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Summary

This report analyses Croatia’s retail price-cap regulation introduced in response to the post-2021
surge in consumer prices. The regulation began in September 2022 with caps on a narrow basket of
basic food products and was subsequently amended and replaced by broader decisions covering ad-
ditional products and, from 2025, product categories. The report documents the legal evolution of the
measure, the products and categories covered, the associated price and markup caps, and the rules
on consumer information and in-store availability. It then assesses the potential impact of price caps
on inflation and household living standards using consumer price, household budget, income, and
wage data. The analysis suggests that price caps likely reduced measured inflation, especially after
the scope of the regulation expanded, and that the potential relief was larger for lower-income house-
holds because they spend a higher share of their budgets on covered consumption groups. However,
the results should be interpreted as indicative rather than causal, since the counterfactual price path
without caps is unobserved and product-level consumption and transaction data are unavailable.
The report argues that a stronger evaluation would require high-frequency product-level price and
quantity data, preferably scanner data. It also compares price caps with alternative measures, in-
cluding VAT cuts and direct instruments such as transfers and minimum wages, concluding that price
caps can provide visible short-term relief but should not substitute for better-targeted income-sup-
port policies.



1 Introduction

The sharp rise in consumer prices after 2021 placed substantial pressure on household living stand-
ards across Europe, including in Croatia. Food and other frequently purchased goods became espe-
cially salient in public debate, as these items are often bought, their prices are highly visible to con-
sumers, and they account for a relatively large share of the consumption baskets of lower-income
households. In this context, governments faced strong pressure to adopt measures that would
quickly and visibly ease the inflation burden on households.

One of the measures adopted by the Croatian Government was the direct regulation of retail prices.
Thefirstretail price-cap decision entered into force in September 2022 and applied to a narrow basket
of basic food products. The measure was later amended and then replaced by new decisions that
gradually expanded its scope. Over time, the regulation evolved from price caps on a small number
of specific food products to a broader system covering both capped products and capped product
categories, with additional rules concerning consumer information, in-store visibility, and access to
capped items.

This report examines Croatia’s retail price-cap regulation from three perspectives. First, it provides a
detailed description of the regulation itself: the legal acts that introduced and amended it, the lists of
capped products and product categories, the corresponding price and markup caps, and the main
implementation rules. Second, it assesses the potential impact of price caps on inflation and house-
holds’ living standards. This includes an analysis of the importance of capped products and product
categories in household consumption baskets, whether the introduction of new caps has reduced
inflation, and how inflation-adjusted income and wage growth differ when using officialinflation rates
versus a constructed “capped” inflation rate. Third, the report discusses what would be required for
a more credible impact assessment and considers alternative or complementary instruments for re-
ducing households’ inflation burden.

The analysis is constrained by the available data. Household consumption data are available at the
EUCOICOP consumption group level, not at the level of individual capped products or brands. More-
over, the counterfactual inflation rate that would have prevailed in the absence of price caps cannot
be directly observed. For these reasons, the empirical analysis should not be read as a full causal
evaluation of the regulation. Rather, it provides indicative evidence on the direction and possible mag-
nitude of the effects, while making explicit the assumptions under which the results should be inter-
preted.

The rest of the report is organised as follows. Section 2 describes the price-cap measures introduced
by the Government, beginning with the initial decision in September 2022, its later amendments, and
the successor decisions that replaced it. Section 3 analyses the impact of price caps on inflation and
households’ living standards. Section 4 discusses the requirements for a better assessment of the
impact of retail price caps on inflation and living standards. Section 5 considers alternatives to retail
price caps, focusing on VAT cuts and direct instruments such as monetary transfers and the minimum
wage. Section 6 concludes the report.



2 Description of the regulation

This section describes all the price-cap regulations introduced by the Government. These include the
initial decision from September 2022, three amendments in 2022 and 2023 following the initial deci-
sion, and three new decisions passed over 2023-2025. For each decision (or its amendment), we pro-
vide the following details: the list of capped products and product categories, and the corresponding
retail price and markup caps. In addition, we provide the adoption and entry-into-force dates, the un-
derlying legal act, and the Government’s justification (if any). We also explain some implementation
aspects. The decisions and amendments are considered in chronological order. Definitions of im-

portant terms are provided along the way.

2.1  First (initial) decision and amendments

The price cap regulation was introduced by the government in early September 2022. The first deci-
sion act entered into force on 10 September 2022. Table 1 provides more detailed information on this
and the subsequent related legal acts: the exact adoption and entry-into-force dates, the Official Ga-
zette references, the official acts’ titles in Croatian and English, and the relations between the acts.

Table 1. Details on the legal acts regulating price caps

Act Adoption Entry-into-force Official Gazette Official title Relation to
no. date date reference other acts
#1 8 Sep 2022 10 Sep 2022 NN 104/2022 Croatian: Odluka o izravnim mjerama kontrole | First (initial)

cijena odredenih prehrambenih proizvoda decision

English: Decision on direct price-control
measures for certain food products

#2 13 Jan 2023 14 Jan 2023 NN 5/2023 Croatian: Odluka o izmjenama Odluke o iz- The first
ravnim mjerama kontrole cijena odredenih amendment
prehrambenih proizvoda to the first

decision

English: Decision amending the Decision on
direct price-control measures for certain food

products

#3 16 Mar 2023 18 Mar 2023 NN 31/2023 Croatian: Odluka o izmjenama Odluke o iz- The second
ravnim mjerama kontrole cijena odredenih amendment
prehrambenih proizvoda to the first
English: Decision amending the Decision on decision
direct price-control measures for certain food
products

#4 30 Mar 2023 1 Apr2023 NN 37/2023 Croatian: Odluka o izmjeni Odluke o izravnim The third
mjerama kontrole cijena odredenih prehram- amendment
benih proizvoda to the first
English: Decision amending the Decision on decision
direct price-control measures for certain food
products

#5 14 Sep 2023 18 Sep 2023 NN 107/2023 Croatian: Odluka o izravnim mjerama kontrole | The second

cijena odredenih proizvoda u trgovini na malo decision

English: Decision on direct price-control
measures for certain products in retail trade
#6 31Jan 2025 7 Feb 2025 NN 17/2025 Croatian: Odluka o izravnim mjerama kontrole | The third de-
cijena odredenih proizvoda i odredenih kate- cision

gorija proizvoda u trgovini na malo

English: Decision on direct price-control
measures for certain products and certain
categories of products in retail trade

#7 20 Nov 2025 1 Dec 2025 NN 142/2025 Croatian: Odluka o odredivanju najvisih cijena | The fourth
odredenih proizvoda i odredenih kategorija decision




Act Adoption Entry-into-force Official Gazette Official title Relation to
no. date date reference other acts
proizvoda kao mjera izravne kontrole cijena u
trgovini na malo

English: Decision setting maximum prices for
certain products and certain categories of
products as a direct price-control measure in
retail trade

Sources: Government of the Republic of Croatia, Official Gazette.

The first act specified a basket of nine basic food products. The specified products are listed in Table
2, along with the price cap and the markup cap. Evidently, the scope of products was very limited,
including one type of edible oil, one type of milk, one type of sugar, two types of flour, three types of
pork, and one type of chicken meat.

A specific product refers to all items offered in a store that match the product description specified
in the legal act. To explain the concept of product, let us use the example of “edible sunflower oil, per
litre” (product no. 1 in Table 2). In this case, the product refers to all items in a store that match this
description, regardless of brand. For each product, the price cap is specified as the maximum price
per unit of quantity (litre, kilogram). Thus, for example, the maximum price for a 5-litre bottle of edible
sunflower oilis 51 x€2.12 EUR =€10.60. The Government emphasised that the price caps are binding
only in that prices must not exceed them. Prices may be lower than the caps, and the Government
recommended that traders set prices below the caps, if possible. Moreover, the price caps must ap-
ply to regular prices, not to sale prices or discounted prices. For example, if the regular price of edible
sunflower oil is above €2.12 per litre, and a store lowers the price to €2.12 per litre only as a special
discount, this practice violates the price-cap regulation.

Table 2. Products with price caps, first decision, entered into force on 10 September 2022 (based on
NN 104/2022, act #1 in Table 1)

Product Product name in Croatian Product name in English Price cap Markup
no. (EUR) cap

1 jestivo suncokretovo ulje po litri edible sunflower oil, per litre 2.12 5%

2 UHT mlijeko s 2,8 % mlije¢ne masti po litri UHT milk, 2.8% milk fat, per litre 0.98 5%

3 bijeli kristalni Sec¢er po kilogramu white granulated sugar, per kilogram 1.06 1%

4 brasno tip T-550 glatko po kilogramu wheat flour, type T-550, smooth, per kil- 0.80 5%
ogram

5 brasno tip T-400 oStro po kilogramu wheat flour, type T-400, semi-coarse, 0.83 5%
per kilogram

6 svinjska lopatica bez kostiju po kilogramu boneless pork shoulder, per kilogram 3.32 1%

7 svinjski vrat s kostima po kilogramu pork neck with bone, per kilogram 3.32 1%

8 svinjsko mljeveno meso u pakiranju do 1 kil- packaged minced pork, up to 1 kilogram 4.38 1%

ogram (pakirano u kontroliranoj atmosferi) (packed in a controlled atmosphere)
9 svjeze cijelo pile po kilogramu fresh whole chicken, per kilogram 3.32 5%

Notes: The price caps are stated in euros only, although in 2022, Croatia still used the kuna. The legal act specified the caps in both
kunas and euros.
Source: Official Gazette (NN 104/2022).

In addition to price caps, markup caps were also specified (see last column of Table 2). Here, a
markup is the additional amount charged by a seller above the effective net price the seller paid for
the product. The net effective price is the price before value-added tax (VAT) and after all rebates and
off-invoice discounts. The regulation specified markup caps of 1 or 5 per cent, depending on the prod-

uct. In practice, for example, if a seller buys a product at an invoice price of €1 excluding VAT and gets
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arebate or off-invoice discount of €0.10, the base for the markup is €0.9. Then, if the specified markup
cap is 5 per cent, the maximum selling price before VAT must not exceed €0.9 x 1.05 =€0.945.

The first decision did not mandate that sellers specifically mark or otherwise inform buyers about the

capped products. This mandate was introduced only later, as we will discuss below.

There were three amendments to the first decision. These entered into force in the first half of 2023:
on 14 January, 18 March, and 1 April, respectively. The first amendment did not change the set of
capped products (see Table 3). Only some price caps and one markup cap were changed: two price
caps were increased, two price caps were lowered, and one markup cap was increased. The rationale
for the changes was to take into account the then-recent market developments. The second amend-
ment changed the set of capped products (see Table 4): two products were removed, and one new
product was added. In addition, the price cap for a single product was lowered, and all markup caps
were abolished. The rationale for the changes was not explicitly stated. The third amendment kept the
set of capped products unchanged. The only changes were a slight reduction in the price cap and the
introduction of a 10% markup cap for milk (see Table 5). Recall that the second amendment abolished

all markup caps.

Table 3. Capped products; the first amendment to the first decision; entered into force on 14 January
2023 (based on NN 31/2023, act #2 in Table 1)

Product Product name in Croatian Product name in English Price cap Markup
no. (EUR) cap

1 jestivo suncokretovo ulje po litri edible sunflower oil, per litre 1.86 5%

2 UHT mlijeko s 2,8 % mlije¢ne masti po litri UHT milk, 2.8% milk fat, per litre 0.98 5%

3 bijeli kristalni Sec¢er po kilogramu white granulated sugar, per kilogram 1.33 5%

4 brasno tip T-550 glatko po kilogramu wheat flour, type T-550, smooth, per kil- 0.80 5%
ogram

5 brasno tip T-400 oStro po kilogramu wheat flour, type T-400, semi-coarse, 0.83 5%
per kilogram

6 svinjska lopatica bez kostiju po kilogramu boneless pork shoulder, per kilogram 3.58 1%

7 svinjski vrat s kostima po kilogramu pork neck with bone, per kilogram 3.32 1%

8 svinjsko mljeveno meso u pakiranju do 1 kil- packaged minced pork, up to 1 kilogram 4.11 1%

ogram (pakirano u kontroliranoj atmosferi) (packed in a controlled atmosphere)
9 svjeZe cijelo pile po kilogramu fresh whole chicken, per kilogram 3.32 5%

Notes: The yellow cells indicate caps that changed from those in the first decision (see Table 2).
Source: Official Gazette (NN 31/2023).



Table 4. Capped products; the second amendment to the first decision; entered into force on 18
March 2023 (based on NN 31/2023, the act #3 in Table 1)

Product Product name in Croatian Product name in English Price Markup
no. cap cap
(EUR)
1 jestivo suncokretovo ulje po litri edible sunflower oil, per litre 1.72 no cap
2 UHT mlijeko s 2,8 % mlijeéne masti po litri UHT milk, 2.8% milk fat, per litre 0.98 no cap
3 bijeli kristalni Secer po kilogramu white granulated sugar, per kilogram 1.33 no cap
4 brasno tip T-550 glatko po kilogramu wheat flour, type T-550, smooth, per kil- 0.80 no cap
ogram
5 brasno tip T-400 oStro po kilogramu wheat flour, type T-400, semi-coarse, 0.83 no cap
per kilogram
removed svinjska lopatica bez kostiju po kilogramu | boneless pork shoulder, per kilogram
removed svinjski vrat s kostima po kilogramu pork neck with bone, per kilogram
6 svinjsko mljeveno meso u pakiranjudo 1 kil- | packaged minced pork, up to 1 kilogram 4.11 no cap
ogram (pakirano u kontroliranoj atmosferi) (packed in a controlled atmosphere)
7 (added) carsko meso po kilogramu pork belly, per kilogram 3.79 no cap
8 svjeze cijelo pile po kilogramu fresh whole chicken, per kilogram 3.32 no cap

Notes: The yellow cells indicate caps that changed from the last applicable (see Table 3). The products marked in red were removed
from, and the one marked in green was added to, the last applicable list of capped products (see Table 3).
Source: Official Gazette (NN 31/2023).

Table 5. Capped products; the third amendment to the first decision; entered into force on 1 April

2023 (based on NN 37/2023, act #4 in Table 1)

Product Product name in Croatian Product name in English Price cap | Markup
no. (EUR) cap

1 jestivo suncokretovo ulje po litri edible sunflower oil, per litre 1.72 no cap

2 UHT mlijeko s 2,8 % mlije¢ne masti po litri UHT milk, 2.8% milk fat, per litre 1.03 10%

3 bijeli kristalni Secer po kilogramu white granulated sugar, per kilogram 1.33 no cap

4 brasno tip T-550 glatko po kilogramu wheat flour, type T-550, smooth, per kil- 0.80 no cap
ogram

5 brasno tip T-400 ostro po kilogramu wheat flour, type T-400, semi-coarse, 0.83 no cap
per kilogram

6 svinjsko mljeveno meso u pakiranju do 1 kilo- packaged minced pork, up to 1 kilogram 4.11 no cap

gram (pakirano u kontroliranoj atmosferi) (packed in a controlled atmosphere)
7 carsko meso po kilogramu pork belly, per kilogram 3.79 no cap
8 svjeZe cijelo pile po kilogramu fresh whole chicken, per kilogram 3.32 no cap

Notes: The yellow cells indicate caps that changed from the last applicable (see Table 4).
Source: Official Gazette (NN 37/2023).

2.2 Second decision

After three amendments to the first decision, the Government issued a new decision that replaced it
entirely. This was the first in a sequence of three new decisions, and it entered into force on 18 Sep-
tember 2023, a year after the initial decision.

Unlike the amendmentsto the initial decision, this new decision expanded the list of capped products
considerably, from 8 (or9in the initial decision) to 29 (see Table 6). Compared to the list that had been
in force until this decision (see Table 5), one product was removed. The extended listincluded a wider
variety of dairy and meat products (present on the old list), as well as additional food products: se-
lected types of grains, pastry, vegetables, fruits, a sweet, and a non-alcoholic beverage. No price or
markup cap was changed compared to the last applicable (see Table 5). Moreover, several personal
hygiene products and baby diapers were added.



Table 6. Capped products; the second decision; entered into force on 18 September 2023 (based on
NN 107/2023, act #5 in Table 1)

Product Product name in Croatian Product name in English Price cap Markup
no. (EUR) cap
1 jestivo suncokretovo ulje po litri edible sunflower oil, per litre 1.72 no cap
2 UHT mlijeko s 2,8 % mlije¢ne masti po litri UHT milk, 2.8% milk fat, per litre 1.03 10%
3 bijeli kristalni Secer po kilogramu white granulated sugar, per kilogram 1.33 no cap
4 brasno tip T-550 glatko po kilogramu wheat flour, type T-550, smooth, per 0.80 no cap
kilogram
5 brasno tip T-400 ostro po kilogramu wheat flour, type T-400, semi-coarse, 0.83 no cap
per kilogram
6 svinjsko mljeveno upakirano meso (pa- packaged minced pork (packed in a 4.11 no cap
kirano u kontroliranoj atmosferi) po kilo- controlled atmosphere), per kilogram
gramu
removed carsko meso po kilogramu pork belly, per kilogram
7 pile cijelo po kilogramu whole chicken, per kilogram 3.32 no cap
8 (added) jogurt, casicai bocica 180 grama/200 yogurt, cup or bottle, 180 g/200 g 0.49 no cap
grama
9 (added) polutvrdi sir Gouda blok za narezivanje po | semi-hard Gouda cheese, slicing 6.49 no cap
kilogramu block, per kilogram
10 (added) | riza dugo zrno po kilogramu long-grain rice, per kilogram 2.29 no cap
11 (added) | Spageti 500 grama spaghetti, 500 g 1.09 no cap
12 (added) | svjeza jajarazred M, kavezni uzgoj 10 fresh eggs, size M, cage farming, 2.45 no cap
komada pack of 10
13 (added) | svinjski vrat bez kosti po kilogramu boneless pork neck, per kilogram 5.49 no cap
14 (added) | hrenovke pileée/purece, pakiranje po kil- chicken/turkey frankfurters, per kil- | 2.69 no cap
ogramu ogram
15 (added) | hamburger slanina po kilogramu hamburger bacon, per kilogram 6.99 no cap
16 (added) | mrkva u rinfuzi po kilogramu loose carrots, per kilogram 0.89 no cap
17 (added) | Sareni grah u rinfuzi po kilogramu mixed beans, loose, per kilogram 1.99 no cap
18 (added) | pasirana rajcica tetrapak 500 mililitara strained tomatoes, Tetra Pak, 500 1.09 no cap
ml
19 (added) | limun urinfuzi po kilogramu loose lemons, per kilogram 1.49 no cap
20 (added) | jabuka »Gala« u rinfuzi po kilogramu Gala apples, loose, per kilogram 1.39 no cap
21 (added) | mlijecna ¢okolada tabla, bez dodataka u plain milk chocolate bar, 80-100 g 1.29 no cap
pakiranju od 80 do 100 grama
22 (added) | sirup sa Se¢erom po litri syrup with sugar, per litre 2.99 no cap
23 (added) | pastazazube 125 mililitara toothpaste, 125 ml 2.99 no cap
24 (added) | gel za tusSiranje muski i Zenski 250 milili- shower gel, men's and women's, 2.99 no cap
tara 250 ml
25 (added) [ Sampon od jedne litre shampoo, 1 litre 3.49 no cap
26 (added) | toaletni papir troslojni 10 rola three-ply toilet paper, 10 rolls 2.99 no cap
27 (added) | higijenski ulo$ci standardni po komadu standard sanitary pads, per piece 0.25 no cap
28 (added) | pelene standardne po komadu standard diapers, per piece 0.30 no cap
29 (added) | krumpir pet kilograma potatoes, 5 kg 3.99 no cap
30 (added) | junecivrat s kostima po kilogramu beef neck with bone, per kilogram 6.99 no cap

Notes: The product marked in red was removed from, and the ones marked in green were added to, the last applicable list of capped
products (see Table 5).
Source: Official Gazette (NN 107/2023).

As the rationale for the expanded scope of capped products, the Government states that it was based
on an analysis of what consumers purchase most frequently in their consumer baskets. No further
details about the analysis were revealed. When it comes to the price caps, the Government did not
explain exactly how they were set. However, in the presentation of the new decision, the caps for the
newly added products are compared with prices as of 31 December 2022." For all but one of the
added products, the cap is lower than the 31-December-2022 price by a double-digit percentage,

"The presentation is available at: https://vlada.gov.hr/UserDocslmages/Vijesti/2023/Rujan/14%20ru-
jina/5.%20paket%20mjera%20Vlade.pdf. See slides 20-22.



ranging from 10 to 53 per cent.2 The sum of all price caps is 23.6 per cent lower than the sum of prices
as of 31 December 2022.3 Thus, on average, the caps were set notably below the prevailing market
prices.

Besides the list expansion, an additional novelty was introduced. The sellers were given the right to
draw consumers’ attention to the capped products using a visual identification marker. If a seller
chooses to use the marker, it must be clearly visible together with the capped price. In addition, the
identification marker has to be as shown in Figure 1 (either version). The marker says (literally): “LIM-
ITED PRICE”. The rationale was that price caps alone may not be sufficient to affect consumers’ pur-
chasing behaviour; adequate information about capped products is also needed. By prescribing the
look of the visual markers, the Governmentintended to make information provision clearly recognisa-
ble to consumers.

Figure 1. Two versions of a visual identification marker that retailers may use to mark capped prod-
ucts

Note: Any version of the marker may be used.
Source: Official Gazette (NN 107/2023).

2.3 Third decision

In early 2025, the third was passed. It entered into force on 7 February 2025. As with the second deci-
sion from September 2023 (see the preceding section), this one was not a technical amendment but
a new decision that repealed all previous ones.

2 For the single exception, the cap is lower by 9 per cent.

3 See slide 23 of the presentation available at: https://vlada.gov.hr/UserDocsImages/Vijesti/2023/Ru-
jan/14%20rujna/5.%20paket%20mjera%20Vlade.pdf

41t should be said that the Government’s presentation material seems to contradict the decision as a le-
gal act. While the legal act clearly states that retailers are entitled to use them —i.e., they are not obliged
to do so —the presentation states that capped products must be marked. The confusion might be due
only to imprecise wording used in the presentation. The presentation is available at:
https://vlada.gov.hr/UserDocslmages/Vijesti/2023/Rujan/14%20rujna/5.%20pa-
ket%20mjera%20Vlade.pdf; see slide 24.
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Compared with the last applicable list of capped products (see Table 6), the list in this new decision
is virtually identical (see Table 7, panel A). There is only one difference: a product is replaced by an-
other, practically identical one in a different package, and the price cap was changed accordingly. All
other price caps remained unchanged, as did the markup caps. The product names were slightly re-
worded, with no substantial changes.

One novelty in this decision is that, in addition to capped products, capped product categories were
introduced. 40 product categories were introduced, 30 of which are foodstuffs, and the remaining 3
are detergents and soap (see Table 7, Panel B). The Government stated that the choice of these prod-
uct categories was based on an analysis of the products most frequently purchased in consumers’
baskets.

Compared with the price cap for a product (e.g. edible sunflower oil, per litre), which applies to all
items in a store that match the specified product description regardless of brand (as explained
above), the price cap for a product category applies differently. For each product category, retailers
are mandated to apply the cap to at least one specific item within that category, if they offer any items
in that category. Take, for example, the category “pancetta, per kg” (category no. 7 in Table 7, Panel
B). If a retailer offers several brands of pancetta, one of them must be priced at no more than €11.90
per kg. Moreover, when the capped brand of pancetta is sold out, the retailer must apply the price cap
to another available brand. Neither product category is subject to the markup cap.

Other novelties in this decision concern information provision to consumers and access to capped
products and product categories. First, unlike before, when the visual identification markers were not
mandatory, this decision made them so. The markers must look as before (see Figure 1). Second, at
the store entrance or another visible place within the store, as well as on the website (if any), retailers
must present a poster that shows (at least) the prescribed visual identification marker and a list of
capped products and capped items within the categories with the respective prices (see an example
from one store in Figure 2). Third, in stores with an area above 400 square meters, there must be a
dedicated area with the capped item for each capped product category and at least one item for each
capped product.

Figure 2. Example of a list of capped products and items within the capped product categories

Notes: The poster title says (literally): “List of products WITH LIMITED PRICES”.
Source: Index.hr (https://www.index.hr/shopping/clanak/spar-na-ulazu-trgovina-postavio-plakate-s-ogranicenim-cijenama-pogle-
dajte-fotke/2640250.aspx).
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Table 7. Capped products and product categories; the third decision; entered into force on 7 February

2025 (based on NN 17/2025, act #6 in Table 1)

Panel A. Capped products

Product Product name in Croatian Product name in English Price cap Markup
no. (EUR) cap
1 jestivo suncokretovo ulje, po | edible sunflower oil, per | 1.72 no cap
2 UHT mlijeko, s 2.8% mm, po | UHT milk, 2.8% milk fat, per 1.03 10%
3 bijeli kristalni Secer, po kg white granulated sugar, per kg 1.33 no cap
4 brasno tip T-550 glatko, po kg wheat flour, type T-550, smooth, per 0.80 no cap
kg
5 brasno tip T-400 oStro, po kg wheat flour, type T-400, semi-coarse, 0.83 no cap
perkg
6 svinjsko mljeveno upakirano meso (pa- packaged minced pork (packed in a 4.1 no cap
kirano u kontroliranoj atmosferi), po kg controlled atmosphere), per kg
7 pile, cijelo, po kg whole chicken, per kg 3.32 no cap
8 jogurt, ¢aSicaibocica, 180g-200g yogurt, cup or bottle, 180-200 g 0.49 no cap
9 polutvrdi sir Gouda, blok za narezivanje, po semi-hard Gouda cheese, slicing 6.49 no cap
kg block, per kg
10 riza, bijela, dugo zrno, 1 kg white long-grainrice, 1 kg 2.29 no cap
1 Spageti, 500 g spaghetti, 500 g 1.09 no cap
12 svjeza jaja, razred M, kavezni uzgoj, 10 kom. fresh eggs, size M, cage farming, 10 2.45 no cap
pcs.
13 svinjski vrat, bez kosti, po kg boneless pork neck, per kg 5.49 no cap
14 hrenovke, pileé¢e/purece, po kg chicken/turkey frankfurters, per kg 2.69 no cap
15 hamburger slanina, po kg hamburger bacon, per kg 6.99 no cap
16 mrkva u rinfuzi, po kg loose carrots, per kg 0.89 no cap
17 Sareni grah u rinfuzi, po kg mixed beans, loose, per kg 1.99 no cap
18 pasirana rajcica, viSeslojna ambalaza, 500 strained tomatoes, multilayer pack- 1.09 no cap
ml aging, 500 ml
19 limun u rinfuzi, po kg loose lemons, per kg 1.49 no cap
removed jabuka »Gala« u rinfuzi po kilogramu Gala apples, loose, per kilogram
20 (added) | jabuka, pakiranje od 2 kg apples, 2 kg pack 2.19 no cap
21 mlije€¢na €okolada, tabla, bez dodataka, 80 plain milk chocolate bar, 80-100 g 1.29 no cap
g-100g
22 sirup sa Se¢erom, 11 syrup with sugar, 11 2.99 no cap
23 pasta za zube, 125 ml toothpaste, 125 ml 2.99 no cap
24 gel za tusiranje, muski i Zenski, 250 ml shower gel, men's and women's, 250 2.99 no cap
ml
25 Sampon, 11 shampoo, 11 3.49 no cap
26 toaletni papir, troslojan, 10 rola - 16 rola three-ply toilet paper, 10-16 rolls 2.99 no cap
27 higijenski ulosci, standardni, po kom. standard sanitary pads, per piece 0.25 no cap
28 pelene djecje, standardne, po kom. standard baby diapers, per piece 0.30 no cap
29 krumpir, 5 kg potatoes, 5 kg 3.99 no cap
30 junedi vrat s kostima, po kg beef neck with bone, per kg 6.99 no cap

Notes: The product marked in red was removed from, and the one marked in green was added to, the last applicable list of capped
products (see Table 6).
Source: Official Gazette (NN 17/2025).

Panel B. Capped product categories

Product Product category name in Croatian Product category name in English Price cap Markup
category (EUR) cap
no.
1 kruh, pSenicni, nepakirani, po kg unpackaged wheat bread, per kg 1.50 no cap
2 palenta, instant, 400 g-500 g instant polenta, 400-500 g 0.95 no cap
3 zobene pahuljice, sitne, 500 g fine rolled oats, 500 g 0.99 no cap
4 kukuruzne pahuljice, 500 g corn flakes, 500 g 2.19 no cap
5 pecivo kajzerica, po kom. Kaiser roll, per piece 0.13 no cap
6 pSenicna krupica (gris), 1 kg wheat semolina (gris), 1 kg 1.10 no cap
7 je€mena kasa, 1 kg barley groats, 1 kg 1.30 no cap
8 suhi keksi, bez punjenja (piSkote), 400 g dry biscuits without filling (ladyfinger 1.75 no cap
biscuits), 400 g
9 dvopek, 200 g-400 g rusks, 200-400 g 2.29 no cap
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Product Product category name in Croatian Product category name in English Price cap Markup
category (EUR) cap
no.
10 tjestenina, “penne”/“fusilli”, 400 g-500 g pasta, penne/fusilli, 400-500 g 1.19 no cap
11 panceta, po kg pancetta, per kg 11.9 no cap
12 Sunka u ovitku, po kg ham in casing, per kg 8.79 no cap
13 pasteta, ¢ajna, 95g-100 g meat paté ('Cajna'), 95-100 g 0.95 no cap
14 tirolska kobasica, po kg Tyrolean sausage, per kg 6.05 no cap
15 kranjska kobasica, po kg Carniolan sausage, per kg 6.40 no cap
16 smrznuti file osli¢a, 400 g - 500 g frozen hake fillets, 400-500 g 4.80 no cap
17 smrznuti osli¢, bez glave, 400 g frozen headless hake, 400 g 3.90 no cap
18 riblja konzerva u bilinom ulju,90g-125¢g canned fish in vegetable oil, 90-125 g 1.32 no cap
19 kiselo vrhnje, ¢asica, 12 % mm, 180 g - 200 sour cream, cup, 12% milk fat, 180- 0.94 no cap
g 200g
20 svjezi kravlji sir, polumasni, 500 g fresh semi-fat cow's cheese, 500 g 2.49 no cap
21 maslac, 250 g butter, 250 g 2.99 no cap
22 svinjska mast, po kg lard, per kg 2.20 no cap
23 naranca, u rinfuzi, po kg loose oranges, per kg 1.49 no cap
24 suhe $ljive, bez koStica, 500 g pitted prunes, 500 g 3.19 no cap
25 crveni (zuti) luk, u rinfuzi, po kg red (yellow) onions, loose, per kg 0.84 no cap
26 kelj, u rinfuzi, po kg loose kale, per kg 1.67 no cap
27 poriluk, u rinfuzi, po kg loose leeks, per kg 1.99 no cap
28 kupus, u rinfuzi, po kg loose cabbage, per kg 0.79 no cap
29 smrznuti grasak, 400 g- 500 g frozen peas, 400-500 g 1.50 no cap
30 smrznute mahune, 400 g frozen green beans, 400 g 1.60 no cap
31 cikla, rezana, staklenka, 650 g-700 g sliced beetroot, jar, 650-700 g 1.55 no cap
32 orah (jezgra), 500 g walnut kernels, 500 g 6.50 no cap
33 narancin nektar, negaziran, viSeslojna am- still orange nectar, multilayer packag- | 1.29 no cap
balaza, 11 ing, 11
34 kava, mljevena, 400 g- 500 g ground coffee, 400-500 g 6.79 no cap
35 dZzem, voéni, 660 g-690 g fruit jam, 660-690 g 2.90 no cap
36 uvin ¢aj, filter vreéice i rinfuzni, 30 g-50 g uva-ursi tea, tea bags or loose, 30-50 2.10 no cap
g
37 ocat, jabuéni, 11 apple vinegar, 11 1.19 no cap
38 deterdZent za strojno pranje rublja, u prahu, powder laundry detergent for ma- 14.99 no cap
3kg-4kg chine washing, 3-4 kg
39 tekucéi deterdzent za ru€éno pranje posuda, liquid dishwashing detergent forhand | 1.15 no cap
400 ml-500 ml washing, 400-500 ml
40 sapun, kruti,80g-100g bar soap, 80-100 g 0.80 no cap

Source: Official Gazette (NN 17/2025).

2.4 Fourth decision

The last decision was passed in late 2025, replacing the previous one. It entered into force on 1 De-
cember 2025 and has been in force ever since.

The list of capped products was updated, with only one product removed and moved to the capped
product categories list. Thus, the list of capped products now includes 29 products (see Table 8,
Panel A). All price and markup caps remained unchanged.

The only novelty compared to the previous decision is the significant expansion of the list of capped
product categories. The number of categories has been increased from 40 to 71 (see Table 8, Panel
B). One of the 31 newly capped categories was previously on the capped products list, while the re-
maining 30 are on the list for the first time. Most new categories are foodstuffs, and a few are for hy-
giene. Regarding the rationale, the Government again states that the list expansion was based on an

analysis of the most frequently purchased products in consumers’ baskets.
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All else remained unchanged relative to the previous decision, including: the rules as to how to apply

the price caps (and one markup cap) for products and product categories, the provision by which the

caps must apply to regular (rather than sales or otherwise discounted) prices, the provisions regulat-

ing the presentation of the list of capped products and product categories, as well as the provisions

about the dedicated areas for the capped items in large shops (i.e. those with an area larger than 400

square meters).

Table 8. Capped products and product categories; the fourth decision; entered into force on 1 De-
cember 2025 (based on NN 142/2025, act #7 in Table 1)

Product Product name in Croatian Product name in English Price cap Markup
no. (EUR) cap
1 jestivo suncokretovo ulje, po L edible sunflower oil, per | 1.72 no cap
2 UHT mlijeko, s 2.8% mm, po | UHT milk, 2.8% milk fat, per 1.03 10%
3 bijeli kristalni Secer, po kg white granulated sugar, per kg 1.33 no cap
4 brasno tip T-550 glatko, po kg wheat flour, type T-550, smooth, per 0.80 no cap
kg
5 brasno tip T-400 oStro, po kg wheat flour, type T-400, semi-coarse, 0.83 no cap
perkg
6 svinjsko mljeveno upakirano meso (pa- packaged minced pork (packed in a 4.1 no cap
kirano u kontroliranoj atmosferi), po kg controlled atmosphere), per kg
7 pile, cijelo, po kg whole chicken, per kg 3.32 no cap
8 jogurt, Casicaibocica, 180g-200g yogurt, cup or bottle, 180-200 g 0.49 no cap
9 polutvrdi sir Gouda, blok za narezivanje, po semi-hard Gouda cheese, slicing 6.49 no cap
kg block, per kg
10 riza, bijela, dugo zrno, 1 kg white long-grain rice, 1 kg 2.29 no cap
11 Spageti, 500 g spaghetti, 500 g 1.09 no cap
12 svjeZa jaja, razred M, kavezni uzgoj, 10 kom. | fresh eggs, size M, cage farming, 10 2.45 no cap
pcs.
13 svinjski vrat, bez kosti, po kg boneless pork neck, per kg 5.49 no cap
14 hrenovke, pile¢e/purece, po kg chicken/turkey frankfurters, per kg 2.69 no cap
15 hamburger slanina, po kg hamburger bacon, per kg 6.99 no cap
16 mrkva u rinfuzi, po kg loose carrots, per kg 0.89 no cap
17 Sareni grah u rinfuzi, po kg mixed beans, loose, per kg 1.99 no cap
18 pasirana rajcica, viSeslojna ambalaza, 500 strained tomatoes, multilayer pack- 1.09 no cap
ml aging, 500 ml
19 limun u rinfuzi, po kg loose lemons, per kg 1.49 no cap
20 jabuka, pakiranje od 2 kg apples, 2 kg pack 2.19 no cap
21 mlije¢na ¢okolada, tabla, bez dodataka, 80 plain milk chocolate bar, 80-100 g 1.29 no cap
g-100g
22 sirup sa Se¢erom, 1| syrup with sugar, 11 2.99 no cap
23 pasta za zube, 125 ml toothpaste, 125 ml 2.99 no cap
24 gel za tusiranje, muski i Zenski, 250 ml shower gel, men's and women's, 250 2.99 no cap
ml
25 Sampon, 11 shampoo, 11 3.49 no cap
removed toaletni papir, troslojan, 10 rola - 16 rola three-ply toilet paper, 10-16 rolls
26 higijenski ulosci, standardni, po kom. standard sanitary pads, per piece 0.25 no cap
27 pelene djecje, standardne, po kom. standard baby diapers, per piece 0.30 no cap
28 krumpir, 5 kg potatoes, 5 kg 3.99 no cap
29 juneci vrat s kostima, po kg beef neck with bone, per kg 6.99 no cap

Notes: The product marked in red was removed from the last applicable list of capped products (see Table 7, Panel B) and moved to
the list of capped product categories (see Panel B of the present table below).
Source: Official Gazette (NN 17/2025).

Panel B. Capped product categories

Product Product category name in Croatian Product category name in English Price cap Markup
category (EUR) cap
no.
1 kruh, pSenicni, nepakirani, po kg unpackaged wheat bread, per kg 1.50 no cap
2 palenta, instant, 400 g-500 g instant polenta, 400-500 g 0.95 no cap
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Product Product category name in Croatian Product category name in English Price cap Markup
category (EUR) cap
no.
3 zobene pahuljice, sitne, 500 g fine rolled oats, 500 g 0.99 no cap
4 kukuruzne pahuljice, 500 g corn flakes, 500 g 2.19 no cap
5 pecivo kajzerica, po kom. Kaiser roll, per piece 0.13 no cap
6 pSenicna krupica (gris), 1 kg wheat semolina (gris), 1 kg 1.10 no cap
7 je€mena kasa, 1 kg barley groats, 1 kg 1.30 no cap
8 suhi keksi, bez punjenja (piSkote), 400 g dry biscuits without filling (ladyfinger 1.75 no cap
biscuits), 400 g
9 dvopek, 200g-400 g rusks, 200-400 g 2.29 no cap
10 tjestenina, “penne”/“fusilli”, 400 g - 500 g pasta, penne/fusilli, 400-500 g 1.19 no cap
1" panceta, po kg pancetta, per kg 11.9 no cap
12 Sunka u ovitku, po kg ham in casing, per kg 8.79 no cap
13 pasteta, ¢ajna, 95g-100 g meat paté ('Cajna’), 95-100 g 0.95 no cap
14 tirolska kobasica, po kg Tyrolean sausage, per kg 6.05 no cap
15 kranjska kobasica, po kg Carniolan sausage, per kg 6.40 no cap
16 smrznuti file osli¢a, 400 g - 500 g frozen hake fillets, 400-500 g 4.80 no cap
17 smrznuti osli¢, bez glave, 400 g frozen headless hake, 400 g 3.90 no cap
18 riblja konzerva u biljnom ulju,90g-125g canned fish in vegetable oil, 90-125 g 1.32 no cap
19 kiselo vrhnje, ¢asica, 12 % mm, 180 g - 200 sour cream, cup, 12% milk fat, 180- 0.94 no cap
g 200g
20 svjezi kravlji sir, polumasni, 500 g fresh semi-fat cow's cheese, 500 g 2.49 no cap
21 maslac, 250 g butter, 250 g 2.99 no cap
22 svinjska mast, po kg lard, per kg 2.20 no cap
23 naranca, u rinfuzi, po kg loose oranges, per kg 1.49 no cap
24 suhe $ljive, bez koStica, 500 g pitted prunes, 500 g 3.19 no cap
25 crveni (zuti) luk, u rinfuzi, po kg red (yellow) onions, loose, per kg 0.84 no cap
26 kelj, u rinfuzi, po kg loose kale, per kg 1.67 no cap
27 poriluk, u rinfuzi, po kg loose leeks, per kg 1.99 no cap
28 kupus, u rinfuzi, po kg loose cabbage, per kg 0.79 no cap
29 smrznuti grasak, 400 g - 500 g frozen peas, 400-500 g 1.50 no cap
30 smrznute mahune, 400 g frozen green beans, 400 g 1.60 no cap
31 cikla, rezana, staklenka, 650 g-700 g sliced beetroot, jar, 650-700 g 1.55 no cap
32 orah (jezgra), 500 g walnut kernels, 500 g 6.50 no cap
33 narancin nektar, negaziran, viSeslojna am- still orange nectar, multilayer packag- | 1.29 no cap
balaza, 11 ing, 11
34 kava, mljevena, 400 g - 500 g ground coffee, 400-500 g 6.79 no cap
35 dZem, vocéni, 660 g-690 g fruit jam, 660-690 g 2.90 no cap
36 uvin ¢aj, filter vreéice i rinfuzni, 30 g-50 g uva-ursi tea, tea bags or loose, 30-50 2.10 no cap
g
37 ocat, jabuéni, 11 apple vinegar, 1| 1.19 no cap
38 deterdZent za strojno pranje rublja, u prahu, | powder laundry detergent for ma- 14.99 no cap
3kg-4kg chine washing, 3-4 kg
39 tekucéi deterdZent za ru¢no pranje posuda, liquid dishwashing detergent for hand 1.15 no cap
400 ml-500 ml washing, 400-500 ml
40 sapun, kruti, 80 g-100g bar soap, 80-100 g 0.80 no cap
a1 kruh, mijesani, po kg mixed bread, per kg 1.70 no cap
42 pecivo lizika, po kom. white wheat bread roll ('lizika'), per 0.69 no cap
piece
43 listovi za pite i savijace, 500 g pastry sheets for pies and strudels, 1.23 no cap
5008
44 toast,400g-500¢g toast bread, 400-500 g 1.00 no cap
45 suhi keksi (petit), 1 kg petit biscuits, 1 kg 2.49 no cap
46 smrznute lignje, 400 g - 500 g frozen squid, 400-500 g 4.49 no cap
47 smrznuti Spinat, 400 g - 500 g frozen spinach, 400-500 g 1.99 no cap
48 njoki, 400 g - 500 g gnocchi, 400-500 g 1.29 no cap
49 c¢okolada za kuhanje, 200g-400 g cooking chocolate, 200-400 g 4.20 no cap
50 majoneza, vrecica,80g-85g¢g mayonnaise, pouch, 80-85 g 0.75 no cap
51 ajvar, staklenka, 650 g - 700 g ajvar, jar, 650-700 g 2.75 no cap
52 kiseli krastavci, staklenka, 650 g - 700 g pickled cucumbers, jar, 650-700 g 1.55 no cap
53 paprika, staklenka, 650 g - 700 g peppers, jar, 650-700 g 2.62 no cap
54 kukuruz Secerac, konzerva, 340 g sweetcorn, can, 340 g 1.20 no cap
55 smrznuti grasak, mrkva, mix, 400 g - 500 g frozen peas and carrots mix, 400- 1.40 no cap
500¢g
56 zimska salama, po kg winter salami, per kg 10.9 no cap
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Product Product category name in Croatian Product category name in English Price cap Markup
category (EUR) cap
no.
57 Sunka za pizzu, po kg pizza ham, per kg 3.99 no cap
58 mlijeéninamaz,70 g dairy spread, 70 g 0.55 no cap
59 vrhnje za kuhanje, 20 % mm, 200 g cooking cream, 20% milk fat, 200 g 0.99 no cap
60 stolni margarin, 250 g table margarine, 250 g 0.70 no cap
61 med, staklenka, 900 g honey, jar, 900 g 5.70 no cap
62 kompot breskva, 400 g - 500 g peach compote, 400-500 g 2.12 no cap
63 ¢okoladni namaz s dodatkom orasastih chocolate spread with nuts, 350- 2.65 no cap
plodova, 350 g-450 g 450 g
64 jabuéni nektar, negaziran, viSeslojna am- still apple nectar, multilayer pack- 1.29 no cap
balaZa, 11 aging, 11

65 ¢aj, filter vrecice, 20 kom. tea, tea bags, 20 pcs. 1.02 no cap
66 vlazne maramice za bebe, po kom. baby wet wipes, per piece 0.02 no cap
67 djecja gotova kasica, staklenka, 190 g ready-made baby puree, jar, 190 g 1.05 no cap
68 krema za ruke, 100 ml hand cream, 100 ml 1.10 no cap
69 tekucéi sapun za ruke, 400 ml - 500 ml liquid hand soap, 400-500 ml 0.80 no cap
70 papirnati ruénici, troslojni, 2 role three-ply paper towels, 2 rolls 1.59 no cap
71 toaletni papir, troslojan, 10 rola do 16 rola | three-ply toilet paper, 10 to 16 rolls 2.99 no cap

Notes: The product categories marked in green were added to the last applicable list of capped products (see Table 7, Panel B).
Source: Official Gazette (NN 142/2025).
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3 Impact of price caps on inflation and household living

standards

Having described the price-caps regulation as embodied in the Government’s four decisions, we turn
in this section to assessing the impact of price caps on inflation and households’ living standards.
Before the analysis, we describe the data we use. Then we assess the impact on inflation and, finally,
on the living standards. All analytical tools and concepts used in the analysis are introduced, ex-
plained, and discussed along the way, before they are used.

3.1 Data

The analysis relies on four data sets: on prices (i.e., inflation rates), household consumption, house-
hold income, and wages. We describe them in turn.

The price data comes from the price statistics of the Croatian Bureau of Statistics (CBS), the national
statistical office. As in many countries, the national statistical office is responsible for compiling and
publishing consumer (and other) price statistics, including the calculation of the official inflation rate.
The CBS produces two official consumer price inflation figures, one based on the Consumer Price
Index (CPI) and the other based on the Harmonised Consumer Price Index (HCPI). While the former is
typically used for national purposes, the latter is used for international comparisons with countries in
the European Union, the Eurozone, the European Economic Area, and candidate countries.

Regarding CPl inflation, the CBS is mandated to collect retail prices using a pre-specified methodol-
ogy in accordance with international standards. This includes, as a first step, collecting a sample of
retail prices from retail stores and other relevant sources. The CPI covers all goods and services that
the reference population uses for final consumption, excluding imputed housing rents and life insur-
ance services. Most prices are collected in the field by trained official collectors in nine geographic
locations, which are cities across the country. Additionally, some prices are collected online via web
scraping, while others are obtained directly from sellers. Regarding the frequency of collection, for
most goods and services, prices are collected once a month, roughly on the same day, while some
prices are collected twice a month, weekly or once a year.® After collection, prices are used to con-
struct price indices at the level of consumption aggregates (groups) according to the EUCOICOP clas-
sification.® The overall inflation is the result of aggregation at the highest possible level, the level of
total consumption covered by the CPI. The CBS regularly publishes price indices and inflation rates
by the EUCOICOP classification, and the data set is publicly available at https://web.dzs.hr/PX-
Web.asp?url=%22Hrv/DBHomepages/Cijene/Cijene.htm%22.

5 A more detailed description of price collection is beyond the scope of this report. More details are avail-
able at https://web.dzs.hr/PX-Web.asp?url=%22Hrv/DBHomepages/Cijene/Cijene.htm%22.

6 0On the EUCOICOP - European Union Classification of Individual Consumption by Purpose - see
https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Glossary:Classification_of_individ-
ual_consumption_by_purpose_(COICOP).
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The second type of data we use concerns data on household consumption expenditures. These data
come from the Household Budget Survey (HBS). The HBS is based on a nationally representative sam-
ple of households and is conducted every two years. To be precise, the HBS sample is representative
of the entire population, excluding those living on islands not connected to the mainland by a bridge.
The last available HBS is for the year 2022. The survey collects data on household consumption ex-
penditures using the EUCOICOP classification, as well as additional information, such as household
income and the demographic and other socio-economic characteristics of household members.
Data on consumption expenditures is the main source of information for the CBS in determining the
so-called CPI weights, namely the shares of different EUCOICOP consumption groups at different
levels of aggregation, used to aggregate lower-level price indices into higher-level indices. It is the
HBS 2022 that the CBS is currently using to produce inflation statistics. To produce our inflation fig-
ures and other figures in later sub-sections of this section, we use not only data on consumption ex-
penditures but also the mentioned data on household income and other characteristics, since our
analysis considers not only the entire population but also sub-populations defined by income and
other characteristics. It should be stressed here that the CBS does not consider any sub-populations.

The third type of data in our analysis concerns household income across the income distribution and
over time. Concretely, we use income distribution statistics provided by Eurostat. Here, we use sec-
ondary data prepared by Eurostat and available at https://ec.europa.eu/eurostat/data-
browser/view/ilc_di01/default/table?lang=en&category=Llivcon.ilc.ilc_ip.ilc_di. It is based on primary

data collected via the EU-SILC survey, which is administered to a nationally representative sample
(again, excluding islands without a bridge to the mainland) of households every year.” We obtain in-
come shares by decile from Eurostat and the overall average income, and use them to compute av-
erage incomes by decile. Based on these average incomes, we compute the annual income growth

rates by decile. The exactincome concept we use will be defined later.

Finally, the fourth type of data in the analysis is data on wages earned by workers in dependent em-
ployment. These data are based on the CBS’s wage statistics. The CBS collects wages from an ad-
ministrative source, the so-called JOPPD-form, via which employers (in the case of workers in de-
pendent employment) regularly submit information on paid wages to the Tax Administration unit of
the Ministry of Finance. Covered are employees in legal entities of all ownership types (public, private,
mixed), including state institutions at both central and local levels. Excluded are wages paid in crafts,
trades and liberal professions, as forms of self-employment rather than dependent employment.
Wages refer to full-time-equivalent wages; thus, part-time wages are converted to full-time equiva-
lents. Both nominal and real wages are available, but we use only nominal wages, since we compute
inflation on our own and base real wage growth on the inflation rates we obtain. In addition to the
overall average wage, the CBS also provides wages at different parts of the wage distribution, corre-

sponding to certain percentiles. We use nine percentiles (10, 20™, ..., 90'") at selected months to

70n the EU-SILC - European Union Statistics on Income and Living Conditions — see more at
https://ec.europa.eu/eurostat/web/microdata/european-union-statistics-on-income-and-living-condi-
tions.
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compute wage growth rates. The CBS’s wage statistics are available at https://podaci.dzs.hr/hr/po-
daci/trziste-rada/place/.

3.2 Importance of capped products and product categories for household

consumption

Mapping capped products and product categories to EUCOICOP classification

Table 9 shows the mapping of capped products and product categories to the appropriate consump-
tion item groups according to the EUCOICOP classification. This mapping is necessary to calculate
the share of household consumption baskets affected by price caps, as well as the inflation rates
households face (discussed later). The EUCOICOP classification consists of consumption groups or-
ganised hierarchically into several levels. The higher the level number, the more detailed the group is.
Every consumption group is characterised by a numeric code (varying in length depending on the

level, with lengthier codes referring to more detailed groups) and a name (i.e. a description of the
group).

We map capped products and product categories to level-4 groups, each of which is associated with
a b-digit code. This is not the lowest (most detailed) level in the classification, but it is the lowest level
at which we have household consumption data in the Household Budget Survey 2022. We show all
level 5 groups that belong to the level 1 group “Food and non-alcoholic beverages” (hereafter:
Food&Nonalc), as well as two level 5 groups that do not belong to Food&Nonalc. The latter two level
4 groups are the only ones outside Food&Nonalc that contain capped products or product categories.
Not all level-4 groups in Food&Nonalc contain capped products or product categories, but we include
them in the table to show how well the Food&Nonalc groups are covered by capped products and
product categories. The table also shows the names of the higher-level groups to which the listed
level-4 groups belong.

The mapping is organised by the Government’s decision: the first (initial) with the amendments, the
second, the third, and the fourth (as described in Section 2). For a given decision, if there is a capped
product or product category that belongs to a level-4 group, the appropriate table cell is marked as
green. Otherwise, the cell is marked as red. Moreover, in each green cell, there are a number of P or
C letters. The count of Ps indicates how many capped products the cell represents, and the count of
Cs indicates how many capped product categories the cell represents. For example, take the group
“01112 Flour of cereals”; in each of the Government’s decisions, there are “wheat flour, type T-550,
smooth” and “wheat flour, type T-400, semi-coarse” as capped products, which are indicated by two
Ps in the corresponding cells. The same logic holds for all other green cells.

In this way, we not only show which level-4 groups are represented by capped products or product
categories, butalso the “intensity” of representation, measured by the number of products and prod-
uct categories. In general, this shows the coverage of level-4 groups within Food&Nonalc and two
other level-4 groups by capped products and product categories. We should note that the mapping
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may not be perfect, as for some products and product categories, it is not entirely clear which level-
4 group they belong to, and in such cases, we relied on our best judgment.

As shown in Table 9, the products capped by the first decision fall into only 5 of the 62 level-4 groups.
Thus, as we already stated while presenting the capped products, this is a very limited coverage of
household consumption. The second decision brought a significant improvement in coverage, with
20 level-4 groups now covered by at least one product. But many level-4 groups remained “red,” and
coverage remained relatively limited. The third decision, which introduced capped product catego-
ries, brought a significant additionalimprovement, with 32 level-4 groups covered. In addition to more
groups being covered, some already covered groups became represented more intensely, as more
products and product categories were added. The last, fourth decision, which is currently still in
force, included products and product categories for 43 level-4 groups, again a significant improve-
ment. Besides, the number of products and product categories increased notably in several 4-level
groups that were already covered by the preceding decision.

Considering the coverage of level-4 groups associated with the fourth decision and, to a lesser extent,
the third decision, it could be argued that the coverage is extensive enough for a household to base
its food and non-alcoholic beverage consumption solely on capped products and product categories.
This possibility is reinforced by the fact that, at any moment in any store, the capped products (in-
cluding those from the capped product categories) must be clearly indicated by a tag “Limited price”,
the fact that the whole list of capped products must be clearly presented to consumers, and the fact
that large stores must have a dedicated area for capped products. In any case, a large portion of
households’ food and non-alcoholic beverage consumption could be based on products with capped
prices. If so, then those households that choose to consume that way can face significantly lower
price inflation.

Table 9. Mapping of the capped products and product categories to EUCOICOP classification of con-
sumption

Government's decision
First and
EUCOICOP group (code and hame )
group ( ) amend- Second Third Fourth
ments
0111 Cereals and cereal products
01111 Cereals P P P
01112 Flour of cereals PP PP PP PP
01113 Bread and bakery products CCcC Ccccce
01114 Breakfast cereals CC CcC
01115 Macaroni, noodles, couscous and similar pasta products P P,C P,CC
01119 Other milled cereal and grain products CcC CCC
0112 Live animals, and meat and other parts of slaughtered land animals
01122 Meat, fresh, chilled or frozen PPPPP PPPP PPPP PPPP
01123 Meat, dried, salted, in brine or smoked P P,C P,C
01124 Offal, blood and other parts of slaughtered animals...
01125 Preparations of meat, offal, blood and other parts... P P, CCCC P, CCCCCC
0113 Fish and other seafood
01131 Fish, live, fresh, chilled or frozen cC CcC
01133 Fish preparations (o] C
01134 Other seafood, live, fresh, chilled or frozen C
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0114 Milk, other dairy products and eggs

01141 Raw and whole milk

01142 Skimmed milk

01143 Other milk and cream P P,C P,CC
01144 Non-animal milk

01145 Cheese P P,C P,C
01146 Yoghurt and similar products P P P,C
01147 Milk-based dessert and beverages

01148 Eggs P P P
0115 Oils and fats

01151 Vegetable oils P P P
01152 Butter and other oils and fats derived from milk C C
01153 Margarine and similar preparations C
01159 Other animal oils and fats C C
0116 Fruits and nuts

01161 Dates, figs and tropical fruits, fresh

01162 Citrus fruits, fresh P P,C P,C
01163 Stone fruits and pome fruits, fresh

01164 Berries, fresh

01165 Other fruits, fresh P P,C P
01166 Fruits, frozen

01167 Fruits, dried and dehydrated (o] C
01168 Nuts, in shell or shelled © C
01169 Fruits and nuts, ground, and in other preparations C
0117 Vegetables, tubers, plantains, cooking bananas and pulses

01171 Leafy or stem vegetables, fresh or chilled CC CCC
01172 Fruit-bearing vegetables, fresh or chilled P P P,CC
01174 Other vegetables, fresh or chilled P P,CCC P,CCCC
01175 Tubers, plantains and cooking bananas, fresh or chilled P P
01176 Pulses P P,CC P,CC
01178 Vegetables, tubers, plantains and cooking bananas, frozen C
01179 Vegetables, tubers, ..., ground, and in other preparations

0118 Sugar, confectionery and desserts

01181 Cane sugar and beet sugar P P P
01182 Other sugars and sugar substitutes

01183 Jams, marmalades, fruit jellies, purées and pastes, and honey C CC
01184 Nut purées, nut butters and nut pastes

01185 Chocolate, cocoa and cocoa-based food products P P P,CC
01186 Ice, ice cream and sorbets

01189 Other sugar confectionery and desserts n.e.c. C CC
0119 Ready-made food and other food products

01191 Ready-made food

01192 Babyfood C
01193 Salt, condiments and sauces C CCC
01194 Spices, culinary herbs and seeds

01199 Other food products n.e.c.

012 Non-alcoholic beverages

01210 Fruit and vegetable juices C CC
01220 Coffee and coffee substitutes C C
01230 Tea, maté and other plant-derived products for infusion C CC
01240 Cocoa drinks

01250 Water

01260 Soft drinks

01290 Other non-alcoholic beverages P P P
056 & 131 Other than food and non-alcoholic beverages

05611 Household cleaning and maintenance products CC CC
13120 Other appliances, articles and products for personal care PPPPPP PPPPPP PPPPPP, CCCC
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Notes: The EUCOICOP 2018 classification is used. The group name “Other than food and non-alcoholic beverages” is not an official
name, but one created by the author to label the two groups that do not refer to food and non-alcoholic beverages. A red-shaded cell
indicates that no capped product or product category belongs to the EUCOICOP group in the respective row. A green-shaded cell
indicates that at least one capped product or product category belongs to the EUCOICOP group in the respective row. In a green-
shaded cell, the number of Ps (Cs) indicates the number of capped products (product categories) belonging to the respective EUCOI-
COP group.

Source: Author’s own mapping from capped products and product categories to EUCOICOP 2018 codes.

Share of household consumption (potentially) affected by price caps

Having mapped capped products and product categories to the corresponding EUCOICOP level-4
groups, we now ask how important these groups are for households’ total consumption baskets. We
do that by considering the share of total household consumption expenditures for level-4 groups that
contain capped products or product categories. That is, for each and every household, we sum ex-
penditures on the level-4 groups that contain capped products or product categories, and divide this
sum by the household's total expenditures. Then we average the shares across all households in the
HBS 2022 sample.

Before presenting the shares, a very important word of caution is in order. We stress that the shares
obtained as explained above must not be automatically (i.e., unconditionally, without the appropriate
assumption) interpreted as the basket shares of capped products and product categories, but only
as the shares of the level-4 consumption groups that contain them. The reason is quite obvious: a
level-4 consumption group surely includes other, non-capped products. The shares can be inter-
preted as the shares of capped products and product categories only under the assumption that the
capped products and product categories are the only ones consumed within the level-4 group en-

compassing them.

Figure 3 shows five average shares. The first four shares pertain to the groups that contain the capped
products and product categories associated with the Government’s four decisions. A bar label indi-
cates the respective decision, as well as the first and last months of the period during which the de-
cision was in force. The fifth bar measures the average basket share of expenditures on Food&Nonalc,

and we show it for comparison with the first four.

In accordance with the expansions of the list of capped products and product categories from the
firstdecision onward, we observe thatthe share increases over time. The products capped by the first
decision fallinto consumption groups that constitute only 5.9 per cent of total expenditures, on aver-
age. This again reflects the limited scope of the initially capped products. The share more than triples
to 17.3 per cent after the second decision expanded the list of capped products. With the third deci-
sion, the number of consumption groups with capped products or product categories increased fur-
ther, to 26.8 per cent, reflecting the addition of new products and the introduction of product catego-

ries.

When it comes to the fourth decision, the one still in force, we see that it increases the share only
slightly, by less than 1 percentage point. This is because, although this decision notably expanded the
list of capped products and product categories, most of the additional caps apply to products and
product categories belonging to level-4 groups that were part of the share for the third and earlier
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decisions, rather than new level-4 groups. When an additional capped product or product category
belongs to a 4-level group that already has some capped products or product categories, the share
does not increase, since we do not know (and cannot know from the data at hand) the share of any
productin the level-4 group to which it belongs.

For the sake of comparison, we also provide the share of expenditures on Food&Nonalc. We consider
this EUCOICOP group a comparator because virtually all capped products and product categories
fall under it. As we can see, this budget share is only slightly higher (1.2 percentage points) than the
share pertaining to the fourth decision. Thisis because, out of 60 Food&Nonalc 4-level groups in Table
9, only 20 do not contain capped products or product categories, according to the fourth decision.
This indicates a rather extensive coverage. What is more, by visual inspection of the 20 groups, one
can arguably conclude that these are Food&Nonalc groups that do not seem to constitute frequent
purchases of many consumers. This is not by chance, given the Government’s justification for the list
of capped products and product categories, according to which, as we noted in Section 2, the Gov-
ernment chose these products and categories based on those most frequently purchased in consum-
ers' baskets.

The assumption that consumers in level-4 groups purchase only capped products and product cate-
gories may be too strong. However, given the variety of capped products and product categories,
some households may really do so. For such households, the presented shares indicate that almost
their entire consumption of Food&Nonalc could be based on capped products and product catego-
ries, at least according to the list in the fourth decision, or even the third one.

Figure 3. Average basket share of expenditures on EUCOICOP level-4 groups containing capped
products or product categories, and the share of Food&Nonalc expenditures for comparison

26.8% 27.4% 28.6%

17.3%
- .

Sep 2002 to Aug 2023 Sep 2023 to Jan 2025 Feb2025to Nov2025  Since Dec 2025 (fourth  Food and non-alcoholic
(first decision) (second decision) (third decision) decision) beverages

Notes: Each share is a share of total household expenditures. Each share is calculated as a weighted average of shares across all
households in the sample, using survey weights that sum to the total population represented by the sample.
Source: Author’s estimates based on Household Budget Survey 2022.

The shares shown in Figure 3 are the average shares across the whole population represented by the
HBS 2022 sample. In Figure 4, we show the average shares by household equivalised disposable in-
come decile. Household equivalised disposable income is the income concept Eurostat standardly
uses to derive risk-of-poverty, income inequality, and other income distribution statistics. It is the
sum of all household members’ income receipts (from employment, self-employment, all types of
pensions, inter-household transfers, and social benefits, afterincome taxes and social security con-

tributions), divided by the number of adult equivalents. The number of equivalent adults is obtained
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by attributing 1 to a first adult person, 0.5 to each additional adult, and 0.3 to each “child” (defined as
a person younger than 14). This is a standard way to account for economies of scale in household
consumption, which arise from the fact that many consumption items are jointly consumed by all
household members, so that doubling household size does not require doubling income to maintain
the same living standard. In Figure 4, the 1st decile is the poorest 10 per cent of the population, the
10th decile is the richest 10 per cent, and similarly for the deciles in between. For comparison, under
the label “All”, we also reproduce the shares shown in Figure 3.

We see in Figure 4 thatthe average shares of the level-4 groups containing capper products or product
categories are larger for lower than for higher deciles, although the shares do not decline monoton-
ically as we move from the bottom to the top of the income distribution. For the poorest 10 per cent
of the population, the share pertaining to the first/second/third/fourth decision is 7.5/21/32.6/33.6
per cent, fallingto 4.1/12.4/19.7/20.3 per cent for the richest 10 per cent of the population. The share
for “All” is similar to the shares in the middle of the distribution, that is, the 5" and 6% deciles. Thus,
the share of household consumption potentially affected by the retail price caps varies across the
income distribution, with the largest share among the poorest households. This indicates that the
price caps are a progressive measure, benefiting lower-income households more than higher-income
households.

In addition to income deciles, we also show shares by other characteristics. In Figure 5, we consider
the population divided into 17 age groups. We have five-year groups up to the age of 79, and an open
group for those aged 80 or more. Again, for comparison, we reproduce the averages for the whole
population (“All”). The highest shares are for the eldest, followed by children and those in the mid-
30s to mid-40s.

Moreover, we consider gender (Figure 6) and activity status (Figure 7). The latter refers to economic
activity, distinguishing those who work (employed, self-employed, other work arrangements), those
who are unemployed, those who are retired, those who are inactive, and those who are aged under
15 (legal work age).

Considering the breakdown by gender, we do not observe substantial differences between men and

women: women have only slightly larger shares.

When it comes to the breakdown by activity status, the shares are expectedly higher for persons with
lower-income activity statuses, namely inactive, retired, and unemployed. Note that children under
15 (who do not earn income as 15 is the lowest age for legal work) and pupils/students have relatively
low shares. The reason is that they are typically dependent children of working parents. That is argu-
ably the main reason why children under 15 and pupils/students have shares similar to those of work-
ing persons.
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Figure 4. Average basket share of expenditures on EUCOICOP level-4 groups containing capped
products or product categories, by deciles of household equivalised disposable income
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1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th Al
M Sep 2002 to Aug 2023 (first decision) 75% | 7.7% | 6.2% | 7.3% | 6.0% | 6.4% | 49% | 4.8% | 4.8% | 4.1% 5.9%
m Sep 2023 to Jan 2025 (second decision) | 21.0% | 20.4% | 19.0% | 18.9% | 17.3% | 16.9% | 16.3% | 15.7% | 14.9% | 12.4% 17.3%
m Feb 2025 to Nov 2025 (third decision) 32.6% | 32.0% | 29.6% | 29.1% | 26.6% | 25.8% | 24.8% | 24.1% | 23.7% | 19.7% 26.8%
m Since Dec 2025 (fourth decision) 33.6% | 32.7% | 30.6% | 29.4% | 27.1% | 26.3% | 25.4% | 24.5% | 24.3% | 20.3% 27.4%
® Food and non-alcoholic beverages 36.9% | 34.1% | 31.5% | 31.0% | 28.5% | 27.0% | 25.9% | 24.5% | 25.2% | 21.1% 28.6%

Notes: Deciles are based on the distribution of household equivalised disposable income. Each share is a share of total household
expenditures. Each share is calculated as a weighted average across all persons in a decile, using survey weights that sum to the

total population in that group.

Source: Author’s estimates based on Household Budget Survey 2022.

Figure 5. Average basket share of expenditures on EUCOICOP level-4 groups containing capped
products or product categories, by age group
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u Feb 2025 to Nov 2025 (third decision) [25.2926.1%[26.6%[24.5%/23.7%|24.9%24.6%27.0%26.194 24.5%]24.0%]26.3% 20.9%|29.4%[29.8%{31.1%[32.2%) 26.8%
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Notes: Each share is a share of total household expenditures. Each share is calculated as a weighted average across all persons in
an age group, using survey weights that sum to the total population in that group.
Source: Author’s estimates based on Household Budget Survey 2022.
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Figure 6. Average basket share of expenditures on EUCOICOP level-4 groups containing capped
products or product categories, by gender
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Notes: Each share is a share of total household expenditures. Each share is calculated as a weighted average across all persons of a
specific gender, using survey weights that sum to the total population of the same gender.
Source: Author’s estimates based on Household Budget Survey 2022.

Figure 7. Average basket share of expenditures on EUCOICOP level-4 groups containing capped
products or product categories, by activity status
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m Food and non-alcoholic beverages 25.9% 29.5% 32.9% 25.7% 33.4% 27.7% 28.6%

Notes: Each share is a share of total household expenditures. Each share is calculated as a weighted average across all persons with
a particular activity status, using survey weights that sum to the total population in that group.
Source: Author’s estimates based on the Household Budget Survey 2022.
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3.3 Impact of price caps on inflation

Having analysed the (potential) importance of capped products and product categories for household
consumption baskets, we now examine whether the introduction of price caps affected the inflation
rate.

Let us first explain exactly how we calculate the inflation rate for the entire consumption basket and
how we isolate the contribution of specific consumption groups within it. Our approach to calculating
inflation rates is distributional. It consists of two steps. Suppose we are interested in the overall infla-
tion rate over a certain period. We do that in two steps.

In the first step, we calculate the inflation rate for each household in the HBS 2022 sample. Let house-
holds be distinguished from one another by an index h. The inflation rate faced by a household h is
denoted by I". We calculate I" for each household h. For a given household h, we use the following
formula:

" =Zs£ng =Z:1‘5l ) (equation 1)
g g

In the above formula, sé‘ is the share of total consumption that the household h spends on a con-
sumption group g. Each consumption group g is one level-4 group of the EUCOICOP classification of
consumption. Thus, the sum of sé‘ over all consumption groups g equals 1 (the whole basket of the
household. Further, in the above formula F; is the inflation rate for the consumption group g calcu-
lated and published by the Croatian Bureau of Statistics. Igh = sé‘ X F, is the contribution of the con-
sumption group g to the overallinflation for the household h; thatis, the contribution of the consump-

tion group g to I™.

In the second step, we calculate the inflation rate for a set of households. If we are interested in the
average inflation rate across the whole population, denoted by IP°P, then we simply compute the av-
erage of I for the whole population. If we average I over some subpopulation of the whole popula-
tion (say, an income decile or an age group), we will get the average inflation for that particular sub-
population. For now, we are interested in the inflation for the whole population (IP°P), and later we
will also compute inflation rates for different subpopulations. To compute the contribution of a con-

sumption group g to IP°7, we average I/ over the whole population to obtain I7°?. Then, we will have

JPOP — Z v, (equation 2)
g

which says that the average overall inflation is the sum of the average contributions of all level-4 con-
sumption groups g.

To show whether the price caps affected the average overall inflation for the whole population (/7°P),
we need the contribution of those level-4 consumption groups g, where there are products or product

categories newly capped by a particular Government’s decision. For simplicity, let us call these level-
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4 consumption groups the “newly capped consumption groups”. For example, consider the first de-
cision. The newly capped products are those with green cells in column “First and amendments) in
Table 9. For this decision, all capped products are newly capped. Now consider the second decision.
In this case, the newly capped consumption groups are those with green cells in column “Second”,
excluding those with products capped only by the first decision. And similarly with the third and fourth
decisions. In this way, we identify the capped consumption groups for each decision. Thus, for each
decision, based we have the following decomposition (based on equation 2):

— pop _ pop pop _ jpop pop .
JPoP = Z Ig " = Z Iy + Z I = INEWCapS + 1, her - (equation 3)

all consumption other
consumption groups consumption
groups g g with groups g
newly
capped
products
or product
categories

pop

NEWcaps 1S the contribution of the

This is the overall inflation decomposed into two contributions. [
newly capped consumption groups, and I”/” is the contribution of the remaining consumption

groups.

In Figure 8, we apply this decomposition for each of the four Government’s decisions to decompose

IPOP

other+ The colours

the month-on-month overall inflation rate [P°? into the contributions Ig .7, ... and

on every graph correspond to the colours used in equation 3. One graph refers to one decision: the
first (top-left), the second (top-right), the third (bottom-left), and the fourth (bottom-right). The month
in which new caps are introduced is denoted by M. So, for the first, second, third, and fourth deci-
sions, we have M =Sep 2022, Sep 2023, Feb 2025, and Dec 2025, respectively. The month-on-month
inflation rate in M is the inflation rate for the period from M - 1 to M. In addition to M, we show three
months before and three months after M, and for each of these months, we consider the same de-
composition as for M. That s, for each month in a given graph, we have the same set of newly capped
consumption groups.

pop

If the price caps were effective in reducing overall inflation [P°P in M, then the contribution Iy, ...,

should be negative (i.e., inflation-reducing) for M because the price caps were typically set below

market prices at the time of introduction. Also, for decisions where caps were not introduced exactly

pop

at the beginning of M, the contribution Iz, ..,

may be negative in M + 1 as well (depending on when
the Croatian Bureau of Statistics collected prices in M). This is relevant for all but the last decision, as
indicated by the green rectangles. For the months before and after M, the contribution I{77, .« is ex-
pected to be smaller than for M or even positive (inflation-increasing). Note that these expectations
can be realised only if the newly capped products and product categories make up a sufficiently large
share of expenditures within the level-4 consumption groups to which they belong (according to our
mapping in Table 9). We also expect that the other contribution (/)" ) tends to be of the same sign

(positive or negative) as the overall inflation rate being decomposed.
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The decomposition results shown in Figure 8 are largely consistent with our expectations. For the first
decision, which entered into force in Sep 2022, we observe a negative contribution from newly capped
consumption groups (-0.21 pp) to the overall inflation rate of 2.43 per cent. Although the decision
entered into force on 10 Sep, we have a negligibly negative contribution of caps for M + 1. For all other
months before and after, this contribution is positive. For the second decision, the newly capped con-
sumption groups contributed negatively to the overall inflation rate in both M and M + 1 (as the deci-
sion entered into force on 10 Sep). The contribution is positive or negligibly small in all but one of the
other months (M - 2). Regarding the third decision, we observe negative contributions from the newly
capped consumption groups in M and M + 1 (decision in force as of 7 Feb), whereas the same contri-
butions are positive or practically zero in the other months. Finally, for the fourth decision, the effect
of new caps is negative, but tiny, as in the three months before. This can be explained by the fact that,
as we discussed earlier, the new caps apply mostly to products and product categories within con-
sumption groups that were already covered by the third decision. In addition, most of the new caps in
the fourth decision apply to product categories (i.e., just one brand per category), which prevents the
effect from showing up as clearly as for the first three decisions.

Figure 8. Identifying the contribution of new price caps to overall inflation for each of the Govern-
ment’s four decisions, averages over the entire population

First decision: M = Sep 2022 Second decision: M = Sep 2023
(in force as of 10 Sep) (in force as of 18 Sep)

3.0 | m Contrib.: Other
2.5 | mContrib.: NEW capsinM
™ | ® Overallinf. (avg.)

m Contrib.: Other

m Contrib.: NEW capsin M
i -0.8 1 @ Overallinf. (avg.)

-1.0 -1.0

Month-on-month inflation, %
Month-on-month inflation, %

0.6 1

M-3 M-2 M-1 M M+1 M+2 M+3 M-3 M-2 M-1 M M+1 M+2 M+3
Third decision: M = Feb 2025 Fourth decision: M = Dec 2025
(in force as of 7 Feb) (in force as of 1 Dec)
0.7
u Contrib.: Other 1.8 4 X

0.6 1 mContrib.: NEW capsinM 1.6 | ®Contrib.:Other
< 1 @ Overallinf. (avg.) 8 1.4 ] mContrib.:NEW capsinM
= 0.5 4 = ] ® Overallinf. (avg.)
o 1 o 12
§ 04 1 5 101
€ 1 )=
= 0.3 A =
5., ] g
£ 021 £
= 1 c
@ 0.1 Q
r— =
€ 1 =
(=} (=]
= i =

-0.1 A

1 011 008
-0.2
M-3 M-2 M-1 M M+1 M+2 M+3 M-3 M-2 M-1 M M+1 M+2 M+3

Source: Author’s estimates based on the Household Budget Survey 2022 and the price data of the Croatian Bureau of Statistics.
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We should emphasise that this analysis considers the average inflation rate, based on the average
basket shares of level-4 consumption groups and for households with the average consumption be-
haviour. For households that purchased only capped products and product categories within 4-level
consumption groups, the impact of price caps in M is certainly stronger, but due to data limitations,
we cannot determine by how much. Also, for such households, the contribution to overall inflation
from the newly capped consumption groups is zero by definition in months M + 1 (only if caps are
introduced exactly at the beginning of M), M + 2, M + 3 and further, until new caps are introduced.

Figure 9. Identifying the contribution of new price caps to overall inflation for each of the Govern-
ment’s four decisions; averages over deciles of the distribution of equivalised disposable income
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In Figure 8, we considered the month-to-month inflation rates for the entire population. In Figure 9,
we divide the population into income deciles and perform the same decomposition as in Figure 8 for
each decile, showing only the results for month M. For comparison, we also reproduce the results for
the entire population (labelled “All”). For each of the four decisions, that is, for each M (Sep 2022, Sep
2023, Feb 2025, Dec 2025), we see that the contribution of the newly added price caps to the overall
inflation rate is negative, as for the entire population. Importantly, we see that the magnitude of this
contribution varies across deciles, with larger values (in absolute value) for lower deciles. In the
first/second/third decision, this holds for the bottom 6/3/4 deciles, respectively. This finding stems
from the fact that lower deciles have higher shares of food and non-alcoholic beverages in their con-
sumption baskets. In the fourth decision, the contribution is not systematically larger (in absolute
value) for lower deciles, because, as we noted above, the inflation-reducing effect of newly intro-
duced price caps is small and does not show up clearly (see the discussion of Figure 8).
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Allin all, this simple (and thus necessarily imperfect) method for identifying the impact of price caps
onoverall inflation suggests that the impact was inflation-reducing, as intended. Our ability to assess
the impact of price caps is severely limited by the available data, which is insufficient to support more
credible conclusions. Nevertheless, the results we obtained seem indicative, if not credibly conclu-
sive, of the inflation-reducing impact of the price caps.

3.4 Impact of price caps on living standards

“Official” vs. “capped” inflation: defining the concepts

We continue our analysis of retail price caps by assessing how they possibly affected households’
living standards. In doing so, our approach is to first compare the inflation rate we refer to as “official”
to the one we refer to as “capped” (both will be defined shortly below). We do that for the entire pop-
ulation and for subpopulations defined by selected characteristics. Then, using the official and
capped inflation rates, we compare the nominal and real growth rates of household income and

wages across their respective distributions.

Let us begin by defining the official and capped inflation rates. Consider a period of several months
during which a set of price caps was in force. Given the timeline of the Government’s decisions on
price caps, we find it convenient to consider three such periods:

1. October 2022 to October 2023. This period is chosen as the period over which the first set of price
caps was in force. The first decision entered into force on 10 Sep 2022, so we chose Oct 2022 as
the starting month, since it was the first full month the initial set of caps was in force. Oct 2023 is
chosen as the last month of this period for convenience, to have a full year, despite the fact thata

new set of price caps was introduced in Sep 2023.

2. October2023to October2024. This period is chosen as the time when the second set of price caps
was in force. The second decision entered into force on 18 Sep 2023, and thus Oct 2023 was the
first full month the second set of price caps was in force. That is why we chose Oct 2023 as the
first month of the second period we consider. This set of caps was in force until 7 Feb 2025, but we
chose Oct 2024 as the ending month of the second period to have a full year.

3. March 2025 to March 2026. This period is chosen as the one in which the fourth set of price caps
was in force. Since the fourth decision entered into force on 7 Feb 2025, the next month, Mar 2025,
is set as the starting month of this period, as the first full month that the fourth set of caps was in
force. Mar 2026 is chosen as the ending month to ensure a full year. This is also the last month for
which price data is available from the Croatian Bureau of Statistics.

For each of these periods, the official inflation rate is calculated as follows. To get the official inflation
for every household (I), we use equation 1 above, where the shares sg are based on the Household
Budget Survey 2022, and the inflation rates F; are taken from the price statistics of the Croatian Bu-
reau of Statistics (CBS). Then we average household inflation rates I over the whole population or
over a specific subpopulation. We call this inflation rate “official” because it is based on the CBS's
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officially published inflation rates for level-4 consumption groups. It is important to stress that the
CBS’s inflation rates capture, in principle, the impact of price caps, but to an unknown degree. The
set of products for which the CBS collects prices is unknown to us, so we do not know which capped

products they capture, although, as the analysis in Figure 8 suggests, some certainly are.

Regarding the capped inflation rate, it is calculated in the same way as the official one, with one mod-
ification. The modification concerns the inflation rates for level-4 consumption groups. Whereas in
the case of official inflation, we simply use all inflation rates published by the Croatian Bureau of Sta-
tistics, in the case of capped inflation, we set the rates for capped consumption groups (i.e., level-4
consumption groups containing capped products or product categories) to zero. For example, for the
first period we consider (Oct 2022 to Oct 2023), we set the published inflation rates to zero for the
level-4 groups with green cells in column “First and amendments” of Table 9. By the same logic, for
the second period (Oct 2023 to Oct 2024), we do such replacements for the level-4 consumption
groups with green cells in column “Second” of Table 9. And for the third period (Mar 2025 to Mar 2026),
the replacements are made for the level-4 consumption groups with green cells in column “Fourth”
of Table 9.

Now, the question is: what does the capped inflation rate for a given period measure? Consider a
household that cares a lot about inflation, for whatever reason, perhaps primarily because it wishes
to spend its income rationally, satisfying its consumption needs at the lowest possible cost. Such a
household is very interested in maximising the real value of its income, its purchasing power, which
makes inflation a phenomenon of great importance. Retail price caps give such households the op-
portunity to focus their consumption on capped products if those products are good substitutes for
comparable uncapped products within the same consumption group (according to the EUCOICOP
classification).

For example, take the level-4 group “01112 Flour of cereals”. The Croatian Government capped (by
all decisions) the prices of two specific products from this group, namely “wheat flour, type T-550,
smooth” and “wheat flour, type T-400, semi-coarse”. Recall that this means that all available brands
of these two products offered in retail stores are subject to caps. Suppose the household finds it ap-
propriate to satisfy all its flour needs by purchasing only these two products, none of the other avail-
able flour products. By behaving that way, the household ensures that the flour inflation rate is zero
for the period over which the caps are in force.

Now apply the same logic to all other level-4 consumption groups listed in Table 9: in each case, the
household consumes only the capped products within the 4-level consumption group to which it be-
longs. Needless to say, but to be sure, it does not mean that the household only consumes the
capped products; within level-4 consumption groups without capped products, the household con-
sumes uncapped products. In addition, the household does not change the composition of its con-
sumption basket across level-4 consumption groups; it only changes it within those groups that con-

tain capped products or product categories.
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The capped inflation rate for some (sub)population is the average inflation rate, assuming that all
households in this (sub)population have the consumption behaviour described above. The assump-
tion is very strong, surely unrealistic if applied to an “average” or “typical” household. However, there
may be households that behave that way. Arguably, the assumption is not so unrealistic when applied
to low-income households with tight budgets, struggling to make ends meet month to month. How
realistic the assumption is depends also on the number and variety of products and product catego-
ries within level-4 consumption groups, so while it may be realistic for groups with many products or

product categories, it would not be so for those with few.

That said, in this analysis, we refrain from making assumptions about which household types and
consumption groups the assumption is more or less realistic for. Instead, we calculate the average
capped inflation rate for the whole population and for several subpopulations defined by various
characteristics. It is then up to the reader to judge for themselves how (un)realistic the assumption

is, and for whom. By doing so, we are trying to ensure the analysis is simple and easy to understand.

Having discussed what the capped inflation rate means, we should also discuss what the difference
between the capped and official rates means for a given (sub)population and period. Sticking to the
assumption that all households within a (sub)population of interest behave in the extreme way de-
scribed above, the difference between the capped and the official inflation rates measures, on aver-
age, how much households within the (sub)population could lower the inflation rate they face in a
given period relative to the official inflation rate. Note also that it measures the upper limit on how
much the inflation rate could be lowered. It is the upper limit because the capped inflation rate as-

sumes that all households follow the extreme consumption behaviour.

At this point, two very important caveats are in order regarding the correct interpretation. First, the
difference between the capped and official inflation rates must not be interpreted as the full impact
of price caps on the inflation rate. More precisely, it must not be interpreted as the difference between
the capped inflation rate and the inflation rate that would prevail in the absence of any price cap. To
be sure, this is what we would ideally like to measure. However, we do not know what the inflation
rate would have been had the price caps never been introduced. This rate is difficult to determine,
and we only know itis higher than the official rate, since the latter accounts for price caps. Estimating

this no-cap counterfactual inflation rate is difficult and certainly goes beyond the scope of our study.

Second, it must be borne in mind that here we consider periods over which price caps are in force.
Only during these periods do households adopting extreme consumption behaviour ensure them-
selves zero inflation for the level-4 consumption groups containing capped products or product cat-
egories. This is important to stress because, if we consider periods that capture the month immedi-
ately before the month when the caps are introduced, the inflation rates for the level-4 groups with
capped products or product categories would be negative. This is because the introduction of price

caps is associated with price drops, as the caps were set below prevailing market prices.
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“Official” vs. “capped” inflation: results

In Figure 10, we compare the official and capped inflation rates for the three periods. The plotted rates
are the entire-population averages of household-specific rates. The highest official rate (5.9%) was
recorded over the period Oct 2023 to Oct 2022. The high inflation for that period was certainly part of
the Government's motivation forintroducing retail price caps. We see that our hypothetical construct,
the capped inflation rate, is lower by 0.4 percentage points (pp). Thus, by adopting the assumed ex-
treme consumption behaviour described above, households could lower the average inflation by
0.4pp. This little difference is explained by the fact that the Government capped only 9 products. In
the second period, Oct 2023 to Oct 2024, the officialinflation rate fell considerably, to 1.8%. The price
caps in force over that period were considerably more extensive than those from Oct 2022 to Oct
2023, making the capped inflation rate (0.8%) less than half the official one. Regarding the last period,
Mar 2025 to Mar 2026, the extensive list of capped products and product categories enabled house-
holds to adopt extreme consumption behaviour and face the capped inflation rate of 3.6%, 0.9pp be-
low the official rate.

Figure 10. Official vs. capped inflation rate, entire population
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Source: Author’s estimates based on the Household Budget Survey 2022 and the price data of the Croatian Bureau of Statistics.

We proceed by comparing the official and capped inflation rates for several subpopulations of the
entire population, defined by certain characteristics. In Figure 11, the population is divided into dec-
iles based on the distribution of equivalised household disposable income (defined earlier in the dis-
cussion of Figure 4). In the first period, Oct 2022 to Oct 2023, the official rate ranges from 5.4% for the
bottom two deciles to 6.6% for the tenth decile. Thus, there is a tendency for higher official inflation
for richer households. The same tendency is observed in the case of capped inflation. We say “ten-
dency” because the rise across deciles is not monotonic; that is, the rate does not always increase
as you move from a lower decile to the next higher one. The difference between the two rates (capped
minus official) is larger for poorer households, ranging from -0.5pp for the bottom two deciles to -0.2
for the top decile. This result stems from the fact that poorer households tend to have higher shares

of food and non-alcoholic beverages in their consumption baskets (as we saw in Figure 4). Thus, the
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price caps, targeted at food and non-alcoholic beverages, affected the inflation rates of poorer house-
holds more than those of richer households. Consequently, we find that the so-called income gradi-
ent of inflation rate — measuring how much, on average, the inflation rate changes as income in-
creases - rises slightly due to price caps. Put simply, the capped inflation rate rises faster than the
official inflation rate as we move up the deciles. This is a progressive change that benefits poorer

households more than richer ones.

The tendency for higher-income households to have inflation rates is observed for the second period,
Oct 2023 to Oct 2024, too. However, the rates are lower than in the previous period. The official rates
are lowest at the bottom (1.1% for the poorest decile) and highest at the top (2.4% for the top decile).
The price caps allowed households across the whole distribution to lower their inflation: the capped
rates range from 0% for the first decile to 1.7% for the tenth decile. Again, since the caps are targeted
at food and non-alcoholic beverages, which have higher shares in consumption baskets of poorer
households, the difference between the capped and official rates is declining (by absolute value) from
-1.1pp for the first decile to -0.7pp for the top decile. As in the previous period, the income gradient of
the inflation rate rises slightly, indicating a progressive change in the income-related distribution of
inflation.

In the last period, Mar 2025 to Mar 2026, we see a different pattern. While in the first two periods we
saw a tendency for inflation rates to rise with income, here we observe the opposite, but only for offi-
cial inflation. In fact, the inflation rate is pretty stable across deciles, compared to the previous two
periods, but a slight tendency for the rate to fall with income is visible. The official rate is highest for
the first decile (4.8%), and lowest for the tenth decile (3.8%). The capped-minus-official difference is
virtually identical to that in the previous period, ranging from -1.1pp for the first decile to -0.7pp for
the top decile. The differences make the pattern of the capped inflation rate virtually flat compared
with that of the official inflation rate. In other words, the slightly negative income gradient of official
inflation vanishes in the case of capped inflation: the capped inflation rate does not systematically

rise or fall as we move from a lower to a higher decile.

Figure 11. Official vs. capped inflation rate, average inflation rates by decile of income distribution
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In Figure 12, the official and capped inflation rates are compared by age groups. For the first period,
Oct 2022 to Oct 2023, we observe slightly higher official inflation for children (ages 0 to 14) and the
middle-aged (ages 35 to 54) than for other age groups. But the official rates are pretty stable across
age groups, ranging from 5.7% to 6.1%. Similar stability is observed for the capped inflation rate,
which ranges from 5.2% to 5.8%. It can be seen that the difference between the two rates, which
ranges from -0.3pp to -0.5pp, is largest for those age groups with relatively high basket shares of level-
4 consumption groups (or food and non-alcoholic beverages in general), as shown earlier in Figure 5,
which is expected, given how price caps were targeted. For the second period, Oct 2023 to Oct 2024,
we again observe relatively stable official inflation rates across ages, though less so than in the pre-
vious period. Here, the official-rate range is 1.5%-2.2%, the capped-rate range is 0.6%-1.2%, and the
difference ranges from -0.8pp to -1.1pp. In the third period, Mar 2025 to Mar 2026, the variations of
the two rates are larger than in the other two periods. The official rate ranges from 3.7% (age 0-4) to
4.9% (age 65-69), and the capped rate ranges from 2.9% (age 0-4) to 3.9% (age 65-69). Although rates
fluctuate across younger and older groups, there is a tendency for both rates to rise with age. This
tendency is weaker for the capped rate: the pattern is flatter. This stems from larger capped-minus-
official differences for those groups with higher rates (both officialand capped). The latter age groups
are found earlier (Figure 5) to have relatively high basket shares of food and non-alcoholic beverages.

Figure 13 shows the comparison by gender. We find no systematic differences between men and
women. There is only a small difference of 0.3pp between the two rates over the period Oct 2023 to
Oct 2024. The differences between the capped and official rates are of the same size as those found
for the entire population.

36



Figure 12. Official vs. capped inflation rate, average inflation rates by age group
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Figure 13. Official vs. capped inflation rate, average inflation rates by gender
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Real income and wage growth with official vs. capped inflation

Disposable income growth

After analysing the difference between the official and capped inflation rates, we now use these rates
to assess real income growth across deciles over the three periods. That is, we assess the change in
the purchasing power of incomes across the distribution, depending on whether we use official or

capped inflation.

Based on the Eurostat income distribution data, we first construct the so-called growth incidence
curve (hereafter: GIC) of nominal equivalised disposable income for each of the three periods. Alt-
hough our periods have a certain month as the starting point and the same month next year as the
ending point, we can only use income data that refer to whole years, not particular months. We as-
sume that the income growth from, say, 2022 to 2023 can be used to represent the income growth
from Oct 2022 to Oct 2023; and similarly for the other two periods. Moreover, income figures for 2025
and 2026 are still unavailable; thus, for the period Mar 2025 to Mar 2026, we assume income growth
is the same as that from Oct 2023 to Oct 2024, because this is the closest period for which we have
available data. Once we have the nominal GICs, we adjust them for inflation to obtain the correspond-
ing real GICs. In doing so, we distinguish between real growth based on official inflation and real
growth based on capped inflation. The official and capped inflation rates that we use are shown in

Figure 11 above.

Figure 14 depicts the nominal and two real GICs for the three periods. In the period from Oct 2022 to
Oct 2023, the nominal GIC is hump-shaped, at least considering the first 9 deciles, with the highest
growth rates in deciles around the middle of the distribution. The first three deciles, as well as the 8™
and 9™, grew at rates below the average growth rate (labelled “All”), while the 4™-7" deciles and the
top decile grew faster than the average. Despite the hump-shaped pattern, there is a slight tendency
toward faster growth in higher deciles than in lower ones. The real GICs are substantially below the
nominal one, due to high inflation, whether official or capped, over the period. The real GIC based on
the capped inflation rates is everywhere above that based on the official inflation rates, but only
slightly. Expectedly, the distributional pattern of the difference between the real GICs follows the dis-
tributional pattern of the difference between the capped and official inflation rates, shown earlier in
Figure 11. The difference falls from about a half of a percentage point to about a third of a percentage
point as we move from the bottom to the top decile. Thus, the price caps offered households adopting
extreme consumption behaviour the opportunity to have their disposable incomes grow, in real
terms, faster than they would without adopting such behaviour. Also, lower-income households had
the opportunity to increase their real growth rates more than higher-income households. As we ar-
gued repeatedly above, this is due to lower-income households’ larger basket shares of food and non-

alcoholic beverages, which were predominantly targeted by the price caps.

Inthe period Oct 2023 to Oct 2024, we also observe a hump-shaped nominaland real GICs. But unlike
in the period Oct 2022 to Oct 2023, there is a tendency toward faster growth in lower deciles than in
higher deciles. The 1% decile grew notably faster than the 10" decile: the respective growth rates are

20% and 13.7% respectively. Another difference is that the fastest growth was experienced by the 2"
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to 4" deciles. Moreover, since the official inflation rates were lower than in the previous period, the
real GIC based on official inflation is not as much below the nominal GIC as it was the case in the
previous period. However, the difference between the two real GICs is now larger than before, which
is due to more products and product categories with capped prices. Again, expectedly, the difference
between the two real GICs follows the same distributional pattern as the difference between the

capped and official inflation rates depicted in Figure 11.

Finally, for the period Mar 2025 to Mar 2026, since we use (for lack of data) the same nominal GIC as
in the period Oct 2023 to Oct 2024, we observe similar patterns to those in the latter period. Of course,
since the inflation rates (official and capped) from March 2025 to Mar 2026 were considerably higher
than from Oct 2023 to Oct 2024, the real GICs are more below the nominal GIC than they were in the
period Oct 2023 to Oct 2024. However, the difference between the two real GICs is very similar in size
to that for the previous period and follows a very similar distributional pattern.

Figure 14. Nominaland real growth incidence curves —income growth rate by decile of the equivalised
disposable income distribution
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Notes: For definitions of the official and capped inflation rates, see text.
Source: Author’s estimates based on the Household Budget Survey 2022, the price data of the Croatian Bureau of Statistics, and the
income distribution data of Eurostat.

Wage growth

In our final piece of analysis, we compare the distributional growth of nominal and real wages, again
distinguishing between real growth based on the official inflation rate and that based on the capped
inflation rate. We take the average monthly wage, as well as the 10™" (p10), 20" (p20), ..., and 90*" per-
centiles of the monthly wage distribution from the CBS’s wage statistics. The wages are nominal and
netof personalincome tax and social security contributions. Note that here we have wage distribution
percentiles, rather than means for decile groups (we called them “deciles” for brevity) that we had for
disposable income above. The nine percentiles we consider (p10, p20, ..., p90) are the boundaries
between the 10 decile groups of the wage distribution.

We emphasise that we cannot easily match the inflation rates that we computed for disposable in-
come deciles to the wage percentiles considered here. This is because, strictly speaking, a worker
earning a wage close to any wage percentile may, in principle, belong to any disposable income dec-
ile. Consider, for example, a worker with a low wage close to p10. He and her wife constitute a house-
hold. Depending on the wife’s income (from wages or other sources, such as capital), the worker (to-
gether with the wife) may belong to any decile of disposable income. If her income is high, their
equivalised disposable income may fall in a decile near the middle of the distribution, or even in a
decile near the top if herincome is high enough. On the contrary, if her income is low, they are more
likely to be in a decile close to the bottom of the distribution. For that reason, being agnostic about
exactly where in the distribution such a household (or any other household) is, we use a single infla-
tion rate to adjust nominal wage growth for inflation. More precisely, we use a single official rate and
a single capped rate, both of which are the average rate for the entire population, as reported in Figure
10.

In Figure 15, we display the nominal and real wage GICs for the same three periods as for the dispos-
able income GICs (Figure 14 above). The nominal wage GIC for the period Oct 2022 to Oct 2023 is
generally downward sloping, with only one upward-sloping segment - that between the 20™ (p20) and

30t (p30) percentiles. p10 grew at 18.3% and p90 ata considerably lower 13.4%. The average nominal
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wage grew at 14.6%. The real wage GIC is about 6 to 7 percentage points (pp) below the nominal wage
GIC across the distribution. Due to the small number of products with price caps during this period,
the real wage GIC based on capped inflation is only slightly (0.39pp to 0.41pp) above the real wage
GIC based on official inflation. Note that the generally negative slope of all three wage GICs does not
match the tendency of the disposable income GICs to be slightly positively sloped, which is due to
the lack of a clear match between the wage distribution, which refers to wages of individual workers,
and the disposable income distribution, which refers to household incomes.

In the period Oct 2023 to Oct 2024, wage GICs tend to slope upward, though not all segments are
upward-sloping. The nominal wage growth rate ranges from 13.2% at p10 to 15.2% at p80, while the
average wage grew at 13.8%. As the official inflation rate was lower than in the previous period, the
gap between the real wage GIC based on the official inflation and the nominal wage GIC is smaller
than in the previous period: the gap is about 2pp across the distribution. The real wage GIC based on
the capped inflation is about halfway between the real wage GIC based on the official inflation and
the nominalwage GIC, so that the difference between the two real wage GICs is about 1pp across the
distribution. The difference is larger than in the previous period due to the more numerous products
and product categories with capped prices.

Finally, in the period Feb 2025 to Feb 2026, the wage GICs are hump-shaped, with an upward slope
on the segment from p10 to p40, and a downward slope from p40 to the top. The growth rate at p90
ends up about 1pp below that at p10. The real wage GIC based on the official inflation rate is about
4-5pp below the nominal wage GIC. When based on the capped rather than the official inflation rate,
the real wage GIC shifts up by 0.9-0.93pp.

Figure 15. Nominal and real wage growth incidence curves - growth rate by percentile of the wage
distribution
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In conclusion, the analyses presented in this section indicate that retail price caps can affect, to var-
ying degrees, the living standards of households and individuals at different parts of the disposable
income and wage distributions. In all the periods we considered, inflation significantly reduced real
income and wage growth relative to nominal growth. Retail price caps can lower the inflation rates
households face, thereby reducing the downward adjustment of nominal income and wage growth.
The magnitude of this effect depends on the extent of the list of capped products and product cate-
gories, as well as their share in households’ consumption baskets. Thus, the effect is larger for caps
introduced by the Government's later decisions and for lower-income households, as their consump-
tion baskets contain larger shares of food and non-alcoholic beverages, which were targeted by the

price caps.
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4 Requirements for a better impact assessment

In this section, we discuss requirements that would make for a better assessment of the impact of
price caps on inflation and ultimately on households’ living standards. We focus on improving impact
assessmentin two respects: how to credibly estimate the price changes that would have occurred in
the absence of price caps, and how to obtain credible estimates of the shares of expenditures on

capped products in consumers’ baskets.

In Section 3.4, we stated that a key missing element of our analysis is the inflation rate that would
have prevailed had retail price caps not been introduced. This “no-caps rate” is a counterfactual rate
that should ideally be constructed to assess the effectiveness of price caps in reducing inflation.
However, itis not an easy and straightforward task to obtain a credible estimate of the no-caps coun-
terfactual. In what follows, we present one approach to doing so that relies on what is considered
best practice in economics research. Our presentation will be informal, accessible to non-special-
ists, rather than fully precise and formal. We draw heavily on the approach used by Muzié and Zilié
(2024), with presentational simplifications.

Suppose a cap is put on the price of a specific product. Let it be “UHT milk, 2.8% milk fat, per litre”,
one of the products capped by the Government’s first decision in Sep 2022. Muzié¢ and Zili¢ (2024)
focus on the same product in their analysis. The main question is how the cap affected the prevailing
market price of this product. It is important to identify the causal effect of the cap on the product
price. To identify this effect, it is not sufficient to observe only that the introduction of the cap coin-
cides with a fall in the product price. This is because, in principle, these two events might have hap-
pened independently of one another. Identifying the causal effect of the price cap on the product price
means credibly concluding that the price fell because of the cap; in other words, that the introduction
of the price cap caused the price to fall. To identify the causal effect, we have to track the prices of
“UHT milk, 2.8% milk fat, per litre” before and after the cap is introduced. But this is not sufficient: we
also have to track the prices in places where caps were not introduced at all, such as neighbouring
countries (Slovenia and Bosnia & Herzegovina in Muzi¢ and Zilié’s [2024] study). Then, to credibly as-
sess whether the price cap caused the prices of “UHT milk, 2.8% milk fat, per litre” to fall in Croatia,
we need to compare what happened in Croatia with what happened in the comparator countries. The
difference in price changes between Croatia and the comparator countries reflects the causal effect
of the cap on Croatian prices. Muzi¢ and Zili¢ (2024) found that capping the price of “UHT milk, 2.8%
milk fat, per litre” lowered its price by about 35% relative to the price that would have prevailed with-

out the price cap.

But capping a product may not only affect its price; it may also affect the prices of its close substi-
tutes. In the case of “UHT milk, 2.8% milk fat, per litre”, the price of another milk, such as milk with
more or less fat, may be affected. For example, retailers may raise the prices of these close substi-
tutes to offset having to lower the price of the capped milk to the cap level. For that reason, we should
conduct the above analysis for these substitutes as well, and track their prices in Croatia and the

comparator countries.
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The whole above analysis needs to be done for all capped products and their substitutes. These anal-
yses provide causal estimates of the effects of the price caps introduced at a given time. And these
estimates could be used to estimate the impact of the price caps on the overall inflation rate. This

inflation rate is the no-caps counterfactual inflation rate, the missing element in our analysis.

The price data required to produce all these estimates must be available at reasonably high fre-
quency, at least monthly, and cover a long enough time before and after the introduction of price
caps. MuZié¢ and Zili¢ (2024) used web scraping techniques to collect data on prices and other product
characteristics from retailers with online stores and those that sell via an aggregation platform. Sim-
ilarly, Aparicio and Carvallo (2021) used web-scarping to collect data on thousands of capped and
uncapped products in Argentina over several years. Such data contains information not only on
prices, but also on some product characteristics. In addition to allowing identification of the impact
of price caps on prices, this data allows one to examine their impact on product availability; that is,
whether price caps lead to shortages of capped products or the appearance of new product varieties.

All that said, we must stress that an analysis along the lines of Muzi¢ and Zili¢ (2024) is perhaps fea-
sible only if one focuses on a small number of products. As the number of products increases, the
analysis arguably becomes cumbersome. Considering a few products, while more cumbersome,
would perhaps still be feasible, but when there are many products, it is questionable how one could
handle that. This is relevantin the context of Croatia's price cap regulation, as the number of products
and product categories has been increasing over time, reaching 100 on the current list. Another diffi-
culty in the Croatian context is that most caps were implemented as caps on product categories (one
product brand within a category must be capped), rather than caps on products (all brands of a prod-
uct must be capped). However, this might not be a significant difficulty, as supermarket chains tend
to cap their own-brand products within product categories. In any case, it is unclear how to handle
price caps for product categories. A final concern with web-scraped data is that some products reg-
ularly available in regular (i.e., brick-and-mortar) shops might not be available online, and if so, then
data on these products would be missing.

Anotherimportant data source, potentially better than web scraping from online shops, is retail scan-
ner data. Retail scanner data are based on transaction-level records generated at the point of sale,
namely at the cash register. These records typically include the product name, barcode, date, outlet,
quantity purchased, and package size, but other information may also be available. The main ad-
vantage of this type of data is that one observes, for each item purchased, the price actually paid and
the quantity actually purchased, unlike in web scraping from online shops, where only prices are
available. This is also an advantage relative to the traditional price collection practice of national sta-
tistical agencies for CPl inflation construction, which typically collects prices for sampled items and
obtains expenditure shares from separate household budget surveys and other external sources.
Scanner data is especially relevant for products where phenomena such as temporary promotions,
own brands, “shrinkflation”, or loyalty-card prices are empirically relevant. Also, scanner data pro-
vides much denser time and shop coverage compared to monthly visits by price collectors.
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Another advantage is that scanner data enables more accurate measurement of product expenditure
shares in consumers’ baskets. Traditionally, these shares come from household budget surveys,
complemented by other sources such as national accounts. The main disadvantage of these sources
is that they are not available in a timely manner; rather, there is a lag: surveys take time to be pro-
cessed, and national accounts take time to be produced. In addition, the traditional way of obtaining
expenditure sharesyields shares for consumption groups according to the EUCOICOP classification,
which, even at the most detailed level, does not allow distinguishing specific products. Scanner data
provides information to compute expenditure shares much more timely and granularly: by specific
product, brand, week or day, region, etc.

This is important because consumers do notjust passively buy a fixed basket. Rather, they substitute
at leastamong brands, package sizes, and product qualities. Importantly, in the context of price caps,
scanner data can show whether consumers choose capped products over uncapped ones. Such sub-
stitutions are an important aspect of consumer behaviour when assessing the impact of prices on
households’ living standards. However, scanner data cannot fully replace household budget surveys
and national accounts as sources for constructing expenditure shares. While scanner data can be
used to update expenditure shares at the lowest level of consumption aggregation more frequently,
household budget surveys and national accounts must still be used for obtaining shares at higher
levels of aggregation. Thus, scanner data are an important complement rather than a substitute for
the traditional sources of expenditure share data.

However, this type of data requires additional methodological practices by national statistical agen-
cies, including cleaning for abnormalrecords, harmonising units, detecting miscoded quantities, dis-
tinguishing regular transactions from temporary clearances, and classifying products according to
the EUCOICOP categories, among others.
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5 Alternatives to retail price caps

In this section, we discuss some potential alternatives to imposing retail price caps to ease house-
holds’ inflation burden. While there are, in principle, many conceivable alternatives and/or supple-
mentary measures, we will focus on two. Both concern some reforms of the existing policy instru-

ments.

5.1 Price capsvs. VAT cuts

We first consider possible changes to indirect/consumption taxation, specifically the value-added tax
(VAT). VAT is the most important source of tax revenue in Croatia. According to the European Com-
mission, Croatia is at the top among EU member states in the importance of VAT to public finances.
In 2024, the standard rate of 25% was among the highest in the EU, ranking alongside Denmark and
Sweden, which also have a 25% standard rate. Only Hungary and Finland have a higher standard rate
(27% and 25.5%, respectively). For comparison, the EU-27 average is 21.9%, 3.1pp below the Croa-
tian figure. Also, the Croatian figure is 10pp above the EU minimum standard-rate floor of 15%.8% In
2024, the total VAT in Croatia amounted to 13.3% of Gross Domestic Product, the highest share in the
EU, compared to the EU-27 average of 7.1%. Croatia also ranked 1%t in terms of the VAT share of total
tax revenue, at 34.7%, compared to the EU-27 average of 18.1%.°

In this context, the Government could have considered reducing the standard VAT rate. Alternatively,
it could have expanded the scope of goods subject to reduced rates (13%, 5%, and 0%), though Cro-
atia already has a rather extensive list, including several food categories.'® Against this backdrop, the
question is how effective such VAT cuts would be in reducing prices or preventing price increases.
What is relevant here is how VAT changes get translated into price changes. Thatis, what is the pass-
through of VAT changes to prices?

This is ultimately an empirical question. In general, empirical evidence suggests that VAT changes
typically pass through to consumer prices, but the pass-through is neither mechanical nor uniform.
A useful theoretical benchmark here is the full pass-through: if a VAT rate changes from 7,4 t0 Tpew»
then, if the seller's price does not change, the VAT-inclusive consumer price changes by
(1 + Tpew)/(1 + To1q) — 1. The empirical pass-through is the observed, actual consumer price
change divided by the change associated with the full pass-through benchmark. The main findings

from the empirical literature can be summarised as follows.

8 The figures refer to 2024 and are drawn from the European Commission’s Taxes in Europe Database v5,
available at https://ec.europa.eu/taxation_customs/tedb/#/home.

®The figures refer to 2024 and are drawn from the European Commission: https://taxation-cus-
toms.ec.europa.eu/document/download/aff28bc9-f9dc-4665-8510-72224c9e1ea9_en?filename=An-
nex_A_FINAL.pdf.

0 The list of goods to which these reduced rates are applied is in the Appendix.
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Changes in the standard VAT rate tend to pass through substantially, often close to the full pass-
through benchmark. Bedenek et al. (2020) conducted a broad, euro-area panel study using monthly
data on about 70 commodity groups across 17 euro-area countries for 1999-2013. According to their
headline result, the average pass-through is well below full. However, this result masks strong heter-
ogeneity: standard-rate changes have roughly 100% pass-through, reduced-rate changes around
30%, and reclassifications (i.e., reclassifying a standard-rate good as a reduced-rate good) have prac-
tically zero pass-through.

Sector-specific VAT cuts often have a limited pass-through. Consumers receive only part of a tax cut.
Carbonnier (2007) studied large VAT cuts in France and found a 57% pass-through for cars and a 77%
pass-through for home repair services. Similarly, Kosonen (2015) found a pass-through of about 50%
for hairdressing services in Finland. Studying VAT cuts for restaurant services in France, Benzarti and
Carloni (2019) found that consumers received only 13.6% of the benefits, while firm owners, employ-
ees, and suppliers received 55.7%, 18.6%, and 12.1%, respectively.

VAT increases seem to pass through more than VAT cuts, but there are counterexamples. Benzarti et
al. (2020) found that consumer prices respond about twice as much to VAT increases as to cuts, a
result holding across VAT changes in the EU from 1996 to 2015. Similarly, Benzarti and Carloni (2019)
found that a VAT cut for restaurant services in France changed prices only slightly, whereas later VAT
increases had pass-through rates of 38-50%. They summarise their findings as prices rising 4—5 times
more following the VAT increases than they fell following the earlier VAT cut. As a counterexample,
Crossley et al. (2014) found that a standard VAT rate cut in the UK was passed through to prices, with
a reversal after a few months. Fuest et al. (2021) found that a temporary VAT cut in Germany had a
70% pass-through, whereas the subsequent VAT increase was only half that size. Moreover, Bernar-
dino et al. (2025) found that a recent food VAT rate cut in Portugal was practically fully passed through
to consumer prices, but prices returned to the pre-cut levels after the subsequent policy reversal.

In light of this evidence, it seems likely that, had the Government cut the standard VAT rate, consumer
prices would have fallen. However, it also seems likely that the pass-through would not have been
full, except possibly during a short time after the cut. And had the Government cut the VAT rate on
specific goods, it seems unlikely that there would have been any pass-through at all. Even in the case
of a cut in the standard VAT rate, the cut would have to be sizeable to compensate for the likely in-

complete pass-through.

On the contrary, retail price caps set below prevailing market prices surely lower the prices of capped
products and prevent price increases during the time the caps are in force. That said, it is not clear if
price caps targeted at food are a better measure. Although many food items are subject to price caps
(since the third decision), a large part of consumers’ baskets are non-food goods and services. Thus,
a cut in the standard VAT rate, depending on its size, may help ease households’ inflation burden
more than price caps targeted at food. But there are other factors to consider.

One additional criterion for comparing the relative merits of food price caps and cuts in the standard

VAT rate is to ask how targeted each measure is at the neediest. At first glance, food price caps may
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appear as better targeted, given that the neediest — those at the bottom of the income distribution -
have the highest share of food in their consumption baskets. However, VAT is known to be a regressive
tax —in the sense that the total VAT as a share of income declines with income — and thus a cut in the
standard VAT rate is arguably a measure targeted at the neediest. In both cases, targeting is indirect,
thatis, working through the basket share of capped products or the share of VAT in income. And it is
difficult to say a priori, without further analysis, which of the two measures is more targeted to the
neediest.

Another relevant criterion is how the two measures compare in terms of budgetary cost. Both cost the
budget in terms of forgone VAT revenue. Setting price caps below prevailing market prices at the time
of introduction implies lower VAT revenue. Also, preventing prices from rising means collecting less
VAT. Lowering inflation in general means collecting less VAT revenue. When it comes to cutting the
standard VAT rate, this obviously means VAT revenue will be lower than it would be without the cut.
Again, it cannot be said a priori which measure is costlier in terms of forgone revenue. It depends on
multiple factors, most notably the extent of each measure and the likely consumer response (i.e.,
would they increase consumption and by how much). Determining it, even roughly, would require

careful policy simulation.

5.2 Price capsvs. direct instruments

As noted above, both price caps and VAT cuts are policy instruments that reach the intended benefi-
ciaries indirectly, mediated by their consumption behaviour. Alternatively, to ease the inflation bur-
den on households, the Government could have used direct instruments. By direct instruments, we
mean instruments that directly affect households’ disposable incomes, such as monetary transfers
and the minimum wage.

Compared with retail price caps (or other indirect instruments), direct instruments have the ad-
vantage of being precisely targeted to the intended beneficiaries. Targeting is achieved through pre-
cise entitlement criteria, including an income or asset test (a benefitis received only ifincome and/or
assets are below certain levels), activity status, and other criteria. Unlike direct instruments, price
caps benefit anyone who purchases capped products, while VAT cuts benefit anyone who purchases
products and services subject to VAT; in the latter case, the entire population.

To be sure, the possibility of precise targeting that direct instruments offer is an advantage only inso-
far as targeting specific social groups is warranted as an objective at all. While the government may
wish to ease the inflation burden for lower-income households more than for others, it may not wish
to fully neglect the rest of the population. If so, then price caps, which benefit everyone who con-
sumes capped products, are justified. But if price caps are intended to benefit only needy house-
holds, whereas benefits to others are merely a byproduct, targeting with direct instruments is more

effective in principle. Who should benefit is a political and normative question, however.

The targeting advantage of direct instruments has been researched in the literature. While we know

of no study comparing retail price caps to direct instruments, there are studies comparing another

48



indirect instrument, namely reduced VAT rates, to various direct instruments. Nevertheless, these
comparisons are still useful for at least getting an impression of how direct instruments compare to
indirect ones. Specifically for Croatia, Rubil (2022a) simulated a hypothetical reform in which the so-
cially motivated reduced VAT rates (mostly on food products) are replaced by a more generous Guar-
anteed Minimum Benefit (GMB), the main low-income social benefit in Croatia. Here, “more gener-
ous” means both higher amounts and more beneficiaries. This hypothetical reform is designed to be
budget-neutral, in the sense that all the VAT collected from abandoning the reduced VAT rates is
spent on increasing the generosity of the GMB. The results show that the reform would reduce both
income inequality and poverty. In a similar study for Croatia, Rubil (2022b) simulated another hypo-
thetical reform, one in which the same (as in the previous study) socially motivated reduced VAT rates
are abandoned, and the newly collected VAT revenue is used to increase the generosity of the child
benefit, either in terms of the amounts paid or the number of beneficiaries. Again, the results show
that the more generous child benefit is more effective than reduced VAT rates in reducing poverty.
These findings are in line with those in studies for other countries (although not the same direct in-
struments are considered in each): the UK (Davis and Kay 1985; Crawford et al. 2010; Mirrlees et al.
2011); the US (Brashares et al. 1988); Hungary (Cseres-Gergely et al. 2017); South Africa (Van Oordt
2018; Gcabo et al. 2019); Ethiopia, Ghana, Senegal, and Zambia (Harris et al. 2018).

Against this backdrop, the main issue in comparing price caps with direct instruments is that it is dif-
ficult to simulate the VAT revenue forgone under a given set of price caps. To the best of our
knowledge, such a simulation exercise has not been reported in the literature to date, but that does
not mean it is impossible. In any case, such a simulation exercise is arguably a key ingredient in an
analysis aiming to provide empirical grounds for judging the relative merits of price caps relative to
direct instruments.

So far, we have framed this discussion in terms of direct instruments as an alternative to price caps,
meaning changing direct instruments rather than introducing price caps. But both instruments may
be applied concurrently, complementing each other to ease the inflation burden on households. And
this is exactly what the Croatian Government did. From 2022 to today, several state transfers have

been increased on several occasions.

The Guaranteed Minimum Benefit (GMB) — the main low-income social benefit — was increased sev-
eral times. In Feb 2022, the GMB basis (a key parameter determining the amount a beneficiary re-
ceives) was raised by a generous 25%, followed by further increases in Jan 2024 (13%), Jan 2025
(6.7%), and Jan 2026 (6.25%). In addition, in 2025, other GMB parameters were changed, leading to
higher GMB amounts for children, single parents, and pregnant/postpartum women. To illustrate,
take a child in a household that is a GMB beneficiary: such a kid received EUR 105 in 2024, EUR 152
in 2025, and EUR 161 in 2026.

Statutory pension amounts rose through regular indexation of the parameter called the “actual pen-
sion value” (APV), which affects, along with other relevant parameters, the amounts of old-age, fam-
ily/survivor’s, and disability pensions subject to the pension formula. The APV is regularly adjusted
twice ayear, and the adjustments since 2022 have been as follows: 2.24% and 6.18% in 2022, 5.37%
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and 8.42% in 2023, 4.19% and 7.46% in 2024, 3.03% and 6.48% in 2025, and 2.68% in 2026. These
increases cumulatively increased the APV by about 53% from Jan 2022 to Jan 2026. There were also

minor increases, in addition to those associated with regular indexation.

From Mar 2024, the Child Benefit system was expanded, and amounts were increased. The income
threshold associated with the income test was doubled from 70% of the “budget base” (the amount
set each year by the Government) to 140% of the budget base. This increase implied a potential ex-
pansion of the Child Benefit by increasing the number of beneficiaries, as more households could
pass the income test. The amounts per child were also generally increased. However, because the
number of income brackets (income intervals with associated benefit amounts per child, decreasing
with income) was increased, it is difficult to make a precise bracket-by-bracket comparison.

The amount of unemployment benefitreceived by unemployed persons, conditional on satisfying cer-
tain additional conditions related to employment duration before the current unemployment spell,
was also increased somewhat. In Jan 2025, the benefit amount for the 91st to 180th day of the unem-
ployment spell was increased from 30% to 35% of the base for the benefit calculation (determined by

past earnings).

There were also increases in the minimum wage. We consider this instrument despite the fact that it
is not a state transfer; it is not a transfer at all, but rather a regulation for employers to comply with.
Nevertheless, we consider it a direct instrument because it directly affects households’ income. In
2022, the gross minimum wage amounted to about EUR 622, and rose since then as follows: 12.5%
in 2022-2023, 20% in 2023-2024, 15.5% in 2024-2025, and 8.2% in 2025-2026. In 2026, the gross
minimum wage is EUR 1050, which is 68.8% above the 2022 level.

We reported only the most significant changes in benefit amounts since 2022, but other state trans-
fers have also increased to varying degrees. Not all of the reported and other increases were explicitly
motivated to help households bear the inflation burden more easily. However, whatever the motiva-
tion, these increases occurred and may well have helped households cope with rising living costs.
There were no trivial increases, and, in combination with price caps, they provide solid support to
households amid inflation. That said, one could legitimately ask: what if price caps had not been in-
troduced, and the forgone VAT (due to caps) had been spent on even larger increases in direct, more
targeted instruments; would that have been even stronger support for households? The answer may
be “yes”, given that direct instruments are more targeted, but answering this question requires a sim-

ulation analysis.
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6 Conclusion

This report examined Croatia’s retail price-cap regulation as a policy response to rising consumer
prices. The regulation was introduced in September 2022 with a narrow list of nine basic food prod-
ucts. It was subsequently amended and then replaced by new decisions that substantially expanded
the list of capped products and, from 2025 onward, introduced capped product categories. The cur-
rent system is therefore markedly broader than the initial one, both in the number of goods covered
and in the rules designed to make capped products visible and accessible to consumers.

The descriptive analysis shows that the design of the regulation changed in an important way over
time. The initial decision covered only a small number of level-4 EUCOICOP consumption groups and
therefore affected only a limited part of household consumption. Later decisions increased the cov-
erage substantially. The third and fourth decisions, in particular, brought the regulation close to cov-
ering a large part of food and non-alcoholic beverage consumption, at least under the assumption
that households can satisfy their needs within covered consumption groups by choosing capped
products or capped items within capped categories.

The distributional analysis indicates that the regulation is progressive in the mechanical sense that
lower-income households spend a larger share of their total consumption on groups containing
capped products and product categories. This means that price caps targeted primarily at food and
non-alcoholic beverages have greater potential relevance for poorer households than forricher ones.
The same pattern is visible when comparing official and capped inflation rates: the difference be-
tween the two is generally larger for lower-income households. In this sense, the regulation appears
better aligned with the consumption structure of poorer households than with that of richer house-
holds.

The results also suggest that price caps reduced inflation, at least indicatively. Around the months in
which new caps were introduced, the contribution of newly capped consumption groups to overall
inflation was generally negative. This pattern is consistent with the intended effect of the regulation.
However, the analysis cannot establish a full causal effect, since the no-cap counterfactual inflation
rate is not observed. The official inflation rate already incorporates the effects of price caps to an un-
known degree, and the available data do not allow us to isolate precisely what would have happened
to the prices of capped products, their substitutes, and related goods in the absence of regulation.

The comparison between official and capped inflation rates provides an upper-bound interpretation
of how much households could lower the inflation rate they face by shifting consumption within cov-
ered consumption groups toward capped products and capped product categories. This constructed
capped inflation rate is necessarily based on a strong assumption. It is unlikely to describe the be-
haviour of an average household, but it may be more relevant for households facing tight budget con-
straints and actively seeking to minimise living costs. Under this assumption, the inflation reduction
is modest for the first period, larger for the second, and again sizeable for the most recent period.
These differences reflect the expansion of the list of capped products and product categories.
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When applied to income and wage growth, the inflation results show that price caps can mitigate the
erosion of real purchasing power. In all periods analysed, inflation reduced real income and wage
growth relative to nominal growth. Using capped rather than official inflation shifts real growth rates
upward, especially in the later periods and more strongly for lower-income households. The magni-
tude of this effect depends on the breadth of the regulation and on the share of capped consumption
groups in household budgets.

A more credible evaluation would require better data. The key missing element is the no-cap counter-
factual: the price path that would have prevailed had the regulation not been introduced. Estimating
this would require high-frequency product-level price data, ideally for capped products, close substi-
tutes, and comparable products in suitable control markets. Retail scanner data would be particu-
larly valuable, because it would provide actual transaction prices, quantities purchased, product
identifiers, and information on substitution across brands, package sizes, and product qualities.
Such data would also allow analysts to estimate the actual expenditure shares of capped products,
rather than relying on broader EUCOICOP consumption groups.

The report also considered alternatives to retail price caps. VAT cuts may reduce consumer prices,
especially if applied to the standard rate, but empirical evidence suggests that pass-through is often
incomplete and varies across sectors and tax changes. Price caps, by contrast, directly lower the
prices of capped products when caps are set below prevailing market prices, but they apply only to
selected items and may have uncertain effects on substitutes, product availability, and public reve-
nue. Directinstruments, such as social benefits and the minimum wage, have the advantage of being
more precisely targeted when the objective is to support vulnerable households. Croatia has in fact
used several such instruments alongside price caps, including increases in the Guaranteed Minimum
Benefit, pensions, Child Benefit, unemployment benefit, and the minimum wage.

Overall, retail price caps can provide visible and targeted short-term relief, especially when applied
to frequently purchased goods that matter more for lower-income households. The Croatian case
suggests that their potential effect grows as the list of capped products and categories becomes
broader and as consumers are better informed about them. However, price caps should not be
treated as a complete anti-inflation policy or as a substitute for targeted income support. Their bene-
fits, costs, and distributional effects depend on consumer behaviour, retailers’ responses, product
availability, VAT revenue effects, and the counterfactual price path. Amore robust policy assessment,
therefore, requires richer data and explicit simulation of alternative policy packages, including the
possibility that resources implicitly spent through forgone VAT revenue under price caps could be re-
allocated to strengthen direct, better-targeted instruments.
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Appendix

Goods at reduced VAT rates

The 13% rate

The rate applies to, among others:

hotel and similar accommodation, including holiday accommodation, camping pitches and
nautical-tourism accommodation;

periodical newspapers and magazines, subject to advertising/video/music-content exclu-
sions;

child car seats and baby diapers;

menstrual supplies;

public water supply and drainage, excluding bottled/packaged water;

electricity supply;

public municipal waste collection;

urns and coffins;

certain services and related copyrights of writers, composers, performers and phonogram-
right holders;

preparation and serving of meals and desserts in or outside catering facilities.

Natural gas, district heating, firewood, pellets, briquettes and wood chips are structurally listed in the

13% category, but are currently subject to a temporary 5% override.

The 5% rate

The rate applies to:

all types of bread;

specified liquid milk and breast-milk substitutes;

books and textbooks, subject to advertising/video/music-content exclusions;

authorised medicines;

specified medical equipment, aids and devices for personal use by disabled persons;
cinema, concert, sports and cultural-event tickets, except supplies exempt as cultural/pub-
lic-interest activities;

daily newspapers and scientific journals;

baby food and processed cereal-based food for infants and young children;

edible oils and fats, olive oil, butter and margarine;

live animals, fresh/chilled meat and offal, sausages and similar fresh/chilled meat products;
live fish, fresh/chilled fish, molluscs, aquatic invertebrates and crustaceans;

fresh/chilled vegetables, roots and tubers, including dried legumes;

fresh and dried fruit and nuts;

fresh poultry eggs in shell;
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e seedlings and seeds;
o fertilisers, pesticides and other agrochemical products;

e products mainly used as animal feed, excluding pet food.

Temporarily, the 5% rate also applies to natural gas, district heating, firewood, pellets, briquettes and

wood chips. The latest regulation, effective 30 March 2026, replaced the expiry date 31 March 2026
with 31 March 2027.

The 0% rate

Since October 2022, Croatia has had a 0% VAT rate for the supply and installation of solar panels on

private residential buildings, residential premises, public and other buildings used for activities of
public interest, and near such buildings.
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