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SECTION II
ANALYSIS

2. DESCRIPTION OF THE PROGRAMMING AREA

2.1 Eligible and Adjacent Areas 

The programme targeted area is the area of the common Croatian-Serbian border. The counties and districts concerned are bordering territorial units at the NUTS III level. On the Croatian side of the border two counties fall within the eligible area Vukovar-Srijem county and Osijek-Baranja county. Three further counties can be considered as adjacent regions, these are Brod-Posavina, Virovitica-Podravina and Požega-Slavonija. On the Serbian side the eligible area covers the following administrative units… See Table 1, below. 
Table 1: Eligible and Adjacent areas for Croatia and Serbia

	Croatia (NUTS III regions)
	Serbia

	Eligible Area

· Osijek-Baranja County
· Vukovar-Srijem County


	Eligible Area


	Adjacent Regions

· Brod-Posavina County

· Virovitica-Podravina County

· Požega-Slavonija County


	


Table 2: Length of Common Border

	Border
	Length (km)

	Croatia-Serbia
	


2.2 Description and Analysis of the Border Region 

2.2.1 Geographical Description

The targeted area is located in the north-east of Croatia and lies geographically in the region of Pannonia. It extends over an area of 6609 km2 (Table 3) i.e. 11,68% of the territory of the Republic of Croatia. The Croatian part of the programming area encompasses 11 towns, 61 municipality and 348 settlements. The main urban settlements within the programming area are: Osijek, Našice, Donji Miholjac, Beli Manastir (Osijek-Baranja county) and Vukovar, Vinkovci, Županja and Ilok (Osijek-Baranja county). 

Table 3: Programming Area

	CROATIA
	SERBIA

	County
	Area (km2)
	District
	Area (km2)

	Osijek-Baranja
	4,155
	
	

	Vukovar-Srijem
	2,454
	
	

	Total
	6,609
	Total
	


The population density amounts to 81 inhabitants per km2 in 2001. This is slightly above the national average which in the same year lies at 78,4 inhabitants per km2.
The Croatian border region includes the lower catchement area of the river Drava before its confluence with the Danube and is a predominately lowland area characterised by a geomorphology which includes alluvial, river and loess terraces with fluvial-wetland plains. In general the area is highly suitable for the development of agriculture which is the predominant land use with agricultural land extending over some 410,000 ha (63%) of the region. The region is also rich in forestry resources and contains over 180,000 ha of afforested land (28% of the regional surface area). 
In addition to rich agricultural land and extensive woodlands the natural resources of the target region include: 

• oil and gas fields, 

• clay, gravel and sand pits 

• water resources (river, spring/thermal), 

• areas of high biodiversity 
Furthermore it is characterised by a favourable traffic and geographical position and its demographic potentials.

As a result of the Homeland war the Croatian side of the bordering area has still vast land areas contaminated with mines or under the suspicion of being contaminated with mines. The demining process is on going and is a Croatian national government priority. 

2.2.2 Demography 

As is the case for other peripheral regions in Croatia the population in the programming area is declining. This decrease has been a constant feature since the 1990s. According to 2001 census the number of inhabitants is almost 9% lower than it was in 1991 (see Table 4, below). The pattern of population change has not been consistent across the area since some towns and municipalities have recorded increases, for example the population of Županja (Vukovar-Srijem county) increased by 13.5% over the 1991-2001 period. However, such increases were few and highly localised and resulted largely from refugee returns. The overall trend across the region is one of population decline. The 2 bordering counties were among the most severely war-affected areas in Croatia (it is estimated that 7-8% of the population still lives abroad) and this is one of the factors contributing to the fact that the rate of population decline in the programming area is much higher than the national average of 6% (Table 4). 
Table 4: Change in the Number of Inhabitants and Population Density (inhabitants per km2)
	CROATIA
	1991
	2001


	Population Change
	Population Density
(2001) 

	Osijek-Baranja
	367,193
	336,421
	-8.4%
	80.0

	Vukovar-Srijem
	231,241
	208,766
	-9.7%
	85.1

	Total
	598,434
	545,187
	-8.9%
	82.5

	Croatia
	4,784,265
	4,492,049
	-6.1
	79.4

	SERBIA
	
	
	
	

	
	
	
	
	


The 2001 census data indicate that the population age structure in the Croatian programming area is younger than the national average (Table 5, below). The much lower ageing index in the border region (0.79 as compared to the national index of 0.91) reflects the higher proportion of the youngest age group (0-14 years) in relation to the oldest (65 years and older). This is particularly so in Vukovar-Srijem county where the low index of 0.74 reflects the high contribution made by the 0-14 cohort (19.3% as compared to the national figure of 17.1%). In the mid-term, such an age structure would more than compensate for the potential negative economic impacts of the observed lower than average proportion (66.4% as compared the national 67.4%, Table 5) of the working age population (15-64 years). 
Table 5: Natural Population Fluctuation and Distribution of Inhabitants by Age in the Programming Area
	CROATIA
	Live Births
	Mortality
	Natural Growth
	Age

0-14
	Age

15-64
	Age

>65
	Ageing Index1

	Osijek-Baranja
	3,108
	3,713
	-605
	59,738 (17.8%)
	226,032 (67.4%)
	49,564 (14.8%)
	0.83

	Vukovar-Srijem
	2,084
	2,136
	-52
	40,125 (19.3%)
	137,910
(66.4%)
	29,611 (14.2%)
	0.74

	Total
	5,192
	5,849
	-657
	99,863 (18.4%)
	363,942
(67.0%)
	694,261
(15.5%)
	0.79

	Croatia 
	
	
	
	17.1%
	67.4%
	15.5%
	0.91

	SERBIA
	Live Births
	Mortality
	Natural Growth
	Age


	Age


	Age


	Aging Index

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	EU-15
	
	
	
	16.8%
	66.9%
	16.3%
	0.97

	EU-27
	
	
	
	17.1%
	67.3%
	15.6%
	0.91


1Ageing Index=Number aged 65 and over/ Number aged 0-14
However, more recent data (Table 6) shows that there are rapid demographic changes taking place in the programming area population. For example, over the period 2001-5 the age structure in Osijek-Baranja county has converged with that of the national average with a marked decrease (-1.2%) in the 0-14 group an equally marked increase in the economically inactive 65+ group (+1.1%) and virtually no change in the working population (15-64). 
Table 6: Changing Age Structure in the Population of Osijek-Baranja County
	Year
	Age

0-14
	Age

15-64
	Age

>65
	Ageing Index1

	2001
	59,738 (17.8%)
	226,032 (67.4%)
	49,564 (14.8%)
	0.83

	2005
	54,552

(16.6%)
	221,287

(67.5%)
	52,260

(15.9%)
	0.96

	Change
	-1.2%
	+0.1%
	+1.1%
	+0.13


One reason for these demographic changes is the imbalance between births and deaths in the border population with both Croatian counties showing negative rates of natural growth (Table 5, above). However, this does not account for the rate of demographic change observed in Osijek-Baranja county over the relatively short period of 5 years and indicates that that there is emigration of the working aged population away from the border region. The ‘push and pull’ factors that are causing population changes in the programming area include the following: 
· Long term impact of the war
· Fall in the birth rate

· Lack of employment opportunities

· Greater employment opportunities outside Croatia

· Young persons leaving to go to university in Zagreb and not returning

· De-ruralisation 

The economic consequences of the observed demographic changes are in the context of increased social costs (for an ageing population) and decreased labour supply, especially in the field of new technologies and modern organisational challenges (since the majority of the existing unemployed population cannot respond to these challenges). 
2.2.3 Ethnic Minorities 

According to census data (2001) the two bordering Croatian counties host 25,83% of members of ethnic minorities in Croatia, i.e. 85.581 persons. The largest ethnic group are Serbs with 60.510 persons living in this area, i.e. 30,01% of all Serbs living in Croatia or 18,26% of  members of all minorities in the Republic of Croatia (Table 7, below). The second largest minority group are the Hungarians with 11.831 members, i.e. 71,29% of all Hungarians living in Croatia or 3,57% of all minorities in the Republic of Croatia. 
Table 7: Nationality of Inhabitants 
	CROATIA
	Croatian
	Serbian
	Others

	Osijek-Baranja
	277,245 (83.9%)
	28,866 (8.7%)
	1% Hungarian

	Vukovar-Srijem
	160,277 (78.3%)
	31,644 (15.5%)
	0.9% Ruthenian

	Total
	437,522 (81.7%)
	60,510 (11.3%)
	

	Croatia
	89.6%
	4.5%
	

	SERBIA
	Serbian
	Croatian
	Others

	
	
	
	


2.2.4 Transport Infrastructure

A modern transport network is one of the most important factors enabling connections at the local, regional and international levels and is an essential for developing both regional economies and effective cross border cooperation. 
The network of state, county and local roads is relatively well developed on the Croatian side of the border (Table 8). In terms of cross border cooperation the most important roads in the programming area are:
· Highway E70 Zagreb-Belgrade 
· National road 2 Osijek-Novi Sad 
Table 8: Road Network in the Programming Area
	CROATIA 
	Length (km) 
	State Roads
	County Roads 
	Local Roads 
	Density road network (m/Km2)
	Km road/ 10,000 inhabitants 

	Osijek-Baranja
	1,614
	470
	624
	520
	389
	48.0

	Vukovar-Srijem
	1,011
	305
	466
	240
	413
	48.4

	Croatia
	28,344
	7425
	10544
	10375
	501
	63.1 

	SERBIA
	
	
	
	
	
	

	
	
	
	
	
	
	


The bordering region has a dense railway network (higher than the Croatian county average) with a total length of 443,277 km of rail track. However much of the railway infrastructure particularly at local level needs substantial modernisation and upgrading. In terms of the Croatian-Serbian border the most important railroads are:
· Strizivojna-Tovarnik
· Vinkovci-Drenovici 

· Vinkovci-Erdut 

The programme region contains 365 km of waterways which constitutes 45.4% of Croatia’s total waterways. The most important port in the rgion is the port of Vukovar which links the region to the Rheine-Mein-Danube waterway system and is used to tranship commercial bulk goods (agricultural products, iron ore, chemicals etc). Currently much of the port’s capacity is underused. In addition the Croatian side of the border encompasses 104 km of the Drava River waterway, which for an 86 km length, is contiguous with the Danube. 
The programming region has 8 border crossings which cover crossings by international road, rail and waterway traffic, 6 of these are located in the county of Vukovar-Srijem (see Table 8).   
Table 8: Border Crossings for International Traffic 
	CROATIA
	Border Crossing
	Type of Border Crossing
	Neighboring Country

	Osijek-Baranja
	Batina
	permanent international border crossing for road traffic category I
	Serbia

	
	Erdut 
	permanent international border crossing for road traffic category I; permanent international border crossings for railway traffic category 1
	Serbia

	Vukovar-Srijem
	Vukovar
	permanent international border crossing for river traffic category I
	Serbia

	
	Ilok
	permanent international border crossing for road traffic category I
	Serbia

	
	Principovac
	permanent international border crossing for road traffic category I
	Serbia

	
	Bapska
	permanent border crossing for cross-border traffic
	Serbia

	
	Tovarnik
	permanent international border crossing for road traffic category I; permanent international border crossings for railway traffic category 1
	Serbia

	
	Bajakovo
	permanent international border crossing for road traffic category I
	Serbia


2.2.5 Economic Description 
2.2.5.1 National and Regional Economies 
Croatia has witnessed a steady growth of GDP since the mid-1990s. The real GDP growth rate has averaged 4.0% and in 2005 it amounted to 4.3%. In terms of main source of GDP growth, the Commission’s Report highlights that the GDP growth was primarily driven by domestic demand and consumption.
 In 2005, GDP per capita amounted to € 6,972 in current prices, enabling Croatia to reach around 49% of EU-25 average (in PPP). 

However, it is important to note that within Croatia there are this economic performance is not uniform across the country. The socio-economic disparities across the Croatian counties are large and the ratio between the highest regional GDP (Zagreb) and the lowest regional GDP (Vukovar- srijem county in the programming area) is 3 to 1 . 

Figure 1. Regional development according to GDP-a per capita PPP, 2001. WOULD BE CHANGED IN ACCORDANCE WITH TABLE 9
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Figure 1 shows the regional disparities in development of the Croatian counties. Generally speaking it can be said that the lighter colours imply lower development, while dark colours indicate higher levels of GDP per capita (based on purchasing power parity). This leads to a conclusion that the most underdeveloped are actually counties in the eastern part of the Country. It can be seen from Figure 1 that the Croatian side of the programming area contains 2 of the poorest counties. Vukovar srijem county has the lowest regional GDP whilst Osjek- baranja county is in a group of the 6 least developed Croatian counties (Table 9). 
Table 9: Regional Gross Domestic Product in the Programming Area
	CROATIA1 (2003)
	Regional GDP per capita (EUR)
	Regional GDP index Country=100
	Regional GDP index

EU(25)=100

	Osječko Baranjska county 

Vukovarsko srijemska county 

CROATIA

EU 27
	7.402

5.742

9.684

21 503
	76.4

59.3


	34,4

26.7

45

	SERBIA2 
	
	
	

	
	
	
	


Source: 1 Central Bureau of Statistics 
2.2.5.2 Industry 

While Croatia has undergone a process of deindustrialisation, the structure of the national economy follows the profile of a modern economy having the great majority employed in the service sector (64%), followed by industry (32%) and the agricultural sector (3,0)
 In the EU, 15 67% are employed in service sector, 28,2 in industry sector and 4,0% in agriculture
 One third of the total GVA (Gross Value Added) of the Republic of Croatia is created in the City of Zagreb. One of three counties which come after the City of Zagreb regarding GVA share is Osječko-baranjska county . The county of Osijek – Baranja is the leader regarding agriculture
 with 13,2 % GAV of the Republic of the Croatia while Vukovarsko srijemska county with  8,9% comes on the second place. 

Both counties, with their rich natural potentials, have traditionaly been the source of raw material for the food processing industries. Osječko-baranjska has a very strong sugar industry, the county also contains the Čepin oil factory (the most important oil production factory in the Republic of Croatia), it also has strengths in the fodder industry which is covered by 9 factories.

Given the high importance of agriculture in the programming area, the food processing industry offers the greatest potential as a source of employment and as a contributor to regional economic growth.

In Osjek-baranja county the following industries are important: 
· The textile industry which has a long tradition, 
· Wood and wood processing

· The paper industry which has  significant capacities,
·  The metal processing and engineering industry (which accounts for only 3% of the total industrial production in county), 
· The chemical industry

· The construction industry. 

In Vukovar- srijem county due to the natural resources of clay deposits, construction products are an important component of the industrial processing sector. In particular brick making is well developed (one large company in Vinkovci and number of smaller brick and concrete product companies represent this sector). Metal-processing industry in Županja is specialised in producing agricultural machinery and appliances.

Each type of industry in the programming area has specific problems that can generally be summarised as; low technological level, non-existence of new recognizable products (metal industry), war damages resulting in significant losses and liquidation of some important producers, high competition on the global market of producers from eastern countries, very low linkages between raw material and manufacturing production phase (wood industry), lack of educated personnel, engineers and highly-skilled workers, low level of technical and technological equipment and knowledge (construction industry), high labor costs, liquidity problems, insolvency, lack of professional staff, competition of grey market (textile industry) and what is common for all  lack of investment capital, low level of export orientation, lack of competitiveness, low level of innovation and co-operation with R&D institutions, concentration of the industrial potential in urban areas, while peripheral areas are declining, and low level of business and managerial know-how. 

2.2.5.3 Small and Medium-Sized Enterprises (SMEs) 
The relative importance of the SME sector has recently increased and SMEs are acknowledged to be a significant contributor to national GDP and employment. An important indicator of entrepreneurial activity in the SME sector (covering crafts, cooperatives and SMEs) is ‘firm density’ as measured by the number of firms per capita. In 2004 the firm density in Croatia was 15.4 per 1000 inhabitants. By contrast this figure is 9.5 in Osjek-baranja county and 5.2 in Vukovar- srijem county. This is a clear indication that entrepreneurial activity is lower than the national average in the programming area.
In terms of type of entrepreneurial activity in the adult population, the recent research shows that TEA index for beginners and new entrepreneurs in Croatia has grown from 3.62% to 6.11%. TEA index in 2005 for programing area (data for whole Slavonija – means thata adjencent regions are included , should be checked wether we have datas per county) is much lower (4,9) and what is very significant TEA index of opportunities is only  1,74 while TEA index of necessity 3,17. what means that number of those who became entrepreneurs out of necessity is greater than those who became entrepreneurs because they recognized a business opportunity.

Nonetheless SMEs provide a significant source of employment (Table 10) and there are clear opportunities to decrease unemployment in the programming area through the expansion of this sector. 
Table 10: Numbers of SMEs and SME Employment in Programminf Area
	CROATIA 2004 
	Number of SMEs 
	Share of Enterprises 
	Number Employed 
	Share of Employed 

	Osjek-baranja
	3,192
	4.6%
	45,936
	5.5% 

	Vukovar- srijem
	1,095
	1.6%
	16,227
	2.0%

	Croatia 
	68,981
	
	820,219 
	

	SERBIA 
	
	
	
	

	
	
	
	
	


Croatia’s business support infrastructure is generally of good quality and comprises 27 business centres, 16 business incubators. In addition, there are 15 economic free zones and 235 entrepreneurial zones. However, few of these business support measures operate in the programming area (Table 11) and there is a clear need to develop greater SME support measures of this type in the programming area. 
Table 11: Business Support Infrastructure and Support in the Programming Area 
	CROATIA 
	Business Centres 
	Business Incubators 
	Economic Free Zones
	Entrepreneurial Zones

	Programming Area 
	3
	2
	x
	13

	Croatia 
	27
	16
	15
	235

	SERBIA 
	
	
	
	

	
	
	
	
	


The programming area was once one of the richest areas in the former Yugoslavia with a strong tradition. It has good prospects for economic and social reintegration if business-related infrastructure is upgraded. Such investments are essential to revitalize the regional economy and to integrate refugee returnees into that economy. 

Like all SMEs, those in the programming area face a number of well documented problems, these are as follows:
· Insufficient entrepreneurial activity (especially in those sectors with considerable growth potential such as technologically based and academic entrepreneurship)
· Unprofitability of the SME sector (low productivity, quality of products, innovation and export orientation)
· Regional and local disparities in entrepreneurial activity (concentration in the bigger regional centres such as Osijek)
· Insufficient government support and administrative barriers

· Lack of business education and training 
2.2.5.4 Tourism  
Neglecting the development of continental for the benefit of coastal tourism which has been an ongoing trend in Croatia for some 30 years is the reason for the slow development of tourism in the Croatian programming area. However, tourism today develops new destinations which particularly rely on natural resources, favorable climate and ecological conditions, historical diversity and cultural richness. All these advantages open the possibility for the area to develop various types of tourism: ecological and cultural tourism, agri-tourisam (tourism on farms) health and recreational tourism, gastronomic, excursion, hunting and fishing and recently also transit and business tourism. 

By far the biggest nature resource and also tourist attraction is Nature Park Kopački rit as the best preserved natural catchment basin of the Danube River in the whole of Central Europe. Exquisite biological, habitats and landscape variety and constant changes under influence of flooded waters are the basic touristic attraction of area. In addition to this there is rich cultural and gastronomic offer (Đakovo, Valpovo, Donji Miholjac, Našice). 

The Castle Tikveš located within the Nature park Kopački rit has been foreseen as the central place where all disciplines of eco-tourism , such as protection, research, monitoring of the nature and environment and education could be developed, along with various cultural-artistic contents. Another important content in area is Bizovac, i.e. Bizovačke thermal waters, oriented toward the development of recreational and health tourism.

The programming area has also very rich historical and cultural heritage (VInkovci, vučedol, Ilok)

The main problems of tourist sector are: poor tourism infrastructure, lack of high-standard accommodation facilities, low level of marketing of cultural heritage, lack of information exchange within the tourism industry and co-operative marketing, undiversified touristic offer.

The indicator tourist nights per inhabitant shows intensity of tourism in the regions/counties. Due to the above mentioned problems of tourist sector in programming area tourist intensity in Osječko baranjksa county (0,43 tourist nights per inhabitant) and in Vukovarsko srijemsaka county (0,27) is much lower than intensity of tourism in Croatia (11,45), see Table 12. 
Table 12 : Number of visitors and tourist nights per county 

	CROATIA1 (2005)
	Visitors
	Tourist nights
	Tourist nights per inhabitant

	Osječko-baranjska county

Vukovarsko-srijemska county


	62.651
31.314


	143.774

55.536


	0,43

0,27



	TOTAL CROATIA  
	9.995.070
	51.420.948
	11,45

	SERBIA  
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Source: 1Statistical Yearbook 2006 

2.2.5.5 Agriculture 
In 2001 the agriculatural population of the target area within the Republic of Croatia amounts to 40.314 inhabitants out of 535.274, i.e. 7,5% of the total population of the two bordering counties. This represents 16,38% of the agricultural population of the Republic of Croatia. 58,16% of the agricultural population of the target area are active. They are either self-employed on own farm with workers, self-employed on own farm without workers or unpaid family workers. 

According to CSO's Agricultural census 2003 (data as on 1st of June 2003) 67.419 agricultural households or 15,03% of all agricultural households in the Republic of Croatia are located in the target area. Cultivated land extends over a surface area of 305.171,37 ha. The bordering area has 28,32% of cultivated land in the Republic of Croatia. However these figures could be larger if the demining process would advance. A large part of agricultural land area is contaminated with mines as a result of the recent Homeland war. 

The process of regulation of agricultural land is very difficult due to the fact that land is not measured and records in cadastral and land register are non adjusted. A further problem is the small size of parcels of land which is cultivated by households. Most of them fall within the category 0,11-0,50 ha.  

The most common crops that are being cultivated are cereals, oil seeds, forage crops and sugar beets. Potatoes, leguminous and other vegetables, tobacco and flowers, aromatic and other plant are cultivated to a much lesser extent (as on 1st of June 2005, Statistical yearbook 2006). Fruit such as apples, plums and grapes are being grown as well. According to the same source the target area is the largest producer of wheat, maize, soya beans, sunflowers, sugar beets, hay production (Alfalfa and Clover) and plums in the RoC.

Reagarding livestock the most important are pigs and poultry. Cattle are being grown to a lesser extent. On 1st of June 2003 farmers within the target area grow 494.267 pigs (25,68% of the RoC),  1.766.084 poultry (11,05% of the RoC) and 77.680 cattle (15,9% of the RoC). 

These indicators show the importance of the agricultural sector in the target area.

2.2.5.6 Services 
A great variety of services is developed mainly in central towns, while in the rural periphery this sector is lagging behind. Administrative, banking, education, social and health services are available in major towns. 

Administrative services are related to legally defined administrative units, i.e. municipalities, towns and counties, and thus located within them. The judiciary system in the target area consists of two county courts, ten municipal courts, ten misdemeanour courts and one commercial court.

As for the healthcare sector at the end of 2005 the population within the Croatian target area has nine health centres, one teaching hospital, three general hospitals, two institutes of public health, one emergency medical centre, fifteen polyclinics and eighteen care organisations at its disposal. In the same year the number of inhabitants per medical doctor, dentist and pharmacist amounts to 496, 2508 and 2801 respectively. Compared to the same figures on national level it becomes evident that the bordering area lies far below them. On national level the number of inhabitants per medical doctor, dentist and pharmacist is as follows: 400, 1380 and 1791 respectively.

The educational system of the target area consists of 277 elementary schools, 79 high schools and 22 institutions of higher education in the school year 2005/06. Regarding institutions of higher education in the Republic of Croatia there are in total 136 institutions. The county of Osijek-baranja has the second highest number of institutions of higher education after the city of Zagreb with 45. The county of Vukovar-srijem is ranked 6th in that respect. Families with small children have access to 101 kindergarden and other legal entity offering pre-school education. The city of Osijek stands out as the educational center of the target area offering the possibility tobecome a center for research and development and even the most significant growth pole in the cross-border cooperation context. 

In June 2006 the banking sector offers 91 banks and 171 ATM machines within the target area. At the same time there are in total 1.085 banks and 2.461 ATM machines in the Republic of Croatia.

2.2.6 Human Resources 
2.2.6.1 Education
The education system in the programming area is well developed in the case of primary and secondary schools. Secondary schools are located in almost all the main regional centres. The area has one major university in Osijek which has traditionally specialised on providing research and development in the agricultural and silvicultural field. 
Given the growing importance of technology and knowledge –based economies the levels of educational attainment are clearly significant in developing national and regional economies. There is much evidence showing the linkage between education level (particularly at tertiary level) of the labour market and economic growth. 
Table 13 shows that the level of educational achievement in the programming area shows that education at all levels is lagging behind that of the country as a whole. This is particularly marked at the tertiary level (university or equivalent) with only 6.6% of the region’s population being educated to degree level or above, as compared to the national average of 9.8%. There is clearly a need to address this problem with regard to the future development of the economy particularly through the development of high technology and information based businesses. 
Table 13: Levels of Education in the Programming Area 

	CROATIA
	Primary or less than primary 
	Secondary 
	University, MSc, PhD

	Osijek-Baranja
	125,728 (37.4%)
	119,444 (35.5%)
	24,916 (7.4%)

	Vukovar-Srijem
	84,200 (40.3%)
	68,380 (32.8%)
	10,945 (5.2%)

	Total
	209,928 (38.5%)
	187,824 (34.5%)
	35861 (6.6%)

	Croatia
	1,486,879 (33.1%)
	1,733,198 (38.6%)
	438,034 (9.8%)

	SERBIA
	Primary or less than primary 
	Secondary 
	University, MSc, PhD

	
	
	
	


2.2.6.2 Employment and Unemployment 

Employment and unemployment rates for the programming area are given in Table 14, below. It is clear from this table that unemployment rates in the region are significantly higher than the national average (25.6% as compared with the national rate of 17.9%). Unemployment rates vary across the Croatian counties and range from 6.6% to the highest of 27.6% in Vukovar-Srijem county which is the highest in Croatia. The rate in Osijek-Baranja county is lower at 23.5% but is still well above the national rate and is in fact the fifth highest rate in the counties. Conversely employment rates in the programming area are low by national standards with the lowest rate (40.5%) being recorded for Vukovar-Srijem county. Clearly high rates of unemployment and low levels of employment are an issue which should be urgently tackled in the programming area.
Table 14: Employment and Unemployment in the Programming Area 

	CROATIA 
	Average Number Unemployed 
	Total Number Employed 
	Unemployment Rate 
	Employment Rate 

	Osijek-Baranja
	32,045
	104,574
	23.5%
	49.6%

	Vukovar-Srijem
	19,612
	51,491
	27.6%
	40.5%

	Total
	51,657
	156,065
	25.6%
	45.1%

	Croatia
	
	
	17.9%
	53.1%

	SERBIA 
	
	
	
	

	
	
	
	
	


One important reason for high unemployment is the reliance on agriculture, agricultural processing and traditional manufacturing industries. Table 15 shows that employment by agriculture in the programming area (7.8%) is much higher than the national average (2.4%). There is also a heavy dependence on manufacturing and processing industries which together with the crafts sector are the major employers in the programming area. Agriculture and manufacturing are both in the process of economic restructuring which usually leads to job losses and as has already been noted there are relatively few job opportunities in the SME sector to fill the employment gap. It is notable that employment rates in the service sectors related to tourism are very low by national standards (1.5% in the programming area as compared to the national average of 3.2%) and this is both an opportunity to develop future employment possibilities and a threat to the future development of regional tourism. 
Other factors in the high unemployment rates are an ageing work force and poor educational qualifications of many workers.  
Table 15: Main Sources of Employment in the Programming Area 
	CROATIA
	Agriculture
(1)
	Processing /Manufacturing
(2)
	Retail Trade
(3)
	Crafts
(4)
	Hotels/

Restaurants 
	1+2+3+4

	Osijek-Baranja
	6.2%
	22.1%
	16.7%
	18.6%
	1.8%
	63.6%

	Vukovar-Srijem
	11.6%
	15.4%
	14.1%
	31.2%
	1.0%
	72.3%

	Total
	7.8%
	20.1%
	15.9%
	22.3%
	1.5%
	66.1%

	Croatia
	2.4%
	22.1%
	17.0%
	22.8%
	3.2%
	64.3%

	SERBIA
	
	
	
	
	
	

	
	
	
	
	
	
	


2.2.7 Environment and Nature 

The target area shows no serious environmental problems. This is largely due to the absence of heavy industry. However, there is limited evidence to support this claim since the two counties have never been benchmarked by national or European environmental standards. 

An immediate environmental challenge facing the bordering area is waste management. The target area is lacking an integrated waste management system. A great number of non-sanitary landfills, the so-called “wild “ dumpsites, represent a serious threat for the environment as well as the hazardous waste which is not regulated in a satisfactory manner.
The Croatian side of the bordering area encompasses 26.786,2 m2 of protected nature. According to the Law on protected nature 35 natural attractions are designated in this area, the main ones being the Nature park Kopački rit (17700 ha, 4,24 % of the territory of Osijek-baranja county), the ornithological reserve Podpanj and the Zoological reserve Kopački rit which is situated within the boundaries of the Nature park Kopački rit. Besides the mentioned attractions there are as well several forest reserves, landscapes, natural monuments and parks of special horticultural interest.
The Nature park Kopački rit is situated at the point where the river Drava flows into the Danube. It is seen as one of the best preserved fluvial marsh territories in Europe which is characterised by the stunning beauty of its landscape and its bio diversity. 

Table 16: Nature protection areas in the programming area
	Croatia
	Serbia

	· Nature park Kopački rit (Ramsar site)

· Zo-ological reserve Kopački rit

· Reserve Podpanj (ornithological)

· Erdut (protected landscape)

· Lože (forest reserve)

· Radiševo (forest reserve)

· Vukovarske dunavske ade (forest reserve)

· Spačva (landscape)

· Virovi (landscape)

· Rijeka Vuka (landscape)

· 6 Natural monuments

· 16 Parks of special horticultural interest
	


Table 17:  Rate of the protected areas in the counties and districts

	Croatia
	%
	Serbia
	%

	Osječko-baranjska

Vukovarsko-srijemska
	6,1

0,61

	 
	


2.2.6 Culture in the Eligible and Flexibility Areas

The programme regions provide a rich cultural variety. This is partly due to the fact that it has an above average percentage of members of minorities living on its territory. These minorities have an established institutional background, cultural organisations and bilingual and minority education, which is favourable for cultural exchange.
The programming area’s position at the interface of three languages and cultures offers an especially promising potential in the field of culture. There are many interesting objects of cultural heritage and numerous social and cultural clubs are active. A number of cultural goods is officially protected.

The agreement between the Republic of Croatia and the Republic of Serbia on cultural and educational cooperation has been signed on the 23rd of April 2002. Cultural cooperation between the Republic of Croatia and the Republic of Serbia is present at the national level in different fields, such as theatre, cinematography, music concerts, etc. However, on the level of municipalities and towns within the target area cultural cooperation proves to be present to a much lesser extent than on the national level. This can be explained by the recent Homeland war and the war activities within the Croatian bordering area.
� Croatia 2006 Progress Report, the EC, p. 18.


� CBS, employement by sector in 2003. According to Strategy for Rural development 2003, the mentioned odfficial dana includes only those employed in legal entities in agriculture and not those on family farms and other unregistered agricultural entites. Had all mentioned categories been included it is estimated the total number of people emoloyed in agriculture would have risen to 6,24%. 


� Third report on economic and social cohesion


� annex – source : Central Bureau of Statistics 
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