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Introduction 
 
 

 Dear Colleagues and Friends, 
 
This is the seventh issue of the volume of papers, that were delivered during the 
seventh edition of the annual Summer Seminar for Young Public servants from 
Southeastern Europe: “Preparation for EU Accession”, June 01-05, 2006, Bulgaria. 
The already established as traditional Summer Seminars are organized by the 
Economic Policy Institute – a Bulgarian independent non-governmental organization. 
The aim of the project is to contribute to networking and an effective knowledge and 
experience transfer process among the young representatives of the public 
administrations in the SEE region in view of European integration. Participants from 
Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Macedonia, Moldova, 
Montenegro, Romania, Serbia and Turkey, distinguished speakers, organizers and 
friends of the Summer Seminars met in Bulgaria for a seventh time in a row to 
intensively exchange knowledge, views and ideas on European integration issues, and 
actually experience in the praxis regional cooperation and networking.  
 
You can find out more abut the Summer Seminars, as well as the Regional Network 
of Young Public Servants on European Affairs – “T’Club” on www.epi-bg.org.  
 
The present volume contains contributions structured within the following main 
thematic panels:  

� The Process of EU Integration and the Experience of the Acceding Countries 
(presentation were delivered on Bulgaria and Romania); 

� The Process of EU Integration – Challenges towards the Candidate Countries 
(papers presented on Macedonia, Croatia and Turkey); 

� The Process of EU Integration – the Potential Member States of the Union (the 
experience of Serbia, BiH and Albania shared); 

� Decentralization and Local Government Dimension; 
� The European Integration Process – Economic Expectations and Tasks; 
� EU Integration of South Eastern Europe and the Business Perspective  
� The Enlarging Union – the Insiders` Point of View; 
� The Future of Europe. 

 
We are aware of the limits of this effort to make you feel the fresh and inspiring 
atmosphere of the Summer Seminars “Preparation for EU Accession”. Nonetheless, it 
is in EPI’s major goals profile and line of activity to publish and disseminate, and thus 
actively contribute to the widening of beneficiaries’ circles of those ones believing in 
and working for the future of Europe.  



 
With this long-term “project”, we would like to contribute to the networking and 
regional cooperation in Southeastern Europe and thank to all the colleagues, friends 
and actors who have inspired, trusted and supported us through these five years. We 
thank to the Balkan Trust for Democracy (Belgrade), the Central European Initiative 
(Trieste); the Know How Transfer Center (Vienna); the Austrian Embassy to Bulgaria 
(Sofia), the Encouragement Bank (Sofia); the Embassy of Ireland to Bulgaria (Sofia) 
and the UNDP Bulgaria (Sofia) for supporting the 2006 issue of the Summer 
Seminar! 
 
 
Ivanka Petkova                Plamena Spassova 
Chairperson              Director “Summer Seminars” 
Economic Policy Institute      Economic Policy Institute 
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STATEMENT BY MEGLENA KUNEVA, 

MINISTER OF EUROPEAN AFFAIRS OF REPUBLIC OF BULGARI A 
 
 
TO THE PARTICIPANTS 
IN THE SUMMER SEMINAR FOR YOUNG PUBLIC  
SERVANTS FROM SOUTH EASTERN EUROPE, ALBENA 

 
 

Dear ladies and gentlemen,  
 
It is a pleasure for me to welcome again the participants of this Seminar. This is the 
seventh year, when young experts, representatives of the public administration from 
South Eastern European countries, gather together to discuss various problems of the 
European Integration process and to exchange experience. It is great that you have not 
stopped organizing this seminar and you have succeeded to transform the forum into a 
tradition. Now you are already a community, which has its voice and positions on 
important issues in the region. 
 
A special thanks for this initiative deserves the organizer of the event – the Economic 
Policy Institute. Only in this way- by persistency, a lot of work and readiness for 
dialogue, we have the chance for succeed. And this is also the only way for the 
European values to be cultivated. 
 
This year’s seminar is held a few months before the actual – I hope so – accession of 
Bulgaria and Romania to the EU. And it is normal to ask yourself if we are prepared 
what else we have to do and what is the working model the countries, for which this 
way is forthcoming, should follow. 
 
There are no recipes, but one thing is sure. We should finish the work we have started. 
We have to fulfill the commitments, to reach the criteria, to apply our adopted 
legislation and to achieve real and visible results and to speed up reforms. 
 
The last Monitoring Report shows that within the period from October 2005 – June 
2006 a tough work has been done in Bulgaria, which is recognized by the European 
Commission. This makes us believe that we would be able to fulfill our commitments 
and to implement reforms and achieve results, especially in such sensible areas like 
justice and home affairs, financial control and agriculture, that would show that the 
processes in Bulgaria are irreversible. And that the accession of Bulgaria to the EU is 
indeed our national goal. 
 
For the countries from South Eastern Europe “the European perspective” is an 
effective factor for the reduction of conflicts and the main, if not the only one, 



instrument for starting reforms and encouraging the democracy. In this regard, 
Bulgaria could serve as an example. Our country is very different now due to the 
European Integration. Looking back in the past, we could see how in the process of 
negotiations with the European Union, Bulgaria got modernized. The investments 
changed the economic picture. We also entered the catalogues of the European 
Agencies for sale of recommended real estates. Our credit rating increased eight times 
in the last five years. The synchronizing Bulgarian legislation broadened our rights. 
The students’ exchange turned to a practice; the civil sector also became stronger. 
 
I am telling you all of this, because by choosing the public administration, you have 
chosen the cause of modernization and Europeanization of the region. You have 
chosen to be the one who will write the history. I don’t want to be pathetic, but I am 
sure at this. As a person, who in the last five years is working very close with the 
public administration, I know how important is the expert’s capacity, as well as the 
image of the administration and how the administration is the one, who build 
confidence, but also the one who can destroy this confidence. 
 
It will mostly depend on you if the people will trust in the institutions /if there is 
transparency, and if we can overcome the public opinion that the corruption in the 
region reached higher level. As you can see, interesting and important tasks are in 
front of you, and I really hope that you will fulfill them successfully. Seminars like 
this one are a real step forward on this way! 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



STATEMENT BY DEPUTY MINISTER OF FOREIGN AFFAIRS  
EVGENIYA KOLDANOVA  

 

TO THE PARTICIPANTS 
IN THE SUMMER SEMINAR FOR YOUNG PUBLIC  
SERVANTS FROM SOUTH EASTERN EUROPE, ALBENA 
 

Dear participants, 
 

It is a pleasure for me to address this young and motivated audience and to say a few 
words at the beginning of the seventh International Seminar for Young Public 
Servants from South-eastern Europe, organized by the Economic Policy Institute in 
Sofia under the auspices of the Ministry of Foreign Affairs of Bulgaria. Thanks to the 
organisers for inviting me to delver this address. Our gratitude also goes to the 
sponsors of this forum. 
 
I am glad that Bulgaria has hosted this Seminar several times now. This is an 
expression of our support for the European aspirations and perspective of all our 
neighbours and a logical continuation of our position of openness and readiness to 
share our experience of dealing with the EU as a candidate and now as an acceding 
state. 
 
I see that you have a very interesting programme covering a wide range of topics, as 
well as an excellent list of speakers and moderators. This should provide for fruitful 
and in-depth discussions. I hope that you will learn a lot and will later put your 
knowledge to good use for the benefit of your countries. Hopefully you will also 
establish new contacts, make friendships, and will enjoy the seaside and the lovely 
natural setting here in Albena. (That is, if you haven't forgotten to take your bathing 

suits, of course.) 

 
I will not try to cover important issues now since you will have the opportunity for 
serious discussions later in the programme of the seminar. Let me just briefly mention 
some aspects of the Bulgarian experience on the road to the EU membership. 
 
In Bulgaria there has always been a broad public and political support for the EU 
membership. This explicit consensus sustained the important changes that took place 
in virtually all areas of the political and social life since we submitted an application 
back in 1995, opened accession negotiations in 2000, closed all the chapters of the 
acquis in 2004 and signed an Accession treaty in 2005. The accession process has 
been long and difficult, stretching for more than decade and entailing painful, but 
necessary reforms which have deeply transformed Bulgarian society. 



 
We are now on the doorstep of the EU. The current Bulgarian government is based on 
a wide coalition, unprecedented in recent Bulgarian history. The accession of Bulgaria 
to the EU on the 1st of January 2007 is among the government's main priorities. 
Important recent developments in this respect were the European Commission 
Monitoring Reports on Bulgaria and on Romania which were published on the 16th of 
May 2006. We value very highly the conclusion of the Report that membership of the 
EU on the 1st of January 2007 is fully achievable, provided that the necessary reforms 
are continued and accelerated.  
 
The Report notes a number of issues as requiring additional efforts for Bulgaria to be 
fully prepared for membership at the end of this year. It also outlines six issues of 
particular concern, most importantly in the judiciary and home affairs areas. However, 
the document also acknowledges that during the last six months enormous work has 
been carried out in Bulgaria. This strengthens our conviction that we will be able to 
fulfil our commitments and to create a critical mass of concrete results, including in 
such particularly sensitive areas such as justice and home affairs, financial control and 
agriculture, which will clearly prove that the processes in our country have reached an 
irreversible stage. The reforms are in the interest in the first place of the Bulgarian 
citizens and are implemented irrespective of the decision on the date of Bulgaria's 
accession. 
 
The messages of the European Commission are critical, but also encouraging for us 
and urging us to continue with our efforts. We have a clear understanding what steps 
we need to take in order to achieve membership on the 1st of January 2007. On the 
issues of particular concern outlined in the Commission report, priority measures are 
identified as we speak, in consultation with the European Commission. They will be 
implemented without delay so as to achieve the necessary progress. On issues where 
additional efforts are needed reforms will be speeded up with a view to address the 
shortcomings by the autumn. The result of the measures should be full application of 
European Union rules in the functioning of society and of the economy.  
 
Bulgaria will be a worthy member of the EU. With the accession of Bulgaria and 
Romania the current fifth round of enlargement will be successfully achieved. This 
will help concentrate on solving institutional and economic issues and open the way 
for future accessions to the Union. We will assist your efforts on this road and will 
look forward to welcoming your countries as members of the Union.  
 
I wish you successful and pleasant work. 

 
 
 



 
PANEL:  THE PROCESS OF EU INTEGRATION – THE 

EXPERIENCE OF THE ACCEDING COUNTRIES 
 

________________________________ 
 

Challenges to Bulgaria till EU Membership 
 
Mihail Hristov 
State Expert 
European Integration Directorate 
Ministry of Foreign Affairs, Sofia 
 
Dear participants, Excellencies,  
 
It is a pleasure for me to address this audience and thanks to the organisers from the 
Economic Policy Institute for inviting me to participate. This seminar is expression of 
our support for European perspective of all neighbours. Bulgaria is indeed willing and 
ready to share its experience of dealing with the EU as a candidate and now as an 
acceding state.  
 
So, what are the challenges to Bulgaria till the date of our accession? Obviously, we 
have to complete our preparations and fulfil all the criteria for EU membership. The 
accession process has been long and difficult, stretching for more than decade. 
Bulgaria submitted an application back in 1995, opened accession negotiations in 
2000, closed all the chapters of the acquis in 2004 and signed an Accession treaty in 
2005). The accession preparations entailed painful, but necessary reforms which have 
deeply transformed Bulgarian society.  
 
Bulgaria is working very intensively in order to complete its preparation for EU 
membership and to address the issues of concern. The current 40th National Assembly 
(the Parliament) has adopted over 60 legislative acts in the area of the European 
integration. This was done in only a few months. No vacation for MPs. The 
preparation for EU membership is the main priority in the work of all government 
institutions.  
 
We are now on the doorstep of the EU. The accession of Bulgaria to the EU on the 1st 

of January 2007 is our main priority. It is of particular importance not only when 
Bulgaria will join the EU but also under what conditions the accession will take place. 
We will do out best, in cooperation with the European Commission, to avoid the 
application of any safeguard clauses this autumn.  
 



Important recent developments in this respect were the European Commission 
Monitoring Reports on Bulgaria and on Romania which were published on the 16th of 
May 2006. The Report concludes that membership of the EU on the 1st of January 
2007 is fully achievable, provided that the necessary reforms are continued and 
accelerated. The Report notes a number of issues as requiring additional efforts for 
Bulgaria to be fully prepared for membership at the end of this year. It also outlines 
six issues of particular concern, most importantly in the judiciary and home affairs 
areas.  
 
However, the document also acknowledges that during the last six months enormous 
work has been carried out in Bulgaria. We are convinced that will be able to fulfil our 
commitments and show concrete results, including in such particularly sensitive areas 
such as justice and home affairs, financial control and agriculture.  
 
The reforms are in the interest in the first place of the Bulgarian citizens and are 
implemented irrespective of the decision on the date of Bulgaria's accession.  
 
The messages of the European Commission were very critical, but also encouraging 
for us and urging us to continue with our efforts. We have a clear understanding what 
steps we need to take in order to achieve membership on the 1st of January 2007. On 
the issues of particular concern outlined in the Commission report, priority measures 
are identified as we speak, in consultation with the European Commission. They will 
be implemented without delay so as to achieve the necessary progress. On issues 
where additional efforts are needed reforms will be speeded up with a view to address 
the shortcomings by the autumn.  
 
There is an ongoing intensive dialogue with representatives of the European 
Commission and the member states. The head of the Bulgaria team in the Directorate 
General "Enlargement" of the European Commission Ms. Czarnota pays frequent 
visits to Bulgaria. In her latest meetings in Sofia, the measures we have to take in the 
wake of the Commission Monitoring report were discussed. European Affairs 
Minister Meglena Kuneva will go Brussels this Tuesday. Obviously, this same topic 
will be high on her agenda.  
 
In order to address the concerns and recommendations of the Monitoring Report, 
Bulgaria prepared a detailed "To do list". Let me mention some measures envisaged 
in it.   
 
Bulgaria will address all the technical issues. A Digital map of 42,7% of territory (the 
arable lands) of the country will be ready by 31 July this year. The remaining must be 
completed by 31 august. We plan to complete the Land parcels identification system 
by 30 November. A new rendering plant has to be built, in order to comply with the 



rules ensuring prevention of the mad cow disease. Things seem to be going on 
schedule with. The new rendering plant will be the most modern such facility in this 
region. Also, all veterinary border inspection posts must be completed by 1 September 
2006.  
 
And of course, we have a lot of work to do on the judiciary, corruption and organised 
crime issues. Transparency in publicity of property of politicians and public figures 
must be enhanced. The declarations they submit will be made obligatory and will be 
checked by the National Revenue agency for authenticity. This data will be put on 
internet. A law on lobbying is planned to be adopted, while the Law on political 
parties will be amended, introducing clarity who makes what donations.  
 
The Bulgarian side also plans to provide data by the Commission on counteracting 
corruption on cases of prosecution, suspension from office and sanctions imposed. 
We will also strengthen auditing bodies such as Inspectorate general at the 
Government and National Auditing office.  
 
Enhanced and energetic measures against money laundering are envisaged. They will 
include an amendment of the law on banks, improved work of Financial intelligence 
agency, and training of officials.  
 
In the judiciary no more appointments without competition will be made. Bulgaria 
will ensure a 100% application of the principle of random distribution of cases. A 
Civil procedure code will be adopted, while the implementation of Penal and 
Administrative procedure codes will be closely monitored.  
 
The Justice and home affairs is a difficult area. Often there is no clear acquis. 
Perception of citizens, here and in the EU is also very important. In this area Bulgaria 
has to deal both with issues of substance and with an image problem.  
 
Our efforts will be focused on the areas of serious concern. Important steps were 
made in the area of the reform of the judiciary. Bulgaria has adopted entirely new 
procedural legislation. The new Penal Procedure Code will enter into force at the end 
of April 2006. Its successful implementation on the ground is guaranteed by the 
recently adopted Constitutional amendments. On 29 March 2006 the National 
Assembly adopted the Administrative Procedure Code. The amendments to the 
Judicial System Act are currently debated in the National Assembly. Within a very 
short time we expect visible results from the reform.  
 
As regards the Constitutional amendments, we do not see real risks for the 
independence of the judiciary in the new text of Art. 130a; however, we have asked 
the European Commission to cooperate with us on this issue. We are pleased that the 



talks between Bulgarian members of Parliament and European Commission 
constitutional experts on the controversial texts started on 11 and 12 of April.  
 
The newly elected Prosecutor General is already imposing a new style of work at the 
Prosecutor’s Office. A special prosecutor’s unit for fight against corruption and 
organized crime, directly subordinated to the Prosecutor General was established 
Bulgaria seriously mobilized itself for combat against organized crime. The operation 
of the established inter-institutional mechanism of cooperation at all levels between 
the institutions of the executive power as well as between the legislative, judicial and 
the executive powers, is already giving positive results. The hard work of the 
Prosecutor’s office and the Ministry of the Interior have produced concrete results 
evidenced in the charges the prosecutor’s office recently raised against symbolic 
figures of the criminal circles.  
 
We believe we can show results in 3-4 months, even for issues that were not solved 
for a long time. What we need to show our European partners are initial results, 
coupled with serioous proof that we have put in place control systems that are 
working and will continue to deliver results.  
 
Bulgaria has created an effective system of internal monitoring of the implementation 
of the measures envisaged and of the course of the reforms.  The Prime Minister, the 
Minister for European Affairs and the Prosecutor General are personally engaged in 
the coordination and implementation of the commitments that have been undertaken. 
NGOs conduct a parallel monitoring. 
 
In close cooperation with the European Commission and the Member-States, we will 
complete in time what is expected of us, so that in the autumn the date of 1st of 
January 2007 is re-confirmed.  
 
Reforms will continue after accession. There are many guarantees the efforts will 
continue: the safeguard clauses provided in the Accession Treaty (internal market, 
justice and home affairs and a general economic clause) may be imposed within three 
years following the accession; the monitoring carried out by the European 
Commission and the Court of the EC on the basis of the existing treaties will extend 
to Bulgaria; a number of experts from the EU member states, who are well familiar 
with the acquis, will continue to work in Bulgaria; Bulgaria will apply for 
membership in the eurozone and the Schenghen area, which implies regular 
assessment reports and reviews. 
 
Concerning possibilities that are mentioned about eventual application of safeguard 
clauses on the basis of Articles 37 and 38 of the Accession Treaty, we believe that by 
the autumn of this year Bulgaria will demonstrate substantial progress in the areas of 



the reform of the judiciary, combating organised crime and corruption and 
improvement of the control mechanisms on the use of EU funds. The questions of 
eventual introduction of a mechanism for an additional monitoring in the area of 
Justice and Home Affairs, or of the adoption of other additional measures, including 
safeguard clauses, should be examined in the autumn on the basis of our progress.  
 
Bulgaria will be able to make faster progress on the path of reforms as an EU member 
state from 2007. A postponement of our membership would be clearly 
counterproductive. The Bulgarian economy is already integrated in the EU economy 
to a very high degree. Bulgaria's timely accession is in the interests both of the 
Bulgarian economy and of the economic partners from the EU member states. A delay 
in the date of accession or a decision to impose safeguard clauses/restrictions in the 
functioning of the internal market would lead to a loss in the positive dynamics and to 
negative economic consequences for both sides. 
 
Various studies of European institutions and organizations confirm the benefits for the 
EU-15 from the fifth enlargement. There is practically no loss of jobs and no transfer 
of production capacities. This applies to a greater extent to Bulgaria, where the share 
of the investments is highest in the service sector.  
 
Finally, let me mention the ratification of the Accession Treaty. The procedure has 
been completed in 17 member states. We follow closely the ratification process, we 
expect all Member States to ratify the Treaty on time and we urge them to complete 
the ratification procedures as soon as possible. For us the ratification is not simply a 
technical procedure, but an important political signal of support for our membership 
in the EU in the agreed timeframe and under the agreed terms.  
 
Bulgaria and Romania will join the EU on the basis of the principles of the fifth 
enlargement. The completion of the fifth enlargement of the EU, part of which are 
Bulgaria and Romania, is an event of historical significance for the whole continent. 
The timely completion of the fifth enlargement will send a positive signal across the 
SEE region. We are convinced that the clear European perspective for all countries in 
the region is a guarantee for security, stability and prosperity.  
 
Bulgaria will be a worthy member of the EU. With the accession of Bulgaria and 
Romania the current fifth round of enlargement will be successfully achieved. This 
will help concentrate on solving institutional and economic issues and open the way 
for future accessions to the Union. We will assist your efforts on this road and will 
look forward to welcoming your countries as members of the Union.  

 
 
 



 
PANEL:  THE PROCESS OF EU INTEGRATION – CHALLENGES 

TOWARDS THE CANDIDATE COUNTRIES 
________________________________ 

 
Croatia’s Accession Negotiations Experience – A Way Forward 

 
Tamara Obradovic 
Assistant Minister, Ministry of Foreign Affairs and European Integration, Zagreb 
 
CROATIA´S ACCESSION NEGOTIATIONS: 
 
From Application for the full membership to the start of Accession Negotiations: 

� 21 February 2003. Republic of Croatia applied for the full membership in the 
EU; 

� 20 April 2004. European Commission adopted avis  on the Application for the 
full membership in the EU of the Republic of Croatia; 

� 18 June 2004. Republic of Croatia formally became a candidate country for 
the membership in the EU; 

� 16 March 2005. Council of the EU adopted General Position on the 
negotiations with the Republic of Croatia; formal opening of negotiations 
postponed; 

� 30 September 2005. Republic of Croatia adopted General Position on 
negotiations at the Government session; 

� 3 October 2005. Council of the EU adopted Decision on opening of 
negotiations; General Positions of the EU and Republic of Croatia presented 
during the first IGC on Head of State Delegations level; 

� 28 November 2005. The first Inter-governmental Conference (IGC) held on 
Deputy Head of state level; 

� February 2006. Goverment of the Republic of Croatia presented Report on 
the state of Accession Negotiations during the UK Presidency of the EU; 

� 12 June 2006. The second IGC on the Head of State level held in 
Luxembourg. 

 
 

Negotiating structure 
 
Government of the Republic of Croatia adopted at its session on 7 of April 2005 a 
Decision on Establishment of the Negotiating Structure for the Accesion 
Negotiations, whereby following bodies were established: 
  

� State Delegation of the Republic of Croatia for the Accession Negotiations, 
� Coordination for Accesion Negotiations, 



� Negotiating Team, 
� Working Groups for preparation of the Negotiations in separate Chapters, 
� Office of the Chief Negotiator, 
� Secretariat of the Negotiating Team. 

 
State Delegation of the Republic of Croatia is consisted of 6 high state officials- 
Minister of Foreign Affairs, Chief Negotiator, two Deputies of Chief Negotiator, 
Ambassador to the EU and the Secretary of the Negotiating Team-, while the 
Negotiating Team has 15 members- Head of State Delegation, Chief Negotiator and 
13 Negotiators. The total number of persons participating as members of Working 
Groups ammounts 1829. As regards the structure of membership within the Working 
Groups, it is important to note that 402 persons coming from state and non- state 
bodies, public and non- public sector, organisations and companies are included. 
More precisely, 38 faculties, 13 State Agencies, 16 Bureaus, 19 Institutes, 57 
organisations, 7 economical associations, 8 Chambers, 7 trade unions and more than 
100 companies take part in the Negotiation Process.     
 

Negotiating Process 
 
The negotiations take place within the IGC, whereby 25 EU Member States are seated 
on one side and the Candidate Country (Croatia) is on the other side. The IGC 
sessions are being held once per Presidency, that is to say, twice a year on the Head of 
State Delegation level. Moreover, regular meetings of the IGC are being held on the 
Deputies Head of State Delegation level (Chief Negotiator) during which permanent 
representatives of the EU Member States participate.  
As to the substance of negotiating process, it is important to mention that, although 
the basic principles remained the same, some elements in methodology have changed. 
Hence, two most important modifications are the suspensive clause  and a procedure 
known as benchmarking. The suspensive clause is mechanism which enables the EU 
to block the negotiating process, in the case of serious and persistant breach of 
fundamental rights and freedoms. Benchmarking, on the other hand, is an element, or 
better to say, conditions for the opening/ closing of chapters imposed by the EU.  

Benchmarks have an important role within the Negotiating Process and, as such, have 
several objectives:  
 

� fulfilment of obligations under the Association Agreement between the 
Republic of Croatia and the EU, 

� existence of a functioning market economy, 
� presentation of Restructuring Plans, Action Plans etc., 
� legislative alignment in key areas, 
� adherence to transposition and implementation timetables, 
� a ˝track record˝ on implementation and enforcement and, 



� administrative capacity building and training. 
 

Negotiations- internal procedure in Croatia 
 
Because of the importance that the Accesion Negotiations carry with themselves, the 
Republic of Croatia adopted quite comprehensive internal procedure which consists of 
several phases and includes several state bodies. First of all, Working Groups prepare 
a Working Draft of the Negotiating Position which is, afterwards, being discussed 
during the consultations with line PA bodies. Following this, the Negotiating Team 
adopts the Draft Negotiating Position which, later, must be reviewed by the 
Coordination for the Accession Negotiations. Thereafter, Negotiating Position is to be 
sent to the National Committee of the Croatian Parliament. Finally, Government of 
the Republic of Croatia adopts the Negotiating Position and sends it to the EU 
Presidency. 
 

State of play in the Accession Negotiations 
 
During the period from 20 October 2005 until 3 July 2006, the Republic of Croatia 
has completed the explanatory phase of the screening procedure in 27 Chapters of the 
Accession Negotiations. Within the same period, the Republic of Croatia has finished 
the bilateral phase of the screening procedure in 21 Chapters of the Accession 
Negotiations. With regard to the Screening Reports, the Republic of Croatia has 
formally received 5 of them sofar. Notably, the Republic of Croatia has opened and 
temporarily closed the negotiations in Chapter 25.-Science and Research during the 
IGC held in Luxembourg on 12 June 2006.           
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The European Integration Process of the  
Republic of Macedonia – from Independence to Candidacy 

 
Vera Lalcevska 
Secretariat for European Affairs 
Government of the Republic of Macedonia, Skopje 

 
 
Why is Such a Small Country So Important to the EU? 
 
At a time when the citizens of the European Union are faced with the struggle to find 
or adapt to their European identity, the citizens of the Republic of Macedonia  are 
knocking on the door of the EU, sure as ever of their Macedonian and European 
identity.  It is quite ironic that the Europeans who have always been recognised as 
such by outsiders, are finding it difficult to accept their Europeanity, while the 
Macedonians, whose identity has continuously been contended in the past two 
centuries by outsiders, are so comfortable in their identity.  The key to this comfort is 
not in the constant and obsessed Greek-style propaganda imposed upon tourists, 
recent literature, the media, and even food.  It is in the truth and in history, which are 
subtle but will always persevere.  Interestingly enough, as simplistic as it may sound, 
this small country may have something to teach the EU – namely, about identity: how 
to nurture and how to respect it, without having to step over the thin line of 
nationalism.   
 
The citizens of Republic of Macedonia trace their roots back to the Macedonian 
Empire, which reached its climax during the reign of Alexander the Great, otherwise 
known as Alexandar Makedonski.  As specified in the Hachette Dictionnaary, “aux 

VIIe et VIe siecle av. J.-C., les tribus de Macédoine sont unifiées dans un royaume. Le 
royaume connait son apogée au IVe s. av. J.-C., quand les rois de Macedoine  

Philippe II et  Alexandre le Grand soumettent la Grèce et conquiert une partie de 

l’Asie, ainsi que l’Egypte.” 1  One might argue that Alexander was the first founding 
father of the European Union – or at least the first to put a version of the idea into 
practice. After all, who knows how “wide” and “deep” the EU will be in the century 
to come – perhaps it will coincide with the boundaries of the Macedonian Empire?  
 
The Macedonians are also among the first Christians, and they are one of the few 
peoples cited in the Bible, namely in Chapters 16:9 and 16:10, where “…  A vision 

was showed to Paul in the night, which was a man of Macedonia standing and 

beseeching him and saying: Pass over into Macedonia and help us … And as soon as 

                                                           
1 Dictionnaire Universel Francophone Hachette, 1997 



he had seen the vision, immediately we sought to go into Macedonia: being assured 

that God had called us to preach the gospel to them.” 2 

   

Later, in the 9th century, Macedonia was to play an even more important role in the 
spread of Christianity and Slavоnic Literacy.  The city of Ohrid in Macedonia was to 
become the capital of Byzantine missionary work, the cradle of Orthodox 
Christianity, and the home of the Monastery of St. Clement in which the Ohrid 
Glagolitic Literary School was founded. The Ohrid Glagolitic Literary School is 
considered the first Slavonic university, and, depending on the criteria used to define 
universities from that era, it may be considered as the first medieval university in 
Europe, appearing approximately at the same time as the University of Magnaura in 
Constantinople (now Istanbul, Turkey), founded in 849 by the regent Bardas of 
emperor Michael III.  Only later were these two learning institutions followed by the 
University of Salerno (9th century), University of Bologna (1088) in Bologna, Italy, 
and the University of Paris (c. 1100) in Paris, France, later associated with the 
Sorbonne. 3 
 
Finally, Macedonia’s contribution to European values such as humanity is also part of 
its identity.  Mother Theresa, Nobel Prize winner of 1979 was born Agnes Gondzha 
Bojadzhiu in Skopje on August 27, 1910 to a family of Albanian or possibly Vlach 
descent.  After taking her vows as a nun and teaching at St. Mary’s High School in 
India for 17 years, in 1948 she left the convent school and devoted herself to working 
among the poorest of the poor in the slums of Calcutta. 
 
But it would not be fair to speak of Macedonia and identity without mentioning the 
Italian fruit salad “Macedonia” or the “Macedoine de legumes” on all French menus, 
both of which have one thing in common: diversity.  One of the reasons why Europe 
and Macedonia are inseparable, is diversity.  In the Macedonian, as much as in the 
European identity, there is a variety of languages, religions and cultures, and 
depending on how this variety is esteemed and accepted, it can be an advantage or a 
disadvantage. The Roma, for example, are  as much a part of the culture, traditions 
and languages spoken in Macedonia as they are in Germany – and this is something to 
be proud of.  The Roma population of Macedonia, although it belongs to the lowest 
social class much like in the rest of the world, has always been closer to the locals 
than in most other countries.  In fact, for a long time, the locals entrusted the most 
valuable segments of life to the Roma population: Roma men were most often the 
musicians at Macedonian weddings, while Roma women were most often employed 
as baby-sitters and were the only person in a typical household (apart from the 
grandmother on the mother’s side) that children and houses were entrusted to.  Sadly 
enough, this practice has started to diminish during these difficult years of transition, 
                                                           
2 The Holy Bible, Chapters 16:9, and 16:10 
3 Wikipedia http://en.wikipedia.org/wiki/University 



but perhaps the EU could look into this phenomenon as something that could solve its 
growing problem of the deficit of nurseries and homes for the elderly in Europe. The 
sense of trust between the Roma and the local population in Macedonia is still 
unheard of in most other countries, where the Roma, due to their obvious cultural and 
habitual differences, are most often marginalized, eluded and dismissed from the daily 
life of the rest of the citizens.  Thus diversity is what gives Macedonia a flavour and a 
soul, and perhaps this too is the key to Europe’s quest for an identity.  
 

 

What does the Future Hold for the Republic of Macedonia? 
 
So what’s in hold for the future of this small but singular country, the highest 
aspiration of which is to reunite with the big European family it has always felt it was 
a part of ?  

 
As the Former and First President of the Republic of Macedonia following its 
independence from Yugoslavia, Kiro Gligorov stated, “Today, the world perceives the 

Republic of Macedonia as an atypical Balkan country. Located in one of the most 

neuralgic European regions, the Balkans, the Republic of Macedonia has gained the 

attention of the international community for two fundamental reasons: as a key to the 

peace in the south of the Balkans, and as a model of successful mastery over the 

causes and risks of Balkan instability and conflicts…The Republic of Macedonia 

attained independence in a peaceful and legitimate manner, by way of a 

Referendum.”4 

 
Membership in the EU was on top of the list of priorities of the country following 
independence from Yugoslavia in 1991, and in 1992 the Republic of Macedonia sent 
a representative to the EU in Brussels.  In 1995 it established diplomatic relations 
with and opened a Mission in the EU. A year later, the PHARE Programme became 
available to the Republic of Macedonia.  In 1997 the Cooperation Agreement, as well 
as the Transport Agreement between the Republic of Macedonia and the European 
Communities were signed.  In 2000, the EU Representative Office became an EC 
Delegation, thus signalising a big step forward in terms of the membership aspirations 
of the country.  In 2001 the first ever Stabilisation and Association Agreement was 
signed between the Republic of Macedonia and the European Communities and their 
Member States. The Stabilisation and Association Agreement entered into force in 
2004, and in the same year Macedonia submitted a Request for Membership to the 
EU, the Presidency of which was held by the Republic of Ireland at the time. In 
October of 2004, in order to accurately evaluate and give an opinion regarding the 
request for membership, EC Commissioner Romano Prodi delivered the 
                                                           
4 Gligorov, Kiro; The Macedonian Message for Peace, 
(http://faq.macedonia.org/politics/kiro.pismo.html) 



Questionnaire to the Macedonian Government. The Answers to the Questionnaire 
were submitted to the EU on February 14, 2004, and on November 9 that same year, 
with the help of the Answers to the Questionnaire and its own analysis, the European 
Commission submitted a positive avis to the Republic of Macedonia on its request for 
membership to the EU. 

  
Today, the Republic of Macedonia is a Candidate Country for Membership to the EU, 
having earned its status during the December 17, 2005 European Council.  In its 
Conclusions, the Council stated that the Republic of Macedonia made considerable 
progress in meeting political criteria set by Copenhagen in 1993, as well as the 
conditions set by the Stabilization and Association Council in 1997. Having in mind 
the considerable achievements made by concluding the drafting of legislation tied to 
the Ohrid Agreement, as well as the achievements in implementing the Stabilisation 
and Association Agreement (including the trade agreement) from 2001, the European 
Council decided to grant candidacy status to the Republic of Macedonia.  

 
It is beyond doubt that instrumental in gaining Candidacy Status, were the leadership 
and the team of Secretariat for European Affairs in coordination with the rest of the 
public administration, the support of the entire country (NGO, business community, 
and political opposition parties included) and its citizens, and last but not least, the 
expertise and transfer of experience from partner neighbouring and/or EU countries, 
at the top of the list of which is Slovenia.   

 
The key documents which led the country forward were: 

• The Stabilisation and Association Agreement signed in April 2001, 
which provided a framework for political dialogue; 

• The Ohrid Framework Agreement signed in August 2001 following the 
armed conflict,  which served as the key to stability, prosperity, and 
ultimately, integration and the resolutions of which were implemented 
in the Constitution (Amendments IV-XVIII); 

• The National Strategy for European Integration of the Republic of 
Macedonia published in September, 2004, which set out the 
commitments of the country to implement the Stabilisation and 
Association Agreement and the Framework Agreement, as well as its 
commitments to align with the EU’s Common Foreign and Security 
Policy;   

• The 14,000 pages of Answers to the Questionnaire, completed in 
February 2005 which constituted the first all-encompassing detailed 
document of the country and the preparation of which played a crucial 
role in strengthening the cooperation between the different 
governmental institutions, thereby preparing the country for a more 
cohesive approach vis-a-vis the EU; 



• The Commission Opinion on the Application for Membership which 
pointed the areas which the country would need to focus on in the 
future, namely reforms in the electoral process, the police, the 
judiciary, as well as strengthening the fight against corruption, and 
speeding up efforts in the free movement of goods, intellectual 
property law, competition policy, and financial control; 

• The Analytical Report for the Commission Opinion, which provided a 
detailed analysis of the developments as well as the problems which 
need to be tackled, such as reform of the public administration and 
more haste in the adoption and implementation of European 
legislation. 

• The Council Decision on the Principles, Priorities, and Conditions 
Contained in the European Partnership with Macedonia which mapped 
out clearly the key, short-term, and mid-term priorities which the 
country needs to focus on.  The Key Priorities included reform of the 
electoral process, the police, and the justice system, the 
implementation of a one-stop shop system for the registration of 
companies, and the implementation of the obligations from the 
Stabilisation and Association Agreement, especially in the areas of 
electronic communications and customs.5 

 
In addition to the aforementioned documents, two key documents were prepared by 
the Macedonian Government in 2005, namely the European Partnership Action 
Plan (EP-AP) and the National Programme for the Adoption of the Acquis 
Communautaire (NPAA). The EP-AP  represents an easy-to-track framework 
document which serves as an internal monitoring mechanism listing the key and 
short-term priorities of the country which are updated on a weekly and monthly basis. 
The NPAA on the other hand is an extensive and detailed document, the main 
components of which are the legislation needed to be adopted and/or harmonized, the 
institutions needed to be established and/or transformed, the human capacity needs, 
and the financial needs of the country in view of the European Integration process and 
the reforms accompanied with it. The main purpose of the NPAA is to coordinate the 
activities in the integration process, to supervise the implementation of tasks, to 
provide a linkage between the national legislation and the acquis, and to form the 
basis for the Commission’s Regular Reports on the progress of the country.  The 
NPAA is consistent with the European Partnership, the Avis and Analytical Report of 
the European Commission, the obligations of the Stabilisation and Association 
Agreement, Governmental and Sectoral Priorities, the 2006 Budget, and Committed 
Foreign Assistance.  Finally, this document will form the basis of the preparation of 
the Annual Government Legislative Programmes, the establishment and 

                                                           
5 www.sep.gov.mk 



reorganisation of institutions, the Annual Plan for Employment, the Budget Priorities, 
Foreign Assistance Programming, and the Formulation of the Negotiation Positions. 
According to the NPAA, 313 laws and 1229 secondary acts need to be 
adopted/harmonised with 3759 EU measures.  Further, the human resources needed in 
order to adopt/harmonise these legal acts is 2723, while another 7000 people will need 
to be trained with approximately 1000 experts.  There is an urgent need for ICT 
systems, for which 20-30 Million EUR will need to be spent per year. In addition, 
there is a need for additional equipment not related to ICT for which 90 Million EUR 
will be needed per year.  Another 120 Million EUR will be needed for investment in 
the energy and transport sector. In conclusion, according to the NPAA, approximately 
160-180 Million EUR will be needed by the Republic of Macedonia per year, in order 
to keep up with the European integration process. 
 
The total of this approximated amount will probably not be met, even though the 
Republic of Macedonia, as a candidate country since November 9, 2005 is eligible for 
the pre-accession funds of the EU.  In May of 2006, the Government of the Republic 
of Macedonia determined the Delegation, the coordinators of the 5 IPA Components, 
the method of preparation, the adoption of the priorities and the determination of 
platforms for action vis-à-vis the EU.  The estimated IPA aid for the year 2007 for the 
Republic of Macedonia is 58.5 Million EUR.  
 

Facing the Challenges 
 
The challenges that lie ahead for the Republic of Macedonia have been recorded by 
the European Commission and Council in the three key documents (Avis, Analytical 
Report, and European Partnership) mentioned earlier.  The country has lost no time in 
tackling those challenges. Only to name a few: 

• A new Election Code incorporating OSCE recommendations was adopted, 
and the elections went fairly well according to international observers; 

• In term of reforms in the judiciary, amendments were made to the 
Constitution strengthening the independence and efficiency of the judiciary, 
and a Law on the Academy for Training Judges and Prosecutors was passed, 
as well as a Strategy for Reform of the Justice System; 

 
Other reforms were implemented tackling corruption as well as strengthening the 
police and the public administration.   
 
Nevertheless, challenges still remain, and reforms are yet to be implemented.  The 
biggest challenges, however, stem from abroad. The recent political environment in 
the EU following the French and Dutch referenda, EU internal problems such as low 
economic growth, unemployment, and democratic deficit, and new terminology 
coined by enemies of enlargement such as “absorption capacity” and “enlargement 



fatigue” are only a few of the challenges that the country needs to tackle. Post 2005, 
the conditions and criteria are also stricter. Finally, what is probably the biggest 
challenge facing Macedonia is the disinterest of Europeans in the country.  Preceding 
the last enlargement in May of 2004, a poll showed that 1/3 of Europeans had never 
been to the 10 new Member States.  Undoubtedly, there were a combination of 
reasons for this fact, such as lack of direct air routes or highways, and so on, but it 1/3 
remains an alarming figure for destinations on the same continent.  A lot of it is 
probably due to simply disinterest in, or even defiance of the countries of the former 
Soviet Block, but this could have been remedied by public relations, promotion of the 
countries, exchange programmes, and so on.  This is precisely why Macedonia needs 
to work on promoting itself in Europe. So far, the country has been blessed with 
informal cultural ambassadors such as Simon Trpceski, a pianist who, according to 
The Times, “looks set to dominate the pianistic world for a long time to come.” 
Another unofficial ambassador of the country is Boris Trajanov, the renowned opera 
singer who has also become a UNESCO Artist for Peace.  Richard Bangs and Yahoo 
have also given the country credit, by putting Macedonia on the link to top tourist 
destinations. 
 
The country needs to reward such people for their gestures.  At the same time, the 
country also needs to invest in its self-promotion.  And so it has started, with the 
advertisements on CNN which grew out of an Agreement for the Promotion of the 
Republic of Macedonia on CNN, and thanks to which 253 commercials will be aired 
on CNN work 300,000 Euros. 

 
In conclusion, for the Republic of Macedonia, the road to the EU is just right – and 
Macedonia treads steadily and surely.  Both the EU and Macedonia have 
commitments to make.  But what is most important for both is the change of mentality 
that their citizens need to undergo, and here both can learn from each other. Europe 
can help Macedonian citizens change their mentality to better fight corruption, and to 
develop a more entrepreneurial and democratic society that takes matters in its own 
hands but at the same time trusts the government.  Macedonia can help European 
citizens adopt a change in mentality that will bring a more embracing attitude towards 
diversity as the key to success and not the problem. A change in the European 
mentality will bring more trust towards the “new-comers” and the “non-europeans”, 
and a better understanding of who Europeans are. Ultimately this change in mentality 
will lead to the answer of the identity crisis European citizens face today. 
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Turkey’s Experience on the Way to EU Integration 

 
 
Ahmet Evin 
Dean of Arts and Social Sciences 
Istanbul Policy Center 
Sabanci University, Istanbul 
 
Having concluded an association agreement with the EEC in 1963, Turkey has 
remained in the queue longer than any candidate for membership of the European 
Entity. Its slow progress toward membership, full of surprising turns and reverses, is 
in some respects reminiscent of a picaresque novel. Back in the late 1950s, for 
example, when a senior Turkish official presented the case for moving fast to make an 
application for associate membership of the Community, an influential member of the 
cabinet asked whether such an agreement with the EEC would not pose the danger of 
attracting unemployed Italians who would move to Turkey and take away jobs from 
domestic labor. In the event, the application was made in 1959, and the Ankara 
Agreement that foresaw Turkey’s future membership of the EEC was signed in 1963.6  
 
The signing of the Ankara Agreement, however, had little effect on the 
overwhelmingly étatist and protectionist slant of Turkey’s political economy. In the 
1960s and 1970s, governments of various persuasions continued to be uneasy about 
lowering the protection of the domestic market even while pursuing enhanced 
association with a view to entering the EEC. It is true that modern Turkey (in a 
gradual process since as early as the 1840s) had adopted and adapted its political 
principles and state institutions from France, which has displayed (and, quite 
surprisingly, continues to display) similar preferences for internal market protection. 
But in the Turkish case, then a newly industrializing country with primarily an 
agricultural economy, economic nationalism meant supporting uncompetitive 
industries at the expense of a captive domestic market. Dirigisme, combined with 
Import Substitution Industrialization supported by currency controls and fixed 
exchange rates, inevitably led to the overvaluation of the Lira, increasing current 
account deficits, inflation and, in the wake of the oil-price hikes in the 1970s, the 
collapse of the economy in the winter of 1979-1980.  
 
The repeated oil crises of the decade also played havoc with the European economy 
by driving up manufacturing costs, ushering in inflation, and disrupting labor markets. 
In a move that affected particularly Turkey, Germany stopped guest worker 
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Ilhan Tekeli, Türkiye ve Avrupa Toplulığu, 3 vols.,  (Ankara: Ümit Yayınları, 1993-2000). 



recruitment in 1973 and, failing to stem the tide of economic opportunity seekers from 
Turkey, introduced a rigorous visa regime six years later.  
 
In 1970 the EEC and Turkey had signed an “Additional Protocol” to the Ankara 
Agreement, specifying in detail how customs union would be established between the 
parties. According to this Protocol, the Community would immediately lift all tariff 
and quantitative barriers to imports from Turkey (with a few exceptions among 
manufactured goods), while Turkey would be obliged to gradually reduce protection 
on imports, grouped under two categories, from the EEC over a period of 12 and 22 
years. Significantly, the 1970 Additional Protocol also foresaw free circulation of 
services at the end of this period. Because of a number of outstanding issues that 
requires further negotiations, the Protocol was ratified in 1973, with the timetable 
anticipating a customs union with by the end of 1995.  
 
Faced with dire economic crises in the late 1970s, however, Turkey’s Socialist 
government, dissatisfied with the amount of direct aid that could be committed by 
then the EEC-9, temporarily suspended its obligations under the Additional Protocol; 
the liberal majority in the conservative-nationalist-Islamist coalition that followed the 
collapse of the Socialist government was unsuccessful in averting the opposition by 
minority Islamists to resuming these obligations.   
 
In the wake of economic collapse, political polarization and anarchy on the streets, the 
military stepped in by staging a coup in 1980. The military government proceeded 
with economic reforms, put in place an austerity program and, surprisingly, took a 
series of steps to launch a liberalization program with a view to opening the Turkish 
economy to international markets. Normalization of the ties with the Community was 
on the military government’s agenda. This time, however, it was the Community’s 
turn to suspend political relations with Turkey, because of the military government. It 
was only after the 1983 elections, which brought to power the party founded by the 
architect of Turkey’s economic liberalization, prime minister and later president 
Turgut Özal, that full relations with then EC was resumed. Like most Turkish 
politicians of his generation more familiar with the U.S. than Europe, Özal gradually 
came to appreciate EC’s importance for Turkey and, against seasoned diplomats’ 
advice, hastened to make an application in 1987 for full membership of the 
Community. This early overture was rebuffed by the Commission’s 1989 opinion, 
which nevertheless reaffirmed Turkey’s eligibility for membership once it was able to 
fulfil the conditions for membership. 
 
The fall of the Berlin Wall the same year, followed by the disintegration of the Soviet 
Union, resulted in a radically changed European topography and a new set of 
challenges to the Community. The certainties of the cold war era, based on the 
predictable balance-of-power equilibrium, had disappeared and a new era of 



uncertainty was ushered in. Western Europe felt that it had no choice but to integrate 
into the Community the former Warsaw Pact countries of Eastern Europe in order to 
prevent destabilization in its eastern border. However, even the most ardent advocates 
of this political necessity (in particular, Germany which had experienced the 
psychological ordeal of having been divided by the iron curtain with no buffer 
throughout the cold war) also realized the immense difficulty of bringing into the 
Single Market countries that had lacked institutions and economic culture to be able 
to adapt to free trade and competition. To face the double challenge of transforming 
and then embracing its eastern neighbours the Community resolved to become a 
Union by deepening cooperation as reflected in the Maastricht Treaty and formulated 
the strict Copenhagen Criteria for membership as a means for setting targets for the 
democratic transformation to be achieved by the former communist countries of 
Eastern Europe before they would be allowed to join.  
 
Meanwhile as the EC-12 became EU-15, Turkey caught up with its obligations and 
concluded a customs union with the EU on January 1, 1996, according to the 
timetable set by the 1973Additional Protocol. During the final round of negotiations 
on the customs union, however, candidacy of Cyprus and Malta were also agreed (as a 
result mainly of French arguments) to balance the expected eastern enlargement with 
a Mediterranean dimension. These developments opened a new chapter in the history 
of Turkey’s relations with the European entity.   
 
Shortly after the customs union was in place, when Turkey formally sought candidacy 
status, the EU responded negatively, reaffirming once more its eligibility but finding 
it short of fulfilling the necessary minimum criteria expected of candidate states. 
Turkey’s response to the 1997 Luxembourg Presidency Conclusions was severe: all 
political dialogue with Brussels was suspended; instead Ankara chose to continue 
only bilateral relations with individual European states. At the Cardiff European 
Council the following March the Presidency proposed a “European Strategy for 
Turkey,” with a view to assisting Turkey to converge with the Union. Turkey 
responded with positive suggestions, setting into motion a process that culminated 
with the recognition, at the 1999 Helsinki summit, of Turkey’s candidacy.  
 
When the Helsinki Council met, however, the Turkish coalition government, headed 
by the same prime minister who in the late 1970s had suspended progress towards the 
customs union, hesitated to accept the text of the decision which it felt was 
discriminatory against Turkey.  In the event, Mr. Solana flew to Ankara to convince 
the Turkish government to agree to the decision, which was ultimately worded to state 
clearly that Turkey was “a candidate state destined to join the Union on the basis of 
the same criteria as applied to other candidate States."7 Ankara then launched a 
                                                           
7 Presidency Conclusions: Helsinki European Council, 10 and 11 December 1999, see 
http://ue.eu.int/ueDocs/cms_Data/docs/pressData/en/ec/ACFA4C.htm 



serious planning and coordination effort (including the National Programme for the 

Adoption of the Acquis, adopted in 2001); the financial crisis of 2001 and the collapse 
of the lira only helped to reinforce its resolve and accelerate the necessary reforms 
towards fulfilling the Copenhagen Criteria. The 2002 Copenhagen Council decided to 
open negotiations with Turkey "without delay",8 if Turkey was found to have fulfilled 
the Copenhagen criteria by December 2004.  
 
As a result of the far-reaching reforms (including constitutional amendments) made 
since 2001, the 2004 Brussels Council decided, "Turkey sufficiently fulfils the 
Copenhagen political criteria to open accession negotiations."9  Even after this 
watershed decision, however, Turkey’s path was not fully cleared. The date for 
beginning the accession talks was postponed to autumn 2005, until after the French 
and the Dutch referenda on the constitutional treaty. This postponement was 
considered in a way to be advantageous for Turkey, because the accession talks would 
begin during the EU presidency of the U.K., a strong supporter of Turkey’s 
membership of the Union. But in the meantime the EU, as a result of the so-called 
“enlargement fatigue,” developed a debilitating apprehension of how to digest the 
new accession countries.  
 
The “EU’s fear of dyspepsia” brought on new challenges and potential obstacles for 
Turkey.  The discussions on adopting a Negotiations Framework for Turkey at the 
General Affairs Council and the Intergovernmental Conference convened on October 
2-3, 2005, proved to be more difficult than was anticipated at the beginning of the 
year. The Cyprus issue that raises tensions in several  was brought up once again as 
was the notion of offering Turkey a “privileged partnership” rather than full 
membership, despite all previous decisions and commitments made by the EU 
regarding Turkey’s eligibility for membership. Austria’s objections to accession talks 
with Turkey could be overcome only by an agreement to commence the same with 
Croatia. At the end, negotiations were launched, but in accordance with a framework 
that requires intergovernmental approval of the opening and closing of each of the 35 
chapters. 
 
What were the major reasons, it may be asked, for the increased adversity in the 
Western European public opinion towards enlargement in general, and Turkey’s 
prospective membership in particular, since the celebrations accompanying the 
unification of Europe at the May 2004 enlargement.  First were economic 
considerations. The “big-bang” enlargement that increased the EU’s land area by 34% 
and population by 29% took place at a time when the EU-15 economy was stagnating 

                                                           
8 Presidency Conclusions: Copenhagen European Council, 12 and 13 December 2002, see 
http://ue.eu.int/ueDocs/cms_Data/docs/pressData/en/ec/73842.pdf 
9 Presidency Conclusions Brussels European Council, 16 and 17 December 2002, see 
http://ue.eu.int/ueDocs/cms_Data/docs/pressData/en/ec/83201.pdf 



(with high unemployment and negligible growth in Germany and France, which were 
unable to assume their usual role as locomotives for growth) and the anticipated 
benefits of the Euro were less visible to the average citizen than its effect of reducing 
the purchasing power of the wage earner.  As a result, taxpayers in many of wealthier 
states came to consider accession countries as a threat to their economic well being 
and labor markets.  
 
A significant development in late spring 2005 was the rejection by the French and 
Dutch voters of the constitutional treaty which threw Europe “into a state of confusion 
and doubt. “Without the new constitution, its proponents argued, further enlargement 
would be difficult, if not impossible, to achieve; pessimistic observers went so far as 
to suggest that Europe might not be governable, or even viable, without the 
streamlined decision-making procedures foreseen the constitution. As a result, 
prospects for Turkey’s full membership are also claimed to have faded, despite 
protestations to the contrary from the Commission.”10  
 
It is true that the present institutional arrangements are inadequate to govern 
efficiently an expanded Europe of 25 or more and make progress. However, there is 
no evidence that enlargement per se was a major factor in determining the outcome of 
these two referenda. Despite arguments to the contrary, nor did the issue of Turkey’s 
membership appears to have been a factor in the rejection of the constitutional treaty, 
despite the fact that Turkey’s candidacy has not had much support in the European 
public opinion. Apart from registering their frustration with inadequate information 
about the constitution (32%), an overwhelming majority of the no voters in the 
Netherlands cited fear of “loss of national sovereignty” (19%), “opposition to the 
national government” (14%), and the costs associated with the EU (13%) as the 
reasons for their negative vote. Only 3% said they voted negatively because of their 
opposition to Turkey. The majority of French no voters cited their opposition to the 
liberalization of the economy, its adverse effects on investment and employment in 
France as well as on the social safety net (well over half) and 18 percent registered 
opposition to the President and political parties. Only 6 percent of the no voters cited 
their opposition to Turkey.11  
 
Third and most importantly, it was the terrorist attacks by home-grown Muslim 
radicals, as exemplified by van Gogh’s assassination, the London Underground and 
Madrid train explosions that led to the shock of having unwittingly harboured the 
enemy within. What was the reason for the failure to socialize and integrate those 
alienated Muslims who turned on their adopted countries and communities?  As 

                                                           
10 Ahmet O. Evin, “Is the EU Truly in Crisis?” The EU Crisis and the Middle East bitterlemons-
international.org Edition 27, (vol.3: July 2005).  
11 Eurobarometer 64, Autumn 2005. 
 



Europe embarked on soul searching, unintegrated Muslim communities stood out in 
sharper relief and the question arose whether European values universal or sui 

generis? These developments refocused public attention on issues relating to 
European identity and culture (particularly on the Christian values and heritage of 
European culture) and the borders of Europe (reflecting a concern with Europe’s 
geographical coherence).  
 
These developments have affected the perception of Turkey in the EU and, somewhat 
to a lesser degree, that of EU in the Turkish domestic debates. In the past, objections 
to Turkey’s membership had been mainly raised in terms of the size of the country, its 
population, and the costs to the EU of absorbing such a large country, although 
several influential leaders, such as Giscard d’Estaing, had not refrained from pointing 
bluntly to cultural differences and claiming that Turkey’s entry would be the end of 
the EU. Arguments concerning the effect on the EU of Turkish economy and the 
danger of migration, often raised, have not been based on sound premises. For one, 
Turkey, already integrated economically through the customs union with the EU, has 
been the fastest growing economy in the OECD. As for Europe’s fear of migration, 
several studies have shown that high-growth scenarios based on the assumption of 
Turkey’s progress toward membership consistently yield lower migration flows to the 
EU than lower-growth scenarios without a membership perspective, even when free 
movement of labor is calculated into the high-growth scenarios.12 
 
Since the developments of last year, however, questions regarding Turkey’s history, 
cultural heritage, Muslim population, and geographical location bordering on the 
Middle East have come to be more openly discussed with diametrically opposing 
arguments put forth by different groups in Europe. Arguments, for example, 
concerning Turkey’s history being different from that of Europe are countered by the 
fact that the Ottoman Empire was not only a European power but a member of the 
Concert of Europe as early as the nineteenth century. While for some Turkey’s 
Muslim heritage points to its essential difference from European values and culture, 
others strongly argue that Turkey’s membership would reaffirm the universal 
principles of the EU and its stand against the “clash of civilizations.” Likewise, 
arguments about extending the EU borders into Turkey’s dangerous neighbourhood 
are met by counter arguments about the crucial role Turkey would play as a bridge as 
well as a stabilizing force in the Middle East.  
 
                                                           
12 See eg., Refik Erzan, Umut Kuzubaş and Nilüfer Yıldız, “Growth and Immigration Scenarios for 
Turkey and the EU,” Centre for European Policy Studies, EU-Turkey Working Papers 13 (December 
2004); Kirsty Hughes, Turkey and the European Union: Just another Enlargement? (Brussels: Friends 
of Europe, 2004); and A.M. Lejour, R.A. de Mooij, and C.H. Capel, Assessing the Economic 
Implications of the Turkish Accession to the EU, CPB Documents 56 (The Hague: Netherlands Bureau 
for Economic Analysis, 2004). 
 



The fact that Turkey’s membership is still questioned and its European qualifications 
are openly debated in many quarters of Europe is, understandably, bewildering to 
many Turks and serves only to reinforce the lack of trust of the EU among the Turkish 
Euro-skeptics. For many years Turkey, member of NATO, OECD, and the Council of 
Europe, a staunch ally of the West, saw the EEC as one of the post-war institutions to 
which it would naturally belong. The initial Association Agreement as well as 
subsequent reaffirmations of its eligibility served to confirm its perception as a 
rightful partner of the European Community. Turkey only gradually came to realize 
that the European entity had evolved into a union that placed increasing emphasis on 
democracy, rule of law, and shared sovereignty and changed, in the process, 
requirements for membership. Since the Helsinki decision on its candidacy, Turkey 
no longer complains about the EU’s unfair treatment of putting it behind the queue 
while allowing the erstwhile communist adversaries of the Western Alliance jump 
ahead. 
 
Yet there is also a perception (not entirely unfounded, given the vagueness, since the 
Nice treaty, surrounding how the EU would deal with the accession of new countries 
after that of Bulgaria and Romania) that the With the threshold is rising along the 
way, and many Turkish observers have questioned whether the EU was not changing 
the rules of the game and, at will, applying double standards when it came to the 
question of Turkey’s accession negotiations. For example, reluctance in some 
influential circles in Europe to treat the PKK as a terrorist organization, despite fact 
that it was (though somewhat belatedly) classified as one, has served only to raise 
suspicions about whether Europe had ulterior motives about Turkey, as has the EU’s 
inability to fulfil its promise of extending economic assistance to Northern Cyprus 
while putting pressure on Turkey fulfil its obligations to extend the customs union to 
the Republic of Cyprus fully and without any reciprocity regarding direct trade with 
the northern part of the island.  
 
Despite all too many instances of offensive messages emanating from Turcophobes in 
Europe, support in Turkey for EU membership remains over 50 percent, although 
significantly below the 70 percent plateaus it reached last year. Still, this level of 
support is still higher than the less-than-50-percent level reached in Poland, during its 
accession process, although Poland did not have such vociferous adversaries 
anywhere in the EU-15 as Turkey has.  
 
On the EU side, opposition to both enlargement and Turkey’s membership seem to 
have slightly declined since last year, owing possibly to renewed economic growth in 
the Eurozone. Also strong arguments are being made by EU officials as well as 
political leaders emphasizing Turkey’s importance for the EU and the EU’s obligation 

                                                                                                                                                                      
 



to honour its commitments to Turkey, although populist pronouncements at Turkey’s 
expense for domestic political consumption in Europe, notably in France and Austria, 
continue to have an unpleasant ring in Turkish ears. 
 
Turkey’s experience with the EU and the challenges it has faced on the road to 
integration have been significantly different from those encountered by its neighbours 
in Eastern and Southeastern Europe. Despite the long history of their association, 
relations between Turkey and the Community have suffered from misconceptions and 
mutual suspicions that deflected from achieving a proper dialogue and common 
understanding of issues. However, regardless of seemingly formidable obstacles, 
Turkey, in the final analysis, can be said to have moved slowly, somewhat erratically, 
but definitely closer to membership. Lack of political will (on both sides) has been as 
significant a factor in retarding Turkey’s convergence as lack of familiarity.  
 
On the other hand, the “big-bang” enlargement, in less than 15 years after the fall of 
the Berlin Wall, could only be achieved as a result of strong political will. For Eastern 
Europe a fast-track accession procedure was the desirable option, for both the EU-15 
and the former Warsaw-Pact counties were moved by a sense of urgency to prevent a 
political vacuum and danger of instability in that region after the demise of the Soviet 
Union. It remains to be seen whether the EU will pursue the domestication of the 
Balkans by means of enlargement but it does not appear to be moved by the kind of 
determination and sense of urgency as it demonstrated in preparing for the fifth 
enlargement. 
 
As for the current state of Turkey’s accession path, it may be said that progress 
appears to have slowed nearly to a halt although, as in the past instances, the objective 
of convergence is not abandoned as evidenced by the ninth package (since candidacy) 
of reform legislation prepared by the government and sent to the parliament for action 
in early fall of this year. Nevertheless the government seems to have lost its energy 
and zeal in pursuit of the European objective, a development that has given rise to 
wide-ranging speculations as to whether it represents a fundamental change in the 
policy priorities of Turkey’s ruling AKP, a party that has Islamist roots, or whether it 
a reflects nationwide fatigue (resembling the EU’s “enlargement fatigue”) with the 
burdens of responding to EU pressures for change.  
 
The apparent contradiction between Turkey’s long-term policy of pursing a European 
vocation and the appearance recently of relative loss of interest in political circles in 
that pursuit is, in an ironic way, in keeping with the uneven path of the development 
of relations. Like many big countries, domestic politics in Turkey carry a great deal of 
weight, particularly during election campaigns. In anticipation of both presidential 
(decided by the vote of the parliament) and parliamentary elections  that will take 
place between the end of 2006 and November 2007, political rhetoric as well as the 



public opinion and Turkey are likely to focus on more on domestic issues than even 
the EU relations. While it is difficult to imagine either a renewed zeal for or a 
damaging rupture of relations with the EU, a likely scenario will be negotiations at a 
snail’s pace until 2008, after the forthcoming elections are over. 
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Dear participants, 

 
It is a pleasure for me to address this young and motivated audience and to say a few 
words at the beginning of the seventh International Seminar for Young Public 
Servants from South-eastern Europe, organized by the Economic Policy Institute in 
Sofia under the auspices of the Ministry of Foreign Affairs of Bulgaria. Thanks to the 
organisers for inviting me to delver this address. Our gratitude also goes to the 
sponsors of this forum.  
 
I am glad that Bulgaria has hosted this Seminar several times now. This is an 
expression of our support for the European aspirations and perspective of all our 
neighbours and a logical continuation of our position of openness and readiness to 
share our experience of dealing with the EU as a candidate and now as an acceding 
state.   
 
I see that you have a very interesting programme covering a wide range of topics, as 
well as an excellent list of speakers and moderators. This should provide for fruitful 
and in-depth discussions. I hope that you will learn a lot and will later put your 
knowledge to good use for the benefit of your countries. Hopefully you will also 
establish new contacts, make friendships, and will enjoy the seaside and the lovely 
natural setting here in Albena. (That is, if you haven't forgotten to take your bathing 

suits, of course.) 
 
I will not try to cover important issues now since you will have the opportunity for 
serious discussions later in the programme of the seminar. Let me just briefly mention 
some aspects of the Bulgarian experience on the road to the EU membership. 
 
In Bulgaria there has always been a broad public and political support for the EU 
membership. This explicit consensus sustained the important changes that took place 
in virtually all areas of the political and social life since we submitted an application 



back in 1995, opened accession negotiations in 2000, closed all the chapters of the 
acquis in 2004 and signed an Accession treaty in 2005. The accession process has 
been long and difficult, stretching for more than decade and entailing painful, but 
necessary reforms which have deeply transformed Bulgarian society.  
 
We are now on the doorstep of the EU. The current Bulgarian government is based on 
a wide coalition, unprecedented in recent Bulgarian history. The accession of Bulgaria 
to the EU on the 1st of January 2007 is among the government's main priorities. An 
important recent development in this respect were the European Commission 
Monitoring Reports on Bulgaria and on Romania which were published on the 16th of 
May 2006. We value very highly the conclusion of the Report that membership of the 
EU on the 1st of January 2007 is fully achievable, provided that the necessary reforms 
are continued and accelerated.  
 
The Report notes a number of issues as requiring additional efforts for Bulgaria to be 
fully prepared for membership at the end of this year. It also outlines six issues of 
particular concern, most importantly in the judiciary and home affairs areas. However, 
the document also acknowledges that during the last six months enormous work has 
been carried out in Bulgaria. This strengthens our conviction that we will be able to 
fulfil our commitments and to create a critical mass of concrete results, including in 
such particularly sensitive areas such as justice and home affairs, financial control and 
agriculture, which will clearly prove that the processes in our country have reached an 
irreversible stage. The reforms are in the interest in the first place of the Bulgarian 
citizens and are implemented irrespective of the decision on the date of Bulgaria's 
accession.  
 
The messages of the European Commission are critical, but also encouraging for us 
and urging us to continue with our efforts. We have a clear understanding what steps 
we need to take in order to achieve membership on the 1st of January 2007. On the 
issues of particular concern outlined in the Commission report, priority measures are 
identified as we speak, in consultation with the European Commission. They will be 
implemented without delay so as to achieve the necessary progress. On issues where 
additional efforts are needed reforms will be speeded up with a view to address the 
shortcomings by the autumn. The result of the measures should be full application of 
European Union rules in the functioning of society and of the economy.  
 
Bulgaria will be a worthy member of the EU. With the accession of Bulgaria and 
Romania the current fifth round of enlargement will be successfully achieved. This 
will help concentrate on solving institutional and economic issues and open the way 
for future accessions to the Union. We will assist your efforts on this road and will 
look forward to welcoming your countries as members of the Union.  
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Bosnia and Herzegovina in the Process of the SAA Negotiations, 
 First Conclusions 

 
Darija Ramljak 
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Integration Strategy Division 
Directorate for European Integration, Sarajevo 
 
Compared to other Western Balkans countries, Bosnia and Herzegovina was 
practically the only one who started its way towards the EU from the scratch. The 
progress that has been made in the last 10 years is enormous. We have started from 
the point where our institutions were underdeveloped, or they didn’t exist at all. 
Bosnia didn’t have capacity to plan or to analyse, and coordination inside of the 
country didn’t exist at all.  
 
Bosnia and Herzegovina has started the process of European integration in June 1998. 
That year European Council has adopted a Declaration on special relations with BiH. 
Two years later CTF (Consultative Task Force) was established, which consisted of 
both, BiH representatives and European Commission. Main task of this body was to 
fulfill EU Road Map requirements, as a precondition in order to study the feasibility 
of negotiating SAA (Stabilization and Association Agreement) with Bosnia and 
Herzegovina.  
 
The Road Map was divided in three major kinds of measures: political measures, 
economic measure and issues of democracy, rule of law and human rights”. After two 
and a half years and 11 CTF meetings in September 2002, the Commission announced 
that the Road Map requirements were “substantially completed”.  
 
During 2003, the Commission made the necessary inquiries in order to prepare a 
“Feasibility Study”, through a questionnaire containing 346 questions including all 
elements of the future SAA. In November 2003, the Commission announced its 
Report to the Council on feasibility of concluding SAA between Bosnia and 
Herzegovina and the EU, stating that “during 2004, Bosnia and Herzegovina should 
be able to fulfil priority requirements, if constant efforts are made in that direction”. 
The Study identified 16 priority areas where “substantial progress” had to be made. 
 
In its Report to the Council, from 21 October 2005, the Commission recommended 
and the Council decided on 21 November 2005, to start negotiations with Bosnia and 
Herzegovina. Besides requirements for regional co-operation, political dialogue and 
trade liberalisation, specific conditions for Bosnia and Herzegovina concern full co-



operation with ICTY, police reform, adoption of PBS legislation, reform of public 
administration and adjustments of the internal market. 
 
In December 2005, the Council of Ministers of Bosnia and Herzegovina appointed a 
State delegation and negotiation team for the SAA, and the Decision on guidelines for 
the organisation and work of the negotiation team and working groups for SAA 
negotiations and negotiation positions. Until now, two official and three technical 
negotiation rounds took place, and the meetings of RPM (Reform Process 
Monitoring) are taking place before every round of negotiations. This body discusses 
and evaluates progress made in reforms according to priorities defined in the 
European Partnership. 
 
The Council of Ministers of Bosnia and Herzegovina has established the necessary 
negotiation structures – the State Delegation (political decision making level) that 
includes the Chairman of the CoM, the Minister of Foreign Affairs, the Minister of 
Security, the Minister of Civil Affairs, the Minister of Justice, the Minister of Foreign 
Trade and Economic Relations, the Director of the Directorate for European 
Integration, the Head of Mission of BiH to the EU and the Chief Negotiator. 
Negotiation team and working groups for negotiations (expert level) include high 
ranking civil servants, experts from state and entity governments and the Brcko 
District, advisors, external experts, academicians, and representatives of NGOs etc. 
All activities related to negotiations are co-ordinated by the Directorate for European 
Integration, which is also in charge of the overall co-ordination of the implementation 
of reforms and the European integration process activities.  
 
The Stabilisation and Association Agreements are the most important and the most 
prestigious instruments of the SAP. Although they are similar to Europe Agreements 
which were concluded with the countries of Central and Eastern Europe, SAA are sui 

generis kind of agreements with the EU. Primary goal of the SAA is formal 
association with the EU during a transitional period, during which certain country 
gradually adjusts its legislation with the most important standards and rules of the EU 
internal market. This is enabled through introduction of institutional framework for 
political dialogue, gradual creation of the free trade area, liberalisation of land 
transport, establishment of regulatory framework for movement of workers, freedom 
of establishment, provision of services and movement of capital, as well as through 
contractual formalization of Community financial and technical assistance. Each SAA 
includes obligation of associated country to progressively harmonise its legislation 
with the Community acquis. Institutional set up of SAA provides EU with additional 
possibilities to determine reform priorities and to make pressure for their efficient 
implementation, especially within the Stabilisation and Association Council (SAC), 
the main forum for political dialogue, established under this Agreement. 
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Introduction 13 

Bulgaria has been a highly centralized unitary state since its creation in 1878. Its 
unitary structure has contributed to the survival of Bulgaria as a state in a region 
where national borders cut across ethnic boundaries and statehood conflicts still pose 
risks to peace and stability. This state tradition constitutes the broader legitimatory 
framework for a model of government and society that does not know a regional level 
in the sense of subnational territorial-administrative units endowed with a 
constitutional status, political weight and social basis. Key areas of statehood, such as 
finance, domestic security, defense or education have been firmly controlled by 
national ministries that have been reluctant to transfer powers to the local self-
governments established after the transition to democracy in 1990/91.  
 
Bulgaria’s accession to the European Union has provided strong incentives for 
changes to this model. One of the most important change processes concerns the 
regional level that is exposed to the opportunities and challenges of a multi-level 
system of governance as the country accommodates to membership in the Union. A 
growing body of research has shown that European integration induces an emergence 
of regions as political actors in member states which is, however, moderated by 
domestic institutional arrangements and actor constellations.  
 
The present paper explores the status and situation of the regional level in Bulgaria in 
view of Bulgaria’s EU membership. Following the structure proposed by the project 
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framework, the paper starts by analyzing the constitutional position of local and 
regional units of government and administration. To what extent have these units – 
municipalities, district administrations and planning regions – become actors or 
channels representing local and regional interests and providing inputs for national 
European policies and the EU level?  
 
The main finding is that regional and local interests have so far been only weakly 
institutionalized in Bulgaria’s constitutional order, public administration and political 
process. The weakness of regional and local structures constrains the role these 
structures could play with respect to the implementation of EU regulations and 
directives. Moreover, this weakness corresponds to the apparent absence of ‘region’ 
as a differentiating feature of Bulgarian society. Finally, the paper seeks to explain 
why the incentives of EU membership have not caused a fundamental change of 
governance in Bulgaria, thereby identifying fiscal restrictions, domestic party politics 
and the ambivalent role of the EU as factors complementing the impact of state 
traditions. 
 

I. Local and regional interest representation 
 
The Republic of Bulgaria is, according to its Constitution from 1991, a unitary state 
with local self-government. The Constitution does not envisage a regional self-
government and underscores the unitary nature of the state by explicitly prohibiting 
the existence of autonomous territorial formations (Art. 2). Two administrative-
territorial units are distinguished in the Constitution: The municipality (obshtina) 
represents the basic territorial unit of local self-government (Art. 136). In addition, the 
Constitution defines the district (oblast) as an administrative-territorial unit entrusted 
with the conduct of regional policy, the implementation of state government on a local 
level, and the ensuring of harmony of national and local interests (Art. 142).  
 
While this functional definition emphasizes tasks of state administration, it does not 
preclude the creation of elected self-government at the regional level. The 
Constitution leaves this decision to the legislature by stating that the territorial 
division, other administrative territorial units and bodies of self-government shall be 
establishable by law (Art. 135) (Ivanov et al. 2002, 207). This provision may be read 
as a constitutional permission to create regions and regional self-government.  
 
There are, however, doubts as to whether this permission includes the district level 
since the Constitution explicitly assigns the administration of the district to a district 
governor (oblasten upravitel) (Art. 143). Based on this provision, the 1991 Law on 
Local Self-Government and Local Administration until 2003 prohibited the creation 
of elected self-government at the district level. The Constitution also constrains the 
creation of a regional level by prescribing that changes in the form of state structure 



or form of government require the approval of a Grand National Assembly, i.e. an 
enlarged parliamentary assembly specifically elected to amend the Constitution (Art. 
158). 
 
The Constitution’s openness and ambiguity with respect to regional (self-) 
government indicates that its drafters in 1991 did not agree on a definite model of 
administrative-territorial organization (Ivanov et al. 2002, 207). This is also reflected 
in the fact that the Constitution did not mention the role of okolia, administrative-
territorial units that existed until 1995 between the municipal and district levels.  
 
Regarding the organization of district government, the Constitution stipulates a 
prefectoral model. A district governor, who is appointed by the Council of Ministers, 
shall ensure the implementation of the state's policy, the safeguarding of national 
interests, law and public order, and shall exercise administrative control (Art. 143). 
The district governor’s role is constitutionally limited to supervising the legality of 
acts of the bodies of local government and her or his intervention must be authorized 
by a law (Art. 144). 
 
To prepare for the accession to the European Union, Bulgaria in 2000 created 
planning regions (rayonite za planirane) corresponding to the ‘NUTS-2’-level of the 
classification of territorial statistics applied in the EU (Nomenclature des Unités 

Territoriales de Statistique). These regions constitute territorial units for regional 
development planning in the framework of the Structural Funds, the EU’s most 
important financial programme supporting the economic convergence of its less 
developed member states. 
 
Planning regions, administrative districts and municipal self-governments can be seen 
as institutionalized units on which a representation of regional interests may be built. 
Given the lack of a constitutionally enshrined regional level, the following sections 
study the extent to which a representation of regional interests has evolved along 
these units. 

 
1. Municipalities 
a) Municipalities and decentralization 
 
Local self-government was re-established in 1991 when the Grand National Assembly 
adopted a new Constitution and the Law on Local Self-Government and Local 
Administration (ZMSMA). The first democratic local elections were held in October 
1991. Contrary to other Central and East European countries, Bulgaria has not 
experienced a fragmentation of municipalities since the political transition. The 
number of municipalities has been relatively stable, amounting to 265 municipalities 
in 2005. With an average size of 30 000 residents and 420 square kilometers, these 



municipalities are larger than most municipalities in other European countries. High 
legal obstacles and financial disincentives have led local communities to refrain from 
establishing their own local self-government. Opinion surveys conducted in 1997/98 
showed that most of the mayors and deputy mayors rejected the idea of transforming 
their settlements into independent municipalities (Ivanov et al. 2002, 198).  
 
This implies that Bulgarian municipalities today usually consist of numerous 
individual settlements (naseleni mesta), on average 20 per municipality. The Law on 
the Administrative-Territorial Division of the Republic of Bulgaria (ZATURB) has 
defined mayoralties (kmetstvo) as administrative subunits of municipalities. The cities 
of Sofia, Plovdiv and Varna are divided into wards (rayon). Due to their composite 
nature and size, Bulgarian municipalities “possess some of the characteristics of 
administrative territorial regions (...) Bulgarian local self-government, executed by the 
municipalities, has to a large extent the character of regional self-government or the 
so-called second level of local self-government.” (Boev 2002, 113)  
 
The relatively large size of municipalities and the principle of the direct election of 
mayors have rendered mayors influential political figures, relying on substantial 
organizational capacity and strong political legitimacy. Many mayors have taken a 
national political role in parliament or government (Djildjov 2002, 84). In the 
National Assembly elected in 2005, approximately 25 percent of the deputies have a 
background as mayors or municipal councillors.14 Although these deputies do not act 
as a cohesive or coordinated group in parliament, they share an interest in advocating 
local government concerns irrespective of their diverging party affiliations.  
 
A second channel of local interest representation consists in the national and regional 
associations of municipalities. The Constitution entitles municipalities to establish 
associations with other municipalities to solve common problems (Art. 137). All 265 
Bulgarian municipalities are organized in the National Association of Municipalities 
of the Republic of Bulgaria (NSORB) that was established in 1996. The NSORB is an 
entity of private law with voluntary membership, but it is assigned public functions by 
various laws. For example, the NSORB is entitled to represent its members before the 
state bodies, particularly in negotiations with the Ministry of Finance on the 
preparation of the state budget. The governments of Prime Ministers Simeon 
Sakskoburggotski and Sergei Stanishev acknowledged the NSORB as a partner by 
concluding formal policy agreements at the beginning of their terms of office, in 
December 2001 and October 2005 respectively. 
 
In 2005, ten regional associations of municipalities associations existed (see table 1 
below and: Mollov, Shikova, and Dimova 2004). They are also entities of private law 
                                                           
14 Interview with Ginka Kapitanova, Foundation for Local Self-Government Reform, 7 September 
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and date back until 1992, initially established by political parties that intended to link 
neighbouring municipalities dominated by them (Djildjov 2002, 78). In recent years, 
development agencies such as USAID and UNDP have fostered their creation. While 
regional associations have been organized on a geographical basis, their membership 
cuts across district boundaries. Despite these organizational and political power 
resources, municipalities have not been particularly successful in representing local 
interests on the national level.  
 
(1) The Law on Local Self-Government and Local Administration endowed the 
municipalities with numerous powers, but this initial decentralization was not backed 
by a decentralization of financial resources. On the contrary, local government 
expenditures declined from 11 to 5 percent of the GDP (-53%) and from 21 to 14 
percent of the consolidated state budget in the period between 1991 and 2004 (Ivanov 
et al. 2002, 173; LGI 2004a). The decline in public expenditure as a share of GDP 
during this period (-22%) manifested itself to a large extent in the declining local 
expenditure (see figure 1). 
 

Figure 1: Local government expenditure as a share of GDP and government 
expenditure 

0

10

20

30

40

50

60

70

80

19
90

19
92

19
94

19
96

19
98

20
00

20
02

20
04

Consolidated state budget
in % of GDP

Central government
expenditures in % of GDP

Local government
expenditures in % of GDP

Local government
expenditures in % of
consolidated state budget

 

Source: (Ivanov et al. 2002; LGI 2004b) 

 

(2) Municipalities were legally integrated into the executive through the laws on state 
administration and civil servants. Both laws were cornerstones of the public 
administration reform launched by the government of Prime Minister Ivan Kostov 
(1997-2001). The 1998 Law on Administration (ZA) enabled the Minister of State 
Administration to coordinate and control the work of the heads of administrative units 



(“secretary-generals”) of the executive, including the secretary-generals of municipal 
administrations (Art. 40). Many representatives of local self-governments objected 
this provision, arguing that it would violate the autonomy of local self-government. 
They considered the local administration as a part of local self-government rather than 
a part of the state administration and subject to a law intended to regulate the state 
administration. Parliamentary deputies supporting this position appealed against the 
Law before the Constitutional Court.  
 
In January 1999, the Court ruled that muncipalities constitute a part of the 
administration of the executive power (Djildjov 2002, 80). The Law on 
Administration would be in accordance with Art. 146 of the Constitution according to 
which the organization and procedures of bodies of local self-government and local 
administration would be regulated by a law. Following this integrative notion of 
executive administration, the Law on the State Servant, adopted in July 1999, 
included employees of municipalities by treating them as state servants equal to 
central government employees. 
 
(3) Municipalities failed to achieve a far-reaching fiscal decentralization during the 
time of the Sakskoburggotski government (2001-2005). The governing parties 
committed themselves to decentralization in their programme declaration from July 
2001 and appointed Kostadin Paskalev, a dedicated supporter of decentralization, as 
the Deputy Prime Minister and Minister of Regional Development and Public Works. 
In September 2002, the government decided to clearly divide the responsibilities of 
central and local government for delivering public services.  
 
The municipalities were relieved from the responsibilities for financing social 
assistance, land property commissions and some health care services.15 The state 
guaranteed to finance delegated tasks in the areas of education, health, social care and 
culture. In order to fulfill this commitment, the government defined expenditure 
standards regarding the staff, salaries and other payments needed to accomplish 
delegated tasks.  
 
The government also changed the distribution of tax revenues by allocating all 
corporate income tax revenues to the central state budget and all personal income tax 
revenues to the municipal budgets (FDI/CIR 2002). A complementary subsidy 
(dopalvashtata subsidia) was introduced to cover eventual gaps between the 
municipal personal income tax revenues and the minimum expenditure standards. In 
addition, the municipalities were enabled to collect local taxes and fees themselves. 
Prior to 2002 the municipalities had received 50 percent of the personal income tax 
revenues, 10 percent of the profit tax revenues from companies situated on their 

                                                           
15 Capital (Bulgarian economic weekly) no. 13/2004. 



territory and 50 percent of the profit tax revenues from companies owned by the 
municipality (cf. also Bogetic 1997).  
 
While these reforms clarified responsibilities and increased the transparency of 
intergovernmental fiscal relations, they did not provide municipalities with 
significantly higher revenues. Between 2002 and 2004, total municipal revenues 
declined because the financing of social assistance and municipal hospitals was 
centralized (LGI 2004b, 14). The share of own revenues in the total revenues of 
municipalities increased from 24 percent in 2002 to 36 percent in 2004. However, 
only a part of these revenues was determined independently by the municipalities. 
This share grew from 14 percent (2002) to 27 percent (2004) (LGI 2004b, 15). 
  
In the 2002 budget debate, the Ministry of Finance refused to cover all municipal 
expenses for the delegated tasks, arguing that budgetary constraints would allow to 
finance only half of the agreed expenditure standards for delegated tasks.16 This 
conflict triggered the resignation of Deputy Prime Minister Paskalev.  
Most importantly, the process of fiscal decentralization has remained limited because 
municipalities were not granted the right to determine the rates of local taxes and the 
types and rates of local fees. Since the Constitution reserves taxation powers for 
parliament (Art. 84), such a reform would require a constitutional amendment. 
Although the NSORB proposed such an amendment, it was not included in the 
amendments adopted in September 2003, February 2005 and Spring 2006. According 
to the NSORB, members of parliament were reluctant to concede revenue-raising 
powers as they feared that municipalities would not be able to manage these powers in 
a responsible way.17  
 

b) Municipal associations and their role in EU policy making 
 
Reviewing the attempts to strengthen local self-government in Bulgaria, a 
decentralization strategy by the Ministry of Regional Development and Public Works 
in 2005 acknowledged: “There is a lack of systemic, technological and substantive 
continuity and consistency in implementing a comprehensive and clearly oriented 
policy of decentralizing and developing local self-government” (MRRB 2005, 16) 
This broader trajectory of reluctant decentralization provides the background against 
which one can observe and assess the role of municipalities with respect to inputs in 
EU-policymaking on the national and EU level. The remainder of this section 
describes the activities of the NSORB and the regional associations of municipalities. 
Individual municipalities have not taken a role in EU-policy making, except for the 
capital Sofia that set up a representation in Brussels in October 2004. 
 
                                                           
16 Capital 44/2002. 
17 Interview with Ginka Tchavdarova, executive director of the NSORB,  1 June 2006. 



In the agreement between the NSORB and the Sakskoburggotski government 
concluded in December 2001, the government promised to involve local government 
representatives into Bulgaria’s accession negotiations.18 However, the government did 
not involve the NSORB directly into the negotiations and the domestic preparation of 
negotiation positions.19 Rather, the Committee of Regions and the NSORB agreed to 
establish a Joint Consultative Committee (JCC) in December 2001. This body was 
endorsed by the Bulgarian government and the EU in 2002 and functions in the 
framework of the Europe Agreement between Bulgaria, the EU and its member states. 
The JCC comprises representatives of the Committee of Regions and the 
municipalities of Bulgaria and has met twice a year since December 2003. (It should 
be noted that the JCC used to include “regional authorities” of Bulgaria in its self-
description and statements, but no district governor has hitherto been among the 
Bulgarian members of the JCC.) The JCC has urged the Bulgarian government to 
strengthen the role and powers of local and regional authorities by implementing a 
real fiscal decentralization including the right to determine local tax rates, involving 
municipalities in the management of the Structural Funds and enabling them to 
cofinance development projects.20  
 
The NSORB participates as an observer in the Committee of Regions and is a member 
of the Congress of Local and Regional Authorities attached to the Council of Europe 
(CLRAE). In July 2004 the NSORB adopted a municipal action plan for the accession 
of Bulgaria to the EU. The plan envisaged to harmonize municipal legislation with 
EU requirements, to deliver municipal services meeting EU standards, to improve the 
administrative and programming capacity of municipalities and to ensure 
transparency and control of municipal activities (NAMRB 2004). The NSORB has set 
up an EU integration council and a representation in Brussels. The council consists of 
EU integration experts, the NSORB representative in Brussels, the co-chair of the 
joint consultative committee to the Committee of Regions, the head of the NSORB 
delegation to the CLRAE, outside experts, and, as observers, representatives from 
NGOs, trade unions and employers’ associations. The council provides strategic 
planning and expertise to the NSORB. 
 
In October 2005, the Stanishev government concluded a new agreement with the 
NSORB, agreeing to prepare the municipalities for the EU membership of Bulgaria.21 
The agreement envisaged to increase the administrative and financial absorption 
capacity of the local level with regard to EU funds, “to concretise the commitments 
made by the national level and their impact on the practice of Bulgarian 

                                                           
18 http://www.namrb.org/english/contents.php?id=134, accessed 2 March 2006. 
19 Interview with Ginka Kapitanova, Foundation for Local Government Reform,  7 September 2005. 
Accession negotiations began on 15 February 2000 and took until 15 June 2004. 
20 Recommendations of the Bulgaria-Committee of the Regions Joint Consultative Committee, cdr33-
2004, cdr34-2004, cdr 214-2004, cdr 215-2004, cdr69-2005, cdr70-2005, cdr307-2005. 
21 http://www.namrb.org/doc/sporazumenieMS.pdf, accessed 14 March 2006. 



municipalitites”, to support municipal projects of transfering good European practice 
for the delivery of local services and to limit the negative effects of Bulgaria’s EU 
membership for municipalities. In particular, the government agreed to include 
representatives of local government in the planning, programming, management, 
monitoring and evaluation of programmes and projects financed from the EU pre-
accession, Cohesion and Structural Funds.22  
 
By participating in the monitoring, evaluation and review of Bulgaria’s regional 
development policy, the NSORB is involved in an important area of EU-related 
policymaking. The 2005 National Regional Development Strategy envisaged the 
Ministry of Regional Development and Public Works to establish a consultative 
Partnership Board on the implementation of the Strategy, comprising representatives 
from central, regional and local authorities, social and economic partners and NGOs 
(CoM 2005, 83-84). In June 2006, the government committed itself to co-opting the 
NSORB in the committees charged with monitoring the implementation of the 
Structural Funds (MS 2006). Since 2003, the NSORB has participated in a Council 
for European Communication that was set up to prepare the government’s 
communication strategy. The Council is led by the Minister of Foreign Affairs and 
comprises deputy ministers from ministries concerned with EU affairs as well as 
representatives of non-governmental organizations. 
 
Regional associations of municipalities were formed to represent their common 
interests in relations with the national government, promote regional development, 
train municipal employees and representatives and facilitate a knowledge transfer 
among municipalities (see table 1 below). The regional associations are also included 
in the management of the EU’s Structural Funds as they may participate in the district 
councils for development that were established by the 2004 Law on Regional 
Development. These councils adopt district development strategies in accordance with 
National Strategy for Regional Development (see below). 
 

                                                           
22 Mediapool (Bulgarian internet news service), 13 October 2005. 



Table 1: Regional associations of municipalities and their activities 

 

Name members establish
ed 

objectives website 

Regional 
Association 
of 
Municipaliti
es Yantra 

9 
municipalities 
from Veliko 
Tarnovo 
district, 
northcentral 
Bulgaria 

23 July 
1999 

regional and 
community 
development 

http://www.veliko
-
turnovo.com/yant
ra/index.htm 

Regional 
Association 
of 
Municipaliti
es "Trakia" 

34 
municipalities 
from 7 
districts in 
southeast 
Bulgaria 

30 July 
1997 

interest representation; 
regional development; 
training of municipal 
staff and councilors; 
knowledge transfer 

www.ram-
trakia.org 

Union of 
Bulgarian 
Black Sea 
Local 
Authorities 

21 
municipalities 
bordering the 
Black Sea 

1992 municipal 
development; interest 
representation; 
coordinate municipal 
activities to solve 
common problems 

www.ubbsla.org 

Regional 
Association 
of 
Municipaliti
es "Central 
Stara 
Planina" 

15 
municipalities 
from 5 
districts 
around 
Gabrovo/Love
ch 

1997 training of municipal 
staff and councilors; 
knowledge transfer, 
interest representation 
in EU institutions 

www.rso-csp.org 

Association 
of Danube 
River 
Municipaliti
es 

35 
municipalities 
bordering the 
Danube 

16 June 
1992 

training of municipal 
staff and councilors; 
knowledge transfer; 
sustainable 
development of the 
Danube region 

http://www.adrm.
hit.bg/ 

Association 
of Rhodope 
Municipaliti
es 

22 
municipalities 
from four 
districts in 
Rhodope 
mountains 

June 1992 Training of municipal 
staff and councillors; 
knowledge transfer; 
trans-border 
cooperation 

http://www.arm-
bg.org/index_eng.
html 

Regional 
Association 
of 
Municipaliti

11 
municipalities 
from the 
districts of 

1997 training of municipal 
staff and councilors, 
socio-economic 
development, cross-

http://www.maritz
a.info/ 



es 
“Maritza” 

Haskovo and 
Kardzhali 

border cooperation in 
the Euroregion Evros-
Maritza-Merich, 
interest representation 

Association 
of 
Municipaliti
es of the 
South-
Central 
Region 
“Hebar” 

22 
municipalities 
from the 
districts of 
Plovdiv and 
Pazardjik 

15 
December 
1997 

training of municipal 
staff and councillors, 
socio-economic 
development, interest 
representation 

http://www.hebar-
bg.org 

Association 
of South-
Western 
Municipaliti
es 

23 
municipalities 
from 
Southwest 
Bulgaria 

Septembe
r 2000 

Represent and protect 
the common interests 
of member 
municipalities at 
regional and national 
level; develop local 
self-governance; 
provide quality 
services to its members 

http://www.asww.
net 

Association 
of North-
Western 
Municipaliti
es 

10 
municipalities 
from 
Northwest 
Bulgaria 

2005   

Source: own compilation, based upon the websites and information by Marina Dimova. 

 
The regional associations may be interpreted as examples of bottom-up 
regionalization, but their impact has so far been rather limited. The general 
cooperation between municipalities has, according to Bulgarian observers, been 
uncoordinated and, in many cases, of a merely formal nature (Mollov, Shikova, and 
Dimova 2004, 40). The Law on Local Self-Government and Local Administration 
envisages mechanisms for the horizontal cooperation of municipalities in the 
provision of certain services. However, “in practice, there are no such examples 
except for some capital improvement projects of regional importance”, because the 
system of state budget transfers does not reward municipalities that save costs through 
horizontal cooperation (Ivanov et al. 2002, 195). A UNDP survey of municipalities’ 
experiences in EU-projects and programmes showed that in 2004 43 percent of the 
municipalities had engaged in partnerships with other municipalities (UNDP 2004, 
20). Municipalities mostly cooperate in common infrastructural projects, especially in 
waste management (FRMS 2006, 8). To strengthen intermunicipal cooperation, the 
Foundation for Local Self-Government Reform, a Bulgarian think tank, has prepared 
a draft law on inter-municipal cooperation. In its decentralization strategy from June 



2006, the government declared its intention to stimulate joint municipal investments 
and create a legal framework for intermunicipal partnerships the joint preparation of 
projects for the Structural Funds. 
 
Most municipalities and the NSORB neither promote the strengthening of a regional 
level or the introduction of regional self-government, nor do they explicitly oppose 
such a reform. The NSORB’s strategic priority is to enhance the financial resource 
base and legal powers of municipalities.23 NSORB representatives have viewed a 
regional level of government as associated with a recentralization. Central 
government initiatives have hitherto, according to the NSORB, aimed at transferring 
powers from the municipalities to the regional level rather than from ministries to the 
regional level. Both district governors and planning regions are seen as units of the 
state administration that do not represent municipal interests.  
 
Notwithstanding the NSORB initiatives, the representation of Bulgarian local and 
regional interests in the emerging multi-layer system of EU governance still depends 
heavily on central government advocacy. A study prepared by government officials 
and independent advisors accordingly suggests: “If local government institutions want 
to successfully represent their interests on the EU level, they need to cooperate and 
act in a consensus with national government.” (Mollov, Shikova, and Dimova 2004, 
27)  

2. Districts 
 
Districts are, on average, 4000 square kilometers large and comprise 280 000 
residents (see the annex for a map). The 28 districts existing today were established in 
1999, replacing the division into nine districts that had existed since 1987. The 
average number of municipalities per district is 9.4. Districts have been classified as 
‘NUTS-3’ units according to the EU’s Nomenclature of Units of Territorial Statistics.  
The territorial structure of a district shall take into account the physical geography of 
the territory and whether its central city constitutes a traditional cultural and economic 
center with a developed social and technical infrastructure and transport accessibility 
for all localities of the area (ZATURB Art. 5). The boundaries of districts and 
municipalities are determined by the President, on a motion from the Council of 
Ministers (Art. 98 Constitution, ZATURB Art. 26). A change of the boundaries of 
districts must be in accordance with the boundaries of the existing municipalities 
(ZATURB Art. 26).  
 

                                                           
23 Interview with Ginka Tchavdarova, executive director of the NSORB, 1 June 2006; Strategicheski 
plan na Nacionalnoto sdruzhenie na obshtinite na Republika Bulgaria 2006-2013, 
www.namrb.org/?act=cms&id=26, accessed 11 March 2006. 



The roles of district governors and district administrations are regulated in more detail 
by the Law on Administration and the Statute on District Administrations.24 These 
regulations stipulate that district governors may suspend the execution of unlawful 
acts of municipal councils and refer them to the courts. District governors may repeal 
unlawful acts of mayors of municipalities, for the repeal of which no special 
procedures are provided. Their decisions may be appealed against in the courts. In 
practice, district governors have frequently intervened in the functioning of 
municipalities (Ananieva 2002, 100). Their legal role is, however, not confined to 
supervising municipalities, but also comprises co-ordination between the 
deconcentrated bodies of central government and local self-government bodies.  
 
Moreover, they are envisaged to advocate regional interests in the framework of 
regional development – a function that could be assigned to elected regional self-
government, as the above-mentioned strategy paper of the Ministry of Regional 
Development and Public Works notes: “Some of the problems of the existing system 
of district governors and the uncertainties related to decisions to be taken are probably 
linked to the dual function of the district governor – the fusion of the role of a 
“representative of the state” on the regional level, exercising control functions 
characterizing certain state organs, with the roles of an advocate and guarantor of 
interests linked to regional development, functions assigned by the Regional 
Development Law. These latter roles are specifically political, concern the territories 
of the district and the municipalities located there, and are typical for elected organs” 
(MRRB 2005, 17) 
 
District governors and their deputies are considered as political appointees who are 
accountable to the Council of Ministers. Incoming governments used to fill these 
positions with their loyal supporters. Contrary to previous governments, the Stanishev 
government has appointed two thirds of the posts with former mayors and councillors. 
While the Council of Ministers appoints district governors (Art. 143 Constitution), the 
Prime Minister may appoint deputy governors (ZA Art. 29). The initial version of the 
Law on Administration had enabled the Prime Ministers to appoint the governors as 
well, thereby seeking to strengthen the Prime Minister’s position in cabinet. However, 
the Constitutional Court in its above-mentioned ruling refused to grant this power to 
the Prime Minister. 
 
District governors prepare annual reports on their activities for the Council of 
Ministers (ZA Art. 59). These reports constitute important channels of feedback from 
regional to central government, but they lack sufficient territorially differentiated 
information (NCTR 2004, 13). Under the Sakskoburggotski government (2001-2005), 
the Minister of State Administration held monthly meetings with district governors 
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that were also attended by representatives of other ministries, frequently by ministers 
themselves, depending on the agenda (NCTR 2004, 14). Since 2005 district governors 
have met every two months with the NSORB to exchange information and address 
conflicts in the relations between district administrations and municipalities (mostly 
related to state property issues).25 
 
District administrations consist of a general directorate responsible for 
“administrative-legal services, finances and property management” and a specialized 
directorate for “administrative control, regional development and state property”. 
Subsections of the administration may be restructured by the district governor. 
District governors appoint the general secretaries heading the district administration. 
The staff size is defined in the Statute on District Administrations and ranges between 
33 and 73 employees, depending on the population size of the district. In 2004, the 
total number of district administration staff (civil servants and employees based on the 
labour code) was 1092, amounting to approximately one percent of total government 
employment (n = 85340) (MSA 2005, 46). In contrast, the total staff of municipalities 
amounted to 26 percent of government employment. 
 
District administrations manage, inter alia, state-owned property, coordinate between 
the municipalities and the deconcentrated units of line ministries, support the local 
mayors and police authorities in sustaining public order and combating crime, assist 
municipalities in implementing delegated tasks of the central government, supervise 
the legality of administrative acts issued by municipalities, establish organizations to 
implement Bulgaria’s EU integration policy in the district, and prepare regional 
development plans. District administrations are legal persons and their budgets are 
part of the budget of the Ministry of State Administration and Administrative Reform. 
The deconcentrated units of line ministries have continued to be institutionally 
separated from the district administrations, although the 1998 Law on Administration 
contains the idea of an institutional integration of general territorial and sectoral state 
administration (Djildjov 2001, 93-94). According to the Law, ministers may establish 
deconcentrated units of their ministries, while retaining authority over these units, as 
‘directorates’ within district administrations (Art. 44). Such an integration would 
facilitate an integration of regional and sectoral policies and improve the capacity of 
district administrations, but the line ministries did not use this option, apparently 
preferring to preserve full control over their subordinated units.  
 
A structural obstacle to such an integration has been the incongruence between the 
districts and the jurisdictions of deconcentrated units. Only the regional directorates of 
the Ministry of Interior, regional public health inspectorates, and regional 
inspectorates for education and regional centres for meteorology correspond to district 
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territories. Several deconcentrated units of line ministries have a territorial scope that 
is larger than the district: regional inspectorates of environment and water; lottery; 
customs; agriculture. Employment services, tax offices, police offices and the military 
administration are organized on the level of municipalities and mayoralties. The 
territorial organization of these deconcentrated services is based on various laws and 
decrees, does not follow clear criteria, and is segmented (MRRB 2005, 11). 
The introduction of self-governing bodies at the district or regional level has been 
discussed among experts and politicians (Djildjov 2002). Three institutional options 
may be tentatively distinguished in this debate, although none of these options has, 
according to available knowledge, hitherto been fully elaborated. One option would 
be the direct popular election of district governors. Kostadin Paskalev and the party of 
the former Prime Minister Ivan Kostov have suggested this option.26 This would 
require amending Article 143 of the Constitution that stipulates the appointment of 
district governors by the Council of Ministers.  
 
A second option would be the creation of district self-governments in addition to the 
existing district-level state administration. Advocates of this option include Asen 
Gagauzov, Minister of Regional Development and Public Works under the 
government of Prime Minister Sergei Stanishev (2005-), who declared that a 
prospective second level of self-government should become a partner to the district 
governors.27 District governors would become responsible for managing the state 
administration and implementing the decisions of elected self-governing councils.28 
Most district governors also tend to favour district self-governments as partnership 
institutions to participate in the Structural Funds.29 A third option appears to be the 
creation of self-government at the level of planning regions rather than districts 
(Marinov 2001, 32). This option is propagated as less costly than establishing 28 self-
governing bodies.30 
 
However, no self-governing bodies were established at the regional or district level 
until June 2006. The Kostov government (1997-2001) did not intend to establish 
elected self-governments at the time when it launched its territorial-administrative 
reform replacing the nine hitherto existing districts by 28 smaller districts (Ivanov et 
al. 2002, 209). This territorial restructuring occurred in the context of centralizing 
economic, political and administrative reforms. 
 
The subsequent Sakskoburggotski government (2001-2005) declared its resolve to 
establish “a second level of self-government in accordance with the requirements of 

                                                           
26 Interviews in Capital 3/2005; Mediapool, 30 August 2005. 
27 Mediapool-Interview, 8 September 2005. 
28 Interview with Aleko Djildjov, 1 June 2006. 
29 Capital 45/2002. 
30 Interview with an official in the Ministry of Regional Development and Public Works, 7 September 
2005. 



European integration”31 in its programme declaration. While the public administration 
reform strategy from 2003 and the decentralization strategy from 2005 renewed this 
commitment, no draft legislation was prepared to amend the Constitution or define the 
role of regional self-government. In 2003, the National Assembly did, however, 
repeal the above-mentioned provision of the Law on Local Self-Government and 
Local Administration that had explicitly precluded the creation of elected organs of 
local self-government at the district level (ZMSMA, Art. 7).  
 
The Stanishev government (2005-) has not mentioned the creation of regional self-
government in its programme declaration. Its decentralization strategy from June 
2006 is confined to analyzing the feasibility of establishing regional self-government, 
but does not suggest any further steps (MS 2006).32 Rather, the strategy seeks to 
strengthen the capacity and co-ordinating role of district governors and 
administrations. For example, coordination councils consisting of the district governor 
and representatives from the deconcentrated units of line ministries shall be created at 
the districts. 
 
Being integral parts of the state administration, district governors and their offices at 
best function as proxy representatives of local and regional interests in respect of EU 
policy-making. The general organizational capacity of district administrations appears 
to be too limited to enable any interest representation beyond the national level. 
 

3. Planning regions 
 
Bulgaria has established six planning regions as NUTS-2 level territorial units for the 
planning, programming and implementation of the Structural Funds of the EU. These 
regions each comprise three to six districts and match the territories of these districts 
(2004 Law on Regional Development Art. 6). The planning regions were initially set 
up in 2000 by a decree of the Council of Ministers in order to complement Bulgaria’s 
first Law on Regional Development from 1999.33 The new Law on Regional 
Development adopted in 2004 (ZRR) included a list of planning regions. As the 
Northwestern and Southeastern planning region have less than 800 000 inhabitants, 
they do not comply with the minimum population size required for a NUTS-2 
region.34 Thus, the Ministry of Regional Development and Public Works plans to 
change the structure of these regions in order to render them compatible with EU law. 

                                                           
31 Upravlenska programa na pravitelstvoto na Republika Bulgaria, http://www.government.bg/, 
accessed 1 November 2003, 117. 
32 Cf. also a Mediapool-Interview with Asen Gagauzov, 8 September 2005. 
33 Postanovlenie no. 145 of 27 July 2000. 
34 The NUTS classification system did not exist as part of the formal EU legislation when Bulgaria 
established its NUTS-2 regions in 2000. It was first codified in Regulation No. 1059/2003 of 26 May 
2003 (Official Journal of the European Communities L154/1). 



Table 2: Geographic, social and economic parameters of planning regions (2003) 

 

Sources: Cadastre Agency; National Statistical Institute, current demographic 
statistics  
 

The 2004 Regional Development Law establishes regional councils for development 
(regionalni saveti za razvitie) attached to the planning regions (ZRR Art. 21). These 
councils prepare draft regional development plans and preliminary evaluations of 
projects included in Bulgaria’s National Operational Programme for Regional 
Development. While the plans specify regional policy objectives, the Operational 
Programme sets out the measures to be cofinanced from the Structural Funds.  
 
Regional development councils consist of seven representatives of ministries35, all 
district governors of districts belonging to the planning region and one representative 
of the municipalities of each district within the planning region. Council meetings are 
chaired by a district governor who may invite other organizations and persons 
involved in regional development. In 2005, the Ministry of Regional Development 
and Public Works established directorates for technical coordination and management 
of regional programmes and plans in order to provide administrative support to the 
councils. The directorates were the first deconcentrated bodies of a line ministry that 
were integrated in the district administration (ZRR Art. 23).36 
The discretion and influence of regional development councils is rather limited since 
the regional development plans adopted by them are only drafts for the Finance 
                                                           
35 Ministry of Regional Development and Public Works, Ministry of Finance, Ministry of Environment 
and Waters, Ministry of Agriculture and Forestry, Ministry of Economy, Ministry of Labour and Social 
Policy, and Ministry of Transport and Communications (ZRR Art. 21). 
36 Interview with an MRRB official, 7 September 2005. 
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Ministry and the Ministry of Regional Development and Public Works (ZRR Art. 12, 
22). The two ministries are free to adapt these proposals before they jointly submit 
them to the Council of Ministers for approval. Regional and local representatives are 
not directly involved in the preparation of the National Operational Programme for 
Regional Development and the National Development Plan. Moreover, the 
composition of regional development councils ensures that central government 
representatives and district governors constitute a majority in all regions. Ministry 
representatives alone represent a majority in two of the six regions (northwestern and 
southeastern planning region).37 
 
The current planning regions may be characterized as artificially created institutions 
that do not reflect a regionally differentiated domestic economic, social or political 
infrastructure and have been specifically designed to comply with EU requirements 
and ensure the absorption of EU funds (cf. also Barna et al. 2005). 
 

II. Local and regional involvement in policy implementation 
 
The weakness of regional and local structures in Bulgaria and the lack of experience 
with EU membership explain why Bulgarian regional and local government bodies 
have little experience in implementing EU regulations and directives. To give an idea 
of the current local knowledge on implementation, this section studies the experiences 
gained with managing the pre-accession funds of the EU. The empirical basis of this 
section is a survey conducted by UNDP in 209 Bulgarian municipalities and 24 
district administrations in April/May 2004 (2004). 
 
Municipalities and district administrations were entitled to participate in all three EU 
programmes assisting the EU accession preparations: the PHARE programme 
(administrative capacity-building, regulatory convergence with the EU’s legislation 
and socioeconomic cohesion), SAPARD (rural and agricultural development) and 
ISPA (infrastructural projects in the environmental and transport sectors).38 The 
UNDP survey showed that 40 percent of the municipalities had established structures 
dealing with EU-related projects and 20 percent of the municipalities had a specialist 
who delt exclusively with EU affairs (UNDP 2004, 9). In contrast, most district 
administrations lacked the capacity to deal with EU projects.  
 
72 percent of all municipalities did not have any approved projects under the three 
pre-accession funds, and only seven percent of all municipalities managed three or 
more projects (UNDP 2004, 16). The large, developed and urban municipalities have 
                                                           
37 Pravilnik za organizaciata i deynostta na regionalnite saveti za razvitie, Art. 18, State Gazette no. 79 
of 10 September 2004. In May 2006, the Ministry of Regional Development, however, proposed to 
establish an equal representation of municipal and central government representatives in Regional 
Development Councils. 



made the most experiences with the pre-accession funds. “The project experience of 
the district administrations is even weaker. The 24 surveyed district administrations 
were direct partners in 1.4 projects on average under PHARE, and in less than one 
project on average under ISPA and SAPARD.” (UNDP 2004, 16) 
 
Most municipalities considered the lack of resources to cofinance projects as the main 
problem related to the application, followed by the complicated and bureaucratic 
procedures and the brief deadlines for preparing the project proposals (UNDP 2004, 
17-18). “A relatively small share of the municipalities believes that they can allocate 
resources for the co-financing of projects under the pre-accession instruments and the 
Structural and Cohesion Funds (28%) (...) Co-financing capacity varies considerably 
among the municipalities. Around 61% of the large municipalities can afford to 
allocate co-financing, compared to 6% of the small ones. (...) Compared to the 
municipalities, the district administrations have an even greater lack of project co-
financing capacity (4%).” (UNDP 2004, 12) 
 
The limitation of local involvement in, and experience with, EU funds and 
programmes stands in contrast with Bulgaria’s relatively high absorption rates for the 
pre-accession funds, indicating that central government bodies have taken more 
advantage of the funds. Over 91 percent of the PHARE funds were disbursed in the 
period between 2000 and 2003. The equivalent figures for SAPARD and ISPA were 
61 and 15 percent. These payment rates exceeded the averages of new member states 
for PHARE and SAPARD (UNDP 2004, 16).  
 
The limits of local discretion in implementation shall be illustrated with the example 
of regional development policy, the policy area where the EU will exert the most 
substantial financial impact through its Structural Funds. A comparison between the 
1999 and 2004 laws on regional development shows how the discretion of 
municipalities and district administrations has been reduced. The 1999 Law on 
Regional Development had established district councils for regional development that 
consisted of local mayors and councillors and assisted the district governor in 
preparing district development plans. These plans formed the basis of a National Plan 
for Regional Development that was prepared by the Ministry of Regional 
Development and Public Works (MRRB) and adopted by the Council of Ministers. 
According to the then Minister of Regional Development and Public Works, the law 
would put “the emphasis on bottom-up initiatives and support[s] the expansion of 
democracy and decentralization in decision-making on regional development.” 39 
 

                                                                                                                                                                      
38 http://europa.eu.int/comm/enlargement/financial_assistance/index_en.htm, accessed 11 March 2006. 
39 Interview with Evgeniy Bakardzhiev, Minister for Regional Development and Public Works under 
the Kostov government, Administracia i Politika 1-2/1999, 11. 



In contrast, the 2004 Law on Regional Development confined the district 
development councils to elaborating district development strategies that had to be 
approved by the regional development councils and had to take into account the 
objectives set in advance by the National Strategy for Regional Development. 
Whereas the previously existing Regional Development Council was a cabinet level 
advisory committee involving the NSORB, the newly established ‘Partnership Board’ 
was attached only to the MRRB. The planning and programming tasks were fully 
assigned to the MRRB and the Ministry of Finance, corresponding to the more 
centralized management approach of the EU Commission.  
 
In May 2006, the MRRB prepared a new amendment to the Regional Development 
Law that proposed to define the number and territorial scope of regions in an 
executive regulation rather than by a law. The proposal charged the Ministry with 
implementing regional development policy – a provision that can be seen as 
contradicting the constitutional provision that entrusts the district with the conduct of 
regional policy (Art. 142 of the Constitution).40 Moreover, the MRRB intended to 
dissolve its units for technical coordination and management of regional programmes 
and plans that had been integrated into the district administrations. These units were 
to be replaced by secretariats of the regional development councils which were 
administrative units subordinated to the Minister. 
 
The 2004 law and the 2006 amendment proposal document a recentralization process 
in the course of which the central government has withdrawn participation 
opportunities from the municipalities. This recentralization does, however, also reflect 
the deficient absorption capacity of the local level outlined above. “Representatives 
on the local and regional level (...) lack an understanding of the planning and 
programming process as a whole” noted a report analyzing the preparedness of local 
and regional levels for EU membership (Mollov, Shikova, and Dimova 2004, 39). 
 

III. Local and regional attitudes 
 
Local or regional attitudes towards European integration and the role of regions 
within that process have, according to available knowledge, not been specifically 
explored in Bulgaria. This is not only due to the lack of a broader infrastructure of 
social science research. It also indicates the fact that Bulgarian scholars did not attach 
much importance to the regional dimension of society, politics or social structure 
which in turn reflects the lack of discernible distinctive regional identities and 
regionally differentiated communities in Bulgaria (cf. e.g. Genov and Krasteva 1999). 
An exception to this general situation are the Eurobarometer surveys and the national 
Human Development Reports published by the UNDP office in Bulgaria.  
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The national Eurobarometer surveys for Bulgaria have repeatedly reported a 
comparatively high rate of support for the country’s EU membership, amounting, for 
example, to 84 percent of the population in October 2005. 41 As in other EU accession 
countries, support for EU membership has been consistently higher among the urban 
population than in rural areas which can be explained by the greater number of highly 
educated persons in cities.  
 
The national Human Development report of 1999 contains more detailed data from an 
opinion survey that was conducted in November 1998 and March 1999 in order to 
map the aspirations of citizens with respect to local government (UNDP 1999). This 
survey concluded that decentralization and local self-government mattered little for 
most people. “The functions of the municipality are still seen as part of the central 
State. There is no clear understanding how the municipality differs from the State. 
The State is still envisioned as the main provider of local solutions. (...) only 5 percent 
of the citizens of the five municipalities surveyed believe that the municipality could 
play a role in improving incomes. (...) Only 28 percent believe their regions have a 
competitive advantage over other regions. On the whole, over one-third of 
respondents felt that life was the same everywhere in Bulgaria. More regionally-
minded respondents were found in larger communities (42%), business respondents 
(37%) and those with a higher education (46%). But the overall perception that life is 
the same everywhere confirms a lack of local vision for regional peculiarities. (....)“ 
(UNDP 1999, 39) 
 

Figure 2: Central and local government functions 

                                                           
41 Standard Eurobarometer Bulgaria, http://europa.eu.int/comm/public_opinion/standard_en.htm, 
accessed 11 March 2006. 



 

Source: (UNDP 1999, 39) 

 

If asked whether public tasks should be a municipal or central government 
responsibility, a majority of citizens considered central government responsible for 
education, health care, culture, tourism, roads and infrastructure (see figure 2). While 
only the management of state property and local transport were seen as municipal 
tasks, a clear majority seemed to support the objective of the fiscal decentralization 
initiative, i.e. to enable municipalities to define and collect local taxes and fees.  
 
However, the accession negotiations and the diffusion of EU-related activities to the 
local level since the beginning of the decade seem to have caused people to pay more 
attention to the role of municipalities in European integration. According to a 
Eurobarometer survey carried out in autumn 2005, 62 percent of the Bulgarian 
citizens believed that local governments should make more efforts to involve citizens 
in EU affairs.42 While this expectation was still less frequently articulated than in the 
average of the new EU member states, it indicated a growing awareness of the role 
municipalities could or should play in European integration. 
 

IV. Explaining the weakness of regional structures 
 
Bulgaria’s municipalities possess only limited capacity, mainly through their national 
association, to provide inputs into the debate and preparation of EU policies both on 
the national level and European level. Districts and planning regions lack even this 
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capacity and have continually been integral parts of the state administration and 
traditional bureaucratic hierarchy. Municipalities and districts have gathered some 
experience in managing EU projects, but their financial resource base continues to be 
modest and their discretion in regional development has become even more limited. 
Up to now, decentralization or regionalization initiatives have not fundamentally 
changed this model of governance. Five main reasons may be identified to explain the 
persistent weakness of decentral or regional structures in Bulgaria.  
 
(1) Bulgaria’s economic collapse in the mid-nineties was overcome by establishing a 
currency board that imposed fiscal discipline as a constraint to all reforms of public 
policy. The introduction of the currency board in 1997 empowered advocates of 
centralized government and in particular the Ministry of Finance. Finance ministry 
officials argued that decentralization would jeopardize fiscal and monetary stability as 
municipalities would be enabled to overspend and raise debts (Marinov 2001, 35; 
Minkova 2004). Decentralization would be less efficient and would provide more 
opportunities for corruption (Djildjov 2002). The priority attached to fiscal discipline 
and the perceived lack of financial management skills in municipalities have also 
weakened public finance arguments in favour of decentralization, such as arguments 
highlighting the benefits of tax and services competition between municipalities. 
 
(2) Local and regional interest representation have been constrained by the divisions 
of central-local party politics. Risking a bold simplification, one may characterize 
Bulgaria’s party system as shaped by four main forces: the Bulgarian Socialist Party 
(BSP), the successor of the state socialist regime party; its main adversary, the liberal-
conservative Union of Democratic Forces (SDS); the Movement of Rights and 
Freedoms (DPS), advocating the interests of Bulgaria’s ethnic Turkish and Muslim 
minorities (approximately ten percent of the population); and the National Movement 
Simeon II. (NDSV), a party established in 2001 to promote the leadership of Simeon 
Sakskoburggotski, the son of Bulgaria’s last Tsar (Karasimeonov 2002).  
 
The first democratically elected governments were dominated by the BSP and DPS, 
except for a one-year period of an SDS-led government in 1991-92. Following the 
economic crisis of 1996/97, the SDS (and its electoral coalition) won the 1997 
parliamentary elections and governed the country for a full legislative period. The 
newly established NDSV emerged as the leading political party in the 2001 elections, 
forming a coalition government with the DPS and co-opting two BSP-affiliated 
politicians as ministers. This coalition and cooperation evolved into a formal three-
party coalition led by the BSP when the latter became the strongest party in the June 
2005 elections. 
 
The political constellation on the local level has been somewhat more stable over 
successive local elections, with the BSP dominating mainly the rural municipalities, 



the SDS being most successful in Sofia and other big cities, and the DPS controlling 
settlements with ethnic Turkish or Muslim majorities. The rural-urban cleavage on the 
local level reinforced the initial bipolarity between postcommunists and 
anticommunists on the national level, thereby limiting the scope for ‘non-partisan’ 
local interest articulation.  
 
While none of the major parties principally opposed decentralization, “(...) the left 
party [BSP, M.B.] is to a greater extent supporting decentralization, insists on 
conducting decentralization at the lowest possible level, they spend the budget by re-
allocating it to the less developed and distant regions; the right party [SDS, M.B.] is 
much more interested in the problems at the level of the region, the regional 
development issues and it strives to concentrate the resources and to fund the bigger 
projects in the already developed regions which have a greater development 
potential.” (Djildjov 2002, 83)  
 
When NDSV took over government in 2001, it lacked any basis in local government 
institutions. Facing an erosion of parliamentary and public support in the runup to the 
2003 local elections, NDSV politicians hesitated to embark upon an ambitious fiscal 
decentralization project they increasingly perceived as serving the political interests of 
BSP- and SDS-controlled municipalities.43 
 
(3) Regionalization has been perceived as jeopardizing Bulgaria’s cohesion as a state. 
The collapse of neighbouring Yugoslavia and the conflictual history of Bulgarian-
Turkish relations in connection with the ethnic Turkish minority in Bulgaria have 
nurtured fears about a disintegration of the state (Vassilev 2001). These concerns 
induced the Grand National Assembly to insert two articles in the Constitution that 
prohibit the existence of autonomous territorial formations and the creation of parties 
on an ethnic basis. Political representatives of the ethnic Turkish minority have 
respected these provisions and focused their political strategy on participating in 
government, rather than calling for regional autonomy.  
 
The DPS does not consider itself an ethnic party and has sought to promote minority 
interests by strengthening individual rights and freedoms and non-discrimination on 
the one hand, supporting the decentralization of government and rural economic 
development on the other.44 An autonomous region for ethnic Turks would not only 
violate the Constitution and be disapproved by the Bulgarian public, but would also 
be incompatible with the dispersed settlement structure of Bulgaria’s ethnic Turkish 
and Muslim communities. Most of the ethnic Turkish and Muslim Bulgarians live in 
two geographically separate rural areas in south-eastern and north-eastern Bulgaria. 
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While there are sizeable communities in the Kurdzhali, Razgrad, Targovishte and 
Silistra districts, a local majority exists only in Kurdzhali. 
 
Nevertheless, the perceived threat of disintegration has accompanied the debate on a 
second level of self-government and is likely to restrict the powers of possible self-
governing bodies (Djildjov 2002, 87). The ethnopolitical dimension of territorial-
administrative issues became visible in the public protests that occurred in August 
2005 against the appointment of DPS-affiliated district governors in dominantly 
ethnic Bulgarian districts such as Varna. Responding to the conflict, two liberal 
opposition parties proposed to introduce the direct election of district governors. A 
politician argued that “there is no danger from minority groups if a territorial division 
into six regions is adopted. In such a constellation the results would replicate those of 
the parliamentary elections and this risk would cease to exist.”45 
 
(4) Administrative traditions of centralized government and patronage politics can be 
seen as background variables contributing to the reluctance of incumbent 
governments to decentralize (Brusis 2004). Since local civil society has been weakly 
developed in Bulgaria as well as in other Southeast European countries, public 
accountability mechanisms have been insufficient particularly on the local level. This 
has led incumbent politicians and leading administrative officials to trust more in 
formal-legal hierarchies or in informal, personalized patron-client relations as 
methods of ensuring compliance (Verheijen 1999). For example, the Ministry of 
Regional Development and Public Works in 2002 refused to let district governors 
cofinance EU-funded regional development projects because it feared that 
municipalities could unduly influence the funding decisions of district governors.46 If 
a party controls the financial, organizational and staff resources of a central ministry, 
it faces incentives to retain these resources rather than to transfer powers to the local 
level. Bulgarian observers and media have mainly criticized the DPS for its patronage 
politics, pointing to the fact that DPS politicians have continually been in government 
in different coalitions.47 
 
These administrative traditions are embedded in a political culture and in collective 
identities that lack an awareness of regional diversity and regional distinctiveness. 
There do not seem to be distinctive, articulated regional identities that would contrast 
with Bulgarian national identity on the one hand, local identity on the other. The 
above-mentioned UNDP opinion survey from November 1998 found that 39.5 percent 
of Bulgaria’s citizens thought that life were the same everywhere in Bulgaria (UNDP 
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1999, 61). 28.3% believed that their region had a comparative advantage in 
comparison with other regions in Bulgaria, and 23.1 % felt that other regions were 
more attractive.  
 
(5) Decentralization initiatives have stalled because the EU has not included 
decentralization as a part of its accession conditionality (Hughes, Sasse, and Gordon 
2004). EU cohesion policy is based on a notion of partnership between national 
governments on the one hand, regional and local governments, economic and social 
actors on the other. The cohesion policy and the ‘partnership paradigm’ imply a 
mandatory adaptation insofar as EU accession countries have to set up structures to 
manage the Structural Funds, including bodies that may act as ‘partners’ of central 
government and regional units of planning and territorial statistics that correspond to 
NUTS-2. However, there are no formal rules for the constitutional status of the 
regional level which is ultimately due to the fact that the regional levels of 
government in EU member states vary strongly in their legal status, set of 
administrative functions and political weight. Lacking harmonised, formal rules, the 
EU Commission has confined itself to expressing non-mandatory expectations with 
regard to the creation of regions and regional self-government. 
 
Such expectations and recommendations were also formulated by UNDP or the 
Council of Europe. According to UNDP, the introduction of elected regional self-
government would strengthen regional development planning by motivating elected 
bodies to formulate a vision of development and mobilize partnerships around it 
(UNDP 2004, 38). In its Resolution 1211/2000, the Parliamentary Assembly of the 
Council of Europe recommended Bulgaria to introduce the direct election of district 
councils. But the incentive of membership of course provided EU institutions with 
much more leverage. 
 
From 2001 onward the EU Commission advocated a more centralized approach for 
the management of the Structural Funds, since it had realized the lack of 
administrative capacity at the local and regional levels of accession countries (Keating 
2003). The scenario of ten states acceding in 2004 implied that the new members 
would have only two years to absorp grants from the Structural Funds, posing 
additional strains on their administrations. In view of these difficulties, the 
Commission asked the accession countries to develop only one countrywide 
Operational Programme for Regional Development instead of several regional 
operational programmes on the level of NUTS-2 regions.  
 
The Commission plans to review the management of the Structural Funds in 2009 and 
consider an eventual decentralization for the period from 2010-13. In its annual 
monitoring reports, the Commission repeatedly criticized the weakness of regional 
and local partnership structures in Bulgaria and the lack of a decentralization strategy. 



Given the threat of a postponement of the accession, this critique contributed to the 
government’s decision to adopt a decentralization strategy in June 2006. However, the 
Commission did not oppose (and might indeed have encouraged) the more centralized 
planning and programming arrangements of the 2004 Law on Regional Development. 
Statements by representatives of the Sakskoburggotski and Stanishev governments 
indicate that they deliberately abstained from including municipal taxation powers in 
their constitutional amendments proposals because the EU did not qualify 
decentralization as a requirement for membership. The amendment packages of 2003, 
2005 and 2006 were designed to meet EU requirements and to comply with EU 
legislation. Both governments believed that only amendments necessitated by EU 
conditions would be supported by the required qualified majority.48 
 

Conclusion 
 
The present paper has studied the status and situation of Bulgaria’s regional level 
against the background of a centralized unitary state tradition on the one hand, 
regionalization incentives of European integration on the other. It has found that 
existing regional structures are only weakly institutionalized, decentralization 
initiatives have had limited impact and EU-driven regional units are still artificial and 
imposed institutions. The future of the regional level in Bulgaria depends on how the 
five factors accounting for the weakness of the current regional structures will 
develop. 
 
The constraints necessitated by the currency board regime are likely to become less 
rigid since more substantial EU funds available after accession will require the 
provision of national funds to cofinance investments. Access to these funds does not 
necessarily imply a relaxation of overall fiscal discipline, but it is likely to gradually 
loosen the linkage between fiscal discipline and centralized expenditure management 
as the programming and partnership principles imply the involvement of numerous 
stakeholders, cooperation and the development of project management capacity 
outside the Ministry of Finance. One indication of such a development may be the 
Law on Municipal Debts from April 2005 that regulates the extent to which 
municipalities may finance investments by incurring debts. In addition, the 
government in June 2006 committed itself to remove the constitutional barriers to 
municipal taxation rights until the end of 2006 (MS 2006). 
 
The success of decentralization initiatives presupposes a broad consensus among the 
political forces as constitutional amendments require a qualified majority in the 
National Assembly. While the four major parties generally support further 
decentralization, a consensus remains susceptible to partisan divisions between central 
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and local government or to parties with special concerns such as support for smaller 
municipalities. The ethnopolitical cleavage has become more polarized with a right-
wing extremist party (Ataka) entering parliament in 2005 and is thus more likely to 
affect debates about regionalization, reducing the politically ‘admissible’ scope of 
decentralization.  
 
There have been enormous efforts to improve the professional qualification and ethics 
of Bulgaria’s civil service, but overcoming an inherited administrative culture 
obviously takes more time and requires measures to stop the brain-drain of qualified 
civil servants. Moreover, it also requires efforts to train the political leadership of 
ministries, seeking to replace patronage habits by the appreciation of merit and 
performance. Although the EU has opted for a centralized management of the 
Structural Funds in the financial period from 2007 to 2013, elements of the 
partnership model are now in place and will contribute to its diffusion (Marinov and 
Malhasian 2006, 48).  
 
Thus, some of these causal factors are likely to facilitate stronger regional and 
decentral structures in Bulgaria, but the persistence of several impeding factors 
suggests that a future regionalization will continue to be an incremental process. 
 
 References 

Ananieva, Nora. 2002. Political Decentralization and Local Self-Government in the Republic of 
Bulgaria: Constitutional Principles, Practice and Problems. In Decentralizing Government, 
edited by Friedrich-Ebert-Foundation. Zagreb: Friedrich-Ebert-Foundation, 96-103. 

Barna, Claudia, Christo Panchugov, Marius Tatar, and Vladimir Todorakov. 2005. Europeanization of 
Regions and the Partnership Principle: The Bulgarian Case. Südosteuropa 53 (4):557-572. 

Boev, Julian. 2002. Bulgaria: Decentralization and Modernization of the Public Administration. In 
Mastering Decentralization and Public Administration Reforms in Central and Eastern 
Europe, edited by G. Péteri. Budapest: Local Government and Public Service Reform 
Initiative, 95-119. 

Bogetic, Zeljko. 1997. Bulgaria. In Fiscal Federalism in Theory and Practice, edited by T. Ter-
Minassian. Washington: International Monetary Fund, 615-633. 

Brusis, Martin. 2004. Europeanization, Party Government or Legacies? Explaining Executive 
Governance in Bulgaria, the Czech Republic and Hungary. Comparative European Politics 2 
(2):163-184. 

CoM. 2005. National Regional Development Strategy of the Republic of Bulgaria for the Period 2005-
2015. Sofia: Council of Ministers, 14 April 2005, www.mrrb.government.bg. 

Djildjov, Aleko. 2001. Preporaki, vazmozhnosti i perspektivi. In Pregled na regionalnata politika v 
Balgariya. Sastoyanie, ocenka i perspektivi, edited by A. Djildjov, F. Hauser and V. Marinov. 
Sofia: Fondaciya za reforma v mestnoto samoupravlenie, 81-114. 

Djildjov, Aleko. 2002. Methods and Techniques of Managing Decentralization Reforms in Bulgaria. In 
Mastering Decentralization and Public Administration Reforms in Central and Eastern 
Europe, edited by G. Péteri. Budapest: Local Government and Public Service Reform 
Initiative, 75-92. 

FDI/CIR. 2002. Fiskalna Decentralizacia v Bulgaria. Fokusirane na debata. Sofia: Fiscal 
Decentralization Initiative Central and Eastern Europe/ Centar za ikonomichesko razvitie, 
November 2002. 



FRMS. 2006. Mezhduobshinskoto kooperirane, naglasi, problemi i vuzmozhnnosti za razvitie 
(Sociologichesko prouchvane). Sofia: Fondacia za reforma v mestnoto samoupravlenie, 
http://www.flgr.bg. 

Genov, Nikolai, and Ana Krasteva. 1999. Bulgaria 1960-1995. Trends of Social Development. Sofia: 
National and Global Development. 

Hughes, James, Gwendolyn Sasse, and Claire Gordon. 2004. Europeanization and Regionalization in 
the EU's Enlargement to Central and Eastern Europe. The Myth of Conditionality. 
Houndmills, Basingstoke: Palgrave Macmillan. 

Ivanov, Stefan, Ginka Tchavdarova, Emil Savov, and Hristo Stanev. 2002. Does Larger Mean More 
Effective? Size and the Function of Local Governments in Bulgaria. In Consolidation or 
Fragmentation? The Size of Local Governments in Central and Eastern Europe, edited by P. 
Swianiewicz. Budapest: Local Government and Public Service Initiative, 167-218. 

Karasimeonov, Georgi. 2002. Novata partijna sistemat v Bulgaria. Sofia: GoreksPres. 

Keating, Michael. 2003. Regionalization in Central and Eastern Europe. The Diffusion of a Western 
Model. In The Regional Challenge in Central and Eastern Europe. Territorial Restructuring 
and European Integration, edited by M. Keating and J. Hughes. Brussels: Peter Lang, 51-68. 

LGI. 2004a. Assessment of the Draft 2005 State Budget in Light of the Fiscal Decentralization Reform 
Program. Sofia: Local Government Initiative, www.lgi-bg.org/lgi/index.cfm?l=bg. 

LGI. 2004b. Monitoring of the Fiscal Decentralization Reform in 2004. Sofia: Local Government 
Initiative, www.lgi-bg.org/lgi/index.cfm?l=bg. 

Marinov, Vasil. 2001. Savremenno sastoyanie na politikata na regionalno razvitie v Bulgaria. In 
Pregled na regionalnata politika v Bulgaria. Sastoyanie, ocenka i perspektivi, edited by A. 
Dzhildzhov, F. Hauser and V. Marinov. Sofia: Fondaciya za reforma v mestnoto 
samoupravlenie, 7-63. 

Marinov, Vasil, and Daniela Malhasian. 2006. Partnership in Structural and Cohesion Funds Planning 
and Absorption: A Comparative Review of the Practices of Selected EU Member States and 
Lessons Learned for Bulgaria. Sofia: UNDP, April 2006, www.undp.bg. 

Minkova, Maria. 2004. Defining the New Role of the Regions in Overseeing and Coordinating 
Regional Development in Bulgaria. Budapest: CEU Center for Policy Studies, 
http://pdc.ceu.hu. 

Mollov, Belin, Ingrid Shikova, and Marina Dimova. 2004. Podgotovkata na mestno i regionalno nivo 
za chlenstvoto na Bulgaria v Evropeyskia Sayuz. Predprisaedinitelni programi i Strukturni 
Fondove. Sofia: Ministerstvo na vanshnite raboti. 

MRRB. 2005. Strategia za decentralizacia v Bulgaria, obedinyavascha decentralizacia na 
pravomoschia i finansovata decentralizacia. Sofia: Ministerstvo za regionalnoto razvitie i 
blagoustrojstvoto, Mart 2005, http://sadocs.government.bg/sa/Portal. 

MS. 2006. Strategija za decentralizacia. Sofia: Ministerski savet. Reshenie 424/2006, 5 June 2006, 
http://www.government.bg/. 

MSA. 2005. Annual Report for the Public Administration 2004. Sofia: Minister of State 
Administration, http://sadocs.government.bg/sa/ 

NAMRB. 2004. Municipal Action Plan for the Accession of Bulgaria to the EU. Sofia: National 
Association of Municipalities of the Republic of Bulgaria, June 2004. 

NCTR. 2004. Sazdavane na mehanizam za obratna vrazka za vlianieto na formuliranite politiki varhu 
razvitieto na regionite. Sofia: Nacionalen Centar za Teritorialno Razvitie - EAD. 

UNDP. 1999. National Human Development Report Bulgaria. Volume II . Sofia: United Nations 
Development Program. 

UNDP. 2004. Assessment of Municipal and District Capacities for the Absorption of the EU Structural 
and Cohesion Funds. Sofia: United Nations Development Program, July 2004. 

Vassilev, Rossen V. 2001. Post-Communist Bulgaria’s Ethnopolitics. The Global Review of 
Ethnopolitics 1 (2):37-53. 



Verheijen, Tony. 1999. The Civil Service of Bulgaria: Hope on the Horizon. In Civil Service Systems in 
Central and Eastern Europe, edited by T. Verheijen. Cheltenham: Edward Elgar, 92-130. 

Annex 
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The Association of Danube River Municipalities on  
the Way to Europe 

 
Petar Dulev 
Deputy Chairman 
Association of the Danube River Municipalities Mayor 
Belene Municipality, Belene 
 
Economic and political decentralization unquestionably shows the growing role 
of local authorities. This is because local government is closest to the needs of 
citizens and is able to react quickly to solve problems. Therefore local 
government becomes more important for mobilizing people politically and 
socially. Local government creates financial stability and provides other resources 
to develop communities in which people live. The role of local authorities is 
crucial not only for the successful decentralization process, but also in preparing 
Bulgaria for European Union membership in 2007. 
 
Bulgaria is entering a new level of international development. International relations 
will have a big impact on the way Bulgaria develops before and after we are accepted 
into the EU. After joining the Union, Bulgaria will benefit from the right to use 
considerable amounts of funds. The effective absorption of these funds will result in 
faster social and economic development and is closely related to the modern local 
policy in Bulgaria. But local authorities will have to actively participate in the process 
in order to gain maximum benefit from the opportunities that these funds offer.  By 
actively participating, they will be able to achieve sustainable economic development 
and will be able to provide citizens with the services they need.  
 
The Association of Danube River Municipalities or the ADRM is one of the first - and 
at the moment - the largest regional association of local authorities in the country.  It 
was founded in 1993 and has 36 member-municipalities. We recognize our role to 
support local self government and to help local authorities find it easier to integrate 
with Western Europe. 
 

- The Association represents and protects the interests of its members in front of 
central authorities and their regional structures, as well as in front of Bulgarian 
and foreign organizations and other institutions. The ADRM helps establish 
contacts and networks for Bulgarian and foreign municipalities in the town 
twinning process. It helps create opportunities for municipalities to cooperate 
in their efforts to raise funds from European organizations. The ADRM also 
lobbies in front of institutions to uphold the interests of its members. 
Furthermore, the Association helps to initiate partnerships between 



municipalities in different countries. Special attention is drawn to Romania - 
the four successful, active and developing Euroregion organizations created by 
the ADRM are living proof of that. 

 
- The ADRM participates in the elaboration of common strategies and programs 

in all areas of local self government development according to the regulations 
of the EU, which helps municipalities to modernize. These areas are: 
sustainable economical development, ecology, and geo-ecology, healthcare, 
education, culture, technology, public-private partnerships, territory 
development, as well as national investment programs, directed to the Danube 
region, and national and international programs for utilizing the Danube River. 

 
- By conducting seminars and trainings for municipal employees and members 

of the Municipal Councils, the Association has an important role in enhancing 
the qualifications and competence of these employees and members. This is 
done to help local government and administrations to reorganize end embrace 
modern European course of action. In the previous year, the ADRM conducted 
22 forums with more than 900 participants – mayors, municipal employees, 
members of local parliaments and representatives of Non-governmental 
Organizations. 

 
- The Association also provides technical assistance by field experts that help 

municipalities solve many of their own problems during their work and 
development. Organized and financed by the ADRM, these consultations 
include territory development, community commissions, and the creation of 
plans for development, project proposal writing, and more. They help small 
municipalities that do not have the human resources or funds to keep up with 
the modernization and development of local administrations so that they are 
not left behind. 

 
- One of the most important activities of the ADRM is the support, through 

different projects and initiatives, for the development of civil society in the 
country. Our common belief is that a society of active citizens who think about 
their future, a society that does not tolerate corruption, a society that 
participates in the government is the only medium for putting into practice the 
best European and world experience for social, economic, and cultural 
development. 

 
- At the same time, the Association collects and disseminates information about 

its member municipalities, prepares a periodical and other publications, 
organizes international discussions and conferences, conducts surveys on local 



self government and civil society and constantly provides information on 
important topics to its members 

 
All these activities of the ADRM are funded by different projects. Their common goal 
is to strengthen local governments in the Danube region and to support municipalities 
in their development as true European communities. Here are the most important 
projects we have implemented: 
 

- “Assistance for Strengthening the Municipalities in the Danube Region” – 
USAID, 2000-2007; 

 
- “Modernizing the Municipal Waste Management in Partnership with the 

Private Sector”- Eco-links Program; 
 

- “Social-economical Development of the Danube Region – Status, Potential 
and Perspectives – USAID through FLGR; 

 
- “Access to European Best Practices in the Sphere of Employment for Local 

Governments – Action Plan” – PHARE ACCESS; 
 

- “Enchasing the Project Capacity of the Municipalities for Assimilation of the 
Pre-access Funds of the EU” – Open Society Foundation; 

 
- “European Danube Days, 2003” – European Commission; 

 
- “Most Effective and Economical Cleaning of the Bojuritza Region and New 

Methods for Waste Management”- Ministry of Environment and Waters; 
 

- “Increased Citizen Activity and Participation of Women and Ethnic Groups in 
Local-level, Decision Making” – European Democracy Initiative for Human 
Rights; 

 
- “Bulgaria – Local Economical Development” – Training for Mayors and 

Municipal Council Members in Hungary” – HAPI program; 
 

- “Practical Ways for Inclusion of Marginalized and Vulnerable Groups for 
Participation in the Local Government on Equal Terms with all Citizens - 
World Bank; 

 
- "Local ombudsman in the Danube municipalities – effective method to 

prevent corruption" – Democracy commission, US Embassy, Bulgaria 



For 13 years now, we have worked hard to build strong and responsible local 
governments in Bulgaria. The projects I have already mentioned are the results of our 
team's efforts, which consist of the members of the Board of Directors, the Chairmen 
and members of the Standing Committees, and the executive stuff at the ADRM.  We 
would also like to give credit to our partners and funding organizations for their 
support over the years, the foreign embassies in Bulgaria and our international 
colleagues and friends. 
 
Without any doubt this is an excellent precondition for the ADRM to remain one of 
the most respected non profit organizations in the country, and to help Bulgarian 
municipalities integrate with our European neighbors.  

 
 



EU Accession World Café 
 
Designed and moderated by Vanya Ivanova, Project Manager, IIZ/DVV- Sofia, 

Bulgaria 

 
World Café method is an easy to use technique for creating a living network of 
collaborative dialogue around the questions that matter to people’s life, work and 
community. Café conversations are used to host corporate, education, government, 
NGO and community settings all around the world. The World Café is a creative tool; 
it is flexible and can be adapted to many different circumstances. 
 
More information how to make your own World Café you may find at: 
www.theworldcafe.com  
 
The questions that were raised during the “EU Accession World Café” are as 
follows along with the creative results of the joint work of all the participants.  
 

1. What are your best professional achievements? 
Summed up for all the participants these are: 

- Good education 
- Working experience 
- We implement our ideas in real life 

 

2. What are your country’s needs in the process of EU accession? 
 
Macedonia: 

- Public administration reform 
- Official training for public servants (+ English + IT) 
- Economic growth 
- Transparent election process 
- “Name issue” has to be solved at the international level, with Greece. 

 
Turkey: 

- Political/Copenhagen criteria 
- Solve the problem with Greece 
- Cyprus united 
- Work on the Economic criteria 

 
Bulgaria: 

- Good relations with Macedonia 
- Strong economy 
- Stable political environment 



- Get rid of mafia  
- Fix the infrastructure 
- Euro getting ready 
- Strengthen the judiciary system 
- Lower inflation 
- More funds 

 
General for the SEE region: 

- Modern agriculture 
- Political stability 
- Better football teams 
- Better investments in education 
- Environmental potentials 

 

3. Which are the best ways the countries from SEE to support each other in the 
process of preparation for EU accession? 
 

- Working embassies 
- No visas 
- Balkaniada / Start SEE football/sports championship  
- Cross-border projects without EU funds - only with regional money 
- Networking 
- Create an energy network 
- Exchange of info (common websites) 
- Cooperation in all areas 
- Facilitation of movements of people, goods and services 
- Twining projects 
- Remain part of the club (spiritually) 
- Lobby in the EU (those who have already acceded) 
- Organize seminars 
- SEE café chain 
- Balkan / SEE Union 
- Develop and train programs 
- Creation of a SEE school / summer schools 
- Organize study tours 
- Encourage cross-cultural marriages in the region 
- Organize tourist regional packages 
- Single Sky 
- Single market 
- Financial agreements 
- SEE concert tours 
- Developing infrastructure 



- Developing links for traveling within the region 
- Advertising common projects 
- Balkan festivals 
- Promoting Balkan languages 
- Exchange of best practices 
- Students’ exchanges 

 

4. What are the gifts that SEE will bring to EU? 
 

- Less punctuality / more life 
- Nice pretty beautiful, cute, good-looking, sexy girls/women – boys/men 
- Fun oriented people 
- No smoking zone 
- Pyramids of Visoko (BiH) 
- History and culture 
- Music Festivals (Exit, Guca) 
- Sarajevo film festival 
- Cyrillic Alphabet (Bulgaria in EU) 
- Beautiful seacoast 
- Competive to the British Humour 
- Fresh vegeatbles / food 

 
 
 

5. What is your vision for SEE in 2016? 
- We are all EU 
- No unemployment 
- No corruption / utopia 
- Self-sustainable development 
- CEFTA is working wonderfully 
- Free movements of workers 
- Successful fight against organized crime 
- Better weather 
- Big investment projects 
- End of the Eastern questions 
- Remove security problems 
- Transnistria will not more exist 
- Closer to the Euro zone 
- Kosovo will be a state, member of UN 
- There will be no more SEE as a term 
- Smoking will be more difficult and expensive 

 



One more team worked on the same topic: 
 
Positive 2016 vision: 

- Better roads / Infrastructure 
- Bigger salaries 
- European border / Russia 
- More educated people 
- Peace / No frozen conflicts 
- Better services 
- Cleaner environment 
- Croatia – EU member 
- Bosnia – candidate country 
- Turkey still negotiating 
- Kosovo – independent state 
- CAP will be reformed 
- Macedonia – EU member state 
- Fashion area 
- EU engine 
- Developed research, ideas 
- World leader in hospitality 
- Model of tolerance  
- Civil exchange program “Cyril and Methodius” 
- Best civil servants 

 

Negative 2016 version: 
- No EU, but SEE Union 
- Western countries apply to enter in SEEU 
- Criteria to enter in SEEU (very bad roads, corruption, small salaries, mafia, 

nepotism, pollution, civil servants with no money; shortage of oil, energy; conflict 
EU-Russia) 



 
DINNER SPEECH: 

 
Europe Needs a Soul 

 
Carola Kaps 
Economic Correspondent for CSEE 
Frankfurter Allgemeine Zeitung, Brussels 
 
Dear participants  
 
I am happy to speak to you tonight because I am a great believer in this program 
which the Economic Policy Institute has put together. 
 
I have participated in the Summer Seminar two years ago, also at the Black Sea but in 
a somewhat more modest environment. I came away enthused about the quality of the 
program as well as the quality of the young administrators assembled there. 
 
Then as today, I think the organizers are doing a marvellous job in selecting an 
exciting group of young bureaucrats, giving you the wonderful opportunity to learn 
about the EU and –what is even more important - to get to know each other, to build 
networks, maybe even friendships for life. When I look at you, as you have already 
made friends in such a short time, I know that this is the right approach to overcome 
the terrible past and to heal the wounds of the recent wars. 
 
For this reason I would like to lead you in a big round of applause for the Ivanka 
Petrova, the “Mother” of this program, who has tirelessly worked to put the first 
program together und who has never quit since. Even when she was in Switzerland, 
representing her country as ambassador, she took the time out to participate. The 
organisation is now in the hands of Plamena and her team of charming young ladies. 
We should applaud their work as well. 
 
I hope this program will have a successful future. It is a precious little stone in the big 
mosaic of policies, structural  transformation and change of attitudes and behaviour 
which will need to be put together – mostly by the countries of South Eastern Europe 
themselves – on their long and difficult way to Europe. 
 
The last time I spoke at the Summer Seminar, I talked about the state of the press in 
Eastern Europe and the precious good of press freedom which needs to defended 
daily. 
 
Tonight, I thought I do something completely different. My topic will be “Europe 
needs a Soul”. At first glance this sounds much lighter hearted. But if you think about 



it a little longer, you will agree with me, that this topic is by no means light weight. It 
goes to the heart of the question whether Europe has a future and will be able to 
capture the hearts and minds of her citizens.  
 
For me this topic involves two firsts: I will forget being a journalist and will  not 
dwell on bad news but stress solely the good sides of Europe. Secondly, I will talk 
about emotions. For an economic correspondent this is a rather strange thing,  because 
my trade is much more comfortable with statistics, numbers and figures, as well as 
structural reforms and adjustments than with emotions.  
 
But various events and incidents during the last five years have convinced me that 
something is lacking in our discussions about Europe; that we need to talk differently 
about the EU and what it means for all of us.  
 
My first experience was in Hungary, where I lived at the time of the Eastern 
Enlargement. On the eve of May 1rst 2004, the then Foreign Minister Kovac came 
home from the last meetings and the only thing he talked and was asked about was 
how much money Hungary could expect  from Brussels. The big achievements of 
Europe were reduced to money and whether Hungary has succeeded in getting more 
in structural and cohesion funds than all the other candidate countries. Hardly any 
mention was made about the bigger picture. Of the Europe which had brought peace, 
stability and unequalled prosperity to the once war torn Europe, of the high hopes that 
this would be achieved for the ten new members as well and eventually for all of 
Europe.  
 
The excitement of the fall of the Berlin wall, when the Americans had talked about 
the “Europe whole and free”, had given way to the bickering about numbers, budgets 
and the like.  
 
Europe is more than structural funds and budgets – it’s a much bigger story than that. 
It is about peace, common values, shared history and culture – our music, art, poetry, 
the  beautiful churches, cloisters, synagogues, castles, the beauty of our country sides, 
all that combines in the expression European civilisation! That’s what I mean when I 
say, Europe needs a soul! We have to talk about all these more emotional things 
which touch our hearts and souls if we want to build a Europe which we treasure and 
identify with.  
 
My second shock came at a meeting of young Czechs, Slovaks and Poles, who were – 
like you – civil servants in their home countries – and were interviewed for a nine 
months stage in Germany. To the question what Europe meant to them, the sole reply 
was “travel freely and work in different countries”. A second question about what ties 



Europe together drew a blank. Travel and work is certainly important, but Europe is 
much more than that.  
 
The rather simple answers underline again the fact that we should change the way we 
talk about Europe. Our leaders, our teachers, our papers and our radio and television 
stations have to send different messages about Europe; they should stress the 
emotional qualities of Europe more frequently and much louder than today. But even 
that is not enough.  
 
Everyone of us has to change his/her attitude toward Europe and how we think about 
it. Peace in Europe can by no means be taken for granted. It has to be defended every 
day, just as freedom and democracy have to be defended every day as well. For the 
people of the Western Balkan who have only recently fought wars, this should be self 
understood. For my generation, born at the end of the Second World War, peace has 
always been a treasure to be guarded diligently. But most of the young people, may 
children for instance, have only experienced peace and prosperity. Having grown up 
without any worries, they need a constant reminder that peace can be lost rather 
quickly if one does not work for it and defend the institutions which are responsible to 
preserve it. 
 
The third shock which is behind my pitch for the “Soul of Europe” originates in the 
results of the various Euro-Barometers published by the EU Commission. Whenever 
they take the pulse of the “good” citizens of Europe there is dismal news. Even 
though Europe brought peace and unequalled prosperity, only about  50 % of EU 
citizens are satisfied with the EU. In Austria, the country which has most profited 
from enlargement, the dissatisfied count more than 75%. And in my country, whose 
return into the community of nations was facilitated by the creation of the EU, only a 
modest 30 % of the population are behind the EU. 
 
This is really quite shameful. But the unfortunate and paradoxic fact is, that the people 
inside the EU turn more and more against it, where as the ones outside are longing to 
get in. For them the “light tower” function of the EU is unbroken, albeit for reasons 
which have more to do with money and the hope for prosperity than with the more 
emotional ties I am talking about.  
 
As you prepare for accession I would recommend you to think daily about what you 
could do in your jobs to make sure that your countrymen see Europe in a broader 
perspective than acquis communautaire, structural funds, budgets, migrations, 
corruption and home and justice affairs. You need to stress the emotional side of 
Europe. Jacques Delors, one of the great Presidents of the EU Commission once said 
“One cannot love a single market”. The same is true for structural funds and the like. 
Another great European and one of the founding fathers of Europe, Jean Monnet, is 



quoted as saying: “If I had to do it over again, I would not start the integration process 
with politics and economics, but with culture”! 
 
And what strong cultural ties do we possess! Maybe you have not had the experience 
yet, but if you stand in Krakau at the marketplace, in Cologne in front of the 
Cathedral, in Rome, Lisbon, Liuv (Lemberg), Wroclaw (Breslau) as well as in Sofia 
or Bucharest, you cannot help but feel connected to the European heritage. You have 
to marvel about European Civilisation which has been brought about by the many 
European peoples living closely together and through their creative work making 
Europe a major centre for science, culture, arts music and broad economic 
development. That’s what we need to stress and strive for. 
 
Just as unification of Germany has for us in the West brought back our history, the 
enlargement of 2004 has made European history and culture whole again. When 
Bulgaria and Romania join next year and later one the countries of the Western 
Balkans this process of building again a multiethnic Europe will finally be completed. 
If Europe succeeds, and we all have to work for that, different peoples of different 
religions, believes and languages will live together peacefully, united in freedom, 
democracy, respect for human rights and the rule of law. 
 
One last thing: This dream of a Europe whole and free, but united in this unbelievable 
complex organisation called EU, does not imply any loss of your national identity or 
specific culture. Europe is beautiful because of its geographical and cultural diversity. 
We all remain or will be citizens of our nation states and home countries first and only 
then Europeans; but in order to give Europe a meaning we should always be aware of 
the close historical and cultural ties which bind us together and which gives Europe 
the soul we can love and identify with. 

 
 

 
 
 
 



 
PANEL:  THE EUROPEAN INTEGRATION PROCESS – 

ECONOMIC EXPECTATIONS AND TASKS 
________________________________ 

 
“From Rags to Riches”: The EU and Ireland’s  

“Celtic Tiger” Economy 
 
Dr. Andrew McDowell, Forfás49

                                                           
49 Forfas is Ireland’s independent body for advising Government on its policy on enterprise, trade, 
science, technology and innovation. 

Chief Economist and Manager 
Competitiveness Division, Dublin 
 
For both good and ill (but almost all for the good), Ireland is not the same country that 
I grew up in during the 1980s. When I left university in Ireland in 1991, the feeble 
state of the Irish economy meant that the majority of my class-mates left to work in 
the UK, Europe and the USA. We assumed then it would be at least a generation 
before we solved Ireland’s long-time twin economic scourges - unemployment and 
emigration. In fact they were largely solved within five years, and entirely solved 
within a decade. From a homogenous, traditional, slightly claustrophobic backwater, 
still struggling with modernity, Ireland has transformed itself to a more vibrant, 
outward-looking, ambitious, diverse and confident country. 
 
The following slides might help to communicate both the scale and speed of the 
transformation that has taken place. 
 

� GNP per capita – versus UK, EU and U.S.  
� Unemployment and employment 
� Net emigration 
� Housing and car ownership 
 
Most other measures of welfare – life expectancy, poverty, literacy etc. – have also 
shown dramatic improvement over this period. Of course, Ireland still faces many 
significant challenges. Once our weak economy was a constraint on the development 
of our society; now, past under-investment in our ‘social’ infrastructure – healthcare, 
childcare, eldercare, environmental management, sports and cultural infrastructures – 
threatens to act as a constraint on our economy if left unresolved. But that is a 
discussion for another day. 
 
For today, I’ve been asked to share some thoughts on the role of the European Union 
(EU) in this transformation. While it is the not the right forum (and I’m not the right 
speaker) to talk about the EU’s historical role in securing peace in Europe, it is worth 



recalling that this is probably the greatest contribution the EU has made to any of its 
members over this period; by bonding old enemies together in a mutual commitment 
to the rule of law, individual rights, liberal democracy (broadly defined), a market-
based economy with free movement of goods, capital, people and ideas, the EU has 
been the essential regional foundation for economic progress across Europe. 
 
My aim is to focus specifically on Ireland’s relationship with the EU. Most 
commentators agree that Ireland’s economic success since the mid-1990s can be 
attributed to a large number of mutually-reinforcing factors, including our unusual 
demographic profile, the changing role of women in Irish society, better functioning 
capital markets and financial development, and our English speaking population. I 
would outstay my welcome here if I talked at length about all these factors, so allow 
me to just say a few words about five key aspects of Ireland’s economic 
transformation where the EU has played a particularly important role. 
 

1. An Outward Oriented Industrial Strategy 
2. Improvements in Human Capital and Physical Infrastructure  
3. Macro Economic Stabilisation 
4. Competition, Market Liberalisation and Regulatory Reform 
5. Improvements in Governance 
 
I’ll address each of these in turn, will then make some remarks on the current role of 
the EU in supporting the efforts of Ireland and other EU member states to prepare for 
the opportunities and challenges that globalisation is bringing, and will then conclude 
with some possible lessons from Ireland’s experience. 
 

An Outward Oriented Industrial Strategy 
 
After three decades of inward-focused development policies and economic stagnation 
since our independence in 1921, Ireland’s political leadership knew by the 1950s that 
we needed to open up to the world; we had no domestic market of any size, no natural 
resources, no established industrial base (the absence of any coal and iron deposits 
meant that the Industrial Revolution had bypassed Ireland) and little in the way of 
modern infrastructure. Over successive decades, a new strategy of positioning Ireland 
as an export-driven production hub for high-tech exports was put in place, centred 
around a number of initiatives: 
 
� Low corporate taxes and other fiscal incentives (grant aid for FDI etc.) 
� Improved transport access in and out of Ireland for goods and people 
� A light touch regulatory system 
� The provision of a skilled and flexible labour force 



� A pro-active industrial development policy, spearheaded by independent, 
professional and well resourced state agencies 

� EU membership 
 
EU membership, and subsequent internal EU development, were vital to this strategy 
in a number of respects:  
 
� Ensuring tariff-free access to main European markets 
� Attracting foreign direct investment, particularly from the USA 
� Depoliticising trade policy 
� Facilitating domestic industrial re-structuring 
� Creating a ‘Single European Market’ in 1992 
� Influencing on WTO and trade relations with the USA 
� Reducing trade costs through the single European currency 
 
Probably more than any other member state, Ireland exploited the opportunities that 
the EU’s evolving single market offered. The results of this strategy have been well 
publicised. AT Kearney, the consulting group, has categorised Ireland as the most 
globalised country in the world according to its annual Globalisation Index, a 
composite indicator bringing together measures of cross-border flows of goods, 
services, capital, people and ideas. Since EU accession in 1973, total Irish trade in 
goods and services has increased from €1.7 billion in that year (81% of GDP) to €224 
billion in 2004 (151% of GDP). With the exception of the mini-state of Luxembourg, 
no other country in the EU now exports as much per capita as Ireland or has attracted 
as much foreign direct investment per capita. The success of this strategy also ended 
our economic dependence on the UK. 
 
Of course, EU rules have also, on occasion, acted as a constraint on industrial policy 
in Ireland, as in all EU countries. The EU’s single market and common commercial 
policy meant that supporting ‘infant industries’ through trade protection was, 
thankfully, never an option. More contentiously, employment and capital grants and 
other forms of ‘state aid’ to attract FDI projects have had to be steadily reduced to 
comply with an increasingly assertive EU competition law. In 2004, for example, the 
European Commission disallowed grant aid from the Irish government to Intel Ireland 
to expand its facilities in Dublin. From 2008, Ireland will not be allowed to provide 
employment or capital grants to large firms, and most grant aid to SMEs will only be 
allowed in the poorer western regions of the country. While Ireland supports the 
Commission’s drive to curtail state subsidies to declining industries across Europe, we 
have had differences of opinion about the role of state aids in attracting mobile 
knowledge-intensive projects that might otherwise end up to Singapore or the USA. 
 



The use of tax initiatives to support industrial development has been another source of 
contention. The aggressive pursuit of inward foreign direct investment (FDI) through 
low rates of corporation tax and other financial supports has long been a feature of 
Irish industrial policy. But single market rules mean that nearly all tax breaks 
designed to stimulate economic activity in specific sectors now need approval from 
the European Commission. Our low tax regime started out as a zero rate on export 
profits in the 1960s. When the European Commission struck it down as a form of 
‘export subsidy’ in the late 1970s, we then put in place a 10% rate for the profits of all 
manufacturing and internationally trading services activities. When the Commission 
again objected to this as a sectoral subsidy in the late 1990s, we agreed to put in place 
a standard 12.5% tax on all corporate profits – down from 40%. Some member states 
still see Ireland’s low rate of corporate profits tax as a form of ‘unfair competition’; 
the view of the Irish government, and indeed of other member states, is that tax 
competition is a driver of EU competitiveness in the wider world.  
 

Investment in Human Capital and Physical Infrastructure 
 
A significant feature of EU membership for Ireland was, of course, the financial 
resources made available to various EU programmes to support the agricultural sector 
and to increase and upgrade investment in human capital and physical infrastructure.50 
The aim of these transfers is to promote convergence of living standards within the 
EU by helping to finance more rapid growth in those regions with the lowest living 
standards. They are an expression of the principle of solidarity between members of 
the Union, and reflect the fact that it is in the interests of all members that income 
disparities within the Union be minimised so as to avoid excessive labour migration. 
 
Net receipts (receipts less payments to the EU budget) from the EU budget fluctuated 
from a low of 1.2% of GDP in 1973 (the year of our accession) to between 3.5% and 
4.9% of GDP over the period 1981 – 1989, reaching a high-point of 6.5% of GDP in 
1991, and thereafter declining to 1.5% of GDP in 2000 and less than 1% today.  
While gross EU receipts remain at high levels, the onset of high economic growth 
rates in Ireland since the early 1990s has meant that Ireland’s payments to the EU 
have grown at a much faster rate than receipts, and we will become a net contributor 
to the EU budget in the next Financial Perspectives period (2007-2013). 

 
Table 1: Ireland - Receipts from and Payments to the EU Budget 
 

 Receipts Payments Net Receipts % of GDP 

 € Million € Million € Million  
1973 47.1 5.7 41.4 1.2 

                                                           
50 My remarks here draw heavily from “An Irish Perspective on the Structural Funds”, John Fitzgerald 
of the Economic and Social Research Institute (ESRI), Dublin (1998) 



1980 711.8 112.9 598.9 5 
1991 2,795 442.1 2,357.8 6.5 
2000 2,602.1 1,075 1,527.1 1.5 

 
Source: Department of Finance, 2001 
 
The most important programmes for Ireland were: 
 
� The ‘Structural Funds’ , consisting of: the European Regional Development 

Fund; the European Social Fund; and the Guidance Section of the European 
Agricultural Guidance and Guarantee Fund (FEOGA). Transfers under these 
programmes were available from the early 1970s to finance development in all the 
poorer regions of the EU. As part of the Single European Act (1987) it was agreed 
that the structural funds (designated the ‘Community Support Framework’) should 
be doubled between 1987 and 1993. 

� The Cohesion Fund – this was established as part of the Maastricht Treaty (1992) 
and was a fund that was only available to the so-called ‘cohesion countries” of 
Ireland, Spain, Portugal and Greece. It was a recognition by the EU that, without 
intervention, the Single Market and EMU might exacerbate income disparities 
between the richer core regions and the periphery. 

� Funding from the European Investment Bank for some commercial activities. 
� Funding under successive EU Research and Development Framework 

Programmes. 
 
The large increase in structural funds from the late 1980s was accompanied by the 
introduction of a more disciplined process for setting expenditure priorities and 
evaluating results. Since 1989, governments have had to prepare a detailed plan as to 
how the funds are to be spent, which then forms the basis of a negotiation with the 
European Commission. Once these are agreed, more detailed programmes of 
expenditure are prepared in conjunction with the Commission, each covering the 
major areas of investment. In Ireland’s case, these programmes have constituted three 
successive National Development Plans (1989-1993, 1994-1999, 2000-2006), which 
have set out national investment priorities to be financed out of both EU transfers and 
national resource. 
 
Figure X 
 



 
Source: European Commission 

 
It is not possible to discuss all the initiatives we financed using EU transfers, so let me 
just pick out a few highlights of Ireland’s experience. 
 
� The big increase in structural and cohesion funds in the early 1990s followed 

domestic fiscal retrenchment, including significant cuts in public sector 
employment and spending on health and social transfers. This was important in 
ensuring that the funds financed additional investment, rather than current 
spending. 

 
� Successive Irish governments stressed the importance of allocating the money for 

productive investment in people and physical infrastructure to ensure that EU 
transfers would make a lasting difference to the economy. Indeed, it was the 
objective from the very beginning to eliminate the need for transfers at all. A 
notable exception to this principle was the significant allocation to fund 
agricultural transfers, although this declined as a proportion of total allocations. 

 
Figure X 

 
 
� Compared with the other EU ‘cohesion countries’ – Spain, Portugal and Greece – 

Ireland spent a smaller proportion of the EU funds to finance transport and other 



physical infrastructure – motorways, rail, urban transport – and a greater 
proportion on education and training. This provided a smaller short-term demand 
stimulus to our economy, but probably yielded bigger long-term benefits. 
Ireland’s was probably a riskier strategy – people can walk away and take their 
intellectual capital with them when an economy goes wrong, infrastructure cannot. 
Nonetheless, we suspected even back then that our future competitiveness would 
be more dependent on intellectual, rather than physical, capital – a philosophy that 
we still have to do this day. 

 
� Within the broad area of human capital development, significant investments were 

made to create a new third-level technical education system, comprising 13 
Institutes of Technology, focused on the needs of industry. Our to mainstream 
university system was also significantly expanded. EU transfers also helped to 
finance initiatives to increase secondary school completion rates, provide ‘second 
chance’ education for older age cohorts and to increase training for the 
unemployed. These investments were only making up for Ireland’s failure to 
significantly invest in education in the first half of the 20th century, unlike most 
other European countries. Nonetheless, by the 1990s, the availability of a skilled 
and flexible labour force had become at least as important an attraction for FDI 
into Ireland as our low corporate tax rates. 

 
Table 1: Funding of S&T in Ireland, 1989-2000 (€m) 
 
 Total    EU Government Private 

Sector 
S&T sub-programme, OP for Industry, 1989-1993 
(5yrs) 

387. 8 140.6 
(36.3%) 

193.9 
(50%) 

53.3 
(13.7%) 

S&T sub-programme, OP for Industry, 1994-1999  
(6yrs) 

502 269 
(53.6%) 

56 
(11.2%) 

177 
(35.2%) 

RTDI for Industry, Productive Sector  
OP, 2000-2006  (7yrs) 

2,430.89 230.95 
(9.5%) 

1339.18 
(55%) 

861.77 
(35.5%) 

Source: Forfás 
 
� In the absence of adequate national funding for research, access to Structural 

Funds, as well as to the EU’s own research and technology development 
programmes (the Framework Programmes), also constituted a high proportion of 
resources for new science and technology (S&T) endeavours in Ireland from the 
1980s until quite recently. Under the fourth Framework Programme (1994-1998), 
for example, EU funding approximated to three quarters of all state funding of 
R&D in the business sector and almost half of state contributions to R&D in third-
level institutions. The benefits of participation extend beyond the financial value 
of the EU contribution to research costs. Programme participants from the 
enterprise sector have found that collaborative projects gave them access to a large 
source of research and innovation inputs from other organisations. While Ireland’s 



science infrastructure and research performance remains under-developed 
compared with other rich countries, it is now beginning to catch up. 

 
� With regard to physical infrastructure, Ireland used EU structural funds in the 

early 1980s to become the first EU country to completely digitalise our 
telecommunication system, consistent with our focus on attracting high-tech FDI. 
We invested heavily in the 1980s in electricity generation and transmission. 
Subsequently, it was considered appropriate to shift the emphasis away from 
commercial sectors that should be financed by users (telecoms, energy, ports etc.) 
and towards projects with greater ‘public good’ characteristics, such as roads, rail, 
water, waste water and other sanitary services. It is noteworthy that the need for 
increased investment in transport only became acute after the acceleration of 
economic growth in the mid 1990s. 

 
� Private Sector Aids – transfers under the Structural Funds, as well as funds from 

the European Investment Bank, were also combined with national resources to 
directly stimulate private enterprise. For example, EIB funding was instrumental 
in the creation of a venture capital market in Ireland in the mid 1990s. 

 
EU transfers have had two effects on the Irish economy. Firstly, these transfers 
stimulated demand both directly and through a multiplier impact. Funding received 
from the EU’s Community Support Frameworks (CSF), 1989-1999, is estimated to 
have directly created 30,000 jobs in Ireland and to have raised the level of GNP in the 
period 1995-1999 by between 3% and 4% above the level it would have been.51 
 
Of course much of this impact was associated with the demand-side stimulation 
associated with the CSF, which is transitory and lasts only as long as the funding 
lasts. The second, and more important, impact is the supply-side benefits as a result of 
improvements in human capital and physical infrastructure. Research suggests that the 
long-run impact of CSF funding in 1989-1999 on GNP was, at a minimum, to raise 
the level of Irish GNP by 2% above what it would have been in the absence of such 
funding. This is probably a conservative estimate, as it ignores the improvements in 
administration in Ireland as a result of the operation of the CSF (see below). 

 
Restoring Macro Economic Stability in the Late 1980s 
 
The benefits of Ireland’s reforms in the 1960s were delayed by the ten-fold increase in 
oil prices between 1972 and 1980 (Ireland imported over 70% of its primary energy 
requirements in 1973), and subsequent macro economic mismanagement, as 
successive governments from the late 1970s tried to maintain growth through 
                                                           
51 EU Structural Funds in Ireland: A Mid-Term Evaluation of the CSF 1994-99, Honohan P., ESRI, 
Dublin (1997) 



expansionary fiscal policies. The public finances went into disarray (the current 
budget deficit hit 7% of GNP by 1983) and public debt skyrocketed (increasing from 
62% of GNP in 1973 to 105% in 1983, and eventually peaking at 125% in 1987). By 
the early 1980s, it was clear that the Irish economy was in deep crisis. 
 
Restoration of economic stability into late 1980s rested on two pillars: 
 
� Negotiation of a three-year national agreement between the Government, 

employers and trade unions in 1987 published under the title: Programme for 
National Recovery.  At the core of the programme was an agreement to restrain 
wage increases and to bring the public finances into balance. 

� Anchoring domestic inflation expectations through participation in the European 
Exchange Rate Mechanism (ERM), which tied the Irish pound to the Deutsche 
mark. This was followed in 1992 by a commitment by Ireland to enter Economic 
and Monetary Union (EMU) and to adopt the euro as our national currency. 
Combined, these initiatives gradually restored confidence in the stability of Irish 
economy, leading to a dramatic reduction in interest rates in the early 1990s. 

 
Let me make a number of comments about our experience with EMU to date. 
 
� It is undoubtedly the case that the ‘Maastricht criteria’ for EMU membership 

imposed an external discipline on the management of public finances through the 
1990s.  They helped to sustain the consensus on the need to achieve wage 
moderation and a balance in the public finances included in the series of social 
partnership agreements initiated in 1987.  The stability that was achieved in the 
1990s is now largely taken for granted, but underpinned much of Ireland’s good 
economic performance over the last decade. 

� With the UK remaining outside of EMU, Ireland remains the only English- 
speaking country that has adopted the euro. This has proved an advantage in 
attracting U.S. multinationals to use Ireland as a base for the European market. 

� Ireland’s historical trade and investment patterns would suggest that our adoption 
of the single currency was driven by a political rather than economic rationale – a 
desire to demonstrate our European vocation and willingness to break out of the 
UK’s political orbit. While there is some evidence that the lower transaction costs 
associated with the euro have increased trade and investment between Ireland and 
other euro-zone countries, the fact that the USA and the UK remain Ireland’s two 
largest trade and investment partners means that our economy is more vulnerable 
to exchange rate shocks than any other EMU country. 

� The challenges of a ‘once-size-fits-all’ pan-European monetary policy have 
become apparent in Ireland. Following a sustained period of low inflation – an 
annual average of just 2.2% in 1991-98 – Ireland’s inflation rate since 1999 has 
been a multiple of the European average, fuelled by a debt-financed housing boom 



and a euro-zone interest rate that was inappropriately low for a fast-growing 
economy like Ireland. The next economic downturn may require a reversal in the 
overshooting of price and wage levels above competitive levels, and may test 
whether Ireland’s economy in general, and its labour market in particular, has the 
necessary flexibility to prosper within EMU. 

� It is not clear that the continuing application of the Maastricht criteria to 
prospective members of EMU among the new member states remains appropriate, 
given the higher inflation rates of transition economies. 

 

Competition, Market Liberalisation and Regulatory Reform 
 
The ‘functional’ approach to integration spearheaded by Monnet and Schumann – the 
architects of European union - envisioned growing cross-border trade and investment 
as a necessary pre-requisite to deeper forms of political integration. While true 
political union in Europe may still seem as far away as ever, there can be little doubt 
at the progress that has been made in breaking down the barriers to the free movement 
of goods, services, money and people across the EU. This has gone far beyond tariff 
elimination to ‘behind the border’ regulatory restructuring aimed at opening up 
sheltered domestic markets to international competition, most notably: 
 
� Competition legislation - While membership of the EEC in 1973 introduced 

European competition rules, the first proper Irish competition legislation was not 
introduced until 1991. This established the Irish Competition Authority, and 
introduced European competition rules into domestic legislation, and the 
associated merger notification system. The 2002 Competition Act provides a more 
solid foundation for the detection, prosecution and prevention of anticompetitive 
behaviour by monopolies and cartels. 

� Aviation – it is only a minor exaggeration to suggest to European aviation 
liberalisation played a vital role in Ireland’s economic transformation. Not only 
did this process produce Ryanair (now the most profitable airline in the world), it 
also slashed the cost of travelling to Ireland for tourists and investors. 

� Telecoms – Ireland opened up our telecoms sector to full competition in 1997, in 
response to EU requirements, leading to the arrival to new players (particularly in 
the mobile and business markets) and a significant reduction in telecoms costs. 

� Energy – Ireland opened up its electricity and gas markets to full competition 
earlier this year in line with EU requirements (though electricity transmission will 
remain a public monopoly, and the still dominant position of the state owned 
electricity generator means that barriers to entry remain high). 

� Financial services – capital account liberalisation, the ending of exchange controls 
and EU liberalisation in retail banking in the early 1990s was followed by the 
arrival of British, Danish and Dutch banks into the profitable Irish market, 
increasing competition and lowering costs (though the two largest players remain 



under Irish ownership). Full-scale integration of wholesale banking, share trading 
and the pensions and insurance industries are still progressing under the EU 
Financial Services Action Plan. On the downside, EMU also threatens the 
viability of small regional stock exchanges, as trading activity is centralised in 
London, Frankfurt and Paris. There is also a risk that one, or both, of the dominant 
Irish-owned banks will be acquired, leading to the delocalisation of head office 
functions and a de-emphasis on the regional branch network and local business 
lending. 

 
Other areas that have been the focus of regulatory reform in Ireland on foot of EU 
liberalisation initiatives include postal and logistics services, shipping and some 
professional services. The vast majority of EU-driven regulatory reform and 
competition policy has been highly beneficial for the Irish economy; increased 
domestic competition has been a powerful stimulus to the creation and persistence of 
both international competitive advantage of firms and the improvement of living 
standards. A recent OECD report estimated that improvements in regulatory and 
competition policy and enforcement in Australia, a country that already had a well 
developed competition framework, have added two and a half percentage points to 
GDP, which would equate in Ireland to gains in the order of €3.5 billion. 
 
On the other hand, some in Ireland still question whether some market-based 
regulatory models for utility sectors designed for larger EU countries (with integrated 
cross-border utility and transport networks) have been appropriate for a small island 
nation like Ireland. For example, the limited impact to date of energy liberalisation on 
investment, competition and prices in the Irish electricity market has reinforced these 
doubts. Some also question whether such vital tools of industrial and social policy as 
utilities provision and other ‘services of public interest’ should be left to the ‘whims 
of market forces’.  Others question whether an assertive competition and mergers 
policy constrains the development of industrial ‘national champions’, which they 
argue need a soft domestic market in order to gain the necessary scale to compete 
internationally. 
 
What is clear is that in the absence of collective EU pressure on successive 
governments in Ireland and other EU countries, domestic vested interests would have 
derailed or at least significantly delayed these regulatory and competition reforms. 
But opposition to EU-driven regulatory and competition reforms is far from dead; the 
recent EU Services Directive became a rallying point for enemies of ‘neo-liberal’ 
regulatory reforms in most EU countries last year, including Ireland, forcing a 
watering down of the final proposals. The completion of the internal market, 
involving the full integration of EU utilities and wider services markets, is a work in 
progress. 
 



Improvements in Governance 
 
One of the less quantifiable, but more important, benefits of EU membership has been 
the improvement in governance as a result of EU oversight and knowledge sharing. 
For example, the operation of EU-financed infrastructure, agricultural and other 
programmes required a framework of ex ante cost-benefit analysis and multi-annual 
planning and budgeting, as well as a system of ex post evaluation – a framework that 
had not previously existed in Ireland. The management skills developed for these EU 
programmes were subsequently applied to spending programmes financed entirely 
from national resources, and helped to create an administrative process that was 
capable of identifying optimal investment priorities. Indeed, there is concern that our 
diminished reliance on EU transfers for investment will reduce the level of project 
oversight and analysis, allowing a creeping ‘politicisation’ of spending decisions. 
 
Even outside of the Treaty provisions, a process of informal co-operation, co-
ordination, benchmarking and knowledge sharing – sometimes known as the ‘open 
method of co-ordination’ – has built up between member states in such areas as: 
 
� Active labour market interventions 
� Better regulation and cost benefit analysis 
� Entrepreneurship and innovation policy 
� ICT and broadband provision 
� Energy efficiency and environmental protection 
� Trade policy 
 
Sometimes these networks are facilitated by the Commission; others are at the 
initiative of ‘like-minded’ member states. For countries like Ireland with small public 
administrations, these networks can be a vital source of experience, and have allowed 
Ireland to look beyond the UK for policy ideas and expertise. They also allow the 
Union as a whole to spread the fixed costs associated with building up competence in 
complex public policy areas across a greater number of countries. 
 
More broadly, EU membership has given Ireland an influence in the EU that is 
disproportionate to our small size – an outcome which has important and beneficial 
economic consequences in developing a positive perception of Ireland as a location 
for investment and as a global trading partner. The period of EU membership, and the 
1990s in particular, has coincided with an increase in national self-confidence and a 
positive enhancement of Ireland’s international profile. 
 

The Lisbon Agenda 
 



The last decade has proved a challenging time for the EU economy. The hope and 
expectation shared across the continent with the collapse of the Iron Curtain in the 
early 1990s has been supplanted by a fear of the future – fear of trade, demographics, 
technology, crime, immigration… fear for the very survival of the European ‘social 
model’ in the face of globalisation. Conceived in the late 1990s as the EU’s response 
to its sluggish economic performance relative to Asia and the ‘new economy’ 
phenomenon in the USA, the lofty aim of the Lisbon Strategy was to make the EU 
‘the world’s most competitive and dynamic knowledge-based economy by 2010’, 
consistent with its commitment to environmental sustainability and social cohesion. 
This was to be done through initiatives in areas of research, innovation, ICT, labour 
market reform and services liberalisation, both at the EU and member state level. But 
Europe’s continued ‘growth gap’ relative to Asia and USA is testament to Lisbon’s 
failure to stimulate reform, reflecting a number of broad factors: 
 
� The agenda was probably too broad, covering everything from research, patent 

protection and entrepreneurship to education, social policy and environmental 
initiatives, and failed to distinguish the important (the single market, research), 
from the trivial. This led to confusion, a dilution of effort and a loss of 
momentum. 

� Most of the priority reforms needed to occur within member states themselves, 
rather than at the EU level. This was confirmed by the very different economic 
performances of different EU members, with smaller peripheral members growing 
significantly faster. There was, however, a lack of political ownership of the 
Lisbon Agenda particularly among the larger member states – it was generally 
seen as ‘something the Commission is doing’. 

� Services liberalisation – one of the main planks of the Lisbon Agenda – exposed 
the limits that still exist to sovereignty sharing in economic policy. This probably 
reflects the fact that services trade involves a deeper form of political and social 
integration than trade in goods; trade in healthcare, education and legal and other 
professional services, for example, raise complex issues of recognition of 
qualifications, language, employment and social standards, movement of people 
and the role of the state in the provision of ‘services of public interest’. These 
issues challenge our legacy social systems, traditional practices and even our 
sense of identity in ways that were rarely the case with trade in goods. 

� Insecurity stemming from global competition has rekindled the embers of 
‘economic patriotism’, as evidenced by the efforts of some member states in 
recent months to create ‘national champions’ in energy, finance and steel, 
impeding efforts to create a functioning single market in these industries. 

� There is a suspicion that the current generation of European leaders, unlike their 
post-war predecessors, are unwilling to sacrifice short-term national interests on 
the altar of European integration. 



� It may be that much of the strategy was ill-conceived in the first place. Its focus 
on a U.S. model of growth and competitiveness may not have been entirely 
consistent with Europe’s greater commitment to sustainability and solidarity, at 
least in most EU member states. 

 

Conclusions 
 
It is not easy to draw lessons from Ireland’s experience for other countries; every 
country has a cultural, political, geographical and economic context that presents 
unique development challenges. Ireland’s demographic structure, English-speaking 
population, close relations with the USA, and strong state institutions inherited from 
British rule were all advantages in our economic transformation that are not obviously 
replicable. Nonetheless, the paper may raise a number of questions that are worth 
considering: 
 
� EU membership has been a necessary, but not a sufficient condition, for Ireland’s 

recent economic success. The experiences of other countries and regions of 
Europe suggest that EU membership alone will not drive economic convergence. 

� The EU provides a large, and increasingly level, playing field for companies, 
regions and countries to compete in. But markets alone will not deliver a step-
change in the pace development. Successful regions and countries tend to have a 
‘developmental state’ that mediates between the needs of local economic and 
social institutions and the wider global market. Ireland was lucky to inherit strong 
state institutions from our former colonial master. Has Bulgaria invested 
sufficiently in the capacity of its public sector for strategic thinking and action? 

� Ireland had a clear and consistent strategy regarding how it intended to exploit EU 
membership to promote economic growth – this strategy permeated thinking 
across all policy areas, including industrial policy, taxation, education policy, 
labour market regulation, infrastructure and science. What is Bulgaria’s strategy 
for maximising the benefits of EU accession? Is this well understood and has it 
been consistently reflected in all policy areas? 

� Successful regions of Europe have often ‘branded’ themselves with unique 
economic selling points, underpinned by innovative policies. Ireland’s selling 
point has been our low corporate tax rates; for Finland it has been the strength of 
its innovation and commercialisation system; for Denmark it has been the 
adaptability of its base of small and medium-sized companies and its ‘flexicurity’ 
system. How do you want Bulgaria to be branded in a European context? 
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Introduction: 
The trend of conglomeration and blurring of distinction between financial institutions 
and products in the current financial market results in the integration of deposits, 
securities and insurance protection. The changes in the regulation of financial markets 
come as a result of the increased awareness of moral hazard and the importance of the 
incentive mechanisms in the regulation in general. Currently, the scope of financial 
services continues to enlarge and competition between financial institutions becomes 
stronger and banking operations - riskier. For that reason much attention is put on the 
ability of financial institutions to control and manage the risk. The mechanisms of 
deposit insurance and investor compensation play an important role in financial 
supervision as they allow problematic financial institutions to withdraw smoothly 
from the market. Financial supervisory institutions should work closely by dividing 
their duties as well as to reach agreement to control the risk and deal with the 
problematic financial institutions together.  
 
Deregulation, globalization, the European single market for financial services, the 
implementation of the euro, the growing recognition of the importance of financial 
integrity and consumer protection effects the financial market on a world-wide basis. 
The unification of financial companies and financial products created difficulties to 
identify separately deposits from other forms of consumer saving, which also required 
protection. The EU Directives in the field of consumer protection along with the 
changes in the financial market point out the necessity for reorganization of 
supervisory systems as well as supervisory practices. The EU Directives focus on the 
harmonization of consumer protection as a dominant rationale for protection. The 
tendency in Europe is that financial stability is highly insured not only by the 
initiation of different types of protection schemes by also with other means as capital 
adequacy and other regulatory requirements providing for stronger supervision. 

 

Deposit insurance and investor protection schemes in Europe: 
 
The systems of deposit insurance existing in Europe are in most of the cases privately 
run, funded ex post and offer lower level of coverage in terms of GDP per capita 
compared to the systems existing in the countries outside Europe, e.g. the United 
States and Canada. Effective deposit insurance systems are designed in a way to 
minimize moral hazard, adverse selection and agency problems. In order to be able to 



fulfill these requirements the deposit protection schemes are clearly laid out in the law 
and regulations, compulsory for the relevant market players, backed by government 
funding in the events of systemic risk, adequately funded in order to maintain public 
confidence, with clear rules for the member institutions and the public and free from 
unreasonable political interference. The tendency in the European Union regarding 
the deposit insurance schemes is orientated towards ex-ante funding and risk-
weighted premiums52.  
 
The Directive 94/19/EC on deposit-guarantee schemes stipulates that the system of 
deposit protection should be officially recognized and able to create circumstances to 
prevent deposits in the credit institutions belonging to the system from being 
unavailable. The minimum level of deposit protection set in the Directive is 20 000 
euro but the protection provided should not exceed 90% of the amount of the deposit 
place in the credit institution. The Directive also provides some cases of exclusion of 
depositors from the scheme.   
 
The main objectives of the deposit guarantee schemes are to protect depositors and to 
contribute to the financial system stability. The schemes are also envisaged to 
enhance the resolution of financial institutions failures, to protect payment systems 
and to provide common participation of banks in resolving cases of failures. There are 
different types of deposit insurance schemes established around Europe varying in 
their risk assessment and management as well as regulation and supervision. Most 
deposit guarantee systems in Europe cover core demand and saving deposits and 
exclude non-deposit products. Differential premiums imposed on the participants in 
the scheme are becoming more and more prevalent in Europe but the flat premiums 
still determine the majority form of application. The extent to which banking failures 
can be resolved by the existing deposit insurance system depends on the objectives of 
the scheme and the power of other safety net players in the country.  
 
The Western countries, e.g. Belgium, Germany, Norway, initiated the existence of 
deposit protection schemes much earlier than the Directive 94/19/EC on deposit-
guarantee schemes53. These early schemes were diverse in comparison and offered 
protection only to the resident depositors in the major financial institutions. The aim 
of the Directive was to provide minimum level of harmonization among the EU 
countries and its creation was mainly initiated by the big number of bank failures in 
Europe in 1990s (major banking crisis in Denmark, Finland and Sweden). The 
Directive expanded the existing protection to all depositors in the member state 
countries and thus providing the missing link in establishing the single European 
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market of financial services by providing protection to depositors in the countries 
everywhere in the European Union.  
 
The Directive on deposit-guarantee schemes provides for mandatory participation of 
credit institutions in the scheme which was a prerequisite for financial stability but it 
also gives possibility for exclusion of some depositors due to they are considered not 
to deserve any social  protection. Almost all the countries with the exception of 
Germany and Luxembourg made changes to conform the Directive from 1994 and 
amended their deposit protection schemes in the period of 1995 and 1996. The 
Directive 1997/9/EC on investor-compensation schemes was developed in parallel 
with the Directive on deposit-guarantee schemes and in a similar way required 
mandatory participation, home country responsibility, a minimum level of coverage, 
diversity in funding arrangements and a number of exclusions from compensation.  
 
Currently, there is no general EU Directive requiring protection in the field of 
insurance industry which emphasizes the necessity of any measures as bearing in 
mind the tendency of reduction of the value of insurance companies. Despite the lack 
of EU Directive on insurance protection many EU countries have established funds to 
provide any kind of protection to the clients of insurance companies. Considering the 
type of existing funds for protection of clients of insurance companies, they can be 
separated into funds engaged with the protection of policyholders and funds covering 
contracts written by participating insurance companies.  
 
In practice there have been a few cases of companies’ failures that put in action the 
investor compensation scheme in the European Union member states and even no 
failures in many countries since the establishment of the Directive 97/9/EC. For these 
reasons, most of the existing investor compensation schemes have very limited 
experience in handling clients’ compensation claims. Within the European Union 
countries the UK is the prominent player in dealing with cases of compensation 
claims which is due to the reason that the UK is the only country that covers investor 
advisers within its compensation scheme.  
 
Investor compensation schemes aim at providing protection against the risk in the 
event of default when the investment company is not able to repay its obligations to 
the clients. The funds for providing such compensation are collected as obligatory 
contribution payments by the companies involved in the scheme as well as by 
borrowing facilities available only to some of the existing schemes in the European 
Union. The main difficulties arise in the cases where the necessity to pay out clients’ 
claims arises shortly after the establishment of the scheme. Generally, the investor 
compensation schemes provide compensation in the cases where there is an evidence 
of theft, embezzlement, unintentional errors, negligence and breakdown of 
companies’ systems and control causing the failure of the company. Usually, losses 



resulting from bad advice are not compensated by those schemes that focus on 
compensating physical losses of investors  
 
The European Directive on investor compensation schemes aims to establish a single 
market of financial services on a European level by providing a minimum level of 
protection to investors in cases of failure of investment intermediaries. The Directive, 
however, does not offer protection to investors in cases where insolvency arises as a 
result from the inability of investment intermediaries to return the securities or money 
to investors. The Directive stipulates that each member state must guarantee a limit of 
protection of at least 90% of each investor’s claims against the investment 
intermediary but not less than 20 000 euro. 
 
The investor compensation scheme is modeled in consistency with the deposit 
guarantee scheme which is very important in cases where banks act as investment 
companies. According to the Directive 97/7/EC and the Directive 94/19/EC banks 
may belong to a single compensation scheme if the scheme protects both the deposits 
and investments held by the banks. The investor compensation directive requires that 
the supervisory authorities of investment companies should be responsible for the 
investor compensation arrangements of these companies even in cases when these 
companies perform investment services abroad. The member states countries can 
exercise discretion regarding the organizational structure as well as financing of the 
investor compensation scheme.  
 
All member states, except the UK and Italy implemented the investor compensation 
directive after its introduction in 1998. In the UK an investor compensation scheme 
was implemented in 1988 and after the implementation of the investor compensation 
directive a few changes were done. In Italy a compensation scheme was established in 
1992 and it provided compensation for the Italian companies, subject to a 
compensation limit of 25% of established claims against companies in default. The 
other 13 member states implemented an investor compensation scheme shortly after 
the introduction of the Directive 97/9/EC as the time frame for this was set to 28th 
September, 1998. Austria, Germany, the Netherlands and Spain implemented more 
than one scheme, e.g. having separate schemes for banks and non bank investment 
intermediaries.  
 
Looking at the European Union level the relation between the investor compensation 
scheme and the deposit guarantee scheme is obvious in the cases of Austria, 
Germany, the Netherlands and Spain where there is one common scheme for investor 
compensation and deposit guarantee, provided by the same operator and the same 
pool of funds. Nevertheless, it should be noted that in these countries the 
compensation scheme for investment intermediaries is managed separately from the 
deposit guarantee scheme. The cases of Finland, France, Ireland, Italy, Greece, 



Luxembourg, Portugal, Sweden and the UK is the existence of a separate scheme for 
investor compensation and deposit guarantee as the investor compensation scheme 
includes also credit institutions that act as investment intermediaries. Another 
possibility is the case of Belgium where there is one scheme both for investor 
compensation and deposit guarantee without making distinction between the 
investment and banking services provided by the credit institutions acting as 
investment intermediaries.  
 
When developing investor compensation schemes and deposit guarantee schemes it is 
problematic to make distinction between the monies hold for investment business and 
those hold for deposit taking business as the investor compensation directive gives 
freedom to the member states to decide how to treat these monies. According to a 
research, performed by Oxera in 2005 on investor compensation schemes, existing in 
Europe54, Finland, Ireland, Italy, Greece, Portugal, Sweden and the UK treat claims 
for money as securities claims without making distinction if they are used for 
investment or deposit taking business. On the contrary, Belgium, Denmark, France, 
Germany, Luxemburg and Spain treat all investment monies as deposits while the 
Austrian law on investor compensation and deposit guarantee treats them accordingly 
depending on the purposes for which they are used.  
 
Another important issue regarding investor compensation schemes is the necessity to 
include in the scheme investment companies whose activities could not in principle 
give rise to claims against the investor compensation scheme as the scheme only 
provides compensation in cases when the investment company is unable to repay its 
obligations due to reasons related to financial difficulties. Generally, it is believed that 
the existence of investment compensation scheme strengthens the confidence in the 
national capital market which results in benefits for all investment companies due the 
intensified trade on the market. For that reason all investment companies should be 
included in the scheme but the amount of their contributions should be assessed in 
accordance with the risk of a company to fail. The member state countries apply 
different approaches e.g. in the Netherlands some companies referred to the court 
pleading for being excluded from the investor compensation scheme as they do not 
hold any clients’ assets and there is no possibility to be subject to investors 
compensation claims. The opposite case was in Germany where the court refused to 
treat the claims of some investment companies to be excluded from the scheme 
because they benefit from the increased credibility in the financial market due to the 
existence of investor compensation scheme.  
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The type of instruments that are protected by the scheme is different in the different 
countries but it should be in line with the minimum requirements set in the Directive. 
The most common practice is the scope of instruments covered by the scheme to be 
widened as the UK includes personal pension plans and some long-term insurance 
products and Germany, Denmark, Ireland and Italy that also cover commodity 
derivatives. Some countries also impose restrictions regarding currency 
denominations of the claims. Austria, Belgium, France and Germany apply currency 
restrictions and they compensate claims in euro and European Economic Area 
currency but they do not compensate claims in US dollars.  
 
In most member states the investor compensation scheme protects retail investors 
which are private individuals and small businesses. The scheme does not cover 
professional and institutional investors, supranational institutions, government, local, 
regional and municipal authorities, directors, managers and personally liable members 
of investment companies, close relatives and third parties acting on behalf of 
investors, as well as investors who have taken advantage of certain facts related to the 
investment company and which have given rise to the company’s financial 
difficulties. All member states have adopted these exclusions in their national 
compensation schemes with the exception of Sweden where all the clients but not the 
investment companies, members of the scheme are compensated.  
 
The investor compensation directive mainly focuses on providing compensation for 
the physical losses of investors’ assets. Regarding the compensation limit none of the 
old member state countries have adopted the requirements of minimum levels of 
compensation set in the Directive of up to 90% compensation but not more than 
20 000 euro. Greece, Portugal and Sweden provide compensation to losses between 
the limit of 25 000 and 30 000 euro while France compensates for the limit of 70 000 
euro and the UK of 75 000 euro, a limit that was imposed in 1988 and not changed 
after the implementation of the Directive. The compensation limit is not adjusted by 
the inflation. The implementation of 90% compensation coverage is determined by 
the fact that it avoids disincentive for investors to make wise decisions on where to 
place their money and how to do their business. Some countries also apply separate 
compensation to investment instruments and monies hold for investment purposes.  
 
Most of the member states extend the scope of compensation schemes beyond 
compensation claims and payments to investors. In Germany the investor 
compensation scheme has supervisory powers as well as permission given by law to 
collect additional information and to perform audit. In France the compensation 
scheme has definite pre-liquidation rights and in Austria and Spain – certain 
intervention rights. The funding of the schemes is provided mainly by contributions 
from the investment companies, borrowing, state funding and other funding, e.g. co-
insurance.  Two types of funding is applied by the member states investor schemes – 



ex ante when contributions are collected in order to build reserve in advance in case 
of possible future failures and ex post funding when contributions are collected when 
the event of failure has occurred.  
 
The investor compensation schemes applied in the member state countries adopt 
different methods for calculating the investment companies’ contributions. The most 
applied methods for calculating contributions are investment and cash balances, 
number of clients, number of employees, the amount of revenues, the amount of 
capital and the amount of deposits (the last method mainly applies for banks acting as 
investment intermediaries). The method for calculating compensation can also differ 
due to the type of investment intermediary – if it is a bank or investment company. 
Some schemes apply fixed element in the amount of contributions which does not 
depend on the size of the company which actually provides the necessary amount of 
money for covering the administrative costs for maintaining the scheme. The 
compensation scheme in some countries requires companies to make an initial one-off 
payment when the scheme is established. Some compensation schemes have the right 
to impose additional contributions to the investment companies participating in the 
scheme in case of large failures, which brings the concern that the participants in the 
scheme may have continuous obligation to it. It is possible in cases of failures the cost 
of the investment companies to increase to a high degree and this may change their 
market behavior.  
 
The level of investment protection in a given country depends on the financial 
position and the ability of the national compensation scheme to raise funds. For that 
reason it is very important for the national compensation scheme to determine the 
adequate amount of funding to the scheme. Funding adequacy depends on the 
exposure of a compensation scheme to compensation claims. The amount of 
compensation claims depends on the probability of investment intermediaries to fail 
and the number of their clients who are going to plead for compensation. There are 
four main methods for assessing funding adequacy that are applied by the member 
states investor compensation schemes – funding adequacy in relation to past 
compensation costs, funding adequacy in relation to future losses, stress testing and 
adequacy of different types of funding arrangements. The method of historical losses 
provides an easier way of examining the adequacy of funding by assessing the past 
compensation cases. This method is easy for being applied but it is possible only in 
cases when previous compensation events exist. A research done by Oxera on 
investment compensation schemes that went through cases of compensation shows 
that these schemes considered the available funds for compensation enough for 
providing compensation to the claims. It was considered as more problematic the 
amount that was left to the scheme’s disposal after paying out compensations.  
 



Regarding the compensation cases in the old member states countries since the 
implementation of the Directive in 1999 there have been several cases in eight 
countries – Belgium (750 claims and total payments of 2,6 mil. euro), Denmark (204 
claims and total payments of 1,6 mil. euro), Germany (2 411 claims and total 
payments of 7 mil. euro), Ireland ( 2 924 claims and total payments of 10 mil. euro), 
Italy (606 claims and total payments of 7 mil. euro), the Netherlands (245 claims), 
Spain (8 818 claims and total payments of 31,8 mil. euro) and the UK (12 921 claims 
and total payments of 23 mil. euro)
55.  
 
The processing of investor compensation cases is more difficult compared to deposit 
guarantee as the investor compensation refers to losses of investment instruments 
which are more complex than deposits and difficult to be valued at market price. It is 
a common case in the countries that have adopted the Directive 97/9/EC to have 
unclear legal and regulatory guidance on how claims to be processed and 
compensation to be calculated. For that reason the scheme usually spends 
considerable amount of time on gathering information and establishing claims. All the 
schemes have cases on rejecting clients’ claims except the Danish scheme which 
entirely relies on the liquidator determination. The main reasons for rejecting claims 
were lack of contractual liability, claims for liabilities denominated in currency that is 
not covered by the scheme, zero value of clients’ assets at the date of the company’s 
liquidation, claims by investors that are excluded from compensation, claims for 
losses resulting from bad practice of the investment intermediary, duplicate claims, no 
valid title of the claimant, no evidence on the claim, impossibility to establish the loss 
for the claimant and claims for bad advice given before the establishment of the 
scheme. There are several cases for rejecting claims due to non residency which is not 
in compliance with the Directive. The main reasons for this are very practical as it is 
very difficult for the staff of the investor scheme to contract investors living abroad 
about the compensation event within the established time limit.  
 
Usually, the funds of investor compensation schemes in Europe are comparatively 
low and in cases of schemes that collect the necessary funding ex post, the event of 
failures can have a significant influence on some market players and it may be 
impossible for the scheme to raise the necessary money for compensation. The 
historical experience shows that influential failures are of low probability and they are 
mainly due to prudential regulations and regulations related to the business of the 
company. When defining the necessary funds for the maintenance and functioning of 
the investor compensation scheme, risk rating of investment intermediaries similar to 
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deposit guarantee schemes is applied. It is possible that every company participating 
in the scheme to be assigned a credit rating based on its financial situation. Another 
version to assess company’s probability to default is to make inference based on the 
credit risk premiums on the bonds of the participating companies. More sophisticated 
model applied when measuring the funding adequacy of the investor compensation 
scheme is similar to credit risk modeling56 used for determining banks’ economic 
capital. This sophisticated approach requires taking into account the probability of the 
company to default, the amount of protected clients’ assets being at risk as well as any 
limits imposed by the scheme on compensation payments.  
 
There are two main types of risk to which investors are exposed – financial risk and 
operational risk. Financial risk refers to risks to which investors are exposed when the 
company goes into default. The clients of investment intermediary are exposed to risk 
when their monies and securities are not separated from the company’s assets and for 
that reason the clients simply become creditors to the company in case of its 
liquidation. The opposite case when clients’ assets are separated from the company’s 
assets brings to the clients disruption and inconvenience in case of company’s default 
due to loss of liquidity and possible costs for in terms of foregone returns. Investors 
can also be exposed to default of third party where the clients’ monies may have been 
placed  
 
Operational risk includes that kind of risk that relates to problems in processing and 
serving clients’ assets by the investment intermediary. Such problems refer to 
mistakes in the execution of clients’ transactions, delays, errors in segregating clients’ 
assets, record-keeping errors, fraudulent acts, etc. These problems may be 
unintentional or due to negligence or intentional activities by the company. Such 
problems may also be related to bad advice and any other form of misleading by the 
company. In order to measure the probability of risk exposure of retail investors it is a 
good possibility to consider past cases of companies’ failures dealt by the 
compensation schemes. Considering the countries that have survived failures after the 
implementation of the investor compensation scheme, the main sources of failure can 
be summarized to misregistration of clients’ securities, fraudulent actions, 
embezzlement of clients’ assets, segregation errors, third-party default and negligent 
advice. Although, the investor compensation scheme protects clients’ money in case 
of company’s default, the practice shows that it is not the most common and 
significant risk compared to bad advice which is only covered by the UK 
compensation scheme. A research done by Oxera in 2001 on the evidence of risks in 
assets management industry shows that the most influential and frequent risks are 
breach of clients’ guidelines, misdealing and mispricing. The breach of clients’ 
guidelines refer to the violation of clients’ guidelines set in the contract, e.g. it may be 
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when the client gives instructions to the company not to buy risky bonds but the 
company does so. Misdealing is when the company makes errors when, for example, 
buy-order is confused with sell-order. Mispricing happens in cases when there are 
difficulties to define the price of financial instruments due to infrequent trade, which 
brings the possibility that the price used to compute the value of the funds is not in 
line with the underlying asset value.  
 
The historical experience of investor compensation shows that the majority of claims 
raised by the investors against the scheme were less than 20 000 EUR but there were 
several cases when the loss was significant for the investors and their claims were not 
covered fully. Risk to clients’ money differs widely in terms of probability and 
impact. There is an opposite relation between the impact and probability of potential 
clients’ money losses as there is low probability of occurrence but high impact. The 
cases of clients’ money losses are more typical for smaller and poorly capitalized 
companies and they arise because of insufficiency of funds.  
 
The types of risks are affected by the type of the existing market and by the type of 
products in which clients tend to invest as well as financial intermediaries operating 
on the market. It should be also taken into consideration that the market structures 
change over time and what seem currently a comparatively low risk can have more 
significant impact in the future. There are bigger country differences among the 
member states regarding the investment culture of the households as the British 
households tend to invest more in equity compared to the continental households that 
tend to invest more in bank deposits (recently, there is a change in their orientation to 
equity instruments). This shows that investors’ protection should be tighter in 
countries where dominates the households’ orientation to equity instruments for 
investing. Clients’ risk exposure is also affected by the type of investment 
intermediary. Big well capitalized investment intermediaries and those belonging to a 
big financial group are less risky compared to small, independent companies with less 
capital. This fact gives reasons to consider that in countries where there is prevalence 
of large, well-capitalized investment intermediaries the role of the compensation 
scheme should be of less importance compared to the contrary cases of small 
companies with limited capital which is the case of Bulgaria where the role of the 
compensation schemes should be stronger.  
 
The ten new EU countries introduced investor compensation schemes in line with the 
requirements of the Directive between the period of 2002 and 2004 with the exception 
of Hungary and Poland where the schemes were implemented earlier. All the 
countries with the exception of Latvia apply ex ante funding and the majority of the 
schemes are established separately from the institutions providing deposit guarantee. 
Three of the countries – Cyprus, the Czech Republic and Malta – fully implemented 
the Directive regarding the limit of compensation while the rest of them adopted a 



gradual increase of the compensation limit. Only two of the ten new EU countries 
experienced cases of compensation – Hungary where thirteen compensation events 
happened during the period of 1998 and 2003 which led to the payment of 17.5 mil. 
EUR and the Czech Republic where six compensation events took place and 
generated claims at the total amount of 4.8 mil. EUR. The involvement of the state in 
the investor compensation schemes in the new countries is quite limited. Hungary 
benefited from direct contributions from the state to finance past compensation events 
as well as the Czech Republic which survived difficulties to cover compensation costs 
and negotiated a state loan. 

 

Deposit protection and investor compensation schemes in Bulgaria: 
 
The deposit protection system in Bulgaria is established in January 1999 after the 
implementation of the Law on Bank Deposit Guarantee, while the investor 
compensation scheme was adopted six years later. The main problem with the 
implementation of the deposit protection scheme in Bulgaria was that it was not 
initiated in the proper time but after the outburst of the banking crisis which was 
accompanied by a number of bank failures and the provided payments to the 
claimants was not enough. The minimum level of protection that is currently existent 
guarantees amounts to 25 000 BGN (approx. 12 780 EUR) and it is envisaged that 
since January 2007 the minimum level will be 39 200 EUR which is around 20 000 
EUR, e g. a full compliance with the European Directive will be reached. It should be 
noted that this amount refers to one depositor per bank. The main functions of the 
Fund include setting and collecting initial annual payments from the commercial 
banks, management of the raised funds and payment of guaranteed deposits in cases 
of banks failures. Of all commercial banks two are excluded from the system while 
the rest of the banks provide initial and annual payments to the system as the latter is 
equal to 0,5% of the deposit base for the proceeding year calculated on an average 
daily basis. Risk adjustment premiums are not applied to the participants in the 
deposit guarantee system. The cases of exclusion from the Bulgarian deposit 
guarantee system are deposits of financial institutions, collective investment schemes, 
pension and social insurance funds, government bodies, municipality, insider 
depositors, preferential deposits and deposits associated with money laundering. The 
funding of the Fund is ex-ante and there have been no funding from the budget. Since 
the establishment of the system there have been three cases of banks failures – Credit 
Bank, Balkan Universal Bank and International Bank for Commerce and 
Development. Claims on deposits in cases of bank failures are paid only national 
currency by a bank determined by the Management Board of the Deposit Insurance 
Fund. The deposit insurance system should strive for decreasing of expenditures for 
banks and their clients in performing its functions. It is very important the place 
which is taken by the Fund among the creditors of the banks that has failed.  
 



Although the deposit insurance system protects both non-financial corporation and 
households deposits, the system is much more effective in the field of households’ 
protection. In reality, the household sector provides the majority in the net saving in 
the banks and the households keep smaller amounts of money in the banks which 
shows that their protection provided by the deposit insurance scheme is much more 
effective. The same statement is relevant for the protection of the clients’ of 
investment intermediaries where large financial corporations have placed huge 
amounts of money to the investment intermediaries and the amount of compensation 
provided is only a very small portion of the funds lost in cases of failure of investment 
intermediaries. This raises the question of inclusion of big financial corporations in 
systems of deposit protection and investment compensation schemes as the money 
covered by the both schemes are very limited compared to the amount of deposits and 
investments.  
 
Compared to deposit guarantee scheme investor compensation scheme was founded 
later in Bulgaria in August 2005. The establishment and the principles of the scheme 
are very similar to those of the deposit guarantee scheme. The basis for the 
establishment of the investor compensation scheme in Bulgaria is the Directive 
97/9/EC which is transposed in the Law on Public Offering of Securities, the 
Regulation for the organization and operation of the Securities Investment 
Compensation Fund and the Ordinance on the terms and procedures on clients’ assets 
valuation. The main function of the fund is to guarantee payments to the clients of 
investment intermediaries in cases where they are unable to pay their liabilities due to 
reasons related to their financial state. The harmonization with the European directive 
regarding the levels of compensation is going to be reached gradually within a period 
of four years when in 2010 the maximum level of compensation will be 20 000 EUR. 
There are also some exceptions from the scheme, e.g. investment intermediaries, 
banks, insurance, pension and social funds, investment companies, collective funds 
and special purpose vehicles, government and municipal institutions, members of the 
management board and insiders.(It should be mentioned that both deposit insurance 
and investor compensation schemes apply all the exceptions provided in the Directive 
94/19/EC and Directive the 97/9/EC). Risk adjustment premiums are not applied to 
the participants and a flat rate of 0,5% on cash and 0,1% on the clients’ assets is 
applied in order to determine the investment intermediaries’ contributions to the Fund. 
The Fund is established by no budget funds and it is funded by the entry and annual 
contributions from the investment intermediaries. The basis for calculation of the 
annual contributions is the average monthly balance on cash and clients’ assets.  
 
The investor compensation scheme in Bulgaria was implemented directly sticking to 
the requirements set in the Directive and the full harmonization is envisaged to 
happen earlier. The deposit insurance system in Bulgaria was established at time after 
a serious financial and banking crisis where one third of the Bulgarian banks were 



declared bankruptcy and at the time the fund was established there were two events of 
banks’ failures that forced the necessity to initiate the system of deposit insurance. 
The investor compensation scheme was initiated six years later where there was a 
relative stability in the economy and particularly the capital market but the future 
membership of the country in the European Union will be quite tenuous regarding the 
investment intermediaries in terms of new capital requirements and supervision, 
which can be a reason for financial difficulties.  
 
The deposit insurance and investor compensation scheme in Bulgaria were established 
relatively late compared to the development of both Directives in 1994 and 1997. 
Both schemes provide the protection of retail depositors and investors and their 
existence for the big market players is sometimes useless. Despite of this the existence 
of the schemes increases the credibility in the national banking system and capital 
market as it protects the retail business which comprises the majority of market 
players. The existence of such schemes is crucial for the development of the banking 
systems esp. in countries that have gone through banking crisis accompanied by a 
number of banks’ failures and lack of credibility in the banking system and local 
currency. The investor compensation scheme is initiated in a period of increased 
market capitalization, intensification on the activities on the stock exchange and the 
implementation of the EU Directives due to the future membership. For that reason 
the existence of the investor compensation scheme in Bulgaria will increase the 
stability of the capital market as well as its attractiveness for the retail business 
provided that the general public is well informed about the provided protection.  
 
The requirements for the investment of the funds accumulated by the deposit 
insurance and investor compensation schemes in Bulgaria are in line with the 
principles of safety and liquidity set in the EU Directives. Both funds can invest their 
money in government bills and bonds denominated in national currency, short-term 
deposits in the commercial banks and deposits in the central bank. The investment of 
the funds in both schemes is considered as something secondary in their activity and 
they should be in line with the principles of conservative management. Despite the 
fact that the achievement of high yield is considered as something of less importance 
about the management of the funds of such schemes, it should be noted that their 
management should be in accordance with the principles of good investment and 
taking into consideration that the increase of the principles of the invested funds 
should protect from inflation, e.g. it should not decrease in real terms and the 
possibility for currency risk should be avoided. 
 
Both deposit insurance and investor compensation schemes are funded on ex ante 
basis which means that more funds are spent on both systems compared to the ex post 
systems but On the contrary ex ante systems provide for the stability of the system 
and they take into account functioning and the history of the banking system in 



Bulgaria and the capital market where the ex ante system proves to be more suitable 
and effective. The ex post system is more economical but it is less flexible and 
suitable for countries with high financial culture and organization as the bankruptcy 
may be announced in an unfavorable economic situation where the additional 
collection of funds for the schemes can cause additional problems for the banks and 
investment intermediaries. Another issue regarding both schemes is the 
implementation of proportional premiums instead of risk weighted premiums. It is 
considered that risk weighted premiums remove the cross subsidies between the 
financial institutions in a good financial state and the riskier ones as well as they 
create conditions for more effective management of the risk. The application of risk 
weighted premiums is a complex procedure and for newly established schemes it is 
much more appropriate the application of proportional premiums. The main problems 
are related to finding appropriate and acceptable methods for risk assessment, 
providing reliable and updated information from financial intermediaries, 
transparency of the applied criteria, etc. 
 
Despite its slow development, financial intermediation in Bulgaria starts to have 
strong impact in Bulgaria and the scope of services proposed by the financial 
intermediaries expands. This development should be a prerequisite for the creation of 
a strong financial safety net which is currently existing in Bulgaria in the scope of 
deposit insurance and investor protection but still lacking other financial 
intermediaries – pension and insurance funds. It should be also noted that the deposit 
insurance and investor compensation schemes are not able to manage alone systemic 
financial crisis where the intervention of the sate is inevitable. The effectiveness of 
the systems for deposit insurance and investor compensation depends much on the 
information that is spread about the functions of these institutions among the general 
public. The knowledge of the protection that is provided by both schemes is very 
important for strengthening the credibility of the banking system and the capital 
market in the country. Deposit insurance fund has done much work in promoting 
fund’s activities among the general public, several questionnaires were released 
investigating the public opinion on the Deposit insurance fund in Bulgaria. The 
Bulgarian investor protection scheme still has low popularity due to its near 
establishment. 



 

PANEL:  THE ENLARGING UNION – THE INSIDER`S POINT OF VIEW  
________________________________ 

 
The Fifth Enlargement of the European Union: Integrating Central 

European Countries 
 

H.E. Philippe Beke 
Ambassador of the Kingdom Belgium to Bulgaria, Sofia 

 
Ladies and Gentlemen, 
 
Next year in 2007 we will celebrate the 50th anniversary of the signing of the Treaty 
of Rome. This Treaty was the start of the European construction which gave a new 
face to the continent after centuries of conflicts. If yet the first 35 years were 
dominated by the economic dimension, the latter 15 years were marked by a much 
more political dimension. Together with the extension of the internal market, 
including the introduction of the euro and the deepening of the European construction, 
including the constitutional Treaty, enlargement has been the main theme of the 
European debate since the end of the eighties. All three topics were highly political, 
given their symbolic significance. Since the fourth enlargement in 1995, the need for 
institutional adaptation has marked many debates, in particular in these Member 
States that were in favour of a further integration of the European Union. The debates 
leading to the nice agreement in December 2000 could only partially satisfy the 
demand for solid institutional reforms. It is in this context that the fifth enlargement 
was undertaken, becoming an operation which will be recognized in history of Europe 
as the largest, the most complex and the most delicate exercise to include, on basis of 
article O of the Treaty, countries on the eastside of the European continent in the 
European construction.  
 
On the one hand, the EU enlargement to Central European Countries has been rightly 
praised as the most powerful expression of the desire to build bridges on a divided 
continent. On the other, coinciding with changes calling for strenuous adjustment 
such as globalisation, immigration or an ageing society, enlargement has also 
provoked unease. It too often was considered too much as a political rather than a 
technical decision although both aspects, technical and political, are fundamentals. 
This is the difference with NATO enlargement, which is based on a pure political 
decision. Too often in the acceding countries, the euro-atlantic integration has been 
seen as a political issue, raising discontent towards the EU when the integration was 
not done fast enough or when true changes were requested. Participation in the EU 
institutions indeed requests special efforts in legislation as well as in implementation. 
It has taken us 50 years to develop a mechanism that installed a subtle balance 



between Council, Commission and Parliament in which today 25 Member States and 
tomorrow 27 Member States will cooperate to develop in a positive way EU 
construction.  
 

Enlargement: the past 
 
Ladies and gentlemen, 
 

Membership of the European construction has climbed from six to twenty-five in five 
steps, comprising today nearly 500 million people compared to less than 200 million 
back in 1957. 
 
It has always been a mixture of political and economic motives that has driven the 
enlargement process but in the first enlargement steps, economic factors have clearly 
been predominant. This was natural since until the start of the nineties and the Treaty 
of Maastricht, Europe’s remit was first and foremost concerned with the single market 
and several sectoral policies, notably agriculture, steel and textiles. 
 
Let’s note that the European Regional Development Fund was established in 1975 
primarily in support of lagging British regions. It is, however, only since the accession 
of Greece, Spain and Portugal in 1986 that cohesion has become a central theme of 
European debate, especially during the negotiations of the successive Financial 
Perspectives since 1988. 
 
The economic rationale of enlargement has lost none of its validity today; not only 
because with economic prosperity comes political stability, but also because through 
the level playing field that the acquis communautaire seeks to ensure, enlargement 
produces a type of ‘fair’ globalisation, without the dark sides of labour and 
environmental exploitation or unwarranted state aids. Rather than a symptom of 
globalisation, enlargement should be looked at as a response to it.    
 
However, with the accession of Greece, Spain and Portugal first and later on with 
Central and Eastern European countries, the political stabilisation of young 
democracies coming out of a long period of dictatorship or totalitarian rule, has 
become more and more a major factor in enlargement. Propagating freedom, 
democracy and the rule of law underlie the political part of the Copenhagen criteria of 
1993, which have guided our appraisal of preparedness. This facet of the European 
construction encouraged debates on EU foreign policy and indeed also on EU defence 
policy. It also gave an overall approach to the fifth enlargement, which till 1993 was 
focussed in priority to the Visegrad countries, being Hungary, Poland and the then 
Czechoslovakia. It is not a coincidence that the cooperation programme PHARE was 



developed as an abbreviation of Poland-Hungary Assistance for Reconstruction of 
Europe.  
 
As regards stability and security, well-functioning democracies in Central-Europe 
have taken root respecting human and minority rights. Public opinion in the new 
Member States has been quite fickle, but volatility in election results is something we 
all have increasingly to contend with. Through imposing its body of law, in contrast to 
military might, the EU has spread its model of society. Incoporating more than 80.000 
pages of law simply transforms a society from top to bottom.  
 
On the economic front, progress has been steady, though not spectacular. By and 
large, membership has allowed poorer countries to grow fast and outpace the others, 
resulting in a gradual convergence of prosperity throughout the Union. Ireland has 
been the best pupil in the class by far. Spain’s convergence is also striking. Several 
new Member States are catching up swiftly, coming from a very low level. Economic 
development takes time. No doubt 10 to 20 years will be needed to develop a strong 
economic stratus in Central-Europe. A massive injection of capital through structural, 
cohesion and rural development funds will have to support this growth in assets. 
 
As to the compliance with the acquis communautaire, long transition periods for the 
most sensitive parts of membership have permitted a smooth adjustment. It is indeed 
an obligation to apply the EU standards to be able to develop quality of life. The EU 
choose to follow this strategy rather than a strategy, which aims an integration of new 
Member States when they where really ready to join. This debate goes back to the 
beginning of the nineties when then President Jacques Delors insisted on a careful 
accession strategy, while some Member States were more in favour of a swifter 
accession. The consensus was found in the Copenhagen criteria and the development 
of transitional periods, which for the 12 countries of the fifth enlargement reaches 
some 400 units in total. 
 
When the negotiations started in March 2000 under Portuguese Presidency, a new 
debate came up on the principle of own merits versus fixing a date for accession. 
Some Member States believed that the readiness of the candidate countries was the 
reference for setting a date for accession. Other Member States wanted to introduce a 
fast track claiming enlargement would enhance political stability. The then 
Enlargement Commissioner Günther Verheugen wrapped the discussion up by 
promoting the so-called big bang theory, which meant that on the one hand countries 
belonging to the Helsinki Group, referring to the December 1999 decision for six 
countries plus conditionally Turkey to start negotiations, could catch up with the 
Luxemburg group of countries, referring to the December 1997 decision to start 
negotiations with the first six countries. This badge of 12 countries was identified as 
the fifth enlargement, which by the way means that the exercise will only be 



completed at the moment of accession of Bulgaria and Romania. On the other hand 
the big bang theory gave a strong political message of unity in accession, treating the 
better prepared and the less prepared countries on equal footing. Without any doubt 
the big bang approach also made a political decision on the ratification in each 
Member State easier. An ongoing ratification process over three-four years might 
have created in some Member States unease towards the fifth enlargement, as it is the 
case now for further enlargement. The big bang also had the advantage that the 
European institutions were not shaken up because of repeated nominations of a new 
Commissioner or constant changes in political balances in the Council and in the 
Parliament. The Commission could thus develop stability and coherence in its policy. 
Not in the least, a big bang approach could anticipate on the difficult discussions of 
the financial perspectives 2007-2013, including the debate on agriculture policy and 
regional policy.  
 
The negotiations which lasted from beginning of 2000 till end 2002 for the Laken 10 
were in various ways complex. They did not only cross the road of fundamental 
reforms within the EU in agriculture, regional policy, maritime safety, transport or 
fiscal policy, but there were also the particular discussions. This was the case for 
political matters such as the restitution of land, notably for the Benes decrets in Czech 
Republic and Slovakia or as was the case with Slovenia towards Italy, in follows up of 
the Ossimo agreement of 1975, and towards Austria, or also the situation of 
Hungarians living in Romania and Slovakia. We should neither ignore the issue of the 
Cyprus debate, which unfortunately is still dragging on. The complexity was fuelled 
further more by debates concerning nuclear safety, with the particularly difficult 
debate on the Czech Temelin plant, on copyright, on cabotage for trucks, on 
environmental issues, on free movement of workers, on state aid, on off-shore 
constructions, on food safety as well as on justice and home affairs and more issues of 
importance such as the parallel issues of Kaliningrad, free movement of persons from 
Ukraine or the additional financial contributions which EFTA members had to pay. 
 
On the 3th of May 2006 the European Commission presented a Communication to the 
Council and the Parliament, taking stock of two years of enlargement for the Laken 
10 in the economic field. Although all results lead to consider the exercise as a 
success, one should also be modest in its appreciation. Would there have been a 
different evaluation if we would have passed through an economic accession under an 
enlarged EFTA scheme, meaning without participating in the EU institutions? Most 
likely this would have been the same. The double digits growth figures that were 
projected by Goldman Sachs in the beginning of the nineties, were not materialised, 
nor was the massive transfer of industry from West to East. As a matter of fact there 
were no miracles, but neither were there accidents. I believe that the major result of 
the fifth enlargement so far, has been the sustained development of political and 
economic stability and the increasing consolidation of the rule of law.  



Enlargement: The Future 
 
Ladies and Gentlemen, 
 
On the last informal European meeting for Ministers of Foreign Affairs, the so-called 
Gymnich, voices were raised to come back to the early adagio of “first deepening, 
later widening”. On the 23rd of May 2006 the Belgian Minister of Foreign Affairs 
Karel De Gucht touched upon this issue in a speech which he held in Warsaw. He said 
that we must not put our heads in the sand and pretend that enlargement can go on and 
on without any significant changes to the governance of the Union. The old saying 
that ‘you cannot build a strong Europe with weak institutions’ has lost none of its 
relevance. Further integration is really necessary to preserve and enhance our citizens’ 
prosperity and security and our capacity to influence world affairs. This does not 
mean that enlargement is frozen. Negotiations with Croatia and Turkey have begun 
and are due with (the Former Yugoslav Republic of) Macedonia. The Thessaloniki 
summit of 2003 held out the prospect of membership to all Western Balkan countries. 
On the assumption, for the sake of the argument, that Montenegro and Kosovo 
develop independency, we may grow over time from twenty-five to thirty-five. 
Moreover, one cannot rule out future integration of Switzerland, Norway or Iceland, 
which countries are already participating in several European projects without being 
part of the institutions. The debate of the beginning of the nineties is coming back. 
We must note that today the consensus is to be found much more in seeking readiness 
of candidate countries ex-ante than ex-post. 
 
Various efforts are underway to define absorption capacity more operationally. There 
seems to be growing consensus that the concept consists of three aspects: institutional, 
financial, and psychological. The former two are more or less objectively verifiable, 
the latter is by nature more impressionistic. 
 
The institutional issue is, of course, very much intertwined with the debate on the 
Constitutional Treaty, a subject that I will not dwell on here today. What will 
ultimately happen to the Treaty is very uncertain, although there is more and more 
recognition that, fundamentally, its substance is the best achievable. What is certain, 
however, is that the institutional problems identified in the Convention will grow 
more acute with more members. Belgium has expressed in this debate the opinion that 
the institutional aspects, and notably the Union’s decision-making capacity be 
addressed before any new enlargement beyond 27 is agreed. 
 
The psychological dimension is about whether our public opinion is in support. This 
is obviously harder to observe, and what is reported in the media is not always borne 
out by surveys such as the Eurobarometer. Be that as it may, enlargement is often said 
to have been an important factor in the French and Dutch ‘no’. Probably it is more 



accurate to say that enlargement was a shorthand capturing people’s fear and 
frustrations. That is why information and communication is of utmost importance if 
we want to gain a minimal trust from the citizens.  
 
The fifth enlargement developed also a new concept, namely a New Neighbourhood 
Policy. What started as an approach to go beyond the enlargement of 12 countries 
under the “Wider Europe” label in 2001, step by step altered from 2003 onwards in a 
policy, which included the new neighbour countries of the EU-27, with the exception 
of the Balkan countries. The aim of the New Neighbourhood Policy is to develop in 
the East, including Russia, in the South with North African countries and in the 
South-East with Middle-East countries, partnerships, which in the long run will give 
these countries a possibility to participate in the single market, in the four liberties and 
in the Schengen framework of security rules without being part of the institutions. The 
philosophy behind the new Neighbourhood Policy is inclusion and not exclusion; 
creating cooperation in Europe and not a fortress Europe.  
 
Ladies and Gentlemen,  
 
Tomorrow Europe will have to be present on the global chessboard. All our countries 
are too small to play a significant role in these areas that are of global importance. 
The fifth enlargement will be seen as an opportunity to develop a United Europe, 
which has its role to play inside but also outside of its territory, on the basis of 
common values. The fifth enlargement will enable Central-Europe to develop a steady 
economic growth, better quality of life in terms of social progress, environmental 
management, food safety guarantees. Security rules are set in terms as well of 
efficiency as of guarantees for freedom for the individual. It may take us some more 
time than initially projected, and it is better like that since the exercise should not be 
held responsible for a diminished support of the populations for the European project. 
All current and future Member States should gain from further integration. How we 
will achieve this integration is the headline in the debate on the future of Europe. The 
fifth enlargement needs to encourage us to develop again a Euro-optimistic strategy 
which lies without any doubt in a further integration of our 27 Member States into one 
Europe. 
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ABSORPTION CAPACITY 

 
 
 
All the nations that inhabit Europe are different, unique 

and exclusive by culture, distinctive history, character, 

manners and skills. But all of them are people born and 

bred under the heaven of Europe. They are united by 

the events which make them happy and by the events 

which make them cry – they are all the same – they are 

inherent to all human beings.  Does it really matter if 

your country is big or small, or what is your religion or 

even what is the color of your skin? One and the same 

simple things fill us with joy – the warmth of the sun, 

tranquil day, and the love in our families. All of us dream 

of freedom of our own will and the liberty of thought. 

We are united by the pursuit of happiness and our 

striving for knowledge. 

 
Polja Philipova, Rousse, 15 years.  

She won the prize for an essay  
about the future of Europe.  

The Austrian Embassy  
organized the call  

for papers 
 
European integration is long-term, frustrating, complex and fragile undertaking which 
should lead to a Europitude, a European identity.  As the strength or the weakness of 
European Union comes from within, extending membership might change its inner 
structure. At its best its leads to new opportunities and benefits to new members and 
people, at its worst it leads to empirical overstretch and decay. The term absorption 
capacity is neutral. Its concept and its hidden agenda - depending on its proponents - 
might be fallacious, flawed, dishonest and shortsighted, as some critics have 
remarked. But realizing that monitoring the capability to engage in and to honor new 
commitments is in the interest of sustainability of the Union is good news.   
  
Absorption capacity, in the context of enlargement, has become a catchword, a slogan 
for very different things. For many it is a disguise for slow-down of enlargement, 
referring to European Council conclusion (June 2006): “The pace of enlargement 
must take into consideration the EU’s absorption capacity” It owes its anti-
enlargement flavor to the fact that it was reshaped in the midst of perceived 
enlargement-fatigue and crisis-rhetoric which but reinforced the fragile state of the 



Union after the refusal of the European constitution in two founding member states.  
For others absorption capacity is a prerequisite for a strong Union, ready and capable 
to live up to today’s challenges. Absorption capacity involves the EU as well as 
candidate countries.  
 
Lately, the phrase has gained prominence in the discussion about the opening of 
accession negotiations with Turkey in early October 2005. But it is not a new term in 
the EU lexicon nor is it a new accession criterion. In fact the very first words of the 
basic text for the whole enlargement undertaking of the European Union, the 
Copenhagen conclusions of June 1993 refer to absorption capacity. "The Union’s 

capacity to absorb new members, while maintaining the momentum of European 

integration, is also an important consideration in the general interest of both the 

Union and the candidate countries". In November 2005, the Commission precise the 
term: "the Union has to ensure it can maintain its capacity to act and to decide 

according to a fair balance within institutions, respect budgetary limits and 

Implement common policies that function well and achieve their objectives".  
 
Oli Rehn commented the concept of absorption capacity on 19 May 2006. "In my 

view, absorption capacity is determined by two major factors: the transformation of 

the applicants into worthy member-states, and the development of the Union’s 

policies and institutions. The capacity of would-be members to integrate smoothly into 

the EU is measured and rigorously assessed by the Commission on the basis of well-

established conditionality”. According to Jacques Chirac absorption capacity has a 
political and a financial capacity. The political capacity concerns the view of the 
population which should be able to “say if they accept new members or not”. 
Mandated by the European Council, the European Commission will produce a 
communication on this issue later in 2006.  
 
Oli Rehn added another term which is not less relevant for the future of our common 
project. He used drastic language: the EU needs to reinforce its shock absorbing 
capacity. He referred to the challenges of a changing world. Responsiveness to 
emergency crises and disaster, EU civil capabilities, the EU Agency for human right, 
absorption capacity in the enlargement context denotes the capability and the 
willingness of would-be-member states to participate in these works and carry them 
further. The Lisbon process, the Hampton Court issues, the Europe of projects with 
work on functioning capacity and practical integration being taken forward such as 
disaster relief management and consular cooperation in third countries are all part of 
the therapy.  
 
The discussion has shifted to application of absorption capacity. The June 2006 
European Council meeting was even more outspoken on the issue asking the 
Commission to monitor the capacity to absorb new members during accession 



negotiations (with Turkey and Croatia) and to take this capacity on board when 
presenting new draft common position on the negotiation chapters. It is up to the 
Commission to interpret the European Council’s will as well as the concept of 
absorption capacity itself. By all means it implies evaluating and monitoring the 
effects of a possible accession to various policies of the European Union. For 
example: Will country X be prepared to implement the acquis after accession or after 
a transitional period and what will this imply for the Union. It could even go further. 
Will country X be prepared to share in in the future discussions, will it help or hinder 
development of a given policy.   
 
Years ago I participated in a colloquium which was given the title: Helpless Europe. 
We were perplexed. Why such a title unless it was a deceived provocation to raise the 
attendance and awareness of the auditorium.  
 
My interpretation of this fine title was benign:  Europe, I thought, is strong and 
growing and being a model of multiculturalism and peaceful cohabitation it does not 
need help nor can it be helped. At its best European integration creates and recreates 
unity by multicultural recognition. Various nationalistic tendencies do not contradict 
but rather confirm the inherent logic to overcome the nation state and to move 
towards integration. Indeed: the project of European integration generates its strength 
from within  with citizens believing in the legitimacy and in the values of the 
European Union, in its relevance and added value and participating in the dialogue of 
the civil society and the democratic exchange.  
 
Otherwise the project will turn into a vile intellectual exercise of elites: Europe 
becomes helpless. Peace, cooperation and welfare are huge achievements but can not 
be taken for granted. They are challenged every day and every day we have to argue 
again and again in favor of a united Europe and meet its challenges. Self complacency 
will lead to weakening and decline. The rattle call of the difficult ratification process 
of the European constitution has confirmed and impressed the sense of urgency for a 
strong civil society as the necessary prerequisite of European integration.  
 
What has been achieved in 50 years is still a fragile construction, if it is not 
underpinned by public legitimacy. The June 2006 European Council decided to restart 
the constitutional process in the search of a new treaty. The process should come to a 
close in late 2008. In 2010 the Union might then be endowed with a constitution-like 
treaty having lost five years due to bad political engineering. The fall-out from the 
ratification process indeed was a masterpiece in political management at its worst. 
This perspective along with a revived Euro and stronger economies give reason to 
slight optimism after what has been called the annus horribilis of 2005.  
 
If the EU`s strength comes from within, so do its opportunities, its weakness and its 



threats. When enlarging and thereby changing its inner configuration, the European 
Union apparatus - the Member states and the institutions - must act in the interest of 
its own sustainability and tread very carefully not to change its balance and open up to 
threats and weakness. What good is a large organization wounded and weakened by 
paralysis, a Europe without Europeans, markets but no inspiration for cultural 
identities. Hasty enlargement, enlargement for the sake of enlargement as much as 
integration for the sake of integration reduces the European Union to a large free trade 
zone, the anathema to European integration.   
 
A Europe that is not self complaisant but toils hard to achieve unity, that knows "die 
Mühen der Ebene", that is aware that life can not be justified on economic terms 
alone, but on aesthetic terms. A Europe that is not self-confident and does not except 
to win. It knows too well that it owes its successes and its whole being to the 
conviction that no nations on this continent can impose itself on another, that no one 
can carry victory over others. A Europe that actively pursues its policies "on the 

horizon of fundamental doubt." By doubting it succeeds.  
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1989 was a year of predictions.  Francis Fukuyama spoke of the “end of history” and 
attempted to provide explanations by arguing for the emergence of a social-political 
paradigm that will replace the conflicts and tensions which have prevailed throughout 
history. Samuel Huntington in his acclaimed article in Foreign Affairs which lead to 
his book Clash of Civilizations posited that the world is dominated by religious and 
cultural conflicts or fault lines which will determine future struggle.  All these 
theories and predications illustrate the problem but offer no solutions.  They merely 
serve as an instrument to identify and define new paradigms to explain the post-Cold 
War order. 
 
The long-time diplomat and political scientist Michael Emerson, in his latest book 
Redrawing the Map of Europe, expanded on O. Tunander’s theory of “Cosmos and 
Chaos” and applied it to the current situation in Europe57.  He argues that western 
democracies and market economies have not succeeded to bring Europe’s 
northeastern, southeastern or southern peripheral areas closer to a Europe which is 
trying to eliminate its borders.  He claims that there is a zone of instability which 
encompasses the approximate 500 million inhabitants of Russia, Ukraine, Turkey, the 
southeast Mediterranean and Southeastern European countries, countries which are 
not currently being considered for membership in the European Union.  One can point 
to examples of separatism, nationalism and religious tensions within the European 
Union, however these factors are handled differently than in East- and Southeast 
Europe.  Emerson explains the impact of Islam and its political formations have 
played a role in major conflicts not only in Southeast Europe, but also in northern 
Africa, Turkey and the Islamic republics of the former Soviet Union. Emerson 
realizes that there are young reformers in these countries who want to apply western 
models in politics and economics but, as the latest crises in Russia shows, these forces 
are being seriously threatened by defeat.  One has to mention, however, that only 
Serbia and Belarus can still labeled totalitarian regimes ruled by quasi-dictators. 
Given the various situations in the region one must lean to differentiate, and 
differentiation is manifesting itself in a new non-transparency.  One has to have a 
certain knowledge of the situation  in order to be able to identify which states belong 

                                                           
57 Emerson, M. (1998) Redrawing the Map of Europe. Macmillan Press Ltd., London. 



to what organizations, institutions, initiatives and conferences.  This is where the fine 
line between cosmos and chaos converge and conflict. 
 

International Organizations and Regional Integration 
In addition to the fifteen countries of the European Union (EU), there are still many 
remnants of various levels of the European integration process such as the European 
Free Trade Association (EFTA) and the European Economic Area (EEA) in which 
countries like Norway, Switzerland, Liechtenstein and Iceland are connected. One 
must realize that the EU is the decisive factor and that is it a matter of time before all 
these countries will, in one form or another, become integrated into these larger 
structures and loose their special status.  There is also the Council of Europe with its 
40 members which has done more in the field of culture than in safeguarding the 
quality of democracy in its member countries.  The UN Economic Commission for 
Europe (UN/ECE) has also survived and now includes the Central Asian states of the 
former Soviet Union which are as vocal as ever and cannot imagine being classified 
as non-European.  The same applies for the Organization for Security and 
Cooperation in Europe (OSCE) which incorporates, in addition to all the republics of 
the former Soviet Union, the United States and Canada and Japan as an observer.  
There is NATO, which includes Greece and Turkey as equal partners and thus has 
prevented a serious conflict from erupting in the Aegean. 
 
There are also a plethora of regional initiatives such as the Baltic Council, the Central 
European Initiative (CEI), the Black Sea Economic Cooperation (BSEC), the Stability 
Pact and the Southeast European Cooperative Initiative (SECI) which all focus on 
peace and stability as well as promoting technical cooperation in the different regions 
and sub-regions of Europe. The United States is investing more effort and interest 
sometimes in South East Europe while the EU is doing so in the Enlargement Process.  
SECI, CEI, BSEC and Stability Pact have decided to coordinate their activities in the 
region in the attempt to complement each other and avoid overlap of effort, thus 
trying to bring more cosmos to the chaos.  Other groupings such as G-7, also G-8 with 
Russia, G-27, the various roles of the World Bank and the European Bank for 
Reconstruction and Development (EBRD), as well as the Organization of Economic 
Cooperation and Development (OECD) are all dealing with many countries and many 
issues, a factor which makes transparency very difficult. 
 
The situation in countries undergoing political, economic and social transformation 
varies from country to country.  Many new issues are materializing which has resulted 
in the attempt to invent new, albeit temporary, explanations and instruments to help us 
navigate our way through the chaos.  The question is whether these temporary 
instruments will develop into self-perpetuating organizations which will cost the tax-
payer money and produce few, if any, results. It would be interesting, for example, to 
conduct an in-depth evaluation and assessment of the assistance and aid programs 



which were created for Bosnia and Herzegovina in the aftermath of Dayton.  Far too 
much money was spent and too few results ensued.  The EU and international 
organizations have failed to devise a viable reconstruction strategy for Bosnia and 
Herzegovina not only economically, but also politically, socially and culturally.  If 
this is not possible to do for an area encompassing 4.5 million inhabitants with all too 
familiar problems, them how should all these different efforts and initiatives be 
coordinated in that same area of space? This is the type of chaos to which Emerson 
was referring. 
 
The western democracies were not prepared for the events of 1989 and the aftermath, 
and the lack of a strategy and policy towards the region is becoming more evident 
now than ever.  The region itself is also not prepared to cope with these new realities.  
Russia’s behavior on the international stage is endemic to the problem:  it still has not 
come to terms with the loss of its superpower status and its key role in global decision 
making which it enjoyed during the Cold War era.  It is still pursuing foreign policy 
objectives which were laid out during the reign of the Romanov czars and continued 
throughout the Soviet times, namely to influence and control the Black Sea area, the 
Caspian Sea area, the Caucuses, Central Asia and to have a strong naval presence in 
the Pacific. 
 
One has to utilize the dynamics of chaos in order to come closer to the order of 
cosmos.  This requires a far-sighted European perspective which includes the area of 
Southeast Europe.  I would like to argue that Southeast Europe is more important and 
has greater implications for the future of Europe than Russia.  Russia is a special case 
and the challenge for Europe is to define a type of partnership between the EU and 
Russia. Russia’s complexities are more of an internal nature, namely the 
multifacetness of its diverse cultures, peoples, regions and its relationship and role 
which bridges the world of Islam and Asia.  Many Americans feel that the interests of 
the US, Europe and Russia will converge in the 21st Century because they face 
similar challenges especially since September 11th.  I would like to remind that for the 
EU, Russia is a global problem where as Southeast Europe has to be seen in a regional 
context.  This does not exclude the possibility of Southeast Europe becoming an area 
in where the US, Europe and Russia will compete for influence as was the case in 
1914.  The time factor has to be observed.  We are currently being bombarded by the 
phrase “window of opportunity” but there is the pending danger that this window will 
soon close.  The alternatives are bloody and expensive conflicts which the future of 
Europe cannot afford.  In addition to the problem of expediency, there is the issue of 
the European integration process which cannot happen from one day to the next.  
There is too much to learn in order for this to be possible. The ability and willingness 
to learn is a prerequisite for the stability of development which requires perseverance. 
 



It is very often criticized that since 1989, there is no strategy and plan to manage the 
changes after the fall of the Iron Curtain, the collapse of Yugoslavia and the end of 
the Soviet Union.  Besides a few calls for a new Marshall Plan, not too much has been 
accomplished.  There was a strong tendency to insist that the transition countries had 
to come to terms with the new situation on their own.  There were national strategies 
which tended to reflect the egoism of one state or another which claimed certain 
territorial interests or “right” to be present in one place or another. This can be 
manifested through the desire to exercise certain spheres of influence.  The immensity 
of the task proved that  no one country, or for that matter continent, can rightly claim 
a sphere of influence in a certain area of central, eastern or southeastern Europe.  
There are many motives. Principally, the US has more of a strategic motive, Arab and 
Islamic states have a religious to political motive, Russia has traditional motives and 
Japan has global motives.  It would be a colossal task to document all the many levels 
of engagement of all the various initiatives, aid programs, alliances and platforms.  
For the purposes of this survey it is better to concentrate on those initiatives in the 
region of Southeast Europe and in the immediate vicinity which have the greatest 
impact on the European integration process as a whole. 
 
The Organization for Security and Cooperation in Europe (OSCE) 
The Organization for Security and Cooperation in Europe (OSCE) developed from the 
Conference on Security and Cooperation in Europe (CSCE) which became 
institutionalized through the celebrated 1975 Helsinki Final Act.  The CSCE became 
the OSCE in 1994 and encompasses 55 countries where all European countries, with 
the exception of Yugoslavia which was suspended, are represented as well as the US, 
Canada and the republics of the former Soviet Union. The special advantage of this 
organization is that it is relatively mobile and serves as a platform for an all 
encompassing European and transatlantic discussion.  It is relevant that the Central 
Asian states are represented in this and other “European” groupings and define 
themselves as European states and players on the European arena.  The OSCE is in a 
better position that the United Nations to finance and support special tasks.  The 
Europeans bear the greater part of the financial burden while the US has its hands tied 
at times with the lengthy and very political process of seeking Congressional 
approval. The organization is headquartered in Vienna and has offices in Prague and 
Warsaw (Office for Democratic Institutions and Human Rights - ODIHR).  There are 
regional offices and missions in all the Central Asian countries and monitoring 
activities throughout the region.  In the 1999 budget alone, some 4 million USD were 
earmarked for the OSCE presence in Albania, 750,000 USD for Skopje and Moldova 
and the total of 15 million USD for all OSCE missions and operations.  As a result of 
the collapse of Yugoslavia, the OSCE is spending some 28 million USD for its 
presence in Croatia and 60 million USD in Bosnia and Herzegovina.  These activities 
include office costs, election watches, democracy campaigns, regional stability 
programs, centers and ombudsman.  The latest challenge are the activities of the 



newly formed Kosovo Verification Mission (KVM).  Already 70 million USD have 
been earmarked for 1999 to support the planned 2000 verifiers sent to the region as a 
result of the October 1998 Holbrooke-Milosevic agreement.   
 
There is also an intense debate within the OSCE on the forging of a new European 
security structure which would parallel NATO.  Russia is the most vocal advocate of 
a greater military role for the OSCE to counterbalance NATO expansion and is now 
demanding that the OSCE, and not NATO, should be the decisive international 
presence in Kosovo. 
 
The OSCE has been successful in many of its mission such as the Albania mission 
lead by former Austrian Chancellor Franz Vranitzky which was a response to the 
aftermath of the 1997 anarchy which erupted as a result of the collapse of pyramid 
schemes. The OSCE also embarked on a project in Albania to train police forces with 
Italian assistance as well as to provide assistance to state structures and to assist in  
drafting a new constitution.  Election monitoring in Macedonia and Bosnia and 
Herzegovina has also proved to be useful, as well as efforts to monitor the situation of 
the media though a Special Representative. 
 
The organization is trying to cope with the lack of institutional transparency by 
including other international organizations and institutions in its activities. The OSCE 
regularly invites regional initiatives to participate in its many seminars and 
workshops, such as its annual Economic Forum held in Prague.  Its greatest challenge 
is to become more effective and more cost efficient.  
 
United Nations Economic Commission for Europe (UN/ECE) 
The UN/ECE was established as a regional commission for Europe yet has an almost 
identical membership structure as the OSCE.  It is based in Geneva together with a 
wide variety of other international organizations such as the High Commissioner for 
Refugees, the World Trade Organization (WTO), the International Red Cross 
Committee (IRCC), the International Labor Organization (ILO) and many others.  
The UN/ECE was a politically blocked organization in the past as a result of the 
East/West divide which did not prevent it, however, from developing quite impressive 
expertise in the areas of transport, trade, energy, environment and small and medium 
size enterprise development.  These are all areas which are important for the 
development of Southeast Europe and the ECE is now playing a crucial role in 
providing its expertise to many regional initiatives.  It is instrumental in its technical 
support to SECI and on the basis of SECI’s success in the region, the ECE is 
launching the Special Program for the Economies of Central Asia (SPECA). As a 
result, cooperation with the European Commission has also intensified. 
 
Central European Initiative (CEI) 



The Central European Initiative (CEI) was launched in 1989 as a regional initiative 
which included Austria, Italy, Hungary and Yugoslavia and was aimed at 
strengthening mutual relations among these countries. Czechoslovakia and Poland 
joined this grouping in 1990 when it was then called the Pentagonale and Hexagonale 
respectively.  The CEI now involves 16 countries (Albania, Bosnia and Herzegovina, 
Bulgaria, Italy, Croatia, Macedonia, Moldova, Austria, Poland, Romania, Slovenia, 
Slovakia, the Czech Republic, Ukraine, Hungary and Belarus). The CEI has a Center 
for Information and Documentation located in Trieste which is predominately 
supported by Austria and Italy.  It has a rotating chairmanship and holds regular 
annual ministerial meetings at the highest level.  The 1997  Heads of States meeting in 
Sarajevo was the first major international event to be held in the capital since the end 
of the war, which in itself was an important move towards stabilization. The meeting 
in Sarajevo adopted the CEI Plan of Action for 1998-1999 which is a two year plan 
focusing on three major areas: strengthening cooperation among member states, ways 
and means for cooperation and the transition process.  The Plan describes CEI’s 
projects which cover a wide variety of activities.  It also analyzes the implementation 
of projects and the development of an overall strategy for cooperation among CEI 
countries. 
 
The CEI focuses on issues of economic and technical cooperation, infrastructure 
development in transport, energy, telecommunications and agriculture.  It also deals 
with  strengthening democratic institutions, observing human rights, minority issues, 
environmental protection cooperation in science and technology, media, culture, 
youth programs and tourism.  There are currently 15 working groups dealing with 
these issues and coordinated by a system of national coordinators from the member 
states. 
 
The CEI works very closely with the EBRD which has a special secretariat which 
deals with CEI projects in London.  This secretariat assists in developing bankable 
projects for the initiatives and helps with the implementation of projects and training 
programs.  The financing is mainly carried out by special funds which the Italian 
government has established at the EBRD. The operational unit has an office in both 
London and Trieste and has its own budget and resources at its disposal.  The unit is 
engaged in two major activities, namely international events and investment projects.  
In the area of international events, the unit funds workshops and symposia, such as the 
seminar on the role of the government in enterprise creation and SME development 
organized together with SECI in Potenza in 1998. It provides financial support for a 
commercial law training program based in Rome which includes workshops aimed at 
commercial lawyers in the region.  Some of the unit’s investment projects include the 
power sector in Bosnia and Herzegovina, the Durres industrial park, business advisory 
services, agriculture projects and a 15 million USD investment project for road 
construction in Albania. This project is partially a loan from the EBRD and partially 



donor contributions, however 1 million USD is still needed. A border crossing effort 
was mentioned for corridors 5 and 8 in where a monitoring unit would inspect the 
efficiency of border crossings in these corridors. 
 
 
Southeast European Cooperative Initiative (SECI) 
The impetus behind the Southeast European Cooperative Initiative (SECI) is to create 
a regional association aimed at encouraging cooperation among its member states and 
to facilitate their integration into European structures.  SECI is not an assistance 
program nor will it interfere or conflict with existing initiatives, but rather 
complement them. SECI was launched in December of 1996 on the basis of “Points of 
Common US-EU Understanding” which stressed that it will endeavor to facilitate 
close cooperation among the governments of the region and create new channels of 
communication among policymakers. Furthermore, SECI emphasizes and coordinates 
regionwide planning, identifies needed follow-up and missing links, provides for 
better involvement of the private sector in regional economic and environmental 
efforts and help to create a regional climate that encourages the transfer of know-how 
and  augment investment in the private sector. It is the intention of SECI participating 
states to jointly discuss common (regional) economic and environmental concerns 
opposed to discussing specific political, historical or ethnic differences. 
 
SECI intends to bring together regional decision makers to discuss mutual economic 
and environmental concerns through joint projects, meetings, conferences and project 
groups organized by the Agenda Committee, which is the motivating force behind the 
initiative. SECI closely cooperates with the UN/ECE, as well as the OSCE. The SECI 
participating states include: Albania, Bosnia and Herzegovina, Bulgaria, Croatia, 
Greece, Hungary, Moldova, Romania, Slovenia, the Former Yugoslav Republic of 
Macedonia and Turkey.  SECI also has supporting states which include Austria, Italy, 
Switzerland and the United States. Experts from the European Commission have 
participated in virtually all of SECI’s project groups and Russia has participated in 
some of SECI’s project groups 
 
The countries in the region have identified some of the most pressing problems which 
they currently face and, as a result, the SECI initiative is addressing the issues of trade 
facilitation and border crossings, customs reform, combating cross-border crime and 
corruption, transport infrastructure development along main international routes, 
supporting the development of small and medium sized enterprises, cooperation 
among the region’s securities exchanges, energy conservation, electricity networks, 
interconnecting natural gas pipelines and water projects for the region’s rivers, lakes 
and adjacent seas. 
 



Trade facilitation techniques are fundamental in facilitating the integration of 
transition economies into the international market place. Problem areas that impede 
business development in Southeast Europe include border crossing and trade 
administrative barriers. Expediting the movement of goods and eliminating border 
congestion requires effective procedures and simplified information exchange. Four 
crucial issues include improving trade procedures and documentation, physical 
facilities at border crossings, managing border personnel, and combating cross-border 
crime and corruption. 
 
Many countries in Southeast Europe also suffer from inadequate road and rail 
transport infrastructures including those along the main international routes. This 
results in reduced efficiency and increased costs of national and international 
transport, as well as in ultimately depressed economic development and 
competitiveness and a lower level of integration of the countries of the region. 
 
The promotion of widespread entrepreneurship through the establishment of small and 
medium-sized enterprises (SMEs) is crucial for the transformation to a market 
economy and the democratization of society in some countries of the region.  SMEs 
are commonly accepted as indispensable to economic growth, a source of sustainable 
development and the lifeblood of free market economies. The establishment of SMEs 
can secure job creation and self-employment in Southeast Europe where the estimated 
number of registered unemployed exceeds 4.5 million.  
 
Efficient and reliable energy systems are essential for enhancing environmental 
conditions and for achieving economic transition in Southeast Europe. The countries 
in the region need to develop policies, and regulatory and administrative reforms for 
the widespread implementation of energy efficiency measures particularly in 
municipal heat supply, buildings and industry. These heavy energy consumption 
sectors are also a major source of environmental pollution, especially from indigenous 
lignite coal and brown coal heat supply and power generation. Efficiency 
improvements will ease economic transition, as well as to help countries in the region  
to meet international environmental convention obligations such as those under the 
UN/ECE and the UN FCCC and encourage them to transform short term crisis 
management energy conservation policies pursued in some areas into long term 
strategies for energy security. 
 
Investment in the extension of natural gas network systems and international pipeline 
interconnections needs to be promoted and sources of supplies for countries in 
Southeast Europe need to be diversified. Furthermore, investment is needed in an 
environmentally clean source of energy. Given the fact that natural gas markets in the 
region generally rely on one natural gas supplier and natural gas networks are usually 
not interconnected with adjoining markets, the security of supply needs to be 



improved through new gas interconnections and diversification of sources of supply.  
Since most of the gas markets in the region are relatively small and that bringing in 
new suppliers requires substantial investment and considerable gas market potential, it 
is imperative that efforts be carried out on a multilateral basis within the region. 
 
Despite major international efforts since 1989, little has been achieved in financially 
assisting Danube countries in transition to build new or upgrade existing waste water 
treatment plants and to install environmentally sound process technologies aimed at 
complying with relevant provisions of transboundary river protection conventions 
signed or ratified by these countries. This mainly applies to the countries in the 
Danube catchment area and in Southeast Europe.  Although funds would have been 
available in some cases, their use was dependent on stringent conditions which were, 
for the most part, unacceptable to the receiving countries. Under the Convention on 
Cooperation for the Protection and Sustainable Use of the Danube River, the SECI 
project group lead by Austria is developing a concept for blending funding packages 
in such a manner that donors and receivers could find agreement on conditions and 
arrangements. This “Recovery Program” intends to accelerate the process of self-
reliance and integration into the market economy and contribute to confidence 
building, conflict prevention, security and stability in the region. Austria will lead 
SECI in this effort together with other relevant regional initiatives such as the BSEC, 
Mediterranean Regional Seas Program and the CEI. 
 
Economic hardship and indigence are among the main perpetrators of social unrest 
and instability in Southeast Europe.  Intensive economic restructuring and an influx of 
foreign capital and investments are catalytic forces in improving the overall situation 
in the region. Economic growth and prosperity in Southeast Europe is a major 
precondition for political and social stability. Greater investment incentives such as 
access to credit, risk insurance and transparent legislation will foster development and 
help alleviate the pains of economies suffering from stagnation. It is imperative that 
the international business community is made aware of the investment opportunities 
and potential in the region, especially in the framework of SECI and other projects 
which aim to improve the overall situation. The Business Advisory Council to SECI is 
comprised of business leaders from the region and from outside the region who are 
actively working to promulgate SECI’s work in order to attract investment in 
Southeast Europe. 
 
On February 1, 1999, SECI held a two-year review session in the framework of its 
Agenda Committee meeting in Geneva in order to examine the individual projects and 
evaluate the results accomplished to date. In general, the participating states all 
stressed their satisfaction with the initiative and felt that it is moving in the right 
direction. The EU praised SECI’s efforts in closely coordinating its activities with the 
Commission as well as with the other regional initiatives.  The World Bank further 



pledged support for the SECI border crossing efforts and its intention to provide a 
credit for the physical improvement of border crossing facilities in the region. 
 

Stability Pact 
 
Brani und Alex sollen 2 Seiten einbauen. 
 
 
Black Sea Economic Cooperation (BSEC) 
The collapse of the Soviet Union resulted in the formation of what is either known as 
the Commonwealth of Independent States (CIS) or New Independent States (NIS) - a 
constellation under the dominance of the Russian Federation and, as some argue, a 
substitution for the Soviet Union.  The developments in and around these states have 
not really had an impact on Southeast Europe. The Black Sea Economic Cooperation 
(BSEC) is an initiative which focuses more on this region, the countries along the 
Black Sea as well as Albania and Moldova. BSEC organizes high level summits to 
add to its profile.  BSEC also aims at identifying and dealing with the tense relations 
between countries such as Turkey, Greece, Azerbaijan, Armenia, Russia, Ukraine, and 
Moldova.  The summits provide an opportunity for the leaders of these countries to 
meet on a regular basis and exchange ideas, even if only in the form of mutual 
declarations. 
 
BSEC was established in June of 1992 in Istanbul and consists of the following 
countries: Albania, Armenia, Azerbaijan, Bulgaria, Georgia, Greece, Moldova, 
Romania, the Russian Federation, Turkey and Ukraine.  The Presidents of these states 
signed the Yalta Charter in June of 1998 which official declared BSEC a regional 
international organization with a permanent secretariat in Istanbul. It also has 
observing states such as Austria, Egypt, Israel, Italy, Poland, Slovakia and Tunisia 
and candidates for observer status such as Bosnia and Herzegovina, Croatia, Cyprus, 
France, Germany, Jordan, Kazakhstan and Slovenia. The Federal Republic of 
Yugoslavia, Macedonia, Uzbekistan and Iran have applied for membership.  
 
BSEC works on a governmental level, mainly through the ministers of foreign affairs 
of the member countries. Ministerial committees deal with issues such as cooperation 
in the area of science and technology, banking and finance, statistics, health research, 
transport, energy, agriculture, environment, telecommunications, tourism, crime 
fighting, illegal migration and smuggling of weapons and radioactive material. The 
initiative is still trying to establish the Black Sea Trade and Development Bank which 
should open in Thessaloniki with EBRD backing and which would help finance 
BSEC projects. BSEC also works closely with the UN/ECE, the OSCE, the European 
Commission, WTO, UNIDO and other organizations. 
 



BSEC held some 40 meetings in the course of every year and has established project 
coordinators who will play a leading role in project implementation. Some of BSEC’s 
humanitarian activities include an agreement for cooperation in emergency disasters 
and the establishing of a network of universities in the BSEC region.  An international 
Center for Black Sea Studies has also been set up in Athens. 
 
BSEC is also quite active in border crossing facilitation efforts, namely among Black 
Sea ports. A meeting was held in Brussels in February 1999 to look at port 
cooperation. BSEC will hold a Round Table discussion “Black Sea Economic 
Cooperation and the 21st Century” which will also evaluate the future priorities of the 
organization. 
 
Special Program for the Economies of Central Asia (SPECA) 
This newest initiative was actually born from the developments and experiences of the 
regional initiatives in Southeast Europe, namely SECI. The UN/ECE and the 
Economic and Social Commission for Asia and the Pacific (ESCAP) developed the 
program for Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan. The 
goal of SPECA is to enhance cooperation and economic development and to facilitate  
the integration of Europe and Asia.  SPECA is also supported by states out of the 
region and international financial institutions. 
 
Using the SECI paradigm, the SPECA countries are working together to solve 
common cross border problems in the area of transport, border crossings, energy 
production and distribution, water, gas and oil pipelines, attraction foreign investment, 
environmental protection and the development of SMEs.  It has a Regional Advisory 
Council which hopes to involve the Russian Federation, US, China, Japan, France, 
Germany, Great Britain, Korea, India, Pakistan, Iran, Turkey, the European Union as 
well as the World Bank, the Islamic Development Bank, the Asian Development 
Bank and the EBRD.  Since the initiative is only in existence for a few months, it is 
too early to point to any concrete results. 
 

Filling in the Gaps 
Given the array of existing initiatives aimed at confidence-building and ensuring 
security and stability in the region, one might naturally question the necessity of 
establishing more. As already mentioned, many of the existing initiatives seek 
political solutions to the region’s problems by concentrating on national, historical, 
and cultural idiosyncrasies. Others, like SECI focus on addressing common economic 
and environmental concerns.  
 
In 1997, the European Union issued the “Report on Economic Relations Between the 
Countries of South-Eastern Europe Concerned by the EU’s Regional Approach” 
which examines the state of economic relations primarily among the Yugoslav 



successor states, Albania, Bulgaria, Romania and Hungary.  The report is indicative of 
how much the countries in the region still need to accomplish.  The war which raged 
through Yugoslavia caused immense damage to transport, energy and communication 
lines in the region.  Bosnia and Herzegovina, for example, had over 50% of its energy 
sector destroyed and thus is in dire need to massively reconstruct energy production 
plants and provide its population with inexpensive, efficient viable sources of power. 
Creating energy efficiency demonstration zones in the region can meet this demand. 
Between 1992-1996, Bosnia and Herzegovina also witnessed a major decrease in 
natural gas consumption as the Serbs cut off its supply lines. The country’s only 
source of natural gas came from Russia via Ukraine, Slovakia, Hungary and Serbia. 
By providing alternative supply networks, the gas pipelines project planned within 
SECI hopes to decrease the overall reliance on single sources of supply. Austria, for 
example, has facilitated a credit to cover payments for Bosnia and Herzegovina’s gas 
supply for the 1997-1998 winter. By encouraging a free gas market, this 
environmentally-friendly energy source could eventually become more affordable for 
many households in the region. 
 
Through trade facilitation efforts, a proper framework for promoting free trade 
agreements in the region can be created as well as customs cooperation agreements 
which are virtually absent among the countries of Southeast Europe. Such endeavors 
should also act as an impetus for the Council of Ministers of Bosnia and Herzegovina 
to expedite the process of institution building as well as consolidating and unifying 
trade and economic relations between the Federation and Republika Srpska. Some of 
the regional initiatives are also working to fill in the gaps concerning missing border 
crossing agreements. Presently, official agreements of this kind only exists between 
the Federal Republic of Yugoslavia and Romania, and Croatia and Bosnia and 
Herzegovina.   
 
The removal of internal political obstacles such as the refugee issue in Bosnia and 
Herzegovina and the issue of ethnic Albanians in Kosovo, as well as prohibitive taxes 
on goods and stringent visa requirements are essential preconditions for stable 
economic cooperation. Therefore, it is imperative that regional cooperative initiatives 
achieve initial results in order to provide the region’s leaders with the proper 
incentives (political push) to remove such obstacles and pave the way for tangible, 
enduring and productive cooperation.     
 

A Multilateral Cooperative Effort 
In order for any initiative to be deemed as a success, it must be able to accomplish 
something which will have an impact on the region in which it is operating. It is 
imperative that the projects can be quickly implemented and that progress can be 
measured after a relatively short period of time. There is a psychological factor which 
comes into play. Governments, policy makers and their constituencies tend to 



evaluate the success or failure of an initiative based on its ability to produce tangible 
results.  Many commendable initiatives have been branded as failures because of their 
inability to produce a convincing effect in a condensed amount of time.  

 
SECI, CEI, BSEC and Stability Pact need to coordinate their efforts in working 
towards common goals. Institutions with a regional focus are also encouraged to 
contribute to play a role.  The Coordinators of these initiatives have decided to meet 
on an annual basis in order to review the different activities and examine ways in 
which they can work together in order to avoid overlap. 
 
The ultimate intent of these regional initiatives is to create and implement viable 
mechanisms which would preclude military or political solutions to regional 
contrarieties. The most effective means to this end is to motivate decision makers in 
the various regions to work together in order to significantly improve the economic, 
social and ecological conditions of the region in which they live. 
 
There have not been any internationally organized evaluations of the existing regional 
initiatives, organizations and offices.  In the interest of  the tax payer, it is important 
to conduct a full qualitative analysis and audit of these regional groupings and their 
activities in order to ascertain to what extent they have an impact or if they are merely 
providing a platform for politicians and salaries for the administrators.  It is also 
important to take regular inventory in order to determine where there is overlap in 
activity and where there are gaps. 
 

The Role of the International Financial Institutions (IFIs) 
Southeast Europe, Eastern Europe, Central Asia and the Caspian Sea region do not 
need an economic assistance program or another Marshall Plan, but rather a self-help 
program. The key here is the process of moving beyond assistance towards self-
reliance. The countries in the region should be assisted in effectively locating and 
using their own resources as well as in soliciting funds from international lending 
institutions such as the World Bank, the European Bank for Reconstruction and 
Development (EBRD) and the European Investment Bank (EIB).  In this context, it is 
also necessary to evaluate the efficiency of these institutions and their lending polices.  
The EBRD, for instance, is far too expensive for most countries in the region offering 
interest rates far higher than most commercial banks and requires state guarantees.  
This makes it virtually impossible for small and medium sized enterprises to secure 
needed funds to establish themselves and prosper.  Most of the international financial 
institutions (IFIs) will not even consider loans under 10 to 15 million USD.  Attempts 
have been made to couple the development banks with private banks but the risk 
factor is too high. There are also many complications with long term infrastructure 
investment projects such as in waste water treatment, road and rail, environment, etc. 
 



This is not to criticize the activities of the IFIs in the regions in question but rather to 
stress the need for constant evaluation which will have an impact on the lending 
policies of the richer industrialized countries.  Better, more efficient lending policies 
can lead to an exacerbation of the transformation process and greater development 
and investment potential, not to mention the creation of job opportunities.  Immediate 
priorities should be given to improving the infrastructure of these countries which is a 
prerequisite for economic growth and integration. 
 
It is not yet known to what extent the EU’s Agenda 2000 will be able to alleviate the 
situation.  Until now, PHARE provided funds just for expertise and feasibility studies.  
The reports lie idle and most of the projects cannot be realized due to the lack of 
additional financing.  Waste water and drinking water projects can only be financed 
with soft loans under advantageous conditions.  It is virtually impossible for the 
countries in question to charge market prices to cover the cost of the loans.  The 
Communist system did not charge anything for public works and utilities which has 
now resulted in a situation where the state can not longer provide basic services and 
the people cannot afford them.  Some countries in the region also cannot afford to 
introduce energy efficiency programs and alternative, environmentally friendly 
sources of energy.  Agenda 2000 foresees that PHARE funds can also be used for 
financing but according to EU practice, the governments eligible will not be able to 
administer funds but rather the funds will be administrated by the EU.  In this context 
the EIB can play a significant role.  This EU institution is actually a state bank to 
finance transport infrastructure projects. It is becoming more evident that 
infrastructure policy is not decided within the borders of the EU but rather engulfs all 
of Europe.  
 

Recommendations for a Future Strategy  
A comprehensive strategy needs to be developed.  It is important to determine who is 
responsible for what and how a potential strategy can evolve into an autonomous 
process in the regions in question.  The division of labor between the EU and the 
other countries, especially in determining the relationship with the US as well as with 
Russia should take priority.  The acceptance of multilateral relationships requires the 
possibility of contact on all levels, from politicians to the common citizen. 
 
One can conclude by asserting that there is certainly no deficit of initiatives and 
organizations which operate on a European, regional and sub-regional basis.  The 
activities and participants in these initiatives sometimes overlap and are duplicated.  
The lessons for any regional initiative are quite clear.  I would like to conclude by 
offering the following recommendations: 

• the expertise of existing institutions and organizations should be maximized 
(UN/ECE, OSCE, NATO, CIS countries, BSEC, SPECA, Stability Pact etc.); 



• special thematic project groups should be established based on the experience of 
the existing institutions and these project groups should focus on cross-border 
cooperation; 

• expertise and feasibility studies can be conducted by external experts and 
specialists but the process of implementation must be initiated by the countries in 
the regions; 

• a process of on-going project evaluation is necessary and can be conducted by 
independent institutions from the US and Europe; 

• participants in project groups should not be politicians or government officials but 
rather experts and specialists who are able to deal with the issues at hand in a 
professional manner; 

• NGOs and the third sector are of great importance. NGOs operating on a global 
level such as Greenpeace, the World Wildlife Fund and other world watch groups 
should act as regional advisors and help establish and develop local grass-roots 
movements in the region; 

• projects should focus on producing results and should be designed in a way that 
they can be implemented.  Too many seminars, symposia and workshops will not, 
in the long run, change the lives of individuals living in the region; 

• lastly, any regional initiative should include all institutions and organizations 
dealing with the area to take part in the responsibility for the future economic, 
political and social development of the region. 
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1. Introduction 
 

In recent years, many experts and politicians started to talk about the „crisis” of 
Europe.This view has been supported not only by the latest negative developments in 
the European Union represented by the refusal of the Constitutional Treaty both by 
the majority of the French and the Dutch citizens or the unholy and unproductive 
debate on the next financial framework covering the period between 2006 and 2013. 
Protracted sluggish growth in the key member countries, stubborn and high level 
unemployment, the lack of and unwillingness to reforms or the emerging new 
protectionism in some member countries provide evidence to that seem to strengthen 
the arguments and the general feeling of a „crisis”. Moreover, the latest enlargement, 
the really historical development in Europe in the last decade, has also been blamed to 
be responsible for the deadlock of the integration process, the new challenges and the 
declining importance of the European economy. 
 
As an economist, I would not use the word „crisis” when trying to describe the current 
situation in Europe, in general, and in the European Union, in particular. Namely, 
several key developments that indicate the process of restructuring Europe and the EU 
are well on the way, even if details cannot always be identified and, not less 
importantly, some of the changes do not fit into the status quo mentality of some 
member countries and are difficult to be digested or adjusted to by parts of the 
respective societies. Sooner or later, this restructuring will force political leaders, 
policy-makers and academic experts to redefine Europe’s tasks and role both in its 
closer „domestic” environment and in the rapidly changing global setting. 
 
2. Lacking but wanted: Identity, vision and leadership 
 
Three issues have to be revisited and recreated: identity, vision and leadership. In 
none of these three areas can conventional values and thinking be helpful. The 

                                                           
58 Written version of the lecture held in the framework of the Seventh Summer Seminar for Young 
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redefinition has to take into account the dramatic changes that happened and are 
happening both in the continent and in its wider environment. In the second half of the 
20th century, mainly for the new geopolitical reality, European identity became 
exclusive. It was fundamentally based on the enlarging community of Western (later 
Southern and Northern) European countries but did not include the „other” part of the 
continent that, even in the most difficult times of its recent history, considered itself as 
part of Europe – not only in geographic but also in historical and cultural terms. With 
the fall of the iron curtain and the Berlin wall, as well as as a result of the 
unprecedented political and economic transformation started after 1989/1990, the 
exclusivity of European identity has been questioned and could not be sustained. 
However, the crystallization of a new identity based on the new realities of Europe 
did not make any quick progress. Certainly, in some areas, Europe became more 
united. Political barriers were largely eliminated, visa-free travel for the citizens of 
most countries became a reality, and economic (re)integration as expressed in 
statistical figures on trade and capital flows developed rapidly. Even the qualitative 
jump of institutional integration occurred when the EU experienced its biggest 
enlargement in its history. The 2004 enlargement will soon be followed by the joining 
of two other countries in 2007. In addition, this process cannot be considered finished, 
since all Western Balkan countries have got the concrete promise of European 
perspective (i.e. membership) and negotiations on accession with Turkey have been 
officially started. Still, there is a marked and sometimes growing polarization in the 
public perception of the new European realities, many times fuelled by narrow-
minded and irresponsible political demagogy. Evidently, Europe became more 
heterogeneous but not only as a result of the joining of new countries but also as a 
consequence of different national (and sub-regional) answers and attitudes towards 
external and European challenges. Heterogeneity, in itself, cannot be used as an 
excuse why identity building cannot happen. The new European identity has to be 
built on the new realities in a world that is not only characterized by globalization 
(homogenization) but, at the same time, indicates fresh and powerful tendencies of 
new, open regionalism. The „European values”, if they exist, have to be identified, 
determined, constructed and implemented in this new framework. It is needless to say 
that each European country can and has to contribute to this image-building process 
on equal footing. Any new (or old-fashioned) form of exclusion would be highly 
counterproductive and might threaten the security and stability of the continent. 
 
Identity-building is closely connected with vision. There is an interdependence 
between them, since identity helps formulate clear visions, the fulfillment of which 
are based on time-related concrete tasks and instruments how objectives can be 
achieved. In turn, visions clarify identity and make it stronger and deeper-rooted. 
Europe’s goals have to be determined in a longer perspective by taking into account 
both possibilities and limits, chances and risks of European developments in the 
global context. In order to make full use of the European potential, in political, 



security, economic, social and cultural terms, the continent and the enlarging EU are 
not allowed to miss a vision on the „mission” of Europe in the world. 
 
Although any European strategy has to be based on the fundamental feeling of 
identity and shared visions, it can only be implemented if Europe has an 
unquestionable leadership. Here, too, a mental and psychological breakthrough is 
required. Old patterns that may have worked adequately in the past, under different 
conditions, cannot be used any more. The new leadership has to be collective and 
inclusive, with the pioneering role of those countries, political groups and 
representatives of the wider society, that not only share the key future-oriented goals 
of Europe but are also ready and able to work for it. In key strategic areas, leadership 
is likely to be composed of different countries and interest groups. This must not 
necessarily drive the EU into a more heterogeneous or fragmented situation, if two 
basic principles are observed. First, leadership has to remain open to each member 
country that wishes to act for the implementation of shared objectives. Second, any 
rebuilding of past leadership patterns, based on the historically privileged position of 
some large countries (starting from the Vienna Congress in 1815 up to the French-
German alliance in the last decades within the EU) has to be strictly avoided. The new 
and viable leadership has to be based on those countries and interest groups that want 
to build a dynamic, competitive, solidarian and future-oriented Europe. 
 

3. The new external framework of European integration 
 
According to historical experience, the large majority of successful strategies that 
used to shape world and European developments, were not only based on clear 
objectives (vision), adequate instruments and resolute leadership, but needed external 
pressures as well. In fact, the history of European integration witnesses three such 
basic building stones. 
 
First: the European integration is a product of „benign” (but evident) US pressure and 
conditions after World War Two. In fact, US economic support to the reconstruction 
of (Western) Europe was linked to Franco-German reconciliation and the building of 
a Europe without wars. The economic potential of previous wars has been pooled 
from the very beginning between the Western European countries (Coal and Steel 
Community). The US considered successful economic reconstruction not only in the 
context of creating new markets for American companies in Europe but also in the 
light of emerging strong Communist movements in France and Italy.  
 
Second, European integration had a visible and clearly idenfied enemy, the Soviet 
Union that, as an expansionary power with nuclear arsenal, was considered to be a 
threat to European stability. In addition, European integration had to provide 
protection against the spread of some Communist ideas that might have got wide 



support in parts of the Western European societies. Actually, the establishment of the 
social market economy cannot be separated from the competition of different 
economic and social models in Europe. 
 
Third: the generation creating the European integration was fully aware of the 
physical destruction and unique material and personal losses caused by consecutive 
wars in Europe. Based on personal experience and sufferings, this generation wanted 
to eradicate the roots of any open hostility in the (Western part of the) continent and 
considered integration as the most convenient way of sustainable peace and stability. 
 
Examining the current situation, none of these factors are any more valid. The US 
pressure was replaced by trans-atlantic cooperation and competition, with a more 
assertive Europe in several global and bilateral issues but still characterized by a huge 
gap in the mentality and capacity to implement military power. The Soviet Union, 
together with the palpable threat of expansion does not exist any more. Instability 
based on potential military interventions gave way to enhanced stability in large part 
of the continent but, at the same time, also several power vacuums and black holes 
have been created. They can represent a source of danger and insceurity but they 
cannot be unambiguously linked to one dominant military power. Finally, for 
demographic reasons, the generation with own memory of the world war, has been 
passing away. The new generation takes stability and (even relative) prosperity for 
granted and is not aware of the vital importance of peace and extremely high price 
Europe had to pay for it over generations. 
 
Of course, there are new external pressures that may be able to mobilize the forces 
acting in favour of European integration. However, they are of different character and 
less easy to be identified and presented to the societa in order to shape public opinion 
in favour of further integration. To be sure, international terrorism is such a factor, but 
it is difficult to be detected, it does not have just one clear source, it is spreading 
under the surface and is absolutely incalculable. (Despite its huge military power, the 
Soviet Union was much more „predictable”.) Thus, the external threat is there but its 
form of appearance cannot mobilize in the same way as anti-Communism could do 
several decades ago. In addition, globalization can rightly be considered a major 
challenge to Europe(an integration). It would definitely need a clear and strong 
European answer, in political, economic and social terms alike. However, instead of 
uniting the European potential, it seems to generate different national answers, 
including a new wave of protectionism and national „economic patriotism”. These 
instruments are certainly not the adequate tools of facing global challenges 
successfully. Even less are they able to strengthen future-oriented common European 
strategies. Finally, there is a „perception gap” which is rooted in the different 
experience of the new generation, most importantly in Western Europe but 
increasingly also in the Central, Eastern and Southeastern European countries, where 



own experience with a divided Europe, economic shortcomings, low living standard 
and foreign domination should have remained more vivid in the memory of the elder 
but to a large extent still active part of societies. In this light, it is no surprise, that the 
internal pressure to restructure the European integration is (still) stronger in the new 
(and future) member countries than in the „old” ones. There is, however, a real risk 
that in case of further stagnation or slow and contradictory progress in European 
integration can convert also the new members into status quo-oriented and mainly 
rent-seeking societies.  This situation could result in two negative scenarios. On the 
one hand, Europe in general, and the European integration, in particular, would be 
deprived of the internal driving forces that would be able to shape a competitive and 
forward-looking Europe. On the other hand, a new conflict potential could emerge if 
and when some of the old member countries wanted to jump over their own shadow 
and take the future of Europe seriously in order to survive in the new global 
environment. However, they may meet substantial resistance by the new members 
that believe to be just accommodated under the protective shelter of integration and 
start to taste the benefits of financial transfers that other member countries used to 
experience previously for decades. In order to avoid such traps, the European 
integration needs fundamental reshaping despite the low level of open and manifest 
external pressures that are differently interpreted from country to country. 
 

4. Three levels of reform pressure 
 
In the early 21st century, the enlarged and enlarging Union faces different levels of 
reform pressure.  
 
First, new challenges are reaching the EU from global developments to which the 
Union and its member countries have to adjust themselves. Since the EU is a global 
economic actor, this adjustment is by far not one-sided. In fact, the EU can shape and 
is shaping global trends in several areas (trade and capital flows, trade and other 
external economy-related bilateral and multilateral agreements, aid policy, WTO 
negotiations, international environmental standards, etc.).  However, increasingly, the 
EU is not only imposing its rules on other countries but has to meet developments 
launched by other players. In this context, a fundamentally new phenomenon has to 
be mentioned, since it will decisively influence the future of Europe. For the first time 
since the early Middle Ages, Europe is no more part of the global growth centre. Over 
long centuries, Europe, and within the continent, different countries or geographic 
regions were the undisputed engines of global growth. Italian cities, German banks, 
discoveries and colonization, and, finally, the English industrial revolution shaped the 
growth pattern of the continent (and of the world as it was known at that time). The 
growth centre had to be shared with the United States from the late 19th century on, 
but remained stable over almost one century. Large fluctuations due to two world 
wars have been ironed out either in negative terms, by the big depression, or 



positively, by the surprisingly rapid and successful reconstruction in Europe. In the 
last decades of the 20th century, the world economy was managed by the triangle, in 
which Europe had its adequate place. However, in the last decade, the European 
economy ceased to be a major actor of global growth59. Most probably, for a longer 
time, and for the first time in several centuries, the international growth centre has 
been shifted to Asia (and the Pacific). Thus, Europe has to redefine its role in the 
changing global situation and find the way to higher and sustainable growth (even 
without regaining a leading role as far as growth rates are concerned).  
 
Second, successful adjustment to global challenges requires the urgent revision of 
traditional community-level policies (as agriculture, budget, decision-making) and the 
development of new ones in critical areas of global competition (fiscal coordination, 
social policies, migration issues, common foreign and security policy, etc.). Key 
importance has to be given to the restructuring of the Western European „welfare 
model”60 in order to find a new equilibrium between international competitiveness 
and social justice. In the last years, the Scandinavian countries have shown that there 
is such a possibility by combining the liberal approach applied by the respective 
economic policies (less state intervention, more flexible labour markets) and the 
maintenance of an adequate (although reformed) social protection. However, the 
Scandinavian way needs three clarifications. First: it was preceeded by a huge 
economic (and social) crisis in the early nineties, as shown by Sweden and Finland. 
Second: the key role of the State is by far not limited to the redistribution of growth 
based on social considerations. More and more the State became an active agent of 
future-oriented development by concentrating centralized resources on research and 
development, education and health (all of them connected with the reproduction of 
human resources, the key element of current and future global competitiveness). 
Third: the implementation of the „model” required a high level of solidarity of the 
Scandinavian societies, in which mutual support and overriding social considerations, 
including some sort of egalitarianism and social solidarity have a strong historical 
legacy. 
 
Another key challenge comes from the demographic development of Europe. 
Declining native population in most countries, accompanied by accelerated ageing 
and the dramatic shift between active and inactive people (both for labour market and 

                                                           
59 In this context, a clear difference has to be made between the low growth performance of the key EU 
economies and the partly very dynamic development of large multinational firms of selected European 
countries. 
60 It is a common mistake to think that (Western) Europe has just one social model, which is called the 
„European social model”. In fact, there are at least three basic patterns, the Anglo-Saxon, the 
continental European (Rhineland model) and the Scandinavian one. In addition, the Mediterranean 
approach (similar to the continental European model) and the evolving Central-Eastern European 
pattern (likely to follow the continental model but without the necessary financial resources) have to be 
mentioned. 



tax revenue reasons) press for a new development pattern, in which migration policy, 
to be coordinated on the EU level, should possess utmost importance. 
 
Third, no successful EU policies can be carried out without essential reforms in some 
of the key member countries (Germany, France, Italy). In fact, the geographical map 
of European growth reveals a strong difference between relatively rapidly growing 
small countries at the geographic periphery of the continent (including the new 
members) and the sluggish economic growth in the geographic centre. Due to national 
differences in the volume of GDP, Europe can only stop its decline in world output 
and catch up to other countries and regions with higher growth, if the core countries 
can substantially enhance their growth performance. This, however, is dependent on 
the speed and scope of implementating far-reaching reforms. While there is a 
widespread agreement that such reforms (mainly in the labour market, the regulatory 
environment of enterprises, research and development, education, social policies, etc.) 
are indispensable, the reform willingness and ability of the governments is modest (if 
available). Not less importantly, most societies are highly resistent against any major 
change and try to flee back to the increasingly illusiory and hollow world of status 
quo, including social welfare and national protectionism. 
 

5. Selected areas of challenges and policy imperatives 
 
This paper ist not aimed at providing a detailed analysis of all areas to be reformed. 
Instead, it focuses on some key issues that are likely to be at the centre of public 
discussion and policy-making in the next decade. 
 

(a) Imbalance between the economic and political weight of the EU 
 
It is not difficult to draw the conclusion that the EU is a global economic actor but 
is hardly present in global politics (this role is, less and less efficiently, still played 
by selected member states). The European history knows such imbalances, being 
the latest one the case of the Federal Republic of Germany over decades, before 
the overcoming of the political division of Europe. However, there is a 
fundamental difference between the two imbalances. For Germany, it was an 
externally imposed imbalance, since, following the defeat in World War Two, the 
country was deprived of developing a genuine foreign policy. In turn, most of its 
energy could be channelled to economic development. This imbalance could be 
partly overcome after reunification, although, German foreign (and EU-level) 
policy still does not play the role many countries would like to see, experience and 
cooperate with. The European imbalance is not imposed by anybody, but is 
representing a growing burden for the EU.If Europe wants to remain a global 
economic actor, it has to substantially upgrade its common foreign (and security) 
policy and become a more influential global player also in the political context. If 



the current gap cannot be narrowed in the next years, the EU is threatened to loose 
part of its global economic power. In order to pave the way towards positive 
developments, the EU is challenged in several policy areas (from foreign and 
security issues over migration to enlargement and budget). 
 
(b) The dilemma of deepening and widening 
 
Until the last enlargement, each widening of the European integration was 
preceded by a process of deepening. Such an approach ensured the development 
of the integration even in case of embracing new members with different or 
special interests and structures. In addition, the new community policies 
represented a further test of the adjustment capacity of the new countries. The first 
enlargement happened in the context of enforcing the common trade policy 
(starting in 1975), the Mediterranean enlargement was accompanied by the 
launching of the internal market program (1985). A decade later, Austria, Finland 
and Sweden joined a Union that was already well on the way to the Economic and 
Monetary Union and the common currency. Surprisingly, the last enlargement 
bringing not less than ten countries into the EU, could not experience such a 
deepening process. Just the opposite, even those areas that were expected to 
advance before enlargement (as a condition of preparing the integration to be able 
to incorporate new members without serious internal conflicts), were not in a 
position to carry out the necessary reforms. In most cases, half-hearted initiatives 
could be observed that were further diluted in the process of decision-making and 
implementation (common agricultural policy, institutional reforms, budget). 
Programs such as giving the EU a new Constitution could not be considered as a 
step towards deepening, even if the French and Dutch referenda had been 
successful. Much more, the whole approach could be seen as a sidestep in order to 
do something when no fundamental policy area seemed to be able to carry out 
fundamental restructuring. The Lisbon strategy could have been more promising 
but its initial record is modest and the open coordination method chosen for its 
implementation is hardly able to deepen the integration process, at least not in the 
first and critical years of an enlarged EU. The most could have been expected by 
the quick establishment of the internal market in those critical areas in which 
liberalization became the hostage of the special interests of some member 
countries. Unfortunately, instead of experiencing a breakthrough, more and more 
anti-liberalization moves could be observed in the first two years of the EU-25. 
Nevertheless, it has to be stressed that the most critical element of the success of 
widening the EU is its capacity to deepen. This factor is at least as important as 
the excellent preparation of the new members. Further enlargement(s) without 
simultaneous deepening in various fields of community policies produce(s) the 
real danger that the European integration remains blocked. Such a situation, 
however, would mean a slow or more rapid but unstoppable backward 



development of the integration, with more and more internal conflicts and the 
diluting of current and future community policies. This risk is the more evident, 
because the dynamism of enlargement is further nourished by global and 
European political and security considerations, unclear EU policies, as well as 
(largely exaggerated) expectations of candidates. In turn, it is difficult to identify 
the driving forces of deepening, let alone the critical mass necessary for the 
relaunching of the European integration according to the new global and internal 
requirements. Thus, the obvious answer of the EU to the challenge of widening 
cannot be a longer „reflection period”, i.e. the closing of the doors to further 
enlargement, that would almost immediately generate social instability and serious 
security risks in selected European regions and countries. The only justified and 
viable strategy is the urgent acceleration of the process of deepening. 
 
(c) Coping with shifting internal balances in the enlarged EU 

 
The 2004 enlargement has caused several shifts in the internal balance of the EU. 
Some of them have become immediately visible, some others are expected to exert 
their impact in the medium or longer term.First, the geographic shift has to be 
mentioned. All new member countries, excepting the Czech Republic, have become 
the new external border of the EU. At the same time, previous external borders of 
Germany, Austria and Italy became internal borders that, with the enforcement of the 
Schengen agreement, will practically disappear from the map and from the mind of 
the citizens. Second, the centre of economic growth has been clearly shifted towards 
the Northeast and the East of the „old” EU-15. Unfortunately, due to the modest 
economic weight of the new members, higher growth affects growth figures and 
prospects of the enlarged EU marginally only. However, its impact on structural 
change, new market opportunities and future EU policies may be more relevant. 
Moreover, if the new high growth region of the enlarged EU can sustain its current 
performance and continue with the catching up process to the income level of richer 
Western European countries, the regions weight in total EU performance, and, 
accordingly, its economic importance will be increasing. Third, the enlargement 
process had been accompanied for more than a decade, by gradual shifts in trade and 
capital flows. As of today, the four Central European new member countries (Czech 
Republic, Hungary, Poland, Slovakia) export meaningfully more to Germany, their 
main trading partner than Germany is purchasing from France, its number one trading 
partner. Geographic reorientation was accompanied by relevant structural changes 
mainly in exports but also in imports. In addition, international capital has not only 
discovered Central and  partly Eastern and Southeastern Europe, but has developed 
production and service capacities narrowly incorporated into the global  and European 
network of transnational companies. Western European firms have developed leading 
positions in the new and some of the future member countries in key economic 
sectors, as banking and insurance, public utilities, telecommunications or selected 



business and personal services. This shift has not been the product of accession. It 
started much earlier and, most probably, accession has consolidated and further 
accelerated this process with new trends and a modified economic map of Europe to 
emerge in the next decade. Fourth, and finally, enlargement dramatically changed the 
distribution pattern between „large” and „small” countries. Instead of a proportion of 
10 to 5, the EU-25 contains 19 „small” and only 6 „large” countries. In addition, 
further enlargements are expected to bring new „small” countries into the Union 
(before Turkey’s accession may realistically come on the enlargement agenda). This 
development has clear implications on the decision-making process, since small 
countries are regularly „overrepresented” concerning the voting share and the number 
of their seats in the European Parliament. However, one should not count with a 
strong alliance of small countries, since their interests, as those of the large countries 
as well, are rather differentiated. What can be realistically expected is a much more 
flexible buliding of tactical and strategic alliances and a more active role of smaller 
countries in the discussion on the shaping of the future of Europe. Certainly, special 
(traditional) alliances built on the leading role of some large countries will be even 
less accepted than earlier. In turn, a relatively large number of small countries can be 
interested and become increasingly active in alliances to be constructed with one or 
more large countries in critical policy areas of the European integration. 
 

(d) Critical issues of the budget (financial framework) 
 
After heated discussions, very different starting positions of the member countries, 
and substantial delay, the financial framework for the period between 2007 and 2013 
has been approved both by the Council and the Parliament. In itself, the fact that a 
compromise could be found, can be interpreted as a success of the integration, or at 
least as a step that had prevented a major crisis. Still, there are few reasons to 
celebrate. On the one hand, the way how the compromise was reached, remembers 
more a narrow-minded horse-trading than a mutually acceptable balance of 
representing and implementing enlightened self-interests. On the other hand, major 
issues of restructuring the budget have been postponed. However, it is well known 
that the future of the budget cannot be based on the same pillars and considerations as 
in the past. First, the new budget on which serious discussions will start soon, has to 
replace the past-oriented structure by a future-oriented one. If Europe wants to remain 
a global economic player and would like to increase its global political influence, the 
budget has to reflect and support these objectives in an efficient and convenient way. 
Therefore, the structure must be dramatically changed, with the much lower role of 
financing the common agricultural policy. In turn, future-oriented activities, both 
economic and political ones, have to enjoy larger amounts of money. Second, the 
balance between financing competitiveness and solidarity (internal cohesion) has to 
be revisited, and not only in the context of future members on (much) lower level of 
income and with serious regional imbalances. Sustainable development and cross-



border (really European) projects have to be given priority. Third, the size of the 
budget (currently 1.045 per cent of GNI of the member states) should not be 
determined on the basis of the payment willingness of the members but should be 
based on the identification of key objectives to be achieved on the European level. It 
is not the „offered” money that has to determine which and how much different 
objectives can be financed, but it should be clearly defined and shared European 
projects that have to present their financial needs. Fourth, in order to achieve a 
breakthrough both in financing the budget and in its future structure, the system of 
own resources has to get a firm fundament. There have been several proposals how a 
just and solidarian system of national contributions to the common budget can be 
created. However, there is no clear formula available at the moment, and important 
negotiations will be coming. Within this uncertain situation, the only clear issue is 
that the EU needs a new system of own resources in order to finance its future budget. 
 

(e) Economic policy coordination and the future of the monetary union 
 
According to many experts, one of the few big success stories of the EU in the last 
decade was the introduction of the common currency. Without denying the 
importance of the monetary union in the context of European integration, it has to be 
noted that, to a large extent, its establishment can be traced back to a political 
compromise between Germany and France. France was ready to accept German 
unification at the price that Germany gets rid of its strong and successful national 
currency and enters a monetary union with France and some other smaller, and more 
importantly, economically weaker and less stable countries. Moreover, the monetary 
union has not been accompanied by adequate fiscal policy harmonization, since the 
latter remained almost completely in the competence of the nation states (and of the 
national parliaments, as national budgets are concerned). Also, and in spite of 
expectations at the moment of launching the idea of monetary union, the latter was 
unable to contribute to the stronger political cooperation within the EU. As a 
consequence, a few years of existence of the monetary union reveals an increasing 
differentiation process among the member countries, due to diverging developments 
in cross-country competitiveness. For example, German unit labour costs declined in 
the last years by about 7 per cent in total, while Italian unit labour costs increased by 
more than 10 per cent. As a result, a cumulative competitiveness gap started to 
emerge, since no member country can change its relative competitive position by 
devaluation (as it used to be a traditional and also socially supported instrument of 
„regaining” competitiveness in Italy and some other countries). It is unknown how 
long such gaps can be tolerated and, if not, what kind of national policy measures 
should be applied to restore the balance (longer working time, increase of 
productivity, new taxes, lower wages and wage-related costs, etc.). If, however, as 
very likely, such instruments will not be consequently applied (to a large extent due to 
social opposition or due to the long time some instruments show positive impacts), the 



cohesion of the monetary union may be seriously challenged. In this situation, the 
introduction of a special compensation mechanism would be possible or even 
imperative. However, it would have a sizeable impact on the EU budget, in a volume 
that could hardly be compared to the rather modest „costs” enlargement(s). It seems 
not to be an exaggerated hypothesis that such a situation could become the real 
lacmus test of European integration and member country commitment to the 
„European project”. 
 
This perspective should not remain unnoticed when the new member countries are 
preparing for taking on the Euro as their new currency. In this „race”, the individual 
countries show substantive differences. Slovenia has successfully applied for 
membership and was also allowed to introduce the Euro in 2007. Also two Baltic 
countries (Estonia and Lithuania) had the same plan but will have to wait at least 
another year, due to their inflation figures.61 Other countries, particularly the larger 
Central European member states, are more cautious or less prepared to enter the 
monetary union at the current stage of their budget, structural policies or inflation 
rate. Certainly, they do not comply with all Maastricht criteria and have been subject 
to extremely tight examination. 
It seems that the EU has selected this field in which it wants to apply the conditions of 
entry in a very strict sense. In principle, this approach may be justified on the basis of 
the Maastricht criteria, but can hardly be accepted because of other reasons. First, the 
new member countries cannot be measured with the same standards, for they have to 
narrow the income and development gap that requires heavy investments in selected 
sectors of the economy (e.g. physical infrastructure). The Maastricht criteria were 
elaborated for countries that had already fulfilled these important tasks one or two 
decades earlier (otherwise also accompanied by huge budget deficits and heavy 
indebtedness). In addition, those relatively less developed countries that were 
involved in such developments (Spain, Portugal, Greece, Ireland) had got access to 
the Cohesion Fund that was created at the moment of launching the project of 
monetary integration in order to alleviate the development burdens of the national 
budget and facilitate its adjustment to the respective Maastricht indicator. Second, as 
of mid-2006, three member countries only fulfill all Maastricht criteria (Austria, 
Finland and Ireland), while the others fail to comply with one or more of them. Still, 
nobody talks about excluding them from the „club”. Third, Lithuania’s failure of 
getting access to the „Euro club” highlights a construction problem of the Maastricht 
criteria. Its membership depended on 0.1 percentage point of inflation difference (2.7 
per cent as compared to 2.6 per cent of the Maastricht indicator). More interestingly, 
this Maastricht criteria is not calculated on the basis of the Eurozone countries, but it 
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includes alll EU members. In fact, two of the countries with the lowest level of 
national inflation that have shaped the average figure of 2.6 per cent (1.1 per cent of 
inflation plus 1.5 per cent of maximum divergence), do not belong to the Eurozone 
(Sweden and Poland). In sum, Lithuana was „disqualified” not as a result of the 
performance of the Eurozone it wanted to join, but on the basis of an indicator that 
includes all EU member countries. 
 

6. Concluding remarks 
 
At the beginning of the 21st century, the European integration reached a critical stage. 
Its further success, a key element of continental stability and sustainable growth, as 
well as an important factor of interntional security, fundamentally depends on its 
answers to global challenges, the capacity to deepen and extend community-level 
policies, finding a careful balance between deepening and widening as well as the 
capability, willingness and political courage of the key member countries to 
implement fundamental domestic reforms. 
 
Blaming enlargement and/or globalization for the domestic problems of sluggish 
growth, high level of unemployment, social (and already also ethnic) tensions and 
declining competitiveness are incorrect attitudes. Similarly, it is a mistaken approach 
to try to remedy deeply-rooted structural problems by old-fashioned, outdated and, 
more importantly, counterproductive instruments, as protectionism, blocking the 
liberalization of the internal market, trying to impose outdated „social welfare 
models” on more competitive members, supporting the idea and practice of 
„economic patriotism” or stopping the process of further enlargement of the Union. 
 
However, it has to be acknowledged that social support and public opinion are rather 
hostile to facing the most important problems of the European economy with a future-
oriented attitude. Just the opposite arguments are spreading: narrow-minded 
nationalism, strengthening of outdated or never proved stereotypes, generation of 
(largely unjustified) fears and anxieties, instead of mobilizing social support to a 
forward-looking, offensive, competitive strategy have been gaining ground in the last 
years, not without the „effective” but highly irresponsible and dangerous support of 
political demagogy and populism. Normal transactions among „old” member 
countries have been several times blocked, with poisoning effects not only to the 
liberalization of the internal market and the strategic decisions of companies, but also 
to the public opinion of the new member countries that find themselves much more 
liberalized (and „dominated” by old member countries with clear nationalistic 
attitudes) at a (much) lower level of economic development, welfare and bargaining 
capacity. After half a century of European integration, European arguments and 
                                                                                                                                                                      
consequence of fixed exchange rate systems with structural inefficiencies and rigidities as well as the 
hjigh level of exposure to Russian energy price building.  



priorities hardly find their way in presenting the necessity of national reforms or in 
important decisions to be taken on the EU level.62 
 
It is particularly harmful the growing disappointment of the citizens of several 
member countries from how the European integration is functioning. This topic has a 
rich literature, thus, here only one recent experience will be shortly mentioned. In the 
last months, mainly the Western European media but also politicians started to argue 
that the EU suffers from „enlargement fatigue”, a good argument to stop not only 
further enlargement but to exclude new members from the „inner circle” of the 
integration (see, in this context, the different plans of „enhanced cooperation”, 
„integration at different speeds”, interestingly put forward by countries and interest 
groups that would like to protect the status quo and have nothing or very little to do 
with the shaping of a forward-looking Europe based on the new realities as described 
in this study). It has to be stated unambiguously that the EU, in general, and some of 
its members, in particular, cannot be „captured” by „enlargement fatigue”. First, the 
process of enlargement covered more than one decade, in which each country could 
prepare itself adequately (as most business circles did it by benefitting largely from 
trade and capital liberalization, market-conform privatization, etc. in the new member 
countries). Second, there is not the slightest evidence that the enlargement in 2004 did 
produce any problem in the normal functioning of the integration. The adjustment 
process of the new members has been running on the normal (almost inadverted) 
track. Certainly, there were some deficiencies and delays or slow and inadequate 
interest implementation, but they did not affect the everyday life and activities of the 
integration. If problems were produced, they represented additional costs to the new 
members only. Third, and based on the previous points, the issue of „enlargement 
fatigue” has to be urgently clarified before it starts to contaminate the minds of broad 
sectors of the (Western) European society. The real problem behind the erroneous 
(but rather comfortable) perception of „enlargement fatigue” is the unwillingness, 
unpreparedness or inability of selected (Western) European governments and societies 
to finally face the challenges of globalization and reconsider the basic pillars of their 
economic growth and competitiveness.63 
 

                                                           
62 For instance, the long discussion on the necessity of implementing several reforms in Germany, was 
full of justified arguments why reforms were inevitable. However, in no case the argument has been 
used that reforms in Germany, as the most important economy within the EU-25, are, among others, 
imperative in order to restart economic growth in the EU. Similarly, in the decision-making process, all 
politicians look at their public opinion, short-term party-political interests and (re)election 
considerations instead of giving more attention and support to the European relevance of the outcome 
of the decisions. As, on the average, there are national elections in every second month in the EU-25, 
narrow-minded national approaches can easily and lastingly block any meaningful development of the 
integration process. 
63 In this comparison, Western European business is very much ahead of most politicians and large part 
of the public opinion (or already on a different qualitative track). 



For the Central, Eastern and Southeastern European countries it was self-evident, 
therefore never fundamentally discussed, that they wanted and still want to enter and 
participate in a forward-looking, future-oriented, competitive and solidarian European 
integration that is able to remain or become a global player both in economic and in 
political terms. Optimistically, we can still assume that this basic attitude did not 
change radically. However, there are growing signs that status-quo mentality and rent 
seeking (although still at the initial and a much lower level than in many other „old” 
EU countries) are advancing. Protectionist, nationalistic („patriotic”) statements and 
actions as well as new efforts to constrain the activities of new member countries 
within the EU framework (also by neglecting their justified interests and, in some 
aspects, special situation) can certainly contribute to the fostering of similar attitudes 
also in the „new” part of the EU. If these trends will become stronger and future-
oriented mentality will be replaced by short-term „national interest” protection and 
implementation, Europe’s future is evidently bleak or at least highly uncertain. 
 
A future-oriented breakthrough out of the current situation not only requires clear 
objectives and bold politicians (as on the eve of European integration). It definitely 
needs public support and societies with forward-looking mentality. At the moment, 
this seems to be the most important obstacle to implement a positive trend at the 
turning point of modern European history. The large majority of the public, 
practically in most member countries, is mentally not prepared for the challenges of 
the 21st century. Since, however, these challenges reach them each day, they are 
forced to give an answer. As, however, they do not have adequate answers, in 
conformity with the requirements of the 21st century, as an unvoluntary but deeply-
rooted reflex, the answers are going back to the experience gathered in the 19th 
century (and hoped for overcome in the last half a century). This is the most 
dangerous path the consequences of which Europe had had to experience several 
times in the last century. To avoid this blind alley and to create a modern and 
competitive Europe is the common task and responsibility of all member and would-
be member countries and their citizens. 
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Electronic Government is one of the phenomena of the Information Society – the 
enormous growth of the technological innovations based on combinations of 
microelectronics and digital information and contemporary management techniques 
has brought novel opportunities for advanced and improved services.  
 
The main role of e-Government is to meet the general public needs for high-quality 
and accessible public services. The development of e-Government is also necessary 
as to increase the transparency and minimize the corruption practices in the state 
administration.  
 
Services will be provided in a way, at places and times that are most convenient for 
citizens and businesses through integrated and continuous electronic services. E-
Services will also greatly improve the communications and interrelations between the 
administrative institutions at all levels. 
 
The development and implementation of e-Government issues in the economically 
developed countries started almost ten years ago. The European Commission and the 
European Parliament have recommended all Member States to commit themselves to 
inclusive e-Government objectives to ensure that all citizens, including socially 
disadvantaged groups, become major beneficiaries of e-Government.  
 
European public administrations are also called to deliver public information and 
services that are more easily accessible and increasingly trusted by the public, 
through innovative use of information and telecommunication technologies, thus 
increasing awareness of the benefits of e-Government and providing for improved 
skills and support for all users. 
 
The United Nations bodies have been also strongly involved in e-Government 
development, mainly in the developing countries and the countries in transition.  
 
The first steps in the field of electronic government and electronic services in the 
majority of the South-East European countries have been taken with the United 
Nations Developing Program (UNDP) contribution and assistance. 
 



Allow me to describe briefly the development of the Bulgarian Electronic 
Government as an example of a fruitful cooperation between the national authorities 
and UNDP.  
 
Up to now, UNDP-Bulgaria has provided support for many projects, initiated in 
compliance with the priorities of Bulgaria to decrease poverty and enhance the 
quality of life of the population, and encourage good management for sustainable 
development.  
 
The UNDP document "Information Technologies for Development" outlines the 
main priorities for increasing the role of the information and communication 
technologies as a means for sustainable development and a driving engine for 
economic growth. 
 
On February 6th 2002 the Council of Ministers and the Resident Representative of 
UNDP-Bulgaria signed a Memorandum of Understanding related to the 
establishment of the Coordination Center for Information, Communication and 
Management Technologies.  
 
One of the main goals of this Center was to improve the effectiveness of the state 
administration through a systematic and coordinated implementation of information, 
communication and management technologies and introduction of e-Government 
services 

 
Tracing back the Bulgarian e-Government development process, we can define three 
stages: 

 
The first stage (from 2002 to the beginning of 2003) can be defined as “Preparatory”. 
During this period the main founding documents were adopted, including: the 
Strategy (Decision of the Council of Ministers of December 2002), the Action Plan 
(Decision of the Council of Ministers of March 2003), etc. 

 
The second stage (from 2003 to mid 2005) named “Initial Stage” resulted in: 

 
A. Delivery of electronic administrative services to citizens and companies – the main 
attention in this field has been paid to the 20 indicative e-Services (12 – for citizens 
and 8 – for companies) defined by the European Commission. The rate of fulfillment 
of the full cycle of these services (bilateral automated transactions) at the end of 2005 
is as follows: indicative e-Services for citizens – 47,06 %;  indicative e-Services for 
companies – 80,56 %. 

 



Besides the above mentioned 20 indicative e-Services many governmental agencies 
have brought into use more than 40 additional services. In particular, many e-Services 
have been introduced by Social Security and Tax Administrations. 

 
Many municipalities and regional administrations have also introduced e-Services 
based on the “One-Stop-Shop”-principle. More than 300 public centers for e-Service 
delivery have been established in small cities and villages. 

 
B. According to the Decree of the Council of Ministers of 5 July 2004 all 
governmental agencies introduced technologies for obligatory acceptance and issue of 
electronic documents signed by qualified e-Signature (based on e-Certificate issued 
by one of the three licensed providers in Bulgaria).  

 
The third stage (mid 2005 to present) can be characterized by the integrated 
approach to e-Services and other e-Government functions, respectively – with the 
initiation of the establishment of a unified information and telecommunication 
environment for e-Governance. 

 
The following completed projects are symptomatic for this new development stage: 

 
A. The elaboration of Bulgarian National Framework for Public Information Systems 
and regulations for the three centralized registers ensuring the practical realization of 
the Framework. 

 
B. The elaboration of Recommendations for Inter-Agency e-Document Exchange. 

 
C. The development of Pilot Government e-Services Portal (through private - public 
partnership between Microsoft Bulgaria and other public agencies). This portal 
ensures “one point”-access (including single authentication procedure with qualified 
e-Signature) to four indicative e-Services provided by various public agencies. 

 
D. The elaboration of Conceptual Model and Architecture for e-Municipality. 

  
In the next stage – looking ahead towards the future - the priority is no longer to 
‘equip’ the public sector institutions with information and communication 
technologies (ICT). Today, the emerging challenge is to use these technologies to 
improve collaboration between organizations and to facilitate interaction with civil 
society at large. 

 
Without improved collaboration between European public sector organizations, 
growth and security, jobs and freedom or health and safe environment will be more 
difficult to achieve. 



 
It is necessary to underline that, having in mind the accession process to the European 
Union, the mentioned joint efforts have pursued the EU recommendations and 
research programs in full. 

 
Primary importance lies with the Bulgarian participation in the IDABC Program 
(Interoperable Delivery of pan-European e-Government Services for Administrations, 
Business and Citizens) and focuses on the implementation of operational services and 
infrastructures. 

 
IDABC can help achieve the targets outlined above by means of: 

 
- continuing support to the introduction and implementation of information 

technologies to policy domains, especially where this is facilitated by legislation, 
 
- building a common infrastructure for cross-border information exchange 

between public administrations in order to ensure efficient communication, 
 
- extending the benefits of the above means by encouraging and supporting the 

development and establishment of operational pan- European e-Government services 
for businesses and citizens. 

 
The respective work program addresses the areas I have just mentioned. A set of 
projects, the so-called projects of common interest (PCI) is promoting the take-up of 
IT in areas as diverse as health and consumer protection, employment and education, 
or transport and agriculture.  

 
The successes and potential of eGovernment are already clearly visible with several 
EU countries ranking amongst the world leaders. Electronic invoicing in Denmark 
saves taxpayers €150 million and businesses €50 million a year. If introduced all over 
the EU, annual savings could add up to over €50 billion.  
 
Public service eProcurement in Italy resulted in savings of €3.2 billion by 2003.  
 
Portugal has reported savings of 30% through electronic public procurement.  
 
Full deployment of eProcurement across the EU could reduce this bill by up to €80 
billion a year.  
 
Disabled people in Belgium can now obtain benefits over the Internet in seconds, 
whereas previously this took 3 or 4 weeks. Such time savings and convenience can 
become widespread and benefit all citizens in Europe in many public services 



 
The success of the introduction of e-Government in Bulgaria and related benefits 
depend even more now than before on the full mobilization of assets and resources for 
development and implementation. It is crucial to have a clearly defined political 
leadership for the management of efficient IT implementation in country’s economy.  

 
Clearly designated funding for projects and services is needed as to enable the transfer 
of the country to a knowledge based economy. And of course the most important 
development factor in every upgrade process – the availability of a proper human 
resource foundation, need special attention in the coming years. 

 
In a nutshell, e-Government is only a step towards the general strategic target of every 
developed economy – the transfer to the extended e-Governance system of 
democracy, accessibility and digital comfort for all. This is also the major goal of the 
developed Information Society as supported by the global community of the United 
Nations. 
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