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1. INTRODUCTION

This paper has two purposes. First, it provides an assessment of the factors framing entrepreneurship in Croatia and how they influence the predominantly necessity-oriented entrepreneurship in the nation. The factors considered include – economics, formal institutions, culture, the industrial structure, human capital and social capital. The second purpose is to present possibilities on how different institutions, through their policies, programs and implementing organizations, impact the above factors. Understanding the sources influencing necessity entrepreneurship is important because the Croatian government’s goal is to reach 75% of the EU25 mean GDP by 2013, partly using entrepreneurship development as an engine of this growth.
 

Research supports national economic strategies for increasing growth-oriented entrepreneurship because entrepreneurship is considered to be an effective way to raise national GDP (van Stel, Carree et al. 2005), increase employment (van Stel, Carree et al. 2005) create more robust industrial structures (Marshall 1919; Saxenian 1994; Uzzi 1997) as well as increasing social capital (Dakhli and De Clercq 2004). There are even benefits of growth-oriented entrepreneurship specific to the transition context. Researchers believe that it is a key factor in insuring the success of transition from Socialism to Capitalism (Ireland, Tihanyi et al. 2008; Smallbone and Welter 2009). Three effects CEE entrepreneurs have on economic development include: being mechanisms for privatizing and restructuring state-owned enterprises; helping to transform the distorted and monopolistic centrally-planned industrial structure; and finally, establishing a private enterprise sector (Smallbone and Welter 2006). 

Of course, entrepreneurs do not function in a vacuum. Their actions are partly defined by their environment (Shane and Venkataraman 2000). Factors in the environment affecting entrepreneurship can, for example, include the macro-economic landscape as well as the way the entrepreneur’s capability set is influenced by education, cultural norms, and career experience. Further, this “environment” is defined and controlled by the formal and informal institutions of a society. The operative part of institutions, their policies, programs and implementing organizations, are the focus of this research because they have direct and indirect effects on both the supply and demand of entrepreneurs. They do this by impacting the access to capital and other resources, as well as the entrepreneur’s perception of opportunities. The formal/informal institutions in CEE still remain key obstacles in promoting entrepreneurship because of their incongruent transitions (Smallbone and Welter 2009). One of the largest problems for economic, institutional and entrepreneurship development in CEE is that formal institutional policies and structures supporting a free market have steadily emerged but informal institutions have not been able to catch up.
 Therefore, understanding the present entrepreneurial milieu of transition Croatia and assessing its potential for development begins with these research questions:  

1) What are the characteristics of the factors framing necessity-based entrepreneurship in Croatia?

2) What institutions, policies and organizations impact these factors of entrepreneurship and how do they do it? 

Informed by the answers to questions 1 and 2, the last question is answered in the conclusion: 

3) Where is the potential for changing Croatian entrepreneurship into a more knowledge-based, growth-oriented entrepreneurship?

This paper is organized in the following manner. First, the theoretical portion is inspired by the Theory of Institutions and Institutional Change as brought forth by Douglass North (North 1990) and Richard Scott (Scott 1995) and Resource-Based Theory as defined by Edith Penrose (Penrose 1959) These theories are transposed into the entrepreneurship research paradigm with the help of studies by Boettke & Coyne (Boettke and Coyne 2007) and William Baumol (Baumol 1990).  The theories are used to display a cause and effect dynamic between institutions, resources and the outcome of entrepreneurship. After that, the methodology is presented explaining my rational choice, constructivist approach. Here, the research framework is introduced. After the methodology, the research is presented in two ways. First, there is a descriptive part examining the factors framing entrepreneurship in Croatia, specifically, the economic, institutional, cultural, industrial, human capital and social capital factors. Some clues are sought within these factors to explain the predominance of necessity entrepreneurship in Croatia. Second, there is an explicative part which, through analysis, explains how the Croatian entrepreneurship framework is influenced by policies and organizations from international, national, and regional institutions. The conclusion provides insight into the potential of Croatian entrepreneurship evolving into growth-oriented, knowledge-based forms. The conclusion also provides some suggestions for policy-makers and other stake-holders.

2. THEORETICAL BACKGROUND
The theoretical portion of this paper explores ideas from previous researchers which shed light on how the outcome of entrepreneurship is determined by the institutional control of resources
. First, some definitions are presented. Then the types of institutions and their control mechanisms are examined from the perspectives of North and Scott. Third, a look is taken at how entrepreneurship researchers use Institutional Theory to explain the outcome of entrepreneurship. Resource-based Theory (Penrose 1959) is used as the link between institutions and the entrepreneurial outcome.

2.1 Definitions

Definitions of the most cited terms in this paper are presented in this subsection. They are: entrepreneurship, necessity vs. opportunity/growth entrepreneurship, SME, institutions, policies, programs, and organizations.  Defining the term entrepreneurship is still a work in progress in the entrepreneurship research community
. Distilling all of the definitions of entrepreneurship that I have read up until now, I have come to conclude that all forms of entrepreneurship (productive, unproductive and destructive) have to do with the same process. This process assumes the existence of resources/opportunities, and comprises of their identification/ creation and exploitation for profit. Therefore, in this paper entrepreneurship is seen as the process of seeking, identifying/creating and exploiting opportunities/resources for profit. 

The terms necessity and opportunity/growth entrepreneurship were coined by Global Entrepreneurship Monitor (GEM) researchers who began to recognize that entrepreneurs had different motivations for starting a business. Necessity entrepreneurship means that there are no better options for employment, therefore, people engage in entrepreneurial activities because the opportunity cost for starting a business is low. The opposite of necessity entrepreneurship is “opportunity or growth entrepreneurship”. Opportunity or growth-oriented entrepreneurs start businesses because they recognize an opportunity that no one else has and commercialize it because of inspiration and not need. Opportunity-oriented businesses have been documented to positively impact national levels of output, increase exports, and national employment. The entrepreneurship research community absorbed these distinctions and soon necessity entrepreneurship began to be considered an insignificant form of entrepreneurship or better to be avoided (Scase 1997; GEM 2006) and opportunity entrepreneurship was labeled as a “good” or productive form of entrepreneurship
.

In this paper, certain statistics revolve around the term SME which needs to be defined in terms of size. The EU defines a SME as having less than 250 employees which is further broken down into a medium-sized firm having 50-250 employees, and a small firm having 10-49 employees. Firms with less than 10 employees are considered to be micro-firms [Croatian Chamber of Economy (2008)].

The terms Institutions, Policies, Programs, and Organizations need to be clarified because the boundary between them can be blurred. In this paper, institutions are seen as rule and norm setters (North 1990) functioning in a capacity where goals and strategies are envisioned. Institutions are also seen as having the power to control actions through regulatory, cognitive/cultural, and normative mechanisms (Scott 1995). 

In this paper, policies are viewed from the perspective of government. Policies are created by higher level institutions and are a set of long range goals and principles framing the territory of actions and identifying major stakeholders (OECD 2007). Policies aimed at entrepreneurship development can have many roles, for example, equalizing market inefficiencies, raising awareness, opening markets, to name a few. 

Policies are enacted through programs which are a set of actions designed to reach the policy goal. Programs require the identification of stakeholders and actors where there is an exchange of information and performance measures are taken (OECD 2007). In this paper, programs are introduced from non-governmental sources as well. Institutional arrangements provide the organizational and financial aspects of delivering policies and programs (OECD 2007). Instead of using the term “institutional arrangements”, I choose to use the term “organizations” to indicate the institutions which enact the policies and programs. 

Policies, programs and organizations are tools that governments use to enable desirable forms of entrepreneurship by taking over where markets fail. Markets do often fail in the presence of information asymmetries and in not being able to economize benefits that are not priced (e.g.: new technology). Three weaknesses in the market where public policy often steps in to rectify are (Storey 2003): Raising awareness for entrepreneurship, business/strategic advisory services and financial services. 

2.2 Theoretical Framework
With the exception of an eclectic approach to entrepreneurship (Verheul, Wennekers et al. 2001; Shane 2003) and a population ecology approach (Aldrich 1999), most entrepreneurship theories focus on micro-level influences in order to explain new venture creation and development, taking the institutional environment for granted (Smallbone and Welter 2009). Empirical evidence from transition economies shows the external environment to be one of the dominant features influencing the development of entrepreneurship (Peng and Heath 1996; Smallbone and Welter 2006; Welter and Smallbone 2008). According to Smallbone & Welter’s (2009) recent review of entrepreneurship theories, there is a growing body of literature which explicitly links entrepreneurship to the overall institutional environment [e.g. (Acs and Karlsson 2002)]. Few studies, however, examine informal institutions such as values and social norms, in other words, the influence of culture on entrepreneurship.  The research which exists looks at countries with different institutional profiles and/or linking Hofstede’s cultural dimensions to entrepreneurship (Audretsch, Thurik et al. 2002; Hofstede, Nooderhaven et al. 2004). Moreover, important for this paper, Wright et al (Wright, Filatochev et al. 2005) point out that little institutional theory related research has been done on start-ups in transition economies. 

Institutionalism’s theoretical perspective dates back to the late 1800’s and early 1900’s when theorists in America and in Germany set out to describe the role of institutional legal, political and social factors in the economy (Seifert and Pridat 1995). New institutional theory finds application in many fields and has recently been used in sociology (Scott 1995), policy and economics (North 1990; Williamson 1993) and has evolved into emphasizing cultural and societal influences on economic phenomena (Bourdieau 1986; North 1990). In the next subsection, the types of institutions will be introduced with their mechanisms of behaviour enforcement and implications for entrepreneurship.  After that, institutions and entrepreneurship will be examined in a transition context. The purpose of this discourse is to highlight that Institutional Theory is a suitable theoretical framework for analyzing the influence of the environment on the patterns of entrepreneurial behavior and the outcome of entrepreneurship. 

Types of Institutions and their Control Mechanisms

Douglass North expressed that the formal and informal institutional environment determines the rules of engagement by placing constraints on human action. Institutions may increase or reduce uncertainty (North 1990), which can increase or reduce transaction costs associated with entrepreneurship. Formal institutions include the constitutional, legal and organizational framework for individual actions, while informal institutions adopt “uncodified attitudes”, which are embedded in society and regulate individual behaviour (North 1990). After North’s seminal work, later research differentiated institutions along other characteristics. For example, formal and informal institutions have different enforcement methods. Formal institutions are enforced by rules, while informal institutions are enforced by private actors using “psychological sanctioning” as a compliance device (Knight 1997).  Formal and informal institutions have different channels of accessibility. Formal institutions are seen to be accessible to all, while informal institutions can be restricted to specific groups (Ebner 2006).  Richard Scott links the role of institutions to their enforcement mechanisms (Scott 1995). Placing these mechanisms in the context of entrepreneurship it can be stated that regulative control defines the way trade is supported or not supported through various laws, statutes and informal rules. Cognitive/cultural control defines the way the individual views entrepreneurship and the process of trade based on the cultural framework. Normative control influences whether entrepreneurship is a socially accepted activity and under what norms and values is it practiced (Scott 1995). These control mechanisms are embedded in how policies, programs and organizations go about applying the goals of the envisioning institution.

Such clean theoretical and definitional delineations may tempt one to think that formal and informal institutions as separate constructs in society. In reality, both formal and informal institutions are mutually dependent and they co-evolve (Ebner 2006). It is in this mutual dependence where institutional change can be hampered and where formal institutions evolve only as far as informal ones will allow. This tension highlights the dynamic of institutions in a transition context and their impact on entrepreneurship.

Institutions, Entrepreneurship and the Transition Context

Formal institutions engender policies, programs, organizations and behaviors which affect entrepreneurship through the control of resources (Boettke and Coyne 2007). In an entrepreneurship context, resources can be found in the individual and his/her environment. Edith Penrose (1959) first put forth that resources imperative for firm growth could be found in individuals (Penrose 1959). She states that “heterogeneous, non-imitable resources, especially human and managerial”, are responsible for the creation and growth of firms (Penrose 1959). Since the entrepreneur functions as a firm, his/her capability set defines the outcome of entrepreneurship. In Baumol’s view, what matters is how institutions influence individual capability sets and how they channel the efforts of individuals. He believes it depends on the quality of the prevailing environment which he sees as the political, economic and legal institutions of a nation. He, like Mises (1949), believes that entrepreneurship is a characteristic of human action and is present anywhere and at anytime. Therefore, institutions decide whether the outcome of entrepreneurship will be productive, unproductive or destructive (Baumol 1990). 

The role institutions have on entrepreneurship in a transition context is not different from any other in that they play a constraining and enabling role. Examples of formal institutions affecting entrepreneurship include the legal framework, the regulatory & policy framework, and the financial system. Laws might create new opportunities for entrepreneurship in transition countries with, for example, the introduction of property rights.  On the other hand, a deficient legal infrastructure, manifested by inefficiencies, lack of judges, and courts lacking economic expertise, could restrict entrepreneurship. The presence of an institutional void allows for arbitrary actions by administrators which, as research in Eastern Europe tells us, fosters rent-seeking, corruption and non-compliant or defiant behavior of entrepreneurs (Lorentzen and Rostgaard 1997; Singer, Pfeiffer et al. 2003; Smallbone and Welter 2009). 

Informal or normative/cultural-cognitive institutions can be portrayed on three levels. First, there is the societal level, where norms and values form attitudes towards entrepreneurship. Second, at the sectoral level, trade organizations and professions dictate codes of conduct through informal institutions. Finally, institutions exist on the level of communities, such as religious, kinship or ethnic groups. Normative elements contain the collective sense-making of a society, while cultural –cognitive elements refer to the individual’s perception of societal rules and values, which is influenced by the individual’s education and experiences. According to Smallbone and Welter (2009), there is a negative heritage of socialist experiences not supporting entrepreneurial action. These negative Socialist experiences influence the cognitive/cultural and normative elements of informal institutions. Some proof of this is found in empirical studies showing that variations in entrepreneurial behavior can be accounted for by entrepreneurship’s image in a specific country [e.g. (GEM 2006)]. What these theories and concepts warn of is that even if formal institutional structures to support entrepreneurship are well engineered, informal (societal, sectoral and community) institutions may derail the process if they are not aligned.

Therefore, in conclusion, institutions not only have an effect on the supply of resources but also govern how entrepreneurs view and use them. With the aid of theories from North, Scott, Penrose, Boettke & Coyne and Baumol, a stream of cause and effect linking institutions, control mechanisms, resources and entrepreneurial outcomes can be made. It can be described like this: Formal and informal institutions exercise cognitive/cultural, normative and regulative control affecting the availability of resources which determine the outcome of entrepreneurial activity into productive (opportunity), unproductive (necessity) or destructive forms. This interaction is seen in Figure 1. Further, if formal and informal institutions are not aligned in their goals then any changes will certainly be impeded. 
Figure 1: Theoretical Framework
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This theoretical framework in Figure 1 captures the interdependence of institutions, resources and entrepreneurship. The figure appears to be linear but it is not. The outcome of entrepreneurship returns through the chain and affects resources, the control mechanisms and the institutional structure. In short, there is a recursive relationship. This interaction sheds light further along in the paper on why Croatia is mostly capable of engendering a certain type of entrepreneurship -  the necessity variety – from the perspective of its institutions and their influence on the factors of entrepreneurship. 

3.0 METHODOLOGY
In this section, an explanation of the research approach is given which focuses on secondary sources and telephone conversations/email exchanges with individuals in Croatian institutions. Second, the analytical framework is presented using a matrix which helps characterize the institutional presence in Croatia, its effect on the factors of entrepreneurship, the control mechanisms used, and the resources provided.  

3.1 Research Approach

To answer the third research question, what is Croatia’s potential for developing a larger supply of growth oriented entrepreneurship, two objectives have to be met. The first objective is to assess Croatia’s necessity-based entrepreneurial environment by examining the economic, institutional, cultural, industrial, human capital, and social capital factors. When the focus of the entrepreneurship research community turned away from individual psychological traits as an explanation for entrepreneurship and more to the intersection of the individual and the opportunity, a group of authors suggested taking a closer look at the opportunity creating environment (Shane and Venkataraman 2000; Verheul, Wennekers et al. 2001; Shane 2003). The factors listed above are adapted from these studies and used to define the “environment” which I interpret as being instrumental in defining the opportunities available. The second objective is to understand how formal institutions in Croatia, through their policies/programs/organizations impact the environmental factors listed above. 

This study is exploratory in nature using a qualitative research approach by assessing secondary sources and informal, unstructured interviews. The secondary sources of information are examined from an internal and external perspective. The internal sources are those published or presented by Croatians in the form of:  Croatian National Bank statistics, entrepreneurship research carried out by Croatian researchers, policy documents, strategic plans and mission statements from institutions supporting entrepreneurship. The external sources are what “outsiders” say about Croatia. These come in the form of research from international organizations (OECD, EU, World Bank, GEM) and from assessments by non-Croatian researchers. Having this “internal/external” perspective should give a more balanced view. Informal telephone interviews were conducted with Chamber of Commerce employees, Croatian academics and Croatian representatives from business associations. The interviews were only used when published information needed clarification.

3.2 Analytical Framework

The analytical foundation is presented below in Figure 2 and is the paradigm for the analysis of the descriptive and the explicative parts of this research. The descriptive part characterizes the state of entrepreneurship in Croatia by briefly assessing, first, the influence of history on entrepreneurship and second, the qualities of the factors in Figure 2. These factors were isolated from previous authors’ contributions (Verheul, Wennekers et al. 2001; Shane 2003).  

Figure 2: Factors Influencing Entrepreneurship
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Source: Adapted from Verheul & Wennekers (2001), Shane (2003)

The explicative part of this research turns to an examination of the institutions active in Croatia accounting for the quality of the above mentioned factors. This examination includes information about relevant policies, programs and organizations. The institutions are assessed as to their impact on the factors of entrepreneurship, which control mechanisms they tended to use, and what resources (or barriers) were made available. Table 1 sums up this process of analysis: 
Table 1: Croatian Institutional Assessment

	
	International

Institutions
	National

Institutions
	Regional Institutions

	Impact on…
	
	
	

	   Economy
	
	
	

	Institutions/Policies/Organizations
	
	
	

	   Culture
	
	
	

	   Industry
	
	
	

	   Human Capital
	
	
	

	   Social Capital
	
	
	

	Control Mechanisms…
	
	
	

	   Cultural/Cognitive
	
	
	

	   Normative
	
	
	

	   Regulative
	
	
	

	Resources Provided…
	
	
	

	   Financial
	
	
	

	   Physical         Infrastructure
	
	
	

	   Education
	
	
	

	   Awareness
	
	
	

	   Networks
	
	
	

	   Knowledge
	
	
	


The first step before applying this framework was to isolate which institutions were active in Croatia. After reading a variety of Croatian government, OECD, EU and World Bank reports, I soon began to see strong presences of certain institutions which I later sorted into the geographic categories, international, national and regional, in Table 1. After reading hard-copy and electronic documentation about their activities in Croatia, I targeted their impact through assessing their formally written goals and/or the manifestation of their actions. Their control mechanisms could often be identified in their mission or goal statements. Otherwise, I judged this based on the “way” they went about reaching their aims which was often found in the documentation of their procedures. The resources or opportunities they wanted to make available were often explicitly stated in their official documentation. Interestingly, I came across no internal documentation of “self-assessment” from the institutions nor of any of their policies/programs or implementing organizations. I found three external reports assessing the performance Croatian institutions: the OECD’s, the World Bank’s Global Competitiveness Index, and a report for the Global Entrepreneurship Monitor from Croatian researchers. These reports were used to assess the barriers the institutions create for entrepreneurship in Croatia. They provide assessments of the informal institutional environment which adds some depth to my formal, more structural assessment. 
A possible challenge with using the above framework is that it is a snapshot which does not take into account the dynamic, learning nature of institutions. Therefore, there is no way to make room for or explain change. Also, because this study does not go in-depth in any one institution, only the broad-strokes of each institution’s actions could be captured and not their finer, more subtle goals and actions. 

4.0 STUDY CONTEXT
The aim of this section is to describe the nature of entrepreneurship in Croatia in order to later contextualize the assessment of the institutional environment. According to official reports and research, the predominate motivation to start a business in Croatia is necessity-driven because, in the mind of the entrepreneur, no other options for employment exist (GEM 2007; OECD 2007; Singer 2007).  To understand the background of necessity entrepreneurship in Croatia, a good place to seek clues is in her history because the institutions, control mechanisms, and resource factors have evolved throughout time in a specific historical context. Therefore, this section begins with a brief historical accounting of Croatia’s economic development. Then I proceed to examine the general state of entrepreneurship in the present by briefly looking at demographic issues and regional entrepreneurship differences.  Finally, Croatia is compared to other CEE nations on levels of competitiveness, entrepreneurship and type of motivation for starting a new business. This is done to see where Croatia fits on a hierarchy of development among other nations in transition.

Figure 3: Map of Croatia
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4.1 Croatia’s History and Entrepreneurship

Croatia is a nation in south-eastern Europe with a population of 4.5 million people and a land mass of around 56,000 square kilometres, almost 13,000 square kilometres larger than Denmark or the size of the US state Wyoming (Figure 3). Croatia can be described as a nation defined by being at the cross-roads of history – between east and west, between Christianity and Islam, between values of the Enlightenment and the values of Byzantium. North and Thomas (1973) recognize that “history matters” in economic growth mainly because of the “path dependence” of institutions. The impact of history on Croatia’s economic values (through formal and informal institutions) can be placed in three broad categories: First, the result of little experience in self-governance, second, a legacy of Socialism/Communism, and finally, a millennium of Roman Catholicism. Roman Catholic Croatia has had a turbulent history due to being a cultural and historical buffer zone between the Catholic/Protestant West and the Ottoman/Orthodox East. As a result, it has had many masters and sparse periods of self-rule. All of which does not engender a vibrant national trading history except for a few isolated regions.
 The first period of Croatia’s self-rule was from the 10th century when Croatia’s first king, Tomislav, was crowned until 1102 when the crown was passed to the Hungarian dynasty.
 The second period of self-rule occurred from 1941 – 1945 when a minority fascist group (the Ustaše) declared an independent state with the support of Germany. The third period is just over 15 years old and started when Croatia declared independence from Serbian domination in Yugoslavia in 1991. 

From 1945 until Croatian independence from Yugoslavia in 1991, the only tolerated form of private trade was craftsmanship of the sole proprietorship variety. From 1918 to 1945, Croatia was under the control of the Serbian Karadjordjevic monarchy which controlled the flow of Croatian goods inland and abroad. During this period, trade and privately held businesses were tolerated but controlled. The emerging trading class was often in the hands of ethnic Jews because they were prohibited from owning land. In WWII’s German and Italian occupation, Croatia lost much of its trading heritage due to the emigration and genocide of the Jewish population. During Austrian Hapsburg rule from 1527 until 1918, Croatia lost territory which was incorporated into military frontiers to keep the Ottomans at bay. During this time the Croat nobility was impoverished, largely culturally assimilated and too weak to withstand Habsburg centralization and “Austrianization” which began under Maria Teresa and continued under Josef II.  A vibrant merchant class simply could not flourish in Croatia under the pressures of the Ottomans, Austria and Serbia.

The values and norms created by the Communist/Socialist ideological system and the Catholic religion (Weber 1930) are not known for encouraging entrepreneurial values such as independence, self accomplishment, and control (Riverin 2007). These deficits in entrepreneurial tradition could account for the Croatian business community’s image today which is currently in either crisis or evolution, depending upon whom one asks.  The researchers stating that entrepreneurship in Croatia is in crisis say so because of the existence of moonlighting, corruption, failure to pay and financial scandals [e.g:(Riverin 2007)]. Other researchers, take into account the highly dynamic transition environment and the high levels of human capital and mobility and state that new entrepreneurial influences are emerging and gaining larger acceptance by society [e.g: (Singer 2007; Smallbone and Welter 2009)]. Therefore, they argue that the perception toward entrepreneurs and their businesses is becoming more positive and is continually evolving.

4.2 Present Day Croatia & Entrepreneurship

A healthy urban environment provides many benefits for entrepreneurship, especially a growth-oriented, innovative, high technology form of entrepreneurship. The presence of universities and research centers fuels evolving technologies and promotes innovation as well as providing an economy with an educated workforce (Saxenian 1994; Sarasvathy, Venkataraman et al. 2004). When there is a high population density there is a diversity of demand in a relatively small geographic area which reduces communication and transportation costs. This mixture of trade, research, diversity, population density, high levels of education has a cumulative effect and attracts other businesses because of the benefits derived from cooperation, spillover effects and the signaling effect
 (Audretsch and Fritsch 2000). Not all of the entrepreneurial opportunities in an urban area are of a tangible variety. According to Sarasvathy (2001), areas of large population density also provide intangible assets crucial for entrepreneurial activity such as having forums for informal gatherings (cafes, sport clubs, cultural venues, etc.), the existence of role models, and the potential to experience novel ideas.
Slightly more than 50% of the population in Croatia lives in four urban areas: Zagreb (the capital), Rijeka (industrial port city on the Adriatic), Split (economic centre of Dalmatia), and Osijek (the economic centre of Eastern Slavonia). This means that Croatia has dynamic urban environments with the presence of research facilities, universities, cultural/social offerings, and high education levels. This also means that the rest of the population (50%) lives in sparsely populated regions unable to support opportunity entrepreneurship because of the depletion or absence of the resources mentioned above. 

Differences in regional entrepreneurship activity within a country are generally connected with differences in regional development. For the purpose of the GEM survey, Croatian counties and the City of Zagreb are grouped into six regions:

1. Zagreb and its surroundings

2. Slavonia and Baranja: eastern Croatia

3. Northern Croatia
4. Lika and Banovina: central Croatia
5. Istria, Primorje and Gorski Kotar: Northern Coastal & Inland
6. Dalmatia: Southern Coastal & Inland
There is an agglomeration of population, education, information, culture, institutions and firms in the nation’s capital (Zagreb) and in a few other larger cities. The rest of the nation experiences spatial, cognitive, social and cultural distance from the urban cores. Also, the damage from the war of independence from Yugoslavia took a 22 billion USD
 toll on a new nation which at the same time needed to struggle with issues of transition.  The regions, Slavonia/Baranja and Lika/Banovina were most damaged by the war. They are areas which were already experiencing lower levels of economic development before the war and because of the war they became severely compromised. In the 2002-2006 period, entrepreneurial activity has increased in all six regions (Singer 2007). The gap between regions is steadily narrowing ever since 1995 (the end of the war) up until the present
 (Singer 2007). This regional picture of increased entrepreneurial activity needs to be qualified. When assessing the reason for starting a business, the motivation index
, researchers found that entrepreneurial activity in the poorest regions is motivated by necessity and not by opportunity (Singer 2007). Therefore, it can be concluded that levels of entrepreneurship in Croatia are rising and the predominate form of entrepreneurship is necessity-based. The predominance of necessity entrepreneurship indicates a lack of SME competitiveness because small, need-motivated businesses often do not have the resources required to invest in R&D and/or make a presence in international markets.
Is it normal for a nation in transition to have necessity entrepreneurship as the norm indicating a lagging competitiveness with western nations? In Table 2, Croatia’s competitiveness ranking is compared to other CEE nations. Slovenia is in first place and ranked 19 places ahead of Croatia which is in second place. Close behind Croatia are Hungary and Romania. Much further behind Croatia (24 places) is Serbia.
Table 2: Global Rankings
	
	Global Competitiveness Ranking

n = 134

	Slovenia
	42

	Croatia
	61

	Hungary
	63

	Romania
	68

	Serbia
	85


Source: The Global Competitiveness Report & The Global Information Technology Report 2007-2008

What is behind Croatia’s competitiveness standing? Figure 4 shows that Croatia is in a “middle” transition stage of development.  Figure 4 also shows that Croatia meets other transition nations on all of the indicators except in those places where Croatia shows some weaknesses which include: the quality of institutions, market efficiency, financial market sophistication, market size, and business sophistication.  Croatia does not surpass the other nations on any indicators.
Figure 4: Croatia’s Competitiveness vs. other Transition Nations
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Source: Global Competitiveness Report 2008
Considering Croatia’s weak competitive situation and the weak historical business tradition, the conclusion can be made that the small business environment is at an early stage of development in which the opportunities for growth and internationalization remain limited. Regardless, Croatian economists and policy makers agree that SME’s are a significant sector within the national economy and policies to support them are an integral component of national economic strategy.
 Therefore, it appears as if a political vision is in place but apparently the strategy and/or implementation seems to be weak. Research assessing Croatian national and regional strategies for the promotion of entrepreneurship states that the strategies are more often pushed from the top-down instead of pulled from the bottom-up. This creates a lack of immediate relevance to the target group, program duplications through lack of coordination and in the end, wasted resources (Singer, Pfeiffer et al. 2003; Crichton 2007; Pike 2007; Riverin 2007). However, this does not mean that the SME sector is unimportant in an economic sense. The next subsection places the Croatian SME sector’s economic importance in perspective. 

Croatian SME’s

In 2006, 68,000 registered SME’s employed 424,000 people which accounts for 53% of the employed population. In addition, the crafts sector compromised a further 105, 000 people in self-employment, in turn, employing an additional 145,000 workers
. Overall, the small business sector accounted for over 65% of total employment in Croatia in 2006. It contributed 55% of national GDP in 2006, and 27% of exports (Croatian Statistical Yearbook 2007). Other characteristics of entrepreneurship in Croatia indicate that more entrepreneurs are young, between the ages of 18-34, which follows trends in the rest of the world. Entrepreneurship among women is severely underrepresented. Croatia is among the lowest grouping of GEM nations in regards to female entrepreneurship (taking 37th place out of a sample of 42 nations) (Singer 2007). 

To measure the levels of entrepreneurship in a nation, the Global Entrepreneurship Monitor (GEM) uses the TEA (Total Entrepreneurial Activity) index. The early stage of Total Entrepreneurial Activity is calculated as the phase from business start-up to 3.5 years into the business. The Early Stage TEA is considered to be the time when the entrepreneur’s vision and opportunity structure meet and where (s)he begins implementing his ideas through 3.5 years of business activity. The early-stage TEA in Croatia compared to other CEE countries is found in Table 3 as a percent of the adult population.

Table 3:   Croatia’s and other CEE Nation’s TEAs

(Percent of Adult Population)

	
	Serbia
	Croatia
	Hungary
	Slovenia
	Romania

	TEA Percent
	8.6%
	7.3%
	6.9%
	4.8%
	4.0%


Source: GEM Adult Population Survey 2007

Among the five CEE nations above, Croatia comes in second place in terms of entrepreneurial activity in the adult population. Serbia is in first place. Table 4 clarifies which kind of entrepreneurship is more prevalent in each nation.
Table 4: Opportunity vs. Necessity Entrepreneurship
(Percent of Entrepreneurs)

	Country
	TEA Opportunity

	Slovenia
	77%

	Hungary
	48%

	Romania
	48%

	Croatia
	41%

	Serbia
	29%


Source: GEM Adult Population Survey 2007

Indeed, Table 4 shows that increased entrepreneurial activity in Croatia and Serbia is of the necessity variety. Slovenia had less entrepreneurial activity but most of it was of the opportunity variety.

A general explanation for Croatia’s TEA situation and necessity driven entrepreneurship may be that radical economic reforms impacted the loss of old industries and markets due to the war and privatization. All of this led to excessive and persistent unemployment levels. As a result, the opportunity costs of self-employment decreased leading to predominately necessity-based rather than opportunity entrepreneurship. 

4.3 Summary – Study Context 

The goal of this section was to provide a context for the later scrutiny of the factors affecting Croatia’s entrepreneurial environment. Insights into Croatia’s trading environment can be found if her past and present are examined. Croatia’s history has shown that it has been defined by much political strife and very little self-determination, therefore, hampering the development of robust trade and entrepreneurship. Today Croatia still has many weaknesses, for example, large regional economic disparities, not having a clear national competitive advantage, and structural weaknesses due to having had a recent war. How entrepreneurship is defined in Croatia will be handled by deconstructing the environment in the next section.

5.0 THE FACTORS DEFINING ENTREPENEURSHIP IN CROATIA

There are two goals in this section. First, a closer look is taken at the specific environmental factors affecting entrepreneurship in Croatia. They are the economic, institutional, cultural, industrial, human and social capital factors. The second goal is to see if these factors offer any clues as to why necessity entrepreneurship predominates in Croatia.  
5.1 Economics & Entrepreneurship
In this subsection, the economic landscape is assessed from two aspects: Croatia’s macro-economic indicators and the financial markets because previous authors have identified these factors of economics to be the most critical for entrepreneurship development (Schumpeter 1934; Carree, van Stel et al. 2002; Carree and Thurik 2003; Shane 2003; van Stel, Carree et al. 2005; Acs and Szerb 2007). After presenting the connection between economic growth and entrepreneurship, the macro-economic assessment of Croatia is compared to the EU mean and other CEE nations. Finally, the effectiveness of Croatia’s financial markets is examined and linked to its potential effects on entrepreneurship.  

Macro-Economic Indicators & Entrepreneurship

Entrepreneurship research often states that the most important support structure for  entrepreneurship development is a strong macro economic environment (Storey 1999; Shane 2003). Entrepreneurial action which spurs innovation, job and economic growth is only possible in robust economies (OECD 2003; GEM 2007). Some researchers believe that there is a U-shaped relationship between economic development and business ownership rates [ Figure 5 (Carree, van Stel et al. 2002; Wennekers, van Stel et al. 2005) ]. 

Figure 5: The U-Shaped Curve: Levels of Entrepreneurship & GDP


GDP

Rates of entrepreneurship are high at low levels of GDP, as well as at high levels of GDP.  When GDP is low, the economic structure is too weak to support large firms allowing for mainly necessity entrepreneurship to take place. This reflects Schumpeter’s premise that as an economy strengthens, it is possible for larger firms to establish themselves making the opportunity cost for self-employment higher, therefore levels of entrepreneurship decrease (Schumpeter 1947).  As GDP rises, the economy shifts from a large firm-oriented to an entrepreneurial economy where small businesses have the benefit of being more agile than large companies. A growth-oriented type of entrepreneurship emerges because of higher levels of resources in the economy and the increased availability of opportunities. 

Creating a fertile economic environment for a thriving SME base is what many former Socialist countries, including Croatia, aspire to and struggle with. The Croatian economy has been coping with several problems in the last few years, some of which include a decreased volume of production, strained export routes - particularly with former Yugoslav republics, increased unemployment, and the still ill-defined and slow privatization process (Singer et.al. 2007). The first private accumulations of capital are often found in service industries, for example, in tourism and catering, finance, consulting services and smaller forms of trade. The specter of the war is never far behind. Even today, it looms over Croatia’s economic recovery. The nation is still paying for direct and indirect wartime damages. Therefore, if Croatian entrepreneurship were to be placed on the U-shaped curve, it would be in the first third where there are high levels of entrepreneurship punctuated by lower levels of economic development. 

To test if Croatia really belongs in the beginning of the curve, Table 5 provides some insight into the state of economic development in Croatia. Croatia’s macro-economic strengths are namely, control over inflation and solid real GDP growth. On a weaker point, the table also shows that Croatia’s standard of living is still far from the EU25 mean. Economic weaknesses include a small GDP
 and per capita GDP, a trade imbalance, a high average unemployment rate at 9.5% and which can reach 27% in the periphery and low personal incomes.

Table 5: Macro-Economic Statistical Comparison 

Croatia vs. EU25 Mean

2007
	Economic Statistic
	Croatia
	EU25 Mean

	GDP (billion Euro, current prices)
	42.8
	122.0

	GDP per capita (Euro)


	9,656
	25,800

	GDP real growth rate
	2.4%*

	0.8%*

	Inflation
	2.9 %


	2.3%

	Exports as % of GDP
	42.8 %


	40.3%

	Imports as % of GDP
	50.2 %


	39.6%

	Unemployment Rate
	9.5 %


	7.1%

	Avg. net monthly salary


	700 Euros
	2,440 Euros


     
       * Adjusted to 2008 statistics
         Source: Eurostat & Croatian National Bank Statistical Yearbook

These indicators suggest that necessity entrepreneurship is the norm probably due to the high level of unemployment, where people do not have many other choices for jobs. An import- oriented economy points to an industrial structure without a strong competitive advantage. 

When Croatia’s economic indicators are compared to Slovenia’s (Table 6), Croatia’s output is larger with a positive real GDP growth rate. However, GDP per capita is almost half that of Slovenia’s and unemployment is more than double that of Slovenia’s.

Table 6: Croatia’s Economy & Other CEE Nations

2008

	
	Slovenia
	Hungary
	Romania
	Croatia
	Serbia

	GDP 

(current prices, billion Euro)
	34.3
	100
	121
	42.8
	30

	GDP Growth Rate (%)
	-0.8
	0.5
	1.5
	2.4
	3.0

	GDP per capita (Euro)
	18,196
	14,470
	9,390
	9,656
	4,002

	Inflation Rate (%)
	6.4
	8
	5
	2.9
	8.6

	Unemployment Rate (age 15 +)
	4.4
	7.8
	5.8
	9.5
	23


    
   Source: www.worldbank.org

This corroborates with what was established in the previous section - lower levels of entrepreneurship of the opportunity variety, like Slovenia’s, can be accounted for by economic structural strengths e.g: higher levels of employment. Those nations with high levels of necessity entrepreneurship – Serbia and Croatia – also have weaknesses in their economic structures. 
Financial Markets

Financial markets are often considered to be critical components in the development of growth oriented, technology-driven entrepreneurship. Previous research has pointed out that liquid financial markets are important for the start-up and growth phases of entrepreneurship (Verheul, Wennekers et al. 2001; Shane 2003). Without liquid financial markets, potential entrepreneurs are left to depend on their savings or their social network for the financing they need. If their private sources cannot provide the necessary funds, entrepreneurs have two choices: desist from starting a business or simply remain small.

How helpful are Croatia’s financial markets for supporting entrepreneurship? The Global Competitiveness Index (GCI), published by the World Economic Forum (2008), ranks financial market sophistication among 134 nations. This index shows which nation has a competitive advantage in different factors of financial market sophistication
.  Table 7 shows the four attributes in which Croatia has a competitive disadvantage. Rankings for Slovenia are used as a comparison. I chose Slovenia because it is a small nation like Croatia and has a similar history to Croatia’s (also a former republic of Yugoslavia and before that, a part of the Austro-Hungarian Empire). However, there are marked differences between the two nations, namely cultural ones and the fact that Croatia has waged a war in its recent history. 
Table 7: Financial Market Sophistication

(n=134)
2008
	Index
	Croatia’s Rank
	Slovenia’s Rank

	Strength of Investor Protection
	98
	19

	Venture Capital Availability
	83
	42

	Restriction on Capital Flows
	77
	56

	Ease of Access to Loans
	72
	27


Source: Adapted from the Global Competitiveness Index – Croatia & Slovenia, 2008

The weakest aspects of Croatia’s financial market directly affect how entrepreneurship will and can develop. If investors do not have protection, then few people will take the risk to support a new business. Investment money will go to markets where the risk is more bearable. Since venture capital availability is more important for growth-oriented businesses than necessity-oriented businesses, the lack of it could be a barrier for opportunity/growth entrepreneurs to position themselves in the Croatian market. Restrictions on capital flows tend to make investors nervous, especially if there are issues with the movement of profits. The difficulty of getting loans in Croatia impacts necessity entrepreneurs as well as opportunity entrepreneurs. 
These weak aspects of Croatia’s financial markets suggest that they are not equipped to support a growing supply of opportunity entrepreneurs. This also suggests that when a necessity entrepreneur is motivated to grow his business because of his experience and learning, he/she is not financially supported. Slovenia’s financial market sophistication surpasses Croatia’s and could very well be an influencing factor for Slovenia’s large share of opportunity entrepreneurs.

In summary, the economic situation in Croatia is generally not favorable in supporting a thriving entrepreneurial base and seems to be more suited to necessity forms of entrepreneurship. Some macroeconomic indicators point to this. They are: high levels of unemployment, an import oriented economy which suggests a lack of innovative products/services on an international level, and low personal incomes making it difficult to save and invest. The financial markets in Croatia act as a barrier to both necessity and growth oriented entrepreneurship. They are weakest in protecting investors, in the availability of venture capital and loans, and finally in allowing capital to freely flow.

5.2 Institutions & Entrepreneurship 
The aim in this section is to provide a general picture of Croatian government, legal, private sector and policing institutions. Also, understanding the “institutionalization” behind the entrepreneurial environment in Croatia should give some clues as to the nature of entrepreneurship taking place. 

Recalling from the section on theory, institutions are rule and norm setters (North 1990) in a society and they have the ability to channel human action through control mechanisms which include regulation, cognitive/cultural control and normative control (Scott 1995). The implication for entrepreneurship is that institutions control the availability of resources and opportunities (Boettke and Coyne 2007). Therefore, this section provides a general assessment of the competitiveness or quality of Croatian institutions compared to Slovenia from the perspective of the World Economic Forum’s GCI
. 
Table 8: Institutions in Croatia (n=134)

2008

	Institution
	Croatia’s Rank
	Slovenia’s Rank

	Government
	
	

	     Favoritism among government officials
	86
	62

	     Wastefulness of government spending
	85
	73

	     Burden of government regulation
	107
	41

	     Transparency of policy-making
	90
	43

	Legal
	
	

	     Property Rights
	84
	57

	     Intellectual Property Protection
	58
	41

	     Judicial Independence
	94
	60

	     Legal Framework Efficiency
	88
	53

	Private Sector
	
	

	     Ethical behavior of firms
	77
	52

	     Strength of auditing/reporting standards
	69
	49

	     Protection of minority shareholder’s

     interests
	99
	100

	Police
	
	

	     Reliability of police services
	53
	57

	     Organized crime
	77
	41

	     Business costs of crime & violence
	49
	22

	     Business costs of terrorism
	39
	25


Source: Adapted from the GCI 2008, World Economic Forum
Table 8 shows a relatively weak institutional environment when compared to Slovenia’s. The institutions with the weakest positions are the government and the legal framework. Policing shows the most promise in institutional quality. Compared to Slovenia, Croatia has lower rankings in every institution except for one – the protection of minority shareholder interests. Both Croatia and Slovenia are equally weak in this aspect showing up in the latter third of the rankings. According to the GCI, low business costs of terrorism and crime/violence are the only institutional competitive advantages in Croatia (2008). 

How could these institutional weaknesses affect the entrepreneurial climate? If the role of institutions is to set the rules of engagement in business and to enforce those rules so that resources can be channeled effectively, in Croatia the institutional weaknesses suggest that the rules of engagement are arbitrary (e.g.: favoritism and transparency). This arbitrariness could be responsible for the absence or unfairness of control mechanisms (e.g.: lack of judicial independence, lack of coherent property rights). The result could be an inefficient channeling of resources placing the entrepreneurial climate into one of cautiousness or risk aversion toward business growth. This line of thought has been brought up in an OECD assessment of Croatian institutions as well (Crichton 2007; Pike 2007; Singer 2007). Considering the inefficiency of Croatian institutions, one could imagine that entrepreneurs would need to spend a great deal of time in “managing” them throughout the business process. This need to manage Croatian institutions unwittingly channels resources away from core business activities. This wastes time and money which inhibits the starting and growing of businesses. 

 5.3 Culture & Entrepreneurship
The aim of this subsection is to understand the cultural milieu in Croatia and to propose in what ways it may affect entrepreneurship. Hofstede’s cultural indices are used to gain insight into the national culture of Croatia. This subsection begins with assessments of how culture impacts entrepreneurship from the research of other scholars. Existing research is introduced which places Croatia in a 50 nation study based on Hofstede’s indices. Finally, I propose ways in which the Croatian culture may affect entrepreneurship in the nation.
Geert Hofstede defines culture as “the collective programming of the mind which distinguishes the members of one human group from another” (Hofstede 1984). Boyd & Richardson (1985) explain in more detail  what “collective programming” involves by defining culture as “the transmission from one generation to the next via teaching and initiation of knowledge, values and other factors that influence behaviors”. Hofestede defines the aspects of this collective programming through his indices in the following way (Hofstede 1984):

Power Distance (PDI): the extent to which the less powerful members of institutions and organizations within a country expect and accept that power is distributed unequally. 

Uncertainty Avoidance (UAI): is the degree to which people feel threatened by unpredictable or uncertain situations. 

Masculinity (MAS): refers to societies where gender roles are clearly divided. Men are expected to be “assertive, tough and focused on material success”. Women are expected to be “modest, tender and concerned with quality of life.” Societies where gender roles are not clearly divided, where men or women can be tough or tender, are classified as feminine cultures.

Individualism (IDV): refers to the extent to which “the ties between individuals are loose”. In an individualist culture, everyone is expected to look out for him/herself and his/her family. Opposite of individualism is collectivism where people view themselves as a small part of a larger group. They defer their thoughts and actions to those of the group.

The research connecting the above indices with entrepreneurial cultures tends to contradict itself. For example, Shane (1992) investigates the relationship between culture and inventions, and finds that countries with small power distance (PDI-) and high individualism (IDV+) are more inventive than others. He also examines (1993) the influence of culture on rates of innovation (per capita number of patents), and finds that weak uncertainty avoidance (UAI-) has the strongest influence, even stronger than per capita income. PDI- and IDV+ are related to innovation as well, though to a lesser extent. The results of the two references suggest that countries with PDI-, UAI-, and IDV+ are more entrepreneurial and hence may have more entrepreneurs than others.

Using Hofstede’s indices, McGrath, MacMillan, and Scheinberg (1992) compare

entrepreneurs and non-entrepreneurs within eight countries. They do not make

cross-country comparisons instead they differentiate entrepreneurs

versus non-entrepreneurs as follows: Entrepreneurs tend to score high on power distance

(PDI+), individualism (IDV+), and masculinity (MAS+) while scoring low on uncertainty

avoidance (UAI-). Because Shane’s and McGrath et al’s analysis was conducted on different levels, the results for power distance seem to contradict. Shane compared countries; MacGrath et al compared entrepreneurs with non-entrepreneurs across countries. 

Baum et al. (1993) provide another perspective when they hypothesize a reverse role of individualism (on the macro/country level). The authors argue that a society low in individualism may stimulate entrepreneurship. Their explanation is that an individualistic society is more adapted to support individualistic behavior in its organizations and institutions where both entrepreneurs and non-entrepreneurs might be able to satisfy their motivational needs. In a less individualistic society, organizations and institutions do not offer this reprieve and as a result, people with entrepreneurial needs are more likely to start their own businesses because their needs are not satisfied within existing organizations. Hofstede et al (Hofstede, Nooderhaven et al. 2004) come to a similar conclusion, stating that in most of the countries they surveyed, dissatisfaction with the status quo was the main motivation for starting a business. 
Although there are several contradicting hypotheses with respect to Hofstede’s indices of culture and entrepreneurship, Hofstede, et al maintain that a generalization can be made to delineate a culture supportive of entrepreneurship. The researchers agree with Shane that low PDI and UAI, and high MAS and IDV stimulate entrepreneurship (Shane 1992; Shane 1993; Hofstede, Nooderhaven et al. 2004). However, there is also a “dissatisfaction hypothesis” applying the reasoning of Baum et al. (1993) to all four indices, one could argue that 'entrepreneurial' individuals in countries with PDI+, UAI+, MAS-, and IDV- have more difficulties in doing things their own way, since organizations and existing structures are less suited for them. Dissatisfied as they are in their situation, they may choose self-employment so they can be as independent as possible. The findings of Acs, Audretsch and Evans (1994) empirically confirm this reverse role, at least for nations with indices UAI+ and IDV-. 
Croatia’s Cultural Characteristics

What do Hofstede’s indices on Croatia have to say about a culture affecting entrepreneurship? Are Croatia’s entrepreneurs more likely to be motivated by satisfaction or dissatisfaction? A study conducted by Tavakoli, Keenan, Crnjak-Karanovic (Tavakoli, Keenan et al. 2003) was undertaken to include Croatia in the national Hofstede indices survey. The scoring was from 0-100 with 100 being the highest.

Croatia & Power Distance: Croatia ranked 12th out of 53 nations with a score of 76 whilst the US ranked 38th with a score of 40 (Figure 6). People in countries like Croatia who have a high power distance more readily accept inequality and paternalism. They base status on rank, ancestry and wealth. 

Figure 6: PDI: Croatia vs. USA

n=53
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[Source: (Tavakoli, Keenan et al. 2003)]

Croatia & Uncertainty Avoidance: Croatia ranked 8th, with a score of 88. The US ranked 43rd with a score of 46 (Figure 7). Compared to other countries, Croatia scored relatively high. Citizens in nations with high uncertainty avoidance levels feel threatened by uncertain situations. People in these societies tend to need rules and procedures and are not comfortable with ad hoc or creative approaches. 
Figure 7: UAI: Croatia vs. USA

n=53
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[Source: (Tavakoli, Keenan et al. 2003)]
Croatia & Individualism: Croatia ranked 31st out of 35 nations with a score of 27. The USA ranked first with a score of 91 (Figure 8). This shows that Croatia is more of a collectivist society which tends to emphasize the needs of the group and an obligation to the group than individuals.

Figure 8: IDV: Croatia vs. USA
n=53
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[Source: (Tavakoli, Keenan et al. 2003)]

Croatia & Masculinity: Croatia ranked in 48th place with a score of 21 while the US ranked 15 with a score of 62 (Figure 9). Croatia is more of a feminine society. In a masculine society, financial success and advancement are highly valued as opposed to feminine cultures where relationships, cooperation and security rank as priorities. 
Figure 9: MAS: Croatia vs. USA

[Source: (Tavakoli, Keenan et al. 2003)]
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In summary, Croatian society has high power distances and high uncertainty avoidance but low individualism and masculinity. Therefore, generally speaking, the macro-culture is not supportive of entrepreneurship. This situation may have two effects. First, the culture may discourage entrepreneurship because a non-entrepreneurial society has a lower supply of entrepreneurs (Shane 1992). Second, the supply of entrepreneurship may increase because these individuals are motivated to start a business based on dissatisfaction with the collective culture in society or their workplaces.  

5.4 The Industrial Structure & Entrepreneurship

In this subsection, a broad picture of Croatia’s industrial structure is examined in two ways. First a general overview of the major industries is given including geographic differences measured by regional GDP.  Second, the SME structure is examined through the number of registered businesses per industry, their profitability and their employment impact. After considering the industrial and SME structures, clues will be sought as to their impact on entrepreneurship.

General Overview

Research has proven that a dynamic, diverse industrial base is important in allowing the emergence of a higher level form of entrepreneurship (Swanson and Webster 1992; Saxenian 1994; Uzzi 1997; Shane 2003). When the industrial structure of a nation/region is diverse and large firms have a healthy presence, entrepreneurs become the beneficiaries of knowledge and technology spillovers, as well as have the choice of a well-established customer and supplier base (GEM 2006). In Central and Eastern Europe the industrial structure is in transition meaning that old, unprofitable industries previously designed by central planners for a planned economy are giving way to the vicariousness of a market economy. Therefore, due to depleted resources, SME levels are high and mostly rooted in services and trade (Ireland, Tihanyi et al. 2008).

Does Croatia’s industrial structure mimic what is happening in the rest of CEE? Table 9 shows that services are the main component of the economic output at 60% with about 4% growth in the past ten years. From the perspective of its share of GDP, agriculture and manufacturing are decreasing in importance. 

Table 9: Industrial Structure of the Economy

% of GDP
	
	1996
	2005
	2006

	Agriculture
	10.3%
	7.6%
	7.4%

	Industry
	33.2%
	31.6%
	31.6%

	    Manufacturing
	   22.3%
	   20.9%
	   20.6%

	Services
	56.5%
	60.8%
	60.9%





  Source: Croatian Statistical Yearbook 2007

If we were to look at the industrial structure in terms of its importance from an employment standpoint, services still employ more people than manufacturing (Table 10). The most people employed in services are in wholesale & retail trade. 
TABLE 10: Total Employed by Industry

(2007)

	INDUSTRY
	Total 
	Percent of Employed Population

	TOTAL EMPLOYED
	1,516,909
	

	Manufacturing
	301,429
	20%

	Wholesale & Retail Trade & Repairs
	264,008
	17%

	Construction
	137,978
	9%

	Real Estate, Renting & Business Activities
	108,983
	7%

	Transport, Storage & Communication
	98,846
	7%

	Hotels & Restaurants
	88,524
	6%

	Agriculture
	76,588
	5%




Source: Croatian National Bank Yearbook 2008

It is also interesting to see how active Croatia’s industrial structure is by geography. Table 11 shows that Croatia has a pronounced core/periphery issue. Even the four counties with the highest GDP – Osijek/Baranja, Primorje/Goranska, Split/Dalmatia, Varazdin – do not surpass Zagreb’s output.

Table 11: Regional Division of GDP per County

2004
	COUNTY


	% of GDP

	Zagreb City
	34%

	Zagreb County
	6%

	Slavonian Counties
	

	Koprivnica/Krizevac
	3%

	Virovitica/Podravska
	2%

	Pozega/Slavonska
	1%

	Brodsko/Posavska
	2%

	Osijek/Baranjska
	6%

	Vukovarska/Srijemska
	3%

	Dalmatia/Istria/Dubrovnik Counties
	

	Primorje/Goranska
	8%

	Zadar
	3%

	Sibenik/Knin
	2%

	Split/Dalmatia
	9%

	Istria
	7%

	Dubrovnik
	3%

	Other Counties
	

	Karlovac
	2%

	Bjelovar/Bilogorje
	2%

	Varazdin
	4%

	Lika/Senj
	2%


Source: Zupanija u Brojkama – Osijecko/Baranjska Zupanija 2007

What does this overview of Croatia’s industrial structure imply for entrepreneurial activity? A study by a Croatian researcher shows that most SMEs are involved in the service/trade sectors of the economy (Singer 2007) which is unsurprising since this is a dominate and growing sector. Existing SMEs hire fewer people because of this predominance in services and not in labor intensive manufacturing. Also, economic activity mainly concentrated in the capital suggests that an entrepreneur in Zagreb has the best chance of becoming a growth/opportunity entrepreneur because of the benefits of industrial agglomeration. One aspect of the predominance of necessity entrepreneurship in Croatia is certainly rooted in the relative industrial inactivity of her regions.    
SME Overview

Moving away from the generalities of industrial statistics, a closer look is taken in this subsection at the nature and impact of SMEs in Croatia. Table 12 shows that most of the registered businesses are in wholesale/retail trade. Even though manufacturing accounts for the majority of jobs, there are fewer registered manufacturing businesses. Critics of necessity entrepreneurship would point to the predominance of low technology trade over manufacturing or knowledge-intensive services to suggest that entrepreneurship in Croatia has unproductive qualities and is a relatively unimportant economic activity (Scase 1997). 
Table 12: Number of Registered Businesses per Industry 

(2004-2007)

	INDUSTRY


	2004
	2005
	2006
	2007

	Wholesale & Retail
	85,761
	87,466
	89,221
	91,242

	Real Estate, Renting & Business Activities
	24,469
	27,226
	30,707
	34,682

	Manufacturing
	20,692
	21,501
	22,447
	23,466

	Construction
	13,602
	14,769
	16,331
	17,616

	Transport, Storage & Communication
	9,674
	10,091
	10,609
	11,114

	Hotels & Restaurants
	7,479
	8,125
	8,906
	9,717

	Agriculture
	3,673
	3,890
	4,178
	4,515

	Fishing
	555
	571
	591
	608

	Mining & Quarrying
	311
	341
	367
	386


Source: Croatian Census Bureau 2008

How economically unimportant are Croatian SMEs really? Table 13 shows that small businesses, more than medium-sized and large businesses, contribute more to employment. Small businesses also have a higher profitability than medium-sized businesses, although they are surpassed by large businesses. Of course, the small business impact on employment can only occur because they outnumber the others. Nonetheless, Croatia’s economy is quite dependent on the quantity and profitability of her small firms and on the few existing large firms. 

Table 13: Small, Medium & Large Enterprises: Employees & Profitability
(2007)

	Business Size
	Number of Businesses
	% of Businesses
	Number of Employees
	% of Employees
	Profitability

(% Share in Profit)

	Small 
	81,467
	97.5%
	410,103
	44.6%
	35%

	Medium
	1,590
	1.9%
	181,214
	19.7%
	18.7%

	Large
	475
	0.6%
	328,856
	35.7%
	46.3%

	Total SME
	83,057
	99.4
	591,317
	64.3%
	53.7%


      Source: Croatian Chamber of Economy 2007

In summary, the industrial structure in Croatia is in a state of deconstruction and construction at the same time. In deconstruction are old manufacturing industries and out-dated forms of agriculture.  The service sector, which is dominated by retail & trade, is rising in business registrations and its contribution to GDP. The SME environment mimics these larger industrial trends by also being more embedded in services, specifically wholesale/retail trade. Moreover, their impact on employment and their own profitability can be matched with the impact of large firms in the Croatian economy. Croatia has a large level of industrial agglomeration in and around the city of Zagreb. The regions are expanding their supply of entrepreneurship while at the same time the GDP of the regions is falling. The presence of SME’s, regardless of their low-technology, service focus, is economically important for Croatia even though the lack of industrial diversity and density throughout the country seems to create more necessity entrepreneurs. At present, a robust presence of high technology industries and knowledge-intensive services are missing in the SME environment. 

5.5 Human Capital & Entrepreneurship

In this subsection human capital is assessed through the prevalence and quality of education in Croatia and how it may affect the outcome of entrepreneurship. The role of human capital in explaining individuals’ behavior dates back to research stating that education and experience are important aspects in economic analysis, on par with equipment or other material assets (Becker 1964). Becker suggests that human capital is comprised of attributes which can be associated with individuals’ behavior and their levels of success. 

The differences among individuals in terms of their human capital offer some clues in explaining differences in entrepreneurial action (Shane 2000; Shane and Venkataraman 2000). The field of entrepreneurship research has isolated three major human capital factors influencing entrepreneurial success. These factors are formal education, career experience and personality traits/cognition. In this paper, only formal education will be assessed on the national level for Croatia. 

The educational infrastructure is relatively strong in the Republic of Croatia as it is in most former Communist countries however the quality of education is still not meeting the demands of the global marketplace (Singer 2007).  One reason may be because total government expenditure on education in Croatia is only 10% of the national budget, while the median expenditure in CEE is 13% (UNESCO 2007). When compared to other CEE nations, secondary school enrolment is average at 75% (Croatian Statistical Yearbook 2007).  Croatia has relatively high tertiary enrolment (28%), however only 10% of those enrolled complete a degree (Croatian Statistical Yearbook 2007). Unfortunately for those pursuing a university education, teaching methodologies are out-of-date and strict hierarchies exist for communicating and exchanging information (Singer 2007). Corruption in the form of bribes for university entrance and the passing of exams are often the norm
. 

There are 21 higher education institutions in Croatia among them seven universities. 
The University of Zagreb has strong technological faculties in engineering, ICT, physics and bio-sciences. According to the OECD (Pike 2007), the University of Zagreb is best positioned to spin-off new technologies for commercialization. In the past, the following fields were successful at commercialization: Chemical Engineering, Electrical Engineering, IT, Food Technology, Bio-Technology, Geothermal Engineering, Mechanical Engineering, and Metallurgy. Osijek University in eastern Croatia has an important regional presence. The economics faculty was responsible for the initial GEM research on Croatia and has shown its innovativeness by providing the first Master’s degree in entrepreneurship in the nation. The professors in the economics faculty are active in a variety of EU, nationally and regionally funded programs to economically develop the region of eastern Croatia.

How does Croatia’s education system compare with a nation a step ahead in development? Table 14 shows a competitiveness ranking on education between Croatia and Slovenia among 134 other nations.

Table 14: The Competitiveness of Education in Croatia & Slovenia
2008

n=134
	Higher Education Factors


	Croatia
	Slovenia

	Quality of Education System
	66
	35

	Secondary Enrolment
	55
	43

	Tertiary Enrolment
	49
	5

	Quality of Math & Science
	30
	28

	Quality of Management Schools
	77
	39

	Internet Access in Schools
	46
	16


  Source: World Economic Forum - Global Competitiveness Index 

Among the 134 nations in this survey, Croatia’s advantages include high tertiary enrollment, a high quality of math and science education, and internet access in schools (GCI 2008). When comparing Croatia to Slovenia, a nation similar in size and history, Croatia has a weaker ranking on every education factor. Only Croatia’s quality of math and science education is the closest to the Slovenian ranking. 

All of the education factors listed in Table 15 impact entrepreneurship in some way. The more educated an entrepreneur is, the better he is at recognizing and exploiting resources. Higher levels of tertiary enrolment and a solid math & science education pave the way toward growth-oriented opportunity entrepreneurship (Shane 1992). Having high quality management schools increase the entrepreneur’s functional experience in management and marketing; skills which can directly impact the quality of entrepreneurship (Shane 2003). 

When combining some of the strengths (namely, math & science education) of the Croatian education system and the weaknesses of the economy and industrial structure, it is inevitable that Croatia also suffers from a migration of human capital, in other words, a “brain drain”.  Croatia has to contend with two forms of a brain drain. First, there is a national level talent drain. There are no statistics available on the number of university educated Croatians deciding to live abroad because of more conducive work environments and salaries. However, recent research shows that there is a strong wish among students to leave. In a study where 204 medical students at Zagreb University were asked if they considered emigrating, 84 students answered that they were thinking of emigration as a possibility (Polasek and Kolcic 2005). The top four nations who were the recipients of Croatia’s engineers, doctors and scientists were: the USA, Germany, Canada and Switzerland (Pifat-Mrzljak, Juros et al. 2006). The government of Croatia has acknowledged that this is a problem and has instituted certain perks to influence the highly-educated to remain in Croatia (e.g.: zero interest loans for purchasing a house or apartment). The second form of brain drain is experienced on a regional level where Croatians from the regions studying in the cities stay after graduation, exacerbating the already intense periphery/core problem in Croatia. 

In summary, the education system in Croatia is best equipped for a fairly high quality of scientific education. However, the nation’s investment in its scientists, engineers and doctors is increasingly becoming lost to competition from other nations. The impact on entrepreneurship is such that the people most capable of creating growth/opportunity oriented businesses are choosing to leave. One education weakness possibly impacting entrepreneurship is the low quality of management education. Another educational weakness is that there is no comprehensive entrepreneurship education program from primary through secondary school. On the university level, only Osijek University offers a Master’s degree in entrepreneurship. Therefore, the sensitization of entrepreneurship as a possible career is rarely evident in the education system.

5.6 Social Capital & Entrepreneurship

In this subsection, social capital is viewed from the perspective of trust in institutions (Putnum 2001) (Fukuyama 1995). Because policies and programs for the development of entrepreneurship are supplied through institutions and organizations, how much they are trusted decides if and how they are used. In terms of entrepreneurship, levels of trust in institutions determine resource flows to entrepreneurs. This sub- section begins by examining the origins and definitions of the term social capital. Then research results for trust in institutions. Finally, the implications for entrepreneurship are suggested.

Anderson and Jack (2002) credit the actual term “social capital” to Jacobs (1969) while Loury (1977) developed the individualistic and economic conception (Cooke and Wills 1999). It is broadly defined as an asset that exists in social relations and networks (Bourdieau 1986; Portes 1998). In their literature review, Anderson and Jack (2002) have identified four research dimensions of social capital. The first is the structural dimension introduced by Granovetter (1985) with his delineation of strong and weak social ties, their characteristics and benefits. The second is the relational dimension which has been studied on the level of the individual (Belliveau, O'Reilly et al. 1996), firms and societies (Uzzi 1997; Cooke and Wills 1999; Putnum 2001) and of the nation (Putnum, Leonardi et al. 1993; Fukuyama 1995).  The third is the cognitive dimension described as social capital being supported by shared values or norms of acceptable behavior (Nahapiet and Ghoshal 1998). The fourth is what Leana & Van Buren  (1999) describe as associability which is the skill to act socially with others and the willingness to subordinate personal desires to group objectives. For the purpose of this paper, Putnum’s view of social capital is used where trust in institutions and levels of association are brought to the forefront (Putnum, Leonardi et al. 1993; Putnum 2001).

To assess Croatia’s levels of social capital, two studies are used to complement each other in this assessment. The first assesses trust in institutions and civic participation for the development of social capital in Eastern Europe (Raiser, Haerpfer et al. 2001) and the second study does the same in Croatia (Stulhofer and Landripet 2005).  Raiser, Haerpfer et al have found that the levels of trust in institutions and civic participation increase with increases in economic well-being or GDP (Raiser, Haerpfer et al. 2001).  The exact opposite is true in Croatia according to a study by two Croatian researchers (Stulhofer and Landripet 2005). Croatia experienced economic growth from 1995-2003 where generalized trust remained the same
, but civic participation and trust in institutions decreased. 
The implication for entrepreneurship in Croatia suggests that entrepreneurs would depend on informal rules (Peng and Heath 1996; Peng 2004) and their social networks (Smallbone & Welter 2009) to compensate for the inadequacy of formal institutions. The social network would play a key role in helping entrepreneurs mobilize resources and cope with the constraints imposed by unprofessional officials and highly bureaucratic structures. 
5.7 Summary - The Factors Defining Entrepreneurship in Croatia 
This section had two goals. First, environmental factors affecting entrepreneurship in Croatia were presented to introduce the reader to this specific milieu and to set the context for the next section on the institutional assessment. The second goal was to see if these factors offer any clues as to why necessity entrepreneurship predominates in Croatia. Necessity entrepreneurship is considered to be a predominate form of business venturing in nations with structural weaknesses (GEM 2006). Therefore, in this summary Croatia’s economic, institutional, cultural, industrial, human and social capital factors are examined for their potential in influencing necessity entrepreneurship.
Macro-Economics and Financial Institutions 

Croatia has some solid economic strengths in the form of low inflation and a stable currency. However,  the overall economic situation in Croatia is generally not favorable in supporting a thriving growth-oriented entrepreneurial base. Some macroeconomic indicators point to this. They are: high levels of unemployment which tend to push people into starting businesses versus being inspired to by an opportunity, an import oriented economy which suggests a lack of innovative products/services on an international level, and low personal incomes making it difficult to save and invest. Some positive aspects of Croatia’s economy include a growing economy, stable inflation and currency rates. A variety of weaknesses in Croatia’s financial institutions suggest that financing is difficult to come by, therefore, limiting both necessity and opportunity entrepreneurs. Financial markets are weakest in protecting investors, in the availability of venture capital and loans, and finally in regulation on capital flows.

Institutions

If the role of institutions is to set the rules of engagement in business and to enforce those rules so that resources can be channeled effectively. In Croatia, the institutional weaknesses suggest that the rules of engagement are arbitrary (e.g.: favoritism and transparency). This arbitrariness could be responsible for the absence or unfairness of control mechanisms (e.g.: lack of judicial independence, lack of coherent property rights). The result could be an inefficient channeling of resources placing the entrepreneurial climate into one of risk aversion toward business growth. Considering the inefficiency of Croatian institutions, one could imagine that entrepreneurs would need to spend a great deal of time in “managing” them throughout the business process. This need to manage Croatian institutions unwittingly channels resources away from core business activities. This wastes time and money which inhibits the growing of businesses. 

Culture

Croatian society has high power distances and high uncertainty avoidance but low individualism and masculinity. Therefore, generally speaking, the macro-culture is not supportive of entrepreneurship. This situation may have two effects. First, the culture may discourage entrepreneurship because a non-entrepreneurial society has a lower supply of entrepreneurs (Shane 1992). Second, the supply of entrepreneurship includes those individuals motivated to start a business based on dissatisfaction with the collective culture in society or their workplaces.  Considering the difficult economic situation coupled with a non-entrepreneurial culture, it could be that Croatians choose entrepreneurship as a career because of dissatisfaction coupled with need.

Industrial Structure 

The industrial structure in Croatia is in a state of transition. Heavy manufacturing industries and out-dated agriculture are taking second place to the service sector.  The service sector, which is dominated by retail & trade, is rising in business registrations and its contribution to GDP. The SME environment mimics these larger industrial trends by also being more embedded in services, specifically wholesale/retail trade. However, their impact on employment and their own profitability can be matched with the impact of large firms in the Croatian economy. Therefore, the presence of SME’s, regardless of their low-knowledge service focus, is economically important for Croatia at this time. Croatia has a pronounced periphery/core problem where most of the nations industrial activity occurs around the capital Zagreb. The regions are becoming more industrially thin which is proven by declining regional GDP’s however with rising rates of necessity entrepreneurship. At present, an agglomeration of high technology industries and knowledge intensive services are missing in the national SME environment at present.
Human Capital – Education

The education system in Croatia is best equipped for a fairly high quality of scientific education. However, the nation’s investment in its scientists, engineers and doctors is increasingly becoming lost to competition from other nations. The impact on entrepreneurship is such that the people most capable of creating growth/opportunity oriented businesses are choosing to leave. One education weakness possibly impacting entrepreneurship is the low quality of management education. Functional (marketing & management) business education and experience is considered important for productive entrepreneurship (Shane 1992). Another educational weakness is that there is no comprehensive entrepreneurship education program from primary through secondary school in Croatia. On the university level, only Osijek University offers a Master’s degree in entrepreneurship. Exposure to entrepreneurship education may be a potential antidote to Croatia’s current drain of talent. Talented but frustrated young professionals could be sensitized to see business opportunities in Croatia’s economic, institutional and industrial weaknesses. This sensitization could be brought about by having access to a systematic entrepreneurship education. After all, dissatisfaction is one of the most cited reasons for starting a business (Hofstede, Nooderhaven et al. 2004). 

Social Capital
Croatians do not trust their institutions mainly due to historically negative experiences. Institutions were not seen as fair and transperant during Communism. This trend continued during Croatia’s first democratically elected governments. Nonetheless, entrepreneurs still need to mobilize resources and cope with institutional constraints. In an unstable and weakly structured environment informal rules (Peng and Heath 1996; Peng 2004) and social networks (Smallbone & Welter 2009) compensate for the inadequacy of formal institutions. 
The social network would play a key role in helping entrepreneurs mobilize resources and manage unprofessional officials and highly bureaucratic structures. 
6.0 INSTITUTIONS, POLICIES, PROGRAMS & ORGANIZATIONS
After the previous section’s presentation of Croatia’s entrepreneurial framework and how it influences the predominance of necessity entrepreneurship, it is important now to understand what caused this state of affairs. Certainly history plays a role, but in this section I turn to institutions for the clues influencing this framework. Using institutions to explain economic frameworks and behaviors has previously been done by institutional economists (e.g.: Mitchell, Veblen, Commons) and institutional sociologists (e.g.: Bourdieau, DiMaggio & Powell) who believe that institutionalization choreographs meanings, rules, norms and values. This is done in a “field” or social arena where human behavior is enacted.

The factors of entrepreneurship described in section 5 are the outcome of an institutional environment specific to Croatia which provides incentives and barriers to action. In this section, the institutional assessment begins with an international institution, the EU, then progresses to national (Croatian) institutions, and finally, regional institutions. Each institutional level is assessed as presented in Table 1 on page 13 which includes: 

1) The factors of entrepreneurship they intend to influence 

2) The control mechanisms used

3)  The resources which they intend to provide.  
Each institutional level has its policies, programs and organizations which are also examined, when possible, in a similar manner. The aim of the brief institutional assessments in this section is to gain an overview of the formal institutional activities influencing entrepreneurship. 

6.1 An International Institution – The European Union

In an increasingly globalized economy, international institutions such as the World Bank, the World Trade Organization, and the EU exert a growing influence on entrepreneurs and entrepreneurial opportunities. Since the EU is the most active international institution in Croatia and has the largest impact on its policy, institutional and economic structure, the next section examines EU institutions attempting to change social and economic frameworks in Croatia. The EU provides specific targeted financial aid for acceding countries, like Croatia, in order to support their efforts to enhance political, economic and institutional reforms. The EU provides financial assistance to Croatia through the following programs which are explained in more detail below:

· Pre-accession funds: PHARE, ISPA, SAPARD and from 2007 the new instrument IPA (Instrument for Pre-Accession Assistance)
· CARDS - Community Assistance for Reconstruction, Development and Stabilization (2000-2004) 

· Community programs in Croatia

 Croatia received around 245 million euro from the three pre-accession funds (PHARE, ISPA and SAPARD) in 2005 and 2006. Another 262 million euro was available for Croatia from the CARDS program 2000 - 2004. Total EU financial assistance (CARDS and the pre-accession instruments) in the period 2000 - 2006 amounts to 507 million euro. In comparison, the EU’s cohesion policy has earmarked 900 million Euro for Ireland from 2007-2013 and 25.3 billion euro for Hungary in the same time period. Once when Croatia becomes a member of the EU, cohesion funds will become available. 
Pre-Accession Funds

Pre-accession funds come from one of four EU programs: the PHARE, ISPA, SAPARD and recently the IPA.

The PHARE programme applies to the acceding and candidate countries, and principally involves institution building measures (with accompanying investment) as well as measures designed to promote economic and social cohesion. The PHARE program has national, multi-beneficiary and cross-border projects. It comes under the responsibility of the Directorate-General for Enlargement, which is also responsible for overall co-ordination of pre-accession assistance (including ISPA and SAPARD programs). According to each country's level of preparation, PHARE program are implemented under a centralized or decentralized management structure. 

The ISPA programme deals with large-scale environment and transport investment support, and comes under the responsibility of the Directorate-General for Regional Policy. 

The SAPARD programme supports agricultural and rural development and comes under the responsibility of the Directorate-General for Agriculture.
The IPA, a new instrument for pre-accession assistance, has been in effect from 2007 onwards. The Commission has decided to create a single Instrument for Pre-Accession Assistance (IPA) for the period covered from 2007-2013. It replaces all of the 2000-06 pre-accession financial instruments including PHARE, ISPA, SAPARD, and financial instruments for the Western Balkans (CARDS). IPA concerns the countries with candidate status (currently Croatia, the former Yugoslav Republic of Macedonia, Turkey) and potential candidate status (Albania, Bosnia and Herzegovina, Serbia and Montenegro including Kosovo).
CARDS Program
The CARDS program goal is to promote stability and peace in the former Yugoslavian republics with the wider objective to support these nations’ participation in the UN’s Stabilization Association Process which is involved in investment and institution-building. This program had 4.6 billion Euros at its disposal from 2000-2006. It was replaced by the IPA instrument in 2007.

Community Programs

The purpose of the community programs is to support the European Union’s internal policies. They are action programs designed primarily as means of achieving objectives set by the EU and its Member States. However, some of the Community Programs are open for nations in the process of joining the EU. They are considered to be important instruments of pre-accession strategy because they familiarize candidate countries with the policies and methods of the European Union. They also support the candidate countries’ efforts towards European integration by facilitating the transfer of know-how and good practice. The community programs have a variety of goals, not all of them directly targeting entrepreneurship. However, eight (out of 10) are listed below because they can have an effect on the factors framing entrepreneurship thereby influencing it indirectly.  
1) The Competitiveness & Innovation Framework (CIP): http://delhrv.ec.europa.eu/en/static/view/id/1135 

Goal: CIP encourages the competitiveness of European enterprises. The tasks within this group are: supporting innovation activities (including eco-innovation), providing access to financing, delivering business support services in the regions, encouraging the better use of ICT, promote the increased use of renewable energy. The program runs from 2007 to 2013. The CIP is divided into three operational programs:

 

· Entrepreneurship and Innovation Program (EIP)

· Information Communication Technologies Policy Support Program (ICT PSP)

· Intelligent Energy Europe (IEE)
2) Progress: 
http://delhrv.ec.europa.eu/en/static/view/id/1136
Goal: Progress (the Community Program for Employment and Social Solidarity) financially supports the implementation of the objectives of the European Union in the fields of employment and social affairs.
3) 7th EC Framework Programme on Research (2007-2013) - FP7: 

http://delhrv.ec.europa.eu/en/static/view/id/1134

Goal: Funding scientific research
4) Culture 2007-2013: 
http://delhrv.ec.europa.eu/en/static/view/id/1119
Goal: The development of cultural cooperation throughout the EU
 
5) MEDIA 2007: 

http://delhrv.ec.europa.eu/en/static/view/id/1138
Goal: to preserve European cinematographic and audiovisual heritage, increase circulation of European audiovisual works, enhance European competitiveness in this sector.
6) Tempus:

http://delhrv.ec.europa.eu/en/static/view/id/154
Goal: The modernization of higher education

7) Erasmus Mundus: 

http://delhrv.ec.europa.eu/en/static/view/id/971
Goal: Cooperation and mobility for higher education

 

8) Lifelong Learning Programme - LLP:

 http://delhrv.ec.europa.eu/en/static/view/id/1139
Goal: The Lifelong Learning Program provides various educational and training initiatives and incorporates them under a single umbrella. It enables individuals at all stages of their lives to pursue stimulating learning opportunities across Europe. It consists of four sub-programs: Comenius (for schools), Erasmus (for higher education), Leonardo da Vinci (for vocational education and training) and Grundtvig (for adult education)

The EU programs are placed in Table 15 below for an overview on the resources structures affected, control mechanisms are used, and finally which resources are made available. 

Table 15: EU (International) Programs

	
	Pre-Accession Funds
	CARDS
	Community Programs

	Effects on
	
	
	

	   Economy
	x
	
	x

	   Political Institutions
	x
	x
	

	   Culture
	
	x
	x

	   Industry
	x
	
	x

	   Human Capital
	
	x
	x

	   Social Capital
	x
	x
	x

	Mechanisms
	
	
	

	   Cultural/Cognitive
	x
	x
	x

	   Normative
	x
	x
	x

	   Regulative
	x
	
	

	Resources
	
	
	

	   Financial
	x
	x
	x

	   Phys. Infrastructure
	x
	x
	

	   Education
	
	x
	x

	   Awareness
	x
	x
	x

	   Networks
	
	
	x

	   Knowledge
	x
	x
	x


The EU programs in Table 15 are comprehensive supporting economic and social development in Croatia. They affect all the factors of entrepreneurship and many of the environmental weaknesses described in Section 5.  The EU has a greater tendency to use cognitive/cultural and normative control.  The EU uses regulative control only in the pre-accession funds program. The resources provided by these programs provide mostly financial support, knowledge and awareness. 

The multi-level nature of the EU programs in Croatia increases the likelihood of their relevance to the target audience. Unfortunately, there are no assessments from secondary sources on their success or efficiency. Even though their aims are relevant from a strategic perspective, their implementation may be disappointing simply because it requires the engagement of Croatian institutions which may not have the structure or human capital to implement effectively. In the next subsection, Croatian national institutions impacting entrepreneurship are examined.  

6.2 National Institutions

National level institutions in Croatia set the rules of the socio-economic game, they create or influence policies, design programs and have a role in  implementation. They even have an important role in how EU and other international programs will be implemented. This subsection begins with a descriptive introduction of each institution listed in Table 16 and its policies or programs. Assessments are made of their policies and programs in Tables 17 and 18. Finally, in Table 19 the institutions are compared with each other.
Table 16: National Institutions Impacting Entrepreneurship in Croatia

	Name
	Level of Engagement
	Mission

	Croatian Parliament


	National
	To design and vote on policies and laws.

	MELE – Ministry of Economy, Labour & Entrepreneurship
	National – governmental organization 
	No mission statement on website. Makes suggestions to parliament on economy, labor & entrepreneurship issues. Tasks are to coordinate government departments and to provide services to foreign investors.

	HAMAG – Croatian Agency for Small Business
	NGO supported by national ministries
	Provides quality programs, lifts SME awareness, small business loans.

	HITRO.HR
	National – governmental organization
	Provides information and services for entrepreneurs in one location. It prides itself on speed, efficiency, transparency, and flexibility.

	HITRO.REZ
	National – governmental organization
	“Rez” means “cut” in Croatian. This temporary organization encourages government ministries and agencies to cut their unnecessary bureaucratic measures. Had a large influence on the simplification of starting businesses. 

	Chamber of Commerce
	National and Regional
	The Chamber’s duties are to represent the business community’s interests before policy makers and to promote cooperation between domestic businesses and international firms.


Croatian Parliament
In Croatia, policy-makers passed a bill called the “Small Business Support Charter” in 2002 which paved the way for various ministries to include entrepreneurship development within their strategies. The goal of this bill was to approach the development of the SME sector from different angles (e.g. finance, trade, education) and to encourage multi-disciplinary collaboration. Unfortunately, no information exists on the assessment of this charter’s success in raising levels of entrepreneurship relevantly and efficiently. However in 2007 the Global Entrepreneurship Monitor, ranked Croatia in 22nd place (out of 37 nations) in the assessment of government policies and grants supporting entrepreneurship. Also, three of the lowest rated statements from the Croatian entrepreneurs in the GEM sample were related to government policies. In the only positive comment about policies, Croatian entrepreneurs cited the dismantling of administrative barriers due to the inception of a new program (HITRO.REZ) as a welcome reprieve. According to this research, the indication is that there is room for improvement. Table 17 shows the policies enacted directly affecting entrepreneurship and their range of impact. 

Table 17: Government Policies Impacting Entrepreneurship in Croatia
	
	Awareness
	Advice
	Financial Services
	Framework Conditions

	Small Business Development Promotion Act (2002, 2007)
	Χ
	Χ
	Χ
	Χ

	Trades Act (2003)
	
	
	
	Χ

	Accounting Act (2007)
	
	
	
	Χ

	State Aid Act (2005)
	
	
	Χ
	Χ


Source: Croatian Chamber of Economy, Adapted from Storey (1999)
The policies in Table 17 engendered one program and two organizations to support entrepreneurship. They are: The Strategic Development Framework 2006-13, The National Competitiveness Council, and an NGO called The Policy Centre for SME’s & Entrepreneurship (CEPOR). Their objectives, strategic areas and goals are described below: 
1. Strategic Development Framework for 2006-2013 

Objective: to provide guidance for policy makers by identifying ten strategic areas which should fulfill the national strategic goal identified as: “Increasing growth and employment in a competitive market economy acting within a European welfare state of the 21st century”. 
Strategic Areas: People, knowledge and education; transport and energy infrastructure; science and IT technology; social cohesion and justice; macroeconomic stability and openness; integrated financial services; environmental protection and balanced regional development; entrepreneurial climate; privatization, restructuring and creating a new role for the State. 
Goals: Average increase of economic growth by 5% up to 2010, and above 7% after 2010 based on 2007 GDP. The expectation is 75% of the average EU-25 GDP at purchasing power parity per capita by 2013.
2. National Competitiveness Council – 2004

Objective: To provide 55 policy recommendations to raise Croatia’s competitiveness after a dialogue between four stakeholders: the business sector, unions, government, academia.

Strategic Areas:  Education for growth and development, rule of law in compliance with EU standards, cost and price competitiveness, development of innovation and technology, strengthening small and medium-size enterprises, regional development and cluster development, and creation of a positive mindset and leadership.
Goals:  Supporting GDP growth goals, reduce unemployment to 8% by 2014, improve quality of life measures, enhance social inclusion.
3. CEPOR (NGO) – Policy Centre for SMEs and Entrepreneurship - 2001 

Institutional Founders: Croatian Chamber of Commerce, Croatian Chamber of Crafts,

The Economics Institute, Institute for International Relations, Open Society Institute-Croatia,

Centre for Entrepreneurship Osijek, Medjimurje Centre for Entrepreneurship, J.J.

Strossmayer University in Osijek – Faculty of Economics, and the Istrian Development Agency. 
Objective: to assess the entrepreneurial climate of Croatia and the SME sector by participating in the GEM surveys, presenting the results to the government and to the public and making policy recommendations.
In Table 18, the Strategic Development Framework (SDF), the National Competitiveness Council (NCC) and CEPOR are assessed. Considering their descriptions above, the SDF and the NCC have similar purposes. Their impact on the factors of entrepreneurship is almost identical (SDF only does not impact social capital - association and trust - directly). The NCC cannot take on regulative control nor provide resources in the form of financing or physical infrastructure. 
Table 18: Policies & Organizations Created by Parliament
	
	Strategic Development Framework
	National Competitiveness 

Council
	Policy Centre for SME’s & Entrepreneurship

(CEPOR)

	Effects on
	
	
	

	   Economy
	X
	X
	

	   Political Institutions
	X
	X
	X

	   Culture
	X
	X
	

	   Industry
	X
	X
	

	   Human Capital
	X
	X
	

	   Social Capital
	
	X
	

	Mechanisms
	
	
	

	   Cultural/Cognitive
	X
	X
	X

	   Normative
	X
	X
	

	   Regulative
	X
	
	

	Resources
	
	
	

	   Financial
	X
	
	

	   Phys. Infrastructure
	X
	
	

	   Education
	X
	X
	

	   Awareness
	X
	X
	

	   Networks
	
	X
	

	   Knowledge
	X
	X
	X


The policy centre (CEPOR), on the other hand, has specific duties quite different from the SDF and NCC. It focuses on gathering, synthesizing and presenting entrepreneurship data to the government and to the GEM consortium. Their resource contribution is awareness and knowledge. 

MELE – The Ministry of Economy, Labour & Entrepreneurship

Ministry of Economy, Labour and Entrepreneurship plans, conducts and monitors development programs and incentive measures in order to achieve a more balanced development of Croatian regions. Their goals are to remove administrative barriers, strengthen the orientation to exports, the establishment of entrepreneurship zones, increase competitiveness and investment into development, education and new technologies.
 MELE also subsidizes rent in incubators and shared cost consultancy.
My assessment of only the entrepreneurship section of MELE’s website shows a ministry section with clearly defined goals as seen above but without a clearly defined strategy, without clearly defined partners and with no explanation on the education and experiences that would qualify the ministry officials in charge of entrepreneurship.
  Also, there were no descriptions of any programs or organizations carrying out the ministries goals. The entrepreneurs who have had experience with MELE’s programs complain that MELE should not be directly managing programs but instead should be developing and setting policies for the support of entrepreneurship (OECD 2007). According to the OECD, one example of MELE’s inefficiencies is that the ministry offers a series of programs where small grants are made available to SME’s which require at least seven complex documents to be filled out and a time-consuming assessment process. Entrepreneurs who have used MELE’s consultants “found little praise” for the current group of technology-based business development consultants (Crichton 2007). 

HAMAG - The Croatian Agency for Small Business

HAMAG was established by the Croatian Government and is regulated by the Small Business Encouragement Act. It is considered to be the “expert body” with its role being to “harmonize, monitor and analyze the implementation of financial incentives”, as well as offering “expert assistance to small businesses” in a targeted manner. 
  At first glance, it would seem that MELE and HAMAG have clearly defined goals and tasks. However by analyzing their websites and reading their reports, it seems that these two national governmental institutions are in competition with each other. There appears to be a duplication of goals and activities within programs. One example of this duplication is that both have “planning, conducting, monitoring” responsibilities for the same programs. Also, both provide incubator support, financial support, and advisors. The websites gave no indication whether they communicated or coordinated with each other or with other stakeholders. It seems that this confusion among MELE and HAMAG has not escaped the OECD. In their report, they use programs targeted at financing SME’s, which were devised by HAMAG but poorly implemented by the banks, as an example of this lack of coordination. Below is a quote from an OECD report describing the confusion and bureaucracy of the process: 

“These programmes (interest rate subsidies & loan guarantees) are not only complicated…but very difficult to use. A bank must first be willing to make a loan to an entrepreneur in order for the loan to be submitted to the government for an interest rate subsidy or loan guarantee. Unfortunately, the current policy at Croatian banks is to not make loans without hard collateral as security. So most entrepreneurs are turned down by the bank at the very beginning of the process. There is also the added problem that banks will not accept intellectual property as collateral, and most technology-based entrepreneurs have little or no other collateral to guarantee their repayment of the debt.”
HITRO - Croatian Program for Innovative Technological Development

HITRO is a government program whose goal is to be a “one-stop-shop” for helping new technology-oriented businesses get started. Other responsibilities are to: foster research and industry cooperation, encourage the commercialization of research results. HITRO has a government level financial partner (FINA) which is an outgrowth of the Social Accounting Service. HITRO has been praised by external experts from the OECD as an efficient response to ease the burdens of doing business in Croatia (Crichton 2007).


HITRO.REZ

In 2006, the government also started a temporary addendum program to HITRO, called HITRO.REZ. This program identified a list of unnecessary procedures and permits for starting businesses and began streamlining the process by working closely with policy-makers by raising their awareness. Both of these institutions have been successful in their tasks and have been praised by external experts (Crichton 2007; Pike 2007).

Croatian Chamber of Economy (Commerce) 

The Croatian Chamber of Commerce functions on the national level and has 20 county chambers. It is supposed to implement the entrepreneurship program guidelines of the Croatian Government. It networks among trade associations, and other business affiliations. It “monitors and analyzes reports” on the implementation of projects and small business incentives. The Chambers also provide business start-up and development information and education opportunities. 
 The Chambers have interactions with community business people who are often on the Chamber boards. It provides a forum for networking among business people as well. 
Trade Organizations
Trade organizations have a different role from all the other national organizations in that they are focused on a particular industry and act as an intermediary between industry (large firms and entrepreneurs), the market and policy-makers. They are places of knowledge/information exchanges and places to network. Croatia has a diverse array of trade organizations – some existing for centuries and others newly created because of need. 

All of the factors of entrepreneurship are impacted by Croatian national institutions (Table 19). The regulative control mechanisms are held in the hands of the executive branch of government and trade organizations through quality controls and membership requirements of certain professions (e.g.: builders). Financial resources are disseminated on the level of the executive branch of government and through HAMAG and the Chamber of Commerce.  Comparing the description of each institution with their activities in Table 19, there is a sense of overlapping in goals and activities. The most redundancies take place between MELE, HAMAG and the Chamber of Economy (Commerce). The only difference among them is that the ministry has more direct influence on policies and regulative control. The websites and documents of these institutions do not indicate whether they communicate or coordinate with one another. 

Table 19: National Level Institutions - Croatia
	
	Croatian Parliament
	Ministry of Economy, Labour & Entrepreneurship
	HAMAG
	Chamber of Commerce
	HITRO & HITRO.REZ
	Trade Orgs.

	Effects on
	
	
	
	
	
	

	   Economy

	X
	X
	
	
	
	X

	   Policy
	X
	X
	
	X
	X
	X

	   Culture
	X
	X
	X
	X
	X
	

	   Industry
	X
	X
	X
	
	X
	X

	   Human Capital
	X
	
	X
	X
	
	X

	   Social Capital
	X
	X
	X
	X
	X
	X

	Mechanisms
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	X
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6.3 Regional Institutions

Two universities, regional development centers, entrepreneurship development centers and the private sector are assessed in a regional context below.   

Universities of Zagreb and Osijek

Universities have a critical role to play in entrepreneurship development. The role is three-fold. First, they are responsible for providing the supply of well-educated, innovative, creative individuals thereby increasing societal levels of human capital which increases GDP and provides stronger forms of entrepreneurship. The second role is to sensitize students to the possibility of starting a business by potentially offering entrepreneurship courses. Third, the university is a key-player in the commercialization of university research and has to be prepared to cultivate partnerships with the private sector. 

Zagreb University has no entrepreneurship degree program or entrepreneurship courses. However, topics of small business development are covered in Bachelor level management courses. The teaching/research staff is not directly involved in topics of entrepreneurship. However, on another level Zagreb University is seen as the university best equipped for commercializing research in Croatia 
 because of its strong foundations in the natural sciences, medicine, and engineering.

The smaller regional university in Osijek (in eastern Croatia) offers an entrepreneurship Master level program. The teaching/research staff is actively involved in entrepreneurship-based research projects financed by the EU within the region. Osijek University was the first institution to be involved in research for the Global Entrepreneurship Monitor Report for Croatia before responsibility for GEM research was transferred to CEPOR.  

The most recent assessment of the Croatian university structure comes from the OECD, stating that teaching styles and curriculum are out-dated and would be in need of an overhaul to reach Croatia’s 2013 goals for competitiveness (Pike 2007).  Zagreb University seems to have the added problem of corruption. For example, in November of 2008, police brought in 60 professors from the University of Zagreb for questioning on corruption charges through a sting operation where evidence was collected by students with hidden microphones.   

In summary, viewing universities as institutions, they have cognitive/cultural and normative control in affecting the outcome of their students’ views and actions on entrepreneurship. The resources universities provide are education, awareness, networking and knowledge. The problem with Croatian universities is that old methods of teaching, strict hierarchies, paternalism, and corruption are barriers to supporting a multi-disciplinary, creative, information and knowledge exchange. Therefore, Croatian universities still have much more potential in supporting a creative, innovative entrepreneurial environment.  

Regional Development Centers
The Regional Development Centers, 26 of them, are responsible in identifying ways in which the regions can flourish and they are responsible for implementing EU regional development programs. Their mission is to promote regional development through the use of EU funds and other international and national funds according to the priorities set out in regional strategic plans required by the EU for accession. Another mission of the regional development centers is to be a contact and information point for potential foreign investors in the region. The centers also have activities for the development of entrepreneurship e.g., establishing regional ethno-brands, the marketing of agricultural products from the region, and the development of a value chain for organic produce. The Regional Development Centers use cultural/cognitive control mechanisms which trickle down into affecting the norms of doing business in that particular region. The resources they offer can be financial in nature as well as offering information, knowledge, and networks.

One potential weakness in the regional institutional structure is that there is an overlapping of their duties with other regional institutions introduced below: The Entrepreneurship Development Centers and the Chamber of Commerce. These organizations are in competition with each other for attracting FDI and national funds for development.  This could be positive to the extent that the competition between the Chambers, the Regional Development Centers and Entrepreneurship Centers encourages the seeking of competitive advantages. The downside is naturally that investment is needed to keep all of them running therefore potentially wasting already tight resources. 

Osijek Entrepreneurship Center
The Osijek Entrepreneurship Centre is one out of 20 centers in Croatia. The mission of the Osijek Entrepreneurship Centre is to promote an entrepreneurial culture through the interaction of academics and the private sector where ideas, information, and knowledge are exchanged. The ultimate goal is the development of entrepreneurship in Croatia with a focus on the problems of trade in eastern Croatia. Other than Osijek, Croatia has 19 other entrepreneurship centers whose goal is the same as Osijek’s except for the presence of academics. There appears to be no coordination master plan among the Entrepreneurship Centers, the Chamber and Regional Development Centers. 

The resources the Entrepreneurship Centers provide include financing in the form of small grants or loans, education, networking possibilities, and knowledge. The control mechanisms are cognitive/cultural and normative in nature.
6.4 The Private Sector
The private sector is an oft mentioned actor in many of the institutions and organizations created for Croatia’s economic and entrepreneurship development. For example, interaction with the private sector was mentioned by: 

· the Entrepreneurship Centers as a form of partnership, 

· the Regional Development Centers in attracting FDI, 

· the Chamber of Commerce for networking, 

· Zagreb University for the connection for commercializing research

· and HITRO to foster cooperation between research and industry.

Even though the previous assessments of the institutions, programs and organizations in Croatia show comprehensive activity – all the factors of entrepreneurship are impacted, a variety of control measures are used to support change, and a wide palette of resources are provided – there still appears to be a void which private sector institutions are attempting to fill. The resources the private sector has been providing in Croatia include: technology parks/incubators (Croatian electrical engineering and manufacturing firm – Koncar), IT business & technology center (Microsoft), and a business innovation center for technology transfer (BICRO – started by two entrepreneurs).  These organizations are introduced in more detail below: 

Technology Parks/Incubators
According to a recent OECD report, most of the technology parks in Croatia are really incubators – single buildings serving small and growing technology companies (OECD 2007). At last count, Croatia has 22 incubators. Most, if not all have outgrown their space and need to expand. The two largest Technology Parks/Incubators are the ones in Zagreb and Varazdin (a town north-west of Zagreb). Both Zagreb and Varazdin Technology Park buildings are filled to capacity and both have long waiting lists of tenants. The Zagreb Park was created by the largest electrical engineering and product development company in Croatia – Koncar. The goal was to commercialize inventions developed by their engineers who were being laid off due to a decline in manufacturing. Eventually, ownership of this technology park changed hands from Koncar to the city of Zagreb. A part of this technology park’s service offering is an entrepreneurship program where entrepreneurial business teams made up of students from Zagreb University’s Faculty of Electrical Engineering and from the Faculty of Economics brainstorm and develop products and bring them through manufacturing to marketing and sales. 

The Varazdin Park is located in one of Croatia’s regions with high levels of entrepreneurial activity located north east of Zagreb. Varazdin is known for its forward thinking politicians (especially the mayor) and its proactive, multi-level organizations supporting business development in the region, e.g., Development Agency North (DAN), a large regional development agency encompassing four counties and the city of Varazdin and focusing on FDI, new business creation and export development. It is interesting to note that Varazdin created its own development agency and does not rely on the regional development center or the entrepreneurship center created by the government. 
Microsoft Business and Technology Center

This center is sponsored by Microsoft with the goal to train local software entrepreneurs by showing them Microsoft approaches to software development and sponsoring business development seminars. The center is well-outfitted with the latest ICT, as one would expect, and Microsoft, in return, is grooming a new generation of software specialists to become accustomed to their systems. 

BICRO (Business Innovation Centre of Croatia)

BICRO was created by two individuals, a Croatian scientist and a Swiss venture capitalist, with the goal of supporting technology entrepreneurs in commercializing university research and technology. It has a staff of 17 and is now receiving some funding through the Ministry of Science, Education & Sports. It has technology assistance programs which are targeted at individuals or through Regional Development Agencies. BICRO initiates relationships with universities through the technical or engineering faculties to develop technological transfer relationships. BICRO, due to its excellent management, has been given the authority to take over the responsibility for five technology development centers in Croatia. An OECD observer stated that BICRO was by far the most professional and most relevant entrepreneurship development institution in Croatia (OECD 2007).

Table 20 shows regional level institutions’ and organizations’ activities. The most comprehensive activities are provided by the private sector. The Regional Development and Entrepreneurship Centers seem to have identical effects, controls and resource offerings. To understand whether their activities are effective and relevant would require an in-depth assessment of these institutions which is beyond the scope of this paper. 
Table 20: Regional Level Institutions & Organizations
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6.5  Summary - Institutions, Policies, Programs & Organizations
The aim of this section was to examine the formal institutional environment in Croatia by revealing the policies, programs and organizations impacting the factors of entrepreneurship and the resources which they intend to provide. The examination began with the EU (an international institution), moved through national institutions, their policies, programs and organizations, and finally ended with regional institutions/organizations including the private sector.
Referring to the tables assessing institutional activities throughout this section, it can be concluded that the supply of institutions, policies, programs, and implementing organizations aiming to support the factors of entrepreneurship in Croatia is quite plentiful and diverse. They also offer a wide array of resources quite relevant to entrepreneurial activities. Another positive aspect of Croatia’s institutional environment is that the institutions operate from different levels. Instead of having a concentration of one institutional level (e.g.: national), there is a large presence at the regional level and at the EU level as well. This enhances the breadth of development and includes as many stakeholders as possible. This should make for the perfect platform from which to develop levels of entrepreneurship in Croatia. Yet supply is a different matter from effectiveness. One factor determining effectiveness is the quality of informal institutions influencing how things are actually going to get done. They do this through informal rules which are governed by the norms and values of a society. According to external assessments from the OECD, the EU and the GCI, Croatia’s problems with the implementation of policies and programs for entrepreneurship development are rooted in informal institutions not yet prepared to handle the demands of modern formal institutional structures.
7.0 CONCLUSION
This paper has three aims. First, it provides a description of the factors framing entrepreneurship in Croatia (which I have taken to include – economics, culture, institutions, the industrial structure, human capital and social capital) and an assessment of how these factors influence entrepreneurship.  The second aim is to show how formal institutions through their policies, programs and implementing organizations impact the above factors. The third aim is to provide insights as to Croatia’s potential for change into a more knowledge-based, growth-oriented entrepreneurship. 
The three research questions below were presented in the introduction and are answered in order in the upcoming subsections.
7.1 What are the characteristics of the factors framing necessity-based entrepreneurship in Croatia?
7.2 What institutions, policies and organizations impact these factors of entrepreneurship and how do they do it? 
7.3 Where is the potential for changing Croatian entrepreneurship into a more knowledge-based, growth-oriented entrepreneurship?
7.1 Factor Characteristics

There are some clues in Croatia’s environment as to why necessity-motivated entrepreneurship predominates.  Some insights are presented below as to which weaknesses in the environmental characteristics (economy, industry, human capital, social capital, and culture) influence necessity entrepreneurship.
The economy has some stable elements, namely, low inflation, stable currency, historical and projected GDP growth
. The influence of the economy in supporting necessity entrepreneurship is mainly rooted in Croatia’s high unemployment levels which are officially at 9.6% of the adult population and can even reach 27% in the peripheries. Starting a business may be more of a necessity than an inspiration when there are not any other options for employment. This idea is supported by the higher levels of entrepreneurial activity in Croatia’s peripheral regions where unemployment is quite high. Croatia’s financial markets are another aspect creating barriers for entrepreneurial growth. The flow of investment is slowed because investors are not protected and legal processes are long, convoluted and expensive. The overregulation of capital flows creates a situation where venture capital is not readily available and foreigners willing to invest are skittish about the risk. 
Economic and industrial structure weaknesses merge in Croatia’s reliance on its import economy. This suggests a lack of innovation in products and services which bars competitiveness in international markets. At present, small and medium sized firms are responsible for the majority of national employment numbers. Necessity entrepreneurship is supported by the industrial structure in Croatia because there are few large firms acting as engines of economic growth and growth from the SME sector cannot be expected because of their low-technology, low-innovation orientation.  

Another weakness in the industrial structure is Croatia’s growing service sector mainly characterized by wholesale and retail trade. A predominance of this form of trade in a national economy is considered to be non-productive from a macro-economic perspective (Scase 2007). However, statistics show that the presence of trade-focused SME’s, regardless of their low-innovation and technology orientation, is economically important for Croatia at this time (Croatian Statistical Yearbook 2008). Namely, this sector employs the most people. The financial market weaknesses mentioned previously also have a role in keeping firms from expanding. Entrepreneurs find it easiest to enter into small-scale trade because it requires the least initial investment compared to other industries. Necessity entrepreneurship levels are influenced by Croatia’s large regional differences in industrial structure and output. 
The industrial structure could partly be responsible for Croatia’s brain drain as well. Since large, innovative, R&D oriented firms are scarce, well-educated scientists and engineers are often forced to leave the country to use their talents. 

If human capital is seen through the perspective of education, one of Croatia’s strengths is that university-level education is best equipped for a fairly high quality of scientific and engineering education (GCI 2008). Increasing a nation’s level of graduates in these fields is known to spur economic growth and more productive entrepreneurship. However, Croatia’s investment in its scientists, engineers and doctors is increasingly becoming lost to competition from other nations, specifically the USA, Canada, Germany and Switzerland. The impact on entrepreneurship is such that the people most capable of creating growth-oriented businesses are choosing to leave Croatia because they see no viable opportunities for their careers. Other national education weaknesses are: having a low quality of management education, no comprehensive entrepreneurship education except at a Master’s level at one university (Osijek), out-dated modes of teaching, strict hierarchies, and corruption. Therefore, the education system is a barrier to opportunity entrepreneurship through its non-innovative practices. Also, the education system coupled with other Croatian institutions does not have a strategy or mechanisms in place to harness the talent it creates.

Social capital levels, viewed through trust in institutions, are declining in Croatia (Stulhofer & Landripet 2005). Research shows that when formal institutions are weak, informal rules will dominate (Peng 2004) and there is more dependence on the social network (Smallbone & Welter 2009).  Low social capital levels in Croatia support necessity entrepreneurship because resources (time, money, human capital) are pulled away from core business activities to manage the constraints placed by unprofessional and bureaucratic institutions.  
Croatian culture is basically non-entrepreneurial and certainly affects every other environmental factor listed above. Using Hofstede’s indices, the non-entrepreneurial culture is characterized by risk-aversion, collectivism, femininity, and large power distances. If a person were to become an entrepreneur in Croatia, he/she would most likely do so because of dissatisfaction with the status quo and not because society would necessarily support such actions. 

Not only are these cultural characteristics non-entrepreneurial but they are also not conducive in bringing about changes in the factors of economics, industry, human and social capital. Risk aversion keeps people from trying something new and large power distances support deferring to higher authorities regardless if that is best. The negative way Croatian culture affects education is that by deferring to authority, there can be little room for horizontal forms of communication, information exchanges and the willingness to understand that creativity can come from any direction not just top-down. One reason Croatia struggles with a national brain drain is due to a culture not supporting information exchanges, openness, and individual endeavors in universities, research centers and firms. 
7.2 The Impact of Croatia’s Formal Institutions on Entrepreneurship
This paper examines the institutional presence from the international (EU), national and regional levels, their impact on the factors of entrepreneurship, the control mechanisms used and the resources they provide. At first glance, the supply of institutions, policies, programs, and implementing organizations aiming to support the factors of entrepreneurship in Croatia is quite plentiful and diverse. The institutions use a mix of control mechanisms relying mostly on cognitive/cultural and normative control. Regulative control is exercised by higher levels of government and the EU. They also offer a wide array of resources relevant to entrepreneurial activities.  Another positive aspect of the institutional environment is that there is a multi-level presence. EU, national and regional institutions are represented. This enhances the breadth of development and includes a diverse set of stakeholders. The present formal institutional structure can be considered to be a solid context for entrepreneurship development.  

Nonetheless, this thick institutional representation does have some problems and they are mainly rooted in lack of coordination, duplication of services and lack of professionalism of staff (OECD 2007). The research in this paper found that the most intense lack of coordination occurs on the national (Ministry of Economy, Labour & Entrepreneurship & HAMAG) and regional (Regional Development Centers, Chambers of Commerce & Entrepreneurship Centers) levels within Croatian governmental institutions. The overlap occurs in their missions, strategies and service offerings. There is one successful government program (HITRO.REZ) which focuses on cutting bureaucracy around starting a business. Otherwise, government institutions are a weak link in Croatia’s institutional chain.
A strong link, unfortunately also the most under-represented, are the private sector institutions. In Croatia, they are comprised of a business innovation center (BICRO), the Microsoft Technology Centre and a variety of “Technology Parks” which, probably due to Croatia’s lack of industrial diversity, really function like business incubators. The most effective and far-reaching is The Business Innovation Centre of Croatia (BICRO). It was started by a Croatian scientist and a Swiss venture capitalist to aid in the transfer of technology from universities to commercialization in the market. BICRO, due to its excellent management, has been given the authority by the Croatian government to take over the responsibility for five technology development centers in Croatia.
Having a diverse formal institutional supply is only one part of a robust institutional environment. Moreover, having an institutional structure in place does not necessarily mean that goals are effectively implemented. A large responsibility in how institutional goals are implemented lies with informal institutions. They define the way things are going to get done based on informal rules, norms, and values.  Some clues as to the effects of informal institutions on the formal ones in Croatia were given by OECD assessments and the Global Competitiveness Index. Both reports indicate that Croatia’s institutions are often weakened by informal factors like: a lack of transparency, overpowering adherence to bureaucracy, inability to support cross-disciplinary, multi-institutional action, unsuitable people in decision-making roles, and a high tolerance for corruption. On the other hand, it should be remembered that Croatian institutions are in transition. The formal and informal rules embedded in an ever-increasing EU presence have the power of “professionalizing” Croatian institutions by launching them on a learning-through-experience trajectory. 
7.3 Croatia’s Potential for Change from Necessity to Opportunity Entrepreneurship
If entrepreneurship occurs at the nexus of the individual and the opportunity (Shane & Venkataraman 2000) then changes to impact the potential of entrepreneurship have to occur here as well. Therefore, if Croatia intends to reach government defined goals of GDP growth by 2013, partly fueled by opportunity entrepreneurship, then focus needs to be placed on developing entrepreneurial individuals and creating a munificent opportunity-defining environment . 
Entrepreneurial Individuals in Croatia:  The Kirznerian view of entrepreneurship suggests that entrepreneurial opportunities are always present in a society due to disequilibrium. What makes these opportunities into an entrepreneurial event is the awareness of individuals (Kirzner 1985). The capabilities of individuals and how opportunity-aware they are, in my view, are the most important components of entrepreneurship. Having a munificent environment is worthless if no one has the ability or the inspiration to exploit it. The most important part of any individual’s capability set is his/her education because it will define all other components like career experience, personal experiences, and their networks. 

Education is addressed in two ways, first from the standpoint of general education and second from entrepreneurship education. General education can help change the scope of entrepreneurship in Croatia through continuing its excellence in math and science training. Another way that general education can help change the scope of entrepreneurship is by changing primary, secondary and university level education to accommodate the needs of an export-oriented market economy. Some examples of necessary changes to make at these educational levels includes: instituting new formal and informal rules of teaching professionalism, having zero-tolerance for any form of corruption at the university level where it is most prevalent, and changing curriculums to encourage critical and creative thinking. Training teachers/professors should be a high priority.  

The second way to address education in Croatia is through entrepreneurship education. I agree with the group of researchers (e.g.: Katz, 2003, Ireland & Hitt, 1999) who think that individuals can be taught entrepreneurial awareness and knowledge. Ideally, entrepreneurship education should be offered from primary school through the university level. Of course, not every young person will become an entrepreneur just because they are exposed to entrepreneurship education. However, it could sensitize people to the existence of opportunities in their environment. It would, so to speak, give them “rose-colored glasses” where they could learn to scan their environment for opportunities. An entrepreneurship education is never wasted since all professions would benefit from entrepreneurial thinking, e.g.: politics, banking, research, tourism. 

Entrepreneurship education could solve another large problem in Croatia – the loss of her human capital to other nations. It is fathomable that the present brain drain could be slowed if Croatia’s scientists, engineers, doctors and other researchers had their rose-colored glasses on. If they look at their environment and see bleakness, could they not just as easily see a lot of potential for improvement; holes waiting to be filled? I believe that only the glasses are missing and that entrepreneurship education is one way to provide them.

The Opportunity-Defining Environment in Croatia: This paper assessed how six environmental factors could influence necessity entrepreneurship. Of the six, institutions were examined more closely. In Croatia, formal institutional structures are in place with solid goals yet are often unable to carry out those goals in a manner of efficiency. It has been suggested that weaknesses in the informal institutional structure may be the problem. What is the potential for growth-oriented entrepreneurship to evolve if informal institutions act as barriers? Educating the citizens of Croatia to be creative, open-minded problem solvers and recognizers of opportunities is one way to change informal rules, values and norms. Another way to do so is to make more room for the private sector’s influence in institutions developing Croatian entrepreneurship. An example of the private sector’s potential is hinted at through the actions of The Business Innovation Center of Croatia (BICRO). Croatia’s government was proving to be too slow and unorganized in commercializing university research and technology. BICRO stepped in to take advantage of this void and eventually outperformed the government.
What does the private sector do that Croatia’s government cannot yet do? It has to adhere to the conditions and rules of the market, needing to be more nimble, relevant, and efficient in exploiting opportunities. The market judges lack of competence and bad decisions quickly and exposes them as a loss. The government does not have such stringent efficiency standards. The private sector also provides healthy competition to governmental and non-governmental organizations which eventually elevates their relevance and efficiency. 
Individuals and the opportunity-defining environment have the power to change the scope of entrepreneurship in Croatia mainly by co-evolving with Croatia’s informal institutions. In summary, decision-makers in Croatia can support growth-oriented entrepreneurship by supporting the development of individuals in the following way: 
· Continuing with the excellence of the national curriculum in math, science and engineering.
· Improving general education by mainly changing teaching methods from primary through the university level. 
· Instituting new rules of academic professionalism e.g.: zero-tolerance for corruption.
· Designing a national entrepreneurship curriculum from primary school through university level.
· Using entrepreneurship education as a solution to Croatia’s brain drain by teaching highly educated and talented Croatians to be seekers and exploiters of opportunities in their own nation.
Decision-makers can support the environmental factors in the following way:  
· Encouraging the private sector’s participation in institutions, programs and organizations catering to the development of entrepreneurship.
· Instituting serious, far-reaching institution-building initiatives
· Providing more financing flexibility in financial markets.
· Instituting a national industrial strategy integrating peripheral regions’ needs.
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� This is explicitly stated by the Croatian Ministry of Economy, Labour and Entrepreneurhship’s website as well as a variety of pre-EU Accession reports. (Source: telephone conversation with Ministry official)


� Formal institutions refer to the rules, regulations, laws and supportive apparatuses that establish order in economic, legal and political frameworks. Informal institutions include the norms, beliefs, values and conventions that form the socio-cultural relations within a society. North, D. (1990). Institutions, Institutional Change and Economic Performance, Cambridge University Press.


	


� In this paper, resources are implied when the term “factors of entrepreneurship” is used.


� It is beyond the scope of this paper to delve deeper into the evolution and research placement of each term. 


� For the purpose of brevity, I am being very simplistic in this explanation. In addition, the terms suit the organization of GEM data where they are useful in explaining what motivations are hidden behind national levels of entrepreneurship, as well as differentiating the impact of entrepreneurship on national level economic indicators.


� The previously mentioned: Zagreb, Rijeka, Split and Osijek 


� All historical information is from the Encyclopaedia Britannica On-Line 2007 version.


� The signaling effect simply means that firms are attracted to an area because other firms seem to be successful.


� Source: Croatian National Bank Yearbook 2007


� The authors measured this in terms of the comparison of the number of business start-ups.


� The motivation index is the relationship between entrepreneurial activity due to opportunity and due to necessity (GEM 2007).


� Source: Croatian Ministry for Economics, Labour and Entrepreneurship


� Source: The Croatian Chamber of Commerce. The Croatian government divides entrepreneurship into two types: SME’s and craft-based businesses. 


� Granted, Croatia is a small nation of only 4.6 million people so it is one of the smaller economies in Europe. For comparison’s sake, Denmark has a population of 5.5 million and a GDP of 224 billion Euro.


� Financial sophistication is only one out of many topics covered in this study.


� A more detailed assessment of institutions active in Croatia, their control mechanisms, and their impact is made in section 6


� In November 2008, police took 60 professors from Zagreb University into custody for questioning about corruption.


� About 25% of their sample felt that most people can be trusted.


� The basis for Croatia's participation in Community Programmes is the � HYPERLINK "http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2005:192:0016:0021:EN:PDF" �Framework Agreement between the European Community and the Republic of Croatia on the General Principles for the Participation of the Republic of Croatia in Community Programmes (Official Journal of the European Union, L 192/2005 of 22 July 2005).� 


� Taken from www.mele.hr


� For more information on the detailed assessment of Croatian government programs for the support of entrepreneurship, please see OECD (2007). Strengthening Entrepreneurship Innovation & Economic Development at the Local Level in Croatia. Zagreb, OECD, USAID, LEED.


	


� Taken from www.hamag.hr


� Found in www.hgk.hr


� The University of Zagreb is starting to develop commercialization plans for it research.


� As of June 19 2009, due to the market crash of 2008, the Croatian Government has adjusted GDP annual growth rate to 2.2% down from 5.5%.
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