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INTRODUCTION

USAID is proud to present the 12th edition of the NGO Sustainability Index for Central and Eastern
Europe and Eurasia, covering developments in 2008.

In addition to separate reports on 29 countries, this year’s Index includes two articles examining trends
affecting NGO sustainability in the region. In “NGO Service Provision to the Public: Impacts on Civil
Society and Democracy,” Kristie Evenson explores the growing importance of service delivery NGOs. In
particular, she discusses the challenges they face in retaining independence and responding to their
constituencies when the majority of funds for service provision are provided by governments or foreign
donors. Elizabeth Warner, in “Public Financing Mechanisms and Their Implications for NGO
Sustainability,” examines mechanisms that governments throughout the region are using to finance NGO
activities: state funds, contracting, taxpayer designation systems, and subsidies. Country-specific
examples illustrate the diverse impacts of such mechanisms on NGO sustainability.

The 2008 Index includes at the outset of each report a statistical summary showing this year’s scores for
each dimension, plus the overall score, as well as identification of the capital, population, and a summary
of basic economic indicators. Reports include comparative information regarding prior years’ dimension
scores, encapsulated in easy-to-read charts. The Index further includes statistical appendices summarizing
this year’s dimension scores as well as scores for 1997-2008.

A publication of this type would not be possible without the contributions of many. Specific
acknowledgements of the USAID field personnel and NGO implementers responsible for the Index
appear on the following page. USAID would also like to thank the local NGOs who helped to organize
expert group discussions and draft reports in many of the countries. We would further like to express our
deepest gratitude to all of the local NGO experts, USAID partners, and international donors who
participated in the expert group discussions in each country. Their knowledge, perceptions, ideas,
observations, and contributions are the foundation upon which this Index is based.
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EXECUTIVE SUMMARY

In 2008, NGOs across Central and Eastern Europe and Eurasia continued to pursue their roles as key
agents of change in their societies. They faced diverse and wide-ranging challenges, from basic struggles
with registration to recruiting volunteers to fine-tuning favorable tax provisions. While gaps persist
between the more developed NGO sectors of Central and Eastern Europe versus those of Eurasia, NGOs
in more developed countries were not immune from organizational and funding problems, and NGOs in
even the most repressive countries managed to make their voices heard. This report seeks to capture the
complex and dynamic nature of these trends and tendencies.

ABOUT THE INDEX

For the twelfth year, the NGO Sustainability Index for Central and Eastern Europe and Eurasia reports on
the strength and overall viability of NGO sectors in each country in the region, from the Baltic countries
to Central Asia. The Index highlights both advances and setbacks in sectoral development, and allows for
comparisons across countries and subregions over time.

The Index is an important and unique tool for local NGOs, governments, donors, academics, and others to
understand and measure the sustainability of the NGO sector. The NGO Sustainability Index analyzes
seven interrelated dimensions: legal environment, organizational capacity, financial viability, advocacy,
service provision, infrastructure, and public image. A panel of NGO practitioners and experts in each
country assesses the sector’s performance in each of the seven dimensions. A Washington-based editorial
committee of technical and regional experts reviews the panel’s findings.

Based on their scores, countries fall within three basic stages of development in terms of NGO
sustainability: consolidation, mid-transition and early transition. More detail about the methodology used
to calculate scores is provided in Sections 1 through 3 (pages 12-19).

OVERALL SCORE CHANGES IN 2008

e The overall level of NGO sustainability in the Northern Tier countries (the Baltic countries,
Central and Eastern Europe) was unchanged compared to 2007. Estonia and Poland both
displayed overall improvement, while Slovakia was the only Northern Tier country to register a
downturn.

e The Southern Tier (the Balkans states) also did not experience an overall change in the level of
NGO sustainability in 2008. Overall country scores changed only in Bosnia, Bulgaria and
Serbia—Bosnia and Serbia slightly improving, Bulgaria slightly worsening.

e The Eurasia region (Russia, West NIS, the Caucasus and Central Asia) retained its average score
from the previous year, while the Central Asian countries experienced an overall decline in NGO
sustainability during 2008. Azerbaijan and Moldova were the only countries in Eurasia to raise
their overall scores, while NGOs’ general situation deteriorated in Georgia, Russia, Tajikistan and
Turkmenistan.
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DEVELOPMENT LEVELS FOLLOW GEOGRAPHIC PATTERNS

As in previous years, levels of NGO sustainability in the region generally correspond with subregional
divides.

e  With the exception of mid-transition Slovenia, all countries of the Northern Tier are in the
consolidation phase of development.

e The Southern Tier countries are, on average, in mid-transition. Serbia’s score, while it improved
slightly in 2008, is significantly lower than that of most others in the subregion and on par with
several of the Eurasian countries. Among the factors that have inhibited NGO sustainability in
Serbia are the slow pace of legal reforms, political instability, donor dependence and a poor
public perception of NGOs. EU member states Bulgaria and Romania, and aspiring EU member
Croatia, come closest to approaching the consolidation phase in their overall scores.

e In Eurasia, the countries of the Caucasus, western NIS and Russia fall in the mid-transition phase.
The exception is Belarus—once again coming in with the poorest score of all countries surveyed
and remaining rooted in the early transition phase. Ukraine maintains the highest score in Eurasia
and its overall score is higher than half of the Southern Tier countries as well as Slovenia.

e The average scores of the Central Asian countries place the region as a whole near the bottom of
the mid-transition phase. Turkmenistan and Uzbekistan remain in early transition. Kazakhstan
and Kyrgyzstan continue to have the highest levels of NGO sector development among the
Central Asian countries.

POLITICAL DEVELOPMENTS PRESENT OBSTACLES, OPPORTUNITIES

External and internal political events during the year had repercussions for the NGO sector. Kosovo’s
declaration of independence in February 2008 provided many NGOs with an opportunity to refocus their
energies after a period of uncertainty. NGOs contributed, largely behind the scenes, to the processes that
led to the declaration of independence. New NGOs were born in the post-independence period, including
some that positioned themselves as watchdogs of the new government.

Kosovo’s independence declaration caused shock waves in Serbia and sparked nationalist violence—
highlighting the stakes in the country’s presidential elections, which pitted a nationalist leader against a
more western-oriented incumbent. NGOs were cautiously optimistic after presidential elections confirmed
the country’s decision to continue on a path toward closer integration with the West.

During Georgia’s dramatic conflict with Russia in August 2008, NGOs found themselves on the sidelines
of events, their voices already muffled in an environment that had grown increasingly polarized and
politicized. The central government’s consolidation of power since the previous year reduced
opportunities for NGOs to engage in dispute resolution or other forms of dialogue.

Elections across the region offered NGOs new opportunities to participate in political processes and
engage with citizens. NGOs in Slovenia and Lithuania stepped up lobbying efforts during parliamentary
elections. During Armenia’s presidential and local elections, NGOs seized the opportunity to participate
in the political process and gained broader public recognition as a result, despite a tense environment and
a twenty-day ban on public gatherings after the presidential vote.
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Slovenia’s presidency of the EU Council—the first time a new EU member state assumed this role—
presented exciting opportunities for Slovenian NGOs to network with counterparts in other EU countries,
even as they found their own government, consumed by the demands of its responsibilities, somewhat
less responsive. In Romania, which joined the EU in 2007, NGOs perceive that their government is less
receptive to NGO advocacy campaigns now that EU accession is no longer a motivating factor.

TRENDS ACROSS BORDERS

Despite the widely varying conditions and circumstances in each country, some themes reverberated
across the Europe and Eurasia region.

» Fears about the future economy. As the world economy slid deeper into crisis, NGOs across
Europe and Eurasia braced for impact, anticipating that they will begin to see domestic and
international funding sources shrink in the near future. It was too early to see the effects of the
global economic downtown on the NGO sector in 2008. The impact will surely be felt in future
years, however, as NGOs across the region struggle to achieve financial sustainability beyond
project funds, to maintain or replace aging equipment, and to retain qualified staff.

» A changing donor landscape. NGOs across the region felt the pinch of shrinking funds as some
of their traditional donors downscaled or phased out assistance programs. In some cases, new
funding sources filled the gap. The decrease in available donor funds also pushed NGOs to
explore other avenues such as philanthropy from the business community, even in impoverished
Tajikistan. USAID closed its missions to Bulgaria, Croatia and Romania, while EU and European
Economic Area (EEA) funds flowed more vigorously into these and several other countries.
Some NGOs find EU funding challenging to access; cash-strapped NGOs in Slovenia and other
countries consider it a hardship to cover costs up front for EU-funded projects. Some experts
credit the rigorous EU procedures with helping to build up NGOs’ capacity and push them to be
more responsive to their constituencies. More EU funding was available to Polish NGOs in 2008,
but the focus shifted to smaller-scale projects. In Eurasia, Moldova saw an expansion of EU
assistance programs.

» Government structures on NGOs. Several governments in the region took steps to create new
governmental bodies to address NGO sector issues. The year 2008 saw the launch of the Estonian
National Foundation for Civil Society, an NGO affairs division within the Lithuanian Interior
Ministry, a department on cooperation with NGOs in the Bosnian Ministry of Justice, and an
Office for NGO Cooperation in Montenegro. A new council on NGOs in Azerbaijan also
completed its first year of operation. The extent to which such bodies improve government-NGO
cooperation over the long term, of course, depends on political will, resources, and NGOs’ level
of engagement. In Russia and Kazakhstan, new resource centers tied to local governments
provide useful services to NGOs, but tend to be geared toward government rather than NGO
priorities.

» Pros and cons of government funding. Governments throughout the region became more active
in financing NGOs through grants and contracts, although not always in a way that contributed to
the development of independent civil society. This issue is discussed in more detail in the article
on page 33, “Public Financing Mechanisms and their Implications for NGO Sustainability.”
Montenegro’s parliament released long-awaited NGO grant funds, but their distribution was
poorly managed. The parliament in Uzbekistan created a social fund for NGOs, but its resources
appeared to be aimed primarily at GONGOs (government-organized nongovernmental
organizations). Kyrgyzstan adopted a new law aimed at facilitating state contracting of social
services. Unclear criteria for evaluating applicants, however, may undermine the transparency of
the process. Kazakhstan’s level of government funding for NGOs more than doubled; the effect
on the NGO sector’s overall financial viability was not significant, however, because such
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funding tends to be limited to short-term projects. On a positive note, the institutional support
offered by the new national foundation in Estonia may result in NGOs having more flexibility to
focus on long-term goals. In Albania, the government has included a line item in the state budget
for NGOs to provide social services.

Minority NGOs’ unique challenges. Several country reports address the issue of imbalances
faced by minority NGOs. Russian-speaking NGOs in Estonia and Serb NGOs in Kosovo, for
example, generally suffer from weaker capacity and have less access to resources. In a different
context, NGOs in the politically disputed Transnistria region of Moldova are not permitted to
register in Moldova, putting them at a disadvantage in terms of accessing funding. NGOs in the
Republika Srpska face greater difficulties with the local media, as a significant number of RS
media outlets came under control of the ruling political party and sought to dampen criticism of
the government. Such discrepancies within countries can be difficult to reflect in the scoring
process, which examines a country’s NGO sector as a whole, although they are discussed in the
narrative reports.

Mixed results of percentage laws. NGOs in many countries in the region cite a need for more
favorable tax legislation to support sustainable NGO sector development. One such mechanism is
the so-called “percentage law.” Laws enabling taxpayers to donate part of their income taxes to
NGOs now exist in Croatia, Hungary, Slovakia, Lithuania, Poland, Slovenia, and Romania.
During 2008, NGOs in Armenia and Moldova lobbied for the passage of percentage laws. NGOs
in Hungary and Romania reported rising contributions. Preliminary figures showed that more
than 20 percent of Slovenian taxpayers made contributions in the first year of the law’s
implementation. In Poland, the amount of donations increased as regulatory changes made it
easier for citizens to donate, but some Polish NGOs believe that the new system favors the largest
and best-known NGOs. Croatian NGOs complain of receiving few donations through their
country’s law, which remains little-known and underutilized.

The power of partnerships. Throughout the region, NGOs sought the benefits of cooperation
within the NGO sector, as well with the public and private sectors. In some cases such efforts
were primarily donor-driven and lacked depth, but in other cases networks and partnerships
emerged from genuine common interests and shared goals. NGOs in Bosnia formed coalitions on
accountability, tax reform and the disabled. In Georgia, NGOs formed a coalition to monitor the
influx of foreign aid following the August 2008 conflict with Russia. In Tajikistan, a national
NGO association was created to promote the sector’s interests, the National Association of NGOs
of Tajikistan. An alliance of business associations in Kyrgyzstan succeeded in curbing
burdensome inspections of small and medium-sized businesses. Interest in corporate social
responsibility (CSR) produced partnerships among NGOs and businesses throughout the region.
Macedonia adopted a national CSR agenda; businesses joined efforts with an NGO network
against child abuse, and donated equipment for an NGO recycling effort. In Ukraine, socially
responsible businesses increasingly reach out to NGOs to help implement corporate philanthropy
programs.

REGIONAL AND COUNTRY TRENDS

The following is an examination of each subregion featured in the Index, with a closer look at
developments that contributed to countries’ overall scores as well as scores within specific dimensions.

Northern Tier: Consolidated, with Room for Improvement

Among the Northern Tier countries, Estonia and Poland were the only two countries in the region to
improve their overall NGO sustainability scores during the year. Improved cooperation between the NGO
sector and the government contributed to Poland’s improved scores. The opposite was evident in
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Slovakia, where NGOs found the government less supportive on numerous levels and the overall NGO
sustainability score suffered. Slovenia remains the only Northern Tier country in the mid-transition phase.

Legal environment is the strongest dimension across all countries in the region. All countries have a
fundamentally supportive legal framework for NGO development, although NGOs continue to push for
further improvements. The overall legal environment for NGOs changed little during the year; a slight
improvement was seen in Estonia while Slovakia experienced a setback. In Estonia, the launch of the new
National Foundation for Civil Society provided important mechanisms for support of NGO development.
In Slovakia the government froze the legislative process regarding a key piece of draft legislation,
throwing NGOs into a state of uncertainty.

Organizational capacity improved somewhat overall in the Northern Tier. Scores in this dimension
improved in the Czech Republic, Estonia, and Slovenia, while slipping back in Lithuania and Slovakia.
Slovakian watchdog and advocacy NGOs felt the pinch of dwindling international funding opportunities.
Staff turnover and the need to obtain project funding prevented Lithuanian NGOs from focusing on their
institutional development. NGOs in Slovenia suffered from some of the same problems retaining staff,
but saw positive developments in the form of greater capacity-building opportunities and the launch of a
new government program to help NGOs improve quality standards. In the Czech Republic, the
implementation of EU funds helped to boost the sector’s organizational capacity.

Northern Tier NGO Sustainability
Czech |E—————

Rebublic
sen a
Hungary

L J

Latvia i ]

L J

Lithuania i |

L ]

rone E
Slovakia
Slovenia i !

1.0 3.0 5.0 7.0

| Consolidation Mid-Transition Early Transition |

Achieving financial viability remains a pressing issue for NGOs and is the region’s weakest dimension.
A lack of core financing to sustain NGOs beyond project-specific funds continues to be a problem. While
the overall situation in the Northern Tier did not change in 2008, conditions improved in Estonia,
Hungary, and Slovenia. Both Hungary and Slovenia benefited from large injections of EU structural
funds; all three countries also received generous European Economic Area (EEA) funds, financed by
Norway. In Estonia, private donations to NGOs are on the increase. Financial viability scores took a
downturn in Czech Republic and Latvia. Delays in government distributions of EU funds were one of the
factors that adversely affected Czech NGOs. Latvian NGOs faced rising costs due to high inflation and
stiff competition for the limited funds available for NGO support.

While Northern Tier NGOs tend to have a high capacity for advocacy and actively pursue advocacy
efforts, their effectiveness varies widely and is greatly dependent on government attitudes toward NGOs.
Half of the countries in the region experienced changes in their advocacy scores. Hungarian and Polish
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NGOs enjoyed an improvement while their counterparts in Latvia and Slovakia faced greater difficulties
mobilizing citizens. In Poland, the change was largely due to the new government’s openness to NGO
input. The political climate in Slovakia, by contrast, became less favorable toward NGOs, with the prime
minister making negative public statements about some organizations.

Service provision is an area where NGOs have been relatively successful at carving out a niche in terms
of responding to societal needs while contributing to their own financial sustainability. Still, NGOs
struggle to recover costs for services, lack marketing skills that could expand their clientele, and perceive
that service provision is often overly dictated by government priorities. The situation became more
difficult for NGOs in Hungary, Latvia, and Slovakia. Delays in government payments affected
Hungarian and Slovakian NGOs. The end of programs supported by EU Structural Funds was a blow to
service-providing NGOs in Latvia. Lithuania and Poland both registered change in a positive direction.
Polish local governments and NGOs both became better versed in social contracting procedures. More
Lithuanian NGOs are being licensed to provide services and the government’s contracting process has
become more transparent.

While not all countries in the region have NGO resource centers, NGOs generally have access to training,
legal advice and other support services. NGO infrastructure improved in more than half of the countries
in the region: Czech Republic, Estonia, Latvia, Poland and Slovenia, and worsened only in Lithuania,
where resource centers as well as local governments reduced their support services to NGOs. In Latvia,
the NGO Resource Center in Riga signed a memorandum with the city government that will provide the
center with greater access to municipal policymaking processes. In Slovenia seven new regional NGO
resource centers will assist NGOs with developing their capacity. A campaign to clean up illegal waste
disposal sites in Estonia mobilized huge numbers of volunteers and was a prime example of intersectoral
cooperation, bringing together businesses, government and NGOs to achieve a common goal.

NGOs in the Northern Tier countries tend to enjoy a relatively positive public image and productive
relationships with government and the media. Many have taken steps to make their operations more
transparent. Two countries, Hungary and Latvia, experienced setbacks in public image scores in 2008.
The public image of Hungarian NGOs suffered as a result of scandals involving the misuse of NGO
funds, pointing to the need for improved self-regulation of the sector. The Latvian media tends to
downplay the role of NGOs and some regional media still seek payment in exchange for coverage. In
Slovenia, increased local media coverage, workshops aimed at improving NGOs’ PR skills, and efforts to
promote NGO transparency have helped boost the image of the NGO sector.

Southern Tier: A Steady Transition

Bulgaria and Croatia continue to have the highest overall scores among the Southern Tier countries.
Bulgaria’s score worsened, however, as a result of a more difficult advocacy environment and regress in
infrastructure. Bosnia and Serbia both experienced improvements in their overall scores. Serbian NGOs
benefitted from heightened government and private sector support for NGOs, growing volunteerism, and
an improving public image. Still, it remained the lowest-scoring country among its neighbors.

All Southern Tier countries except Serbia have reformed the basic legal framework governing NGOs,
although legislation continues to evolve in both positive and negative directions. The overall legal
environment in the Southern Tier countries deteriorated in 2008, affected by developments in Albania,
Kosovo, Macedonia and Montenegro. Newly imposed taxes on NGO grants and services dealt a blow to
Albanian NGOs. In Kosovo, several NGOs that criticized the government experienced harassment, and
Serb NGOs faced disproportionate difficulties with registration. Hastily adopted legislation in Macedonia
threatened to limit the ability of NGOs to engage in lobbying. Croatia and Bulgaria retained their
positions in the consolidation phase, although specific issues in both countries remain to be addressed
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such as the requirement that some types of Croatian NGOs, including advocacy organizations, pay value-
added tax (VAT), a tax on consumption.

Southern Tier NGO Sustainability
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The picture brightened in the area of organizational capacity, which has tended to be weak in the
Southern Tier. Progress in Croatia, Kosovo, Montenegro and Serbia contributed to an overall
improvement for the region in 2008. The post-independence environment in Kosovo had a positive
influence on NGOs’ strategic planning efforts. Leading Montenegrin NGOs advanced in building local
constituencies and reaching out beyond the capital. In Serbia, government support for NGOs and public
involvement in civil society increased.

A decrease in bilateral donors to the NGO sector in numerous countries was offset by the growing
availability of other funding sources such as local philanthropy, government funds, and EU pre-accession
or structural funds. Two countries, Kosovo and Serbia, improved their financial viability scores, while
the general situation in the other countries did not change. In Serbia, the private sector has stepped up to
become a more significant partner of NGOs, while NGOs in Kosovo benefited from a boost in
government funding.

Advocacy is the strongest dimension among Southern Tier NGOs, who continued to launch campaigns on
issues of concern to their constituencies. A common theme, however, is that NGOs’ personal contacts
with politicians are often the most effective advocacy tool. Those countries that changed their advocacy
scores moved primarily in a negative direction, bringing down the subregion’s overall advocacy score.
The exception was Serbia, which saw an improvement as a more stable and responsive government
assumed office in the second half of the year, creating a more supportive environment for NGO
campaigns to promote Serbia’s integration with the EU. NGOs in Albania, Macedonia and Romania, in
contrast, reported that their governments became less receptive to dialogue and cooperation. In Bulgaria,
an unstable political environment during the year hampered NGO advocacy efforts. Another growing
concern was that NGOs hoping for EU funding might be less active government watchdogs now that the
government controls the distribution of those funds.

Service provision is an area that has only very slowly improved over the years as NGOs continue to face
challenges recovering costs, obtaining government contracts, and developing services that meet market
demands. In some countries NGOs’ potential and growing capacity is gaining recognition. Almost half of
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the Southern Tier countries—Albania, Bosnia, Macedonia and Serbia—improved their scores in this
dimension in 2008. More than 110 Albanian NGOs received licenses to provide services. Local
governments in Macedonia and ministries in Serbia increased their demand for NGO-provided services.
In Bosnia, NGOs and the government cooperated to provide services to trafficking victims.

Most countries in the Southern Tier have relatively strong infrastructure for NGO sector development.
Numerous countries in the region have resource centers and strong networks of trainers. Community
foundations and other entities contribute to growing capacity in local grantmaking. In Bosnia, NGOs
increased their coalition-building efforts and made greater use of resource centers during the year. The
state of NGO-government cooperation improved in Montenegro with the creation of a dedicated
government office. In Bulgaria, NGOs’ engagement in sector-wide coalitions and networks has waned
due to their lack of interest in financially supporting such structures over the long term. Aspects of NGO
infrastructure deteriorated in Kosovo as well. Local grantmaking institutions had less impact because of
fewer resources, and the level of networking within the NGO sector was low.

Overall, public image scores held steady, although Macedonia, Montenegro and Serbia experienced some
improvement. In Macedonia, media coverage of NGOs doubled compared to the previous year, and a
majority of survey respondents ranked the NGO sector the most trustworthy institution in the country.
NGOs’ self-regulation efforts are still a work in progress, but leading NGOs in Albania are promoting an
ethics code; in Montenegro, 2008 was the first year of implementation of a national code of NGO conduct
to which 145 NGOs have pledged adherence.

Eurasia: Steps Forward and Back

The situation of NGOs remains most difficult in the Eurasia region. This was reflected in the fact that four
countries in the region, Georgia, Russia, Tajikistan, and Turkmenistan, suffered backsliding during the
year. Azerbaijan and Moldova, meanwhile, were the only countries to improve overall scores. In
Azerbaijan, this was primarily due to the launch of a major state-funded NGO sector support mechanism.
Of the Eurasian countries, Ukraine has the highest level of overall NGO sustainability; Belarus continues
to have the lowest.

Russia,West NIS and the Caucasus NGO Sustainability
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Legislation on NGOs continued to affect their ability to operate effectively in almost all Eurasian
countries. Simply registering an NGO is extremely difficult in Belarus, Uzbekistan and Turkmenistan. In
terms of legal environment, more countries worsened than improved in 2008, particularly in Central
Asia, where the overall score deteriorated. Azerbaijan was the only Eurasian country to register an
improvement in its legal environment. After Belarus, Russia has the region’s least supportive legal
environment and the situation grew more challenging in 2008. While NGOs were able to fight back on
some negative proposals, a resolution was adopted that reduced to a handful the international grantmaking
organizations whose grants will be tax-exempt. Following presidential elections in Armenia, some NGOs
experienced harassment and practiced self-censorship to keep a low profile. Amended legislation on
freedom of assembly and freedom of conscience in Kyrgyzstan restricted civil society opportunities to
demonstrate publicly and to form faith-based organizations. In Tajikistan, 2008 was the first year of
implementation of legislation requiring all NGOs to re-register, with a deadline to do so by the end of the
year. A bad situation grew even worse in Uzbekistan; the number of independent registered NGOs
decreased as the number of registered GONGOs expanded.

Unfortunately, NGOs in several Eurasian countries suffered in the area of organizational capacity in
2008, resulting in an overall drop in score. The NGO sector in Belarus has been pushed underground,
inhibiting its organizational development and discouraging transparency. Remarkably, some of the
strongest NGOs have managed to engage in strategic planning even in the increasingly hostile
environment. In Russia, strategic planning tends to take a back seat to the short-term demands of securing
funds for survival. NGOs suffered from ongoing brain drain as employees found better opportunities in
the public or private sectors. Georgia, Tajikistan and Turkmenistan also declined in this dimension. As it
has continued to be difficult to register NGOs in Turkmenistan, donors have shifted resources toward
unregistered community groups. This resulted in fewer capacity-building opportunities for the NGOs that
do exist in the country.

Financial viability is the greatest weakness of NGOs in Eurasia. The picture improved, however, for
NGOs in Azerbaijan and Ukraine, who benefited from increased levels of government funding and
private sector support for NGOs. In Azerbaijan, the new Council on State Support to NGOs provided
grants to almost 200 NGOs. By contrast, the financial situation became more difficult for NGOs in
Georgia and Russia. In Georgia, donors have phased out support for the NGO sector, in part because of its
relatively high capacity; meanwhile, domestic sources of support have not emerged to replace
international funds. In Russia private companies often channel their philanthropy into corporate
foundations that pursue their own projects. Regional or federal government contracts are available to
NGOs but often require an advance payment and are restricted to small, short-term projects.

Scores in the advocacy dimension are wide-ranging in Eurasia. Ukraine has already achieved the
consolidation phase, while in countries such as Turkmenistan and Uzbekistan, NGOs almost never engage
in advocacy. In Armenia, Azerbaijan, and Moldova, NGOs more actively engaged government bodies and
citizens on issues of concern to their constituencies. Moldovan NGOs worked with the government to
draft an improved law on public assembly. In Azerbaijan, advocacy efforts included a campaign by a
local NGO to raise awareness about the risks of early marriage. A group of eighty Armenian NGOs
established a collaborative network with the country’s parliament. Neighboring Georgia, however, saw a
downturn in advocacy as NGOs found it difficult to make their voices heard in the increasingly polarized
and politicized environment. Advocacy also suffered in Russia, Kazakhstan and Tajikistan. Tajik NGOs
have been discouraged by failed attempts to influence policymaking and are less likely to attempt
advocacy initiatives.

The environment for service provision is generally weak in Eurasia and few changes were noted in 2008.
Common problems include a lack of mechanisms for the state to contract NGO services; a perception that
NGO services should be free; and weak economies that constrain NGOs’ abilities to recover costs. The
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general situation with service provision saw change only in Uzbekistan, where some NGOs are able to
cover operational costs by establishing commercial entities that provide services such as training,
education and health care. A new law was adopted to encourage state contracting of social services in
Kyrgyzstan, but much will depend on whether it is implemented in a transparent and effective way.

The infrastructure dimension tends to be relatively strong in the Eurasian countries, owing in part to
generous donor financing of resource centers and intermediary support organizations. Such networks are
vulnerable, however, when donor funding declines and is not replaced by local sources. Only Belarus
reported an improvement in terms of NGO infrastructure, as NGOs became more open to coalition-
building and managed to continue providing support services following the closure of resource centers in
past years. In Kazakhstan and Tajikistan, infrastructure scores suffered as support centers cut back their
services in response to decreasing financial resources.

Low levels of media independence and government suspicion of NGOs have tended to make public
image a weak category in Eurasia. For their part, NGOs often do not make it a priority to communicate
about their activities. NGOs’ public image in Georgia deteriorated in 2008 as the media focused its
coverage on politics and either ignored NGOs or tried to cast them in a partisan light. Kyrgyz and Tajik
NGOs also suffered from the public perception—sometimes stoked by pro-government media— that they
were associated with the political opposition. Another factor limiting NGOs’ public outreach in Tajikistan
is that NGOs’ websites and electronic newsletters are inaccessible to much of the population due to poor
Internet access. Public image improved slightly in Uzbekistan, but remained extremely low. In
Azerbaijan, NGOs became more active in their media outreach, and the Council on State Support to
NGOs issued a monthly journal about NGO activities.

Central Asia NGO Sustainability
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CONCLUSION

Stepping back to look at the longer-term picture provided by the Index, the subregions of Central and
Eastern Europe and Eurasia are on varying trajectories. In the Northern Tier, which has the highest level
of NGO sustainability, average scores have not changed in the last five years. In the Southern Tier,
overall scores have slowly but gradually improved since 1999. The picture in Eurasia is one of stagnation
at a low level of NGO sustainability, with a greater tendency to backslide, particularly in Central Asia.
The gap between the subregions will likely persist for the foreseeable future. Financial viability, the
weakest aspect of NGO sustainability across the entire region, will remain a challenge in the years to
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come. In terms of their strengths, the subregions and countries will no doubt continue to display diversity,
since NGOs and the people in them show a tendency to adapt and function in innovative ways, even
under difficult circumstances.

Clearly it takes more than the passage of time to produce progress, and setbacks are always possible. The
long-term view points to the need for NGOs, governments and donors to be proactive and persistent about
attaining the conditions for NGOs to flourish, and vigilant about maintaining advances once they are
achieved.
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SECTION 1: DIMENSIONS OF NGO
SUSTAINABILITY

Seven different dimensions of the NGO sector are analyzed in the NGO Sustainability Index: legal
environment, organizational capacity, financial viability, advocacy, service provision, NGO infrastructure
and public image. In the Index, each of these dimensions is examined with a focus on the following
questions:

1. What has been accomplished?

2. What remains a problem?

3. Do local actors recognize the nature of outstanding challenges?

4. Do local actors have a strategy and the capacity to address these challenges?

A brief explanation of the criteria used to evaluate each dimension of sustainability follows:

LEGAL ENVIRONMENT

For an NGO sector to be sustainable, the legal and regulatory environment should support the needs of
NGOs. It should facilitate new entrants, help prevent governmental interference, and give NGOs the
necessary legal basis to engage in appropriate fundraising activities and legitimate income-producing
ventures. The legal environment dimension of the Index analyzes the legal status of nongovernmental
organizations. Factors shaping the legal environment include the ease of registration; legal rights and
conditions regulating NGOs; and the degree to which laws and regulations regarding taxation,
procurement, access to information and other issues benefit or deter NGOs' effectiveness and viability.
The extent to which government officials, NGO representatives, and private lawyers have the legal
knowledge and experience to work within and improve the legal and regulatory environment for NGOs is
also examined.

Questions asked include: Is there a favorable law on NGO registration? Is the internal management, scope
of permissible activities, financial reporting, and/or dissolution of NGOs well detailed in current
legislation? Does clear legal terminology preclude unwanted state control over NGOs? Are NGOs and
their representatives allowed to operate freely within the law? Are they free from harassment by the
central government, local governments, and tax police? Can they freely address matters of public debate
and express criticism? Are there local lawyers who are trained in and familiar with NGO law? Is legal
advice available to NGOs in the capital city and secondary cities? Do NGOs receive any sort of tax
exemption? Do individual or corporate donors receive tax deductions? Do NGOs have to pay taxes on
grants? Does legislation exist that allows NGOs to earn income from the provision of goods and services?
Are NGOs allowed legally to compete for government contracts/procurements at the local and central
levels?

ORGANIZATIONAL CAPACITY

A sustainable NGO sector will contain a critical mass of NGOs that are transparently governed and
publicly accountable, capably managed, and that exhibit essential organizational skills. The organizational
capacity dimension of the Index addresses the operation of NGOs.
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Questions evaluated include: Do NGOs actively seek to build constituencies for their initiatives? Do most
NGOs have a clearly defined mission to which they adhere? Do most NGOs incorporate strategic
planning techniques in their decision-making process? Is there a clearly defined management structure
within NGOs, including a recognized division of responsibilities between the board of directors and staff
members? Is there a permanent, paid staff in leading NGOs? Are potential volunteers sufficiently
recruited and engaged? Do NGOs’ resources generally allow for modernized basic office equipment?

FINANCIAL VIABILITY

A critical mass of NGOs must be financially viable, and the economy must be robust enough to support
NGO self-financing efforts and generate philanthropic donations from local sources. For many NGOs,
financial viability may be equally dependent upon the availability of and their ability to compete for
international donor support funds.

Factors influencing the financial viability of NGOs include the state of the economy, the extent to which
philanthropy and volunteerism are being nurtured in the local culture, as well as the extent to which
government procurement and commercial revenue raising opportunities are being developed. The
sophistication and prevalence of fundraising and strong financial management skills are also considered.

Questions asked under this dimension include: Do NGOs raise a significant percentage of their funding
from local sources? Are NGOs able to draw upon a core of volunteer and nonmonetary support from their
communities? Do NGOs typically have multiple/diverse sources of funding? Are there sound financial
management systems in place? Have NGOs cultivated a loyal core of financial supporters? Do revenues
from services, products, or rent from assets supplement the income of NGOs? Do governments and/or
local businesses contract with NGOs for services?

ADVOCACY

The political and advocacy environment must support the formation of coalitions and networks, and offer
NGOs the means to communicate their messages through the media to the broader public, articulate their
demands to government officials, and monitor government actions to ensure accountability. The advocacy
dimension looks at NGOs' record in influencing public policy. The prevalence of advocacy in different
sectors, at different levels of government, as well as with the private sector is analyzed. The extent to
which coalitions of NGOs have been formed around issues is considered, as well as whether NGOs
monitor party platforms and government performance. This dimension does not measure the level of
NGOs' engagement with political parties.

Questions include: Are there direct lines of communication between NGOs and policymakers? Have NGOs
formed issue-based coalitions and conducted broad-based advocacy campaigns? Have these campaigns been
effective at the local and/or national level in increasing awareness or support for various causes? Are there
mechanisms and relationships for NGOs to participate in the political process? Is there awareness in the
wider NGO community on how a favorable legal and regulatory framework can enhance NGO effectiveness
and sustainability? Is there a local NGO advocacy effort to promote legal reforms that will benefit NGOs,
local philanthropy, etc.?

SERVICE PROVISION

Sectoral sustainability will require a critical mass of NGOs that can efficiently provide services that
consistently meet the needs, priorities and expectations of their constituents.
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The Index reviews questions such as: Do NGOs provide services in a variety of fields? Do the goods and
services that NGOs produce reflect the needs and priorities of their constituents and communities? Are
there goods and services that go beyond basic social needs provided to a constituency broader than
NGOs’ own memberships? When NGOs provide goods and services, do they recover any of their costs by
charging fees? Do NGOs have knowledge of the market demand—and the ability of distinct
constituencies to pay—for those products? Does the government, at the national and/or local level,
recognize the value that NGOs can add in the provision of basic social services? Do they provide grants
or contracts to NGOs to enable them to provide such services?

INFRASTRUCTURE

A strong sectoral infrastructure is necessary that can provide NGOs with broad access to local NGO
support services. Intermediary support organizations (ISOs) providing these services must be able to
inform, train, and advise other NGOs; and provide access to NGO networks and coalitions that share
information and pursue issues of common interest.

Questions include: Are there ISOs, NGO resource centers, or other means for NGOs to access
information, technology, training and technical assistance throughout the country? Do ISOs and resource
centers earn some of their operating revenue from earned income and other locally generated sources? Do
local community foundations and/or ISOs provide grants from either locally raised funds or by re-
granting international donor funds? Do NGOs share information with each other? Is there a network in
place that facilitates such information sharing? Is there an organization or committee through which the
sector promotes its interests? Are there capable local NGO management trainers? Is basic NGO
management training available in the capital city and in secondary cities? Are training materials available
in local languages? Are there examples of NGOs working in partnership, either formally or informally,
with local business, government, and the media to achieve common objectives?

PUBLIC IMAGE

For the sector to be sustainable, government, the business sector, and communities should have a positive
public image of NGOs, including a broad understanding and appreciation of the role that NGOs play in
society. Public awareness and credibility directly affect NGOs' ability to recruit members and volunteers,
and encourage indigenous donors. The Index looks at the extent and nature of the media's coverage of
NGOs, the awareness and willingness of government officials to engage NGOs, as well as the public's
knowledge and perception of the sector as a whole.

Typical questions in this section include: Do NGOs enjoy positive media coverage at the local and
national level? Do the media provide positive analysis of the role that NGOs play in civil society? Does
the public have a positive perception of NGOs? Do the business sector and local and central government
officials have a positive perception of NGOs? Do NGOs publicize their activities or promote their public
image? Have NGOs adopted a code of ethics or tried to demonstrate transparency in their operations? Do
leading NGOs publish annual reports?
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SECTION 2: RATINGS — GENERAL
DEFINITIONS

The NGO Sustainability Index uses a seven-point scale, to facilitate comparisons to the Freedom House
indices, with 7 indicating a low or poor level of development and 1 indicating a very advanced NGO
sector. The following section elaborates on the characteristics of each level of development:

L.

NGO sector’s sustainability enhanced significantly by practices/policies in this area.
While the needed reforms may not be complete, the local NGO community recognizes
which reforms or developments are still needed, and has a plan and the ability to pursue
them itself.

NGO sector’s sustainability enhanced by practices/policies in this area. Local NGO
community demonstrates a commitment to pursuing reforms and developing its
professionalism in this area.

NGO sector’s sustainability somewhat enhanced by practices/policies in this area.
Commitment to developing the aspect in question is significant.

NGO sector’s sustainability minimally affected by practices/policies in this area. Progress
may be hampered by a stagnant economy, a passive government, a disinterested media, or
a community of good-willed but inexperienced activists.

NGO sector’s sustainability somewhat impeded by practices/policies in this area.
Progress may be hampered by a contracting economy, authoritarian leader and
centralized government, controlled or reactionary media, or a low level of capacity, will
or interest on the part of the NGO community.

NGO sector’s sustainability impeded by practices/policies in this area. A hostile
environment and low capacity and public support prevents the growth of the NGO sector.

NGO sector’s sustainability significantly impeded by practices/policies in this area,
generally as a result of an authoritarian government that aggressively opposes the
development of independent NGOs.
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SECTION 3: RATINGS — A CLOSER LOOK

The following sections go into greater depth about the characteristics in each of the seven dimensions of
the sector's development. These characteristics and stages are drawn from empirical observations of the
sector's development in the region, rather than a causal theory of development. Given the decentralized
nature of NGO sectors, many contradictory developments may be taking place simultaneously. Therefore
we do not attempt to break out the characteristics of the seven dimensions into seven distinct steps of
development. Instead, these characteristics are clustered into three basic stages: Consolidation, Mid-
Transition and Early Transition. The Consolidation stage, the highest level of sustainability and
development, corresponds to a score between 1 and 3 points; the Mid- Transition stage corresponds to a
score between 3 and 5 points; and the lowest level of development, the Early Transition stage,
corresponds to a score of 5 to 7 points on the scale.

LEGAL ENVIRONMENT

Consolidation (1-3): The legislative and regulatory framework makes special provisions for the needs
of NGOs or gives not-for-profit organizations special advantages such as: significant tax deductions for
business or individual contributions, significant tax exemptions for NGOs, open competition among
NGOs to provide government-funded services, etc. Legal reform efforts at this point are primarily a local
NGO advocacy effort to reform or fine-tune taxation laws, procurement processes, etc. Local and
comparative expertise on the NGO legal framework exists, and legal services and materials are available.

Mid-Transition (3-5): NGOs have little trouble registering and do not suffer from state harassment. They
are permitted to engage in a broad range of activities, although taxation provisions, procurement
procedures, etc. may inhibit NGO operations and development. Programs seek to reform or clarify
existing NGO legislation, to allow NGOs to engage in revenue raising and commercial activities, to allow
national or local governments to privatize the provision of selected government services, to address basic
tax and fiscal issues for NGOs, etc. The local NGO community understands the need to coalesce and
advocate for legal reforms benefiting the NGO sector as a whole. A core of local lawyers begins

to specialize in NGO law by providing legal services to local NGOs, advising the NGO community on
needed legal reforms, crafting draft legislation, etc.

Early Transition (5-7): The legal environment severely restricts the ability of NGOs to register and/or
operate, either through the absence of legal provisions, the confusing or restrictive nature of
legal provisions (and/or their implementation), or government hostility towards and harassment of NGOs.

ORGANIZATIONAL CAPACITY

Consolidation (1-3): Several transparently governed and capably managed NGOs exist across a variety
of sectors. A majority of organizations have clearly defined mission statements, and many NGOs utilize
strategic planning techniques. Boards of directors exist, and there is a clear distinction between the
responsibilities of board members and staff. NGOs have permanent well-trained staff, and volunteers are
widely utilized. Most NGOs have relatively modern equipment that allows them to do their work
efficiently. Leading NGOs have successfully developed strong local constituencies.

Mid-Transition (3-5): Individual NGOs demonstrate enhanced capacity to govern themselves and
organize their work. Some individual NGOs maintain full-time staff members and boast an

orderly division of labor between board members and staff. NGOs have access to basic office equipment,
including computers and fax machines. While these efforts may not have reached fruition yet, leading
NGOs understand the need and are making an effort to develop local constituencies.
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Early Transition (5-7): NGOs are essentially "one-man shows," completely dependent upon the
personality of one or two major figures. They often split apart due to personality clashes. NGOs lack

a clearly defined sense of mission. At this stage, NGOs reflect little or no understanding of strategic
planning or program formulation. Organizations rarely have a board of directors, by-laws, staff, or more
than a handful of active members. NGOs have no understanding of the value or need of developing local
constituencies for their work.

FINANCIAL VIABILITY

Consolidation (1-3): A critical mass of NGOs have sound financial management systems in place,
including independent audits and the publication of annual reports with financial statements, to

win potential donors' confidence. NGOs raise a significant percentage of their funding from local sources,
including government, corporate and individual philanthropy, and earned income. Most NGOs have
multiple sources of funding, which allow them to remain viable in the short term. A growing economy
makes growth in domestic giving possible.

Mid-Transition (3-5): NGOs pioneer different approaches to financial independence and viability. While
still largely dependent on foreign donors, individual NGOs experiment with raising revenues through
providing services, winning contracts and grants from municipalities and ministries to provide services, or
attempting to attract dues-paying members or domestic donors. However, a depressed local economy may
hamper efforts to raise funds from local sources. Training programs address financial management issues
and NGOs begin to understand the importance of transparency and accountability from a

fundraising perspective, although they may be unable to fully implement transparency measures.

Early Transition (5-7): New NGOs survive from grant to grant and/or depend financially on one foreign
sponsor. While many NGOs are created in the hopes of receiving funding, most are largely inactive after
attempts to win foreign donor funding fail. Local sources of funding are virtually nonexistent, in part due
to a depressed local economy. NGOs have no financial management systems and do not understand the
need for financial transparency or accountability.

ADVOCACY

Consolidation (1-3): The NGO sector demonstrates the ability and capacity to respond to changing
needs, issues and interests of the community and country. As NGOs secure their institutional and political
base, they begin to 1) form coalitions to pursue issues of common interest, including NGO legislation; 2)
monitor and lobby political parties; and 3) monitor and lobby legislatures and executive bodies. NGOs
demonstrate the ability to mobilize citizens and other organizations to respond to changing needs, issues,
and interests. NGOs at this stage of development will review their strategies, and possess an ability

to adapt and respond to challenges by sector. A prime motivator for cooperation is self-interest: NGOs
may form alliances around shared issues confronting them as nonprofit, nongovernmental organizations.

Mid-Transition (3-5): Narrowly defined advocacy organizations emerge and become politically active
in response to specific issues. Organizations at the Mid-Transition level of development may often
present their concerns to inappropriate levels of government (local instead of national and vice versa).
Weakness of the legislative branch might be revealed or incorrectly assumed, as activists choose to meet
with executive branch officials instead ("where the power truly lies"). Beginnings of alternative policy
analysis are found at universities and think tanks. Information sharing and networking within the NGO
sector to inform and advocate its needs within the government begins to develop.
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Early Transition (5-7): Broad umbrella movements, composed of activists concerned with a variety of
sectors, and united in their opposition to the old regime fall apart or disappear. Some countries at this
stage have not even experienced any initial burst of activism. Economic concerns become predominant
for most citizens. There may be an increase in passivity, cynicism, or fear within the general public. NGO
activists are afraid to engage in dialogue with the government, feel inadequate to offer their views and/or
do not believe the government will listen to their recommendations. NGOs do not understand the role that
they can play in public policy or do not understand the concept of public policy.

SERVICE PROVISION

Consolidation (1-3): Many NGOs provide a wide range of goods and services, which reflect

community and/or local donor priorities. Many NGOs deliver products beyond basic social services in
such sectors as economic development, environmental protection or democratic governance. NGOs in
several sectors have developed a sufficiently strong knowledge of the market demand for their services,
the ability of government to contract for the delivery of such services or other sources of funding
including private donations, grants and fees, where allowed by law. A number of NGOs find it possible to
cross-subsidize those goods and services for which full cost recovery is not viable with income

earned from more lucrative goods and services, or with funds raised from other sources. Government
bodies, primarily at the local level, recognize the abilities of NGOs and provide grants or contracts to
enable them to provide various services.

Mid-Transition (3-5): The contribution of NGOs to covering the gap in social services is recognized

by government, although this is only rarely accompanied by funding in the form of grants or contracts.
NGOs recognize the need to charge fees for services and other products—such as publications and
workshops—but even where legally allowed, such fees seldom cover their costs. While NGO-provided
goods and services respond to community needs, needs are generally identified by foreign donors, or by
NGOs in an unsystematic manner. The constituency for NGO expertise, reports and documents begins to
expand beyond their own members and the poor to include other NGOs, academia, churches, and
government.

Early Transition (5-7): A limited number of NGOs are capable of providing basic social services—such
as health, education, relief, or housing—although at a low level of sophistication. Those that do provide
such services receive few if any government subsidies or contracts. NGOs that produce publications,
technical services or research do so only for their own members or donors. There are rarely attempts to
charge fees for goods and services.

INFRASTRUCTURE

Consolidation (1-3): NGO intermediary support organizations (ISOs) and/or NGO resource centers

are active in all areas of the country and provide advanced training, informational services, legal support
and advice, and philanthropic development activities. Efforts are underway to establish and endow
community foundations, indigenous grantmaking institutions, and/or organizations to coordinate local
fundraising. A professional cadre of local experts, consultants and trainers in nonprofit management
exists. NGOs recognize the value of training, although the lack of financial resources may remain a
constraint to accessing locally provided training. Topics of available training cover: legal and tax issues
for NGOs, accounting and bookkeeping, communication skills, volunteer management, media and public
relations skills, sponsorship and fundraising. NGOs work together and share information through
networks and coalitions. NGOs are beginning to develop intersectoral partnerships with business,
government, and the media to achieve common objectives.
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Mid-Transition (3-5): ISOs and resource centers are active in major population centers, and provide
services such as distributing grants, publishing newsletters, maintaining a membership database, running
a library of NGO literature, and providing basic training and consulting services. Other umbrella
organizations and networks are beginning to be formed to facilitate networking and coordinate activities
of groups of NGOs. Local trainers have the capacity to provide basic organizational training. Donors' fora
are formed to coordinate the financial support of international donors, and to develop local corporate
philanthropic activities. The value of intersectoral partnerships has not yet been realized.

Early Transition (5-7): There are few, if any, active ISOs or resource centers, networks and

umbrella organizations. Those that do operate work primarily in the capital city and provide

limited services such as access to computer equipment, faxes, e-mail and meeting space. Local training
and NGO development capacity is extremely limited and undeveloped. Primarily programs of
international donors provide training and technical assistance. There is no coordinated effort to develop
philanthropic traditions, improve fundraising or establish community foundations. NGO efforts to work
together are limited by a perception of competition for foreign donor support and mistrust of other
organizations.

PUBLIC IMAGE

Consolidation (1-3): This stage is characterized by growing public knowledge of and trust in NGOs,
and increased rates of volunteerism. NGOs coalesce to mount campaigns to increase public trust.
Widespread examples of good working relationships between NGOs and national and local governments
exist, and can result in public-private initiatives or NGO advisory committees for city councils and
ministries. Media covers the work of NGOs, and NGOs approach media and public relations in a
professional manner. Increased accountability, transparency, and self-regulation exist within the NGO
sector, including existence of a generally accepted code of ethics or a code of conduct.

Mid-Transition (3-5): The media does not tend to cover NGOs because it considers them weak

and ineffective, or irrelevant. Individual NGOs realize the need to educate the public, to become more
transparent, and to seek out opportunities for media coverage, but do not have the skills to do so. As a
result, the general population has little understanding of the role of NGOs in society. Individual local
governments demonstrate strong working relationships with their local NGOs, as evidenced by their
participation in advisory committees, consultations, public-private initiatives, and the funding of an
occasional grant, but this is not yet widespread.

Early Transition (5-7): The public and/or government are uninformed or suspicious of NGOs

as institutions. Most of the population does not understand the concept of "nongovernmental" or
"nonprofit,” including government officials, business leaders and journalists. Media coverage may be
hostile, due to suspicion of a free but uninformed media, or due to the hostility of an authoritarian
government-controlled media. Charges of treason may be issued against NGOs. Due to a hostile
atmosphere caused by an authoritarian government, if individuals or businesses donate to NGOs at all,
they do so anonymously.
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SECTION 4: ARTICLES

NGO SERVICE PROVISION TO THE PUBLIC: IMPACTS ON CIVIL
SOCIETY AND DEMOCRACY

— Kristie Evenson

INTRODUCTION

The steady increase in service delivery NGOs in Central and Eastern Europe (CEE) and Eurasia' has
provided additional means and methods to assist vulnerable populations in the region. More NGO
opportunities to engage such populations, however, have not necessarily corresponded to an enhanced
civil society or a sector empowered to further democratization. While the role for NGOs focused on
providing services to the public has grown, their ability to set agendas and influence societal and
governmental efforts has not grown proportionately and, in some countries, may have become more
diluted.

More civil society action, at least of the service delivery variety, is not necessarily a sign of higher levels
of democratization, even in the most consolidated democracies of the region. Unbundling the reasons for
why the service delivery growth and democratization reform trajectories correspond less than might be
anticipated requires a closer look at both the manner and means by which service delivery organizations
have developed and engaged with their governments.

The trends throughout the region are sobering. The twenty-nine countries of the study have vastly
different democratic environments; however they all share broad concerns which are manifested in
different ways. The ability of service delivery organizations to set agendas, retain independence from
their governments, and achieve some level of financial sustainability is thwarted to different degrees by
the current legal and funding environments of the countries under review. From the EU to Eurasia, service
delivery organizations continue to grow in offerings and potential while being circumscribed in practice.

THE NATURE OF SERVICE DELIVERY

Service delivery civil society organizations generally tend to be humanitarian in nature. They provide a
concrete service to the population on behalf of the government or in some places in lieu of the
government. Such organizations can fill in important gaps in a government’s program of providing social
services to vulnerable populations; as well as initiate new and innovative types of programs. As a result,
NGOs receive a certain amount of societal acceptance and even support for their activities.

Service delivery itself is a difficult term to accurately describe. Throughout the country studies in this
volume, the term is used to describe a broad set of activities and types of organizations. For example,
service delivery can be the provision of free legal services, as noted in Slovenia’s country report; or the
contracting out of expert services to government institutions through consulting departments of NGOs as
in Kosovo or Latvia. In other contexts, service delivery is seen more strictly within the traditional realm
of social welfare provision and deals with issues such as homelessness in Russia, domestic abuse in
Czech Republic, or education services in Azerbaijan. The trends described in this essay, primarily but not

! This includes all Commonwealth of Independent States (CIS) of the Former Soviet Union except the three Baltic
States that are now EU Members.
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exclusively, refer to this more traditional set of services that benefits the public directly. These services
include health, education, housing assistance, legal aid, vocational and life skills training, and the like.

CONFLUENCE OF SERVICE DELIVERY AND DEMOCRATIC GOVERNANCE

The link between civil society and democratic governance is thought to be complementary, but not
entirely linear. More of the former is thought to contribute to more of the latter; however, how this breaks
down in terms of types of civil society activities and sub-sectors, and their influence on the larger
democratic governance process, is less clear. For service delivery, the relationship is even more complex
as it touches less on traditionally understood civil and political rights allowed and protected by the state
than on the nexus between state capacities, legitimacy, and its relative level of democracy.

As increasing attention has been focused on how states function, or fail to function, state capacity has
become a clearer component of democratic government. At a basic level, a weak state that cannot provide
essential protection or services to its population is unlikely to have the ability to build a democratic state.
The growing number of fragile and failing states in the world, including a number of fragile states in
Eurasia, has drawn attention to the need to build governance and state capacity alongside support for
democratic procedures and institutions. Governments that fail to provide services through lack of
capacity, or hijack public resources for private gain, will lose legitimacy, potentially weakening their
position further. Governments most clearly achieve legitimacy by providing for their populations.

The legacy of socialism, manifested in different ways throughout the region, suggests that citizens
continue to closely associate the legitimacy of their governments with the latter’s ability to function
through the provision of basic services such as health care, education, and public sanitation. Such
expectations increase both the risk and the reward that governments, and consequently civil society
organizations, can expect if they can or cannot “deliver the goods.” Both for governments that enjoy EU
membership and those that struggle to maintain basic functions, the provision of social services is an
essential measure of success and legitimacy.

The process is as important as the product. Service delivery organizations are the “face” of what the
general public understands civil society organizations to be in many of the countries of the CEE and
Eurasia region. How they conduct themselves helps set the standard and the expectations of the public in
terms of its civil society and its government. Shoddy service delivery reflects on civil society as a whole;
similarly, unclear relationships between service delivery focused organizations, government institutions,
and donors do little to promote transparency and accountability practices either in the government or in
the civil society. Consequently, the interaction between the sector and the government both reflects and
shapes the levels of democratic governance present in the states of the region.

TRENDS IN EURASIAN CIS STATES: MORE PARTNERSHIPS FOR THE “RIGHT” TYPES
OF SERVICE DELIVERY NGOS

Service delivery civil society organizations, in a good portion of the countries of the former Soviet Union,
exhibit growth trends. Despite less than enabling legal environments, and lack of clear commitments for
partnership from government institutions, service delivery by civil society is expanding. Overall, in terms
of its development and sustainability, this sector has slightly improved in 2008. Yet it is unclear if the
increased willingness of the national and regional governments to work with these civil society
organizations serves to enrich either the provision of services to specific populations or the larger civil
society sector.

For organizations and their beneficiaries, the immediate benefits of governmental partnerships cannot be
disputed; particularly when organizations manage to address the needs of vulnerable populations or
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respond to other needs left uncovered by the government. Still, in many Eurasia countries, these
partnerships are primarily on projects the governments deem socially appropriate. When shifting to issues
that are more sensitive for the state, such as homelessness and family violence, service delivery
organizations have difficulty gaining either the work space or funds needed to support these activities.
Ideally, the implementing organizations would also help shape the nature of the services and advocate on
behalf of their constituents, but such opportunities are still rare in the countries of the region.

Even when civil society and government partnerships exist, the long-term effects of such relationships

remain a concern. Often unclear procedures for public procurement processes and cumbersome laws limit
opportunities for NGOs to take on other social entrepreneurial activities. Consequently, organizations find
themselves straying from their civil society

oriented missions only to end up as “Government service delivery organizations” is one
government subcontractors, following description for the emerging set of civil society
government priorities and agendas in order to organizations that work on service delivery issues in
secure funding. These rather restrictive many Eurasia countries.

partnerships limit financial sustainability and
independence; they also constrain the ability of organizations to prioritize and advocate for constituent
interests, which might be different than those of the government. As a result, any effect that service
delivery NGOs might have on defining public space is largely muted.

To some extent, all service provision organizations follow a larger set of strategies put forth by
government agencies. However, the fine line between delivering government services and playing a
substantive role in developing and implementing innovative service delivery programs appears to be
increasingly blurred. This conflation might be due in part to the public’s perception of jurisdiction and
ownership of social issues: the government is ultimately responsible for taking on social welfare issues,
and as described in this year’s Russian report, the public is generally quite pessimistic about the NGOs’
abilities to tackle social problems.

The availability of funds perhaps most clearly shows the continued convergence of civil society and
government roles. The substantial increase in domestically generated funding opportunities provides
optimism that the significant efforts of international donors to encourage domestic philanthropy and
partnerships have taken hold. Further, the establishment of national foundations in Kazakhstan,
Azerbaijan, and Russia, for example, indicates that governments recognize NGOs as a significant societal
fixture. Efforts to allocate resources to grant schemes at national and regional levels represent a positive
development despite the lack of notable progress in designing public procurement systems that take
advantage of the service delivery benefits that the sector could provide. Even in Ukraine, laws remain
remarkably complex and cumbersome and often thwart all but the most determined or potentially
connected service delivery organizations from participation in the public tenders.

Even when service delivery is a possibility, NGOs face the daunting task of delivering services with
insufficient funds, which are often not reimbursed by governments until later. Filling financial gaps with
fee-based services is also a difficult strategy, partly due to legislative frameworks, but also due to public
perceptions that such services should be provided on a pro bono basis. In Georgia or Moldova, for
example, public attitudes towards fee-based services are decidedly negative; and in Eurasian countries,
where civil society is even less visible, the public likely has a similar view towards such “self-financing”
means of sustainability for service delivery organizations.

An exception to this trend appears to be the emergence of service delivery partnerships in several mid-
sized cities and regions in Armenia. During 2008, the Armenian Government signed five service
agreement contracts with civil society organizations that allowed these organizations to either take over,
or take on, specific services that had previously been provided by municipal authorities. An additional six
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cities have planned to sign contracts in 2009. The relative success of these efforts appears to have
encouraged local and regional government interest in civil society cooperation. Whether this local
government initiative was designed to improve the overall government — civil society relationship, which
deteriorated in 2007-2008 due to disputed election results and subsequent government crackdown on
opposition and civil society, or whether the regions are exceptions, is difficult to gauge at this stage. But
such government offers do provide additional vehicles for both funding and cooperation.

At the same time, the extension of funding opportunities, whether from government or the private sector,
often appears to come with strings attached. Even when domestic private businesses provide resources
for, or partner with, service delivery organizations, service delivery fund objectives tend to be set by the
state, rather than multiple actors. The connection between large private businesses and the state in many
Eurasia countries is a complex one; as a result, it is not surprising that businesses would look to state
institutions for guidance on how exactly to implement their “charity” work or at least how not to go
against state wishes.

An additional trend complicating the funding picture for service delivery organizations is the increasing
practice of private businesses funding and administering their own service delivery projects, whether
through private foundations or directly to recipients. For example, the Center for Social Programs,
established by Rusal Company in southern Ukraine, has begun its own small grants competition for
NGOs for the city of Zaporizhzhia. Similarly in Russia, the railways have created the Russian Railways
Fund for Social Assistance to Children. Both the Rusal Company and Russian Railways have developed
substantial programs that service the target population. Allocating resources toward social services or
local NGOs can only be a plus. However, given the often unclear relations between businesses and
government in many of these countries, the role that such private foundations actually play in identifying
and advocating for their constituencies or in expanding the space for independent civil society
organizations to operate and engage with government is unclear.

In other words, service delivery in many of the Eurasia countries is by and large an exercise in state
control via different means. Civil society organizations that engage in service delivery as their primary
mission find themselves with more sponsors, but with surprisingly similar faces. The “management” of
civil society in less democratic environments is not particularly surprising. What is noteworthy, however,
are the increasing lengths to which governments go to ensure a “well-rounded” civil society. Such a
society includes the requisite set of social welfare and related organizations that either complete or
smoothly continue the government system of service provision. Until recently, conventional wisdom has
been that such service delivery organizations, and international donor support for their development, was
a rather practical way to address the twin concerns of general civil society development and gaps in social
services. Good practices in civil society organizations carrying out service delivery would in turn
encourage good governance practices in government agencies.

However, the trend of consolidating and creating these organizations around state institutions suggests
that service delivery has also become “high politics,” in attempts by governments both to burnish their
democratic credentials and to manage the international donor funds which go to such organizations.
Belarus’s Department of Humanitarian Aid might be one of the most blatantly named government offices;
but it is probably not the only example of how foreign donors must work with government institutions in
order to engage with service provision organizations. The manner in which many of the Central Asian
countries engage with donors and use international donor funds for social service provision is highly
controlled. Even if NGOs are the ultimate distributers and beneficiaries of such international funds, the
likelihood that these organizations are strongly linked to, or greatly limited by, the government is high.

The situation in Uzbekistan illustrates the nature of this problem. According to the Uzbek report, fewer
independent organizations are allowed to register and secure legal status every year. This diminishing
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trend of independent legal entities is in contrast to the continuing growth of government-organized NGOs
(GONGOs).” Since international donors such has UNICEF and UNDP are not allowed to fund “illegal”
organizations, their funding is limited to roughly ten organizations that can receive and use these funds. It
is unclear if all of these are engaged in service delivery, but it is likely that those service delivery funds
that are eventually distributed are done in a manner closely in line with government policies.

Countries with acute economic shortcomings that lack basic social safety nets rely heavily on the
resources of the international community. Few would argue with the need to target resources towards
basic water or health programs in Tajikistan, or maternal

health in Uzbekistan. Still, if governmental incomes depend The manner in which money is given
on a substantial amount of social welfare funding from and its levels of conditionality matter.
international donors, their increasing ability to manage these Too often, international donors can
funds should be reviewed. Clearly, international funding has unintentionally become actors in the
the potential to strengthen the organizational capacities of managing of civil society and its
governments, which is a desired goal for many countries. democratic credentials.

A number of the fragile Central Asian countries are also increasingly authoritarian, which raises the larger
question of whether the short-term gains in international support for specific service delivery
opportunities outweigh the long-term risks of consolidating regimes rather than strengthening states. In
other words, does the support of the service delivery NGOs that are allowed to function have any impact
on improving the overall environment for civil society specifically, or for democratic practices, in
general?

To some extent engagement of any kind is important. Openings to work with government agencies and
government-affiliated organizations are often a first step in what is hoped will be a gradual opening of
space for more civil society. Whether it is invitations to work with the Turkmen government to begin the
process of analyzing and reforming NGO legislation, or permitting access to isolated populations, being
present and attempting to influence the process is arguably useful. In addition, through this engagement,
international donors and organizations have learned some lessons in how to minimize their
legitimatization of practices and authoritarian governments which they engage.

But such governments have also learned a trick or two; and often international pressure to “do something
for the sake of humanitarian concerns” can easily outweigh donor unease at the effects such engagement
might have. Short of egregious misuse of funds, or blatant human rights violations, the governments can
almost guarantee some level of funding for their population and their legitimacy. More social provisions
are clearly better than fewer, and a population at risk is likely to be grateful for any assistance regardless
of the politics. But this formula does little for expanding opportunities for civil society development or
democratic reform, at least in the short or even medium term.

? See last year’s NGOSI for an essay on GONGOs.
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Legal Framework for NGOs and Service Delivery

New EU states: The legal framework still does not enable NGOs to ensure financial sustainability by
maximizing income revenue potential via beneficial taxing, volunteer-related legislation, uniform public
procurement procedures, or even in some cases, clear laws governing types of NGO entities. New EU
members are challenged by the need to manage massive amounts of EU Structural Funds that make use of
NGOs to provide services, while at the same time ensuring that these NGOs remain independent of state
influence, financially viable over the longer term, and less dependent on short-term EU funds. NGO
service delivery is broad in scope and diverse in its manners of engagement ranging from domestic abuse
hotlines, to Roma assistance programs, to partnerships with local governments on provision of legal aid
services.

Eurasia countries: In many Eurasia countries, the legal environment is a more overt tool used by the
government to control the civil society sector. Registration of organizations is often a problem; tax laws
are often far from accommodating towards service delivery income generation, and general distrust
between civil society actors and government institutions creates a relationship of animosity toward the
state, as opposed to a potential partnership. Funding issues reflect this legal environment dynamic.
Massive outside funding, which is still available in a number of countries, poses less of a problem than
working with recently available government funds in a manner that preserves some level of independence
and initiative. However, even outside funds are increasingly funneled through government institutions.
Service delivery organizations primarily focus on traditional social welfare issues, such as homelessness.

Southeast Europe (SEE) countries: In many SEE countries, legislation is in the process of harmonizing
with EU standards, but it is still a mixture of laws that regulate the civil society sector. Similar to some
CEE countries, lack of complementary tax laws, income generation-related standards, and clear public
procurement processes vexes the development of service delivery partnerships with governments.
Funding continues to grow both from a pre-EU set of funds as well as domestically; growth in both types
of funding increases funding opportunities but in a way that appears to continue the process of
subcontracting rather than partnering to determine and address social challenges. Services range from
traditional to more diverse, for example, assistance for trafficked people as well as human rights
counseling.

EU COUNTRIES: MORE FUNDS, MORE REGULATION, AND MORE BLURRING OF CIVIL
SOCIETY/GOVERNMENTAL SPACE

The environment for service delivery in the new EU member states of Central and Eastern Europe is
significantly better, and the stakes may be arguably lower in terms of potential impact on vulnerable
populations; however, service delivery-government relationship concerns are still present.

Service delivery organizations enjoy a considerably more open environment in which to conduct their
activities. Most EU countries have introduced a predictable pattern of service delivery tenders and
contracts; however, few, if any, have adopted a comprehensive legislative framework that ensures an
idealized operating environment. A number of new EU countries still have confusing or incomplete
legislation regarding civil society in general, and service delivery organizations in particular, as well as
unclear public procurement procedures.

Perfectly compatible legislation and clear legal environments for service provision are difficult to achieve,
even in the most established and democratic countries. This difficulty is partly due to the growing amount
of legislation needed to regulate the relationship between the civil society sector and the government. It
also reflects the underlying unease that governments might have in releasing control of basic social
welfare services to civil society organizations, as well as the public’s expectation that the government will
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continue to provide. The Czech Republic report describes this relationship in patrimonial terms
suggesting that the public — state expectations have changed little since the beginning of the democratic
and economic reform in the early 1990s.

Funding opportunities

As the numbers and levels of service provision opportunities have continue to increase; -
grown at the local, regional, and national government levels, the howeVF:r, the complexity of
ability of organizations to set their own agendas appears to have been accessing the funds and

reduced. Paradoxically, greater EU integration and direct public funds %naintaining organizational
also appears to have weakened the decision-making powers of ¥ndeper'1der%ce is also
domestic service delivery organizations. In Poland’s 2008 report, for Increasing i a manner that
example, NGO analysts express a concern that dependence on public has created both high entry
funds, whether from local, national, or EU sources, has had a negative costs and cozy NGO -
impact on NGO — constituent relations; citing that Polish service government relations in the
delivery organizations are growing increasingly distant from the new EU states.

constituencies they claim to represent. According to the most accurate

statistics available for Poland, organizations delivering social services and health care represent at least 19
percent of the sector; and catering to the government as opposed to the constituency certainly has an
effect on both the types and quality of services presented to the population. In Hungary, the influence of
public funds is even starker, as approximately 80 percent of government contracted services go to
GONGOs.

EU Structural Funds appear to have raised the attractiveness of being a service delivery organization.
Accession to the EU has opened up a number of lucrative funding channels to the countries of the CEE.
International and private donor funding, before accession, attempted to spread funds throughout the civil
society sector from human rights organizations to those of a service delivery variety. These funds
provided a good base for some organizations to become established, but the bonanza of funding
earmarked specifically for service delivery organizations arrived with the first set of EU Structural Funds
released from 2004-2007. These funds have had an impact on the growth and attractiveness of this
portion of the civil society sector. In Bulgaria, for example, the ending of PHARE® funds and the
beginning of EU Structural Funds has increased discussions of whether service delivery organizations
could actually overtake municipal authorities in their provision of services. In the case of Romania, some
public institutions have realized that partnership with service delivery organizations that have previous
experience with EU funds is useful for accessing Structural Funds.

As aresult, EU funding, as well as other external funding through the Norwegian or the European
Economic Area (EEA), have become some of the most important sources of funding for service delivery
organizations. Yet the funding programs that were designed to infuse more funds into new member states,
raise overall socioeconomic standards, and enhance civil society and dialogue with government have
somewhat contributed to the weakening of civil society independence in what have become relatively
democratic states.

This shift is due in part to government and EU perceptions of service delivery NGOs. From the EU
standpoint, service delivery organizations can provide a lower cost mechanism for increasing service
delivery breadth and depth in member countries. A byproduct of this cooperation is the added effect of
strengthening the civil society sector, as NGOs are forced to increase their organizational capacities in
order to take on the project. From the government standpoint, civil society is welcome to assist when
funding is available, particularly if involvement from NGOs minimizes government costs, but many NGO

3 PHARE (Pologne et Hongrie - Aide 4 Restructuration Economique) was the EU program originally started in 1989
to provide Poland and Hungary aid and economic reconstruction assistance. It then expanded to include the other
CEE states until their EU Accession.
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practitioners still sense a lack of true NGO — government partnerships as NGOs tend to be viewed more
as subcontractors than partners.

The means by which EU Funds are distributed, first to governments and then to service organizations
through a tendering process, also affects the ability of NGOs to set their own agendas. NGOs must
comply with EU and governmental regulations, objectives, and priorities which leaves them very little
flexibility. Similarly, even direct EU funding of service delivery organizations in the new member states
tends to create a business contractual relationship of deliverables, rather than an opportunity for
organizations, particularly those that are new, to either inform or influence service provision priorities.

The viability of such service delivery organizations is directly correlated to funding distribution
procedures. Few service delivery NGOs have the cushion to take on financial obligations without a clear
repayment schedule. Unlike businesses, most NGOs cannot take out loans to cover gaps in funding or
slow donor/government reimbursement schedules. Moreover, in many countries, conflicting regulations
regarding income generation prevent organizations from financing their service delivery sufficiently
through fees. The Slovak government’s attempt to limit self-financing activities through its amendment to
the Law on Associations, introduced in early 2009, was “frozen” for the rest of the year after substantial
civil society outcry. However, the government’s ability to threaten to institute such a law in Slovakia, or
in other countries of the region, combined with the gray area of laws or multiple interpretations over what
is allowed for social enterprise, fee generation, and other financing mechanisms, puts financially fragile
service delivery organizations at a disadvantage. In one sense, vague laws allow some level of
“maneuverability.” But unclear laws and their expectations of NGO accounting practices also mean that
government agencies have a right of interpretation as they like. Such ambiguity does little to encourage
transparency on either side.

Service delivery NGOs are particularly vulnerable if they are small and operate in regions where
understanding of these complexities among local government administrators is even less common. Even
NGOs that have a practice of collecting service fees find that such funds are insufficient to cover
implementation costs, particularly those related to overhead and administration. Paradoxically, even EU
funds like the EQUAL Community Initiative,* which have specifically been designed to assist the social
economy, do not allow the selling of products or services produced with these funds.

At the same time, neither the governments nor the EU has strict guidelines regarding funding procedures.
For example, in Hungary, the decision-making processes on service delivery grants can take six to twenty
months. Reimbursement for services rendered can also be much slower than anticipated; such as in
Slovakia, where overall government attitudes towards civil society has grown decidedly more wary.
These issues have an adverse effect on the growth of the civil society sector, as the number of eligible
service delivery organizations, and the innovative ideas that accompany them, narrows.

These financial challenges appear to be increasingly difficult to overcome as a number of the new EU
countries have begun creating new legislation designed to improve regulation of service provision. In
practice, these laws often constrict the space of service delivery organizations. For example, in 2008,
both Slovakia and the Czech Republic have introduced new social service laws which appear to create
higher costs of entry for organizations to engage in service delivery rather than regulate the sector.
Similarly, the increasing overregulation of the NGO sector in Hungary is seen as doing little to improve
sector standards and performance. In Lithuania, a new public procurement law, which passed in 2008,
does little to empower procuring agencies to set their own standards and instead keeps most standards
based on the procurement practices set for the business sector. Still, there are some examples of

* EQUAL is the ‘Community Initiative’ within the European Social Fund (ESF) of the European Union. It was
developed to address labor market challenges and social inclusion concerns of the EU Member states.
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governments improving legislative environments to create additional opportunities for service provision
relationships with governments. For example, Latvia’s regional reform program, which will start in 2009,
should increase local government control, in place of centralized control, over basic social services. This
should presumably expand service provision opportunities at the local level. But these are still in the early
stages and as of yet have provided few models of emulation.

The complexity of the EU tendering system is also a factor.

While the process of using EU Structural Funds has The Slovenian government has
contributed to professionalization of the service delivery partnered with a local NGO to

civil society sector, it also has limited the sector’s implement a project focused on
expansion. The need to have standardized accounting and informing and assisting NGOs to
management practices and to engage in evaluation and understand the complexity of the EU
monitoring of the impact of service delivery has resulted in tendering system so that more NGOs
more service delivery organizations improving their mlght quahfy for EU funds, thus :
standards. Yet the complexity has created exclusionary increasing competition and diversity of

clubs of service delivery providers. Inevitably, every groups applying.
industry, even civil society, has growth trends and
consolidates around the most successful organizations. However, it is unclear if this core group of EU
implementers accurately reflects the priorities of the civil society or is just good at writing and
implementing complex proposals.

Perhaps most useful to remember when reviewing the impact of EU funding mechanisms on civil society
is the fact that most such funds are still implemented by member states. For example, the previously
mentioned EQUAL funds for social and economic inclusion are received after a government negotiates
with the European Commission and comes to an agreement on priority areas of action. Consequently, the
diversity of funding for service delivery organizations that had been thought to accompany the increase of
EU funding mechanisms is partly lessened by the actual manner in which the funds are disbursed from
Brussels. Detailed instructions and evaluation points for distribution and implementation of funds
generally curb major misuse, but accurately spending and accounting for such funds do not ensure that
they are distributed in a manner which really corresponds to social priorities. In an ideal world this should
not matter; but in the context where few governments are above playing politics and new member states
are still struggling to reform and retain legitimacy, the control of larger purse strings effectively creates
greater, if diffused, state power over civil society service provision organizations.

Finally, the other financial factor at play is the already noted and anticipated trend of reduced corporate
giving for the CEE region. Significant inroads into establishing corporate social responsibility
partnerships with domestic and international firms in these countries have contributed to the growth and
output of service delivery organizations. But leaner financial times, particularly in countries like Hungary,
Latvia, and Estonia, have already resulted in a squeezing of corporate funds available to service delivery
organizations. Consequently, dependency on public and EU funds is expected to increase in the near
future.

Overall, these financial factors have created a sector that is much less straightforward, independent, and
diverse than it might first appear. All of these factors have resulted in a somewhat worrisome blurring of
the lines between civil society, government, and external actors which fail to adequately take into account
the actual needs and interests of the constituents that civil society organizations represent. Although
public trust in civil society is slowly growing, in many of these countries, trust in government is still
lacking. Government control over service delivery organizations perpetuates perceptions of questionable
deal-making, which thwarts public confidence in institutions and civil society organizations.

28 THE 2008 NGO SUSTAINABILITY INDEX



THE STATES OF SEE - BETWEEN THE EU AND THE EAST

Countries of Southeast Europe (SEE) have already had

extensive experience with EU mechanisms as part of The new “EU Instrument of support to the
their post-conflict or post-transition packages. This Western Balkan countries” is as complex as
experience combined with lingering, or still very it is wordy, posing numerous challenges to
present, pathologies of socialist or authoritarian effective civil society engagement in service

governance structures has created a general delivery areas.
environment for service delivery organizations where
possibilities for growth are good and increasing, but the
process of engaging and implementing service provision activities is still quite messy.

The nexus between funding, environment, and capacity determines the success of the service delivery
sector and its sustainability. As SEE countries attempt to adopt good governance practices and get in line
for eventual EU accession, they are learning the lessons of how to set up service provision enabling
environments and funding platforms.

However, it is unclear whether SEE countries will have learned from the mistakes of the new EU member
states and will be able to avoid some of the pitfalls faced by service delivery organizations in these states.
It is also unclear whether the EU itself has fully considered these lessons, or the special post-conflict and
state-building circumstances of the countries. For countries that are in the pre-accession stages, such as
Bosnia and Herzegovina, there have been few changes to the funding package options to reflect SEE
specificities. Post-conflict and new state formation contexts of the Balkan region are noted in the EU
integration strategies, but not particularly factored into the actual funding mechanisms. This raises a
number of questions and concerns regarding the ability of each SEE country to develop a civil society
sector with vibrant service delivery components.

NGO legal frameworks throughout the region are steadily developing to establish permissive civil society
environments; governmental funds for civil society, experimental contracting of specific social services
and the aligning of legislation to allow fee for service is common throughout the region. However,
growing pains of state-building while simultaneously implementing massive amounts of reforms geared
towards EU integration processes often result in only partially completed legislation. This legal limbo
affects both current and future abilities of service delivery organizations to operate as they would like.

For example, many of the governments have not reconciled tax and civil society legislation. Serbia, while
working on a draft in 2008, still had neither a framework that legally defined civil society organizations,
nor a tax framework that allowed income generation without business level taxes. In Albania, legislation
exists for taxation of NGO income generation, but it is not consistently enforced; while in an amendment
to the tax law, NGOs will also be subject to a 20 percent VAT, apparently both on grants and services. In
Montenegro, a 2007 amendment to the Law on NGOs, limits tax exemption status to organizations with a
total income (not profit) of up to €4,000.

Modifying and aligning laws to ensure domestic consistency, as well as adherence to EU accession
requirements for an optimal NGO working environment, will take time. In the meantime, given the
unstable financial environment, in which government contracts and EU funds tend to be neither timely in
payment nor as large as needed, service delivery organizations will likely feel an increasing financial
pinch at a time when they should be expanding their services.

Laws governing the area of social services are becoming more common. In 2008, Macedonia passed a

social protection law that allows NGOs to engage in delivery of social services, and Albania has included
budget provisions for NGOs to provide these services in its 2009 budget. Nevertheless, governments still
lack processes for public procurement and quality assurance. Even in Croatia, where the right of NGOs to
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compete for such social service contracts has already existed for a few years, still there is not a systematic
method for either contracting or monitoring service provision processes that would ensure transparency
and quality control. Similarly, in Montenegro, service provision organizations must have government
certification in order to receive government funding; however, the government lacks a licensing system
for new providers and a control monitoring system for existing service providers.

Developing a legal environment that supports the growth of civil society is especially difficult in the SEE
region, where a history of violent conflicts further complicates both the political and public spheres. This
history helps explain why, for example, some social services are more political than others. In Bosnia and
Herzegovina (BiH) veterans’ organizations receive a significant portion of the government’s funding for
civil society. The government’s interest in funding veterans’ organizations and their potential service
provision is part of a complex balancing act that the state engages in to balance out ethnic constituency
representation and access to resources of the state. Supporting various organizations associated with the
three primary ethnic groups helps to cement together various social interests and thereby contributes to
both the preservation and the development of state structures. Having such preferential targeting of
resources to select service delivery NGOs is less about government influence on NGOs than such
organizations’ ability to actually reinforce government state-building efforts. Not funding such
organizations could be construed as a hostile act and quickly take on dimensions of very high politics.

Complex political systems further complicate already ambiguous legal environments. In BiH, efforts to
pass laws on personal and company taxes are being considered in the Federation, while Republika Srpska
adopted a Law on Volunteerism in 2008. Both entities, however, do not necessarily have similar or
complementary laws. Similarly, in Kosovo, the parallel governments within many Kosovo Serb-
dominated municipalities make the issue of service provision fraught with political as well as basic
logistical challenges. With whom do NGOs contract? Likewise, how does this environment affect NGOs
comprised primarily of another ethnic group? At the very least, Kosovo Serb civil society organizations
that engage in service delivery often have to engage in at least two sets of bookkeeping systems in order
to comply with their various government requirements.

Another contextual issue that needs to be considered is the legacy of civil society versus the state. Civil
society’s role in bringing about eventual democratization is not unique to SEE. Throughout CEE, civil
society has played a vital role in the democratization process of society and the governments. Efforts to
play a similar role have been more difficult in many of the Eurasian countries, but the intent has been
similar, with a few of the countries seeing a markedly influential role played by civil society.

What sets SEE apart in this positioning is the degree to which civil society played a part in the democratic
transformations and the freshness of its effects on the still reforming governments also attempting to
recover from war legacies and shape national identities. Civil society had significant resources and actors,
particularly in the areas of civil and political rights, and maintained a high, if controversial, profile. Views
of human rights groups in Serbia, Croatia, BiH, Macedonia, and other states within the region often
contradicted those of their governments on such essential topics as the justification for war and the
(re)construction of national identity. As such, civil society organizations were branded, and to some
extent are still perceived, as being in opposition not only to the government, but to the state itself.

This reputation has created a certain amount of reservation, even among reform-minded governments and
institutions, about the role of civil society. Competition to dominate the public consciousness is ongoing
in many of these countries and civil society organizations, even those that focus on very concrete socio-
economic issues and provisions are still somewhat seen as “competition” for the state. Even when service
delivery results reflect positively on the government, or when both the government and civil society are
framed in a pro-Europe light, governments have a lingering concern over allowing civil society actors
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(even service delivery organizations) to become too popular in an environment where governments have
low public satisfaction and history still tends to dominate the present.

On a more positive note, relationships between service delivery organizations and private business seem
to be less affected by the recent history. By partnering with the private sector, NGOs in Macedonia, for
example, have managed to separate themselves within an increasingly partisan NGO environment. While
businesses are also likely to have their political interests, the link between businesses and government
parties or interests is not nearly as strong as in places further to the east. Concerns clearly remain over
both government and corporate interests in supporting NGOs in countries like Serbia; but an increasing
number of NGOs, including service delivery organizations, are learning to distinguish which common
interests to pursue.

FURTHER CONSIDERATIONS AND CONCLUSIONS

Civil society service delivery organizations have grown in importance as they have grown in numbers in
CEE and Eurasia. Their influence on society goes beyond the specific services that they deliver. Whether
considered more efficient means of targeting vulnerable populations; procurers of innovative
programming; useful for diffusing socio-economic tensions in societies; or even as good business
opportunities, service delivery NGOs have become significant players, partners, and pawns in
governments’ efforts to provide basic services to their populations and gain or maintain their legitimacy
as democratic governments.

Even in the most democratic countries of the study, civil society organizations that engage in service
delivery face continuing challenges in carrying out their missions in a manner that maintains
independence, represents constituents, and addresses financial sustainability concerns. Manifestations of
these challenges are different, but concern over the independence of such agencies is only slightly less
marked in Hungary than it is in Armenia.

This suggests a number of things:

First of all, with new circumstances come new challenges. The rise of EU Structural Funds and related
funding is positive, but the manner in which they are distributed in these newly developing societies is not
always straightforward and free of error. The opportunities for civil society organizations to engage in
service delivery have grown tremendously, but these opportunities contain nearly as many challenges to
retain independence as they provide to increase and improve service provision.

These challenges also affect donors. For those donors committed to developing civil society without a
heavy donor-driven footprint, the manner of engagement is just as important as the distribution of funds.
Whether it is strategizing to improve Roma children’s access to schooling in Slovakia, or enhancing
community medical services in Tajikistan, donors need to ensure that their funding mechanisms and
social service provision objectives encourage as much local ownership as possible.

On the whole, civil society development strategies require some reexamination. Most civil society
proponents encourage governments to partner with civil society organizations in some key service
delivery areas. Similarly, most strategies for general civil society sustainability and service delivery
organizations, in particular, reveal the need for government support of the sector. The slightly paradoxical
nature of this strategy — to become an independent and vibrant civil society while diversifying funding
that likely includes substantial government and/or EU funds — is wrought with contradictory tendencies,
perhaps most sharply in service delivery. A discussion of the potential impacts of public funds, outside
donor funds, self-generating funds, and social partnerships will help bring more clarity and honesty to the
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sector. A clearer picture of what is both possible and probable will assist civil society organizations,
donors, and governments to position themselves accordingly.

Finally, the balance between civil society and government is never perfect. Legal and funding
environments are the most obvious determinants, but these only reflect a greater tension at play in the
ever evolving relationship between civil society organizations that engage in social service provision and
their governments. Tensions will exist as long as both claim to speak on behalf of somewhat similar
constituencies and share funds from similar pots. Service delivery is no longer a straightforward exercise
in humanitarian assistance, if it ever was; it increasingly reflects the power relations that govern civil
society and governments. The quest for legitimacy — be it of a democratically defined variety or in terms
of power to run the state — inevitably comes into contact, and to some extent clashes, with expectations of
service provision, rights of representation, legitimacy of actions, and government capacities to perform.
This tension is unlikely to disappear even in states that have “made it” to becoming consolidated
democracies.

The effects of the global economic downturn are apt to exacerbate some of these tensions. Even in
relatively wealthy states of the region, tighter state budgets (Latvia already has instituted a 10 percent
across the board cut) and increased pressure on governments to provide services to larger vulnerable
populations will cause actors on both sides to try to do more with less. For the countries where social
safety nets have been far from adequate for many years, the stakes in procuring and delivery social
services will grow. Incapable or chronically corrupt governments will have less latitude on spending than
in the past, and the threshold for public discontentment in the more authoritarian states of the region is
likely to fall.

The stakes for service provision to the public, consequently, can only increase. Whether service delivery
NGOs and their supporters can take up the challenge will depend on their ability to clarify both the
obstacles and opportunities such dynamics provide. Civil society prospects to expand and improve such
services will continue to grow; how this will correspond with increased vibrancy in civil society or
encourage greater democratization efforts is uncertain.
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PUBLIC FINANCING MECHANISMS AND THEIR IMPLICATIONS FOR NGO
SUSTAINABILITY

— Elizabeth Warner®

INTRODUCTION

Financial viability remains one of the most difficult challenges for NGOs in the regions covered by the
NGO Sustainability Index (NGOSI). As foreign funding declines, NGOs are increasingly looking to
domestic sources of support. This paper examines various aspects of domestic financing. It considers
four common methods by which public funds have been disbursed to the NGO sector: state-sponsored
vehicles dedicated to the support of civil society; contracting; taxpayer designation systems (so-called
“one percent” laws); and subsidies.®

Governments have diverse motivations for financing NGO activities. Among other motivations, some
governments recognize that NGOs are well-positioned to deliver social services, and funding enables
them to “outsource” service delivery. Governments may also wish to finance NGOs to promote “public
goods”—such as culture, art, or scientific research. In addition, a government might procure services for
its own use—for example, a government might contract with an NGO to conduct a poll, write a draft law,
or evaluate a government program. Less benevolently, some governments in the region remain suspicious
of NGOs (particularly foreign-funded NGOs). In these countries, independent NGOs often have
restricted access to public funding, or funding is used as a mechanism of control, financially tethering
certain NGOs to the state.

A threshold issue is how to generate revenue to finance NGO activities, and countries in the region have
developed a number of innovative funding sources. For example, in Hungary, the Cultural Fund is
financed from a tax on artifacts and pornography; the Environmental Fund is financed from a tax on gas
and fines paid by polluters; and the National Civil Fund is funded from the general treasury in an amount
equivalent to the funds designated to NGOs by individual taxpayers under Hungary’s famous “one
percent” law.” The Czech Republic utilized 1 percent of privatization proceeds to endow foundations
working on human rights, culture, environmental protection, and other fields. Additional sources of
funding have included car registration fees (Macedonia) and lottery proceeds (Montenegro and Croatia).

Perhaps the ultimate “sin tax” can be found in Kazakhstan. The Bota Foundation, established in 2008, is
technically a private foundation but is jointly governed according to an agreement among the Kazakh,
Swiss, and United States governments. It is funded by $84 million in frozen funds that were allegedly to
be paid as bribes by various Western oil companies for extraction rights. The foundation’s resources will
be used to provide stipends to poor families as well as grants to some NGOs under procedures currently
being developed.

> Elizabeth Warner is Program Director for Central Asia, International Center for Not-for-Profit Law. The author
wishes to thank her colleagues at ICNL for their thoughtful review and contributions to this article: in particular
Douglas Rutzen, Nilda Bullain, Luben Panov, Vsevolod Ovcharenko, Dinara Mirzakarimova, Mahammad
Guluzadeh and Catherine Shea.

® Other mechanisms also exist, including per capita payments, voucher systems, in-kind contributions, etc., but these
forms of financing are beyond the scope of this paper.

7 This law, discussed in detail below under “Taxpayer designation systems,” permits individual taxpayers to direct
that 1 percent of their income taxes be remitted from the government treasury to one or more designated public
benefit NGOs.
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FUNDING MECHANISMS

Once funding sources are identified, the next question relates to the funding mechanisms through which
they are distributed.

1. State-sponsored funds or vehicles dedicated to the support of civil society —
examples from three countries

Croatia

One of the best-known funds in the region is the Croatian National Foundation for Civil Society
Development (“Foundation™),® established in 2003. In addition to grantmaking, the Foundation is
charged with providing training, technical assistance, and capacity-building assistance to NGOs; it views
programs that encourage sustainability to be a key component of its core mission. The Foundation also
conducts extensive research on the state of civil society organizations, including their financial health,
relationship with donors, and the legal environment in which they operate. It is governed by a nine-
member board appointed by the government: five members are civil society representatives, three are
from state ministries, and one is from local/regional government.

The Foundation was originally supported by a revenue stream derived from the national state lottery, and
it has grown in stature over the years, receiving funding from Western aid organizations such as USAID,
the British government’s Department for International Development, the European Commission and the
Charles Stuart Mott Foundation

Between 2004 and 2007, the Foundation provided $15 million in civic initiatives, projects, programs, and
institutional support of civil society organizations. Much of this support was provided through grants,
some of which were multi-year awards. The maximum grant amount is approximately $63,000. The
Foundation also provides institutional support grants to NGOs working in areas such as human rights, the
development of democratic institutions, sustainable development, and the rule of law.

As a result of some challenges it faced in the first year of its operation, the Foundation has implemented a
number of measures to promote the transparency of its operations.’ Its website posts announcements of
tenders, application forms, results of the tender process, and other key information. The Foundation
developed evaluation grids that guide both NGOs and evaluators in making funding decisions. It also has
established clear conflict of interest rules to avoid allegations about NGOs supporting their own peers. In
addition, bidders may appeal adverse decisions to the Foundation’s Management Board, and the
Management Board is obliged to respond to the appeal within fifteen days.

The Foundation is committed to decentralizing in an effort to provide more closely tailored financing to
local activists and organizations. To that end, in 2007 the Foundation delegated grantmaking
responsibilities to four regional foundations established by local governments with whom it signed
cooperative agreements. The first regional tenders were announced in October 2007. The
implementation of this initiative is based on two fundamental principles: regional action and partnership
with local/regional community foundations, as set forth in the Foundation’s Strategic Action Plan for

¥ The Foundation’s website is at http://zaklada.civilnodrustvo.hr/frontpage.

? Because selection criteria were not clear, NGOs accused the government and their own peers of bias after the first
round of grants was published. The Foundation did not at the time have conflict of interest rules and had a hard time
fending off these allegations. Conflict of interest issues have proven an even greater challenge to overcome in the
case of Hungary’s National Civil Fund, where to date there are no satisfactory regulations to prevent NGO
representatives in a decision-making position from providing preferential support to their own and affiliated NGOs.
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2008-11. Also in 2007, the Foundation entered into partnerships with five regional civil society networks
to provide training, information, and consultation to local associations (both registered and unregistered).

Over the years, the National Foundation has had a significant impact on NGO financial sustainability in
Croatia. Five structural elements have contributed to this outcome:

e Procedures and criteria. The Foundation operates pursuant to clearly defined, transparent
procedures and criteria.

o Decision maker. Funding decisions are made by a cross-sectoral board, with civil society
representatives holding five of nine seats.

e Funding levels. The Foundation has disbursed a relatively large amount of funding ($15 million
from 2004-07) through a relatively large number of beneficiaries (878 grants from 2004—07).

e Use of funds. The Foundation will explicitly fund programmatic and institutional support for a
range of organizations including those engaged in activities such as human rights, the rule of law,
and the development of democratic institutions.

o Duration of support. Awards can be made on a multi-year basis, and grantmaking is expected to
continue in future years (albeit through different intermediaries).

Other countries in CEE have also established funds, including Estonia, Czech Republic, Poland, and
Hungary. Albania established a new fund last year that is expected to commence operations sometime in
2009. Dedicated funds are not, however, limited to CEE. In the NIS, several countries have established
funds, and the following sections examine two of the most recent examples.

Azerbaijan

In December 2007, Azerbaijan established a new Council on State Support to NGOs (“Council”). The

Council consists of eleven members, eight of whom are NGO representatives nominated by NGOs and
then approved by the president. There are also three
government representatives on the Council. The Council is  [ASSEURLEFOTRREIES IR EL
supported in its work by an NGO Experts’ Board that dedicated funds for support of civil

consists of local and international experts. society are run by a board or council
whose members are selected by the

government, albeit with input from the
NGO sector and other stakeholders.
But the National Civil Fund in

The Council established competitive rules for soliciting
grant applications and awarding funds, and the first call for
applications was launched in early 2008."°

Hungary is run by a series of local
boards, all of whose members are
publicly elected. Prospective board
members campaign for votes like
members of parliament and other
elected public officials.

In August 2008, the Council awarded grants worth more
than $1.2 million to local NGOs working in areas including
human rights protection, capacity building, public health,
social services delivery, and refugees’ rights. Three
hundred and sixty-one projects were submitted, and 191
were selected for grants. The grant maximum was
approximately $25,000. Awards could be used to cover program costs, including expenditures that
support institutional capacity (such as staff training, participation in conferences, etc.).

Over 2 million AZN (equivalent to $2.45 million) have been budgeted for NGO financing in 2009, and as
of March 2009, approximately 561 proposals have been submitted and are currently going through the
selection process.

' Some NGOs expressed concerns about the complexity of the application forms, and the Council is currently
considering simplification of the process.
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During the development of the Council, there was concern that the government might use the availability
of new domestic funding as a partial excuse to prohibit foreign funding. Importantly, this did not come to
fruition. Reflecting this significant outcome, the presidential decree establishing the Council explicitly
states, “Carrying out state support to non-governmental organizations by the Council does not limit the
possibilities of rendering assistance to non-governmental organizations by the state authorities and
international organizations.”

Noteworthy elements of the Azeri model include:

e Procedures and criteria. The Council established and published procedures for making
awards—though some argued that the procedures were overly complex and amendments are now
under consideration.

e Decision maker. The decision maker is a cross-sectoral Council that includes eight NGO
representatives nominated by NGOs but approved by the president;

e Funding levels. 191 grants were approved in the first round, and the maximum grant size was
approximately $25,000.

e Use of funds. Awards were made to a broad range of NGOs including groups engaged in human
rights and other advocacy issues.

e Duration of support. Short-term awards were made in the pilot phase, but grantmaking is
expected to continue in 2009 and beyond.

The Council’s operations are still at an early stage, and it is still working through the first round of grants.
While the Council has established transparent procedures, and its initial steps look promising, it is still too
early to determine how it will impact NGO sustainability in the longer term.

Uzbekistan

In 2008, Uzbekistan also established a new fund to support civil society.'' Structural elements—or the
lack thereof—mitigated the impact of this fund on the sustainability of independent civil society in
Uzbekistan. Contrasting these elements with the attributes of the Croatian and Azeri models illuminate
factors that help determine the extent to which such funds actually promote NGO sustainability in a given
country.

Following the “color” revolutions and popular uprisings in Eurasia and Ukraine in 2003-05, Uzbekistan
expelled most foreign NGOs from the country and effectively banned foreign funding, which led to
termination of between two-thirds and three-fourths'> of Uzbek NGOs. Today, the legal environment for
NGOs in Uzbekistan remains very restrictive. For example, all NGOs must obtain an advance permit
from the Ministry of Justice in order to carry out any “event,” even if it is just a meeting of members.
NGOs are also subject to burdensome monthly reporting requirements, even if they have no activity.

Against this backdrop, the Uzbek government passed a law “On State Guarantees of NGO Activities” in
2007, which among other things provides that the state can provide financial support for the activities of
NGOs through grants, subsidies and contracts. The new law also purports to grant NGOs the freedom to
conduct their activities, receive information from the government, and protect their property interests.

However, nearly every provision is qualified by such phrases as “according to law” or “unless prohibited

" The Public Fund of Support for Non-Governmental Non-Commercial Organizations and Other Institutions of
Civil Society of the Oliy Majlis of the Republic of Uzbekistan (“Public Fund”).

2yus. Department of State, Bureau of Democracy, Human Rights, and Labor, “2006 Country Reports on Human
Rights Practices: Uzbekistan,” March 6, 2007, http://www.state.gov/g/drl/rls/hrrpt/2006/78848.htm.
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by law,” thus effectively reducing the law to a declarative status that would not supersede any other
restrictive or conflicting legislation.

During 2006-2007, an informal mechanism for distributing government grants had existed through the
government-organized and controlled National Association of Nongovernmental Noncommercial
Organizations (NANNOUZ). Approximately $350,000 was distributed through a series of tenders that
were relatively open and transparent, resulting in ninety-four grants being issued to local NGOs working
in such areas as social services, women’s education and culture. However, overtly “political”
organizations such as human rights advocates were not successful applicants.

In 2008 a Decree of the Uzbek Parliament established a formal legal entity—the Public Fund—to be
managed by a parliamentary commission comprised of members of various ministries, parliamentary
deputies and NGO members whose selection is based on unknown criteria. The list of members of the
council is confidential (including the list of NGO members), but unofficial reports indicate that all the
NGO representatives are members of NGOs established by—or otherwise closely connected to—the
government. At present, there is no publicly known procedure to apply for Public Fund resources, nor is
one expected to be implemented this year.

The Public Fund’s purpose is to promote programs to enhance the material and technological potential of
NGOs, providing them with legal, advisory, technical, and other support. The Public Fund’s charter
expresses a commitment to “the principles of transparency and openness.” In 2008, the Uzbek
government allocated an estimated $1.5 million for distribution to NGOs through this mechanism.

Despite the commitments in its charter, however, none of the parliamentary commission’s records were
made public, in stark contrast to the Croatian Foundation. No forms or procedures for applying for
assistance were published, nor is there a public list of those organizations that received funding.
According lt}o this year’s Sustainability Index report, all governmental funds for NGOs were distributed to
GONGOs.

Essentially, the Uzbek Public Fund includes the following components:

Unknown procedures and criteria for funding;

A politicized decision maker;

Unknown recipients of funding;

No evidence that independent NGOs were able to access any of the 2008 funding; and
No evidence that the Public Fund will develop appropriate procedures in 2009 to enable
independent NGOs to access resources available to the Public Fund.

Summary

Comparing the Croatian, Azeri, and Uzbek funds reveals that mechanisms similar in name have
dramatically different implications on NGO sustainability based on their structural components. To
assess whether a fund contributes to NGO sustainability in a particular country, the foregoing analysis
suggests that the following factors should be considered:

e The extent to which there are reasonable and transparent funding procedures and criteria,
including conflict of interest rules that limit the ability of governing board members to

" The term “GONGO” is an acronym for Government-Organized Nongovernmental Organizations. In essence, they
are legal entities established under private law, but funded and controlled by the government to an extent that they
are not considered independent.
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participate in decisions benefitting organizations with which they are affiliated. These
measures enable NGOs to determine eligibility for awards, access the system efficiently and
structure their applications to maximize their chances of success;

e The extent to which a nonpolitical, independent entity implements the procedures and makes
funding decisions, which increases the chances that funding will reach a range of
organizations broader than those whose goals are closely aligned with government policies;

e Funding levels_(both overall funding and the maximum size of grant);

e The number of awards and whether decentralization would afford greater outreach to smaller
NGOs or greater responsiveness to local needs;

e The duration of the awards (one year or multi-year as is possible in Croatia);

e Permitted/prohibited use of funds (for example, allowing institutional support not linked to
specific outcomes, which can have a profound effect on the ability of NGOs to remain
operational and retain office space and staff during gaps between specific programs); and

e The likelihood of future grant rounds, providing for a longer term mechanism for sectoral
sustainability.

It is clear that the more sizeable, transparent and independent the dedicated fund, the more it can
contribute to the sustainability of NGOs overall. However, these funds may not be the most suitable
vehicles for ensuring sustainability of certain types of NGOs. In particular, some advocacy and human
rights organizations may have policies that prohibit them from accepting public funding even through an
intermediary mechanism. Furthermore, as noted above, the overall political and human rights situation of
a country needs to be examined when assessing the impact of a dedicated fund on NGO sustainability.

2. Contracting

Recognizing that concepts and terminology differ throughout the region, this paper uses the term
“contracting” to refer to the government’s purchase of services, goods, or property, either to provide a
state function or service or to provide a direct benefit to the government. At a functional level, a
government might use contracting to acquire services that it might otherwise provide directly—for
example, health care, education, and support to vulnerable populations (the elderly, orphans, war
veterans, women with young children).'* A government might also acquire goods, property, or services
for its direct use or benefit. In the NGO context, examples might include a government contract to
conduct a poll, to undertake research, or to conduct an evaluation of a governmental program.

Although the precise procedures and terminology vary, most of the countries covered by the NGOSI
engage in some form of contracting with NGOs. Contracting therefore serves as a potentially important
source of funding for the NGO sector. For example, Poland’s laws encourage NGOs to compete for
social service contracts in open tenders'> organized by local government units and also to form
partnerships with public administration bodies to deliver services on a cooperative basis. When deciding
to offer a service, local governments are required to consider proposals from NGOs. In addition, local
governments are required to put out a tender if an NGO submits an unsolicited bid to provide a service
that is currently being provided solely by the government, resulting in situations where public
administration bodies actually compete against NGOs for contracts. The rationale for this open
competition is to avoid the risk that the third sector will only receive contracts for activities that are
unwanted or ignored by other administration bodies. The effect is to give NGOs broad opportunities to

A comprehensive discussion of NGO service delivery is presented in a separate essay. This paper therefore
presents a more limited analysis of the impact of contracting mechanisms for service delivery on NGO
sustainability.

"> The term “tender” means a publicly announced process identifying the services to be contracted for and soliciting
bids or proposals from potential contractors.
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develop innovative ways of providing social services and to encourage governments to be responsive to
NGO proposals.

At the same time, contracting has limitations as a source
of third sector financing. Many of these limitations are
similar to those addressed in the section on dedicated
funds (e.g., the transparency of the process, the extent to
which there is an independent decision maker, etc.). The
following therefore focuses on illustrative issues
specifically linked to contracting laws:

In many countries, income from
procurement contracts is subject to
taxation, especially in situations where
NGOs compete alongside commercial
companies for those contracts. In some
cases, however, NGOs are exempt from
a certain amount or certain categories of
income received through economic
activity. In addition, some countries
explicitly exempt income earned by
NGOs on procurement contracts. For
example, in Kazakhstan, NGOs are
exempt from income taxes on
procurement contracts designated as
“social contracts.” In Kyrgyzstan, a new
law adopted in 2008 states that social
contracts will be awarded as grants, thus
exempting them from income under
existing tax law.

Barriers to entry. In some countries, it is impossible for
NGOs to directly engage in procurement contracting. In
Ukraine and Armenia, for example, public associations
are precluded from engaging in any economic activities.
This has been interpreted by tax authorities and other
government officials to preclude these NGOs from
entering into procurement contracts. In addition, until
2007, the Kazakh constitution prohibited state funding of
public associations (the primary NGO form in
Kazakhstan), which was broadly interpreted to prohibit
any financial relations—including contracting—between
the state and any NGO.

Restrictions on activities. In other countries, certain activities are off-limits. For example, in Bulgaria,
NGOs are prohibited from providing health services. In other countries, barriers are more subtle. In
Ukraine and Montenegro, NGOs must obtain a license or attain a certification by the state to provide
certain services. While reasonable at first glance, NGOs have complained the licensing procedures are
often opaque and expensive, creating a barrier to entry into certain fields. In many countries, NGOs may
engage in economic activity only “to the extent necessary for” or “closely related to” their statutory goals
(e.g., Belarus, Kyrgyzstan, Russia, Romania, Tajikistan). The meaning of these phrases is usually not
articulated by government officials, but often discourages NGOs from entering into contracts for fear of
being accused of engaging in illegal activity

Conversely, some countries have created set-asides for NGOs, precluding businesses and other entities
from bidding on certain kinds of agreements (often cast as “social contracts”). For example, Kazakhstan
forbids commercial organizations, trade unions, political parties and religious organizations from bidding
for contracts designated as social contracts under the Budget Code. Similarly, Hungary sometimes favors
bidders that have been designated as “public benefit organizations” when awarding social contracts.
However, in many other countries, the primary goal of procurement contracting is not to provide support
to NGOs. Rather, governments are seeking to provide the lowest cost for the service tendered, and they
open the competition to commercial companies, NGOs and others (this is the case, for example, in
Croatia, Montenegro, Russia, and Ukraine).

Subsectoral impact. Even if the foregoing barriers can be overcome and a valid project tendered,
contracting has a disparate impact on different parts of the NGO sector. By definition, the primary
purpose is to provide a state function/service or to provide a direct benefit to the government. Therefore—
and most obviously—contracting favors NGOs working in fields aligned with governmental priorities and
disfavors groups that challenge state policies or work in areas not prioritized by the government.
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Bias toward well-capitalized organizations. Even within the subset of organizations working in
prioritized areas, financial requirements have a disparate, negative impact on small organizations. Many
procurements require the contractor to cover all or a significant portion of costs up front and then seek
reimbursement for expenses paid. In Russia, for example, the Budget Code explicitly withholds 70
percent of payment for services until after the work is complete.' Some tenders also require security
deposits or bank guarantees that most NGOs cannot afford.'” Since NGOs in the region have limited
access to credit, these rules often bias procurement contracts toward larger, well-capitalized service
delivery NGOs (or GONGOs). Indeed, in Kazakhstan, the majority of social contracts awarded between
2004-07 went to organizations established by or closely connected to the government.

Duration of award. In addition, some procurements are funded on an annual cycle. In practice, this
means that contracts are often not awarded until the middle of the year and must be completed before the
end of the year (e.g., Kazakhstan and Romania). Funding restrictions of this type limit the ability of an
NGO—particularly smaller NGOs with limited ability to reassign staff to other funded programs while
awaiting funds—to build capacity and retain qualified staff.

Use of funds. Even if these challenges can be overcome, further sustainability challenges arise. In some
countries, funds can only be used to carry out program-specific activities, and rules restrict or prohibit the
use of funding for other legitimate expenses. In Kazakhstan, for example, funds awarded through a social
contract may not be used to cover expenses relating to operating an office or acquiring equipment.
Moreover, NGOs often have little role in the design of tenders, requiring them to produce largely pre-
determined deliverables, leaving little room for innovation—a critical component of long-term
organizational sustainability.

In summary, contracting has limitations, but it remains an important source of revenue for many NGOs,
particularly those engaged in service delivery aligned with governmental interests. For example, in 2007,
government contracting with NGOs in Hungary amounted to $196 million.'® Government contracts with
NGOs in Kazakhstan grew from just $400,000 in 2003 to $10 million in 2008 supporting organizations
providing vocational training, drug addiction prevention programs, orphanages, and so forth. A newly
launched social contracting program in Kyrgyzstan began with the distribution of $125,000 in 2008,
albeit under rather secretive conditions, and will distribute some $500,000 next year under newly adopted
regulations which provide a greater measure of transparency.

3. Taxpayer designation systems

One of the more innovative financing mechanisms in the CEE region are the so-called “designation”
schemes, whereby individual taxpayers may direct that a certain percentage of their income taxes be
remitted from the government treasury to one or more designated public benefit NGOs (in some
countries, from a list developed and maintained by the government). Although a popular name for this
mechanism is “percentage philanthropy,” this type of funding mechanism diverts money that has already
been paid to the government by the taxpayer and does not cause the taxpayer to incur any additional cost
(nor, for that matter, does the taxpayer obtain any sort of refund or other benefit if he or she chooses not

' In others, final payment is conditioned on approval of the final project report, which is at the discretion of the
government (Kazakhstan).

" To address this situation, some countries such as Kazakhstan have enacted special provisions to exempt NGOs
from security deposits, but this is the exception rather than the rule throughout the region.

'8 Although this amounted to only 4.3 percent of total nonprofit sector income in that year, it is still a large sum of
money. Furthermore, in Hungary, many NGOs receive financing for social services through so-called “normative”
financing, which is distributed on a per-capita basis according to the number of recipients of the services; this
amounted to an additional $377.4 million. Together, these two forms of financing accounted for about 12.5 percent
of total nonprofit sector income.
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to designate). Therefore, it is more properly considered a public financing mechanism than a form of
philanthropy.

Hungary was the first country in the region to adopt such a mechanism (in 1996), permitting taxpayers to
designate 1 percent of their income taxes to be paid to civil society organizations, and an additional 1
percent to churches. Other countries followed with similar mechanisms: in Slovakia, 2 percent of income
taxes may be designated (corporate as well as individual taxpayers may designate under this law);
Slovenia 0.5 percent; Romania 2 percent; Poland 1 percent; and Lithuania 2 percent. Designation rules
have not yet taken root in Eurasia.

The amounts of money distributed and numbers of recipients under tax designation schemes demonstrate
their popularity. In Hungary, for example, the amount distributed more than doubled in real terms from
1997 to 2006 (from EUR 7.1 million to 29.7 million—a fourfold increase in nominal terms). Close to
half of all eligible taxpayers participated and over one-third of eligible organizations received
designations (from approximately 8,400 organizations in 1997 to 20,000 organizations in 2006). In
Slovakia, where NGOs have to be registered beforehand to be entitled to receive designations, 97-99
percent of registered organizations are beneficiaries. The number of beneficiaries grew from 3,827 to
7,062 between 2002 and 2006, representing around 9 to 15 percent of the entire sector.

Key aspects of the tax designation schemes, compared with the other mechanisms considered in this
paper, include the following:

1. Ease of administration; low cost to the taxpayer/decision maker. To participate, taxpayers fill out a
short form; the government does the job of remitting the designated amounts to the NGO beneficiary.
Taxpayer-designators do not have to spend any money out-of-pocket, as the designation is made from
tax dollars already remitted.

2. Broad array of NGOs that are potential recipients. In Hungary and in Romania, the beneficiaries can
be associations, foundations and other institutions seen as pursuing or promoting the public good."
In Slovakia, where beneficiaries have to be registered in advance, about 15 percent of the NGO sector
is listed, but 97 percent of those listed are beneficiaries.” NGOs that might otherwise lack capacity
to compete for financing through other mechanisms can still receive designations with potentially
very little effort.”!

3. Broadly distributed support. Empirical evidence from Hungary, which has had the longest
experience with a designation scheme, indicates that over one-third of all eligible NGOs received
some designations in 2006, which is almost certainly more than would have received direct financing
from the government under grants or other programs with higher administrative costs. The ability to
donate to more than one organization at the same time, as in Slovakia, increases the potential number
of NGO recipients. The fact that the taxpayer makes the designations also increases the likelihood
that some level of support reaches NGOs who may be critical of government policies or are otherwise
not likely to be favored when a government agency is the decision maker.

4. Broad array of potential designators. In most designation systems, virtually any taxpayer with a
certain minimum income may make a designation. In Slovakia, the law was amended in 2004 to
permit designations by business entities as well as individuals. However, only those persons who

' The list of eligible beneficiaries also includes some public bodies (e.g. the Hungarian Academy of Sciences),
government-funded institutions (e.g. the Hungarian State Opera House), and government-backed funds (e.g. the
Hungarian Scientific Research Fund).

2 Environmental and human rights organizations that are actively involved in politics are unable to apply. There
have been some proposals to restrict the use of tax designations to organizations involved in social and health care,
culture and sports.

2! Further information on designation schemes can be found at www.onepercent.hu.
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actually pay taxes may make a designation, thus eliminating from consideration large numbers of
people such as pensioners, students and those whose income is not high enough after taking into
account various tax benefit measures.

From a sustainability perspective, designation schemes have been most effective in fostering a closer
relationship between NGOs and the public. In order to capture designations, NGOs have had to devote
greater resources to serving the community, increase public awareness of their work, and build public
support. Because a designation does not involve a financial sacrifice on the part of the designator, it has
been easier, in cultures that do not have a strong tradition of private donations, for NGOs to reach out to
people and explain what they do and why people should support them. In addition, the designation
process made it easier for taxpayers to become aware of the existence of NGOs. These links between
NGOs and the public encourage NGOs to build their capacity for fundraising in general, which is a key
component of sustainability. At the same time, however, designations are anonymous, so NGOs have
difficulty forging long-term links with their supporters and accordingly engaging in more targeted
fundraising efforts.

In one sense, designation schemes are very popular (aggregate amounts designated continue to increase)
and are highly effective in distributing support to a broad array of NGOs, generally more NGOs than
would have been able to receive other forms of direct funding. However, evidence in Hungary and
Slovakia also indicates that the amount designated per NGO has not increased significantly (about $1,500
per NGO in Hungary in 2007; slightly less in Slovakia). While the aggregate amounts designated have
risen, the numbers of potential and actual beneficiaries have also risen, leaving the average designation
about the same, and even decreasing over the past couple of years. Furthermore, the percentage of
taxpayers making designations has not increased appreciably since the system was inaugurated and is now
slightly below 50 percent, suggesting that the system “plateaus” after a few years. In Hungary in 2008, 52
percent of recipients received designations less than HUF 100,000, or $476, and 95 percent received less
than HUF 1 million, or $4,760. Only 5 percent of all NGOs receiving designations took in more than
US$4,760 from the 1 percent mechanism, and there were only fourteen NGOs altogether which received
more than HUF 50 million or $238,000.

The system also seems to favor NGOs with popular causes, such as child cancer, animal welfare or
hospital foundations—organizations which also tend to receive significant state support through other
mechanisms. Designation systems have yet to prove themselves as significant new funding opportunities
for human rights NGOs or those representing difficult causes such as HIV/AIDS prevention and treatment
or support for marginalized ethnic minorities.

Another drawback to this type of system is that some governments have perceived that designation laws
are sufficient to support the third sector and have scaled back other programs or eliminated other tax
benefits. For example, donations that could be deducted from otherwise taxable income have been
eliminated in Slovakia and Lithuania. There were also fears that individuals would find designations a
sufficient form of support for NGOs and might curtail other donations. However, recent evidence
suggests that fears of widespread reductions in government or private support have been unfounded.

On balance, in countries with more developed tax administrations but less developed philanthropic
cultures, the percentage mechanism may serve to help introduce more links between citizens and NGOs,
and it may also assist in building public relations and fundraising capacities of NGOs, including smaller
NGOs. However, due to the inherent limitations of tax designation systems, in the long term they can fail
to keep up with sectoral growth, or even hold back development of a healthy private fundraising
environment.
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4. Subsidies

For purposes of this paper, a “subsidy” is general support from a government to an NGO. Unlike
procurement contracts, subsidies are not typically tied to any particular deliverable or program purpose.
Rather, funding can be used to cover general operating support of an organization. Often, the recipients
and amounts are written directly into the national or municipal budget.

Among other countries in the region, Hungary, Romania, Bulgaria, and Russia provide subsidies to select
organizations. Beneficiaries include organizations supporting youth, sports, pensioners, and people with
disabilities. In some cases, these groups are successors to social support or trade organizations that in
Soviet times were considered part of the government or were run by the Communist party and which
successfully lobbied for continued support after transition.* In other cases subsidies are provided to
organizations perceived to be the premier representative of a certain segment of the population—for
example, associations representing veterans of the recent Balkan wars. Subsidies are also given to local
chapters of recognized humanitarian organizations such as the Red Cross. Local government units that do
not have the capacity to conduct open competitions for grants may provide noncompetitive subsidies
instead.

Typically, subsidies are given by various Ministries and often the name of the recipient NGO and the
amount provided are written directly into the budget. In recent years, as new organizations form with
missions similar to those of organizations receiving subsidies, governments have been forced to evaluate
whether they should provide subsidies to all such organizations or shift to a competitive grantmaking
process. For example, in the early 1990s Hungary provided a subsidy to a women’s association that had
formerly been controlled by the Socialist party. As new, independent organizations dedicated to
promoting women’s rights began to form, the subsidy was increasingly seen as anachronistic and
eventually was discontinued. On the other hand, an organization representing the physically disabled
continues to receive a subsidy even though many other organizations with similar missions have since
formed. One very interesting recent phenomenon in some new European Union member states has been
the formation of organizations dedicated to international development. In Hungary, an association of
international development NGOs known as “Hand” receives a subsidy from the Ministry of Foreign
Affairs.

Since subsidies can often be used to cover operating expenses of an organization, including overhead and
administrative expenses, they are important sources of financial sustainability for the organizations that
receive such subsidies. At the same time, subsidies are typically provided to a small group of
organizations through a noncompetitive process, so the impact of subsidies on overall sector sustainability
is rather limited. Figures on actual subsidies, and the process for obtaining subsidies (if indeed one
exists) are very difficult to come by, making it extremely difficult for NGOs to access the system or
evaluate their prospects for obtaining financing in this manner.

CONCLUSIONS AND OBSERVATIONS

The funding mechanisms studied all have important implications for NGO sustainability in differing
respects. Given these differences, one important conclusion to draw at the outset is that no single
mechanism is preferred or should be thought comprehensive. Indeed, countries with more developed
NGO sectors employ a variety of mechanisms to meet different policy objectives and NGO needs.

2 Many of these organizations might have had roots as independent organizations before the Communist takeover,
e.g., in Bulgaria, when virtually all CSOs came under the state-controlled system.
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For example, contracting can work well for the procurement of certain kinds of services. Nearly every
country has procurement laws already in place that can be adapted for social contracting by means of
well-developed model legislation (e.g., along the UNCITRAL model*) or other means. By contrast, a
grantmaking mechanism, as employed by the dedicated funds for civil society, can work well as a
discovery mechanism to determine the programs that each NGO is most capable of providing and can
enable the government to benefit from innovative proposals for addressing important social problems.

Below are characteristics of the mechanisms studied that influence NGO sustainability.

Transparency: clear, published, objective rules for establishing eligibility, selection procedures and
evaluation of applications. Transparency is a cornerstone concept for an effective financing program. In
terms of dedicated funds, transparency is most evident in the operations of the Croatian National
Foundation. Most procurement laws have some notions of transparency built-in, enabling NGOs to
prepare responsible bids. Where transparency is lacking, as with the Uzbekistan Public Fund and most
subsidy programs, independent NGOs may have little if any ability to access resources. In the case of the
taxpayer designation systems, it is important that taxpayers understand how the system works so they can
make designations, and for NGOs to know how to become eligible for designations so they can solicit
support. It is also important that the tax administration system be seen as efficient and trustworthy in
allocating designated funds properly. For subsidies, the decision making is often fairly opaque, with terms
developed without transparent procedures or criteria.

Decision-making authority. The mechanisms studied vest financing authority in very different bodies. In
the case of the dedicated funds in Croatia and Azerbaijan, these bodies include representatives from the
NGO community, which—depending on the independence of the NGO members and the general political
environment—may help balance the tendency of government representatives to make awards that directly
further government interests. For example, awards for programs that monitor government activity might
have a greater chance of being funded by a board that is independent of the governmental unit to be
monitored. In the case of procurement contracting, the authority is very often given to line ministries and
local government units, thus providing a decentralized scheme that can target support more effectively in
specific sectors and local communities. In this regard, it is important also to note that the Croatian
Foundation has delegated some of its grantmaking authority to four regional bodies. In the case of
subsidies, decision makers can include parliament, the government as a body, or various government
agencies or bodies individually. In the case of designation programs, a multitude of taxpayers make the
decisions among designated public benefit organizations, which tends to spread financing to a much
larger number of organizations who might otherwise lack the capacity to bid for awards under a more
structured mechanism. In contrast, subsidies are often decided through political channels—whether the
government or the parliament.

Recipients. We have seen that taxpayer designation systems reach a wide variety of recipients, including
small NGOs. At the other end of the spectrum, procurement contracting laws often favor the largest, most
sustainable organizations and are not the best tool for providing a lifeline to small and struggling NGOs.
A dedicated fund mechanism lies somewhere in the middle, depending on how it is structured. It can
provide smaller awards to a greater number of organizations if it wishes, and it can be more flexible in
structuring its programs, so that, for example, in the same tender process it might issue a number of
different awards of varying sizes. Subsidies, for those organizations which are in a privileged position to
get them, may be the most secure source of funding for a time, but they tend to be awarded to only a few
organizations on the basis of highly subjective criteria.

2 UNCITRAL stands for United Nations Commission on International Trade Law, which among other things
develops model legislation in compliance with World Trade Organization standards.
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Size of awards. Larger awards are seen to contribute more to an NGO’s ability to survive for a given
term, all other things being equal. Of course, program awards are usually keyed to a specific timeline,
and it is possible to spend a large amount of money over the same timeframe as a smaller amount,
depending on the nature of the program. Taxpayer designation schemes, with their extremely broad
reach, tend to provide funding to the greatest number of NGOs, but the other side of the coin is that
awards tend to be quite small and usually not enough to sustain many organizations without additional
support. But these designation schemes also are a great public awareness tool and encourage NGOs to be
more responsive and sensitive to public needs and preferences when evaluating their own missions and
programs. In that sense, designation schemes probably have a more profound effect on sustainability than
would be the case if equivalent awards were made by a dedicated fund or government body, at least in the
medium term.

Uses to which funding may be applied. As noted earlier, one of the severe difficulties with some funding
mechanisms is that they often restrict the use of funding for operational or administrative expenses. (This
is not limited to contracting laws; it can occur in grantmaking mechanisms as well.) These types of
restrictions can constrain an NGO that might otherwise be willing and able to implement a given
program, because the NGO might not have sufficient resources to fund non-programmatic costs.
Restrictions of this type also can compel an NGO to suspend operations between funded programs, which
can have a devastating effect on any organization if it cannot fund basic costs such as staff salaries, office
space, and so forth. By contrast, some of the dedicated fund mechanisms provide not only programmatic
and institutional support but also a variety of technical support programs designed specifically to assist
NGOs in their efforts to become sustainable.

In sum, public financing of NGOs is playing an increasingly important role in the countries covered by
the Sustainability Index. Nearly all the countries studied in the Index have employed at least one of the
types of public financing mechanisms considered here, and more are currently under consideration in a
number of countries. Careful consideration of the factors listed above can have a profound effect on the
efficacy of a mechanism, for better or worse, in terms of helping NGOs to become more sustainable.
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SECTION 5: COUNTRY REPORTS

ALBANIA

2008 Scores for Albania

NGO Sustainability
Legal Environment
Organizational Capacity
Financial Viability
Advocacy

Service Provision
Infrastructure

Public Image

Capital: Tirana

Polity:
Emerging Democracy

Population: *
3,639,453 (July 2009 est.)

GDP per capita (PPP):
$6,000 (2008 est.)
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NGO SUSTAINABILITY: 3.8

Approximately 450 active NGOs are registered
in Albania. The Albanian NGO sector
experienced slight improvements in its
sustainability during 2008, but significant
constraints remain.

Albania’s NGO sector is small and the enabling
environment is constrained. NGOs continue to
remain heavily dependent on donor funds.
Access to government or private funding is
limited. As a result, most NGOs orient their
operations to match available funding rather
than operating under their own strategic
approaches. Individual NGOs showed
improvement, but overall the NGO sector is
weak. Greater economic growth in Albania is

increasing the amount of potential domestic
funding for third sector activities, but this
investment remains insufficient to meet the
sector’s needs.

NGO Sustainability in Albania
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' Population and GDP figures in all reports are drawn from Central Intelligence Agency, The World Factbook
[https://www.cia.gov/library/publications/the-world-factbook/].
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LEGAL ENVIRONMENT: 3.7

Legal Environment in Albania
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The legal environment deteriorated during 2008.
The government made important changes to the
law without any consultation with the NGO
sector. An amendment to the Tax Code requires
all tax offices to apply 20 percent VAT to NGO
grants and service contracts. This legal action is
not consistent with the NGO law and has

ORGANIZATIONAL CAPACITY: 3.9

prompted NGOs to advocate strongly for its
reversal.

NGOs are permitted to earn income from
economic activities, but this income is subject to
taxation. As of February 2009, the prime
minister agreed to create a working group
involving NGO representatives that will
examine the issue of taxation of NGO grants and
earned income.

The NGO registration process remained largely
the same. NGOs located outside the capital are

still required to come to Tirana to complete the
registration procedure.

Lawyers trained on NGO legal issues continue
to be located primarily in the capital and are
quite limited in number. As a result, NGOs in
most of the country lack adequate legal
assistance.

NGOs with constituents, such as the Citizen
Advocate Office and the Mjaft! Movement, are
limited. In general, NGOs function with
volunteers and temporary staff, and few have
members.

Organizational capacity is strong in only a
handful of NGOs. Most NGOs lack solid
management structures and do not conduct
strategic planning. Some small, ineffective
NGOs that lack stable management systems and
financial resources have been unable to survive
the decrease in donor funding. A few NGOs
have outlined a clear strategic vision, possess
well-established structures and policies, and
have a recognized division of responsibilities
between the decision- and policymaking bodies
and the executive body. Even strong NGOs,
however, often adapt their strategic visions to be
consistent with those of donors. Usually
permanent, paid staff is limited and NGOs hire
additional staff on an as-needed basis for
specific projects that are donor-funded.

Some large NGOs applied for funds through the
European Commission, but they have had
limited success in receiving EC funding. NGOs
complain that the procedures are extremely
bureaucratic and that it is difficult to meet the
eligibility requirements.

Organizational Capacity in Albania
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NGOs have basic information technology, but
their resources do not allow for upgrading their
IT equipment. A limited number of NGOs, such
as Mjaft!, Institute for Development and
Research Alternatives (IDRA), Partners/Albania,
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Co-Plan, and Helsinki Committee have a
permanent presence on the Internet and

FINANCIAL VIABILITY: 4.5

publicize their successes and achievements on a
regular basis through newsletters or other means.

NGOs’ financial viability is still very dependent
on donor funding. The decrease in donor
funding makes it difficult for NGOs to maintain
financial viability. A well-coordinated strategy
on donor cooperation in the NGO sector is
lacking. NGOs also face difficulties in accessing
funds due to donors’ differing and bureaucratic
procedures.

Only a handful of NGOs have sound financial
management systems in place and are receiving
funding from a variety of sources. These few
organizations are becoming quite influential in
the public sphere.

Financial Viabilityin Albania
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In general, the NGO sector’s overall resources
are insufficient to meet its financial needs. Only
rarely do NGOs charge fees for their services or
engage in economic activities to support their
work. In addition, NGOs generally do not

ADVOCACY: 3.4

engage in fundraising, and Albania has no
culture of philanthropy.

Businesses have no incentives to sponsor NGOs.
NGOs have taken initial steps to develop and
promote the concept of corporate social
responsibility (CSR) within the business
community, aiming to increase business support
to the NGO sector. In 2008, a survey and report
by the Albanian Disability Rights Foundation
(ADREF) entitled “Corporate Social
Responsibility and Communities in Need”
identified a low level of recognition of CSR
concepts among businesses as well as NGOs,
and a lack of legislation to promote corporate or
individual philanthropy. UNDP also identified
this issue in a roundtable at which it presented a
draft report on CSR in selected Balkan
countries.

The government of Albania has increased its
support to NGOs by including a line item in the
state budget for contracting NGOs to provide
social services. These funds will be managed by
a new Civil Society Fund, which is expected to
become operational in 2009.

The level of cooperation between NGOs and
local government bodies continues to be a
positive development. Local governments are
increasing their support to NGOs that provide
services. Despite this improvement, the funding
is still limited.

In 2008, NGOs focused on advocacy primarily
because donor funds were channeled towards
advocacy-related projects. Cooperation with the
government declined, however, and positive
initiatives from previous years did not continue.
For example, the government made the decision
to apply the 20 percent VAT to grants and
service contracts without any process of
consultation with civil society. This affected the
positive relationship between the NGO sector

and the government. The donor community
repeatedly urged the government to foster a
better climate of cooperation with the NGO
sector. NGOs are usually affiliated with political
parties, worsening the situation.

Some positive developments occurred over the
last year, however. NGO advocacy efforts
largely targeted legislative improvements and
monitoring the implementation of laws and
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policies. NGOs participated actively in public
forums and advocated for legal reforms such as
adoption of the Gender Equality Law and the
Law on Changes in the Electoral Code, both of
which provide for a minimum 30 percent female

Advocacy in Albania
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SERVICE PROVISION: 3.7

representation in parliament. Civil society
organizations representing environmental NGOs
and business associations succeeded in lobbying
efforts.

The Law on Local Borrowing was adopted
unanimously by the Albanian parliament in
February 2008 due to a strong advocacy
campaign organized by the Albanian
Association of Municipalities. Some think tanks
and disability NGOs have successfully
advocated for a barrier-free environment by
participating in urban planning reform. In
addition, these organizations have worked with
business associations to promote licensing
reform.

Service Pravision in Albania
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The number of NGOs providing services to their
constituents is gradually increasing. NGOs are
providing a growing range of basic social goods
and services that reflect the needs of their
constituents and stimulate NGOs’ capacities as
service providers. These services are mainly in
the areas of social services, health, education,
training, and social rehabilitation.

Central and local government bodies
increasingly recognize NGOs as service
providers. During 2008, more than 110 NGOs
were licensed by the central government to offer
a range of services for disabled people, abused
women, abandoned children, the elderly, and
youth. These NGOs’ services included day care
centers, counseling, community services,

information centers, centers for elderly people,
and rehabilitation and integration centers.
Despite the increase in number, the quality of
services provided leaves much room for
improvement. NGOs charge small amounts for
services and never recover their full costs.

A network of NGOs provides services to victims
of domestic violence and victims of human
trafficking. This network is primarily supported
by the donor community. To date the
government has not supported it, despite
repeated promises.

The Ministry of Labor and Social Affairs in
cooperation with the World Bank has
implemented a major project in the area of social
services in Albania. The main objective of the
project is for ministry-licensed NGOs to deliver
services in communities. This project has
supported the creation of forty-five new centers
that offer social services in communities in eight
regions throughout Albania. The ministry’s
social services inspectorate conducts monitoring
in order to guarantee the quality of the services
delivered by NGOs.

The Albanian government has started a process
of decentralizing social services to better target
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vulnerable groups. Some social services for
vulnerable groups have been transferred to the

INFRASTRUCTURE: 3.9

local level, where NGOs and local government
structures are managing them.

NGO infrastructure generally deteriorated
during 2008, but coordination and collaboration
between NGOs began to increase. The Civil
Society Development Centers that used to
provide support to local organizations
throughout the country closed due to shrinking
donor funds. These organizations were widely
recognized for the provision of a broad range of
support services, such as computer usage and
Internet access, and served as training providers
and sources of information for local NGOs.
Despite this loss, active NGOs such as
Partners/Albania Resource Center and ADRF
provide trainings and consulting services to local
NGOs. These organizations are mainly located
in the capital city, however, and it is difficult for
NGOs from remote areas to access their
services.

No local grantmaking organizations exist in
Albania to address locally identified needs and
provide assistance to local NGOs to implement
community projects.

Despite the challenges mentioned above, NGOs
are becoming increasingly aware of the benefits
of working together and having stronger
communication with one another. Several
coalitions, such as Disability and Development
Coalition Albania and Together against Human

PUBLIC IMAGE: 3.8

Trafficking, are strongly supported by the donor
community and their future sustainability is
questionable. Usually NGOs operate in isolation,
but they are increasingly aware of the necessity
to target and involve all relevant stakeholders at
the national and local levels. ADRF operates at
the district level through a network of lawyers,
offering free legal aid to people in need, while
attempting to establish networks to address
issues of importance for the community.

Infrastructure in Albania
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These networks include all relevant
stakeholders, public and private. In 2008, the
central and local governments in five districts
requested ADREF’s technical support to complete
local action plans on implementation of the
national disability strategy.

NGOs have increased their visibility in the
media and obtained wider coverage of their
events and press releases, but not in a systematic
way. The media generally portray positively
NGOs’ role in civil society. The media-NGO
relationship depends on the personalities of
NGO leaders, however. Some NGOs appear
quite often in the press due to their strong
personal ties with the media.

The media widely covered the release of the
Transparency International report on corruption
in Albania, as well as the release of the

“Corruption Perception Survey” by IDRA, a
reputable NGO. The public also has a high level
of trust in these organizations. According to the
2008 “Corruption Perception Survey,” nearly 40
percent of the public is aware of the role civil
society plays in the fight against corruption,
versus 30 percent in 2007.

The government often invites business
associations to participate in roundtable
discussions as sources of expertise. Reputable
NGOs, such as the Helsinki Committee,
Transparency International/Albania, and the
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Public Image in Albania

4 B S £ " b o > o o 2 b
'\qcb NQQ \%‘% "|,QQ "E:Q '196 "|S§) o q'QQ q'QQ ?196 1190
10 L L L L
a0 41t F7+0 29 38 38
45 46 45 .
= 2.0 2.0
a0 ¥ v
7.0

Mjaft! Movement, regularly publicize their
activities and promote their public images. The
leaders of these NGOs have become more
sophisticated in delivering strong messages to
the public and playing their roles as advocates
for change.

Some leading NGOs are in the process of
adopting a code of ethics. Only a handful of
NGOs publish annual reports to demonstrate
transparency and accountability in their
operations.
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ARMENIA

2008 Scores for Armenia

NGO Sustainability
Legal Environment
Organizational Capacity
Financial Viability
Advocacy

Service Provision
Infrastructure

Public Image

Capital: Yerevan

Polity:
Republic

Population:
2,967,004 (July 2009 est.)

GDP per capita (PPP):
$6,600 (2008 est.)
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NGO SUSTAINABILITY: 4.0

The estimated number of registered public
organizations in Armenia, including membership
NGOs, foundations, and associations, is upwards
of 4,000. By most estimates, however, only 10
tol5 percent of these registered organizations
are actively pursuing their missions at any given
time.

The overall sustainability of Armenian NGOs
remained largely unchanged in 2008. Certain
positive trends emerged, in addition to certain
setbacks. The post-presidential election unrest
in Armenia in March 2008 and the ensuing state
of emergency and greater security controls had a
notable, albeit indirect, impact on the mobility
and activities of NGOs. Because of stringent
state-of-emergency rules, NGOs were not able to
carry out their regular activities in the capital
Yerevan, and had to significantly reduce or
cancel public events. After the state of
emergency was lifted, well-established and
strong NGOs bounced back and resumed their
activities with a greater sense of common

purpose.

Armenia has typically been a funding-rich
environment for NGOs, but the prospects for
international funding are dwindling as a result of
new demands on foreign assistance and donor

NGO Sustainability in Armenia
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insistence on impact and greater public or
private cost-sharing. This decrease in funding
has led to a gradual weeding out of weaker
NGOs and those focused on ever-shifting donor
agendas, leaving stronger, mission-oriented
NGOs room to broaden their service and
advocacy portfolios. Many NGOs improved
their financial and organizational structures, and
revised their human resource, financial and
programmatic management policies to introduce
greater functionality and formality in their
operations. NGO training providers noted
greater demand for training addressing these
issues.

NGOs are pushing harder on both open and
closed doors in national and municipal
government through focused advocacy
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initiatives. The public perception of NGOs
remained generally positive. This was a result of
their active participation in 2007 parliamentary
elections and presidential and local elections in
2008, as well as the visibility of informal youth
movements in the run-up to and aftermath of the
national elections. NGOs were also successful
in developing cooperative relationships with the
Armenian government, especially in the regions.

LEGAL ENVIRONMENT: 3.9

In 2008, sixty Armenian NGOs initiated a new
collaborative network with the National
Assembly.

NGO sustainability is still adversely affected by
the prevailing legal framework, which does not

allow for the growing diversity and complexity

of the non-state sector.

Legal Environment in Armenia
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The NGO sector is regulated by three laws: the
Law on Public Organizations, the Charity Law,
and the Law on Foundations. The majority of
NGOs are registered under the Law on Public
Organizations, which requires new organizations
to register with the State Registry based in the
Ministry of Justice. The process is somewhat
expensive and burdensome, particularly for
groups that have to travel from the provinces.
While there are no plans to change the process,
there have been some minor improvements. For
example, offices that issue required seals have
opened in the provincial centers, allowing newly
registered organizations to order and receive
their official seals locally.

NGOs claim that the registration process is
corrupt and difficult in practice. Some NGOs
reported that they were asked to pay “fees” to
accelerate the process. Officials eventually

ORGANIZATIONAL CAPACITY: 3.9

registered NGOs, although with delays and
additional bureaucratic obstacles.

There were numerous cases of administrative
impediments to NGO operations in the aftermath
of presidential elections in Armenia. The
government banned all public gatherings and
discussions under a twenty-day state of
emergency. A number of NGOs found it
impossible to regroup and work with their
communities for as long as six months after the
presidential elections because of a fear of
government harassment. NGOs practiced self-
censorship, a new phenomenon in the post-
Soviet Armenian NGO sector, out of fear of
government targeting. In addition, tax inspection
officers visited several national-level, politically
active NGOs on an ad hoc basis in the weeks
following the elections, but none of the NGOs
reported prolonged or unfair treatment.

The legal framework prevents NGOs from
generating income and fails to provide beneficial
tax exemptions. NGOs registered under the Law
on Public Organizations are prohibited from
engaging in direct income-generating activities,
although foundations may. In addition, the law
only permits NGOs to register as general
membership organizations, which prevents the
adoption of organizational structures such as
boards of directors or advisory councils.

NGOs continued to improve their organizational
capacities in response to the increasingly
competitive environment created by the decline
in grant opportunities. Many NGOs are engaged

in strategic planning and are making efforts to
identify and advocate for their constituents and
beneficiaries. At the same time, however, NGOs
demonstrated little to no capacity to mobilize
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their constituencies or the broader public in the
aftermath of the presidential elections. During
the elections, NGOs mobilized around the
common cause of free and fair elections.

The decline in funding has nevertheless led to
certain positive changes in planning and
strategic programming practices, which have
become institutionalized in stronger national-
level NGOs. NGOs placed greater emphasis on
actively soliciting funding from corporations and
the national government. Three government
social service contracts were granted to national
NGOs in 2008, and a leading
telecommunications company and IT sector
organization funded three strategic partnerships.
The quality of NGO personnel has improved
and, as a result of donor requirements, a number
of NGOs now have clearly defined staff
responsibilities.

Though many continue to be driven by a single
charismatic leader, more NGOs, especially
youth-led groups, are adopting a more inclusive
approach toward management and leadership
within the organization and across coalitions.

FINANCIAL VIABILITY: 5.2

Organizational Capacity in Armenia
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The overly simplistic Law on Public
Organizations and the Soviet legacy of
normative interpretation of legislation prevent
organizations from adopting a more effective
model of NGO management with boards of
directors. NGO boards continue to be poorly
integrated into organizations and do not
contribute to improved accountability and
impact.

Most organizations have adequate equipment for
their operations. Access to the Internet,
however, is spotty throughout the country.

As a result of the overall decline in grant
opportunities, many organizations are surviving
from grant to grant or seeking alternative
funding sources. NGOs now actively seek
private funding as well as support from
international donors that have not had a strong
presence in Armenia in the past. Local sources
of NGO funding are still limited, although there
are some positive developments. The
government continues to provide small-scale
funding to NGOs, primarily in the areas of social
services for vulnerable populations, public
awareness, and health campaigns. Recipient
organizations tend to be pro-government and
noncontroversial. NGOs have new, although
limited, opportunities to receive funding from
local self-governing bodies. Local businesses
and individuals have increased their support of
NGOs over the past two years. Such funding is
still very modest, however. Businesses lack tax
breaks or other incentives to engage in
philanthropic activities.

Financial Viability in Armenia
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Discussion between the government and the
NGO community on a 1 percent law that would
earmark public funding for the NGO sector was
tabled in 2007. In 2008, a national NGO,
Professionals for Civil Society (PFCS), used the
post-election environment as an opportunity to
revive a discussion with government agencies on
sector-wide legislative reforms, including the 1
percent law. PFCS along with the Foundation
for Small and Medium Business, NGO Center,
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Mission Armenia, and ARAZA Benevolent
NGO successfully advocated for the
development of social partnership frameworks to
provide municipal budget allocations for NGO
activities and social services in five large and
midsize municipalities. Most of these social
partnerships were funded out of the 2009
municipal budgets and only recently became
operational.

Many organizations fear that they will be
targeted by the tax authorities if they engage in
economic activities, although in the last year an
increasing number of NGOs began establishing
affiliated for-profit entities that were used to

ADVOCACY: 3.6

generate income from entrepreneurial activities.
The government justifies its restrictions on
economic activity by claiming that nonprofit
organizations will evolve into de facto for-profit
organizations hiding behind their nonprofit
status.

NGOs’ financial management systems have
noticeably improved and more NGOs have
effective systems in place. NGOs often fear that
by providing accurate records, they will attract
excessive attention from the tax authorities. As
a result, their financial disclosures may not
always reflect reality.

Advocacy in Armenia
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NGO advocacy campaigns resulted in important
impacts on the community and national levels
during 2008. NGOs continued to be articulate in
engaging the government at all levels and
became savvier about targeting their advocacy
initiatives. In general, there is broader
cooperation between NGOs and local
governments. While many NGOs take part in
decision making at the community and regional
levels, they are more passive at the national level
and have less access. This may be because
national government agencies do not recognize
NGOs’ capacity to contribute to the process, or
because the NGOs are unable to demonstrate
their added value. Nevertheless, NGOs make
regular, substantive contributions to legislation
and ongoing policy issues. A noteworthy
example in 2008 was in the area of consumer
protection rights. NGOs challenged the
circumvention of consumer safety standards

by importers and chain markets owned by
government-affiliated business entities. NGOs,
led by consumer rights groups, succeeded in
removing expired consumables from chain
supermarkets at the importers’ and market
owners’ expense.

The executive branch is taking NGOs more
seriously in the implementation of public policy.
In mid-2008, two national NGOs, Community
Cooperation and Dialogue Initiatives and
Professionals for Civil Society, successfully
lobbied the Ministry of Social Security and
Labor to include provisions in its revised charter
mandating NGO feedback mechanisms and
consultations on policy issues such as pension
reforms and disabled services.

The new presidential cabinet began mandating
greater transparency in operations at the
ministerial level, both as a result of increased
pressure from civil society and political forces
and as a means of engaging NGOs. The
government working group charged with
revision of the anti-corruption strategy reached
out to Transparency International Armenia for
its expertise, even though TI had quit monitoring
the last strategy to protest government inaction
and former officials’ inflammatory remarks.

At the end of 2008, a group of sixty
organizations began formalizing a collaborative
network to work with the National Assembly.
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The network started working with parliamentary
standing committees on organizing public
hearings and developing policies.

Municipal government bodies have also been
active in soliciting NGO input on policy and

program implementation. After the successful

SERVICE PROVISION: 3.9

adoption of social partnership policies and
budget allocations in five cities in 2008, six
more cities, Kadjaran, Meghri, Agarak,
Noyemberian, Masis and Artashat, made local
budget disbursements to NGOs and sought NGO
participation in government grant selection
committees.

Service Provision in Armenia
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Service provision by NGOs has continued along
a trajectory of consistent growth, better quality
and greater transparency. NGO services range
from soup kitchens and medical assistance to the
elderly and vulnerable, to legal advising,
capacity building and grant management. NGO
services enjoy broad public recognition.

To some extent, NGOs are developing social
partnerships with government ministries. After
the appointment of the new cabinet and at the
urging of the new prime minister, ministries
began tapping into the wealth of NGO expertise.
The government took advantage of NGO
capacity in areas such as consumer safety
(particularly food safety), pension distribution,
and small and medium enterprise development.
The prime minister included verbatim proposals
from the USAID-supported Foundation for
Small and Medium Business in his SME

INFRASTRUCTURE: 3.5

development programs and budget requests to
parliament, which approved the proposals.

Even though the national government greatly
limits the authority and budgetary independence
of municipal governments, the period leading up
to local elections in fall 2008 was used by a
number of NGOs to push forward service-
oriented programs at the local level. Examples
included grantmaking efforts on behalf of local
government to disability organizations. NGOs
also cooperate with the Ministry of Social
Security. The ministry contracted out the
operation of one of its disabled day care centers
to the Mental Health Foundation. Three new
soup kitchen operations were contracted out to
Mission Armenia, and Meghvik NGO in Gyumri
received a major government grant to renovate
and rebuild its children’s service center to
provide marz (province) level services to
socially vulnerable children.

NGOs and coalitions provided citizens with
services such as legal consultations and advice
on consumer and electoral issues. One national
coalition, the 2008 Legal Initiative, provided
legal representation on electoral fraud cases.

Discussions between the government and NGOs
on issues related to the legal environment
governing service provision, including fees for
services, licensing and procurement, resulted in
little movement.

Intermediary support organizations (ISOs)
operate throughout Armenia with donor funding,
and continue to bolster their service portfolios.
Services provided by ISOs supported by
USAID, UNDP, OSI, and the EU grew in

quality and quantity. ISOs’ client bases
diversified to include small business, local
government and international organizations, as
well as Armenian diaspora entities.
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ISOs’ incomes increased more than threefold
compared to the previous year, confirming a
change in NGO culture as more NGOs are
willing to pay for the services of Armenian [SOs
and experts. Of the total income generated, 81
percent—about $50,000—was money paid for
services, independent of donor funds.
Nevertheless, not all NGOs are able to pay for
services without donor assistance. Legal
limitations on income generation prevent ISOs
from becoming sustainable in the long term
without continued donor funding or the
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PUBLIC IMAGE: 3.9

establishment of for-profit subsidiary
organizations.

The number of NGO coalitions has increased
and there is anecdotal evidence of long-term
coalition planning. Although coalition initiatives
are increasingly driven more by NGOs rather
than dictated by donors, their sustainability still
depends greatly on donor funding.

At least eight coalitions formed and began
operating as a result of a USAID-supported
grants program for election outreach and
advocacy campaigns. Of these eight coalitions,
three transformed into permanent networks,
including an anti-corruption advocacy network,
a network working on legal reforms to facilitate
NGO sector sustainability, and an election
observation and reform network in the southern
provinces of Armenia, which parlayed a major
election observation program into a permanent
network of electoral and governance reform
activists. At the end of 2008, this coalition began
operating anti-corruption centers in the
politically volatile southern region.

Media coverage and public perception of NGOs
has improved, especially after NGOs’ active role
in the 2007 and 2008 elections. NGOs are
becoming increasingly sophisticated in their
media outreach efforts and the media shows
more interest in their activities. NGOs are no
longer defamed as “grant-eating” organizations.
Generally NGOs continue to conduct public
relations in a reactive mode, rather than
proactively building relationships.

During the post-election turmoil there was a
media blackout and no NGO-organized

events were covered, even outside of Yerevan,
where the state of emergency did not extend.
Regional NGOs, including human rights and
media freedom groups in the northern towns of
Gyumri and Vanadzor, defied informal local
blackouts and continued their activism in the
post-presidential election period.

In one national advocacy campaign, which pitted
environmental and transparency NGOs against

government agencies and big business, NGOs
were regularly labeled by the media as foreign
agents and spies in an effort to discredit their
efforts.

Public Image in Armenia
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The government’s perception of NGOs has
improved and government entities recognize that
NGOs can be an asset in their policy agendas, as
evidenced by greater efforts to turn NGOs into
GONGOs or PONGOs (NGOs created or co-
opted by political parties to give political
activities the appearance of civic activism).
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NGOs lack effective self-regulation and publish
annual reports only in isolated cases. They
operate in a regulatory vacuum and an
environment in which accountability is not

regularly demanded by members, beneficiaries
or public authorities. When authorities demand
accountability, this is usually linked with
politically motivated objectives.
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AZERBAIJAN

2008 Scores for Azerbaijan

Capital: Baku

NGO Sustainability
Legal Environment
Organizational Capacity
Financial Viability
Advocacy

Senvice Provision
Infrastructure

Public Image

Polity:
Republic

Population:
8,238,672 (July 2009 est.)

GDP per capita (PPP):
$9,500 (2008 est.)
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NGO SUSTAINABILITY: 4.8

During 2008, the sustainability and capacity of
the NGO sector was slightly higher than in 2007.
NGOs made modest increases in their efforts to
mobilize their constituencies, engage in policy
dialogue, monitor and evaluate government
effectiveness, and improve service delivery in
communities. The number of registered NGOs in
Azerbaijan is approximately 3,100.

NGO Sustainability in Azerbaijan
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Despite progress in some areas, the NGO sector
in Azerbaijan is still restricted due to
government interference, increased competition
for limited financial resources, weak constituent
relationships, and a lack of public awareness of
civil society’s work and relevance.

Noticeable progress has been made towards
sustainable cooperation as a result of the
president’s initiative to create the Council on
State Support to NGOs. USAID led the initiative
to bring together Baku-based international
partners and addressed a joint letter to the
presidential office with recommendations of
international best practices in this field. Most of
these recommendations were accepted upon
creation of the council. The council was
established by presidential decree and has eleven
members—eight NGO representatives and three
governmental representatives. The NGO
representatives were nominated by NGOs and
approved by the president. The president
appointed the governmental representatives. In
August 2008, the council awarded grants worth
more than $1.2 million to 191 local NGOs. The
government plans to issue $3 million in grants to
NGOs in 2009.

In spite of the legislative framework regarding
registration, some NGOs have experienced
unreasonable constraints as officials found fault
with the names of organizations, required
organizations to change their charters, denied
registration with limited explanation, and
demanded multiple submissions of registration
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documents. International and local NGOs
combined efforts to create a more favorable
legislative environment for NGO sector
development. NGOs prepared several draft laws,
including a draft Law on Volunteers, which
were submitted to the parliament.

A majority of NGOs still depend heavily on
funding from international donors, although
NGOs are making serious attempts to raise funds
in support of ongoing projects. NGOs have
started actively submitting project proposals to
local businesses and adding cooperation with
them as a component of new projects.

LEGAL ENVIRONMENT: 4.8

NGO experts are invited to parliamentary
discussions related to legislation, demonstrating
growing government recognition of the third
sector. This process tends to be ad hoc, however.

Cooperation between local authorities and
NGOs in the regions outside the capital is still
poor. In some cases, local officials attempt to
control the activities of NGOs and create
obstacles if NGOs fail to inform authorities in
advance about their activities. NGOs based in
the regions demonstrated more activity in 2008
as a result of support from international donors
and the central government. NGOs cooperated
successfully with municipalities to increase
budget transparency and civic engagement.

On December 13, 2007, the President of the
Republic of Azerbaijan signed a decree
establishing a Council on State Support to
NGOs. The decree incorporated
recommendations prepared by international
organizations. Among the council’s primary
responsibilities is the creation of an enabling
legal environment for NGOs.

While the law on NGO registration is in force,
the process itself remained burdensome and
there were frequent and lengthy delays in
obtaining certificates of registration from the
Ministry of Justice. In 2008, 276 NGOs were
registered.

NGOs feel that their activities are closely
monitored and controlled. Most NGOs believe
that a list of “favorable” and “unfavorable”
NGOs exists among local and executive
authorities. Local NGOs that are considered to
be engaged in political activities are believed to
be on the list of unfavorable NGOs. Several of
these NGOs received government funding
through the State Council on Support to NGOs,
however.

There were some reported cases of NGOs being
dissolved. The government has stated that these
NGOs had technical issues with their

registration documents and will be re-registered

Legal Environment in Azerbaijan
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when the problems are corrected. The most
notable case was the Election Monitoring
Center, which receives support from USAID, the
British government, OSCE, and other
international donors.

Local NGOs pay 22 percent of their
consolidated payroll to the State Fund of Social
Insurance. If a bilateral agreement exists
between Azerbaijan and a donor country, then
the donor’s NGO grantees are exempted from
this tax. The employees of such NGOs are still
required to pay income tax and social insurance
tax on their salaries, however.

On December 16, 2008, the Milli Mejlis
(parliament) of Azerbaijan adopted an
amendment to the Code of Administrative
Offences increasing from AZN 20-25 ($25-$31)
to AZN 20002500 ($2500-$3100) the fine if
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NGOs do not report about grants they have
received within one month of signing a donor
contract. Some NGOs think that this will make
NGOs more responsible in terms of reporting,
while others consider the amendment a tool for
strengthening governmental control over NGOs.
NGOs complain that companies they approach
for services make no distinction between
business entities and nonprofit organizations.
NGOs believe that tax incentives for companies
to offer discounted services to NGOs would
support their efforts to achieve financial
sustainability. For instance, NGOs and
businesses pay the same rate for placing an
advertisement, installing a telephone line or
subscribing to Internet service.

ORGANIZATIONAL CAPACITY: 4.6

A coalition of local NGOs developed a draft
Law on Charity and submitted it to the
parliament, but the draft has not been discussed
or approved. The law would enable local and
international businesses to receive tax incentives
for funding charitable activities. A draft Law on
Voluntary Activity was prepared with assistance
provided by the USAID Civil Society Project
and the Not-for-Profit Law Advocacy Coalition,
and was submitted to parliament in October
2008. It has passed two readings and is
scheduled for a third and final reading in 2009.

NGOs are legally allowed to apply for
government tenders, but the tender process lacks
transparency and few NGOs compete
successfully.

Organizational Capacity in Azerbaijan

Nl & & ~ T I ] o A v
3] a N £ £ 9 £ 9 O £
SN, . S S U S

1

4l

57 50 &0 48 47 4T 4T 4B 4B

50 GWP
4

70

Local NGOs improved their constituency
outreach. NGOs organized thematic roundtables
and forums involving their constituents and
other stakeholders at the national and local
levels. For example, the Center for Economic
and Social Development held a series of
roundtables on the topic of public control over
health sector expenses in Baku, Salyan, Terter
and Shamkir. The Education for Youth Center
conducted a number of successful seminars for
students and youth. The Public Finances
Monitoring Center held discussions on
participatory budgeting at the state level in
Baku, Guba and Sheki.

Due to the demands of international donor
agencies, increased numbers of NGOs
restructured their internal management and

adopted international best practices. During the
past year most NGOs have improved their
reporting techniques and increased access to
information about their programs and financial
reports. Many NGOs still lack transparency in
their internal management, however.

Though many NGOs are increasingly
professional and focused on well-defined
missions, many continue to engage in activities
outside of their missions to secure additional
funding. Some NGOs, especially those based in
the regions, still lack an internal management
structure and understanding of the importance of
strategic planning.

A major problem facing NGOs is their ability to
retain qualified and professional staff after
completion of a grant project. Sometimes an
NGO is composed of only one permanent staff
member. Usually employees are recruited based
on the immediate demands of current projects
and grants.

Generally, NGOs in Baku have better
technology and equipment than their
counterparts outside the capital. Many NGOs,
particularly newly established NGOs, complain
that most donors do not allow the purchase of
equipment within project budgets.
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FINANCIAL VIABILITY: 5.7

Most NGOs, especially in the regions, lack
efficient financial management systems and
internal control policies. Despite a presidential
decree applying international accounting
standards to NGOs, no designated program
trains NGOs regarding the application of those
standards. NGOs complain that it is difficult for
them to organize training sessions for
appropriate staff on bookkeeping and to retain a
professional accountant after the completion of a
project. This often leads to a situation where one
accountant works for four or five NGOs at the
same time, limiting their ability to put sound
financial systems in place. Some local NGOs
that are engaged in longtime partnerships with
international donors have good financial
management policies. Most NGOs cannot afford
to hire an external auditor unless it is funded and
required by the donor.

Financial Viability in Azerbaijan
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ADVOCACY: 4.8

The Council on State Support to NGOs awarded
191 NGOs with grants in August 2008. Many
of the grantees are either newly established or
have limited experience managing grant funds.
To build NGOs’ financial viability, the Council
on State Support to NGOs is undergoing an
effort with the support of the USAID Civil
Society Project to institutionalize international
best practices for grantmaking, financial
management, and project management.

The Council on State Support to NGOs is
funded from monetary reserves; NGOs
specializing in public financing believe that
these funds are secure through 2010. The
council is seeking partnerships with bilateral and
multilateral donors to continue long-term public
financing.

Local philanthropy is at the same level of
development as it was in previous years, but
NGOs and municipalities cooperated with local
businesses and Azerbaijanis working abroad. In
one example of an NGO-business partnership,
the Alliance of NGOs on Children’s Rights
cooperated successfully with Azerbaijan’s major
mobile telecom operator, AZERCELL, in
implementing two projects.

Local NGOs’ efforts to build effective coalitions
for advocating on issues important to their
constituencies visibly increased. During 2008,
several advocacy coalitions began working on a
number of important issues. NGOs gained skills
working together in coalitions.

A coalition led by the Association of Women
with University Degrees and the Ganja Regional
Women’s Center conducted an advocacy
campaign on prevention of early marriages. The
campaign included legal assistance to young
women, educational training sessions for
constituent groups, community meetings, and
raining for local government service providers

Advocacy in Azerbaijan
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and social protection and health department
employees.
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The Economic Research Center began
implementing a project on an alternative poverty
assessment methodology. The assessment,
analysis of findings, and policy
recommendations will be provided to key
government ministries to help the government
design targeted poverty alleviation interventions.

In general, NGOs feel there is increased
cooperation between NGOs and the government.

SERVICE PROVISION: 4.6

NGOs and NGO coalitions are allowed by law
to work on legislative initiatives and present
them to parliament. Significant work has been
undertaken towards improving budget
transparency of local municipalities and
increasing the public role in local decision
making. Among the most successful
municipalities in this regard are Jil in the
Lenkoran region and Ahsagi Tala in the Zagatala
region.

The spectrum of services provided by the NGO
sector was largely unchanged, covering the areas
of humanitarian relief, environmental protection,
gender, youth, human rights issues, civic and
legal education, health, and economic
development. Although NGOs are increasingly
trying to focus on issues that are consistent with
their missions, NGO leaders report spending
more time implementing donor priorities.
Donors’ emphasis is primarily on preschool and
secondary education facilities, primary health
clinics, elections, humanitarian support, social
and economic development, human rights
protection, water supply systems, and
environmental activities.

NGOs continue to organize and facilitate
seminars, workshops, trainings, and public
education and awareness projects. They are
involved in state development programs, such as
the State Program on Socio-Economic
Development of Regions. NGOs are involved in
increasing dialogue between the government and
citizens, and conducting policy research.

Some NGOs charged fees for their services to
support the basic needs of their organizations.

INFRASTRUCTURE: 4.4

Service Provision in Azerbaijan
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However, most of them provide free services
with donor support, such as legal services to
internally displaced persons and vulnerable
segments of the population. Some NGOs offer
traditional fee-based services, such as training in
computer skills, English language, and
accounting.

Grants made by the Council on State Support to
NGOs hold some potential for improving
NGOs’ capacities in service provision. The
council’s requests for applications reflect the
results of needs-based analysis and demand
performance accountability from grantees.

Although most NGOs have passed through their
early start-up phase of development, many still
need improvement in terms of access to
electronic communications between rural NGOs,
government, and international agencies
operating in the country and overseas. Some
specialized NGOs publish literature related to
NGO management and legal and tax issues. The

number of publications issued by NGOs
specializing in such subjects as legislation,
taxation, economic development, and human
rights has increased. A small number of NGOs
subsidize their operations with basic fee-based
services. Some NGOs offer training courses
such as computer skills, accounting, and
languages.
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The NGO Resource and Training Centers in
several regions of the country, including Gabala,
Mingechevir, and Ali-Bayramli, continue to
organize free capacity building trainings and
information services for NGOs, as well as
conduct regional roundtables with the

PUBLIC IMAGE: 4.9

participation of NGOs, government officials and
the donor community.

A number of NGOs working in the same fields
are operating joint websites, such as
www.ngoalliance.net (Azerbaijan NGO Alliance
for Children’s Rights), www.nbg.az (National
Budget Group), www.anticorruption.az (Young
Lawyers against Corruption), and www.gender-
az.org (Azerbaijan Gender Information Center).
In addition to the popular online resource for
development and humanitarian NGOs, Azerweb
(www.azerweb.com), the site www.mgqfxeber.az,
operated by the National NGO Forum of
Azerbaijan, is also a useful resource for NGOs.
These sites provide information on vacancies
and trainings as well as virtual space for debates
and exchanges of views.

In 2008, media coverage of the NGO sector
visibly increased. Local NGOs actively worked
with mass media, prepared press releases, and
organized press conferences about the launch or
completion of their projects. A number of NGOs
maintain high-quality, up-to-date websites, such
as Economic Research Center (www.erc-az.org),
Public Finance Monitoring Center
(www.pfmc.az), Praxis (www.praxis.az), and
Center for Economic and Social Development
(www.cesd.az).

Public Image in Azerbaijan
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The Council on State Support to NGOs has
begun issuing its own monthly journal about the
activities of NGOs in Azerbaijan. The journal
Civil Society is distributed to ministries,
departments of the presidential administration,
international organizations, and local NGOs

through the National NGO Forum and various
NGO coalitions. Interested readers can also
download the journal from the official website
of the council, www.cssn.gov.az. The journal
contains valuable information about the future
plans and current activities of the Council on
State Support to NGOs, gives updates on
projects implemented by local NGOs, and
features interviews with NGO leaders and
government officials.

NGO experts are frequently invited to talk
shows and radio debates. Newspapers print
detailed information about NGO activities in
Azerbaijan. Some newspapers, news agencies
and online journals such as AzerPress, Turan,
Azeri-Press Agency, Day.Az, Zerkalo, and
Today.az cover NGO sector activity on a regular
basis. NGOs that work on human rights are the
most recognized by the public, whereas those
working on social projects are known only by
their constituencies.

In some cases government officials rely on
NGOs as a community resource or as a source of
expertise and credible information. NGOs
working on human rights and democracy issues
are often obstructed by central and regional
authorities.
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BELARUS

2008 Scores for Belarus

NGO Sustainability
Legal Environment
Organizational Capacity
Financial Viability
Advocacy

Service Provision
Infrastructure

Public Image

Capital: Minsk

Polity:
Republic in name

Population:
9,648,533 (July 2009 est.)

GDP per capita (PPP):
$12,000 (2008 est.)
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NGO SUSTAINABILITY: 6.0

The NGO sector in Belarus remained at the
same level of sustainability over the past year,
though the situation showed a gradually
worsening tendency.

NGO Sustainability in Belarus
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About 2,300 NGOs, seventy-three foundations,
and twenty-one associations are registered in
Belarus. According to statistics from the website
www.pravo.by, as of November 14, 2008, sixty-
nine national NGOs were newly registered in
2008. The number of registered local NGOs is
1,350, and fifty-three registered in 2008. Nine
foundations registered, as well as two NGO
associations and many branches of political
parties, trade unions, and NGOs. The
registration of 7,628 new NGO branches
suggests that it is easier to register branches of

existing NGOs than to register a new
organization.

Many NGOs have failed to register, or have lost
their registration. The number of unregistered
NGOs is close to the number of officially
registered NGOs, an indication that the sector
has increasingly moved underground in order to
keep functioning.

Registration continues to be problematic for
NGOs that are not openly pro-government and
for those that are blacklisted for their activities.
Movement for Freedom, led by former
presidential candidate Alexander Milinkevich,
was denied registration three times before it
obtained its formal status in 2008. The NGO
Nashe Pokolenie, uniting senior citizens and
pensioners, was also denied registration.

The legal environment has been hostile to NGOs
for several years. NGOs are adapting to the
difficult legal situation in order to carry out their
activities.

Advocacy skills of some NGOs, such as
women’s NGOs, entrepreneurs’ associations,
and NGOs for people with disabilities,
improved. A coalition of women’s NGOs led an
advocacy campaign which in September 2008
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resulted in government approval of the National
Action Plan on Gender Equality for 2008-2010.
Overall, NGO advocacy efforts are impeded by
the environment.

NGOs remain dependent on foreign donors.
Service provision by NGOs varies according to
the amount of funds raised from foreign
donors.NGO infrastructure has slightly
improved due to NGOs restructuring their
functions. Some NGOs assumed the functions of
resource centers and grantmaking intermediary
support organizations (ISOs). NGOs’ public

LEGAL ENVIRONMENT: 7.0

image, however, is worsening. NGOs are
constantly marginalized and state-controlled
media intensively promote GONGOs. New
GONGOs like Belaya Rus, which has over
12,000 members, have been registered.

While NGO experts considered NGO
sustainability to be deteriorating, the overall
score remains the same as last year only because
of the fact that the situation in the sector is
uneven. The most mature Belarusian NGOs,
however few, continue functioning and reaching
their tactical and strategic goals.

Registration of new NGOs depends on the will
of the relevant government bodies. For example,
during the last year only five out of ten groups
that received legal assistance with registration
from the Assembly of Democratic NGOs of
Belarus and the Foundation for Legal
Technologies Development were able to
register. Organizations such as Belaruskaya
Khristianskaya Demokratia (Belarusian
Christian Democracy), Malady Front (Young
Front), and Movement Za Svabodu (Movement
for Freedom) were refused registration several
times. Their members are potentially criminally
liable for participating in the activities of an
unregistered organization and could be charged
and imprisoned.

The law obliges NGOs to have a legal address at
rented premises. NGOs are not allowed to have
offices in privately owned apartments or houses,
and must register at nonresidential premises,
most of which are owned by state agencies or
state-controlled companies. In April 2008,
Presidential Edict no. 533 came into effect
introducing new rules on state property rentals
and putting NGOs on the same rent scale as
commercial entities. This measure has increased
rents for NGOs tenfold and forced many NGOs
whose activities are not of a “humanitarian
nature” to dissolve.

Belarusian laws limit NGO fundraising and use
of particular sources of funding. To receive and
use foreign assistance, NGOs need to register

Legal Environment in Belarus
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the funds and activities through highly
bureaucratic procedures. NGO Novye Litsa
(New Faces) has failed for four years to register
any of its five projects. NGOs can obtain
sponsorship from local businesses only for the
goals set by Presidential Edict no. 300 or with
the president’s personal approval. Even
acknowledged social service organizations
providing assistance to children with disabilities
witnessed a sharp decrease in donations from
business. The law forbids NGOs to generate
income from service provision. Funding of
NGOs from the state budget is also forbidden,
with the exception of a number of youth and
children’s NGOs that are on a special
government register.

Belarusian legislation restricts the territory of an
NGO’s operations. Depending on their
registration status, NGOs can operate at the
national, regional or local level. Local youth
NGO Focus Group, registered in Minsk, was
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given a warning in 2008 for operating outside
Minsk.

The administration is ready to find any excuse to
hamper NGOs’ activities. Visa denials of foreign
experts invited by Belarusian NGOs have
increased. NGOs cannot officially rent space for
planned events.

NGOs who conducted advocacy campaigns
against construction of a nuclear power station

ORGANIZATIONAL CAPACITY: 5.1

in Belarus and in favor of the amendment of
electoral legislation were subject to harassment.

Professionals in NGO law and related legislation
are few and Belarusian higher education
institutions do not train noncommercial law
specialists. Few lawyers are eager to work in the
NGO sector because such work does not offer
prestige or attractive pay.

The number of NGOs that have to operate in
violation of the law is growing in Belarus and
includes social service NGOs as well as those
conducting pro-democracy activities. Activities
of unregistered groups are prohibited by
Belarusian laws and such groups can be
administratively and criminally prosecuted, as
can NGOs spending unregistered funds. The
state has designated only a few priority
development areas for which NGOs are allowed
to raise and register foreign funds. International
donors continue funding Belarusian NGOs,
however.

In the current environment, NGOs avoid
transparency. They abstain from publicly
announcing their events and reporting their
activities. As a result, NGOs do not build local
constituencies. They involve new

people into their activities through personal
contacts and referrals.

Organizational Capacity in Belarus
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Experienced NGOs managed to adapt to the
unfavorable economic and political environment

and plan strategically. Strategic planning has
become a response to the aggressive
environment and a tool towards sustainability.
Examples of NGOs and networks that have
strategic plans are the Association of Youth
NGOs RADA, the Belarusian AIDS Network,
and the Assembly of Democratic NGOs of
Belarus.

Local grassroots NGOs and unregistered civic
initiatives have neither clearly defined missions
nor strategic plans. Their plans are short-term
and reactive, following the opportunities offered
by donors or big national NGOs.

NGOs’ internal management and decision-
making systems are becoming less transparent in
the unfavorable environment. The year 2008 was
marked by numerous internal organizational
conflicts caused by money issues and lack of
transparency. Registered NGOs submit annual
reports to state registration bodies, but they do
not make them public.

Most NGOs had to move from their offices to
smaller ones or decided to forego office space
because of the tenfold increase in rent. It is
difficult to find even commercial space for NGO
meetings, as property owners who rent out space
to NGOs are often harassed by authorities.
Leaders of NGOs keep office equipment in their
own apartments, thus limiting members’ and
volunteers’ access to equipment and
information. Low salaries and lack of benefits
resulted in a low number of qualified
professionals working for NGOs.
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FINANCIAL VIABILITY: 6.6

Financial viability of NGOs is weak because of
the restrictive legislation and administrative
environment. Funds raised must be officially
approved and registered, and used for
presidential priorities such as mitigation of the
Chernobyl accident, social support, and
humanitarian aid to disadvantaged groups. Other
methods of fundraising lead to penalties
including closure.

Financial Viability in Belarus
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On May 29, 2008, Presidential Decree no. 10
and Decree no. 24 were issued to enhance
control over usage of foreign grants. Now,
before applying for registration of a grant with
the Department of Humanitarian Aid (a
substructure of the presidential administration),
NGOs have to get approval for project activities
from the relevant ministry.

Leading NGOs are successful in obtaining
financial support from international donors.
Inexperienced, regional NGOs have limited
access to international funding and their
financial viability depends on re-granting
programs implemented by well-developed
NGOs. The majority of NGOs understand

ADVOCACY: 6.0

financial diversification as getting funds from
more than one international donor.

The majority of Belarusian NGOs underestimate
local resources. Only a few leading NGOs that
provide services for vulnerable populations, such
as Mothers against Drugs, BelARDA, and
Belarusian Children’s Hospice, allocate
resources to local fundraising. Belarusian AIDS
Network launched a fundraising campaign at
Slavyanski Bazaar Music Festival in Vitebsk.
Though they invested more money than they
collected, the campaign was a rare effort by
NGOs to raise local funds. Some social service
NGOs managed to get in-kind contributions
from local authorities. For instance, regional
branches of the Belarusian Association of
Assistance to Disabled Children and Young
People use office space in state Territorial
Centers for Social Services. On the other hand,
such NGOs risk becoming controlled by and
dependent on the state.

NGOs are prohibited from conducting revenue-
generating activities. Their only option is to set
up an independent commercial enterprise, such
as the enterprise of the Association of People
with Disabilities, which has existed since the
Soviet era.

NGO financial systems are vulnerable to
potential mismanagement. Executive
responsibility and financial authority are
concentrated in the hands of the NGO leader.
The leader and at most a few close associates
control all the resources and details of the annual
budget and programs. NGOs practice separate
accounting systems for the authorities and for
international donors.

The decision-making process in Belarus has
limited potential for NGO participation because
all key decisions are made by the presidential
administration. There are no locally elected
governments. Still, even in such an environment
NGOs find opportunities to advocate for their
target populations.

A coalition of women’s NGOs led an advocacy
campaign that resulted in government approval
of the National Action Plan on Gender Equality
for 2008-2010. Business associations
consistently campaign to change public opinion
in favor of entrepreneurship and market
economy-oriented legislation. Some results have
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been achieved, such as the simplification of
administrative procedures for registration of
commercial companies. The rule of the “golden
share,” which allowed the government to
maintain a single share in a privatized company,
was abolished, limiting the state’s opportunities
to interfere in the activities of joint stock
companies.

Advocacy in Belarus
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For three years, NGO ACT has actively
promoted the concept of social contracting.
Donors provided funding for research on

social contracting in 2009, and the social
contracting mechanism was made a part of

the National Program on HIV Prevention

for 2009-2010. The Belarusian Association of
Assistance to Children and Young People with
Disabilities successfully advocated for the
interests of children with disabilities, retaining
their benefits despite government attempts to
abolish them, and securing state funding for new
services for disabled children. NGO Our House
has been successful in advocating for changes to
the regulations on keeping detainees in

SERVICE PROVISION: 5.5

temporary detention centers. A coalition of
ecological NGOs advocated for certification of
organic agricultural products. NGO advocacy
efforts lack solidarity, however. Most successes
have been achieved by single NGOs, not
coalitions.

Collaboration between NGOs and state bodies is
problematic. Effective communications are
based on personal relationships. Administrative
bodies tend to use NGOs’ resources rather than
build partnerships with NGOs. For example, the
Public Coordination Committee, a consultative
body of governmental and nongovernmental
experts, has been operating for seven years at the
Ministry of Natural Resources and
Environmental Protection. The ministry uses the
committee as a tool for reporting on the
implementation of the Aarhus Convention and
for raising international donor funds. NGO
attempts to stimulate public debate about
environmental concerns, such as the nuclear
power station or logging, are suppressed,
however.

Though a number of NGOs have improved their
advocacy skills, most NGOs are extremely
skeptical about the potential for lobbying
campaigns to succeed.

Due to NGOs’ lack of media skills and the
unwillingness of state media to cover NGO
activities, the general public does not perceive
NGOs as significant actors in political and social
processes.

Service provision has not improved in Belarus.
One of the significant factors is the lack of a
mechanism for social contracting of NGO
services by the state. Efforts of Belarusian
NGOs to promote such a mechanism have not
succeeded so far, though the government
provides financial support for GONGOs like
Belarusian Republican Youth Union, Republican
NGO Belaya Rus, and Belarusian Republican
Pioneer Organization.

NGOs cannot legally charge fees for their
services according to the law. The complicated
financial reporting system in Belarus
discourages NGOs from collecting membership
fees unless they can afford an

accountant to ensure that amounts are

reported correctly to the tax department. But
many NGOs collect membership fees and

rely on them for financial survival.
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Service Provision in Belarus
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Social service NGOs that implement officially
registered projects offer a range of services, but
only for target groups mentioned in state
programs. These include people with disabilities,
orphans and vulnerable children, and people
living with HIV/AIDS. Pro-democratic, human
rights and civic education NGOs are either
unable or unwilling to promote their services

INFRASTRUCTURE: 5.5

openly and to use different technologies to reach
their target populations.

NGOs try to find alternative ways to reach their
target populations by registering other forms of
noncommercial, nongovernmental organizations.
Homeowners’ associations, for example,
promote local self-governance.

NGO services are often of high quality and in
great demand by other NGOs and even state
bodies. Unfortunately, such products and
services cannot be produced in sufficient
quantities. For example, popular publications
such as the NGO magazine Aducatar are issued
in limited editions. Social services in high
demand are provided only for a group of clients
for as long as donor funding lasts. Services
provided by NGOs are based less on the
identified needs of clients and more on available
funds for specific projects. Most such projects
lack a longer-term sustainability component.

The NGO community of Belarus does not have
an infrastructure to ensure broad access to
support services, although the situation has
improved slightly. In past years some resource
centers and ISOs were forced to close. Regional
administrations block efforts of resource centers
to operate or to create new resource centers.
While other NGOs and their networks have
assumed some of their information sharing and
training functions, these services are neither
regular nor consistent. Some NGOs consider
resource centers unnecessary in Belarus because
in their experience resource centers and re-
granting ISOs often manipulated other NGOs.

Some support functions are carried out by other
NGOs and networks. GreenBelarus provides
web resources with ecology-related information
and consulting. The Assembly of Democratic
NGOs of Belarus provides legal services,
surveys, publications, and an e-mail information
network exchange. RADA Association of Youth
NGOs conducts surveys and research in youth
policy, and provides training, re-granting, and
consulting, as well as intermediary services

between Belarusian and European umbrella
NGOs and programs. Each oblast capital has
NGO centers that provide NGOs with access to
office equipment, training, and re-granting of
foreign funds to local grassroots NGOs.

Local trainers are few, there is no accessible
database of such trainers, funding is insufficient,
and no new cadre of trainers is

emerging. Still, Belarusian NGOs have good
training opportunities, as well as capable

local trainers and consultants in management
and other NGO-related fields. Trainings and
materials are provided to NGOs in Russian and
Belarusian, but the variety of training topics is
narrow.

Awareness of the advantages of coalitions is
slowly growing within the NGO community,
and antagonism between NGOs operating in
similar spheres is not as evident as in previous
years. Examples of existing coalitions are the
Assembly of Democratic NGOs of Belarus with
234 NGO members, the Association of Civic
Education with nineteen participating NGOs,
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PUBLIC IMAGE: 6.0

and the Belarusian AIDS Network with ten
AIDS service NGOs.

Examples of NGOs working in formal or
informal partnership with local business,
government, and the media are fewer than last
year. Some positive examples did occur in the
fields of agritourism and informal education.
Intersectoral partnerships are more successful in
local communities, though in general they are
dependent on personal contacts.

Due to the hostile environment, many NGOs
avoid publicity. For security reasons they limit
their constituents to people they trust. NGOs are
becoming disconnected from the public.

Public Image in Belarus
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NGOs are poorly aware of the importance of
having and implementing an ongoing
communications strategy. Some NGOs use
national and regional mass media occasionally,
but state-controlled media omit NGOs’ names,
overemphasize the significance of GONGOs,
and occasionally feed negative information
about NGOs to the public.

NGOs use alternative channels of
communication such as websites, e-mail lists,
list serves and publications. Most NGO websites
are poorly designed and few are regularly
updated. The Internet and e-mail are very
popular tools and sources of information about
all kinds of civic initiatives. Despite their virtual
absence in the official print and electronic
media, NGOs are a tightly knit community and
news spreads fast. The importance and density
of this communication and networking is hard to

assess, but it seems to be an effective tool in
building an alternative NGO space.

The government makes enormous efforts to
marginalize NGOs and minimize their
recognition in society. Business does not
consider NGOs as valuable resources or
potential partners unless NGOs are very
proactive and consistent in their outreach efforts.

NGOs generally lack resources to employ
professional public relations specialists. A
number of leading NGOs are aware of the
importance of a positive public image. There are
examples of long-term and well-designed public
awareness campaigns to promote civic education
and private entrepreneurship. For example, a
leading business association developed the
National Business Platform to involve
businessmen and entrepreneurs in lobbying the
government for legislative and administrative
changes. Many of their suggestions were
incorporated into new regulatory measures. Such
successful examples are still few and do not
characterize the sector in general, however.

It is sometimes easier for social service NGOs to
improve their public image. In 2008, a group of
NGOs dealing with HIV/AIDS issues made an
effort to promote its public image and developed
a professional code of ethics of HIV/AIDS
trainers. The initiative was donor-driven,
however, and the code has not yet gained broad
support.

Annual reports, which are required by the
Ministry of Justice, do little to build NGOs’
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public image. The reports are formal and do not state control over NGOs rather than a tool to
reflect the real picture of NGOs’ activities and promote transparency.
budgets. NGOs see annual reports as a tool of
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BOSNIA AND HERZEGOVINA

2008 Scores for Bosnia Capital: Sarajevo
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NGO SUSTAINABILITY: 3.7

municipalities requested similar assistance in

NGO Sustainability in Bosnia . . .
v developing effective mechanisms of

FEFSLSFFFSFHFEFSS intersectoral cooperation. The Law on
10 — Volunteerism was adopted in Republika Srpska
(RS) in July 2008, alleviating barriers related to
3D T T st =4 the legal status of volunteers.
51 * o—r—r—+—"°
30 iij&-—f The year 2008 also recorded quite a few
. successful advocacy initiatives, as well as

several successes related to cooperation between
government and NGOs. One such success was
in the sphere of service provision; five
organizations signed a memorandum of
understanding with the BiH Ministry of Security
regarding anti-trafficking efforts.

The overall level of NGO sector sustainability in
Bosnia and Herzegovina slightly improved in
the last year. This was due to gradual
improvements in several areas. The Department
for Cooperation with the NGO Sector was ..
established within the BiH Ministry of Justice. The emergence of several new NGO coahtlons.,
Though still not fully functional, the department as well as increased cpoperatlop and p .ar'tr%ershlp
provides an important mechanism for NGO among N(,},OS on particular project activities,
participation in dialogue with the government was a positive development, as more and more

regarding issues related to the NGO sector and Nggs ultiliz'ed the bgn;:lﬁ.t S IOf nle tv;or‘k.igl% d
in policy development on important economic NGOs also increased their level of visibility an

and social reforms. In 2008, twenty-five beneﬁtted from a generally positive public
municipal mayors committed to long-term 1mage, tho.u‘gh more work needs to be done t(.) .
cooperation with civil society by signing 1r.10rease.01tlzen involvement and support. Initial
agreements with NGOs, and over 160 NGOs and S1gns pointed to .ﬂ_le emergence of corporate
municipal officials expressed determination to social respon51'b111ty schemes and bu51.nc'es's
implement these agreements. Twelve additional efforts to provide support to NGO activities.
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Financial viability remains the most difficult
obstacle to overall NGO sustainability. The
country is experiencing a gap between the
gradual departure of foreign donors and the
establishment of local support mechanisms. The
latter still has much room for improvement,
given the general lack of efficiency and

LEGAL ENVIRONMENT: 3.4

transparency in government allocations of funds
to NGOs.

There are 9,095 registered NGOs in BiH, out of
which 4,629 are estimated to be active,
according to a 2005 survey by the Independent
Bureau for Humanitarian Issues.

In 2008, the legal environment related to the NGO
sector remained mostly unchanged, with some steps

forward in legislation at the entity level.

Following the 2007 signing of the Agreement on
Cooperation with the NGO Sector by the
Council of Ministers, 2008 saw the
establishment of the Department for Cooperation
with the NGO Sector within the BiH Ministry of
Justice. This department serves several
important functions, including (1) leading efforts
to create a sustainable institutional network for
NGO participation in the development of
reforms relevant to the sector, especially those
related to the new EU instrument of support to
the Western Balkans countries; (2) being a focal
point for the implementation and monitoring of
regulations issued by the Council of Ministers
on the participation of citizens in the lawmaking
process; and (3) supporting efforts to increase
the capacity of the civil society sector. The
department is still insufficiently staffed and its
activities are only just being developed, so it
remains to be seen whether it will succeed in
fulfilling its mandate.

Implementation of the new Law on Personal
Income Tax and the Law on Company Profit
Tax adopted in each entity in 2007 was delayed
until 2009 in the Federation BiH. The laws will
likely bring some improvements in local NGO
support, as they will enable tax deductions on
donations constituting up to 1.5 percent of
personal earnings and 3 percent of corporate
earnings.

ORGANIZATIONAL CAPACITY: 3.5

Legal Environment in Bosnia
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Probably the most important shift forward in the
legal environment was the adoption of the Law
on Volunteerism in Republika Srpska in July
2008. The law defines clearly what constitutes
volunteer work in the nonprofit and other
sectors, alleviating previous obstacles regarding
the legal status of volunteers. In the Federation
BiH, a similar law was drafted but not yet
adopted.

Problems related to the NGO registration
procedure persist, with many organizations
facing difficulties in either registering or
changing their statute on the national level. The
process requires a considerable time investment,
taking significantly longer than what is
prescribed by legislation. This is a result of the
inefficient work of the registration authorities
rather than a flaw in the administrative
procedure itself.

Most organizations have a clearly defined
mission and access to modern equipment. In
many cases, however, they lack strategic

planning skills. Due to their inability to focus
activities and plan their steps strategically, many
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organizations still end up closing down.
Furthermore, volunteers are still underutilized.

Organizational Capacity in Bosnia
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The continuing decrease in donor funding has
propelled competition among NGOs, with only
the most competent remaining in operation.
While weeding out less capable NGOs, the
funding decrease has an overall negative effect
on the sector because local funding mechanisms
are still underdeveloped. In the context of the
EU integration process, some new sources of
funding are appearing such as the IPA
(Instrument for Pre-accession Assistance), which
places greater emphasis on strategic planning.
The increasing importance of EU funding puts
pressure on organizations to work on their
strategic planning and project writing capacity.
The donor withdrawal has pushed some
organizations to shift their focus from donors to
their constituencies. NGOs have started to
respond to the real needs of their communities.
Certain organizations are taking over the role of
service providers and training other
organizations on how to access new funding
mechanisms.

FINANCIAL VIABILITY: 4.8

Bosnian NGOs continue to be primarily
dependent on foreign donors. Government
funding tends to focus on certain segments of
civil society, such as sports clubs or veterans’
organizations. With the initial influx of EU
funding and its related guidelines, which include
fostering the relationship between the state and
civil society, the government is slowly
beginning to realize it has vested interests in
developing this cooperation.

NGOs are generally unable to sustain full-time
staff, and most employees work on a volunteer
or project basis. Few donors provide
organizational grants to address this issue.

Many organizations also lack transparency in the
operations of their executive boards and other
leadership positions.

During 2008, civil society demonstrated the
ability to unite around specific issues. NGOs
organized a series of protests sparked by the
general feeling of insecurity following the
daytime murder of a young student in Sarajevo.
NGOs raised public awareness of the
government’s inability to control juvenile
delinquency, but the protests lacked sufficient
coordination, diminishing their impact.

Some networking success stories did take place
in 2008. The local International Council of
Voluntary Agencies worked with a network of
organizations on social protection issues, which
succeeded in lobbying parliament for changes to
social protection legislation.

Financial viability remains the most difficult
aspect of NGO sustainability in Bosnia and
Herzegovina, as has been the case in other
countries that faced gaps between the departure
of foreign donors and the development of local
support mechanisms. Government allocation of
funds to NGOs has been extremely weak on all
governance levels. For example, the City of
Banja Luka allocated only 200,000 BAM (about
$128,000) to local NGOs out of its 165 million
BAM (about $106 million) annual budget. This

allocation was made through many small grants
to different organizations, without taking into
account whether the amount allocated was
sufficient for the implementation of the
proposed project. The government tried to
satisfy NGOs by providing minimal funding,
while expecting NGOs to implement their full
projects.

The mechanisms for government funding
allocations are highly questionable. Instead of
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following set guidelines and criteria, the
government commissions that allocate public
benefit funds seem to base many of their

Financial Viabilityin Bosnia
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decisions on political interests and allocate a
large percentage of funds to predetermined
beneficiaries such as sports organizations and

ADVOCACY: 3.1

veterans’ associations. Certain sectoral strategies
do exist on different governance levels, such as
the Strategy for Youth. This does not translate,
however, into youth organizations being a top
priority when it comes to funding allocation.

The new Law on Personal Income Tax and the
Law on Company Profit Tax scheduled to enter
into force in 2009 in the Federation BiH should
bring some improvements when it comes to
local support for NGOs. For now, the most
successful fundraising activities on the local
level involve individual philanthropic
contributions, although most organizations still
have not developed the capacity to utilize fully
the benefits of local philanthropy.

There were quite a few successful advocacy
initiatives in 2008. For example, the Youth
Cultural Center (OKC) in Banja Luka was
actively involved in advocating for the Law on
Volunteerism adopted in Republika Srpska in
July, as well as in advocacy activities on
children and social assistance.

NGOs improved their cooperation with
government representatives. The Alumni
Association of the Center for Interdisciplinary
Postgraduate Studies of the University of
Sarajevo successfully lobbied for the adoption of
a National Development Plan by the BiH
Council of Ministers. Another local NGO, the
Gardens of the Righteous Worldwide
(GARIWO), successfully lobbied for the
adoption of legislation related to banning fascist
organizations and symbols. The International
Council of Voluntary Agencies successfully led
more than forty NGOs in the process of
enhancing policy dialogue between NGOs and
government on issues of social protection,
education and the environment. As the result of
an International Bureau for Humanitarian Issues
project to develop policies for persons with
disabilities, the BiH Council of Ministers
adopted the Policy on Disability in May.

Advocacy in Bosnia
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Centers for Civic Initiatives (CCI) continued its
2006 initiative of monitoring the work of
thirteen governments and parliaments on the
state, entity and canton levels, publishing reports
on the effectiveness and efficiency of these
institutions as well as their individual
representatives. The effects of these monitoring
efforts on raising accountability became very
visible in 2008, with 220 written and verbal
reactions from government representatives in
response to CCI reports. As a result of these
monitoring and advocacy efforts, government
representatives on different levels adopted over
seventy recommendations for the improvement
of BiH institutions and started over forty
initiatives providing concrete measures for
improvement in the spheres of poverty
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reduction, employment, and pension and health
systems.

Although BiH NGOs showed improvements in
advocacy activities, they recognized that the
next step is to mobilize larger numbers of
citizens. Numerous street demonstrations and

SERVICE PROVISION: 4.0

other forms of civic activism took place in 2008.
The demonstrations were related to issues such
as juvenile delinquency, unemployment, and
protection of human rights, as well as citizens’
dissatisfaction with and distrust in political
leadership.

Service provision capacities of BiH NGOs
showed slight improvements in 2008. The
development of good cooperation between the
governmental and nongovernmental sectors
remains the main obstacle to further progress in
this area. OKC in Banja Luka coordinated
volunteers who provided social services
independently of any cooperation with the
government, which seemed reluctant to change
its own system of service provision. Out of
eleven cities in which OKC provided volunteer
services, only the City of Trebinje facilitated
direct cooperation with the Center for Social
Work, the government entity responsible for
provision of services to the disabled.

Service Provision in Bosnia
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In the past two years, five organizations have
signed a memorandum of understanding with the
Ministry of Security to provide complementary
services in the field of anti-trafficking in
persons. The ministry recognized its lack of
capacity in this field and the benefits of
cooperating with the NGO sector to provide
services such as the establishment of safe
houses. The Center for Civil Society Promotion
also had positive experiences connecting needs
to services on the local level, with both NGO
and local government representatives showing

interest in training of trainers programs focused
on implementation of agreements between
NGOs and municipal governments.

The Ministry of Justice developed a strategy that
prioritizes cooperation with the NGO sector and
the sector’s strategic development. An initiative
was also launched to create a database of service
providers.

In terms of types of services provided, NGOs’
expertise is primarily in conducting trainings
and research and providing informal education.
A less developed field remains the provision of
social services, perceived as being under the
monopoly of the state. NGOs and government
took formal steps towards cooperation on some
levels. In Banja Luka, the 2008-2013 Social
Strategy outlines a system of provision of
“mixed” services (including by NGOs). The
Centers for Social Work have been very
selective, however, and have chosen to
cooperate only with some organizations.
Maintaining control over service provision for
socially vulnerable citizens is a politicized issue,
as the government perceives this as an
opportunity to win sympathies among large
groups of voters. The International Bureau for
Humanitarian Issues promoted an action plan for
social inclusion based on provision of a mixed
system of service provision, but local
governments chose to cooperate only with
certain organizations. The government gave
NGOs dealing with disability groups, especially
disabled veterans, greater latitude to provide
services.

Although some services remain in the control of
the government, NGOs have achieved greater
government recognition. The NGO sector is
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able to provide certain services faster than the
government, using modern technology and new

INFRASTRUCTURE: 4.0

methods thanks to their cooperation with
international organizations.

Infrastructure inBosnia
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In 2008, several new NGO coalitions emerged:
the Accountability Coalition, Cut the Tax
Coalition (dealing with the harmonization of the
two entities’ fiscal systems), a coalition formed
around the creation of a strategy for persons
with disabilities, and a network of high school
student councils. In addition, NGO partnerships

PUBLIC IMAGE: 3.4

around specific project activities (so-called
project coalitions) became more visible, a
departure from the tendency for NGOs to enter
formal coalitions without defined missions.
Most importantly, NGOs themselves began to
recognize the benefits of networking.

Another advance in 2008 was the further
development and growing use of the Civil
Society Resource Centers administered by the
Center for Civil Society Promotion. The centers
served as a forum for easier information flow
within civil society networks and between
different organizations, and provided education
and consultancy services. The number of visits
to the Sarajevo Resource Center website, the
number of inquiries on legal and NGO
administration matters, and requests for
exchange of information increased significantly.

In general terms, the NGO sector is well covered
by the media, especially in larger urban centers.
It is common practice for the media to ask for
statements from NGO representatives on
different issues. Previously NGOs were almost
exclusively targets of negative media attention.
The media still leans towards sensationalism,
however.

The public perception of the NGO sector was
marked by growing understanding of and
support for NGO work. According to a public
opinion survey conducted by the International
Republican Institute on the nationwide visibility
of ten leading NGOs, most of the organizations
showed an increase in visibility compared to the
previous survey year.

Though the relationship with the government did
take steps forward, in many ways NGOs were
still perceived as competition.

The space for cooperation with business may be
expanding; the first meeting between ten leading

NGOs and big business representatives was
organized in 2008. The local NGO Foundation
Mozaik developed a corporate social
responsibility competition to award the most
socially responsible corporation. As the public
and media more frequently use the term “social
responsibility,” local companies are becoming
more interested in humanizing their corporate
image through cooperation with the local NGO
sector.

Public Image in Bosnia
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Though the public image of NGOs has shown
some improvements, NGOs still lag behind
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when it comes to self-regulation. They made no
real advancements in terms of increased
transparency or the publishing of annual reports.

Certain problems related to local media
coverage of NGOs occurred in 2008. A large
number of media outlets in Republika Srpska are
now under control of the ruling political party,
which has shifted the public perception of local
NGOs that criticize the government. For
example, Transparency International in Banja
Luka, after criticizing the RS government for
lack of transparency, experienced systematic
harassment by the local media and government,
who accused TI of bribing companies to make
fabricated accusations of corruption. The
violent physical attack on the organizers and

guests of the Queer Festival in Sarajevo,
organized by Association Q, was a result of the
negative portrayal of this festival by some local
media, which repeated hate speech expressed by
some politicians and members of religious
communities.

Overall, the media were open to following and
supporting the work of the NGO community. In
many cases, however, the work of media outlets
is still driven by personal political beliefs or
interests of editors-in-chief. This is a crucial
issue as the NGO sector is taking on a more
active role as a watchdog of government actions.
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BULGARIA

2008 Scores for Bulgaria
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Legal Environment
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NGO SUSTAINABILITY: 3.2

Bulgaria has more than 30,000 registered NGOs,
including more than 3,700 “chitalishta”
(traditional Bulgarian community centers),
according to Bulstat, the official Bulgarian
statistical source. More than 6,500 NGOs are
registered in the Central Registry of Public
Benefit Organizations, including sports clubs
and schools’ boards of trustees.

NGO Sustainability in Bulgaria
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In 2008, several changes affected the NGO
sector. The withdrawal of donors such as
USAID and the end of the PHARE Civil Society
Development Programme (CSDP) was softened
by the start of the operational programs of the

EU. The EU program on administrative capacity
has a special component for NGO capacity
building. In late 2007, and during 2008, it
provided roughly thirty-seven million BGN
(about $24 million) for NGO projects — a
massive inflow of funding compared to the six
million BGN (about $4 million) provided under
CSDP.

These large amounts of EU funding are
distributed by the state, which leads to questions
about the political impartiality of the process and
its effect on grant recipients’ ability to criticize
the government. Despite the new funding
opportunities, independent funding sources are
decreasing, which has led to worsening financial
viability. The global economic crisis also began
to take its toll on the NGO sector.

Because of the changes in the donor
environment, some NGOs have started to change
their scopes of activities in order to survive.
There is a trend toward two distinct types of
organizations: NGOs using volunteers and
receiving support through local philanthropy,
and NGOs dependent on state funding.
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LEGAL ENVIRONMENT: 2.0

There were no major changes in the legal area in
2008. However, problems with implementation
of legislation relating to the Central Registry of
Public Benefit Organizations and administrative
impediments have worsened the NGO situation.
In general, the NGO law in Bulgaria provides
sufficient freedom for NGOs. The registration
process is relatively fast and easy. State
involvement in NGO management is not an
issue.

NGOs faced some administrative impediments,
such as the new requirement that NGO board
members provide proof of a lack of convictions
in order for the NGO to participate in public
procurement tenders or competitions under EU
operational programs.

The operation of the Central Registry has been
an issue for the last several years. The registry,
where all public benefit organizations enter their
data, is electronic and searchable, but it is
difficult to find information about organizations
in the registry database. In addition, the
information uploaded is not updated regularly
and often contains errors. The Central Registry
also has a supervisory role, but has almost never
carried out any monitoring on whether reported
activities correspond to reality.

While there are no specialized NGO lawyers

outside of the capital, basic issues are covered
by general lawyers. For more specialized issues,

ORGANIZATIONAL CAPACITY: 4.3

NGOs go to the capital to consult with lawyers
with expertise in NGO law.

Legal Environment in Bulgaria
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In 2008, as in 2007, the government sought to
eliminate tax benefits for donors and for NGOs
that receive donations. In 2007, these proposals
were voted down in Parliament, and there are
signs that the proposals might be changed so as
not to affect NGOs negatively. Still, the constant
attempts by the Ministry of Finance to change
the tax environment for NGOs create
uncertainty. NGOs are required to register as
taxpayers under the VAT Law if their earnings
from economic activity exceed a certain
threshold. Donations through text messaging are
becoming a popular method for supporting
charitable causes, but VAT is charged on the
amount of the donation, which is the cost of the
text message. On the other hand, NGOs
receiving funds under the EU PHARE program
are now allowed to cover VAT with grant or
contract funds.

NGOs are still not actively engaging their
constituencies. Two major types of organizations
are developing. Organizations with permanent
staff are becoming more professional and have
even better access to resources. On the other
hand, a growing number of volunteer
organizations at the local level achieve results
without much funding. These NGOs are closer
to their constituencies, but the gap between them
and the professional NGOs is increasing.

The NGO sector receives much training to
improve its capacity. One of the EU operational
programs, the Operational Program for
Administrative Capacity (OPAC), provides
funding for organizational capacity trainings, but
the actual impact is questionable.
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Organizational Capacity in Bulgaria
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More NGOs know about strategic planning, but
few use it because of the short funding horizon

FINANCIAL VIABILITY: 4.1

most NGOs have. NGOs prefer to tackle smaller
problems rather than big issues.

The increase in volunteers and increased level of
giving to charitable causes were positive trends.
The situation with technical equipment of NGOs
improved somewhat as some donors allowed
project budgets to cover replacement of old
computers and office equipment. Meanwhile,
prices of equipment have gone down.

In 2008, several new sources of funding for
NGOs were created while other assistance
programs were phased out, such as that of the
Swiss Agency for Development and
Cooperation, the Netherlands’ Matra Program,
and USAID. New funding sources included
OPAC, providing thirty-seven million BGN
(about $24 million) for NGOs in its first two
calls for proposals; the NGO Fund of the
Financial Mechanism of the European Economic
Area (funded by Norway, Iceland and
Liechtenstein); and the Bulgaria Fund, a three-
year mechanism funded by USAID and managed
by the Balkan Trust for Democracy. The Trust
for Civil Society in Central and Eastern Europe
(CEE Trust) will continue its support to
Bulgarian NGOs through 2012. The America for
Bulgaria Foundation, which started operations in
2008, offers grant opportunities for NGOs.

Even though state funding for NGOs is
increasing to a certain extent, such support is
still minimal. There is no mechanism for
distributing funds to NGOs at the local level.
Nor do the EU operational programs reach the
local level. NGOs traditionally receive in-kind
support such as office space from local
authorities.

In the last few years Bulgaria has seen some
increase in private and corporate philanthropy,

Financial Viability in Bulgaria
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as well as in volunteers. Open Society Institute-
Sofia used many volunteers in recent projects,
which reduced its budget substantially.

Diversification of funding is still
underdeveloped. Organizations that depend on
project funding do not target corporate and
private donations, and organizations that depend
on donations do not target grants.

Several new corporate programs benefit certain
NGOs. A good example is the NGO SOS
Kinderdorf, which benefits from various
corporate programs including that of the biggest
Bulgarian mobile telephone company. The
general picture is not very promising, however.
Membership fees are not a major source of
funding except for business associations.
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ADVOCACY: 2.6

As noted, a serious issue is the fact that most
NGO funding provided through EU mechanisms
is distributed by the state. This leads to political
dependence of NGOs and seriously affects
advocacy organizations that might be less eager
to criticize their donor. It also creates potential
corruption opportunities, such as channeling
funds to organizations in which state officials
are involved.

The general political framework has worsened,
with allegations of political corruption and
strong business lobbies behind major policy
decisions. This reduced the effectiveness of
NGO campaigns that confronted business
interests, such as the coalition of green NGOs
fighting against the construction of hotels and
resorts in nature parks and reserves. In addition,
there is no law on lobbying even though two
draft laws have been introduced in Parliament. It
is unclear whether, if adopted, these laws will
take into consideration the role of NGOs or will
create obstacles for their work.

Advocacy in Bulgaria
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Some parts of the government showed increased
interest in working with NGOs, but other parts
such as the police remain closed to NGOs. The
number of expert and public councils within
government institutions increased, but their
efficiency was questionable.

The Ministry of Justice has started discussing its
strategies with NGOs, while the chairman of
Parliament has reacted quickly to NGO requests
for action. Most advocacy work, however,
happens through informal channels, and there
are few official mechanisms through which
NGOs can interact with institutions. One such
mechanism is the Parliamentary Commission on
Civil Society and Media, which has had a
limited effect on the civil society framework in
the last three years.

NGOs conducted several campaigns such as the
campaign for adoption of the Law on Referenda
and the campaign against the termination of tax
benefits for donors. Environmental organizations
continued their campaign against illegal
construction in nature parks, but were unable to
achieve their goals.

With regard to advocacy for NGO legal reform,
NGOs showed support for various initiatives
aiming at improving or defending the legal
framework, such as the creation of an
independent but state-financed fund for civil
society, introduction of a 1 percent mechanism,
and the campaign to retain tax benefits for
donors, described above.
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SERVICE PROVISION: 3.1

NGOs are increasing their portfolio of services,
but several problems continue to exist for
service-providing NGOs. NGOs are still
prohibited by law from providing health
services. Still, NGOs work in the health area
providing consultations and organizing public
awareness campaigns.

While in the future NGOs could replace
municipalities as the main social service
providers, this is not happening because
contracting to NGOs would mean losing
municipal jobs. In municipalities, NGOs are
mainly used to provide new services not
traditionally delivered by local authorities, such
as domestic violence shelters, drug rehabilitation
centers, and crisis centers for the homeless.

INFRASTRUCTURE: 3.1

NGOs provide better quality services than the
state, but are still not the predominant service
providers. Charging fees for services provided
is not a widespread practice, and NGOs still
depend mainly on project funding.

Service Provision in Bulgaria
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Practically no intermediary support
organizations (ISOs) exist, but it is debatable to
what extent ISOs are necessary if NGOs are not
interested in paying fees for their services.
Expertise and training are available to the NGO
sector, although usually for a fee.

Infrastructure in Bulgaria
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Local grantmakers include the central
government and municipalities. Businesses are
more and more involved with community
projects and corporate social responsibility. In

general, the situation regarding non-state
funding is not very positive, however.

The structure of the NGO sector in Bulgaria is
very fluid. Not many stable networks operate
and no organization represents the sector as a
whole. There is no centralized place where
people can get information on the NGO sector,
such as an NGO portal. The portals that were
created in past years are not updated. There are
some umbrella organizations, such as the
Bulgarian Association of Regional Development
Agencies, interest-based coalitions, and informal
groups of NGOs operating in different sectors
such as social issues, human rights, and local
development. Formation of coalitions is not a
priority for NGOs, who are not willing to
support them financially over the long term. For
example, an NGO coalition working on
Bulgaria’s priorities for international
development assistance has about seventy
organizations on its mailing list, less than ten of
which react to e-mails.
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PUBLIC IMAGE: 3.0

The general perception of NGOs has not
worsened and has even improved somewhat.
NGOs are using the media more often. They
have started using professional PR services and
some PR agencies provide their services pro
bono to NGOs. In general, NGOs understand the
benefits of publicity but rarely announce the
results of their activities. Local media is more
responsive to NGO initiatives.

Public Image in Bulgaria
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Businesses use their philanthropy to NGOs for
their own PR purposes, but this benefits the
NGOs as well. The government attitude towards
NGOs remains unclear because the state policy
on NGOs is not clear. On the other hand, state
officials are more responsive than in the past to
NGO requests for meetings.

A number of NGOs publish annual reports and
all public benefit organizations are required to
provide their annual reports to the Central
Registry where they are uploaded on the
Internet. The information in the Central Registry
is not up to date, however, and there are
organizations that do not submit their reports as
required. In addition, the latest ethical code
initiative that started in 2007 did not succeed, so
NGOs in Bulgaria do not have a working ethical
code.
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CROATIA

2008 Scores for Croatia

NGO Sustainability
Legal Environment
Organizational Capacity
Financial Viability
Advocacy

Service Provision
Infrastructure

Public Image

Capital: Zagreb

Polity:
Presidential/Parliamentary
Democracy

Population:
4,489,409 (July 2009 est.)

GDP per capita (PPP):
$16,900 (2008 est.)
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NGO SUSTAINABILITY: 3.2

Overall, the NGO sector in Croatia continued to
take steps forward in 2008. Some improvements
occurred in the legal framework. Larger NGOs
continued to be successful in advocating for
various issues, while smaller NGOs are rarely
involved in advocacy activities. A significant
number of NGOs implemented programs in
local communities.

NGOs continued to actively invest in their
organizational capacities and quality of services.
The NGO infrastructure continued to improve
on all levels. The public image of Croatian
NGOs has continued to improve, and they enjoy
a regular presence on local and national TV and
radio stations, as well as in print media.

The number of foreign donors has decreased,
leaving EU pre-accession funds with their
demanding procedures as the main source of
funding. Domestic funding to NGOs increased
but was insufficient to match needs.

The NGO sector continued to benefit from
greater levels of activity and effectiveness of the
country’s three pillars of civil society: the

NGO Sustainability in Croatia
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government Office for Cooperation with NGOs,
the National Council for Civil Society
Development, and the National Foundation for
Civil Society Development (NFCSD), which is
the strongest grantmaking organization in
Croatia. Its support services to NGOs include
various types of training, technical assistance,
clearinghouse services, and networking. The
NFCSD also decentralized its funding, with four
regional foundations responsible for managing
community grant programs.

In 2008, there were more than 36,200 civil
society organizations registered in Croatia,
including sports and religious organizations.
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LEGAL ENVIRONMENT: 2.9

While the legal environment in Croatia in terms
of NGO development has not yet achieved the
status it has in some of the more advanced
countries of the region, it is gradually and
continuously improving. This is partly due to the
process of preparing for EU accession, together
with the harmonization of the Croatian legal
framework with acquis communautaire, the
common legal heritage of the European Union.

Legal Environment in Croatia
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The new regulation on NGO accountancy
regulates the criteria for double-entry
bookkeeping procedures. Smaller NGOs with
either an overall property value or yearly income
under 100,000 Croatian kuna ($17,900) are
exempt from double-entry bookkeeping
procedures.

The existing Law on Funds and Foundations
makes it complex to register a foundation.
Efforts to change the existing law, including the
development of a new draft, have been
unsuccessful to date due to competing
government priorities. The same applies to the
Labor Law, which was not yet amended

ORGANIZATIONAL CAPACITY: 3.0

to reflect the Law on Volunteerism adopted last
year. The Labor Law does not recognize the
volunteer status of formally unemployed people
and requires the state to withhold financial
support to unemployed people while they are
volunteering. The Labor Law is expected to be
changed to omit mention of voluntary work,
which will be regulated through the Law on
Volunteerism.

There is still no law on public benefit
organizations nor the criteria needed to define
and regulate public benefit status. A complex
and little-known tax incentive allows
corporations and individuals to deduct up to 2
percent of their income taxes for donations to
organizations that conduct cultural, scientific,
educational, health, humanitarian, sport,
religious, and other activities, but it is rarely
used.

Humanitarian organizations, political parties,
trade unions, chambers of industry, religious
communities, and medical and cultural
institutions are exempt from the 22 percent
VAT, while advocacy, watchdog, human rights
and peace organizations are not. NGOs are
exempt from paying taxes on grants and
donations as long as the funds are used to further
the organization’s nonprofit activities. NGOs are
only permitted to have income from grants and
donations if they establish a company; such
income is not exempt from VAT. NGOs are
permitted by law to compete for government
contracts and procurement opportunities at the
central and local levels, an opportunity used
primarily by social services NGOs.

In 2008, NGOs continued to improve their
organizational capacities through training and
technical assistance supported by the National
Foundation for Civil Society Development and
other donors, mainly funded with EU pre-
accession funds. Many NGOs improved their
professional skills and governance during the
past year. NFSCD introduced a regional network

for capacity strengthening of civil society
organizations (including registered and
unregistered organizations and civil initiatives)
on the local and regional level. Several Croatian
universities introduced courses that focus on
NGOs, such as marketing and accounting for
not-for-profit organizations. The fact that thirty-
six NGOs won contracts through EU pre-
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accession funds speaks to the increased
organizational capacity of Croatian NGOs.

Organizational Capacity in Croatia
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NGOs continue to implement the NGO

Quality Assurance System, SOKNO, to ensure
higher quality standards. Croatian NGO leaders
developed SOKNO based on a similar system in
the United Kingdom. More and more NGOs
recognize a strategic plan as vital for their
activities. In accordance with their strategic
plans, many NGOs are trying to improve

FINANCIAL VIABILITY: 4.2

relationships with their beneficiaries and
constituents by conducting needs assessments
and developing programs that correspond to
constituent needs.

NGOs have improved in terms of introducing
clear divisions of roles and responsibilities in
management and supervisory structures. An
initiative to develop and promote guidance on
NGO governance resulted in strengthening the
roles of supervisory and managing boards, and
some began to challenge NGO leadership to
improve operations and capacity.

There is a significant migration of professional
personnel from the NGO sector to other sectors.
The instability of smaller NGOs in terms of
financial sustainability leads professional and
educated staff to migrate to bigger NGOs that
can offer long-term employment.

Financial viability continues to be the weakest
aspect of NGO sustainability in Croatia.
Croatian NGOs receive significant support from
local and national governments and other
domestic sources. Now that the majority of
foreign donors have closed their offices in
Croatia, the EU pre-accession funds remain the
only significant foreign funding source in the
country. Smaller and medium-sized NGOs need
to improve their capacities to receive and absorb
EU funds.

Corporate donations are becoming more
significant, and more than ten companies

issue annual calls for proposals, which are often
focused on children, youth, culture and sports.
NFCSD organized the first national

donors’ conference in October 2008, which may
lead to the establishment of a donors’ forum.
Social entrepreneurship offers a potential
funding source, but is not widely practiced.

The NFCSD is the largest donor oriented
towards institutional support, allowing NGOs to
focus more on their basic activities and

Financial Viability in Croatia
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programs rather than working project to project.
The NFCSD has continued to decentralize its
funding, signing an agreement with four regional
foundations responsible for managing
community grants programs in their specific
regions. In 2008, the NFCSD supported sixty-
five citizens' initiatives with a total of 975,000
kuna ($174,000) and provided thirty institutional
support grants.

In addition, various ministries and government
offices implement grant programs from state
budget sources. These include Ministry of
Health and Social Welfare grants to disabled
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persons' NGOs, Ministry of Culture grants for
culture-oriented NGOs, and Ministry of Science,

ADVOCACY: 3.2

Education and Sport grants for scientific and
professional NGOs.

A growing number of NGOs are becoming
aware of the weaknesses in the legal framework,
but only a small percentage actively advocates
for change. During 2008, a number of initiatives
for legal improvements were developed jointly
by government and a small group of NGO
representatives.

Cooperation between NGOs and national or
local governments continues, particularly
through NGO participation in various bodies. In
addition to participating in the Council for Civil
Society Development, NGO representatives
regularly participate in parliamentary
committees on human rights, prevention of
corruption, security, environmental protection,
minorities, youth and other issues. Several NGO
representatives are members of the Croatian TV
Council, the body that regulates the
programming of the only national public TV
network. The government Office for
Cooperation with NGOs and the Council for
Civil Society Development organized a final
round of public debate with interested
stakeholders, particularly NGOs, on draft
legislation regarding the role of public
consultations in the policymaking process.
NGOs are actively recommending policy
changes and participating in implementation of
the National Strategy for the Creation of an

SERVICE PROVISION: 3.1

Advocacy in Croatia
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Enabling Environment for Civil Society
Development. Priority issues for the sector
include the NGO-government consultation
process, NGO public benefit status, and
improvements to the Law on Funds and
Foundations.

Large and well-developed advocacy NGOs are
effective advocates for the public interest,
especially when they are organized around
formal or informal coalitions, but other NGOs
are rarely involved in such activities. Ad hoc
groups are emerging more often, however,
focusing on different topics ranging from
problems in secondary education to anti-
corruption initiatives to social policies. For
example, an informal group of citizens
organized a Facebook-mediated protest on the
squares of major Croatian cities against the
government’s proposed anti-recession measures.

Service Provision in Croatia
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A significant number of NGOs implement
programs in local communities, but the number
that actively recovers costs for the services they
provide is still relatively low. Few NGOs use
self-financing activities, including providing
services for fees, as their primary source of
funding. With the departure of foreign donors,
however, NGOs have become more interested in
self-financing. Training organizations continue
to be the most successful in terms of cost
recovery. Some new networks of service
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providers are emerging, focusing on community
and rural development, but their activities are
still largely project-driven.

Social contracting is primarily an option for
social service NGOs. NGOs have been awarded
a large number of contracts on the local and
national levels for services to the elderly,
victims of domestic violence, the disabled, and
the homeless. The practice of social contracting

INFRASTRUCTURE: 2.8

is among the priorities of the Office for
Cooperation with NGOs, which is preparing
comprehensive educational seminars on this
topic for local and regional authorities.

Specialized NGOs could provide many social
services, complementing or matching state
efforts, but in many cases local authorities and
other relevant stakeholders lack sufficient
interest.

As noted, the strongest grantmaking
organization in Croatia is the National
Foundation for Civil Society Development,
which also provides support services to NGOs.
The NFCSD program operates through focal
points in four Croatian regions and provides
various types of training, networking, technical
assistance, and clearinghouse services. Newly
established community foundations are active in
raising funds and distributing grants for smaller
NGO projects. The NFCSD also supports
capacity development of these smaller
foundations.

The NFCSD Cross-Sectoral Cooperation
Programme, implemented through IMPACT-
European Centre for Cross-Sectoral Partnership
in Zadar, aims to establish the first center of
excellence in Southeastern Europe for training
on intersectoral cooperation, promoting
partnerships between the public, business and
nonprofit sectors. The center will support the
development of intersectoral cooperation both
on the national and regional levels.

The Office for Cooperation with NGOs greatly
improved its coordination of activities in 2008.
It launched an implementation plan for the

PUBLIC IMAGE: 2.9

National Strategy to Create an Enabling
Environment for Civil Society Development
and, in December 2008, organized a roundtable
discussion about a Croatian presidency of the
UN Security Council.

Partnerships between NGOs and the business
sector are still rare, although some good models
are developing in larger cities, such as
participation of business representatives in NGO
boards or joint collaboration in various umbrella
associations. NGOs are sometimes asked to
provide assistance to businesses on their
philanthropic activities and grantmaking
programs. With growing interest in corporate
social responsibility, several NGOs actively
promote NGO-business sector cooperation.

Infrastructure in Croatia
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The public image of NGOs continues to improve
gradually as a result of NGOs’ increasing efforts
to inform the public about their role in society
and their advocacy efforts. Some NGOs even
succeeded in organizing training for political

party leaders, introducing them to civil society
issues.

NFCSD supported about twenty projects focused
on not-for-profit media, broadening the audience
for information about NGO activities. These
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activities included radio and TV, as well as
major Internet portals such as ZamirZine and H-
alter.

Cooperation with national and local media
continued to improve during the year. NGO
leaders continue to participate regularly in TV or
radio programs to discuss important social,
political or economic issues. The media
recognizes NGO leaders as experts

and specialists on specific issues. Media
coverage of NGO activities is mostly positive,
although sometimes criticism prevails. Media
outlets’ approach to NGOs varies depending on
whether the media outlet is oriented toward
active citizenship.

While not many NGOs have a person
responsible for PR activities, many have
developed a PR strategy. Numerous NGOs are

Public Image in Croatia
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improving their PR capacities through various
training programs. Larger NGOs have developed
close relationships with journalists and work
hard to maintain them.

Many NGOs promote their transparency and
openness through websites, annual reports, and
public events.
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CZECH REPUBLIC

2008 Scores for Czech Republic

NGO Sustainability
Legal Environment
Organizational Capacity
Financial Viability
Advocacy

Service Provision
Infrastructure

Public Image

Capital: Prague

Polity:
Parliamentary Democracy

Population:
10,211,904 (July 2009 est.)

GDP per capita (PPP):
$26,100 (2008 est.)
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NGO SUSTAINABILITY: 2.7

NGO Sustainability in Czech Republic
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The nonprofit sector in the Czech Republic
consists of civic associations, foundations,

LEGAL ENVIRONMENT: 3.0

endowment funds, public benefit organizations,
church-related legal entities, and organizational
units of civic associations, such as those
representing a network of businesses. At the end
of September 2008, there were 101,659
nonprofit organizations operating in the Czech
Republic. The most widespread type of
nonprofit organizations is civic associations,
which number 64,538. Many civic associations
cease operation without going through the legal
procedure of de-registration. As a result,
statistics on Czech NGOs are not completely
accurate.

The Law on Foundations and Endowment
Funds, the Law on Public Benefit Organizations,
the Law on Association of Citizens, the Law on
Churches and Religious Organizations, and the
Law on Volunteerism are the primary laws that
regulate Czech NGOs. Only the Law on
Volunteerism affects all legal forms of
nonprofits. Czech legislation has not yet clearly
defined the term “nonprofit organization,” which
creates problems when interpreting the
legislation. In 2008, the official draft of the new
Civil Code was released for comment. This law

might change the structure of the NGO sector in
the future.

Legislation defining the operation of civic
associations is general in nature. On one hand, it
facilitates the activities of NGOs. On the other
hand, it makes exercising public control over
them more difficult. Registration of civic
associations is fairly quick and easy. The
Ministry of the Interior interprets the Law on
Association of Citizens and either suspends or
denies registration to those civic associations
that provide beneficial services outside of their
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membership base for a fee. Registration of other
legal forms of NGOs is more difficult, especially
for foundations, endowment funds and public
benefit organizations. A public register of
nonprofit organizations still does not exist.
Nonprofit organizations are registered in files
and registries in particular places of registration.

By law, NGOs can operate freely. Government
entities do not create legal impediments to the
operation of NGOs. However, in 2008, the
Ministry of Labor and Social Affairs halted their
financial support of some civic association
programs on the grounds that, in general, civic
associations have low levels of operational
transparency.

In 2008, amendments to the Law on Public
Benefit Organizations and the Law on
Foundations and Endowment Funds were
passed. The amendments affect the
organizational operations of NGOs and will
improve both the operations and the
transparency of organizations. For example, one
amendment grants authorization to the director
of a public benefit organization to make
decisions regarding the daily operations of the
organization. Originally, the chair of the board
of directors was the only person authorized to
make decisions.

The slightly controversial Law on Social Service
came into effect in 2008. This law sets quality
standards for social service providers. The
positive ramification of this law is that it forces
NGOs to improve their quality of services. Some
NGOs have a hard time meeting the quality
standards. The law introduces some questionable
aspects concerning NGO operations. For
example, it restricts the extent of social service
fees.

ORGANIZATIONAL CAPACITY: 3.0

Legal Environment in Czech Republic
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The Czech Republic has only a small group of
NGO legislative specialists. Legal consultancy
services are available in Prague and some
regional cities. Access to these services is
limited in rural or more isolated regions. At the
same time, the country does not produce a
sufficient number of lawyers specialized in the
NGO sector. The Czech Republic also still lacks
experts to comment on new legislation. NGO
experts comment on new laws in their free time
and free of charge, which means that the
comments are not necessarily the most thorough.

According to taxation laws, subsidies, grants and
donations for NGOs are tax-deductible for
individuals and companies. The current
maximum allowed deduction, however, is
inadequate to motivate potential donors. The tax
environment is further complicated by
inconsistent interpretations of tax laws. For
example, a lawyer, an economist, an accountant
and a financial office may all interpret the law
differently.

The tax law does not give an advantage to NGOs
who conduct self-financing activities. NGOs can
generate income through the provision of goods
or services, but such activities are not explicitly
supported and, in some cases, are indirectly
limited. Many problems arise from differing
interpretations of economic activities of NGOs
that are not well defined by the law.

The public still expects its needs to be served by
the government and administrative system. In
spite of this, the public realizes that NGOs
generally represent its needs. NGOs try to
survey public needs; however, for the most part

they do not have the capacity for marketing
surveys of actual needs of the public or target
groups, so they often make estimates. NGOs
made a noticeable improvement in
organizational capacity in 2008. The
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complicated and constantly changing regulations
for using EU Structural Funds pushed NGOs to
improve their management skills. Also, the slow
process associated with the EU funds led to
significant lag time between funding sources,
which forced NGOs to develop their fundraising
capabilities.

Organizational Capacity in Czech Republic
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NGOs are gradually forced to plan strategically,
mostly due to requirements from donors,
especially the EU and national and local
governments. The motivation for strategic
planning in 2008 was the gap in EU Structural
Funds financing and the impact of the world
financial crisis. The NGO sector is gradually
becoming more aware of the need for strategic
planning, but the majority of NGOs still lack
written strategic plans.

Defining an NGO’s mission is a condition for
registration; however, not every organization
defines its mission clearly and comprehensibly.
By law, NGOs are obliged to define their
management structures and the responsibilities
of management bodies in their founding
documents. These principles are not followed in
practice. The statutory organ is often formal and
has been created only to fulfill requirements. In
reality, the same people often participate in both
the statutory and the executive organs, and
statutory organs delegate their duties and
responsibilities to the executive organ.
Management bodies often perform the executive
function too, and they do not have enough time
for directing daily operations. The diversity of
the NGO sector means that the conditions in
each organization differ widely.

Certain forms of nonprofit organizations (public
benefit organizations, foundations, endowment
funds) are obliged by law to act transparently
and publish their annual reports, including
economic reports and statements from
independent auditors. Not all of them fulfill this
requirement. On the other hand, a number of
civic associations regularly publicize their
reports, although they are not obliged to do so.
The public are able to check how effectively
NGOs use their donations, contributions and
grants. The majority of donors require a clear
operating structure as part of the grant
procedure.

The majority of NGOs have their own
employees, but these employees do not always
have well-defined job descriptions and are often
hired for particular projects. As a result of EU
Structural Funds, the management of NGOs has
been improving. For example, NGOs have
started to work with their employees to help
them avoid burnout. In some cases, they have
hired specific human resources employees. The
employment rate in the NGO sector is
increasing, although the sector still lacks
qualified managers. The legal aspects of NGO
management are taught at colleges and several
universities. This facilitates the training of
qualified managers.

Volunteerism is gradually developing. On
account of the Law on Voluntary Service,
accredited volunteer centers prepare and educate
volunteers. However, NGOs are still not fully
qualified to manage volunteers and rarely have
systematically organized volunteer databases.
Volunteers must not be association members,
complicating their use.

Thanks to financial support and in-kind
donations, the sector has sufficient office
equipment, but the equipment is not of an
acceptable quality. Most NGOs are able to use
computers and can communicate over the
Internet. Still, the sector lacks specialized
software programs, and NGO employees do not
have necessary knowledge and skills. NGOs
without their own equipment can use the library
network, which provides Internet access.
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FINANCIAL VIABILITY: 2.9

NGOs get most of their finances from domestic
sources of support, including EU Structural
Funds.' Most finances for the NGO sector come
from public budgets, companies, foundations
and individual donors. Support from donors is
not only financial; companies often provide their
products and services at a discount or free of
charge. They also provide voluntary support in
the form of human capital, a trend that increased
in 2008. EU Structural Funds have become a
significant source of financing for many NGOs.
Smaller NGOs operating in the social sphere
have mostly drawn funds from global grants,
which were set aside within the Structural
Funds. The Norwegian/European Economic
Area (EEA) Financial Mechanisms have also
financed NGO projects.

The dependence of some NGOs on EU funds
affected them negatively in 2008. The EU funds
come in waves: the first wave from 2004-2007
and the second wave from 2008-2013. For ten
months of 2008, NGOs experienced a gap in EU
funding because the government was slow in
distributing the funds. Further, some
organizations that received funding from the
first wave of EU funds did not receive funding
from the second wave of funds, as the
government chose to support newer
organizations in the second round.
Consequently, some organizations have cut
down their services, dismissed employees, or
gone bankrupt.

Financial Viabilityin Czech Republic
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Foundations represent a stable financial source
for NGOs, but foundation capital is generally
low. The largest amounts of finances come from
resources obtained by foundations from the
government Foundation Investment Fund.
Foundations obtain their finances from the same
donors as other NGOs.

Large corporations, especially international
ones, follow the concept of corporate social
responsibility. Corporations support NGOs
through taxed sponsorships such as advertising
contracts. Corporations can also provide
financial donations, which are tax-free for
NGOs. In 2008, however, the volume of
financial support from corporations and
businesspeople started to stagnate due to the
global financial crisis.

Individual donors constitute the smallest and
least reliable group of NGO donors. Working
with individual donors is a demanding
fundraising activity for NGOs, except for public
fundraising campaigns in response to natural
disasters. Another stable source of financing is
donor SMS (DMS), which enables donors to
contribute to NGOs via text messages. The least
effort is put into addressing non-anonymous
donors. Increasingly, fundraising is considered
to be a necessity, but the majority of NGOs
consider their fundraising to be unsatisfactory,
particularly due to the low level of management
and unclear development processes. The
separate position of fundraiser usually does not
exist; development is usually a shared task
among staff. Boards of directors do not fulfill
their obligation to seek out and secure financial
support for their organizations. Instead, directors
shift their duties to the NGO’s executive
management.

NGOs usually have several financial sources;
however, they tend to receive the bulk of their
funding from one primary source, which affects

" EU Structural Funds are considered domestic funds because the Czech Republic is an EU country.
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NGOs’ stability. NGOs are financially secure for
up to several months or, at most, one year. The
vast majority of organizations do not maintain
financial reserves. NGOs that are financed
mainly from subsidies and grants are financially
secure for a limited time only.

Annual reports, bookkeeping and audits are
commonly required by donors; however, the
financial management of NGOs is not usually
systematic, and the sector lacks economists and
financial managers. The requirements attached
to public administration grants and EU
Structural Funds are particularly demanding.
Most of the demands associated with such
funding require NGOs to handle the finances
themselves rather than hiring an outside
accountant, as many organizations do. In 2008,
the Foundation of Civil Society published a
book called The Standards of Financial
Management for Non-profit Organizations,
which may prove to be useful for many
organizations that need to learn how to manage
their finances.

Czech law requires financial audits of some
NGOs, such as endowment funds and public
benefit organizations. A financial audit is
considered to be unnecessary for other
organizations. Some NGOs are also obliged by
law to release their annual reports, but they do
not publicize them widely because the
government does not generally sanction

ADVOCACY: 2.4

noncompliant organizations. The low
availability of annual reports negatively
influences NGOs’ transparency and credibility.

Some NGOs try to complete their financial
portfolios by earning their own income. They
usually sell services or products. Some
organizations, mostly in the social and health
care areas, charge minimal fees. A lack of
financial and marketing management skills
negatively affects NGOs. Under the new
interpretation of the Law on Association of
Citizens, the Ministry of the Interior does not
allow newly established civic associations to
provide public benefit services for a fee. Under
the Law on Social Services, clients now receive
funding from the government to purchase their
own services, whereas in the past, the
government paid social service organizations
directly.

Local government agencies purchase services
from NGOs in the form of subsidies or grants.
State or regional offices also issue public calls
for proposals to which any business or
organization can respond. Previously, only
NGOs were able to respond. While the market
for services is expanding, NGOs are no longer
the only organizations that can provide services.
Further, unlike businesses, NGOs are still
regulated by the government, which may
negatively affect their ability to compete in an
open market.

Communication between the public
administration and NGOs is effective at the
central level. NGOs have representatives in
ministerial advisory bodies and in the
Government Board for Non-profit Organizations
(RNNO), which is now much stronger thanks to
the government’s increased support. The
legislative and financial committee started to
work intensively in 2008; it focused on new law
drafts concerning the organizational forms of
NGOs and participated in the preparation of the
Civil Code and the Law on Public Benefit
Organizations.

Advocacy in Czech Republic
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At the regional level, the government relies on
NGOs for community planning and creating
regional development strategies, but
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this does not apply in all regions. Generally,
regions have grant strategies and rules for NGO
support, while smaller towns and villages do not
work as systematically, and their support is
random and improvised. The staff of NGOs is
usually involved in local and regional
governments in order to promote public
interests.

State and regional governments cooperate with
NGOs on mutual projects only in certain areas,
such as Roma, anti-drug, community, minority
or human rights issues. In other areas, such as
health care, public administrators act as clients
for NGO services. However, this support has
declined, as governments have begun to support
their own organizations (GONGOs) rather than
NGOs.

In 2008, NGOs organized campaigns to
encourage solutions to issues in various areas
such as the disabled, development aid,
discrimination, and socially excluded groups.
The quality of campaigns varied considerably.

NGOs do not perceive lobbying as their priority
and do not have any clear strategy in this area.

SERVICE PROVISION: 2.2

Still, they realize that lobbying is necessary in
some situations. Some strong interest groups in
the Czech Republic manage to lobby effectively.
Traditionally, these are environmental
organizations and organizations operating in
social and health care areas. Individual lobbying
has thus far been more effective than collective
lobbying. When NGOs get involved in
legislative activities, they experience problems
concerning non-transparency and complications
in the legislative process. Many NGOs do not
fully understand new laws, which is a problem
when they attempt to lobby. Further, political
representatives and public administration
officials do not consider NGOs and their experts
as equal partners. While NGOs manage to
advocate on smaller issues, they fail to advocate
for interests concerning the whole NGO sector,
and the sector lacks an NGO association,
umbrella organization, or think tanks that
approach these issues. NGOs are quite capable
of effective cooperation on the implementation
of laws for a particular sector or region. Still,
despite the lack of sector-wide representation, in
2008, NGOs, with the RNNO, managed to
participate in the preparation of the Law on
Public Benefit Organizations.

NGOs provide services in various areas such as
health care, social care, education, aid after
natural disasters, environment, culture, historical
site restoration, youth, and human rights. NGOs
are especially active in addressing social
exclusion; the majority of their services are of a
high professional standard. In general, service
quantity and quality differs in various regions of
the Czech Republic.

NGOs usually respond to the identified needs of
society, communities and the market. These
needs are often connected with priorities
declared by the public administration and the
programs of EU Structural Funds. NGOs learn
from their own experience, using client feedback
to investigate the market situation. Within the
framework of the Structural Funds,
organizations were required to monitor and
analyze clients’ needs and respond to them
flexibly, which improved NGOs’ organizational

capacity. The Law on Social Service also
requires organizations to survey client and
public needs. Services that are clearly defined as
commonly beneficial are available for the
general public, especially in the social sphere,
health care and leisure activities. One of the
conditions for participation in EU projects is to
inform the public about services and other
outputs.

NGOs generally use appropriate methods to
ensure and organize cost recovery. They usually
do not calculate the prices of their product using
real expenses. They estimate prices according to
what clients would be willing to pay. However,
in 2008, service organizations suffered in that
the NGO market is artificially regulated and
favors GONGOs. The calls for proposals for
providing public services were announced in
2008, and the reduced support for NGOs was
obvious. State and regional administrations
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Service Provision in Czech Republic

7.0

prefer to support their own projects,
organizations, and businesses, and NGOs are
receiving less funding from the government.
Combined with having to adapt to the new Law
on Social Services, the situation has been quite

INFRASTRUCTURE: 2.9

difficult, and some organizations are on the
verge of closing.

The development of the NGO sector does not
get systematic support from central organs. The
purchasing of services is realized through
subsidies and grants, which impose unnecessary
administrative demands. Governments have
begun issuing public calls for proposals, as
opposed to working directly with NGOs. This
new method of finding service providers has the
potential to affect the sector negatively. Further,
the proposals are less specific, which means that
NGOs have a difficult time interpreting exactly
what governments need.

The Czech Republic has NGO resource and
support centers, but the NGO sector lacks a
network that covers the entire country. Regional
administrative offices play an important role, as
they perform some functions of service
organizations such as training and database
creation. Service organizations usually provide
their services for a fee, whereas organizations
established by regional authorities usually
provide their services for free.

Czech foundations provide grants to domestic
projects in accordance with their priorities,
decisions and society’s and communities’ needs.
Domestic foundations only rarely manage to
create significant funds (foundation capital) for
grantmaking. Foundations obtaining financial
resources from the Foundation Investment Fund
regularly distribute their profits into specific
areas. The Czech Republic has a limited number
of philanthropic or corporate foundations. The
global financial crisis has had a negative impact
on the volume of foundation capital. Some
NGOs were authorized to administer European
or other programs, such as the Norwegian/EEA
and Swiss funds.

NGO membership in coalitions is limited, and
those coalitions that exist do not generally
represent the entire sector. Some specialized and
regional coalitions work quite efficiently;

Infrastructure in Czech Republic
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however, the government and the public
administration have been calling for integrated
representation of the whole sector. The RNNO,
which helps to promote NGO interests, has
increased communication with existing umbrella
organizations and NGO coalitions in order to
keep them more informed of what is happening.
The distribution of information by the RNNO to
regions is gradually improving.

Training courses and counseling for NGOs are
sufficient, although the quality is not consistent.
Some NGOs have established a large number of
educational programs within the framework of
European funds. Training courses are usually
held in Prague and other large cities, but given
the size of the country, the courses are accessible
for all applicants. NGOs realize the importance
of educating their workers and were able to
finance this education using EU funds in 2008.
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The advent of EU funds and programs has led to
an increase in the development of intersectoral
partnerships; however, these partnerships have
been formed primarily to fulfill EU obligations

PUBLIC IMAGE: 2.5

rather than to address specific needs or
situations. At the local level in some regions,
intersectoral partnerships work efficiently.

The media provided good coverage of NGO
activities in 2008. Media reports are usually
neutral or positive. NGOs often appear in
regional media, as most coverage focuses on
local events. Media time is provided to NGO
staff members who are perceived as experts on
specific issues. The media often provide time for
NGO informational campaigns. The media do
not widely cover corporate donor support in
order to avoid providing what could be
considered free publicity for businesses.

The public understands the legitimacy of NGOs
and appreciates their importance. Philanthropy is
rooted in society and is slowly growing.
Organizations promoted by the media are
perceived positively, as are those with which the
public is already familiar. Still, people prefer
anonymous sponsorship to membership or
sponsorship based on a deed of gift.

The public has a rather positive view of NGOs.
State and public administration describe them as
partners and co-workers, although their
relationship is not equal in practice.
Corporations include NGOs in their corporate
social responsibility concepts, and they provide
support for certain issues or regions.
Cooperation with NGOs improves corporations’
images and is gradually becoming a part of their
corporate culture. Local support from regional
small and medium enterprises located outside
the capital is growing.

Public Image in Czech Republic
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NGOs are beginning to appreciate the
relationship between public relations and
sustainability. They are approaching the public
and promoting their activities. Due to the lack of
financial and human resources, NGOs cannot
often intensively and systematically develop
their public relations. Also, they are not always
able to communicate their organizations’
intentions effectively enough for the public to
understand their message and support them.
Recently, however, several competitions have
been held in order to identify the best NGO
public benefit campaigns.

The majority of the most powerful NGOs have
ethical codes and standards for service. They
publish them in their informational and
promotional materials and in annual reports.
Further, in 2008, the Quality Standards for
Social Services mandated by the Law on Social
Services began to be applied.
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ESTONIA

2008 Scores for Estonia
NGO Sustainability

Legal Environment
Organizational Capacity |
Financial Viability
Advocacy
Service Provision

Infrastructure

Public Image

Capital: Tallinn

Polity:
Parliamentary Republic

Population:
1,299,371 (July 2009 est.)

GDP per capita (PPP):
$21,200 (2008 est.)
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NGO SUSTAINABILITY: 2.0

The year 2008 had a mixed influence on NGO
sustainability in Estonia. Two new funds started
to provide much-needed support for
organizational development and capacity
building. At the same time, the worsening
economic situation during the second half of the
year put additional pressure on NGOs, as well as
other institutions. NGOs that depend on private
donations and income earned from economic
activities felt the effects of the economic
downturn more quickly than others, but
declining public budgets will affect many
organizations that get financial support from
local or national budgets. NGOs are preparing
themselves for a financially complicated year
ahead and are looking for ways to reduce their
expenses and activities.

Despite the pessimistic feelings at the end of the
year, many positive trends continued in 2008.
Organizations gained more experience, and a
growing number were well managed and visible.
Their partners in the public and private sectors
were more aware of the role of NGOs in society,
and cooperation was more fruitful. Also, the
public image of NGO activities continued to be
positive. NGOs continued to function well
within the established legal environment and
infrastructure.

Commenting on the Estonian NGO sector as a
whole has become increasingly difficult. The
NGO community is diverse, as are the strengths
and weaknesses of the organizations and their
leaders.

NGO Sustainability in Estonia

5.0

7.0

The year’s outstanding example of the potential
of civic initiatives was the “Let’s Do It”
campaign implemented in May. Started by a few
IT gurus and environmental activists, this
campaign used innovative technologies to map
more than 10,000 illegal garbage dumping sites
all over the country and mobilized 50,000
volunteers (3 percent of the country’s
population) to clean it up in just one day. The
extensive range of partners included many of the
largest companies in Estonia and major
nonprofits, as well as local and national
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government institutions and people from all
demographic and socioeconomic groups. “Let’s
Do It” gained huge media attention both in
Estonia and abroad; similar campaigns were
later initiated in some other countries, and it
bred intense discussions about volunteerism,
public participation, recycling, and laws
regulating the waste industry.

While the overall sustainability of the NGO
sector in Estonia is steadily improving, Russian-
speaking NGOs are remarkably weaker in

LEGAL ENVIRONMENT: 1.7

almost all criteria. Although some attempts have
been made to reduce this distinction, no notable
progress was seen in 2008. Russian-speaking
NGOs are mostly smaller cultural organizations
that do not participate actively in public life
outside of their particular field of activity.
Estimating the number of these organizations is
difficult, as the registry does not differentiate
NGOs based on language.

Close to 28,000 NGOs are registered in Estonia,
almost half of them housing associations.

After years of delay, the Parliament finally
adopted amendments to the law that will make
nonprofit associations’ annual reports public
from 2010. Associations are currently the only
legal bodies in Estonia who do not present their
annual reports to the public registry, but to the
Tax and Customs Board, where the public has
no access to them. This long-needed change will
make the sector more transparent and will help
to remove defunct organizations from the public

registry.

Legal Environment in Estonia

ELI

In general, the legal environment is favorable for
NGOs. Organizations operate freely, and the
government provides for the freedom of
assembly and civic activism. Registration of an
NGO, reporting and other communications with
authorities can be done online.

NGOs do not pay taxes on their income, but on
certain distributions. Donations made to
organizations on the list of NGOs eligible for
benefits from tax incentives can be deducted
from a person’s taxable income up to a certain
amount. To be eligible for the tax benefits, an
organization must be charitable and operate in
the public interest. Based on information
provided by the organization and after
consultation with an advisory committee
consisting of NGO representatives, the Tax and
Customs Board makes the decision on whether
or not an organization is eligible. However,
eligibility is problematic for some social
enterprises, as tax officials’ ability to distinguish
between for-profit and social enterprises is still
limited. NGOs have begun consultations with
the Ministry of Finance to solve this problem
and to seek other incentives to encourage
philanthropy. Another discussion connected with
the above-mentioned eligibility list is whether or
not to exclude from it nonprofit organizations
controlled by public sector institutions.

Although NGO awareness about regulation has
risen, there is still room for improvement.
Regional development centers and umbrella
organizations provide basic legal advice.
However, more specific legal counseling is still
a problem because of the cost and a lack of
lawyers specializing in nonprofit issues.
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ORGANIZATIONAL CAPACITY: 2.3

Two new foundations that provide support for
capacity building—the National Foundation for
Civil Society (NFCS) and the NGO Fund of the
Norway/European Economic Area (EEA)
Financial Mechanism—positively affected
NGOs in 2008. Thanks to these new funding
opportunities, NGOs have had an incentive to
dedicate both more time to thinking through
their organizational needs and more resources to
solving these needs. Some umbrella
organizations help their members to become
more effective, mostly by providing training and
counseling.

The NGO sector continues to become more
professional in terms of planning and
implementing their activities and working with
partners. Some organizations use sophisticated
strategic planning models; others trust their
common sense and instincts. The best practices
of more progressive organizations are followed
by others. Nevertheless, many organizations
keep their eyes open for funding opportunities
and determine their activities that way. NGOs
sometimes learn to use certain buzzwords such
as sustainability and accountability without
really understanding the concepts behind them
and see strategy as a formality for donors rather
than a basis for their day-to-day activities.

According to Statistics Estonia data,
approximately 30 percent of NGOs have some
paid staff members. The staffs of NGOs have
been growing over the last couple of years;
however, the worsening economic situation

FINANCIAL VIABILITY: 2.3

towards the end of the year made organizations
very careful when considering taking on
additional financial obligations.

Organizational Capacity in Estonia
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The vast majority of NGOs in Estonia have
always depended on small core teams of
volunteers or short-term project teams.
According to studies, approximately 30 percent
of the population is doing occasional volunteer
work, and the estimated value of this is 2.7
billion EEK ($216 million) a year. The interest
in volunteering has been growing; at the same
time, not many organizations make the best use
of this trend. Some organizations see volunteers
only as physical labor for helping with mundane
tasks like trash cleanups or stuffing envelopes,
and they fail to take advantage of volunteers
who are interested in doing more sophisticated
work such as consulting and helping with
finances. Volunteer Development Estonia started
consultations on developing a Code of Best
Practice on Volunteerism to harmonize the
principles from which volunteers, NGOs and
their partners could proceed.

Despite growing pessimism towards the end of
the year, 2008 was the best year ever for NGOs
financially. In addition to the funding channels
that existed before — for example, in 2007,
ministries were funding NGOs with nearly 700
million EEK ($55 million) — two new channels
are worth mentioning. The NFCS started in
2008, financed by the state budget, and
distributes 20 million EEK annually ($1.6
million). Also, the Norway/EEA Financial

Mechanism’s NGO Fund distributed the first
grants from its budget of 36.5 million EEK ($2.9
million) for three years. Both new foundations
attempt to support organizational development
and activities that improve the environment for
civil society activities, as opposed to merely
funding projects. Although a few ministries,
local governments and private donors provide
similar support for NGOs, this type of funding is
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not yet common; therefore, these new
foundations have been welcomed.

Three notable studies on public funding were
conducted on funding practices of ministries,
distributions from the gambling tax, and
feasibility of a percentage law in Estonia.' Based
on these studies, a working group of public
officials and NGO representatives is currently
developing a concept for the public funding of
NGOs.

Financial Viability in Estonia
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The amount of private donations went up in the
last few years. In 2007, around 280 million EEK
($22.5 million) in donations was reported to the
Tax and Customs Board. A growing number of
NGOs, mostly in the fields of health and child

ADVOCACY: 1.8

welfare, run regular campaigns for donations by
encouraging people to call or text to charitable
phone numbers. Swedbank opened its donation
portal where people can easily make online
donations to NGOs who have been previously
approved by a selection committee of bank and
NGO representatives.

The worsening economic situation has already
hit organizations that depend on donations from
businesses, as corporate social responsibility
costs are usually among the first to be cut if a
company has to reduce its budgets. Some NGOs
who earn income from selling goods or services
have indicated a decline in demand. On the other
hand, the demand for some social services such
as unemployment assistance has increased,
although people’s ability to pay for services, and
outside funding, have decreased. Cuts have
already been made in public budgets, both on
national and local levels; however, the impact of
these cuts will become more apparent in 2009.
The general economic downturn after years of
remarkable economic growth has highlighted
that many NGOs are unable to find alternative
funding sources or make use of nonmonetary
assets. It is expected that the financial viability
of the sector may face a setback in 2009.

As a result of the independence movement, the
Estonian NGO sector has always seen advocacy
as one of its central functions. The year brought
stable progress in advocacy with no qualitative
leap. NGO participation in policymaking is
increasingly seen as a normal part of the process
and an opportunity to get additional expertise.
Both the public sector, when preparing
legislative processes, and NGOs, when
presenting their proposals, can still make
progress in this area, but in general, both
demonstrate a commitment to developing skills
for more meaningful cooperation.

Policymaking can be more complicated if
political parties have clear preferences towards

one or another decision. The law requires
stakeholders to be consulted when drafting
legislation; however, the law does not set
requirements for the range of consultations.
More explicit principles are written in the Code
of Good Practice on Involvement which, while
not binding, is a recommended document. Still,
ministries are able to exclude some unwanted
groups, as was the case when environmental
NGOs were left out from Ministry of
Environment consultations on administrative
reform. This behavior caused protests by a wide
range of NGOs who demanded that the
government should adopt the Code of Good
Practice as a compulsory document. The state
secretary responded by declaring his willingness

' PRAXIS Center for Policy Studies, Tallinn University, and BDA Consulting conducted the studies; the reports can

be found (in Estonian) at www.ngo.ee/uuringud.
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to take the code to the government; however, he
made no promises regarding a deadline.

The advocacy initiatives of NGOs have become
more professional, and many of them are
successful. A notable example is

the case of the Employment Contracts Act,
which was met with wide dissatisfaction and
sent back for consultations until a consensus was
achieved. Many advocacy campaigns take place
at a regional level. A growing trend is for NGOs
to use Internet opportunities for mobilizing
support, such as collecting signatures for
petitions.

While there were no major developments in the
field of advocacy, some minor advances took
place. Additional features were added to the
government’s participation portal www.osale.ee,
so that people can now post ideas and look for
others’ support for new initiatives, in addition to
commenting on draft laws or strategy documents
posted by the ministries. NENO (Network of
Estonian Nonprofit Organizations) and the State
Chancellery organized a number of trainings for
public officials on public involvement that were
very popular.

SERVICE PROVISION: 2.3

Advocacy in Estonia
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The Civil Society Development Concept (EKAK
in Estonian) serves as a strategy agreement
between NGOs and the public sector. Although
EKAK has certainly been instrumental in
shaping cooperation and defining common
goals, NGOs have been dissatisfied with the
slow process of EKAK implementation since its
adoption by the parliament in 2002. Several
proposals were presented at the first Estonian
NGO “clamoring” (debate) in October on how to
proceed with EKAK, including changes in
legislation, better implementation mechanisms
and the formation of similar agreements at local
levels.

Service Provision in Estonia
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Service provision by NGOs did not change
dramatically in 2008. The public sector expects
that NGOs will play a more active role in service
delivery, and NGOs see it as an important way
to fulfill their social missions, in addition to
assuring stable funding. However, developments
in this field have been slow. Expectations about
outsourcing are mismatched: while the public

sector sees it as a way to minimize costs and
encourage competition, NGOs emphasize the
need to have longer-term contracts and sufficient
funding to guarantee quality.

Nevertheless, NGOs do provide a wide range of
services to their members, other institutions and
to the public, both on national and regional
levels. With the growth of experience,
professionalism is also rising. The concept of
social entrepreneurship is slowly taking root; the
Good Deed Foundation has done a lot to raise
awareness in the area of service provision.
Additionally, the Village Movement Kodukant
is helping smaller village associations to develop
services in and for their communities.

More changes in this dimension are expected to
take place in 2009, as the government has
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declared its willingness to start developing the
concept of outsourcing public service delivery to
nonprofits. A survey will map the current

INFRASTRUCTURE: 1.6

situation and practices, as well as propose policy
recommendations for further developments.

Regional development centers, financed from
the state budget, exist in every county, providing
consulting and basic trainings for NGOs free of
charge. In 2008, increased funding allowed the
centers to increase the number and quality of
trainings. Funding for organizing trainings and
conferences is relatively easy to find;
consequently, a number of events covering a
range of issues take place every week.
Nevertheless, the efficiency of these can be
questioned, as often the same people attend one
event after another without any visible
improvement in their organizations’ work.

Infrastructure in Estonia
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PUBLIC IMAGE: 2.0

The system of sectoral umbrella organizations is
well established. These organizations serve as
development and advocacy bodies on behalf of
their sectors. Although good examples of
regional umbrella bodies exist, cooperation
between NGOs could be better at the regional
level. To encourage this cooperation, NFCS put
forth a special call for applications for new
regional umbrella organizations to receive start-
up funding and for existing umbrella
organizations to receive support funding. At the
national level, NENO serves as the umbrella and
advocacy organization for public benefit NGOs,
dealing with issues common to all organizations.

While financial support by for-profit companies
may have gone down towards the end of the
year, cooperation between businesses and NGOs
has improved steadily. Both sides are more
aware of the potential forms of cooperation such
as joint initiatives, counseling, and volunteer
work. The most remarkable example of cross-
sectoral cooperation was the previously
mentioned “Let’s Do It” campaign.

The positive trends of previous years continued
in 2008. NGO activities and their positions on
topical issues are increasingly covered in both
national and local media. Journalists are more
aware of NGOs, and NGOs are more
professional in their communication. However,
while NGOs long for more analytical media
coverage that emphasizes their essential role in
society, journalists are more interested in
emotional or controversial stories.

The public perception of NGOs is generally
favorable, although people may not necessarily
use terms such as NGO, nonprofit association,
third sector, or civil society. For example, when
NGOs were included in a regular survey of the
trustworthiness of various institutions, a large

number of respondents were unable to provide
an answer, even though the public usually
welcomes concrete NGO initiatives.

Public Image in Estonia
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The NGO Code of Ethics was adopted in 2002, NFCS has included the code in its requirements,

and it serves as a tool for anyone to be able to so that every organization applying for NFCS
evaluate whether an NGO is acting according to funding has to explain how it follows these
the code. Some organizations have developed principles.

their own ethical statements based on the code.
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GEORGIA
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NGO SUSTAINABILITY: 4.2

Events in Georgia in late 2007 and 2008 shook
already uneven public confidence in democratic
processes and institutions. These events
included the forceful crackdown on peaceful
protests and the closure of the Imedi television
station in November 2007; hastily adopted
election law changes; the controversy
surrounding presidential and parliamentary
elections; the opposition party’s refusal to
assume its parliamentary election mandate; and
the government’s handling of the August 2008
conflict with Russia.

The government neglected public participation
and input, rejecting attempts to question its
policies by arguing that the development of an
effective state required deliberate and swift
action. The government made important
decisions without leaving enough time for public
input and parliamentary debate. The ruling
party’s opaque decision making and the lack of
opportunities for dialogue contributed to
diminishing public trust and confidence in state
institutions. The August invasion united the
country against a common threat,

but also underscored existing problems and

the gap between the government and the
population.

NGO Sustainability in Georgia

7.0

The government of Georgia’s consolidation of
power has polarized and politicized society and
made the ruling party and executive branch
predominant over all other institutions in the
political system. The absence of countervailing,
constraining institutions became a growing
concern. The parliament, dominated by the
president’s party, is ineffective and unable and
unwilling to check the power of the executive.
The judiciary is weak and suffers from a poor
public perception. The media lacks diversity of
independent viewpoints and with the closure of
Imedi TV, news coverage has become
significantly less diverse. The year 2008 was
marked by the final steps in the shift from a two-
sided, polarized media environment to a media
that favors the pro-government perspective.
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Although the government has attempted to act
more transparently since the August conflict
and, under western pressure, pledged to change
its institutional culture to regain the people’s
trust, it still has far to go to achieve these goals.

Georgia’s civil society has grown weaker in its
ability to serve as a check and stabilizing
influence on the state. Civil society
organizations’ overall visibility and political
influence continue to diminish. While the
Georgian Orthodox Church, which has the
highest levels of public confidence in society,
played a significant mediating role in disputes
between the government and opposition parties
during the political crisis, the NGO community
largely failed to get involved in public discourse
on substantive political issues. After the August
events several think tanks produced papers about
the consequences of the Russia-Georgia conflict,
yet there were no attempts within the NGO

LEGAL ENVIRONMENT: 3.2

community to start a dialogue to assess the
causes and the impact of this devastating
military confrontation.

Other disturbing trends in the development of
the NGO sector include increased polarization
within the NGO community—those identified as
“pro-” or “anti-government”—and the growing
gap between the capital and the regions. The
sector has become smaller, and many small
organizations, particularly in the regions, have
disappeared. They could no longer obtain donor
support and failed to develop the means to
sustain themselves. An estimated 10,000 NGOs
are registered in the country, although the
number of active organizations continues to
diminish. Even the most experienced and
sophisticated NGOs are forced to shift their
activities to areas where donor funding is still
available.

Legal Environment in Georgia
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Over the past year, the legal framework
experienced little change and remains generally
progressive and supportive of NGO activities.
NGOs operate free of state control or the threat
of political or arbitrary dissolution. The Civil
Code provides for simple procedures for NGO
registration and operations.

Mainly because of the heated political
environment, NGOs were not able to lobby for
further improvements in the legal framework
regulating their activities. The existing tax

legislation treats donations from foreign and
domestic sources differently, giving
international donors more beneficial treatment
than domestic funding sources. There is an
urgent need to develop laws and regulations
promoting financial sustainability of the sector
in response to the decrease in funding from
foreign donors. Tax incentives for corporate and
individual donations are limited and do not do
enough to stimulate domestic philanthropy. Tax
exemptions for economic activities would allow
NGOs to engage more actively in raising
revenues. While NGOs can compete for
government procurements and contracts, there
are no legal mechanisms for the state to provide
grants to NGOs. The Civil Society Institute, an
NGO, has drafted a law on state grants that
would introduce a system for allocating public
funds to NGOs. The draft law is currently being
reviewed and discussed by the NGO community
and various ministries, including the Ministry of
Education and Science and the Ministry of
Health and Social Welfare.
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ORGANIZATIONAL CAPACITY: 4.0

Since 2004, organizational capacity has slowly
decreased, reflecting the gradually deteriorating
human and institutional capacity of the sector,
especially in the regions. Georgian civil society
has been weakened as many of its leaders have
left to serve in government after the Rose
Revolution. As the government has been able to
pay better salaries, it has continued to draw
talented and educated experts and organizers
from NGOs into government leadership
positions, creating an ongoing brain drain from
the third sector.

In the last several years the most notable trend
related to organizational capacity was the
growing divide between larger, more
professional organizations and small,
institutionally weak NGOs, which made up the
majority of the sector. In 2008, the whole sector,
including sophisticated Tbilisi-based NGOs, was
weakened institutionally. Even well established,
sophisticated NGOs were forced to relinquish
some of their traditional work and engage in
activities outside of their missions to secure
funds from international donors. For instance, an
NGO working on legislative issues got involved
in a poverty reduction program. Constant shifts
and adjustments of priorities negatively
influence organizational development and long-
term planning processes.

FINANCIAL VIABILITY: 5.3

Organizational Capacity in Georgia

vl ) £ = 43 ol e o) o A e
o ] £ (x] ] £y ) ) 0 (x] £
LS . S . S S
10 . . . . .
35
10 48 4+ 4+ 4+ LA 18 18 =4 e H[

7.0

Many of the problems at the national level are
exacerbated at the local level. NGOs and
associations are fewer in number and smaller in
the regions, largely because of fewer sources of
funding. The majority of organizations operate
from project to project and find it increasingly
difficult to retain qualified, professional
employees. Donors rarely consider supporting
overhead costs of NGOs, which would help to
cover administrative costs. Several NGOs in
Kutaisi even split project salaries to maintain
permanent staff. In Batumi, NGOs make
systematic efforts to target youth in order to
attract interns and volunteers among high school
students. While these individuals bring needed
human resources, they quickly move on to more
attractive paid jobs and do not stay long enough
to contribute to the institutional strengthening of
the organization.

Donors’ heightened confidence in the capacity
of civil society—the catalyzing force of the Rose
Revolution— led to a shift in resources and
funding away from the nongovernmental sector.
Within a few years after the revolution, most
donors switched to supporting governance
through interaction with the state, or
mainstreamed civil society activities as part of
their larger portfolios, thus contributing to
stagnation in the development of the civil
society sector.

Since few funding sources other than the
international donor community exist, financial

sustainability continues to be a major challenge
for NGO development. The greatest sources of
domestic funding in most developed
democracies—the government and private
philanthropy—are nearly nonexistent in
Georgia.

The NGO community is generally unprepared
for the phase-out of international donor
programs. The development of a draft law on
state grants to NGOs is one of the few attempts
to encourage diversification of domestic
funding. It is difficult to achieve financial
viability when the national government
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Financial Viabilityin Georgia
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interacts only with a limited circle of NGOs,
local authorities do not have resources and are
unwilling to cooperate with NGOs, and the
country has no tradition of philanthropy.
Businesses choose not to support NGOs,
especially if an organization does not have
positive relationships with the local authorities.
Apart from political tensions, the postwar
environment has further exacerbated the

ADVOCACY: 4.4

situation. The level of economic development
continues to slow down, and the business sector
has weakened considerably and has even less
incentive to make individual or corporate
charitable contributions. As a result, NGOs are
struggling for shrinking resources, with only the
largest and most professional associations able
to access funding, while many smaller NGOs
and grassroots organizations have ceased
operations.

While NGOs in the regions are gradually
realizing that there is nothing wrong with raising
some revenue from their services, the public is
reluctant to accept this new mode of operation.
Large NGOs also have difficulty engaging in
economic activities, since no tax exemptions are
available.

Georgia still possesses a small number of active
and vocal NGOs oriented towards public and
political affairs. Some of these serve watchdog
functions, earning considerable public
credibility. These NGOs played an important
role in 2008 presidential and parliamentary
elections by educating voters, monitoring
elections, and collecting and publicizing
information about election irregularities.

Yet, the deterioration of the advocacy score
reflects the politicization and polarization of
civil society and the inability of NGOs to assert
their influence on key policy issues through
advocacy, monitoring and fact-based analysis.
Most former NGO leaders who went to serve in
government are focused on pursuing their
reform agendas rather than on maintaining
allegiances to former colleagues. The
government is willing to communicate and
collaborate only with a narrow circle of NGOs
perceived to be politically loyal and like-
minded. Furthermore, the government often
dismisses critical input from watchdog NGOs
and interest groups as politically motivated
attacks by “opposition” NGOs. This
environment has resulted in a polarization of the

civil society sector between those with and those
without access to and influence over
government.

The highly politicized environment makes it
