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AUTHORSOG NOTE
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innovations and best practices in local economic and employment development. It has also been active
for many years in the promotion of entrepreneurship and SME development in Central and East
Europe. An important step was taken to reinforce this woid0b3, with the creation of the OECD
LEED Trento Centre for Local Development. The Trento Centre conducts policy analysis and
facilitates the exchange of information and capacity building activities to promote entrepreneurship,
local governance and soci@bhesion, with a special focus on Central, East and South East European
Countries.

This document is a case study on entrepreneurship policies in Croatia which is part of the LEED
series of national reviews of local development policies and has been gdregatee OECD LEED
Trento Centre for Local Development under the supervision of Jonathan Potter and Alessandra Proto,
and with the contribution of the following external experts:
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Regional Development Studies (CURDS), University of Newcastle, UK

e Nathaly Riverin, Director, Centre de Vigie sur la Culture Entrepreneuriale, Fondation de
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Introduction

INTRODUCTION

This document provides the full review panel report on Strengthening Entrepreneurship
Innovation and Economic Development at tlexal Level in Croatia and is the result of an active
review of entrepreneurship policies design and delivergroatia, with a special focus on the two
counties of Varagdin and Bjelovar. The report
review panel visit undertaken during-2h May 2007, as well as comparisons with international
experiences anldest practices.

This report identifies key strengths and weaknesses of policy design and delivery in
entrepreneurship initiatives and provides policy recommendations.

National government ministries and development agencies responsible for entreprpraaushi
SME policies are presented with the difficult question of how to develop sufficiently tailored policies
for diverging local conditions, and which can be delivered at an appropriate level of proximity to
SMEs and entrepreneurs. Furthermore, whereeasiggrof policy design and delivery are decentralised
to the local level, there needs to be sufficient local powers, resources and capacities to function
effectively. The review has addressed these questions in the case of Croatia.

This active review proded the opportunity for policy makers at national andrstipbnal levels
in Croatia to work with international experts in refining approaches to entrepreneurship and SME
policy design and delivery, while identifying the best range and mix of policiesdelidery
arrangements for national and local circumstances.

Issues explored include:

e Policies for modernising and diversifying existing SMEs and supporting their international
competitiveness;

e Policies and programmes supportingameration among smalheerprises to improve their
capability to enter foreign markets;

e Policies and programmes promoting technolbgged entrepreneurship, the dissemination
of technology among small enterprises and the development of more effective research
programmes focusemh the commercial application of knowledge and technology;

e Policies for developing entrepreneurship skills and culture, focusing on what sort of training
needs should be addressed by new and small firms and how SMEs and training providers can
identify andhelp match these needs;

e Policies for developing an entrepreneurial culture in the population more generally; and
e Institutional arrangements for the design and delivery of entrepreneurship policies, including

the issue of regional differentiation and aefrig the right balance between central, regional
and local design and delivery.



Introduction

For each of these themes, the report aims to:
1. identify general entrepreneurship policy issues and international good practices;

2. assess the current policy approach in Croatieeiigths, weaknesses and examples of good
practice in the country);

provide policy recommendations to address weaknesses and build on strengths; and

4. analyse policy design and delivery at the national level, including how to tailor
entrepreneurship polies to regional needs and identify a good balance between national,
regional and local policy design and delivery arrangements.

During the review mission, there was a strong focus on exploring the right range and combination
of policy instruments to addresise market and government failures that arise at national and sub
national levels, as well as the right balance between national and local policy design and delivery
arrangements in the entrepreneurship and SME development fields. Two counties wele visite

1. Var a @alrtyn
2. Bjelovar County
Working method

This review was carried out through peer review by an international panel comprised of OECD,
USAID Croatia and entrepreneurship and SME development practitioners and experts from OECD
countries (UK, Spailcanada, Germany, and USA). The experts &

Assessments have been based upon the collection and use of local policy documents and reports,
on qualitative information obtained from local interviews and through comparison \aittigess and
evaluations from other countries. Emphasis is placed on examining the main strengths and weaknesses
of the entire policy framework and identifying options for adjusting strategy and delivery mechanisms.
The report provides examples of prograrsraad initiatives in other countries that illustrate a variety
of approaches that could be taken to implement the recommendations.

Both the description of strengths and weaknesses, and the list of recommendations are not meant
to provide an exhaustive pice of the local scenario, leading to concrete and immediate policy
actions. The aim of this report is to provide poliogkers and practitioners who deal with local
development issues in Croatia with an external perspective and an overview of diffpreaichps
from OECD member countries to the design and delivery of policies to strengthen entrepreneurship
innovation, economic development and job creation. This approach based on international exchanges
is also an opportunity for building and enhancingazities.

10



Policy environment for promoting entrepreneurship in Croatia

POLICY ENVIRONMENT F OR PROMOTING ENTREPR ENEURSHIP IN
CROATIA

by Slavica Singer

Executive Summary

Policy environment for promoting entrepreneurship in Croatia is fragmented, witinéat |
between existing parts. There is no clear understanding between the policies and programmes, what
contributes to an overlap on one side (programmes) and a lack on the other side (policies). More
importantly, there is no evidence of efforts to refrastisting documents (e.g. Programme for
enhancing small and medium sized businesses-@804leveloped by the MELE), despite some
available inputs, like the Strategy Development Framework for-280&hich presents an umbrella
type policy document, adopteid 2006. The paper starts with background information on the
entrepreneurship capacity of Croatia, using the latest Global Entrepreneurship Monitor survey. The
background information is structured around entrepreneurship activities in Croatia, measaed by
indicators (TEA index, motivational index, presence of growing businesses) and entrepreneurial
demography. Special emphasis was given to regional differences in entrepreneurial activities as well
as to entrepreneurial culture. Quality of the framewadrkentrepreneurial conditions in Croatia (from
financial support, education, transfer of 1&D, openness of the market to government policies and
programmes) was compared with all countries involved in the GEM survey. Government measures
focused on enhancirthe entrepreneurial capacity of Croatia were examined through policy activities,
programmes and institutional arrangements for delivering policies and programmes. Conclusions were
derived from the analysis and followed by suggestions for increasing titepremeurial capacity of
Croatia, connecting entrepreneurship capacity with innovation and economic development at local
level. Entrepreneurial activity in Croatia is increasing, judging by a rise in the number of new
businesses, but this improvement @& wisible in the growing business sector, according to the latest
Global Entrepreneurship Monitor (GEM) survey

Intensification of entrepreneurial activity as observed in 2005 has continued in 2006, with Croatia
ranked 18 out of 42 countries with a TEidex of 8.58, according to the GEM.

The Motivation Index (i.e. the TEA Opportunity to TEA Necessity ratio) is an important indicator
of the entrepreneurial capacity of a country, indirectly indicating the level of optimism and long term
expectations of @repreneurs. In 2005 Croatia was the only GEM country with a motivation index
below 1, indicating more businesses were born due to necessity rather than perceived opportunities by
entrepreneur s. Croatiabds 2006 movementabutithes is still n d e x
well below the GEM average of 6.06.

! Singer et al (2007)Vhat Makes Croatia an Enfpeeneurial Country, Results GEM Croatia Research 2006
Zagreb
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Policy environment for promoting entrepreneurship in Croatia

The Amaturityo index, whi ch r edpe fegrepreneurial h e
activity for more than 42 months), is still far from the GEM average (Croatia 0.48, GEM countries
0.81).

Comparing entrepreneurial activity in Croatia with European levels is useful for developing
government policies and programmes. In comparison with the average of 16 European Union member
countries involved in the GEM research, Croatia has the hitghadtof the TEA index and also the
highest level of TEA Necessity, with only four countries with less established entrepreneurs.

The GEM survey describes growing enterprises by using: the level of innovation in new
technologies, innovation in new produd#velopment, exposure to competition and the capacity for
new employment. When compared to similar countries (according to GDP per capita), Croatia has
more enterprises that invest in new technologies. This gives hope that investing in technology will
soonpay off through the creation of new or innovative products, although this is not the case at the
moment. 71% of new enterprises and 70% of established ones are producing products that are new to
no-one, while in the group of medium developed countries atlerage is 51% of new entrepreneurs
and 63% of established entrepreneurs. While 2005 saw an increase in expectations for new
employment in enterprises with 20 or more employees (15% in new entrepreneurs and 18% in
established entrepreneurs), expectatiensained unchanged in 2006.

In the 200206 period, regional differences in entrepreneurial activity have significantly
decreased, due to the strengthening of entrepreneurial activity in Slavonia and Baranja, Lika and
Banovina, and Northern Croatia. Howevthe difference in the motivation index still indicates that
there are significant differences in entrepreneurial capacity, because Slavonia and Baranja and Lika
and Banovina are the only two regions with a motivation index lower than 1.

In 2006, all corponents of the entrepreneurial environment received higher grades than in 2005,
but only two received grades above 3:

e Access to physical infrastructure (3.75 in 2006, 3.35 in 2005).

e Openness of the internal markespeed of changes (3.47 in 2006, 3.02005).

The weakest points of Croatiads entrepreneuri a

the pack, are:

e Openness of the markedministrative barriers, $%lace out of 37 countries.

e Commercial and professional infrastructure’ pace ait of 37.

e Cultural and social norms, 'f%@lace out of 37.

e Transfer of research and development? giace out of 37.

Based on these findings, it is evident that policy interventions should be focused on eliminating
administrative barriers, developing higuality business development services (training, counselling),
developing venture capital markets, building entrepreneurial culture through education and media and

strengthening absorption capacity for transfer of R&D to SMEs.

In developing and impleméng policies and programmes in these areas it is crucial to build
awareness among all stakeholders, including:

12
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Policy environment for promoting entrepreneurship in Croatia

e Government ministries (especially the Ministry of Economy, Labour and Entrepreneurship
and the Ministry of Science, Education and Sport);

e Otheragencies, e.g. HAMAG, vocational education, export;

o Different associations, e.g. Croatian Chamber of Economy, Croatian Chamber of Craft,
Croatian Association of Employers; CEPO©BMESs Policy Centre.

To make this effort workable, the Open Coordination Hddt should be introduced at all
government levels (from central to local).

Background information on the entrepreneurship capacity of Croati&
Entrepreneurship activities in Croatia, measured by GEM indicators
For the purpose of this report, the followimglicators have been used:

e Total Entrepreneurial Activity of those who have been active for less than 42 months (TEA
index).

e Correlation between entrepreneurial activity (TEA index) and GDP per capita.
e Motivation for entrepreneurial activity (TEA Opporitynand TEA Necessity).

e Structure of the participants in entrepreneurial activity (either nascent, new business owner,
or established entrepreneur).

e Transition rate of fAmaturityo of business v
e Growing businesses.

Entrepreneurial activity, based ot ar t i ng (Aswar mi ngo) new bus
through the TEA index), is an important assumption of the vitality of the economic structure. New
business ventures bring new ideas, new technologies and new products, enter new markets and thus
contribute to the increase of business efficiency and competitiveness.

Systematic correlation between the level of entrepreneurial activity (TEA index) and GDP per
capita confirmed by the GEM research obliges policymakers to include an entrepreneurial conditions
framework when developing macroeconomic policies to achieve economic development goals. The
GEM survey is based on the conceptual framework in which two principal mechanisms (general
macroeconomic framework and entrepreneurial framework conditions) tarevawen. Specifically,
entrepreneurial framework conditions are identified through the availability and access to financial
support, government policies, government programmes, education, transfer of R&D, business and
professional infrastructure, opennedsthe internal market and competitiveness, access to physical
infrastructure and cultural and social norms.

2 Basedon Singeret al (2007), Wha Makes Croatia an EntrepreneurialCountry, Resultsof GEM Croatia
Researct2006 Zagreb
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Policy environment for promoting entrepreneurship in Croatia

New business statps are born due to either perceived opportunity (TEA Opportunity), or owing
to circumstances (TEA Necessity). Entrepreneurs sthrt businesses because of a perceived business
opportunity are, as a rule, more oriented towards business growth than those who became
entrepreneurs because they were forced by the situation (lost their job, could not find a job, etc.). This
differencein motivation for entrepreneurial activity is of importance for policymakers, as efficiency of
support mechanisms (and thus of use of public resources) can be achieved only if support mechanisms
are differentiated and aimed according to the needs of iffexetit segments of entrepreneurial
activity. Opportunity based entrepreneurs are more frequently candidates for support focused on
business growth (innovations) while necessity based entrepreneurs need, at least in the beginning,
more support for survivig (selfconfidence, basic knowledge and skills in managing their business
ventures).

Also important to policy and programme design is the status of the entrepreneurs themselves
whether nascent, new business owners or established entrepreneurs. Gdveolimemeeds to
reflect these individual categories of entrepreneurs.

ASwar mi ngo of entrepreneuri al ventures without
ventures, is not sufficient. Being prepared for entrepreneurial activity at the individuialséitutional
level and the rate of surviving business ventures depends on a range of factors (motivation, knowledge
and skills, effectiveness of the entrepreneurial environment and macroeconomic policy). The rate is
calculated as the ratio between elshied entrepreneurs (over 42 months of entrepreneurial activity)
and the number of nascent and new business owners, i.eypmptmtrepreneurs (less than 42 months
of entrepreneurial activity).

More entrepreneurial activities in 2006

2005 was a year gfrogress for Croatia, as shown by the significant change of position from the
lower end to the middle of the scale of GEM countries, with further progress in 2006 (Table 1).

Table 1. TEA indices - Croatia and all GEM countries

2002 2003 2004 2005 2006
TEA 3.62 2.56 3.74 6.11 8.58
Rank 32/37 29/30 29/34 19/35 18/42
TEA Opportunity = 2.18 1.74 2.04 2.92 441
Rank 35/37 29/30 32/34 32/35 28/42
TEA Necessity 0.85 0.59 1.57 3.09 3.81
Rank 25/37 22/30 12/34 6/35 9/42

SourceWhat makes Croatia an entrepreneurial country? Results of GEM Croatia researchp2006

Croatia was able to move from the bottom end of the scale in 2@Dpragress was further
confirmed by improvement towards the upper end of the scale in 2006. This is the result of intensified
activity of both groups of entrepreneurthose with perceived business opportunities and those who
start businesses out of nesd The improvement shown by the TEA Opportunity indicator is
especially heartening, as this indicates more motivation for entrepreneurial activity.

However, these improvements will only translate into economic growth when entrepreneurial

activity manage to create new value, which can be measured by growth in GDP per capita. GEM
research has confirmed that countries with similar levels of @&Pcapita have the tendency to

14
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achieve similar levels of entrepreneurial activity, and that there are signhiflféarences between
countries with different levels of gross domestic product per capita. Three patterns®appear:

e Starting very small, lessostly business ventures are more intensive in countries with lower
levels of GDP per capita (e.g. Peru, Colundod Thailand).

o Early-stage entrepreneurial activity is relatively low in countries with high GDP per capita,
(e.g. European Union countries and Japan).

e Countries with the highest levels of gross domestic product per capita show increasing early
stage en@preneurial activity due to perceived opportunities (e.g. USA, Iceland and
Australia).

Croatia has every right to be satisfied with its entrepreneurial activity of 8.58% (TEA index).
However, it is still a long way from transferring this entrepreneurtaligcinto measurable economic
growth, as measured by GDP per capita, because it still belongs to the large first group, as seen in
Figure 1.

The ongoing process of Croatiabs accession to
continuous evaluson of its policies, programmes, regulatory frameworks and instruments which aim
to increase the countryb6s entrepreneuri al capaf
Using several selected indicators of entrepreneurial activity (TEA; pegeenfaentrepreneurs active
for more than 42 months; motivation of entrepreneurs: TEA Opportunity and TEA Necessity; TEA in
relation to gender), Croatia can be compared to European Union countries involved in the GEM
research (Table 2).

Table 2. Croatia in European perspective, selected indicators of entrepreneurial activity, 2006

Indicator Croatia All GEM EU Countries
Rank ' Value Average Highest E Lowest
TEA'i entrepreneurs, active for | 1 of 17 ' 8.58 5.46 ' 7.9 Greece i 2.73 Belgium
less than 42 months
Motivation TEA 100f17 : 4.41 4.25 ' 6.2 Ireland i 2.36 Belgium
Opportunity : : :
TEA 1 ofl7 : 3.81 0.96 , 2.4 Czech . 0.19 Denmark
Necessity
Gender TEA 1of 17 1 12.35 7.42 1 11.12 Greece : 3.87 ltaly
Male : : :
TEA 3of 17 . 4.87 3.5 , 5.7 Spain i 1.04 Belgium
Female ! 5 5
Established entrepreneurs, 130f17 : 4.12 5.24 ' 8.24 Greece ' 1.13 France
active for more than 42 | 1 :
months, % ] . ]
Business angels, % 100f17 : 2.12 2.59 ' 5.29 Latvia ' 0.72 Hungary
Expect to start a business 6 of17 11112 9.79 ' 15.99 Latvia ! 5.64
venture within 3 years, % : : . Netherlands
Ceased business activity within | 9 of 17 1 1.81 1.85 . 3.8 Czech : 0.84
last 12 months i sale of the ' Netherlands
business does not count, % ' | '

Source What makes Croatia an entrepreneurial country? Results of GEM Croatia researchp2®2®6

¥ Bosma, N. and R. Harding, (200Jobal Entrepreneurship Monitor: GEM 2006 Resultendon Business
School and Babson College, 2007, pp-1B2
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16 EU countries were involved in the GEM research in 2006: Czech Republic, Greece, Ireland,
Latvia, France, Nethexhds, United Kingdom, Hungary, Spain, Finland, Slovenia, Germany,
Denmark, lItaly, Sweden and Belgium. The average was calculated based on the values of these
countries.

Croatiadbs rank within the group of Hdtramdpuntri e
t he weak points of Croatiabs entrepreneuri al cap:
and programmes. Such insights include:

e Although Croatia is first based on the level of TEA index (nascent entrepreneurs and new
enterprises)tialso holds the 1st place based on the level of TEA Necessity.

e Croatia has a lower percentage of established entrepreneurs (active for more than 42 months)
than the average of GEM EU countries, which points to a heed to sustain the development of
growingenterprises (e.g. through adequate knowledge, innovative activities, venture funds).

e Croatia has less business angels than the GEM EU countries average, which points to a need
for the development of informal financial sources for supporting entreprenactiiaties.

Further homogenisation of the sample, using the cluster of countries that Croatia belongs to
according to the level of GDP per capita, makes these comparisons even more useful (Table 3).

Table 3. Differences in the entrepreneurial activity based on economic strength of the country, 2006

Country Nascent New business TEA index for Established Total
entrepreneurs,  owners, active nascent entrepreneurs,  entrepreneurial
active forupto between 3and  entrepreneurs  active for more activity

3 months 42 months and new than 42
business months

owners

Cluster of EU countries
involved in GEM with

GDP < USD20 000 per 4.13 2.36 6.27 5.57 11.84
capita

Croatia 6.38 2.49 8.58 4.12 12.7
Slovenia 291 1.79 4.63 4.44 9.07
Hungary 3.18 3 6.04 6.72 12.76
Latvia 4.03 2.65 6.57 5.69 12.26
All GEM countries 5.32 4.59 9.46 6.97 16.43

Source What makes Croatia an entrepreneurial country? Results of GEM Croatia research [20@6 for fiAll GEM
countrie®, p.21

It is interesting to note that Croatia and Slovenia are located on the opposite ends of the East
European cluster (Figure 1). Croalias a figure of 8.58% for entrepreneurial activity (TEA index)
and USD 8 722 GDP per capita while Slovenia has 4.63% for entrepreneurial activity (TEA index)
and USD 17 400 GDP per capita. Although Latvia and Hungary have lower levels of entrepreneurial
adivity, they have higher levels of GDP per cahitdalues of GDP per capita have been recalculated
into purchasing power parity.

“ Bosma, N. and R. Harding, (200%GJobal Entrepreneurship Monitor: GEM 2006 Resultendon Business
Schooland Babson College, p. 13.
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Figure 1. Start-up Entrepreneurial Activity (TEA index) and GDP per capita, 2006

Estimaled parometers fitted trendline.
y =-4E-15x 7 + 56-10x* - 2E05x + 0.2466
R?=0.58

ot ot

Source Whatmakes Croatia an entrepreneurial country? Results of GEM Croatia research 2096

Moti vation i ndex aroatlanbBusi@essesr i t yo i ndex of C

Entrepreneurial capacity relates to the intensity with which business ventures are started and the
vitality of such businesses. The intensity with which business ventures are started is measured using
the level of TEA index and the mo#tion index (i.e. ratio between TEA Opportunity and TEA
Necessity), while the vitality of business vent
of growing enterprises in the structure of enterprises.

In 2006 a further increase of the TEA @xdwas recorded (from TEA 6.11 in 2005 to TEA 8.58
in 2006), as well as an increase of the motivation index (from 0.95 to 1.16). Both these figures point to
a greater share of entrepreneurs entering entrepreneurial activity because of perceived aggortuniti
and not out of necessity. While the motivation index is still quite low, it shows signs of improvement.
However, the fimaturityo index has acGG48mPR006 gone
0.60 in 2005.

A low motivation index, which inidates circumstances have dictated entrepreneurial activity
rather than free will, is connected to the ability to lead a business through transformation from a new
to an established enterprise (older than 42 months). The relationship between the peafentage
established enterprises and stgstenterprises can be used as a rough approximation of successful
transition from the stap to the maturity phase. A low transition ratio puts Croatia fhBace in
2006, with a transition rate that is signifitignlower than the average of GEM countries (Croatia
0.48, GEM countries 0.81).
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Although Croatia was the only country with higher TEA Necessity than TEA Opportunity in
2005, motivation index is above 1 in 2006. Nevertheless, Croatia is still at the bdtloenscale, as it
is similarly in terms of its maturity index (Table 4).

Table 4. Motivation index and maturity index, 2006

2006
Motivation index Croatia 1.16
GEM 6.06
Maturity index Croatia 0.48
GEM 0.81

SourceWhat makes Croatia an entrepreneurial country? Results of GEM Croatia researchp22®6

Slovenia ranked"®based on its motivation index (8.62 times more T&@portunity than TEA
Necessity) and 3based on the ratio of established businesses tougtaiusinesses, so it can
continue to serve as a good benchnfarkCroatia in its search for policies and programmes that can
change and strengthen these two ponents of its entrepreneurial capacity.

Growing businessesnumber of enterprises with growth potential remains low

Growing businesses are the most important agents in the creation of new employment, as
confirmed by various studies (e.g. Storey, 1994ckaff, 1994). These studies concluded that such
firms (usually below 10% of all businesses of a national economy) are responsible for more than 50%
of employment. These earlier studies have been confirmed @EM 2007 Global Report on High
Growth Entr@reneurship, in which Croatia participated, with the conclusion that high growth
enterprises account for only 6% of all businesses, but provide 60% of employment.

In the GEM research in 2006, growing enterprises were observed based on the following four
criteria:

e Innovation in using new technologies (categories: latest technolegipsto 1 year old;
technologies from 1 to 5 years old; no new technologies).

¢ Innovation in the development of new products (categories: products are new to everyone; to
some;to noc-one).

e Exposure to competition (categories: the same product is offered by everyone; by some; by
no-one)

e Capacity for new employment (categories: expected new employment in the period of 5
years: no new employees516-19; more than 20 employees).

Assessing that the application of new technologies or the capacity for the creation of new
products are principal assumptions for the creation of growing enterprises, Tables 5 to 8 describe the
differences in the structure of enterprises in Croatia, inpemison with the cluster of medium
developed and highly developed countries. The dividing line between these two clusters is GDP per
capita, expressed through purchasing power parity at USD 20 000. Particularly highlighted are the

® Autio, E. (2007),GEM 2007 Global Report on HigBrowth EntrepreneurshjpLondon Business School,
Babson College, Mazars.
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differences between enfmeneurs who have been active for up to 3 months {(gtaentrepreneurs)
and those who have been entrepreneurially active for more than 42 months (established entrepreneurs).

Table 5. New technologies, Croatia in international perspective, 2006 T start-up entrepreneurs, in %
(How many start-up entrepreneurs use new technologies?)

Croatia Medium developed Highly developed
countries countries
No new technologies 48 63 73
New technologies (1 to 5 years) 28 21 19
Latest technologies 24 16 8

SourceWhat makes Croatia an entrepreurial country? Results of GEM Croatia research 2q28Q

Table 6. New technologies, Croatia in international perspective, 2006 i established entrepreneurs, in %
(How many established entrepreneurs use new technologies?)

Croatia Medium developed Highly developed
countries countries
No new technologies 63 83 84
New technologies (1 to 5 years) 29 13 12
Latest technologies 8 4 2

SourceWhat makes Croatia an entrepreneurial country? Results of GEM Croatia researchp28D6

Table 7. Newness of products for customers, Croatia in international perspective, 2006 i start-up
entrepreneurs, in % (For how many customers is the product new?)

Croatia Medium developed Highly developed
countries countries
For no-one 71 51 54
For some 16 30 30
For everyone 13 19 16

SourceWhat makes Croatia aentrepreneurial country? Results of GEM Croatia research 20

Table 8. Newness of products for customers, Croatia in international perspective, 2006 i established
entrepreneurs, in % (For how many customers is the product new?)

Croatia Medium developed Highly developed
countries countries
For no-one 70 63 70
For some 13 21 20
For everyone 17 16 10

SourceWhat makes Croatia an entrepreneurial country? Results of GEM Croatia researchp28D6

In 2006, starup entrepreneurs used new technologies more ditenestablished entrepreneurs
(Table 5 and Table 6), but the promising fact is that both categories of entrepreneurs in Croatia invest
more in new technologies than such businesses in competing medium developed, or even highly
developed nations. 24% of @atian starup and 8% of established enterprises have the latest
technologies, while in the cluster of medium developed countries there are 16% of new entrepreneurs
and 4% of established ones. This gives hope that investment in technology will sooh thayugh
the creation of new or innovative products, because that is still not the case: no less than 719% of start
up enterprises and 70% of established enterprises have products that are not new to anyone, while in
the cluster of medium developed couedrithis figure is 51% of stamp entrepreneurs and 63% of
established entrepreneurs (Table 7 and Table 8).
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The low level of new products develops severe competition among entrepreneurs and does not
help to strengthen the export orientation of small bssie in Croatia. New product development is
the visible outcome of innovation activity, which is an important baseline for building overall
competitiveness on internal and international markets.

In a high unemployment country like Croatia, growing busieesse important because of their
potential in creating new jobs. 2005 was the year in which the expectation of new employment in
enterprises with 20 or more employees grew significantly in relation to previous years (to 15% at start
up entrepreneurs an@% at established entrepreneurs), although there were no similar improvements
in 2006 (Table 9).

Table 9. Growth expectation through employment, 2006, in % (How many new employees you expect in

5 years?)
Start-up entrepreneurs Established entrepreneurs
% %
None 10.7 145
1-5 45.5 41.0
6-19 28.7 27.0
20 and more 15 17.5

Saurce:What makes Croatia an entrepreneurial country? Results of GEM Croatia researchp28®6

Entrepreneurial demography in Croatia

Data referring to individual entrepreneurs also provides an answer of sorts to the challenge of
transferring entrepreneural acti vity into GDP growth. A higher
and stronger participation of growing enterprises needs to follow from the strong level of
entrepreneurial activity in the starp sphere. Croatia is particularly lagging ine tmate of
entrepreneurial activity of established entrepreneurs (4.12% compared to 6.97% in all GEM countries).
Observing the rates of entrepreneurial activity according to individual categories of entrepreneurs,
Croatiabds great est gedratesiofadll iGEM cofintriesns it thee categane of a
established entrepreneurs (only 59%), whereas the rate of entrepreneurial activity of nascent
entrepreneurs and new business owners is at 90% of the GEM average (calculated from Table 3).

In strengthenig the entrepreneurial capacity of a country it is important to ensure equal
opportunities for individuals to decide whether to undertake entrepreneurial activity. GEM research
monitors and analyses the differences in the entrepreneurial activity of mewamen. The
involvement of women in entrepreneurial activity depends on cultural issues as well as access to
education, financial resources, family assistance services, etc. Croatia is in the lowest group of GEM
countries according to the gap between twlvement of women and men in entrepreneurial activity
(37" place out of 42 countries) (Table 10).

Table 10. Gender gap in entrepreneurial activity

In Croatia In GEM countries

TEA index for women 4,87 7.51
TEA index for men 12.35 11.38

SourceCroatia GEM 2006 survealculated from the database

The ratio is thus calculated as 2.54 more men than women in entreprenewiizsati Croatia,
comparing with 1.52 in GEM countries. This indicates that there are huge reserves for strengthening
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entrepreneurial capacity by making access to entrepreneurial opportunities more equal for women and
men.

Regional differences in entrepresurial activities

Differences in regional economic activity within a country are generally connected with the
differences in regional developmerthis is also true for Croatia. Therefore, TEA indices by region in
Croatidar e compl ementdériyn divii ¢ &t drhse difhatrtde gener al (n
as measured by GDP per capita, efficiency of the use of intellectual capital (ICE), level of
unemployment and data on the educational structure of the popllation

For the purposes of the GEM say, Croatian counties and the City of Zagreb are grouped into
six Aregionso:

1. Zagreb and surroundings
2. Slavonia and Baranja
3. Northern Croatia
4. Lika and Banovina
5. lstria, Primorje and Gorski Kotar
6. Dalmatia
In the 200206 period, entrepreneurial activity showssjive changes in all regions, primarily in

Slavonia and Baranja, in Lika and Banovina, and in Northern Croatia, which leads to a decrease of
differences between regions (Table 11).

Table 11. Regional dimension of entrepreneurial capacity of Croatiai TEA indexes, 2002-06

Region 2002 2003 2004 2005 2006
Zagreb and surroundings 4.89 4.30 4.42 8.43 7.77
Slavonia and Baranja 2.11 1.00 4.44 491 8.84
Northern Croatia 2.83 1.99 3.00 4.40 9.15
Lika and Banovina 271 1.78 3.99 511 8.69
Istria, Primorje and Gorski Kotar ~ 4.47 3.05 5.29 5.74 7.10
Dalmatia 3.95 2.43 1.68 6.34 9.85
Croatia (national) 3.62 2.56 3.74 6.11 8.58

SourceWhat makes Croatia an entrepreneurial country? Results of GEM Croatia researchp20®6

This regional picture of entrepreneurial activity is different if complemented by information on
the reasons for starting entrepeurial ventures, i.e. the motivation index, which is the result of the
relationship between TEA Opportunity and TEA Necessity (Table 12).

® For the needs ahe GEM project, Croatian countiesere groupednto regons, according to the critierof
geographiehistoricalcomprehension of regional structure of Croatia.

" Source of data: for gross domestic product per capita and ICE: Centre for Intellectual Cepétkd:ctual
Capital - 2005 Reportfor unemployment rate: CEY.earbook 2005Zagreb; for population data:
Census 2001.
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Table 12. Motivation index, regional differences, 2006

Region TEA Motivation index (TEA
Opportunity/TEA Necessity)

Zagreb and surroundings 7.77 1.74
Slavonia and Baranja 8.84 0.5

Northern Croatia 9.15 1.32
Lika and Banovina 8.69 0.57
Istria, Primorje and Gorski Kotar 7.10 3.2

Dalmatia 9.85 1.14
Croatia (national) 8.58 1.16

SourceWhat makes Croatia an entrepreneurial country? Results of GEM Croatia researchp2006

Using the motivation index, the rank of the entrepreneurialaitypaf Croatian regions based on
Ahardo data (GDP per capita, unempl oyment , | CE)
positions are held by Istria, Primorje and Gorski Kotar, and Zagreb and surroundings, followed by
Slavonia and Baranja and Lika aBdnovina.

A motivati on i ndex of | ess t han 1, whi ch i s P
Banovina, Slavonia and Baranja), suggests a significant majority of entrepreneurs who start business
activity because of necessity, as they have no atheice. This results in lower expectations of
venture development. Regional differences in entrepreneurial activity are very visible, using gender
criteria, as seen in Table 13.

Table 13. Differences in entrepreneurial activity, by regions and gender, TEA indices, 2006.

Region Men Women
Zagreb and surroundings 9.89 5.85
Slavonia and Baranja 11 6.32
Northern Croatia 16 1.85
Lika and Banovina 12 4.82
Istria, Primorje and Gorski Kotar 8.97 5.28
Dalmatia 16 4.64

SourceCroatia GEM 2006 surveyalculated from the database

Information on entrepreneurial demography (Table 14) is usefulrfderstanding the regional
di fferences in entrepreneuri al activity. I n the
Istria, Primorje and Gorski Kotar) the differences between men and women are smallest, there are
more entrepreneurially activedhily educated people, they most often belong to thd42&ge group
and there are more people with a high monthly i
entrepreneurially active more often have only elementary education and much lower monthly. inc
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Table 14. Entrepreneurial demography by regions, 2006 (for nascent entrepreneurs and new business
owners, entrepreneurially active up to 42 months), structure in %

Zagreb Slavonia Northern Lika and Istria, Dalmatia
and Croatia Banovina Primorje
Baranja and Gorski
Kotar
Gender Female 38.7 375 115 27.3 38.5 25
Male 61.3 62.5 88.5 72.7 61.5 75
Education | Less than secondary | 6.3 17.4 12 10 0 0
school
Secondary school 50 73.9 76 80 69.2 71.4
University or higher 43.8 4.3 8 10 30.8 28.6
No answer 0 4.3 4 0 0 0
Age 18i 24 12.9 13 30.8 27.3 42.9 10.7
2517 34 38.7 30.4 30.8 27.3 35.7 35.7
351 44 25.8 30.4 23.1 18.2 14.3 17.9
45171 54 16.1 21.7 7.7 9.1 7.1 21.4
551 64 6.5 4.3 7.7 18.2 0 14.3
Monthly No income 0 20.8 3.7 27.3 0 10
income in up to 1000 6.7 9 0 0 0 3.3
kunas 1001 to 2000 3.3 125 11.1 27.3 7.1 6.7
2001 to 3001 3.3 25 11.1 9.1 28.6 13.3
3001 to 4000 6.7 12.5 33.3 9.1 14 10
4001 to 5000 20 8.3 14.8 18.2 14.3 10
over 5000 50 11.9 14.9 9 36 36.7
No answer 10 0 11.1 0 0 10

Source What makes Croatia an entrepreneurial country? Results of GEM Croatia researchp20®©6

Regional differences in entrepreneurial activities are connected with regional development
imbalances which should be addressed by coordinated policies and pregrdmtween central and
local government. A variety of institutions (like centres for entrepreneurship, business incubators,
entrepreneurial zones, regional development agencies) should participate in the design and
implementation of these policies and grmmes. There are no visible joint activities on designing
policies and programmes between national and local levels. At the local level, there are huge
differences how local authorities understand their responsibility for economic development: good
exampes are local governments in Varazdin, Bjelovar, Cakovec, and Pula. Only in 2006 and 2007,
were local governments engaged in developing regional operating programmes (at county level), in
which economic development issues were addressed. The MELE suppwtdulilding of the
institutional support infrastructure (centres for entrepreneurship and business incubators), but only few
regional development agencies are fully grounded in regional development activities (like the Istrian
Development Agency, REDEAAN). As GEM surveys suggest, the quality of services provided by
support institutions should be improved and standardised.

Entrepreneurial culture in Croatia

The perception of an entrepreneurial environment is based on value attitudes, which form the
foundation of entrepreneurial culture. GEM research has developed a framework that consists of four
guestions which evaluate the system of values in individual countries and which are based on the
evaluation of value attitudes on egalitarianism, entrepreméduri c ar eer s, t he entrepr
and the role of the media in the creation of an entrepreneurial culture.

While substantial differences between entrepreneurs aneémiogpreneurs are visible in the
evaluation of business opportunities and dttdude towards risk, there are no significant differences
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in attitudes towards entrepreneurial culture between -gharentrepreneurs (those who are
entrepreneurially active for less than 42 months) andembrepreneurs (Table 15). This leads to the
conclusion that the system of values which shape entrepreneurial culture is still evolving.

Table 15. System of values, 2006, structure in %

In Croatia, majority of people would like it better if
everyone had a similar standard of living

Entrepreneurs, active for up
to 42 months

Non-entrepreneurs

Yes 77.4 70
No 12.8 21.2
Dondt know 9.8 8.8
In Croatia, majority of people believe that starting  Entrepreneurs, active for up Non-entrepreneurs
a business venture is a desirable career choice to 42 months
Yes 68.4 65.9
No 26.4 23
Donét know 5.3 11.1
In Croatia, it is believed that those who have Entrepreneurs, active for up Non-entrepreneurs
successfully started a business venture have to 42 months
high social status
Yes 44.4 48.7
No 45.1 38.6
Donét know 10.5 12.6
In Croatian media, there are often stories about Entrepreneurs, active for up Non-entrepreneurs
successful business ventures to 42 months
Yes 58.6 53.5
No 36.8 37.1
Donét know 4.5 9.5

SourceWhat makes Croatia an entrepreneurial country? Results of GEM Croatia researchpZD6

Having adequate knowledge and skills, as well as being in touch with the experience ©f other
contributes substantially to the decision on entrepreneurial activity and the development of an
entrepreneurial culture. Among those who have adequate knowledge and skills, substantially more are
entrepreneurially active (TEA 20) than among those whoal@ossess such knowledge (TEA 2.62).
Those who personally know an entrepreneur who has started his/her own business in the last two years
have more often started their own business venture (TEA 20) than those who do not have such a
contact (TEA 6.59).

Table 16. Entrepreneurial activity depends on knowledge, TEA indices, 2006

Have required knowledge and skills to start a business
venture

Yes 20

No 2.62

Entrepreneurs, active for up to 42 months

Personally know an entrepreneur who has started
his/her own business in the last two years
Yes 20
No 6.59

Entrepreneurs, active for up to 42 months

SourceWhat m&es Croatia an entrepreneurial country? Results of GEM Croatia research R(BIb

Quality of the framework of entrepreneurial conditions in Croatia

The availability and quality of the entrepreneurial environment within the GEM research is
evaluated by eperts, chosen based on their knowledge of a specific component of the entrepreneurial
environment. The sample of experts is selected from entrepreneurs, scientists who research
entrepreneurship, experts in professional infrastructure and governmenttiomgit@nd non
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government organisations who deal with entrepreneurship. In 2006, 36 experts evaluated the quality of
entrepreneurial framework conditions in Croatia.

By means of a standardised questionnaire of about 80 statements, experts evaluate cofponent
the entrepreneurial environment (generally, one component is described by 4 to 7 statements). They
express their agreement/disagreement with these statements by means of grades from 1 to 5, 1 being
total disagreement and 5 total agreement.

Table 17 sbhws grades of all components of entrepreneurial environment and value norms,
compared with the GEM average in 2006. The rank is based on comparison of evaluated components
of entrepreneurial environment among 37 countries.

Table 17. Components of entrepreneurial environment and value norms in Croatia i comparison with the
GEM average, 2006

Components of entrepreneurial Croatia GEM countries
environment Grade | Rank Average

Financial support 2.68 19 2.67
Government policies i grants 241 22 2.61
Government policies T regulations 2.17 22 2.39
Government programmes 2.64 16 2.6
Primary and secondary education 2.21 15 2.15
Tertiary education 2.86 19 2.87
Transfer of research and development 2.19 24 2.42
Commercial and professional 2.92 31 3.25
infrastructure
Openness of the market - dynamics of 3.47 5 2.86
changes
Openness of the market i barriers 2.3 35 2.76
Access to physical infrastructure 3.75 19 3.76
Cultural and social norms 2.45 30 2.84
Recognising business opportunities 3.43 20 3.43
Entrepreneurial capacity i potential 2.49 26 2.69
Entrepreneurial capacity i motivation 3.1 31 3.44
Protection of intellectual property 2.63 22 2.97
Relation towards women in 3 31 3.31
entrepreneurship
Attitude towards growing enterprises 2.82 22 3.02

Source: What makes Croatia an entrepreneurial country? Results & GEbatia research 2006.54

Cr o at 1"@adesin quaity of financial support reflects a significant move forward in 2006 in
relation to 2005, but insufficient presence of financial angels still remains among the worst graded
aspects of financial spprt (among lowest graded statemérki#)6a04, Table 19). There is still no
appropriate regulatory framework, which together with almost complete ignorance of the significance
of this type of financing of entrepreneurial ventures hinders further infonvesiing’

® In 2003, h Cooperation with CDVCAi Community Development Venture Capital AllianceSA and
Professor Colin Mason from Strathclyde University, Glasgow, an erpditisiness angels, CEPOR
organsed a round tablétled finvestment of "patient" capitadvhich was attendely representatives
of the Ministry of Finance, representatives of venture capital funds in Croatia, and entrefreneurs
associations. The goal was to familtarthe attendantsvith strategies of evelopmat of venture
capital funds adorm of support for development of growing small enterprissesd the role of
informal forms of financing in establishment of new ventures and support for growing entednises.
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In 2006, government policies for grants and regulations took the saffigplage in their
respective categories. There was a significant jump in the perception of quality of government policies
(from 1.76 in 2005 to 2.17 in 2006) most likelyedto a range of activities directed at eliminating
administrative barriers and facilitating communication between entrepreneurs and state administration
(HITRO.HR and the regulatory guillotine projetilowever, within the ten highest graded statements
about entrepreneurial environment, there were still none related to government policies, and among the
ten lowest graded statements (as in 2005), there were three statements related to government policies,
which sends a signal of urgency for change and regjaidequate policy intervention.

Croatia was ranked even higher according to the government programmes critétipos{fién)
in 2006, which evaluates the availability of programmes for the support of development of
entrepreneurial capacity in the cry.

The difference in Croatiabs ranking according
(15" place) in relation to the tertiary level of education"{p@ace) still indicated a gap, but in relation
to 2006 this gap in perception of qualis/decreasing (in 2005 these two held®2hd 29 place,
respectively).

However, also in 2006, primary and secondary education insufficiently contributed to the
devel opment of entrepreneuri al capacity of yout
evaluation of primary and secondary education within the ten lowest graded statements (ki06d03,
Table 19). Ongoing reforms in the field of education in Croatia (such as cataloguing of knowledge and
skills and the Bologna higher education reform) indicéte éxistence of political will, but the
efficiency with which these mechanisms are applied depends on the consistency and successful
implementation of education policy.

In 2006, same as in 2005, quality of the transfer of research and development frersitigs
and research centres to economic practice was among the lowest graded components of entrepreneurial
environment in Croatia. It is especially significant that among the lowest graded statements there are
two that indicate there is a considerabteljpem of transfer of R&D to the business sector. Experts
believe that there is no adequate support available to engineers and scientists which would facilitate
commercialisation of their ideas through new and growing enterprises (ki06e06, Table 1®&atand t
new and growing enterprises do not have the same access to new technology and research as large
enterprises (ki06e02, Table 19). Although perceptions of quality of protection of intellectual property
significantly improved in 2006 in relation to 2008his field is still a significant low point of
entrepreneurial environment in Croatia.

Considering that the business and professional infrastructure component was significantly
represented in government programmes, the fact that in 2006 Croatia wasmpdsiti the rear (31
place out of 37 countries) according to quality of business and professional infrastructure could be
viewed as disappointing. In the GEM research this component is described through existence of a

initiative for creation of regulatorframework for the development of informal financing was started
then, but nothing has happened so far.

® HITRO.HR is a service provided by FINA from 2005. It is based on thestpeshop concept of providing
more services in one place and from one placefhtrepreneurs. It was also recognized by the report
SME Policy Index 2007: Report on the Implementation of the European Charter for Small Enterprises
in the Western Balkang. 173. In 2006 the Government of Croatia started the project HITRO.REZ as
thefirst phase of cleaning regulatory framework. HITRO.REZ ended in June 2007 identifying the list
of unnecessary procedures and permits and should be followed by guillotine approach aiming to
simplify regulatory framework, for what a parliamentary decissondeded.
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network of business and professiomdrastructure, but also with the level to which enterprises can
afford such services and whether they are of high quality. Business and professional infrastructure
exists (e.g. entrepreneurial zones, centres for entrepreneurship, incubators), butléme lpge in the
adequacy and quality of services. Also among the ten lowest graded statements is the statement which
warns that both future and existing entrepreneurs feel they lack the knowledge to start a business
venture with growth potential and mamag fast growing enterprise.

Market mechanisms are viewed through the dynamism of change and the existence of entry
barriers in the internal markeln 2006, experts perceived an increasing gap between these two
components. According to the speed of charigethe internal market, Croatia holds a highpface,
while it is second last (85place) according to the presence of barriers. These are consistent
conclusions found not only in GEM research but also in research carried out by the World Bank
(Doing Businesy and the Croatian National Competitiveness Cotthaiithin the World Economic
Forumdés framework for competitivenes®xstercaadar ch.
consistent and decisive policies for their elimination paves thefavagorruption, which additionally
increases the governmentodés responsibility to el
HITRO.HR, this is not enough, because procedures need to be simplified and made more transparent.
Among the ten loweggraded statements there are still three statements that indicate the existence of
strong administrative barriers (ki0O6bD4btaining licenses and permits within one week; ki06b@7
is difficult for enterprises to deal with bureaucracy, legal and atgyl demands; ki06g04new and
growing enterprises do not have enough money to break market entry barriers, Table 19).

However, in order to enter a market, information on trends and risks are needed. Large
enterprises can afford constant flows of sudbrimation, while small enterprises cannot. Therefore it
is extremely important to have publicly available information as the basis for decision making for
entry into a certain industry and on growth prospects. The statement that new and growing enterprises
do not have the same access to new technology and research as large enterprises (ki06e02, Table 19) is
also among the ten lowest graded in the research.

Cultural and social norms are the starting point of all the activities that support the development
of entrepreneurial activity in GEM research, described througksséitiency, initiative, risk taking,
creativity and individual responsibility. From the last place in 2005, Croatia has moved pta88
out of 37 countries. Changes in cultural andaawdrms are the most difficult to make and require the
greatest amount of time, which emphasises that cooperation is necessary between different policies,
programmes and a range of institutions, from education to the media. Since 2002, when the grade of
cultural and social norms in the sense of supporting entrepreneurial culture was 2.17, in 2006 it
managed to fAclimbo to 2.67. The GEM countries a

Entrepreneurial efficiency arises from the ability to redsgnbusiness opportunities, from
entrepreneurial capacity, and from attitudes towards growing entrepreneurial ventures, which
represents a sort of a synergy effect of all the components of entrepreneurial environment.

The fArecogni si ngeshdu scionnepsosn eonptp oirst uchesdar i bed i n
presence of business opportunities, availability of information about such opportunities and the
capacity to turn the recognised opportunity into a business venture.

2 The World Bank started the Doing Business Project in 2004, resulting in annual reports focusing on quality of
administrative environment. Croatia is included in all surveys and its low rankings in many aspects of
the quality of administrativerironment only confirmed findings of both GEM Croatia and Croatian
Competitiveness Councildéds surveys. Bi bl iographic
as Croatian Competitiveness annual reports are presented under References.
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Two dimensions describe entreprenalucapacity:

e The potential dimension includes simple procedures regarding starting a business venture,
existence of knowledge and skills about how to do so, and the speed with which one reacts to
opportunities.

e The motivation dimension includes value nosntowards entrepreneurship as a desirable
career, high social status of an entrepreneur and the perception that entrepreneurs are
competent people.

The fAattitude towards growing enterpriseso con
policymakers towals the importance of growing business ventures, through the existence of
numerous supports for fast growing enterprises and through availability of adequate competencies.

In 2006, positive advances were achieved in evaluating all of these componeritemeaeurial
efficiency. However, the gap that exists between dynamism of changes in the market (according to
which Croatia is at5pl ace out of 37 GEM countries) and the
opportunitieso, wh i eited opportumities ® ventares (PPlace, tout ofB7 per c
countries) is stildl not c¢closing. The Aopportunit.
in the market is not going to stay open forever; opportunities must be seized when they appear. The
responsibility for norutilisation of opportunities lies with the neemoval of entry barriers and the
low level of entrepreneurial capacity. According to both dimensions of entrepreneurial capacity (i.e.
potential, motivation), Croatia is in the bottormogp of GEM countries: Z6place according to
potential and Flplace according to motivation.

This bad image is improved by significant change in the attitude towards growing enterprises, as
from the 3% place out of 33 countries in 2005, Croatia tled to the 2% place out of 37 countries in
2006 (reaching the value of 2.82, which indicates coming closer to turn point of value of 3, at which
obstructive character of this component of entrepreneurial environment will turn to a supportive one).
Good enchmark can be Ireland where the average rating of attitude towards this elitist group of
enterprises, which are the most important ones that significantly create new jobs and new value, is
4.11! It would be worthwhile to investigate how they reached daghl of awareness of the
importance of growing businesses for national economy among different stakeholders.

Entrepreneurial efficiency is an overall measurement of all the components of entrepreneurial
environment and thus can be changed through chaindeese components. Whether this process of
improving entrepreneurial efficiency will be faster or slower depends on the consistency of all
interventions in space and time (i.e. between different bearers of responsibility).

Each of the twelve componentd entrepreneurial environment is described by several
statements, which experts grade with grades from 1 to 5. In order to conduct a close analysis of the
situation as well as determine areas for action, it is necessary to find out why an individualesdmpon
has received a good or a poor grade. Table 18 shows the ten highest graded statements about the
entrepreneurial environment in Croatia, and Table 19 shows the ten lowest graded statements.
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Table 18. Ten highest graded statements about entrepreneurial environment in Croatia, 2006

Code Grade
In Croatia, there are numerous opportunities for creation of new enterprises. kio6k01 3.42
In Croatia a new or a growing enterprise can get all utility connections in about one KOBhO5 3.48
month (access to gas, water, electrical and sewage network). )
In Croatia, a new or a growing enterprise can withstand the expenses of basic KiO6h04 354
utility services (gas, water, electric power, and sewage). )
In Croatia, market of goods and services intended for end consumers dramatically KiO6g01 357
changes from year to year. )
In Croatia, it is easy for new and growing enterprises to get good banking services KiO6fO5 358
(current accounts, foreign currency transactions, letters of credit, etc.). )
In Croatia, there are more favourable opportunities for creation of new enterprises, KOBKO2 361
than people who can take advantage of those opportunities. )
In Croatia, physical infrastructure (roads, utility services, communication, and KiOBhO1 3.63
waste disposal) ensures good support to new and growing enterprises. :
In Croatia, it is not too expensive for a new or a growing enterprise to get good Ki0Bh02 3.69
access to the communication network (telephone, Internet, etc.) )
In Croatia, favourable opportunities for starting new enterprises have significantly KIOBKO3 3.89
increased in the last five years. )
In Croatia, a new or a growing enterprise can open a telephone line or get Internet Ki06h03 412

access in about a week.

SourceWhat makes Croatia an entrepreneurial country? Results of GEM Croatia researclpZdD6

Table 19. Ten lowest graded statements in Croatia, 2006

Code Grade
In Croatia, government measures and policies (public procurement, for example)
systematically give advantage to new enterprises. kio6b01 1.85
In Croatia, there is adequate support available to engineers and scientists, which
facilitates commercialisation of their ideas through new and growing enterprises. ki06e06 1.94
In Croatia, new enterprises can get all the required licenses and permits within one
week. kio6b04 2
In Croatia, illegal sales of "pirated" software, videotapes, CDs and other products
protected with copyrights or registered trademarks are not widespread. kioen03 2.03
In Croatia, it is not overly difficult for new and growing enterprises to deal with
bureaucracy, legal and regulatory demands. kio6b07 2.06
In Croatia, primary and secondary school system devotes adequate attention to
entrepreneurship and start-up of new enterprises. ki06d03 2.09
In Croatia, new and growing enterprises have the same access to new technology
and research as the large enterprises. kio6e02 2.09
In Croatia, physical persons (except owners) are an important source of financial
aid for new enterprises and growing enterprises. ki06a04 2.12
In Croatia, many people know how to start and manage a fast growing enterprise. kioelo1 2.14
In Croatia, new and growing enterprises have enough money to break market
entry barriers. ki06g04 2.17

SourceWhat makes Croatia aentrepreneurial country? Results of GEM Croatia research 2.

The grades of individual components of entrepreneurial environment (table 17) point to a similar
pattern in the quality of entrepreneurial environment in Croatia and GEM countriess Gr&tieatia
are generally lower than the average of GEM countries, but tend to be approaching the GEM average.
In 2006, Croatia has several components graded at the average level of GEM countries for the first
time: financial support, government progransmgrimary and secondary education, tertiary education,
access to physical infrastructure, while openness of the marklghamics of change is graded
significantly better than the GEM average. Three components have received significantly lower grades
(government policies- regulations; openness of the marketadministrative barriers; transfer of
research and development).
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In 2006, all the components of entrepreneurial environment received higher grades than in 2005.
As in 2005, only two components recaivgrades above 3, but they have improved:

e Access to physical infrastructure (3.75 in 2006, 3.35 in 2005).
e Openness of the internal marketpeed of changes (3.47 in 2006, 3.05 in 2005).

The lowest graded components of entrepreneurial environment, witlighaste Croatia towards
the bottom, are:

e Openness of the markieadministrative barriers, $%lace out of 37 countries.
e Commercial and professional infrastructure’ Blace out of 37 countries.

e Cultural and social norms, 8@lace out of 37 coungs.

e Transfer of research and development] giace out of 37 countries.

The ten lowest graded statements on entrepreneurial environment in Croatia in 2006 warn about
the need for urgent intervention, especially since some of the statements were dlsolawest
graded statements list in 2005. These include government measures and policies which do not provide
systematic support to new enterprises in the sphere of public procurement, the problem of
administrative barriers, neexistence of alternativerfancial instruments for financing the growth of
enterprises, etc. The introduction of the HITRO.HR project in 2006 is a good example of how to start
solving the problem of inadequate regulatory entrepreneurial framework conditions and the barriers
that hirder the start up of entrepreneurial activity.

Government measures focused on enhancing entrepreneurial capacity of Croatia
Before interpreting current government measures focused on enhancing the entrepreneurial
capacity of Croatia, some definitidhsshoud be established regarding policy, programmes and

institutional arrangements:

e Policy i set of long range goals and principles framing the territory of actions and
identifying major stakeholders;

e Programmes$ set of actions, based on identified policy, witlentification of actors, time
bound information and performance measures;

M Those defiitions were developed for the purpose of this paper using Webster definitions of policy as a
startingpointi fia definite course or method of action selected (as by a government, institution, group
or individual) from among alternatives and in the lighgfen conditions to guide and determine the
present and future decisions; hilgvel overall plan embracing the general goals and acceptable
procedures, gse ci al Iy of a @MersaeHWebster iOHike wwvwnevecgnD Sept.16,
2007). Supporting evidence for identified défons were also found imther sources, like The
Brookings Institute Ittp://www.brookings.eduas well as in approaches of certajovernments
which try to make theiactivities more transparent and easier to communicate with the publith@ike
Government of British Columbia: Freedom of Information and Protection of Privacy in which a list of
notions is explicitly definedi www.mser.gov.bc.ca/privacyaccess/manual/other/def.lept.16,
2007).
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e Institutional arrangements organisational and financial aspect of delivering policies and
programmes.

Based on analysis of government measures focused on enhancing the entrigbreapacity of
Croatia, the following observations can be made:

e There is confusion among ministerial officials and staff about policies versus programmes
(programmes are often seen as policies);

e Many programmes exist, but are not well connected, ardragmented, overlapping, and
lack performance measures;

e Institutional arrangements in delivering policies and programmes are complicated, not
transparent and usually ministcgntred.

Policy activities

There are three policy oriented documents relevanemhancing entrepreneurship, one coming
from the government (Strategic Development Framework 2396 one coming from the body
established by the government (National Competitiveness Council) and one from an NGO (CEPOR,
Policy Centre for SMEs and Entremeurship).

1. Strategic Development Framework for 268613 (Government), 2006

The main objective of the Strategic Development Framework for-2680& to provide

overall guidance for policy makers, by identifying ten strategic areas for the realisatien of
main strategic goal identified as: Aigr owt h
acting within a European welfare state of th€ 8le nt ur y o . Ten strategi
knowledge and education; transport and energy infrastructure; sciencIT technology;

social cohesion and justice; macroeconomic stability and openness; integrated financial
services; environmental protection and balanced regional development; entrepreneurial
climate; privatisation and restructuring and new role ofstia¢e. It is explicitly stated that

the application of policies from this Strategic Development Framework will result in an
average increase of about 5% in the rate of economic growth in the period up to 2010, and
above 7% after 2010. The major expectatisn75% of the average ER6 GDP at
purchasing power party per capita, but it is emphasised that only simultaneous and
harmonised actions in the ten identified strategic areas can provide it.

In chapter IX The Entrepreneurial Climate (pp-&8, using theGEM Croatia survey and
incorporating the majority of its recommendations, the following goals are identified:

e Affirm entrepreneurship as the key activity on which social dynamics and integrity
rely.

¢ Increase the TEA index to at least 25% above the ghnlmhge by 2013.

e Promote the development of entrepreneurship as the main instrument of regional
development.

e Establish an integrated and consistent set of government policies aimed at
stimulating entrepreneurship.
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Develop lifelong learning for entreprenship.

Evaluate all government policies from the viewpoint of how they affect
entrepreneurship.

Suggesting specific instruments and actions, the Strategic Development Framework gives
important input to whole array of institutions which should identifecéic policies,
programmes and projects in order to contribute to the realisation of identified goals. The
following measures and instruments are suggested:

To strengthen the efficiency of, and coordination between the current incentive
measures and theurent entrepreneurial infrastructure to achieve maximum
synergy between money, the efficiency of the entrepreneurial infrastructure, and
the needs of enterprises;

To form a central register of measures and incentives for entrepreneurship in order
to improve the efficiency of funds at state level. In cooperation with regional
development agencies, this would serve to create a coordinated and well branched
net work serving entrepreneursod needs;

To introduce a system of evaluation of the effects of legislatioantrepreneurial
climate;

To intensify activities aimed at the social affirmation of entrepreneurial values and
activities, at Government and local level;

To strengthen the role of regional development agencies in encouraging
entrepreneurship and intexgional transfer of knosow;

To create legal opportunities to allow the state to invest in risk capital funds
(especially regional and industspecialised ones);

To promote clusters as a critical link for the creation of competitive products based
on inovation; and

To work intensively on making Croatia an attractive place for FDIs, by
coordinating the activities of the Trade and Investment Promotion Agency and
regional development agencies.

The Strategic Development Framework for 2406 incorporated nei of the 55 Policy
recommendati ons for rai sing Croati ads competiti
developed by the Croatia GEM survey (2005),

2. 55

Policy recommendati ons for rai sing

Competitiveness Council2004
In 2004 the National Competitiveness Council, after a broad discussion between its four

main stakeholders (business sector, unions, government, academia), presented its 55 Policy

C

recommendations for raising Cr folkey nafional c o mp et
strategic objectives within a ten year timeframe:
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e Enabling sustainable GDP growth (doubling per capita GDP at purchasing power
parity per capita by 2014, to achieve@®b of average EU per capita);

e Reducing unemployment (to a sustainabte under 8%, by 2014);

e Improving the quality of life (measured by educational level, employment and per
capita income); and

e Enhancing social inclusion (further enhancements of social inclusion are education,
state efficiencyi greater access to publiersices, control of corruption and the
rule of law).

55 Policy recommendations are grouped into seven major areas of necessary intervention:

e Education for growth and development;

¢ Rule of law in compliance with EU standards;

e Cost and price competitiveness;

e Development of innovation and technology;

e Strengthening small and meditsize enterprises;

e Regional development and cluster development; and

Creation of positive mindset and leadership.

Recommendations focused on strengthening small and mesilrenenterpses were based
on GEM Croatia surveys in 2002 and 2003, and were identified as:

e Enhancing entrepreneurial culture (#34);

o Activities toward achieving consistency of government policies and instruments for
enhancing entrepreneurial activities (#35);

o Eliminating administrative barriers (#36);
e Development of financial market (#37);
e Development of the institutional infrastructure for supporting SMEs (#38);
¢ Identifying productivity benchmarks (#39);
e Stimulating fexport mentalitydo among SM|
e Decreasingegional development imbalandeslusters (#41).
3. Global Entrepreneurship Monitor survey results with policy recommendations (CEPOR

T Poalicy centre for SMEs and entrepreneurship)
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CEPORI Policy centre for SMEs and entrepreneurship was established ira2G1 NGO

by ten institutional founders (Croatian Chamber of Economy, Croatian Chamber of Crafts,
Economics Institute, Institute for International Relations, Open Society Indfitostia,
Centre for Entrepreneurship Osijek, Medjimurje Centre for Entnegpmship, J.J.
Strossmayer University in Osijek Faculty of Economics, Istrian Development Agency,
Association of Support Institutions UHI PP) . CEPOROG s mi ssi on
entrepreneurial climate of Croatia and the SME sector. Jointly, with arcesieam from the

J.J. Strossmayer University in Osijek, CEPOR participates in Global Entrepreneurship
Monitor surveys and presents the surveys?®o
has been included in GEM surveys since 2002, through thieiniiative of the CEPOR and

the research team from the J.J. Strossmayer University in Osijek. The following publications
are available:

¢ What makes Croatia a(n) (non) entrepreneurial country?, GEM 2002;
¢ What makes Croatia an entrepreneurial country?, GBR205; and
¢ What makes Croatia an entrepreneurial country?, GEM 2006.

All surveys confirmed the following issues as major obstacles in developing the
entrepreneurial climate in Croatia:

¢ Inconsistency of government policies;
¢ Presence of administrative bars; and
¢ Lack of entrepreneurship education on all educational levels.

The latest survey, in 2006, confirmed that the following recommendations are still valid and
important in solving identified issues:

— Issue: consistency of government policies

e Recommedation #1: implement Open Coordination Method on ministerial
level, with PM leading the group

e Recommendation #2: urgently simplify regulatory framework
— lIssue: from fragmented programmes to priorities

e Recommendation #3: programmes focused on gaps igehidy GEM
survey

e Recommendation #4: to develop a statistical model for identifying changes
in SMEs based on Eurostat

e Recommendation #5: to develop a transparent system of evaluation of
government programmes

— Issue: low I&D transfer

e
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e Recommendation #6: testablish a government venture fund to enhance
transfer of 1&D into SMEs

e Recommendation #7: to evaluate higher education institutions on their
contribution to solving regional development problems, through pphblate
partnership

— Issue: from bankingolns to variety of financial instruments

e Recommendation #8: to develop regulatory framework for starting
guarantee funds

e Recommendation #9: to develop regulatory framework for informal
investors (business angels...)

— Issue: business infrastructurérom quantity to quality

e Recommendation #10: selective financial support for new services and up
grading quality of existing ones

e Recommendation #11: through selective financial support to profile
business support institutions and enhance their cooperation

— Iswue: to strengthen HR dimension of entrepreneurial capacity of the country

e Recommendation #12: introduce entrepreneurship education in all levels of
education

e Recommendation #13: at tertiary educational level, provide ALL students
with necessary knowledgeand skills for an entrepreneurial career
(Aentrepreneurship across campuso)

e Recommendation #14: introduce voucher system for all who want to use
Business Development Services

e Recommendation #15: continually work on increasing the percentage of
women in etrepreneurial activities

Programmes

Despite the Government document on Strategic Development Framework fe2@I®@and the
legitimised majority of policy recommendations from the National Competitiveness Council and
CEPOR (based on GEM survey), whichntbnstrate that the Government is heading towards better
coordination and communication between the different players (governmentggearament
organisations like the Croatian Competitiveness Council and NGOs i.e. CEPOR), there are no visible
changes irstructure and focuses of programmes related to entrepreneurship and SMEs. This means
that there are no connections among documents, which is obvious from the operating plan for 2007
developed by the MELE, based on the 2004 Government Programme for Egh&MEs and
Entrepreneurship. The Strategic Development Framework for-2B@6 a major policy document in
Croatia did not impact the MELE Operating plan for 2007, or provoke anyone to revise the 2004
Government Programme for Enhancing SMEs and Entreprship. This indicates that there is no
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connection between policy documents and programmes, and that there is no actual understanding of

the difference between those two notions.

The Operating plan for 2007 identifies 30 projects for supporting SMEs tfitti clear why they

are called projects and not programmes) <cl assi fi
which SMEs can be involved, but which are projects of other departments in the MELE. Among those
additional fi pr o fiakzortes énhaacing expok, and regtrpctueng & development of
certain industries, like the textile industry. With the Ministry of Sea, Tourism, Transport and
Devel opment there are three additional Aproject
tourism, supporting employers on islands to preserve jobs, building and reconstruction of a fleet of
small ships for Croatian private, small sloyners.

I nstead of l'isting all/l Aiprojectso from the M
fragmentation ad overlapping will be emphasised using three examples, based on information from
t he Operating plan. I n al l three exampl es, Apr oj
charge of them, al |l of them ar e dalleotthemmavé thei pr oj e c
same source of funding (government). Only loan programmes draaded with local governments
(counties and/or municipalities).

Examplet Two fAprojectsd mutually connected and ov
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e Innovations and innovativenanufacturing cluster (goal: supporting innovations and
commercialisation of innovations; partnering institutions: Ministry of Science, Education
and Sport, Croatian Chamber of Economy, Croatian Chamber of Crafts, HAMAG, Croatian
Employers Association, National Assodiat of Innovators, scientific institutions, BICRO,
Technological Council);

e Competitive manufacturing (goal: supporting new technologies and improvement of existing
ones; partnering institutions: Ministry of Science, Education and Sport, Croatian Chamber of
Economy, Croatian Chamber of Crafts, HAMAG and Croatian Employers Assaociation).

What is the difference between supporting innovations and supporting new technologies and
improving existing ones? And why, for example in the Competitive Manufacturing projec

do scientific institutions or BICRO not take part? Or why was the Technological Council
specifically mentioned as a partnering institution, because it is a body of the National
Council for Science, which is part of the Ministry of Science, EducatiorSand? It is only

an example how partner institutions are just listed without any real role in implementing the
Aprojectso.

Example2 Two overl|l apping fAprojectso:
e Entrepreneurship of targeted groups (young people;igtartdisabled people)
¢ Women entregeneurship (goal: to increase the involvement of women in entrepreneurship)

What about a young disabled woman wanting to start a new business, in which group does she
belong?

Example3 Two overl|l apping fAprojectso:
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e New cooperative (goal: to develop coagere entrepreneurship and a qualitative increase in
the number of cooperatives)

e Competitive cooperative (goal: to support the connection of small manufacturers into
cooperatives and developing a cooperative product)

What is the difference and does it mélaat new cooperatives should not be competitive ones?
Institutional arrangements for delivering policy and programmes

Using definitions of policy and programmes, the only policy document is the Strategic
Development Framework for 2046, in which entremneurial climate (Ch. IX), regional
development (Ch. VI) and the new role of the state (Ch. Xl) are specifically identified as areas of
special policy interests. The document was developed by the Central Office for Development Strategy
and Coordination 0dEU Funds, using contributions from several ministries (among others the Ministry
of Economy, Labour and Entrepreneurship). The draft document was discussed with several
stakeholders, for example the Croatian Competitiveness Council, Croatian Chambemamy;co
Economic and Soci al Counci |, Croatian Empl oyer
Government Office for Social Partnership, National Foundation for Civil Society Development,
Government Office for Cooperation with NGOs, Association of Wanars, Association of Small and
Medium Enterprises, Association of the Unemployed of Croatia and many others. Regional voices
were not heard in this process. Nevertheless, it is a good example of how to build ownership of such
policy documents, but it alsraises the expectation that all those stakeholders will act on developing,
revising or connecting their policy documents/activities with this master document. In the case of
building policy environment for promoting entrepreneurship in Croatia it is ysbt visible
(specifically looking at the documents of the MELE and Ministry of Science, Education and Sport).

AProjectso (programmes) planned in the MELEOGS
activities. The majority of them will be deliveretirough the MELE, while only three will be
delivered through HAMAG.

Over the last few years, there have been several occasions which discussed institutional
arrangements for delivering policy and programmes focused on entrepreneurship and SMEs,
especialy at annual monitoring meetings focused on the implementation of the European Charter for
Small Enterprises, as well as at presentations of GEM survey results. Also, the survey of Small and
Mediumsized Enterprises Development (2064pnfirmed the lack oinstitutional infrastructure for
policy design and too much implementation of activities on the side of the MELE. In all those
situations, it was emphasised that MELE should be more focused on policies, and HAMAG and other
agencies including regional déopment agencies on programmes, but still there are no visible results.
The questions raised were if the MELE has capacity to deal with policy issues or not, and if the
HAMAG has capacity to deal with programmes or not. Lack of political will, leadersitigaalified
staff could be reasons as to why such profiling has not yet happened. There are some indications
which can be used to justify this conclusion:

e There is no enterprise policy or industrial policy in Croatia. This was also identified by the
working group for preparing negotiations with the EU regarding the Chapter 20
Entrepreneurship and Industrial Policy (October 2006);

12 Singer, S. and B. Lauc (2008mall and mediursized enterprises development: Croatiader the specific
grant agreement RELEX2 190202 REG 44, CEPOR.
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e The Programme for promoting SMEs for 268308 is considered as a basic strategic
document for enhancing the entrepreneursta@pacity of the country and SME sector in
Croatia, but it was never tgated using inputs from a variety of documents available in the
same period. These documents include the Croatian Strategic Development Framework 2006
2013 as well as many EU documeriitee Entrepreneurship in Europe (green paper) and EU
Financial Framework 200Z013, as well as inputs from surveys like Doing Business
(administrative  framework), Croatian Competitiveness Council (competitiveness),
International  Transparency (corruption)and Global Entrepreneurship  Monitor
(entrepreneurial environment);

¢ HAMAG was established as an implementing agency in 2002, as a result of transforming the
former Croatian Guarantee Agency, which was established in 1994. But, HAMAG still only
operates mmgrammes for the certification of consultants and guarantee programmes for
government loan programmgs.

. 4
Concluslons1

Before developing conclusions related to policy environment for promoting entrepreneurship in
Croatia, especially in light of strengthagientrepreneurship, innovation and economic development
at local level, a summary of selected findings from the GEM survey will be presented:

Croatia is better in an international context
There are four important conclusions about the entrepreneuridtyaofi Croatia in 2006:

1. There is good news about moving away from the lower end of the scale of GEM
countries, with 2005 progress regarding the TEA index reinforced in 2006. Further
intensification of entrepreneurial activity has continued in 2006 andti@ravas ranked
18" out of 42 countries, with a TEA index of 8.58.

2. The motivation index, i.e. the TEA Opportunity to TEA Necessity ratio, is an important
indicator of the entrepreneurial capacity of a country. While in 2005 Croatia was the only
GEM county with a motivation index below 1 (which shows that there are more
entrepreneurs who have started entrepreneurial activity out of necessity and not because
it had been their choice based on a perceived opportunity), the motivation index was 1.16
in 2006, which shows a significant reversal, but is still way below the GEM average of
6.06.

3. Rat e of Amaturityo, whi ch concerns t he
entrepreneur, with entrepreneurial activity longer than 42 months, is still far from the
GEM average (Croatia 0.48; GEM countries 0.81).

4. Entrepreneurial activity in Croatia as compared to other European nations provides
important data for policymakers designing policies and programmes. In comparison with
the average of the 16 European Union mendmmtries involved in GEM research,

13 According to the welsite www.hamag.hi(19.09.2007) the last analy report is for the year 2003. The web
site is not a sign of @ibrant implementation agency.

14 Based orCroatia GEM 2006 Rport
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Croatia has the highest level of the TEA index but also the highest level of TEA
Necessity and only four countries have | es

Number of enterprises with growth potential remains low

GEM researh describes growing enterprises and their use of new technologies, innovation in
new product development, exposure to competition, and capacity for new employment. Compared to
similar medium level economies (in terms of GDP per capita), Croatia has ntergrises that invest
in new technologies. This gives hope that investing in technology will soon pay off through the
creation of new or innovative products, although this is not the case as yet. 71% of new enterprises and
70% of established ones have guots that are new to rane, while in the cluster of medium
developed countries, this is the case for 51% of new entrepreneurs and 63% of established
entrepreneurs. While 2005 was the year in which expectation of new employment grew strongly in
relation b previous years, in the category of enterprises with 20 and more employees expectations
remained unchanged in 2006.
Regional distribution of entrepreneurial activity in Croatia

In the 200206 period, regional differences in entrepreneurial activity sSigaitly decreased, due
to the strengthening of entrepreneurial activity in Slavonia and Baranja, Lika and Banovina, and
Northern Croatia. However, the difference in the motivation index still indicates significant
differences in entrepreneurial capacitgchuse Slavonia and Baranja and Lika and Banovina are the
only two regions with a motivation index lower than 1.
Entrepreneurial environment in Croatia is becoming better

In 2006, all the components of entrepreneurial environment received higher grades2085.
As in 2005, only two components received grades above 3, but at least these grades are higher than the
previous year:

e Access to physical infrastructure (3.75 in 2006, 3.35 in 2005).

e Openness of the internal markespeed of changes (3.47 in B)3.05 in 2005).

The lowest graded components of entrepreneurial environment, which still place Croatia at the rear,
are:

e Openness of the markeadministrative barriers, 8%lace out of 37 countries.
e Commercial and professional infrastructure’ Bace out of 37 countries.
e Cultural and social norms, @@Iace out of 37 countries.
e Transfer of research and development? giace out of 37 countries.
Policies and programmes enhancing entrepreneurship are still not consistent
e Government policies are hoonsistent and not linked to each other.

e There are many fragmented programmes, without priorities.
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e There are no systematic and transparent evaluation mechanisms for programmes and
policies.

Bearing in mind that these findings are consistent with mangretfCroatian Competitiveness
Council, Doing Business etc.), and also repeating themselves over the last few years, conclusions
should be focused on WHY identified obstacles have not been addressed more efficiently. Following
this, suggestions should be d@eaon political will, leadership and qualified (knowledgeable and
skilful) staff throughout all institutional structures (ministerial level, national implementing agencies,
local governments and regional development agencies, institutional supportuctrasiy.

The reason why policies enhancing entrepreneurship are still not consistent and not linked to each
other probably lies in the traditional vertical structure of the government, where horizontal
communication is not efficient. However, a more sults@hreason for inconsistent policies is lack of
knowledge on what policies are and how to develop them. Too much politicisation instead of
professionalisation prevents opening the process of developing policies to different stakeholders. On
the other sid, a lack of policy activities in the MELE is compensated with being too busy with many
overlapping programmes. This contributed to the situation whereby HAMAG could not profile itself,
because the majority of activities for implementing programmes staiyjedhe MELE. In situations
where policy does not exist, all programmes have the same priority. As a result, programmes focused
on enhancing innovation, for example, were lost amonrgB6ther programmes.

Suggestions for increasing the entrepreneurialapacity of Croatia
There are only two suggestions, based on the surveys and documents analysed:

e To focus on blank spots and missing links identified by Global Entrepreneurship Monitor
surveys, especially on education, transfer of research and developieetiid business
sector (improving capacity to deliver R&D and absorption capacity of business sector),
elimination of administrative barriers, development of high quality business development
services and better profiling of commercial and professiorfedstiucture supporting the
SME sector to enable its actors to cooperate in delivering the high quality services needed by
SMEs.

¢ To implement an Open Coordination Method on all levels, from central to local government.
In order to make this feasible, extive programmes for participants in this process would
need to be organised. These should focus on two issues: understanding special features of
SMEs and being more comfortable with the differences between policy and programmatic
activities. This would He in building the necessary institutional infrastructure at central
government level (ministries, agencies) as well as at local government level (local
government, regional development agencies, implementers: centres for entrepreneurship,
business incubats, business zones).
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POLICIES FOR MODERNI SING AND DIVERSIFYIN G EXISTING SME sAND
SUPPORTING THEIR INT ERNATIONAL COMPETITI VENESS

by David Crichton

This paper draws together the findings and conclusions of a study visit to Croatia undertaken in
May 2007 on behalf of the OECD and USAID. The overall purpose of the visit was to lieies
for supporting entrepreneurship in Croatia, and to make recommendations on policy at national,
regional and local level. The particular component of the review covered in this paper is the issue of
modernising, diversifying and internationalisitig existing SME base of the country.

The paper is structured into four main sections:

1. Introduction and general impressions

2. Current policy approach in Croatia: strengths and weaknesses

3. Policy recommendations

4. Learning models
Introduction and general impressons

The underlying premise in this part of the review is that a more modern, diversified and
internationally competitive SME base will benefit the Croatian economy by improving its growth,
employment, investment and balance of trade prospects. Argunmefiégsaur of developing the

existing SME base include:

e Established SMEs tend to achieve higher levels of growth than new starts or micro
businesses.

e As they grow, their participation in wider national and international markets increases,
generating additicadl GDP for their local economy.

e A pattern of growth and sustainability makes the attraction of additional finance more likely,
thus creating a virtuous circle of growth and investment.

e Growing SMEs generally employ higher levels of management and techkiitsl creating
higher incomes and building a bigger pool of talent in the local economy.

e They also tend to demonstrate higher levels of product innovation and new technology
adoption.
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Designing policy interventions that make a meaningful differenceegérformance of existing
SMESs represents particular challenges. These include:

Identifying SMEs with real growth potentidThe public sector is not generally adept in

Aipi cking winnerso, and must often rely wupon

and support.

Designing an appropriate package of suppdts. SMEs grow and diversify, their support
needs become both more complex and more specific to their particular markets and products.
This requires a greater level of sophistication and coordinftion public sector support

than is the case in new start promotion, for example.

Reacting quickly enougiHigher growth SMEs tend to be more opportunistic and faster
moving. The constraints of good public sector governance and accountability make it
diffi cult to provide the speed of response required.

Identifying the real impact of policy and suppofts SMEs grow and diversify, their
performance becomes dependent on a wider range of factors of which public intervention
represents only one, often margirglement. Evaluating impact and minimising deadweight
therefore become increasingly difficult.

Good practice in SME growth policy therefore tends to be characterised by a range of factors:

A supportive macroeconomic, fiscal and legal context that protfesonfidence necessary
for SMEs to bear the additional risks associated with growth.

A clear, detailed understanding of the local SME base which enables identification of where
the growth potential lies and what the actual support needs are.

Careful degin and targeting of interventions, tailored to the specific needs of the SMEs
involved.

Delivery by skilled practitioners who understand the dynamics of SME development, and
can win the trust and confidence of the entrepreneurs involved.

Effective coordintion of interventions from all of the relevant public agencies involved,
providing an efficient, seamless service for SMEs.

These are challenging criteria, and few of even the most developed countries or regions could
reasonably claim to meet themalltih e cont ext of Croatiabs recent
regional conflict, they represent especially high hurdles. Any assessment of current policy therefore
needs to be sensitive to the countryds recent

The generaimpressions that emerged from the study visit and that reflect this recent history are:

An SME sector that is at a very early stage of development, in which the opportunities for
growth and internationalisation remain understandably limited.

A policy environment that is very driven by the EU accession process, generating
considerable activity and resource but not necessarily matching the specific needs of high
growth SMEs.

e

ec
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e A package of policy measures that include most of the interventions generallynteteva
SME growth, but not yet operating in a consistent or integrated way.

e A support infrastructure that contains many talented people and impressive agencies, but is
similarly not yet operating in a coherent or integrated way.

Current policy approach in Croatia: strengths and weaknesses

The SME sector

The overall scale and contribution of the SME sector in Croatia is relatively well documented.
There were around 68 000 registered SMEs in the country in 2006. This represented 99% of all
registered companiesand their employment amounted to around 424 000 people: 53% of the
employed population. In addition, the crafts sector comprised a further 105 000 people in self
employment, in turn employing an additional 145 000 workers.

Overall, therefore, the smallubiness sector accounted for over 65% of total employment in
Croatia in 2006. It contributed 55% of national GDP, 27% of exports and 38% of total assets. SMEs
are clearly a significant sector within the national economy and policies to support them are an
obvious, legitimate component of national economic strategy.

As described i n t he previous expertaos co
Entrepreneurship Monitor revealed some additional features of how the SME sector in Croatia is
performing:

o thelevel of business statip grew significantly between 2002 and 2006;

e the motivation for setting up in business remains, however, predominantly necedhity
than opportunitybased;

e the survival rate of new businesses also remains low; and

e the proportio of businesses that exhibit growth potential is also low.

There is therefore evidence of a large and growing SME sector in absolute terms. But the
evidence also suggests that the survival and growth potential of the sector remains limited, with
insufficient SMEs displaying the characteristics of high growth, modern, diverse and international
businesses. The A pi-ppedhigmgeovth is & naBov Bre, withr fewrbusisdsses t
travelling through it to become genuinely high growth contributors

SME policy framework

During the study visit, discussions were held with policy makers and practitioners at a number of

nt

levels: central government and its agencies, regional and local agencies, and business organisations. A

very full range of policies androgrammes were identified during those meetings, and an analysis of
strengths, weaknesses, opportunities and threats is presented below.

!5 Figures provided by the Croatian Chamber of Economy
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Strengths and opportunities

There are many positive aspects of the current situation that provide a good platféutaréor
development. Notablstrengthsinclude:

A clear recognition amongst policy makers and practitioners of the need for modernisation,
diversification and internationalisation. There is no complacency or lack of ambition, and no
evidence of cultural goolitical barriers to growth aspirations.

An understanding of the range of interventions that is appropriate for SME growth. Policy
makers and development agencies have already identified the types of policies that are used
in most other developed econ@wi specialised property infrastructure, managed workspace,
strategy and market planning, international collaborations, management and technical skills
training, R&D linkages with research and education institutions.

A wide range of development agencies already in place and active. At national, regional

and local level there are a number of departments and agencies providing support to the SME
sector. This is providing many opportunities for contact with SMEs, and for refining the
range and quality cfupport measures.

Similarly, there is a growing cohort of skilled and talented practitioners working in the field
of SME development at national, regional and local level. They have developed good
experience in running support programmes and in meetingcttwintability requirements of
international and government funding sources.

Alongside these strengths, a rangepbortunitiesare evident:

There are a number of sectors where the scope for modernisation, diversification and
internationalisation is aleely strong: ICT, tourism and precision metal work for example.

The range of programmes and interventions already in place provides an evidence base that
should enable evaluation of what works most effectively. Initiatives are already under way in
areas sut as financial support for SMEs, loan and export credit guarantees, innovation
support, management training and advice, and export promotion. These can now be reviewed
in the light of experience to identify what has worked best.

Similarly, the range of deslopment agencies already active provides an opportunity to
measure the relative impact of national, regional and local interventions and to refine the
skills required amongst practitioners for effective delivery.

Weaknesses and threats
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The visit also howver revealed a numberweaknesses the current approach:

There is insufficient understanding of the structure and dynamics of the SME sector. Whilst
national data do exist on broad indicators such as the number of SMEs and their regional and
sectoraldistribution, this does not enable delivery agencies to identify those SMEs in their
areas with the best growth potential. Interventions cannot therefore be targeted in the most
costeffective way.
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e The origins and motivations for setting up in businessamertargely related to need rather
than opportunity, and | ocal rather than int
SMEs with genuine growth potential is a narrow one, making it all the more important that
those SMEs can be identified more ddycand accurately.

e Interventions in support of SME growth are almost entirely driven bydefieed
programmes, largely funded by international donors such as the EU. Whilst these bring
welcome resources and activity, their delivery primarily requiresmgtadministrative skills
to meet the governance criteria of the donors. This does not necessarily match the more
flexible and entrepreneurial requirements of supporting fast growth SMEs.

e Whilst there is a wide range of both interventions and deliverycaggnthe connections
between them are not yet well enough developed. As a result, the route into support for
SMEs can be confusing, time consuming and bureaucratic. Also, this increases the
probability of overlap and inconsistency in how the range of@gsperates.

e Similarly, the scope to link SME growth policies with other economic development
interventions is not yet being exploited. Examples of such links are the potential to link FDI
attraction with development of the local supply base, or the rappty to steer more
universitybased R&D activity to the innovation requirements of progressive SMEs.

e There appears to be very little evaluation of the impact of interventions. Best practice is
therefore difficult to identify and to build upon.

Given these weaknesses, a numbettokatsto future SME success are evident:

e Without a proper, detailed understanding of the SME base, SMEs with growth potential may
not be identified by support agencies and will not receive the appropriate assistance on a
timely basis.

e Without effective integration and consistency in support measures, SMEs may not believe
that the delivery agencies are either accessible or relevant to their needs.

e Alack of evaluation will lead to waste and inefficiency in the use of public rsextources
for SME support.

Examples of good practices in Croatia

In the course of the visit, a number of good examples were identified. For examB¢éCR@©
organisation was founded by the Croatian government in 1998 and has the specific purpose of
increasing the competitiveness of SMEs. Its primary focus is on technology development, and it aims
to improve links between SMEs and the national research base. Its objectives include
commercialisation of research, knowledge transfer from science to busestablishment of
knowledgebased companies, promotion of a venture capital industry and improvements in the
technology infrastructure. It is a small organisation, operating from Zagreb with 16 staff. Despite its
principal focus on technology, BICRO alaccepts that growtbriented SMEs can come from more
traditional sectors as well, for example mechanical engineering.

Aspects of its operation that made it stand out as a good example included:
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its key staff have worked in the commercial sector at homeoardseas, and have an
impressive grasp of the dynamics of business growth;

its recognition that success in delivering its objectives requires andist@plinary
approach, with strong project management skills;

its clear criteria for identifying and spprting SMEs with growth potential: quality of
management in particular; and

its recognition of the need to improve the management and impact of technology centres and
parks, to make them genuine centres of innovation rather than simply managed workspaces.

A good example with quite different characteristics is Azea local derelopment agency in
Varagdin. Azra was established by the county

a number of ways: business planning advice, market entry, project preparation, meeting EU funding
requirements and business netwogkifts remit from the local authorities is to take a very broad
approach to local economic development, with social and community objectives alongside its business
development role. Over time, this breadth may cause dilution of effort but at this rglatvigl stage

it is enabling a mix of approaches to be tested and broad political support to be maintained. Strong
aspects of its work to help grow SMEs included:

a clear underpinning strategy, based on careful analysis of the regional economy;

clear idenification of where best SME growth potential currently lies in the area, for
example in organic foods, tourism, skilled metal work, ICT and software;

an ability to work closely with individual SMEs and groups of SMEs to develop growth
opportunities, for eaxmple through collaboration on marketing or through helping to
establish machinery rings;

a patient commitment from local politicians and officials, recognising that success will
require continued public subsidy over an extended period; and

energetic andammitted staff with a strong, experienced leader.

At national level, there was good evidence of an innovative and increasingly coordinated
approach tdaourism developmentA number of organisations are involved in tourism promotion: the
national governmerthrough the Ministry of the Sea, Tourism, Transport and Development; regional
and local development agencies, international donor agencies such as USAID; and private bodies such
as the National Association of Small Family Hotels. This diversity runsiskeof a fragmented
approach with poor coordination and inconsistent policies. But the Ministry and the other agencies are
committed to ensuring a coordinated approach. This is characterised by:

a clear national strategy, with specific targets, selectiverifies and an emphasis on
coordinated delivery;

linkages between national, regional and local strategies;

recognition of the need to build on existing strengths (coastal tourism), while developing
new tourism products (wine trails, upgraded accommaoualgfibl attraction);
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o well targeted financial support programmes; and

e recognition of the need to improve fAsofto
physical tourism product.

Policy recommendations

Based on the analysis of strengths, opportunitlesaknesses and threats, five main policy
recommendations are made below, covering:

e analysis of the SME market;

e evaluation of policies and programmes to date;
e improved links with other policy areas;

e outsourcing opportunities; and

e local clustering opportuties.

Analysis of the SME marketOne of the main impressions from the visit was of a wide range of
activities and interventions made in support of the SME sector. Mostly, these activities appear to be
Asupdprliyweno, i . e. t he ycapacitiéslofahose agerties délivenny theesérgice. a n ¢
There was much | e sdsrievveindde npcoel iocfi efisd e maenfd ecti ve ¢
themselves and tailored to their individual circumstances. Detwtidvieh policies are more likely to
achieve the results sought and to provide a-eisttive use of public funding.

In order to design more demaddven interventions, it is necessary to understand the needs and
opportunities of the SMEs being targeted. On a quantitative level, thereasanable understanding
of the SME sector in Croatia in terms of its scale, structure, geographic and sectoral distribution. There
is less understanding of the structure of the SME sector in terms of its growth potential, the specific
constraints on growtthat it faces, and the types of support most likely to mitigate these constraints.
Gathering such information requires direct contact with SMESs, and it is recommended that a series of
surveys are undertaken at regional and local level.

A similar survey é@sign should be used in each local area, to enable collation and comparison of
results at national level. However management of the surveys by appropriate local development
agencies would help increase response rates by exploiting affinity with the StéEarea. It would
also help the local agency itself to understand the benefits of a more targeted approach.

The surveys would involve a combination of face to face and telephone interviews and postal
guestionnaires. Depending on the size of the SME sétteach area, returns from1®% of local
SMEs should be sufficient to establish the pattern of need and demand for policy support. Questions
would include issues such as: market performance and potential; product development; management
and workforce sliis; growth aspirations; constraints on growth. The information collected can then be
used to Asegmento the market for SME support,
most likely to achieve growth through modernisation and diversificaliczan also be used to help
design policies and projects aimed much more specifically at those SMEs, and therefore more likely to
be effective in enabling growth. The surveys should also identify how SMEs would prefer to have
support delivered, for exargthrough ondo-one support from advisors, through group programmes
or through wekbased services.
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Better information on the requirements of client SMEs will also enable Croatian national and
local agencies to influence the design of support availabie EU and other donors. It will provide a
means by which those donors can tailor their standard programmes to the specific circumstances of the
SME sector in Croatia.

Evaluation of programmes and policies to dafEhe wide range of programmes and policies
being delivered to the SME sector has been acknowledged earlier in the report as strength, reflecting a
high degree of commitment to the objective of encouraging growth. Over time, however, it is
important to become more selective in the programmes beingied, homing in on those which can
be shown to achieve the greater benefits. It is also important to make support as accessible as possible
to the SMEs themselves. A plethora of overlapping or inconsistent policies is likely to discourage
participationby the SMEs that they are intended to support.

It is recommended therefore that a series of evaluations be undertaken of the range of SME
support policies currently being delivered at both national and local level. This will involve measuring
outcomes agast original objectives, and comparing outcomes across different programmes. In order
to identify the impact of policies at the level of individual SMEs, it will generally be necessary to talk
directly with client businesses in order to establish how tzee benefited from support. In order to
avoid Asurvey overload?o, it should be possible
surveys recommended earlier. SMEs could be asked about theiptakesupport so far, what actions
they took in esponse to it, and how those actions improved their growth potential and performance.

The results of the evaluation work can be used to refine the range of support measures,
concentrating on those with the highest impact and simplifying access for thetB&fiselves.

Improved links with other policy areadAs the BICRO example has already shown, success in
achieving a more innovative and internationally competitive SME sector will require a multi
disciplinary approach. We identified, as did many interei@wartners during the visit, a lack of
connection across policy areas. In order to create a more supportive environment for SME growth,
better connections across policy areas will be required. Two particular areas where improved links
could be effectivera with FDI policy and with R&D policy.

Success in attracting FDI to Croatia creates a potential new source of demand for goods and
services locally. For example, a major new tourism investment has potentiaffsipamefits for local
suppliers of food ah drink, souvenirs, leisure activities, transport and distribution services, etc. Most
global companies investing overseas will have their own-dealeloped international supply chains
with established quality standards. Local suppliers may not be edgertieir success. It therefore
requires additional effort by local SMEs and enterprise agencies to make those connections. Once
successfully made, however, the SMEs can benefit not only from the immediate market potential but
from an overall increase iguality and skills that will improve their ability to compete on a wider
basis.

A key element in successfully making a productive connection between FDI and local suppliers is
to intervene early in the process, as the investment is being considereddenchathar than after the
event. The international investor needs to have the confidence that local supply capability can be
developed, and will need to be directly involved in advising and training local SMEs. Similarly, the
SMEs will require time to devep the service levels and skills demanded. If the connection is made
only retrospectively, the investor will already have activated their established supply chains and it will
be all the more difficult for local SMEs to break into that process. Inter@htiovestors generally
expect to be asked to take part in local supplier development as part of their incentive package, so this
approach need not put Croatia at a competitive disadvantage in attracting FDI.
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Another key policy connection necessary on biebBSMEs is with the R&D infrastructure in
universities, colleges and research institutions. Small companies with growth aspirations will generally
be able to identify for themselves where they need product or process improvements. But they may not
have he detailed technical knowledge or time to develop these on their own. Improved connections
with sources of technology innovation will be required, along with a greater degree of market and
business orientation from the relevant institutions. Policiebighdrea are covered elsewhere in this
report, but it is important to emphasise here just how vital they are to SME policy.

Outsourcing opportunities The potential for some SMEs to modernise and internationalise
through providing an outsourcing serviceititernational companies was highlighted on a number of
occasions during the visit. For example, we spoke with a software business operating from the DAN
technology park inV a r a ghdtiwas providing such a service to a German customer. Similar
potential was also identified for other sectors, for example the precision metal casting and die
manufacturing sector.

Outsourcing provides an opportunity to work very closely with an overseas customer, improving
the quality of local products and services, gainingeatry point into export markets and developing
local management and technical skills, while benefiting from a steady revenue stream. There are
potential disadvantages of course, in terms of dependence on one or two large customers and over
specialisatioon t hose customersodo technical reqguirement
trackd to product innovation and exporting.

We therefore recommend that the potential of an outsourcing initiative be examined in more
detail through a feasibility asssment. This could initially focus on one or two sectors considered to
offer the best potential, such as ICT and metals. The market opportunity should be measured, specific
potential customers identified, technical requirements determined and localtcapeasured. Any
barriers to market entry would be identified, and support provided to address these. Such support may
involve help with R&D to enhance technical capacity, financing or guarantees to support market entry
costs, management and workforcertiiag towards meeting customer requirements, or legal support to
ensure adequate contract protection.

The feasibility work could be undertaken under the auspices of HAMAG in collaboration with
relevant local enterprise agencies in areas where the seaitaatial is highest. There may also be a
role for the Chamber of Commerce in supporting the initiative through export promotion and trade
exhibitions.

Local clustering opportunitiesMost development agencies worldwide have adopted clustering
as a model fotheir industry interventions. Most have also identified a similar mix of industries on
which to build clusters, for example life sciences, ICT and semiconductors. As a result, the overall
concept has been diluted and does not offer the competitive ageahat it was initially intended to.

Nevertheless, it can work well in specific circumstances and this is often the case where the
cluster is built upon a well established natural resource or industrial capability. The Scottish forest
industries clusteis an example of this, and is presented as a learning model later in this report. In the
case of Croatia, there are a number of similar examples that offer potential for a cluster approach at
regional or local level. This is already developing with bodding in Istria. Other possibilities
identified during the visit were organic food and drink, and bio thermal energy.

These opportunities could be best exploited at regional and local level, beginning with systematic

audits of the SME base in the selecgmttors and its links with the local education and technical
infrastructure.
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International learning models in OECD countries
Scottish Forest Industries Cluster (SFIC)
Description of the approach

The SFIC was launched in 2001 by Scottish Enterprise (&EMH&ghlands and Islands Enterprise
(HIE). It brought together the existing forest industries supply chain (timber growers, primary and
secondary processors, contractors and management agents, education and research institutions) with
relevant public sectoand environmental bodies, including the state forest service, the Forestry
Commission. SE initially undertook a cluster analysis, identifying the scale, structure and performance
of the forest industries and their development potential. The industri@syearound 20 000 people
directly in Scotland and another-80 000 indirectly. Much of this employment is in rural areas,
where alternative employment opportunities are limited.

SE supported the initiative with a significant budget commitment of angevé&Emn per annum
and an executive team of54full time equivalents. There is a leadership group chaired by an industry
representative, and comprising senior executives from businesses within the industry (predominantly
SMESs), from public agencies, envirmental bodies and education institutions.

A wide range of activities has been undertaken through the SFIC, including:

o efforts to attract FDI,

e business development support for local SMEs;

e support for R&D activities;

e establishment of centres of researct aducation;

e market and feasibility studies to explore industry issues;
e conferences, seminars and events; and

e regular newsletter and annual reports.

Rationale

The principal rationale for the approach was that timber planting in Scotland from t28'tid
century onwards had created a huge natural resource that offered potential for exploitation and added
value within the country. There was insufficient processing capacity within Scotland to exploit this
resource, in which case it would simply go unharvestee exported for processing elsewhere, with
little contribution to Scottish GDP. By building a more vibrant and integrated cluster, the conditions
for new processing investment would be improved. A secondary rationale was that the timber resource
and muh of the existing processing investment was located in rural and remote areas of the country,
where the economic base was much more fragile. The forest industries therefore provided an
opportunity for additional rural investment and employment.

Relevancéo Croatia

Croatia has a significant timber resource base but with only a limited amount of local processing
capacity, as was the case in Scotland. There is interest from overseas investors, for example from ltaly,
in investing in processing. Croatia igesddy represented in the relevant EU forums for the timber
industry, for example the forest technology platform. There are therefore a number of elements in
place, including the natural resource base, some local processing capacity and interest fram foreig
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investors, which suggest that a more coordinated effort to promote and develop the industry would be
worthwhile.

Reasons for success or failure

The SFIC has been subject to independent evaluation which reached positive conclusions on its
impact. A numbebf success factors were identified:

e the long term commitment of significant public sector funding;

e the deployment of a significant, stable executive team over period of years;

e the active engagement of senior industry representatives through the leadershi

e effective sharing of knowledge and good com

e demonstrable, practical outcomes in terms of new projects in, for example, R&D, workforce
training, ebusiness, transport logistics.

Obstacles faced and quality ofsponse

The forest industries are of relatively small scale within the Scottish economy, and it was initially
difficult to secure full support and attention from political leaders and from the wider public sector.
The commitment of resources over a peribd-6 years, the evidence of practical outcomes, effective
communication and a growing interest in climate change and sustainability issues all helped alleviate
this.

There was initial scepticism from the industry regarding the value of public secteeiten.

This was gradually overcome through giving the industry a leadership role, showing a commitment
over the long term, demonstrating practical outcomes and communicating well and regularly.

The forest industries are traditionally fragmented acrog®maplex supply chain, making it
difficult to achieve coherent representation and opinion. The SFIC supported the formation of a single
industry trade organisation, which helped achieve a stronger voice for the industry and which will in
time assume thedelership responsibility for SFIC from the public sector.

Considerations for successful adoption in Croatia
To successfully adapt a similar approach in Croatia will require:

e Central government recognition of the opportunity to increase investment and\adiced
from the countryés timber resource.

e The involvement of local development agencies in areas with timber resources, able to work
with local growers and processors.

e The involvement of the industry itself in a coherent, active way.

e The setting of cleatargets for the initiative, e.g. on FDI attraction, new processing
investment, and additional employment creation.
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e The commitment of executive resources to ensure coordination, communication and
delivery.

Contact details:

Website: www.forestryscotlandtom

Nova Scotia Business Inc. (NSBI)
Description of the approach

NSBI is the publiclyfunded business development agency for the province of Nova Scotia in
Canada. It is an example of a regional agency wgrkitthin a national policy context set by the
federal government of Canada, but also working in collaboration with a number of more-hacaty
agencies within the province itself.

NSBI was established in 2001, and has an annual budget of around $@afath. It is
accountable to the provincial government of Nova Scotia, but operates as dargytihsaagency with
its own staff (many of whom have experience in the commercial sector) and a privatdeskector
Board. It was set up following publication ofi @conomic growth strategy for the province and its
primary focus is very much on attracting and supporting gr@siinted SMEs in the region. Its
services include:

e Business advice to SMEs, through a team didnse business advisors, covering financial
and business planning.

e Mar ket intelligence and contacts t o i ncreas
research, customer searches, exhibitions and missions.

e Funding, including loans and venture capital, to support business expansion.

e Marketing of NovaScotia as a location for FDI, including administration of investment
incentives.

NSBI 6s reported achievements in 2006 include:
additional income for the regional economy; and almost $60 mn additional eajast

Rationale

The distinctive feature of NSBI is its very specific focus on supporting grovigihted SMEs
through initiatives to encourage innovation and internationalisation. This clear focus is unusual
amongst regional development agencies, whictenofhave a wider remit. Whilst it also has
responsibilities for FDI attraction, these are
encouraging links between the two and a more open approach to development of the SME base.

This concentration of effoas the result of a deliberate decision by the Nova Scotia provincial
government to create a highly specialised agency, with private sector leadership and a strong
commercial focus. NSBI replaced earlier, more generalised approaches that sat withavitieapr
government. Whilst NSBI is expected to work with other development agencies, it retains this clear
focus and priority.
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Relevance to Croatia

The Nova Scotia region has a population of just over 900 000. Around 30 000 of its 32 000
registered busirsses employ less than 50 people, so the SME base is crucial to the regional economy.
That economy was traditionally dependent upon natural resource sectors: fishing, forestry, agriculture
and mining. As these declined, it became essential to modernisivarsify the economic base, both
through encouraging innovation within the traditional sectors and through building a presence in
newer sectors such as tourism, technology, media and financial services. This requirement for both
modernisation and divergihtion therefore matches the needs identified within Croatia, at both
national and regional levels.

Nova Scotia is also characterised by the range of agencies involved in trying to support SME
growth: federal agencies working across Canada, provinciacegesuch as NSBI itself, and more
local agencies, often with wider social and community objectives. NSBI is an example of datablish
a specific role and speciain within a complex overall structure, whilst aiming to work in
collaboration with other ements of that structure.

Reasons for success or failure
There are a number of positive features of NSBI that have contributed to its success:
e The private sector has a strong stake in its success, through representation on its Board.

e Its business advisorstaff has largely been recruited from the commercial sector, bringing
experience and credibility.

e It has a very distinct focus on SME growth with no wider, and potentially conflicting,
objectives.

e It has recognised the importance of local knowledge anésacqlacing its advisors
throughout the region, often 4ocated with more local development agencies.

e It takes a very pragmatic approach to prioritisation: growth is recognised to be possible from
traditional sectors as well as from new sectors.

e |t takesimpact evaluation seriously, monitoring in particular the trend in average income
levels from the jobs that it supports.

Obstacles faced and quality of response

The key challenge in establishing NSBI initially was to win political acceptance within the
provincial government for devolving budget and responsibility to an-#ngth, private sector led
agency. This was a controversial issue, and required strong political leadership and a clear, overall
economic rationale to resolve it.

Alongside that, difficlt decisions had to be taken in terms of staffing NSBI, to ensure that there
was sufficient commercial skill and experience in the new agency. This required redeployment of
many of the previous governmeagmnployed staff, and the recruitment of new pedplgduding a chief
executive, from the private sector. Whilst difficult at the time, it has been played a crucial part in
building the impact and credibility of NSBI.

55



Policies for modernising and diversifying existing SMBEd supporting their international
competitiveness

NSBI operates within a complex organisational environment, with a range of more |las8ly b
development agencies that also provide business support services. It has resolved this through
encouraging those agencies to identify and introduce to NSBI SMEs with growth potential, using their
local market knowledge and contacts. Also, NSBI has etdocated many of its business advisors
with such agencies to help improve consistency, coordination and local credibility.

Considerations for successful adoption in Croatia

Providing a relevant, effective and credible support service for groxehted SMEs requires a
very specific focus and a strong commercial understanding. With the exception of the BICRO
example, few of the interventions identified during the study visit could demonstrate this. To adapt the
NSBI model in Croatia would require a nuemnkof issues to be addressed:

e Securing political commitment, at both national and regional level, to a greater degree of
specialisation when supporting SMEs to innovate and internationalise.

e Attracting suitably experienced staff to deliver more focusedirsupport.

e Considering whether an existing organisation, HAMAG or BICRO for example, might
provide a basis for adopting this more specialised approach.

e Building effective links between the national or regional provision of specialised SME
growth supporaand the range of more local agencies that cannot deliver the service but can
identify and introduce growth prospects.

Contact details:
NSBIT Nova Scotia Business Inc.

Contact:  Mr Stephen Lund (President and Chief Executive Officer)
Website: www.novascotiabusiness.com

Address: World Trade & Convention Centre
1800 Argyle Street, Suite 70, P.O. Box 2374, Halifax, Nova Scotia, B3J 3E4,
Canada

The school meals service in Udine, Italy
Description of the appach

Creative use of public procurement expenditure can be a means of developing SMEs both
through increasing the overall level of demand for their products and services, and through
encouraging product innovation. In Udine, in common with many othelicpabthorities in Italy,
public procurement strategies are specifying local and organic foods for the school meals service. As a
result, the localisation and enhanced sustainability of thef@apti supply chain is being supported.

From the wider social pspective, food consumption habits are also being improved in the process.
Udine is particularly noteworthy because it was one of the first Italian cities to supply organic school
meals in all its schools. Local agdod supply chains, including producerdistributors and
purchasers, have benefited from expansion and upgrading of the level and nature of local demand.
This has enhanced the sectords product mix and
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Rationale for the policy intervention

Standard forms of public procunent often favour larger scale suppliers rather than SMEs, due
to volume and cost requirements. More creative policies, which take a wider view of the potential
benefits of public expenditure, can be a means of promoting SME development and innovétien. In
Udine school meals example, the local authorities recognised that local and organic sources could
yield a multiple dividend. First, more nutritious school food helps reduceraleged problems
including obesity, heart disease and diabetes, and bedstational attainment through improved
student concentration and less sickness and absence. Second, moretiecdtid procurement of
school meal ingredients stimulates and supports local markets for lochbadyproducers. Last, a
more localised dod chain delivers economic benefits by reducing reliance upon food imports,
environmental benefits from lowering food miles from farm to fork and cultural benefits accrue from
the encouragement and sustenance of local food cultures.

Why the approach is levant to Croatia

In Croatia, in common with many other emerging economies, the size of the state sector is
disproportionately large. This creates the potential to use public procurement for wider policy
objectives. In addition, Croatia has relatively hlgkels and proportions of agricultural employment
and output. Relatively small scale and formerly collectivised production units, often in family or local
community ownership, may provide latent production capacity and innovation potential if stimulated
by appropriate public procurement strategies. Given that Croatia has mostly avoided the large scale
Ai ndustrialisationo of its agricultur a-conficect or
society, there is a clear opportunity to estibh short cut straight to organics and localise the agri
food supply chain. Creative public procurement for school meals can then be an experimental policy
intervention for more localised and sustainable -fmpd chains and a means of modernising and
diversifying SMEs and, potentially, supporting their international competitiveness.

Reasons for the success or failure of the approach

The particular context of Italy is important to the success of the approach in Udine. Italy has an
embedded food cultureahattaches a high premium to seasonality and territoriality. In addition, the
Italian school meal system is seen as an educational institution that promotes and protects distinctive
food consumption habits and practices. Local public procurement politiesties like Udine
therefore operate in a supportive context and institutional framework that demands, encourages and
rewards sustainable food production and consumption.

Obstacles faced in implementation and quality of response

In the context of the Sgie European Market, EU public procurement regulations operate the
principl-cki socfrifinmoemati ondo to prevent bi ases towa
directives have been interpreted creatively by public authorities in Udine and other ligdiarnc
contracts that specify product qualities that could only be met by local producers, for example fresh
seasonal produce, regionally certified products and organic ingredients. Recent new EU directives
have supported this approach by allowing ecaopsocial and environmental considerations to be
taken into account under the rubric of sustainable development.

Considerations for successful adoption in Croatia

Exploring the potential of this approach for the Croatian context will require a thorotigbv e
public procurement practices, focusing upon school meals in the first instance, and an assessment of
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the extent to which regional and local public authorities can pursue creative procurement strategies of
the kind undertaken in Udine. Second, loagtifood supply chains need to be mapped in terms of
their capacity and potential to respond to increased local public procurement, especially in organics.
Pilot initiatives may then be explored to experiment with and assess the potential of the approach
Last, Croatian agffiood specialities can be reviewed and assessed for their potential for distinctive and
higher value added branding activity. Particularly strong-fagris with quality identities and
reputations may have export potential and, indbietext of EU membership, may provide the basis

for Protected Designation of Origin and Protected Geographical Indication accreditation applications
which protect the provenance of high value added regional specialities from cheap imitations.

Contact detds:
Contact: Professor Kevin Morgan
Website: http://www.cardiff.ac.uk/cplan/contractsandpeople/stafflist/imorgan
kevin-professor.html
E-mail: MorganKJ@ Cardiff.ac.uk
Address: School of City and Regional Planning, Cardiff University, U.K.

Telephone number: Tel: +44 (0) 29 208 76090, Fax: +44 (0) 29 208 74845

Referencs for the learning model:

Morgan, K. and Sonnino, R. (200®)atering for Sustainability: The Creative Procurement of School
Meals in Italy and the UKRegeneration Institute: Cardiff University.
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Entrepreneurial technologlgased economic development in Croatia

ENTREPRENEURIAL TECH NOLOGY-BASED ECONOMIC DEVEL OPMENT IN
CROATIA

by Ronald Kysiak

Introduction

Developing an environment for technolelgyl entrepreneurship is a complex and long term
process, sometimes spanning decades. In the United States some of the maosiwretechnology
regions in the country either invested heavily in creating an environment for technology
commercialisation and collaborative research over a long period of time (Research Triangle Park,
North Carolina; Cummings Research Park, Huntsville, Alabama) or beld an environment
accidentally grow out of a nurturing combination of entrepreneurial university researchers, accessible
sources of equity capital and a high quality of life (Silicon Valley).

As these areas of the country began creating and attraatimgptegybased businesses and, as a
result, drew to them sources of seed and venture capital, other communities sought to replicate the
conditions that spawned these entrepreneurial environments. Today there are over 180 research parks
in the US and Canadand some 1 000 incubatdfsA 2003 a study sponsored by the National
Business Incubation Association estimated that some 375 of them could be classified as technology
based incubators.

A critical driver of technologyfed entrepreneurship in the US andother Western countries is
the strong involvement of research universities in the commercialisation of university technologies as
well as the legislation that allows and rewards such commercialisation activities. In December of 1980
the US Congress passttt BayhDole Act thatallowed for the transfer of exclusive control over
many governmendiunded inventions to universities and businesses that created those inventions
through federal research grants or contracts. This allowed both universities anel goivpanies to
license their discoveries to third parties and generate additional revenues from the results of their
federallysponsored research. And, for the first time, many university faculty members were also
encouraged to consider building new comipa around their inventions. The results of B&die
enhanced an existing entrepreneurial culture in the United States, a country that already was known for
its individualism and inventiveness.

Yet many US universities still resist giving too much engapurial support to their research
faculties, mostly because many of these schools still strongly believe that they have only two primary
missions: teaching and research. This has resulted in varying degrees of success of research parks.
Those parks assiated with universities that rewarded commercialisation, such as MIT or Stanford,
do well and grow rapidly. Other universities that do not support entrepreneurial activities find it

16 National Business Incubation Association, Athens, Ohigy .nbia.org
Y Linder, S. (2003).
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difficult to grow successful parks., Some US universities sometimes ptagslty that seek to
develop new businesses from their discoveries by denying them tenure or deanships.

So strong, entrepreneurial universities along with federal legislation assigning ownership of new
discoveries made through federal research grantsitengities and their faculty have had a lot to do
with successful technology incubators and research parks in the United States.

Over time there have been any numbers of criteria for success proffered by those that study
technologyled innovation. A benaharking study of North American technoletgd incubators in
2003 listed the following requirements as necessary for an entrepreneurial environment:

e Research universities, federal labs, and corporate research and development facilities, with
stocks of techology-based intellectual property and an orientation to technology transfer
(e.g., patenting and licensing) that emphasises an entrepreneurial approach.

e Entrepreneurial scientists and engineers wanting to commercialise technologies through new
company fomation.

e Business professionals (e.g. accountants, lawyers, consultants, and human resources
specialists) familiar with the problems of launching a technelmged company.

e Sources of debt and equity investménpublic and privatd that can capitalise ¢hearly
development stages of a new, technotbgged enterprise.

e A concentration of existing technology companies that could be a source of experienced
professionals who could assume leadership positions in technologystarbr provide
advice to startips®.

Other researchers and incubator practitioners would add at least one other necessary component
to an effective entrepreneurial environment: a relatively high quality of life. However, that may be
more of a North American requirement because of dsg enobility of its populations.

It is not difficult to see that Croatia comes up short in most of the requirements listed above. And
it will need the help of many Croatian institutions, including universities, regional development
agencies (RDASs), equiipvestors, the primary and secondary educational systems and the finding and
devel opment of Achampionso for it to compete wit
have a major head start.

Countries such as Croatia that have not had a history @élisgp do not have the benefit of the
US university system or national intellectual property policies encouraging and providing incentives to
innovation. This makes transferring any innovation médgbod or bad from Western countries to

Eastern or Canr a | European countries most di fficult. U
through a major convergence of technology, entrepreneurship and telecommunicegguitng in a
rapid |l evelling of t he economircdop|lcaoyuinntgr i feise lads fli

Chinai has made entrepreneurship and technology transfer even more important to the economy of
every country, particularly those that are only now developing healthy capitalist syStems.

18 Tornatzky, Sherman and Adkins (2003).
¥ Friedman (2005).
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Unfortunately the command economy hasoahad another serious impact on innovation and
technology transfer the layered governmental bureaucracy that now controls that economy makes it
all the more difficult to energise change.

It should be noted here that there are many similar Eastern emdalCEuropean countries in
which entrepreneurship is a focus for many cities and regions, though major support from national
governments is still very weak. In many of these countries there are entrepreneurial university faculty
and university officers wking to develop technology incubatdrausually associated with a major
polytechnic university. Poland, the Baltic countries, Hungary, and the Czech Republic have national
organisations of incubators and science parks and have been trying to develpperatrrship and
innovation with little help from the national government, e.g. Society of Science and Technology
Parks of Czech Republic, and the Polish Business and Innovation Centres Association (SOOIP).

However, the Republic of Croatia is not withdust strengths. We will look at these now in light
of the major economic changes that is now shaping our global economy.

Current policy approach in Croatia: strengths and weaknesses
Strengths and Opportunities
Federal Programmes

The national government ofroatia recognises the importance of entrepreneurship to the
competitive growth of the countryds overal!l ec
encourage and support entrepreneurs, including loan intatesteductions, loan guarantees, and
grants to entrepreneurs, incubators and research parks. In addition the govémastiytthrough the
Ministry of Economy, Labour and Entrepreneurship (MELE)has established a number of
technology development centres, business development centres,esvdteiad centres, etc., scattered
throughout Croatia. In addition the federal government also provides various forms of tax abatement
and speci al i f r eadl aimed at dapinglbeth eénfyepraneurscandsexisting businesses
to form and/or grown Croatia.

HAMAG (Croatian Agency for Small Business)

HAMAG is the major business assistance delivery system for MELE. It administers most
financial and grant programmes and works directly with businesses to assist in their development and
success. HAMAGlso provides shared cost consultancy assistance to individual companies for up to
five years. HAMAG is just beginning to deliver its services through Regional Development Agencies
(RDAs), a new approach to economic development encouraged by the EUcahddeernment
| eaders. Many of HAMAGO6s consuftants were initi

BICRO (Business Innovation Centre of Croptia

BICRO was specifically created to work with technology entrepreneurs. It is a small agency with
a staff of 17 and is fundeitirough the Ministry of Science, Education & Sports. It has a number of
technology assistance programmes which it uses directly with individual entrepreneurs or through
regional development agencies. It also has some seed capital and a small ventlB&CREdalso
works with the Croatian universities that have technical or engineering faculties to help them build
tech transfer capacities. BICRO is professionally directed by two individuals with private sector

2 USAID briefing May 24, 2007, during the study visit.
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backgrounds, one a former Vice President faséarch with a major Croatian pharmaceutical
company (PLIVA), the other a former seed and venture capital manager from Switzerland.

BICRO is currently working with the EU to establish three sittgtdnology incubators: one
specializing in biescience, onsupporting CIT/IT startips, and one in advanced materidisldo has
athreey ear , a2 000 000 matching grant from the EU
working with MELE and the World Bank to create the match. BICRO has also been given the
authority to take over responsibility for the five Techgyi®evelopment Centres in Croatia and staff
them with business professionals. BICRO has also authored a national Science and High Technology
Policy paper that is awaiting discussion by the Croatian Parliament. Of all governmental agencies that
met with theconsultants, BICRO was by far the most professional and pi$eater oriented. Much
of its success seems to be its ability to work either through or outside the miftstries.

Croatian Universities

The strengths of the technology entrepreneurial suppsiemm in Croatia are few and tend to be
concentrated in and around Zagreb and in other urban areas that have some university presence. There
are five universities in Croatia: University of Osijek, University of Rijeka, University of Split, the
University d Zagreb and a fairly new liberal arts university at Zadar. The University of Zagreb has
strong faculties in engineering, geodesy, ICT andsbience. There is also a college of naval
technology in Pula, former home of the Auditfongarian Navy.

The Univesity of Zagreb has a strong list of technological disciplines that have the internal
capacity to spin out new technologies for commercialisation including Chemical Engineering &
Technology, Electrical Engineering and Computing, Food Technology andTldgimology,
Geothermal Engineering, Mechanical Engineering and Naval Architecture; Metallurgy, Mining,
Geology and Petroleum Engineering, Textile Technology and a School of Business. Its faculty of
Geodesy includes Geomatics Engineering, Physics, Cartogramigyments and Informatics a
collaboration of computer science and geological science.

The J.J. Strossmeyer University of Osijek has 11 faculties including Engineering and Naval
Architecture, Medicine, Civil Engineering, Electrical Engineering (Medita#fiormatics). The
University at Riejka has a Faculty of Medicine, Engineering and Maritime studies. The University of
Split includes faculties in Electrical, Mechanical and Naval Architecture, Chemical Technology,
Medicine and Maritime Studies. The redgntreated University of Zadar is primarily a liberal arts
institution, though it has some curriculum capacity in Informatics and Communications Sciences.

The universities which have stronger schools of engineering and applied science tend to draw
technolgy companies close to them since these companies need a highly educated workforce
something that universities can provide through their graduate student programs. Graduate students are
preferred by stamip technology companies for part time employmestause of their intelligence,
flexibility, low cost and quality of work. Universities are also centres of creative thought and
innovation, and create cultural islands within regions attractive to those well educated and interested in
culture and the arts.

Nodes of Technology

In discussions with Croatian government representatives, regional development organisations and
USAID, the consultants were apprised of technology commercialisation activities in Split (the

L Discussion with BICRO management, May 20, 2007, during the study visit.
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Mediterranean Institute for the Life Sciencasprivate research facility funded by larger technology
companies in Croatia; Bjelovar (energy generation through geothermal system/interest expressed by
Siemens) ; Varagdin (informatics/ Microsoft Techn
marire engine model); and, Zagreb (Barr Pharmaceuticals interest in making its recent Croatian
acquisition, Pliva Pharmaceuticals, an outsourcing centre for #sci@ace research).

Technologyparks

Most technology parks in Croatia are really incubators, lsitogildings serving small and
growing technology companies. Most, if not all, have outgrown their space and desperately need
expansion room. Both Zagreb Technology Parkdradr agdi n Technol ogy Par k &
capacity with companies and both have long waiting lists of teffants.

The Zagreb Technology Park was created by Koncar, a large electrical engineering and product
development company located in Zagreb. ¢tvisted a building and a manager some years ago to help
commercialise inventions created by its engineers who were being laid off as part of the overall
shrinkage in manufacturing at Koncar and throughout the Balkans. The Zagreb park is currently
managed by former Koncar engineer and has five engineering students who act as advisors to the
small companies in the building (16 at present).

The Park is now owned by the City of Zagreb which purchased it a few years ago from Koncar.
One of t he Pual pragsamseasnthe rcreapion efrentrepreneurial business teams between
male students from the nearby School of ElectroTechnics with female students from a School of
Economy to brainstorm and develop real products from idea through manufacturing artd then
marketing and sales. Funding for this program comes from the EU. Most of the companies in the
Zagreb Park are either developing CIT or electrical enginedasgd technologies, some of them
from Koncar. Koncar recently gained some large contractstioild electromotive diesel engines for
Serbia and other nearby countries.

The other operating technology park the cons
north and east of Zagreb. Varagdin iDAN)allasge t he
regi onal economic devel opment <coalition encompa
a staff of 10. DAN focuses on Foreign Direct Investment (FDI), new business creation and export
development. Its technology focus is on Ifipagh it has a strong food, textile and wood products
emphasis, including some research support.

The region is home to the Varagdin Technol o
Agency and another tech park in Bjelovar to the southeast. There aexappmat el y 17 RD,
Croatia and more are being encouraged by both thé ®hich provides funding to many of theim
and the federal government as well. Varagdinos
plans for new entrepreneurs as welhatp entrepreneurs apply for federal government grant and loan
programs. It also assists businesses and governments within the region to apply for EU funding and
assists companies in finding competent employees through its workforce programs. The®raddis
jointly by the City ofVar agdin and the University of Applie
Electrical Engineering.

One unusual entity in Va-TeshpaogynCertrs, a tramieg akd c r o s
information centre, sponsored by Microsoft, with similar offices ughmut Eastern and Central
Europe. These centres work with local software entrepreneurs, showing them Microsoft approaches to

#Discussions with Zagrebanlar afjdec hnol ogy Par ksd® management during
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software development, training others who want to become software developers, and sponsoring
business development seminars. Thatfeeis currently planning to create its own software incubator.

The Microsoft Centre building includes classrooms and a large conference room; work stations with
modern equipment; high speed Internet connection, wireless LAN and HP Proliant ServeiS@ad ClI

Systems network equipment. This is not a totally charitable undertaking by MicitisefCentre
provides Microsoft a Awindow on technologyodo, tap
talent pool before anyone else has had a chance toeseadtv ideas. Centre staff also looks to bring

young software designers to work cooperatively with more mature software developers and vendors,
including Microsoft itself.

The two technology parks above seem to both have good private sector managepieadt co
with strong programmatic underpinnings. Unfortunately, both parks have run out of space. The
Varagdin Par ki mosiysICT3cbmpdniesnand thes Zagreb Park building houses 16
companies focused primarily on electrical engineering.

Weaknessg and Threats
Federal Programmes

The major difficulty entrepreneurs have with Croatian federal government programmes
supporting entrepreneurs is the existence of many different SME programmes coming out of at least
three or more ministrieé usually withno seeming coordination or interaction. Evidently there is a
AMinisteri al Council, o0 that meets informally onc
but there does not seem to be a formal process to connect entrepreneurial policies andg program
between the ministries. The one entity that seems to have a clear federal mandate to promote
technologyled economic development is BICRO, the Croatian Business Innovation Centre. Though it
has an interesting set of programmes aimed at growing new teghimorograms, it is a very small
agencyi overshadowed by such larger bureaucratic systems like MEte has too few resources to
spread across a growing number of techndlegy companies seeking help in building new
businesses.

Though there are a nimar of federal programmes aimed at entrepreneurship, few of them focus
on technologybased economic development, other than BICRO programmes. There is one
programme in MELE that directly targets technology companies. It provides small grants along with
suksidised rent in a nearby entrepreneurial or high technology centre. It also provides shared cost
consultancy support for five years to individual technology entrepreneurs. Though the programme
names ICT as its focus, it also allows for other kinds of teldigy-based companies to participate.

This programme can be beneficial, but much depends upon the quality of the consultants made
available by the Ministry. In meetings with various business groups the consultants found little praise
for the current groupf consultants being made available by MELarticularly those consultants
involved with technologypased business development.

Another MELE programme provides grants to incubators and technology parks. Both MELE
programmes require at least seven, if mare, complex documents that must be provided by any
entrepreneur, incubator or tech park seeking help. For example, applications to fund entrepreneurs are
first reviewed by a special committee appointed by the Minister of MELE. If the committee agrees
with the funding request, it goes to the Minister for his personal approval. A second related program to
fund incubators and tech parks requires applications to first go to a different comimittes
appointed by the President of HAMAG. If the committeeeagr it then goes to the HAMAG
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President for his or her final approvalA general complaint made by SMEs and others involved in
economic development is that MELE still focuses on directly managing programmes (see above) ,
rather than developing and segtipolicies.

There are also financing programmes managed b
financing through interest rate subsidies and loan guarantees. These programmes are not only
complicated extensively by the bureaucratic requirementsasimailthe programmes above, but they
have a problem that tends to make the programs very difficult to use. A bank must first be willing to
make a loan to an entrepreneur in order for the loan to be submitted to the government for interest rate
write-down a guarantee. Unfortunately, the current policy at Croatian banks is to not make loans
without hard collateral as security. So most entrepreneurs never get to ask for guarantees or loan
subsidied they are many times turned down by the bank at the vergrioag of the process. There is
also the added problem that banks will not accept intellectual property as collateral, and most
techgflogybased entrepreneurs have little or no other collateral to guarantee their repayment of the
debt:

HITRO, Croatian Prgramme for Innovative Technological Development

One federal programme that was mestopgsihoompedd faosr
helping new businesses get started was HITRO. Its responsibilities are to 1) foster science and industry
cooperation;2) revitalise industrial research and development programmes; and, 3) encourage
commercialisation of research results. HITRO operates with a government owned, private financial
partner, FINA, an outgrowth of the Social Accounting Service under the predogmlist
government. HITRO is also part of the federal government, but works directly for a State Secretary
and does not operate through any ministry. Its function is to help new businesses to incorporate or
form limited liability companies by shepherdithem through the many bureaucratic mazes that are
required to register a business in Croatia. Neither HITRO nor FINA were mentioned by interviewees
and there was no consultant contact with any of their representatives. The level of impact of HITRO
and FNA on the success of SMEs and technotbgged companies is unknown.

Croatian Universities

We spoke of the strengths of the five Croatian universities earlier, especially the University of
Zagreb. Unfortunately, there does not seem to be a clearly stgeddiructure in Croatia dealing with
intellectual property rights and ownership. There also appears to be a general lack of university
technology transfer policies at Croatian universities or staff to implement them. As mentioned earlier,
even US univeities find it difficult to encourage and manage commercialisation of university
technologies. In some cases, such activities are punished rather than rewarded within US university
systems because some administrators feel commercialisation somehow takeswagn from a
uni versityés two major missions: research and
clarifying ownership of intellectual property and without a governmental directive to universities to
actively engage in technology transfiw new university research products will have a chance to see
the marketplace.

“MELE programme translation: Project of HAEntreprene
2007; The Project of AEntrepreneurship of Target

4 Discussions with @Bamber of the Economy, BICRO, USAID and others, during the study visit.
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Regional Development Agencies and Technagbagls

RDAs seem to be working more effectively because of their strong local leadership. But does
Croatia want 17 regions compediwith one another for the few economic prizes that will either move
to Croatia or expand there? Though the US has 50 states, some of them as large as Croatia, it is not
unusual for two or more states in the US to vie with each other in luring a majoongcon
development project like a new Toyota plant, matching and raising their subsidy offers, with the
poorer state usually offering the higher subsidy. Such squabbling over a new project is roundly
criticised by many in the US, but local and state politezpiire the game to continue, until someone
wins. Such bidding wars could be dangerous for the Croatian nation, especially if it creates long
standing enmity among and between regions, not to mention the power it gives industry over the
government.

Regioral agencies can be efficient and effective, but they need a national policy to guide them. If
there is an opportunity to bring a Toyota plant into to Croatia, there should be a national effort to first
get it into the country, and then the national goveminwould work cooperatively with the RDA
where such a plant could be most strategically placed. Whether the RDAs would find such a process
agreeable in unknown since each region seems to be seeking foreign direct investment within their
own boundaries.

As noted earlier, Croatian technology parks are really incubators. They will only truly become
parks when they begin generating enough economic activity that private developers will want to build
new, multitenant buildings to capture the growth of expagdincubator companies and when
international companies agree to expand within them. This kind of real estate investment is not that far
away in places |like Zagreb or even Varagdin or ¢S
Bjelovar or other pmarily smaller and more rural Croatian counties. It will be mostly the universities
and urban centres that will determine where expanding technology parks will grow because the
universities have the smart people technology companies require and theemtyas are where an
educated workforce is more likely to want to live.

To complicate even more the regional development agency movement in Croatia is the recent EU
division of Croatia into three economic and demographic regions; opening up the posiétilihese
inewd regions may spawn | arger RDAs and may deve
with their regional demographics and economies. Whether that will occur is unknown, but discussions
between the federal government and the EU shialdel place about such an eventuality.

Education and Human Resources

One serious deficit not discussed much with th
technical workforce. That lack will make it very difficult for Croatia to compete sas@dsin the
Ainew economyo which requires a hi g-basddeompahiesof tr ai
Outside of those Croatian regions with universities, polytechnics or other technical schools and
colleges, there does not seem to be enoughahucapital within Croatia to support a growing
technology sector into the future. To counter this, the Croatian primary and secondary education
systems will need to dramatically be improved if Croatia can hope to compete in this new, global
economy. Everraftsi which do not require a highly educated workfofcare not without growing
competition from China, India and Oceaniabds i nexf

MELE does sponsor some classes on entrepreneurship in Croatian schools and stererdae

be a growing number of IT workers in urban areas like Zayfebr a § d i ni batnhdt grBvwih is t
being matched, if not surpassed, in other places in Eastern Europe as well as in Asia where computer
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and software technologies are strongly supported by government, Estonia being the most visible in
Central Europe. fatia is vulnerable to being left behind in the race to adapt to the rapidly changing
economyi especially in the commercialisation of applied technologies and the corollary development
of a technicallytrained workforce. This workforce issue needs tahoeoughly studied by the federal
government with strong participation by technology companies, the ultimate customer for a broadly
educated population. Without a competent workforce, techndlaggd economic development will
diminish rather than increase

Examples of Good Practices in Croatia

Exampl es of fAgood pr ac-based enrapreneurs agedew inCroatim fnp t e C
evaluating the programmes on the federal level, mostly developed and applied through MELE and
HAMAG, it was clear that mtrepreneurs found most of them extremely tocoasuming and difficult
to access, or found them unsuited to the special needs of techbalegy companies which mostly
require access to seed capital and mentoring by experienced businesspeople or Isuccessfu
entrepreneurs. Though HAMAG is attempting to improve its implementation of these programmes
including improving the training of more consultantsost efforts will be of little help to technology
entrepreneurs as long as there remains a lack of nseamidrexperienced business advisors to become
directly involved with technology SMEOG6s. MEL E
government bureaucrats who have |l ittle under st e
consultants were toldhat field operatives from these agencies who are supposed to deliver
government programmes at the local level have little or no training, or do not understand the added
complexities of dealing with a technology stapt business.

BICRO

BICRO, on the othehand, is a government agency with usable progranimemst funded
through the EU/ that are designed specifically for technology entrepreneurs, e.g. access to seed
capital, provision of experts in market analysis and business planning, access to méators w
understand their business and can advise and help these companies, etc. BICRO has this expertise
because its management comes from the private s
that needs to be expanded and strengthened. It is @mgrérsonnel and money and hopefully the
involvement of the EU will find ways to provide more of both.

Development Agency Northakdar agdin Technol ogy park

There are concentrations of technological entrepreneurship, as we discussed earlier, primarily
within the Zagreb region and in a few wurban ai
Zagreb there are wethanaged incubatonsroviding services to young technology companies. Both
these incubators/technology parks are filled, but providing additional space is expensive and the
government programmes of MELE do not have enough resources to make major capital investments in
new failities without making such resources available to other regions as well. However, the regional
impact of DAN and thev ar agdi n Technol ogy Park are excell
developing a regional strategy for technolddgp s ed gr owt h. The Varagdin/ D
rest of Croatia to follow.

Teachingyoungentrepreneurs

Most students in the Croatianwdtion system usually do not learn about entrepreneurship until
well into their secondary education phase. And even then, much of it is taught as -achafbér
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subject® Though the Zagreb Technology Park has little space and is hidden away in an older
industrial area, it has an understanding of the bigger picture that needs to be made clearer to the
national government.

Here the park serves its purpose as a centre of innovative thinking developed over many years in
helping young, technicallyjninded entepreneurs to develop new products and processes. But it does
not focus only on new businesses. Rather, it has taken on the difficult assignment of making
entrepreneurship understandable and important to young studemdsh male and female. By
matching egineersto-be from the Elektrotechnicka Skola in Zagreb and businessworran ftom
the Katarina Zrinski School of the Economy, and showing them how to jointly create a product,
market it and sell it is a small but important template of what the natjoratnment needs to do on a
larger scale within its educational system. Teaching entrepreneurship early is probably never early
enough;in the US a number of high schools are now integrating gnetneurship into their curricula
for graduating seniors. Anthost US graduate business schools have seen a major shift of career
choices among their studeniswith many of them looking for advanced degrees in business
entrepreneurship rather than in management or marlk&fifige programme at the Zagreb Technology
Park referenced above is certainly one of Croati e

Policy recommendations

Based on the analysis of strengths, opportunities, weaknesses and threats, five main policy
recommendations are made below:

e Identify technology niches in Croatianuniversities and existing techriogy-based
companies and focugovernment attention and resources on the strongest.

Seeking to generate technology entrepreneurship throughout all of Croatia at the same time is
impractical and a waste of scarce resourdethd federal government is to effectively support the
growth of technologybased entrepreneurship, it should determine where such policies and programs
will have the greatest chances for success and focus existing resources on them. Currently it appears
that the federal government 6s technology policies
scattered technology or entrepreneurship zones and pnogsathat are not focused on particular
geographical locations or existing strengths of universitids@chnologies

If this were done, the government could then target scarce mentoring and financial resources on
those areas of technology and entrepreneurship that are strongest in both university labs and within
private industry, e.g., pharmaceuticalsipshuilding technologies, IT and CIT, alternative energy
systems, and advanced materials to name a few. Federal programs could then be concentrated in those
areas of the country where there are major research universities with strength in some of these
tedhnologies as well as applied engineering curacuhulti-disciplinary research programs and a
trained technology workforce. In technolebgised economic development it is many times more
important to do a few things well than many things poorly.

e Move fedeal technology program delivery out to regional development agencies and put
all technologybased entrepreneurial support under one agency or ministry.

% EUROPEAN CHARTER FOR SMALL ENTERPRISESuestionnaire 2003

% Northwestern University Kellogg Graduate School of Management curriculum; 20,
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As we have seen, most current federal technology and entrepreneurship programs currently suffer
from ladk of resources and apparent diffusion across a number of ministries, each with layers of time
consuming bureaucracies. As a result, many people feel that these programs and policies need to be
simplified and integrated into a single business supportrayistne managed by a single government
agency. In addition, these programs need to be made readily accessible to entrepreneurs and other
clients at a regional level and need to be implemented by experienced entrepreneurs and business
people.

By placing al federal technology and entrepreneurship management under one agency, clients
could be more easily tracked and helped through an integrated business development support system
t hat could include Aproof of c 0 n cang finanding.slrt r at e ¢
addition, the success or failure of such an integrated strategy could be more easily measured and
modified to account for changes in business development strategies and resource needs and
availability.

The agency that appears to havertiust ability to implement such an approach is BICRO which
currently provides mentoring and small amounts of seed capital to techii@eggt entrepreneurs. In
addition, BICROstaff also has privateector experience in building new technologgpanies.

e Develop and gain approval for a national science and technology growth strategy that
would create intellectual property rights to discoveries by university researchers and
entrepreneurs

It does not appear that there are adequate protections for sciestifivaties made in Croatia.
Without some means of granting ownership of technology innovations to entrepreneurs and university
researchers who develop new technolbgged products, there will be little interest in pursuing
technology commercialization. @h protection must be created at the highest levels of government
and be a crucial part of a national Croatian science and technology policy.

That strategy should also include a clear statement from the central government that encourages
the commercializédn of technologies by stasponsored universities, in addition to their other two
missions of research and teaching. Universities are rapidly becoming a major economic development
force in the United States as state governments look to them as a sburcefimmew econon
businesses...

e Reform banking and financing laws and create seed capital through tax incentive

As noted earlier, the current business financing policies of the federal government are difficult to
implement because current legislation does adlow banks or investors to quickly recapture their
investment if a company fails. Because of this impediment manyugtastbmpanie$ particularly
technologybased companidsfind it almost impossible to gain financing through regular banking or
equty channels. Though the federal government has done what it can in providing both guarantees and
interest rate subsidies, most banks will not lend without collateral and most seed and venture
capitalists w ill shy away from high risk investments. Apprdgrikegislation will be required to
encourage equity investments in sigttechnology companies.

Seed capital is the lifblood of entrepreneurs and technoldmsed company growth.
Unfortunately there is little seed capital available in Croatia, otlagr$bme funding that has begun to
be provided by the EU to the ministries and organizations such as BICRO. The federal government
should consider enacting tax credits or some other form of incentive to encourage the formation of
earlystage seed capitalfud s i n Croati a. Both the central goVe
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