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SUMMARY OF REGIONAL COMPETITIVENESS OPERATIONAL PROGRAMME  
 
 
Introduction to the OP Regional Competitiveness 
 
Within the overall aim of ensuring that the relevant institutions of the Republic of Croatia achieve readiness for 
eventual EU membership and develop institutional capacity and practical experience with the management of 
investments similar to those co-financed by the European Regional Development Fund (ERDF), the Regional 
Competitiveness Operational Programme (RCOP) shall serve as a basis for using the EU pre-accession 
assistance for the purpose of achieving the strategic priority of promoting social and economic cohesion within 
Croatia, based on an improved overall competitiveness. The Operational Programme (OP) does so in 
accordance with eligible areas defined in the IPA Implementing Regulation1 and the priority areas identified in 
the Multi-Annual Indicative Programming Document (MIPD)2 for Croatia.  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 

 
1 Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006. 
2 Commission Decision C(2007)2566 adopted on 20 June 2007. 
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1. CONTEXT, CONSULTATION AND COORDINATION 
 
1.1. NATIONAL POLICY AND SOCIO-ECONOMIC CONTEXT  
 
The concept of competitiveness is multifaceted and covers a wide range of inter-related policies, which, among 
others, include entrepreneurship, research and development (R&D) and innovation and human resources 
(education and employment policies). Following the provisions within the IPA Implementing Regulation3 and 
the Multi-annual Programming Document, the Regional Competitiveness Operational Programme (RCOP) is 
primarily focused on the sector of SMEs and R&D and innovation. It does so by addressing shortcomings at 
the national level as well as by investing into growth potential of regional economies, particularly those lagging 
behind the national average. The sustainability of investments is ensured in addition by parallel investment into 
the human resources component of competitiveness ï through complementarity with the Human Resources 
Development Operational Programme (HRDOP).  
 
The following section sets out the current context of policy areas relevant for the RCOP.  

 
1.1.1. Socio-economic context4      
 
Interventions enabled through IPA and more specifically those envisaged in the framework of the RCOP are 
taking place in a specific socio-economic context. This context consists of a sound macro-economic policy, 
significant socio-economic disparities across Croatian counties5, and a number of structural challenges 
underpinning economic competitiveness.    
 
In terms of competitiveness on the international level in the recent period Croatia has significantly improved its 
position. The Global Competitiveness Report 2006-2007, prepared by the World Economic Forum, ranked 
Croatia 51st , which signifies a leap of 13 places compared to last year's 64th place.  
 
Croatiaôs macroeconomic position is characterised by stable growth, an improving fiscal stance, low inflation, 
stable exchange rate and declining unemployment rate. Overall, the macroeconomic policy mix was largely 
adequate, but fiscal consolidation needs to be strengthened, since fiscal and external deficits still pose 
potential risks to macroeconomic stability.6  
 
Since the mid 90s, Croatia has witnessed a steady growth of GDP and in the period 1995-2006 the average 
real GDP growth rate amounted to 4.4%. Real annual GDP growth rate reached 4.8% in 2006. GDP growth 
was primarily driven by domestic demand and consumption.7 In 2006, GDP per capita amounted to ú 7, 704 in 
current prices, enabling Croatia to reach around 50% of the EU-27 average GDP per capita (in PPP)8, while 
preliminary estimates with the grey economy included point towards a level of income close to 60% of the EU 
27 average. 
 
The unemployment rate measured by the ILO labour survey methodology has continued its steady decline. In 
2000 it amounted to 16.1% and kept falling in order to reach 12.7% in 2005. In 2006 it declined to 11.2%9. 
Services sector is leading in terms of job creation. The average nominal net wage totalled ú 591 and in 2006 it 
increased to ú 62910.   
 

                                                 

 
3Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006. 
4 Statistical data used in the document are those available in August 2007 
5 Regional self-government level in Croatia.  
6 Croatia 2006 Progress Report, the EC, p. 21. 
7 Croatia 2006 Progress Report, the EC, p. 18. 
8 Croatian Bureau of Statistics, Eurostat first releases. Note, however, that Croatian and EU statistics are not fully 
comparable since Croatia does not adjust GDP figures for the effects of the grey economy.  
9 Central Bureau of Statistics. 
10 Central Bureau of Statistics, Chamber of Commerce. 
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In 2006 the export of goods amounted to ú 8.3 billion while imports of goods amounted to ú 17.1 billion. In 
2006, exports of goods have been growing faster than imports but not sufficiently enough to significantly 
change the export-import coverage.11 The trade deficit reflects economic growth trends and import 
dependence of domestic economic activity.  

 
Structural reforms have been initiated and positive steps can be noted, particularly having in mind the already 
strong services sector. The structure of gross value added (GVA) shows that in 2006, the primary sector 
contributed approximately 7.4% to the gross value added, secondary sector 24.5%, while tertiary sector 
contributed 68.1%. The SME sector has been an important factor in the process of structural reforms, 
especially in terms of new enterprise creation.  
 
A generally positive situation and macro-economic trends are accompanied, however, by structural issues, 
which characterize the national economy and are perpetuated at the regional and local level. The rest of the 
section sets out the situation with regards to key elements underpinning competitiveness of national and 
regional/local economies in Croatia. Given the scope of regional socio-economic disparities in Croatia, the 
situation at the regional and local level is set out first, followed by an assessment of the situation characterizing 
the national economy. It is important to note the extent to which economic growth on all levels is premised on 
same or similar conditions so that solutions to an enhanced national competitiveness to a large extent apply 
and are relevant to an enhanced competitiveness at the regional and local level. This interrelatedness of 
sectoral, national and regional development efforts is understandable in a country as small and territorially 
diverse as is Croatia. It also follows that the nature and persistence of socio-economic problems and regional 
disparities in Croatia can only be effectively addressed through a combination of horizontal and territory-
specific development incentives. This Operational Programme offers scope for precisely such an approach.  
 

Socio-economic disparities within Croatia are measured statistically at the level of local and regional self-
government units. There are 21 regional self-government units, called counties, of which one ï the City of 
Zagreb ï holds a double status of town and county. There is also a consistently growing number of local self-
government units ï towns (126) and municipalities (429), with a fivefold increase since 1990. Counties, towns 
and municipalities have their own (elected) representative and executive bodies.12   
 
A comparison of the GDP per capita (in PPP) on county level shows wide discrepancies. In 2004 the most 
developed county had a GDP per capita 3.2 times higher than did the least developed one.13 The three most 
developed locations in terms of GDP per capita are the City of Zagreb, the County of Istria and the County of 
Lika-Senj (Annex 1). Beyond these, only the County of Primorje-Gorski Kotar has reached the GDP per capita 
level above the Croatian average. The least developed counties are Vukovar-Srijem and Slavonski Brod-
Posavina, where the GDP per capita levels are less than 60% of the national average. According to Central 
Bureau of Statistics, compared to the EU25 GDP per capita in 2004, Croatian counties range from 81% of the 
EU level in case of the City of Zagreb, to 27% in the Vukovar-Srijem and the Brod-Posavina Counties. It has to 
be noted that GDP at county level is difficult to calculate with sufficient accuracy and therefore presents only 
an indication of the level of economic development, which needs to be viewed in the light of other relevant 
economic data.14 For this reason regional disparities are set out in detail in Annex 1 ï across four development 
indicators: GDP per capita, change in population, educational attainment, and unemployment rate.  

                                                 

 
11 Imports of capital and intermediate goods comprise 60 percent of total imports with additional 15% of imports related to 
the imports of energy. These categories of imports are also the main generators of its growth.  
12 The criteria for determining self-government units, the scope of self-government and funding sources are specified by 
the relevant legal acts: Act on the Territories of Counties, Cities and Municipalities in the Republic of Croatia (Official 
Gazette no. 10/97, 124/97, 50/98, 68/98, 22/99, 42/99, 117/99, 128/99, 44/00, 129/00, 92/01, 79/02, 83/02, 25/03, 107/03 
i 175/03); Act on Local and Regional Self-Government (Official Gazette no.33/01; 60/01;129/05); Act on Financing of 
Local and Regional Self-Government Units (Official Gazette no. 117/93, 69/97, 33/00, 127/00, 59/01, 107/01, 117/01, 
150/02, 147/03). 
13 Source: Central Bureau of Statistics (see Annex 1 ï Table 24) 
14 For example, the socio-economic situation in the Lika-Senj County is one of the most difficult ones in the country, which 
cannot be discerned from the GDP alone. 
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One of the causes of disparate development levels across counties (as well as between Zagreb and the rest of 
the country) is an unfavourable demographic situation, confirmed by data from the last available inter-census 
period (1991-2001). A widespread depopulation process thus characterizes most of Croatiaôs territory. In only 
five counties is the population size either growing or stagnating; in all other counties the trend is negative, 
mostly so in the County of Lika-Senj, where depopulation grew by 34.9% during the census period. A trend of 
rural-urban divide has also continued. It is characterised by a growing concentration of population in Zagreb 
and a few other macro regional and regional centres and narrow coastal areas, while other regions are being 
depopulated. The natural population decline during 1998-2001 in some rural areas was approximately five 
times higher than the national average.  
 
Map 1: County (regional) self-government units in Croatia 
 

 
 
Population disparity varies significantly across Croatian counties and between the capital and the rest of the 
country. Population density of the City of Zagreb is thus 7.5 times higher than in the second most populated 
County (MeĽimurje), and 15.5 times higher than the Croatian average (78.4 inhabitants per km2). If the City of 
Zagreb is exempted, the ratio of population density of the least populated county (Lika-Senj) to the most 
populated county (MeĽimurje) still remains at very high 1:16.2.  
 
As mentioned, there is a direct and reciprocal relation between a territorial unitôs population density and its 
economic opportunities. Enterprises and other legal persons contribute significantly to local revenues and tend 
to be situated in the most populated areas. A great number of counties and municipalities in Croatia face the 
problem of lack of development funds due precisely to their small tax base (number of inhabitants) on which 
many of these units are reliant upon for local income.  
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As a consequence, local and regional self-governments ï especially those in the so-called Areas of Special 
State Concern15 (see table 12) ï greatly rely on financial transfers and aid from the national budget. The 
situation should improve over time, as the process of fiscal decentralization continues and comes to reflect the 
scope of policy decentralization. The Government has been addressing this issue since 2001 through a project 
of pursuing an overall administrative decentralization. Efforts are currently complemented with partner and 
expert input in a number of sectors (health, social care, environment, education, agriculture, fiscal capacity) ï 
in the framework of a Decentralization Commission charged with the implementation of a Framework 
Decentralization Programme 2004-2007.  
 
Another element underpinning cohesive growth across a territory is the availability of education and the level of 
education attained across Croatia. In the Third Cohesion Report the EC recognized advancement in 
education as a crucial factor in development and transition towards modern and high value added production. 
Whereas the Croatian labour force is relatively well educated and trained, very significant disparities exist at 
the level of counties. The City of Zagreb has the highest proportion of inhabitants with higher education 
compared to its total population (16.8%). Most people with higher education live in larger cities, which offer 
better employment possibilities. The concentration of educated people in the City of Zagreb is outstanding; 
Zagreb attracts almost twice as many highly educated people than any other county. 
 
Given these trends, it is not surprising that significant disparity in unemployment rate across counties 
exists. While the most developed counties show relatively low unemployment rates16 compared to the national 
average (which in 2005 amounted to 19.0%)17, the least developed counties show high unemployment rates. 
The lowest unemployment rates are featured in the County of Istria (8.8%) and the City of Zagreb (10.0%) 
while the highest is noted in the County of Vukovar-Srijem (33.6%)18.   
 
Broadly correlated with the countiesô employment share and GDP is the number of firms. Data on the location 
of economic activity on the county level, measured in terms of registered businesses, shows SMEsõ 
concentration in a few major urban centres and their surrounding areas. Economic activity is, therefore, to a 
great extent linked to larger urban centres (Zagreb, Split, Rijeka) and areas that gravitate towards them. The 
lead belongs to the City of Zagreb, whose share in the total number of entrepreneurs in the year 2006 
amounted to 33.1%. Another extreme is the Lika-Senj County, where this share was 0,6%19, followed by 
Poģeġko-Slavonska county with share of 0,7%20.  

 
Quantitative figures on firm density across Croatian counties reflect also the more qualitative figures on 
regional entrepreneurial activeness, as measured by the Total Entrepreneurial Activity (TEA) index. Table no. 
26 in Annex 1 shows that while there has been a positive trend across all regions, but their ranking has 
remained mostly unchanged ï with Zagreb and the surrounding area, as well as Istria, Primorje and Gorski 
Kotar holding first and second place, while Slavonija and Baranja, along with Northern Croatia remain at the 
bottom.  
 
In terms of realised income, in 2006 entrepreneurs from the area of the City of Zagreb contributed most 
(51.7%) to Croatiaôs total profit from the entrepreneurial sector. The share of other counties varies from 0,3% in 
Lika-Senj County to 4.8% in Istria County. Only six counties contribute considerably to the results of business 

                                                 

 
15 The Areas of Special State Concern are defined by the Law on the Areas of Special State concern (Official Gazette 
44/96 and 26/03. These areas include the local selfgovernment units (municipalities and towns) which have been 
occupied during the Homeland War and those considered underdeveloped based on the economic, demographic and 
structural difficulties criteria as well as special criteria (border and areas contaminated with land-mines). 
16 Administrative unemployment rate, (see table 22). 
17 Administrative unemployment rate, (see table 22). 
18 See Annex 1. 
19 FINA, "Analysis of the financial results of entreprenueurs by counties", 2006 
20 FINA, "Analysis of the financial results of entreprenueurs by counties", 2006 
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activity in this sector on the national level. Although the share of loss in the business activity of the 
entrepreneurial sector at the national level between 2002 and 2004 decreased, a tendency of its growth was 

recorded in ten counties, indicating deterioration of business activity effectiveness in those counties.21 
 
Similar disparities regarding economic activity are revealed in observing county data on gross value added 
(GVA). One third of the total GVA is created in the City of Zagreb. At the level of economic sectors, the 
dominance of the City of Zagreb becomes even more obvious. Almost half of the GVA of the financial and 
business service sector, mining and other social and personal services is created in the City of Zagreb. The 
capital is followed by the Primorje-Gorski Kotar, Split-Dalmatia, Istria, and Osijek-Baranja counties. The least 
GVA is created in the Counties of Lika-Senj, Poģega-Slavonija, Ġibenik-Knin and Virovitica-Podravina ï only 
2% of the national total.22 
 
In addition to significant inter-county disparities, there is a very high level of disparities within counties as 
well. Disparities in terms of geographical, demographic, economic, social and other indicators are more 
significant at the level of municipalities (local self-government units) than of counties. Moreover, socio-
economic disparities across Croatian counties continue to widen in most cases.23 
 
Another significant element underpinning (and perpetuating) the trend of regional disparities is the legacy of 
the Homeland War (1990-1995). The war affected much of the country and consequences continue to be felt in 
a number of counties, whose local communities have since been targeted with special Government support. 
Nonetheless, the socio-economic situation continues to be the most critical in precisely these so-called Areas 
of Special State Concern (ASSC). On top of challenges common to most (non-urban) areas in Croatia, the 
ASSCs face the additional challenge of an unresolved legacy of war ï namely, ensuring the return and the 
peaceful and sustainable integration of war refugees. These challenges result in a number of socio-economic 
problems in the ASSCs, including insufficient entrepreneurial capacity, lack of comprehensive business 
support, destroyed or inadequate business other infrastructure essential to economic rehabilitation, 
contamination of large areas with land-mines, insufficient social reintegration, lack of a coherent and consistent 
approach to economic revitalisation and ineffective partnerships for local economic development.  
 
Prospects of economic growth and/or revival are further limited by a limited endogenous economic potential. 
Depopulation has had a negative effect on the structure of the population in these areas, which is mostly old 
and/or lacking skills satisfying higher market end needs. The SME base is scarce and economically weak, 
even though it carries economic growth in these areas. Many of the employees made redundant as the old 
industrial sector in these areas contracted in the 1980s in fact found new opportunities in the SME sector. A 
much larger wave of entrepreneurship followed the end of the war and the local economy began to rely more 
upon smaller-scale activities as the main job generation mechanism. However, the latest (post-1995) wave of 
new small enterprise creation appears to have few growth-oriented enterprises. Instead, it is characterized 
by ñlow entry barrierò SMEs engaged in trade, retail and local services. These enterprises often involve the 
most at-risk social groups, which have few resources, skills and opportunities to move into more growth-
oriented activities.  
 
The remainder of the section gives a brief assessment of the situation with regards to the competitiveness of 
the Croatian economy in general, particularly of those elements and areas of investment relevant to this OP.   
     
The relative importance of the SME sector in Croatia has recently increased, as the SME sector had become a 
significant contributor to employment and GDP. Out of the total number of registered business entities in 
Croatia 99,4% are SMEs, which compares with EU-15 where SMEs account for 99.6% of enterprises. The 

                                                 

 
21 FINA, "Analysis of the financial results of entreprenueurs by counties", 2003-2007. 
22 Central Bureau of Statistics. see Annex 1. 
23 ñNew approach in development level assessment and categorisation of territorial unitsò, IMO, Zagreb 2006; Table 27 in 
Annex 1.  
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sectorôs contribution to the GDP has been continuously increasing, up to some 44% by the end of 200624, 
while its contribution to export reached 60% of total exports.  
 
In 2002, the largest proportion of enterprises was concentrated in the trade sector (42.5%), followed by 
property and renting (16.8%) and the manufacturing sector (14.6%). Trade appears to have reached a peak 
and the data for 2003 show that it is declining compared with other sectors. In 2003, the average net salary in 
medium sized firms was 10.5% lower than in large enterprises. The equivalent figure was 24.8% lower in the 
case of small firms, partly due to lower productivity and/or competitiveness in attracting and employing of 
skilled labour force. On the other side, the available financial information suggests a positive trend concerning 
profitability which has been increasing from realising a loss of 16.5 MEUR in 2003 to obtaining profit of almost 
484 MEUR in 2005.25 
 
The SME sector in Croatia has played an important role in industrial restructuring, competitiveness and 
innovation, and in generating new employment. It has also been able to absorb a part of the many workers laid 
off by large enterprises, which have gone through a process of downsizing. In 1991 large enterprises 

employed 75% of the labour force in Croatia, but only 47% in 2003.26 At the same time SMEs have steadily 
increased their share of employment to about 64,7% (including the craft sector) in 200627, which is still lower 
compared to the EU15 figures (65.7%).28 
 
Table 1: Number of Enterprises (1996-2006)   

Entities 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 

Crafts 
84,778 85,120 84,910 87,613 91,842 94,727 97,832 101,848 103,517 105,274 104,357 

 
Cooperatives 

1,125 1,042 972 728 693 705 801 903 1,081 1,292 1,442 

Small and 
medium 
companies 
SMEs 

 
61,582 64,231 61,502 59,398 60,505 60,801 62,841 67,925 68,019 68,856 78,068 

TOTAL SMEs 

147,485 150,393 147,384 147,739 153,040 156,233 161,474 170,676 172,617 175,422 

 
 

184,308 

Sources: Central  Bureau of Statistics, Financial Agency and Croatian Crafts Register, Court Register  

 
In describing the situation of the SME sector in Croatia the European Commission highlighted a challenge of 
insufficiently developed business environment. Some of the enterprises related indicators, such as the creation 
of new enterprises and the gross firm formation rate, reflect the opinion given by the Commission. 

In the observed period the total number of SMEs has been slowly increasing. While the number of crafts 
has increased consistently, the number of SMEs and cooperatives experienced a decline prior to a recovery in 
2001. From 2002 the positive trend was re-assumed and the number of new businesses has been growing 
constantly. 
 

                                                 

 
24 EC Regular Progress Report 2005.  
25 FINA, "Analysis of the financial results of entreprenueurs by counties", 2003-2007 
26 FINA, "Analysis of the financial results of entreprenueurs by counties", 2003-2006.    
27 FINA, "Analysis of the financial results of entreprenueurs for year 2006", (2007) 
28 Data from FINA include crafts which are obliged to pay profit tax, compared to companies which are by default profit tax 
payers. 
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 In terms of the type of entrepreneurial activity among the adult population, recent research29 shows that the 
Total Entrepreneurial Activity (TEA) Index for beginners and new entrepreneurs in Croatia has grown from 

3.62% to 6.11%.30 From 2002 till 2006 the TEA index almost doubled and Croatia progressed from 32nd place 
out of 37 in 2002 to a central place on the list (18th out of 42 places in 2006). However, the number of 
entrepreneurs out of necessity is still greater than the number of those who became entrepreneurs because 
of a recognized business opportunity.31 
 
Table 2: Selected indicators of entrepreneurial activeness: Croatia in European perspective 

 2002 2003 2004 2005 

TEA, entrepreneurs, less than 42 
months active 

EU 5,1 4,87 5,12 5,26 

Croatia 3,62 3,56 3,73 6,11 

Croatiaôs 
rank 

10/12 12/13 14/17 5/16 

Entrepreneurs, more than 42 
months active 

EU 5,38 5,23 5,45 5,74 

Croatia 2,17 2,35 2,15 3,65 

Croatiaôs 
rank 

11/12 9/13 16/17 15/16 

Motivation TEA 
Opportunity 

EU 4,13 3,99 4,00 4,13 

Croatia 2,15 1,74 2,04 3,92 

Croatiaôs 
rank 

12/12 12/13 17/17 15/16 

TEA 
Necessity 

EU 0,65 0,76 0,92 0,87 

Croatia 0,85 0,59 1,57 3,09 

Croatiaôs 
rank 

4/12 5/13 3/17 1/16 

NB: Across the different years the number of countries included in the methodological assessment has varied, hence the 
variation in terms of ranking.  
Source: Global Entrepreneurship Monitor 2002-2005 for Croatia, CEPOR, 2006 

 
A potential source of enhanced knowledge and growth ï i.e. of competitiveness ï for Croatian enterprises is 
Foreign Direct Investment (FDI). FDI is becoming an increasingly important factor of development, in terms 
of job creation as well as of improvement in management and technological advancement. The largest part of 
FDI has so far taken the form of ñbrown fieldò FDI.  
 
Another characteristic of FDI witnessed in Croatia is its geographic concentration in more developed areas, 
particularly in the capital (see Table 9 later on). Investors favour areas with a sufficiently developed basic 
infrastructure and a skilled labour force. Despite Government incentives for businesses in disadvantaged areas 
(ASSCs), they still face difficulties in attracting significant investor interest. An integrated FDI policy is, 
however, emerging. 
 
Innovation and technological know-how, which are the most valuable aspect of incoming FDI, are parallelly 
pursued through the national R&D and technology policy. R&D and high tech are the undisputed key 
element of economic competitiveness: market-oriented R&D results in commercially exploitable innovations, 
applicable to business (including SME) and essential to enhancing the value added and the competitiveness of 
the private sector.  
 
Whereas the R&D and innovation sector has evolved considerably in the last 15 years, Croatia still lags behind 
European and international competitors. There are several reasons for this gap. Compared to other transition 

                                                 

 
29 ñWhat makes Croatia an entrepreneurial country? Results of the Global Entrepreneurship Monitor 2002-2005 for 
Croatiaò ï Center for SME Development Policy (CEPOR), Zagreb, 2006.   
30 It means that in 2002 there was one entrepreneur on every 30 adults whereas in 2005 there is one entrepreneur on 
every 16 adults. 
31 On TEA Necessity, with a figure of 3.09 Croatia holds 6th place compared to only 32nd place onTEA Opportunity (2.92). 



 16 

countries Croatia has a low level of employment in the knowledge-intensive service sector. In 2006 only 4.4 % 
workers were employed in that sector, compared to 5.6% in EU-25, 7.5% in Slovenia, 8.0% in Slovakia and 
6.0% in Hungary.32 Croatia has also a relatively low share of employment in the high and medium-high 
technology manufacturing sector: 22.1% in 2006, compared to 33.6% in EU-25, 26.25% in Slovenia, 28.47% in 
Hungary, 25.01% in the Czech Republic and 24.9% in Slovakia.33 The public sector thus employs 90% of all 
researchers and allocates almost 90% of total investments into science and research, whereas 10% of the 
institutesô revenues and 6% of the facultiesô revenues come from research done for the business sector. 
 
The Croatian gross domestic expenditure on R&D has been increasing steadily over the last few years, 
reaching 1.22% of GDP in 2004. While this is somewhat higher than the 0.62% of GDP average of the new 
Member States, it is still insufficient considering that it falls significantly short of the EU-25 average of 1.85%, 
which was reorded in 2004.34 It should be noted that Croatian R&D statistics possibly exhibit limitations which 
impact the data provided on gross domestic expenditure on R&D.35 
 
Table 3: Croatiaõs gross domestic expenditure on R&D as GDP % 
 

R&D Intensity 

 2001 2002 2003 2004 2005 

Gross domestic 
expenditure on R&D as 
% of GDP 

1.07% 1.12% 1.11% 1.20% 1,0% 

 
The Croatian business sector expenditure on R&D is particularly low. In 2004 Croatian business sector spent 
0.51% of GDP on R&D, compared to 1.18% in EU-25.36 On the other hand, the expenditure on R&D in the 
Government, the higher education and the non-profit sectors matched the respective averages in EU-25.37 
Data for 2002-2004 show that business sector expenditure on R&D in Croatia is growing at a rate significantly 
higher than is the case in EU-25. In absolute values, however, the expenditure on R&D per inhabitant in 2004 
shows significant discrepancy not only between Croatia and EU-25, but also between sectors in Croatia. In 
2004 the business sector in Croatia spent almost 9 times less than in EU-25, whereas government and higher 
education sectors spent 3-4 times less than in EU-25.38  
 
The composition of business versus public/government sector expenditure on R&D is rather unfavourable and 
clearly points to a dominance of the public over business sector R&D expenditure. For the sake of 
comparison, in OECD countries 62% of gross domestic expenditure on R&D is financed by industry and 30% 
by government.39 
 
 
 
 
 
 

                                                 

 
32 EUROSTAT 
33 EUROSTAT. 
34 EUROSTAT 
35 Several facts need to be considered. Firstly, companies with less than 100 employees are not considered in some 
statistics. Accordingly, there is no inclusion of new technology-based SMEs in the statistics. Secondly, some public 
institutions partly involved in R&D count their total expenditures as R&D (e.g. hospital centres). Thirdly, there might be 
incorrect entries due to a different interpretation of instructions (eg. purchase of computer or similar, used for 
administration, may be declared as a R&D expenditure and therefore taken as part of GERD). 
36 EUROSTAT. 
37 In terms of R&D expenditure per inhabitant Croatian business sector spends almost 9 times less than EU-25, where in 
other sectors the ratio is somewhat better (3.5 times less in higher education sector) 
38 EUROSTAT. 
39 MSTI: 2006/2 
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Table 4: Total intramural R&D expenditure by sector performance  

Gross Domestic Expenditure on R&D 

 2001 2002 2003 2004 200540 

Business sector 41.56% 42.66% 39.12% 41.65% 41.25% 

Government sector 22.65% 22.26% 21.97% 20.92% 24.02% 

Non-profit sector - - - - 0.13% 

Higher education sector 35.79% 35.08% 38.92% 37.43% 34.6% 

Source: CBS: Research and Development, Annual reports, 2001-2005  

 
In order to make the R&D investments more market oriented it is necessary to establish better linkages 
between higher education and research institutions and industry. The Government intends to improve the 
situation by restructuring public research institutions and adopting a more "top-down" approach to publicly-
funded research activity.  
 
Another cause of Croatiaôs lagging behind in terms of R&D figures and R&D effectiveness is insufficient 
awareness with regards to intellectual property rights protection. Although the intellectual property rights 
system is well developed compared to other South-European countries, Croatiaôs overall global ranking for 
intellectual property rights protection (67th out of 117 countries) is considered relatively weak.41 
 
Effectiveness of R&D is also premised on accessibility and quality of R&D and higher education infrastructure. 
While the latter is relatively present in Croatia, it is unevenly spread across the country.42 Higher education, 
scientific and research institutions are mostly located in developed areas of the country (Zagreb, Rijeka, Split, 
Osijek), adding to the competitive advantage primarily of those areas. However, since 2004, there has been a 
tendency for establishing new higher education, scientific and research institutions throughout the whole 
country, including disadvantaged areas. As a result, three new Universities have been established (University 
of Dubrovnik, Zadar and Pula) as well as several Polytechnics, mainly in disadvantaged areas (Knin, Vukovar, 
Gospiĺ, Ġibenik, Poģega, Slavonski Brod, Ļakovec). Even though the existing institutions are located in larger 
cities, they now cover wider areas owing to the establishment of studies or departments spread out throughout 
the country. Enhancing the quality of service offered by these educational institutions should in the longer run 
lead to a decreased depopulation rate in Croatiaôs less urban and less developed areas.  
 
 
1.1.2. Policy context  
 
The regional competitiveness agenda consists of multiple, interrelated policy agendas falling under the scope 
of a number of state administration bodies in Croatia ï those in charge of regional development, SME 
development, technology, innovation, R&D, information and communication technologies (ICT). As it sets out 
current policy context, this section assesses policy evolution in these sectors in the context of EU accession 
and suggests issues requiring further improvement.   

Regional Development  

Compared to sectoral, horizontally pursued policies, regional development aims at a coordinated pursuit of 
sectoral policies in order to achieve a reinforced positive effect on a particular (undeveloped) territory. The 
approach to regional development in Croatia thus combines direct support to SMEs as well as support for self-
government investments into business-related infrastructure (including R&D, technological and ICT-related 
infrastructure) ï two policy areas originally under the scope of the Ministry of Economy, Labour and 

                                                 

 
40 Non-profit sector has been included in the coverage since 2005. 
41 World Economic Forum: ĂGlobal Competitiveness Reportñ, 2006. 
42 The R&D and higher education sector consists of 26 public institutes, 13 private scientific institutions, 6 technology and 
research and development centres, 11 research centres in industry, and one military research centre. Additionally, there 
are 7 universities, 16 public colleges and polytechnics, and 16 private colleges and polytechnics.  
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Entrepreneurship (MELE) and the Ministry of Science, Education and Sports (MSES). Along with investment 
support, the national approach features fiscal policies (under the domain of the Ministry of Finance) as well. 
The current approach to regional development is set out below, along with reforms envisaged.     

The Ministry of Sea, Tourism, Transport and Development (MSTTD) is the central government institution 
responsible for regional development policy in Croatia. As stipulated by the Act on the structure and the scope 
of central state administrative bodies, the MSTTD is competent for planning and implementation of regional 
development policy, proposing changes in the regional development management system, proposing and 
harmonizing implementation of measures, programmes and projects of state aid, and assessing their 
performance. Implementation of several laws regulating the development of regions lagging behind in 
development is also under the scope of MSTTD.  
 
Three MSTTD Directorates are competent for activities dealing with regional development: Directorate for 
Integrated Regional Development, Directorate for Islands and Directorate for Regional and Local 
Infrastructure43. Because regional development is pursued through a cross-sectoral approach, MSTTD works 
through inter-ministerial working groups, whose work it also coordinates.  

 
The types of activities making up regional development efforts in Croatia are regulated by a group of legal acts 
concerning assistance to development of areas of special state concern. These, so-called regional acts (even 
though they are mostly implemented at the local, municipal level), include the Act on Areas of Special State 
Concern, the Act on Hilly and Mountainous Areas, the Act on Reconstruction and Development of the 
Town of Vukovar, The Islands Act. According to the mentioned legislation these areas, designated at NUTS 
V level, include the Areas of Special State Concern (ASSC), Hilly and Mountainous Areas (HMA) and Islands.   
More information on these legal acts can be found in Annex 2. 

 
Given the breadth of the challenge of unequal development in Croatia, a number of line ministries channel 
funding to the development of specific areas in Croatia. They do so in a sectoral approach, which presents the 
MSTTD with a significant policy challenge of ensuring a coherent pursuit of regional development. The scope 
of this challenge becomes obvious from the high number of central government bodies competent for the 
preparation, programming, implementation and monitoring of programmes related to regional development.44  
 
A particular contribution to regional development is that of the Regional Development Fund. The Act on the 
Regional Development Fund established the Fund in 2001, regulating the financial support for encouraging 
coherent development across Croatia.45 Assistance is aimed especially at the development of war-torn areas, 
sparsely populated areas, ASSCs, islands, hilly and mountainous areas, border areas, areas with structural 
difficulties, and areas whose GDP is below 65% of the national average. The Fund co-finances46 projects 
related to infrastructure which is essential to economic growth as well as other economic projects which are 
cost-effective, environmentally friendly, based on domestic resources and result in greater employment. 
Projects need to have been envisaged in the relevant countyôs development plan.  
 
Besides central government bodies there are administrative bodies (administrative departments or services) 
within self-government competences responsible for issues of regional and local development in counties 

                                                 

 
43 The development of islands is pursued within the MSTTDôs ñseaò segment, which is charged also with ports, maritime 
transport and maritime safety. 
44 They are the following: Regional Development Fund, Fund for Development and Employment, Fund for Reconstruction 
and Development of the City of Vukovar, Ministry of Finance, Central State Administrative Office for Public Administration, 
Ministry of Agriculture, Forestry and Water Management, Ministry of the Economy, Labour and Entrepreneurship, Ministry 
of Environmental Protection, Physical Planning and Construction, Ministry of Science, Education and Sports, Ministry of 
Health and Social Welfare, Croatian Employment Office, Croatian Bank for Reconstruction and Development, and the 
Croatian Bureau of Statistics. 
45 The Fund can receive funds from the State Budget, privatisation income, long-term bonds, loans from financial 
institutions, bilateral loans, grants and other sources. In practice, the State Budget is its only resource for the moment. 
46 Infrastructure projects in territorial units whose financial power (per capita budget funds) is below 65% of the national 
average may receive a grant of up to 50% of the investment. 
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and in a number of towns. While there is no legal obligation of setting up a body in charge of regional 
development, such bodies exist in most counties and many towns and are the reflection of the perceived 
needs and possibilities of counties, towns and municipalities. They usually take one of the following forms: 
development agencies; entrepreneurship centres supporting SMEs with loans, consultancy services, 
information, vocational training and entrepreneurship promotion centres; technology centres, etc. With regards 
to development agencies in particular, it should be noted that their span of activities, their level of performance 
and experience vary significantly, as does their ownership structure (one or more self-government units, other 
owners) and mode of operating (commercially or non-for profit).  
 
These regional and local economic development institutions have a more or less developed degree of 
partnership and cooperation among themselves and with central government institutions. To be noted is the 
recent initiative launched by the Varaģdin County Development Agency (AZRA) of establishing a national 
association of development institutions ï Croatian Initiative for Development (Hrvatska inicijativa za razvoj, 
HIR). HIR will represent a great number of development institutions from across the country dealing both with 
regional and local development and with SME and business support. Following the official agreement on 
Croatiaôs NUTS II statistical regions with EUROSTAT and the EC services, two Agreements of cooperation 
among Regional Development Agencies have recently been signed, covering the Pannonian Croatia NUTS II 
region and the Adriatic Croatia NUTS II region.     
 
Another player in the developmental institutional network at the sub-national level is the network of county 
offices of the Croatian Employment Service. A similar network has been set up by the National Council for 
Social Partnership in order to gather county level employers and trade unions, in an effort to address local 
issues of socio-economic development. 
 
The regional development legislative framework in Croatia does not contain a unitary legal act systematically 
addressing regional development issues. The number of acts on underdeveloped and war-affected areas 
makes Croatiaôs regional development policy fragmented. In addition, the current approach does not take into 
consideration specific development needs and potential of Croatiaôs border areas, made up of 18 out of the 21 
Counties, which share a border, and consequently the development problems and potentials, with a 
neighbouring country. A policy analysis47 undertaken in the context of the CARDS 2002 project ñStrategy and 
Capacity Building for Regional Developmentò has also shown that a more pro-active policy needs to be 
established, and more attention placed on assistance measures with a more direct economic impact.  
 
Another issue that needs to be addressed is the horizontal and vertical coordination in policy-making and 
policy delivery. While the main responsibility for regional development lies with the Ministry of Sea, Tourism, 
Transport and Development (MSTTD), a number of line ministries and institutions are directly responsible for 
measures with a territorial impact. The policy development, programming, implementation and evaluation of 
these measures and programmes fall under the scope of individual line ministries.  
 
In light of significant disparities in the socio-economic performance and the well being of the different areas in 
Croatia, and also of the prospect of using EU Structural Funds upon accession, the Government decided in 
2004 to address factors creating and widening disparities between regions by making balanced regional 
development a national priority. Assisted by the project CARDS 2002 ĂStrategy and capacity building for 
regional developmentñ, the MSTTD, in consultation with the relevant line ministries and partners from the 
regional and local self-government level, economic, social and civil sector, have prepared a draft National 
Strategy for Regional Development. In short, the goal of a policy reform is a pro-active, systematic and 
integrated regional development policy, covering all of Croatiaôs territory and extending assistance to particular 
areas according to a uniform set of criteria. New policy tools and structures would ensure a more effective, 
objective and inclusive approach and emphasize economic measures, which contribute to socio-economic 
development in a more direct manner. 
 

                                                 

 
47 Project document ï Analysis of regional development in Croatia; Annex 2 ï Analysis of legal framework 
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In the meantime countiesô capacities with regard to regional development have and continue to be developed 
through work on the so-called Regional Operational Programmes (ROP). ROPs were first designed in eight 
such counties and then the practice was expanded with Government (MSTTD) support to other counties. 
Today almost all counties have a ROP and are able to use it to seek out and channel national, EU and other 
donor funding for development projects.      
 
 
Small and Medium Enterprises (SMEs)  
 
The Ministry of Economy, Labour and Entrepreneurship (MELE) is the central government institution in 
charge of implementing the national policy in the field of SMEs. The Ministryôs responsibility for the 
ñentrepreneurshipò sector lies with the SMEs and Cooperatives Directorate, the Crafts Directorate and the 
Investment Promotion and Export Directorate. 
 
The SMEs and Cooperatives Directorate implements measures and activities for the development of 
entrepreneurship through promotion, education of entrepreneurs, technical assistance, local financing, 
institutional capacity building and commercialisation of innovations. It also encourages clustering and 
networking of entrepreneurs, implements measures for the development of SMEs and co-operatives, improves 
entrepreneurial and managerial skills, undertakes the harmonization of legal framework with EU regulations 
and implements measures for international co-operation and export and investment promotion.  
 
The Crafts Directorate focuses on crafts development, registration and vocational training. It implements and 
coordinates measures and activities for the development of the crafts sector, promotes crafts at international 
fairs, makes proposals for laws and regulations, provides interpretations and explanations related to laws and 
regulations, monitors implementation and ensures execution of laws and other regulations. 
 
Investment Promotion and Export Directorate performs the tasks that refer to the elaboration of the 
investment promotion and export strategies and their implementation, the development of free zones, industrial 
zones, clusters, technological parks and districts, the elimination of obstacles for investments and regional 
development. The Directorate makes proposals for the implementation of economic policy measures aiming at 
enhancing domestic and foreign investments for the purpose of regional development. It implements the 
activities related to advertising and promotion of conditions for investing in the Croatian economy and the 
security of such investments, and it participates in tasks related to international projects, etc. The 
responsibilities of this Directorate also include the assessment and approval of the use of incentive measures. 
 

In performing these tasks, the SMEs and Cooperatives Division cooperates with other government bodies48, 
regional and local self-government units, institutions and associations of entrepreneurs. There is in Croatia in 
fact a long tradition of representation of SME interests, at both the national and the sub-national level. Various 
interests of the private sector and/or the SMEs more specifically are thus represented through the Croatian 
Chamber of Economy (HGK), the Croatian Chamber of Trades and Crafts (HOK), Croatian Employers 
Association (HUP), Croatian Co-operatives Association (HSZ), Association of SMEs, Croatian Exporters 
Association, Women Entrepreneurs Association etc. In the past several years these institutions have grown in 
importance and asserted themselves as partners in the policy making process. Dialogue with the Government 
takes place in fora of socio-economic dialogue such as the Economic and Social Council (tripartite body 
facilitating dialogue between the Government, business and trade unions), and the National Competitiveness 
Committee, as well as in the relevant Committees49 of the Croatian Parliament. Some more detail on the more 
relevant of these policy-making partners is given below.    

                                                 

 
48 Other ministries active in supporting SMEs in their respective sectors include the Ministry of the Sea, Tourism, 
Transport and Development (MSTTD), the Ministry of Science, Education and Sports (MSES), the Ministry of Agriculture, 
Forestry and Water Management (MAFWM) and the Ministry of Family, War Veterans and Intergenerational Solidarity 
(MFWVIS). Other public bodies active in the SME policy field are: Export and Investment Promotion Agency, Fund for 
Regional Development, Fund for Employment and Development, Croatian Bank for Reconstruction and Development. 
49 Finance Committee, Committee for Economic Development and Committee for Labour and Social Policy. 
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In addition to MELE, the Croatian Agency for Small Enterprises (HAMAG) is the implementing authority for 
the 2004-2008 Development Programme for Small Enterprises. With its 25 employees in its office in Zagreb, 
HAMAG is beginning to widen its scope of activity. So far it has mainly run financial incentive schemes ï 
issuing credit guarantee funds and mutual guarantee funds. It has also implemented activities related to 
business advisory services. Whereas MELEôs support in this area is directed through programmes such as 
ñPromotion of entrepreneurshipò and ñEducation in entrepreneurshipò, HAMAG is primarily focused on the 
Programme for Education and Development of Small Businesses Consultantsô Network, consisting of 
consultant certification, co-financing of consultant services and monitoring of the above system. Starting from 
2007, HAMAG began to take over a number of MELE mainstream programmes: improvement of business 
support infrastructure (business centres, regional development agencies), entrepreneurship of target groups 
(youth, start-ups, disabled persons) and support of student cooperatives and student enterprises. 
 
Promoting the development of SMEs also falls under the competence of the Croatian Bank for 
Reconstruction and Development (HBOR). With the seat in Zagreb and five regional offices in Split, Pula, 
Rijeka, Osijek and Gospiĺ, HBOR directs the majority of its business activities and loan programmes at 
improving the sources and conditions of finance and introduction of new financial products and models of 
finance. Working closely with commercial banks, it supports export-oriented companies through several export 
enabling and export insurance and guarantee schemes and programmes.   
 
While support to access to finance for SMEs has been directed mainly through HAMAG and HBOR, support 
for the development of networking and clusters is carried out mostly by MELE. The Croatian Employers 
Association (CEA) has been active in that regard as well, stimulating various sectoral cluster initiatives. A 
Centre for Clusters within the CEA is in fact to become a part of the European Cluster Alliance..  
 
A policy discussion forum for the competitiveness agenda is the National Competitiveness Council, founded 
in 2002 with the endorsement of the Government. It enables dialogue between public and private stakeholders 
(government, trade unions, business and academia) on issues affecting the competitiveness of the Croatian 
economy and the business sector in particular. Of particular relevance are the 55 recommendations on 
enhancing competitiveness which the Council put forth in 2004 and the Government adopted as an integral 
part of reforms and economic development policies.  
 
Croatian SME policy relies also on input from a policy think-tank, the Centre for SME and Entrepreneurship 
Policy (CEPOR). CEPOR specialises in SME-related issues and has the mission of publicly advocating SME 
interests. It acts in co-operation with other stakeholders, for example in drawing data from the Global 
Entrepreneurship Monitoring Project or making recommendations to increase competitiveness and develop the 
capital market.  
 
The rest of the section sets out the actual SME policy. SMEs in Croatia are defined by the Small Business 
Encouragement Act. The definition slightly differs from the EU definition of SME primarily in terms of the 
size of the annual turnover or the annual balance sheet of business entities (see table in Annex 3). The SME 
policy area is regulated by the following legal acts: Small Business Encouragement Act50, Crafts Act51, 
Companies Act52, Cooperatives Act53, Accounting Act54, State Aid Act55, and the Investment Funds 
Act56 (see Annex 4). 
 

                                                 

 
50 Official Gazette no. 29/02 and 63/07. 
51 Official Gazette no. 77/93, 90/96, 64/01, 71/01, 49/03, 68/07. 
52 Official Gazette no. 111/93, 34/99, 121/99, 118/03, 52/00 
53 Official Gazette no. 36/95, 67/01, 12/02 
54 Official Gazette no. 146/05 
55 Official Gazette no. 140/05 
56 Official Gazette no. 107/95, 150/05 
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On the basis of the Small Business Encouragement Act, in 2004 the Government adopted the SME 
Promotion Programme 2004-2008 which is aligned with the European Charter for Small Enterprises. The 
Programmeôs objectives are balanced development of the Croatian territory, creation of a positive 
entrepreneurial climate, increase in the number of SMEs and increase in employment. It defines development 
guidelines, incentives, entities implementing incentives, activities and sources of finance, implementation 
periods for individual incentives, and methodologies for monitoring their implementation. 
 
On the basis of the multi-annual Programme, MELE adopts an annual programme implementation plan ï 
the current one being the 2007 Operational Plan of SME Promotion. It comprises of individual incentives and 
activities/projects, sources of finance and payments procedures. Entrepreneurship Promotion Projects in 2007 
cover entrepreneurship crediting, investments into business infrastructure and promotion, education in 
entrepreneurship, support to cooperatives, trades and crafts as well as competitiveness (including marketing 
promotion, new technologies, innovation, quality and cluster development).  
 
In its pursuit of measures supporting SMEs, MELE adopts a generally horizontal approach. Support 
measures (including for enterprise zones, research grants, etc.) for the most part do not have a sectoral focus. 
An exception is the tourism sector57 and the wood processing industry58, which benefit from more targeted 
support from other line ministries.  
 
During the period 2004-2006, MELE invested 396 million kunas (ca 53 MEUR) into various programmes for 
SME promotion.59 The breakdown of funds across the programmes60 supporting SMEs during 2004-2006 
shows that the majority went to provide subsidies to loans, largely capital investments, equipment, investment 
and developing business activity and re-financing. Next came incentives for export oriented SMEs. A smaller 
amount has been allocated to SMEs to obtain business services. Several things are worth noting. Firstly, 
Croatia is also the only country in Southeast Europe with programmes enhancing SME competitiveness and 
export capacity.61 Secondly, since the adoption of the last programme for SME support in 2004, the average 
size of SME grants has been increased. Existing credit lines have been increased and now include new 
target groups such as women and youth. Overall, the effectiveness of direct support to SMEs has been 
improved. Thirdly, there is for the time being no clear system of monitoring and evaluation of these 
interventions and it is therefore difficult to assess their impact.  
 
Micro-crediting programmes are primarily coming from international donors (Catholic Relief Services, USAID, 
Soros Foundation) through credit unions. They have rather a social inclusion character and are implemented 
mostly in Croatiaôs war-affected areas.  

There are also public guarantee funds implemented by the Croatian Agency for Small Enterprises (HAMAG). 
HAMAG grants guarantees for loans given by commercial banks and other creditors focusing on financing 
fixed assets and working capital. The value of HAMAGôs grant capital is 65 MEUR. Grants are extended to 
different types of SMEs and under different conditions for SMEs depending on the territory on which they 
operate. The list of programmes is as follows: 

o ñNew entrepreneurò: start-ups operating less than 2 years; 
o ñGrowth and developmentò: entrepreneurs operating at least 2 years; 
o ñAreas of special state concernò: entrepreneurs located in Areas of Special State Concern;  

                                                 

 
57 Implementation is conducted through two programmes of subsidies for SMEs: "Incentive for success" and "Programme 
for tourism development in the SMEs" Credit lines in SMEs are implemented by HBOR.    
58 Operational Programme for the Development of Industrial Wood Processing, approved by the Government on 12th July 
2006, contains financial support measures for R&D, environment protection, SMEs in wood processing industry. 
59 Source: 2007 Operational Plan of SME Promotion. 
60 The funds in 2004-2006 supported projects ñEntrepreneurò, ñNew Technologiesò, ñWar Veteransò (together with the 
Ministry of Family, War Veteransô Affairs and Intergenerational Solidarity), ñWomen Entrepreneurshipò, ñYouth 
Entrepreneurshipò, and ñSocial Servicesò. Most funds were directed to the project ñEntrepreneurò, followed by ñWomen 
Entrepreneursò and ñSocial Servicesò projects. One of the measures of the ñEntrepreneurò project is subsidising interest 
rates for loans in cooperation with counties, the city of Zagreb and commercial banks. 
61 Source: EU Charter for Small Enterprises, report on the Western Balkans, November 2006, MELE.  
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o ñAgricultureò: entrepreneurs in agriculture businesses; 
o ñWorking capitalò: entrepreneurs operating at least 2 years. 

 
Greatest value of guarantees was granted under programmes ñAgricultureò and ñGrowth and Developmentò. In 
the last several years there has been a trend of increase in the value of guaranteed loans (on average 210.000 
ú) and of reduction of the percentage of the sum guaranteed (54%). In the course of 2007 a pilot project 
ñRegional Guarantee Instrumentsò was started, as a follow-up to the MELE project ñEntrepreneurò, in 
cooperation with county and local authorities, commercial banks and entrepreneurs. The project aims to 
develop modalities for financing SMEs through guarantees on county level.  
 
Besides direct support to SMEs, support targets also local and regional self-government and publicly funded 
local and regional business and development institutions and agencies as important actors enhancing 
entrepreneurship and delivering SME services at the sub-national level.  
 
In terms of policy evolution, it must be noted that the Croatian SME policy has reached a satisfactory level of 
alignment with the EU acquis communautaire and the European good practice. In 2006 Croatia was 
commended for particularly positive results with regards to education for entrepreneurship, business support 
services and the enabling of a quicker and a more cost-effective set-up of start-ups. Consultations with the EC 
in the context of the screening process of Chapter 20 of the acquis ï Enterprise and Industrial Policy ï have 
identified the need for further reform and alignment in a number of areas, notably in order to finalise the 
industrial strategy, to improve capacity for assessing industrial competitiveness, and for undertaking policy 
analysis and formulation with a more sectoral focus. Since, the accession negotiations on Chapter 20 have 
been launched.     
 

Policy evolution and alignment with the acquis is driven and monitored by regular national programmes of 
alignment as well as by annual EC Progress Reports. Policy recommendations of the EC Progress Report 
2006 concern the need for further alignment of existing measures with business needs (e.g. allowing for more 
soft type support as opposed to direct lending to SMEs) and the need for greater cross-sectoral coordination. 
Policy improvements envisaged in the National Programme of the Republic of Croatia for Accession to 
the EU (NPAEU) for the year 2007 include  education needs adjustment and entrepreneurial education, export 
and investment promotion, innovation promotion, promotion of new products, introduction of new technologies 
and job creation.  
 
MELE intends to improve its policy-making through another policy tool in the near future. An initiative that 
should contribute to better activity ñon the groundò is the setting up of an SME Observatory which is to engage 
in international cooperation, exchange of best practice, drawing up of benchmarks, gathering statistics, 
delivering regular analyses on trends, performing evaluations etc. Through a Phare 2005 project, MELE will 
receive recommendations on setting up the Observatory as well as training on how to manage the work of the 
Observatory, in cooperation with HAMAG. The SME Directorate and HAMAG will receive significant technical 
assistance and support through this project in order to more generally improve the institutional framework and 
policies (in particular business advisory services), the regulatory framework, as well as the methodology and 
the capacity in the area of statistics and analysis.  
 
An essential, cross-sectoral element of the national enterprise policy is investment promotion. While certain 
efforts in that respect have been undertaken in the past (Directorate for Investment Promotion and Export in 
MELE; Trade and Investment Promotion Agency; Investment Promotion Act and secondary regulation)62, an 
integrated national policy is still emerging. This is the case of foreign direct investment (FDI) in particular. 
Recent developments in that respect include the drafting of a national FDI strategy (MELE in cooperation with 
relevant stakeholders) and setting up of the ñCroatian partnership for investment promotionò, an initiative 
launched in early 2007 and coordinated by the Trade and Investment Promotion Agency (TIPA). The 
partnership operates through a national-level and a regional-level investment promotion team which includes 

                                                 

 
62 Investment Promotion Act, Official Gazette no. 138/06; Regulation implementing the Investment Promotion Act, Official 
Gazzette no. 64/07. 
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representatives of counties and Regional Development Agencies. The Partnership initiative benefits from high-
level Government and political support.  
 
Other, cross-sectoral efforts at boosting FDI include attempts to re-define the enterprise and SME 
development policy, boost technology and export strategies, set up anti-corruption instruments and measures 
and increase the administrative capacity of the Trade and Investment Promotion Agency (TIPA). Some of 
these issues, like anti-corruption and the building of human resources, Croatia plans to address in cooperation 
with the OECD Investment Compact programme. The programme aims at an improved investment climate and 
private sector development in Southeast Europe and is being implemented in the context of the Stability Pact. 
The OECD office set up in Zagreb in July 2007 will implement the programme in Bosnia and Herzegovina as 
well as in Croatia.   
 
 
R&D and Innovation  
 
The Ministry of Science, Education and Sports (MSES) is the central government institution responsible for 
implementing, coordinating and overseeing implementation of the science, innovation and technology. It is in 
charge of allocation of the budgetary funds for R&D activities in both public institutes and higher education 
institutions, as well as allocation of budgetary funds for the technology program and related activities. Financial 
assistance extended directly through MSES includes research grants, IT grants, scientific equipment grants, 
fellowships for young researchers, (international) mobility grants and grants for publishing activity, scientific 
conferences and awareness raising activities. 
 
Three of the Ministryõs directorates cover the policy area in the field of science, technology, innovation and 
IT - the Science Directorate, the Directorate for International Cooperation, and the Directorate for Information 
Society. Management of EU-financed projects is carried out by the International Cooperation Directorate. This 
Directorate cooperates very closely with the Directorate for Science, which comprises a Department for 
Research Programmes and Projects, a Department for Development and a Department for Analysis and 
Monitoring of Technological Development.  
 
MSES relies on a fair number of other institutions and policy fora in the design, implementation or monitoring of 
the R&D and innovation policy. National Science Council (NSC) and National Council for Higher 
Education (NCHE) systematically monitor the functioning and the quality of the entire system as highest 
independent professional and advisory bodies appointed by the Parliament. On the operative level, the 
recommendations of the NCS and NCHE are carried out by the Agency for Science and Higher Education, 
which is in charge of administrative tasks related to the assessment of scientific activity and higher education.  
 
An institutionalized inter-ministerial initiative established by MSES in 2005 is the Croatian Innovation System 
Council (HIS). HIS is envisaged as a coordination body in charge of strengthening the national innovation 
system and the related infrastructure. The need for greater coordination in the national innovation system is re-
emphasized in the current Action Plan of the Ministryôs Science and Technology Policy 2006-2010.  
 
National Foundation for Science, Higher Education and Technological Development (NSF), another 
independent institution established by the Parliament, extends financial support for the following areas: training 
of doctoral students (PhD fellowships), joint basic research projects between private partners and PROs 
(public research organisations), joining European science foundation programmes, reform of the higher 
education curricula (doctoral studies) in order to harmonize them with the European system (Bologna 
Declaration) and so called "brain gain" initiative. Grants are accorded based on competitive calls which are 
launched biannually. 
 
The main part of the national policy in relation to technology is implemented by two specialized technical 
agencies, under the scope of the Croatian Technology Programme. One of them is the Croatian Institute of 
Technology (HIT Ltd.) founded in March 2006 by the Government with the mission to create pre-conditions 
for accelerated application of new knowledge and technologies, by providing services, expertise and project 
funding. In December 2006 HIT reshaped and took over implementation of the TEST programme. TEST 
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provides funding for pre-commercial research activities aimed at developing new technologies 
(products/processes/services) through the development of original solutions (prototypes/pilot solutions), as well 
as research linking fundamental sciences and their technological application to development of industry 
sectors. HIT is also in charge of developing the national technology foresight platform and business 
intelligence system, and will overtake from MSES the consolidation of the administrative structure of national 
focal points of the EU Framework Research and Technology Development Programmes.  
 
The second policy implementing agency is the Business Innovation Centre of Croatia (BICRO Ltd.) ï an 
innovation and investment company established by the Government in late 1997 and fully State owned . 
Between 2001 and 2006 BICRO operated the RAZUM programme - a sub-programme of the Croatian 
Program for Innovative Technological Development (HITRA). With assistance through the World Bank 
Technical Assistance Project for Institutional and Regulatory Reform (TAL-2), BICRO developed into one of 
the main project implementing agencies of the Croatian Technology Programme with the mission of facilitating 
technology transfer and commercialization activities primarily in the sector of SMEs, contributing to the creation 
and development of private equity industry (especially venture capital), and promoting the establishment and 
development of science and technology parks, incubators and other related institutions. 
 
The legal foundation in the interlinked sectors of science, innovation and technology in Croatia is the Act on 
Scientific Activity and Higher Education, adopted by the Parliament in 2003. It outlines the framework for 
scientific and higher education activities and institutions, outlining the responsibilities and relationships of the 
main institutions in this policy field. In addition, it defines scientific and technology programmes, R&D centres 
of excellence, and technology parks/incubators and related institutions. 

With regards to technology transfer and reorienting public research institutions to market needs, the largest 
research institute in Croatia, RuĽer Boġkoviĺ, has recently established a new Agency for Innovation 
Services and Transfer of Technology with the support of a ú 4 million loan from the World Bank (Science 
and Technology Project). The new agency ï RuĽer Innovations ï registered as a company, started operating 
in early 2007. Its tasks include intellectual property and patent protection, financial support for the 
advancement of new innovative products, technology transfer, establishment of new spin-off companies and 
networking with other domestic and foreign scientific and high-technology field actors. The agency will assist 
with the development of high technology innovations, and all the way through to their commercialization. 

In order to enhance market orientation of R&D, in October 2006 the Government assisted the formation of a 
public private partnership (PPP) in the field of science and technology through a joint initiative of the RuĽer 
Boġkoviĺ Institute and the Institute for Informatics Innovation (I3) which is a research and development 
institution aiming to further the study of and increase the utilisation of informatics systems.63 The PPP is 
incorporated in the established joint spin-off company Information Communication Technologies Ltd, 
whose main role is the commercialization and dissemination of research performed in the I3 institute.  

The evolution of Croatian science, innovation and technology policies had taken a more systematic approach 
from 2001 with the adoption of a strategic document "Croatia in the 21st Century". In March 2002 the 
preparation of the SME / Technology Programme was initiated by the MSES and supported by the World Bank 
project TAL-2. During 2001-2005 the technology and innovation policy was primarily implemented through the 
Croatian Programme for Innovative Technological Development (HITRA), launched as a pilot in 2001. HITRA 
was launched to initiate the setup of a national innovation system through permanent development of strategic 
and long-term goals. These include fostering science and industry cooperation, revitalization of industrial R&D 
and encouraging commercialization of research outputs.  
 
HITRA provided a framework for direct cooperation between industry and entrepreneurs with higher education 
institutions and research institutes, and was implemented through two complementary sub-programmes. One 

                                                 

 
63 Focus is on telecommunications, mobile systems, networking systems, multimedia systems, intelligent systems, 
complex algorithms (such as security or compression) and personal/social computing. 
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of them ï Technology-Related Research and Development Programme (TEST), provides support to the 
development of new technologies in terms of products, processes or services, up to their commercialization 
stage. The other ï Development of Knowledge-Based Enterprises (RAZUM), provides early-stage financing 
to knowledge and technology-based start-ups.  
 
Both RAZUM and TEST were redefined in 2006 in order to ensure more quality and transparency in the 
decision-making process. Systematic monitoring and evaluation of programme performance and individual 
project performance was thus introduced. A new policy management system was introduced Guidelines for 
Supporting Innovation Technology System which the Government adopted in May 2006. The Guidelines 
redefine rules and implementation of TEST and define a new Programme for Support of Entrepreneurship 
Based on Innovation and New Technologies all of whose sub-components64 are implemented by BICRO 
(see Annex 5 for details). HITRA and the TAL-2 project served as preparatory exercises for the implementation 
of the World Bank Science and Technology Project (STP) which began in fall of 2005 and covers a 
substantial part of the Croatian technology programme. 
 
Strategic focus and main objectives of the national science, technology and innovation policy are identified in 
the most recent MSES strategy ï Croatian Science and Technology Policy 2006-2010. The document was 
drafted on the basis of wide partnership consultations and adopted by the Government in May 2006. Given its 
recent adoption, the document represents a very relevant input for the programming of EU funds ï the more so 
given that partners and the public were involved in its adoption.65 Strategic aims in the short and long term are 
set out, new financial instruments established, and new rules and procedures for (individual) research grants 
and technology financing programs set out.  
 
The main objectives of this multi-annual strategy include increasing the quality and the quantity of R&D 
investments (target of 3% of GDP), restructuring the science system in Croatia, strengthening science and 
industry cooperation and increasing participation of Croatian scientists in EU Framework Programmes (FP). In 
the technology and innovation field the policy document stipulates the following objectives: 

1. to promote creation and growth of knowledge-based and technology oriented SMEs (through targeted 
support programs which provide early-stage financing) 

2. to assist development of appropriate technology infrastructure in order to support knowledge-based 
SMEs and technology start-ups 

3. to stimulate demand of R&D from business 
4. to build a strong intellectual property regime in order to provide incentives for innovation and invention 
5. to diversify funding sources for R&D, attract private sector investment and create a risk capital industry 
6. to promote innovation awareness and public confidence in R&D. 

 
The 2006-2010 strategy identifies as priority fields of investment and support high value added business and 
R&D sectors ï biosciences, ICT and in the long term nanotechnology in the form of new materials. Within 
these priority sectors Croatia seeks to encourage and develop highly specialized niches through which it can 
become recognizable in the global knowledge society and gain and maintain its competitiveness. 
 
Based on this policy document the Government adopted mid-term priorities the aim of which is to stimulate 
scientific excellence and enable the transfer of knowledge and of research results to industry and business in 
order to increase competitiveness and generate sustainable growth and productivity. In April 2006 a working 
group was nominated by MSES to draft a proposal of measures necessary for achieving the Barcelona 
objective of increasing R&D investments up to 3% of GDP by 2010, identified in the context of the Lisbon 
Strategy.  
 

                                                 

 
64 The programmeôs sub-components are the following: Development of Knowledge-Based Enterprises (RAZUM), 
Technology Infrastructure Development Programme (TehCro), Venture Capital Programme (VenCro), Research and 
Development Programme (IRCro), Business Competitiveness Upgrading Programme (KonCro).  
65 National level institutions such as the National Science Council, National Council for Higher Education, BICRO and HIT 
participated in drafting the strategy. Prior to Government adoption, the document also underwent public consultations.  
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Following the adoption of a multi-annual strategy, in December 2006 the MSES drafted a national Action Plan 
2007-2010 for the implementation of the Science and Technology Policy. The Action Plan was approved by the 
Croatian Government in June 2007. 
 
A policy field closely related to the science, technology and innovation sector is intellectual property rights 
protection. A National Strategy for the Development of the Intellectual Property System, drafted by the 
State Intellectual Property Office (SIPO), was adopted by the Government in 2005. The short-term goal of this 
strategy is to provide a level of intellectual property rights protection comparable to that in the EU. In the mid-
term, its goal is to ensure the application of intellectual property rights protection as a lever of economic growth 
and achieve levels which are, in that sense, comparable to those in the EU Member States with the highest 
European Creativity Index (ECI).  
 
With regards to overall policy improvement, MSES intends to improve the monitoring of qualitative and 
quantitative indicators in order to enhance policy efficiency and effectiveness and align with EU practice. It will 
do so by harmonizing the national indicator monitoring system with the Cordis EUROSTAT system in the EU. 
 
 
ICT and information society 

The central government body responsible for formulating, implementing, coordinating and overseeing the 
implementation of the information society policy is the Central State Administrative Office for e-Croatia 
(CSAOeC). In addition to its overall coordination role, the CSAOeC prepares and coordinates implementation 
of annual Operative implementation plans for the e-Croatia 2007 Programme, prepares reports and carries out 
benchmarking studies and analyses. Several other central government institutions are in charge of different 
aspects of ICT. MSTTD is responsible for the development of electronic communication infrastructure and 
telecommunication market regulation. The responsibility for an electronic business enabling environment, 
including electronic commerce and electronic signatures, lies with MELE. The MSES is responsible for the use 
of ICT in education and research, and for ICT supported innovations and ICT research. The Ministry of Justice 
is responsible for the e-Justice component and the Ministry of Health and Social Security for e-Health.  

This policy area is regulated by the Telecommunications Act, Electronic Signatures Act, Electronic Commerce 
Act, and by secondary legislation. Provisions on conditional access are also included in the Electronic Media 
Act, and provisions on cyber crime in the Penal Code. 

Systematic efforts with regards to an information society began with the adoption in December 2004 of the 
Strategy of a One Stop Shop Programme (HITRO.HR). The aim was to facilitate communication between state 
administration, businesses and citizens through simplified administrative procedures, provision of online 
access to information and services and establishment of HITRO.HR offices throughout the country as a single 
point of access to public administration services. Some of the most important e-services made available to 
SMEs since are e-extract from the Land Registers, e-Cadastre, e-Regos (registry of insured persons), e-
Nautics, e-VAT, e-Pension Insurance, and e-Trade Register. Additionaly, HITRO's e-Corner service has been 
created to provide free of charge education and information for entrepreneurs interested in applying e-business 
solutions in their work.66 

According to annual reports from 2004 to 2006 (CapGemini, T&NC), the on-line availability of public services to 
businesses exhibited an overall growth from 5.7% to 60.4%, while the availability of services to citizens rose in 
the same period from 3.4% to 46.5%. It is estimated that some 10,000 entrepreneurs in Croatia take 
advantage of an e-card put in place by the Croatian Finance Agency (FINA) for various forms of e-business 
services, whereby they annually save a total of 30 million kuna (about 4 MEUR). 

                                                 

 
66 The e-Corner service is available in nineteen HITRO.HR services and FINA offices across Croatia. By the end of 2007 
the e-Corner will become available in all the remaining HITRO.HR services in Croatia. 
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The e-Croatia 2007 Programme was launched at the end of 2003 as a framework programme encompassing 
strategic objectives of creating a favourable institutional and legal framework for developing secure electronic 
communication infrastructure and fostering innovative use of ICTs through e-Government, e-Learning, 
e-Health, e-Business and e-Justice. The programme is based on domestic and EU policy experience and good 
practice, obligations in the framework of the Stabilization and Association Agreement and regional initiatives.67 
The Programmeôs objectives are also closely aligned with the EU i2010 Initiative launched in 2005.  

Within the framework of e-Croatia 2007 Programme, in 2006 the Government adopted also a Strategy for the 
Development of Broadband Access to INTERNET until 2008 and a 2007 Action Plan. One of the 
objectives of the Broadband Strategy is to increase the availability of broadband and its use by businesses ï 
SMEs in particular. A national e-Business Strategy is currently also being drafted by MELE and should be 
completed in the course of 2007. A particular challenge to be addressed by the Broadband strategy is the 
quality of life and services in the less developed and the peripheral areas. The Government therefore launched 
an e-Islands project which will enable a broadband connection between schools on the mainland and schools 
on islands in the Zadarska, Ġibensko-kninska, Splitsko-dalmatinska and Dubrovaļko-neretvanska counties. 
The Government will also encourage telecommunications operators to become more active in the Areas of 
Special State Concern (ASSC) and the Mountainous Areas.   

In autumn 2007 the National Competitiveness Council will present an Action Plan for implementing its 
recommendations for the enhancement of Croatiaõs competitiveness in ICT. Drafted in cooperation with 
the business sector, the Government, the social partners and experts from the ICT field, the recommendations 
particularly emphasize the need for expanding the range of services available online (e.g. e-City, e-Health) and 
introducing electronic public procurement at the national and local level.68      

Recognising the need to involve all stakeholders in the development and implementation of its information 
society policy, the Government established in 2004 a National Council for Information Society through 
which partnership consultations on the policy take place regularly. The Council is an advisory body providing 
advice on policy and legal documents in the field of information society, proposing measures aimed at 
sustainable development of ICT sector and improving cooperation between stakeholders in the process of 
building an information society. The Council is composed of representatives of the relevant central state bodies 
as well as of representatives of the private sector, the research community and the civil society.  

As necessary, the CSAOeC engages in additional consultations in the preparation of policy documents and 
legislation in its policy domain. The leading consultative partners are ICT associations and organisations 
represented in the Croatian Chamber of Economy and the Croatian Employersô Association. Furthermore, a 
representative of the Croatian Chamber of Economy is a permanent member of the CSAOeCôs working group 
which prepares and monitors the implementation of annual Operational Plans for the e-Croatia 2007 
Programme. CSAOeC also cooperates with sectoral partners in organising expert conferences and seminars.  

                                                 

 
67 Inputs for the programme includes the national strategy ñInformation and Communication Technology ï Croatia in 21st 
Centuryò adopted in 2002, obligations regarding development of information society accepted through the Stabilization 
and Association Agreement (SAA), the programmes eEurope 2003 and eEurope 2005, the outcomes of the 1st phase of 
the World Summit on Information Society (Geneva, 2003) and documents adopted within the eSouthEastern Europe 
Initiative of the Stability Pact. 
68 Recommendations for the enhancement of Croatiaôs competitiveness in ICT and technology, National Competitiveness 
Council, April 2007.  
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1.2. COMMUNITY STRATEGIC FRAMEWORK  
 
The programming of EU assistance is guided by principles derived from the pre-accession as well as the post-
accession logic. They are the principles of coherence and concentration. Their application to the RCOP 
takes into account the practice under the Cohesion policy but is also shaped to fit the specific requirements 
and logic of the pre-accession context. As fundamental principles of the Cohesion policy, both coherence and 
concentration of assistance are policy tools which need to be grasped already in the pre-accession period.  
 
1.2.1. Coherence with EU and national strategic documents 
 
The principal aim of IPA is to prepare future Member States for the use and management of Cohesion policy 
funding. When planning the use of the Structural Funds, Member States consider relevant national and EU 
strategic documents in order to ensure that EU-financed interventions contribute to national as well as EC 
development priorities. The value added of funded interventions results from complementarity with existing 
and/or planned domestic activities, ensuring synergy and coherence between various sources of funding. 
Guidance in planning is offered by strategic development documents at the EU and national level. In case of 
Croatia, national development priorities for the period 2006-2013 across a wide spectrum of sectors are 
specified by the Strategic Development Framework (SDF), drafted in line with Lisbon priorities. Priorities of 
interest to the entire EU are for the same time period indicated by the Community Strategic Guidelines (CSG).  
 
Given that IPA is also an instrument of pre-accession assistance, funding under all Components adheres 
to priorities of beneficiary countriesô EU accession process. Accession Partnerships, EC Progress Reports and 
outcomes of accession negotiations thus provide key inputs into the programming exercise. In addition, IPA 
interventions in a particular country are steered by fund-specific documents which specify priority needs ï in 
light of accession as well as post-accession challenges ï for the country in question. These are the Multi-
Annual Indicative Planning Document (MIPD)69 drafted by the EC for all IPA Components and the Strategic 
Coherence Framework (SCF)70 drafted by the Beneficiary Country for Components III and IV.        
 
In the Accession Partnership 2006 the EC defined the short and mid-term priorities for Croatia.71 Priorities 
relating to policy areas of direct relevance to this OP are listed below. The funding under the OP will address 
only some of the issues identified, in line with priority needs specified in the MIPD72 and eligible under the IPA 
Implementing Regulation.73 The OP will do so through a mix of investment and technical assistance measures.  
 
Economic Criteria 
Short term priorities:  

Ã Further improve the business environment by simplifying the rules for market entry and exit. In 
particular, speed up registration procedures and improve the implementation of bankruptcy rules and 
improve conditions for the development of private enterprises and foreign direct investment, including 
through improving administrative efficiency. 

Mid-term priorities: 
Ã Further improve conditions for the creation and development of private enterprises and FDI. 

 
Enterprise and industrial policy 
Short term priorities: 

Ã Further simplify and accelerate company registration procedures; introduce on-line access to selected 
government facilities for SMEs; further develop regulatory impact assessments. 

Ã Continue the implementation of the European Charter for Small Enterprises. 

                                                 

 
69 Commission Decision C(2007)2566 adopted on 20 June 2007.  
70 Submitted to the Commission on 13 June 2007 and agreed in the letter REGIO/EMPL no. 6010 of 18 June 2007.  
71 Council Decision 2006/145/EC 
72 Commission Decision C(2007)2566 adopted on 20 June 2007. 
73 Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006.  
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Mid-term priorities: 
Ã Update and articulate better the policy approach concerning financial instruments for SMEs which 

should allow the Government to move from direct lending towards softer support schemes. 
 
Regional policy and coordination of structural instruments 
Short term priorities: 

Ã Develop a comprehensive and coherent strategy in the field of regional development. 
Ã Select and build up the capacity of key managing authorities and bodies for the implementation of 

structural instruments. 
Mid-term priorities: 

Ã Ensure a clear distribution of responsibilities and strengthen coordination, both at inter-ministerial 
level and between national and regional authorities. 

Ã Continue to build up capacity in the designated managing and paying authorities, including local 
authorities. 

Ã Improve the design and implementation of regional development plans. 
Ã Set up proper monitoring and evaluation systems and enhance financial management and control 

procedures. 
Ã Introduce adequate regional statistics. 

 
Intellectual property law 
Mid-term priorities: 

Ã Continue strengthening the enforcement of intellectual property rights (IPR) and reducing levels of 
piracy and counterfeiting. 

 
Science and research 
Mid-term priorities: 

Ã Start designing and applying an integrated research policy. 
 
The ECôs Multi Annual Planning Document (MIPD)74 sets out major areas of intervention and priorities on 
which to focus IPA assistance in Croatia. Under the regional competitiveness section of Component III the 
major areas of intervention concern SMEs, in a more or less direct manner: 
1. To enhance regional competitiveness and the productive environment, and encourage the creation and 

safeguarding of sustainable employment. Assistance under this objective will thus focus on supporting 
productive investments and strengthening the competitive position of new and existing SMEs, including 
micro enterprises, situated, in priority, in the disadvantaged areas.75 Investment aid to SMEs will be 
complemented by assisting business and technology services for enterprises, such as in the fields of 
management, market research, industrial standards and development networking and the access to and 
the use of ICT, as well as by provision of business infrastructure, and by promoting technological 
development, research and innovation, including through cooperation with tertiary education and research 
institutions and with research and technology centres, and business networks and clusters. 

2. To empower and increase the capacity for action, effective governance and flexible cooperation of the 
public administrations at national, county and local level, as appropriate, with respect to the support 
measures enumerated under the first objective and relating, in priority, to the disadvantaged areas. The 
priorities under this objective will encompass support to the improvement of administrative efficiency 
regarding the delivery to SMEs of quality advice, e-business, ICT and innovation, and entrepreneurial 
support services at large, including business coaching, and the stimulation of systems of cooperation, 
networking, partnerships, workshops and clusters of excellence between business and other institutions.76 

                                                 

 
74 Commission Decision C(2007)2566 adopted on 20 June 2007. 
75 Disadvantaged areas include war-affected areas and, where justified, urban areas suffering high unemployment. 
Disadvantaged border areas would qualify but only to the extent that the assisted activities would not qualify for 
assistance under Component II. 
76 MIPD, p. 27. 
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The information on priorities and measures, set out in detail in the section on programme strategy, clearly 
reflects these two MIPD objectives for this Operational programme. Activities proposed for co-financing are a 
sound mix of concrete investments as described under objective 1 and capacity building under objective 2. 
This capacity building consists of trainings which, depending on activity or measure in question, enhance the 
operational capacity and the quality of services provided to users (investors, SMEs) and maximize the benefit 
of investments into business infrastructure and equipment.    
 
The Community Strategic Guidelines (CSG) on cohesion identify areas where Cohesion policy can most 
effectively contribute to the realization of Community priorities, in particular insofar as they relate to the 
renewed Lisbon strategy as defined under the Integrated Guidelines for Growth and Jobs. The CSG for 2007-
2013 are focused on three main guidelines and their related priorities, of which those especially relevant to the 
RCOP interventions include the following: 
 
1.  Making Europe and its regions a more attractive place to invest and work 

Ã Strengthen the synergies between environmental protection and growth  
2.  Improving knowledge and innovation for growth 

Ã Increase and better target investment in RTD 
Ã Facilitate innovation and promote entrepreneurship 
Ã Promote the information society for all 
Ã Improve access to finance 

3.  More and better jobs 
Ã Increase investment in human capital through better education and skills. 

 
The Croatian development planning document which sets out priorities of intervention in the field of regional 
competitiveness and is closely consulted with the European Commission is the IPA Strategic Coherence 
Framework 2007-2013 (SCF).77  The SCF represents an overall strategic framework for EU funded 
interventions under IPA components III and IV. The Operational Programme for Regional Competitiveness is 
directly related to one of the priorities of the SCF ï ñto achieve higher competitiveness and a balanced regional 
development by encouraging research and technological development, small and medium-sized enterprises, 
development of the information society and e-Croatia, alongside with improving overall social and economic 
conditions in underdeveloped areasò.  
 
The national development strategy, Strategic Development Framework for 2006-2013 (SDF) outlines the 
importance of SMEs in enhancing Croatiaôs competitiveness. A number of measures are suggested to improve 
the entrepreneurship climate in Croatia: 

Ã Strengthen the efficiency of, and coordination between, the current incentive measures and the 
current entrepreneurial infrastructure to achieve maximum synergy between money, the efficiency of 
the entrepreneurial infrastructure, and the needs of enterprise.  

Ã Improve the efficiency of funds on the state level for incentives to entrepreneurship. 
Ã Systematically evaluate effects of individual pieces of legislation on entrepreneurship and the 

entrepreneurial climate  
Ã Analyse the experiences of successful regional development agencies and successful projects in 

encouraging entrepreneurship, and attempt to transfer them into less prosperous regions.  
Ã Create legal opportunities to allow the state to invest in risk capital funds (especially regional and 

industry-specialised ones)  
Ã Encourage investments, especially green-field investment. 

 
The SDF also underlines the need for an integrated set of government policies of stimulating entrepreneurship. 
An area of improvement is to ensure greater synergy between entrepreneurship and regional development as 
well as of enhancing links between science and technology and business sector development. Concerning this 
second point, the SDF particularly underlines the need for effective transfer of scientific and research activity 
results into the business sector and the creation of favourable conditions for private sector investment into 

                                                 

 
77 Submitted to the Commission on 13 June 2007 and agreed in the letter REGIO/EMPL no. 6010 of 18 June 2007. 
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R&D. In addition, the SDF stressed the importance of securing the availability and quality of ICT infrastructure, 
of promoting the use of ICT in the public and the private sector, as well as its consistent application in the field 
of education. On a general level, the SDF calls for an integrated system for evaluating development policies. 

 
Relevant recommendations with regard to enhanced competitiveness of Croatia have been provided through 
the 55 policy recommendations of the National Competitiveness Council, in 2004. Recommendations on the 
SME sector are the following: 

1) Develop an open entrepreneurial culture 
2) Formulate consistent government policies and instruments to encourage entrepreneurial activity 
3) Eliminate administrative barriers in all phases of the entrepreneurial life cycle, from establishment, 

through development, to transfer of ownership 
4) Stimulate the development of the capital market to finance new business undertakings and small and 

medium-size companies with growth potential 
5) Set up an institutional infrastructure to provide professional services to SMEs 
6) Establish productivity benchmarks for the small and medium-size enterprise sector based on the 

corresponding industries in the EU 
7) Encourage the ñexport mentalityò among SMEs 
8) Diminish regional development inequalities by employing clusters 

 
The above EU and national documents, therefore, have been taken into consideration, alongside the needs 
analysis, in the elaboration of the priorities and measures of the RCOP. 
 
 
1.2.2. Lessons learned from ongoing and previous EU assistance 
 
Based on experiences with project implementation and utilisation of EU funds, the following is an outline of the 
main issues which remain relevant for the future implementation of the EU pre-accession assistance: 
 

V Croatiaôs programme and project management capacity is evolving; practical experience gained so far 
needs to grow and become embedded in the future management of EU funds. So far, an insufficiently 
developed institutional capacity on the national and sub-national level has proven to be the greatest 
obstacle for project implementation. Therefore, improvement of technical assistance and capacity building 
at all administrative levels must be secured; 

V It is essential to have skilled and motivated staff available for EU funds management and further efforts 
are needed to identify, train, develop and retain a body of such staff; 

V Insufficient and inadequately mature project pipeline is an obstacle for timely and satisfactory utilisation of 
assistance. Therefore the preparation of sufficient, well designed and mature projects (in particular tender 
documentation) is paramount to ensuring the use of EU assistance in a timely and technically acceptable 
manner. This issue is directly linked to the need for strengthening the capacity on all levels but particularly 
the capacity of final beneficiaries to prepare a sufficient number of good projects in a timely manner;   

V It is necessary to improve time management and quality assurance in all institutions involved, as well as 
the project implementation capacity (tendering and contracting); 

V Coordination between stakeholders is essential to timely and good quality work (with regards to EU 
assistance as well as national sectoral programmes). Coordination requires extensive and clear 
information flows with a focus on a common understanding of tasks, timeframes and interdependencies; 

V It is essential to ensure access and dissemination of information in a timely manner to all interested 
parties as well as to increase the emphasis on publicity measures.  
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Lessons learned from the implementation of EU funds so far suggest that a relatively modest administrative 
absorption capacity in Croatiaôs public administration bodies is reducing the effectiveness of EC assistance.78 
At the same time, improvement is noted and the situation is evolving. A more engaged approach is particularyl 
visible in the process of OP programming, with the relevant administrative bodies actively engaged in the 
elaboration of the OP, both at an operative level and at the State Secretary level. Such improved ñownershipò 
of projects and programmes is a pre-condition for effective mainstreaming of future EU funding into national 
development policies and schemes.   

 
1.2.3. Concentration of assistance  
 
Croatia is at a disadvantage on two levels in relation to regional competitiveness ï firstly, as a still relatively 
less developed economy within the European context and secondly as a country wherein some regions lag 
behind national development levels. While it is proposed to concentrate IPA resources under this OP both 
geographically and sectorally, one cannot ignore either the need to develop Croatiaôs overall competitiveness 
in the wider European context or the need to promote socio-economic cohesion between the regions of 
Croatia.  
 
Thematic concentration 
 
Thematic or sectoral concentration is based on the analysis of needs provided in Section 2 and the priorities of 
the relevant EU and national strategic development documents. The main sectoral themes under the OP are:   

o Research and innovation commercialisation services and technological infrastructure for SMEs with the 
potential for high value added production, 

o Enhanced competitiveness through cluster development,  
o Improved attractiveness of regions through development of business-related infrastructure and an 

improved business and investment climate at national and sub-national levels. 
 Detailed information on measures proposed under each theme is provided in Section 3. 
 
Geographic concentration  
 
Croatia measures internal disadvantage primarily through categorization as an Area of Special State Concern 
at the LAU 2 level (former NUTS V): however, the LAU 2 level is inappropriate for major actions of socio-
economic development such as are considered under the RCOP.   
 
The Government considered three options for geographic concentration: 
 
Á Option 1: Areas of Special State Concern Categories (ASSC) under category I [Areas occupied 

during the Homeland War], category II [Areas which suffered war damage] and category III [Areas 
meeting specific criteria of underdevelopment]  

Á Option 2: all disadvantaged areas, including ASSCs, hilly and mountainous areas and islands 
Á Option 3: only ASSC Categories I and II: that is, the war-affected areas. 

 
Selecting Option 1 proved the most appropriate as this approach is both, consistent with the legal basis of the 
existing Act on the ASSCs (which is in turn in line with the draft National Strategy for Regional Development) 
and is referred to in the MIPD.79 For each county (NUTS III level) MSTTD assessed the percentage of land 
area categorized as Area of Special State Concern (Categories I, II, III). It was determined that geographic 
concentration will be achieved through focusing on counties experiencing the most significant disadvantage. 
Hence, resources available under RCOP are concentrated on counties in which more than 50% of territory is 
categorised as Area of Special State Concern (see table and map below). All ten of these counties are within 

                                                 

 
78 MIPD for Croatia, Commission Decision C(2007)2566 adopted on 20 June 2007. 
79 Commission Decision C(2007)2566 adopted on 20 June 2007. 
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the two NUTS II regions whose GDP is below the national average (Panonian Croatia, Adriatic Croatia). They 
also feature the highest unemployment rate among Croatiaôs counties. 
 
Table 5: County territory classified as Areas of Special State Concern (ASSC) 
 

County   
Share of land area of county 

covered by ASSCs 
NUTS 2 Region 

Lika-Senj     81% Adriatic 

Vukovar-Srijem    73% Panonia 

Zadar    72% Adriatic 

Ġibenik-Knin     71% Adriatic 

Sisak-Moslavina    66% Panonia 

Poģega-Slavonija  65% Panonia 

Karlovac    64% Panonia 

Virovitica-Podravina 52% Panonia 

Brod-Posavina 51% Panonia 

Osijek-Baranja    50% Panonia 

Bjelovar-Bilogora   43% Panonia 

Dubrovnik-Neretva      42% Adriatic 

Varaģdin    13% North-West 

Zagrebaļka     12% North-West 

Split-Dalmacija      24% Adriatic 

Istra  10% Adriatic 

Medimurje   5% North-West 

Krapina-Zagorje    4% North-West 

Koprivnica-Kriģevci    2% North-West 

Primorje-Gorski kotar 2% Adriatic 

  
 
It is envisaged to focus some 40% of the funding under the RCOP on these lagging behind regions. As 
described later on, Priority Axis 1 will concentrate exclusively on the 10 counties indicated above, while Priority 
Axis 2 will aim to target a significant portion of funding on these counties. At the level of the OP, 41,5% of 
funding is allocated specifically for beneficiaries from the lagging behind regions (14,7 MEUR of IPA funding, 
i.e. 19,6 MEUR of the total OP value). Since the population of these ten counties is approximately one third of 
the Croatian total, concentration of the OP's overall resources in per capita terms is clearly on the lagging 
behind regions.  
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Map 2. 

 
 
 
Croatiaôs division into NUTS II regions is shown on a map below. The most significant problems at the NUTS 
II level are faced by the Central and East (Panonian) Croatia region, which has experienced severe war 
damage and decline of state-owned enterprises in the ASSC. This region contains three of the four most war-
damaged counties (Vukovarsko-srijemska, Sisaļko-moslavaļka, and Osjeļko-baranjska) and about 80% of its 
territory holds ASSC status. 
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Map 3: NUTS II regions in Croatia 

 
 

 Central and East (Panonian) Croatia (Counties (8): Bjelovarsko-bilogorska, Virovitiļko-podravska, 

Poģeġko-slavonska, Brodsko-posavska, Osjeļko-baranjska, Vukovarsko-srijemska, Karlovaļka, 

Sisaļko-moslavaļka) 

 Adriatic Croatia (Counties (7): Primorsko-goranska, Liļko-senjska, Zadarska, Ġibensko-kninska, 

Splitsko-dalmatinska, Istarska, Dubrovaļko-neretvanska) 

 North-West Croatia (Counties (6): Grad Zagreb, Zagrebaļka, Krapinsko-zagorska, Varaģdinska, 

Koprivniļko-kriģevaļka, MeĽimurska) 
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1.3. PARTNERSHIP CONSULTATIONS 
 
The intention of the Inter-Ministerial Working Group (IWG) in its approach to partnership consultations is to 
inform of the importance of IPA as a new pre-accession instrument preparing Croatia for the future Structural 
Funds, and to receive constructive input on the OP in line with the possibilities set out in the MIPD80 and the 
IPA Implementing Regulation.81  
 
The OP has been prepared by an Inter-Ministerial Working Group (IWG) comprising representatives of the 
relevant state institutions and chaired by the Strategic Co-ordinator for Components III and IV. The 
membership and the programme of IWG meetings during this reporting period is shown in Annex 7. In addition 
to meetings of the IWG, a number of bilateral meetings took place between the relevant individual institutions.  
 
In order to include stakeholders from sub-national level, early on into the programming exercise MSTTD 
engaged in parallel consultation with county authorities. In summer 2006 the Ministry inquired of the county 
(regional self-government) authorities about their development needs and project pipeline identified in their 
individual Regional Operational Programmes (ROP). Counties were asked to reply to a questionnaire by listing 
project proposals in areas of assistance eligible under the OP. The purpose of the exercise was to better target 
investments under the OP in later discussions within the IWG. Of the 21 Counties, 18 responded with written 
feedback. In the remaining three ï County of Zagreb, Primorsko-Goranska County and the City of Zagreb ï it 
was not possible to answer to the questionnaire because there was at the time no ROP adopted or no project 
pipeline data base available. Altogether, 447 project proposals have been received under the heading 
ĂRegional Competitivenessñ, of total value of 2,210 MEUR. Needs identified by counties were taken into 
consideration in the later programming process and are very well reflected in interventions envisaged under 
the OP (see Section 2).  
 
At the level of other operations responsible institutions also contacted relevant partners in the programming 
period. With regards to the BioCenter Operation under Measure 2.2, Priority Axis 2, BICRO as the lead project 
partner informed some 50 institutions, research units and individuals taking part in biosciences research 
throughout Croatia of the prepared operation, inviting their participation and feedback. MSES also held a public 
presentation attended by representatives of the research sector. On that occasion the BioCenter project was 
discussed, too, in the wider context of biotechnology commercialization, policy aspects and the accompanying 
infrastructure. With regards to the operation concerning e-business reference centres (Measure 2.1, Priority 
Axis 2), MELE undertook an analysis of capacity and implementation potential among the existing 
entrepreneurial centres in order to better target this operation.   
 
In drafting the OP, the IWG consulted a number of policy-making and policy implementation institutions and 
interest groups in order to assess the relevance of activities proposed. In order to respect the programming 
deadlines and in light of the limited resources under the OP, a ñlightò approach to partnership consultations 
was followed whereby national level representations of the relevant stakeholders were invited to the 
partnership meeting. Persons representing partner institutions in the OP consultation process were chosen by 
the partners upon invitation by the relevant line ministry to join the programming effort. In a formal 
communication which contained all the relevant information, partners were instructed to communicate 
information to their members (interest groups which they represent) and report any feedback on the OP 
method and content to the head of the Operating Structure within a specified time period.   
 
The list of partners which were invited to the consultation on the OP includes a mix of general economic and 
social partners, of sub-national self-government units and of sector specific institutions. Partners were 
chosen having in mind the specific investment areas envisaged by the OP and the knowledge and experience 
they could contribute from their practice. The following partners were invited to participate in the consultations:  

o Trade and Investment Promotion Agency (TIPA) 
o Croatian Agency for Small Enterprises (HAMAG) 

                                                 

 
80 Multi-Annual Indicative Planning Document for Croatia, Commission Decision C(2007)2566 adopted on 20 June 2007. 
81 Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006. 
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o Croatian Bank for Reconstruction and Development (HBOR) 
o Croatian Chamber of Commerce (HGK) 
o Croatian Chamber of Trade and Crafts (HOK) (represents also craft cooperatives in Croatia) 
o Croatian Employers Association (HUP) (Croatian Exporters Association is a member as well) 
o National Centre for Clusters (HUP) 
o National Competitiveness Council (NVK) 
o Alliance of the Croatian Towns Association and the Croatian Municipalities Association  
o Croatian County Association (HZĢ) 
o Union of Independent Trade Unions of Croatia (SSSH) 
o Centre for SME policy (CEPOR) 
o Regional Development Agencies (Development Agency North (DAN)82, PORIN ï Development Agency 

of Primorsko-goranska county, IDA ï Istrian Development Agency, Osijek-Baranja County Development 
Agency) 

o Institute of Economics, Zagreb (EI) 
o Faculty of Electrical Engineering and Computing, Zagreb 
o RuĽer Boġkoviĺ Institute  
o Institute of Physics  
o Technology centre Split 

 
The institutions listed are some of the regular partners of the line ministries involved with the Regional 
Competitiveness OP. The partnership practice undertaken for the purposes of IPA builds, in other words, on 
an existing national practice in policy-making and policy implementation. This national partnership practice 
has been elaborated to some degree under the policy section of the OP. While the list of regular line ministriesô 
partners is more extensive, for the purpose of OP programming it was decided to target bodies which are most 
directly involved in the types of activities envisaged under the OP for the 2007-2009 period. As necessary, a 
more extensive group of partners may be included in information and communication activities on the OP 
which will take place later on, as well as in the process of monitoring the implementation of the OP.  
 
Partnership consultations on the OP took place on 5 March 2007 in the presence of all of the members of the 
IWG, including high-level representation. Of the partners invited, a significant number attended (see 
attendance list in Annex 8) and showed their appreciation of the thoroughness of the agenda and the 
appropriate timing for scheduling the consultation. The meeting was organized and chaired by MELE as the 
head of the Operating Structure. Following an introduction to the new pre-accession instrument IPA, its 
programming and institutional framework, the RCOP was presented and individual priorities and measures set 
out by the line ministries. In a questions and answers session that followed, partners received additional detail 
and clarification of issues of interest to them. As a follow-up to the meeting, partners were supplied with a 
summary of the RCOP (including SWOT, priorities and measures), an explanatory note on IPA and the RCOP, 
including the eligible areas of investment and the EC view83 of priorities to be pursued in the OP, along with the 
minutes of the meeting.   
 
The Head of the Operating Structure received written feedback from a number of partners84: Ministry of 
Agriculture, Forestry and Water Management (MAFWM), Trade and Investment Promotion Agency (TIPA), 
Croatian Chamber of Economy (HGK), Croatian Chamber of Trades and Crafts (HOK), Zagreb Institute of 
Economics (EI), Primorsko-goranska County. In their feedback, the partners stated their appreciation of the 
consultation process and generally expressed interest in participating in OP implementation in line with their in 
house expertise and applicable, project level prior experience. Their suggestions for improvement of the RCOP 
and more general remarks concerned the following issues: 

                                                 

 
82 Regional Agency Dan is established by the following stakeholders: city of Varaģdin, city of Virovitica, City of Koprivnica, 
City of Bjelovar, MeĽimurska County.  
83 Multi-Annual Indicative Planning Document for Croatia, Commission Decision C(2007)2566 adopted on 20 June 2007. 
84 The problem in case of some partners seems to have been that the information on IPA and the RCOP was either not 
communicated to their membership or the membership and/or the partner reported no response back to the Operating 
Structure. 
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a) Suggestions for complementing and/or clarifying the SWOT analysis: 
These were accepted and introduced into the SWOT analysis.  
 
b) Suggestions for participation in the delivery /implementation of specific measures: 
These have been considered and will be decided upon by the relevant members of the Operating Structure in 
the process of drafting project documentation for the grant schemes and/or contracts envisaged under the 
Operations in question.  
 
c) Recommendations for clarifying measure-level detail: 
These were accepted and introduced to the description of Measures in question. As necessary, further detail ï 
on final beneficiaries etc. ï will be specified in the relevant project documentation.    
 
d) Suggestions for inclusion of additional investments under eligible activities: 
Where deemed necessary and possible (in light of eligibility rules under IPA and the Regional Development 
Component), these suggestions were incorporated into the relevant Measures and Operations.    
 
e) Reminder of the importance of ensuring that the Government continues essential reform processes ï in the 
domain of regional development, fiscal decentralization, education, business climate, etc. ï in order to ensure 
impact and sustainability of efforts financed through EU assisstance: 
The Operating Structure is aware of the need of pursuing in parallel domestic reforms in order to enhance the 
effect of all public investments, be they budgetary or foreign assistance. The EU assistance is indeed to a 
large extent encouraging the reform processes in question. The Operating Structure will pursue such policy 
improvement in sector areas encompassed by the RCOP, in line with identified invesment needs and priorities.   

  
The partners will also be consulted by the Operating Structure on the occasion of possible OP revisions, in line 
with the requirements set out by the IPA Implementing Regulation.85 They will remain closely involved with OP 
implementation as well, as members of the Sectoral Monitoring Committee (see section 5.2.1 on monitoring 
arrangements). The Operating Structure will consider also how to engage partners in the process of informing 
the wider public and potential beneficiaries of the investment opportunities under the OP. Along with identified 
other relevant stakeholders, the partners can become enaged in carrying out a comprehensive information and 
publicity programme for different groups of beneficiaries under this OP.  
 
Once officially adopted by both parties, the RCOP will be available on the Internet sites of all the relevant 
members of the Operating Structure. This will enable potential applicants and the wider public to consult the 
document and inform themselves of the investment and/or participation opportunities. On the Internet sites of 
these ministries the public will also be regularly informed of the progress of RCOP implementation. Detailed 
guidelines and advice to potential beneficiaries with regards to individual Operations under the RCOP will be 
undertaken by the relevant members of the Operating Structure in line with the good practice so far (e.g. 
informative workshops and ñproject clinicsò providing technical assistance to potential project beneficiaries).   
 
By informing the partners of the purpose, the aims and the possibilities of IPA and RCOP as an investment 
mechanism, the consultations with the partners were structured so as to be constructive and to avoid raising 
unrealistic expectations about the scale and scope of the OP. Judging from the partnersô feedback, the first 
RCOP consultations were successfully used as an opportunity to raise awareness of IPA, to ensure that there 
is a consensus around the aims and the content of the OP, and to take the first steps towards generating a 
constituency of future beneficiaries of IPA and the future Structural Funds.  
 
 
 
 

                                                 

 
85 Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006. 
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1.4. EX ANTE EVALUATION  
 
The ex ante evaluation was conducted to optimise the allocation of resources and to improve the quality of 
programming, by using external experts to review drafts of the OP and assess: 
 

 its relevance - the relationship of the strategy to the needs identified; 

 its effectiveness - whether the objectives of the programme are likely to be achieved; 

 its utility - judging the likely impacts against wider social, environmental and economic needs;  

 its internal and external coherence - including structure of the strategy and its financial allocations; 
and the linkage of the strategy to other regional, national and Community policies; and 

 the quality of implementation systems, including monitoring indicators. 
 
The ex ante evaluation was carried out by the European Policies Research Centre (EPRC, UK) which has for 
this purpose relied on a mix of international and local experts. The evaluators have employed the following 
sources as their methodological guidance: 
 

 ñThe New Programming period 2007-2013: Indicative guidelines on evaluation methods: Ex ante 
evaluation, Working Document No.1ò86 

 ñThe New Programming period 2000-2006: Methodological working papers, Working Paper 2: The 
Ex-Ante Evaluation of the Structural Funds interventionsò87 

 ñThe New Programming period 2007-2013: Indicative guidelines on evaluation methods: Monitoring 
and evaluation indicators, Working Document No. 2ò88  

 ñThe New Programming period 2000-2006: Methodological working papers, Working Paper 3: 
Indicators for Monitoring and Evaluation: An indicative methodologyò89 

 
The ex ante evaluation report is presented in Annex 11 while an excerpt containing the summary of the 
findings is offered below.  
 
ñThe RCOP is well structured and follows the Commission template for IPA OPs. It covers all the relevant 
issues and is written in clear, comprehensible English. The second draft of the OP represents a considerable 
improvement on the previous version of November 2006. It includes a comprehensive and relevant analysis 
which provides a sound justification for the strategy. The priorities and measures chosen appear logical and 
coherent with domestic and EU policy objectives, although a clearer description of a programme-wide strategy, 
as well as a programme-wide hierarchy of objectives, indicators and targets (also on expected programme 
level results and, where possible, impacts) would be needed. The information provided on the implementation 
and monitoring arrangements is comprehensive but needs some additional detail.  

As the document is being finalised a number of editorial improvements could be made to it. The analysis is 
succinct, focuses on relevant issues and justifies both the proposed strategic approach, and the priorities and 
measures. However, there are elements which are missing from the analysis and should be included. For 
instance, the analysis should comprehensively address the differences in the development needs of local and 
regional authorities in the lagging behinde regions. The SWOT section would be improved by: first, 
supplementing the table with explanatory text; and second, by organising the SWOT in a way so as to reflect 
the dual objective of the OP. In terms of the Programmeôs strategy, priorities and measures, further 
improvements could be made with respect to the following: (i) the ñprogramme strategyò section; (ii) the 
concentration of assistance; and (iii) the description of measures. Overall, the Programmeôs indicators and 
targets require further work. Regarding partnership and consultation, it is important to highlight how feedback 
has informed the content of the OP. The management and implementation section of the OP still needs to be 

                                                 

 
86 http://ec.europa.eu/regional_policy/sources/docoffic/2007/working/wd1_exante_en.pdf 
87 http://ec.europa.eu/regional_policy/sources/docoffic/working/doc/exante_en.pdf   
88 http://ec.europa.eu/regional_policy/sources/docoffic/2007/working/wd2_indic_en.pdf 
89 http://ec.europa.eu/regional_policy/sources/docoffic/working/doc/indic_en.pdf  

http://ec.europa.eu/regional_policy/sources/docoffic/2007/working/wd1_exante_en.pdf
http://ec.europa.eu/regional_policy/sources/docoffic/working/doc/exante_en.pdf
http://ec.europa.eu/regional_policy/sources/docoffic/2007/working/wd2_indic_en.pdf
http://ec.europa.eu/regional_policy/sources/docoffic/working/doc/indic_en.pdf
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finalised. Finally, within the OP, environmental integration is not strong. The major issue lies in the RCOP 
perception of environment, which places it outside the central concerns of regional competitiveness.ò  

Based on the evaluatorsô findings and recommendations, the Operating Structure undertook a revision of the 
RCOP and introduced a number of improvements to both its content and format. Those changes of a more 
substantial importance are summarized bellow.   
 

 Strengthening the Programme strategy section: 
Under Chapter 3. Programme Strategy, an introductory section was included, explaining the approach to the 
investment strategy adopted by the Croatian authorities under this OP. The aim of additional clarification was 
to better emphasise the mutual coherence of development interventions envisaged by the Operating Structure 
as well as to point out their contribution to and synergy with prior and ongoing policy efforts. The identified 
priority areas of intervention reflect also the investment priorities in Chapter 2. Assessment of medium-term 
needs, objectives and strategic priorities. The choice of targetting assistance to the ten lagging behind regions 
has been further argumented by drawing the link between those counties and Croatiaôs NUTS II regions.        
 

 Emphasizing elements of the partner consultation process: 
Section 1.3. on partnership consultations has been revised in order to emphasize all components of the 
process, including those prior to the formal consultation meeting as well as follow-up engagement envisaged 
with the partners. An overview of partner input and consequent changes to the OP has also been presented.   
 

 Clarifying the SWOT analysis:  
The SWOT analysis has been revised in order to specifically address strengths, weaknesses, opportunities 
and threats facing the lagging behind regions, as recommended in the ex ante evaluation report. Development 
problems specific to self-government units in the Areas of Special State Concern (ASSC) have also been set 
out, in section 2.1. on socio-economic analysis.  
 

 Providing more substantial information on indicators: 
More detailed information on indicators has been prepared, in consultation with the EC services, and inserted 
into the OP in a table format (see Section 3.1.4. Indicators for Priority Axes and Measures).  
 

 Introducing a more user friendly format:  
Information on financing tables has been presented in a table format provided by the EC services, with an 
overview for the entire 2007-2009 period as well. An overview of OP Priority Axes and the accompanying 
Measures and Operations was presented in one place and the format of Measure description revised. In order 
to more clearly present the RCOP implementation arrangements, a table and an organigramme were inserted 
into Chapter 5 Implementation provisions (see also Annex 10).  
 

 Explaining the management and implementation section of the OP: 
Chapter 5. on implementation provisions has been thoroughly revised in line with consequent input from the 
EC services. 

A comment by the ex ante evaluation team on the need to ensure that horizontal concerns are addressed 
more adequately has not been addressed. The Operating Structure considers that arrangements envisaged in 
that regard deal adequately with the issue of environmental concern (selection criteria for grants and project 
documentation for infrastructural works specifically address and ensure projectsô environmental sustainability). 
A more comprehensive pursuit of environmental sustainability at the level of sectoral policies is for a more 
long-term consideration by the Operating Structure and other relevant state administration bodies.  

 

 

 



 42 

2. ASSESSMENT OF MEDIUM TERM NEEDS, OBJECTIVES AND STRATEGIC PRIORITIES 
 
 
The European Commissionôs Third Cohesion Report (2004) identifies a number of factors associated with the 
ability to reverse regional development deficit. These factors concern the effectiveness of policies and actions 
undertaken to address bottlenecks and obstacles to growth and development. Regions and member states 
which have made the most progress in achieving sustainable competitiveness have been able to consistently 
formulate and implement effective policies, strategies and actions to: 

o address the structural faults in the regional economy 
o improve the quality and flexibility of the labour force 
o tackle the infrastructural obstacles to accessibility and sustainable development 
o promote innovation (new products, processes) and better links between science, technology and 

enterprises 
o support and stimulate the small and medium sized enterprise sector  
o build a modern, competent and responsive administration ï and systems of institutions working together 

for development. 
 
Given the requirements for thematic and territorial focus, eligibility and scope of supported activities within the 
IPA Implementing Regulation90 and the MIPD91, as well as the priorities set in the SDF and the SCF92, this 
section presents mid-term needs in sectors key to economic competitiveness. As such the analysis is focused 
on SME competitiveness, business support infrastructure and market orientation of key economic actors. 
Analysis of medium-term needs is followed by a SWOT analysis and the resulting strategic priorities at the 
level of the OP.   
 
2.1. SOCIO-ECONOMIC ANALYSIS 
 
The underlying theme of this Operational Programme is the competitiveness of SMEs. Enhancing their position 
on the domestic and the international market respectively enhances Croatiaôs internal cohesion and its external 
competitiveness. Significant achievements in terms of enhanced SME competitiveness have resulted from 
Government efforts so far, making Croatia a leader in the Southeast Europe region in terms of accomplished 
reforms and tools placed at the service of SMEs. As stated in earlier sections of the OP, these tools and policy 
reforms mirror the EU good practice and evolve accordingly. They also suggest areas for further improvement 
ï either through an altered national approach or through greater commitment of national, EU and other funds.  
 
In order to continue taking steps forward, policy solutions need to encompass all relevant economic actors with 
a stake in national and regional competitiveness. SMEs are direct or indirect beneficiaries of such efforts, 
which are however undertaken and delivered by intermediary institutions ð national, regional and local 
development agencies, development banks, development funds, technology and business centres, business 
zones, chambers of commerce and crafts, self-government units, universities etc. It is the capacity of these 
go-betweens that needs to be strengthened in order to both, deliver policies more effectively and to 
shape them to more exactly reflect SME needs. Intermediary bodies have another, perhaps more strategic 
role to play in the context of economic development as well ï that of devising development initiatives specific 
to a sector or region and putting them in place by drawing on the available endogenous capacity and (also 
external) financial and technical support. This strategic coordination role falls on regional self-government units 
and business support institutions at the national, regional and local level, but also on sectoral bodies, which act 
as national and/or regional resources and ñcentres of excellenceò.    
 
The capacity of some of these go-between institutions will be enhanced through much of the assistance 
available under this and/or the following RCOP, in order to build up a modern business support institutional 
infrastructure in Croatia. This way IPA continues capacity building efforts financed so far by the EU in the area 

                                                 

 
90 Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006. 
91 Commission Decision C(2007)2566 adopted on 20 June 2007. 
92 Submitted to the Commission on 13 June 2007 and agreed in the letter REGIO/EMPL no. 6010 of 18 June 2007. 
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of regional development and of SME support. Under capacity building it is meant for these bodies to enhance 
and expand services offered to businesses. Enhanced capacity may require infrastructure investment, expert 
assistance, training of staff and more systematic cooperation with relevant stakeholders. Beneficiaries of such 
assistance envisaged under this OP are the following: Croatian Agency for Small Enterprises (HAMAG), Trade 
and Investment Promotion Agency, regional self-government units and their partners, regional tourism boards, 
SME support centers, economic zones, business zones, innovation and technology transfer centers, 
incubators, universities and others.   
 
Strengthening the institutional and administrative capacity which underpins a development agenda is most 
obviously a challenge in the less developed areas. An essential difference in the development needs of the 
more developed parts of the country and of the lagging behind regions identified in the OP is precisely the 
weakness and the lack of resources of self-government units and of other local development institutions in 
those lagging regions. In fact, the gap appears to be widening as documented by a study93 on the Areas of 
Special State Concern which identifies the following issues critical to (lack of) development:    

 much central government support provided is ñtop downò and often Counties and municipalities with the 

strongest existing institutional capacities benefit the most; 

 most transfers from the national level involve little support for the crucial ñsoftò institutions, such as 

development agencies and strategic planning institutions which rich counties can afford to finance but the 

poorer cannot; 

 County institutions are weak overall, but significantly weaker in the ASSCs; local government capacity is 

clearly the lowest in the poorest municipalities; 

 many local government units in the ASSCs are far too small to functionally and efficiently carry out even 

the basic tasks assigned to them, let alone a more strategic development agenda on top of that; 

 smaller municipalities are unable to afford to support the full range of local services, including local 

economic development institutions; poorest municipalities are likely to have the least number of 

municipality services, including economic and community development; 

 many under-developed municipalities are ignored or ill-served by the richer County Administrations, which 

tend to focus on the already successful municipalities and cities; 

 previous ñone-companyò towns are now performing the worst because of their historical unwillingness to 

invest in institutions to promote diversified growth. 

 fiscal capacity (inclusive of central government transfers) is highly correlated with the existing level of 

development and wealth of a County; fiscal capacity is further weakened by the trend of de-population 

which is a major factor in some ASSCs. 

  
Issues identified as causes of (continued) institutional weakness cannot all be solved or even addressed in an 
effective manner through IPA funding. Problems identified require a more significant policy initiative. In terms 
of IPA, a valuable contribution can be made by complementing existing government efforts or exploring new 
options based on EU good practice. Of the IPA Operational Programmes, the Human Resources Development 
OP and this OP are the two which can address the institutional weakness issue most directly. In the future, this 
issue will be addressed in an even more direct and financially more significant manner through part of 
allocation under the European Social Fund (ESF) intended for general administrative capacity building. In 
addition, there is need to coordinate capacity building efforts with activities financed by other donor institutions, 
especially as the latter continue to focus on the less developed, war-affected areas in Croatia. Thus for 
example a number of projects, both EU- and other donor-funded, currently extend assistance to regional or 
local development agencies, which have been identified as important (f)actors of economic change.    
 
Under this and the future RCOPs, such assistance is focused on institutions and services underpinning the 
competitiveness of SMEs and the competitiveness of all areas of Croatia in terms of their ability to attract 
investment and use local potential for spurring economic growth. A number of policy aspects are key in 
providing economic actors with the capacity and the skills necessary in order to spur regional competitiveness. 
SME competitiveness depends largely on the availability and accessibility of business support services, 

                                                 

 
93 Institutional, Territorial and Socio-Economic Assessment of the Areas of Special State Concern, World Bank 2004.  
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financial resources, quality business support systems and accompanying infrastructure, market-orientation and 
pro-activeness of key economic development actors as well as on an overall regulatory framework conducive 
to business development. This section describes the needs of SMEs in Croatia in the mentioned areas; these 
needs are, as will be shown, highly correlated with the development needs identified by the counties in the 
early stages of OP programming (see section 1.3. Partnership consultation). 
 
 
Business advisory services  
 
Quality business advisory services are a key factor influencing SME competitiveness: they can enhance the 
skills of enterprise managers, level of strategic thinking, openness for innovation and ability to recognise and 
seize development possibilities. At a more practical level, business advisory services on issues of normization 
(e.g. ISO) are a precondition for export. MELE currently carries out a programme of soft measures essential to 
SME competitiveness on the Single European Market.94 Experience with the project has been very good, 
suggesting the need for provision of similar training, education and consultancy activities in the future. Shift 
towards more soft skills in the package of measures supporting SMEs is, moreover, in line with the good 
practice in EU where experience from the Member States shows soft skills investments are more effective and 
preferable to capital investment when it comes to support of SME competitiveness. The Community Strategic 
Guidelines 2007-2013 emphasize the benefit of business support services in enabling enterprises to increase 
competitiveness. 
 
Croatian SMEs currently face difficulties in obtaining and utilizing high quality business information. Business 
management skills remain unsatisfactory: good technical or scientific knowledge is often not coupled with 
management skills and the effective marketing approach. As a result, even though Croatian SMEs have 
achieved a measure of internal stability, they do not yet possess the expertise and experience necessary for 
dynamic growth and survival within the Single European Market.  
 
In order to identify SME needs concerning business advisory services, several studies were conducted in the 
recent period.95 The conclusions of some of those suggest there is a certain level of dissatisfaction with the 
quality of available advisory services as well as with the expertise and competence of consultants. The 
perceived solution was further education, certification and regulation of the consultantsõ work, as well as 
the raising of awareness about the need for professional consultancy services. The needs for advisory 
services was particularly emphasized in marketing, finance, management, elaboration of business plans, start-
ups as well as knowledge of the various incentive programmes.96 Another study conducted by the OECD 
highlighted that the longer term financial sustainability of business advisory services, especially in remote 
locations and economically disadvantaged regions, is not secure.97 
 
On the basis of identified needs, the Croatian Agency for Small Enterprises (HAMAG) initiated the Programme 
for Education and Development of Small Businesses Consultantsô Network in 2005 and within its framework 
certified 58 consultants so far. There remains, however, much scope for increasing both the number and the 
scope of advisory services available to SMEs. From 2005 in the framework of the project ñEnterprise Croatiaò 
USAID has been co-financing consultancy services to SMEs. Eight projects targeting selected industry 
sector companies have been implemented until now and several more are envisaged. The feedback from the 
final beneficiaries has been very positive.  

                                                 

 
94 Three projects make up the ñCompetitiveness of SMEsò section of the SME support programme for 2004-2008. They 
concern marketing, harmonization, innovation and competitive production (MELE) .  
95 ñCroatia Enterprise Promotionò USAID 2004, ĂSME Promotion in Croatiañ GTZ 2004, ñThe Export Potential of Croatian 
SMEsò (Institute Ivo Pilar, 2005), ñThe Competitiveness of Croatian Exports to the EUò (IMO, 2005) and ñImpact 
Evaluation of Promotional Programmes for SMEs and Exporters in Croatiaò (Consensus, 2005). 
96 HAMAG, based on insights from a project of certification of business consultants, launched in 2005.  
97 OECD-EBRD-DG ENTERPRISE 2005.  
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One of the areas in which quality business advisory services are currently lacking or are not accessible to 
SMEs is e-business. The application of ICT and the efficient use of business content (economic management, 
market and marketing knowledge, information and data) will strongly influence the competitiveness of all 
industries. An important reason for developing the e-economy is to improve efficiency both in processes within 
companies and in business connections between companies (B2B). In a few years the use of electronic 
business connections and processes will no longer be an opportunity but rather a minimum expectation. First 
signs of this are evident today: major corporations who have introduced electronic systems now wish to 
expand integrated operations vertically in the sales and delivery chain in order to improve efficiency, and they 
expect their partners to adopt these systems. These projects, which must be self-financed, demand substantial 
organisation improvements and place significant financial burdens on smaller enterprises. 

A GfK study revealed that Croatian enterprises are already losing e-business market share to foreign 
enterprises.98 Many of the less expensive applications (accounting programmes, Internet, office software) are 
already in use, suggesting that enterprises (including SMEs) are open to the introduction of modern 
computerised business solutions. However, many smaller enterprises are unable to undertake larger-scale 
improvements due to limited capital, often inadequate IT facilities and low ability to take risks and as a result 
corporate databases are scattered, the information and knowledge base is segmented, and integrated inter-
company electronic business systems are used almost exclusively by multinational companies in Croatia. A 
survey on e-business conducted for the Central State Administrative Office for e-Croatia confirmed that 
although the basic info-communications infrastructure and hardware is already available in Croatia, and the 
majority of enterprises have Internet access, exploitation of the full potential of ICT technologies is still at a low 
level. The low degree of exploitation is due to the fact that the majority of enterprises use the computer 
primarily for running office applications and accounting programs. Internet is used mainly for correspondence 
and for obtaining information. Very little use is made of electronic business applications.99 

Lack of skills and information are the major reason for not implementing e-business solutions. In order to 
increase e-business adoption rate there is a clear need for business support services focusing on e-business, 
but also for faster development of e-business consultancy market, which is only starting to develop in Croatia. 
Among the consultants certified by HAMAG, only five list e-business services in their portfolios.  

The government attempted to improve the situation by opening e-Corner, which is HITRO.HR service which 
provides free education on the possibilities and advantages of the electronic business. The service gives 
entrepreneurs general information on IT services which are currently available to all the businesses in Croatia. 
Although a starting point, without a more concrete advice how a business could use e-business applications in 
day to day work this service has a limited effect.  

The mid-term needs in this area, therefore, relate to upgrading both the quality and the quantity i.e. the 
accessibility of business advisory services. The offered business advisory services need to be well targeted 
and comprehensive and able to adequately respond to basic as well as to the more advanced SME needs. 
 
 
Cooperation and networking 
 
In general, higher level of cooperation and networking, especially in the forms of clusters, can bring a wide 
range of benefits to both business and the wider economy, such as increased level of expertise, 
complementary skills, use of economy of scale, improved information flow and enable development of 
specialised business support infrastructure.  
 

                                                 

 
98 GfK Center for Market Research: Analyses of barierrs of development of e-business in Croatia, May 2006. 
99 GfK Center for Market Research: On-line public services ï barriers to use and implementation priorities, September 
2006. 

http://hitro.hr/
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Existing clusters in Croatia are generally small, with a relatively low level of cooperation among the companies, 
which limits their scope for growth and competitiveness. The culture of voluntary cooperation amongst SMEs 
and the public sector should be further reinforced.  
 
This is confirmed by the feedback which the MSTTD had received from counties in response to the 
questionnaire on development needs (sent out as part of the OP programming process). One of the themes of 
investment in the questionnaire was ñenhancement of cooperation and networking of businesses and the 
creation and development of clustersò. The theme was identified as relatively important (37 projects out of 447 
in total) but with a very small total investment value. This reflects the problem of clustering in Croatia: clusters 
are on the one hand perceived as a positive development tool but there is no thorough understanding of 
implementation yet.  
 
This is so despite sustained policy efforts. The Government started supporting cooperation among SMEs and 
the public sector in the form of clusters back in 2003, using a bottom-up approach. MELE measures included 
workshops with the aim of better understanding clusters, as well as subsidies and grants for new and existing 
clusters, covering operational and non-operational costs: consulting services, testing and certification of 
products, design development, purchase and adjustment of software by applying IT, and marketing activities 
such as promotion, promotional material and market research. From 2005 MELE support included financing 
and training of cluster managers, too. So far, clustering was supported in the following industries: wood 
processing, leather and shoes, printing, construction, ICT, tourism and catering, shipbuilding, production of 
medical equipment, production of communal equipment, food processing and metal processing. 
 
Despite available incentives, bottom-up attempts at clustering in Croatia generally fall short of sustained 
success. The lack of business skills, product management and value chain management skills were primary 
reasons for lack of success of bottom-up clustering initiatives. The Government therefore wishes to explore a 
top-down approach in improving networking and cooperation among SMEs as well as among SMEs and other 
economic actors in high value added sectors. The new approach targets high growth sectors with export 
potential, in line with the Governmentôs recent export initiative ï ñCroatiaôs Export Offensiveò (HIO). Six export-
oriented clusters are envisaged using a top-down approach, in the following sectors in which Croatia holds a 
comparative advantage: water, construction and maintenance (servicing) of small boats including sports and 
leisure boats, textile, ICT, wood processing (furniture), mariculture. 
 
In order to ensure success of this new approach, a top-down cluster methodology must be developed specific 
to the resources of the national economy. Technical assistance through this OP offers the possibility of drafting 
such a methodology using European best practice and quality resources, and testing it on a limited number of 
pilot cluster projects prior to its adaptation and more wide-spread application (for the envisaged export clusters 
mentioned above). As a first step in the direction of this new approach to clusters, MELE organized a well-
attended international conference in April 2007 at which sector-specific as well as horizontal issues were 
discussed and case studies from across Europe presented. The purpose of the gathering was to examine 
prospects of clustering with stakeholders and partners, raise awareness and encourage networking in Croatia 
as well as in the wider region.  
     
 
Regulatory framework 
 
Regulatory framework is one of the more often cited sources of obstacles to SME creation and growth. In the 
last couple of years, however, the regulatory framework for enterprise development in Croatia has been 
improving. In a ñDoing Business 2005ò report, revised in 2006, the World Bank ranks Croatia at 7th place 
among 174 countries for the regulatory reform advancement in areas crucial to business. The mid-term 
needs in this area include acceleration of reforms that affect the business and investment climate. 
Significant efforts with that regard are however already being undertaken ï either through domestic initiatives 
or through other EU assistance so far. 
 
More sustained activity can indeed be reported with regards to Regulatory Impact Assessment (RIA). Croatia 
is the only country in Southeast Europe to have started the practice of regulatory impact assessments of 
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relevance for businesses. It has engaged in a pilot project of performing RIA on the amendments to the Small 
Business Encouragement Act. Moreover, in order to remove unnecessary and obsolete laws and regulations 
which hinder entrepreneurship, in 2006 the Government launched a ñRegulatory Guillotineò (HITRORez). In 
consultation with legal and economic experts, the business community and other partners, laws and 
regulations related to entrepreneurship were analysed in order to identify and remove or modify those which 
hinder entrepreneurship.  
 
In June 2007 the Government adopted HITRORez recommendations to remove or modify 55% of laws and/or 
regulations which hinder entrepreneurship, the most of them in the area of transport, agriculture, commerce 
and finance. The HITRORez Unit remains charged with monitoring the implementation of the projectôs 
recommendations and will next assess laws in the area of civil affairs and local government. The ñregulatory 
guillotineò mechanism should simplify procedures, reduce bureaucracy and create a new centralized legal 
register, as well as help reduce corruption, improve business climate and increase FDI. 
 

The advancement of regulatory reform is quite extensively covered through EU assistance as well. Regulatory 
reform and improvement of the regulatory regime for SMEs features in a PHARE 2005 project on institutional 
strengthening and alignment with the SME Charter, currently under implementation by MELE. A project aiming 
to develop a RIA control system on the government level will be financed under Component I of IPA for 2007. 
The project will be implemented by the HITRORez task force unit of the Government.     
 
 
Access to finance 
 
The financial market in Croatia is relatively developed compared to those in the surrounding countries and the 
new EU Member States. Commercial banks have begun to realise the importance of the SME sector and 
continue to develop for it a wide range of services. However, their financial products are still not considering all 
the needs of SMEs, in particular in the area of micro-crediting.  
 
Concepts such as business angels, private equity funds and seed and venture capital funds are relatively new 
in Croatia. In fact, business angels they still do not exist in Croatia. In general, SMEs rely more on traditional 
financial sources of funding (loans) and less on non-traditional ones, such as risk capital funds, business 
angels, and similar. Currently there are five risk capital funds in Croatia. While they exist their influence is still 
not very strong.  
 
Since the end of 2005 a legal framework is in place for the establishment of private and state venture capital 
funds.100 Based on it, that same year MSES and its agency BICRO started the Venture Capital Programme 
(VENCRO) in order to encourage potential fund managers to start venture capital funds. Under the VENCRO 
programme the Government will match up to 30% of other investorsô capital - up to 4,6 million ú, to start a 
commercially-based venture capital fund in Croatia with a target size of around 20 million ú. The fund will be 
ready to invest in the first companies in the beginning of 2008. Importantly, it will be managed by a private 
sector company and will be independent in its decision-making from BICRO and the Government. MSES has 
also established a seed capital programme RAZUM of some 86 million ú of combined public and private 
financing in the period 2007-2009.   

 
Despite the fact that the support of SMEs has remained an important priority of the Governmentôs medium-
term economic policy strategy, access to longer-term financing is still problematic, particularly for small 
businesses. It is therefore necessary to improve longer-term financing and further develop non-traditional 
instruments such as guarantee schemes, including micro-crediting schemes. However, the private 
commercially based financial institutions should become the main providers of finance to the enterprise sector. 
The Government should facilitate and enable this process, and should in its turn focus on providing advice, 
training, consultancy, networking support as an alternative to direct financing.  
 

                                                 

 
100 Act on Investment Funds, OG 150/05.  
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Scope for intervention in this sense is quite limited under IPA. Given the limited funding under this OP and the 
vast needs in other sectors covered by the OP, it is more appropriate and effective to address the issue of low 
access to finance through other means. One such is the Community Programme CIP which envisages 
assistance for intermediary bodies in the finance sector, including through support of seed and venture capital 
fund initiatives.   
 
 
Business support infrastructure for value added economic activity 
 
Aligned with the objective in the Community Strategic Guidelines (2007-2013), which is to facilitate innovation 
and promote entrepreneurship, one of the main objectives of the Governmentôs policy in the SME sector is to 
ensure available and accessible business support infrastructure. The following section describes mid-term 
needs in this field, including relevant R&D infrastructure. 
 
 
Business related infrastructure   
 

The existence of quality business support infrastructure is a prerequisite for sustainable, value added 
economic activity. Its absence works as a barrier to economic growth. Public investment to rectify such deficits 
could, therefore, have a positive effect on encouraging and enhancing the impact of private investment.  

Currently, Croatiaôs entrepreneurial infrastructure comprises of 27 entrepreneurial centres (also referred to in 
the OP as the SME support centres), 18 business incubators, 15 economic free zones and 235 entrepreneurial 
zones. The quality of infrastructure and services provided by these entities is not uniform, in part due to the 
fact that they are not all in the same development phase.  

It should thus be noted that of the 235 entrepreneurial zones, 140 are partially or fully developed while the 
other 95 are for the time being sites designated for enterprise zones (based on a demand analysis carried out 
by MELE). The 140 business zones provide services to some 1,260 enterprises across all sectors, which 
between them employ 18,320 people.101 The current Government policy is to focus development resources on 
business zones which have proven effective so far and have genuine growth potential.  

Similarly, of the 18 incubators in Croatia, 14 are operational and they are in an early stage of development. 
There is also among them considerable variation in the intensity of activities. Some are very successful while 
others are far from exploiting the full potential of their premises and sometimes operate with a rather low 
profile. The ones best known, with a good business record, are business incubators in Labin, Porin (Rijeka), 
the Technological Centre in Split and most recently BIOS in Osijek.102 In general, therefore, incubators require 
significant assistance in order to assume the actual role of incubation. Assistance is needed in terms of 
upgrading infrastructure and equipment as well as improving the soft skills and availability of financial 
resources. 

Investments into business-related infrastructure are vital to the catching up of the lagging behind regions, in 
which the provision of business-related infrastructure is most significantly a problem. This is reflected in the 
number of SMEs in these lagging regions compared to the national total (see table 13). The lagging behind 
regions account for only 17.7% of SMEs ï although they account for 10 out of Croatiaôs 21 counties. This 
drops to only 16.9% in the micro-enterprise category, indicating there is a severe need for business incubation. 
This is the more so given that SMEs in Areas of Special State Concern generally feature very low value added 
able to boost the regional economy. Emerging small industrial enterprises lack access to appropriate premises 
and associated support systems. There is an urgent need to upgrade and improve existing infrastructure 
(business zones, incubators, etc.) to provide scope for industrial enterprise growth. The business support 
system needs to provide SMEs with both, soft skills as well as premises and equipment necessary for 
sustainable growth.  

                                                 

 
101 The structure of these zonesô occupants is as follows: 32% are involved in production activities, 37% in services and 
31% in commerce-related business. The average number of employees per Zone is 141 and average area is 20 hectares. 
102 OECD Study: Enterprise Policy Performance Assessment, 2005, p. 82. 
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Table 6: Comparing SME and entrepreneurship data across counties 

No COUNTY 
Populati

on 
Share of 

population 
No. of 
SMEs 

Share of 
SMEs 

No. of 
employed 

Share of 
employed 

1 Zagrebaļka  309,696 7.0% 4,261.00    5.9% 39,341.00 4.8% 

2 Krapinsko-zagorska  142,432 3.2% 1,098.00    1.5% 15,553.00 1.9% 

3 Sisaļko-moslavaļka  185,387 4.2% 1,194.00    1.7% 19,068.00 2.3% 

4 Karlovaļka  141,787 3.2% 1,414.00    2.0% 14,576.00 1.8% 

5 Varaģdinska  184,769 4.2% 2,094.00    2.9% 34,166.00 4.2% 

6 Koprivniļko-kriģevaļka  124,467 2.8% 1,115.00    1.6% 18,419.00 2.3% 

7 Bjelovarsko-bilogorska  133,084 3.0% 1,111.00    1.5% 15,513.00 1.9% 

8 Primorsko-goranska  305,505 6.9% 6,771.00    9.4% 59,173.00 7.3% 

9 Liļko-senjska  53,677 1.2% 431.00    0.6% 4,050.00 0.5% 

10 Virovitiļko-podravska  93,389 2.1% 610.00    0.8% 9,031.00 1.1% 

11 Poģeġko-slavonska  85,831 1.9% 467.00    0.7% 8,128.00 1.0% 

12 Brodsko-posavska  176,765 4.0% 1,132.00    1.6% 14,110.00 1.7% 

13 Zadarska  162,045 3.7% 1,828.00    2.5% 16,033.00 2.0% 

14 Osjeļko-baranjska  330,506 7.4% 3,225.00    4.5% 43,099.00 5.3% 

15 Ġibensko-kninska  112,891 2.5% 1,296.00    1.8% 11,126.00 1.4% 

16 Vukovarsko-srijemska  204,768 4.6% 1,116.00    1.6% 16,513.00 2.0% 

17 Splitsko-dalmatinska  463,676 10.4% 7,609.00    10.6% 68,915.00 8.5% 

18 Istarska  206,344 4.7% 6,229.00    8.7% 43,297.00 5.3% 

19 Dubrovaļko-neretvanska  122,870 2.8% 2,522.00    3.5% 18,857.00 2.3% 

20 MeĽimurska  118,426 2.7% 1,813.00    2.5% 21,888.00 2.7% 

21 City of Zagreb  779,145 17.6% 24,467.00    34.1% 322,906.00 39.7% 

  Disadvantaged regions  34.9%   17.7%   19.1% 

Source: CBS, MELE, SME Directorate 

In all of the disadvantaged counties there are limitations to the growth of ñrealò enterprise due to problems of 
business related infrastructure. Those counties have experienced severe war-related damage to their 
infrastructure (79% of total war damage) and the demise of centrally planned large state-owned enterprises.   

The disadvantaged counties are home to 6 of the countryôs 18 business incubators: one in Poģeġko-slavonska, 
one in Ġibensko-Kninska, 2 in Osjeļko-Baranjska and 2 in Brodsko-Posavska county. The Counties Zadarska, 
Sisaļko-Moslavaļka, Vukovarsko-Srijemska, Karlovaļka, Virovitiļko-Podravska and Liļko-senjska ï also 
harboring disadvantaged areas ï have neither business incubators nor technology parks. 

Along with business-related infrastructure, the lagging behind regions have also suffered extensive damage to 
their cultural heritage ï far in excess of other areas in Croatia as over 84% of damage to such sites occurred in 
those regions. This has had a severe negative impact on tourism development to the regions outside the 
Adriatic coast and islands. Tourism SMEs in those areas face entirely different challenges and opportunities to 
those located on Croatiaôs Adriatic coast and islands. Health tourism in particular represents a comparative 
advantage of these areas, with a spa tradition built on natural resources of places such as Topusko, Daruvar, 
Lipik, Bizovac and others. In order to revitalise the once healthy, but now war-affected tourism services of 
these parts of contintental Croatia, there is a strong need for upgrading and developing communal tourism 

infrastructure appropriate to the health, culture and activity tourism which those areas specialise in. 

The critical situation with regards to business- and tourism-related infrastructure is an objective impediment to 
growth recognized by the counties as a priority investment theme. An analysis of the feedback received on the 
questionnaire which the MSTTD had sent out to the counties in the early stages of OP programming shows 
that by far the greatest focus (in terms of value of project proposals) has been placed on Development and 
improvement of Business-related infrastructure and Business Support Institutions and  Enlargment of tourism 
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offer. This and the general policy insight so far has helped shape the decision of the MSTTD on the type of 
intervention necessary and likely to enhance regional competitiveness of lagging behind regions in this OP.   
 
The mid-term need, therefore, is to enhance accessibility to business related infrastructure (BRI) that will 
improve the conditions for doing the business, attract new investments and consequently create jobs, 
especially in the lagging areas, which have had the most difficult challenges in economic development. The 
improved and newly developed BRI needs to be strategically located to achieve the optimum results with 
limited national and EU resources. The type of BRI should be carefully selected and based on the identified 
development potentials of the regions and consulted and agreed priorities on the regional and national level. It 
is necessary to provide training to build the management skills of the staff running the facilities. To 
ensure that incubators are more than physical infrastructure for enterprises they need to be able to provide 
business and other special advisory services, including access to finance. Lastly, additional resources 
need to be place to promote business incubators effectively.  
 
The advantage of focusing on business-related infrastructure in the lagging behind regions is the existence of 
a project pipeline. Eight of ten lagging counties have received assistance through CARDS 2002, 2003 and 
2004 projects ñSustainable development of war affected areasò.103 They have established county level Project 
Management Units and have developed a pipeline of fully developed projects that serve the needs of the 
region. In four of those counties a technical assistance programme financed by CARDS is still operational and 
is assisting in the ongoing development of projects which could be financed under the RCOP. The remaining 
two104 counties have received technical assistance for project preparation through the Cards 2004 Project 
ñSupport to the management of Economic and Social Cohesion Projectsò, whereby project proposals have 
been developed with the necessary cost-benefit analyses, environmental impact assessments and full EC 
tender dossiers. The list of projects developed through these various EU projects is shown in Annex 9.  
 

 

Technology and R&D infrastructure  
 
Making regional RTD innovation more efficient and accessible to firms, facilitating creation and development of 
new firms and supporting RTD activities in SMEs is highlighted in the Community Strategic Guidelines as one 
of the line of actions needed to enhance SMEs competitiveness.  
 
An overview of existing technology infrastructure facilities shows that Croatia currently has an informal network 
consisting of 4 operational technology centres, 1 commercial R&D centre (specialized for mariculture and 
fishery) and 1 centre for production processes. These centres were supported by an active initiative of the 
MSES, which co-financed their operation by ordering certain activities and services defined in a framework 
contract.  
 
The technology centres, located in the urban areas of Zagreb, Split, Rijeka and Osijek, all developed in the last 
3 to 6 years under the umbrella of MSES, but their scope of work differs greatly. It mostly revolves around 
renting space to regional established and start-up SMEs operating in the service sectors with low technology 
content. Some centres provide skilled intellectual property rights protection, others concentrate on consultancy 
services regarding implementation of ISO standards, while yet others have developed business services, 
however with weak focus on specific technology business development activities. Thus the centres proved 
efficient in some activities, while in others they are facing problems, most notably, insufficient capacity for 
incubation of technology-based start-ups.105 Furthermore, more effort should be put into linking these business 
support infrastructure institutions to the actual technology providers (R&D-based industry, universities and 
research institutions).  
 

                                                 

 
103 Zadar, Ġibenik-Knin, Sisak-Moslavina, Vukovar-Sriem, Poģega-Slavonia, Brod-Posavina, Karlovac and Lika-Senj 
Counties.  
104 Virovitica-Podravina and Osijek-Baranja Counties 
105 Elements of development of the technology centres network, draft report by MSES. 
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There are currently few incentives to start a new technology-based business. The risks of business failure are 
very high, although Croatia has a strong science base, an educated workforce and access to major markets. If 
support is provided to help technology-based firms (SMEs) start up and survive early stages of operation, there 
are substantial opportunities for commercialisation and business growth. Furthermore, in order to compete 
successfully in the Single Market, many existing Croatian SMEs need to upgrade their use of technology, 
including productivity, product reliability and quality and to introduce new design and equipment.  
 
The challenge consists in creating an efficient and standardized platform for technology centres and related 
infrastructure network operation, based on good practice abroad and combined existing local experience. 
Adequate technology infrastructure can help SMEs get established, grow and become more profitable; by 
helping them solve their technical problems and engage cost effectively in R&D.  
 
The Government has already taken first steps towards linking the business and scientific sectors and enabling 
effective cooperation through preparation and launching of the Croatian technology program. Further policy of 
"strengthening the strengths", i.e. concentrating efforts and resources on sectors, programmes and projects of 
national importance, should be pursued though this Operational Programme in order to maximise results and 
national benefit. The recently adopted Government medium-term science and technology strategy identifies 
several priority sectors, among them biosciences (biotechnology) and ICT ï in which a critical mass of 
researchers and other necessary resources exists for the pursuit of economic prospects.  

 

If these priority sectors are supported systematically, they will provide high quality jobs and yield significant 
economic benefit. Effective support implies that good use is made of the available resources and that these 
are complemented with new ones, as appropriate. This is of particular importance for the biotechnology sector, 
as no new companies can hope to be established without: 

ƺ adequate funding sources (meaning funding of basic research ï primarily through the public sector; 
and funding of further R&D cycle necessary to develop research results into commercial products - in 
the form of seed and venture capital for start-up companies); 

ƺ and technology infrastructure providing appropriate office, equipment, laboratory (R&D) and 
manufacturing facilities, and soft business skills for incubation of biotechnology companies. 

 
Newly established high-tech (particularly biotech) companies rarely have at their disposal their own R&D 
infrastructure, because it is irrational to make such investments in the early development phase given the high 
risk and high cost. Besides, building such infrastructure facilities as a green-field investment requires 2 to 3 
years, and this shortens the patent life of the invention and consequently the economic effect of market 
exploitation of the product. Thus, infrastructure facilities are generally built as part of a Government initiative to 
support knowledge-based entrepreneurship and development of new technologies. 
 
Development and manufacturing of pharmaceuticals, agriculture, and the foods and beverages industries are 
among the largest and most successful branches of the Croatian economy, with a sizable share of the national 
gross domestic product, employment force and export.106 Their vitality and competitiveness depends to a great 
extent on the dynamic development of biosciences. If they should ignore this fact and the government is not 
successful in securing a conductive environment for biosciences development (including investments into a 
competitive science base, funding programs and appropriate technology infrastructure), these now profitable 
Croatian industries will face the destiny of less successful industries which, by lagging behind in technological 
development, have regressed from competitive players on the global market to being dependent on 
government subsidy. 
 
The Government recognizes the importance of biosciences (biotechnology) for the future economic 
development of Croatia, and has integrated this strategic priority in its key policy documents (i.e. Strategic 
Development Framework, the National Science and Technology Policy 2006-2010, and the National Strategy 
for Agriculture and Fishery).  

                                                 

 
106 Croatian Chamber of Commerce and CBS). 
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In concluding, it can be said that Croatia has been slow at recognizing and adapting to global technology 
platforms and technology revolutions and the developmental opportunities they enable. This is one of the most 
relevant reasons for the problems the Croatian economy is facing today, and the prevailing reason for the lack 
of competitiveness. Biosciences (bio-technology) is currently the only technology platform that offers wide-
ranging possibilities in creating new products and services for emerging markets where entry barriers are not 
unbridgeable (as it is slowly becoming in the ICT industry). The mid-term needs in this area are rapid, well 
coordinated and focused actions aligned with devised strategic plans, which can turn high value 
added industry, such as biotechnology, into the driving-force of competitive Croatia. Without such 
focus, Croatia will not be able to achieve the transition to a knowledge-based economy.  
 
 
Market orientation of key economic actors 
 
The market orientation of key economic factors is indispensable for increasing economic competitiveness, 
attracting investments and creating new jobs. The role of the public administration in attracting and servicing 
potential investors has not been realized fully in Croatia. Awareness of the key contribution of public 
administration in the creation of a positive investment climate has however grown following a number of policy 
initiatives, mostly foreign funded. 
 
Moreover, making business a major player at all levels and in all activities assumes creating robust 
partnerships between different actors. Linkages between research, education and business thus need to be 
strong and focused. The key to value added production lies in R&D, geared to market demand so that it can be 
commercialized and placed in the service of economic growth. For that reason, the cooperation of the above 
mentioned sectors requires stimulation in the form of awareness raising, appropriate financial programmes 
such as seed and venture capital for technology-based SMEs, assistance to innovation-based start-ups and 
the provision of appropriate infrastructure. 
 
 
Promotion of business and investment climate 
 
One indicator of positive business and investment climate are rates of foreign direct investments (FDI), in 
particular of green field investments. FDI related domestic production has not been established as important 
part of export sector, as is the case in the new Member States. The regulatory framework for business and 
investment climate in Croatia has been improving (for example, with the recent adoption of the Investment 
Promotion Act and its implementation regulation),107 but further improvements are needed in the form of green 
field investments. Compared to its Central European neighbours, Croatia was for long not recognized as an 
attractive foreign investment location. During the first half of the 1990s, Hungary and the Czech Republic 
attracted more FDI due to the war in Croatia associated with the disintegration of the Former Yugoslavia. In 
fact, up until 1998 Croatia only received small amounts of largely privatization-related FDI inflows, although 
during that period, some of the most successful manufacturing enterprises were privatized to foreign 
investors.108 As a result, manufacturing accounted for more than 70% of total FDI in 1990-1998. 
 
Starting from 1999, annual FDI inflows reached about EUR 1 billion or more. Most of this FDI was accounted 
for by privatization in the services sectors, telecommunications, financial services. It also included greenfield 
investments in the retail and wholesale trade sector. In the period 1999-2005 the share of manufacturing FDI 
dropped to just 20%. The lack of new manufacturing FDI is a major shortcoming in Croatia. Transition 
countries usually attained a faster structural change and export growth if relying on FDI to modernize their 
manufacturing sector.   

                                                 

 
107 Investment Promotion Act, Official Gazette no. 138/06; Directive on the implementation of the Investment Promotion 
Act, Official Gazzette no. 64/07. 
108 These manufacturing enterprises were largely characterised as being profitable and having a decent market share in 
both domestic and international markets prior to privatisation. 
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This is vital as a fast and successful transition to a market economy has usually not been possible without the 
knowledge and capital of foreign direct investors. Inward FDI plays a role in the strengthening of the private 
sector and the emergence of market-economy behaviour. Industrial restructuring, including through 
privatization, is stepped up when the inflows of FDI accelerate. Output and employment can suffer setbacks 
after foreign takeovers, but firms become more efficient and resistant to subsequent competitive pressure.  
 
FDI in Croatia mostly relates to the financial services and the trading sectors. FDI has contributed to the 
modernization and expansion of these activities. Investors have been able to earn reasonable profits, thus 
stimulating re-investments. 
 

Table 7: Share of Foreign Investment Enterprises (FIE) in manufacturing employment, sales and 
exports in 2002 

 Employment Sales Exports 

Czech Republic 34.1 53.3 69.3 

Hungary 43.6 71.6 83.0 

Poland 32.9 52.0 66.2 

Slovakia 36.4 59.3 74.9 

Slovenia 17.6 29.3 36.8 

Bulgaria 27.8 49.3 57.3 

Croatia 10.9 17.5 26.0 

Romania 33.0 51.1 n/a 
Source: wiiw Database on FIEs 

 
By end-2006, FDI stocks in Croatia amounted to more than EUR 14  billion. Compared to new EU member 
states and other Southeast European countries, Croatia has both the fifth largest FDI stock as well as the fifth 
largest FDI per capita (EUR 3,152).  Croatian FDI per capita is similar to that found in Slovenia and is about 
three times higher than in Romania and Bulgaria. When considering FDI stocks per GDP, Croatia is also 
ahead of the other Southeast European countries and has been surpassed only by three new member states.  
 
The geographical location for the FDI has been unbalanced. The majority of all FDI goes to Zagreb City, whilst 
the least developed counties benefit from very low levels of FDI. In fact more than 75% of all FDI has gone to 
the city of Zagreb and remaining share to all other counties. The disadvantaged regions chosen for 
concentration within this RCOP received only 6,49% of total FDI that went to Croatia between 1993-2006. 
 
Based on FDI inflow and stocks related statistics it can be concluded that FDI is not low in Croatia, but it is 
attracted mostly by the domestic market. Greenfield investments are to 90% confined to services, mainly 
banking and retail trade, while they are rare in manufacturing.  
 
If Croatia is to benefit from FDI in the future once the privatization programme is completed it is imperative to 
enhance business and investment climate, to improve its image and be recognizable as an attractive place for 
green-field investments and doing business. Public administration at all levels dealing with entrepreneurship 
matters should be aware of the inter-relatedness of their work with other sectors and importance of their role in 
business and investment promotion. The ability to successfully attract an international investment depends 
also on the ability of regions to offer attractive and competitive conditions to potential investors that meet their 
business needs. Attractive conditions do not have to involve significant financial incentives. However, they 
always involve a local support organisation, which can: 

 meet with the investors, present the local óbusiness case in a professional and convincing manner 
that demonstrates an understanding of investor needs and an ability to meet them.  

 help ensure that the investment process is made as trouble free and speedy as possible since ñtime 
to marketò is an increasingly critical issue for international investors.   
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Table 8: Foreign direct investment in Croatia 1993 - 2006Q3 

 
Foreign direct investment in Croatia 1993 - 2006Q3 (MEUR) 

Zagrebaļka  287,6 2.77% 

Krapinsko-zagorska  155,3 1.50% 

Sisaļko-moslavaļka  6,7 0.06% 

Karlovaļka  84 0.81% 

Varaģdinska  36,7 0.35% 

Koprivniļko-kriģevaļka  42,7 0.41% 

Bjelovarsko-bilogorska  12,6 0.12% 

Primorsko-goranska  415,1 4.00% 

Liļko-senjska  3,4 0.03% 

Virovitiļko-podravska  3,2 0.03% 

Poģeġko-slavonska  16,9 0.16% 

Brodsko-posavska  34,4 0.33% 

Zadarska  318 3.06% 

Osjeļko-baranjska  180 1.73% 

Ġibensko-kninska  17,1 0.16% 

Vukovarsko-srijemska  10 0.10% 

Splitsko-dalmatinska  526,9 5.07% 

Istarska  296,8 2.86% 

Dubrovaļko-neretvanska  69,1 0.67% 

MeĽimurska  58 0.56% 

City of Zagreb  7808 75.20% 

Disadvantaged regions  6.49% 
Source: MSTTD (Croatian Chamber of Economy) 

 

A positive step in the direction of facilitating foreign direct investment has been undertaken by a very 
successful CARDS 2002 project which certified six counties for investment. The project was very well accepted 
by the regions and has raised the interest of other counties in Croatia. By building on the experience and the 
lessons learned so far, it is appropriate to continue the certification process for other less developed counties 
in which the situation in respect of investment skills is the most demanding and the need for FDI the greatest. 

 
The mid-term need is therefore to create conditions within the civil service sector for attracting and 
retaining investments in all counties, which is in particular important for the lagging behind regions that 
have not yet seized the potential from the open market and green field investments.  
 
 
Innovation commercialisation  
 
Improving knowledge and innovation for growth through investment in RTD is one of the objectives stressed in 
the Community Strategic Guidelines 2007-2013 as essential for increasing competitiveness. Despite a sound 
knowledge base and academic research abilities one of the main obstacles for not utilising the prospective 
ideas that could become a successful business venture in Croatia is the lack of linkages among science, 
capital and new entrepreneurial ideas. Coupled with underdeveloped scientific and research infrastructure a 
relatively small financial support is allocated for innovative ideas and projects oriented towards market 
application. The key issues and mid-term needs in this area are described below. 
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The World Economic Forum in its annual report ranks technology transfers from universities to business 
particularly low in Croatia. The cooperation of the business sectors with higher education and research 
institutions is unsatisfactory, and as a result technological capabilities of the industry, particularly small and 
medium companies, are inadequate.109  
 
This situation reflects on the frequency of patent registration. There are about 100 published papers per one 
registered patent, whereby it is apparent that the private sector is more inclined to registering patents while the 
public sector is more successful in publishing scientific and expert papers. Concerning patent applications per 
million inhabitants, Croatia is lagging behind certain EU countries: its score in 2004 was 12, compared to 135 
for EU-25, 160 for EU-15, 29 for Slovenia and 18 for Hungary. It should be noted that the situation is bound to 
change in at least one research institute following the recent set up of the Institutes Agency for Innovation 
Services and Transfer of Technology, which will among other take care that the resulting valuable IP is 
adequately capitalized.  
 
The issue of intellectual property has been addressed in the past with multiple EU-financed projects directing 
technical assistance to beneficiaries and relevant institutions in order to increase awareness and 
understanding of and strengthen the enforcement of the intellectual property system. A functioning IPR system 
is essential to an improved investment climate and to fostering of the economic development in Croatia.  
 
However, the institutional framework has yet to become operational and produce a positive change by raising 
awareness of the need for intellectual property rights protection and its potential value, and by adequately 
servicing potential beneficiaries. Part of the reason that the projects directing technical assistance in the area 
of intellectual property have not yet yielded significant changes in the institutional framework of its beneficiaries 
is that they were not complemented with investment support to actually follow through and set up operational 
models to serve as vehicles for the active use of intellectual property in research commercialisations. The 
logical next step is to direct investment support to develop such vehicles, in the form of technology transfer 
offices, technology commercialisation units and business incubation/start-up units at research organisations 
and higher education institutions in order to support ways to create value from IPR. These investments can be 
incorporated as a part of a return-on-research strategy and support a broad range of knowledge transfer 
activities, including technology screening, patenting and maintaining patents, licensing, start-ups, industry 
cooperation and market-oriented R&D. Such activities are vital and can have major impacts on 
competitiveness and regional economic development.  
 
The key issue to an R&D-intensive economic activity and a mid-term need, therefore, is developing sound and 
operational support infrastructure for innovation commercialization. While significant economic gains 
could be achieved if the many excellent technical and scientific advances being generated were properly 
commercially exploited, the existing intellectual property and technology transfer and commercialisation 
infrastructure remains weak. Research institutes should generate stronger motivation or interest in 
commercialisation of research results whilst individual researchers and scientists should be provided with 
greater strategic, financial and legal support to market their inventions. 
 
 
2.2. SWOT ANALYSIS 
 
Following are described two SWOT analysis tables, following the approach focusing on the main levels. The 
first takes into account national development perspective, whereas the second one looks into regional 
development issues confronting specifically the lagging behind regions. 
 
 
 
 

                                                 

 
109 OECD and the Outline status report on Croatian industry, finance, science and technology drafted by the Institute of 
Economics, Zagreb, 2002. 
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Table 9: SWOT analysis of Croatiaõs overall development potential 
 

 

STRENGTHS (INTERNAL / CURRENT) WEAKNESSES (INTERNAL / CURRENT) 

o Active government policy on promoting business 
climate (ex. simplified and shorter procedures for 
registration of business subjects) 

o Systematic alignment of national SME policy with 
European good practice   

o Evolving culture of participation and partnership in 
regional development as well as bottom-up approach to 
planning 

o Examples of entrepreneurial and successful 
development initiatives at county and local level in the 
more developed parts of Croatia 

o Improvement in the delivery of Government 
programmes for science, technology and innovation   

o Increased state funding for science 
o Political commitment to support the Croatian 

knowledge-based economy   
o Rich natural resources and preserved environment 
o Rich cultural heritage 

o  Lack of high value added production by SMEs 
o  Low SME investment into technology and R&D and  

consequent low work productivity 
o Low share of labour force and capital in sectors which 

drive competitive economies: biotech, ICT etc.  
o Insufficient export level and knowledge on international 

markets 
o Lack of cooperation and networking among economic 

actors 
o Undeveloped seed and venture capital market and 

difficult access to loans for start-ups  
o Insufficient and inadequate soft services for SMEs 
o Large regional disparities in terms of the basic and the 

business and technology-related infrastructure and 
services 

o Depopulation of rural and population concentration in 
urban areas, with a consequent negative impact on the 
quality of life in both types of areas   

o Absence of finance and of vertical and horizontal 
institutional coordination of SMEs and regional 
development policies  

o Insufficient local public administration capacity to 
contribute to positive business climate 

o Lack of systematic and independent evaluations of 
impacts of implemented policies 

o Insufficiently developed administrative capacity at 
national and sub-national level for management and 
absorption of EU assistance, including lack of a 
sufficiently diversified, quality project pipeline 

 

OPPORTUNITIES (EXTERNAL / FUTURE) THREATS (EXTERNAL / FUTURE) 

o Potential for further development of entrepreneurship, 
especially in sectors with higher value added 

o Latent potential for commercialization in R&D sector, 
given existing good quality basic research 

o Growing application of biotechnology internationally 
o Development of strong base of organised business 

consultancy in aspects essential to the Single European 
Market 

o Scope for expansion of tourist offer to other inland 
regions and services   

o Reform of regional development policy: partnership, 
planning, management and financing 

o Increasing external funding opportunities  
o Complete integration into the Single European Market 

o Lack of political progress in the region 
o Continued depopulation of the less developed areas 
o Brain drain 
o Devastation of natural resources and socio-economic 

implications 
o Further pressure to cut public costs with negative 

influence on strengthening administrative capacities 
o difficulties in coordination, given the number of 

institutions involved in OP management, with negative 
impact on timely programme and project implementation 

o relatively short implementation period left for projects co-
financed under the RCOP, given the n+3 rule 
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Table 10: SWOT analysis of development potential of Croatiaõs lagging behind regions  
 

 
STRENGTHS (INTERNAL / CURRENT) 

 
WEAKNESSES (INTERNAL / CURRENT) 

o Tradition of health tourism in continental parts of 
Croatia 

o Rich cultural heritage in lagging behind regions 
provides potential for cultural tourism 

o Active government policies on the development of the 
Areas of Special State Concern 

o Active government policies on active labour market 
development 

o Evolving culture of participation and partnership in 
regional development as well as bottom-up approach to 
planning 

o Examples of  entrepreneurial and successful 
development initiatives at county and local level in the 
more developed parts of Croatia 

o Rich natural resources and preserved environment in 
the lagging behind regions 

o Excellent national motorway network helps to reduce 
isolation of the lagging behind regions 

 

o Low competitiveness of economic activities in 91% of 
Croatiaôs territory which represents rural areas   

o Severe war damage to cultural heritage and tourism 
infrastructure in the lagging behind regions 

o Lower levels of SME formation in the lagging behind 
regions 

o Low level of investment ï both foreign and domestic ï in 
the lagging behind regions 

o Insufficient and inadequate soft services for SMEs in the 
lagging behind regions 

o Insufficient local public administration capacity to 
contribute to positive business climate 

o Unemployment in most ASSC municipalities between 
25-40% of total working population 

o Large county and intra-county disparities in terms of 
basic and business infrastructure and services, including 
technology-related infrastructure and services.  

o Large county and intra-county disparities in terms of 
unemployment and labour skills 

o Depopulation of rural areas and population concentration 
in urban areas ï negative impact on quality of life. Major 
out-movement of younger and better educated people  

o Aging population in the lagging behind regions 
o Most new small enterprise creation appears to be for 
ñlow entry barrierò enterprises engaged in trade, retailing 
and local services rather than growth-oriented 
enterprises. 

o Inadequate access to affordable credit in the lagging 
behind regions limits growth 

o Structure of unemployment unfavourable: high level of 
long-term unemployed  

o Insufficiently developed administrative capacity at 
national and sub-national level for management and 
absorption of EU assistance available to lagging behind 
regions, including lack of a sufficiently diversified, quality 
project pipeline  

 
OPPORTUNITIES (EXTERNAL / FUTURE) 

 
THREATS (EXTERNAL / FUTURE) 

o Potential for encouraging enterprise formation in the 
lagging behind regions ï especially in enterprises 
capable of growth 

o Potential for growth of cultural and spa tourism in the 
lagging behind regions 

o Envisaged reform of regional development policy offers 
scope for more effective development of the lagging 
behind regions 

o Increasing external funding opportunities  

o Ever fewer job opportunities in the lagging areas 
o Increasingly less private investment into lagging areas 

with resultant increasing demands on the state budget 
o Continued depopulation of lagging areas, especially 

among youth 
o Further pressure to cut public costs with negative 

influence on strengthening administrative capacities 
o Legislation to support the lagging behind regions 

inadequate to needs 
o difficulties in coordination, given the number of 

institutions involved in OP management, with negative 
impact on timely programme and project implementation 

o relatively short implementation period left for projects co-
financed under the RCOP, given the n+3 rule 
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3. PROGRAMME STRATEGY 
 
The objective of the RCOP is twofold. On the developmental side, it aims to achieve higher competitiveness 
and balanced regional development by supporting SME competitiveness and by improving economic 
conditions in Croatiaôs lagging behind regions. Concerning institution building, the purpose of the OP is to 
develop the capacity in Croatian institutions to programme and implement activities supported by the ERDF 
upon accession.  
 
The OPôs strategy lies in the attempt to choose priorities and measures which between them accomplish the 
following:  

a) address development issues which have proven key in light of sector and area needs analysis; 
b) enable national and sub-national actors to gain skills with implementing investments typical of the 

Structural Funds which await Croatia shortly, and for which IPA is a direct means of preparation;  
c) undertake mutually reinforcing and complementary measures which address competitiveness and 

cohesion ï the two concerns underlying modern day regional (and national) development policy; 
d) use the project pipeline created through previous EU assistance, particularly in regions lagging 

behind. 
 
The socio-economic analysis and the accompanying SWOT analysis indicate a number of strengths and 
weaknesses of Croatiaôs competitiveness. The OP aims to address these weaknesses by directing assistance 
into areas which are both, eligible under IPA i.e. they reflect future ERDF interventions and for which the socio-
economic analysis identifies concrete potential. The chosen areas of intervention as well as the rationale for 
choices made are set out below.   
 
Generally speaking, most activities in the OP represent a step away from the pre-accession and towards 
the Structural Funds ï that is to say, the scope of activities co-financed by EU funding is significantly 
enlarging. Whereas so far EU assistance for economic cohesion has mostly focused on soft assistance 
directed to policy making bodies and supporting national level institutions (see section 3.4), with IPA these 
activities are being complemented and expanded. There is both, more scope for co-financing development 
projects with a strong Lisbon character to them and for spreading the capacity building effort to key actors at 
the sub-national level. There is at the same time the necessary continuity between IPA-financed measures and 
efforts undertaken by national and EU-funded activities; this OP builds upon previous accomplishments  
and continues interventions which have proven their worth in the past.       
 
1. ñsoftò services to SMEs  
The choice reflects both the positive experience in Croatia with such assistance (business advisory services) 
and the good practice and guidance at EU level whereby the EC underlines the beneficial character of ñsoftò 
aid as opposed to other grants. Since such is also the direction in which the Cohesion policy is evolving, it is 
opportune to build up capacity and programmes in this area in the pre-accession period ï the more so as EU 
programmes have so far not financed this type of assistance in Croatia (except for one PHARE project). The 
focus of the OP is on competitiveness related advisory services, including e-business.     
 
2. strategic cooperation between companies 
This type of cooperation has been identified as producing synergies which are a significant factor of enhanced 
value added production and export potential. As such, support to clusters contributes to the same goal as do 
the other more general soft services for SMEs ï that of successful functioning on the Single Market. Whereas 
Croatia has got previous experience with supporting clusters, the value added of the OP lies in an evolved 
policy approach which will seek to maximize the potential for synergies within a wide stakeholder network.      
 
3. building entrepreneurship in the research sector  
Insufficient contribution of the R&D sector to economic growth is characteristic for most European (and world) 
economies. One of the reasons why public spending on research is not realizing full economic impact is lack of 
entrepreneurial skills in the academia. Activities in this direction build on efforts previously undertaken in 
Croatia through EU funds as well as on measures which are in this direction being undertaken through national 
funds. Strengthening entrepreneurial skills in the academia in the longer run also complements this OPôs focus 
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on strategic business-related infrastructure ï as a successful entrepreneurial initiative of a research institution 
could result in a centre of excellence or a similar knowledge-based market-oriented R&D facility.  
   
4. development of business and investment climate  
A pro-active and entrepreneurial approach to development at the local level is essential to overcoming socio-
economic disparities characteristic of Croatia. Much has been accomplished through EU assistance so far at 
the national as well as local level, proving that there is significant learning potential and consequently growth 
potential of lagging behind. regions Exending such support to other areas, previously unattended to is 
therefore a desirable investment under this OP. In doing so, the OP draws on lessons learned and ensures 
coordination with other EU, foreign and domestically funded activities relating to enhancing the business and 
investment climate, promoting decentralization and the principles and knowledge of good governance, etc.   
  
5. enhancing policy implementation  
Through previous EU funded projects the SME support system in Croatia will be re-assessed and 
recommendations made for improving the effectiveness of measures and their delivery. In order to improve 
policy implementation, methodology for measuring and evaluating the impact of incentives for SMEs, a 
methodology for systematic assessment of the impact of the implementation of the recent Investment 
Promotion Act and a methodology for regularly assessing the evolution of the business climate in Croatia need 
to be provided. Setting up a central register of SME measures and incentives will significantly enhance policy 
making and implementation at the national and regional level. 
 
6. business support infrastructure for value added economic activity 
The socio-economic analysis has shown that the lack of basic as well as sophisticated business-related 
infrastructure ï in different parts of the country as well as in specific economic sectors ï is an obstacle to a 
more dynamic and competitive economic growth at regional as well as national level. Such infrastructure is a 
pre-condition for the establishment and growth of enterprises and for attracting FDI and other investments. The 
OP therefore places a significant accent on such investments. In so doing, it builds on lessons learned through 
similar EU-funded activities in the past (partnership, strategic value) and realizes part of the project pipeline 
resulting from previous EU and other foreign-funded assistance for strategic business and R&D infrastructure.        
 
Measures proposed in the OP represent a coherent mix characteristic of effective policy making. Institutions 
in charge of the different components of the OP have realized a high degree of cooperation in designing the 
measures so that impact is certain to be strengthened by the synergies built into the different interventions.    
 
Due to limited funding, however, concrete progress cannot depend exclusively on assistance delivered through 
IPA; it can only be the result of a sustained and coordinated effort financed through national, EU and other 
available funds. The value added of the OP in that respect lies in encouraging a cross-sectoral approach 
to development and in strengthening the necessary administrative capacity of the relevant bodies at the 
national and the sub-national level. In the longer run, interventions financed by the OP will yield a certain 
economic impact as well; that contribution is, however, both more limited and less immediately valuable for the 
Structural Funds preparation than are the other two.    
 
It should be underlined that all investments envisaged under the OP have a positive impact on regional 
competitiveness ï whether in terms of regional cohesion or of Croatiaôs competitiveness in the wider region. 
Precise elements of this spill-over effect and mutual coherence are explained below with regard to the OPôs 
specific priorities and measures. Some interventions ï those which contribute the most to competitiveness in 
the EU ï will, in order to be feasible, likely have to focus on economic actors in certain sectors and/or 
areas with the necessary development resources and capacity. Without ensuring feasibility at project 
level, it is impossible to ensure impact of funds at programme level. In order to ensure impact of funding under 
this OP ï which envisages competitiveness-type interventions characteristic of the Cohesion policy ï the issue 
of feasibility is essential. Excluding certain of Croatiaôs more developed parts from EU funded interventions 
does not, therefore, stand the test of economic development: in order to spur and sustain growth in the lagging 
behind regions, there in need for certain economic integration with the more dynamic surrounding areas.  
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The challenge is thus to integrate into the development of urban centres with the economic potential of 
the rest of the country and, more immediately, of the surrounding areas. In a country of Croatiaôs shape there 
is particular scope for such economic complementarity, given the fairly specific economic structure of the 
different geographical regions.      

 

3.1. PRIORITY AXES AND MEASURES  
 
The OP consists of three Priority Axes of which two are investment-related while the third one contains TA 
relative to OP management issues. The two investment Priority Axes focus respectively on the cohesive and 
the competitive element of Croatiaôs economy. While the first Priority Axis targets the so called lagging areas, 
the second one addresses horizontal issues common to all of Croatiaôs economy. In order for investments 
under the second Priority Axis to be feasible, they focus on economic actors in sectors and/or areas with the 
necessary development resources and capacity. Their aim, however, is to benefit national economy as a whole 
and ideally to integrate into the development of the urban areas the economic potential of the rest of country.  
 
Even though only one Priority Axis exclusively focuses on the lagging behind regions, their development will 
draw benefits from investments financed across the OP. Besides the mentioned spill-over effects, effort has 
been made to ensure more direct benefit of lagging regions from investments under Priority Axis 2. In order to 
facilitate participation of beneficiaries from these areas, wherever possible and appropriate, specific allocations 
of funding under a particular activity will be envisaged for them.  
 
An overview of priority axes, measures and operations is given below. 
 
 

Priority Axis 1: Improving development potential of the lagging behind regions 
 
Measure 1.1. BUSINESS-RELATED INFRASTRUCTURE 
 
Operation 1.1.1. Business-related infrastructure  
 
Priority Axis 2: Enhancing the competitiveness of the Croatian economy 
 
Measure 2.1. IMPROVEMENT OF BUSINESS CLIMATE 
  
Operation 2.1.1. Improvement of administrative efficiency on national level 
Operation 2.1.2. e-Business competitiveness improvement programme 
Operation 2.1.3. Provision of advisory services to SMEs  
Operation 2.1.4. Development of investment climate  
Operation 2.1.5. Support for cluster development  
 
 
Measure 2.2. TECHNOLOGY TRANSFER AND SUPPORT SERVICES FOR KNOWLEDGE-BASED 

START-UPS 
 
Operation 2.2.1. Science and Innovation Investment Fund 
Operation 2.2.2. Biosciences technology commercialisation and incubation centre (BioCenter) 
 
 
Priority Axis 3: Technical Assistance  
 
Measure 3.1. OP MANAGEMENT AND CAPACITY BUILDING 
 
Operation 3.1.1. TA related to horizontal OP management issues 
Operation 3.1.2. Development of sector studies, preparation of future programming documents and  
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  accompanying project pipelines 
 
3.1.1. Priority Axes 
 
The choice of Priority Axes is accounted for below while the following section indicates investments envisaged 
under the accompanying measures.   
 
Priority Axis 1: Improving development potential of the lagging behind regions  
 
Aim  
To contribute to cohesion by helping Croatiaôs lagging behind regions catch up with national development 
levels.  
 
Specific Objectives  

- to support the creation and growth of SMEs by expanding and improving business-related 
infrastructure and accompanying services in Croatiaôs lagging behind regions. 

 
Rationale  
Croatiaôs business support infrastructure is of good quality. There is a significant number of business support 
entities across the country, as well. Nonetheless, the 10 counties designated as ñlagging behind regionsò  
(Virovitica-Podravina, Vukovar-Srijem, Brod-Posavina, Sisak-Moslavina, Ġibenik-Knin, Osijek-Baranja, Lika-
Senj, Poģega-Slavonia, Karlovac and Zadar) experience slower, less dynamic SME growth as well as a 
continued less perspective structure of their economy. The fact is that these areas have experienced severe 
damage to their infrastructure during the war as well as a demise of centrally planned large state-owned 
enterprises which underpinned much of these areasô economy. The need for investments into business-related 
infrastructure has been identified in these countiesô development strategies: in order to provide scope for 
enterprise creation and growth as well as for foreign investments, there is an urgent need to upgrade and 
improve existing business support systems (business zones, incubators, technology transfer centres and other 
entities grouping SMEs and providing services directly to them) and develop and improve public tourism-
related infrastructure. In addition, these areasô rich natural resources and cultural heritage, though partially 
damaged in the war, provide potential for development of tourism related businesses in the lagging regions.  

 
The challenge is thus two-fold: to encourage growth of entrepreneurship and to offer entrepreneurs and 
investors quality support and services. In order to put the existing business support structure in the service of a 
more dynamic and a more value added based economic growth, it is necessary to improve its quality and 
capacity. The existing national practice ï e.g that of investing into business zones and public tourism-related 
infrastructure, can be enhanced by combining infrastructure investments with investments into the 
accompanying human capital and additional soft services to tenant SMEs and others in the region. Such has, 
in fact, been the practice under previous EU assistance to regions lagging behind. Moreover, TA projects 
under the program CARDS have resulted in a pipeline of mature projects of this kind which are in terms of 
substance and aim appropriate candidates for assistance under this OP as well as ERDF-funded measures in 
the future (see section 3.4. and annex 9).  

 
Description  
The priority will finance infrastructure investments combined with human resources investments necessary for 
strengthening the business support base and unlocking the endogenous potential for economic growth. The 
focus will be on existing and new business-related infrastructure, ranging from basic communal infrastructure 
within existing business zones to infrastructure and services geared towards higher value production.  
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Priority Axis 2: Enhancing the competitiveness of the Croatian economy  
 
Aim  
To contribute to the overall competitiveness of the Croatian economy in line with the Lisbon priorities and 
theEC Community Strategic Guidelines, by focusing on support essential to unlocking the potential in strategic 
growth areas and improving the quality of institutional support infrastructure key to economic competitiveness. 
 
Specific objectives  

- to enhance SME competitiveness by improving key elements ensuring a positive business climate 
and effective public business support at all levels;  

- to enhance the contribution of technology and R&D to economic development by supporting the 
creation and growth of technology- and knowledge-based SMEs and by building up capacity and 
supporting the commercialization of public sector R&D. 

 
Rationale  
A problem facing Croatian SMEs on the eve of EU accession is that of preserving competitiveness in general. 
As a first step towards designing a growth and development strategy on the Single European Market, there is 
need for investing into skills and knowledge of opportunities, threats and dynamics of the Common Market. 
Opportunities for such capacity building are still not adequate (in terms of quality and quantity) or sufficiently 
accessible as this type of knowledge and a more strategic mentality are still lacking among the vast majority of 
SMEs in Croatia. There is therefore scope for more sustained facilitation and investment into quality business 
advisory services and education of SMEs on the part of the public sector at all levels (national, regional, local). 
This education should envelop those designing policy as well as those delivering support and dealing with 
businesses, investors, etc.   
 
A factor underpinning national economic competitiveness is value added economic production. Analysis of 
Croatia's competitiveness factors shows that significant growth potential lies with the SME sector and the R&D 
community as a source of value added economy. This potential remains however to be realized fully as there 
is at present a number of weaknesses obstructing the creation and the growth of SMEs, particularly of 
knowledge-based SMEs. Business start-up rates are very low by EU standards, and the regulatory 
environment is less conducive to business survival and growth compared to the EU27, although the most 
recent World Bank survey of óDoing Businessô across 174 countries ranked Croatia in the top 10 reformers. 
Moreover, the public sector dominates expenditure on R&D in Croatia and the World Economic Forum Report 
ranks technology transfers from universities to business particularly low in Croatia.  
 
Knowledge being successfully transferred into commercially exploitable products is central to Croatia's ability 
to increase competitiveness and enter international markets. In Croatia, the technology transfer process and 
the underlying intellectual property management have been particularly undervalued as crucial methods for 
capitalising on existing knowledge and research strengths. As a result, Croatia is losing significant economic 
gains that could have been achieved if many excellent technically and scientifically advanced ideas were 
exploited in a proper commercial way. 
 
In order to enhance both the competitiveness of the public R&D sector and of SMEs, the priority envisages 
investment into the necessary capacity building as well as infrastructure. The provision of adequate technology 
infrastructure enabling SMEs to engage cost-effectively in R&D and easy access to technical and business 
development services is crucial to helping SMEs get established, grow and become more profitable. Such 
investments are essential to sustaining the regional economy and will have favourable immediate as well as 
long-term impacts on employment, innovation capacity and economic growth potential. The capacity building 
component of the priority concerns investments into the university-industry interface ï a powerful driver of 
technological and economical development of industrial branches and regions, recognized also by the EC.110 

                                                 

 
110 EIMS Publication No 26: Good Practice in the Transfer of University Technology to Industry; EUR 17046 EC 
Directorate-General for Enterprise: University Spin-outs in Europe ï Overview and Good Practice. 
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More particularly there is within the higher education institutions and research sector in Croatia evident and 
urgent need for further development of technology transfer management skills and entrepreneurial activity.  
 
Description  
The priority aims to enhance the competitiveness of the Croatian overall economy and in particular to enhance 
the growth potential of SMEs. It therefore focuses on several elements underpinning these potentials: making 
quality business advisory services, including e-business, more accessible to SMEs; encouraging cooperation 
between businesses and cooperation of businesses and public, education and research sectors through 
enhancement of clusters; enhancing technology transfer and incubation capacities in high value added 
sectors; developing effective business support capacities relative to investment promotion at the regional level.  
 
 

Priority Axis 3: Technical Assistance  

 
Aim 
One of the principal goals of implementing IPA is to build administrative capacity, and hence, it is essential that 
Croatia identifies, trains, develops and retains a sufficient body of skilled and motivated staff, working with 
effective systems and procedures for sound programme management. The aim of this Priority Axis is therefore 
to ensure that Croatia is able to administer the OP, through all aspects of programme management. 
 
Specific objectives 
The objective of the TA priority is to ensure efficient and effective OP management, and develop the 
institutional capacity for managing and absorbing IPA funding.  
 
Rationale 
Croatian programme and project management capacity ï from design through commissioning to operation ï is 
evolving at the national, regional and local levels, supported in recent years by 76 technical assistance and 
twinning projects under PHARE, CARDS and bilateral assistance. This practical experience will continue to 
grow and become embedded in future years, as more projects come on-stream.  
 
Management of IPA, and specifically, this OP, will involve extraordinary costs that do not form part of the 
Croatian administrationôs traditional operating expenses. This includes: information and publicity on IPA; the 
development of monitoring indicators and an EU funds Management Information System; the commissioning of 
external, independent experts for interim and ongoing evaluations; and the costs of managing and 
implementing the IPA programmes. 
 
Moreover, IPA is designed as a pre-cursor to Structural and Cohesion Funds, and it is essential that Croatia 
develops the capacity to implement these funds. IPA is an opportunity to learn how to manage funds according 
to EU rules, and to build sustainable institutional structures, systems and skills for the transition to Structural 
Funds. Furthermore, the preparation of future programming documents and identification and preparation of a 
future project pipeline will ensure use of EU assistance in a timely and technically acceptable manner.  
 
Croatia is fully aware of the difficulties that recent new Member States have encountered in absorbing the 
allocations of Structural Funds that were made to them, and is committed to using technical assistance to put 
in place rigorous systems and training to ensure that project management capacities are strengthened and 
risks of ineffective absorption minimized. 
 
Description  
This Priority Axis contains three operations to be implemented through procurement contracts. Technical 
assistance is extended to the Operating Structure regarding horizontal OP management issues, preparation of 
future programming documents, identification and preparation of a future project pipeline, as well as for co-
financing salary costs of public officials within the management structure and the project selection committees.  
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3.1.2. General selection criteria and process 
 
The aim of the OP is to select projects which best fit the OPôs objectives, while spreading the benefits of 
learning from the systems and practices of IPA management, as a closer experience to Structural Funds 
programme and project management than previous EU pre-accession funds. To be supported under the OP, 
projects should be financially, economically, socially, and environmentally sound.  In order to demonstrate this, 
they will have to be prepared according to a number of selection criteria, against which they will be assessed.   
 
Appraisal of projects is a three stage process. It involves: 
 
V Administrative screening - formal checks for completeness of the application and the supporting 

documents; 
 
V Eligibility checks ï for eligibility of activity and project costs; and  
 
V Qualitative appraisal - scoring the project against the project selection criteria defined in advance 
 
General eligibility criteria: 
 
There are a number of general selection criteria that will be adhered to in the implementation of the OP:  

 Project must be ready for implementation 

 Project must comply with the overall SCF strategy, and national and Community policies; 

 Projects must demonstrate coherence and logic with both measure and priority specific objectives 
under which funding is applied for;  

 Projects must demonstrate value for money; 

 Projects must demonstrate genuine additionality ï that is, the project would not have gone ahead 
without EU assistance; 

 Projects must be viable ï that is, deliverable by existing or planned administrative capacity; 

 Projects must be compatible with the ñcross-cuttingò concerns of promoting gender equality and 
environmental sustainability. 

 
 
3.1.3. Measures under Priority Axes  
 
Measures to be implemented within the Regional Competitiveness Operational Programme have been chosen 
in line with ongoing national efforts and in light of positive experience with previous EU assistance. Their 
implementation will take into consideration the evolution of national policies and the implementation of ongoing 
EU projects, in order to ensure value added and coherence. Implementation details are for this reason left to 
be determined at a later stage, at the level of individual operations and projects. Below, the general direction of 
investing OP resources is set out, indicating the types of operations and the beneficiaries envisaged.   
 
 
Priority Axis 1: Improving the development potential of the lagging behind regions 

Measure 1.1 : Business-related infrastructure 

 
Specific Objectives 
To support the creation and growth of SMEs in Croatiaôs lagging behind regions by providing quality business 
related infrastructure.   
 
Description 
The measure consists of grant schemes and a procurement contract. The main part of the measure will be 
administered as grant schemes supporting regional and municipal authorities and institutions in the lagging 
behind regions with the development of business-related support systems, i.e. infrastructure investments as 
well as investments into the accompanying services. It will primarily support investment in the development of 
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new and existing business and related infrastructure in support of the regionsô perspective economy branches. 
Investments will focus on improving the efficiency, capacity, quality and attractiveness of existing business 
zones and new and existing business incubators and other business support entities grouping and servicing 
SMEs as well as into public tourism infrastructure. Support will be provided based on clear evidence of 
inherent demand and where the result of such operation shall (in)directly foster SME growth and job creation. 
Beneficiaries receiving support for infrastructure investment will also be provided with support services 
designed to maximise the benefits of the investment.  
 
The following minimum and maximum values of individual grants will apply, with the possibility of co-financing 
the Final Beneficiariesô share of co-financing from the national budget.  
 

Assistance thresholds  

Maximum and minimum EU grant 
size (ú) 

Maximum: ú  1.000.000  
Minimum:  ú 325.000 

Maximum size of EU funding to 
total eligible costs (%) 

 
75% 

 
Effective implementation of the grant schemes will be ensured through assistance with secondary 
procurement, to be extended through a procurement contract.  
 
Main types of operations 
The operation consists of a grant scheme and a procurement contract.  
 
Below are the main types of activities which may be funded through individual grants:  
 Preparatory architectural and engineering design;   
 Site clearance and development (preference will be given to the utilisation of brown field sites); 
 Construction monitoring and control;  
 Development of business-related basic communal infrastructure within established business zones, where 
the lack of such infrastructure is an impediment to SME development (i.e. impedes access or functioning of 
zones). By basic communal infrastructure it is meant: access roads, gas, water and waste water, sewage, 
electricity, energy and communication networks, landscaping, etc.; 

 Establishment and development of regional business support institutions grouping and directly servicing 
SMEs, such as business zones, economic zones, business incubators, innovation and technology transfer 
centres, etc. through a) purchase of machinery and equipment and b) broadening and improving the quality 
of services (information network, provision of complex physical services, e.g. maintenance, property 
protection, disposal and utilisation of waste); 

 Development and improvement of public tourism-related infrastructure, including through infrastructure and 
capital investments and ñsoftò investments into improved service delivery;   

 Provision of support services designed to maximise the benefit of the investment.  

 
The procurement contract under this measure will finance assistance with project pipeline preparation for the 
grant schemes under this measure and assistance with secondary procurement for the beneficiaries of the 
grant schemes in question. To the extent that business related infrastructure type investments are present in a 
sufficient quantity among project proposals currently in the project pipeline, assistance with project pipeline 
under this measure will focus on strengthening and completing the existing project pipeline which had been 
created through previous EU assistance, as not all project proposals in the existing project pipeline feature 
complete project and tender documentation. Projects listed under Annex 9 represent only the part of the 
pipeline of projects elaborated in the lagging behind regions through technical assistance under the CARDS 
2003 project ñSustainable Development of Areas of Special State Concernò for the Vukovar-Srijem and the 
Sisak-Moslavina Counties and the CARDS 2004 project ĂSustainable Development In Croatiaôs War Affected 
Areasò for the  Lika-Senj, Karlovac, Slavonski Brod-Posavina, Poģega-Slavonia Counties. The full pipeline of 
regional development projects includes also other project proposals elaborated through technical assistance 
under the CARDS 2004 project ñSupport to the management of economic and social cohesion projectsò (which 
were consequently submitted at the call for proposals under the Phare 2005 Bussines related infrastructure 
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grant scheme) as well as project proposals identified as investment priorities in Regional Operational 
Programmes (ROPs) of individual counties. 
 
 As appropriate, assistance under this contract can take the form of trainings (including on-the-job trainings), 
seminars, workshops, information material and guidelines and consultancy advice on individual basis.  
 
Activities eligible under Measure 3.1 ñImprovement and development of rural infrastructureñ of IPARD (IPA 
Component V) will not be eligible under this measure or the rest of this OP.   
  
Selection Criteria 
Formal approval of selection criteria and their weighting will be subject to consideration by the Sectoral 
Monitoring Committee. Principles to underlay the criteria are the following: 

 Projects must be ready for implementation 

 All projects must be located within the lagging behind regions 

 All applicants for business zone improvement must be in respect of an established business zone 
registered by MELE 

 All projects must demonstrate a positive (in)direct impact on employment  

 All applicants must show proof of demand for the planned investment in the form of a feasibility study or a 
letter of intent from tenants in case of improvement of an existing business zone 

 All applications must be in accordance with relevant national strategies and programmes  

 Preference will be given to projects in accordance with county development strategies 

 Preference will be given to projects with demonstrated scope and intent of cooperation with relevant 
stakeholders in order to maximize the impact of the investment in question (for e.g. innovation networks, 
investments related to a cluster, links with higher education, research institutions and the private sector) 

 Selection of projects will be made based on job creation cost efficiency 

 Preference will be given to projects with positive impact on export  

 Preferences will be given to projects which will provide infrastructure for members of recognized clusters 
 
 
Final Beneficiaries 
Final beneficiaries of grants are the following: 

 Regional and local self-government units 

 Regional/local-owned public institutions or associations, public companies owned by self-government 
authorities 

 Regional/local tourism boards 
 
The final beneficiary of the procurement contract is the MSTTD. Recipients of assitance under this contract 
are grant beneficiaries and MSTTD staff involved with the management of the grant schemes.  
   
All beneficiaries must be legal persons and must be non-profit making.  
 
 
Priority Axis 2: Enhancing the competitiveness of the Croatian economy 
 

Measure 2.1: Improvement of business climate   

 
Specific Objectives 
To enhance the competitiveness of the Croatian economy by focusing on improved quality and mechanisms of 
support available to investors and SMEs at national as well as sub-national level.  
 
Description 

The Measure will be implemented through five closely interrelated Operations stemming from positive 
experience with national and EU-funded projects so far. The OP is an occasion to complement ongoing efforts 




