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1. CAS Data 
Country: CROATIA 

CAS Year: FY05 I CAS Period: FY05 - FY08 

2. Executive Summary 

(0 
Dbjective of the FYO5-08 CAS and its 2007 Progress Report, which are evaluated in this review, was 
to assist the Croatian government for successful EU accession. The strategy was highly relevant: it 
was centered on four pillars, or subobjectives, all designed to support reforms to turn Croatia into a 
dynamic and competitive economy so as to facilitate entry into the EU. The core of the proposed 
assistance program was a series of three programmatic adjustment loans with complementary 
investment lending to support specific sectoral objectives. On the whole, progress was slower than 
anticipated as the government had difficulty implementing some of the reforms. 

(ii) Under the first pillar-maintain macroeconomic stability-the focus was on reductions in public 
spending to sustainable levels. But elections in 2007 led to a surge in spending which together with 
political resistance to subsidy reductions kept the challenge of achieving fiscal sustainability very much 
alive. On the other hand, the bases for improved public expenditure management were put in place. 
The outcome for this pillar is rated moderately unsatisfactory. 

(iii) 
The privatization process is off to a good start, there has been a significant reduction in the cost of doing 
business and sharp growth in container traffic through the ports. Fixed Investment grew from the 
equivalent of 28.1 percent of GDP in 2005 to 29.8 percent in 2006. Still, greater improvement is needed 
in the efficiency of public administration, judicial system and railways. The outcome for this pillar is rated 
moderately satisfactory. 

(iv) Achievements under pillar 3-broad participation in growth-were disappointing. High 
completion rates in education and good health outcomes were offset by major shortcomings in 
reaching other CAS objectives. Modernization of the outdated education system fell short of target, 
including planned reductions in the share of vocational school enrollment in secondary education and 
in the percentage of students in multi-shift schools. There was no improvement in targeting of social 
benefits, and the planned increase in the share of spending for primary health care was less than 
expected. The outcome for this pillar is rated moderately unsatisfactory. 

(v) The focus of the CAS under pillar 4 - sustainable natural resource management - was on 
environmental management capacity, wastewater and water supply management, and energy 
efficiency. Significant improvements in environmental management have taken place and the 
government has developed a strategy for meeting the Kyoto protocol, thereby meeting the CAS 
objective. The outcome for this pillar is rated satisfactory. 

(vi) Giving equal weight to the four pillars, IEG rates the overall outcome of the program as 
moderately satisfactory and the Bank's contribution to this outcome as moderately satisfactory. 

(vii) The prime finding from this review is that delays and inaction resulted from the excessively 
complex nature of the CAS with its involvement in a wide range of issues. With EU accession in the 
background and the driving force for reform, Bank strategy implementation is likely to be much 
smoother if selectively focused on reforms which the country is ready to implement, together with AAA 
to help underpin the reforms. 

Negotiations for EU accession were opened for Croatia in October 2005. The overriding 

Progress was made towards the objectives under pillar 2-sustainable private sector growth. 
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1. Croatia applied for EU membership in February 2003 and in June 2004 the European Council 
granted Croatia candidate status. Accession negotiations were opened in October 2005. The primary 
objective of the FYO5-08 CAS, which was discussed by the Board on December 21,2004, was to 
assist the Croatian government for successful EU accession. The CAS was prepared in close 
cooperation with the government and was in line with Croatia's development strategy expressed in the 
government's "2003-2007 Mandate". Consultations with civil society and the private sector were also 
included, and close coordination was established with the European Commission Delegation to help 
the country meet EU accession requirements and absorb EU assistance. 

2. 
subobjectives, designed to turn Croatia into a dynamic and competitive economy. The four pillars 
were: macroeconomic sustainability, sustainable private sector-led growth, broad participation in 
growth, and sustainable natural resource management. The pillars addressed both the major issues 
facing the Croatian economy at the time as well as major structural obstacles to be removed in order to 
make EU accession successful. Though not strictly a results-based CAS, it included a results matrix 
with key outcomes and intermediate indicators/milestones. The links between milestones and CAS 
outcomes, however, was often unclear and weak. Furthermore, while the CAS included 37 outcomes 
only four of these were quantified. 

3. The centerpiece of the proposed lending program was a series of three programmatic 
adjustment loans (PALs) with complementary investment lending to support specific sectoral objectives. 
There were three lending scenarios (low, base, high case) with well-specified triggers for moving from 
one case to the next. The CAS was somewhat overoptimistic and the first PAL was delayed as progress 
in the steps towards entering EU accession negotiations was slower than expected. On the other hand, 
the start of these negotiations in October 2005 led to some adjustments in the Bank's strategy detailed in 
the 2007 CAS Progress Report (CASPR). While the CAS pillars and outcomes remained valid in the 
CASPR, there was now increased emphasis on urgent actions that needed to be taken prior to 
accession, in the areas of judicial reform, modernization of tax administration and the environment. 

In view of the above context, the CAS was highly relevant: it was centered on four pillars or 

I Overview of CAS Implementation: 

Lending 

4. The CAS base case proposed lending program totaled US$1,064 million over FYO5-08, slightly 
more than half of it for development policy lending: three programmatic adjustment loans (PALs) and a 
growth policy support loan in FY08, following the PAL series. However, initial difficulties in meeting the 
triggers to move from the low to the base case (a satisfactory macroeconomic framework, policies to 
strengthen the business environment, sustainability and improved quality of social services) led to early 
delays in the lending program. With the delivery of PAL I in September 2005 the triggers were met. As 
shown in Annex Table 1 there were further delays in later years, including for newly included projects 
in the CASPR. In the end, actual lending was close to the proposed base case level but somewhat 
different in composition. There were 2 PALs (about 40 percent of total lending) and investment 
operations in a variety of sectors, especially in education sector development, trade and transport 
infrastructure, tax revenue administration, water and wastewater services and flood protection. 
Despite these delays and adjustments in the lending portfolio the thrust of the strategy remained 
unchanged and focused on policies and reforms to facilitate EU accession. 
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Outcome Indicators and Portfolio Risk 

5. 
2elow ECA and Bank-wide averages. However, in terms of amount committed, the percent with 
satisfactory outcomes was 84, similar to ECA and Bank-wide averages. 

Six projects exited the portfolio during FYO5-08, four of which had satisfactory outcome ratings, 

5. 
sommitments were at risk. A portfolio improvement plan in FY05 addressed some of the major issues 
(complex project design, weak implementation capacity, lack of familiarity with Bank procedures), which 
enabled five unsatisfactory projects to be upgraded during FY05. A Joint Portfolio Review in FY06 helped 
resolve newly emerging project problems. Subsequently, the government made annual reviews of all IF1 
portfolios a statutory requirement, which appears to have yielded results. By FY08 only 8 percent of 
commitments in the Bank's Croatian portfolio was at risk, better than ECA or Bank-wide portfolios. 

Portfolio performance improved significantly over the CAS period. In FY04, 38 percent of 

Non-lending Services 

7. 
unplanned items were added. Two ESW, a CEM and an ICA, slipped to FYO9, and three items were 
dropped. As EU accession efforts accelerated, the Bank intensified its dialogue with a cross section of 
society to strengthen government ownership of its strategy and proposed reforms. ESW of particular 
importance were the Public Finance Review, which laid the basis for the government's efforts at expenditure 
reduction; preparatory work for the Investment Climate Assessment, which helped the government identify 
and address prime obstacles to business development; and the Living Standards Assessment which laid 
the basis for the government's strategy and plan for reform of social benefit spending. 

With a few exceptions, the program of 11 items of ESW was delivered as planned, and several 

Overview of Achievement by Objective: 

Pillar 1 : Maintain Macroeconomic Stability 

8. The primary objectives of the CAS under this pillar were to reduce public spending to 
sustainable levels and improve public expenditure as well as debt management. The key lending 
instruments were the two PALS (FY06 and FY07). Supportive economic and sector work included a 
FY07 Public Finance Review and a FY03 Health Finance Study. 

9. 
was reduced from 11 percent of GDP in 2003 to 9.6 percent in 2007, it remained high by international 
standards and its fiscal sustainability (the non-quantified target in the CAS) remains questionable: total 
public expenditure declined only marginally and at around 48 percent of GDP in 2008 is some 10 
percentage points higher than in the EU new member states. Progress in reducing the level of 
government subsidies,-especially to railways and shipyards, was limited. While the CAS called for a 
steady reduction in absolute amount, subsidies declined in 2006 but then rose again in 2007. 
Similarly, while there was progress in reducing health sector expenditures as a share of GDP (from 
6.4 percent in 2004 to 6 percent in 2007) arrears created by hospitals are sizeable pointing to the need 
for further reform to make the system financially sustainable. The planned rationalization of cash 
social benefits was attempted but failed: the share of targeted programs remained low, declining from 
9.3 percent in 2004 to 8.0 percent in 2007. On the other hand, progress was made in reducing 
sector investment from the very high pre-2005 levels. In sum, progress towards the goal of 
strengthened fiscal sustainability has been exceedingly slow, partly because of political difficulties in 
reducing subsidies and partly because of increased public spending associated with elections in 2007. 
The Bank was probably overly ambitious in setting these public spending objectives, given the political 

Public Spendinq. The CAS outcome targets were several. While the public sector waae bill 
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circumstances in the country. On the other hand, tax and other government revenues grew over the 
period, government expenditures declined, as did the general government deficit (from 4.8 percent of 
GDP in 2004 to 2.3 percent in 2007). However, important expenditure cuts targeted in the CAS were 
not achieved. The general government debt (including both domestic and external debt) declined from 
43.3 percent of GDP in 2004 to 37.9 percent in 2007. 

10. Public Expenditure Management. Recommendations from the Bank's Public Finance Review are 
being implemented selectively which should lead to strengthened budget management and execution. 
Apart from this milestone, other examples that strengthen public expenditure management are: adaptation 
of GFS 2001 standards, the roll out of the Treasury Single Account, better control of arrears, improvement 
in the rules and relevance of multi-year budgeting, establishment of audit units at central government units, 
enactment of the Law on Financial Management and Control Systems in the Public Sector, appointment of 
controllers to all line ministries. These measures have yet to produce outcomes. 

11. 
approved and has been implemented since 2006. In part as a result, the government's external debt 
declined from 25.3 percent of GDP in 2004 to 17.7 percent in 2007. However, total external debt (the 
target of the CAS) increased from 80 percent of GDP in 2004 to 87.8 percent in 2007, remaining a 
potential source of vulnerability. 

Debt Management With Bank support, a medium-term debt management strategy was 

12. IEG rates the outcome for this pillar as moderately unsatisfactory. 

Pillar 2: Sustainable Private Sector-led Growth 

13. 
sector development by addressing several issues: inefficient loss-making enterprises; the high cost of 
doing business; an inefficient public administration; and an inefficient judicial system. While past private 
sector growth has been solid, supported by substantial foreign direct investment in privatizations and 
recapitalization of banks, greenfield investment has been limited because of the above constraints. 
Lending support for this pillar included, apart from the two PALS, a large number of projects, especially a 
FYOI Court and Bankruptcy Administration project, a FY03 Real Property Registration and Cadastre 
project, the Rijeka Gateway project, a FY06 Science and Technology project, and more recent projects in 
Trade and Transport (FY07); Judicial Reform (FY08), and Revenue Administration (FY08). Important 
Economic and Sector work are ongoing reports on EU Convergence and the Investment Climate. 

The primary objective of the CAS under this pillar was to improve the environment for private 

14. 
Fund has progressed, though it is likely to fall somewhat short of target. Moreover, progress towards 
divestiture of the Croatian Railways has fallen far short of target. And, as mentioned earlier, subsidies 
to loss-making enterprises remain excessive. 

lnefficient Loss-making EnterDrises. Divestiture of assets held by the Croatian Privatization 

15. 
outdated legislation and reduce barriers to do business. As a result, Croatia's ranking in the Global 
Competitiveness index improved from 61 in 2004 to 57 in 2007. A measure of the private investment 
climate, i.e. the EBRD transition indicators for 2007 place Croatia on par with the EU's most recent 
entrants, Bulgaria and Romania. There has also been sharp growth in container traffic through the ports 
of Rijeka and Ploce, which was a CAS outcome target. The time to register property has declined from 
3-4 years to less than 6 months. Gross fixed capital formation increased from the equivalent of 28.1 
percent of GDP in 2005 to 29.8 percent in 2006. 

High Cost of Doing Business. The Government undertook a number of steps to abolish 

16. lnefficient Public Administration. Progress in this area is difficult to judge. Of the outcomes 
sought, a reduction in the public wage bill was achieved, as mentioned earlier, and public financial 
management systems and procurement were aligned with EU standards. Bank support through the 
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>AL program helped the government to depolitize the civil service. On the other hand, there is limited 
2vidence of increased public satisfaction with the civil service, of more robust socio-economic analysis 
3eing incorporated in a majority of legislative proposals, or of impact of the revenue administration 
nodernization program. 

17. 
zase backlogs has been reduced by more than planned and measures have been introduced to 
achieve greater accountability and professionalism of judges. The pilot mergers of misdemeanor courts 
iNith municipal courts did not achieve the desired efficiency results. The EU 2007 Croatia Progress 
Report notes that severe shortcomings in the functioning of the judiciary remain. 

Inefficient Judicial System. Some progress has been made in this area. The number of court 

18. On balance, some significant advances have been made towards strengthening the private 
investment climate, especially through reductions in the cost of doing business. Greater improvement 
is needed in the railway sector, public administration and judicial system. IEG rates the outcome for 
this pillar as moderately satisfactory. 

Pillar 3: Broad Participation in Growth 

19. The focus of the CAS under this pillar was on the outdated education system, inefficiencies in 
social assistance, health outcomes, and regional disparities. Project support included a FY99 Health 
System Reform project, a FY05 Social Protection project, and an Education Sector Development as 
well as an Agriculture Acquis Cohesion project, both in FY06. Important economic and sector work 
included the FY07 Public Finance Review and the FY08 CEM. Also, a Regional Living Standards and 
Development study in 2006 provided information and analysis. 

20. 
were well above target, curriculum reform has been initiated, and student assessment results are in 
line with EU comparators. On the other hand, the expected CAS outcomes of reducing the share of 
vocational school enrollment in secondary education as well as reducing the percentage of students in 
multi-shift schools were not reached, largely because these goals were overly optimistic. The Bank's 
FY06 education project contained more realistic objectives. 

Outdated Education System. Outcomes were mixed. Primary and secondary completion rates 

21. 
this area. Croatia's very low labor force participation rate has remained, there has been no 
improvement in targeting of social benefits, absolute poverty was unchanged during the CAS period, 
and action on labor dislocation as a result of divestiture or civil service rationalization is still pending. 

lnefficiencies in Social Assistance. Little or no progress was made towards the CAS targets in 

22. 
average for new EU member states. However, these outcomes have come at a high cost: in 2003 
health expenditures were the equivalent of 8.2 percent of GDP, rising to 8.4 percent by 2006. The 
main milestone towards the CAS objective of improved quality of and access to health care was an 
increase in spending for primary health as a share of total spending: the 16.1 percent share in 2006 
fell well short of the target of 18 percent. 

Health Outcomes. Croatia has achieved very good health outcomes, comparable to the 

23. 
disadvantaged and war-torn areas were important objectives. Not much has been achieved except for 
plans, strategy development and capacity building to implement strategy. There has been some 
progress towards aligning legislation with the EU acquis in the agricultural sector as a step towards a 
more competitive agricultural sector. 

Regional Disparities. Rehabilitation of areas affected by closure of large enterprises and of 

24. 
the outcome for pillar 3 as moderately unsatisfactory. 

On balance, there have been significant shortcomings in the above outcomes, and IEG rates 
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Pillar 4: Sustainable Natural Resource Mananement 

25. 
management and water supply, and energy efficiency. Bank assistance took many forms, including 
Environmental TA, a FY04 GEF Energy Efficiency project, a FY04 Coastal Cities Pollution Control 
project, a FY05 GEF Renewable Energy Resources project, and a FY06 District Heating project. 

26. 
involvement of the Bank. In particular, the legislative and regulatory framework was strengthened in 
line with the EU acquis. The Bank did assist in training and capacity building. 

27. 
wastewater management and water pollution control, much of it a result of Bank involvement. A water 
management strategy was adopted for water supply, water coverage and wastewater treatment. Two 
quantified outcome targets in the CAS (wastewater collection coverage and public water supply 
coverage) were dropped in the CASPR and CASCR. 

28. 
including identifying targets and goals, thereby meeting the CAS outcome objective. 

29. 

The focus of the CAS under this pillar was on environmental management capacity, wastewater 

Environmental Management Capacifv. Progress was made in this area, much of it without 

Wastewater Management and Wafer Supply. There have been substantial improvements in 

Energv Efficiencv. The Government has developed a strategy for meeting the Kyoto protocol 

IEG rates the outcome under Pillar 4 as safisfacforv. 

Achievement of CAS Objectives 

Obiective A: Maintain 
macroeconomic stability NA 

Obiective B: Sustainable 
private sector-led growth NA 

IEG Rating 

Moderately 
Unsatisfactory 

Moderately 
Satisfactory 

Explanation I Comments 

Progress towards fiscal 
sustainability has been slow 
because of political resistance to 
reduction in subsidies and 
increased public spending 
associated with elections. Steps 
are being implemented to 
strengthen budget and debt 
management. 

The Government undertook a 
number of steps to abolish 
outdated legislation and reduce 
barriers to do business, thereby 
strengthening the climate for 
private sector investment. 
Enhancing efficiency in public 
administration, judicial system and 
enterprises is still needed. 
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Obiective C: Broad 
participation in growth 

Obiective D: Sustainable 
Natural Resource 
Management 

NA 

NA 

Comments on Bank Performance: 

Moderately 
Unsatisfactory 

Several of the CAS outcomes- 
reduce the share of vocational 
school enrollment in secondary 
education; reduce the percentage 
of students in multi-shift schools, 
improve targeting of social 
benefits; increase the share of 
spending for primary health care- 
were not achieved. 

Good progress was made in 
environmental management 
capacity as well as in wastewater 
management and pollution control. 

Satisfactory 

30. With EU accession as the key driver of the reform process, the Bank rightly centered its 
assistance on the PAL program, which allowed for a continued country dialogue on accession issues 
not only with the authorities but also with Croatian society at large, including civil society, 
parliamentarians, and representatives of small businesses and trade unions. Included were policy 
notes as well as workshops to support public debate. Consistent with the lending program, the Bank 
conducted a substantial amount of AAA which served as input for the dialogue with all parties 
concerned. 

31. The Bank also effectively coordinated with the EU as well as with other donors through a 
variety of channels: joint organization of policy workshops, cooperation in selected sectors and 
reform areas, several cofinancing arrangements, and joint preparation of a Country Procurement 
Assessment Report with EBRD. 

32. The design of the Bank's assistance could have been improved. Although this was not a 
results-based CAS, it included a results-matrix. However, most of the outcomes were not quantified 
and often vague (e.g. "improved quality," "sustainability"), and the links between outcomes and 
milestones were often weak or non-existent (e.g. enactment of a law as a milestone towards 
reduction in the wage bill, or a reduction of students in multi-shift schools with no indication of how to 
achieve it.) 

33. Implementation of the lending program was characterized by numerous delays. The 
government had been slow in reform implementation, both because of political resistance to some 
reforms (e.g. privatization, subsidy reduction) and because of excessive spending accompanying 
elections. The Bank should have been aware of the political constraints of the country and planned 
its assistance more carefully to avoid the continuous delays. 
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Outcome 

34. 
While progress has been made it has been slow in coming. Progress was made towards attaining the 
goal of improving the private investment climate. The "cost of doing business" was reduced 
substantially and, although much remains to be done, progress in divestiture and judicial reform is off 
to a good start. On the other hand, progress towards the goal of strengthening fiscal sustainability has 
been very slow, and efforts to broaden participation in growth have faltered, partly because, in 
retrospect, some of the CAS targets were probably overly optimistic. 

IEG rates the overall outcome of the Bank's assistance to Croatia as moderately satisfactory. 

Bank Performance 

35. 
assistance on helping Croatia in its efforts to prepare for EU accession. A continuous dialogue with all 
segments of society and close coordination with the donor community were established to maximize 
the impact of the Bank's efforts. Although the delays encountered in CAS implementation were largely 
a result of political constraints in the country, the Bank should have been aware of this problem and 
planned its assistance more carefully to avoid the continuous delays. In addition, the results-chain in 
the Bank program was often weak (see para. 32). 

IEG rates Bank performance as moderately satisfactory. The Bank correctly focused its 

5. Assessment of CAS Completion Report 

36. 
strategy outlined in the CAS. The analysis is clear. The discussion of progress towards the 
objectives, laid out under four pillars, makes the appropriate distinction between progress towards 
outcomes at the country level and progress at the level of the CAS, i.e. at the level of outcomes 
expected to be influenced by the Bank's activities. Under each pillar there is a good discussion of the 
primary instruments (Bank lending and AAA) which were meant to contribute to the CAS outcomes. 

The CAS Completion Report is well written and researched. Its coverage closely follows the 

37. The CASCR could have put more emphasis on and discussed in greater detail the reasons for 
the continued delays in lending operations or what, in retrospect, appears to have been poor planning 
of the program. It could also have discussed the often apparent weak link between Bank inputs, 
intermediate indicators, and outcomes. 

6. Findings and Lessons 

38. The main finding which follows from this review of the CASCR roughly parallels the findings 
and lessons in the CASCR itself. Implementation of the FYO5-08 CAS suffered from significant delays 
or inaction on several fronts. The primary reason was the excessively comprehensive nature of the 
CAS with involvement in a wide variety of structural issues, centered around programmatic adjustment 
lending. Because the driving force behind reform in Croatia is the prospect of EU accession, EU 
requirements for reform are likely to dominate. Bank AAA will continue to be useful to help underpin 
the reforms. Under the circumstances, the main lesson is that implementation of Bank lending 
assistance is likely to be much smoother if selectively focused on reforms which the country is ready to 
implement, within a clear results-framework, whether through investment or policy lending. 

39. 
portfolio reviews with strong government involvement can help minimize portfolio risks. 

A second lesson from implementation of the Croatia CAS is that a concerted effort at regular 
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Attachment 1 : IEG-IFC CASCR Review/Country Evaluation 





CASCR Review 
Independent Evaluation Group 

Annexes 
11 

Annex T; 

FY 

CAS 2005 

CAS 2006 

CAS 2007 

PR '07 

CAS 2008 

PR '08 

)le 1 : Planned and Actual Lending FYO5-08, Base Case Scenario (US$ mill ion) 

PAL I 

................. .... ..... . ... .. .......... 

PAL II 

enue Administration Modernization 

In addition to the above, of the GEF projects planned during FYO5-08, two were dropped (Zagreb Municipal Nutrient Reduction, 
Sustainable Land Management) and one became effective in FY08: Agricultural Pollution Control, for US$5 million. One unplanned 
GEF project, Renewable Energy Resources, for US$5.5 million became effective in FY05. The Neretva and Trebisnjica River Basin 
Management for US$2.0 million also became effective in FY08. Also operational in the CAS period: Karst Ecosystem Conservation 
Project from FYO2-07, totaling US$4.34 million. 
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The 2004 CAS 
Reform and EU Accession Policy Notes" 

Regional Development and Living Standards 
Public Finance Review 

................................................................................................................................................................................................................................................................r� 

......................................................................... Fiduciary Country Systems Development'/ ." ........................................................................................................................................................... .- 

................................................................................................................................................................................................................. ................................ 
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Planned FY Delivered FY 

2005 2006 
2005 2005 
2006 2006 

2007 

.............................................................................................................................................................. 

2o06 ........................................................ 

I "I ................................................................................................................................................................................................................................................................~� 
CEM (delivered as EU Convergence Report) 
Investment Climate Assessment (delivered as part of EU Convergence Report) 
Fiduciary Country Systems Development 
Reforms and EU Accession Notes 

................................................................................................................................................................................................................................................................‹� 

................................................................................................................................................................................................................................................................D� 

................................................................................................................................................................................................................................................................S� 

I Environmental Manaaement Strateav 2006 
2007 Slipped to 2009 
2007 Slipped to 2009 
2007 Dropped 
2007 Dromed 

Reforms and EU Accession Notes 
The 2007 CAS Prowess ReDort 

, ,  

2008 Dropped 

I FSAP Update I 2008 1 2008 
Unplanned ESW 

Fiduciary TA harmonization (Needs assessment) 2005 
I Decentralization T)oIicv I 1 Dromed 

................................................................................................................................................................................................................................................................[� 
Croatia ROSC Accounting and Audit 

IDF Grant: Capacity B ng for Monitoring Judicial Efficiency 

.............................................................................. " ............................................................................................................................................................................................................................................................. 
Croatia II CG ROSC Assessment Study 
IDF Grant: Enhancing 

Statistical Capacity Building 

....................................................................................... ................................................................................................................................................................................................................................................................�� 
porate Financial Reporting ................................................................................... ................................................................................................................................................................................................................................................................�� 

................................................................................ " ................................................................................................................................................................................................................................................................/� 

. ,  ! .: ............... 
Energy Reforms for Integration 2005 " ............................................................................................................................................................................................................................................................ 
Private Sector Participation Options in Roads (PPIAF) I ..................................................... .............. 

2007' 

2008 

2007 
2007 

2008 

Shipyards and SOE restructuring ................................................................................................................................................................................................................................................................!� I Sida Trust Fund for Support of Public Administration Reform 

TA 
................................................................................................................................................................................................................................................................u� Non-Bank Financial Institutions Integration TA 

FSAP preparation TA 
Environment TA 

................................................................................................................................................................................................................................................................�� 

2006 
2006 

2005 Dropped 
2007 
2007 

Fiduciary monitoring I IndeDendent Procurement Review 

- .  . 
Croatia: needs assessment study for the Roma Education Fund 
Opportunities and options for governments to promote corporate social 

.............................................................................................................................................................................................................................. ~. 

................................................................................................................................................................................................................................................................=� 

Dropped 1 2007 

2005 
2006 

............................................................................................................................ 

I Workinn DaDers I I 

responsibility in ECA - evidence from Bulgaria, Croatia, and Romania 

I/ These were underway at the time of the 2004 CAS. 

Source: Business Warehouse, Controller's Webpage and CASCR. 
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Proj ID Project Name 

PO39161 Railway Modernization and 
Restructuring 

PO48983 
PO51273 

Croatia, 

Approval 
FY 

1999 
...................................................................................................................................................................... 

Eastern Slavonia Reconstruction 
Health System 

........................................................................................................................................................... 1998 
2000 

PO57767 

PO65466 

PO70088 

1999 
.............................................................................................................................................................................. 

TA for Institutional and Regulatory 
Reform for Private Sector Development 
Court and Bankruptcy Administration 
Project (LIL) 
Trade and Transport Facilitation in 
Southeast Europe 

........................................................................................................................... " ................................................... 

................................................................................................................................................................... 

......................................... 
2001 

Region 

2001 

Total Outcome Evaluated Evaluated % Sat (No) 
Total 

(No) ($M) 

Annex Table 3b: Overa l l  Ratings for Croz 

Outcome 
% Sat ($) 

lnst Dev lnst Sustainability Sustainability 
Impact % Impact % % Likely (No) % Likely ($) Subst (No) Subst ($) 

I Croatia I 6 I 188.8 I 66.7 

Source: BW as of July 1, 2008 

ixit F j  

Exit FY 

2005 

2005 
2006 

2006 

2007 

2005 

- 

- 

5-08 

IEG Outcome 

Moderately Satisfactory 
....................................................................................... 
Highly Satisfactory 
Moderately Unsatisfactory 
................................................................................... 

Moderately Satisfactory 
..................................................................................................... 
Moderately Unsatisfactory 

Moderately Satisfactory 

Annexes 
13 

IEG ID 
Impact 

Modest 

Modest 
Modest 

# 

# 

Substantial 

IEG 
Sustain- 
ability 

Likely 

Likely 
Non- 
evaluable 
# 

# 

Likely 

ia, Exit FYO5-08 . 

83.7 I 25.0 I 9 I 100.0 I 100.0 I 
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2003 I 2004 I 2005 I 2006 I 2007 I 2008 

# Proj 10 12 11 13 16 
Net Comm Amt 488.1 495.2 425.3 574.0 1,091.1 
# Proj At Risk 0 5 0 1 0 
% At Risk 0.0 41.7 0.0 7.7 0.0 
Comm At Risk 0.0 188.0 0.0 45.7 0.0 
% Commit at Risk 0.0 38.0 0.0 8.0 0.0 

................................................................................................................................................................................................................................................................K� 
................................................................................................................................................................................................................................................................b� 

................................................................................................................................................................................................................................................................v� 

......................................................................... ................................................................................................................................................................................................................................................................2� 

................................................................................................................................................................................................................................................................h� 

14 

1 
7.1 

68.0 
8.0 

847.,.8... 

Croatia 

Bosnia and Herzenovina 
# Proj 20 20 16 

......... Net " Comm Amt 307.7 379.1 349.5 

................................................................................................................................................................................................................................................................Z� 

........................ .......................................................................................................................................................................................................................................................... 
# Proj At Risk 0 1 4 

................ % At Risk 0.0 5.0 25.0 

................................................................................................................................................................................................................................................................•� 
................................................................................................................................................................................................................................................................X� 

Comm At Risk 0.0 19.8 118.5 
% Commit at Risk 0.0 5.2 33.9 
Romania 
# Proj 22 18 19 
Net Comm Amt 1,313.8 1,242.0 1,395.9 
# Proj At Risk 2 2 0 
% At Risk 9.1 11.1 0.0 
Comm At Risk 130.0 120.0 0.0 
% Commit at Risk 9.9 9.7 0.0 
Serbia 

Net Comm Amt 242.0 352.0 261 .O 

% At Risk 10.0 26.7 5.9 
Comm At Risk 11.5 108.3 20.0 
% Commit at Risk 4.8 30.8 7.7 
Slovak Republic 

................................................................................................................................................................................................................................................................4� 

................................................................................................................................................................................................................................................................•� 
................................................................................................................................................................................................................................................................F� 
.................................................................... ............................................................................................................................................. 

................................................................................................................................................................................................................................................................†� 

................................................................................................................................................................................................................................................................Ÿ� 

# Proj 10 15 17 

# Proj At Risk 1 4 1 

......................................................................................................................................... " ...... " .......... ." ......................................................... " 

................................................................................................................................................................................................................................................................‰� 
................................................................................................................................................................................................................................................................o� 
................................................................................................................................................................................................................................................................j� 
................................................................................................................................................................................................................................................................•� 

16 15 13 
336.5 292.0 231 .I 

4 1 1 
25.0 6.7 7.7 
70.8 10.0 10.0 
21 .o 3.4 4.3 

19 20 20 
1,457.9 1,742.8 1,755.9 

5.3 15.0 
80.0 455.0 217.7 

5.5 26.1 12.4 

18 9 10 
283.5 384.4 430.8 

5 1 0 

42.0 25.0 0.0 
14.8 6.5 0.0 

1 '5, 3 0 3 
.......................................... 

............................................................................................................................................................................................... 

27.8 11.1 0.6. 
" ................... ....... 

# Proj 3 4 

# Proj At Risk 0 0 

................................................................................................................................................................................................................................................................�� 
Net Comm Amt 206.3 104.3 

% At Risk 0.0 0.0 
Comm At Risk 0.0 0.0 
% Commit at Risk 0.0 0.0 

....................................................................................................................................................................................................................... 

................................................................................................................................................................................................................................................................1� 

................................................................................................................................................................................................................................................................�� 

5 6 3 2 
110.7 92.2 23.3 18.9 

0 1 1 0 
0.0 16.7 33.3 0.0 
0.0 4.4 4.4 0.0 
0.0 4.8 19.0 0.0 

~ ..................................................................................................................................... 
................................................................................................................................................................................................................................................................�� 

.................................................................... 

". ........................... ......................................... 

# Proj 
Net Comm Amt 

% At Risk 
Comm At Risk 
% Commit at Risk 

# Proj At Risk 

288 285 276 294 286 279 
14,800.4 14,383.0 15,675.5 16,295.5 16,472.9 17,422.4 

22 50 24 28 26 33 
7.6 17.5 8.7 9.5 9.1 11.8 

1,246.7 2,507.9 1,413.0 1,177.8 1,647.9 2,019.4 
8.4 17.4 9.0 7.2 10.0 11.6 

................................................................................................................................................................................................................................................................U� 

................................................................................................................................................................................................................................................................<� 
................................................................................................................................................................................................................................................................�� 

................................................................................................................................................................................................................................................................–� 

................................................................................................................................................................................................................................................................•� 

Bank Wide 

Net Comm Amt 94,772.5 
# Proj At Risk 218 
% At Risk 15.6 

............. Comm At Risk 14,141.5 
% Commit at Risk 14.9 

# Proj 1,395 

........................................................................................................................................... 

1,346 1,332 1,345 1,347 1,377 
92,554.3 93,211.7 92,888.8 104,190.3 

228 224 188 224 247 
16.9 16.8' 14.0 16.6 17.9 

14,742.1 12,552.7 10,849.8 15,1.75.'6 17,708.6 
15.9 13.5 11.7 15.5 " 1.7.0 .'' 

................................................................................................................................................................................................................................................................'� 97, 790, 5 ............................. 

................................................................................................................................................................................................................................................................¡� 
. "  ..... ............... ........................................................................................................ 

................................................................................................................................................................................................................................................................�� ........................ 

........................................................................................................................................................................................................................... ... 
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jource: Client Connection as of July 14, 2008 
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. .  ~. 
JS$ million 

Calendar years 

olw ODA 
olw OOF 
olw Private 

Source: OECD DAC online database, and Client Connection, retrieved July 7, 2008 

*ODA - Official Development Assistance: Grants or loans to countries and territories on Part 1 of the DAC list of Aid 
Recipients (developing countries) that are: 1) Undertaken by the Official Sector; 2) Have promotion of economic 
development and welfare as their main objective; and 3) Are granted at concessional terms (the loan has a grant element of 
at least 25 percent). " 

**OOF - Other Official Flows: Transactions by the official sector with countries on the List of Aid Recipients that do not meet 
the conditions of ODA or Official Aid eligibility, either because they are not primarily aimed at development, or because they 
have a grant element of less than 25 percent. 
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Annex Table 8: Croatia- Millennium Development Goals 

..... ~ , ~ , b ~ . . S . ~ , ~ , i ~ ~ . ~ ~ ~ ~ ,  .and.l.~.F..onlv,...%..of exao ~ ~ . .  of.~.&.S.,. . .~.~~!., . .~Q~~~~~~..warkars~~ .......... .. , ..... ....... ......... . .. ... .......... .......... ..:., ..... ........... ...... .. ... ....... .... . . . . . ... . . .................. ...... :.:. ... 

.... !ntecna t. users. ..lner..l.aS.Dean~.~~ ...................... ..................................... " ............................ ..,..,,,...,., .. ............................... ....... ..,,.. . .  .. ... ..... ............................ 0,.1 ...... ................. . . 0.3 ... . ... ... . 6 3  .... . ... ..... 21.A 

..... [vl,obi!e.,nhaoe..su~~,~~~~r,~..lner.1OQ..n.~o~!e~ .....,.. ,..... ,.., ..,. .,..... ., ............... ...... ..... ,..........,..... ... .. , ..,. ............................ ......... ....... , .. ...... ,. ............. ... ........................ 0.2 ..... . ....... ............. , I .6 ... .. . .4Q,.Q .... 
TeleDhone mainlines (Der 100 DeoDle) 12.2 16.1 19.5 

, .... I ?.2. 

Source: World Develooment Indicators database 
Figures in italics refer to periods other than those specified. 
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Pillar 1 : Maintain Macroeconomic Stability 

Sustainable level a 
public spending 

:iscally sustainable public wage 
)ill 

:iscally sustainable level of 
iubsidies to public and state- 
iwned enterprises 

:iscally sustainable road sector 
nvestment 

k a l l y  sustainable health 
iector expenditure 

iationalized cash'social 
)enefits 

The public wage bill was reduced from 11 % of GDP in 2003 to 9.6% of 
GDP in 2007, but remains high by international standards. Furthermore, 
its fiscal sustainability remains questionable, Total public expenditure 
declined from 51.3 percent of GDP in 2003 to about 48 percent in 2008, 
but this is still some 10 percentage points higher than in the EU new 
member states, 
Milestones: 
Rationalization of Government administration through adoption of new 
Decrees on Organizational Setting for county offices and the Ministry of 
Health and Social Welfare aimed at the rationalization of staffing based 
on functional review results. 
Milestones: 
i) The implementation of the Enterprise Sector Medium-Term Subsidy 
Reduction plan reduced subsidies from 3.4% of GDP in 2003 to 3,1% in 
2004 and 2.4% in 2006. However, the CAS called for a steady reduction 
of subsidies in absolute amounts; this target is not reached. Instead, the 
overall level of subsidies was reduced to 878 mill in 2006 (based on 
2003 USD exchange rate) but rose again in to 956 mill in 2007. (937 
mill in 2008 budget). 
ii) A Railways restructuring and modernization strategy has been 
agreed upon. The Bank has provided extensive comments on the 
Croatian Railways (HZ) business plan including on proposed 
equipment. HZ has laid off 1628 staff (net) and privatized two 
subsidiaries, 
iii) The working ratio (operating costs over operating revenues) at HZ 
was reduced from 243 at the end of 2004 to 187 in July 2007, but rose 
again to 193 at the end of 2007. 
Milestones: 
A number of efforts were carried out through the Program for 
Construction and Maintenance of Public Roads, which was agreed with 
the Bank. Road sector spending for 2005-2008 amounted to 2.8% of 
GDPlannum, down from the very high pre-2005 levels that exceeded 
4%. There was a decline in new construction spending and a slight (but 
not significant) increase in the share of road maintenance. The 
construction of new roads is tarseted to decline to 1.5% of GDP and 
maintenance will remain stable at approximately 1%. 
While the Croatian Health svstem has Deformed relatively well 
zompared to its neighbors, these resulk have come at a high cost and 
the public health insurance fund faces growing deficits posing 
significant fiscal risks. Public spending on health declined from 6.4% in 
2004 to about 6% in 2007, but arrears created by hospitals remain 
sizeable at 0.7% of GDP pointing to need for more reform to make the 
system financially sustainable. Also, the current payment system to 
hospitals lacks incentives to contain spending. 
Milestones: 
The share of prescription drugs in health spending dropped from 19,3% 
n 2005 to 18.7% in 2006, still short of the target of 17% for 2008. 
Milestones: 
The implementation of the Government social benefit reform strategy 
Mas delayed in its implementation in the pre-election period. Social 
3enefit programs were reduced from 18 to 10. The share of targeted 
xograms remained low, declining from 9.3% to 8% due to increased 
'unding for categorical benefits. 

Some 
'rogress 

.imited 
'rogress 

d 

iome 
'rogress 

.imited 
'rogress 

.imited 
Vogress 

The ratings used are, on a descending scale: Good Progress, Some Progress, Limited Progress, and N o  
Progress. 
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miat Results J Comments 
I 

Strengthen budget management 
and execution 

Total social benefits were not reduced as a share of GDP: at 4.3% 
(national plus local level) in 2007, this ratio has been broadly stable 
during the last couple of years. This is some 2 percentage points higher 
than the EU average. In addition, this number does not include the 
benefits provided through tax exemptions-for families with children, 
non-taxable part of income, etcetera. 
Milestone; Some 
The draft Public Finance Review was delivered and discussed in June 
2007. Recommendations for education, health, social and public 
administration are being implemented selectively. 

I 

Progress 

Strengthen weak 
public expenditure 

management 

Sustainable level of external 
debt 

Management of currency risk 

Strengthen Debt 
Management 

Apart from this milestone, other examples that strengthen public 
expenditure management are: adaptation of GFS 2001 standards, the 
roll out of the Treasury Single Account, better control of arrears, 
improvement in the rules and relevance of multi-year budgeting, 
establishment of audit units at central government units, enactment of 
the Law on Financial Management and Control Systems in the Public 
Sector, appointment of controllers to all line ministries. The outcomes of 
these measures are yet to be seen. 
External debt is no more sustainable than before. External debt as a Limited 
percentage of GDP increased from 80% in 2004 to 87.8% in 2007, after progress 
more than doubling since 2001. 
Milestones: 
With Bank support a medium-term debt management strategy was 
approved in 2006 and implemented. This was instrumental, in part, in 
helping to reduce the government's external debt from 25.3% of GDP in 
2004 to 17.7% in 2007. The debt management office in the Ministry of 
Finance was split into back, middle and front office: the debt registry 
was established. Training was provided for capacity strengthening. 
The CASCR provides no information on how currency risk was I No 

Pre-CAS Lending 

I minimized 1 Evidence 
(Short-term debt to total debt share increased from 6.5% in 2003 to Management of rollover risk 1 Limited 
9.1% in 2007, but maturities have increased from 4-5 years in 2002- 
2003 towards 10-15 years in 2005-2007. 
IEG Outcome Rating: Moderately Satisfactory 
ISR Rafing as of 2008 DO: Satisfactory IP: Moderately Satisfactory 
IEG Outcome Rating: Moderately Unsatisfactory 
ISR Rating as of 2008 DO: Satisfactory IP: Satisfactory 

Progress 

Railways Restructuring 
Pension System Investment 
Health System 
PAL 1 

New Lending Social and Economic Recovery 
PAL II 

ISR Rating as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 
ISR Rating as of 2008 DO: Moderately Satisfactory IP: Moderately Unsatisfactory 

Fiduciary Country Systems 
Development 
FSAP preparation TA 
FSAP Update/ Financial Sector 
Assessment 
Public Finance Review 
Reform in EU Accession Policv 

Delivered in FY05 

Delivered in FY07 
Delivered in FY08 

Delivered in FY07 
Delivered in FY06 

Budget Management 
ROSC Accounting and Audit I Delivered in FY07 

Non Lending 

Update 
Private Sector Participation in I Delivered in FY06 

Notes 
Procurement Review Delivered in FY07 
IDF Grant on Strengthening Delivered in FY07 
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Pillar 2 : Sustainable Private Sector-led Growth 

Improvements in 
inefficient and loss- 
making enterprise 

sector 

Reduce high cost of 
ioing business and an 

uncompetitive 
environment 

Efficient public 
administration 

Enforcement of financial 
h i p l i n e  and competitive 
Zonditions in enterprise sector 

Energy infrastructure linked to 
EU market 

Significant reduction in 
sdministrative and regulatory 
3arriers and processing time 

Market-oriented R&D system 

ncrease in volume of transit 
.rade 

?edLction in Puolic Wage bill 
snare from 11 to 9 5 of GDP oy 
!008 

By the end of 2007, around 860 companies were sold or liquidated, 
including privatization of most agro-kombinats as well as loss-making 
steel and aluminum industries. Privatization of tourism and shipyards is 
still pending. 
Milestones: 
i) The CAS target of divestiture of 600-800 SOEs held by CPF by 2006 
and 1130 SOEs by end- 2008 was only partially met. Over 860 SOEs 
were privatized. It may be hard to meet the 2008 target. 
ii) The target to reduce half the asset value of the 10 subsidiaries of the 
Croatian Railways by end-2006 was not met- two out of sixteen by end- 
2007, one filed bankruptcy in 2008 and six prepared for privatization in 
2008. 
iii) Enterprise subsidies were reduced as a percentage of GDP (from 3.4% 
in 2003 to 2.3% in 2007), but the targeted dollar amount was not met: 
subsidies fell to $878 mill in 2006 from $980 in 2003 million but increased 
again to $956 million in 2007 falling short of expected outcomes. 
Milestones: 
i) As a part of the Energy Market Act in 2004, a new distributional 
operator and transmission system operator was adopted. 
ii) Gradual liberalization of electricity market continues as planned. The 
treaty establishing an Energy Community is effective and the market is 
liberalized for all Croatian households. 
iii) Some progress in private participation of infrastructure - in wind, 
biomass, small hydro and power has been adopted. Law of Production, 
Distribution and Supply of Thermal Energy was adopted in March 2005. 
iv) District Heating tariff methodology has been put in place including 
cost recovery tariffs in place, and an increase of tariffs has been 
submitted for Govern ment approval. 
v) The plan of adopting policy and institutional reforms by 2006 has not 
materialized. 
Milestone 
The Government undertook a number of steps to abolish outdated 
legislation and reduce barriers to do business. Among them are- the 
sstablishment of one-stop shops to simplify business startups. 
Parliament enacted a new unified law on spatial planning and 
Zonstruction that reduced the number of permits and time for clearance 
in 2007, Also, the Government implemented regulatory guillotine and 
land registration modernization. 
Milestone 
4ccording to the CASCR, the Science and Technology Policy, the basis 
lor R&D reform, and its Action Plan were adopted by the Government in 
June 2007. The restructuring of the Brodarski Institute started, but is yei 
to be incorporated at the core of the Institute's strategy. Other 
achievements are: the Rudjer Boskovic Institute established a daughter 
:ompany, Rudjer Innovations, and the Brodarski Institute became a 
nember of EARTO, a trade association of Europe's specialized 
,esearch and technology organizations. 
The inter-modal connectivity of Rijeka Gateway has been strengthened. 
There has been sharp growth in container traffic through the port and 
jrowth of 36% of transit through Ploce Port, bringing both ports closer 
:o full capacity for specific types of cargo. 
The wage bill was reduced from 11% of GDP in 2003 to 9.6% of GDP in 
2007, b i t  remains high by international standards. 
Milestones: 
ntermediate indicators were partly met; the Parliament enacted a new 
3vil Service Law in 2005. There has been progress on merit-based hiring 
Nith HR management systems being created and all line ministries 
mploying new staff but a civil service salaries law is yet to be adopted, 

Limited 
Progress 

Some 
Progress 

Good 
Progress 

Good 
Progress 

aood 
'rogress 

2ood 
+ogress 
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Efficient Judicial 
System 

Target Outcomes m a l  Results 
lncreasea pub1 c satisfact:on I Milestones: 
Nith transparency, Public satisfaction surveys were not conducted systematically covering the 
accountability, and efficiency of entire civil service. Surveys financed by the WB IDF grant for Judicial 
:ivil servants based on surveys Efficiency and through the Policy and Human Resources Development 

(PHRD) Fund in health showed high satisfaction with professionalization of 
public servants, but dissatisfaction with the state of physical facilities. 

Indicators, some of which are perception based, show mixed results in this 
area. The PRS Group's International Country Risk Guide rates 
Bureaucratic Quality unchanged at 3.0 from 2004 through 2008, Corruptior 
at 3.0 in 2004, dropping to 2.5 from 2005 through 2008. The WB 
Governance Indicator on Government Effectiveness increased from 66.8 in 
2003 to 70.6 in 2007, Control of Corruption rose from 57.8 in 2003 to 58.9 
in 2007, while Voice and Accountability dropped from 65.4 in 2003 to 60.6 
in 2007. Transparency International's Corruption Perception Index 
increased from 3.5 in 2004 to 4.1 in 2007, while the Heritage Foundation's 
Freedom from Corruption rating dropped from 38 in 2004 to 34 in 2008 (a 
component in the Index of Economic Freedom). Note: for each of the 
indicators above holds: the higher the score, the better. 

There were some steps taken to ensure that legislative proposals have 
robust analysis. A Fiscal Impact Assessment and an Environmental 
Impact Assessment are now mandatory for all legislative proposals and 
strategies, It's not fully clear how the Bank has affected these changes 
or how the changes have affected outcomes. 

3evenue administration A new framework for tax administration has been adopted. However, 
nodernization program the CASCR provides no evidence that the interventions have led to an 
Jnderway with early indications improved voluntary taxpayer compliance outcome. The Revenue 
i f  enhanced voluntary taxpayer Administration Modernization project has made little progress since it 
:ornpliance (Added in the was declared effective in December, 2007. 
'rogress Report) Milestones: 

The Croatian Tax Administration (CTA) adopted a strategic framework 
for long-term tax modernization. The law on taxpayer identification 
number was enacted by Parliament in May, 2008. 

According to the CASCR, the New Public Procurement Act was 

institutional capacity of the two lead public procurement agencies was 
enhanced. Also, the FM systems were substantially aligned with EU 

Wajority of legislative proposals Milestones: 
:o parliament with a robust 
socio-economic analysis 

'inancial management systems Milestones: 
2nd controls and public 
irocurement procedures aligned effective as of January 2008, aligned with EU directives. The 
Nith EU standards 

50% reduction in court case 
3acklogs 

Milestones: 
i) There was some rationalization of the court system by e.g. delegating 
land registry decisions from judges to authorized clerks. However, the 
CASCR mentions that no efficiency gains have been achieved so far. 
ii) Court proceedings have accelerated as witnessed by a 65% 
reduction in backlog cases. 
The CASCR reports on the various measures taken to improve 
accountability and professionalism of judges. However, there is no 
evidence in the CASCR that these measures have yet led to the 
intended outcomes. At the same time, the Region suggests that the 
IDF TF for Monitoring Judicial Efficiency helped carry out surveys which 
showed increased client satisfaction with judiciary performance. 
Milestones: 
i) An evaluation system for judicial performance has been instituted. A 
new methodology for analyzing and collecting judicial statistics has 
been put in place. The supreme Court has a system to monitor cases 
with extensive delays and a new system of judicial inspectors have 
been introduced . 
ii) Reforms have been instituted in the area of training curriculum for 
judges. The judicial academy has been revisiting the curriculum and 
adding courses with support from the EU. 

Zreater Accountability and 
irofessionalism of judges 

.imited 
'rogress 

.imited 
'rogress 

.imited 
'rogress 

iood 
'rogress 

Lome 
'rogress 

'ome 
'rogress 
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IEG Outcome Rating: Moderately Unsatisfactory 

IEG Outcome Rating: Moderately Satisfactory 

IEG Outcome Rating: Moderately Satisfactory 

I Sub-Objectives 1 Target Outcomes t Actual Results I Comments 1 

Pre-CAS Lending 

. .  

Cadastre 
Reijeka Gateway ISR Rating as of 2008 DO: Satisfactory IP: Satisfactory 

TA for Institutional Regulation IEG Outcome Rating: Moderately Satisfactory 
Reform and PSD 
Pension System Investment ISR Rating as of2008 DO: Satisfactory IP: Moderately Satisfactory 

Energy Efficiency (2003) ISR as of 2008 DO: Satisfactory IP: Moderately Satisfactory 

Energy Efficiency (GEF) (2003) ISR as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 

Restructuring Project 
Real Property Registration and I ISR Rating as of 2008 DO: Satisfactory IP: Satisfactory 

Science and Technology Project 
PAL 
Social and Economic Recovery 
PAL 2 

ISR Rating as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 
ISR Rating as of 2008 DO: Satisfactory IP: Satisfactory 
ISR Rating as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 

Lending 

. .- - 

Revenue Administration 
Modernization 
Renewable Energy Resources 

ISR Rating as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 

ISR Rating as of 2008 DO: Satisfactory IP: Moderately Satisfactory 

Non Lending 

(GEF) 
Trade and Transport Integration ISR Rating as of 2008 DO: Satisfactory IP: Satisfactory 
2 
Fiduciary Country Systems Delivered in FY05 
Development 
Reforms and EU Accession Delivered in FY06 
Policy Notes 
Public Finance Review 
Independent Procurement 
Review 
SlDA Trust Fund for Support to 
Public Administration Reform 
Shipyards and SOE 
Restructuring 
IDF Grant: Supporting Budget 
Management 
ROSC Accounting and Auditing 
Update 
ROSC Corporate Governance 
Update 
Statistical Capacity Building 
FSAP preparation TA 
FSAP Update/ Financial Sector 
Assessment 
IDF Grant: Institutional Capacity 
Buildina for Monitorincr Judicial 

Delivered in FY07 
Delivered in FY07 

Delivered in FY06 

Delivered in FY06 

Delivered in FY07 

Delivered in FY07 

Delivered in FY07 

Delivered in FY08 
Delivered in FY07 
Delivered in FY08 

Delivered in FYO6-07 

Efficiency 
Doing Business 2008 Croatia 
(Working paper) 
Mobilizing Croatia's human 
capital to support innovation 
driven growth 
Investment Climate Assessment 

- 
Delivered in FY07 

Delivered in FY08 

Slipped to FYO9 
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- 
- Sub-Objectives I Target Outcomes I- Actual Results -_ 1 Commenh 

Pillar 3: Broad Participation in Growth 

Improve Outdated 
Education System 

Improve inefficient 
social assistance 

system 

Improve Health 
Outcomes 

Reduce Regional 
Disparities 

Increase in secondary education 
Zompletion rate from 78% in 
2003 to 85% in 2008 

Vocational schools accounting 
For about half of secondary 
school enrollment 

Decrease in the proportion of 
pupils studying in multi-shift 
schools from 90% to 50% 

Student assessment results in 
iine with international 
:om parators 

Sustained increase in labor 
Force participation rate from 
50.2% in 2003 

Some reduction in poverty rates, 
absolute (1 1 . I  % in 2001) and 
relative (16.9% in 2003) 

improved quality of and access 
to health care services 

iehabilitation of areas affected 
3y closure of large enterprises 

The CASCR notes that due to more accurate data the baselines and 
expected outcomes for the 14-18 cohort with secondary education have 
been reset. 

The primary completion rate was well above 99% and secondary 
completion rate was above 91.3% in 2007, exceeding predicted targets, 
Milestones: 
The intermediate indicator of modernizing the curriculum has been met 
through the nation-wide rollout of National Standards in primary 
education as a basis of curriculum reform. There was also some 
progress towards two other milestones: i.e. introduction of external 
school learning exams and of professional development systems for 
teacher and school principals. 
The vocational school enrollment decreased from 71 % to 69.6 percent 
in 2007108, at a slower pace than expected. The proposed external 
school leaving exams have not yet been implemented. The CAS target 
was not changed in the CASPR, despite the fact that the associated 
Education project targeted a more realistic goal. 
The percentage of students in multi shift schools was not reached 
especially given the huge cost associated with this target. There was, 
however, some progress in eliminating three-shift schools. The CAS 
target was not changed in the CASPR, despite the fact that the 
associated Education project targeted a more realistic goal. 
Croatian students performed well compared to other EU comparators. In 
the OECDs 2006 Program for International Student Assessment, they 
performed well in science with their scores falling in line with average 
results. In reading and mathematics, they were slightly behind the EU 
comparators. 
Labor force participation (15+) declined from 50.2% in 2003 to 48.8% in 
2007, while the labor force participation for 15-64 years marginally 
increased from 62.3% in 2003 to 63.2% in 2007-although there is no clea 
trend in these years. 
Milestones: 
i) The milestone of improved targeting of social benefits has not been 
met- the share of best targeted and means tested social support 
allowance decreased between 200412005 and 2007. 
Absolute poverty remained unchanged at 11 .I % in 2004 (as measured 
in the 2006 Living Standard Assessment). Relative poverty has decline( 
mildly to 16.3% in 2006. 
Milestone: 
i) Mitigation of labor dislocation as a result of SOE divestiture and civil 
service rationalization has been discussed but action is still pending. 
Life expectancy increased from 72 in 2003 to 76 in 2006. Infant 
mortality decreased from 6.3% in 2003 to 5.2% in 200611000 live births. 
However, there was limited progress on the milestones. 
Milestones: 
) Spending for primary health as a share of health spending increased from 
around 16% in 2003 to 16.6 in 2005 and 16.1 in 2006, falling short of the 
18% target. 
i) The increase in performance-based contracts to 80% of general 
oractitioners has not been met. Only a small share has performance-based 
:ontracts. 
ii) According to the CASCR, an increasing awareness of the importance 
3f preventive health behavior and impact of lifestyle on health has been 
3bserved in the recent years, which was supported by public campaign: 
xepared under Health System Project. 
There were a number of steps taken towards reaching this objective. 
4lthough the Bank offered an instrument for support-the Regional 
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ISR rating as of 2008 DO: Moderately Satisfactory IP: Moderately Unsatisfactory 
ISR Rating as of 2008 DO: Moderately Unsatisfactory IP: Moderately Unsatisfactory 

ISR rating as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 

ISR Rating as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 

ISR rating as of 2008 DO: Satisfactory IP: Satisfactory 
Delivered in FY05 

Delivered in FY06 

Slipped to FYO9 

Delivered in FY07 

Delivered in FY05 
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i) The Social Impact assessment (SIA) cond-cteo oy the Bank 
aooressed proposed restructuring of shipping yards 'n select areas rhat 
andcipated planneo divestirures. Mitigation measures were discdssed 
with management and Government and these have oeen incorporated 

;i) A Strategy for Regional Development is planned to be finalized in in€ 
fail of 2008-beyond the CAS period unoer evallration 
iii) A draft Act on Regional Development has been prepare0 Dur needs to 
be aligned with EU Cohesion poltcy for managing regional oeveoprnent .n 
Croatia. As a transitional framework, the Government adopted the Law on 
Areas of Special State Concern. 

the restructuring plans out are pend,ng approval 

data and ana ysis of regional oispanties from d verse oata 

the EU for aosorptlon of EU funds. 
:;) Tne capacity of the fooo safety agency is being oJilt including 
 creasing staffing, equipment and overall instirLtional sett ng- all E J  
reqL,rements. Some steps have been tarten towaros cornplet'on of a 
fooo safety management database which is coordinatea w th a food 
safety project. 
IEG outcome rating: Moderately Unsatisfactory iealth System Reform 

Some 
Jrogress 

Some 
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iast Slavonia Reconstruction IEG outcome rating: Highly Satisfactory 

'ension System Investment ISR Rating as of 2008 DO: Satisfactory IP: Moderately Satisfactory 

iducation Sector Development ISR rating as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 

'AL 1 ISR rating as of 2008 DO: Satisfactory IP: Satisfactory 
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Pillar 4: Sustainable Natural Resource Management 

Strengthened legislative and 
regulatory framework 

Strengthened institutional Milestone: 
capacity at national and local 
levels 

There was overall strengthening of the regulatory framework (example: 
an Environmental Impact Assessment became mandatory for all new 
legislation and strategies) without much Bank involvement. 

The Bank provided training and capacity building and helped establish a 
benchmarking environmental enforcement indicators program. But 
administrative capacity is still weak. Investment in environment ministry 
staff training and certification programs has been partially achieved- 

Strengthened technical capacity There has been enhancement of technical and monitoring capacity 
management capacity for monitoring and enforcement through achievement of the following- 

Milestones: 
i) A biodiversity database system including equipment and monitoring 
protocols was established 
ii) The Government established a National Waste Management Plan 
through which it supported public private partnerships in waste 
management. Preparation of standardized management planning for 
national parks and nature parks has been adopted for all protected 
areas, 
There have been substantial improvements in wastewater management 
and water pollution control. 

i) Water Management Strategy was adopted by the Government which 
has defined the objectives for water supply, water coverage and waste 
water treatment. 
ii) A waste water treatment plan in Split was completed and operational 
benefitting 250,000 people and improving the local environment and 
waste water discharge. 

Reduced discharge of nutrients Zagreb Municipal Nutrient Reduction, that was planned under the GEF 
improve wastewater from Zagreb into Danube River program, was dropped in the early stages due to lack of government 

interest and change in priorities, which delayed development of the management and water 
supply nutrient reduction facility in the wastewater treatment plant in Zagreb. 

Originally in the CAS, but dropped in the Progress Report and CASCR 

Strengthen according to the CASCR. 
environmental 

Reduced water pollution levels 
in coastal areas near Bank- 
financed project sites Milestones: 

Increase in wastewater 
collection coverage from 60 to 
80% of households 
Increase in public water supply Originally in the CAS, but dropped in the Progress Report and CASCR 
coverage from 73% to 85% 
Increase in connections to The CASPR added this outcome (regarding small municipalities). The 
public water supply and CASCR does not report on the achievement of the targets, except that 
wastewater treatment and the percentage of the population with access to wastewater collection 
sewage in small municipalities systems remains exceedingly low. 
Progress towards fulfillment of The Government has developed a strategy for meeting the Kyoto 
international obligations under protocol including identifying targets and goals. 
Kyoto protocol to reduce Milestones: 
greenhouse gas emissions i) The Government prepared a draft National Strategy on Climate 

Change and Kyoto Protocol, identifying measures and targets to meet 

Energy Efficiency I 

Pre-CAS Lending 

by 2012. 
ii) The Bank has facilitated the creation of an energy market in Croatia 
including supporting local banks in financing energy services. 
ii) An adequate institutional and legislative framework for RER has been 
created to remove bottlenecks in procedures of obtaining permits, 
support to distribution and transmission as well as development of 

load 
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load 
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0 
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0 
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secondary RER legislation. 
Coastal Cities Pollution Control I ISR as of 2008 DO: Satisfactory IP: Satisfactory 
Energy Efficiency (2003) ISR as of 2008 DO: Satisfactory IP: Moderately Satisfactory 
Energy Efficiency (GEF) (2003) ISR as of 2008 DO: Moderately Satisfactory IP: Moderately Satisfactory 

Inland Water Project ISR as of 2008 DO: Satisfactory IP: Satisfactory 
Lending District Heating ISR as of 2008 DO: Satisfactory IP: Satisfactory 
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I Renewao,e Energy Resources 
(GEF) 
Agricultural Pollution Control 
(GEF) 
Karst Ecosystem Conservation 
Project (GEF) 
Neretva and Trebisnjica 
Management Pro;ect (GEF) 
Zagreo Municipal Nutrient 
R e d m  on (GEF) 
%stainable Land Management 
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Ackral Results 1 Comments 
ISR as of 2008 DO: Satisfactory IP: Moderate y Sa1:sfactory 

ISR as of 2008 DO. Satisfactory IP: Sat'sfactory 

L R  as of 2008 DO: hignty Satisfactory IP: Highly Satisfacrory 

Dropped 

Droppea 

I 

Non Lending 

Energy Reform Integration Delivered in FY05 
Environment TA Delivered in FY07 
Environmental Management Delivered in FY07 
Strategy 
Energy Workshops Delivered in FY05 
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1. CAS Data 
Country: CROATIA 

CPS Year: FY04 CPS Review Period: FYO5-FY08 

Date of This Review: September 16, 2008 

2. IFC Areas of Focus during the CAS Period 

The 2004 CAS was centered on four key pillars: (i) macroeconomic stability; (ii) sustainable private sector- 
led growth; (iii) broad participation in growth; and (iv) sustainable natural resource management. In 
supporting private sector-led growth, IFC was to focus its efforts on helping local private sector companies 
become more competitive in regional markets by supporting privatization and post-privatization 
restructuring in key sectors (tourism, agri-food processing, retail, and construction and construction 
material sectors). IFC was to work with domestic banks to support Croatian companies that have regional 
operations or have the potential to expand their operations to other countries in the region, thereby meeting 
IFC’s objective to facilitate cross-border integration as part of its regional strategy. In the financial sector, 
given the improvements in the banking sector, IFC was to focus on structured finance products, leasing, 
and non-bank financial institutions. FIAS and PEP-SE Infrastructure were to assist in providing advisory 
services to attract private investors through PPPs. FIAS, together with USAlD and UNDP was to help the 
Government of Croatia to improve the quality of regulations with the goal to reduce the cost and risk of 
doing business. IFC’s participation in the implementation of the 2004 CAS was to be closely aligned with 
the WB, with particularly close cooperation in the area of infrastructure. 

3. Relevance of IFC Areas of Focus 

During the CAS period, IFC’s interventions in Croatia were in line with WBG’s second CAS pillar and with 
the IFC regional strategy as well. 

IFC’s main objective in the 2004 CAS “to provide sustainable private sector-led growth” was appropriate for 
the country especially in light of Croatia’s objective to integrate with EU as a market-competitive economy. 
IFC’s combined investment and advisory services strategy to improve investment climate was relevant to 
the country’s needs and complementary with WB’s activities in supporting sustainable private sector-led 
growth. 

4. IFC Activities during the CAS Period 

A. Investment projects 

New investments 
During the CAS period, IFC made five new investments for a total net commitment of US$314 million, with 
an average project commitment of U S 6 3  million for an average project size of US$139 million at an 
average of 1 project per year. There were 3 regional projects during the CAS period for a total net 
commitment of US$79 million, with an average project commitment of US$26 million, and average project 
size of $202 million. All five direct investments in Croatia approved during the CAS period are active, as 
are the three regional projects. 

A brief description of IFC’s investments in Croatia during the CAS period: 
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1. 

2. 

3. 

4. 

5. 

Lid1 Croatia: In 2004, IFC provided $49 million in loans to Lid1 Croatia, to establish 15 discount stores 
in Croatia. 

PBZ Croatia: In 2005, IFC provided $99 million in loans to Privredna Banka Zagreb (PBZ) Croatia, 
which was privatized in 2002, to enhance the availability of long term credit particularly to retail 
mortgage customers and small enterprises in Croatia. 

Agrokor: In 2006, IFC made an investment of $51 million in loans to Agrokor. In March 2005, Agrokor 
acquired 52% of a large agricultural enterprise, Belje, and 99% of a slaughterhouse and meat 
processing plant, PIK Vrbovec, through a privatization process. The Agrokor project is to restructure, 
modernize and expand PIK Vrbovec and Belje. 

Adriatic Luxury Hotels (ALH): In 2007, IFC made an investment of $37 million in loans, and an 
equity investment of $16 million in ALH to promote tourism. 

PIK Vrbovec: In June 2008, IFC made an investment of $62.7 million in loans to expand production 
capacity of both PIK Vrbovec and Belje. 

IFC’s regional investments include: 

1. Mercator: In 2007, IFC invested $51 million in Mercator. A project expansion to Croatia was made 
possible through an IFC investment in Slovenia (PS Mercator) aimed at establishing new hypermarket 
stores in Southern Europe, including Croatia, over the period 2006-2009. Mercator now has 15 stores 
in Croatia and employs 1,470 workers. 

2. GED Fund II: In 2007, IFC invested $19 million in GED Fund II, a private equity fund investing in 
SMEs primarily in Romania and Bulgaria, and its neighbors including Croatia. 

3. 7L Capital: In 2007, IFC invested $9 million in 7L Capital, a private equity fund investing in equity 
investments and SMEs in Southeastern Europe, including Croatia. 

Concentration and type of investments. By share of total commitment, IFC’s investments in Croatia 
concentrated on the agro-processing sector (36%), the financial sector for on-lending to SMEs (32%), 
tourism & accommodation (1 7%); and retail trade (1 5%). By instrument, all five investments are loans and 
1 had an equity component (tourism). By type of business, there were two existing projects in the 
agribusiness sector, while the other 3 were greenfield projects. 

IFC’s investments in comparative perspective 

IFC versus EBRD commitments in Croatia. IFC’s total investment in Croatia during the FYO4-FY08 
amounted to $314 million, of which only 5% was in equity, while 95% was in loans. EBRD’s total direct 
investments in Croatia during FYO4-FY08 amounted to US$863.5 million (EUR 550M), of which 44% was in 
equity while 56% was in loans. For the approval period FYO4-FYO8, seven EBRD projects have been 
evaluated to date. Five projects have successful or higher overall performance ratings, while six projects 
have good or higher overall transition impact ratings.* 

Source: EBRD. In EBRD, the overall performance rating ranges from Highly Successful, Successful, Partly 
Successful, to Unsuccessful. Transition impact ratings range from Excellent, Satisfactory, Good, Marginal, to 
Unsatisfactory. 

2 
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IFC investments as a percentage of total gross fixed capital formation (GFCF) in Croatia versus 
comparators. Croatia’s GFCF reached $15.3 billion in 2007. For every $1 million of GFCF, on average, 
IFC invested $5,126 or more than half of its investment level in Bulgaria, but similar to its investment levels 
in Romania and Turkey. (See tables below). 

Croatia 7,177 7,894 1,495 3,480 0 13,548 3,985 3,429 5,126 
Romania 1,261 3,061 2,588 6,796 9,389 6,297 5,068 3,605 4,758 
Turkey 2,753 2,155 4,738 3,699 2,308 2,848 3,917 3,903 3,290 

IFC’s actual investments versus strategy 

IFC invested, as intended in its strategy, in the financial, tourism, agribusiness, and retail distribution 
sectors with the objective of helping local companies enhance their regional competitiveness, and with the 
support of advisory services to bolster exports and further improve the business climate of the private 
sector. IFC supported and invested in two privatized enterprises acquired by Agrokor. 

In the financial sector, with the central bank stepping in to set a lending growth limit to curb the country’s 
worrisome debt levels, IFC faced difficulty in finding banks to on-lend to M-SMEs. Furthermore, the lending 
limit resulted in the local banks choosing to lend to large enterprises. IFC’s strategy was selective in the 
financial sector in view of the lending growth regulation. In both the financial and the infrastructure sectors 
where some companies were privatized, IFC faced stiff competition with local banks and EBRD mainly in 
terms of cost of financing. 

IFC did not invest in the construction and construction materials sectors, as well as in the infrastructure 
sectors as intended in the 2004 Country Assistance Strategy. The construction sector in Croatia faces 
constant difficult project remapping and planning obstacles (e.g., construction halt or delays) whenever 
historical artifacts are discovered during the digging phase. Only in mid-2007 did a new Law on Physical 
Planning and Construction become enacted aimed at reducing the number of construction-related permits 
and duration for approval. Nevertheless, in early 2007 there were signs that real activity in the construction 
sector, which had supported GDP growth in previous years through its contribution to fixed capital 
investment, was beginning to lose impetus anyway. 

IFC’s ability to invest in the infrastructure areas was limited by the slow pace of privatization in the sector. 
The Government has decided that the larger state-owned companies are not to be privatized until the time 
when the country is closer to EU accession. The shipbuilding sector, in particular, continues to have high 
political sensitivity. Croatia still needs to submit a workable restructuring program for the country’s 
shipyards before it can open negotiations on EU accession in relation to subsidies and fair competition. In 
the power sector, Croatia has not allowed foreign direct investment in the state-owned electricity utility, 
Hrvatska Elektroprivreda (HEP). However, the government is working on a new energy strategy, details of 
which should be available in late 2008, which may potentially bring in more FDI in the energy sector in 
general. IFC sees a window of opportunity for investment in the power sector as HEP’s restructuring and 
privatization efforts advance. 
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Lid1 Croatia 2004 2004 Active 184,000 G Trade Q-BA 48,626 0 48,626 

PBZCroatia 2005 2005 Active 96,000 G Finance 0-AA 99,416 0 99,416 
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ALH 2007 2007 Active 246,335 G Tourism U-AB 37,091 15,505 52,595 

Belje 2008 2008 Active 0 E Agribusiness A-BD 0 0 0 

The 2007 Progress Report stated that the WBG support was to be joint between the Bank and IFC, and in 
close coordination in promoting private sector investments in infrastructure. IFC should continue to seek 
opportunities to help make Croatia's infrastructure sector attractive to private sector investors. 

027135 

IFC's Portfolio in Croatia 

PIKVrbovec 2008 2008 Active 60,156 E Agribusiness F-AG 62,710 0 62,710 

During the Pre-CAS period (1973-2003), IFC undertook 16 investment operations with a total net 
commitment volume of US$196.5 million. Five out of 16 operations are still active. All active investments 
are existing projects (as opposed to greenfield). See Table below for the list of active investments. 

oo7323 Mercator 

024464 7L Capital 

Retail 2006 2007 Active 488,000 E Trade Q-BA 51,226 0 51,226 

2007 2007 Active 100,000 G Funds P-BB 0 8,776 8,776 

I 024442 IAgrokor I 2006 I 2006 I Active I 107,1481 ~ E I Agribusiness1 F-AG I 51,0601 01 51,0601 

Source: MIS 

IFC committed balances by sector. At the end of the pre-CAS period (FY03), IFC's committed 
portfolio was over $99 million, with 17% in equity and 83% in loans. The financial sector held the 
highest share of 45%, followed by the industrial sector with 28%. At the end of the CAS period (FY08), 
IFC's committed portfolio reached over $366 million, with 5% in equity and 95% in loans. Food and 
beverages sector held the highest share of 34%, followed by the financial sector with 32%. IFC moved 
away from the chemical and industrial sector, and invested in new sectors such as retail, tourism, and 
food & beverages. The share of equity dropped from 17% in FY03 to 5% in FY08, whereas the share 
of loan increased from 83% to 95% of total committed balances in FY03 and FY08 respectively. 
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Committed - IFC FY03 EQUITY LOAN TOTAL % of Total 
F - Food & Beverages 0 0 0 
G - Chemicals 0 10,000,000 10,000,000 10% 
J - Pulp & Paper 0 11,454,000 11,454,000 12% 
M - Industrial & Consumer Products 12,109,229 15,411,969 27,521,198 28% 

P - Collective Investment Vehicles 5,000,000 0 5,000,000 5% 
Q - Wholesale and Retail Trade 0 0 0 

0 - Finance & Insurance 0 44,878,852 44,878,852 45% 

U - Accommodation & Tourism Services 0 0 0 

17% 83% 100% 

G - Chemicals 0 0 0 
J - Pulp & Paper 0 15,714,000 15,714,000 4% 
M - Industrial & Consumer Products 0 0 0 
0 - Finance & Insurance 0 118,902,600 118,902,600 32% 
P - Collective Investment Vehicles 329,160 0 329,160 0.1% 
Q - Wholesale and Retail Trade 0 45,177,750 45,177,750 12% 

5% 95% 100% 

DOTS ratings. For the projects approved during the CAS period, the DOTS ratings are too soon to tell. 
For the project approved pre-CAS, there are 6 projects with development outcome ratings: two successful, 
two mostly successful, one mostly unsuccessful, and one unsuccessful. 
IEG-IFC ratings. There are no projects approved during the CAS period that were evaluated by IEG-IFC. 
For the projects approved pre-CAS, there are 7 projects with development outcome ratings: two 
successful, two mostly successful, one unsuccessful, and two highly unsuccessful. Four had satisfactory 
investment outcomes, and three had unsatisfactory investment outcomes. 

IFC CRR ratings: The average credit risk rating of all five projects approved during the CAS period is 
moderate. 

B. Advisory Services 

During the CAS period, IFC undertook 3 advisory services, two (Business Enabling Environment) BEE 
assignments through FlAS and one Environmental and Social (ESS) assignment through TATF totaling 
$813,000 or 31% of total donor funding received for Croatia thus far. 

1. Croatia Regulatory Governance (BEE): In 2006, IFC provided advisory services with a funding of 
$240,000 for this project designed in preparation for Croatia’s accession into the EU. IFC’s FlAS (together 
with PEP-SE, WB, & USAID) were to assist the Government to move beyond an item-by-item approach to 
business environment reform, and instead apply a regulatory governance approach to improve the quality 
of regulations affecting the start-up and operation of business in Croatia. 

2. Southeast Europe Sub-National Doing Business (BEE): In 2007, IFC provided advisory services 
with a funding of $380,000 for this ongoing diagnostic M&E project designed to provide tools and 
motivations for reforms to lower administrative barriers at the sub-national and regional level and reduce 
transaction costs (i.e., time/cost/procedures to open a business, register property, enforce contracts and 
deal with licenses) and thereby help stimulate more investment. To achieve this, the project will create 
benchmarks of the business environment in 16 locations in 6 countries and 1 territory of the South East 
Europe (SEE) region. 
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3. Belje Biogas & Composting (ESS): In 2007, IFC provided advisory services with a funding of 
$1 93,000 for this new production facility at Belje regarding innovative management of wastewater and 
biological waste emanating from the pig farms and biological waste from the new slaughterhouse. There 
are financial benefits in digesting waste to produce biogas, which in turn can be used for heat, steam and 
electric power generation. Belje has the potential to earn significant external revenues by avoiding C02 
equivalent emissions and through the sale of certified emission reductions (CERs), also known as carbon 
credits. A follow-on investment project, Agrokor Migros, in the retail distribution sector is in IFC’s 
investment pipeline. The Belje project is now complete. 

The pre-CAS advisory service assignment is the Pre-Development Strategy for the Constanza-Pancevo- 
Omisalj-Trieste (CPOT) Pipeline in Croatia, Romania and Serbia, Phases 1 & 2, which was approved in 
2003 and was operating until 2005, is currently in need of about $4.5 billion in additional financing. CPOT 
is a cross-border oil transportation pipeline to bring high quality crude oil from Central Asia and Russia to 
Southern Europe. Until 2005, IFC supported the second phase of the advisory service assignment on pre- 
development strategy and coordination of the early institutional efforts to prepare the legal framework and 
promote the project to potential investors and users. 

Advisory Services by Business Line. Based on the April FY08 TAAS Database, there were 24 advisory 
services assignments in Croatia approved during FY95-FYO7. Overall, by facility, FlAS and TATF have 
been the main providers of advisory services with funding share of 52% and 48% of the total funding, 
respectively. By business line, IFC’s advisory services in Croatia have been predominantly Business 
Enabling Environment (BEE) projects comprising 68% of total funding of about $2.6 million; Access to 
Finance (NF),  24%; and Environment & Social Sustainability (ESS), 7%. See table below. 

CAS objectives regarding deployment of advisory services. FlAS was to reduce the cost of doing 
business, together with PEP-SE Infrastructure to facilitate PPP in Croatia. During the CAS period, IFC 
undertook 3 advisory services to improve the business environment of Croatia mainly through reform of 
regulations affecting the start-up and operation of business. In addition, IFC also provided advisory 
services to Agrokor, an agri-food processing company regarding conversion of biological waste to biogas. 
PEP-SE was a co-implementer of one advisory service on regulatory reform. However, PEP-SE did not 
provide advisory services to companies in the infrastructure sectors (e.g., ports, roads, airports, railways, 
power, shipping, energy, etc.) as intended because of slow reforms in the sectors and thus most still 
remain state-owned. 

PCR and PSR advisory services ratings. One pre-CAS advisory project received a PCR rating of 
satisfactory for development effectiveness, and satisfactory for IFC’s role and contribution. Another pre- 
CAS advisory project received a PCR rating of parf/y unsatisfactory for development effectiveness, and 
satisfactory for IFC’s role and contribution. 

The advisory services approved during the CAS period are too soon to evaluate. However, two have 
supervision ratings. These two advisory projects were rated as on or above target across all 3 categories 
(monitoring & evaluation, financial, and timeline). 
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5. IFC Investment Outcomes 

Profitability. IFC’s five investments in Croatia during the CAS period registered an estimated gross profit 
contribution of about $9.2 million by end-FY08. If overhead costs were to be included, the net result would 
still be positive at about $5.9 million. Three of the five projects are positive gross income makers. One 
project registers an overall loss. There are no loan loss reserves for the investments approved during the 
CAS period. 

Overall, IFC’s Croatia investments committed during FYO5-FY08 show a positive gross profitability rate of 
3.4% as a percentage of total outstanding loans and equity for the period, excluding all overhead costs. 
Croatia’s gross profitability rate is lower than IFC’s 28% and SECA Region’s 26%, for the period FYO5-FYO8. 

6. IFC’s Contributions to Private Sector Development 

During the CAS period, IFC’s interventions in Croatia were in line with the second CAS pillar “sustainable 
private sector-led growth” and with the IFC regional strategy as well. IFC’s investments successfully 
contributed in the following areas: 

Through its investment in ALH in the tourism sector, IFC supported post-war reconstruction and hotel 
capacity expansion, which is also in line with the Government’s strategy for the tourism sector. 

Through its investment in PBZ Croatia in the financial sector, IFC supported the growth of SMEs by 
providing long-term credit, which is currently difficult to obtain, both in amounts and maturities, as a result 
of government-mandated lending growth limits to the banks. 

Through its investment in Lid1 Croatia in the retail sector, IFC supported the establishment of discount 
retail distribution centers that generated high benefits to consumers in the form of lower consumer prices 
for food and various consumer goods. 

Through its investment in Agrokor, Croatia’s largest retail and agribusiness group, IFC supported post- 
privatization restructuring of two previously unsustainable local companies (Belje and Pik Vrbovek), through 
providing long term credit, introducing good corporate governance, and environmental standards in line 
with EU practices. The result of the turnaround plan for Belje and PIK Vrbovec was an improved cost 
structure, larger output, and consequently, higher productivity for both companies. 

IFC’s advisory services targeted interventions with potential significant systemic impact such as preliminary 
work on CPOT pipeline, regulatory reform and advice on investment climate reform. 

Construction and PPPs are areas where IFC was unable to play a role because of external 
constraints. IFC did not play a role in the construction sector nor did it provide its expertise in PPPs. The 
construction sector is one of the politically sensitive sectors and land-ownership issues still remain. As to 
PPPs, most of the companies in the infrastructure sector are still state-owned. IFC should continue to seek 
opportunities to work more closely with WB to leverage WB’s presence in Croatia’s transport and other 
infrastructure sectors by offering its expertise/advisory to attract the private sector. 

In sum, IFC’s made one investment per year in each of the sectors identified as strategic priorities in 
Croatia in the CAS, except for construction and infrastructure. IFC’s investments in Croatia prepared 
investee companies to become leaders in their sectors, and be able to compete internationally and 
regionally in preparation for the country’s EU accession. 

Overall, IFC’s additionality was moderate, with evidence of effective support for better standards of corporate 
governance and environmental standards, but at relatively limited levels of financial risk to IFC (a heavily loan 
dominated portfolio, mostly with larger clients) and possibly without fully leveraging the presence of the World 
Bank in the country, particularly to promote infrastructure development. IFC employed a selective strategy, 
which is compatible with the regional strategy, and chose to work with strong sponsors. IFC did invest, 



Attachment 1 
36 

I FC CASCR Review/ 
F o r  Official Use Only 

September 16,2008 

however, in sectors that are traditionally considered to be high risk, such as agri-business and tourism. In 
Agrokor’s case, IFC provided long-term financing which was not easily available to help turn unsustainable 
enterprises around. The additionality of IFC’s advisory services in the area of business enabling environment 
(BEE) was significant given its close links with the Doing Business Project. 

On the other hand, although IFC invested in the leading and largest firms of the targeted sectors where the 
potential for each entity’s impact in the private sector development would be substantial, IFC’s activities for 
private sector development was limited, having been constrained by internal (cost of financing, limited 
organizational resources devoted specifically to Croatia3) and external factors - such as the slow pace of 
privatization in the real sectors, lending growth limits imposed by the central bank on the financial sector, 
the securitization law that was not passed -- which are beyond IFC’s control. IFC also faced stiff 
competition with local banks and EBRD. 

Based on IEG interviews in Croatia, an increase in IFC’s presence and lending activity is desired, 
especially in long-term financing for M-SMEs and the tourism sector. Projects in the pipeline include 
potential investments in the financial services, agribusiness, and the steel sectors. Also, a Bosnian 
company in the automotive industry (CIMOS) with branches in the region, including Croatia, has sought out 
IFC financing. These projects are expected to be presented for Board approval in FYO9. 

~~~ ~~ 

7. IFC’S Contribution to CAS Objectives 

IFC undertook investments in the leading and largest firms in strategic sectors to promote a sustainable private 
sector-led growth in Croatia. IFC supported a large German discount retailer, Lid1 Croatia, to set up retail 
distribution centers throughout Croatia. IFC supported the second largest commercial bank, PBZ Croatia, with 
a substantial loan for on-lending to SMEs and housing finance. IFC supported a pioneering company in the 
tourism sector, Adriatic Luxury Hotels (ALH) through a corporate loan and equity to strengthen its financial 
standing and support its expansion in the region. Most notable is Agrokor, Croatia’s largest retail and 
agribusiness group, which has distribution and marketing power, the ability to leverage on synergies, and enter 
into regional and global markets capturing market shares for all its strategic products in Croatia, Serbia and 
Bosnia. Through Agrokor, IFC supported post-privatization restructuring of two previously unsustainable local 
companies (Belje and PIK Vrbovec), by providing long term credit, introducing good corporate governance, and 
environmental standards in line with EU practices. The result of the turnaround plan for Belje and PIK Vrbovec 
was an improved cost structure, larger output, and consequently, higher productivity for both companies. 
Agrokor’s successful turnaround of Belje and PIK Vrbovec, and continuous improvements in efficiency are also 
contributing to their increased competitiveness. PIK Vrbovec and Belje together now cover the entire meat 
and croplfeedstock supply chain in Croatia. 

IFC undertook 3 advisory services to improve the business environment of Croatia mainly through reform of 
regulations affecting the start-up and operation of business. The projects have contributed to the following: 
(1) An inventory of 2,863 business-related regulations, accessible to the general public via the Internet; 
(2) Government acceptance of the recommendations to eliminate and/or simplify about 55 percent of all 
inventoried regulations. The government has initiated implementation of these recommendations; 
(3) Government commitment to institutionalize a systemic review of new regulations using regulatory 
impact assessment (RIA). The project is expected to result in an estimated $250 million in expected 
savings for businesses from the licensing and other business formalities simplification reform. Notably, the 
2008 Doing Business Report declared Croatia as the world’s second top reformer. 

Until 2005, IFC supported the second phase of the work on CPOT Oil Pipeline on pre-development 
strategy and coordination of the early institutional efforts to prepare the legal framework and promote the 
project to potential investors and users. 

As a point o f  comparison, EBRD has 8 investment officers assigned in Croatia 3 
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8. Lessons and Challenges from Past Experience 

In companies that were privatized, IFC did not have a role to play since Croatia has a very developed 
financial markets sector evidenced by the presence of many new local as well as large international 
commercial banks that can provide products and services efficiently. In countries with a high likelihood of 
an improving business climate, IFC may consider more pro-active equity strategy as well as a more 
effective step-down feature on interest rates on loans. 

IFC could not find bankable projects in the construction sector, and will likely face the same difficulty finding 
coastal tourism projects as well, partly because of the legal risks borne out of the lack of appropriate 
legislation in Croatia in these sectors. One barrier to investment, particularly greenfield investment, is the 
slow implementation of land administration reforms (e.g., land ownership rights; land & building titling; land 
registry). Moreover, the purchasing by any private party of certain types of land (principally land directly 
adjacent to the sea or in certain geographically designated areas) can be restricted. Inconsistent 
regulations and restrictions on coastal property ownership and construction have in the past provided 
challenges for foreign investors. Legislation passed in 2004 restricts coastal construction and commercial 
use within 70 meters of the coastline. Successful implementation of an enabling regulatory framework will 
not take place without a firm commitment from the Government and concerned regulatory bodies. IFC is 
able to undertake certain operations (investments and advisory) subject to specific reforms being 
undertaken by the government. 

WBG support to Croatia during the latter part of the CAS period was to be joint between the Bank and IFC, 
working in close coordination to promote private investments in infrastructure. The WB was actively 
supporting the transport sector of Croatia at that time. IFC should continued to seek more opportunities to 
work more closely with WB to leverage fully WB's presence in Croatia's transport and other infrastructure 
sectors by offering its expertiseladvisory to help make Croatia's infrastructure sector attractive to private 
sector investors. 

Going forward and with approaching EU accession, IFC faces the challenge of maintaining additionality 
given the increasing range of other sources of finance and advisory services. This may involve IFC finding 
ways, including by learning from its experience in other countries that have achieved EU accession, to 
support more effectively infrastructure development, continued privatization and reaching SMEs. 
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Standard Annex Tables 
Table 1: IEG- IFC List of Investment Operations in Croatia, Pre-CAS and CAS Periods (US$’OOO) 

BELISCE 
BELISCE BEL 1981 1981 Closed 103,600 Croatia E Pulp & Paper 20,000 0 20,000 

INA-NAFTAPLIN 1984 1985 Closed 201,900 Croatia E Chemicals 29,709 0 29,709 

T S Banka D.D 1996 1998 Closed 10,800 Croatia G Finance 0 1,243 1,243 

Koromacno 1997 1998 Closed 27,200 Croatia E Cement & 11,384 0 11,384 

Belisce 1998 1998 Active 42,200 Croatia E industrial 13,865 6,070 19,935 

Alpe Jadran Bank 1998 1998 Active 48,000 Croatia E Finance 3,062 0 3,062 

5,000 Croatia Capital 1999 1999 Active 22,780 Croatia E Funds 

Construction 

Droducts 

0 5,000 

Average Project size Pre-Cas 49,757 Average Investment Pre-Cas 12,281 

Average Project size Regionals 202,383 Average Investment Regionals 26,383 
Average Project size CAS Period 138,728 Average Investment CAS Period 62,881 
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atia fUS$l 

brntos OepVDlv . N m  

~ 

Sactor Name eurtness Line .Products c Project Name 

Re\ evieo ine w a i  an0 
regulatory environment for 

framework for investment 

mandate, organizational 

of the investment oromotion 

ll;;, RQulation, and 

BEE: Investment Poiicy and 

FlAS 

- 
FlAS 

Closed ClCRS + Ciosed CiCRS 

5 73,020 Croatia 

Croatia 

Croatia 

Croatia 

Croatia 

5 73,020 

Closed CICRS FlAS 1997 5 55.245 BEE BEE' Policy, Regulation, and 
institutions 

agency 

Gavriiovic Meat Company _- Pre- 
Feaskbility Study TATF 5025g3 Closed CAGDR 

TATF 502594 Investment Training Closed CSEDR 

,,',",4",,",, /BEE. Industry specific 1997 $ 96,000 

1997 - 
1997 
- 

1998 

Finance B 
insurance Promotion 

entai a Leasing 
Serv,ces 

BEE Investment Policy and 

BEE Industry specific 

BEE BEE Policy Regulation and 
Institutions 

5 15,650 

5 55.000 

$ 47,109 

TATF 502595 Equipment Leasing Company Closed CSEDR 

nrr8rL-a 
investment Promotion Agency m 

develooino ca~ac iw far 
FlAS 132 reviewing its work program and Closed ClCRS 

Croatia I _ "  
- '  

Sponsored a roundtable on 

the Central Europe initiattve 
FlAS 133 investment promotion as part of Closed ClCRS Croatia I BEE BEE: Investment Policy and 1 Promotion 1999 5 80.000 

Croatia 1 ;; 
Croatia 

Croatia 

1999 $ 30.000 TATF 
- 
TATF - 
TATF 

- 
TATF 

- 

502817 Closed CSEDR 

502940 Closed CGFGS 

Evaluation of Leasing Regulatory 
Framework 

Diagnostic Study of the 
Insurance Sector 

Tourism Sector Strengthening 
and Project Identification Work 

Study of Technical and 
Commercial Feasibility and 
Preparatory Work Required for 
Reactivating a Paper Machine 

504206 ciOsed CSEDR 

5042g7 'Iosed CSEDR 

1999 - 
2000 

- 

2000 

5 80,000 

5 15,000 

$ 58,000 Croatia 

Croatia 

Croatia 

2000 - 
2001 - 
2001 

5 100.000 BEE: Business entry 

5 76,000 

5 163,300 Croatia I 
BEE BEE: Business taxation 2001 5 85.100 Croatia 

TATF I IFeasibiIity Study for Expansion of1 closed I CGMG? 507306 Viktor Lenac Croatia 1 M; 

Croatia 

hip Building and BEE: Industry specific; t Promotion 

Repairing privatization 

Other BEE: Investment Policy a 

2002 - 
2003 

$ 48,300 

$ 8,060 TATF I 508221 lSMEMapDevelopment I Closed I CSMBB 

I IPre-Deveiooment Strateov for I I -, 
523447,5 the Constanza-Pancevo-Omisaij- 

TATF 122025 I Tneste (CPOT) Pipeline in I Active I CSEYU 
Croatia. Romania and Serbia, 

SECA Region 

Romania, Serbia) 
(Croatia, 8-A 2003 5 421,000 Extractive BEE: Infrastructure 

Phases 1 a 2 

Gap Analysis and Feasibility 
Study for the Establishment of a 
Primary Housing Finance 
Institution 

TATF 5221g5 Closed CGFRF Finance Access To Finance - In 
Development: Housing Finance 
100%; 

(Croatia. Bosnia. 
2003 

- 

2003 

5 627.000 

BEE - Developed. Business Entry: 
(30%); Developed: Licensing, 
Permits a inspections: (30%): In 
development: Business Taxation 
(10%);0ther: Trade Logis1ics. 
(30%): 

FiAS Assistance in the 
538778 implementation of the study of 

Admin. Barriers to Investment. 
FlAS I I  5 149.360 Croatia 

FlAS 541844 Croatia Regulatory Governance I Closed 1 ClCRS 1 1  Croatia I 2006 5 240,000 
BEE -Developed. Business Entry: 

BEE (50%): Developed: Licensing. 
Permits & inspections (50%); 

ESS - Other: Cleaner Technology. 
ESS Cleaner production assessments: 

Business Enabiina Environment. 

(100%); 
2007 $ 193,000 

CESll - 
Support Group I 

TATF 541604 Belje Biogas and Camposting Active Investment 

FIAS 557247 Active CSEBY SEE Sub-National Doing 
Business 

Croatia 

Southeast Europe 5 380,000 2007 BEE in Deveopmenl Sbo-halona 
Dong Bus ness t O O c c  I I I I 

24 Aduiaoy 8sr\rioss assisnmentr in Crostia 
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d Best Reformer of the Year 
Table 3: PSD indicators for Country plus comparators (Region and OECD) 

Doing Doing Change 
in rank Business Business 

2008 rank 2007 rank 
97 120 23 

Starting a Business 93 104 11 
Dealing with Licenses 162 167 5 
Employing Workers 139 142 3 
Registering Property 99 107 8 
Getting Credit 48 111 63 
Protecting Investors 122 120 -2 
Paying Taxes 43 55 12 
Trading Across Borders 96 97 1 
Enforcing Contracts 45 44 -1 

The challenges of launching a business are shown below. Included are: the number of steps 
entrepreneurs can expect to go through to launch, the time it takes on average, and the cost and 
minimum capital required as a percentage of gross national income (GNI) per capita. 
Procedures (number) 8 8.8 6 
Duration (days) 40 26.2 14 9 
Cost (% GNI per capita) 11 7 11.1 5.1 

Croatia Region OECD 

Paid in Min. Capital (% of GNI per capita) 18.4 45.3 32.5 

Shown below are the procedures, time, and costs to build a warehouse, including obtaining necessary 
licenses and permits, completing required notifications and inspections, and obtaining utility Croatia Region OECD 
connections. 
Procedures (number) 22 24 14 
Duration (days) 255 251.3 153 3 
Cost (% of income per capita) 722 4 628.4 62 2 

values between 0 and 100, with higher values representing more rigid regulations. The Rigidity of 
Employment Index is an average of the three indices. 
Difficulty of Hiring Index 61 36.3 25 2 
Rigidity of Hours Index 40 51.4 39.2 
Difficulty of Firing Index 50 32.1 27.9 
Rigidity of Employment Index 50 40 30,8 
Nonwage labor cost (% of salary) 17 25.4 20.7 
Firing costs (weeks of wages) 39 26.1 25 7 

Registering Property 
The ease with which businesses can secure rights to property is shown below. Included are the number 
of steps, time, and cost involved in registering property. 

Croatia Region OECD 

Region OECD 

Procedures (number) 5 6 2  4.9 
Duration (days) 174 92.4 28 
Cost (% of property value) 5 2 4  4.6 

Getting Credit 
Measures on credit information sharing and the legal rights of borrowers and lenders are shown below. 
The Legal Rights Index ranges from 0-10, with higher scores indicating that those laws are better 
designed to expand access to credit The Credit Information Index measures the scope, access and 
quality of credit information available through public registries or private bureaus. It ranges from 0-6, 
with higher values indicating that more credit information is available from a public registry or private 
bureau 
Legal Rights Index 6 5.6 6 4  
Credit Information Index 3 3.4 4 8  
Public registry coverage (% adults) 0 2.4 8.6 

Croatia Region OECD 

Private bureau coverage (% adults) 72.4 15.4 59.3 
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The indicators below describe three dimensions of investor protection: transparency of transactions 
(Extent of Disclosure Index), liability for self-dealing (Extent of Director Liability Index), shareholders' 
ability to sue officers and directors for misconduct (Ease of Shareholder Suits Index) and Strength of 
Investor Protection Index. The indexes vary between 0 and 10, with higher values indicating greater 
disclosure, greater liability of directors, greater powers of shareholders to challenge the transaction, and 
better investor protection. 
Disclosure Index 
Director Liability Index 
Shareholder Suits Index 
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Croatia Region OECD 

1 4.9 6.4 
5 3.8 5.1 
6 6.3 6.5 
4 5 6 Investor Protection Index 

Paying Taxes 
The data below shows the tax that a medium-size company must pay or withhold in a given year, as 
well as measures of the administrative burden in paying taxes. These measures include the number of 
payments an entrepreneur must make; the number of hours spent preparing, filing, and paying; and the 
percentage of their profits they must pay in taxes. 
Payments (number) 28 46.3 15.1 
Time (hours) 196 451.5 183.3 
Profit tax (YO) 11.4 11.2 20 
Labor tax and contributions (YO) 19.4 28.7 22.8 
Other taxes (%) 1.7 10.8 3.4 

Croatia Region OECD 

Total tax rate (% profit) 32.5 50.8 46.2 

detailed under this topic Every official procedure involved is recorded - starting from the final 
contractual agreement between the two parties, and ending with the delivery of the goods. 

Croatia Region OECD 

Documents for export (number) 7 7 4.5 
Time for export (days) 22 29.3 9 8  

Documents for import (number) 8 8.3 5 
Cost to export (US$ per container) 1,200 1,393 40 905 

Time for import (days) 16 30.8 10.4 
1,200 1551 40 986.1 

Enforcing Contracts 
The ease or difficulty of enforcing commercial contracts is measured below. This is determined by 
following the evolution of a payment dispute and tracking the time, cost, and number of procedures 
involved from the moment a plaintiff files the lawsuit until actual payment, 
Procedures (number) 38 35.9 31.3 

Cost (% of claim) 13.8 22.7 17.7 

The time and cost required to resolve bankruptcies is shown below. The data identifies weaknesses in 
existing bankruptcy law and the main procedural and administrative bottlenecks in the bankruptcy 
process. The recovery rate, expressed in terms of how many cents on the dollar claimants recover from 
the insolvent firm, is also shown. 
Time (years) 3.1 3.2 1.3 

Recovery rate (cents on the dollar) 30 2 28.9 74.1 

Croatia Region OECD 

Duration (days) 561 443 443.3 

Closing a Business 

Croatia Region OECD 

Cost (% of estate) 15 13.7 7.5 


