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Introduction


Purpose of Analysis

The purpose of the Analysis is to create the basis for the elaboration of a National Strategy for Regional Development which is in line with EU principles and practice. The goal of national regional development policy is:

· to contribute to overall national growth and development by enabling those regions and counties which are lagging behind the more prosperous to compete, 

· to reduce the social and economic disparities between the regions/counties and 

· to provide a national framework for coordinated local initiative for economic and social development across the country.  

The impetus for balanced regional development stems from a growing concern within Croatia at the widening gaps in socio-economic performance and fortunes between different parts and different social groups within the country. Moreover, as Croatia seeks to fully integrate its economy and its markets in to the global context, and in particular, into the EU single market, there is an imperative to ensure that all areas of the country are capable of competing there. The consequences of failure will be unsustainable imbalances between the regions where economic growth is concentrating and those which are lagging behind – and a failure in the overall national effort competitiveness. 

As Croatia actively prepares for accession to the EU, it is crucial that it is well prepared for the introduction of EU Structural Funds and pre-accession funds. This will require a significant effort on the part of the government to strengthen the institutional base for the management of the Funds – from the centre of government to local areas across the country. The national strategy for regional development will be a major part of that effort. It will address the internal disparities which are damaging the overall development prospects of the country. In a separate but related exercise, the National Development Plan, and the work associated with it, will provide a framework for dealing with the deep structural obstacles which block Croatia’s path towards convergence with the richer member states of the EU. The National Development Plan will eventually incorporate, as a core priority, within a single framework, the National Strategy for Regional Development and Action Plan for Regional Development.

The preparation of the National Strategy for Regional Development and the Action Plan for Regional Development will not only encompass the development priorities and development interventions aimed at reducing disparities and building the potential of poorer parts of the country to compete. It will also set out a coherent unified policy and legal framework for regional development as well as setting out a strategy for building the institutional framework. In these respects it will contribute substantially to the later preparation of the National Development Plan and fundamentally towards building the capacity nationally for the effective use of EU Structural Funds. 

Much of the evidence base used in the Analysis is drawn from the projects, reports and studies related to regional development and socio-economic development generally (short literature review is annexed). Many of their findings, conclusions and recommendations inform the various subject areas of the analysis itself, since the logic of the approach has not been to reopen the analysis but rather to pull these different elements and perspectives together alongside the insights, evidence and perspectives gained in the early months of the project. We acknowledge that much of that perspective is in part shaped by an experience in the design, management and implementation of EU Structural Funds over many years. Nevertheless, it is a perspective continually tested against the reality on the ground in Croatia.

Regional Policy

What then do we mean by regional policy? In most European countries, regional policy embodies an overall goal of ensuring an optimum balance of economic and social development across the land area of the country within a public policy framework which offers choices while ensuring efficient use of public resources and achieving sustainable outcomes. 

Over the last five decades and more, national regional policy in Europe has moved through several evolutionary cycles – public works schemes aimed at absorbing job losses in certain areas, Keynesian style public investment in significant (labour intensive) public projects, industrial location incentives, greenbelt planning measures, travel to work (“on your bike”) programmes etc. 

In the social market economy of the European Union, regional policy has been linked to the completion of the Single European Market. Its goal has been to promote economic and social cohesion across and within the regions of the EU, to reduce disparities between the prosperous and poorer lagging regions – and to assist these latter to build sustainably competitive economies. EU regional policy has the purpose of counter-acting significant population shifts leading to congestion in the economic centres and depopulation in the poorer more peripheral areas – with consequent imbalances and social, economic and environmental costs to society as a whole. Balanced regional policy is a necessary complement to sustainable competitiveness. 

Principles behind the Reform of the Structural Funds

In the European Economic Community, European Regional Policy was introduced to the treaties in the early 1970s and the European Regional Development Fund established in 1975. During the early years the ERDF was essentially a re-allocative mechanism, financing “flagship” projects in Member States, more or less commensurate with the member state’s contribution to EU Budget. The reform of the Structural Funds, in the context of the completion of the EU single market, led to a fundamental change in their management and the principles for application. 

A number of core principles were introduced which have guided the use of the Funds since the late 1980s. These were the principles of concentration of resources on the lagging regions of the EU, long-term strategic programming of development interventions, consensus around development needs, priorities, type of intervention and delivery method based upon partnership, ensuring the added value of European Community assistance in the lagging regions through additionality. The practice of monitoring and evaluation has been emphasised from the start as the means to ensure the effectiveness of the Funds.      

It was a first coherent attempt to align regional policy with the different development needs of the regions facing difficulty in competing within the Single Market. The poorest regions (less than 75% GDP of EU average, high unemployment including long-term unemployment, unfavourable economic structure) were classified as Objective I regions with significantly different and more intense development needs. Other regions (urban, rural, etc) in crisis were also categorised in terms of their development weaknesses.

Factors for Sustainably Competitive Regions

The Commission’s Third Cohesion Report (2004), identifies a number of factors associated with those regions which have been successful in reversing the development deficit. These concern the effectiveness of the policies and actions undertake to address the bottlenecks and obstacles to growth and development of the region. Consistently, those regions and member states, which have made the most progress in achieving sustainable competitiveness, have been able to formulate and implement effective policies, strategies and actions to

· address the structural faults in the regional economy

· improve the quality and flexibility of the labour force

· tackle the infrastructural obstacles to accessibility (tackling peripherality) and sustainable development

· promote innovation (new products, processes) and better links between science and technology and enterprise

· support and stimulate the small and medium sized enterprise sector 

· build a modern, competent and responsive administration – and systems of institutions working together for development. 

In conclusion, modern regional policy is about creating an integrated policy framework which can bring together a range of interventions within a single programme or action plan to address a combination of factors. It is driven by a common set of overarching objectives. It combines all of the resources necessary, within a shared monitoring and evaluation framework. 

Regional Policy in Croatia

Upon achieving its independence in June 1991 Croatia inherited a number of unfavourable features, such as disproportions in socio-economic development, depopulation, deterioration and regression of many parts of the country, poor transport and technological infrastructure, as well as lack of capital for restructuring.
 The Homeland War further resulted in economic and social devastation of many parts of the country, but also in administrative division of Croatian territory based primarily on political prerogatives of the time, which remained, to a great extent, unchanged up to this date. Despite the widely accepted notion that diversity of regions in Croatia, in terms of natural, geographic, social, economic and political aspects, represents an immense wealth for the country these advantages have not yet been successfully explored and managed.

The situation in Croatia today is that while “balanced regional development” is one of seven key government priorities, there is no clear definition of what this means. There is a fragmented listing of regions deemed to have special problems without, on the face of it, any coherent profile of those development needs. There have been ad hoc and episodic attempts to build development capacity at local level in such a way as to mobilise the full productive capacity to the development of the regions and local areas. However, there is no national framework for steering that effort and as a result the effort and motivation these initiatives are short-lived. The National Strategy for Regional Development will seek to address these issues.

Regional development in Croatia is mainly defined through the specific laws. Law based policies favour a number of listed areas, deemed to lag behind as a result of specific development problems. The Areas of Special State Concern include three categories: 1) Areas occupied during the war, 2) Areas suffered war damages and 3) Areas meeting specific criteria of underdevelopment. Hilly and Mountainous Areas are designated on the basis of permanent geographic or natural handicap as well as Islands. The development of the Croatian border areas is seen as a special priority. 

In this Analysis, we shall, except where otherwise stated, refer generically to all of these areas as the “assisted areas”. 

Another stream of regional development is evolving on Counties. There is an attempt to have a development plan in place in each of the counties as soon as possible. The idea of county based development originates from the European Union which is promoting the strengthening of county and local level development capacities. Currently four of the counties have elaborated so called Regional Operation Programmes and another four have started the process. Also the Fund of Regional Development is aiming to support this county based development initiative. 

Regional policy in Croatia is at a critical juncture today as a result of its candidate status for membership of the European Union. In this context, regional policy will be closely tied into the accession strategy. A major objective will be to prepare for the introduction of EU cohesion policy and the Structural Funds. The pre-accession funds, in particular, Phare Economic and Social Cohesion, will contribute to that effort.

Structure of the Analysis 

The implications, therefore, for our approach to the Analysis of regional policy in Croatia today is that we concentrate essentially upon three main fields of enquiry from two perspectives – top-down and bottom-up. These are:

1. Assessment of the overall policy framework for regional development, including the current legal framework in particular policies, legal acts and regulations which affect the development of those parts of the country which can be loosely termed “assisted areas”.

2. Assessment of the institutional and administrative capacity in place. 

a. The institutional and administrative arrangements which are in place for dealing with the development needs of “assisted areas”

b. The institutional and administrative arrangements which are in place for dealing with county (and local) development

3. Appraisal of the types of regional development instruments currently deployed and their effectiveness in dealing with development needs at national, regional and local level

a. The types of intervention directed at improving the development of “assisted areas”

b. The types of interventions which are within the scope of county based development plans

The next section of the Analysis sets the context for balanced regional development both at national and sub-national level. Section Three draws attention to development needs of the ‘assisted areas’ as well as counties highlighting their different development profiles. Following section brings together the main analytical parts – policy framework, institutional context and finally an assessment of the existing development interventions. This is followed by a SWOT analysis before moving to a set of conclusions and next steps which will frame the strategic rationale behind the strategy. 

Background


Overview on Economic Growth and Development - National Level
At the end of 80’s Croatia was in a more favourable economic situation than most other Central and European countries (CEE) with socialist heritage. However, the Croatian economy, hit hard by output declines in the 1990s, has not yet recovered to its pre-transition levels. In addition to transition to democracy and open market economy and challenges related to this processes, Croatia suffered the period of war (1991-1995), embargo and economic isolation which had severe consequences on development of its economy, both in terms of direct and indirect costs
. Furthermore, the decline of industries, business corruption and bank bankruptcies characterised the period following the war.

The main focus of economic policy in Croatia has been a macro-economic stability without profound structural reforms. Stabilising financial system was a long process that appears to be successfully undertaken. However, with more than 90% of banking sector owned by foreigners, as calculated by Croatian Chamber of Commerce for 2002
, the independence of financial sector and Government’s ability to manage it properly is in question. Moreover, the entire process of privatisation has been lacking a strategic direction and was often used to decrease a constantly growing budget deficit and maintain relative social peace in the country.

The basic economic indicators, such as GDP per capita (PPS) and unemployment rate, compared to those of the present day EU show the relative weakness of Croatian economy (Table 1). Thus, in 2001 Croatia reached just slightly over 40% of EU25 GDP per capita. If only GDP of ten new member states’ is taken into consideration it falls 17.6% below their average level. Croatia has also been experiencing considerably high unemployment rate to those in EU15 and today’s EU25 countries, though this figure must be taken with some reservation.
 In fact, some calculations suggest that, although still rather higher than in the EU, the unemployment rate in Croatia does not differ greatly from those in the newly joined EU member states.

Table 1.

	
	EU25
	EU15
	N10
	CROATIA

	GDP per capita PPS (2001)
	100.0
	109.7
	50.5
	40,9


	Unemployment (2002)
	9.0
	7.8
	14.9
	24.6


Source: 
EUROSTAT and CBS

The following table, showing data for 2001, illustrates Croatian slow economic recovery compared to the period before the 1990’s.

Table 2.

	
	GDP (current $)

1989=100
	Industrial production

1989=100
	Employment

1989=100
	Employment in industry

1989=100
	Unemployment (change to 1991)
	Export of goods (USD) 1993=100

	Slovenia
	113.6
	82.6
	82.3
	66.7
	+1.7
	152.1

	Hungary
	108.2
	139.7
	73.8
	66.8
	+1.4
	341.9

	Slovakia
	104.5
	91.4
	84.8
	63.9
	+6.8
	232.5

	Czech Republic
	103.3
	86.6
	85.4
	72.1
	+4.8
	230.7

	Croatia
	82.6
	60.4
	70.8
	55.9
	+9.0
	125.6


Source: Economic Survey of Europe 2002 No. 2, United Nations Economic Commission for Europe.

Considerably lower levels of GDP, industrial production and employment, as well as sluggish growth of export compared to some other countries are clear indicators of weakened competitiveness of Croatia. Whereas most other transition countries have surpassed their GDP level from 1989, Croatia reached only 82.6% of its pre-war level. Industrial production in 2001 reached only slightly more than 60% of its 1989 level. Compared to 1991 employment level dropped some 30%, while employment in industry plunged by 45%. This in turn induced high unemployment, placing Croatia among the countries in Europe with the highest unemployment rate. Export growth in 2001 increased only 25% compared to 1993 and Croatia has been since then continuously losing its export shares. The deterioration of trade position is observable especially across the industrial sector, pointing to a widespread weakening of the country's international competitiveness.

While Croatia has undergone the process of de-industrialisation, the structure of its economy today follows the profile of a modern economy having the great majority employed in the private service sector (64.0%), following by industry (32.9%) and the least in agricultural sector (3.0%).
 The service sector is relatively developed although with still a low level of highly value added services to offer. Though tourism plays a prominent role in this sector its potential has not been fully utilised due to its narrow orientation to the summer months. The industry sector is partly outdated having still many pre-1990s companies which have not yet been restructured.
 Moreover, the problem of dependency upon direct subsidisation of large industries remains unresolved. Confronted with extensive set of challenges, such as destroyed or weaken production capacities, underdeveloped infrastructure, and unfavourable educational and age structure, the Croatian agricultural sector experiences steadily economic and social decline with long term trend of depopulation of rural areas. In the period from 1991-2001 the number of active agricultural population heavily dropped by 37.4%.

Restructuring the Croatian economy required the government to implement restructuring measures in many segments of economy, which contributed to the development of private sector with share in GDP around 60% in 2000, doubling in the period from 1997
. The predominant type of private companies are small and medium enterprises (SMEs), comprising 63% of total employment
. It has been generally recognised that policies to establish and support new enterprises, especially SMEs, have a positive effect on increasing competitiveness being one of the foremost pillars of economic growth and new employment. This SMEs sector is also the most dynamic segment of Croatian economy with high potential to create new jobs and absorb the excessive labour force coming from the process of restructuring and privatisation of large enterprises. Nevertheless, the legal system in Croatia is contradictory in this aspect as it, on one side, protects the old non-competitive companies and, on the other, supports the growth of new enterprises.
 Such approach limits the potential for new employment in more competitive fields and strengthening of the private sector in the economy.

In addition to the effect on employment dynamics of establishing new enterprises these are important for restructuring towards new market segments, as well as for achieving development based on innovation and new technologies. The growth of R&D expenditure in Croatia in the last five years narrowed the gap with other CEE countries; however, it still remains inadequate, especially in business sector related to technology. Thus, the findings from the interview with Croatian entrepreneurs in the National Competitiveness Council report from 2003 suggest that business and scientific sectors have a very low level of cooperation, which in general is conducive to economic growth and development. 

European Commission in the Third Cohesion Report recognised advancement in education as a crucial factor in development and transition towards modern highly value added production.
 It is reflected in the ability of labour force to continuously develop and adjust itself towards constant advancing business processes. The Croatian labour force is relatively well educated and trained. According to Central Bureau of Statistics (CBS) Croatia had 15.9% of population with university degree in 2002
, which shows relative high level of labour force education compared to some EU member states (Italy 10.0%, Czech Republic 11.6%, Hungary 14.0%, Slovenia 14.1%, Austria 14.5%).
 In the spite of high number of educated people, the National Competitiveness Council’s report for 2002 underlines the problem of structure and quality of education with regards to employment. It clearly suggests there is a significant discrepancy between the knowledge gained and demands of the market.

Successive Governments have been active to address the infrastructural obstacles to accessibility which is particular problem given the geography of Croatia. Since the more dynamic economic growth in the second half of 90’s Croatia has, to a significant extent, managed to re-build its physical infrastructure and engage in developing this primary pre-requisite for development of private sector and the market generally. However, physical infrastructure throughout the country still remains unequally developed. For instance, communication services are spread and of relatively high quality across Croatia, whereas communal and road infrastructure significantly varies, being mostly underdeveloped in the “assisted areas”.

The extent to which opportunities for sustainable social and economic development are realised depends also on having a modern, competent and responsive administration, and systems of institutions working together for development. Croatia is still in an early phase of establishing such administration, with a coherent institutional framework and capacity for national and regional development planning. There is neither effective inter-institutional coordination nor systematic consultation on socio/economic policies with social partners and civil society.

The Foreign Investments Advisory Service’s (FIAS) study from 2002 reveals there are still significant administrative barriers to starting a business in Croatia. The average time needed to satisfy all administrative requirements for opening a company is 4-6 weeks, whereas in more advanced new EU member states maximum 30 days and for opening a small company in the EU takes averagely only 12 days.

The EU in its AVIS on Croatia’s readiness for accession to the EU has highlighted the need to reform the public administration. This will be particularly critical in the context of Croatia’s adoption of EU economic and social cohesion policy. The capacity of national and local administrations to work with other actors in the field of development is seen as a fundamental factor for building sustainable competitiveness. The EU's positive decision on Croatia's application to open membership negotiations has provided significant impetus in this direction.

Nowadays external development financing increasingly occurs in the form of foreign direct investment (FDI) and policies to attract FDI are commonly an important part of regional development strategy
. Compared with the leading CEE country (the Czech Republic with 3,375 US$ per capita in 2002), Croatia with 1,727 US$ per capita was at 50% of Czech Republic level in 2002. 

Table 3.

FDI per capita in some new EU member states and candidate countries.

	No.
	Country
	FDI inwards per capita $ (2002)

	1.
	Czech Republic
	3,375

	2.
	Slovenia
	2,558

	3.
	Hungary
	2,406

	4.
	Slovakia
	1,874

	5.
	Croatia
	1,727

	6.
	Latvia
	1,137

	7.
	Bulgaria
	545

	8.
	Romania
	393


Source: UNCTAD FDI Database http://www.unctad.org

Recent data show Croatia has been further narrowing the gap. By the end of 2003 total FDI had amounted to more than 9 billion US$ which corresponds to approximately 2,092 USD$ per capita
. This positive trend of private capital flow could provide the opportunity to use FDI to foster balanced economic development throughout the country.

Though Croatia has managed to establish relative macroeconomic stability, liberalise its markets and prices
, it has not been able to achieve sustainable and balanced economic growth. Economic growth, in this case, is mostly based on the growth of public expenditure financed through increased public and external debt, which has reached the point which don’t allow further taking of the loans for the purpose of economic growth.
 Additionally, in the last decade public expenditure in Croatia increased from 40% of GDP in 1991 to over 50% in 2001
 and is 10% above the average level of CEE countries. There has been a lack of adequate mechanisms in place in Croatia for preventing wide regional differences in expenditure on public services from arising. 

Despite constantly rising public expenditure and increasing FDI the widening disparities clearly suggest that resources went disproportionately to the more prosperous regions and relatively little went to lagging areas. New economic actions, employment and job generation opportunities are still mainly confined to a few counties and there are severe and increasing regional disparities which are particularly evident in the “assisted areas”.

The difference in development of Croatian regions is illustrative comparing four development indicators: population migration, GDP per capita, share of population with high education, and unemployment rate.

In generally weak demographic situation of Croatia in the last inter-census period (1991-2001) a widespread depopulation process can be noted. That is to say only five counties had either growth or stagnation in the size of population, whereas all other counties were depopulated (Lika-Senj County -34.9%)
. Furthermore, a trend of rural – urban divide has continued, characterised by growing concentration of population in Zagreb and a few more macro regional and regional centres and narrow coastal areas, while other regions of Croatia are intensively being depopulated. It is striking to notice that natural decline of population in the years 1998-2001 in some rural counties is approximately five times stronger than on national level. 

Although Croatian Bureau of Statistics (CBS) does not yet produce GDP on the level of counties
, for the purpose of demonstrating regional imbalance the experimental calculation of GDP prepared by Economic Institute in Zagreb and CBS is used.
 The data show that three most developed counties have three times higher GDP per capita than in three least ‘developed’ counties. Compared to average GDP per capita of EU25 the difference ranges from 72.1% in the city of Zagreb till 23.7% in Vukovar-Srijem County.

Insight into education, a significant factor in development of regions, additionally reveals the high level of disparities within the country. The range between the largest (the city of Zagreb 25.3%) and smallest share of people with high education (Krapina-Zagorje county 4.9%) in the county is five to one.
 The highest number of population with high education is located in the larger cities which offer more possibilities for young educated people. The concentration of educated people in Zagreb is outstanding as it attracts almost twice as more highly educated people than any other county.

In terms of employment possibilities there are also significant variations within the country. The extremes lie between the city of Zagreb (12.8%) and Istria County (13.0%) with the lowest unemployment rates on one side, and Vukovar-Srijem County (46.4%) on the other. The other sources of data, such as IMO, suggests lower unemployment rate for more developed counties. According to those figures, Istria County had 6.5% unemployment rate, which is approximately twice lower than that of EU25.

While the above figures outline basic socio-economic differences within Croatia, it inevitably imposes priority for the Croatian Government to engage in overcoming the obstacles for more balanced development. At the same time, such a priority lies within the context of Croatia's application for membership of the European Union.

In 2004 the Croatian Government has indeed decided to address the factors creating and widening disparities between the regions by putting the balanced regional development among its national priorities. It started to work together with regional and local self-governments, social partners and civil society on defining its regional development policy and establishing efficient management of regional development, with the aim of allowing sustainable development of all Croatian regions, with special attention given to the “assisted areas”. 


Overview of Development Context at County and Local Level

The administrative-territorial division of the territory of the Republic of Croatia and the system of local and regional self-government is an important dimension of any regional policy framework. Administrative structures at the local level as well as fiscal, personnel and other conditions are important pre-conditions for successful regional development programmes and policies. On the other hand, the question of territorial division of the country is a highly political issue in almost every democratic country where consensus can not be reached easily. This is even more emphasized in newly established and transitional democracies such as Croatia. 
The foundations of local and regional self-government are written into the Constitution of the Republic of Croatia (1990). The Law on Local Self–Government and Administration was enforced in 1992. In the first ten years of Croatian independence local and regional potentials were not developed in full measure due to several factors – a highly centralised system, and immature democratic procedures, as well as the effects of war and occupation of some parts of the country.
 

This situation has changed dramatically by adoption of new legislation in 2001, which endorsed the concept of political decentralisation as leading concept of local and regional self-government.
 The parliamentary system and decentralisation processes were introduced to a greater extent. Although, proclamations have been made in favour of decentralisation and strengthening of local democracy, active and concentrated policy was missing. 

The organisation and work of representative, executive, and administrative bodies of local and regional self-government units, their scope of work, supervision of the legality of general acts and the work of units, as well as other issues are regulated by the Law on Local and Regional Self-Government.

At the present time, the territory of Croatia is divided into counties, cities and municipalities. There are 20 counties, the City of Zagreb, 124 cities and 426 municipalities. The City of Zagreb, as the capital of the Republic of Croatia is defined as a specific and unique territorial and self-government unit that has the status of a city and a county. The counties are regional self-government units, and the cities and municipalities are local self-government units according to the criteria determined by the Law on Local and Regional Self-Government. The territory, name and the seat of these units, the procedure of founding new units, and other territorial changes (merging and secession) are regulated by special law.
 The determination of the territory of counties, cities and municipalities is under the authority of the Croatian Parliament. 

However, there is a great disproportion in size, population and population density among local and regional self-government units. Enterprises and other legal persons are situated in the most populated areas and contribute significantly to local revenues. The highest density is in the City of Zagreb, which has population density 7.5 times higher than the county which comes second (Međimurje), and 15.5 time higher than Croatian average (78.4 inhabitants/km2). With the exception of the City of Zagreb, the proportion of the least populated county (Lika-Senj) to the most populated county (Međimurje) is 1:16 (Table 4). It should be mentioned that economic subjects are typically located in the areas with high density and significantly contribute to the budget of the local units thereof.  

The County as a regional self-government unit is intended to represent its natural, historic, transportation, economic and social area aiming at carry the duties of regional interest. In general a county consists of several towns and municipalities. As a level between local and national the Counties have become crucial in planning and implementing regional development. Their scope of affairs is related particularly to schooling, health, physical and urban planning, economic development, transport and transport infrastructure and planning as well as the development of networks of educational, health, social and cultural institutions (Art. 134/2 of the Croatian Constitution
, and Art. 20 of the Law on Local and Regional Self-Government). However, this development role of the counties is sometimes undermined by the fact that the county structure does not always follow natural, historic and economic boundaries and specificities. 

A municipality is a local self-government unit, founded for a group of settlements, which represent natural, economic and social area connected with common interest of inhabitants. The territory of a municipality is defined by its settlements. The number of municipalities has increased approximately fivefold since 1990 to the present time.
 Because of this tendency towards the creation of ever smaller units, many of the present municipalities do not have either the financial, administrative nor personnel capacity for adequate provision of basic services.

In determining the requirements that one settlement has to meet to receive a formal status of the city, the Law on Local and Regional Self-government combines several different criteria. A city/town is a unit at the same administrative level as a municipality, within a seat of the county with a population of more than 10,000, representing an urban, historic, natural, economic and social area. This may encompass the suburbia and outer areas which together with city area creates a coherent economic and social territory. Exceptionally, the status of city can be also given for special reasons (historic, economic, or transport). This has led to a common practice which gives the formal status of a city to many units not meeting the above-mentioned criteria. Likewise in the case of municipalities this trend can further weaken the capacities to meet basic service and development responsibilities. 

It is evident that the administrative-territorial structure of the Republic of Croatia is more a product of political processes and struggles rather than firmly justified territorial division. Current local and regional units are not able to meet many of their requirements and responsibilities nor realise their development potential.       

Responsibilities of Local and Regional Units

Local and regional units basically perform two types of activities. These are: 1) self-government duties and 2) delegated scope of public duties. From the year 2001 there is a legal presumption that all public affairs are the responsibility of local authorities unless they have been prescribed to other levels of government. This so-called «general clause» method, in theory, gives wide opportunities to local units to develop specific programmes that could have influence in their development.

However, the possibility of county and local self-government units to use this potential can not be fully realised mainly because of inadequate fiscal decentralisation, which does not adequately correspond to their scope of transferred functions. Many central level responsibilities are delegated to local and regional units without adequate funding from the state budget. Many affairs have to be financed from local budgets which constrain local fiscal autonomy and capacity to implement their development programmes. This is particularly an obstacle for poorer municipalities and towns, which widens the disparities between more prosperous areas and areas lagging behind.
Furthermore the duties of central state authorities can be delegated to the local units by the special laws. In these ‘delegated scope of affairs’ the local units are subject to a much more strict supervision. Besides the supervision of legality, the expediency is also controlled.
 

The current legal framework of local and regional self-government does not make a clear distinction between different local units at the same level i.e. cities and municipalities, concerning their size, population, fiscal capacity, public tasks etc. Cities and municipalities perform similar duties of local importance e.g. organization of settlements and housing, town and urban planning, utility services, child-care, social welfare, primary health protection, education and primary-school education, culture, physical culture and sports, consumer protection, protection and improvement of natural environment, fire-protection and civil defence.
 Law on Local and Regional Self-Government foresees that towns with more that 30 000 inhabitants can perform the tasks dedicated to the counties, if they ensure the conditions for their performance.

Fiscal Capacity 

In the Republic of Croatia the division of mutual income between the state and local and regional authorities is regulated by special law.
 Revenues of local units are provided from several sources (tax revenues, non tax revenues, capital revenues, subsidies, etc). Among the tax revenues, there are some taxes that are fully allocated to local units (tax on consumption, tax on holiday homes, tax on idle lands, tax on unused entrepreneurial immovable assets, tax on vacant plots, company or trademark tax, tax on the use of public spaces) and regional units (inheritance and gift tax, vehicle tax, tax on boats, tax on entertainment machines). Additionally, a city or municipality may introduce a surcharge on income tax on its territory. 

Local and regional self-government units are entitled to income from mutual taxes collected on their territory in the percentage defined by the law. These common taxes are shared among all the levels of government. Tax revenues comprise more than 50 % of local self-government incomes.
 More than 80 % of all local tax revenues comes from income and profit taxes. However, these are collected by central state administrative bodies and allocated to local units through budgetary transfers. Other resources (communal fees, communal contributions, entrepreneurial revenue, etc.) can rise up to 30 % of total local revenues. Local units’ capital resources comprise around 7 %, and state subsidies between 6 and 10 % of total.
  

As previously explained, the major part of the total income sources of counties are different taxes, therefore the counties fiscal capacity is heavily dependent on the level of economic activities and performance. As said earlier in this report the differences between counties are significant. This can be seen also in income figures. If we take 100% as the average of all counties, excluding Zagreb, the highest income level is 275%, while the lowest reach only 44%. 

The Croatian government supported in year 2003 all the counties (excluding city of Zagreb) through the Ministry of Finance to a total of 203.8 million HRK.
 It is clear, in the face of the development needs of the counties, towns and municipalities (especially in the areas which are lagging behind) the state contribution is not the answer to improve the counties fiscal capacity. 

The overall fiscal capacity of local and regional units has to be strengthened if these units are planned to become serious actors in implementation of development activities. Local and regional units have to be enabled to develop their own programmes and actively participate in the processes of regional development.  


Institutional Setting for Regional Development

In the present institutional setting, the main responsibility for regional development on the central government level is with the Ministry of Sea, Tourism, Transport and Development. However, due to the strong sectoral approach of the central government institutions, a number of line ministries and institutions are directly responsible for policy development, programming, implementation and evaluation. At the central level the main institutions with a significant function for regional development, in addition to the main coordinator – Ministry of Sea, Tourism, Transport and Development, are: 

· Fund for Regional Development, 

· Ministry of Finance, 

· Government Office for Strategic Development

· Central State Office for Administration

· Ministry of Agriculture, Forestry and Water Management, 

· Ministry of Economy, Entrepreneurship and Labour, 

· Ministry of Environment, Spatial Planning and Construction, 

· Ministry of Science, Education and Sports,

· Ministry of Health and Social Welfare, 

· Fund for Employment and Development, 

· Croatian Employment Services

· Croatian Bank for Reconstruction and Development

· Croatian Central Statistics Bureau

Central Government Institutions Influencing Development of the Regions

Responsibility for the regional development at the Central Government level is primarily with the Ministry of Sea, Tourism, Transport and Development (MMTPR). As defined by Law on establishment and sphere of action of central level state administration
, the Ministry is responsible for planning and implementation of regional development policy, proposing changes in regional development management systems, proposing and coordinating implementation of state stimulated measures, programs and projects, and evaluation of its impacts.

The MMTPR is also responsible for coordination and facilitation of all inter-ministerial working groups dealing with regional development, as well as for all activities related to the harmonization with EU regional policy and management of structural instruments. Implementations of Laws regulating development of areas that are lagging behind are also under the sphere of the MMTPR.

Two Directorates within MMTPPR are directly responsible for the abovementioned activities regarding the regional development: 1) Directorate for regional development and 2) Directorate for Islands.
Fund for Regional Development was established in 2001 with a mandate to stimulate balanced regional development with special focus on areas affected by war devastation, Areas of Special State Concern (ASSC), sparsely populated areas, islands, hilly and mountainous areas, border areas, areas with structural problems and areas that achieve GDP lower than 65% of Croatian GDP average. Annually the Fund issues a public tender for application of development projects. All proposed projects must be included in the county development plans, and should be in the sphere of infrastructure (as a precondition of the economic development), or economy. The Fund has developed a set of detailed criteria for funding that define amounts of loans, expected cost-share, etc.  

The specific role of the Ministry of Finance related to regional development is in the funding of county and local annual budgets. Central Government funding (through the Ministry of Finance) for county and local level budgets is regulated by the Law on implementation of State budget (specially defining measures for ASSC), and by the implementation of fiscal decentralization and support to fiscal capacities of towns and municipalities. At a more general policy level, the MoF also has an overall coordinating role in setting guidelines for annual and multi-annual budget planning.

Government Office for Strategic Development was established in January 2004 with the responsibility for the preparation of the development strategies for Croatia, and for coordination of that planning and preparation process with all relevant Central Government Institutions. This office was established on the basis of the previous Government Office for Strategy of Development that was mainly responsible for the development of «Croatia in 21 century» strategy. GOSD is managed by State Secretary, and consists of 7 staff members divided in Department for development projects, and Department for strategy implementation. 

In the period 2004 – 2005 main duty of the Office is to prepare National Development Plan that will serve as a key document for planning of the national budget and pre-accession instruments. Due to that, it is expected that the current bi-lateral cooperation between GOSD and other Central Government Institutions will become more structured and intensified in order to fulfil the requirements for the NDP planning process.    

Central State Office for Administration has a crucial role in the process of decentralization. Started in 2001, process was regulated and defined by set of laws that transfers specific responsibilities from the central to the lower levels of self-government. Finalization and success of process of decentralization will largely influence management of regional policy. 

Ministry of Agriculture, Forestry and Water Management is overall responsible for laws and measures of the agrarian and other referenced fields (fishery, forestry, hunting) policies. In particular, Ministry’s support for rural development and stimulation of farms has a direct impact on the underdeveloped regions which are largely dependent on agriculture. Current institutional support for those underdeveloped areas are best described In the Ministry’s Rural Development Strategy: “Generally, a weak interaction is present, especially between Ministry and local offices, regarding initiating and forming joint development programs for regions and villages. The small funds that are set aside from county (city, municipality) budgets are insufficient for ambitious programs of regional and rural development.”  

Ministry of Economy, Entrepreneurship and Labour is in charge for the overall development and implementation of policies, programs and measures in the areas of economy, entrepreneurship and labour market/employment.  Through the interventions for development and support of SME’s and cooperatives  (such as co-financing and credit lines, establishment of entrepreneurship centres, business incubators, consulting services and education for entrepreneurs) the Ministry is directly influencing on economic development of Croatian regions/counties. This Ministry does not have a territorially based approach which would in particular stimulate economic development in the assisted or underdeveloped areas of Croatia.      

Under the wide scope of activities of the Ministry of Environment Protection, Physical Planning and Construction, specific segments are crucial for the regional development. Based on the national strategy for spatial planning and regulated by law, Institute for Spatial Planning (which is part of the Ministry of Environment Protection, Physical Planning and Construction) is responsible for supervision of county/local decisions on regional spatial planning. Institute for Spatial Planning is ensuring that the design of local and county special plans is in line with National plan for housing construction and National programme for spatial planning.

Under the wide scope of activities of the Ministry of Science, Education and Sports, particular segments of their responsibility are an important precondition for the development of regions: Vocational training to adequately address labour market needs, and development of research and technology to directly support economic development and growth. The Ministry’s interventions in those sectors are focused on funding of projects of the existing educational and research institutions, which are to the large extent based in the city of Zagreb.  

Fund for Development and Employment was established in 2001 with purpose of encouraging the process of economic development and employment in all regions of Croatia with specific focus on: support for SME’s, initiate new technologies, products and investment programs; opening business centres and free zones; initiate employment programs; and reconstruction of facilities devastated during the war to support process of return. 

Croatian Employment Services is responsible for providing employment services, promoting self-employment, and facilitating job search. Although active through the central and county offices in the “assisted areas”, CES was not able to adequately address issues of unemployment due to the lack of the local demand for job creation in those underdeveloped areas of Croatia.  The CES National Employment Action Plan (2004) includes as “key measures” “a multi-agency strategy for lagging regions” and setting up local area partnerships involving employers, public institutions and civil society. 

Croatian Bank for Reconstruction and Development (HBOR) was established as a “development bank” in 1992 although today it operates as a conduit for government and donor funds (World Bank assessment of institutional capacity in ASSC). The Government channels its funding for HBOR through ministries such as Agriculture and Economy. Since government funding for programmes is managed on the basis of credit lines, HBOR implements these through a network of commercial banks. The final beneficiaries are dealing with these commercial banks so HBOR has no hands in final decisions. Furthermore HBOR has its own programmes for targeted businesses all over the Country: industries having technology or export related investments, Small and Medium sized Enterprises and tourism companies. It is estimated that up to 10% of all government support to local authorities, enterprises and other economic actors is channelled through the Bank by further intermediary of the commercial banking network. Most of its funding goes to ASSCs, but on purely commercial transaction conditions favouring non-risk clients. There are significant questions concerning whether HBOR loans provides additionality within the ASSC.

The Croatian Central Bureau of Statistics is a central element of the institutional landscape for regional development. The creation of a statistical base and system for gathering reliable statistics for the purpose of socio-economic development planning and monitoring is one of the imperatives for Croatia over the next years. The CBS is currently the beneficiary of CARDS 2003 project support to set in place a framework for statistical collection at county (NUTSIII) level. In the last number of years, the CBS has lead the policy debate around the division of the country into NUTSII regions. 

Fund for reconstruction and development of town of Vukovar has a limited mandate to coordinate development and implementation of Vukovar reconstruction and development plan. Work of this Fund is supervised by the Supervisory Board appointed by the GoC.  
Development Needs

The third chapter attempts to set out a development profile of the “assisted areas”, provide an overview of the development needs profiled by county and an assessment of the development priorities and strategic orientations of the local and county plans. These were consulted with representatives from the counties, towns and municipalities in the course of a series of regional “road shows” covering Northern, Western, Southern, Eastern and Central Croatia earlier this year.
 In general it was difficult to find processed information on development needs besides statistics. Most of the plans and reports provide a good situation overview without deeper understanding on development bottlenecks.
  


Development Needs of “Assisted Areas”

Given the fragmentation of the policy framework for “assisted areas” in Croatia and the somewhat “moveable” nature of the process of designation, it is difficult to make common profile of their development needs. On the one side, there are development needs common to all “assisted areas” – building and improving physical infrastructure, restructuring economy and creating new productive sectors, tackling unemployment issue. At the same time, there are specific needs related to certain areas, such as islands, border areas, war effected areas, and similar. 

There are wide variations in the social and economic situation of what is today known as the Areas of Special State Concern
. They cover very different development challenges from reconstruction and construction of the objects damaged by war (housing, communal, transport and social infrastructure, etc.), return of population and arresting depopulation, to industrial restructuring. Common needs of the war affected areas relate to removing the war consequences, such as to rebuild the basic infrastructure, create new productive sectors, improve the living conditions and prepare ground for the sustainable return. These investments are necessities to achieve average living conditions and circumstances for economic activities. Besides the common needs which reflect the consequences of war, There is a great variety within the areas which are lagging behind in terms of economic and social development and logically their needs differ fundamentally. 

Rural areas within ASSCare suffering from inefficient agriculture, under-productivity, under-employment, poverty and high levels of depopulation. The major need is to restructure agriculture to be competitive and profitable. The second need is to make the economic base more diverse. Rural areas development needs focus on agricultural reform and development of small businesses.

Many currently ASSC had in past a strong industrial base, often built around major state conglomerates, which have today dramatically collapsed and barely surviving. Declining industrial areas are having major problem of long-term unemployment, poverty and social exclusion as well as a tradition of over-reliance on central planning. In addition, a big part of existing industries are technologically outdated and inefficient, which is a big risk factor when the economy is opening for free markets. The immediate development need is to create new economic base focusing on SME sector. 

The major needs of island development are bound up in the challenge of sustainable growth – to build a viable and diversified economic base for all their citizens and in keeping with the natural beauty of the environment. Ageing population and shortage of workforce is one of the islands specific problems influencing directly on investments. Insufficient and/or hardly accessible social (education, health services, etc.) and basic communal infrastructure, such as fresh water supply, waste management and road network are also limiting development. Key issues include the need to tackle peripherality, improve their accessibility, and stimulate the business environment by a set of various means more favourable for new businesses, private sector investments and to improve the quality of life. The core concepts and strategies for sustainable economic development have to be defined first. After that the major development measures can be identified to meet the needs. It must be stated that the Croatian islands are a very heterogeneous group. Economically best performing islands are in much favourable situation than many parts of the mainland whereas islands in decline are suffering much severe complexity of problems than typically in similar parts of mainland.     

Hilly and mountainous areas face difficulties as a result of natural and geographical handicap to attract investments and develop new businesses. Dispersed population patterns make more difficult the provision of services such education and social development. Because of the very weak economic base, decades of migration and insufficient infrastructure and problem of accessibility of these areas, they are today facing a serious problem of peripheriality, ageing population and circle of declining economy.

Border territories needs to be given a special attention due to a rather unique, slim shape of Croatia with extensive length of the border line with neighbouring countries.
 Hence, it gives rise to the importance of cooperation with cross border partners in dealing with issues of joint interest.  Despite the fact that virtually all counties, except Bjelovar-Bilogora, Požega-Slavonia county and the city of Zagreb, are sharing border with other countries three border regions in Croatia can be defined:

1. Land border with the EU (Slovenia, Hungary), extending from Istria to Osijek-Baranja county),
2. Land border with non-EU states (Serbia and Monte Negro, Bosnia and Herzegovina), stretching from Osijek-Baranja to Dubrovnik-Neretva county,
3. Maritime border, including all Adriatic counties.
Development needs differ in each of the above mentioned cross-bordering areas. The areas bordering with Slovenia and Italy are generally more developed than those next to Serbia and Montenegro and BiH. Thus, the counties bordering with EU member states are usually characterised with a higher level of economic activities reflecting in the greater number of SMEs, lower unemployment rate, etc., whereas counties in the east and south bordering with non-EU countries, though having favourable natural conditions, are facing problems related to agricultural production with many small sized farms, ageing population, depopulation, low education level of the farm population, low productivity and value added activities. One sub-region in particular, the area of Dubrovnik county, due to its geographical situation, is extra-ordinarily dependent on cross-border cooperation for its development and communal management, as most of the county’s water requirements, solid waste management, fire protection and coastal zone management depend on cross border arrangements or agreements.

 In general it can be said that, regardless of the geographical position, in cross border areas the central towns are more developed, whereas rural periphery is lagging behind. Moreover, the situation in the bordering areas affected by war is generally characterised by poor infrastructure, lack of enterprise culture, slowing investment, as well as with low level of trust among different ethnic groups, social exclusion, etc. What makes the development work in these areas differ from others is the ultimate need for close co-operation with neighbouring cross-border areas to be able to tackle the bottlenecks for the mutual development of these areas. 


County Development Needs

The County profiles are prepared in order to highlight the variety of Croatia. The situation in the counties are analysed in terms of current socio-economic picture, development needs and potential. This baseline provides a background against which the local development policy (as an integral part of regional development policy) and programme measures can be designed and implemented.

Croatian counties are characterised by different social and economic challenges, having different development patterns and potentials. The war, political decisions and social and economic developments have over the years caused growing regional disparities. This disparity is evident on the level of the whole country, among the regions, the particular counties within the regions, as well as within the counties between the main urban areas and their surroundings.

The county profiles have been prepared for all twenty counties and the city of Zagreb. The profile is based on demographic, social and economic indicators, which include e.g. population and the age structure, unemployment, social welfare, employment by sector, GDP, registered enterprises. The reference point is the share of population to which other indicators are compared showing the situation in relative terms. Also, comparing the same indicators between counties illustrate difference in their development profiles.

The examples of profiles in this chapter are selected on the basis of diverse geographical, social and economic situation. They include Šibenik-Knin, and Virovitica-podravina counties, as well as the city of Zagreb, due to its specific situation and influence on other areas of Croatia. Hence, it is intended to demonstrate development differences and it is primarily up to the counties themselves to define their own needs. The rest of the profiles can be found annexed to this document (Annex 6).

The profile is of Šibenik-Knin County.
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The profile shows that the share of Croatian population (reference point or value) is 2.54% in Šibenik-Knin County (a base line). The distribution of population over 65 of age is higher whereas the spread of the below 15 age group is lower than its share of general population demonstrating that it has more elderly population than Croatian average. It should be noted that according to the last Census in the period 1991-2001 the county lost population 23,2%, which is primarily due to migration induced by war.
 The low number of people with university education is indicated in small proportion of people with higher education (1.83%) compared to the share of population. Concerning unemployment, and especially long term unemployment, the figures are exceptionally high suggesting problems in the structure of economy. Not only that there is high unemployment rate in the county (42.4%), but also many of them have not been able to find employment for a period longer than one year. It must be noted that in comparing among the counties, those with large share of highly educated population also have lower level of unemployment. Most of the unemployed are thus people with low qualifications. Many older workers have been made redundant as a result of industrial collapse and inefficiency of productive sectors. They often lack the skills and adaptability to move to take on new opportunities, where these exist. The problem of depopulation can be traced to these two indicators since young and highly educated people tend to leave the areas of high unemployment in search for better job opportunities. This situation particularly affects the “assisted areas” in the county which to a large extent are the areas with high unemployment rate. The almost double share of people receiving some form of social welfare reflects the high number of those who are depended on state support to maintain their basic living. 

Furthermore, high unemployment rate correlates with GDP level which is almost twice lower. The share of total of registered enterprises is also lower than its share of population (2.14%) which suggest somewhat lower entrepreneurial activity. Regarding the structure of economy, according to the employees, the smallest number of people is employed in agriculture
, followed by industry and private services. Due to its geographical position and compared to other counties it is obvious that private services sector remains underdeveloped and potential of tourism not effectively utilised. The highest number of labour force is employed in the public sector. 

These figures suggest that, besides a need to develop tourism to become a year round activity, there is a necessity to develop industry as well, since development of a region cannot be solely based on tourism. To tackle the issue of unemployment, there is a real need for more active labour market measures – creation of new streams of employment, including self employment, in areas linked to the tourism potential of the area, e.g. promoting traditional cultures, environmental management schemes, traditional crafts etc. It will be important to develop programmes and activities which empower people from the area, including those who are employed and excluded from economic and social opportunities, to begin to take meaningful initiative to address the issues. Local (county) development programmes designed and led by partnerships of local people can go a long way to achieving this sort of social inclusion. More flexible arrangements for education (life long learning, young “leavers” programmes, etc.) can contribute greatly and do not cost large sums of money. Development of supporting infrastructure for industry is highly critical in this regard. Besides development of small physical infrastructure, removal of administrative obstacles, increase to access to capital, there is a need for interventions that would stimulate development of skills and knowledge (vocational and higher education), assisted by know-how infrastructure
, which would create a climate for offering a highly value added services, based on knowledge and new ideas rather than on scarce natural resources. The possibility of employment and improved quality of life would also reduce the process of depopulation and contribute to having more balanced distribution of population in the Šibenik-Knin county.

Virovitica-Podravina County is second county profile selected to illustrate differences due to its predominantly agricultural character and specific development challenges related to such area.
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The profile of Virovitica-Podravina County displays a share of population of 2.54% in Croatia, which is its reference point. In terms of demographical situation of this predominantly agricultural county it has more elderly population than Croatian average. It has also suffered decrease of population in the last census period by 9,2%.
 There is a very low number of people with higher education compared to the share of population. On the other hand, both unemployment and long term unemployment levels are quite high, pointing to the structural problems of the economy as well as less opportunities for the people with lower education level. The small family farms, as well as large agricultural estates and related food industry are facing difficulties caused by open market exposure and had to downsize and decrease the volume of activities. Despite the difficult socio-economic situation, the number of people who receive social welfare is aligned with county’s share in population, which is related to extensive agricultural base. The most employed people are working in the agriculture sector, reaching almost three times more than what is its population share. The low GDP level reflects the low margin of added value of the agricultural production sector. It should be noted the small family farms are not only incapable to accumulate capital needed for investments, but also to provide sufficient income to maintain standard of living common to many families before the ‘90’s. In general in Croatia the small family farms hold 80% of agricultural resources (agricultural land, cattle, etc.), but a small number of them are active, market oriented and able to compete with the export.

The sector of services is insufficiently developed, which is indicated in a low number of people employed in that sector, but also in the number of firms registered in the county, which is significantly lower than Croatian average. 

The opportunities for development of Virovitica-Podravina County lie in the profitable agricultural production, but this is greatly conditioned to restructuring agricultural sector. If this is not done promptly the county is about to fall more behind once it enters open EU market and faces fierce competition. Furthermore, development of service supporting food industry is essential (research centres, quality control centres). Such centres are conducive to attraction of investments, which can help restructure and modernise food industry. In addition, education and training can be the engine for development of the county, especially as there is relatively high number of young people. Development of entrepreneurship climate, increased access to capital and removal of administrative barriers are another crucial stepping stone in economic development of the county.

If no proactive role of the state and county level is undertaken, the current state of development of the county suggests, upon entering the open EU market, the danger of disappearing of many of small farms, depopulation of rural areas by young and educated people, further degradation of rural areas, increase cost to social capital (unemployment, lack of trust, corruption), but also the higher levels of unemployment in urban areas.

The final profile selected is of the City of Zagreb, which administratively is on the same level as counties. 

[image: image3.emf]City of Zagreb profile

17,56%

16,29%

16,72%

37,98%

12,40%

12,50%

15,10%

30,96%

27,40%

9,76%

24,51%

34,54%

31,59%

0,00% 5,00% 10,00% 15,00% 20,00% 25,00% 30,00% 35,00% 40,00%

Population

Population < 15 yrs.

Population > 65 yrs.

Persons with higher education

Unemployed

Long term unemployed

Social welfare recipients

GDP

Registered firms

Agriculture

Industry

Private services

Public sector


The city of Zagreb has the largest share of population in the entire Croatia, almost 18%. It is among few counties that did not experience depopulation. Concerning the issue of migration and concentration of population, the inter-census change looking at Zagreb city only shows little change, an increase less than 1%. However, if the area around the city limits is observed, the attraction of the capital has continued to exhort its influence and increase the concentration of population. Therefore, the encircling County of Zagreb expanded significantly for more than 10%.
 The profile further indicates relatively high share of population within working age population (15-65). The city also has the biggest share of population with higher education, 37,98% which is twice as more than share of its population and represents a sound base for development of service sector with high added value based on knowledge and technology. However, the job opportunities and higher living standard attracting young and highly educated people to Zagreb results in depravation of human capital in other parts of Croatia, thus further deepening development gap.

The share of unemployed people compared to its population is among the lowest in the country, as well as the number of recipients of social welfare. The larger share of BDP and registered firms mirror a high business activity and substantial share of service sector (financial services, telecommunication), as well as the industry (pharmaceuticals). These figures are indicative to concentration of economic activity in the capital city. It can also be noted a large share of people employed in the public sector, which can be explained by centralisation of government institutions.

Increased competition brought by entering in the EU will inevitably place further pressure on service and industry sectors. The development and strengthening of SMEs should be streamlined due to their ability to quickly adapt to the market demands and improve their production technologies. The key development strengths of the city of Zagreb, which has already relatively well developed physical infrastructure, are vocational and higher education, oriented towards high value added services. Strong industrial base, although often with out-dated technology and low productivity, can be a good foundation for SMEs development since it provides them with opportunities to offer their services. Other actions aimed at development of SMEs and restructuring service and industry sectors, besides HR development, are similar to the actions stated in the previously illustrated counties (supporting infrastructure, entrepreneurship climate, removal of administrative obstacles, increase to access to capital). 


County Development Strategies

The response from the counties to the complex of development problems they are faced with can usually be summed up in a sectoral strategy. Traditional remedies remain the main approach in preparing county strategies, which can be perceived as a spill-over effect of national level type of development activities.

County development strategies, focusing mainly on economic and structural issues, have been developed for ten counties.
 Many of these strategies were deprived of the process of participation and consultation with wider stakeholder groups. They are most often untested and lack any real sense of local ownership – and lacking the necessary finances to put them into effect. It is only recently that four counties
 have attempted to elaborate in an integrated and strategic way their county development plans, so called Regional Operational Programmes (ROPs). An additional four counties
 are envisaged to have ROPs in the near future. The ROPs move away from sectoral, top-down methods in identifying a development strategy, priority areas of intervention, measures and concrete development projects (the so-called project pipeline). The model is based on the principles of consultation, partnership, participation and strategic thinking. ROP experience can provide valuable learning for policy makers in creating a national framework for county development partnerships in all Croatian counties. 

Many counties have particular strategies for development specific sectors, such as tourism and agriculture. Further to these strategic documents, a number of towns, municipalities, and islands have elaborated their plans, especially within the “assisted areas”. However, in the absence of information it is difficult to assess whether these plans are aligned with the county development priorities. 
Most of the policy guidelines for county development in the above mentioned strategic documents have not been acted upon. They did not go through the required decision making and institutional procedures, which could provide the basis for at least their implementation in specific segments of economic and social development.

The majority of counties have emphasised improving the economic base as their overall development targets. However, given the lack of strategic thinking, the obstacles or bottlenecks of their economy are not identified or are unclear. The actual development needs are often much wider and more complex than expressed in the plans. For example, in order to support the development of tourism it is essential to clarify what is really needed to be done to access the target markets, achieve the needed capacity and quality of services to be provided by companies, ensure the needed volume and competences of labour and management, to have needed infrastructure (transportation, water supply, waste management, etc.). To simply invest in accommodation units, for example, without a more comprehensive tourism product, linked to a wider network, is most likely to result in a waste of resources – and de-motivation on the part of those involved. In conclusion, on the evidence gathered, most of the strategies and plans tend to be based upon “good ideas” rather than clearly researched needs. They are not widely consulted and therefore attract little real support and commitment from local people.

Analysis

Introduction 

The Analysis of regional policy in Croatia today concentrates essentially upon three main fields of enquiry from two perspectives – top-down and bottom-up. These are:

1. Assessment of the overall policy framework for regional development, including the current legal framework in particular the policies, legal acts and regulations which affect the development of those parts of the country which can be loosely termed “assisted areas”.

2. Assessment of the institutional and administrative capacity in place. 

a. The institutional and administrative arrangements which are in place for dealing with the development needs of “assisted areas”

b. The institutional and administrative arrangements which are in place for dealing with county (and local) development.

3. Appraisal of the types of regional development instruments currently deployed and their effectiveness in dealing with development needs at national, regional and local level

a. the “sectoral” types of intervention directed at improving the development of “assisted areas”

b. the types of interventions which are within the scope of county based development plans


Policy Framework

Assessment of Existing Legal/Policy Framework from the Position of the Basic Principles of Modern Regional Development 

In the absence of a single and unified national policy for the regional development in Croatia assessment of the policy framework for regional development policy has to take into consideration several legal documents that are representing general legal and policy basis for the regional development activities. While many legal documents are tackling and, directly or indirectly, affecting some issues of regional development (for example, laws regulating system of local and regional self-government, tax laws, physical planning regulations, state aid regulations, etc) it is evident that several laws can be marked as basic legal foundation which is dealing with issues of regional development. It should be stated that very often existing legislation does not reflect clear and coherent policy purpose nor do they set up clearly defined implementation procedures. The current legal/policy framework of regional development policy is greatly segmented in several legal documents which regulate separated parts of regional development issues. In this section, we attempt to assess the extent to which the core principles of modern regional development are reflected in the Croatian policy/legal framework for regional development.
  

The main principles of regional development can be defined as follows:
 

1.  The Principle of Concentration – by concentration we mean putting the sufficient resources into lagging regions so as to make a real and lasting impact. This contrasts with a policy of so-called ''pepper pot'' financing in which the objective is to spread or to “sprinkle” the financial allocations across a wider area. 

2.  The Principle of Programming – by this principle we mean taking a long-term (multi-annual) strategic, integrated and holistic approach to tackle the complex array of problems faced by lagging regions. It involves coordinated and joined up action on the part of national and regional institutions. 

3.  The principle of Partnership – by partnership we mean the involvement of all of the key stakeholders for regional development – regional and local self government, social partners, civil society, special interest groups (environmental, minority, gender, etc.) along with national government – in all of the stages of the policy cycle – management, programming, implementation, monitoring and evaluation and financial management and control. 

4.  The principle of Additionality – (As formulated by the Structural Funds of EU) by this principle we understand that the added effect of the Structural Funds in the “assisted areas” of a member state, stays within the “assisted areas” and does not lead to a displacement of national and public funds from those regions. It has a special significance for the relationship between European Union and the Member State as co-financiers of the development agenda in each member state. Very close to the previous principle is one of complementarity (defined by the National Competitiveness Council). By this we understand that state support should not displace local or county self-government commitments and financial obligations to local and regional development. There has to be mentioned that most regional development financing in Croatia is going on in accordance with the principle of co-financing, according to which regional development projects are jointly financed from several budgets (local, regional, national). 

5.  The principle of effectiveness/monitoring and evaluation – by this principle we understand the means in place to measure the impact of the public investments in regional development with a view to improving effectiveness.

Sometimes, in discussion about regional development the principle of subsidiarity is confused with the major management principles of the structural funds of EU as they are formulated above. The subsidiarity principle can be described as an assisting tool for the decentralization process and refers, in the context of the Structural Funds regulations, simply to the delegation of authority for the use of Community Funds to the Member State. Generally, it is very broad principle for deciding which level of government is the most suitable for conducting public task. However, it is not a principle governing the management of the Funds since each member states defines its own internal arrangement in accordance with its systems of governance – respecting those principles outlined above. 

From a detailed analysis of legal documents one can draw some general conclusions.
 Generally, we can trace two types of logic when it deals with regional development issues. On one side, several documents are mainly setting out conditions for provision of aid to war-afflicted areas. That was the main reason for their adoption in the first place. In such documents, the potential or needs for development are not clearly expressed. On the other hand, other documents develop specific tools with main goal to foster regional development. In some of them we can see the some of the principles of modern regional development policy in a somewhat bigger measure, but still incorporation of these principles of modern regional policy is insufficient. 

Some legal documents which are related to regional development issues emerged from the fundamental need to recover areas that have been affected by war and occupation of some parts of the territory of the Republic of Croatia. Reducing and removing the consequences of war along with speeding up the return of inhabitants and displaced persons was spiritus movens of these documents. From this basis several legal documents are developed such as the Law on the Areas of Special State Concern
, Law on Reconstruction and Development of the City of Vukovar
, Law on reconstruction, etc. These laws are more instruments of state aid to war-afflicted areas than policy/legal documents which set clear vision and effective boundaries and conditions for coherent national regional development policy. They do not promote the principles of modern regional policy. Over time, some of them have been amended and evolved – from being merely an instrument of aid to war-afflicted areas – to include specific measures of regional development. This is particularly case with the Law on areas of special state concern which in the first place made distinction between only two enumerated groups of local units. Consequently, this document evolved and introduced the third category of areas of special state concern based on several criteria.
 In some measure this opened space for development policy that could affect all parts of Croatia which are lagging behind.

Other laws that are related to regional development issues (Hilly and Mountainous Areas Act
, Islands Act
) emerged from the need to target specific issues in these areas which are also deemed to be lagging behind. In that course, they started to promote some principles of balanced regional development policy. They can be marked as documents with more defined development tools for targeted areas but still, they are not promoting modern regional development principles in full and satisfying measure. 

Other basic regional development laws (Law on regional development Fund
 and Law on the Fund for the Development and Employment
) are more institutional setting documents than set of policy development instruments and mechanisms. They have established specific institutions for implementing regional development policies. These institutions are executive rather than policy formulating public law bodies.    

Turning then to assess the extent to which these laws (as a surrogate for a policy framework) reflect the principles governing the management of EU economic and social cohesion policy.

Concentration. While all basic regional development laws are territorially based (ASSC, HMA, islands, town of Vukovar) it is not clear are there a significant amounts of public resources that are allocated to these areas. It is very hard to trace unified policy of support to “assisted areas” that is followed by substantial amounts of public resources allocated for its implementation. Therefore, we can not state that the principle of concentration applies.

Programming. In spite of the fact that several law provisions foresee some programming activities it is quite clear that those programmes are not fully in accordance with this principle. Some programmes are mere list of plans and projects and not coherent, multi-annual programmes. The Islands Act foresees 14 different sectoral national programmes for the development of Islands. However, many of these programmes have never been adopted and implemented, so there are no real evidences of their impact on targeted problems. Furthermore, there is no clear procedure that would set the criteria for all stages of development and acceptance of such programmes. In spite of the fact that in some cases there are detailed regulations on some issues targeting programming actions (such as Regulation on Content and Methodology for Sustainable Island Development Programmes
), problems emerges in implementation of these regulations. Mainly this is the case because of inadequate monitoring and evaluation mechanisms, and low level of understanding of the context of regional development. The HMA Act foresees the Program for Sustainable Development of HMA and Operational Programmes for Development of HMA that are based on the previous one. Also, it should be said that there is a continuing institutional gap in policy process because it is not clearly stated who is responsible for these operational programmes. 

Partnership. The partnership principle connects several different actors in all stages public policy cycle and creates networks among different public and private entities. While modern trends in management of public affairs are widely promoting partnership approach in executing public affairs, there has to be stated that this principle is not fully accepted and developed in Croatian regional development context, nor is there any provision for such in law. Some documents (e.g. Islands Act, Law on reconstruction and development of Vukovar, Law on HMA) are promoting cooperation between different levels of public bodies, but conditions for inclusion non-governmental sector institutions in regional development policy processes are very weak. Most of this cooperation is among different level of public legal entities (ministries, administrative organizations, local and regional units, public utilities). There are no indication and clear criteria for involvement and active participation of non-governmental subjects (citizen’s associations, entrepreneurs associations, social partners, etc). 

Additionality – Complementarity.
 There are no instruments that would promote principle of additionality/complementarity in financing regional development projects. Financing mostly goes through different indirect models of financing (tax relieves, allocation of some taxes fully to local units in “assisted areas”, allocation of houses, construction plots, building material, etc.). There is no effective mechanism for measurement of the risk of displacement or the added value of such state investment.

Effectiveness – Monitoring and Evaluation. Although, there are some articles in current legislation about administrative bodies that are responsible for supervision over the implementation of variety of laws, but clear procedures and the system of accountability is missing and is undeveloped. In almost every legal document one can find very broad articles on supervision that are prescribing only monitoring institutions and reporting obligations. Most of implementing entities evaluate their own work by procedure that is not clearly set. There can also be noticed that no direct consequences for avoiding this obligations are specified. This practice is a great obstacle for the evaluation process of the policy impacts on targeted groups. In course of this, it is evident that coordination among different implementing bodies is missing on horizontal and also on vertical level of the system. In the end, we have to conclude that this principle is also not sufficiently developed in Croatian legal/policy framework of regional development.

It seems that current legal basis of regional development policy is more aid to underdeveloped and war-afflicted areas than coherent set of mechanisms for promoting effective regional development policy. It represents reactive public policy that will, in great measure, maintain the status quo level of regional development. Furthermore, different by-laws are not put in place and this is serious obstacle for finalising policy cycle in some areas dealing with practical issues of drafting and implementation of various development programmes. Very similar situation applies for monitoring and evaluation process of development programmes and projects. This is why many legal provisions are never practically implemented. 

If we take all previously elaborated arguments into consideration, we have to make conclusion that policy/legal basis for regional development has to be improved by setting a clear and coherent set of objectives and mechanisms to encompass all above mentioned principles of modern regional development policy.

The above mentioned considerations are some of the main reasons why Croatia needs unified policy and legal framework for regional development policy with adequate capacity to direct development programmes that can equally benefit all parts of the Republic of Croatia. In the future, the regional development policy should be more active (rather than reactive) and this has to be set out by clear boundaries in which such policy could be formulated, implemented, monitored and evaluated.


Institutional Framework

Administrative capacity can be defined as the ability and skill of central and local authorities to prepare suitable plans, programmes and projects in due time, to decide on programmes and projects, to arrange the co-ordination among principal partners, to cope with the administrative and reporting requirements, and to finance and supervise implementation properly, avoiding irregularities as far as possible. (NEI 2002)

Assessment of the institutional and administrative capacity of institutions in charge for development of: a) so called “Assisted Areas”, and b) county and local level development

Consistent with the distinction drawn between national development and national regional development which has guided our approach, the analysis of institutional capacity will focus primarily upon the arrangements for managing and delivering support to the “assisted areas” as well as support to counties and locally based development. It is not the purpose of this section to attempt an exhaustive assessment of the capacity of every institution, government or otherwise, dealing, in some way or other, with the “assisted areas”. Rather we propose to undertake a more dynamic review of the current arrangements in place for managing and delivering regional policy in Croatia.    

In so far as is possible, given the lack of definition of distinct roles, responsibilities and relationships in the area of regional policy in Croatia at this time, we shall try to construct the institutional assessment around what we have called the “policy life cycle competence framework”. As stated in the Methodological Note
, this draws upon work carried out by NEI on behalf of the Commission to assess the capacity for absorption of EU Structural Funds within the new member states of the EU. These cover five broad functions – management, programming, implementation, monitoring and evaluation, financial management and control. In each of those functions, we looked for evidence of “capacity” in the structures in place, human resources applied to the task, the systems and tools developed to facilitate functioning. A questionnaire and interview approach was used in most cases at national level. However, it is necessary to qualify expectations here since the results of the enquiry often show fairly confused and non-transparent organisational systems.

This means that, in the first part of this section (national level), we shall turn our attention on the national institutions such as the Ministry of Sea, Transport, Tourism and Development, given its overall policy management responsibilities in this area. Several other central ministries have a significant role to play in terms of regional development. These include the Ministry of Finance, Ministry of Agriculture, Ministry of Economy as well as Ministry of Education, Science and Sports.  In addition, the Fund for Regional Development which has operated as an executive agency will come into the ambit of this review, more in the context of implementation and delivery of programmes. The first section (dealing with national level institutions) will take into account the role of the HBOR as a significant element of the delivery mechanism for regional development. To understand fully the relationship of the HBOR between central government institutions and final beneficiaries in a range of policy areas will require further work in the context of the project. 

In the second part of the assessment of institutional capacity, we shift the spotlight to the sub-national level. Once again, we must stress that this will not be a detailed account of the capacity for development at that level. It is more relevant to our purpose to identify and raise some of the more critical issues to be addressed in building capacity for “bottom-up” development as a complement to national “top-down” interventions. It is at this level that much of the “project pipeline” will have to be constructed.

For the purpose of summarizing results of the assessment based on the “policy life cycle competence framework”, below is the chart with Central Government Institutions involved in specific functions of the policy life cycle for regional development.

	Functions of the policy life cycle
	Central Government Institutions

	MANAGEMENT
	Ministry of Sea, Tourism, Transport and Development

Government Office for Strategic Development

Ministry of Finance

Government Office for Strategic Development

Inter-ministerial coordination

	PROGRAMMING
	Ministry of Sea, Tourism, Transport and Development

Fund for Regional Development

Inter-ministerial coordination

	IMPLEMENTATION
	Ministry of Sea, Tourism, Transport and Development

Fund for Regional Development

State enterprises and utilities (such as Croatian Roads, Croatian Highways, Croatian Waters)

Croatian Employment Service

HAMAG

HBOR

Ministries (Agric, Economy, Science, Social Welfare)

	MONITORING AND EVALUATION
	Ministry of Sea, Transport, Tourism and Development

Ministry of Finance,

Government Office for Strategic Development

Central Bureau of Statistics

	FINANCIAL MANAGEMENT CONTROL
	Ministry of Finance

Internal audit within ministries (to become functional)


Management

The Ministry of Sea, Transport, Tourism and Development is the central government institution with responsibility for the management of regional policy. It is one of the largest ministries (1100 staff) – with a significant portfolio of policy areas (fourteen Directorates) organised over four main sectors – Sea, Transport, Tourism and Development – each managed at State Secretary level. Regional development is administered at the level of one of the four Directorates within the Development Department, alongside Strategic Infrastructure (roads, etc.) and Reconstruction (housing). Within the Directorate for Regional Development, the main functions relate to development projects at local and county level as well as coordinating policy for those areas which are included under Areas of Special State Concern and Hilly and Mountainous Areas. Responsibility for the development needs of the Islands lies within a Directorate in the Department of the Sea.  

There is little evidence of any standing or regular structural arrangements in place to manage the work of the Department or the Ministry in pursuit of national regional policy objectives. Additionally, it is difficult to find evidence of effective coordination structures and systems for regional development within the Ministry. This situation has been to some extent complicated further by the transfer of the Directorate dealing with Islands Development from the Directorate responsible for regional policy to the Department of the Sea earlier in 2004. It must be said that in the absence of common policy goals and objectives, it is questionable how workable or useful such coordination systems would be.

As part of its effort to build a more coherent regional development policy, the Government has set up a Task Force, led by the National Competitiveness Council, with Ministerial and senior official participation alongside social partners, business leaders and experts. Its remit is to bring forward practical recommendations although there is no clear timeframe for that. Such developments point to a willingness on the part of central government to work within a culture of partnership with other socio-economic actors, which should, over time, lead to a more informed policy community – and experience of working in partnership at policy making – policy management level.

The Ministry of Finance plays a central role in the management and coordination of public policy generally through its role in setting guidelines for public finances and ministry budgets. It exercises this function through a team of advisors assigned to liase with line ministries and other government institutions in setting budget priorities from year to year. This team plays a key role in negotiating annual budgets. Croatia took a significant step towards multi-annual budgeting when it introduced three-year budget surveys with effect from 2005. It is too early yet to comment on the effectiveness of that initiative, although its potential relevance for the introduction of EU Structural Funds cannot be over-emphasised. In so far as the management of regional policy is concerned today, the Ministry of Finance has a relatively indirect role (other than through direct support to local self-government in the “assisted areas” – see below) – other than allocating resources to discrete budget lines in accordance with the Law on Budgets. However, in the context of a more integrated policy framework for regional policy, the Ministry of Finance could take on a much more central coordinating role. 

The MMTPR and Ministry of Finance work closely together in assessing the levels of central government financial support for development in the designated “assisted areas”. This usually involves the Budget Department and Ministry of Finance in bi-lateral negotiations although the extent, to which those Units and Directorates working directly with the “assisted areas” are involved, is not clear.   

The Government Office for Strategic Development occupies a potentially significant space in the management of regional policy since it has been designated by the Croatian Government as the body responsible for the preparation of the National Development Plan, into which the National Strategy for Regional Development and Action Plan will be incorporated. This is a relatively small Government body with seven members of staff, operating as an expert group in the preparation of a Strategic Development Paper leading to the NDP by end of 2005. It works closely with expert institutions. The Office is located in the Prime Minister’s Office and has close working ties with the Ministry of Finance. Most of the contact with other ministries and government institutions seems to be on the basis of bi-lateral meetings. The Director (State Secretary) of the GOSD is a member of the Inter-ministerial Coordination Group for the National Regional Development Strategy (referred to below). While there is the expectation that the National Regional Development Strategy and Action Plan will be incorporated into the National Development Plan, there is at the present time little effective linkage between the two exercises other than through both lead institutions (GOSD and MMTPR) being represented at State secretary level on the Inter-Ministerial Coordination Group. 

Inter-Ministerial Coordination

Coordination of Government business is handled as a standard procedure in the circulation of proposals, draft decisions, protocols etc requiring inter-ministerial consultation before being tabled at Cabinet. There are three such coordination groups – internal and external affairs, economic, social - operating at the level of Assistant Minister and backed up by Working Groups at the level of Head of Department. However, these are purely procedural in character, method of working and policy substance. While there are some examples of coordinating structures for programmes, e.g. Islands Development, which seek to coordinate government interventions in specific areas, these are the exception in a culture which values ministerial autonomy. As stated above, an Inter-Ministerial Coordination Group has been set up within the scope of this project to coordinate the elaboration and implementation of the present regional development strategy. It brings together senior officials from all the key ministries and institutions contributing the development of the regions.

The overall capability for effective management of regional policy is weakened by virtue of the fact that a number of government or public institutions seem to operate in this policy area more or less independently from one another. The Fund for Regional Development, for example, under the aegis of the Law on the Fund and the direction of a Board comprising several ministers, sets its own programme agenda from year to year. While the funding is relatively modest (app. 17m€ in 2003), the “free-standing” status of the Fund, tends to confuse and weaken natural lines of policy management. The same can be said for the more substantially endowed Fund for Employment and Development (expenditure in 2003 were 66m€), although this institution has no specific remit for “assisted areas”. 

Yet another significant influence on the wider management capability for regional policy is the role of institutions such the HBOR. Despite being more involved in “implementation” rather than “management”, the overall corporate policy of the Bank sets the context for the “delivery” of those credit lines and programmes for which it is responsible. In this sense, it would seem that whatever the policy objectives of government decision makers, e.g. stimulate small firms start-up in “assisted areas”, - as long as loan repayment remains the dominant policy of the Bank, this operational objective will prevail over development goals. While there is no evidence of HBOR involvement in regional policy management, there seems to be little doubt that effect of this more “passive” influence on policy realisation will have to be taken into account at the highest policy level. 

In conclusion therefore, in so far as the management capacity for regional development in the MMTPR is concerned, at the moment, development policy and the objectives that define and focus work of this Ministry and/or other Ministries in dealing with a more integrated and comprehensive concept of regional policy remain unclear, confused and fragmented. The lack of internal coordination reflects a wider problem across the central government institutions dealing with regional and national development. There is a general impression of fragmentation (and over crowding) in the overall management of this policy area. Moreover, it has been suggested that development policy goals are compromised by the corporate goals of the banking networks used for much of the distribution of national finances in support of the “assisted regions”. The combination of the existing fragmented legal (and policy) framework, insufficiently coordinated management structures, point to the conclusion that existing institutional structures and capacities on national level are not adequate for managing the growing complexity in the area of regional development. 

Programming

By programming we mean the work involved in planning and preparation of development documents. Much of our work in this area covered the Directorates and Units in the MMTPR responsible for development plans for the range of “assisted areas” (in particular, the Directorates for Regional Development and Island development, respectively). We also include the Fund for Regional Development. In this section, we shall also consider briefly the practice of programming as we understand it to be in some of the sectoral ministries. 

The Directorate for Regional Development is responsible for policy planning and programming as well as implementation of some programmes, e.g. communal infrastructure and public infrastructures. It consists of five separate Departments - Department for Regional Development Policy and Planning, Department for Implementation of Regional Projects, Department for Preparation and Contracting of Investments, Department for Communal Infrastructure, Department for Public Infrastructure.

While formal responsibility for planning and programming lies mainly with the Department for Regional Development Policy, the other four Departments combine programming and implementation functions in so far as they draw up programme objectives and guidelines – on an annual basis – according to which their respective fields of investment are put into effect.  We shall return to this issue in the section dealing with “Implementation”. 

In addition to policy planning and programming, the Department for Regional Development Policy, also has the considerable task of overseeing all of the “external” projects in the field of regional and local development. Such an arrangement makes sense given that at least some of the support projects are likely to impact on the shape of policies in this area. However, it also opens up the possibility of a more donor-driven policy framework – with the danger of inherent contradictions stemming from differing donor approaches. The critical issue facing the Department, in terms of its capability to fulfil its programming function, is the lack of an adequate staffing base, particularly taking into account the considerable project management commitment. At present there are five permanent staff (one absent on long-term leave), plus two contract staff and one trainee. Despite being highly qualified and committed, the PIU team does not have the necessary capacity to undertake any significant programming role alongside its project management responsibilities.

The fact that individual Departments within the Directorate “programme” annual activities - in a more or less stand-alone fashion - subject only to budgetary control, - leads to considerable risk of confusion and overlap. At the time of this analysis, there is no formal mechanism for coordination of work between the departments to avoid duplications and gaps, or to multiply effects of those interventions. Due to the lack of development policy and set of objectives for regional development, current interventions of departments within the Directorate are uncoordinated, and are not strategically driven. The majority of projects funded are in the area of physical or transport infrastructure. There is no criteria for balanced territorial investment.  

Furthermore, there is no separation of function – in general, a small team seems to cover all stages of “programming” – setting objectives, preparing guidelines, launching calls for proposals, preparing criteria for selection (when those exist), handling proposals, selection and follow-up. Reporting is done “in-house”. There is no monitoring system other than a basic control function limited to physical advancement of projects.

Although the Department for Regional Policy and Planning might be expected to provide strategic directions and guidelines to other “implementing” Departments, such cooperation does not exist – both because of lack of existing structures and due to the heavy project caseload of that Department.

Results of the capability analysis for the Department for communal infrastructure, Department for implementation of Regional Development Programs and Department for Regional Development Policy and Planning are included in Annex 3.

Programming is also a significant responsibility for the Directorate for Island Development which currently operates in that part of the Ministry dealing with the Sea. The Directorate comprises of the Department for Island Development Policy and Planning, and Department for Implementation of Island Development Projects. The Policy and Planning Department have had direct experience of programming in the preparation of the Sustainable Islands Development Programme directed by the Islands Act (2002). Up to date only one of the 14 state programmes has been funded. This still current work sets the framework for all the islands development programmes at national and lower levels.

In the absence of strategic guidelines (due to the fact that State programmes for Islands Development and Sustainable Islands Development Programmes are still in the programming phase), local self-governments have their own projects submitted to this Department for funding, which then get approved based on annual guidelines but without clear development criteria.

See capability analysis framework for the Department for Island Development Policy and Planning in Annex 3.

Outside the Ministry (MMTPR), the Fund for Regional Development also has a “programming function”. The Fund draws up, on an annual basis, an investment programme with accompanying guidelines and procedures for project applicants – mainly in the area of infrastructure. It is not clear whether or how these are coordinated with the annual programming exercises which take place in the MMTPR (e.g. communal infrastructure, public infrastructure). Although it is legally defined that the Management Board brings strategic directions, in practice it is the Fund’s staff that is involved in programming exercise. The Fund - as an executive (not a policy making) agency - needs a strong connection with the national policy making institution in the area of regional development. Since there is no national development policy for regional development, Fund management is aware of the lack of strategic direction in the Fund’s investments in counties, towns and municipalities. A positive segment in the Fund’s operation is an ongoing revision and improvement of the existing procedures: a) for tendering and implementation and, b) for capacitating local and county self governments in preparing quality project documentation. Although there is still a lot of space for improvements in those areas of their work, the Fund can serve as a model for improving and updating institutional systems, and implementation procedures that respond timely and adequately to real needs.

The report on execution of the budget for 2003 indicates an extensive range of government programmes across different policy fields related to regional development. The list might suggest a capacity in programming. However, in discussion with officials in different ministries, it seems clear that many of these are credit lines more than programmes, managed through the intermediary of the HBOR and commercial banks. There is little indication of needs-based programming. Often the motivations and goals of specific programmes are unclear and there is a sense among officials that these are launched with little prior appraisal of impact. One of the significant weaknesses for future absorption of the EU Structural Funds is the lack of tradition and experience in formulating, launching and managing grant based schemes. Many of the programmes prepared by the former Ministry for Small and Medium Sized Enterprises and now “managed” by the Ministry of Economy are delivered through the HBOR and network of commercial banks as loan schemes.

A crucial element of programming relates to the preparation of grant schemes to address specific policy goals – e.g. farm restructuring, SME start up or innovative practices and products, improved management in tourism sector. In managing grants of public funds to - most often – private operators, it is important to have systems and procedures in place which are open, transparent, accountable and accessible – and at the same time which are coherent with the overall policy objective (see note above on bank corporate values possibly undermining policy goals). Such schemes require – at the level of those responsible for programming - not just a thorough understanding of the problem and sector (needs and outcomes) but also a full appreciation of the institutional arrangements and steps to be followed to ensure that – the target public is made aware of the scheme, project applications systems are in place, criteria for eligibility and selection are made public, selection systems established and made known. The programmer must see to it that the scheme is built on the systems that can ensure that the funds allocated arrive with the intended beneficiary – that the work for which the support is provided is carried through – that full financial accountability is respected. All of the evidence gathered to date would point to a lack of capacity in programming such arrangements – although it must be said that the Fund for Regional Development has made considerable progress in making more direct and transparent its application and selection systems. 

Implementation

By “implementation” we mean all of the functions related to the delivery of programmes and funds to final beneficiaries. The institutional space is fairly crowded – ranging from government ministries including government offices in the counties, central institutions such as the Fund for Regional Development, the state enterprises and utilities (such as Croatian Waters), as well as the Croatian Bank for Reconstruction and Development. In this section, we do not attempt an exhaustive analysis but rather aim to highlight the more salient relationships and cases. We are more concerned with quality of relationship between implementation and programming and policy management.

Although, as mentioned before, Fund for Regional Development lacks appropriate coordination with the national policy making institution in the area of regional development, it can serve as a model of good practice in defining clear procedures and mechanisms for transparent implementation based on earlier developed criteria. Below is the flowchart of the Fund’s implementation of the annual programmes:

Call for proposals launched by FRD

↓

Towns, municipalities, communal firms and local firms prepare project proposals (application template and guidelines ensured by FRD)

↓

Proposals submitted to County Committees

↓

County Committees assess and propose projects for funding to the County Government

↓

County Government makes final selection and submits to the Management Board for FRD.

↓

FRD Management Board makes final approval.

↓

County Government informs the Committee and applicants on the final results

In some cases, the implementation chain is short and direct. One such relationship is that which brings together the MMTPR and the Ministry of Finance (Local Support Unit) to channel additional financial support to the local self government units designated for assistance. On the basis of their entitlement in the Law, as decided in the Budget Department of MMTPR - the local self government administration applies to the Ministry of Finance for the “dotacije” setting out how it intends to use the grant. The only additional “qualification” relates to the report submitted on the actual use, although there is no indication of the purpose to which that report is put. The “dotacije” exercise seems to be relatively straightforward with little need for processing applications. Beneficiary local self government units have discretion in how they spend the additional resources within the scope of activities defined in the Law (on self government). Such “dotacijes”, as presently understood, are unlikely to figure in a Structural Funds context (as eligible for co-financing) where there will be considerably greater emphasis upon appraisal of proposed development plans put forward by local administrations.

Within a number of Departments and Units in the MMTPR, e.g. Communal Infrastructure and others, one of the major weaknesses in terms of implementation capacity is the lack of separation of functions. As stated above, under “Programming”, the generally small teams (two to three member teams are not uncommon) which are responsible for drawing up programme objectives, guidelines, procedures, criteria, etc, are also responsible for assessing applications and making awards. While those involved are generally experienced, since they have been working in their respective areas for some time, the confusion of programming, implementation and control functions lead to a lack of transparency. In the same Ministry, at the time of this analysis, the Department intended to oversee implementation of island’s development projects has not yet been set up.

The relationship between central government offices and the state utilities, such as Croatian Waters, Croatian Roads, seems relatively straightforward. Plans are prepared by agencies like Croatian Roads on a five year basis – and submitted to a central unit in the MMTPR (Directorate for Strategic Infrastructure) for appraisal, to Cabinet and on to Parliament for adoption. In this sense, it may be argued, with reason, that bodies like CR are involved in programming as well as implementation. However, the links back to the overall policy process are not at all clear. Therefore the choice of priorities for Croatian Roads may not be those of regional or national development policy managers.   

The role of government offices in the counties is potentially significant in the implementation stages. In those countries which have more centralised forms of governance, the network of government offices is a crucial part of any implementation system. From our limited contact, to date, with this layer of “government” in Croatia, our perception is that there is little interaction between the centre and the local offices – in either direction. There is little indication that the government offices in the county are used in any meaningful way to inform the policy process. In several cases, respondents referred to county offices as “post boxes” – in gathering in applications, for example, to send on to the central institution in Zagreb. We did not hear of any examples of officials from the county offices being used in a more developmental role – in support of the implementation of government schemes. Possible exceptions here include institutions such as the Croatian Employment Service and HAMAG. However, HAMAG is a relatively new government institution for supporting SMEs – and it is not present in every county. For its part the Croatian Employment Service has been making efforts to strengthen its network at county level and to encourage local offices to be more proactive. However, in some of the most lagging areas, in the absence of any ostensible job market, there is a prevailing sense of futility. 
In the implementation of grant schemes as we have described above, there is a very clear value added in making use of the staff in local offices given their local knowledge and insight.

To return to the dominant role played by the HBOR in the delivery of programmes to the “assisted areas”, it has been estimated that at least 30% of the total government expenditure for the “assisted areas” is channelled through the HBOR to the network of commercial banks. The implication here from an institutional point of view is that the programme managers in central institutions such as Economy, Agriculture quickly lose sight and control of the programmes in implementation. While the HBOR has over recent years opened up its operation in terms of making public data on loans, it has remained firmly in control over the method of implementation – and the tacit selection of beneficiary.  

Monitoring and Evaluation

This section should relate to the capability within the overall system to use monitoring and evaluation to assess the efficiency, effectiveness of the programmes and actions undertaken to promote the development of the “assisted areas” – in terms of operations, results and eventually impact. 

There is relatively little to said here in terms of any coherent system or institutional infrastructure in place to either conduct meaningful monitoring or evaluation of actions. The concept of monitoring – outside the direct sphere of line management – is not widely understood across  the administration. In the MMTPR, as pointed out elsewhere, where units carried out checks on operations undertaken by project beneficiaries – these often involved the same small team of officials which had designed the programme and selected the projects. Such an arrangement may be a management control, but leaves little space for independent scrutiny. In the case of Strategic Infrastructure, monitoring was limited to a physical check on the state of advancement of a particular project, mainly roads. There was no reference to any wider assessment of result – or eventually the impact in terms of economic and social development.

There are no monitoring systems, in the sense that these are understood in EU Structural Funds parlance, in place at the present time. A critical institutional player here will be the Central Bureau of Statistics. At present the Bureau is the beneficiary of EU CARDS support to assist with the creation of a statistical gathering framework at county (NUTSIII) level. This would clearly be a significant addition to the capability for programming as well as providing the context for monitoring and evaluation at national and sub-national level. As well as providing valuable information on the development needs at county level, such a development will open options for setting in place monitoring systems to assess results and measure impact of development interventions at “regional” level. 

Up to the present, the practice of evaluation is largely absent from the real world of policy management. The current project has introduced an ex-ante component which is intended to build capability in this area. However, policy evaluation is still a relatively undeveloped area of competence.

Financial Management and Control

In 2003, central government moved to introduce a three-year budget perspective. This is not an ongoing rolling budget survey but rather covers a fixed three year period. The first “envelope” covers the period 2005-2007. This will be reviewed in the course of 2006-7 and a new perspective drawn up in 2007 to cover the period 2008-2010. The Law on Budgets and budget regulations and guidelines set out the parameters for public expenditure. 

It is both a complex, difficult and time consuming task to gain any meaningful insight into the expenditure of public funds over the range of development areas for several reasons. Firstly, the changes on the law on Budgets have been significant virtually from year to year over the last four year. This makes it virtually impossible to gain a time series perspective. Moreover, the annual budget execution reports from ministries to the Ministry of Finance for clearance by the Parliament provide only information at the level of budget lines. Most of our contact up to the present has been with the Budgets Departments.  However, as referred to above in the section on “Management”, there is a team of Advisors in the Ministry of Finance which is responsible for liaison with those ministries and negotiation on their budget. This team may represent an important mechanism in coordinating financial management. 

As for financial controls, new Law in 2004 defined establishment of Units for internal audit in each Ministry. Actual establishment of those units across the ministries is underway. 

Institutional Arrangements for Cross-Border Cooperation 

Ministry of European Integration is responsible for all activities related to INTERREG Programme and within it to Cross Border Cooperation. Their Department for Regional, Transnational and Cross border cooperation under the Directorate for Coordination of EU Assistance and Cooperation Programmes is in charge for coordination of programming, implementation and monitoring of regional and cross border programs funded by the EU, and other bilateral partners.

This department is therefore responsible for coordination and implementation of the existing initiatives – CARDS programme, all three INTERREG strands as well as CBC programs (e.g. PHARE CBC) in Croatia. For that purpose, Department closely cooperates with the Delegation of European Commission in Croatia on the issues of programming and monitoring, and with Central Government Institutions (Ministries), and County self-government on providing of technical assistance in project preparation and the actual CBC project implementation.

Technical assistance offered by MEI, Delegation of EC and their consultants for local and county self governments includes seminars on Project Cycle Management, Regional Development and Cross Border Cooperation. Assistance is also offered to interested counties in technical aspects of CARDS projects preparation.

In order to provide adequate and timely assistance to county governments within the Department for CBC recently there was an initiative to establish an internal Secretary that would gather number of experts from Croatia and neighbouring countries (Slovenia and Hungary). The Secretariat, funded through CARDS, will be established by the end of 2004, and will work as an operational part of the Department, primarily on New Neighbourhood programs.

The Department also recognizes the need to identify/establish Government Institution that will in the future take responsibility for management of CBC programs, since it is not primary role of the Ministry of European Integration.

With the purpose of ensuring effective and successful vertical and horizontal cooperation for implementation of INTEREG III, in April 2004 Government of Croatia established National Committee for implementation of INTERREG III. The Committee has an advisory role, and is responsible for the following: a) provides opinion on national interests in deciding programmatic priorities, b) coordinates INTERREG and other related activities, c) provides advice and recommendation for negotiations with interregional INTERREG institutions, and d) provides advice to Croatian partners involved in INTERREG activities. This Committee consists of representatives from Central Government Institutions (15 representatives from Ministries and Central offices), representatives from Croatian Chambers of Commerce, representatives of Counties, and representatives of NGOs. MEI has been appointed for the national coordinator of the Committee.

First meeting of the Committee comprising of 35 members will convene in October 2004.

The Ministry of Foreign Affairs has the responsibility for bilateral and multilateral cooperation on political level. Due to the lack of cooperation between MFA and MEI, a number of initiatives missed the opportunity of possible INTERREG and/or CARDS funding. It is expected that by participation in INTERREG Committee, cooperation between MEI and MFA would improve. 

However, formal organisation and implementation of cross-border co-operation on all administrative levels still needs strengthening. In this respect, within CARDS 2003 Regional Programme a “Cross-border Institution Building Programme” has been foreseen under which joint structures and programmes would be developed and priorities for co-operation between CARDS countries identified. This project also includes strengthening programming and implementation capacities. A grant scheme for local level activities between neighbouring regions of the CARDS countries will contribute to project pipeline capacity.

Under the present Cards 2002 project, “Strategy and Capacity Building for Regional Development” is included institution building for participation of Croatian authorities in regional and trans-national cooperation with neighbouring countries. As part of the redefinition of the “assisted areas” in Croatia, it is expected that Croatia will begin to define national priorities to meet the development needs of its different border regions. Having in mind all activities undertaken so far, as well as start of the New Neighbourhood Programme in the near future, there is a need to continue strengthening capacity at all levels and thus enable sound Croatian participation in CBC programmes.

Analysing Institutional Capacity for Regional Development at County Level

The present section analyses the institutional and administrative capacity for development below national level, drawing on the considerable work already existing in this field. Its purpose is to begin to surface some of the critical institutional and capacity issues to be addressed by policy makers and managers in creating capability for “bottom-up” development which can effectively complement “top-down” development initiatives. 

The first part briefly explores the experience base and competence for development at the level of towns and municipalities before looking at some recent developments at county level, in particular, the so-called Regional Operational Programmes. In the space between county and central government, there is no institutional infrastructure. However, we shall take into account proposals for setting up five NUTSII regions (proposal not accepted by Eurostat), and some of the institutional implications for regional development management in Croatia. The section will conclude with an assessment of some of the institutional and policy management consequences which would arise from having a bi-polar relationship for the management and delivery of regional and local development – linking national directly with county levels. 

For the purpose of this part of the assessment of capacity, given the role of sub-national institutions in the policy life cycle model used here for the institutional assessment, the focus will essentially be upon competence and capability at the implementation stage and in terms of “project pipeline”. 

Development Capacity at level of Towns and Municipalities

All towns and municipalities are obliged by law to prepare a “physical plan” providing conditions for, inter alia, opportunities for social and economic development (Questionnaire Ch21).
 The Law on self government makes it possible for local authorities to prepare and implement development strategies – to finance or co-finance programmes or projects
. However, as is evident from the earlier section “Development Context”, and also emphasized in the Questionnaire, there are considerable disparities between local government units (both towns and municipalities) in terms of their ability to engage in anything more than basic provision of mandatory services. Many, outside the richer and larger towns and municipalities, simply do not have the revenue base or resources that would allow them to become involved in economic and social development. 

For the most part, but not exclusively, the experience in local development strategic planning has been driven by outside donor activity as for example Urban Institute work in Varaždin and Rijeka, or GTZ supported pilots in Samobor and Virovitica or on the island of Šolta
. Much of the work has been focused around the strategic planning function. So far, there is little evidence of successful implementation of strategies or action plans and it is not possible to say to what extent these plans/strategies influenced local investment decisions. There are two additional pilot local development projects currently ongoing with support from the Italian and UK governments.

While all of these initiatives are built around the local government unit in question, most of them involve the mobilization of stakeholders from different sectors of the local economy in some form of public-private partnership - identifying needs and agreeing priorities. Although it is premature to speak of participative local development as a norm across the towns and municipalities in Croatia, there are some very relevant models to draw on in designing future frameworks for such activity at national level. A significant weakness, however, is the fact that to date none of these experiences have been mainstreamed. The Ministry with responsibility for development, including local development, has no policy framework for this type of activity. Consequently, as the anecdotal evidence suggests, many of those involved at local level see the activity as “another project”. 

It is clear that the combination of the continuing trend towards ever smaller local government units – and lack of local resources – would make it difficult for the very small and the poorest to undertake any meaningful initiative in this sense, without strong support from government. Very small and fiscally poor areas are likely to have difficulty in securing the co-financing necessary, even for local development. 

Development Capacity at level of Counties

In a recent study into the institutional capacity for development of the counties in the Areas of Special State Concern, carried out on behalf of the World Bank, the question of fiscal capacity – and the differentials between the counties within the ASSC as well as those outside – was highlighted as “a key determinant”
 of such capacity. “Without a strong revenue base at the county level, economic and social development institutions cannot be conceived, constructed and consistently financed and placed on a sound long-term policy footing independent of short term political and other (central government, donor) considerations and preferences”

The case for greater financial autonomy at county may be to some extent overstated here. It is likely in the future – and certainly in the context of EU Structural Funds – county units will be significant partners in development combining EU, national as well as county (and local resources) to the task. However, it is clear that the differential capacities of counties to co-finance economic and social investment projects in the context of a national programme is likely to accentuate disparities in the future, unless special provisions are introduced to support the weakest counties. 

The same report suggests that development function within the ASSC counties, in particular, is often perceived as less of a priority set against the delivery of statutory services. Units such as the Economic Development Department or the County Agriculture Department are both under funded and under staffed – and more likely to be cut in times of financial pressure
. In a survey carried out by Institute for International Relations in 2004, the County Economic Development Departments for six ASSC counties employed between 5 and 11 (mainly professional) development agents.

Some 46 institutions working in regional and local development across Croatia, especially in SMEs development, are gathered in the national network, the Association of Croatian Institutions for Supporting Entrepreneurship, comprising actors such as regional development agencies, entrepreneurship centres, entrepreneurship incubators, chambers of commerce, chambers of crafts, etc. A number of them play an active role on the county level. Perhaps the most well known case is the Istrian Development Agency (IDA), a positive example of partnership between the local self-government units. Another is Međimurje Regional Development Agency, the successor of Međimurje Entrepreneurship Centre, which has been engaged in designing and implementing development projects in Međimurje County for the last six years.

Other development actors at county level include the state network of the Croatian Employment Service (CES) which is present in all counties alongside support services for small businesses such as HAMAG (Croatian Agency for Small and Medium Sized Enterprises), a national level institution. The CES, on the basis of its National Employment Action Plan (NEAP)
, seeks to move towards active labour market measures and to promote “a multi-agency strategy towards the redevelopment of lagging areas”, including working in “local partnerships with of employers, public institutions (especially education) and NGOs.” Institutions such as HAMAG, on the other hand, supporting small businesses and entrepreneurship, are only present in some counties at the present and may well face some institutional rivalry from other bodies such as the Entrepreneurship Centres which exist in most of the ASSC counties
, or indeed with the smaller network of Local Economic Development Agencies (LEDAs), mainly set up in context of donor assisted projects. 

The National Council for Social Partnership has set up a network of county based Councils bringing together employers and trade unions to work on socio-economic development issues at a local level. It has not been possible to assess the depth or breadth of this network nor its capacity for engagement in local development along with other partners. 

While there is quite a lot of NGO and civil society activity at county level, there is very little evidence of an organized network – and individual NGOs tend to work independently.

The county nevertheless has a significant role to play in providing a platform and space for coordinated action for development – bringing local authorities together. The World Bank report points to further instances of County and local authority joint initiatives, in which county co-financing has substantially added to the local authority’s scope of intervention
.

One of the most significant developments in terms of building the institutional capacity (across different sectors) for development at county level has been the work associated with the so called “Regional Operational Programmes” (ROP). These were promoted in the first place (Šibenik and Zadar) by the European Commission Delegation and UNDP with the support of central government. The number of active “ROPs” at present has grown to four plus another four in early stages of preparation. They are intended, in part, as an experiment in integrated, strategic and participative development planning – and seen largely as preparation for the introduction of EU Structural Funds to Croatia in the future. In the meantime, some of the ROPs will benefit from EU CARDS financial support for project implementation. ROP managers have taken a proactive approach to seeking donor support as well as assistance from the Government. It is possible that projects prepared by ROP partnerships will be eligible for support from the current EIB loan to Croatia.

However, there are significant weaknesses related to the ROPs. In the first place, they are, once again, seen as foreign donor driven and heavily dependent on EU CARDS funding. Moreover, there is no national framework for this type of county-based development effort at this stage. As a consequence, the existing ROPs are dependent on guidance and financial support from outside consultants. There is no clear conception or shared understanding of the rules of the game, of the boundaries and focus of a ROP, resulting in the lack of ownership related to ROPs.
. In terms of practice, there is some evidence
 of ROPs producing long “wish-lists” of projects rather than any consensus around the strategic priorities to be addressed. As a consequence, the projected implementation costs were not at all feasible. 

Much of the problem with the ROPs may stem from their conception and interpretation of purpose. The title “Regional Operational Programme” draws from the EU Structural Funds lexique and tends to lead to some confusion. The Regional Operational Programmes in the Structural Funds context “cover by definition a NUTSII region and are usually broader (than SOPs) in nature”
 (that is covering a greater number of integrated themes). The management and other obligations associated with a ROP in these circumstances are formally set out in the Regulations governing the use of the Funds
. As currently constituted, the ROPS are unlikely to attract EU Structural Funds support directly – even in the context of the pre-accession instruments, e.g. PHARE ESC (Economic and Social Cohesion), since they are pitched at NUTSIII level. It will be necessary to create a national measure as a framework for county development strategies. 

However, it is crucial to clarify the purpose (as distinct from role) of these types of partnerships at county level. From a Structural Funds point of view, the primary purpose of the ROP partnerships is the build capacity and a possible institutional model for identification and implementation of worthwhile projects at county and local level. From a wider development perspective, the county-based partnerships provide a basis for stakeholders from different interest groups and institutions to learn to work together, to build a shared understanding of the needs of the county, to shape a common vision, to negotiate and agree strategic priorities, to implement the strategy in a fully accountable and transparent manner. In addition to creating a project pipeline, they can become a driver for building the social capital (shared working methods, common values and mutual trust) as a major factor for the sustainable development of the county.

Once again, the challenge lies with the national policy managers. The work commenced with the ROPs points to their considerable potential as institutional forms for regional and local development. However, the confusion which exists at present (name, boundaries of action) is largely due to the lack of national guidelines or a policy framework within which the county based development partnerships might operate in the future. In the context of EU cohesion policy, the “region” is a much larger unit (NUTSII) than the Croatian county (NUTSIII). Furthermore, the Regional Operational Programme is a very specific programming document as described in EC Regulation 1260/99 and applies to NUTS II level. One of the significant outputs of the National Strategy and Action Plan will be the preparation of a national measure for County based development (see conclusions).

Development Capacity between Counties and National level

At the present time, the institutional space between national level and counties is partly occupied by a range of bodies, mainly executive agencies such as Croatian Waters, Croatian Woods, as well as regional units of the State Inspectorate Office. The Act on Tourist Associations envisages a network of eight regional tourism associations
. Also, there are plans to set up a number of Regional Coordinating Units across the ASSC to support the preparation of projects in the context of the World Bank loan programme. These initiatives reflect essentially cost and efficiency arguments rather than any strong policy initiative. 

However, in the context of preparations for the introduction of EU Structural Funds following accession, there has been a lively public debate around the issue of the definition of statistical regions at the EU NUTSII level. In the context of the Stabilisation and Association Agreement, the Croatian authorities committed to take a decision on the NUTSII regions by end of 2005. As stated above, there has already been an initial proposal from the Croatian authorities to create five NUTSII regions (Northern, Central, Western, Southern and Eastern) for the purpose of statistical data gathering
. According to the Croatian response to the Questionnaire (Ch. 21), this arrangement should have commenced in January 2004
. However, the proposal has not yet been approved by Eurostat, nor indeed, adopted by the Government of Croatia. Recently, following a change in direction at the Central Statistics Bureau, there has been a second proposal for one NUTSII region covering the entire country. This is likely to be problematic for Eurostat since it would exceed the normative population threshold for NUTSII. It is obvious that this will be a critical national interest question for Croatia with considerable consequences in terms of future Structural Funds. 

The issue of NUTSII classification has, as stated, generated considerable debate and, to a certain extent, speculation in relation to the institutional arrangements for managing EU Structural Funds. For the purposes of gaining some clarity in the discussion, it is useful to separate out three key perspectives: 

· Long term financial implications,
· Implications for creating an adequate statistical base for programming and monitoring,
· Implications for the management of EU Structural Funds

Long Term Financial Implications

Decisions on the division of the country into NUTS II regions can, in certain cases, fall into the area of “national interest” rather than either technical or “ideological”, given the consequences in terms of eligibility for EU Structural Funds – and duration of that eligibility. Structural Funds account for approximately 35% of the total EU budget. Between 75% and 78% of Structural Funds are reserved for Objective 1 (or Convergence Objective post 2006) regions (most lagging – below 75% of EU average GDP per capita). Moreover, Objective 1 (or “Convergence”) status confers special conditions in terms of competition policy, state aids, environment and in the types of investment projects supported by the funds - for example, greater scope for infrastructure investment. In the case of Croatia, the “NUTSII decision” must take into account how long the entire land area of Croatia is likely to be eligible for Objective 1/“Convergence” status. It is worth bearing in mind that the “convergence timeframes” for the current Cohesion Member states including Ireland range from 15 to 30 years. 

Implications for Creating an Adequate Statistical Base for Programming and Monitoring
One of the main reasons behind the NUTSII classification is to provide a framework for differentiating regional needs – on the basis of reliable regional statistics. However, in most EU countries, statistics gathering and processing is done at much lower levels – down to “ward” level in many cases. Aggregated up, these can provide a data base for decision making on development needs and priorities. In the case of Croatia, the costs associated with gathering statistics at NUTSIII (county level) were perceived as an obstacle – and a justification for proposing five NUTSII regions. However, these operational costs must be set against the quantum difference in entitlement to Objective 1/Convergence objective support for the entire country over a reasonable period in time – and the very real differences in financial flows to Croatia. 

Furthermore, work has already begun (with EU CARDS support) to create a framework for statistical gathering at NUTSIII (county) level. The collection of good economic and social development statistical data at sub-national level will undoubtedly change the policy context for balanced regional development in Croatia.

Implications for the Management of EU Structural Funds

The question of NUTSII divisions has often been linked to the issue of decentralised management of the EU Structural Funds. It is true that the introduction of the Structural Funds brought a real change to the management of regional development across the EU. It has stimulated a greater sense of participation and partnership involving social and economic actors from the regions. It has opened up the “closed shop” of priority setting beyond small groups of policy managers and lobbyists – and brought decision making into the realm of transparent public consultation. It has prompted the establishment of real structures for “bottom-up” development initiative. 

It is also true that in many countries, the designation of NUTSII conferred a certain management role in the direction and use of the Funds. Such arrangements generally applied in those countries with a strong federal tradition and system of government. However, in member states with a more centralised system of government, NUTSII divisions did not significantly change the systems of governance. For example, in the UK, management responsibilities for NUTSII Objective I regions was delegated to the Government Offices in the Regions, under the direct supervision of Whitehall. Among the newer member states, Poland, despite a strong political demand for more decentralisation to the voivodships (all of which have been designated as NUTSII) in the management of the Funds, there is one Regional Operational Programme to cover the entire country, with central Managing Authority. 

The point to stress here is that the division into NUTSII areas does not immediately confer management autonomy on new regional institutions. Given the absence of such a layer of government in Croatia, or indeed, any strong tradition of regional autonomy as such, building appropriate institutions is likely to involve a long-term effort.  

In the short term, the imperative for Croatia is to build the institutional capacity at the level of central government institutions and their partners at national level – for effective involvement across the policy life of the Structural Funds. Likewise, at county level, the priority must be to create the capacity for local development, involving local self government institutions working in partnership to identify and address local bottlenecks to sustainable development. 

There is nevertheless a proposal from the National Competitiveness Council
, informed by the Obnova project
 supporting regional development, to set up a National Regional development Agency and network of Regional Development Agencies. This obviously raises a question about where the mandate for regional policy should lie in Croatia – as currently within the Ministry of Sea Transport Tourism and Development, under the direct supervision of the Minister – or delegated to a new institution -National Regional Development Agency - which does not at present exist. Would this body have a policy role? Or purely executive? Would it continue to have subordinate links to the MMTPR and offer direct accountability to the Minister? The location, roles, responsibilities and relationships of the network of Regional Development Agencies would need to be clarified. If these were to provide a function in supporting the development efforts of local actors, these could offer considerable value added to the development capacity at this level. 

There are many questions raised in relation to the institutional requirements for the effective management of development policy at national, regional and local level. These will be the subject of further work in the course of the project. However, it must be re-stated that the essentials for effective introduction of EU Structural Funds will be strengthened and coordinated institutions at central level – structures, human resources and systems – and competent partnership based institutions at local level.  


Development Interventions

This chapter examines the types of intervention currently applied through national bodies in favour of those designated areas in 2003. Presented overview of the resources that the state, via central government institutions, spent on county and local level in 2003, in expenditure areas related “to regional development”, is an attempt to depict, though in a rather broad-brush way, where the weight lies in terms of using the above types of interventions.
 It was not possible to analyse expenditure on a county-by-county basis (or for towns and municipalities) for most institutions – other than for science expenditure in the Ministry of Education, Sciences and Sports and the Fund for Regional Development. As a result, it is difficult to gain a reliable estimate of state funding for the development of the “assisted areas”. 

Also, given the substantial changes to the budget law between 2000 and 2003, there is little meaningful comparability between the years. For our purposes in this analysis, we are more concerned with benchmarking, as far as possible, the level of public expenditure directed towards the “assisted areas” – as a starting point for creating a more focussed financial framework for the “assisted areas”. 

National Interventions for “Assisted Areas”
The Croatian government stimulates the development of its territory using specific programmes and projects of its Ministries and specialised institutions, such as Fund for Regional Development, Fund for Employment and Development, Croatian Employment Service and some other public institutions and companies (Croatian Bank for Reconstruction and Development, Croatian Waters, Croatian Roads, etc.).

The national interventions have been specially directed in assisting war-affected areas, hilly and mountains areas, islands and those lagging behind in terms of their social and economic development. Principally the interventions aim, both indirectly and directly, to stimulate economic development, increase employment and improve quality of life in those areas. 

The interventions can be categorised in the following main groups:

a. re-construction and construction of infrastructure

b. improving housing situation

c. financial incentives (tax and customs relieves)

d. subventions (strengthening the fiscal capacity of local-self government units)

e. subsidies to different sectors, like agriculture, shipbuilding, tourism, industry, transport services)

f. employment supports 

g. other measures

Furthermore, the lack of monitoring systems and data make it problematic to arrive at definitive conclusions about the effectiveness of government interventions related to the development of “assisted areas”. In the Analysis, we attempt to assess their effectiveness against the factors for sustainable regional competitiveness. 

· Effectiveness in restructuring the economy,
· Effectiveness in improving the quality and dynamic in the labour market,
· Effectiveness in reducing the effects of peripherality and improve accessibility and sustainable development,
· Effectiveness in promoting innovation and sustainable development,
· Effectiveness in stimulating and supporting small and medium sized enterprises,
· Effectiveness in strengthening and modernising institutional framework,
· Effectiveness in building social capital. 

The data below are drawn from ten Ministries and two Funds which have seen to be critical in financing regional development in Croatia.
 Several institutions provided data on the geographical distribution of public finances. These are either used in the analysis or included in annex. However, in the majority of cases we have had financial information at the level of overall budget line which does not distinguish between counties. It has been difficult therefore to measure the impact of such programmes on the “assisted areas” themselves. In such circumstances, much of our commentary on the effectiveness of the interventions tends to apply at the national level, with an assumption that the critique is, at the least, as relevant for the “assisted areas”. For this reason, one of the key outcomes of this project has to be the construction of a more coherent policy monitoring framework for assessing impact of government interventions in these areas.

Funds used for regional development activities in Croatia in 2003

	Ministry/Fund
	Funds designated for regional development
	Share of total funds for regional development

(%)
	Share in total state budget

(%)

	1
	Ministry of Agriculture and Forestry (MAF)
	1.601.778.361,74
	26.1
	1,75

	2
	Ministry of Maritime Affairs, Transport and Telecommunications (MMAT)
	1.457.424.906,67
	23,8
	1,60

	3
	Ministry for Public Works, Reconstruction and Construction (MPWRC)
	1.130.997.496,35
	18,4
	1,24

	4
	Fund for Development and Employment (FDE)
	501.423.615,79
	8,2
	0,55

	5
	Ministry of Economy (ME)
	450.738.506,68
	7,4
	0,49

	6
	Ministry of Finance (MF)
	203.866.922,1
	3,3
	0,22 

	7
	Ministry of Science and Technology (MST)
	199.926.836,0
	3,3
	0,22

	8
	Ministry for tourism (MT)
	169.073.752,23
	2,8
	0,19

	9
	Croatian Bank for Reconstruction and Development (HBOR) - subsidies

	140.000.000,00
	2,3
	0,15

	10
	Fund for Regional Development (FRD)
	117.550.906,64
	1,9
	0,13 

	11
	Ministry for Crafts and SMEs (MCSMEs)
	80.348.781,05
	1,3
	0,09

	12
	Ministry of Education and Sport (MES) 
	76.877.723,05
	1,3
	0,08

	13
	Ministry for Environmental Protection and Physical Planning (MEPPP)
	2.388.052,21
	0,04
	0,003

	TOTAL
	6.132.395.860,51
	100,0
	6,56 


Source: The State Budget Execution for 2003 and internal information of some ministries.

The table shows that 6.56% of the government’s budget is used for regional development activities.
 Most of the resources for regional development interventions (70%) were with the Ministry of Agriculture and Forestry, Ministry of Maritime affairs, Transport and Telecommunications, and Ministry for Public Works, Reconstruction and Construction. Most of the interventions were directed towards subsidies in agricultural and economic sectors, as well as for infrastructural projects.

In any assessment of effectiveness of these funds it must be taken into account that they represent only the potential volume of resources dedicated to “assisted areas”. One of the interim conclusions of this stage of the work of the project is that government support to the “assisted areas” lacks the critical mass that would allow for a more concentrated approach to tackling the development bottlenecks. 

Actions to Improve Structure of the Economy of the “Assisted Areas”

A closer look into some of the types of interventions related to economic development reveals that most of the resources were essentially subsidies, with little development impact. The execution of the budget of the Ministry of Economy 2003 reveals a staggering fact - 464.737.870,00 HKN or more than 80% of the Ministry’s budget resources were used for subsidies to the shipyards. Yet, in the Annual Report of the National Competitiveness Council, it is stated that the overall cost of shipbuilding – including both direct and indirect subsidies, along with imported component costs and realised losses – exceeds the value of exported ships.
 

The Fund for Employment and Development provided in 2003 some 500,000 euros for promoting competitiveness in the car components sector, mainly through bank loans. How this sector was singled out for support is not clear. Several of the larger projects financed by the Fund in 2003 provide support to firms in instance of bankruptcy (approximately 45,000,000 HRK or 6 million euros) – including subsidies to a supermarket chain – with the aim of protecting jobs.

On the other hand, only some 140,000,000 HRK (less than 20 million euros) (national) was spent for small and medium sized enterprises by the former Ministry of SMEs (now part of Ministry of Economy) during the same period. An additional allocation of approximately 19.5 million euros is managed by the Fund for Employment and Development – to support trade associations, firms and small and medium sized enterprises which are export oriented and creating new employment opportunities. Once again, these are loans channelled through the banking sector. Funds are disbursed at a national level and there is no explicit focus on the “assisted areas”. It is reported  that the overall value of support for the Small and Medium Sized sector has grown in 2004 (by a factor of 10) as a result of leverage from the HBOR and private sector contributions including beneficiaries’ own share of investments. 

Resources allocated to stimulation of tourism in 2003, for example, (former Ministry of Tourism) amounted to almost 170,000,000 HRK, of which the bulk, approximately 62%, were spent in tourist related transportation subsidies. On the other hand, 3 million HRK was allocated to programmes and projects to improve the competitiveness of the sector
. The Ministry also supported a number of small rural tourism development programmes – assistance to small tourism operators and groups of operators, farm tourism and the promotion of specific rural tourism products. A further 532,400 HRK (less than 1 million euro) is made available as incentives for tourism under the Fund for Employment and Development. 

The Ministry of Agriculture and Forestry used most of its budget in 2003 for subsidising agricultural sector, whereas fairly insignificant funds were used for other measures aimed at creating more productive and competitive agricultural business. According to the Strategy of Rural Development the Ministry is about to reform its support system around four main pillars – stimulation of production, capital investment, income support and rural development
. The first pillar attracts approximately 87% of the 2004 budget and takes the form of production subsidies to commercial farms (50,000HrK per farm), intended to encourage restructuring. Farms designated as “commercial” in the Areas of Special State Concern receive a 30% additional premium, while a basic income support measure (7000HRK) is provided to “retirement/family” farms. However, actual measures to promote in a more active fashion, a restructured farm sector are rare. Rural development measures account for less than 1% of the total agriculture and rural development budget and are grouped around three sub-programmes: promoting high quality native breed production, rural area development and marketing agricultural produce. It is proposed to implement the rural development programme on the basis of co-financing from local self-government although the delivery mechanisms are not defined. 

Actions to Improve the Structure and Quality of the Labour Market

Most of the resources allocated to promoting employment are, in fact, wage subsidies. Data for labour market measures in 2000
 show that 44% of the public expenditure on labour market measures were devoted to wage subsidies (compared to an OECD average of 6.2%).
 The effect of employment subsidies (2002 – 2003) on total employment level shows a significant “deadweight” element.  The figures published in CES' Analytical Bulletin
 from 2003 reveal that an increase of 100 subsidised job positions results in only 27 new jobs created in total, pointing to the ineffectiveness of employment subsidy instrument on employment and economic activity.

Moreover, a significant portion of wage subsidy expenditure is earmarked for those leaving university or third level education with the highest qualification – that is to that group of new workers who will have least difficulty in entering the labour market.

The Croatian Employment Service published the National Employment Action Plan in early 2004 in which it seeks to “streamline and reform existing policies” towards active labour market policies. In its own assessment of existing active labour market programmes, the NEAP states: “the funding for active programmes is chaotic and gives rise to swings in programme size and content. Programmes are poorly targeted and separate from wider labour market activation policies. Their impact is not evaluated”
.

The Fund for Employment and Development manages the funds for the Labour Market Programmes developed by the Croatian Employment Service. A total of 200,000,000 HRK (approx 27 million euros) was allocated to employment support programmes. These are disbursed through the banking network and it is difficult to gain any clear impression as to the impacts or outcomes in terms of types of project, beneficiary firms or distribution by county.  

Actions to Improve Infrastructure to Reduce the Effects of Peripherality and Improve Accessibility  to Markets

The major public expenditure priority over recent years has been the construction and upgrading of a network of motorways connecting the north, south, east and west Croatia with links into the main central European routes. This has both a political and economic rationale. The modern road network is seen as a national unifying factor in a country with a distinctively non-centric geography. It is also considered strategic for the continued development of the Croatian tourism sector, given the exceptionally high seasonal peaks. The recently completed motorway between Zagreb and Split for example will cut journey time between the capital and the Adriatic coast and undoubtedly reduce the cost of getting goods to market. The same can be said of the major links to the east and west. The northern motorway provides a vital link to other central European markets. However, there is some concern at the relatively low levels of usage on highways and semi-highways. Railways, on the other hand, have not received the same attention – and suffer for want of investment in infrastructure, signalisation and communications (NCC Annual Report). There is also significant public support for internal air travel in the form of subsidized airfares to travellers – despite which, as stated in the NCC Annual report, the seven airports “have very little traffic”
. While telecommunication sector is privatised the development of its network capacities including broadband infrastructure is market driven, resulting in concentration of investment in the centres of economic activity and under-provision in more peripheral and rural areas.  
Within the Ministry of Sea, Transport, Tourism and Development, which is responsible for such investments, monitoring is conducted at a purely physical output or project management level. There is no mechanism in place to assess systematically the result or effect of investment in terms of changes in the volumes and patterns of usage – nor is there a means to estimate impact in terms of cost economies due to shorter journey times to market for economic operators. 

Actions to Improve Infrastructure as a Pre-condition for Sustainable Economic Development 

The Ministry for Public Works, Re-construction and Construction, primarily responsible for regional development, was focused on funding infrastructural projects in 2003, which has reflected at “assisted areas” where such a need has been significant. Within the Directorate for Regional Development (Department for Communal Infrastructure), through its Programme for improvement of communal infrastructure management, most of the funds, (39,4 million HRK – less than 6 million €) went for small infrastructure projects (10% for sewage systems, 30% for water systems, 60% for local/county roads). In addition, through the Programme of regional development projects, 19,7 mil. HRK was mostly used for (co)financing construction of basic infrastructure in the ASSC. 
On the islands the priority in central government financing was also construction of communal and transport infrastructure. In 2003, for this purpose it was spent 90,2 mil. HRK. The lack of strategic and systematic approach in development of the islands reveals the fact that from 15 State Programmes for Islands Development, envisaged within the Island Act and related amendments (Official Gazette No. 32/02), none has been elaborated. Furthermore, out of 25 Sustainable Islands Development Programmes only one has been elaborated. 

Nevertheless, public investment in basic environmental infrastructure – in the area of waste management and connections to sewerage systems is clearly less than adequate. According to the NCC- Annual Report 2004, only 40% of the population of Croatia is connected to sewerage systems. This is a particular problem for the sustainable development of the tourism sector. It is also likely to present a significant development bottleneck in many of the small towns and municipalities in the “assisted areas” – especially in rural areas. The same report points to a lack of licenced waste management sites (only 7 out of a total of 126 official sites) many of which are a major environmental pollution threat, including the disposal of toxic waste. Once again, the problems are accentuated in the “assisted areas” and especially in those areas which have to cope seasonally with a heavy influx of tourists
. 

The Fund for Regional Development offered the “Development of Municipalities, Towns and Counties Programme” as its single programme in 2003. These resources were primarily directed towards building physical infrastructure (more than 95%) although the mission of the Fund also includes support for local economic development projects. The eligible beneficiaries were local-self government units with projects pre-selected by their respective counties and finally selected by the Fund itself. With almost 120 million HRK the Fund financed 76 projects whose total value amounted to more than 335 million HRK.

The geographical distribution of the Fund's resources across Croatia reveals that most of the resources were spent in the counties of Bjelovar-Bilogora, Virovitica-Križevci and Osijek-Baranja. However, the county level figures do not reveal how the “assisted areas” within counties, that is the specific towns and municipalities which is the level according to which “assisted areas” are being designated, are being targeted by the Fund (Annex 8 Distribution of Fund for Regional Development resources by County in 2003).

A closer look into the flow of resources at local level and derived table below show how the Fund has targeted development needs in different parts of Croatia.

	Territory
	Share of resources of Fund – grants
	Share of resources of Fund – credit
	Share of subsidy of the interests on credits of HBOR 
	Share of total value of project

	ASSC I
	18.48
	7.44
	100.00
	21.37

	ASSC II
	17.17
	18.47
	-
	15.27

	ASSC III
	5.42
	-
	-
	5.09

	HMA
	7.68
	-
	-
	6.80

	Islands
	-      --
	-
	-
	-

	Total “assisted areas”
	48.75
	25.91
	-
	48.53

	Other territory
	51.25
	74.09
	-
	51.47

	Total
	100.00
	100.00
	100.00
	100.00


Source: Fund for Regional Development 2004

According to the above figures, the total amount of funds for the projects financed by the Fund on the territory of ASSCs (all three categories) is around 35%, while 7.68% went to finance the projects in HMA. No funds at all were allocated to development of islands, which make up significant segment of “assisted areas” (18% of total number of towns and municipalities in the “assisted areas”), despite the clear provision in the Law on Fund for Regional Development stipulating that, among other ”assisted areas”, the Fund is to assist development of islands. Furthermore, the overall allocation of resources to “assisted areas” being less than 50% of total resources highlights the fact  that the “assisted areas”, which are parts of Croatia recognized having the greatest development needs, are not the ones the most targeted by the resources of the Fund.

In addition, the total resources at disposition of the Fund have been decreasing throughout the years, continuously reducing the potential impact it can have on balanced development in Croatia.  From 2002 to 2003, the resources of the fund had decreased approximately seven times. 

Actions for Promotion of Innovation 

Our analysis of the actual resources going to research and development (Ministry of Education and Science) and the types of measures in place tends to reinforce the impression that the bulk of national resources in concentrated in the traditional academic research sectors. While some of the measures favour closer links between the business sector and research institutes, these programmes are more influenced by the institutes rather than driven by economic development objectives. 

As for the funding allocated by the Ministry of Economy there is little indication in the budget of any substantial support for innovation, despite already being the fifth year of the Programme for support of commercialisation of innovation. The total 2003 funding for technology and innovation related measures in the former Ministry for SMEs (now part of the Ministry of Economy) amounted to 3,300,000 HRK (less than 500,000 Є). It is hardly surprising to note that, according to Eurostat and Croatian Central Bureau of Statistics (reported in NCC Annual Report – 2003), in 2001 Croatia had only 61 patents registered per million inhabitants – compared with 147 for Slovenia or 380 for Ireland.

Actions to Strengthen Support Services to Small and Medium Sized Enterprise Development

The critical needs for small and medium sized businesses throughout the European Union, particularly in the “assisted areas”, have been identified as access to finance, access to quality information and availability of quality incubation and “start-up” facilities. Policies for SME development include entrepreneurial activity in any sector whether this is tourism, crafts, farm diversification, as well as those included in the Commission’s Policy Guidelines for Structural and Cohesion Policies, social economy, environment related businesses, culture
 as well as the more traditional concept of industrial and service based small and medium sized enterprises.

Support for the small and medium sized business sector is one of the central priorities of successive governments in Croatia. The four-year Small Business Development Programme offers a range of measures aimed at improving support services to small businesses – such as cluster development, innovation programmes and quality improvement as in ISO standards. Nevertheless, budget allocations are small, (63 million HRK in 2003) and, given the patterns of economic activity across the country, a disproportionate share goes to support projects in the most prosperous counties (approx. 36% to the three most prosperous counties)
. In the 2003 budget, a total of 30,000,000 HRK (approx. 4 mil. Є) was allocated to setting up business parks and another 25,000,000 HRK to supporting entrepreneurship programmes at local level. Business incubation centres attracted 5.5 million HRK (less than 1 mil. Є), while support for women and beginners totalled 4,000,000 HRK. Such small levels of funding are unlikely to meet the needs of support networks, especially in the “assisted areas”, which frequently depend on the vagaries of external donor funding – and the even less certain income for services offered to small and medium sized businesses on the local market. 

The support provided to promote the uptake of quality improvement programmes among small and medium sized firms – including management standards – (ISO certification programmes) seems inadequate to meet the scale of the challenge. According to the NCC Annual Report, the current level of ISO 9000 certificates per million inhabitants shows that Croatia has a long way to go to match its nearest neighbour in this respect - Croatia 92, Slovenia 1026.

HAMAG (Croatian Small Business Development Agency) offers a number of programmes to strengthen the small business support network – in particular, the certification scheme for business consultants and guarantee schemes offering special concessions to business in the “assisted areas” as well as start-ups. The Agency has offices in some of the counties but is not yet present in all parts of the country, or especially in the “assisted areas”. 

As for access to cheap finance, the resources allocated to improving access to finance at competitive rates for small and medium sized firms are channelled through HBOR and the commercial bank networks where the over-riding principle is risk minimisation. Programme efficiency and effectiveness is measured by loans repaid. Development impact in terms of new or secured jobs, new more innovative products or processes, new markets, sustainable enterprise growth – are simply not taken into account. Indeed, most of the evidence points to the bulk of loan finance finding its way to established enterprises where the effect tends to be displacement of private investment.

Actions to Strengthen the Capacity of the Administration – National and Local – to Support the Development Process

The capacity among a great majority of municipalities, towns and counties in the ASSC to finance even the basic public services prescribed by law is very weak, making it problematic to finance development programmes through local resources and co-financing. 
The tax revenue (income and profit tax) belonging to the central state has been transferred in 2003 to local units in ASSC and HMA, which was a total of 314,7 mil. HRK (more than 40 mil. Є).
 In addition, the central government has taken responsibility of income tax return, that otherwise would be the duty of counties, municipalities and cities.
 Despite the relatively significant resources from the Ministry of Finance for certain “assisted areas”, there are neither instructions nor guidelines for using the additional means and their harmonisation with other development interventions, and therefore they do not have major impact on development potential of those areas.
In addition, central government through the Local Support programme managed by the Ministry of Finance seeks to strengthen the financial base of the “assisted areas” through its “dotacije” or local grant programme. In 2003, the total grants provided to counties, towns and municipalities almost 204 million HRK, of which 80 million across twenty counties (excluding Zagreb). The “dotacijes” are weighted in favour of the poorest counties (and towns and municipalities), based on a set of criteria which includes such factors as population levels, income levels, assessed efficiency of public services, ratio of capital spend to total expenditure. Beneficiary units have discretion in the use of the grant, within the scope of activities set out in the Law on Local Self Government. However, the Ministry of Finance stipulates that a report on the usage is an essential condition for grant aid. Nevertheless, we found little evidence of any direction or guideline, over and above the prescription of the law, on the use of these public monies. Moreover, the patterns of disbursement result in an overall “sprinkling effect”. For example, the average “dotacije” for 82 beneficiary municipalities for 2003 amounted to just under 800,000 HRK or just above 100,000 Є, which, in the absence of a local development framework, is unlikely to have any meaningful impact on the development bottlenecks of the area. Furthermore, the grants do not seem to have improved the development capacity of many of the local government units in the “assisted areas”. These, as stated earlier in the Chapter 2 have not been able to hire suitably qualified staff for such post, or had to transfer them to other more “urgent” essential services, or terminate their employment because of the lack of sufficient resources for development.  
It is clear that the units of local-self government have differing capacity in terms of making project proposals which puts the more developed ones in a better position to bid for resources from central institutions such as the Fund for Regional Development. The Fund attempts to deal with this issue by providing training workshops to the members of local and regional self government. However, the issue of capacity still remains unresolved as the training is not very extensive and it is usually linked to the beginning of the funding cycle.

One of the most critical deficiencies in the capacity for effective policy making and management is the lack of an adequate system for statistics collection and analysis. The Croatian Bureau of Statistics has limited resources to produce data on the level of counties and below that the statistic base is very weak.    
In rural areas, there has been relatively little central government investment in the agricultural extension services although these have been supported by the World Bank. Croatia has only 3-4 farm advisers per 100,000 family farms (or seven per county)
, which is far below EU countries. A modern, professional farm extension service is a pre-requisite to any effective farm restructuring or rural development strategy – and will become especially critical with the arrival of sophisticated EU supported programmes such as SAPARD. There are plans to introduce a number of “development support teams” in the Areas of Special State Concern as part of the implementation and capacity building dimension of the World bank financed Socio-Economic Development Strategy for the ASSC. These would have a key role in assisting local groups and project proposers to identify needs and prepare suitable project applications. 

Actions to Support the Development of Social Capital

Building – or rather re-building - social capital is one of the policy objectives behind many local social and economic development initiatives – particularly those built around the concept and practice of multi-sectoral local area partnerships.
One of the methods by which it is attempted to stimulate building the social capital is by using local partnership in preparing county based strategic plans (so-called ROPs), which have as one of their objectives to promote the practice of collaborative, consensus-based, transparent and accountable development, involving stakeholders from widely different backgrounds and interest groups. At present, the bulk of the financial support for these county-based development programmes comes from outside donors, in particular, the EU CARDS programme. National initiative in this area is still missing. 

However, as mentioned practice has been recently introduced and not in a systematic manner, it is premature to make any meaningful statement about the impact of these initiatives in strengthening the social capital of counties.
SWOT Analysis

Before conclusions and recommendations part we summarize our main findings in a form of standard analysis on Strengths, Weaknesses, Opportunities and Threats. The first two categories constitutes of internal whereas another two presents external factors having influence for possible development scenarios from business environment point of view.  

	Strengths

· Stable and competent civil service 

· A number of programmes and strategies elaborated even though not implemented

· Existing development institutions having evolving experience in programming and implementation

· Examples of good development initiatives at county and local levels
	Weaknesses

· Inadequate policy framework is not efficient in directing government activities

· Lack of communication and unclear division of responsibilities  through all the public administration

· Inefficient measures not contributing fundamental structural problems nor promoting competitiveness

· Inefficient use of scarce funds; fragmented small volume development activities sprinkled over the country

· Absence of strategic and systematic development practices 

	Threats

· Absence of political commitment and leadership at national level 

· Political and operational administrative levels unable to merge  

· National and economic policy reforms progress slowly 

· Pressure to cut public costs influence administrative capacities
	Opportunities

· Government commitment for regional development

· Evolving culture of participation and partnership

· Progressive external funding opportunities raise interest to development issues 

· Involvement of wider society boost bottom-up development 

· Integrating to European single market draws attention to more efficient use of public funding


Conclusion

Development Needs

Whether experiencing rapid economic growth or lagging behind, different areas have different development needs. The disparities between the more prosperous parts of Croatia and those areas of the country which are lagging behind have been widening over the last years. These imbalances constitute a fundamental obstacle to the sustainable competitiveness of the country as a whole – in terms of less than adequate productivity, failure to create a viable internal market in which local produce can compete with imports, failure to develop a culture of initiative and enterprise, costs related to congestion, including environmental costs, costs related to depopulation, diversion of scarce public resources to maintain subsistence levels of production. Balanced regional development and the reduction of the socio-economic disparities between the different parts of the country is a central component in the national effort to achieve sustainable competitiveness at the world level.

In the context of the current National Strategy for Regional Development and related Action Plan, we have been primarily concerned with creating a policy framework for dealing with those parts which are facing serious obstacles to their development – and a framework for building capacity for development at county level across the entire country. This is the first national strategy for regional development. It will be incorporated into a wider National Development Plan over the next years. There is little experience of development management at any level of government / self-government and the institutional framework is not yet in place. Therefore, the strategy and action plan will focus on “first things first” rather than attempting to cover every aspect of regional development. 

The “assisted areas” include: 

1. Areas of Special State Concern which include a) areas occupied during the war; b) areas suffering war damage; c) areas meeting specific criteria of underdevelopment,
2. Hilly and Mountainous Areas facing permanent geographic and natural handicap,
3. Islands, 

4. Border regions.
Between them face a wide range of development challenges, many of which are common while others are specific to place or period in history. In many cases a complex of overlapping negative factors inhibits development. These include coping with the physical damage of war, the effect of the trauma of occupation and war on the social and human capital of towns, villages and rural areas; dependency upon large state-run conglomerates in decline, long-term unemployment including youth unemployment, lack of basic infrastructures, environmental deterioration as consequence of such deficits, social exclusion, under-achievement in education and early school leaving, low skills bases and poor adaptability to the changing needs of the labour market, a culture of dependency and passivity in terms of initiative and enterprise, paucity of employment or business opportunities, ageing population, decline of public services and rising costs of maintaining adequate basic provision, peripherality and lack of access to markets, networks, centres of learning, service centres, under-productivity in such sectors as agriculture or un-restructured enterprises, seasonal tourism, poorly managed tourism and pressures created by same. 

The mix of development problems and needs is unique to place. There is no blue-print for defining local development priorities. The purpose of a policy for balanced regional development, which places considerable emphasis upon an interaction between top-down and bottom-up, therefore, must be to create a coherent framework within which the development institutions, with access to resources, can effectively interact with socio-economic actors in the development areas to target the priority needs. Such an approach makes it possible to deal with a wide range of development needs within a single accommodating framework. 

Strategy for Regional Development will define a set of strategic priority development needs based upon an understanding of the critical development challenges facing the different parts of the country which are lagging behind. These will be operationalised in the context of an Action Plan – which will coordinate and provide focus for top-down and bottom-up development activities. 

Bearing in mind the needs of the “assisted areas” – and the requirement for a flexible, integrated, strategic framework – the development priorities are likely to include the following objectives: 

· A modern competitive economy conducive to enterprise and investment (including SME development and tourism),
· A highly skilled and adaptive labour force capable of adding value in a modern knowledge based economy,
· Investment in the infrastructure to support economic, social and environmental needs,
· A competitive and sustainable rural economy capable of supporting a diverse rural population,
·  Strengthened social capital and development capacity at local level to anticipate and respond effectively to external changes.

These are intended for discussion during the prioritisation stage. The national actions and schemes that would eventually put these priorities into effect will be the work of a later phase.

Policy and Legal Framework

To create a viable and coherent regional policy for Croatia, it is important to address the significant weaknesses in the existing policy and legal framework.

In particular, resources have to be allocated to assisted regions in greater measures according to principle of concentration. As stated throughout, this will require a clearer more coherent or encompassing definition of assisted regions. Programmes for regional development have to be considered from holistic, strategic and long-term – rather than partial – standpoint. The change in the law on budgets provides for a three-year budget survey. Once in place, this would create a basis for greater application of the programming principle, in terms of opening up the possibility of framing longer term development responses. All social actors concerned with the development of their region have to be taken fully into all stages of policy process. Broader policy institutions and networks comprising different economic and social development actors (public and private) involved in regional development policy need to be built. This would improve the principle of partnership in managing of public affairs. A substantial amount of public resources have to be allocated to assisted regions through clear and very transparent procedure in accordance with the principle of additionality/complementarity. Together with this, the arrangements for co-financing regional development projects need to be clear and transparent between different levels of government. Finally, there have to be clear procedures of monitoring and evaluating effects and impacts of various regional development policies. Very clear accountability and sanctions mechanisms have to be further developed in this course and evaluation bodies have to be separated from the institution which is responsible for the implementation processes.

Institutional Framework

If Croatia is to develop the institutional capacity for management of the EU Structural Funds while at the same time managing national policy for regional development, it is clear that the focus for that effort should directed at strengthening the existing structures at both national and local level. Capacity has been assessed in the context of the policy life-cycle for managing EU structural and cohesion policies. This part of the analysis looked at existing competence across the range of national institutions in the area of management/inter-ministerial coordination and recognized the imperative of clear designation of roles and responsibilities, with a particular emphasis upon building a stronger institutional base for inter-ministerial coordination. The confusion of roles and function, e.g. the use of powerful intermediaries such as the commercial bank sector with strong corporate objectives, can lead to considerable unintended and perverse development effects and distortion of policy goals. Likewise in the domain of programming, there is a need for greater evidence-based decision making, consultation and prior appraisal, alongside strategic planning and management skills. There is little experience in designing grant-based schemes in any of the central government institutions, especially in relation to the private sector. Many institutions are involved in implementation of government programmes, often overlapping, and potentially duplicating. There is little transparency in the flow of resources and decision making from the centre to the beneficiary, largely as a result of the practice of delegating much of the operational responsibility to institutions (mainly banks) which operate according to their own house rules. Systems for independently monitoring the results and impact of government financed programmes are inexistent making it impossible to improve performance over time. Evaluation capacity is as yet in the early stages of development. Ex-ante appraisal has been introduced as a capacity building exercise in the context of this strategy. However, interim and ex-post evaluation will depend on the existence of an effective monitoring system and agreed set of performance and impact indicators. The Ministry of Finance is beginning to exercise a greater financial management and coordination role through the introduction of three-year budget envelopes. However, this is still at a very early point in development and central institutions continue to exercise considerable discretion. Control systems are poorly developed. 

The Strategy for Regional Development will clarify management roles for effective co-ordination of the integrated effort of line ministries and institutions to tackle the widening disparities between the poorer and more prosperous areas. There is still an open question for the national authorities whether this should remain in the MMTPR or be located in a new National Regional Development Agency. Whatever the outcome, there will be a need to build the capacity of the managing body to undertake these tasks. By the same token, the strategy will provide for building - across the ministries concerned - the structures, skills and systems for programming strategic priorities. Both the Strategy and the Action Plan will set out arrangements for operationalising priorities through a series of detailed measures designed to meet specific needs of the “assisted areas”. It will also involve setting in place mechanisms for monitoring and evaluation. The Action Plan will seek to bring together the financial resources to be concentrated on the “assisted areas” from a number of national and other sources. These will remain within the area of responsibility of the respective institutions, which will, for the first time, “ringfence” or commit dedicated finance for that purpose. The range of programmes will be coordinated within a single framework.

Consultation and the involvement of a national partnership in the process of strategy elaboration will lay the foundations for  a “new” institutional form which is likely to emerge from this work – that of working through a systematic process of consultation in partnership.

At local level, the strategy will draw on the “bottom-up” experience of those involved in different types of local development. The current “Regional Operational Programmes” are mis-named for the simple reason that the County would not equate to the EU Cohesion policy concept of a region. Moreover, Operational Programme has a very specific use in the Structural Funds context. The use of the term already causes confusion which will become more problematic as the preparations for the introduction advance. It is timely to rename these and thus will be proposed in the Strategy and Action Plan that the MMTPR undertake to prepare a national measure setting out the parameters for such County Development Integrated Strategies” which will provide the framework for local development in all twenty counties plus the city of Zagreb. This will require further capacity building within the MMTPR and eventual restructuring.

The most useful purpose for county-based development partnerships today is to gain the experience of working collaboratively to identify real priority needs, to develop appropriate solutions, to learn how to manage, oversee, monitor projects and their results. These will constitute a significant part of any future “project pipeline”. The Strategy for Regional Development will define the national framework for bottom-up development driven by partnerships for development in the counties.

The total number of local self-government units is constantly increasing in spite of the fact that these new units do not satisfy basic conditions for independent status in self-government system.  Local units do not have adequate fiscal, administrative or personnel capacity for development programmes of regional development. Sometimes, territorial division can be perceived as an obstacle to long-term development policy. In the future, this has to be overcome by means of informal connections among different entities and creation of networks of different local and regional units for the purpose of implementation regional development policy. The administrative, development and fiscal (or absorption) capacity of local units has to be strengthened.

The National Competitiveness Council has supported the idea of a network of Regional Development Agencies. These could have a beneficial effect in terms of adding to development capacity at the local level, provided they were utilised to promote development opportunities, assist project promoters, provide technical assistance and advice as well as training functions. However, at this stage, for reasons which have been well aired throughout this analysis, such agencies should not be used in a decentralised management function.

Development Interventions

The analysis of current development interventions was structured around the factors for sustainable regional competitiveness. Given the breadth of the present exercise as well as the relative lack of management, monitoring and evaluation information, a number of preliminary general conclusions are given here which provide some directions for the future shape of regional policy in Croatia.

The Government has taken steps over recent years to introduce measures linked to improving the competitive performance of Croatia – such as promotion of innovation, support for the small and medium sized enterprises. However, from the evidence available, the volume of resources available for such developmental actions is very small compared to the proportion of public funds expended in the form of support subsidies which tend to reinforce the status quo. 
If the political commitment to addressing the widening imbalances in the country is to be matched by the financial means, it will be an imperative for the government to dedicate an appropriate level of funding to that task.

However, additional funding is not sufficient - without a strong sense of strategic direction – towards promoting the factors for sustainable regional development. Many of the “development” programmes currently on offer are really subsidies – employment subsidies, production subsidies – and serve more to maintain the status quo providing little incentive for a shift towards greater competitiveness. 
A significant part of the funding directed at the “assisted areas” is related to basic infrastructure improvement which is undoubtedly a pre-requisite for socio-economic development, and in many cases responding to the consequences of the war. In general, these are small scale projects financed at micro level. While projects are pre-selected at county level, criteria for evaluation and prioritisation are not always transparent. Moreover, in the absence of local (county) strategic direction, the balance between investment in basic infrastructures and other aspects of socio-economic development is heavily skewed towards investment projects. This is insufficient to mobilise the human, social and economic forces necessary for development.

The designation of places as Areas of Special State Concern at micro level leads to a dispersed geographical distribution of target areas. This in turn gives rise to the disbursement of very small sums of financial support to those areas – or an additional small central government co-financing for micro projects. The overall result is a dispersion of financial and administrative effort in a sprinkling of small packets of financial support – which lack critical mass and the potential for sustainable development – the outcome of which is, in the main, the ineffective use of scarce public resources. If the critical bottlenecks obstructing the conditions for sustainable competitiveness are to be met, there is a need for a more concentrated approach based upon strategic priorities.

A further critical issue relates to the absence of grant schemes in the sense understood in development programmes in the EU. As stated above, most interventions are in effect subsidy programmes and loans, delivered through the HBOR and commercial banking system. There is some evidence of displacement and negative unintended effect in that the target beneficiaries as specified in the initial policy objective (e.g. SME start-ups in “assisted areas”) are neglected in favour of the safer more established businesses – guaranteeing loan repayments. 

As a result, there is no experience and therefore little capability in the ministries/central institutions in terms of developing and managing grant schemes – assessing the needs, gathering the evidence, setting the goals and objectives, identifying and consulting the beneficiaries, fixing performance targets, designing indicators for result and impact, establishing and building effective implementation systems, ensuring appropriate control functions, creating a basis for monitoring and evaluation. Under the current arrangements, in many cases, ministries have little real control over the use of resources. This will be a critical area for future attention.

While there have been some recent efforts to build more coordination into the planning and development work of the ministries and central institutions, effective inter-ministerial coordination remains fairly embryonic. Any significant effort to address the disparities blocking sustainable competitiveness will inevitably engage the resources and programmes of a number of ministries and other institutions. These can only be successful if “all pointed in the same direction” and properly coordinated. 

Next Steps

Over the next year, there is much to be achieved. The project is intended to prepare the ground for the introduction of EU Structural Funds. In the short term, it must anticipate the pre-accession funds to which Croatia will have access from 2005. It will therefore be necessary to retain a tight focus on the scope of the current project. For this reason, we have sought to take a “first things first” approach to the preparation of a National Strategy for Regional Development rather than attempt a fully comprehensive all encompassing framework. In this sense, the project and strategy will provide value added by developing a framework for the management of one of the most critical areas of public development policy at the present time- a framework for tackling the development gaps within the “assisted areas” – and to enable these to be more competitive within the Croatian, EU and world markets - (and less reliant on public funds). For this, it will be essential to arrive at a more coherent, overarching understanding and policy framework for the “assisted areas” (see below). 

The concept of national regional development will also encompass a countrywide framework for local (county-based) development which would empower socio-economic actors, at that level, including local and county self government in the preparation and delivery of development strategies appropriate to that level and that place. 

Such an ambition will require the full leadership and commitment from central government and a willingness to share responsibilities in the context of a more coordinated approach. In particular, it will be critical for the Ministry responsible for national regional development to take a central management role. 

Towards a Definition of “Assisted Areas”
As we have seen from the above Analysis, there is no coherent global definition of the economic and social situation in the “assisted areas”. The policy and legal framework provides little insight to the development needs of the range of targeted areas. Our review of government activities in the “assisted areas” would point to the fact there is little real differentiation in the types of development strategies and modes of intervention employed to meet differing conditions. 

There is a commonly held view that scarce public resources are being expended without any significant or measurable improvement in the capacity of many of the “assisted areas” to compete. Many of the supports are seen as handouts to counties, towns and municipalities, increasing their dependency rather than their capacity for own initiative. Such policies can become the object of resentment in the non-assisted areas, particularly in the absence of meaningful impact. 

As a first step towards clearing the policy ground, there is a real need for a consensus around the development needs of the “assisted areas”. This would make it possible to begin to design more appropriate policy orientations and build development strategies more suited to the development priorities of those areas. In this section, we set out to propose, tentatively, a basic typology of development profiles for some of the areas which area classified under one or other of the instruments for regional development in Croatia at the present time. It must be emphasised that this is intended simply as a possible starting point in a future discussion over the place of “assisted regions” in a strategy for regional development.  

	Classifying Development Profiles in the “Assisted Areas”

	Existing Classification
	Suggested (re)classification

	Areas of Special State Concern
	“war affected” communities - occupied 
	Areas whose development continues to be affected by the war – loss of productive capacity, unemployment levels, damaged infrastructure. 

(Evaluation factors: skills and brain drain, fragile economic structure, damaged social capital…..)

	
	Larger settlements “affected by war”
	

	
	Areas with special  socio-economic development needs
	Areas lagging behind in terms of GDP per capita (e.g. 75%), high levels of unemployment, especially long term unemployment, unfavourable economic structure. 

	Islands
 
	Group of up to 30 mainly small islands
	Focus on development needs of islands e.g. – criteria same as “lagging behind” - peripherality, sparse population, 

(seasonal economy, cost of service provision, etc) 

	
	“somewhat more developed islands: Krapanj, Šolta, Dugi Otok, Pelješac
	

	
	Most developed: Korčula, Hvar, Pašman, Vir, Murter, Čiovo, Brač, Cres, Ugljan, Rab, Lošinj, Pag, Krk.

Most of these have some areas classified as “lagging behind”. 
	

	Hilly and Mountainous Areas
	permanent physical geographic or natural handicap affecting economic activity
	(re)classify under criteria for “lagging region”

	Rural areas 
	No clear definition. Rural Development Strategy
 defines “predominantly rural” (over 50%), “extreme rural (90-100%)” and “significantly rural (15-50%)”
	(re)classify under criteria for “lagging region”

	Border areas
	What is said in law on ASSC
	Areas whose development potential is affected by proximity to border – poor infrastructure, 

(lack of private investment, de-population, need for cross border development initiative)


As currently framed the assisted regions are defined at more or less micro-level and it becomes politically difficult to keep the boundaries intact as the continuing widening of the scope of Acts such as the ASSC and the Islands Development show. The net effect in terms of impact is more or less negligible given the small amounts of state support “sprinkled” around. There is a strong development argument for pitching the definition at a higher level, most likely county, with stronger emphasis upon the eligibility conditions. This would allow for a more strategic approach to real and proven development needs. However, we do not underestimate the political dimension. 

The criteria for designation as “assisted area” should be simple, clear, objective and unambiguous. They should be the basic criteria for the different types of problem areas – war affected (of special state concern), lagging regions (rural, hilly and mountainous, industrial and urban), islands and border areas.  Once designated “assisted area”, secondary layers of specific characteristics for each of these types can help in the elaboration of appropriate development strategies. 

National Strategy for Regional Development and Action Plan

To conclude briefly, therefore, the National Strategy for Regional Development and Action Plan will provide a two- strand framework within which it should be possible on the one hand to tackle the distinctive problems and obstacles to growth in those areas which are deemed to be lagging behind. This would involve a coordinated effort on the part of key national ministries and institutions to work together to build a coherent set of interventions within an action plan. 
On the other hand, the NSRD will create a national measure as the context within which new county development partnerships can be set up to prepare and implement development programmes appropriate to the their needs. These will draw lessons and experience from much of the work ongoing at county and local level at the present time. 

The National Strategy for Regional Development and related Action Plan should form a unified national policy and funding framework compassing above mentioned two main streams of development of Croatian regions.




Relationship between the National Development Plan and the NSRD and Action Plan

The National Development Plan is shown below, simply to point to the eventual inclusion of the National Strategy for Regional Development (and Action Plan) in that context. 
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