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Government of Croatia

United Nations Development Programme

“Promoting business partnerships and fostering business competitiveness”

· project brief –

1. BACKGROUND

Five years after its launch in 2000, the EU Lisbon Agenda – Europe’s key economic reform programme, had to be revitalized and re-launched, emphasizing once more the urgent need for EU member states, as well as prospective new members, to focus on growth, jobs, and investments. The Lisbon Agenda put in place an overall strategy for the Union aimed at promoting economic growth, fostering competitiveness and job creation, and advancing structural and regulatory reform, while ensuring social cohesion and environmental sustainability as defined by the Göteborg European Council.
To preserve the EU’s model of sustainable development for the future, the competitiveness of the Union must be strengthened, its economy must be dynamised, and this should be achieved through “partnership for growth and jobs”
. Since the Lisbon Strategy set out to make Europe the most competitive and dynamic economy in the world, competitiveness has become one of the political priorities of the Union. 

2. SITUATION ANALYSIS
Since year 2002 Croatia has been part of various global competitiveness reports, being evaluated among different number of countries and according to varying methodologies. In terms of scores and results, Croatia has traditionally been lagging behind the new EU member states, however it has marked notable, but not overly impressive improvement. In terms of rating according to EU Lisbon agenda, Croatia is doing well when compared with non-EU member states, but it is still lagging behind EU 25. According to World Economic Forum and its 2006 evaluation of competitiveness based on Lisbon Agenda criteria, Croatia has the highest overall index of competitiveness among EU accession countries, however, what is crucial is to look at the breakdown of components and focus on actual critical bottlenecks.
The interactions between the business community, civil society, and the public sector, all of them focused on the enhancement of corporate social and environmental performance have proven to be the most effective vehicle for ensuring sustainable development outcomes. At the same time, these interactions seem to produce competitive advantage by expanding learning, competencies, alignment to new forms of knowledge, innovation, and new product development. 

This alignment of corporate responsibility with competitiveness could, therefore, significantly contribute to the internalization of Lisbon agenda in Croatia, adding to its twin goals of creation of a competitive, knowledge-based economy, and social cohesion.

3. PROJECT INTERVENTION LOGIC

Project target groups

Business sector is the primary target group for the proposed project interventions. This pertains to both individual companies and to umbrella business organizations which mission is complementary to the goals of the Project. Other relevant stakeholders represent the civil sector, all levels of government, trade unions, academic community, and the media, as their capacity for constructive interaction with the business sector, based on express interests on their respective constituencies, is the crucial element in attaining the overall goal of competitiveness and social cohesion.
Project outcome and outputs
Project Outcome

· The expected long-term outcome of the programme intervention is to assist private companies to upscale their corporate performance and reach a higher degree of market competitiveness, thus creating preconditions for internalization of Lisbon agenda in Croatia, adding to its twin goals of creation of a competitive, knowledge-based economy, and social cohesion. Furthermore, the project will seek to create necessary preconditions for enabling successful business partnerships to be identified, designed and carried out in an efficient and transparent way, all leading to an increased competitiveness levels of the Croatian economy and society at large and greater participation of the private sector in development. 
Project Outputs
The project is designed to have 2 key substantial outputs:

1. Improved capacity of the business sector to devise, implement, and promote responsible practices though Global Compact network, including establishment of frameworks for business engagement in development projects 

2. National and regional policy agenda is influenced through strategic support to the regulatory guillotine process, as well as through development of corporate governance index and county competitiveness rating system as means of actively promoting competitiveness agenda. 
Output 1: Improved capacity of the business sector to devise, implement, and promote responsible practices though Global Compact network, including establishment of frameworks for business engagement in development projects
The launching of the Global Compact Initiative in Croatia is viewed as establishment of a platform for policy level discussions between the business sector and other stakeholders on priority issues for economic and social development of the country, and for development and implementation of joint action aimed at resolution of thus identified challenges. The initiative is to be based on principles of values and leadership. 

The business case for the private sector’s participation in this initiative has been building up exponentially in the last few years. Following the period of ungoverned transition, the progressive Croatian companies are now looking for ways of enhancing their legitimacy in society, and a platform for interaction with all relevant stakeholders, in view of mobilization of all societal resources that can help ensure the resolution of developmental issues that are perceived as a serious challenge for Croatian economy. Businesses have also been becoming increasingly aware that such mobilization will be necessary in order to assist them in adapting to enormous changes that the process of European integration is bringing. The Global Compact will provide them with a platform for such an interaction, while offering them, at the same time, a mechanism for direct action on those issues. For this reason, Global Compact is viewed as a strategic initiative for the achievement of national developmental goals, and for realization of Croatia’s developmental potential. 

The Global Compact Network will serve as continued platform for policy discussions and stakeholder interaction at the highest level. It will also represent the implementation mechanism for joint, multi-stakeholder initiatives aimed at responding to jointly identified developmental challenges.  The learning facility of the Network will be developed to promote the responsible business practice: within companies, by involvement of a wider group of internal audiences with authority over various aspects of corporate social responsibility; and in other stakeholder groups, building their capacity for constructive collaboration with the business sector. Collaboration and interaction between participants from different companies and sectors of society will multiply the effects of training, and enhance the ownership of responsible practices beyond top leadership of their respective organizations.

In view of aligning the CSR practice with competitiveness issues at the national level, one or more sectoral responsible business clusters will be identified and facilitated. The scoping of possible candidates for this intervention will be carried out in line with developmental priorities identified in the Global Compact process. The intervention will be geared toward ensuring high-level compliance with CSR principles and guidelines by participating companies, ensuring effective interaction with relevant stakeholders, and maximization of the business benefits stemming from such interaction. 

Models for government participation in the promotion and adoption of responsible business practices will be identified and brokered, in line with government's professed developmental goals, and the necessity of defining its role in CSR area as one of facilitator and provider of incentives, instead of regulator.

Efforts at creating capacity and models for constructive collaboration of civil society organizations with the business will be supported. This specifically applies to existing initiatives aimed at promotion of employee volunteering, and at developing models of collaboration between the sectors on community initiatives. Creating and enhancing such capacities within both governmental and non-governmental sectors is necessary for their substantive participation in multi-stakeholder partnership arrangements, which are crucial for delivering sustainable development outcomes of CSR practices.

Output 2: National and regional policy agenda is influenced through strategic support to the regulatory guillotine process, as well as through development of corporate governance index and county competitiveness rating system as means of actively promoting competitiveness agenda. 

The proposed approach is to deliver a set of key strategic interventions that will adequately influence national and regional policy agenda and provide new basis for policy making and policy development. 3 distinct sub-outputs will be achieved within the scope of present project:
1. Strategic support to the regulatory guillotine process will be provided as a way of assisting the government in its efforts to streamline business procedures and introduce clarity and efficiency.  The proposed guillotine strategy means rapidly reviewing a large number of regulations, and eliminating those that are no longer needed without the need for lengthy and costly legal action on each regulation. It is a systematic and transparent approach to reviewing, eliminating, and streamlining business regulations. It adapts a technique used in other countries in transition to carry out rapid deregulation. It provides both a quick fix to the most critical problems of unneeded and inefficient regulation, and creates an opportunity to build a permanent system for quality control of new business regulations to avoid re-occurrence of the same problems (so-called creeping re-regulation). It is designed to reduce the costs of reform within a political and legislative system that is already overburdened with difficult reforms. The guillotine is only one step in a longer process of preparing the public administration to use smarter regulation. Development of a modern regulatory system requires not only reforms to thousands of instruments, but also new institutional capacities and a shift by the public administration from a culture of control and rent-seeking to a culture of results-orientation and client services.

Modernizing the regulatory role of the state is a “good governance” agenda whereby regulatory reform is a multifaceted strategy that includes deregulation, re-regulation, simplification and institution-building (including public sector reforms). 

2. Regional indicators of competitiveness will be developed and applied which will serve as basis for transparent and publishable ranking of 21 Croatian counties.  It is expected that such ranking will increase transparency of local business environments and, hopefully, contribute to healthy institutional competition among Croatian regions in ensuring favorable business climate.  A multi-stakeholder agreed approach is to use the framework of one of the existing competitiveness methodologies and adjust it for the application at regional level. The proposal which has been endorsed by all stakeholders is to use the methodological framework of WEF's global competitiveness.  Key rationale for this approach is the assumption that regional sampling and publishing of indicators will motivate region-focused interpretations, comparisons and discussions of indicators' values. This will shift the dialogue between business community and public sector from national, down to regional level.  Within this setting, this project may have far-reaching implications. Regional sampling and publishing of indicators will motivate region-focused interpretations, comparisons and discussions of indicators' values. Furthermore, it is envisaged that this exercise and its final output will represent strong basis for regional policy development and will inform the decision making process regarding programming and absorption of pre-accession funds. 
3. Corporate governance index will be developed and applied on companies listed on the Zagreb stock exchange. The purpose of the index will be to measure the level of adherence to corporate governance standards by listed companies, as means of indicating to the key policy makers of key needs and gaps in corporate behaviour, as well as a way of instigating a process of improvement and advancement of corporate governance standards within listed companies traded at the Zagreb stock exchange. Overall aims of this sub-component is to improve corporate governance in public joint stock companies, to Increase transparency and disclosure, to improve capital market liquidity  and foster capital market development, to increase stock price and improve companies’ performance, thus attracting investors. 

Activities

 1. Improved Capacity of the business sector to devise, implement, and promote responsible practices though Global Compact network, including establishment of frameworks for business engagement in development projects 

1.1. Establishment and operationalisation of the Global Compact governance and administration mechanisms

1.2. Provision of 4 learning events per year based on company needs and requirements

1.3. Provision of 4 policy dialogue events focused on specific set of issues and developmental challenges

1.4. Facilitation of CSR awareness raising events 

1.5. Identification of partnership projects and their conceptualization into practical collective action 

1.6. Development of sectoral CSR strategies and policy recommendations, including their practical implementation through innovative pilot initiatives involving private sector companies
2. National and regional policy agenda is influenced through strategic support to the regulatory guillotine process, as well as through development of corporate governance index and business climate county rating system as means of actively promoting competitiveness agenda. 

2.1 Strategic support to regulatory guillotine process (project HITROREZ)

2.1.1. Identification of Team Leader and legal expert for the regulatory guillotine process

2.1.2. Participation in and assistance with collection of feedback forms from private sector companies participating in the HITROREZ project

2.1.3. Strategic evaluation of key legislative acts, rules and guidelines suggesting possible deregulation, re-regulation, or simplification.

2.1.4. Overview of policy implications and evaluation outcomes, including recommendations for possible formulation of local level model of regulatory guillotine
2.2.  Development of county competitiveness rating system
2.2.1. Development of methodology 
2.2.2. Data collection and surveying in 21 counties
2.2.3. Analysis of the data, preparation of synthesis report and calculation of index algorithm that will give each county a score

2.2.4. Publication of the results, including ranking of counties and policy derivations and recommendations
2.2.5. Public forums on the results and their key policy implications 

2.3 Development and application of corporate governance index

2.3.1 Development of methodology 

2.3.2 Application of the index and survey of 20 listed companies on Zagreb stock exchange

2.3.3. Development of a web-application to be hosted on Zagreb stock exchange’s website that will contain all relevant information on the index, including annual company scores

2.3.4. Analysis of results and calculation of company scores

2.3.5. Public presentation of the results

Management Arrangements
To ensure UNDP's accountability for programming activities and use of resources, while fostering national ownership, management arrangements and oversight of UNDP programming activities certified in accordance with PRINCE2 methodology are foreseen. The following management structure is proposed: 

Croatian Central State Office for Strategy Development, acting in the capacity of National Coordinating Authority, and working closely with UNDP Senior Management, will be responsible for defining, assessing, and monitoring high-level programme achievements towards country-level outcomes, ensuring that the plan of the programme includes necessary aspects required to deliver the expected outcomes and identifies programme areas that will clearly contribute to realizing benefits and achieving outcomes. 

Project Board will be responsible for making executive management decisions for the project when guidance is required by the Project Manager based on annual and mid-term reviews, including approval of substantive project revisions, and for decisions when project tolerances have been exceeded. The composition of the Project Board will include, an Executive to chair the group, a Senior Supplier to provide guidance regarding the technical feasibility of the project, and a Senior Beneficiary to ensure the realization of project benefits from the perspective of project beneficiaries. Project assurance reviews by this group will be made at designated decision points during the running of a project, or as necessary when raised by the Project Manager. 

Project Quality Assurance will be performed on an ongoing basis by designated UNDP Programme Officer within the Zagreb Country Office, with a view to carry out objective and independent project oversight and monitoring functions, ensuring that appropriate project management milestones are managed and completed. The Programme Office will also exercise approval authority for transactions up to the levels of delegated authority.

Legal Context

IV.1 This project document shall be the instrument referred to as such in Article 1 of the Standard Basic Assistance Agreement (SBAA) between the Government of Croatia and the United Nations Development Program signed by the parties on 12 March 1996. 

IV.2   Project revisions. 

The following types of revisions of the project document and budget may be made with the signature of the UNDP Resident Representative only, provided that he/she is assured that the other signatories of the project document have no objection to the proposed changes:

Revision in, or addition of, any of the annexes Revisions which do not involve significant changes in the immediate objectives, outputs and activities of a project, but are caused by the rearrangement of inputs already agreed to or by cost increases due to inflation; and

Mandatory annual revisions, which re-phase the delivery of agreed project inputs, or reflect increased expert or other costs due to inflation, or take into account agency expenditure flexibility.

IV.3 UNDP commits to the activities in this project document through an initial allocation of $ 256,000 from its core funding, with an understanding that the design and implementation of the pilot and demonstration projects and further or complementary funding needs for e.g. human resource development or institutional capacity building will depend on adequate and timely additional donor funding which the project will assist in pursuing. In the event of funding and timing not allowing the achievement of stated objectives and support, the scope and involvement shall be reviewed.

ANNEX 1: LOGICAL FRAMEWORK 
	
	Intervention logic
	Indicators
	Information sources for verifying indicators
	Assumptions

	Objective
	To contribute to Croatia’s overall fulfillment of the EU Lisbon Agenda by making targeted strategic interventions that will enable key actors to more successfully align their policy and operations with the EU Lisbon Agenda
	Improvement of Croatia in national competitiveness rankings
Greater investment flows

Improved market performance of Croatian companies

CSR clearly integrated in company strategies and practices
	· National competitiveness reports and indices

· Croatian agency for investment promotion

· Employers’ associations data
· Chamber of commerce data
· Media
· Company records
 
	

	Outputs
	1. Improved Capacity of the business sector to devise, implement, and promote responsible practices though Global Compact network, including establishment of frameworks for business engagement in development projects 

2. National and regional policy agenda is influenced through strategic support to the regulatory guillotine process, as well as through development of corporate governance index and business climate county rating system as means of actively promoting competitiveness agenda. 


	1.1.  Number of companies with confirmed and evident CSR strategy and practice
1.2. Number of partnership projects where private sector is an active participant and key stakeholder
1.3. Number of policy processes where views and interests of the private sector have clearly been acknowledged and included
2.1. Number of regulations abolished and/or simplified as a result of regulatory guillotine process

2.2. Changes in the regional policy based on results of county competitiveness rating system
2.3. Number of companies with evident improvements in corporate governance practices
	· Company records

· Project data 

· Employers’ associations data
· Chamber of commerce data
· Zagreb stock exchange data 

· HANFA data and policies
	· Willingness of companies to actively engage in process of development
· Willingness of government bodies to include private sector into policy and decision making

· Consensus around regional policy making

· Willingness of companies to transparently report and provide company data 

	Activities
	1. Improved Capacity of the business sector to devise, implement, and promote responsible practices though Global Compact network, including establishment of frameworks for business engagement in development projects 

1.1. Establishment and operationalisation of the Global Compact governance and administration mechanisms

1.2. Provision of 4 learning events per year based on company needs and requirements

1.3. Provision of 4 policy dialogue events focused on specific set of issues and developmental challenges

1.4. Facilitation of CSR awareness raising events 

1.5. Identification of partnership projects and their conceptualization into practical collective action 

1.6. Development of sectoral CSR strategies and policy recommendations, including their practical implementation through innovative pilot initiatives involving private sector companies

2.1 Strategic support to regulatory guillotine process (project HITROREZ)
2.1.1. Identification of Team Leader and legal expert for the regulatory guillotine process

2.1.2. Participation in and assistance with collection of feedback forms from private sector companies participating in the HITROREZ project

2.1.3. Strategic evaluation of key legislative acts, rules and guidelines suggesting possible deregulation, re-regulation, or simplification.

2.1.4. Overview of policy implications and evaluation outcomes, including recommendations for possible formulation of local level model of regulatory guillotine

 formulation of local level model of regulatory guillotine well as recommendations for possible follow-up especially with a view to apply regulatory reform to local level regulatory agenda


	Means: 
	Costs:
	Pre-conditions

- Established partnerships and secured political support 

- Active participation of company focal points secured
- Active support and participation of key institutions secured



	Activities
	2.2 Development of county competitiveness rating system

2.2.1.Development of methodoology
2.2.2. Data collection and surveying in 21 counties

2.2.3. Analysis of the data, preparation of synthesis report and calculation of index algorithm that will give each county a score

2.2.4. Publication of the results, including ranking of counties and policy derivations and recommendations
2.2.5. Public forums on the results and their key policy implications 

2.3 Development and application of corporate governance index

2.3.1 Development of methodology 

2.3.2 Application of the index and survey of 20 listed companies on Zagreb stock exchange

2.3.3. Development of a web-application to be hosted on Zagreb stock exchange’s website that will contain all relevant information on the index, including annual company scores

2.3.4. Analysis of results and calculation of company scores

2.3.5. Public presentation of the results


	
	
	


ANNEX 2: INDICATIVE BUDGET FOR THE PERIOD OF AUGUST 2007 – DECEMBER 2008 IS ATTACHED AS EXCEL SPREADSHEET

The project “Promoting business partnerships and fostering business competitiveness” aims to contribute to Croatia’s overall fulfillment of the EU Lisbon Agenda by making targeted strategic interventions that will enable key actors to more successfully align their policy and operations with the EU Lisbon Agenda. Furthermore, the project will represent a platform for interactions between the business community, civil society, and the public sector through the Global Compact local network which is conceived as a collaborative framework for engagement of all actors in society with sustainable development as their goal. The purpose of these interactions will be to produce competitive advantage in one or several business sectors by expanding learning, competencies, alignment to new forms of knowledge, innovation, and new product development, all of them focused on the enhancement of corporate social and environmental performance as a proven most effective vehicle for ensuring sustainable development outcome. 


The project proposes policy and capacity building components whereby on the policy level issues of administrative burden to doing business will be directly addressed, as well as creation of corporate governance index and the business competitiveness county rating system. On the capacity building level the project will build the capacity of key Global Compact stakeholders- civil sector, all levels of government, trade unions, academic community, and the media for constructive collaboration with the business sector, as well as represent a mechanism for ensuring high-end compliance and wider permeation of responsible principles and practices among private sector companies. Collaboration and interaction between participants from different companies and sectors of society will multiply the effects of training, and enhance the ownership of responsible practices beyond top leadership of their respective organizations.





























� This initiative was launched at the Spring European Council on 22 March 2005. 
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