 8 goods, which is part
of the textiles sector. For further in-depth
analysis of comparative advantages, Eu-
rostat data on the textile sector were bro-
ken down into sections G_50 — G_60 and
63 according to the Combined Nomen-
clature of Foreign Trade (CN)Y.

The research conducted on the compet-
itiveness of the textile sector in Croatia
resulted in the calculation of indicators,
i.,e. RCA — comparative advantage ratio
of exports, IMP — import penetration in-
dex, and RTA - index of relative trade
advantage. On this basis, comparative
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Figure 5. Comparative advantages in Croatias textile sector. Source: Own elaboration based on Eurostat data.
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advantages in the textile sector of Croatia
were identified (Figure 5). Values of indi-
cators RCA and RTA exceeding 1.0 are in-
dicative of competitive advantage, while
the IMP indicator exceeding 1.0 indicates
lack of advantage and demonstrates the
marketability of a particular commodity

group.

The analyses conducted allow to state
that Croatia achieved comparative ad-
vantage in exports of textile products
after accession to the European Union,
which gave a positive RCA exceeding
1.0, which only reached its desired value
after 2013. This means that only in this
period did the entire textile export sec-
tor achieve a high competitive position,
which appears to be a static effect of Cro-
atia’s accession to the European Union.
The RCA index for the Croatian textile
sector indicates a fairly stable upward
trend in the competitive position of the
textile sector towards strong comparative
advantage, particularly after accession
to the European Union. An impact of
enterprises (closer environment) on the
development of the competitive position
of the Croatian economy is visible e.g. in
the change of management to a more ef-
ficient one, an increase in the efficiency
of work, modernisation of the infrastruc-
ture in enterprises, optimization of costs,
opening to new markets and external
conditions (distant environment) which
include access to external sources of
business funding, freedom of establish-
ment of enterprises, modern infrastruc-
ture, fighting corruption and minimisa-
tion of bureaucracy. In this context, fiscal
policy affecting exchange rate policies
and exchange rates is also important.

The value of the IMP indicator, which in
the period analysed exceeded 1.0, indi-
cates the absorbency of the textile market
originating in the European Union. This
indicator, despite unfavorable values
showing that there was no comparative
advantage after Croatia’s accession to the
European Union, is gradually decreas-
ing — which should be read as a positive
trend.

RTA allowed to analyse the competitive
advantage of the textile sector by weigh-
ing up the relative benefits of exports and
imports. The analysis showed that the
textile sector in Croatia did not achieve
comparative advantages in this respect,
but, similar to the IPM, its level rose to
0.6 in the year 2016, the highest level
achieved since 2005.
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B Summary

The textile sector in Croatia is in a dif-
ficult phase of coming out of the crisis.
Nevertheless it is particularly difficult
due to the direct proximity of economies
that have cheap labour resources and are
open to external markets. However, the
traditions of textile production in Croa-
tia, dating back to the beginning of the
twentieth century, are strong, and there is
a good chance that along with the deeper
integration of Croatia with the European
Union, the sector will develop. It is worth
noting that this development can be
achieved through new trade agreements,
especially in the context of the change of
Croatia’s major trading partners. Until
2012, less than 50% of commodity trade
had been related to agreements conclud-
ed between Croatia and Italy and Germa-
ny. After accession, the share of Hunga-
ry, Austria and Slovenia increased sig-
nificantly. Analysis of the structure and
dynamics of trade shows that Croatia,
previously associated with the tourism
sector, has a strong potential for develop-
ment in the textile sector. During the pe-
riod analysed, the products of this sector
accounted for more than 35% of exports.

Empirical research allowed to positively
verify the initially posed hypothesis: Cro-
atia’s accession to the European Union
has a positive impact on improving the
competitiveness of the Croatian textile
sector in the context of the implementa-
tion of the Europe 2020 Strategy. This is
confirmed by the observed increase in the
competitive position thanks to revealed
comparative advantages in textile export
after 2013, decreasing import absorption
(IMP) and increasing RTA (relative trade
advantage index). Although the only in-
dicator that directly shows the achieve-
ment of advantages is RCA, the positive
changes in the IMP and RTA ratios con-
firm the research hypothesis.

Editorial note

) G_50 Silk; Wool, G_51 fine or coarse an-
imal hair; horsehair yarn and wove; G_52
Cotton; G_53 Other vegetable textile fibres;
paper yarn and woven fibre; G_54 Man-
made filaments; G_55 Man-made staple
fibres; G_56 Wadding, felt and nonwovens;
special yarns; twine, cordag...; G_57 Car-
pets and other textile floor coverings; G_58
Special woven fabrics; tufted textile fabrics;
lace; tape; G_59 Impregnated, coated, cov-
ered or laminated textile fabrics; G_60 Knit-
ted or crocheted fabrics; G_63 Other made-

up textile articles; sets; worn clothing.
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