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SUMMARY OF REGIORAIMPETITIVENESS OFHRNAL PROGRAMME

Introduction tahe OP Regional Competitiveness

Withirthe overall aim of ensuring that the relevant institutions of the Republic of Croatia achieve readine
eventual EU membership and develop institutional capacity and practical experience with the managen
investments similar to thosinamced by the European Regional Development Furtti€ EHRQERal
Competitiveness Operational Programme (RCOP) shall serve as a basis for usaugetssioBU pre
assistance for the purpose of achieving the dti@tiggiaf promoting social and economic cohesion within
Croatia, based on an improved overall competitiveness. The Operational Programme (OP) does
accordance with eligible areas defined in the IPA ImplementirigaRe gioéapanrity areas tified in

the MukAnnual Indicative Programming Documerf@vi{BiDatia.

! Commission Regulation (EC) No 0 @tflementing Council Regulation No 1085/2006.
2 Commission Decision C(2007)2566 adopted on 20 June 2007.
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1. CONTEXT, CONSULION AND COORDINATIO
1.1. NATIONAL POLIEND SOCHECONOMIC CONTEXT

The concept of competitiveness is multifaceted and covers a wide-relagedgbatitees, which, among

others, include entrepreneurship, research and development (R&D) and innovation and human resc
(education areployment policies). Following the provisions within the IPA ImplementingdRegulation
the Mukannual Programming Document, the Regional Competitiveness Operational Programme (RCO
primarily focused on the sector of SMEs and R&D and indoeatembly addressing shortcomings at

the national level as well as by investing into growth potential of regional economies, particularly those |
behind the national average. The sustainability of investments is ensured in additestrbgmiaradel inv

the human resources component of competitiviereeggh complementarity with the Human Resources
Development Operational Programme (HRDOP).

The following section sets out the current context of policy areas relevant for the RCOP.
1.1.1Socieeconomic contekt

Interventions enabled through IPA and more specifically those envisaged in the framework of the RCC
taking place in a specific smmaomic context. This context consists of a souadom@mio policy,
significantogiceconomic disparities across Croatian éoamikss number of structural challenges
underpinning economic competitiveness.

Interms ofompetitiveness on the internationat lineetecent period Croatigsibagficantiynproved its
positia. TheGlobal Competitiveness Report2B006 preparégthe World Economic Foranked
Croatia 51, whiclsignifies a leap of 13 places comp#astytear's &lace.

Croatiabs macroeconomi c pos.i toving fiscal stkance, low infeaton, e r |
stable exchange rate and declining unemployn@weénatethe macroeconomic policy mix was largely
adequate, but fiscal consolidation needs to be strengthened, since fiscal and external deficits still
potentirisks to macroeconomic stébility.

Since the mid 90s, Croatia has witnessed a steady growth of GDP and in tB6Qfethe 2M@9&ge

real GDP growth rate amounted to 4.4%. Real annual GDP growth rate reached 4.8% in 2006. GDP (¢
was primaritiriven by domestic demand and consutmp#066, GDP per capita amounied {0 , 704 i
current prices, enabling Croatia to reach around 50%25T sivere GDP per capita (ir?, Rie

preliminary estimates with the grey economy included point towards a level of income close to 60% of 1
27 average.

The unemploymeate measured by the ILO labour survey methodology has continued its steady decline
2000 it amounted to 16.1% and kept falling in order to reach 12.7% in 2005. In 2006 it Yeclined to 1:
Services sector is leading in terms of job creatiora The aver o mi n a | net wage tot
increas®d to 0 629

*Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006.

4 Statistical data used in the document are those aXaitaldea007

5Regional sabvernment level in Croatia.

6 Croatia 2006 Progress Report, the EC, p. 21.

7Croatia 2006 Progress Report, the EC, p. 18.

8 Croatian Bureau of Statistics, Eurostat first releasesw®laethhtCroatian and EU staistice not fully
comparable since Croatia does not adjust GDP figures for the effects of the grey economy.

° Central Bureau of Statistics.

10 Central Bureau of Statistics, Chamber of Commerce.



I n 2006 the export of goods amounted to 04 8.3
2006, exports of goods have been growing faster than importsidientiyoesodigh to significantly
change the exporiport coveragfe.The trade deficit reflects economic growth trends and import
dependence of domestic economic activity.

Structural reforms have been initiated and positive steps can be ndyedayiadidularind the already

strong services secihe structure of gross value added (GVA) shows thathin @006y sector
contributed approximately 7.4% to the gross value added, secondary sector 24.5%, while tertiary ¢
contributed 68.1%he SME sector has been an important factor in the process of structural reform
especially in terms of new enterprise creation.

A generally positive situation and-ecacramic trends are accompanied, however, by structural issues,
which characterithe national economy and are perpetuated at the regional and local level. The rest of
section sets out the situation with regards to key elements underpinning competitiveness of natione
regional/local economies in Croatia. Given the scopalo$aegoonomic disparities in Croatia, the
situation at the regional and local level is set out first, followed by an assessment of the situation charact
the national economy. It is importaoietthe extent to which economic growthveisadl fremised on

same or similar conditions so that solutions to an enhanced national competitiveness to a large extent
and are relevant to an enhanced competitiveness at the regional andihiscaitéevelbtedness of
sectoral, nationaldaregional development efforts is understandable in a country as small and territoria
diverse as is Croatia. It also follows thatutteeand persistence of ®atinomic problems and regional
disparities in Croatia can only be effectively addresgbda combination of horizontal and-territory
specific development incentives. This Operational Programme offers scope for precisely such an approa

Socieeconomic disparities within Croatia are measured statistically at the level abhatadedind reg
government units. There are 21 regiogalseaiiment units, called counties, of whicther@ity of

Zagreb holds a double status of town and county. There is also a consistently growing number of local
government unitsowns (136nd municipalities (429), with a fivefold increase since 1990. Counties, town
and municipalities have their own (elected) representative and exééutive bodies.

A comparison of taBP per capita (in PRIP)county levedhows wide discrepancids D04the most

developed county had a GDP per capita 3.2 times higher than did the least'@&heldpezk anest
developed locations in terms of GDP per capita are the City of Zagreb, the County of Istria and the Col
LikaSenj (Annex 1). Beytrese, only the County of Pri@orgki Kotar has reached the GDP per capita
level above the Croatian average. The least developed counties-GrigevundagSlavonski Brod
Posavina, where the GDP per capita levels are less than 60% ofatreragsiofhatording to Central
Bureau of Statisticempared to the EU25 GDP per icepii@4, Croatian counties range from 81% of the

EU level in case of the City of Zagreb, to 27% in th8hjekoaad the Bi#ddsavina Countitishas to

be notedhat GDP at county level is difficult to calculate with sufficient accuracy and therefore presents
an indication of the level of economic development, which needs to be viewed in the light of other re
economic datak-or this reasoegionalidparities areesout in detail in Annéxatross four development
indicatorsGDP per capita, change in population, educational attainment, and unemployment rate.

11Imports of capital and intermediate goods comprise 60tp&atanports with additional 15% of imports related to

the imports of energy. These categories of imports are also the main generators of its growth.

12The criteria for determininggeefrnment units, the scope afoselfnment and funding sewee specified by

the relevant legal aétst on the Territories of Counties, Cities and Municipalities in the Republic of Croatia (Offic
Gazette no. 10/97, 124/97, 50/98, 68/98, 22/99, 42/99, 117/99, 128/99, 44/00, 129/00, 92/01, 190/D383/02, 25/03,
i 175/03)Act on Local and RegionalGeiérnment (Official Gazette no.33/01; 60/01;129/05); Act on Financing of
Local and Regional -&alffernment Units (Official Gazette no. 117/93, 69/97, 33/00, 127/00, 59/01, 107/01, 117/
150/02, 147/03).

13Source: Central Bureau of StafsseedAnnexilTable 24)

14For example, the seatonomic situation inlifk@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 welyeeblmtddea st of

the country) is an unfavoudshteographsituation, confirmed by data from the last availablesuger

period (1992001) . A wi despread depopul ation process
five counties the population size either growing or stagnating; in all other counties the trend is negat
mostly so in the County of3éké where depopulation grew by 34.9% during the census period. A trend ¢
ruralurban divide has also continued. It istetisedcby a growing concentration of population in Zagreb
and a few other macro regional and regional centres and narrow coastal areas, while other regions are
depopulated. The natural population decline du20911849&8ome rural areas wasxapyately five

times higher than the national average.

Map 1: County (regional) sgvernment units in Croatia

Vukovarsig

Population disparity varies significantly across Croatian counties and between the capital and the rest
country. Population density of the City of Zagreb is thus 7.5 times higher than in the second most pop
County (MelLimurje), and 15.5 times ?hlftgelCayrof t han
Zagreb is exempted, the ratiopofigtion density of the least populated cousBgn(lika the most
popul ated county (MelLimurje) stil!]l remains at

As mentionechetre isa i r ect and reciprocal relation betwe
econonai opportunitiesnteérprises and other legal persons contribute significantly to local revenues and tel
to be situated in the most populated Ageaat number of counties and municipalities in Croatia face the
problem déck of development fundsieprecisely to their small tax base (number of inhabitants) on which
manyof these units are reliant upon for local income.
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As a consequence, local and regionpdveetimenisespecially those in thealted Areas of Special

State Concéf(see tabld2)i 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 refl
scope of policy decentralization. The Government haggsieg #udrissue since 2001 through a project

of pursuing an oveaaiinistrative decentralizatidefforts are currently complemented with partner and
expert input in a number of sectors (health, social care, environment, education, agpewityiye, fiscal

in the framework of a Decentralization Commission charged with the implementation of a Frame
Decentralization Programme ZU0A

Another element underpinning cohesive growth across a territory is the availability of edhetation and the |
education attained across Croatia. In the Third Cohesion Report the EC recognized advanceme
educatioras a crucial factor in development and transition towards modern and high value added produc
Whereas the Croatian labour force v@lyelatll educated and trained, very significant disparities exist at
the level of counties. The City of Zagreb has the highest proportion of inhabitants with higher educ
compared to its total population (16.8%). Most people with higher eduasgiendities, which offer

better employment possibilities. The concentration of educated people in the City of Zagreb is outsta
Zagreb attracts almost twice as many highly educated people than any other county.

Given these trends, it is n@irising thagignificant disparity imnemploymentate across counties

exists. While the most developed counties show relatively low unemlopmearedtés the national
average (which in 2005 amounted tol19t¥deast developed counties lEgbvwunemployment rates.

The lowest unemployment rates are featured in the County of Istria (8.8%) and the City of Zagreb (1
while the highest is noted in the County of-StijeongB3.6%)

Broadly correl ated weandGDP lisehe mumhend firnessData enrthe loaatjom e
of economic activity on the county level, measured in terms of registered busigebsEss shows
concentration in a few major urban cerdrestheir surrounding areas. Economic activity is, therefore

great extent linked to larger urban centres (Zagreb, Split, Rijeka) and areas that gravitate towards ther
lead belongs to the City of Zagreb, whose share in the total number of entrepreneurs in the year
amounted to 33.1%. Another exisethe Lik&enj County, where this share wa¥®, G@dved by

P o g eStpkonska county with share 0f°0,7%

Quantitative figures on firm density across Croatian counties reflect also the more qualitative figure
regional entrepreneurial activesesseasured 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
remained mostly uncharigedith Zagreb and the surrounding area, as sté#, &2rimorje and Gorski

Kotar holding first and second place, while Slavonija and Baranja, along with Northern Croatia remain
bottom.

In terms of realised income, in 2006 entrepreneurs from the area of the City of Zagreb contributed
51.7% to Croatiabs tot al profit from the entrepr
LikaSenj County to 4.8% in Istria County. Only six counties contribute considerably to the results of bus

5 The Areas of Speciale&s@bncern are defined by the Law on the Areas of Special State concern (Official Gazet
44/96 and 26/03. These areas include the local selfgovernment units (municipalities and towns) which have
occupied during the Homeland War and those conditelectloped based on the economic, demographic and
structural difficulties criteria as well as special criteria (border and areas contanmmags)l. with land

16 Administrative unemployment rate, (see table 22).

17 Administrative unemployment rateglfkeg).

18See Annex 1.

19FINA, "Analysis of the financial resuitsepienueuny counties?2006

20FINA, "Analysis of the financial resulteepfenueuny countie2006
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activity in this sector on thenatilevel. 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 grow
recorded iten countiesindicatindeterioration of business activity effeehessin those counti€s.

Similar disparities regarding economic activity are revealed in observing cpossyvadia added

(GVA). One third of the total GVA is created in the City of Zagreb. At the level of economic sector:
dominance diea City of Zagreb becomes even more obvious. Almost half of the GVA of the financial
business service sector, mining and other social and personal services is created in the City of Zagrel
capital is followed by the Pri@orjgki Kotar, Sfiddmatia, Istria, and Odsjekanja counties. The least

GVA is created in the Counties 8 Eikaj , -SP @ § ® g &-Knin ,and GirobitRaudravina only

2% of the national tétal.

In addition to significant-adenty disparities, thet@visry high level of disparitiegthin countiesas

well. Disparities in terms of geographical, demographic, economic, social and other indicators are
significant at the level of municipalities (legadesathent units) than of counties. Morecieer, so
economic disparities across Croatian counties continue to widen # most cases.

Another significant element underpinning (and perpetuating) the trend of regional disparities is the leg
the Homeland War (12995). The war affected much afuhtrycand consequences continue to be felt in

a number of counties, whose local communities have since been targeted with special Government st
Nonetheless, the semonomic situation continues to be the most critical in precisebll¢ubseaso

of Special State ConcgRSSC). On top of challenges common to madtafmoareas in Croatia, the
ASSCs face the additional challenge of an unresolved legangroélaensuring the return and the
peaceful and sustainable integrationrefwgees. These challenges result in a numbeecrsaTic

problems in the ASS@gluding insufficient entrepreneurial capacity, lack of comprehensive busines
support, destroyed or inadequate business other infrastructure essential tdabdatomc re
contamination of large areas witmiaad, insufficient social reintegration, lack of a coherent and consistent
approach to economic revitalisation and ineffective partnerships for local economic development.

Prospects of economic gramtlhor revival are further limited by a limited endogenous economic potentia
Depopulation has had a negative effect on the structure of the population in these areas, which is mos
and/or lacking skills satisfying higher market end needsbabe iSMEarce and economically weak,

even though it carries economic growth in these areas. Many of the employees made redundant as t
industrial sector in these areas contracted in the 1980s in fact found new opportunities in the SME se
mucHarger wave of entrepreneurship followed the end of the war and the local economy began to rely
upon smallscale activities as the main job generation mechanism. However, tHE &g stqpesif

new small enterprise creation appears tevhavewtkoriented enterprisesnstead, it is characterized

by Al ow entry barrierd SMEs engaged in trade,
most atisk social groups, which have few resources, skills and opportuniiige toomeogeowth

oriented activities.

The remainder of the section gives a brief assessment of the situation with regards to the competitiven
the Croatian economy in general, particularly of those elements and areas of investméPrelevant to this

The relative importance of the SME sector in Croatia has recently increased, ashte [Bdénsector
significantcontributor to employment and G@QRit of the total number of registered business entities in
Croatia 99,4% are SMEs, whitipares with B3 where SMEs account for 99.6% of enterprises. The

21FINA, "Analysis of the financial resutsepfenueuny conties"20032007.

22Central Bureau of Statistics. see Annex 1.

ZANew approach in development | evel assessment and
Annex 1.
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sectoros contribution to the GDP has bedn con:
while its contribution to export reached 60% of total exports.

In 2002, the larggsbportion of enterprises was concentrated in the trade sector (42.5%), followed I
property and renting (16.8%) and the manufacturing sector (14.6%). Trade appears to have reached ¢
and the data for 2003 show that it is declining comparededgthrsetier2003, the average net salary in
medium sized firms was 10.5% lower than in large enterprises. The equivalent figure was 24.8% lower
case of small firms, partly due to lower productivity and/or competitiveness in attractingf and employ
skilled labour force. On the other side, the available financial information suggests a positive trend conc
profitability which has been increasing from realising a loss of 16.5 MEUR in 2003 to obtaining profit of
484 MEUR in 2005.

The $IE sector in Croatia has played an important role in industrial restructuring, competitiveness
innovation, and in generating new employment. It has also been able to absorb a part of the many work
off by large enterprises, which have gomgh thrpuocess of downsizing. In 1991 large enterprises
employed 75% of the labour force in Croatia, but only 478AirtH063me tirBMES have steadily
increased their share of employmerdabout 64,7% (including the craft sectory’jm20d6istill lower

compared to the EU15 figures (65.7%).

Table 1. Number of Enterprises (149Hb)

Entities 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Crafts 84,779 85,120 84,910 87,613 91,847 94,727 97,837 101,844 103,511 105,274104,35
Coqeratives

1,125 1,042 972 728 693 705 801 903| 1,081 1,292 1,44
Small and
medium
companies
SMEs 61,5824 64,231 61,504 59,399 60,509 60,801 62,841 67,929 68,019 68,856 78,06
TOTAL SME

147,484 150,399 147,384 147,739 153,040 156,239 161,474 170,674 172,67 | 175,424184,30

Sources: Central Bureau of Statistics, Financial Agency and Croatian (Zaftg Register

In describing the situation of the SME sector in Croatia the European Commission highlighted a challe
insufficiently deveddgbusiness environment. Some of the enterprises related indices dhereation
of new enterprises and the gross firm formation rate, reflect the opinion given by the Commission.

In the observed periodtth@ number of SMEs has been slowlseasing While the number of crafts

has increased consistently, the number of SMEs and cooperatives experienced a decline prior to a reco
2001. From 2002 the positive trend-assineed and the number of new businesses has been growing
constantly.

24EC Regular Progress Report 2005.

25FINA, "Analysis of tharicial resultsesftreprenueuny counties20032007

26FINA, "Analysis of the financial resuitsepienueuny counties20032006

2"FINA, "Analysis of the financial resuitsepienueurs for year 2006", (2007)

28Data from FINA incladsdts which are obliged to pay profit tax, compared to companies which are by default profit
payers.
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In terms of the type of entrepreneurial activity among the adult population, #tseoiseesdriie

Total Entrepreneurial Activity (TEA) Index for beginners and new entrepreneurs in Croatia has growr
3.62% to 6.11%krom 2002 till 2006 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 numtk
entrepreneurs out of necesggystill greater than the number of those who Ipéegoreneurs because

of a recognized business oppoftunity.

Table 2: Selected indicators of entrepreneurial activeness: Croatia in European perspective

2002 2003 2004 2005
TEA, entrepreneurs, less thar EU 51 4,87 5,12 5,26
months active Croatia 362 3,56 3,73 6,11
Croat 4412 12/13 14/17 5/16

rank
Entrepreneurs, more than 42| EU 5,38 5,23 5,45 5,74
months active Croatia 2,17 2,35 2,15 3,65
Croat 4419 9/13 16/17 | 15/16

rank
Motivation TEA EU 4,13 3,99 4,00 4,13
Opportunity | Croatia 2,15 1,74 2,04 3,92
Croat 4ono | 1213 | 1717 | 1516

rank
TEA EU 0,65 0,76 0,92 0,87
Necessity Croatia 0,85 0,59 1,57 3,09
Croat .4, 5/13 3/17 1/16

rank

NB: Across the different years the number of countries included in the metlesdolegicaas varied, hence the
variation in terms of ranking.
Source: Global Entrepreneurship Monit20@8@@r Croatia, CEPOR, 2006

A potential source of enhanced knowledge anidigroefttompetitivenédsr Croatian enterprises is

Foreign Direct InvestmeEDI). FOs becoming an increasingly important factor of development, in terms
of job creation as well as of improvement in management and technological advancement. The largest
FDI has so far tablen the form of Abrown field?o

Another characteristiEDIwitnessed in Croatia is its geograpttientration in more developed areas
particularly in the capital (see Table 9 latevemtprs favour areas with a sufficiently developed basic
infrastructure and a skilleduaforce. Despite Government incentives for businesses in disadvantaged are:
(ASSCs), they still face difficulties in attracting significant investor integeated FDI policy is,
however, emerging.

Innovation and technological-koawwhichre the most valuable aspect of incoming FDI, are parallelly
pursued through the nati®&D and technology policR&D and high tech are the undismyted k
element of economic competitiveness:ariaritet! R&D results in commercially exploiteafi®riisno
applicable to business (including SME) and essential to enhancing the value added and the competitivel
the private sector.

Whereashe R&D and innovation sector has evolved considerably in the last 15 years, Croatia still lags be
Europan and international competitors. There are several reasons for this gap. Compared to other tran

22 What makes Croatia an entrepreneurial -200%ufart ry? |
Cr o & €Center dor SME Developfelity (CEPOR), Zagreb, 2006.

30t means that in 2002 there was one entrepreneur on every 30 adults whereas in 2005 there is one entrepren
every 16 adults.

310n TEA Necessity, with a figure of 3.09 Croatigplasidscé6mpared to onfy[@ae oTEA Opportunity (2.92).
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countries Croatia has a low level of employment in the-ikbendregservice sector. In 2006 only 4.4 %
workers were employed in that sectoaredrgp5.6% in 26, 7.5% in Slovenia, 8.0% in Slovakia and
6.0% in Hung&&/Croatia has also a relatively low share of employment in the high-lsigh medium
technology manufacturing sector: 22.1% in 2006, compared t0-33,@% 25%Un Slovel47% in

Hungary, 25.01% in the Czech Republic and 24.9% it Bhevpkialic sector thus employs 90% of all
researchers and allocates almost 90% of total investments into science and research, whereas 10%
institutesd raovelntuiess @nmde 6é&n weds themd from rese:

The Croatian gross domestic expenditure on R&D has been increasing steadily over the last few yi
reaching 1.22% of GDP in 2004. While this is somewhat higher than the 0.62e0diGD¢ reave

Member States, it is still insufficient considering that it falls significantly s2@®dvarége Bf)1.85%,

which was reorded in 28Q4should be noted that Croatian R&D statistics possibly exhibit limitations whic
impact theatia provided on gross domestic expendituredon R&D.

Table3Cr oati ad6s gross domestic expenditure on R&D

R&D Intensity

2001 2002 2003 2004 2005
Gross domest 1.07% 1.12% 1.11% 1.20% 1,0%
expenditure on R&D
% of GDP

The Croatian busingsstor expenditure on R&D is particularly low. In 2004 Croatian business sector spe
0.51% of GDP on R&D, compared to 1.18%26# @tJthe other hand, the expenditure on R&D in the
Government, the higher education and {irefitsectors matcheel tbspective averages iR2&X)

Data for 2062004 show that business sector expenditure on R&D in Croatia is growing at a rate significe
higher than is the case i¥2&EUn absolute values, however, the expenditure on R&D per inhabitant in 200
showg significant discrepancy not only between CroatidsruliEalso between sectors in Croatia. In
2004 the business sector in Croatia spent almost 9 times les@3harherdad government and higher
education sectors spe#tidnes less tharEid2538

The composition of business versus public/government sector expenditure on R&D is rather unfavourak
clearly points 'odominance of the public over business sector R&D expenddurthe sake of
comparison, in OECD countries 62% afagnaessic expenditure on R&D is financed by industry and 30%
by governmetit.

2EURGTAT

BBEUROSTAT

4EUROSTAT

35 Several facts need to be considered. deéirspgnies with less than 100 employees are not considered in some
statistics. Accordingly, there is no inclusion of new teabedI@MEs ihet statistics. Secondly, some public
institutions partly involved in R&D couttttéleipenditures as R&D (e.g. hospital centres). Thirdly, there might be
incorrect entries due to a different interpretation of instructions (eg. purchase dfincitenpuisedofor
administration, may be declared as a R&D expenditure and therefore taken as part of GERD).

S36EUROSTAT.

37In terms of R&D expenditure per inhabitant Croatian business sector spends almost 9 t2besviesg timan EU
other sectorsethatio is somewhat better (3.5 times less in higher education sector)

38EUROSTAT.

39MSTI: 2006/2
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Table 4Total intramural R&D expenditure by sector performance

Gross Domestic Expenditure on R&D

2001 2002 2003 2004 20030
Business sector 41.56% 42.66% 39.12% 41.65% 41.25%
Government sector 22.65% 22.26% 21.97% 20.92% 24.02%
Nonprofit sector - - - - 0.13%
Higher education sector | 35.79% 35.08% 38.92% 37.43% 34.6%

SourceCBS: Research and Development, Annual repe2@93001

In order to make tR&Dinvestmentnoremarket orientedt is necessary to establish better linkages
between higher education and research institutions and industry. The Government intends to impro\
situation by restructuring public research institutions and adoptingdawntapphmgch to pubkcly

funded research activity.

Anot her cause of Croatiaods | aggi ng Insufiigientd i n
awareness with regards to intellectual property rights protestibough the intellectual prajgnty

system is well developed compared to othétf Southpean countri es, Croati
intellectual property rights protection (67th out of 117 countries) is consideredrelatively weak.

Effectiveness of R&D is also premiseckssilility and quality of R&D and higher education infrastructure.
While the latter is relatively present in Croatia, it is unevenly spread acrgédiigberoenhication,

scientific and research institutions are mostly located in devedbpled eveatry (Zagreb, Rijeka, Split,
Osijek), adding to the competitive advantage primarily of those areas. However, since 2004, there has |
tendency for establishing new higher education, scientific and research institutions throughout the
cauntry, including disadvantaged areas. As a result, three new Universities have been established (Uni
of Dubrovnik, Zadar and Pula) as well as several Polytechnics, mainly in disadvantaged areas (Knin, V1
Gospi I, Gi beni k, P o (Eeeg though3he existng isskitution8areolatated In fidger v
cities, they now cover wider akgiag) to the establishment of studies or departments spread out throughou
the countrfEnhancing the quality of seoffiesed by these educational institutions should in the longer run

l ead to a decreased depopsstieaetopedarecas. at e i n Croat

1.1.2. Policy context

Theregional competitiveness agenda consists of multiple, interrelated policy agendas falling under the !
of a number of state administration bodies ini Ghustiain charge of regional developmé&nt, SM
development, technology, innovation, R&D, information and communication technologies (ICT). As it st
current policy context, this section assesses policy evolution in these sectors in the context of EU acc
and suggests issues requiringrfurevement.

Regional Development

Compared to sectoral, horizontally pursued policies, regional development aims at a coordinated pur
sectoral policies in order to achieve a reinforced positive effect on a particular (undeveleped) territory
approach to regional development in Croatia thus combines direct support to SMEs as wel as support f
government investments into busatates] infrastructure (including R&D, technologicatedaigdCT
infrastructurd) two policy areas oradly under the scope of the Ministry of Economy, Labour and

40 Nonprofit sector has been included in the coverage since 2005.

““Worl d Economic Forum: AGIlobal Competitiveness Repo
42The R&D and higher edutaggotor consists of 26 public institutes, 13 private scientific institutions, 6 technology ar
research and development centres, 11 research centres in industry, and one military research centre. Additionall
are 7 universities, 16 public coleggmlytechnics, and 16 private colleges and polytechnics.
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Entrepreneurship (MELE) and the Ministry of Science, Education and Sports (MSES). Along with inve:
support, the national approach features fiscal policies (under the domain aff Bireahtejsay well.
The current approach to regional development is set out below, along with reforms envisaged.

TheMinistry of Sea, Tourism, Transport and Development (MSTHEDJentral government institution
responsible for regional developwianytin 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 re
development policy, proposing changes in the regional development syatagemroposing and
harmonizing implementation of measures, programmes and projects of state aid, and assessing
performance. Implementation of several laws regulating the development of regions lagging behil
development is also under thpesaf MSTTD.

Three MSTTD Directorates are competent for activities dealing with regionaDilevelcgimdot:
Integrated Regional Development, Directorate for Islands and Directorate for Regional and Local
Infrastructuré®, Because regional depelent is pursued through a-sea$sral approach, MSTTD works
through inteninisterial working groups, whose work it also coordinates.

The types of activities making up regional development efforts in Croatia are regulated by a group of leg
cancerning assistance to development of areas of special state concecalldthesgiosal acts (even

though they are mostly implemented at the local, municipal lee)Attahimd&reas of Special State
Concern, the Act on Hilly and Mountasnbreas, the Act on Reconstruction and Development of the
Town of Vukovar, The Islands. Aatcording to the mentioned legislation these areas, designated at NUTS
V level, include the Areas of Special State Concern (ASSC), Hilly and MountaincarsdAstasddiMA)

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 ct
funding to the development of specific areas in Croatia. Tleegatbbosal iapproach, which presents the
MSTTD with a significant policy challenge of ensuring a coherent pursuit of regional development. The
of this challenge becomes obvious from the high numbeg@ieranteait bodies competdat the

prepaation, programming, implementation and monitoring of programmes related to regidfhal developmer

A particular contribution to regional development is Begiohtiddevelopment Furdhe Act on the

Regional Development Fund established the2Bxd riegulating the financial support for encouraging
coherent development across Coadiistance is aimed especially at the developmédatroareas,

sparsely populated areas, ASSCs, islands, hilly and mountainous areas, bordettastas;tarabs wi
difficulties, and areas whose GDP is below 65% of the nationEheaveradedmances projects

related to infrastructure which is essential to economic growth as well as other economic projects whi
costeffective, environmeytéliendly, based on domestic resources and result in greater employment
Projects need to have been envisaged in the re

Besides central government bodies there are administrative bodies (administrative dejgagjnents or sel
withinselfgovernment competencessponsible for issues of regional and local develocpomaigsn

“The development of islands is pursued within the |
transport and maritime safety.

44They are the following: Regional Develbpneeritund for Development and Employment, Fund for Reconstruction
and Development of the City of Vukovar, Ministry of Finance, Central State Administrative Office for Public Admini
Ministry of Agriculture, Forestry and Water Managemeot thirtistopomy, Labour and Entrepreneurship, Ministry

of Environmental Protection, Physical Planning and Construction, Ministry of Science, Education and Sports, Mir
Health and Social Welfare, Croatian Employment Office, Croatian Bankction Recobstvelopment, and the
Croatian Bureau of Statistics.

45 The Fund can receive funds from the State Budget, privatisation -tecomigorideagloans from financial
institutions, bilateral loans, grants and other sources. In practiceddjes iSti#teoBly resource for the moment.

46 Infrastructure projects in territorial units whose financial power (per capita budget funds) is below 65% of the n
average may receive a grant of up to 50% of the investment.

18



and in a number tofvns While there is no legal obligation of setting up a body in charge of regiona
development, such bodies exist in moses@nd many towns and are the reflection of the perceived
needs and possibilities of counties, towns and municipalities. They usually take one of the following
development agencies; entrepreneurship centres supporting SMEs with lognsseonooss)tanc
information, vocational training and entrepreneurship promotion centres; technology centres, etc. With r
to development agencies in particular, it should be noted that their span of activities, their level of perfor
and experienceryaignificantly, as does their ownership structure (one egowerensefit units, other
owners) and mode of operating (commerciatfgrqurodit).

These regional and local economic development institutions have a more or less desfeloped degri
partnership and cooperatiamong themselves and with central government institutions. To be noted is th
recent initiative launched by tted/dri n County Devel opment Agency
association of development institutrmatian Initiative for Development (Hrvatska inicijativa za razvoj,
HIR). HIR will represent a great number of development institutionthizaouadrgsdealing both with
regional and local development and with SME and business support. Following the official agreeme
Croatiabs NUTS 11 statistical regions with EUF
among Regional Depehent Agencies have recently been signed, covering the Pannonian Croatia NUTS
region and the Adriatic Croatia NUTS Il region.

Another player in the developmental institutional networknattitmalsldvel is the network of county
offices ohe Croatian Employment Service. A similar network has been set up by the National Counci
Social Partnership in otdegather county level employers and trade unions, in an effort to address loc:
issues of soemonomic development.

The regionakdelopment legislative framework in Croatia does not contain a unitary legal act systematic
addressing regional development issues. The number of acts on underdevedfieetbdraleaar
makes Croati abs rfegreneadraaditiod,e¢he eutramtpappeoach dopsmbt takeynto
consideration specific development needs and p
Counties, which share a border, and consequently the development problems and potentials, w
neighbouring country. A policy affalysisi er t aken in the context of th
Capacity Building for Regi onal-acthe pokcy mepdmtworbé 0 h
established, and more attention placed anessistasures with a more direct economic impact.

Another issue that needs to be addressetiaszinatal and vertical coordiriatipalicynaking and

policy delivery. While the main responsibility for regional developmem¥lii@stryittdee Tourism,
Transport and Development (MSTTD), a number of linemdnistiegions are directly responsible for
measures with a territorial impact. The policy development, programming, implementation and evalua
these measures and progesatl under the scope of individual line ministries.

In light of significant disparities in thesmuimnic performance and the well being of the different areas in
Croatia, and also of the prospect of using EU Structural Funds upon acoessiorerthde@ided in

2004 to address factors creating and widening disparities between regions by making balanced re
development a national priority. Assisted by the project CARBS 2082t egy and capac
regi onal , tthee M3 D, inpcomsuitatiom with the relevant line ministries and partners from the
regional and local ggl¥ernment level, economic, social and civil sector, have grajpavedicnal

Strategy for Regional Developméntshort, the goal of a policynré$on practive, systematic and
integrated regional devel opment policy, cover.i
areas according to a uniform set of criteria. New policy tools and structures would ensure a more effi
objective and inclusive approach and emphasize economic measures, which coetingenio socio
development in a more direct manner.

47 Project documénAnalysisf regional development in Croatia; AnAeralgsis of legal framework
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Inthe meantimeunt i esd6 capacities with regard to regi
througlwork on the salledRegional Operational Programmes (RR®¥s were first designed in eight

such counties and then the practice was expanded with Government (MSTTD) support to other cou
Today almost all counties have a ROP and are abletseegeditit and channel national, EU and other
donor funding for development projects.

Small and Medium Enterprises (SMES)

The Ministry of Economy, Labour and Entrepreneurship (gEh&)entral government institution in
charge of implementihg nhational policy in the field of SMEs. TMi ni stryos respec
Afentrepreneurshipdo sector |l ies with the SMEs
Investment Promotion and Export Directorate.

The SMEs and Cooperativesectorateimplements measures and activities for the development of
entrepreneurship through promotion, education of entrepreneurs, technical assistance, local finar
institutional capacity building and commercialisation of innovations. uliagéso cerstering and
networking of entrepreneurs, implements measures for the development ed&iviivesidraproves
entrepreneurial and managerial skills, undertakes the harmonization of legal framework with EU regul
and implements measuoe internationalameration and export and investment promotion.

The Crafts Directorafecuses on crafts development, registration and vocational training. It implements a
coordinates measures and activities for the development of the, gpadtmatest crafts at international

fairs, makes proposals for laws and regulations, provides interpretations and explanations related to la\
regulations, monitors implementation and ensures execution of laws and other regulations.

Investment Promioh and Export Directorapeerforms the tasks that refer to the elaboration of the
investment promotion and export strategies and their implementation, the development of free zones, in
zones, clusters, technological parks and districts, dtienebimabstacles for investments and regional
development. The Directorate makes proposals for the implementation of economic policy measures air
enhancing domestic and foreign investments for the purpose of regional development. It implement
activities related to advertising and promotion of conditions for investing in the Croatian economy ar
security of such investments, and it participates in tasks related to international projects, etc.
responsibilities of this Directorate &lske ithe assessment and approval of the use of incentive measures.

In performing these tasks, the SMEs and Cooperatives Division cooperates with other g&vernment bo
regional and local -ggi¥ernment units, institutions and associations ofeengrephnene is in Croatia in

fact a long tradition of representation of SME interests, at both the natiorstahthevelibvarious
interests of the private sector and/or the SMEs more specifically are thus represented through the Cr
Charber of Economy (HGK), the Croatian Chamber of Trades and Crafts (HOK), Croatian Emplo
Association (HUP), Croatiaop€matives Association (HSZ), Association of SMEs, Croatian Exporters
Association, Women Entrepreneurs Association etc. In thralpgsarsethese institutions have grown in
importance and asserted themselves as partners in the policy making process. Dialogue with the Govel
takes place in fora of secamomic dialogue such as the Economic and Social Council (tripartite body
facilitating dialogue between the Government, business and trade unions), and the National Competitiv
Committee, as well as in the relevant Cofffmiittee<roatian Parliament. Some more detail on the more
relevant of these pafiking partnergyisen below.

48 Otherministriesactive in supporting SMEs in their respective sectors include the Ministry of the Sea, Touris
Transport and Development (MSTTD), the Ministry of ScieooerigidBpatits (MSES), the Ministry of Agriculture,
Forestry and Water Management (MAFWM) and the Ministry of Family, War Veterans and Intergenerational Sc
(MFWVIS). Othaublic bodiesactive in the SME policy field are: Export and Investntient Agemxy, Fund for

Regional Development, Fund for Employment and Development, Croatian Bank for Reconstruction and Developm
49Finance Committee, Committee for Economic Development and Committee for Labour and Social Policy.
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In addition to MEIle Croatian Agency for Small Enterprises (HAMA)implementing authority for

the 2002008 Development Programme for Small Enterprises. With its 25 employees in its office in Zag
HAMAG is beginning to widescope of activity. So far imfasly run financial incentive scliemes

issuing credit guarantee funds and mutual guarantee funds. It has also implemented activities relat
business advi sor y supmon iwn this arsa.is dtihmugk pregrarvhies suéhsas
APromotion of entrepreneurshipo and fAEducati or
Programme for Education and Devel opment of S
consultant certificatiarfitancing of consultant seragicdsmonitoring of the above system. Starting from
2007, HAMAG began to take over a number of MELE mainstream programmes: improvement of bu:
support infrastructure (business centres, regional development agpneres)rship of target groups
(youth, staups, disabled persons) and support of student cooperatives and student enterprises.

Promoting the development of SMEs also falls under the competeGoeatian tikank for
Reconstruction and Development@RBWith the seat in Zagreb and five regional offices in Split, Pula,
Rijeka, Osijgknd Gospi | , HBOR directs the majority of
improving the sources and conditions of finance and introduction of new financial products and mod
finance. Working closely with commercial banks, it suppmTenteg 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, s
for the development of networkinglustdrs is carried out mostly by MELErogten Employers
Association (CEAjas been active in that regard as well, stimulating various sectoral cluster initiatives.
Centre for Clusters within the CEA is in fact to become a part of the EurApigacelus

A policy discussion forum for the competitiveness ag&tataisatieompetitiveness Counftiinded

in 2002 with the endorsement of the Government. It enables dialogue between public and private stakel
(government, trade unitnsiness and academia) on issues affecting the competitiveness of the Croatic
economy and the business sector in particular. Of particular relevance are the 55 recommendatiol
enhancing competitiveness which the Council put forth in 2004 amché¢hé &@lopded as an integral

part of reforms and economic development policies.

Croatian SME policy relies also on inpupbilicy thinktank the Centre for SME and Entrepreneurship
Policy CEPOR CEPOR specialises in -8N#ed issues and hasrtiission of publicly advocating SME
interests. It acts in-aperation with other stakeholders, for example in drawing data from the Glob:
Entrepreneurship Monitoring Project or making recommendations to increase competitiveness and deve
capital arket.

The rest of the section sets out the actual SME policy. SMEs in Croatia are defined by the Small Bus
Encouragement Act. dbénitioslightly differs from the EU definition of SiviBarily in terms of the

size of the annual turnover anthgal balance sheet of business entities (see table inTAareiB).

policy area is regulated by the following ledgahatitBusiness Encouragement>Adtrafts A&,

Companies A&t Cooperatives ABt Accounting A&t State Aid Aegt andthe Inestment Funds

Actb(see Annex 4).

S0 OfficiaGazettema 2902 and 63/07.

s1OfficiaGazettema 77/93, 90/96, 64/01, 71/01, 49/03, 68/07.
s2OfficiaGazettema 111/93, 34/99, 121/99, 118/03, 52/00
s30fficiaGazettema 36/95, 67/01, 12/02

s4OfficiaGazettema 146/05

S5OfficiaGazettema 140/05

56 OfficiaGazettena 107/95, 150/05
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On the basis of the Small Business Encouragement Act, in 2004 the GovernmefiMiitiopted the
Promotion Programme 2@@D8which is aligned with the European Charter for Small Enterprises. The
Progr amme 6s aahced developmerst of athre eCrodiian territory, creation of a positive
entrepreneurial climate, increase in the number of SMEs and increase in employment. It defines develc
guidelines, incentives, entities implementing incentives, activities andirsaucee implementation
periods for individual incentives, and methodologies for monitoring their implementation.

On the basis of the rauitiual Programme, MELE adojisnaral programme implementation plan

the current one being the 2007 @pat&lan of SME Promotion. It comprises of individual incentives and
activities/projects, sources of finance and payments procedures. Entrepreneurship Promotion Projects i
cover entrepreneurship crediting, investments into business infrastpuctoatioan education in
entrepreneurship, support to cooperatives, trades and crafts as well as competitiveness (including ma
promotion, new technologies, innovation, quality and cluster development).

In its pursuit of measures supporting BIEEE, adopts a generhbyizontal approachSupport

measures (including for enterprise zones, research grants, etc.) for the most part do not have a sectoral
An exception is the tourism Seatat the wood processing inéfisttyich benefit fronore targeted

support from other line ministries.

During the period 22006, MELE invested 396 million kunas (ca 53 MEUR) into various programmes f
SME promoti®hThe breakdown of funds across the progfasap@sting SMEs during 2006

showshat the majority went to provide subsidies to loans, largely capital investments, equipment, inves
and developing business activity -indrmeing. Next came incentives for export oriented SMEs. A smaller
amount has been allocated to SMEs tobobia@ss services. Several things are worth noting. Firstly,
Croatia is also the only country in Southeast Europe with programmes enhancing SME competitivene:
export capackySecondly,irsce the adoption of the last programme for SME suppdtidra28ae

size of SME grants has been increased. Erddiiniineshave been increasehd now include new

target groups such as women and youth. Overall, the effectiveness of direct support to SMEs has
improved. Thirdly, there is for thebdiimgno clear system of monitoring and evaluatibmhese
interventions and it is therefore difficult to assess their impact.

Microcreditingprogrammes are primarily coming from international donors (Catholic Relief Services, US/
Soros Foundatidhjough credit unions. They have rather a social inclusion character and are implemen
most !l y i naffeCtedoaedasi ad6s war

There are also public guarantee funds implemented by the Croatian Agency for Small Enterprises (HA
HAMAG grants guarastéor loans given by commercial banks and other creditors focusing on financir
fixed assets and working capital. The value of
different types of SMEs and under different conditions for SMgsdepentirritory on which they
operate. The list of programmes is as follows:

o ANew ent r eupsroperang less than & years; t

o AiGrowth and developmentod: entrepreneurs oper

o AAreas of speci al Iosdtedin Areas af BpeaalState Coneemt r epr ene

57Implementation is conducted through two programmes of subsidies for SMEs: "Incentive for success" and "Prog
for tourism development in the SMEs" Credit lines in SMEs are implemented by HBOR.

58 Operational Programme éb#velopment of Industrial Wood Processing, approved by the Government on 12th Ju
2006 containfinancial support measures for R&D, environment protection, SMEs in wood processing industry.
59Source: 2007 Operational Plan of SME Promotion.

60 The fundsn 200 006 supported projects AENntrepreneur o, A N
Mi nistry of Family, Wa r Vet eranséd Af fairs and I n
Entrepreneur shipost afndn disSowe ra¢d ®&Sieredtced 0t o Mbhe pr o
Entrepreneurso and fiSoci al Serviceso0o projects. One

rates for loans in cooperation with counties, the @ty aidagmmercial banks.
61Source: EU Charter for Small Enterprises, report on the Western Balkans, November 2006, MELE.
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ofAAgricul tureod: entrepreneurs in agriculture
o iWorking capital o: entrepreneurs operating a

Greatest value of guarantees was gr anptmeedntudondelrr
the last several years there has been a trend of increase in the value of guaranteed loans (on average 2
a) and of reduction of the percentage of t he
ifRegi onal Gutas@nwae bhsupedeon aheaMEBEI pwoj ect
cooperation with county and local authorities, commercial banks and entreprenewisnsTte project
develop modalities for financing SMEs through guarantees on county level.

Beside direct support to SMESs, support targets also local and rggierahsatit and publicly funded
local and regional business and development institutions and agencies as important actors enha
entrepreneurship and delivering SME service$aatensili level.

In terms of policy evolution, it must be noted that the Croatian SME policy has reached a satisfactory |
alignment with the Ebkcquiscommunautairand the European good practice. In 2006 Croatia was
commended for particulasitipe results with regards to education for entrepreneurship, business suppol
services and the enabling of a quicker and a raffectostselp of statips.Consultations with the EC

in the context of g@eening processf Chapter 20 of #mpisi Enterprise and Industrial Pohieye

identified the need for further reform and alignment in a number of areas, notably in order to finalis
industrial strategy, to improve capacity for assessing industrial competitiveness, angdticyndertaking
analysis and formulation with a more sectoral focus. Since, the accession negotiations on Chapter 2(
been launched.

Policy evolution and alignment widitghisis driven and monitored by regular national programmes of
alignment as wall by annual EC Progress Reports. Policy recommendations of the EC Progress Rep
2006 concern the need for further alignment of existing measures with business needs (e.g. allowing fo
soft type support as opposed to direct lending to SME®exhbthgreater cresstoral coordination.

Policy improvements envisaged Natlomal Programme of the Republic of Croatia for Accession to

the EUNPAEU) for the year 2007 include education needs adjustment and entrepreneurial education, €
ard investment promotion, innovation promotion, promotion of new products, introduction of new technc
and job creation.

MELE intends to improve its jpudiking through another policy tool in the near future. An initiative that
should contributebte t t er acti vi ty A on SMEmEsengtorghichid ® enigagge t h e
in international cooperation, exchange of best practice, drawing up of benchmarks, gathering stat
delivering regular analyses on trends, performing ®edtudfimmough a Phare 2005 project, MELE will
receive recommendations on setting up the Observatory as well as training on how to manage the work
Observatory, in cooperation with HAMAG. The SME Directorate and HAMAG will receiveakignificant te
assistance and support through this project in order to more generally improve the institutional framewc
policies (in particular business advisory services), the regulatory framework, as well as the methodoloc
the capacity in the area dbstatand analysis.

An essential, cressctoral element of the national enterprise ipgksynent promotiofwWhile certain

efforts in that respect have been undertaken in the past (Directorate for Investment Promotion and Ex
MELE; Trade cérinvestment Promotion Agency; Investment Promotion Act and secondargnregulation)
integrated national policy is still emerging. This is the case of foreign direct investment (FDI) in part
Recent developments in that respect include thefdraftitignal FDI strategy (MELE in cooperation with
relevant stakeholders) and setting upfoiCtheo at i an partnership for i no
launched in early 2007 and coordinated by the Trade and Investment Promotion Agency (TIPA).
partnership operates through a nigigrladnd a regictealel investment promotion team which includes

%2 Investment Promotion Act, Official Gazette no. 138/06; Regulation implementing the Investment Promotion Act, (
Gazzette no4®7.
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representatives of counties and Regional Development Agencies. The Partnership initiative benefits fror
level Government and political suppor

Other, crossectoral efforts at boosting FDI inattetapts to sefine the enterprise and SME
development policy, boost technology and export strategiesceeuppoaninstruments and measures

and increase the administrative capabity Tohide and Investment Promotion Agency (TIPA). Some of
these issues, like aatiruption and the building of human resources, Croatia plans to address in cooperat
withthe OECD Investment Compact programme. The programme aims at an impta/edate/astne

private sector development in Southeast Europe and is being implemented in the context of the Stabilit
The OECD office set up in Zagreb in July 2007 will implement the programme in Bosnia and Herzegov
well as in Croatia.

R&Dand Innovation

TheMinistry of Science, Education and Sports (MSHE® central government institution responsible for
implementing, coordinating and overseeing implementation of the science, innovation and technology.
charge of allocatidntlee budgetary funds for R&D activities in both public institutes and higher educati
institutions, as well as allocation of budgetary funds for the technology program and related activities. Fi
assistance extended directly throughiiMBE8sesearch grants, IT grants, scientific equipment grants,
fellowships for young researchers, (international) mobility grants and grants for publishing activity, sci
conferences and awareness raising activities.

Three of theli n i slitectoyaesover the policy area in the field of science, technology, innovation and
IT- the Science Directorate, the Directorate for International Cooperation, and the Directorate for Inforr
Society. Management ofiBdhced projects is carried out by thatlaterl Cooperation Directorate. This
Directorate cooperates very closely with the Directorate for Science, which comprises a Departme
Research Programmes and Projects, a Department for Development and a Department for Analysi
Monitoring of Temlogical Development.

MSES relies on a fair number of other institutions and policy fora in the design, implementation or monitc
the R&D and innovation pdNeyional Science Coun¢MSG andNational Council for Higher
Education (NCHEystenatically monitor the functioning and the quality of the entire system as highe:s
independent professional and advisory bodies appointed by theQRadieemepérative levbe
recommendations of the NCS and NCHE are carrtbdAgeitgy for Sence and Higher Education

which is in charge of administrative tasks related to the assessment of scientific activity and higher educ

An institutionalized im@misterial initiative established by MSES in 2@D®aidmelnnovation System

Council(HIS). HIS is envisaged as a coordination body in charge of strengthening the national innov:
system and the related infrastructure. The need for greater coordination in the national innevation syster
emphasized in the current Action Plant he Mi ni stryds Scd0BOnce and Te

National Foundation for Science, Higher Education and Technological Developmesto{ihNSF)
independent institution established by the Paghkéenelstfinancial support for the fologasgtraining

of doctoral students (PhD fellowships), joint basic research projects between private partners and |
(public research organisations), joining European science foundation programmes, reform of the t
education curricula (doctoralesjuch order to harmonize them with the European system (Bologna
Declaration) and so called "brain gain" initiative. Grants arkasecbahedompetitive calls which are
launched biannually.

The main part of the national policy in relation tmgyeshimaplemented by specialized technical
agencies, under the scope of the Croatian Technology Poograrhthem is tGeoatian Institute of
Technology (HIT Ljdounded in March 2006 by the Government with the mission 4wncsidare

for accelerated application of new knowledge and technologies, by providing services, expertise and |
funding. In December 2006 HIT reshaped and took over implementation of the TEST programme.
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provides funding for -gmenmercial research detvi aimed at developing new technologies
(products/processes/services) through the development of original solutions (prototypes/pilot solutions),
as research linking fundamental sciences and their technological application to develigpment of inc
sectors. HIT is also in charge of developing the national technology foresight platform and busi
intelligence system, and will overtake from MSES the consolidation of the administrative structure of n
focal points of the EU Framework Reardr€echnology Development Programmes.

The second policy implementing agéineBusiness Innovation Centre of Croatia (BICROi ldd.)

innovation and investment company established by the Government in late 1997 and fully State ow
Between 2@0and 2006 BICRO operated the RAZUM progearsuierogramme of the Croatian
Program for Innovative Technological Development (HITRA). With assistance through the World
Technical Assistance Project for Institutional and Regulatory Rgf@BRODAleveloped into one of

the main project implementing agencies of the Croatian Technology Programme with the mission of faci
technology transfer and commercializatibesaaiimarily in the sector of SMEs, contributing to the creation
and eévelopment of private equity industry (especially venture capital), and promoting the establishmer
develpment of sence and technology parks, incubators and other related institutions.

The legal foundation in the interlinked sectors of sceatieniand technology in CroatiaAsttbea

Scientific Activity and Higher Educatiadopted by the Parliament in 2003. It outlines the framework for
scientific and higher education activities and institutions, outlining the responsibilgldpsantitredat

main institutions in this policy field. In addition, it defines scientific and technology programmes, R&D c
of excellence, and technology parks/incubators and related institutions.

With regards to technology transfer and reouehtimggearch institutions to market needs, the largest

research institute in Croatia, Adency frinnoltomg k ov i |
Services and Transfer of Technolegyt h t he support of a Uende mil | i
and Technology Project). The new &dgency. e r | hregisteradtas & cormpany, started operating

in early 2007. Its tasks include intellectual property and patent protection, financial support for
advancement of new innovative prodtlueldgy transfer, establishment of neff spimpanies and
networking with other domestic and foreign scientifiteghddiagy field actors. The agency will assist
with the development of high technology innovations, and all the wagitlvomghetcitdization.

In order to enhance market orientation of R&D, in October 2006 the Government assisted the formatic
public private partnership (PPP) in the field of science and technology through a joiR initiadve of the
B o ¢ klostitutehnd thdnstitute for Informatics Innovation @8jich is a research and development
institution aiming to further the study of and increase the utilisation of inforfitalice Byerss.
incorporated in the establishedsmimiff companinformation Communication Technologies Ltd

whose main role is the commercialization and dissemination of research performed in the 13 institute.

The evolution of Croatian science, innovation and technology policies had ta&eragcrappe cysih

from 2001 with the adoption of a strategic document "Croatfa Geritoey21in March 2002 the
preparation of the SME / Technology Programme was initiated by the MSES and supported by the Worl
project TAR. During 202D05 théechnology and innovation policy was primarily implemented through the
Croatian Programme for Innovative Technological DevelopmdatufidiiEdAas a pilot in 2001. HITRA

was launched to initiate the setup of a national innovation system theotgleysopment of strategic

and longerm goals. These include fostering science and industry cooperation, revitalization of industrial
and encouraging commercialization of research outputs.

HITRAorovided a framework for direct cooperation inevetgnand entrepreneurs with higher education
institutions and research institutes, and was implemented through two complegemengsub®ne

63 Focus is on telecommunications, mobile systems, networking systems, multimedia systems, intelligent sys
complex algorithms (such as security or compression) and personal/social computing.
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of theni TechnologyRelated Research and Development Progrdfasd, provides support to the
develpment of new technologies in terms of products, processes or services, up to their commercializ
stage. The othieDevelopment of KnowledBased EnterprisgRAZUN provides eadtage financing

to knowledge and technebaged stattps.

Both RZUM and TEST were redefined in 2006 in order to ensure more quality and transparency in
decisiommaking process. Systematic monitoring and evaluation of programme performance and indiv
project performance was thus introduced. A new policemayagemwas introducedelines for
Supporting Innovation Technology Systeimich the Government adopted in May 2006. The Guidelines
redefine rules and implementation of TEST and defiregrarame for Support of Entrepreneurship

Based on Innovaitn and New Technologialk of whose sebmponerfisare implemented by BICRO

(see Annex 5 for detai$)RA and the TAbroject served as preparatory exercises for the implementation
of the World Basicience and Technology Projé8TP which began 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 ident
the most recent MSES strdt€jpatian Science and Tecluyyl Policy 2008010 The document was

drafted on the basis of wide partnership consultations and adopted by the Government in May 2006. Gi
recent adoption, the document represents a very relevant input for the programnitig oh&'ed funds

given that partners and the public were involved in it% Sthapsigic. aims in the short and long term are

set out, new financial instruments established, and new rules and procedures for (individual) research
and technology financing progenosit.

The main objectives of this-amuitial strategy include increasing the quality and the quantity of R&D
investments (target of 3% of GDP), restructuring the science system in Croatia, strengthening scienc
industry cooperation and inageasirticipation of Croatian scientists in EU Framework Programmes (FP). |
the technology and innovation field the policy document stipulates the following objectives:

1. to promote creation and growth of knavdeddeand technology oriented SMEs (thrgatgd

support programs which provideseayéyfinancing)
2. to assist development of appropriate technology infrastructure in order to suppase#nowledge
SMEs and technology -sijast

. to stimulate demand of R&D from business
. to build a strong Igtetual property regime in order to provide incentives for innovation and inventior
. to diversify funding sources for R&D, attract private sector investment and create a risk capital ind
. to promote innovation awareness and public confidence in R&D.

(02006 BE SN ¢V)

The 200€010 strategy identifies as priority fields of investment and support high value added business
R&D sectoiishiosciences, ICT and the long tenmanotechnologyn the form of new materials. Within

these priority sectors Croatia seeks twagigcand 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 Governmennadagri@dprioritieshe aim of which isstionulate

scientific excellence and enable the transfer of knowledge and of research results to industry and busir
order to increase competitiveness and generate sustainable growth and productivity. In April 2006 a w
group was nominated by $&Edraft a proposal of measures necessary for achieaingldha
objectiveof increasing R&D investments up to 3% of GDP by 2010, identified in the context of the Lis
Strategy.

64The pr og rcanmponenissare she Bollowingeldpenent of Knowlegsed Enterprises (RAZUM),
Technology Infrastructure Development Programme (TehCro), Venture Capital Programme (VenCro), Researc
Development Programme (IRCro), Business Competitiveness Upgrading Programme (KonCro).

65National {el institutions such as the National Science Council, National Council for Higher Education, BICRO an
participated in drafting the strategy. Prior to Government adoption, the document also underwent public consultatic
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Following the adoption of a-anultial strategy, in DecembertB@MBSES drafted a natidoabn Plan
200720100r the implementation of the Science and Technology Policy. The Action Plan was approved b
Croatian Government in June 2007.

A policy field closely related to the science, technology ands@utovadiantellectual property rights
protection. National Strategy for the Development of the Intellectual Property, Skesftieioh bthe

State Intellectual Property Office (SIPO), washgdbgtésbvernment in 2005. Theestmorgoal of this

stiategy is to provide a level of intellectual property rights protection comparable to that inthe EU. In th
term, its goal is to ensure the application of intellectual property rights protection as a lever of economic
and achieve levels whieh iarthat sense, comparable to those in the EU Member States with the highe:
European Creativity Index (ECI).

With regards to overall policy improvement, MSES intends to improve the monitoring of qualitative
guantitative indicators in order ta@nhalicy 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

ICT and information society

The central government body responsiblentdating, implementing, coordinating and overseeing the
implementation of the information society poli€GergréieState Administrative Office é@roatia
(CSAOeC)n addition to its overall coordination rGl8Athe@repares and coordinaitgsementation

of annual Operative implementation plans-moiteae2007 Programme, prepares reports and carries out
benchmarking studies and analyses. Several other central government institutions are in charge of di
aspects of ICMSTTDOSs responsible for the development of electronic communication infrastructure an
telecommunication market regulation. The responsibility for an electronic business enabling environ
including electronic commerce and electronic signaturedEHidsSThgMSESs responsible toe use

ofICT in education and research, and for ICT supported innovations and ICT research. The Ministry of .
is responsible for thgustice component and the Ministry of Health and Social SEeality. for e

Thispolicy area is regulated by the Telecommunications Act, Electronic Signatures Act, Electronic Comt
Act, and by secondary legislation. Provisions on conditional access are also included in the Electronic
Act, and provisions on cyber crimeéPienthleCode.

Systematic efforts with regards to an information society began with the adoption in December 2004
Strategy of a One Stop Shop ProgrefTfRO(HR The aim wasfazilitate communication between state
administration, businesses aizénsitthrough simplified administrative procedures, provision of online
access to information and services and establishment of HITRO.HR offices throughout the country as a
point of access to public administration services. Some of the mesteénmijpeterade available to

SMEs since areegtract from the Land Registatadastre,-Begos (registry of insured persens), e
Nautics,®AT, éension Insurance, afidarle Registeéxdditionaly, HITROGa@ner service has been

created to prde free of charge education and information for entrepreneurs interestedusiaggdying e
solutions in their wisrk.

According to annual reports from 2004 to 2006 (CapGemini, TdiNECavidneabitity of public services to
businesses exhibitedoaerall growth from 5.7% to 60.4%, while the availability of services to citizens rose
the same period from 3.4% to 46.5%. It is estimated that some 10,000 entrepreneurs in Croatia
advantage of arcard put in place by the Croatian Finance &dAQ for various formshofs;ness

services, whereby they annually save a total of 30 million kuna (about 4 MEUR).

66 The eCorner service isadable in nineteen HITRO.HR services and FINA offices across Croatia. By the end of 20
the eCorner will become available in all the remaining HITRO.HR services in Croatia.
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Thee-Croatia 2007 Programmias launched at the end of 2003 as a framework programme encompassing
strategic objectives of creatiagoaifable institutional and legal framework for developing secure electronic
communication infrastructure and fostering innovative use of |CGF&oveaugkent,-Leearning,

e-Health, ®usiness andJasticeThe ppgrammis based on domestic anddidypexperience and good
practice, obligations in the framework of the Stabilization and Association Agreement andéfegional initia
The Programmebs objecti vieMO l@itiatewlauachesl m2003. os el vy all

Within the framevk ok-Croatia 2007 Programme, in 20@®teenment adopédsb eStrategy for the
Development of Broadband Access to INTERNET untiarR0GR2007 Action PlarOne of the
objectives of the Broadband Strategy is to increase the availab#ihd afrardtzdlzse by businekses

SMEs in particular. A natieBalsiness Strategig 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
quality of éifand services in the less developed and the peripheral areas. The Government therefore laun
ane-Islandsproject which will enable a broadband connection between schools on the mainland and sch
on islands i n -knmska, Splitslaimasinska and Gubinieaarstarska counties.

The Government will also encourage telecommunications operators to become more active in the Ari
Special State Concern (ASSC) and the Mountainous Areas.

In autumn 2007 tNational Competitivenesouncilwill present an thn Plan for implementing its
recommendations for the enhanc.©mftedin cooperati@rwithat i a
the business sector, the Government, the social partners and experts from the ICT field, the recommenc
particularly grhasize the need for expanding the range of services available-QityneHeajtle and
introducing electronic public procurement at the national arfd local level.

Recognising the need to invols&alkdiholdersn the development and imgheation of its information

society policy, the Government established inN2@iodah Council for Information Socitiypugh

which partnership consultations on the policy take place regularly. The Council is an advisory body prc
advice on poliand legal documents in the field of information society, proposing measures aimed
sustainable development of ICT sector and improving cooperation between stakeholders in the proc
building an information society. The Council is composedtativesres 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 documen
legigation in its policy domain. The leading consultative partners are ICT associations and organisa
represented in the Croatian Chamber of Economy
representative of the Croatian Chamber of Ekon@my per manent member of t hi
which prepares and monitors the implementation dDpematiahal Plans for tR@raatia 2007

Programm€SAOeC also cooperates with sectoral partners in organising expert conferences and semine

67Inputs for the programmec | udes t he nat i on ahicasoh Teahhokig@yoatid in BIf or ma t
Centuryo adopted in 2002, obligations regarding de
and Association AgreenfeAf] the programmes eEurope 2003 and eEurope 2005, the outcohpbsisd thfe 1

the World Summit on Information Society (Geneva, 2003) and documents adopted within the eSouthEastern |
Initiative of the Stability Pact.

88Recommendati ons for the enhancement of metitovemdss ads cC
Council, April 2007.
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1.2. COMMUNITY STRBTEFRAMEWORK

The programming of EU assistance is guided by principles deriveehfroession @e well as the-post
accession logic. They are the princigi@seoénceandconcentration Their application to the RCOP

takes imt account the practice under the Cohesion policy but is also shaped to fit the specific requiren
and logic of the fmrecession context. As fundamental principles of the Cohesion policy, both coherence &
concentration of assistance are policyhioblaeed to be grasped already in-Hezession 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
funding. When planning seeaif the Structural Funds, Member States consider relevant national and ELl
strategic documents in order to ensure firnEed interventions contribute to national as well as EC
development priorities. The value added of funded interventimm msufiementarity with existing
and/or planned domestic activities, esgngrgy and coherence between various sources of funding
Guidance in planning is offered by strategic development documents at the EU and national level. In c
Croatia, rienal development priorities for the peric2D2®0&ross a wide spectrum of sectors are
specified by the Strategic Development Framework (SDF), drafted in line with Lisbon priorities. Priori
interest to the entire EU are for the same tiiadieated by the Community Strategic Guidelines (CSG).

Given that IPAdkso an instrument gire-accessiorassistancefunding under all Components adheres

to priorities of beneficiary count reis®epdritsdntl acc
outcomes of accession negotiations thus provide key inputs into the programming exercise. In additio
interventions in a particular country are stéenespgcific documentahich specify priority néeds

light of accessionwsll as postccession challendgefor the country in question. These are the Multi
Annual Indicative Planning Documents{ditéfid by the EC for all IPA Components and the Strategic
Coherence Framework (8@mfted by the Beneficiary Countrynipo@ents Il and IV.

In theAccession Partnership 20t@ EC defined the short andemmdpriorities for Cro&tiRxiorities

relating to policy areas of direct relevance to this OP are listed below. The funding under the OP will a
only sme of the issues identified, in line with priority needs specifieddanteshgib® under the IPA
Implementing Regulatidie OP will do so through a mix of investment and technical assistance measure

Economic Criteria
Short term priorities:

A Further improve the business environment by simplifying the rules for market entry and exi
particular, speed up registration procedures and improve the implementation of bankruptcy rule:
improve conditions for the development of privateem@ieddoreign direct investment, including
through improving administrative efficiency.

Midterm priorities:
A Further improve conditions for the creation and development of private enterprises and FDI.

Enterprise and industrial policy
Short term pri#i
A Further simplify and accelerate company registration proceduresiimtradoessoio selected
government facilities for SMEs; further develop regulatory impact assessments.
A Continue the implementation of the European Charter for Sreall Enterpris

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.
71Council Decision 2006/145/EC

2 Commission Deaisi®(2007)2566 adopted on 20 June 2007.

73Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006.
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Midterm priorities:
A Update and articulate better the policy approach concerning financial instruments for SMEs w
should allow the Government to move from direct lending towards softer support schemes.

Regional policy and coordination of gtinsttmments
Short term priorities:
A Develop a comprehensive and coherent strategy in the field of regional development.
A Select and build up the capacity of key managing authorities and bodies for the implementatic
structural instruments.
Midterm parities:
A Ensure a clear distribution of responsibilities and strengthen coordinatiorninitte@linter
level and between national and regional authorities.

A Continue to build up capacity in the designated managing and paying authotded, including
authorities.

A Improve the design and implementation of regional development plans.

A Set up proper monitoring and evaluation systems and enhance financial management and co
procedures.

A Introduce adequate regional statistics.

Intellectual propdew
Midterm priorities:
A Continue strengthening the enforcement of intellectual property rights (IPR) and reducing leve
piracy and counterfeiting.

Science and research
Midterm priorities:
A Start designing and applying an integrated research policy.

T h e N @&msnual Planning Document (MIRB)s out major areas of intervention and priorities on
which to focus IPA assistance in Croatia. Under the regional competitiveness section of Component
major areas of intervention concern SMiasrénaa less direct manner

1. Toenhance regional competitiveness and the productive environment, and encourage the creatiorn
safeguarding of sustainable employment. Assistance under this objective will thus focus on suppt
productive investments stnehgthening the competitive position of new and existing SMEs, including
micro enterprises, situated, in priority,disdtieantaged aréagnvestment aid to SMEs will be
complemented by assisting business and technology services for efteaprisethesfields of
management, market research, industrial standards and development networking and the access t
the use of ICT, as well as by provision of business infrastructyrememitigoyechnological
development, research and inngvatioding 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 flexibiet@operatio
public administrations at national, county and local level, as appropriate, with respect to the suj
measures enumerated under the first objective and relating, in priority, to the disadvantaged areas
priorities under this objective ngitingass support to the improvement of administrative efficiency
regarding the delivery to SMEs of quality aowgieess, ICT and innovation, and entrepreneurial
support services at large, including business coaching, and the stimulationcobpgsitions, of
networking, partnerships, workshops and clusters of excellence between business andother instituti

"4 Commission Decision C(2007)2566 adopted on 20 June 2007.

75 Disadvantagesteas include waffected areas and, where justifiedn areas suffering high unemployment.
Disadvantaged border areas would qualify but only to the extent that the assisted activities would not qual
assistance under Component II.

6MIPD, p. 27.
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The information on priorities and measures, set out in detail in the section on programme strategy, ¢
reflects these two MIPD tbgscfor this Operational programme. Activities propdsshtingare a

sound mix of concrete investments as described under objective 1 and capacity building under objec
This capacity building consists of trainings which, dependiggoomaeisure in question, enhance the
operational capacity and the quality of services provided to users (investors, SMEs) and maximize the
of investments into business infrastructure and equipment.

TheCommunity Strategic Guidelines (C&Gyohesioidentify areas where Cohesion policy can most
effectively contribute to the realization of Community priorities, in particular insofar as they relate t
renewed Lisbon strategy as defined under the Integrated Guidelines for GrolghGB@ Jmb2007

2013 are focused on three main guidelines and their related priorities, of which those especially relevan
RCOP interventions include the following:

1. Making Europe and its regions a more attractive place to invest and work
A Stregthen the synergies between environmental protection and growth
2. Improving knowledge and innovation for growth

A Increase and better target investment in RTD
A Facilitate innovation and promote entrepreneurship
A Promote the information society for all

A Impree access to finance
3. More and better jobs
A 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 re
competitiveness and asally consulted with the European Commission iStieselié\ Coherence
Framework 202013 (SCFJ. The SCF represents an overall strategic framework for EU funded
interventions under IPA components IIl and IV. The Operational ProgrammeffiopdRitgeresdsds

directly related to one of the priorities of thBoB(ChRieve higher competitiveness and a balanced regional
development by encouraging research and technological development, smaizaddenmedivses,
development of thioimation society an@reatia, alongside with improving overall social and economic
conditions in underdeveloped areaséo.

The national development streBégyegic Development Framework for-2008 (SDR)utlineghe
importance of SMEs inenha@cing at i a 6 s A mumkgerof neasurgsanm suggested to improve
the entrepreneurship climate in Croatia:
A Strengthen the efficiency of, and coordination between, the current incentive measures and
current entrepreneurial infrastructureeteeanhximum synergy between money, the efficiency of
the entrepreneurial infrastructure, and the needs of enterprise.

A Improve the efficiency of funds on the state level for incentives to entrepreneurship.

A Systematically evaluate effects of individesl gbidegislation on entrepreneurship and the
entrepreneurial climate

A Analyse the experiences of successful regional development agencies and successful projec

encouraging entrepreneurship, and attempt to transfer them into less prosperous regions.

A Create legal opportunities to allow the state to invest in risk capital funds (especially regional
industrgpecialised ones)

A Encourage investments, especiallyfigtdénvestment.

The SDF also underlines the nesmul iftiegrated set of govenhp@icies of stimulating entrepreneurship.

An area of improvement is to ensure greater synergy between entrepreneurship and regional developrr
well as of enhanciimis between science and technology and business sector development. Concerning t
second point, the SDF particularly underlines the festi/éotransfer of scientific and research activity
results into the business sector and the creation of favourable conditions for private sector investmet

" Submitted to the Commission on 13 June 2005ealid #ug letter REGIO/EMPL no. 6010 of 18 June 2007.
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R&D. In addition, the SDFs&idethe importance of securing the availability and quality of ICT infrastructure
of promoting the use ofitQMe public and the private sector, as well as its consistent application in the fie
of educatio®n a general levke SDF calls for ategrated system for evaluating development policies.

Relevant recommendations with regard to enhanced competitiveness of Croatia have been provided tt
the 55 policy recommendations ativmal Competitiveness Couniail2004. Recommendationiseon
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 entrepreneuriahlifestafolishiment,
through development, to transfer of ownership
4) Stimulate the development of the capital market to finance new business undertakings and smal
mediunsize companies with growth potential
5) Set up an institutional infrastructure to profa@dsional services to SMEs
6) Establish productivity benchmarks for the small arsizeesiitamprise sector based on the
corresponding industries in the EU
7 Encourage the fiexport mentalityo among SMEs
8) Diminish regional development inequalities bygeoipsbgrs

The above EU and national documents, therefore, have been taken into consideration, alongside the
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
main issues which remain relevant for the future implementation-attesdtth@ssistance:

V Croatiabds pr ogr ammepacity id evpuving; jpractical experienaeggaimee so far
needs to grow and become embedded in the future management of EU funds. So far, an insuffic
developed institutional capacity on the nationataidreldevel has proven to be thesgreate
obstacle for project implementation. Thangiareement 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 managemenmtsand further e
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 utilisa
assistance. Therefore the preparation of sufficient, weldrtbsigiiexk projects (in particular tender
documentation) is paramount to ensuring the use of EU assistance in a timely and technically accej
manner. This issue is directly linked to the need for strengthening the capacity on all leywels but partic
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 w
the project implementation capacityiftgradel contracting);

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

V It is essential to ensure access and dissemination of information in a timely manner to all intere
parties as well as to increase the emphasis on publicity measures.
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Lessons learned from ithplementation of EU funds so far suggest that a relatively modest administrati
absorption capacity in Croatiads public admini
At the same time, improvement is noted and the situtioig.iAenore engaged approach is particularyl
visible in the process of OP programming, with the relevant administrative bodies actively engaged
el aboration of the OFP, both at an openatsfiepbe
of projects and programmes is@pdgion 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 relatioal tooragititiveneséirstly, as a still relatively

less developed economy within the European context and secondly as a country wherein some regio
behind national development levels. While it is proposed to concentrate IPA resourcesthnder this OF
geographically and sectorally, one cannot igno
in the wider European context or the need to prormetensocio cohesion between the regions of
Croatia.

Thematic concentration

Thematior sectoral concentration is based on the analysis of needs provided in Section 2 and the prioriti
the relevant EU and national strategic development documents. The main sectoral themes under the OF
0 Research and innovation commercialisaticessend technological infrastructure for SMEs with the

potential for high value added production,
o0 Enhanced competitiveness through cluster development,
o Improved attractiveness of regions through development oélaiesinegsastructure and an
impoved business and investment climate at nationalaimhalilevels.
Detailed information on measures proposed under each theme is provided in Section 3.

Geographic concentration

Croatia measures internal disadvantage primarily throughicragegarizarea of Special State Concern
at the LAU 2 level (former NUTS V): however, the LAU 2 level is inappropriate for majer actions of :
economic development such as are considered under the RCOP.

The Government considered three optiongraptdgeconcentration:

A Option 1: Areas of Special State Concern Categories (ASSC) under category | [Areas occu
during the Homeland War], category Il [Areas which suffered war damage] and category Il [A
meeting specific criteria of underdevelopmen

A Option 2: all disadvantaged areas, including ASSCs, hilly and mountainous areas and islands

A Option 3: only ASSC Categories | and II: that isiffeetedhareas.

Selecting Option 1 proved the most appropriate as this approach is botith toedegahbasis of the

existing Act on the ASSCs (which is in turn in line with the draft National Strategy for Regional Develoj
and is referred to in the MIFDr each county (NUTS Il level) MSTTD assessed the percentage of lanc
area categoed as Area of Special State Concern (Categories |, Il, Ill). It was determined that geograj
concentration will be achieved through focusing on counties experiencing the most significant disadva
Hence, resources available under RCOP are ca@hoartmigties 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

8 MIPD for Crogt2ommission Decision C(2007)2566 adopted on 20 June 2007.
9 Commission Decision C(2007)2566 adopted on 20 June 2007.

33



the two NUTS Il regions whose GDP is below the national average (Panonian Cstia), Atiggitic Cr
also feature the highest unempl oyment rate amo

Table 5: County territory classified as Areas of Special State Concern (ASSC)

Share of land area of count .
County covered by ASSCs ‘ NUTS 2 Region

LikaSen;j 81% Adriat
Vukova$rijem 73% Panonia
Zadar 72% Adriatic
Gi b-Enini k 71% Adriatic
SisakMoslavina 66% Panonia
P o ¢ -Slgvanija 65% Panonia
Karlovac 64% Panonia
Virovitic&odravina 52% Panonia
BrodPosavina 51% Panonia
OsijelBaranja 50% Panonia
BjelovaBilogora 43% Panonia
Dubrovnikeretva 42% Adriatic
Varagdin 13% NortAWest
Zagrebal ka 12% NortAWest
SplitDalmacija 24% Adriatic
Istra 10% Adriatic
Medimurje 5% NorthWest
Krapin&agorje 4% NortAWes
KoprivnicKr i gevci 2% NortHWest
Primorj&orski kotar 2% Adriatic

It is envisaged to focus some 40% of the funding under the RCOP on these lagging behind region
described later on, Priority Axis 1 will concentrate exclusivelywnidisaridicaied above, while Priority

Axis 2 will aim to target a significant portion of funding on these counties. At the level of the OP, 41,
funding is allocated specifically for beneficiaries from the lagging behind regions (14,7 MGUR of IPA fu
i.e. 19,6 MEUR of the total OP value). Since the population of these ten counties is approximately one |
the Croatian total, concentration of the OP's overall resources in per capita terms is clearly on the e
behind regions.
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Map 2.

Counties in which 50% and more of the
surface areais classified as an Area of
Special State Concern

Counties:
1. Osjecko-baranjska

2. Yukovarsko-srijemska
3. Virowiticko-podravska
4. Poiesko-slavonska
5. Brodsko-posavska

6. Sisacko-moslavacka
7. Karlovacka

8. Licko-senjska

9. Zadarska

10. Sibenska

I:l E0% and mora

Croati a6 dNUTSII regicsis shawn dan a map below. The most significant problems at the NUTS
Il level are faced by the Central and East (Panonian) Croatia region, which has experienced sever:
damageand decline of stat@ned enterprises in the ASSC. This regions ¢brde of the four most war
damaged counties (Vukovargkd j e ms4na s | 8 v s & k klmararngska)landabquteB0% af its
territory holds ASSC status.
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Map 3: NUTS Il regions in Croatia
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¢ Central and East (Panonian) Gao&ounties (8): Bjelovatskol o g or s kadravskaj r ov i |
P o ¢ esladorska, Brodgka s a v s k aharanjéka, | Vakokaesko i j e ms k a , Kar
Si s#anolsd aval ka)

e Adriatic CroatigCounties (7): Primorgkor ansisa&,nj k k b k o eBAskedlnansks, k a C
Splitskal a| mat i nska, -heetvamskeyk a, Dubroval ko

¢ NorthWest Croatid Counti es ( 6) : Gr ad -zZaaggorresbk,a , Z avgarr eab
Kopr ikvrniiglekvoal ka, MelLi mur ska)
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1.3. PARTNERSHIP GONTATIONS

The intention of timekMinisterial Working Group (IWG) in its approach to partnership consultations is |
inform of the importance of IPA as a reggssion instrument preparing Croatia for the future Structural
Funds, and to receive constructive input on the @RhrtHm@ossibilities set out in thé%difelDhe

IPA Implementing Regul&tion.

The OP has been prepared hyterMinisterial Working Group (IWW@nprising representatives of the
relevant state institutions and chaired by the StraiadjitatBdor Components Ill and IV. The
membership and gregramme of IWG meetings during this reportiisgsperadin Annex 7. In addition
to meetings of the IWG, a number of bilateral meetings took place between the relevant individual institu

In order to include stakeholders fromagabal level, early on into the programming exercise MSTTD
engaged in paratiehsultation with county authoritiés summer 2006 the Ministry inquired of the county
(regional segbvernment) authorities albeut development needs and project pipeline identified in their
individual Regional Operational Programmes (ROP). Counties were asked to reply to a questionnaire by
project proposals in areas of assistance eligible under the OP. The pxgroseobésao better target
investments under the OP in later discussions within the IWG. Of the 21 Counties, 18 responded with
feedback. In the remaining th@munty of Zagreb, Prime&i@nska County and the City of Zagreb

was not pethle to answer to the questionnaire because there was at the time no ROP adopted or no pr
pipeline data base available. Altogether, 447 project proposals have been received under the he
ARegi onal Competiti vene sesd8 jdentdiédd byt counies were adkan ento o f
consideration in the later programming process and are very well reflected in interventions envisaged
the OP (see Section 2).

At the level of other operations responsible institutions also coatagiadmetsvin the programming
period. With regards to the BioCenter Operation under Measure 2.2, Priority Axis 2, BICRO as the lead
partner informed someiriitutions, research units and individuals taking part in biosciences researcl
throughat Croatia of the prepared operation, inviting their participation and feedback. MSES also held a i
presentation attended by representatives of the research sector. On that occasion the BioCenter proje
discussed, too, in the wider contextohb@ogy commercialization, policy aspects and the accompanying
infrastructure. With regards to the operation conbasingg®reference centres (Measure 2.1, Priority
Axis 2), MELE undertook an analysis of capacity and implementation pptémtiaéxisting
entrepreneurial centres in order to better target this operation.

In drafting the OP, the IWG consulted a numbemudikioticgnd policy implementation institutions and
interest groups in order to assess the relevance of agostes lor order to respect the programming
deadlines and in |ight of the |l imited resour ce
was followed whereby national level representations of the relevant stakeholders were invited tc
partnership meeting. Persons representing partner institutions in the OP consultation process were cho
the partners upon invitation by the relevant line ministry to join the programming effort. In a fo
communication which contained all thetraiémamation, partners were instructed to communicate
information to their members (interest groups which they represent) and report any feedback on th
method and content to the head of the Operating Structure within a specified time period.

The Bt of partners which were invited to the consultation on the @mirafdesral economic and
social partners, of sutational sefjovernment units and of sector specific instituti®astners were
chosen having in mind the specific investasm®nzisaged by the OP and the knowledge and experience
they could contribute from their practice. The following partners were invited to participate in the consult
0 Trade and Investment Promotion Agency (TIPA)
o Croatian Agency for Small Enter(iH8&1AG)

80MultAnnual Indicative Planning Document for Croatia,c@dbecisisin C(2007)2566 adopted on 20 June 2007.
81Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006.
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o0 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 issaasember as well)

o National Centre for Clusters (HUP)

0 National Competitiveness Council (NVK)

0 Alliance of the Croatian Towns Association and the Croatian Municipalities Association

o Croatian County Association (HZG)

o0 Union of Independent Trade Wfi@rsatia (SSSH)

o Centre for SME policy (CEPOR)

0 Regional Development Agencies (Development Agency RpRIOBMNDevelopment Agency
of Primorskgoranska county, [Distrian Development Agency, Bsijekja County Development
Agency)

o Institutefdeconomics, Zagreb (EI)

o Faculty of Electrical Engineering and Computing, Zagreb

o Ruler Bogkovil 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 Rec
Competitiveness OP. padnershigractice undertaken for the purpdsssboilds in other wordm

an existing national practice policynaking and policy implementation. This national partnership practice
has been el aborated to some degree under the p
patners is more extensive, for the purpose of OP programming it was decided to target bodies which ar
directly involved in the types of activities envisaged under the OR2@03h@=B007 As necessary, a

more extensive group of partners nmagiumed 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 prdsemcerobats aff the

IWG, including highel representation. Of the partners invited, a significant number attended (se
attendance list in Annex 8) and showed their appreciation of the thoroughness of the agenda an
appropriate timing for schediéngonsultation. The meeting was organized and chaired by MELE as the
head of the Operating Structure. Following an introduction to thecessioprastrument IPA, its
programming and institutional framework, the RCOP was presented aiutitiedi\adidainaasures set

out by the line ministries. In a questions and answers session that followed, partners received additiona
and clarification of issues of interest to them. Asip foltbw meeting, partners were supplied with a
summay of the RCOP (including SWOT, priorities and measures), an explanatory note on IPA and the R
including the eligible areas of investment and th®& &@narities to be pursued in the OP, along with the
minutes of the meeting.

The Head of thep@&ating Structure received wiittelbackfrom a number of partiteidinistry of
Agriculture, Forestry and Water Management (MAFWM), Trade and Investment Promotion Agency (
Croatian Chamber of Economy (HGK), Croatian Chamber of Tradg$i@hg, Gadteb Institute of
Economics (El), Primoggk@anska County. In their feedback, the partners stated their appreciation of th
consultation process and generally expressed interest in participating in OP implementation in line with
house gpertise and applicable, project level prior experience. Their suggestions for improvement of the F
and more general remarks concerned the following issues:

8%2Regi onal Agency Dan is established by the nical |l owi n
City of Bjelovar, MelLi mur ska County.

83MultiAnnual Indicative Planning Document for Croatia, Commission Decision C(2007)2566 adopted on 20 June 2
84The problem in case of some partners seems to have been that the information on |RAasrelttier REOP
communicated to their membership or the membership and/or the partner reported no response back to the Op
Structure.
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a) Suggestions for complementing and/or clarifying the SWOT analysis:
These were accepted atrdduced 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 Struc
the process of draftingegtodocumentation for the grant schemes and/or contracts envisaged under th
Operations in question.

¢) Recommendations for clarifying meastdetail:
These were accepted and introduced to the description of Measures in question. theindetdikary, fur
on final beneficiaries ieteill 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 eligibiigr telésand 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 fafothreprocesses
domain of regairdevelopment, fiscal decentralization, education, business tlimatdeeto. ensure

impact and sustainability of efforts financed through EU assisstance:

The Operating Structure is aware of the need of pursuing in parallel domestierrefanigimce the

effect of all public investments, be they budgetary or foreign assistance. The EU assistance is indee
large extent encouraging the reform processes in question. The Operating Structure will pursue such
improvement in seetie@as encompassed by the RCOP, in line with identified invesment needs and prioriti

The partners will also be consulted by the Operating Structure on the occasion of possible OP revisions,
with the requirements set out by the IPA InmgdregnutiatiéhThey will remain closely involved with OP
implementation as well, as members of the Sectoral Monitoring Committee (see section 5.2.1 on mon
arrangements). The Operating Structure will consider also how to engage partesrsfimtbarngce

the wider public and potential beneficiaries of the investment opportunities under the OP. Along with ide
other relevant stakeholders, the partners can become enaged in carrying out a comprehensive informati
publicity programfoedifferent groups of beneficiaries under this OP.

Once officially adopted by both parties, the RCOP will be available on the Internet sites of all the re
members of the Operating Structure. This will enable potential applicants ablictte euicsulpthe
document and inform themselves of the investment and/or participation opportunities. On the Internet ¢
these ministries the public will also be regularly informed of the progress of RCOP implementation. D
guidelines andvéck to potential beneficiaries with regards to individual Operations under the RCOP will
undertaken by the relevant members of the Operating Structure in line with the good practice so fat
i nformati ve wor ks hop shnicalraskistdnpertogptentiak projedt hemeficarges). p r

By informing the partners of the purpose, the aims and the possibilities of IPA and RCOP as an inve:s
mechanism, the consultations with the partners were structured so as to be donatmictixetsamgl
unrealistic expectations about the scale and s
RCOP consultations were successfully used as an opportunity to raise awareness of IPA, to ensure tha
is a consensus arotind aims and the content of the OP, and to take the first steps towards generating
constituency of future beneficiaries of IPA and the future Structural Funds.

85Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006.
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1.4. EX ANTE EVALUAY

The ex ante evaluation was conducted to optimise theo#lfesatioces and to improve the quality of
programming, by using external experts to review drafts of the OP and assess:

its relevancedhe relationship of the strategy to the needs identified;

its effectiveneswhether the objectives of the progammiitl@ly to be achieved,;

its utilityjudging the likely impacts against wider social, environmental and economic needs;
its internal and external coherémdeding structure of the strategy and its financial allocations;
and the linkage of thrategy to other regional, national and Community policies; and

e the quality of implementation systems, including monitoring indicators.

The ex ante evaluation was carried out by the European Policies Research Centre (EPRC, UK) which |
this purposelied on a mix of international and local éxpersaluators have employed the following
sources as their methodological guidance:

e fThe New Programming period-2ZZ0@BIndicative guidelines on evaluation methods: Ex ante
evaluation, Working DocuMeri#s
e NThe New Pr ogr-2066mWVethgdolgpieat workidg papere, Working Paper 2: The

ExXAnt e Evalwuation of tf%he Structur al Funds i n
e fThe New Programming period2ZBAndicative guidelines on evaluation methods: Monitoring

andeval uation indicat®rs, Working Document N
e iThe New Pr ogr 2006niMethodolpgical iworking gapeds) Working Paper 3:

I ndicators for Monitoring®and Evaluation: A

The ex ante evaluation report is presenteinlAnwvhile an excerpt containing the summary of the
findings is offered below.

AThe RCOP is well structured and foll ows the
issues and is written in clear, comprehensible English. ThaftseCtmel AP represents a considerable
improvement on the previous version of November 2006. It includes a comprehensive and relevant ar
which provides a sound justification for the strategy. The priorities and measures chosen appear logic
cdherent with domestic and EU policy objectives, although a clearer description-aidesgtagyne

as well as a programmige hierarchy of objectives, indicators and targets (also on expected programm
level results and, where possible, impadtsbe 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 anal
sucanct, focuses on relevant issues and justifies both the proposed strategic approach, and the prioritie
measures. However, there are elements which are missing from the analysis and should be include
instance, the analysis should compreheudsiredy the differences in the development needs of local and
regional authorities in the lagging behinde regions. The SWOT section would be improved by:
supplementing the table with explanatory text; and second, by organising the SWOID irefestay so as

the dual objective of the OP. I n ter ms of t
i mprovements could be made with respect to th
concentration of assistance; antdffig descri pti on of measur es. Ov ¢

targets require further work. Regarding partnership and consultation, it is important to highlight how fee
has informed the content of the OP. The management and implernmntitibe s#etstill needs to be

86 http://ec.europa.eu/regional _policy/sources/docoffic/2007/working/wd1l exante en.pdf
87http://ec.europa.eu/regional_policy/sources/docoffic/working/doc/exante_en.pdf

88 http://ec.europa.eu/regional policy/sources/docoffic/2007/working/wd?2_indic_en.pdf
89http://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 |
perception of environment, which places it out

Basedonthmval uat orsdé6 findings and recommendati ons,
RCOP and introduced a number of improvements to both its content and format. Those changes of a
substantial importance are summarized bellow.

¢ Strengthemjy the Programme strategy section:

Under Chapter 3. Programme Strategy, an introductory section was included, explaining the approach
investment strategy adopted by the Croatian authorities under this OP. The aim of additional clarificatic
to letter emphasise the mutual coherence of development interventions envisaged by the Operating Str
as well as to point out their contribution to and synergy with prior and ongoing policy efforts. The ide
priority areas of intervention reBecthal investment priorities in Chapter 2. Assessment-#rmedium

needs, objectives and strategic priorities. The choice of targetting assistance to the ten lagging behind r
has been further argumented by drawing the link between thosé coihtiesant i a6s NUTS | |

e Emphasizing elements of the partner consultation process:
Section 1.3. on partnership consultations has been revised in order to emphasize all components «
process, including those prior to the formal comsakttigras well as fellpwengagement envisaged
with the partners. An overview of partner input and consequent changes to the OP has also been preser

e Clarifying the SWOT analysis:
The SWOT analysis has been revised in order to specifisafiireadfhass weaknesses, opportunities
and threats facing the lagging behind regions, as recommended in the ex ante evaluation report. Develc
problems specific to-geifernment units in the Areas of Special State Concern (ASSC) have also been s
ou, in section 2.1. on segonomic analysis.

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

e Introducing a more user friendly format:
Information on financing tables has been presented in a table format provided by the EC services, w
overview for the entire 2P period as well. Aeardgew of OP Priority Axes and the accompanying
Measures and Operations was presented in one place and the format of Measure description revised. Ii
to more clearly present the RCOP implementation arrangements, a table and an organigeamme were ir
into Chapter 5 Implementation provisions (see also Annex 10).

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

A comment by the ex ante evaluation team on the need to ensure that horizontal concerns are addre
more adequately has not been addressed. The Operating Structure considers that arrangements envise
that regard deal adequately with the issue of emar@omcern (selection criteria for grants and project
documentation for infrastructural works specif
A more comprehensive pursuit of environmental sustainability at the lepellicifesestdoala more
longterm consideration by the Operating Structure and other relevant state administration bodies.
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2. ASSESSMENT OF MBBDTERM NEEDS, OBIEVES AND STRATERRIORITIES

The European Commi ssi o rdénsfiesmimbeat of facidnseassociatad wikhethe o r
ability to reverse regional development deficit. These factors concern the effectiveness of policies and :
undertaken to address bottlenecks and obstacles to growth and development. Regictatesnd member
which have made the most progress in achieving sustainable competitiveness have been able to consi
formulate and implement effective policies, strategies and actions to:
address the structural faults in the regional economy
improve the guyland flexibility of the labour force
tackle the infrastructural obstacles to accessibility and sustainable development
promote innovation (new products, processes) and better links between science, technology
enterprises
support and stimulate thdlsmd medium sized enterprise sector
o build a modern, competent and responsive admingsithigstems of institutions working together

for development.

O o0oo0oo

o

Given the requirements for thematic and territorial focus, eligibility and scopetioftmgopiitedthe

IPA Implementing ReguRatiord the MIPD as well as the priorities set in the SDF and%h¢hiSCF

section presents #gdn needs in sectors key to economic competitiveness. As such the analysis is focus
on SME competitivendmssiness support infrastructure and market orientation of key economic actors
Analysis of meditenm needs is followed by a SWOT analysis and thestraesedfingriorities at the

level of the OP.

2.1. SOCHECONOMIC ANALYSIS

The underlying theofi¢his Operational Programme is the competitiveness of SMEs. Enhancing their posit
on the domestic and the international mar ket r
competitiveness. Significant achievements in tehascetl éBME competitiveness have resulted from
Government efforts so far, making Croatia a leader in the Southeast Europe region in terms of accomy
reforms and tools placed at the service of SMEs. As stated in earlier sections of ther@dRdlgse tools a
reforms mirror the EU good practice and evolve accordingly. They also suggest areas for further impro\
1 either through an altered national approach or through greater commitment of national, EU and other ft

In order to continue takitegs forward, policy solutions need to encompass all relevant economic actors wi
a stake in national and regional competitiveness. SMEs are direct or indirect beneficiaries of such e
which are however undertaken and delivanezinbgdiary irtfutions 8 national, regional and local
development agencies, development banks, development funds, technology and business centres, bu
zones, chambers of commerce and crafisyesgiient units, universities etc. Icaptuityof these
gobetweens thateeds to be strengthened in order to both, deliver policies more effectively and to
shape thento more exactly reflect SME needs. Intermediary bodies have another, perhaps more strat
role to play in the context of economic developmiéntrest wf devising development initiatives specific

to a sector or region and putting them in place by drawing on the available endogenous capacity anc
external) financial and technical support. This strategic coordination role faifgnvezgiopat units

and business support institutions at the national, regional and local level, but also on sectoral bodies, wt
as national and/ or regional resources and Acen

The capacity of some of thedeetyeeen ingtitons 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 institl
infrastructure in Croatia. This way IPA continues capacity building efforts lipdnedel st fdre area

% Commission Regulation (EC) No 718/2007 implementing Council Regulation No 1085/2006.
1 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 er
and expand services offered to businesses. Enhanced capacity may require infrastructure investment,
assistance, traigiof staff and more systematic cooperation with relevant stakeholders. Beneficiaries of s
assistance envisaged under this OP are the following: Croatian Agency for Small Enterprises (HAMAG)
and Investment Promotion Agency, regiamiesalihémunits and their partners, regional tourism boards,
SME support centers, economic zones, business zones, innovation and technology transfer cer
incubators, universities and others.

Strengthening the institutional and administrative capagityewdiicha development agendasis

obviously a challenge in the less developed afeaessentiaff@rence in the development needs of the

more developed parts of the country and of the lagging behind regions identified in the OP is precise

weakness and the lack of resources-gbwsaiiment units and of other local development institutions in
those lagqging regiolmsfact, the gap appears to be widening as documented®bgnatistudyeas of

Special State Concern which identifieltiadassues critical to (lack of) development:

e much central government support provided is
strongest existing institutional capacities benefit the most;

¢ most transfers from the nationalrgweélel i t t | e support f o,rsuch &se cr u
development agencies and strategic planning institutions which rich counties can afford to finance b
poorer cannot;

e County institutions are weak overall, but significantly nee&&B@st local government capacity is
clearly the lowest in the poorest municipalities;

e many local government units in the ASS&st@esmélb functionally and efficiently carry out even
the basic tasks assigned to them, let alone a morelsteltggitent agenda on top of that;

« smaller municipalities @nable to afford to support the full range of local setvidies local
economic development institutions; poorest municipalities are likely to have the least numbe
municipality semsc including economic and community development;

e many undateveloped municipalitiesgarared or-8erved by the richer County Administrakimis
tend to focus on the already successful municipalities and cities;

e previ ewsmpfamry & now peviarnsing the \eorst because of their histoitlcajness to
invest in institutidogpromote diversified growth.

e fiscal capacity (inclusive of central government transfers) is highly correlated with the existing le\
development and wealth €ounty; fiscal capacity is further weakened by the {pepdlafiate
which is a major factor in some ASSCs.

Issues identified as causes of (continued) institutional weakness cannot all be solved or even addresse
effective manner throljyh flunding. Problems identified require a more significant policy initiative. In tern
of IPA, a valuable contribution can be made by complementing existing government efforts or explorin
options based on EU good practice. Of the IPA OperatiomakBydlye Human Resources Development

OP and this OP are the two which can address the institutional weakness issue most directly. In the futu
issue will be addressed in an even more direct and financially more significant manner through p:
allocation under the European Social Fsfidnfended for general administrative capacity building. In
addition, there is need to coordinate capacity building efforts with activities financed by other donor insti
especially as the latter contimdfecus on the less developeeafigated areas in Croatia. Thus for
example a number of projects, betin&Wther dontumded, currently extend assistance to regional or
local development agencies, which have been identified as impodhat¢hacticshange.

Under this and the future RCOPSs, such assistance is focused on institutions and services underpinnil
competitiveness of SMEs and the competitiveness of all areas of Croatia in terms of their ability to
investment andeulocal potential for spurring economic growth. A number of policy aspects are key
providing economic actors with the capacity and the skills necessary in order to spur regional competitiv
SME competitiveness depends largely on the avaiabititgessibility of business support services,

93|nstitutional, Territorial and -Eocinomic Assessment of the Areas of Special State Concern, World Bank 2004.
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financial resources, quality business support systems and accompanying infrastrieritagomarket
proactiveness of key economic development actors as well as on an overall regulatoduéiseework con
to business development. This section describes the needs of SMEs in Croatia in the mentioned areas:
needs are, as will be shown, highly correlated with the development needs identified by the counties
early stages of OP programmiagés&on 1.3. Partnership consultation).

Business advisory services

Quality business advisory services are a key factor influencing SME competitiveness: they can enhan
skills of enterprise managers, level of strategic thinking, opennassrfandrability to recognise and

seize development possibilities. At a more practical level, business advisory services on issues of norm
(e.g. 1ISO) are a precondition for étptiE. currently carries out a programme of soft measureés essential
SME competitiveness on the Single Europeaff Edgukeience with the project has been very good,
suggesting the need for provision of similar training, education and consultancy activities in the future
towards more soft skills in the paokageasures supporting SMEs is, moreover, in line with the good
practice in EU whesgperience from the Member States shows soft skills investments are more effective &
preferable to capital investment when it comes to support of SME competiomnassityl Btrategic
Guidelines 20@D013emphasize the benefit of business support services in enabling enterprises to increa
competitiveness.

Croatian SMEs currently face difficulties in obtaining and utilizing high quality businesa@s®rmation. Bu
management skills remain unsatisfactory: good technical or scientific knowledge is often not couple
management skills and the effective marketing approach. As a result, even though Croatian SMEs
achieved a measure of internal stabijitipthet 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
recent peric8Theconclusions of some of those suggest there is a certain level of dissatisfaction with t
quality of available advisory services as well as with the expertise and competence of consultants
perceived solution was fuethecation, certificationandgul at i on of t, hsewellca® n s u | t
the raising of awareness about the need for professional consultancy services. The needs for ady
services was particularly emphasized in marketing, finance, management, elaboration of liusiness plans
ups as well as knowledge of the various incentive préighanoiiness study conducted by the OECD
highlightethat the longer term financial sustainability of business advisory services, especially in ren
locations and economically disadvantages|, iegiot secuire.

On the basis of identified needs, the Croatian Agency for Small Enterprises (HAMAG) initiated the Prog

for Education and Development of Small Busi nes
certified 58 consuttaso far. There remains, however, much scope for increasing both the number and t
scope of advisory services available to SMEs.

USAID has been-financing consultancy servicés SMEs. Eiglprojects targeting selected industry
sector companies have been implemented until now and several more are envisaged. The feedback fre
final beneficiaries has been very positive.

“Three projectstimakree up dfheSMEodnpeddt i on-2006 Theyh e S ME
concern marketing, harmonization, innovation and competitive production (MELE) .

BACroati a EntUsSrAp rD s2e0 OP4r, o mfoStM Eo nPor ofimiloht é o Fx tialaofr QrGatiBcatt € ra i
SMEso (lnstitute Ivo Pilar, 2005) , AThe Competit.i
Evaluation of Promotional Programmes for SMEs and E
9%SHAMAG, based on insights frormeatmbcertification of business consultants, launched in 2005.

97OECEEBREDG ENTERPRISE 2005.
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One of the areas in which quality business advisory serviesshatac&urg or are not accessible to
SMEs is-business The application of ICT and the efficient use of business content (economic manageme
market and marketing knowledge, information and data) will strongly influence the competitiveness
indugries. An important reason for developiregtim@may is to improve efficiency both in processes within
companies and in business connections between companies (B2B). In a few years the use of elec
business connections and processes will nbd@rgepportunity but rather a minimum expectation. First
signs of this are evident today: major corporations who have introduced electronic systems now wi
expand integrated operations vertically in the sales and delivery chain in orderi¢ady@oaeretf

expect their partners to adopt these systems. These projects, whiclimansebe defiand substantial
organisation improvements and place significant financial burdens on smaller enterprises.

A GfK study revealed that Croatiarprisgs are already losidmysiness market share to foreign
enterpriseé$.Many of the less expensive applications (accounting programmes, Internet, office software)
already in use, suggesting that enterprises (including SMEs) are open d¢tiotheofimmrodarn
computerised business solutions. However, many smaller enterprises are unable to-saaliertake larger
improvements due to limited capital, often inadequate IT facilities and low ability to take risks and as a
corporate databases scattered, the information and knowledge base is segmented, and integrated inte
company electronic business systems are used almost exclusively by multinational companies in Cro:
survey on-eusiness conducted for the Central State AdmiQiffictifee-Croatia confirmed that
although the basic iofmmmunications infrastructure and hardware is already available in Croatia, and tl
majority of enterprises have Internet access, exploitation of the full potential of ICT teclanlolgies is still a
level. The low degree of exploitation is due to the fact that the majority of enterprises use the corr
primarily for running office applications and accounting programs. Internet is used mainly for correspor
and for obtaining informatieny. litle use is made of electronic business apfflications.

Lack of skills and information are the major reason for not imgheisieatingselutions. In order to
increase-business adoption rate there is a clear need for business suppatsagyice®fsiness,

but also for faster developmeHiusiress consultancy market, which is only starting to develop in Croatia.
Among the consultants certified by HAMAG, onlybiisiniéstseservices in their portfolios.

The government attempgteimprove the situation by opefiamer, which BHTRO.HRervice which

provides free education on the possibilities and advantages of the electronic business. The service
entrepreneurs generarimétion on IT services which are currently available to all the businesses in Croat
Although a starting point, without a more concrete advice how a businebssinaks wgapkcations in

day to day work this service has a limited effect.

The ndtterm needs in this area, therefore,toelgigradingooth thequality and the quantity i.e. the
accessibilityof business advisory services. The offered business advisory services need to be well targ
and comprehensive and able to adequatelg tedg@sic 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 ¢
range of benefits to both business and the wider ecohoaw,irmreased level of expertise,
complementary skills, use of economy of scale, improved information flow and enable developme
specialised business support infrastructure.

98 GfKCenter for Market Reseakolalyses of barierrs of developmdnisifess in Croatia, May 2006.
99 GfK Center for Market Researelnedpublic sdces barriers to use and implementation priorities, September
2006.
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Existing clusters in Croatia are generally small, with a relagVelydoaplenation among the companies,
which limits their scope for growth and competitiveness. The culture of voluntary cooperation amongst
and the public sector should be further reinforced.

This is confirmed by the feedback which the MSTTdeiVead frem counties in response to the
guestionnaire on development needs (sent out as part of the OP programming process). One of the the
i nvest ment in the questionnaire was fienhancem
creatomnd devel opment of c¢clustersod. The theme was
in total) but with a very small total investment value. This reflects the problem of clustering in Croatia: c
are on the one hand perceived asitivg development tool but there is no thorough understanding of
implementation yet.

This is so despite sustained policy efforts. The Government started supporting cooperation among SM
the public sector in the form of clusters back in 2GDBptisimgp approach. MELE measures included
workshops with the aim of better understanding clusters, as well as subsidies and grants for new and €
clusters, covering operational andpreational costs: consulting services, testing antioeedifica
products, design development, purchase and adjustment of software by applying IT, and marketing ac
such as promotion, promotional material and market research. From 2005 MELE support included fin:
and training of cluster managersSdofar, clustering was supported in the following industries: wood
processing, leather and shoes, printing, construction, ICT, tourism and catering, shipbuilding, product
medical equipment, production of communal equipment, food procesgiracassimgetal

Despite available incentives, bogtoattempts at clustering in Croatia generally fall short of sustained
success. The lack of business skills, product management and value chain management skills were p
reasons for lack of succetmivdbrrup clustering initiatives. The Government therefore wishes to explore a
topdown approachimproving networking and cooperation among SMEs as well as among SMEs and ot}
economic actors in high value added sectors. The newtapptedtiggrowth sectors with export
potential, in line withiAtCre a®dvaersn nkexmptodr - rOd o eem
oriented clusters are envisaged usingavtoapproach, in the following sectors in which Croatia holds a
compeative advantage: water, construction and maintenance (servicing) of small boats including sport:
leisure boats, textile, ICT, wood processing (furniture), mariculture.

In order to ensure success of this new approadbwa tpster methodologst tvel developed specific

to the resources of the national economy. Technical assistance through this OP offers the possibility of
such a methodology using European best practice and quality resources, and testing it on a limited nun
pilot alster projects prior to its adaptation and mepesidapplication (for the envisaged export clusters
mentioned above). As a first step in the direction of this new approach to clusters, MELE organized ¢
attended international conference i2083riat which seedpecific as well as horizontal issues were
discussed and case studies from across Europe presented. The purpose of the gathering was to ex
prospects of clustering with stakeholders and partners, raise awareness and ehkauyiiageroatia

as well as in the wider region.

Regulatory framewaork

Regulatory framework is one of the more often cited sources of obstacles to SME creation and growth.
last couple of years, howdlerregulatory framework for ergedai®lopment in Croatia has been

i mproving. I n a fADoing Business 200&td6Mplaceport ,
among 174 countrfes the regulatory reform advancemenareas crucial to business. Themid

needs in thisem includacceleration of reforms that affect the business and investment .climate
Significant efforts with that regard are however already being wittentakesugh domestic initiatives

or through other EU assistance so far.

More sustained aityivan indeed be reported with regards to Regulatory Impact AdgesSroati(
is the only country in Southeast Europe to have started the practice of regulatory impact assessme
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relevance for businesses. It has engaged in a pilot prégectioRpAon the amendments to the Small
Business Encouragement Act. Moreover, in order to remove unnecessary and obsolete laws and regu
which hinder entrepr eneur sRedgulptory Guiioti®@ 001 T R@R e52)v
conslltation with legal and economic experts, the business community and other partners, laws
regulations related to entrepreneurship were analysed in order to identify and remove or modify those
hinder entrepreneurship.

In June 2007 the Governagopted HITRORez recommendations to remove or modify 55% of laws and/c
regulations which hinder entrepreneurship, the most of them in the area of transport, agriculture, com
and finance. The HITRORez Unit remains charged with monitoring tha tmplemen o f t he
recommendations and will next assess laws in the area of civil affairs and localhgeveriimer.g u | at
guillotined mechanism should simplify procedur
register, as wedl help reduce corruption, improve business climate and increase FDI.

The advancement of regulatory reform is quite extensively covered through EU assistance as well. Reg
reform and improvement of the regulatory regime for SMEs features % #bjA&OR institutional
strengthening and alignment with the SME Charter, currently under implementation by MELE. A project
to develop a RIA control system on the government level will be financed under Component | of IPA for
The projeetill 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 &
new EU Member States. Commercial banks have tegjise the importance of the SME sector and
continue to develop for it a wide range of services. However, their financial products are still not conside
the needs of SMEs, in particular in the areaaédifurg.

Concepts such as bussnengels, private equity funds and seed and venture capital funds are relatively ne
in Croatia. In faotisiness angelthey stillo not existn Croatia. In general, SMEs rely more on traditional
financial sources of funding (loans) and lesdraditimoral ones, such as risk capital funds, business
angels, and similar. Currently there aiskfoapital funds Croatia. While they exist their influence is still

not very strong.

Since the end of 2005 a legal framework is in place fdistiraesdtab private and state venture capital
fundg®Based on it, that same year MSES and its agency BICRO started the Venture Capital Prograt
(VENCRO) in order to encourage potential fund managers to start venture capital funds. Under the VE
progremme t he Government will matwmh tump 4,06 3Mi% loifor
commercialyased venture capital fund in Croatia wit
ready to invest in the first companies bedinning of 2008. Importantly, it will be managed by a private
sector company and will be independent in itsndakisgfrom BICRO and the Government. MSES has
also establishedsaed capitabr ogr amme RAZUM of some an@l @rivatei | | i o
financing in the period ZW0O.

Despite the fact that the support of SMEs has
term economic policy strategy, access teelongi@nancing is still problematic, particulamalfor
businesses. It is therefore necessayrtwe longeterm financing and further develop Hrawlitional
instruments such as guarantee schemes, including -omexiging schemed-However, the private
commercially based financial institutiodsb&lvouhe 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 a
training, consultancy, networking support as an alternative to direct financing.

100Act 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 &
vast needs in other sectors covered by the OP, it is more appropriate and effective to address the issue
access to finance through otfemms. One such is the Community Programme CIP which envisages
assistance for intermediary bodies in the finance sector, including through support of seed and venture
fund initiatives.

Business support infrastructure for value added econatiiitya

Aligned with the objective in the Community Strategic Guid@d1),(2005h is to facilitate innovation
and promote entrepreneurship, one of the main
ensure available and adbésgusiness support infrastructure. The following section descnbes mid
needs in this field, including relevant R&D infrastructure.

Business related infrastructure

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

Currently, GCact i ads entrepreneuri al infrastructure con
the OP as the SME support centres), 18 business incubators, 15 economic free zones and 235 entrepre
zones. The quality of infrastructure and sowmksd 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 wh
other 95 are for the theing sites designated for enterprise zones (based on a demand analysis carried c
by MELE). The 140 business zones provide services to some 1,260 enterprises across all sectors,
between them employ 18,320 gébpite. current Government policyfasus 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 develoy
There is also among thensiderable variation inntensity of activities. Someeamesuccessful while

others are far from exploiting the full potential of theiraptesusestimes operate with a rather low
profile. The ones best known, with a good business regsingsaréncubators in Labin, Porin (Rijeka),

the Technological Centre in Split and most recently BIO®In @esijekal, therefore, incubegqtsre
significanassistance in order to assume the actual role of indsbatiance is needed imgeof

upgrading infrastructure and equipment as well as improving the soft skills and availability of fine
resources.

Investments into busirretsted infrastructure are vital to the catching lag@ihthéehind regionm

whichhe provisioof busines®lated 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 |
regions account forly 17.7% of SMEsalthough theyao unt f or 10 out of Cro
drops to only 16.9% in the smtsoprise category, indicating there is a severe need for business incubatior
This is the more so given that SMEs in Areas of Special State Concern generally Yahtaraddeg lo

able to boost the regional economy. Emerging small industrial enterprises lack access to appropriate pr
and associated support systems. There is an urgent need to upgrade and improve existing infrastri
(business zones, incubakis) to provide scope for industrial enterprise growth. The business suppor
system needs to provide SMEs witlsdibtbkills as well as premises and equipmecessary for
sustainable growth.

1MThe structure of these zonesd occupants is as fol
31% in commenadated bsiness. The average number of employees per Zone is 141 and average area is 20 hectare
102QECD Study: Enterprise Policy Performance Assessment, 2005, p. 82.
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Table 6: Comparing SME and entrepreneurship data canosies

Populati Share of No. of | Share off No. of Share of
No COUNTY on populatior SMEs SMEs | employed employed
l{Zagr ebal ka| 309696 7.0%| 4,261.0( 5.9%| 39,341.0( 4.8%
2 | Krapinskmagorska 142,432 3.2%| 1,098.0( 1.5%| 15,553.0( 1.9%
3| Si s#alolsd av a| 185,387 4.2%| 1,194.0( 1.7%| 19,068.0( 2.3%
4/Kar |l oval ka| 141,787 3.2%| 1,414.0( 2.0%| 14,576.0( 1.8%
5/|Varagdi ns ki 184,769 4.2%| 2,094.0( 2.9%| 34,166.0( 4.2%
6| Kopr ikvrniigekv 124467  2.8%| 111500  1.6%| 18,419.0 2.3%
7 | Bjelovarskbilogorska 133,084 3.0% 1,111.0( 1.5%| 15,513.0( 1.9%
8 | Primorskgoranska 305,504 6.9%| 6,771.0( 9.4%)| 59,173.0( 7.3%
9|Li {sdnjeka 53,677 1.2% 431.00 0.6%| 4,050.0( 0.5%
10| Vi r o-podravskia k 93,389 2.1% 610.00 0.8%| 9,031.0( 1.1%
11| P o g eslgorska 85,831 1.9% 467.00 0.7%| 8,128.0( 1.0%
12 | Brodskgosavska 176,765 4.0%| 1,132.0( 1.6%| 14,110.0( 1.7%
13| Zadarska 162,045 3.7%| 1,828.0( 2.5%| 16,033.0( 2.0%
14| Os j ddardnjeka 330,50€ 7.4%| 3,225.0( 4.5%| 43,099.0( 5.3%
15| Gi b ekmisskao 112,891 2.5%| 1,296.0( 1.8%| 11,126.0( 1.4%
16 | Vukovarsksrijemska 204,768 4.6%| 1,116.0 1.6%| 16,513.0( 2.0%
17| Splitskalalmatinska 463,674 10.4% 7,609.0( 10.6%9 68,915.0( 8.5%
18| Istarska 206,344 4.7%| 6,229.0( 8.7%| 43,297.0( 5.3%
19| Du b r oneratakska| 122,87( 2.8%| 2,522.0( 3.5%)| 18,857.0( 2.3%
20l Me L'i mur s k a | 118,426 27%| 1,813.0( 2.5%| 21,888.0( 2.7%
21| City of Zagreb 779,144 17.6% 24,467.0 34.1% 322,906.0 39.7%
Disadvantaged regions 34.9% 17.7% 19.1%
Source: CBS, MELE, SME Directorate
In all of the disadvantaged counties there are limitationotwthehg of fir eal 0 enterp

business related infrastructure. Those counties have exyewéeacedrelated damage to their
infrastructurg79% of total war damage) and the demise of centrally planneoviawes estddeprises.

The disadvantaged counties are home tslavorgkaof t h
one i nKGi Ins k sk eB&anjska an® 2 ip Brodibanvska county. The Counties Zadarska,

Si sdlolsd av al k aSrijemghkaldo  arvak k &,0d ¥V iav e k asenjakaildadsoL i | k o
harboring disadvantaged drbase neither business incubators nor technology parks.

Along with businestated infrastructure, the lagging behind regions have also suffered extensive damage
their cultural heritdgiar in excess of other areas in Croatia as over 84% of damage to such sites occurrec
those regions. This has had a severe negative impact on tourism development to the regions outsic
Adriatic coast and islands. TourismirsMBse areas face entirely different challenges and opportunities to
those | ocated on Croatiads Adriatic coast and
advantage of these areas, with a spa tradition built on naturaf dacescesch as Topusko, Daruvar,

Lipik, Bizovac and others. In order to revitalise the once healthy,-&ftrtateds taiarism services of

these parts of contintental Croatia, there is a strongpwedify and developing communal tourism
infragructureappropriate to the health, culture and activity tourism which those areas specialise in

The critical situation with regards to busnuegsurisirelated infrastructure is an objective impediment to
growth recognized by the counties astaipriestment theme. An analysis of the feedback received on the
guestionnaire which the MSTTD had sent out to the counties in the early stages of OP programming :
that by far the greatest focus (in terms of value of project proposals) hasrbé&eveldpoezht and
improvement of Busiaedated infrastructure and Business Support Inatith&osrgment 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 ty
intervention necesgsand likely to enhance regional competitiveness of lagging behind regions in this OP.

The miderm need, therefore, isnimance accessibility to business related infrastru(@iRg that will

improve the conditions for doing the business, eattrastestments and consequently create jobs,
especially in the lagging areasich have had the most difficult challenges in economic development. The
improved and newly developed BRI needs to be strategically located to achieve the optimum result:
limited national and EU resources. The type of BRI should be carefully selected and based on the ide
development potentials of the regions and consulted and agreed priorities on the regional and national |
iS necessary fwovide training tduild the management skills of the staff running the faciliies
ensurdghat incubators are more than physical infrastructure for enterprises they need to be able to pre
business and other special advisory services, including access to .finadigegadditional resources

need to be place to promote business incubators effectively.

The advantage of focusing on busatetesl infrastructure in the lagging behind regions is the existence of
a project pipelineEight of ten lagging counties hesiee® assistance through CARDS 2002, 2003 and
2004 projects MNASust ai naB%Teey thee\egdblishedoaunty levelfProjeca r
Management Units and have develgppéline of fully developed projects that serve the needs of the
regionln four of those counties a technical assistance programme financed by CARDS is still operatione
is assisting in the ongoing development of projects which could be financed uither thm&RUQE.

twd%4 counties have received techrésatance for project prepartiiongh th€ards 2004 Project
ASupport to the management 0 Wherébyg prajectpliomosala hade S o
beendeveloped with the necessanbensfit analyses, environmental impact asseaachénlisEC

tender dossierfhe 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 apatent ahd devel
new firms and supporting RTD activities in SMEs is highlighted in the Community Strategic Guidelines
of the line of actions needed to enhance SMEs competitiveness.

An overview of existing technology infrastructure facilities sbatis ¢hate@tly has an informal network
consisting of 4 operational technology centres, 1 commercial R&D centre (specialized for maricultur
fishery) and 1 centre for production processes. These centres were supported by an active initiative
MEES, which dmanced their operation by ordering certain activities and services defined in a framew
contract.

The technology centres, located in the urban areas of Zagreb, Split, Rijeka and Osijek, all developed in t
3 to 6 years under thébretia of MSES, but their scope of work differs greatly. It mostly revolves aroun
renting space to regional established and Ss#fEs operating in the service sectors with low technology
content. Some centres provide skilled intellectual ptspanayedton, others concentrate on consultancy
services regarding implementation of ISO standards, while yet others have developed business ser
however with weak focus on specific technology business development activities. Thus the centres
efficient in some activities, while in others they are facing problems, most notably, insufficient capac
incubation of technolbgyed stattpsio>Furthermore, more effort should be put into linking these business
support infrastructure instigutiorthe actual technology providersb@R&d industry, universities and
research institutions).

1037 adar ,-KnifsiSksakosiakina, Vuko@r i e m, -SlaRonig, eBgRbsavina, KarlovasdalikeSen;
Counties.

104Virovitic®odravina and Osidcanja Counties

105Elements of development of the technology centres network, draft report by MSES.
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There are currently few incentives to start a new tbaseddysiness. The risks of business failure are
very high, although Croatia has a stemgedzise, an educated workforce and access to major markets. If
support is provided to help tech#asgg firms (SMESs) start up and survive early stages of operation, there
are substantial opportunities for commercialisation and business groesd, iRuditer to compete
successfully in the Single Market, many existing Croatian SMEs need to upgrade their use of techn
including productivity, product reliability and quality and to introduce new design and equipment.

The challenge consistgrieating an efficient and standardized platform for technology centres and relate
infrastructure network operation, based on good practice abroad and combined existing local exper
Adequate technology infrastructure can help SMEs get establiahddbecome 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 er
effective cooperation thrgughparation and launching of the Croatian technology program. Further policy «
"strengthening the strengths”, i.e. concentrating efforts and resources on sectors, programmes and proj
national importance, should be pursued though this OpegatiomakRn order to maximise results and
national benefit. The recently adopted Governmeremeditience and technology strategy identifies
several priority sectors, among them biosciences (biotechnolodgyjnandhit¢GTa critical mass of
reseachers 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 sign
economic benefit. Effective support implies that fpoothdiseof the available resources and that these

are complemented with new ones, as appropriate. This is of particular importance for the biotechnology
as no new companies can hope to be established without:

3 adequate funding sources (meanimgfohdliasic reseaiichrimarily through the public sector;
and funding of further R&D cycle necessary to develop research results into comnirercial product
the form of seed and venture capital fap st@aripanies);

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

Newly established Higth (particularly biotech) companies rarely have at their disposakibeir own R
infrastructure, because it is irrational to make such investments in the early development phase given tt
risk and high cost. Besides, building such infrastructure facilitiefiedd anggetiment requires 2 to 3

years, and this shortenspient life of the invention and consequently the economic effect of marke!
exploitation of the product. Thus, infrastructure facilities are generally built as part of a Government initi:
support knowledgased entrepreneurship and developmmamtte€hnologies.

Development and manufacturing of pharmaceuticals, agriculture, and the foods and beverages industri
among the largest and most successful branches of the Croatian economy, with a sizable share of the n
gross domestic progdeatployment force and e¥§§adteir vitality and competitiveness depends to a great
extent on the dynamic development of biosciences. If they should ignore this fact and the government
successful in securing a conductive environment for bidsesopment (including investments into a
competitive science base, funding programs and appropriate technology infrastructure), these now prc
Croatian industries will face the destiny of less successful industries which, by laggmujdugténd in tech
development, have regressed from competitive players on the global market to being depender
government subsidy.

The Government recognizes the importance of biosciences (biotechnology) for the future econ
development of Croatia, andnbegrated this strategic priority in its key policy documents (i.e. Strategic
Development Framework, the National Science and Technology2Pblicwar2d@6e National Strategy

for Agriculture and Fishery).

106Croatian Chamber of Commerce and CBS).
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In concluding, it can be said that Crastlzeen slow at recognizing and adapting to global technology
platforms and technology revolutions and the developmental opportunities they enable. This is one of th
relevant reasons for the problems the Croatian economy is facing todswgjlsugdréasqnefor the lack

of competitiveness. Biosciencete¢hiaology) is currently the only technology platform that-offers wide
ranging possibilities in creating new products and services for emerging markets where entry barriers ¢
unbridgedb (as it is slowly becoming in the ICT industry):tdine meields in this arearapad, well
coordinated and focused actions aligned with devised strategic plans, which can turn high value
added industry, such as biotechnology, into the ddieheg of competitive CroatidVithout such

focus, Croatia will not be able to achieve the transition to ebkisewledgeomy.

Market orientation of key economic actors

The market orientation of key economic factors is indispensable for increasingpettiveness,
attracting investments and creating new jobs. The role of the public administration in attracting and se
potential investors has not been realized fully in Croatia. Awareness of the key contribution of
administration hetcreation of a positive investment climate has however grown following a number of pc
initiatives, mostly foreign funded.

Moreover, making business a major player at all levels and in all activities assumes creating rc
partnerships between rgiffeactors. Linkages between research, education and business thus need to k
strong and focused. The key to value added production lies in R&D, geared to market demand so that it
commercialized and placed in the service of economic growtadeor, tihe cooperation of the above
mentioned sectors requires stimulation in the form of awareness raising, appropriate financial progra
such as seed and venture capital for techastmyBpMES, assistance to innebatied stattps and

the povision of appropriate infrastructure.

Promotion of business and investment climate

One indicator of positive business and investment climate &oeeignedireict investments (FDi)

particular of green field investni@itselated domestioduction has not been established as important
part of export sector, as is the case in the new MembreStatgdatory framework for business and
investment climate in Croatia has been improving (for example, with the recent adoptient of the Inves
Promotion Act and its implementation redbtiof)rther improvements are needed in thgfeem of

field investmentsCompared to its Central European neighbours, Croatia was for long not recognized as
attractive foreign investment lacBiimimg 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 Yugosla
fact, up until 1998 Croatia only received small amounts of largehlyrgatediZaiil inflows, although

during that period, some of the most successful manufacturing enterprises were privatized to fo
investor&’8As a result, manufacturing accounted for more than 70% of total €8.in 1990

Starting from 1999, ankiidlinflows reached about EUR 1 billion or more. Most of this FDI was accounte
for by privatization in the services sectors, telecommunications, financial services. It also included gre!
investments in the retail and wholesale trade sectaridd tt@3Q005 the share of manufacturing FDI
dropped to just 20%. Tk of new manufacturing FDI is a major shortcami@goatia. Transition
countries usually attained a faster structural change and export growth if relying on FDI to modernize
manufacturing sector.

107Investment Promotion Act, Official Gazette noDi88t&; on the implementation of the Investment Promotion
Act, Official Gazzette no. 64/07.

108These manufacturing enterprises were largely characterised as being profitable and having a decent market sha
both domestic and international marketspri@tisation.
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This is vital as a fast and successful transition to a market economy has usually not been possible withi
knowledge and capital of foreign direct investors. Inward FDI plays a role in the strengthening of the |
sectorand the emergence of mat@tomy behaviour. Industrial restructuring, including through
privatization, is stepped up when the inflows of FDI accelerate. Output and employment can suffer se
after foreign takeovers, but firms become morereffigisistant to subsequent competitive pressure.

FDI in Croatia mostly relates to the financial services and the trading sectors. FDI has contributed 1
modernization and expansion of these activities. Investors have been able to earritsedisonable prof
stimulating#avestments.

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
Sbvakia 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

Sourcewiiw Database on FIEs

By end2006, FDI stocks in Croatia amounted to more than EUR 14 billion. Compared to new EU mel
stats and other Southeast European countries, Croatia has both the fifth largest FDI stock as well as th
largest FDI per capita (EUR 3,152). Croatian FDI per capita is similar to that found in Slovenia and is
three times higher than in Romashi8wdgaria. 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 s

The geographical location for the FDI has been unbalanced. The majoréy tf Zhdiiebdaity, whilst
the least developed counties benefit from very low levels of FDI. In fact more than 75% of all FDI has ¢
the city of Zagreb and remaining share to all other counties. The disadvantaged regions chosel
concentration witthie RCOP received only 6,49% of total FDI that went to Croatia E2@@@en 1993

Based on FDI inflow and stocks related statistics it can be concluded that FDI is not low in Croatia, b
attracted mostly by the domestic market. Greenfiethtisnagstrto 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 impere
enhance business and investfigrtte, to improve its image and be recognizable as an attractive place fo
greerield investments and doing buskasisc administration at all levels dealing with entrepreneurship
matters should be aware of theatatrdness of their workotlier sectors and importance of their role in
business and investment promatienability to successfully attract an international investment depends
also on the ability of regions to offer attractive and competitive conditions to potexttrabmivenstiors th
business needs. Attractive conditions do not have to involve significant financial incentives. Howevel
always involve a local support organisation, which can:

¢ meet with the investors, p r e @ eonvincindg manrero ¢ a |
that demonstrates an understanding of investor needs and an ability to meet them.

e help ensure that the investment process i s
to marketo is an irnatianaiavestorsgl y cri ti cal i Ssu
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Table 8Foreign direct investment in Croatia 229860Q3

Foreign direct investment in Croatia 2298603 (MEUR
Zagrebal ka 287,6 2.77%
Krapinskaagorska 155,3 1.50%
Si sanlolkd aval ka 6,7 0.06%
Karl oval ka 84 0.81%
Varagdi nska 36,7 0.35%
Ko pr ikvrniig ekvoa | k 42,7 0.41%
Bjelovarskioilogorska 12,6 0.12%
Primorskgoranska 415,1 4.00%
L i {sdnjeka 3,4 0.03%
Vi r o-podravska k o 3,2 0.03%
P o § eslavorska 16,9 0.16%
Brodskgosavska 34,4 0.33%
Zadrska 318 3.06%
Os j éardnjeka 180 1.73%
Gi b ekmisskao 17,1 0.16%
Vukovarsksrijemska 10 0.10%
Splitskalalmatinska 526,9 5.07%
Istarska 296,8 2.86%
Du b r oneratVakska 69,1 0.67%
MelLi mur ska 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
successful CARDS 2002 project which certified six counties for ievesijaenivaery well accepted

by the regions and has raised the interest of other counties in Croatia. By building on the experience a
lessons learned so far, it is appropriate to continue the certification process for other lesssdeveloped cc
in whiclthe situation in respect of investment skills is the most demandirgd fordHiDethe greatest.

The miderm need is thereforereate conditions within the civil service sector for attracting and
retaining investmenia all countieghich isn particular important for the lagging behind redioais
have not yet seized the potential from the open market and green field investments.

Innovation commercialisation

Improving knowledge and innovation for growth through inR@fnsenha of the objectives stressed in

the Community Strategic Guideline@@Bas essential for increasing competitiveness. Despite a sound
knowledge base and academic research abilities one of the main obstacles for not utilising the prosg
ideas that could become a successful buginesg in Croatia is the lack of linkages among science,
capital and new entrepreneurial ideas. Coupled with underdeveloped scientific and research infrastruc
relatively small financial support is dlldcatemnovative ideas and projects oriented towards market
application. The key issues anmicheeds in this area are described below.
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The World Economic Forum in its annual report ranks technology transfers from universities to bus
particulayl low in Croatia. The cooperation of the business sectors with higher education and reses
institutions is unsatisfactory, and as a result technological capabilities of the industry, particularly sme
medium companies, are inadefjBiate.

This situain reflects on the frequency of patent registration. There are about 100 published papers per
registered patent, wherelsyapparent that the private sector is more inclined to registering patents while tt
public sector is more successful shpgBcientific and expert papers. Concerning patent applications per
million inhabitants, Croatia is lagging behind certain EU countries: its score in 2004 was 12, compared
for ELR5, 160 for ELB, 29 for Slovenia and 18 for Hungary. It shotéd beat the situation is bound to
change in at least one research institute following the recent set up of the Institutes Agency for Inno
Services and Transfer of Technology, which will among other take care that the resulting valuable
adegiately capitalized.

The issue of intellectual property has been addressed in the past wifinandeplgej¢cts directing
technical assistance to beneficiaries and relevant institutions in order to increase awareness
understanding of andrggthen the enforcement of the intellectual property system. A functioning IPR syste
is essential to an improved investment climate and to fostering of the economic development in Croatia.

However, the institutional framework has yet to becom& aperatioduce a positive change by raising
awareness of the need for intellectual property rights protection and its potential value, and by adeq
servicing potential beneficiaries. Part of the reason that the projects directing teclinittz assestance

of intellectual property have not yet yielded significant changes in the institutional framework of its benef
is that they were not complemented with investment support to actually follow through and set up oper
models to serve &ehicles for the active use of intellectual property in research commercialisations. T
logical next step is to direct investment support to develop such vehicles, in the form of technology tr
offices, technology commercialisation units aisd eibation/stag units at research organisations

and higher education institutions in order to support ways to create value from IPR. These investments
incorporated as a part of a retmesearch strategy and support a broad range dfy&noariefer

activities, including technology screening, patenting and maintaining patents;upenisidgstsart
cooperation and madanted R&D. Such activities are vital and can have major impacts on
competitiveness and regional econeelmpdeent.

The key issue to an Ré&tBnsive economic activity andtammicieed, therefore, is develspimgl and

operational support infrastructure for innovation commercializsltloie significant economic gains

could be achieved if the mamsilexctechnical and scientific advances being generated were properly
commercially exploited, the existitigctual property and technology transfer and commercialisation
infrastructure remains weakResearch institutes should generate stramiyaion or interest in
commercialisationf research results whilst individual researchers and scientists should be provided w
greatestrategic, financial and legal supgoriarket their inventions.

2.2. SWOT ANALYSIS

Following are described two SAN&l¥sis tables, following the approach focusing on the main levels. The
first takes into account national development perspective, whereas the second one looks into reg
development issues confronting specifically the lagging behind regions.

1090QECD and the Outline status report on Croatian industry, finance, science and technology drafted by the Insti
Economics, Zagreb, 2002.
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Tabe

9. SWOT analysis of

Croatiads overall

STRENGTHS (INTERNAL / CURRENT)

WEAKNESSES (INTERNAL / CURRENT)

o0 Active government policy on promoting busines o Lack of high value added production by SMEs
climate (ex. simplified and shorter procedures f 0 Low SME investment into technology and R&D &
registration of business sts)jec consequent low work productivity

0 Systematic alignment of national SME policy w o0 Low share of labour force and capgtetiars svhich
European good practice drive competitive economies: biotech, ICT etc.

o Evolving culture of participation and partnershif o Insufficient export level and knowledge on interr
regional development as well as topttapproach t markets
planning 0 Lack of cooperation and networking among ecol

o Examples of entrepreneurial and successful actors
development initres at county and local level in o Undeveloped seed and venture capital market a
more developed parts of Croatia difficult access to loforsstartips

o Improvement in the delivery of Government o Insufficient and inadequate soft services for SMI
programmes for science, technology and innovi 0 Large regional disparities in terms of the basic &

0 Increased state funding for science business and technoledgted infrastructure and

o Political commitment to support the Croatian services
knowledgbased economy o Depopulation of rural and population concentrat

0 Rich natural resources and preserved environn urban areas, wétttonsequent negative impact on

0 Rich cultural heritage quality of life in both types of areas

0 Absence of finance and of vertical and horizonte
institutional coordination of SMEs and regional
development policies

o Insufficient local public administration capacity
conttiute to positive business climate

0 Lack of systematic and independent evaluations
impacts of implemented policies

o Insufficiently developed administrative capacity |
national and sultional level for management ani
absorption of EU assistance, incladinof a
sufficiently diversified, quality project pipeline

OPPORTUNITIES (EXTERNAL / FUTURE THREATS (EXTERNAL / FUTURE)

o Potential for further development of entreprene| o Lack of politigadogress in the region
especially in sectors with higher value added o Continued depopulation of the less developed a

0 Latent potential for cornorakzation in R&D sector, o Brain drain
given existing good quality basic research o Devastation of natural resources and&wuionic

o Growing application of biotechnology internatio implications

o Development of strong base of organised busii o Further pressure to cut public costs with negativ
consultancy in aspects essential to the Single H influence on strengthening administrative capac
Market o difficulties in coordination, given the number of

0 Scope for expansidmonrist offer to other inland institutions involved in OP management, with ne
regions and services impact on timely programme and project implerr|

o Reform of regional development policy: partner, o relatively short implementation period left for prc
planning, management and financing financed under the RCOP, given thade+3

0 Increasing external funding opportunities

0 Complete integration into the Single European
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Table 10: SWOT

analysis of

devel opment

STRENGTHS (INTERNAL / CURRENT)

WEAKNESSES (INTERNAL / CURRENT)

Tradition of health tourism in continental parts ¢
Croatia

Rich cultural heritage in laggimgdbregions
provides potential for cultural tourism

Active government policies on the developmen
Areas of Special State Concern

Active government policies on active labour ma
development
Evolving culture of participation and partnershig
regional development as well as hgttapproach t
planning

Examples of entrepreneurial and successful
development initiatives at county and local leve
more developed parts of Croatia

Rich natural resources and preserved environn
the laggmbehind regions
Excellent national motorway network helps to r¢
isolation of the lagging behind regions

Low competitiveness of economic activities in 9
Croatiads territory wl
Severe war damage to cultural heritagerismd
infrastructure in the lagging behind regions
Lower levels of SME formation in the lagging be
regions

Low level of investniembth foreign and doméstic
the lagging behind regions

Insufficient and inadequate soft services for SM|
lagging behind regions

Insufficient local public administration capacity ti
contribute to positive business climate
Unemployment in most ASSC municipalities bet
2540% of total working population

Large county and ittoainty disparities in terms of
basic and business infrastructure and services, i
technologelated infrastructure and services.
Large county and irtpainty disparities in terms of
unemployment and labour skills

Depopulation of rural areas and population cond
in urbaareas negative impact on quality d¥lkfer
outmovement of younger and better educated p
Aging population in the lagging behind regions
Most new small enterprise creation appears to b
Al ow entry barrier oilngi
and local services rather than egpoeried
enterprises.

Inadequate access to affordable credit in the lag
behind regions limits growth

Structure of unemployment unfavourable: high I
longterm unemployed

Insufficiently developed asiimgEtive capacity at
national and sualational level for management ani
absorption of EU assistance available to lagging
regions, including lack of a sufficiently diversifie(
project pipeline

OPPORTUNITIES (EXTERNAL / FUTURE

THREATS ®HERNAL / FUTURE)

Potential for encouraging enterprise formation i
lagging behind regiorespecially in enterprises
capable of growth

Potential for growth of cultural and spa tourism
lagging behind regions

Envisaged reform of regional gevet policy offe
scope for more effective development of the lag
behind regions

Increasing external funding opportunities

Ever fewer job opportunities in the lagging areas
Increasingly less private investment into lagging
with resultant inaséng demands on the state budj
Continued depopulation of lagging areas, espec
among youth

Further pressure to cut public costs with negativ|
influence on strengthening administrative capac
Legislation to support the lagging behind region:
inacgkquate to needs

difficulties in coordination, given the number of
institutions involved in OP management, with ne
impact on timely programme and project implerr|
relatively short implementation period left for prc
financed under the RRC@iven the n+3 rule
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3. PROGRAMME STRAYEG

The objective of the RCOP is twofold. On the developmental tidachieaienkigher competitiveness

and balanced regional development by supporting SME competitiveness and by improving ecor
conditlks in Croatiabds | agging behipugose o the OPhisto Cor
develop the capacity in Croatian institutions to programme and implement activities supported by the
upon accession.

The OP6s st rttemptaagchoose priorities and meabuees vehich between them accomplish th
following:
a) address development issues which have proven key in light of sector and area needs analysis;
b) enable national and-sabonal actors to gain skills with implemeesimgeims typical of the
Structural Funds which await Croatia shortly, and for which IPA is a direct means of preparation;
¢) undertake mutually reinforcing and complementary measures which address competitiveness
cohesioi the two concerns underlyigemalay regional (and national) development policy;
d) use the project pipeline created through previous EU assistance, particularly in regions lag
behind.

The socieconomic analysis and the accompanying SWOT analysis indicate a number of strengths

weaknesses of Croatiads competitiveness. The O
into areas which are both, eligible under IPA i.e. they reflect future ERDF interventions and-for which the
economic analysis identifies cemttntial. The chosen areas of intervention as well as the rationale for
choices made are set out below.

Generally speaking, most activities in the OP reptepeaway from the pagcession and towards

the Structural Funds that is to say, tlseope of activitiesfitmnced by EU funding is significantly
enlarging. Whereas so far EU assistance for economic cohesion has mostly focused on soft assis
directed to policy making bodies and supporting national level institutions (segitbeliRiartrde

activities are being complemented and expanded. There is both, mordisanpmdodaalopment

projects with a strong Lisbon character to them and for spreading the capacity building effort to key ac
the sulmational levéllhere is at the same time the necessary continuity bdineeretPeasures and

efforts undertaken by national affidnBéed activitigbjs OP builds upon previous accomplishments

and continues interventions which have proven their worth in the pas

lsofitd services to SMEs

The choice reflects both the positive experience in Croatia with such assistance (business advisory se
and the good practice and guidance at EU | evel
aid as opposed to other grants. Since such is also the direction in which the Cohesion policy is evolvir
opportune to build up capacity and programmes in this areacecegsopreeriodhe more so as EU
programmes have so far not finthrisdglpe of assistance in Croatia (except for one PHARE project). The
focus of the OP is on competitiveness related advisory servicedusiclaging e

2. strategic cooperation between companies

This type of cooperation has been identifatlam@rsynergies which are a significant factor of enhanced
value added production and export potential. As such, support to clusters contributes to the same goal
the other more general soft services for SidiEsf successful functioning @ingke Market. Whereas

Croatia has got previous experience with supporting clusters, the value added of the OP lies in an e
policy approach which will seek to maximize the potential for synergies within a wide stakeholder networ

3. buildingngrepreneurship in the research sector

Insufficient contribution of the R&D sector to economic growth is characteristic for most European (and
economies. One of the reasons why public spending on research is not realizing full ecokarhic impact is
entrepreneurial skills in the academia. Activities in this direction build on efforts previously undertak
Croatia through EU funds as well as on measures which are in this direction being undertaken through r
funds. Strengthening entrepres r i a | skills in the academia in t
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on strategic busineskted infrastructiiras a successful entrepreneurial initiative of a research institution
could result in a centre of excellence or a simildgdvased marketiented R&D facility.

4. development of business and investment climate

A preactive and entrepreneurial approach to development at the local level is essential to-overcoming ¢
economic disparities characteristic of Croatiaadvhedn accomplished through EU assistance so far at
the national as well as local level, proving that there is significant learning potential and consequently
potential of lagging behind. regions Exending such support to other areasafeededsty is

therefore a desirable investment under this OP. In doing so, the OP draws on lessons learned and er
coordination with other EU, foreign and domestically funded activities relating to enhancing the busine:
investment climate, priimgadecentralization and the principles and knowledge of good governance, etc.

5. enhancing policy implementation

Through previous EU funded projects the SME support system in Croataseskele aral
recommendations made for improvingthigesféss of measures and their delivery. In order to improve
policy implementation, methodology for measuring and evaluating the impact of incentives for SM
methodology for systematic assessment of the impact of the implementation of stmenécent Inve
Promotion Act and a methodology for regularly assessing the evolution of the business climate in Croati
to be provided. Setting up a central register of SME measures and incentives will significantly enhance
making and implementatitmeatational and regional level.

6. business support infrastructure for value added economic activity

The socieconomic analysis has shown that the lack of basic as well as sophisticakdedusiness
infrastructufiein different parts of the cpwugrwell as in specific economic sSe@axa obstacle to a

more dynamic and competitive economic growth at regional as well as national level. Such infrastructu
precondition for the establishment and growth of enterprises and foil attichotingr Fivestments. The

OP therefore places a significant accent on such investments. In so doing, it builds on lessons learned t
similar EXunded activities in the past (partnership, strategic value) and realizes part of the project pip¢
resulting from previous EU and other-fioneigeh assistance for strategic business and R&D infrastructure.

Measures proposed in the OP repragdmdgrant mixharacteristic of effective policy making. Institutions
in charge of the differentpoorants of the OP have realized a high degree of cooperation in designing th
measures so that impact is certain to be strengthened by the synergies built into the different interventiol

Due to limited funding, however, concrete progress catheatchepesly on assistance delivered through

IPA; it can only be the result of a sustained and coordinated effort financed through national, EU and
available funds. TWedue added of the GiPthat respect lieeitouraging a crossectoral apprach

to development andtiengthening the necessary administrative capacity of the relevant bodies at the
national and the suimtional levelln the longer run, interventions financed by the OP will yield a certain
economic impact as well; that ctatritsy 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 reg
competitivenessvheh er i n terms of regional cohesion or
Precise elements of thisspiller ef f ect and mutual coherence ar
specific priorities and measures. Some intefivémbisevghich contribute the most to competitiveness in

the EU will,in order to be feasihlikely have to focus on economic actors in certain sectors and/or
areas with the necessary development resources and capdititgut ensuring feasibility at project

level, it is impossible to ensure impact of funds at programme level. In order to ensure impact of funding
this OR which envisages competitivagpesnterventions characteristic of the Cohesibthpalsye

of feasibility is essentialluEddlci ng cert ain of Croatiabs more dev
does not, therefore, stand the test of economic development: in order to spur and sustain growth in the |
behind regions, there in need for certain economic integinatimonsithynamic surrounding areas.
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The challenge is thugtegrate into the development of urban centres with the economic potential of

the restof the countyn d, mor e i mmedi ately, of the surroun:
is particular scope for such economic complementarity, given the fairly specific economic structure c
different geographical regions.

3.1. PRIORITY AXB$SDAMEASURES

The OP consists of three Priority Axes of which two are-ieladstinglatithe third one contains TA
relative to OP management issues. The two investment Priority Axes focus respectively on the cohesi
the competitive el ement of Croatiabs economy.
thesecah one addresses horizont al i ssues common t
under the second Priority Axis to be feasible, they focus on economic actors in sectors and/or areas w
necessary development resources and capaaiyn, Thmirever, 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 cou

Even though only one Priority Axis exclusively focuses on the lagging betaindlexgiopsnent will

draw benefits from investments financed across the OP. Besides the restiaifttspiffort has

been made to ensure more direct benefit of lagging regions from investments under Priority Axis 2. In 0
facilitate picipation of beneficiaries from these areas, wherever possible and appropriate, specific alloca
of funding under a particular activity will be envisaged for them.

An overview of priority axes, measures and operations is given below.

Priority Axs 1: Improving development potential of the lagging behind regions
Measure 1.1. BUSINESBELATED INFRASTRUCTURE

Operation 1.1.1. Busiaesated infrastructure

Priority Axis 2: Enhancing the competitiveness of the Croatian economy

Measure 2.1. IMPROEMENT OF BUSINESS CLIMATE

Operation 2.1.1. Improvement of administrative efficiency on national level
Operation 2.1.2Basiness competitiveness improvement programme

Operation 2.1.3. Provision of advisory services to SMEs

Operation 2.1.4. Developofdntestment climate
Operation 2.1.5. Support for cluster development

Measure 2.2. TECHNOLOGY TRANSFER AND SUPPORT SERVICES FOR KBIESH#IEDGE
STARIUPS

Operation 2.2.1. Science and Innovation Investment Fund

Operation 2.2.Biosciences technologgnmercialisation 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 steyégatipn 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 env
under the accompanying measures.

Prioiity Axis 1: Improving development potential of the lagging behind regions

Aim
To contribute to cohesion by helping Croati ad:
levels.

Specific Objectives
- to support the creation and growtitMBs ®y expanding and improving busiatsd
infrastructure and accompanying services 1in

Rationale

Croatiabs business support infrastructure is o
entt s across the country, as wel | . Nonet hel es s,
(ViroviticRodravina, Vuko@iijem, Bradosavina, Sisdko s | a v i #Kain, OsijeRdraaja, iLika

Senj , -SlAvorgae Kadovac and Zadar) experience slower, less dynamic SME growth as well as
continued less perspective structure of their economy. The fact is that these amasetaeves@er
damage to their infrastructure during the war as well as a demise of centrally plaiowatethrge state
enterprises which underpinned much of -elteslse ar
infrastructure has beenifdénte d i n these countiesd devel opment
enterprise creation and growth as well as for foreign investments, there is an urgent need to upgrad
improve existing business support systems (business zones,aobobkgystransfer centres and other
entities grouping SMEs and providing services directly to them) and develop and impreve public tot
related infrastructure. I n addition, these ar e
danaged in the war, provide potential for development of tourism related businesses in the lagging regiol

The challenge is thus-fimld: to encourage growth of entrepreneurship and to offer entrepreneurs ant
investors quality support and servicegr lto grat 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 qualit
capacity. The existing national piiaetigghat of investing into business amhgmiblic touriselated
infrastructure, can be enhanced by combining infrastructure investments with investments into
accompanying human capital and additional soft services to tenant SMEs and others in the region. Suc
in fact, been the pieetunder previous EU assistance to regions lagging behind. Moreover, TA projec
under the program CARDS have resulted in a pipeline of mature projects of this kind which are in ter
substance and aim appropriate candidates for assistance Braemtblisa® ERMAded measures in

the future (see section 3.4. and annex 9).

Description

The priority will finance infrastructure investments combined with human resources investments necess
strengthening the business support base andyuhwekidogenous potential for economic growth. The
focus will be on existing and new busilaésd infrastructure, ranging from basic communal infrastructure
within existing business zones to infrastructure and services geared towards higtienvalue prod
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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 prioritie
theEC Community Strategic Guidelines, by focupgrioessential to unlocking the potential in strategic
growth areas and improving the quality of institutional support infrastructure key to economic competitive

Specific objectives
- to enhance SME competitiveness by improving key elemeraspasgivenpusiness climate
and effective public business support at all levels;
- to enhance the contribution of technology and R&D to economic development by supporting
creation and growth of techradogly knowleddpased SMEs and by building wgrica@nd
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 g
As a first step towards designing a growth and developmentis&&amteoBuropean Market, there is

need for investing into skills and knowledge of opportunities, threats and dynamics of the Common M
Opportunities for such capacity building are still not adequate (in terms of quality and quantity) or suffi
accessible as this type of knowledge and a more strategic mentality are still lacking among the vast maj
SMEs in Croatia. There is therefore scope for more sustained facilitation and investment into quality bu
advisory services and eductafi®MEs 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 dealin
businesses, investors, etc.

A factor underpinning natiormaoetic competitiveness is value added economic production. Analysis of
Croatia's competitiveness factors shows that significant growth potential lies with the SME sector and th
community as a source of value added economy. This potential remtoriseh@aézed fully as there

is at present a number of weaknesses obstructing the creation and the growth of SMEs, particula
knowledgbased SMEs. Business -gfartates are very low by EU standards, and the regulatory
environment is less conduto business survival and growth compared to the EU27, although the mos
recent World Bank survey of 6éDoing Businessod &
Moreover, the public sector dominates expenditure on R&D in @ddtddhBddahomic 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
to increase competitiverasd enter international markets. In Croatia, the technology transfer process ar
the underlying intellectual property management have been particularly undervalued as crucial methc
capitalising on existing knowledge and research strengthit, &scatiasis losing significant economic
gains that could have been achieved if many excellent technically and scientifically advanced ideas
exploited in a proper commercial way.

In order to enhance both the competitiveness of the public RE&DEESMES, the priority envisages
investment into the necessary capacity building as well as infrastructure. The provision of adequate tech
infrastructure enabling SMEs to engagffamtistely in R&D and easy access to technical and business
development services is crucial to helping SMEs get established, grow and become more profitable.
investments are essential to sustaining the regional economy and will have favourable immediate as v
longterm impacts on employment, innovaagcitycapd economic growth potential. The capacity building
component of the priority concerns investments into théndosteysityterfatea powerful driver of
technological and economical development of industrial branches and regiaiso regdageiZe

110 EIMS Publication No 26: Good Practice in the Transfer of University TechnologY Ro 1Iinod6tiyC
Directorat&eneral for Enterprise: Universitg@pim EurofjeOverview and Good Practice.
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More particularly there is within the higher education institutions and research sector in Croatia evidel
urgent need for further development of technology transfer management skills and entrepreneurial activi

Description

The pority aims to enhance the competitiveness of the Croatian overall economy and in particular to ent
the growth potential of SMEs. It therefore focuses on several elements underpinning these potentials: r
quality business advisory services higahdsiness, more accessible to SMESs; encouraging cooperation
between businesses and cooperation of businesses and public, education and research sectors th
enhancement of clusters; enhancing technology transfer and incubation capaciiesadudugh val
sectors; developing effective business support capacities relative to investment promotion at the regiona

Priority Axis 3: Technical Assistance

Aim

One of the principal goals of implementing IPA is to build administratidehempaciilyisaessential that

Croatia identifies, trains, develops and retains a sufficient body of skilled and motivated staff, workin
effective systems and procedures for sound programme management. The aim of this Priority Axis is th
to ensire 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 develoy
institutional capacity for managingsortiag IPA funding.

Rationale

Croatian programme and project management degraditgsign through commissioning to opésation
evolving at the national, regional and local levels, supported in recent years by 76 technical assistanc
twinningprojects under PHARE, CARDS and bilateral assistance. This practical experience will contint
grow and become embedded in future years, as more projesteeeome on

Management of IPA, and specifically, this OP, will involve extraorditady ocostéotm part of the
Croatian administrationds traditional operatin
development of monitoring indicators and an EU funds Management Information System; the commissic
external, irgpendent experts for interim and ongoing evaluations; and the costs of managing a
implementing the IPA programmes.

Moreover, IPA is designed as-@upmer to Structural and Cohesion Funds, and it is essential that Croatia
develops the capacity taeimgnt these funds. IPA is an opportunity to learn how to manage funds accordir
to EU rules, and to build sustainable institutional structures, systems and skills for the transition to Stri
Funds. Furthermore, the preparation of future programmentsdmd 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 encountdted in absorbir
allocations of Structural Funds that were made to them, and is committed to using technical assistance
in place rigorous systems and training to ensure that project management capacities are strengthene
risks of ineffective absorptiomingd.

Description

This Priority Axis contains three operations to be implemented through procurement contracts. Tec
assistance is extended to the Operating Structure regarding horizontal OP management issues, prepatr:
future programming doents, identification and preparation of a future project pipeline, as-well as for c
financing salary costs of public officials within the management structure and the project selection comm
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3.1.2. General selection criteria and process

Theaimbf the OP is to select projects which best
learning from the systems and practices of IPA management, as a closer experience to Structural |
programme and project management than previoasdgddsmwea funds. To be supported under the OP,
projects should be financiatlppetcally, socially, and environmentally sound. In order to demonstrate this
they will have to be prepared according to a nestdusioof criteregainst which thveyl be assessed.

Appraisal of projects is a three stage process. It involves:

V Administrative screeninrdgormal checks for completeness of the application and the supporting
documents;

V Eligibility checks for eligibility of activity and projext aodt
V Qualitative appraisascoring 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:

e Projetmust be ready for implementation

s 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 objec
under which funding is applied for;

e Projects must demonstrate value for money;

¢ Projects must demonstrate genuine additiadhatitis, the project would not have gone ahead
without EU assistance;

e Projects must be vidhileat is, deliverable by existing or planned administrative capacit

e Projects must be -cwtnmpiatgd | eomd drhnst hef Agmrom
environmental sustainability.

3.1.3. Measures under Priority Axes

Measures to be implemented within the Regional Competitiveness OperationaleRregraohosemayv

in line with ongoing national efforts and in light of positive experience with previous EU assistance.
implementation will take into consideration the evolution of national policies and the implementation of o
EU projects, in orde ensure value added and coherence. Implementation details are for this reason left
be determined at a later stage, at the level of individual operations and projects. Below, the general direc
investing OP resources is set out, indicdtipgstod operations and the beneficiaries envisaged.

Priority Axis 1: Improving the development potential of the lagging behind regions
\Measure 1.1 : Businesdated infrastructure

Specific Objectives
To support the creation and growth of SMBstinnCaod s | aggi ng behind regio
related infrastructure.

Description

The measure consists of grant schemes and a procuremehheanaacpart of the measure will be
administered as grant schemes supporting regionali@pdl authorities and institutions in the lagging
behind regions with the development of netatedssupport systems, i.e. infrastructure investments as
well as investments into the accompanying services. It will primarily support éngegatogmémtiof
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new and existing business and related infrastr
Investments will focus on improving the efficiency, capacity, quality and attractiveness of existing bu
zones and new andséing business incubators and other business support entities grouping and servici
SMEs as well as into public tourism infrastructure. Support will be provided based on clear eviden
inherent demand and where the result of such operatidiresttyfl fosjer SME growth and job creation.
Beneficiaries receiving support for infrastructure investment will also be provided with support sel
designed to maximise the benefits of the investment.

The following minimum and maximum valueduligdivits will apply, with the possibilifinanciog
t he Fi nal B e nfmancirg ifranrthe eatianal lsutigatr e of c o

Assistance thresholds

Maximum andnmimum EU grantf Ma x i mum: 0 1.
size (0) Mi ni mum: a 32
Maximum size of EU funding tq

total eligible costs (%) 75%

Effective implementation of the grant schemes will be ensured through assistance with secon
procurement, to be extengedigh a procurement contract.

Main types of operations
The operation consists of a grant scheme and a procurement contract.

Below are the main types of actuhiies may be funded through individual grants:

« Preparatory architectural and engingesign;

« Site clearance and development (preference will be given to the utilisation of brown field sites);

» Construction monitoring and control;

« Development of busiaessted basic communal infrastructure within established business zones, wher
thelack of such infrastructure is an impediment to SME development (i.e. impedes access or function
zones). By basic communal infrastructure it is meant: access roads, gas, water and waste water, se
electricity, energy and communication neanwdskaping, etc.;

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

» Development and improvementlaf fmuispelated infrastructure, including through infrastructure and
capital investments and fAsoftodo investments i nf

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

The procurement carttiander this measure will finance assistance with project pipeline preparation for tl
grant schemes under this measure and assistance with secondary procurement for the beneficiaries
grantschemes in question. To the extent that businessrasatecture type investments are present in a
sufficient quantity among project proposals currently in the project pipeline, assistance with project pi
under this measure will focus on strengthening and completing the existing projedigiipedéaa whic
created through previous EU assistance, as not all project proposals in the existing project pipeline f
complete project and tender documentation. Projects listed under Annean$ytteppesertf the

pipeline of projects elaboratetde lagging behind regilbraigh technical assistance timel€ARDS

2003 project ASustainabl e Devel op meSnjemaodtheAr e a s
SisakMoslavina Countiesit he CARDS 2004 proj dont CADwdti amidrsa bNae
Ar e a s oLik&Senj, Karldvac, Slavonski-Brods a v i n-8lavonia €aduetigseTiull pipeline of

regional development projects includes alpoojgieproposals elaborated through technical assistance
undertheGDS 2004 project ASupport to the manageme
were consequently submitted at the call for proposals under the Phare 2005 Bussines related infrastr
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grant scheme) as well as project proposals identifiedtragnt priorities in Regional Operational
Programmes (ROPs) of individual counties.

As appropriate, assistance under this contract can take the form of traininghdjobludhimings),
seminars, workshops, information material andggarmketonsultancy advice on individual basis.

Activities eligible under Measure 3.1 Al mprove
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 Se

Monitoring Committee. Principles to underlay the criteria are the following:

e Projects must be ready for implementation

e All projects must be locatddnithe lagging behind regions

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

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

e All applicants must show praieinedénd 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

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

e Preferencwill be given to projects in accordance with county development strategies

e Preference will be given to projects with demonstrated scope and intent of cooperation with rele
stakeholders in order to maximize the impact of the investment ineqgesimovétion networks,
investments related to a cluster, links with higher education, research institutions and the private sec

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

e Preference will be given to projects wiik popiict on export

e Preferences will be given to projects which will provide infrastructure for members of recognized clus

Final Beneficiaries

Final beneficiaries of grants are the following:

e Regional and local-gelfernment units

¢ Regional/localvned public institutions or associations, public companies owgmeeiynself
authorities

e Regional/local tourism boards

The final beneficiary of the procurement contract is the MSTTD. Recipients of assitance under this cc
are grant benefi@arand MSTTD staff involved with the management of the grant schemes.

All beneficiaries must be legal persons and muptddé nking.

Priority Axis 2: Enhancing the competitiveness of the Croatian economy

Measure 2.1: Improvement of busimdissate \

Specific Objectives

To enhance the competitiveness of the Croatian economy by focusing on improved quality and mechani
support available to investors and SMEs at national as-naticassievel.

Description

The Measure will beplemented through folesely interrelat€@perations stemming from positive
experience with national antliEdiéd projects sa fine OP is an occasion to complement ongoing efforts
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