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This is the eighth issue of the volume of papers, that were delivered
during the 2007 edition of the annual Summer Seminar for Young Public
servants from Southeastern Europe: “Preparation for EU Accession”,
June 12-17, 2007, Bulgaria. The traditional Summer Seminars are
organized by the Economic Policy Institute – a Bulgarian independent non-governmental organization. The main goal 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. The
initiative also aims at improving the understanding of EU processes and
policies, developing the capacities of the administrations of prospective
member states to cope with European integration, and assisting the
development of cooperation between these administrations.
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 eighth 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.
The 2007th edition of the seminar aimed at further developing the
trans-Balkan collaboration and networking and achieving higher levels
of preparation of the Western Balkan’s countries on their way to future integration within the European Union, through sharing of related
practical and recent experience of Bulgarian and Romanian accession
process to the EU. The initiative also aimed at contributing to speeding
up the process of reform and creating higher levels of effectiveness of
the public institutions in the region.
The present volume contains contributions structured within the following main thematic panels:
 The Process of EU Integration – the Pre-accession Experience of the New
Member States (presentations were delivered on Bulgaria and Romania);
 The Process of EU Integration – Challenges to the Candidate Countries (papers presented on Croatia, Macedonia and Turkey);
 The Process of EU Integration – the Potential Candidate Countries
(the experience of BiH, Albania and Montenegro shared);
 Business Community in SEE – Impacts of the EU Enlargement
Process;

Dear Colleagues and Friends,

Introduction

Plamena Spassova
Executive Director, EPI
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Summer Seminar “Preparation for EU Accession” 2007, Panel session picture

Ivanka Petkova
Chairperson, EPI

The Economic Aspects of the EU Enlargement Process;
The 50th Anniversary of the EU;
Europe of Regions;
The Enlarging Union – EU Population and Migration Processes;
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 eight years. We thank to the Representation
of the European Commission in Bulgaria, Soﬁa; the Balkan Trust for
Democracy, Belgrade (a project of the German Marshall Fund); the East
East: Partnership Beyond Borders Program; the Austrian Embassy to
Bulgaria, Soﬁa; the Embassy of Ireland to Bulgaria, Soﬁa; the Embassy
of the Federal Republic of Germany to Bulgaria, Soﬁa for supporting
the 2007 issue of the Summer Seminar.
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It is indeed a great honor for me to address the participants in the eight
issue of the Summer Seminar for Young Public Servants from Southeastern
and Eastern Europe, titled “Preparation for EU Accession”.
I would like to begin by thanking the Economic Policy Institute to
invite me in the capacity of the ﬁrst Ambassador addressing you after
Bulgaria and Romania became EU- members and this event shifted
the weight more to the countries with pre-accession institutional relations with the EU.
The two last countries, Bulgaria and Romania have and will offer more
fresh vigor into EU, particularly with their enviable economic growth but
even with their unrepeatable culture, psychology, spirit and character.
This would be a normal cohabitation process in which universality and
unique core live together.
This Summer Seminar is well known in the countries of Southeastern Europe. Since 8 years it follows the path of improving the understanding of EU process and policies, of fostering capacity building of
the administrations of candidate and potential candidate countries in
our common region. It is not just delivering knowledge on European
Integration and assessing cooperation among neighboring countries.
It removes borders and goes beyond every particular country’s vision
on national administration, because of putting emphases on networking
- networking among young and prospective representatives of domestic
public administrations, who are dedicated to completely change the
perceptions on the Balkans in the European Union.
But it is well known, so-called fatigue enlargement, as well. Now I
would like to ask you: Is it a reality or a supposition? Is it fatigue from
itself or from new members? Without clarifying these dilemmas, the
old and young generations could not realize the common future. EU
is and will be in a permanent economic, politic and spiritual transition.
The navigation is the real life, the rest is the end. That’s why all of you

Ladies and Gentlemen,

STATEMENT
by H.E. Bujar Skëndo,
Ambassador Extraordinary and Plenipotentiary
of the Republic of Albania to Bulgaria, Soﬁa
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I wish you all the success!

should make every effort to achieve your goal within a short term.
Your professionalism and your pressure on the society and governments of your countries are very important.
The Albanian Government is committed to a truly deepening reform
of the public administration, treatment and assessment of individuals based on merit, the commitment of its white collar workers, the
establishment of an effective and efﬁcient institutional network, and a
sustainable administration committed to the implementation of the law,
which offers best possible services to the public, with civil servants who
are recruited and assessed by merit and commitment to the completion
of individuals duties.
I hope, you will agree with me, that genuine knowledge originates
in direct communication. Coming closer to each other, knowing better the tasks and problems of every particular country ahead on the
way to the EU, you can gain on the spill- over effects of exchange of
experience and of pulling your young energy, commitment and ambitions to a common better life, to a common better future in the region.
It is your future!
Your face, your physical and spiritual portrait must be the face and
the spirit of future EU. Please, think about this sublime and endless
dream and help to become real.
I am deeply convinced that you will not sit around with folded arms
hearing the lectures. Coming back to your countries you should do
the same.
You will be actively taking part in the discussions and exchange of
ideas. And last, but not least, you will ﬁnd the common language of
young people to enjoy the nice gathering.
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It is a pleasure for me to address this splendid audience and I really
regret that I am not able to join personally this event.
I would tike to welcome the guests of Economic Policy Institute
from Albania, Bosnia & Herzegovina, Bulgaria, Croatia, Macedonia,
Moldova, Montenegro, Romania, Serbia and Turkey. I am sure, that
the Bulgarian hosts will become your friends and you in your turn, will
become friends of Bulgaria - the fascinating young member state of the
European Union. I would also like to congratulate you for the career,
you have chosen -to be a servant or administrator means to have the
spirit of the responsibility.
The word “administrator” is universal for the many languages you
speak; it doesn’t need a translation and does not go into ambiguous
interpretations. To be a servant means to devote yourself to the public
administration, to be a part of the big team of your country, which is
engaged to convert good ideas into good practices promptly and in
favour of everyone.
In the years of negotiations and now, in the circumstances of EU
membership the Bulgarian Minister of European Affairs cannot manage
in his everyday work without the administration - these are the people,
the Minister rely on, the people who are aware of the information,
deadlines, procedures, problems, solutions. For the citizens the administration presents these people, who are subjects of less sympathy
and meanwhile of higher claims. These people, which capacity is to
be built by the state, are expected to serve the citizens. The modern
administration is a function of the modern state.
The agenda of this Summer Seminar is really impressing - you will
begin with transfer of knowledge and experience and you will end with

Good evening!

TO THE PARTICIPANTS IN THE SUMMER SEMINAR
FOR YOUNG PUBLIC SERVANTS FROM SOUTHEASTERN EUROPE

STATEMENT
by Gergana Grancharova,
Minister of European Affairs of
the Republic of Bulgaria, Soﬁa
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exchange of ideas about the future of Europe. The globalization - this
title of the time we live in, requires so much of the young people. They
have to learn without interruption, to have under their pillows at least
one book, they have also to be competitive and not to get exhausted
easily, to become aware in advance of the oncoming problems and to
ﬁnd solutions rapidly. Certainly this is charming in its way. It is proved
by the increased interest in the university subjects for administrators,
as well as by the EU competitions for work in the EU institutions.
Probably, the knowledge of the public servants is the most ﬂexible
in the world - they have been invested in the fastest way in the process of state governance and in the process of citizens’ serving. All of
us beneﬁt from the good administration and from the communication
talent of the civil servants.
Therefore, I wish you an interesting work and fruitful communication.
And, ﬁnally let me wish you, when you say “Good bye”, to have the
self-conﬁdence to say “Now I know more”!

THE PROCESS
OF EU INTEGRATION
– THE PRE-ACCESSION
EXPERIENCE OF THE
NEW MEMBER STATES

PANEL:
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kans. Full engagement of the EU. Role of the Greek presidency
as country from the region. European partnership. Complementary
role of the regional cooperation fora.
 Key role of Stabilisation and association process. At this stage only
Macedonia and Croatia had negotiated Stabilisation and Association
agreements with the EU. Croatia had problem of cooperation with
the ICTY. Start of SAA negotiations with the other countries.
 The EU sticks to the commitments vis a vis the region: candidate
status of Croatia in 2004 and of Macedonia in December 2005; start
of negotiations with Croatia and Turkey on 3 October 2005. The SAA
almost completed. The entry into force depending on the political
processes in some countries.

 2003 Tessaloniki agenda. European perspective of Western Bal-

European perspective of Western Balkans countries.
Enlargement of the EU.

Enlargement strategy of the EU. Accession of Bulgaria and Romania to the EU. State of play of preparation of candidate countries:
Croatia, Turkey and Macedonia;
 Political situation in Western Balkans countries: Serbia and Kosovo
issues, Montenegro, BiH, Albania. Impact on EU perspective of
the countries;.
 Regional cooperation in SEE: Stability Pact, SEECP and Black
Sea cooperation.

 European perspective of countries from Western Balkans region.

Main issues

Elisaveta Simeonova
Head of Unit
EU Integration Directorate
Ministry of Foreign Affairs, Soﬁa

EU Policy towards Western Balkans,
Enlargement of the
EU & Regional Cooperation in SEE - Role of
Bulgaria in the Region
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future of the region. From one of the actors, now EU is the main
actor. Efforts to build the European values as stability, democracy,
rule of law and economic prosperity.
But Constitutional crisis established strong relation between the
future of Europe and enlargement process. The Meeting on enlargement during Austrian Presidency conﬁrmed the European perspective of Western Balkans countries, but without target date.
June 2006 European Council gave mandate to the EC to submit
during the Finnish Presidency a proposal for Enlargement Strategy
on the basis of assessment of absorption capacity of the EU.
December 2006 European Council adopted the Enlargement
strategy based on the COM proposal from 8 march.
Enlargement strategy based on consolidation, conditionality and
communication, combined with the EU’s capacity to integrate the
NMS, forms the basis for a renewed consensus on enlargement.
The EU keeps its commitment towards the countries that are in
the enlargement process.
Strict conditionality at all stages of negotiations. Benchmarks
before opening of the chapters. Difﬁcult issues as administrative
and judicial reform, ﬁght against corruption to be addressed at
early stage, acquis divided in 35 chapters. The Union will refrain
from setting any target dates for accession until the negotiations
are close to completion. Principle of judgement on own merits,
fulﬁlement of Copehagen criteria and the provisions of SAA.
Integration capacity (ex absorption capacity): at each stage of the
negotiations COM assessment on the accession of the country and
the impact on institutional aspect and on the main EU policies.
In the Enlargement strategy it is included to negotiate agreements
on improved visa regime and readmission with the WB countries.
The mandate has been approved in November 2006 by the Council
and negotiations started last year. It includes:
- mandates for 5 countries for 5 years;
- the bilateral agreements signed before 1 January 2007 may
be applied for service passports; diplomats without visa;
- Bulgaria and Romania will issue national visa, EU Schengen
Members: Schengen visa.

 Strong political role and recognised responsibility of the EU for the
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pected target date. Good example for the region.
 Both countries are factor of stability in the region and the membership is boosting their economic reforms.
 Both countries have priorities after the accession, but the region

 Bulgaria and Romania successfully joined the Union, at the ex-

Accession of Bulgaria and Romania to the EU. Role of
Bulgaria in the region.

application for membership, December 2005 European Council
gives candidate status.
 Objective of Macedonia to join NATO in 2009 and EU in 2012. Start
of the negotiations probably by the end of 2007 of beg. of 2008.
At the end of January EC informed Macedonia that it is too early
to ﬁx a date, it is necessary to make progress on judicial reform
and police cooperation. In addition, to start a dialogue between
the political parties for consensus on the negotiations.
 Macedonia already started economic reform in order to attract
investments in the country.

 Signature of SAA in 2001, into force in April 2004. 22 March 2004

Macedonia

ary 2005, 3 October start of negotiations after Carla del Ponte’s
green light. 2 chapter closed, 7 fulﬁlled benchmarks, 22 screened.
To pay attention to JHA area, economic reform, state aid and real
estate acquisition, border disputes.
 Turkey: Ankara Association agreement from 1963, candidate status from December 1999, in December 2004 decision of starting
the negotiations if Turkey signs the protocol of adaptation taking
into consideration the accessing of 10 NMS. In July signature with
unilateral declaration of non recognition of Cyprus, contra declaration of EU. The mandate envisages accession but the negotiations
can be cancelled any time or reported if Turkey does not comply
with the Criteria. Last decision from December 2006 not to open
8 chapter covering policy areas relevant to Turkey’s restrictions
as regard R of Cyprus. Also due to the same chapters will not be
closed. 1 ch. closed at this stage.

 Croatia: In June 2004 candidate status, SAA into force in Febru-

Croatia and Turkey

Constitutional Treaty
Enlargement of the EU
Energy policy
CFSP /Western Balkans and Black Sea cooperation/
Justice and Home Affairs
Implementation of Lisbon Strategy
Medium-term priorities: accession to the Eurozone, to Schengen,
accession of the Bulgarian citizens to the EU labor market
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of new Constitution. It paved the way for elections :parliamentary
in December and separate presidential in February/March 2007.
 2006-year of separation of Montenegro, statute of Kosovo and
cooperation with ICTY. Fragile democracy in Serbia with in heritage from the past (1990). Needs encouragement from the EU,
assistance in economic terms also (infrastructure and visa regime
are positive signs).
 21 January 2007 peaceful elections with clear majority of reform
oriented political parties. Good signal for EU for resuming the negotiations on SAA which has been cancelled because of lack of
cooperation with ICTY (general Mladic). It remains the condition.
 The new Constitution provides that Kosovo is an integral part
of Serbia with signiﬁcant autonomy. This allows Serbia the non
recognition of Kosovo statute in bilateral plan.

 Serbia: 28-29 September 2006 referendum in Serbia for approval

Serbia and Kosovo issues

Political situation in Western Balkans:









Bulgaria’s priorities after the accession date to the EU

is very important for them. For Bulgaria the two main topic of the
external agenda are Western Balkans and Black Sea cooperation.
In addition the external dimension of energy policy, which is key
issue now for the region.
 Both countries will be “advocates” for the countries from the region
in the EU. Bulgaria supports the EU perspective, based on the principle of own merits and fulﬁlment of the criteria. BG has bilateral EU
and EuroAtlantic memoranda with the Western Balkans countries,
participates in the peacekeeping operations and play an active role
in the political processes of determination of the region.
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SAA, a number of conditions for signature: police reform (Republika Srapska opposes to police uniﬁcation), administrative reform,

 Despite the completion of the negotiations on technical level on

BiH

urged it to continue cross-party dialogue so as to ﬁnd a solution
“acceptable to all the citizens of the country”.
 Technical negotiations with the Commission on a Stabilisation
and Association Agreement have now been completed, and the
Commission was encouraging Montenegro to continue work on
improving its administrative capacity. Possible that the SAA could
be concluded in 2007 /signature in October this year/.
 In January the EU’s External Relations Council adopted a decision on the principles, priorities and conditions contained in the
European Partnership with Montenegro, which identiﬁes the shortand medium-term priorities for the country to move closer to the
European Union.

 Good economic progress and focus on constitutional progress, EU

since Montenegro achieved its independence last year.

 On January 22 - the ﬁrst formal EU-Troika meeting at this level

Montenegro

Political situation in Western Balkans:

Ahtisaari presented to both parties on 2 February. The content:
no mentioning the independence, but going in this direction;
- access to ﬁnancial institutions;
- security powers: Ministries of Interior and Justice;
- multiethnic security army with limited functions (2500);
- the international community will dispose with large mandate
allowing limited intervention. KFOR remains 6 months more.
The ﬁnal decision by UNSC, but EU plays an active role: intensiﬁes the preparation for a future EU and international presence/the
decision taken).
Strong reaction of Serbia on governmental and parliamentary level.
Support of Russia. Russia is one of 5 permanent members of UNSC.
Mandate of Ahtisaari prolonged by the end of June. Results of G-8
meeting. Active role of Bulgaria on this issue.

 Kosovo: EU supports the proposal of the Special UN Envoy Martti
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the process of transformation of the Stability Pact and the implementation of the “regional ownership” principle. The Process
of Cooperation in SEE should be the leading political format of
regional cooperation.
 The valuable assets of the Stability Pact should be preserved,
including the engagement of the international community; the
access to the system of the current donors; the dialogue with
the European Commission; the network of viable projects and
initiatives. Special attention to initiatives as: development of the
regional infrastructure; energy; Investment Compact for SEE;
Danube Cooperation; SECI Center for combating transborder
crime; Stability Pact Initiative against Organized Crime (SPOC);
Stability Pact Anti-corruption Initiative (SPAI); Disaster Prevention
and Preparedness Initiative (DPPI).

 Bulgaria will chair from spring 2007 the SEECP and supports

Regional cooperation: Process of Cooperation in SEE
and Stability Pact for SEE

reforms. Now concentration on implementation .
 The EU Presidency issued a statement on January which welcomed
“the consensual agreement reached by the political parties on 12
January on the modalities of the forthcoming local elections, and the
subsequent adoption of the legal amendments to the Constitution and
the Electoral Code by the Albanian Parliament on 13 January”.
 Respect for democratic principles is a fundamental commitment
under the Stabilisation and Association Agreement which Albania
signed in June last year”, said Rehn. “ The shortcomings in the
preparation and conduct of these elections (18 February) reﬂect
the need for improved cross-party co-operation to fulﬁll Albania’s
international commitments.”

 SAA signed in June 2006. Long negotiations because of slow

Albania

medias, cooperation with ICTY. The main problem is the rejection
of Constitution in April 2006, because it is related to administrative
capacity. Delay also to establish the new government from October,
now in February established. Possible positive development.
 Instability. EU Military operation ALTHEA and police mission in
BiH. Bulgaria participates in both missions.
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1. Consolidating the stability of the region and enhancing the regional
character of the cooperation in close interaction with the European
Union will be the main priority of the Bulgarian SEECP Chairmanship, in the framework of the transformation of the regional
cooperation in South Eastern Europe and the implementation of
the regional ownership principle.
2. Bulgaria as a NATO and EU member state will continue to strongly
support the European and the Euro-Atlantic perspective of the
countries which should be a region of peace, stability, security
and neighborhood cooperation.
3. Topical focus will be placed on the transport infrastructure development in SEE along the trans-European transport corridors.
4. Bulgaria as an active participant in the EU debate for a new energy policy
will pay special attention to the regional activities relating to energy.
5. Among the priorities of the Bulgarian SEECP Chairmanship will
be the further cooperation in the region in the ﬁeld of Justice and
Home Affairs.
6. As an additional challenge for our Chairmanship we view the
need for an enhanced regional dialogue on environmental issues
covering areas through infrastructure to disaster preparedness,
environment protection and global warming prevention.
7. A priority of the Bulgarian Chairmanship of SEECP will be the
enhanced development of Public Private Partnerships in SEE
which are instrumental to the needed pace of structural reforms
and economic development in the region.
8. Another fundamental matter anticipated in the program of the
Bulgarian Chairmanship of SEECP is the development of fully
functional relations in the triangle Education-Science-Business
as a precondition for building up knowledge based economies in
the SEE countries.

Priorities of the Bulgarian SEECP Chairmanship, 2007/2008

retariat should be based in the region and Sarajevo might be the
most appropriate host of this structure.
 The Secretary General of the RCC should be nominated by
SEECP. The establishment of a Liaison ofﬁce of the SEECP to
the European Commission in Brussels seems to be expedient.

 The establishment of a Regional Cooperation Council. Its Sec-
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perspective of the Members of the organization on the basis of
the experience of the 5th enlargement
 Harmonization of the CEI priorities with these of other organizations /for example SEECP/

 Cooperation in the CEI framework in order to support the EU

largement of the EU

 Strategic activity of CEI to meet the challenges after the 5th en-

Priorities of the Bulgarian CEI Chairmanship, 2007

the European Union and this demands a strengthened regional
approach in formulating and implementing the ENP policy.
 Bulgaria welcomes the German EU-presidency steps aiming at
an in-depth debate on the future EU policy vis-à-vis the Black Sea
region as well as the COM’s view. Future debate in June European
Council.
 General principles: shared responsibility for the prosperity of the
Black Sea region, for responses to common challenges; support
for existing regional organizations (e.g. BSEC) and initiatives (e.g.
the Baku process), avoid creating new institutional frameworks or
bodies; providing pragmatic activities and projects and ensuring
synergies with other regional initiatives (e.g. Black Sea Forum for
Partnership and Dialogue) and programmes; co-ﬁnancing by the
BSD partners (from EU – ENPI, ISPA, SAPARD instruments) and
from other sources such as IFI and private funds
 Priority sectors: energy, transport, environment, cross-border
cooperation, internal security.

 At present the Black Sea region constitutes one of the borders of

Regional cooperation: Black Sea cooperation
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Nicolae Titulescu (1882-1941), Romanian political ﬁgure and diplomat during 1920 – 1936. He was
minister of foreign affairs on two occasions and twice ambassador to the Court of St. James. He served
as president of the League of Nations for two terms.
2
Michael J. Baun - “A Wider Europe – the Process and Politics of European Union Enlargement”, Rowman
& Littleﬁeld Publishers, Lanham, MD, 2000, pp. 228
3
Helen Wallece - “Enlarging the European Union: Reﬂection on the Challenge of Analysis”, Journal of
European Public Policy, 9(4), August 2002, pp. 659

1

After the communism’s collapse in the 1990s, the main political aim
of the Romanian foreign policy has been “returning to Europe”.2 Membership in Euro-Atlantic structures such as the Council of Europe, the
Organisation for Security and Co-operation in Europe (OSCE), the EU
and North Atlantic Treaty Organisation (NATO) represented a major
political and security goal as well as the route to enhanced economic
prosperity and democracy.
Romania is member of the Council of Europe since 1993. The OSCE
was the only Pan-European forum for political dialogue and security
cooperation where Romania has enjoyed membership until November
2002 when was promised NATO membership in 2004.
The accession process to the EU is different from most international
organisations and much more complex.3 NATO and the Council of Europe are single-issue organisations, where a single criterion (security
defence or promoting human rights) must be satisﬁed. The EU operates
across a wide and growing range of issue areas, where both current
and candidate members have a considerably variety of concerns to
address in terms of norms and interests.

1. “Returning to Europe” – the main goal of the
Romanian foreign policy

Motto: “The future of Europe is anchored in Romania as
strong as Romania is anchored in the European values and
into European spirit”.1

Ioana Iliescu
Deputy Director EU Policies
General Directorate for the European Union
Ministry of Foreign Affairs, Bucharest

Romania: from a Candidate Country to a
Member State – Challenges and Opportunities
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“A Nastase shock for NATO?”, The Economist, April 4, 2002
In 1997 the European Commission (EC) published an “Opinion on Romania’s application to the EU”.
In 1998, the EC launched the ﬁrst “Regular Report on Romania’s Progress Towards Accession” and in
1999 the second one.
6
www.europa.eu
7
www.mie.ro
8
www.civilitasresearch.com
9
EU Presidency Conclusions, Brussels, 12 -13 December 2003, www.europa.eu
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The 2002 Progress Report on Enlargement represented “a watershed
moment for the EU”,8 recommending that 10 of the candidate countries
should join the EU in 2004. The EC concluded that Bulgaria and Romania
fulﬁlled the political criteria but did not fully meet the economic criteria and
the ability to assume the obligations of membership, and considered that
the date of 2007 assumed by these countries was reasonable.
The Copenhagen European Council in December 2002 conﬁrmed
the support of the Council for Romania’s accession in 2007, and the EU
used the occasion to maintain negotiation pace with this candidate.
One year later, the European Council stated that “welcoming Bulgaria and Romania in January 2007, if they are ready, is the common
objective of the Union of 25”9.
Meanwhile, on 29 March 2004, Romania ofﬁcially became a NATO
member, together with six other states in Central and Eastern Europe.

2. The road to EU membership

Nevertheless, the accession to these international organisations has represented for Romania a process of preparation, a rehearsal before the big
premiere of the EU membership. Romania’s accession to NATO was “a sort of
antechamber to other more political and economic clubs, notably the EU”.4
The accession to the EU should not be deﬁned solely in terms of
foreign policy, but also as a major domestic policy challenge. Romania’s
preparation for the EU accession represented a complex modernization
and transformation process, implying considerable ﬁnancial, administrative, economic and social efforts.
Romania submitted its application for EU membership in 1995 but it
was only in 19995 that the European Commission (EC) recommended
starting the negotiations conditional, among others, on the improvement of the situation of children in institutional care and the drafting
of a medium-term economic strategy. The negotiations for Romania’s
accession to the EU were ofﬁcially launched on February 15, 2000.6
Romania unilaterally assumed January 1, 2007 as a work hypothesis
for ﬁnalizing the preparations for its accession to the EU.7
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12
“Monitoring report on the state of preparedness for EU membership of Bulgaria and Romania”, 26
September 2006, www.europa.eu
10
EU Presidency Conclusions, Brussels, 16 -17 December 2004, www.europa.eu
11
“Monitoring report on the state of preparedness for EU membership of Bulgaria and Romania”, 16 May
2006, www.europa.eu

According to the Commission’s Regular Report 2004, Romania
fulﬁlled the political criteria. It had also consolidated and deepened
the stability of its institutions. However, the report suggested, the effectiveness of governmental and judiciary reforms was dependent on
Romania’s ability to effectively implement the changes.
Romania’s EU accession negotiations lasted for almost 5 years, until
December 2004, when their conclusion was ofﬁcially conﬁrmed by the
European Council. On 17 December 2004, the European Council took
note of Romania’s progress in its accession preparations and declared
the hope that the country “will be able to assume all the obligations of
membership at the envisaged time of its accession”10 (i.e. January 2007)
provided it continued its efforts to that end and completed all necessary
reforms and commitments undertaken, in particular important commitments regarding Justice, Competition and Environment.
Romania and Bulgaria signed the Treaty of Accession to the EU on 25
April 2005 in Luxembourg. The ﬁnal act stated that Romania and Bulgaria
will join EU on 1 January 2007. However, Romania’s accessions (and
Bulgaria’s as well) was under the shadow of the so called “safeguard
clauses”. Similar to the 10 new Member States, Romania and Bulgaria’s
Accession Treaty stipulated three general safeguard clauses: general
economy; internal market and justice and home affairs. In addition, a
speciﬁc safeguard clause, “the postponement clause”, was introduced
for Bulgaria or Romania by one year to January 2008 if they proved to be
unprepared to meet the membership requirements by 1 January 2007 in
a number of important areas. The Accession Treaty included a safeguard
clause applicable only to Romania, which stipulated the postponement
by one year to January 2008 if it did not satisfy the commitments related
to 11 sectors of Justice and Home Affairs and Competition.
The ﬁrst Monitoring Report from 16 May 2006 estimated that it was
still possible for Romania to enter on schedule but listed areas in which
progress had to be made to meet the target date. For Romania, this was in
the areas of food safety and setting-up agencies to pay EU farm aids.11
The ﬁnal Monitoring Report on Romania by the European Commission (26 September 2006) recommended accession on 1 January
200712. The December 2006 European Counci l warmly welcomed
Bulgaria and Romania as members of the European Union on 1

EU Presidency Conclusions, Brussels, 14 -15 December 2006, www.europa.eu
“Romania’s Reforms: A Flicker of Hope”, The Economist, November 29, 2001
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In the 1990s, Romania set up a captive agenda without real chances
to accede to the EU because it lacked Western allies, common borders
with the EU, a competitive economy, and human or ﬁnancial resources
for an effective lobby. In that context, Romania’s accession to the EU
was a risky project.
Romania was perceived as “a curious country: Balkan in geography,
Orthodox in religion, Latin in language and (many say) in temperament, European in ambition, yet undeniable North African in its level
of development”.14
At that time, Romania had no border with any EU member states,
which could have supported and inﬂuenced it (like Poland, which is in
the proximity of Germany). While the Catholic Church is predominant in
the majority of the EU member states, Romania – an Orthodox country
- had not enjoyed its political inﬂuence.
Romania had not succeeded in establishing an effective lobby nor in
Brussels or in other major European cities, especially Paris or Berlin,
the “motor” of European integration. First, Romania lacked ﬁnancial
resources for a successful lobby. Second, Romania still payed for its
volunteer historical decisions: turning the arms against Hitler’s Germany
in 1944 (while Hungary remained faithful to the Reich and Poland was
against it from the start), dissociating from the Warsaw Pact in repressing the Prague Spring in 1968 or supporting the NATO attack against
its traditional ally Serbia in 1999. Romania’s foreign policy inconstancy
showed that it could not be considered a faithful ally.
With no Western European ally, Romania reconsidered its diplomatic options. Romania had followed a servile policy towards the
USA, although it could not be compared to Turkey, where the USA
has major strategic interests, and therefore supports its accession to
the EU. In August 2002, Romania was the ﬁrst European country and
the only EU candidate to sign the agreement with the USA regarding
the International Criminal Court, a foreign policy decision that attracted
the EU discontent. “From Romania’s point of view, it was well worth a
reprimand from the Eurocrats: by pleasing the Americans, they may

3. The causes of Romania’s delay in the accession to
the EU race

January 2007. The accession of Bulgaria and Romania marked the
successful completion of the ﬁfth enlargement.13
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“Choose Your Club, America says”, the Economist, August 22, 2002
During the European Council held in Copenhagen (December 2002). Romania and Bulgaria
were left aside, while Turkey was in the centre of the attention. This was also obvious in the media
coverage of the event.
17
Michael J. Baun - “A Wider Europe – the Process and Politics of European Union Enlargement”,
Rowman & Littleﬁeld Publishers, Lanham, MD, 2000, pp. 6-7
18
Currently, as a result, more than 40% of the Romanian population live in the rural areas.

15

well have secured themselves a ﬁrm invitation to join NATO.”15 The
decision to make a “separate peace” with the EU could have been
dictated also by the fear that the EU was too busy with the ﬁrst 10
candidate countries.16
Romania, like all the Central and Eastern European applicant countries, started the accession process from a very low level in terms of
its political, legal and administrative level.
Four decades of communism have left a terrible legacy of economic
and politic destruction. In the 1990s, Romania found itself inexperienced
with the market economy and the Western legal and administrative
norms. Although a democratic country until the Second World War,
Romania faced the challenge of rebuilding and consolidating new
democratic institutions and political cultures. Therefore, Romania had
to overcome a huge economic and political development gap.17
Low economic performance, corruption, and poor administrative
capacity were the main domestic impediments in Romania’s accession to the EU.
The collapse of the centralized communist economy left Romania with
an obsolete industrial base and a pattern of industrial capacity wholly
unsuited to its needs. The ﬁrst years after the communism’s collapse
represented a struggle for comprehensive macroeconomic stabilization
and structural reform programmes, although the economic reform had
been a stop-and-go process. Economic restructuring implied liquidating
large energy-intensive industries and generated unemployment and social
dissatisfaction (the miners’ strikes in the early 1990s). Agriculture had to
act as an employment buffer against the social and economic effects of
transition by absorbing the labour force released from urban industries.18
As regards Romania’s process of accession to the EU, this was particularly complex and difﬁcult. Romania was a late starter compared to
the other Central and Eastern European candidate countries and had
to cope with a difﬁcult macroeconomic environment.
Romania entered the intricate process of preparing for accession to
the EU almost unprepared. The administration only really understood
the complexity of the process from the second half of 2001 onwards.
By then, most of the other candidate countries had already drawn up
the necessary documents for the negotiations with the EU.
Romania almost missed the ﬁrst stage in the accession process: the

34

The preparation for EU accession represented a complex modernization process for Romania, implying considerable ﬁnancial, administrative, economic and social efforts.
Implementing the EU legislation has a penetrating effect on the whole
economic structure, fundamentally transforming entire economic industries
and entailing massive funds allocations. For example, large investments
were required for applying the Community environmental standards or for
rehabilitating the transport infrastructure. These costs had to be born not
only by the state budget, but also by the economic operators.
The social costs should not be neglected. For example, from a
macroeconomic perspective, industrial revamping for increasing competitiveness, reducing pollution and complying with the EU health and
safety at work standards generated major social costs caused by the
redundancy of an important number of employees.
Strengthening public administration and improving the existing administrative structures, as well as establishing new ones, represented
important challenges. Increasing the budget or recruiting extra staff was
the prerequisites, but it was not sufﬁcient. The design and the efﬁcient
functioning of the relevant institutional bodies represented the critical
determinants of a full implementation of the EU legislation.
Overall, Romania’s accession to the EU should be evaluated in

4. Bringing the society in line with the EU requirements

screening process involving the analytical examination of the 31 acquis
chapters. Unlike other candidate countries, Romania did not take full advantage of the screening process, whose ﬁndings should have served as
a basis for the accession talks. Instead, it approached the process more
like an intellectual exercise rather than as a pre-negotiation stage.
The team in charge of Romania’s negotiations with the EU was created relatively late and the institutional process of internal coordination
only began at the same time as the opening of negotiations. Not only
was the negotiating process tough at the beginning, but it was also a
learning-by-doing process.
It was not easy to handle a two-level negotiation process. Negotiations had to be conducted with the EU member states, on one hand,
and, on the other, with the domestic actors (institutions of the central
administration, local administration, and multinational companies).
Furthermore, after May 2004, changes in the negotiating process
with Romania occurred. In light of the experience of the negotiations
with the ﬁrst 10 candidate countries, the European Commission’s assessments became tougher on sensitive issues.
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Press release: “Commission conﬁrms Bulgaria’s and Romania’s EU accession on 1 January 2007, completed
by a rigorous package of accompanying measures”, Brussels, 26 September 2006, www.europa.eu

19

The accession of Romania and Bulgaria on 1 January 2007 to the
European Union marked an historic achievement. As the President of
the European Commission, José Manuel Barroso, stated, “This enlargement has consolidated peace and brought more prosperity to Europe.
This is the right decision for Bulgaria and for Romania, and this is the
right decision for Europe.”19
Starting with 1 January 2007, Romania’s status has dramatically changed,
from observer to the EU’s institutions, it became a Member State, enjoying all
rights but also assuming all responsibilities. This change of status represents
an incredible challenge for the Romanian politicians as well as for the public
administration. It implies, ﬁrst of all, a change of mentality: from a mere
acceptance of the acquis communautaire to an active participation to the
decision-making process within the EU. Currently, Romania is the seventh
state in voting weight within the Council of the European Union and has 35
representatives in the European Parliament. Romania has to take advantage
of these opportunities in order to promote its positions within the EU. Therefore,
it has to exercise correctly the Union practices and fully respect the acquis
communautaire. Romania has to play by the rules of the game and has to
deﬁne, in a clear and right manner, its national interests within the bigger issues
of the European agenda and promote them at communitarian level.
As regards the beneﬁts of accession, it is still early, after less than
one year, to assess the impact of EU entry on the Romanian society.
However, the main impact on Romania’s economy should be the
entry on the Common Market, which will deﬁnitely lead to economic
growth and the redistribution of income among the Member States.
This is a market with almost half billion consumers. This is an incredible
opportunity but also a challenge for the Romanian companies which
have to become increasingly specialized, in other words, to do only
what they are best at.
During 2007 – 2013, Romania will beneﬁt from more than 30 billion
Euros from the EU budget. Romania has to achieve the convergence
with the EU levels in terms of economic and social development. These
funds will trigger also considerable foreign investments, helping Romania to achieve the ambitious convergence objective. Already, in the last

5. From candidate state to full EU membership

terms of an opportunity cost. How much would have had Romania’s
non-accession to the EU cost? By non-acceding to the EU, Romania
could have become a mere satellite, accepting and continuing the approximation with the acquis but with no saying in its adoption.
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The experience of all previous EU enlargements shows that membership prospects represent a strong incentive for the acceding countries
to make progress in the preparation for accession, hence fully meeting
the accession criteria.
The accession of Romania and Bulgaria is a perfect example of a win-win
scenario. It gives a positive illustration to the current candidate countries.
Romania’s accession to the Union should not be regarded as an act
of benevolence coming from hypothetically soft Brussels technocrats or
lenient Governments of the Member States. Rather, it is the achievement
of a long road in which Romania and the EU have worked together to
make sure that the enlarged Europe is a stronger, more democratic
and competitive one.
The EU needs Romania as much as Romania needs the EU.
Romania’s political contribution to the EU policy in the region should be
considered as a basis for a future strategic approach to be developed
by the EU. For example, the Black Sea region is extremely important

6. Conclusions

years previous to its accession to the Union, the level of foreign direct
investments has signiﬁcantly increased. The macroeconomic and political stability made Romania more attractive to foreign investors. With a
GDP’s growth rate of 7.7% in 2006 and inﬂation below 5%, Romania’s
economic prospects are very bright and the impact of EU accession
will be beneﬁcial both for Romania and the Union as a whole.
As citizens of the European Union, Romanians enjoy the same rights
as the citizens of the other Member States of the Union.
European membership brings clear, transparent and applicable
rules, which are observed by everybody. Romanian citizens are better
protected as consumers; they enjoy higher quality standards and
guarantees. Measures were taken, based on European standards, for
a cleaner environment, for simpliﬁed administrative procedures.
Freedom of movement is another important aspect which has a very
direct impact on citizens’ daily life. They can move freely from one
member state to another. They can work or start businesses in many
Member States. Romanian citizens can stand for elections either for the
European Parliament or for the local authorities, representing the communities they live in any Member State of the Union. Also, Romanian
students have access to famous European universities and even more
important, their diplomas and qualiﬁcations are ofﬁcially recognized in
the other Member States, making easier for them either to continue
their studies or get a job there.
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from the perspective of solving the energy problem and for better
diversiﬁcation of the supply sources.
In the end, it should be stressed that “accession” and “integration” are
two different processes, with different challenges and results. Whereas
the accession’s main objective is the EU membership, the integration
is about functioning properly within the Union, being a reliable partner
for the other Member States, contributing to the developing of the European project, enhancing your capacity to absorb European funds.
The accession process is now completed, while the integrations process has just started. The history will prove the success of Romania’s
integration within the EU.
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THE PROCESS OF EU
INTEGRATION – CHALLENGES
TO THE CANDIDATE COUNTRIES

PANEL:
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European Parliament resolution on Croatia’s 2006 Progress Report of 25 April 2007, Preamble, indent
C. whereas Croatia should do its outmost to carry out the necessary reforms so that the negotiations can
be concluded in time for the European Parliament to give its assent before the next EU parliamentary
election in June 2009.

1

Membership in the European Union has been one of the main
strategic goals since Croatia gained independence. The accession
negotiations, opened on 3rd October 2005 resulted from the commitment and achievements in the rapprochement to the EU over the past
several years.
As in summer 2007, the accession negotiations are progressing well.
The screening process was completed. Moreover, two of the negotiating
chapters have been provisionally closed while ten more of the negotiating chapters have been opened for negotiations. In addition, Croatia
has submitted seven more negotiating positions and awaits the EU to
prepare its’ negotiating positions for these chapters.
The Croatian Government expects high dynamic of the accession
process. It envisages year 2007 as the year of opening of substantial
negotiations in the majority of the negotiating chapters, and the following 2008, as the year of closing negotiations across the board.
Consequently, then 2009 brings the ﬁnalisation of the accession treaty
and beginning of the accession proper. This ambition is bolstered by
the European Parliament whose recent resolution on Croatia envisages
intention of the European Parliament to give its assent to Croatia’s accession treaty by the end of this term-in-ofﬁce in 2009.1
The Croatian Government remains committed and determined to
make further efforts with the aim of fulﬁlling all criteria and obligations
by 2009, in order to become the 28th member of the EU by the end of
the decade. There is a strong consensus across the Croatian political
spectrum regarding this objective.

Introduction

Adviser to the Minister of Foreign Affairs
on Accession Negotiations,
Ministry of Foreign Affairs and European Integration, Zagreb

Dario Mihelin

Croatian EU Accession Process
– Experiences and Challenges
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9 October 2003

10 July 2003

14 April 2003

21 February 2003

1 March 2002

29 October 2001

The Stabilisation and Association
Agreement and the Interim Agreement
are signed; the Joint Declaration of the
Republic of Croatia and the European
Union on the Political Dialogue is adopted
The Interim Agreement enters into force
Croatia applies for membership of the
European Union
The Council of the European Union decides
to initiate the procedure envisaged under
Article 49 of the Treaty on the European
Union and calls upon the European
Commission to prepare an Opinion (Avis)
on Croatia’s application for EU membership
The European Commission hands its
Questionnaire to the Republic of Croatia
Croatia’s answers to the Questionnaire are
submitted to the European Commission

The establishment of relations between the Republic of Croatia
and the European Union started with the international recognition of
the Republic of Croatia as an independent and sovereign state on
15 January 1992. From that moment, relations developed gradually
through a series of steps leading to the ﬁnal stage of the integration
process – negotiations for the accession of the Republic of Croatia to
the European Union.
Due to the war imposed, Croatia had been prevented to take part
in the EU enlargement process at an earlier stage and join other
transition countries. Instead, the country was forced to use all of its
resources to defend its sovereignty and territorial integrity, alleviate
the consequences of war, undergo comprehensive process of transition and reforms, which has included not only the process of political
and economic transformation, but also the process of overcoming the
traumas of war and helping the country and society as a whole to return
to the path of peace, stability and development.
In order to make up for at least some of that lost time, Croatia had
and has to make quicker progress than those countries of Central and
Eastern Europe that became Member States of the European Union
in 2004 or in 2007. On the other hand, being late in the enlargement
process provided Croatia with valuable insight into the experience of
these countries what served to accelerate the pace of Croatian rapprochement to the EU.

The chronology of relations between the Republic of
Croatia and the European Union
The European Parliament recommends
to the Council of the European Union to
respond favourably to Croatia’s application
for membership of the European Union
The European Commission gives a positive
Opinion (Avis) on Croatia’s application for
membership of the European Union
The European Council decides to
convoke the bilateral Intergovernmental
Conference in early 2005 to start accession
negotiations with Croatia; Croatia is
accorded the status of a candidate country
The European Council sets 16 March 2005
as the starting date for the accession
negotiations with Croatia, subject to full
co-operation with the ICTY, and requests
the European Commission to prepare the
negotiating framework
The Stabilisation and Association
Agreement enters into force
The Council of the European Union adopts
the negotiating framework for talks with
Croatia, but no agreement is reached on
the opening of the accession negotiations
A consensus is reached on Croatia’s full
co-operation with the ICTY; the Council
of Ministers decides to go ahead with the
accession talks
The bilateral Intergovernmental Conference
is held, inaugurating the negotiations on
the accession of the Republic of Croatia to
the European Union
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By signing the Stabilisation and Association Agreement (SAA) on
29 October 2001, the Republic of Croatia for the ﬁrst time established
contractual relations with the European Union. The SAA is a part of
Stabilisation and Association Process, launched by the European Union
in 1999 with the aim of achieving overall stabilisation of the transition
countries of South-Eastern Europe, including Croatia.
The SAA grants to a signatory country the status of an associated
member and a potential candidate for EU membership. The goal of the
Agreement is the establishment of political dialogue, the alignment of
legislation, the promotion of economic relations, the development of a
free trade area, the ensuring of regional cooperation, and the encour-

The ﬁrst contractual relation: Stabilisation and
Association Agreement

3 October 2005

3 October 2005

16 March 2005

1 February 2005

16/17 December 2004

17/18 June 2004

20 April 2004

1 April 2004
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The Interim Agreement which regulated trade and trade-related issues (harmonisation of legislation in
individual areas, road transport, etc.) was applied from 1 January 2002 (although it formally entered into force on
1 March 2002) until the entry into force of the Stabilisation and Association Agreement on 1 February 2005.
3
Four EU Member States (Estonia, Latvia, Lithuania and Slovenia) had a similar experience since they
had submitted their applications for membership before their association agreements with the EU entered
into force. Estonia and Slovenia were also granted candidate status prior to the entry into force of those
agreements.
4
The Implementation Plan for the SAA was a document adopted by the Government of the Republic of
Croatia on 17 October 2001 which, prior to the adoption of the National Programme for the Integration
of the Republic of Croatia into the EU, served as a basis for the implementation of obligations assumed
under the Stabilisation and Association Agreement.
5
The Republic of Croatia was the ﬁrst country that already at the stage of submission of the application for
membership had a comprehensive programme of adjustment to EU standards. The National Programme
for the Integration of the Republic of Croatia into the EU for 2003 was adopted by the Government of the
Republic of Croatia on 12 December 2002, and since then the National Programme for each following
year has been prepared and adopted.
6
Ministry for European Integration was merged with the Ministry of Foreign Affairs in February 2005.
Separate state administration body for European integration existed from 1998, ﬁrst as a Government
ofﬁce and later as a Ministry.

2

agement of cooperation in a number of other areas. After the completion
of the ratiﬁcation process by all parties to the Agreement: the Croatian
Parliament on the Croatian side, and the European Parliament and the
parliaments of all Member States on the EU side, the SAA entered into
force on 1 February 2005.2
The fact that the SAA had not by then entered into force did not
prevent Croatia from applying for membership of the EU on 21 February 2003 and from gaining candidate status in June 2004.3 Although
the process of accession to the European Union in the ﬁrst place
depends on the EU and its decisions on the dynamics and scope of
the enlargement process, the successful implementation of the SAA
signiﬁcantly contributed to the positive Opinion received from the
European Commission in April 2004, and also facilitates Croatia’s accession negotiations.
Already by signing the Stabilisation and Association Agreement,
Croatia had committed itself to implement reforms for the purpose of
accession to the European Union. However, in order to become ready
for membership, Croatia has been implementing the necessary reforms
at an even quicker pace. For that reason, more measures necessary
for adjustment to EU standards were included in the Implementation
Plan for the SAA4 and in the National Programmes for the Integration
of the Republic of Croatia into the EU5 than was envisaged in the
Agreement itself.
In order to ensure the coordinated and timely implementation of
the SAA and accession driven reforms, appropriate mechanisms for
coordination, monitoring and reporting were set up, with the leading role performed by the Ministry of Foreign Affairs and European
Integration6 encompassing:
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The Republic of Croatia submitted the application for membership of the
European Union on 21 February 2003 in Athens. Less than two months
after Croatia presented its application for membership, on 14 April 2003

The Republic of Croatia in the accession process

The Government discusses European integration issues at its regular sessions and adopts reports on the implementation of the National
Programme. Here, the involvement of the Prime Minister is crucial for
maintaining the momentum of the reforms and avoiding possible delays
or blockages. In order to create a strong public administration network
with an accent on the European integration process, Coordinators and
Deputy Coordinators for European integration were appointed on the
level of State Secretaries or Assistant Ministers. Coordinators are responsible for the overall functioning of the ministries in the process of
adjustment to the EU, ensuring an uninterrupted horizontal information
ﬂow. This provides an “early warning” system which indicates possible
implementation difﬁculties that can be observed in time and notiﬁed
to the Government. European Integration Units were established in
line ministries and they progressively increased their administrative
capacity. Weekly meetings between MFAEI and line ministries are held
in order to address potential problems in implementation prior to such
problems being passed on to the Government. In addition, further improvements in daily cooperation on an operational level are discussed
and new measures planned.
Early stage of implementation of the SAA brought experience that
serves Croatia nowadays in the accession process. First, that success
in the European integration process depended on the quality of dayto-day co-ordination at the level of ministries and other government
agencies involved in the process. Furthermore, that ownership of the
European integration project is not the exclusivity of the coordinating
body but shared awareness and acceptance among all the state administration bodies.

 European Integration units in the line ministries;
 Frequent meetings between MFAEI and line ministries;
 Daily horizontal coordination and cooperation on an operational level.

ordinators in all line ministries;

 A network of European Integration Coordinators and Deputy Co-

Programme);

 Strategic management documents (Implementation Plan, National
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Accession negotiations ofﬁcially started on 3 October 2005 in Luxembourg when the ﬁrst session of the intergovernmental conference

Negotiations for the accession of the Republic of
Croatia to the European Union

Council of the EU asked the European Commission to prepare an opinion
(avis) on the Croatian application. In accordance with the usual procedure
for the adoption of the opinion, the Commission sent on 10 July 2003
a Questionnaire containing 4,560 questions on different areas related
to the functioning of the state, institutions, the economy, etc. Providing
those answers was an extensive task that was completed within the set
deadline of three months, so that the answers to the questionnaire were
submitted to the European Commission on 9 October 2003. In December
2003 and January 2004 the European Commission sent additional 184
questions that were answered by the Croatian Government and submitted
to the Commission. On the basis of the answers to the Questionnaire, and
other sources (Member States, international organisations and non-governmental organizations), the European Commission adopted a positive
opinion on Croatia’s application for EU membership on 20 April 2004.
The Commission assessed positively Croatia’s ability for further progress
towards European Union membership in relation to its ability to meet the
conditions for membership deﬁned in Article 49 of the Treaty on European
Union, and the political, economic, legal and administrative membership
criteria. Among other things, the European Commission was of the opinion
that Croatia has stable democratic institutions, that it may be regarded as
a functioning market economy, that it has to continue implementing the
reforms that are still necessary to reach the European standards and that
it has to go ahead with aligning national legislation with EU regulations.
In accordance with its opinion, the European Commission also recommended that the European Council adopt a decision to open membership
negotiations with Croatia. The Republic of Croatia was granted ofﬁcial
candidate status for membership of the European Union at the session
of the European Council in Brussels on 18 June 2004. The European
Council of December 2004 set 16 March 2005 as the starting date for the
accession negotiations with Croatia, subject to full co-operation with the
ICTY. However, accession negotiations did not start on that date, as no
agreement was reached in the Council on Croatia’s full co-operation with
the ICTY. Consensus was reached several months later, at the Council
meeting in October and negotiations were opened instantaneously.
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between EU Member States and the Republic of Croatia was held.
In its opening position Croatia declared that in the accession negotiations it will strive to ensure that its political, economic and ﬁnancial position in the European Union corresponds to its proportional
weight in relation to the other Member States. Croatia is conﬁdent
that membership of the European Union will provide an environment
for faster and stable growth, prosperity, full social security and
well-being for all its citizens, including the continued development of a competitive knowledge-, science-, and research-based
economy in line with the objectives of the Lisbon Strategy. Croatia
endorses the principles of respect for individual merits and differentiation as the foundations of the accession process.
As part of the preparations for negotiations, the Croatian Parliament
adopted on 19 January 2005 the Declaration on the Fundamental Principles of Negotiations on Full Membership of the Republic of Croatia
in the European Union and the Decision on the Establishment of the
National Committee as a working body of Parliament tasked to monitor
negotiations. On the same day, the Parliament and the Government
of the Republic of Croatia adopted a Statement on Joint Actions in the
Process of Negotiations on Membership of the European Union. Shortly
after the opening of accession negotiations, the Croatian Parliament
adopted on 14 October 2005 a Resolution on the Strategic Framework
for Negotiations of the Republic of Croatia with the European Union.
Given the overall complexity of the accession process and in order
to be able to adequately steer and advance it, Croatia decided to apply
a speciﬁc approach to establishing the negotiating structure. Thus, the
Croatian comprehensive model of the negotiating structure is unique in
that it has wide and heterogeneous membership of approximately 2000
people coming from government (line ministries, agencies etc.) and nongovernment (academia, the business community, NGOs, trade unions
and companies) sector. The structure is designed in this way in order to
ensure transparency, enhanced quality, adequate speed and efﬁciency,
expertise, democratic quality and didactic value. In addition, this structure
was formed through consensus of all the parliamentary political parties in
order to assure its trans-electoral stability and continuity.
The structure for conducting negotiations and concluding the Treaty of
Accession of the Republic of Croatia to the European Union consists of:
 The State Delegation of the Republic of Croatia for Negotiations on the Accession of the Republic of Croatia to the
European Union and the Negotiating Team for the Accession
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of the Republic of Croatia to the European Union, made up
of: Head of the State Delegation – Minister of Foreign Affairs and
European Integration, Deputy Head of the State Delegation and
Chief Negotiator, Deputy Chief Negotiators, Head of Mission of
the Republic of Croatia to the European Communities, Secretary
of the Negotiating Team, and Members of the Negotiating Team
in charge of individual chapters. The State Delegation conducts
direct political talks and negotiations with the Member States
and the EU institutions; the Negotiating Team is responsible for
negotiations at an expert and technical level with EU institutions
and Member States on all negotiating chapters;
 The Coordination on the Accession of the Republic of Croatia
to the European Union is an interdepartmental working body of
the Government of Croatia that discusses all issues related to the
accession negotiations;
 Working Groups for the Preparation of Negotiations on
Individual Chapters participate in the analytical review and assessment of the harmonisation of the Croatian legislation with the
acquis communautaire and in drawing up the draft proposals of
negotiating positions;
 Ofﬁce of the Chief Negotiator provides expert, technical and
administrative assistance to the Chief Negotiator;
 Secretariat of the Negotiating Team provides expert, technical and administrative assistance to the State Delegation, the
Negotiating Team and the Working Groups for the Preparation of
Negotiations on Individual Chapters.
The Government of the Republic of Croatia appointed Kolinda
Grabar-Kitarović, Minister of Foreign Affairs and European Integration,
as Head of the State Delegation, and Vladimir Drobnjak as Deputy
Head of the State Delegation and Chief Negotiator.
As a result of ﬁrm consensus regarding EU accession across the
political spectrum, called Alliance for Europe, the Croatian Parliament
established the National Committee as a working body of Parliament
to monitor the negotiations on the accession of the Republic of Croatia
to the European Union. Apart from monitoring, its role is to give opinions
and guidelines concerning Croatia’s negotiating positions. In addition
to Members of Parliament from opposition and ruling parties, representatives of the Ofﬁce of the President of the Republic, the academic
community, employers’ associations and trade unions participate in
the work of the National Committee. The president of the National
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Committee is elected from an opposition party, and the vice-president
is elected from the ruling party or the ruling coalition.
Croatian internal procedure for preparation and adoption of the negotiating positions encompasses following stages:
 Working Group prepares a working draft negotiating position;
 Consultations follow with all the relevant public administration
bodies;
 Negotiating Team adopts a proposal of a draft negotiating position;
 Coordination adopts draft negotiating position and sends it to the
National Committee;
 Recommendations and suggestions are reviewed and adopted
by the Negotiating Team;
 Coordination adopts ﬁnal draft negotiating position;
 Government adopts negotiating position and sends it to the EU
Presidency.
The issue of EU accession and Croatia’s progress are debated
regularly and publicly through the National Forum on the Accession
of the Republic of Croatia to the European Union. Particular role is
still to be played by NGOs and other actors of organised civil society,
making the European integration process not only a Government affair
but the shared ownership of all citizens. Upon the conclusion of the
negotiations, the citizens of Croatia will ﬁnally decide on accession to
the European Union through a referendum.
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The website Negotiations for the Accession of the Republic of Croatia to the EU contains news and
information on the course of negotiations: http://www.eu-pregovori.hr/

7

The formal opening of the negotiations is followed by the process known
as screening - analytical overview and evaluation of the degree of harmonisation of national legislation with the acquis communautaire. Screening
is followed by the opening of negotiations on individual chapters of the
acquis. This marks the beginning of substantive negotiations on the conditions under which a candidate country will accept, apply and implement the
acquis communautaire of the European Union in the relevant chapter.
The screening of Croatian legislation started after the opening of
negotiations in autumn 2005 and was completed within one year on
18 October 2006. It was conducted by representatives of the European
Commission on the EU side, and by members of the Working Groups
for the Preparation of Negotiations on individual chapters of the acquis
and representatives of state administration on the Croatian side.
Negotiations for the accession of the Republic of Croatia into the
European Union comprise the following 35 negotiating chapters:
1. Free movement of goods;
2. Freedom of movement for workers;
3. Right of establishment and freedom to provide services;
4. Free movement of capital;
5. Public procurement;
6. Company law;
7. Intellectual property law;
8. Competition policy;
9. Financial services;
10. Information society and media;
11. Agriculture and rural development;
12. Food safety, veterinary and phytosanitary policy;
13. Fisheries;
14. Transport policy;
15. Energy;
16. Taxation;
17. Economic and monetary policy;
18. Statistics;
19. Social policy and employment;
20. Enterprise and industrial policy;
21. Trans-European networks;
22. Regional policy and coordination of structural instruments;
23. Judiciary and fundamental rights;

Progress of the accession negotiations7
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24. Justice, freedom and security;
25. Science and research;
26. Education and culture;
27. Environment;
28. Consumer and health protection;
29. Customs union;
30. External relations;
31. Foreign, security and defence policy;
32. Financial control;
33. Financial and budgetary provisions;
34. Institutions;
35. Other issues.
Accession negotiations are progressing well. For Croatia, the quality
and speed of negotiations are equally important. Speed depends on both
Croatia and the EU. Therefore, Croatia expects the EU’s institution to
keep a good rhythm of negotiations on their side, including through the
efﬁcient processing of relevant documents and effective benchmark veriﬁcation mechanisms. Croatia expects accession negotiations to develop
unburdened by issues which are not related to the acquis and membership criteria. The EU’s decisions on the opening and closing of Chapters
have to be based on Croatia’s own merits, fully honouring Croatia’s
achievements in line with the principle of individual approach.
The screening process was completed and overall quality and dynamics of the screening exercise can be assessed as satisfactory. It
has represented an important tool for preparing substantive negotiations and has proven to be helpful in better understanding the acquis
and detecting incompatibilities that Croatia needs to overcome before
accession. It has also provided an opportunity to present Croatia’s
achievements and continuous progress in individual chapters of the
acquis to the EU. Croatia has been commended for its professional and
sound preparation, as well as the high level of dedication, expertise
and knowledge of the acquis in the screening meetings.
In that regard it should be noted that at the beginning of the process, preparation and discussion of the Screening Reports for individual
chapters had been taking the European Commission somewhat more
time then initially envisaged, but this had changed later and the process
gained momentum. Up until now, 31 screening reports have already
been presented to the Council while remaining 2 are currently being
debated in the Council (Foreign, security and defence policy, Judiciary
and fundamental rights).
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After a chapter has been screened, the Member States decide, upon
a Commission recommendation, on whether the chapter can be opened
for negotiations, or on the benchmarks to be met by the candidate
country before negotiations can be opened. When opening negotiations, the Union tables its common position, including benchmarks that
have to be met to provisionally close the chapter.
Benchmarks are a new tool introduced as a result of lessons learnt
from the ﬁfth enlargement. Their purpose is to improve the quality of
the negotiations, by providing incentives for the candidate countries to
undertake necessary reforms at an early stage. Benchmarks should
be measurable and linked to key elements of the acquis chapter. In
general, opening benchmarks concern key preparatory steps for future alignment (such as strategies or action plans), and the fulﬁlment
of contractual obligations that mirror acquis requirements. Closing
benchmarks primarily concern legislative measures, administrative or
judicial bodies, and a track record of implementation of the acquis. For
chapters in the economic ﬁeld, they also include the criterion of being
a functioning market economy.
If a candidate country no longer fulﬁls the opening benchmarks in a
chapter that is under negotiation, the Commission may propose that
negotiations be suspended on that chapter. If a candidate country no
longer fulﬁls the closing benchmarks in a chapter that has been provisionally closed, the Commission may propose to the Member States
that accession negotiations on that chapter be re-opened.
Based on the screening results, Croatia has been assessed as ready
for the opening of two thirds of the negotiating Chapters, with no opening
benchmarks set. Croatia has been invited to submit its negotiating positions to the Accession Conference for 20 chapters and we have submitted
19 of them (Science and Research, Education and Culture, Customs Union, Right of Establishment and Freedom to Provide Services, Intellectual
Property Law, Economic and Monetary Policy, Enterprise and Industrial
Policy, Financial Control, Company Law, Statistics, Information Society
and Media, Financial Services, Free Movement of Workers, Transport
Policy, Consumer and Health Protection, External Relations, Financial
and budgetary provisions, Trans-European networks, Energy).
Following the 20 benchmarks received for the opening of negotiations with respect to 10 chapters (Public Procurement, Competition,
Social Policy and Employment, Justice, Freedom and Security, Free
Movement of Capital, Free Movement of Goods, Agriculture and Rural
Development, Environment, Food safety, veterinary and phytosanitary
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policy, Regional policy and coordination of structural instruments), the
Croatian Government is already undertaking substantial measures
and engaging its administrative capacities with a view to presenting
the implementation of benchmarks to the EU.
As far as closing benchmarks are concerned, they have become a
rule. So far, we have received 32 of them for the provisional closing of
10 chapters (Customs Union, Economic and Monetary Policy, Enterprise
and Industrial Policy, Intellectual Property Law, Right of Establishment
and Freedom to Provide Services, Financial Control, Company Law,
Statistics, Information Society and Media, Financial Services). The
Croatian Government is already undertaking substantial measures in
order to address these benchmarks.
Compared with the 2004 enlargement, the overall atmosphere and
context in which the accession negotiations of Croatia and Turkey
are being conducted have been altered, across both the political and
technical spectrum.
Firstly, negotiations now take place in a different political atmosphere
within the EU. The discussion on the reform of the founding treaties,
integration capacity of the EU and future borders of the EU dominate
today’s political agenda in the EU. There is also the question of enlargement fatigue.
In that regard, Croatian membership in the EU enjoys across the
board support of the EU Member States, as well as of the EU citizens.
The Eurobarometer poll regularly places Croatia as the fourth desired
Member State, after Switzerland, Norway and Iceland with more than
50 percent support.
The situation changed as to the technical aspect of the process as
well. The methodology and the approach to accession negotiations
have become increasingly rigorous, more complex and demanding for
both the EU and Croatia. Technical side has become as important, if
not even more, than the political one.
In that regard, the new principles and procedures are governing
negotiations, in particular the mechanism of benchmarks. The reasons
behind the introduction of benchmarks into the process are quite clear
- lessons learned from previous leniency.
The Croatian Government considers benchmarks to be a valuable
mechanism and a useful tool for guiding Croatia in fulﬁlling requirements
and conducting comprehensive reform processes. Accordingly, benchmarking could be beneﬁcial in two aspects: as an impetus for reforms in
Croatia, and as proof of Croatia’s preparedness for membership at the
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end of the negotiating process. However, Croatia deems it highly important
that benchmarks are tailor-made, precise and well substantiated, unencumbered with bilateral considerations which are not part of the acquis
and set in full conformity with the principle of individual approach.
Furthermore, the volume and substance of the acquis communautaire, evolved over the years. Hence Croatia does not only have to
negotiate on the greater volume of legislation, but has to do it with an
increased number of Member States.
It can be assessed that accession criteria have remained the same,
but rigour of their application and thoroughness of their veriﬁcation are
signiﬁcantly more demanding. New strict rules are being set for the
future enlargement cases.
While Croatia understands the rationale behind the new elements
concerning the management and quality of the negotiation process, its’
strong position is that the negotiating rules should be precise, predictable and transparent, and applied in a tailor-made way that shall respect
speciﬁc characteristics and qualities of each negotiating country and
their respective negotiating frameworks.
According to the EU negotiating framework for the accession negotiations with Croatia the advancement of the negotiations will be guided
by Croatia’s progress in preparing for accession, within a framework
of economic and social convergence.
This progress will be measured in particular against the following
requirements:
 the Copenhagen criteria, which set down the following requirements for membership:
- the stability of institutions guaranteeing democracy, the rule
of law, human rights and respect for and protection of minorities;
- the existence of a functioning market economy and the capacity to cope with competitive pressure and market forces within
the Union;
- the ability to take on the obligations of membership, including
adherence to the aims of political, economic and monetary
union and the administrative capacity to effectively apply and
implement the acquis;
 the Stabilisation and Association Process conditionality, in particular:
- Croatia’s full cooperation with the International Criminal Tribunal for the former Yugoslavia;
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Croatia’s commitment to good neighbourly relations taking full
account, inter alia, of the European Council conclusions of
17/18 June 2004, and the strong contribution expected from
Croatia to the development of closer regional cooperation in
accordance with the Thessaloniki Agenda for the Western
Balkans adopted in June 2003, which remains the common
framework for relations with all Western Balkan countries up
to their accession;
 Croatia’s undertaking to resolve any border disputes in conformity
with the principle of peaceful settlement of disputes in accordance
with the United Nations Charter, including if necessary compulsory
jurisdiction of the International Court of Justice;
 the fulﬁlment of Croatia’s obligations under the Stabilisation and
Association Agreement, as well as the implementation of the European Partnership, as regularly revised.
The EU expects negotiating countries to comply with the political criteria
and to work towards higher standards throughout the negotiations. The
results of dialogue with the countries on their success in addressing issues
under the political criteria are fed into the negotiation process. In addition,
the current negotiating framework provides for a chapter on Judiciary and
Fundamental Rights, under which the political issues are addressed. This
permits progress in crucial areas to be kept under close scrutiny. Furthermore, current negotiating frameworks provide for accession negotiations
to be suspended in case of serious and persistent breach of the principles
of liberty, democracy, respect for human rights and fundamental freedoms
and the rule of law. Increased attention to political reforms is expected to
stimulate the necessary reforms in the candidate countries.
In addition, the results of dialogue with the countries on their economic reform will also be fed into the negotiation process. This dialogue
focuses on the fulﬁlment of economic criteria and on convergence with
the EU economies.
Croatia’s progress in the accession process has been measured
through the annual Progress Report. In assembling the Progress Report,
the European Commission partly relies on the information provided by
the state administration of the candidate country and therefore Croatia
provides the EC with its own Self Assessment Report – the progress
achieved since the publishing of the last year’s Progress Report.
In 2006 Progress Report the European Commission assessed that
Croatia continued to make progress in terms of the political, economic
and acquis criteria and implementation of its Stabilisation and Asso-

-
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tion:
 Strengthening the institutional structure through institution building, i.e. ensuring implementation of laws, as well as preparing and
promoting the professional skills of the civil servants in the ﬁeld of

 Harmonization of national legislation with the European legisla-

Protocols envisage cooperation in various ﬁelds:

The decision of the European Union to open accession negotiations
with Croatia has a far-reaching signiﬁcance not only for Croatia, but also
for the other Stabilisation and Association Process (SAP) countries. A
real European perspective of the SAP countries, reinforced in June 2003
by the adoption of the “Thessaloniki Agenda for the Western Balkans”
and ﬁrmly based on the individual progress of each country in implementing political and economic reforms, should continue to be the foundation
of an ongoing process of strengthening the political and economic stability of South-East Europe, as part of the wider effort in building an area
of lasting security, stability and prosperity on the European continent.
The historic process of EU enlargement will be successfully completed
only when all the countries in the region join the Union.
Euro-Atlantic integration is the foremost important foreign policy goal of
all the SAP countries and at the same time, it is also a catalyst and strong
motivating factor in shaping the internal policies of these countries.
Over the past several years, Croatia has signed special cooperation
agreements related to European integration assistance, with all the
countries of the region, as well as with other countries such as Georgia,
that share similar aspirations. As a result of these agreements, Croatia
provides assistance programmes and education aimed at assisting the
EU oriented reform and accession process. Such information and experience sharing is particularly useful, as a number of these countries
were founded on the same or similar social model and face similar
challenges in carrying out reforms.

Regional cooperation

ciation Agreement. The European Commission highlighted the main
challenges ahead: to build on the progress made, and to accelerate
the pace of reforms, notably in the key areas of judicial and public administration reform, the ﬁght against corruption and economic reform,
to continue legislative alignment and further enhance administrative
capacity necessary for implementation.

European integration:
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Croatia’s experience and its envisaged way forward have not been
without challenges and uncertainties. Its role as icebreaker for new
enlargement practices is surely not an enviable one particularly as the
accession process has become more complex and demanding.
The EU has made clear commitments to South East Europe and
the SEE expects these commitments to be fulﬁlled. Croatia’s example
is proof that the European perspective is something truly tangible that
can be realized with one’s own substantial efforts.

Conclusion

Being at the same time a participant in the SAP and a candidate
country for EU membership, Croatia is the ﬁrst SAP country to embark
on this ﬁnal and most demanding stage of accession to the EU. It stands
committed to signiﬁcantly contribute to the political and economic stability of this region and improve the co-operation between all South-East
European states.










fora;
Conduct of joint consultations, initiatives and activities;
Secondment of civil servants in the relevant institutions of both
countries;
Exchange of experts in sectors of mutual interest, having in mind
the current resources of both Parties;
Establishing a Joint Committee for the implementation of the
Protocol;
Preparing Action Plan for their implementation.

 Exchange of information and experiences;
 Organization of joint events: meetings, conferences, round tables,

Protocols envisage various methods of cooperation:

methods of the realization of the translation and selecting the
priorities:
 Coordination of the foreign assistance and in particular how to
maximize the effects of the use of the EU ﬁnancial instruments:
 Information of the general public about the EU process and the
European integration.

 Translation of the overall European legislation, in particular the
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“The integration of the Republic of Macedonia into the European
Union has always been clearly and undoubtedly expressed strategic
interest and a priority objective in the policy of the Republic of Macedonia at all levels.” (The National Strategy for European Integration
of the Republic of Macedonia)

 Challenges
 Tackling the Challenges
 Further steps

 National Strategy for European Integration
 Questionnaire and Answers
 Avis, Analytical Report, and European Partnership
 Action Plan for European Partnership
 National Programme for Adoption of the Acquis Communautaire
III: Candidate Country: Expectations and Challenges

framework/soﬁjag-rad53408-2.PDF

 Stabilisation and Association Agreement
 Ohrid Framework Agreement - http://www.sep.gov.mk/documents/

 Commitment of the RM to EU Accession
 Why is such a small country so important to the EU?
 Timescale of EU-RM Relations
II: A Brief Overview of the Key Documents

I: Macedonian – EU History

Natasha Cenevska
Head of Sector,
Sector for Preparation of the National Version of the Acquis,
Secretariat for European Affairs,
Government of the Republic of fYR Macedonia, Skopje

The European Integration Process
of the Republic of Macedonia:
Challenges of a Candidate Country
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Timeline of Relations EU – Republic of Macedonia
 1995 Diplomatic Relations Established (RM Mission in the EU)
 1996 RM - PHARE Programme
 1997 Cooperation Agreement between RM and EC (1998 RM
Assembly “Membership in the EU is a Strategic Aim of the RM”,
ratiﬁes);
 2000 EU Representative Ofﬁce becomes EC Delegation
 2001 First Stabilisation and Association Agreement (Interim Agreement on Trade, in force)
 2003 Thesaloniki Summit – European Partnership for RM
 2004 March – RM Submits Application for Membership to the EU
in Dublin, April – SAA entered into force, October - Romano Prodi
Delivers the Questionnaire to the Government of the Republic of
Macedonia
 2005 February, Macedonia presents the Answers to the Questionnaire in Brussels, November – Opinion of the EC to the Council of
EU, December – Candidate Status of RM (Opinion of the Council
of the EU)

Why is such a small country so important to the EU?
 Regional stability
 Crossroad in SEE
 Creedal of culture - added value to the EU cultural wealth

Accession of RM in EU
(a survey by IDSCS)
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well as alignment with the EU CFSP
 Sets out the fundamental aims, policies, and priorities in the process of acquiring membership to the EU:
 maintaining macroeconomic stability

 Sets out the commitments of RM to implement SAA and OFA, as

National Strategy for European Integration of the Republic
of Macedonia (September, 2004)

goods to the EU market and gradual opening of the RM market
for EU goods

 SAA Council is to make an evaluation (2008)
 Regional cooperation convention
 Asymmetric trade principle – completely liberalised approach of

phases: 5 years + maximum 5 years

 Evaluative clause – ‘ potential candidate’
 Association – transitional period of maximum 10 years – two

...SAA, key characteristics

economic, and institutional stabilisation in Macedonia through
development of:
- Civil Society and Democratisation
- Institution Building and Public Administration Reform
- Enhanced Trade and Economic Cooperation
- Strengthened National and Regional Security
- Increased Cooperation in Justice and Home Affairs
- A Free Market Economy and Free Trade
- Regional Cooperation
- The Approximation of Legislation to that of the Community
http://www.sep.gov.mk/documents/support/soﬁjag-rad50576-2.PDF

 RM= 1st Country in the Balkans to Sign SAA
 Provides a Framework for Political Dialogue
 Institutes Commitment of Signatories to contribute to political,

Stabilisation and Association Agreement (April, 2001)

The Key Documents…

 2006 October – First Progress Report (1.10.2005 – 30.09.2006)

February 2005
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anteeing the rule of law and respect of fundamental rights
Fulﬁlls SAA in a satisfactory manner
Successfully implemented legislation of Framework Agreement
Is committed to regional cooperation
Needs additional efforts in: electoral process, police reform, judiciary reform and the ﬁght against corruption

 RM is a functioning democracy, stable institutions, generally guar-

Political Criteria

Commission Opinion on the Application from
Macedonia for Membership of the EU

on 27.09.2004 (Ofﬁcial Gazette of the RM, No. 66/2004)
 1921 Questions; 3 Sections (Political, Economic, and Acquis); 31
Chapters
 14,000 pages of answers (2,500 pages answers, and 11,500 pages
annexes)
Sector for European Integration - Leading and Coordination of the
Process; expert and administrative support; translation
 IT Team in SEI - key in the answering process (databases, standardised
documents and procedures, system of electronic communication)
 Structure: Working Groups (~ 1000 civil servants) led by Ministry
Coordinators per Chapter + DP of Government in Charge of European Affairs as a Coordinator of the Process and the Group of
Ministers in charge of Veriﬁcation of the Answers
 Transparency of the process
http://www.sei.gov.mk/prasalnik/

 Process of Answering = Key Priority of the Government
 Government adopted Instructions for Answering the Questionnaire

October 2004

Questionnaire & Answers

leviating social impacts of transition
 diminishing the implementation gap
http://www.sep.gov.mk/documents/eip/jordan-rad6493D-2.PDF

 providing adequate and targeted social protection aimed at al-

increased employment

 creating an environment for accelerated economic growth and
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http://www.sep.gov.mk/Documents/eip/jordan-rad8F85C-2.PDF
Identiﬁes the priorities which the country needs to address in preparing for the opening of negotiations, especially in terms of application

Council Decision on the Principles, Priorities and Conditions
Contained in the European Partnership with Macedonia

+ RM started greater reforms in the justice and police system so as
to accomplish the implementation of the Framework Agreement, as
well as with the aim to strengthen democracy and the rule of law
+ RM has made progress in the protection of human rights and
minorities
+ Has an active role in regional cooperation
+ Made considerable achievements in economic criteria
+ Maintains macroeconomic stability and completed the extended
IMF programme
+ Continues establishing market-oriented reforms and role of the
state in the economy continues to diminish
- Considerable and sustainable efforts needed for further reform of
public administration
- Speed of adopting : legislation and its implementation is slow
http://www.sei.gov.mk/documents/eip/ANALYTICAL_REPORT_
COM(2005)562.pdf

Analytical Report for the Opinion on the Application
from the Republic of Macedonia for EU Membership

goods, intellectual property law, competition policy, ﬁnancial control
 Full compliance in environment only in the long term
http://www.sep.gov.mk/portal/eng/default.asp?id=101

 not able in medium term unless efforts speeded up - free movement of

tation and enforcement are made

 will meet most in medium term if considerable efforts in implemen-

Acquis Communautaire

with competitive pressure and market forces in medium term; in
future yes;

 important steps; initiated economic reform path; not able to cope

Economic Criteria
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In January, following the Council Conclusions on the
17.12.2005, RM adopted the AP-EP based on the EP
 Framework for active and intensive implementation of SAP
 Internal monitoring mechanism-focus on key+short-term priorities
 Easy coordination and consistence of ministries’ activities
 Easy to track - Scheduled on Government Session with high priority; Weekly, Monthly, and Mid-Term Progress Reports
 Government Programme harmonised with AP-EP 2005
 AP-EP will be integral part of the National Programme for Approximation of the Acquis Communautaire (NPAA)
http://www.sep.gov.mk/documents/eip/jordan-radF0E2B-2.PDF

European Partnership Action Plan 2005








election process in time and ahead of the upcoming elections
Adoption of the Law on Police
Adoption of the Constitutional Amendments needed for reform of
the justice system, in accordance with the Vienna Commission
recommendations. Further, adoption and implementation of the
measures needed for strengthening the independence of the
judges (reform of the Court Council and the method of their election, strengthening the training system for judges and prosecutors),
advancement of the management of cases and decrease of the
delay in dealing with them
Simpliﬁcation of the procedures for registration of companies and
licensing, among other things, with the implementation of the onestop shop system for the registration of companies
Securing relevant implementation of the obligations of the Stabilisation and Association Agreement, especially in the area of
electronic communications and customs.

 Implementation of the OSCE-ODIHR recommendations for the

European Partnership - Key Priorities

of EU legislation. Is also identiﬁes the basis for EU preaccession aid
programming. ‘The EU will continue to monitor progress of the political
reforms closely. The Commission will present a Report to the Council
no later than the end of 2006 on the progress RM has achieved.’
Content: Key Priorities Short-term priorities (realization in 1-2 years)
Mid-term priorities (realization in 3-4 years)
Structure: Political criteria; Economic criteria; Acquis
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As candidate country since 9 November 2005, RM has the
possibility to use the pre-accession funds of the EU;
 May 2006 RM Government determined the Delegation, the coordinators of the 5 IPA Components, the method of preparation, the
adoption of priorities and the determination of platforms for action
in front of the EC

… AND OF COURSE THE INSTRUMENTS

Purpose:
coordination of activities in the association process supervision of
the implementation of tasks linkage between the national legislation and acquis basis of Commission’s Regular Reports on RM
progress
Consistency:
EP, Avis, Analytical Report, SAA obligations, Government and
Sectoral Priorities, Budget 2007-2010, Foreign Assistance
Basis:
Annual Government Legislative Programmes; Set-Up and Reorganisation of Institutions; Annual Plan for Employment; Budget
Priorities; Foreign Assistance Programming; Formulation of Negotiation Positions
Reﬂects:
Implications of acquis communautaire; medium-term strategic
planning skills; ﬁnancial capacity to cope with acquis

NPAA

National Programme for Adoption of the Acquis Communautaire
 Legislation
 Institutions
 Financial Needs
Contents:
I. Political criteria
II. Economic criteria
III. Capacity for assuming the obligations from EU membership
(acquis chapters)
IV. Administrative capacity for the implementation of the acquis
V. National version of acquis communautaire
VI. Annexes (1-List of national legislation for harmonization with EU; 2Overview of planned recruitments; 3- Planned ﬁnancial needs)

political criteria: Police; IBM; FAOC; FA
Money; Laundering; FA Corruption; Ohrid
Framework Agreement; Decentralisation;
Judiciary; PAR
economic criteria: Macroeconomic stability;
FDI; Structural Reforms; Growth of
Industrial Production; Competitiveness;
Export; SME; Employment policy
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negotiation chapters, stricter monitoring on meeting the
conditions

 Stricter conditions/higher criteria – 35 instead of 31

Fatigue” = regular phrases in EU jargon

 Political Environment in the EU 2007
 “Absorption Capacity”/ “Integration Capacity” and “Enlargement

Challenges from Abroad

Legislation; EU Acquis in Macedonian language; Institution Building/Administration capacity
 membership obligation, adherence to the policy, economic and
monetary union objectives
- SAA obligations
- EP obligations: implementation of short-term priorities / Annual
Progress Report
- NPAA

 acquis: New Policies/Revision; Approximation / Harmonisation of

Challenges / Obligations of RM as a CC

-

-

 Copenhagen Criteria + Madrid Criteria:

Challenges / Obligations of RM as a CC

the ﬁrst meeting for the preparation of the IPA document for MultiIndicative Programming 2007-2009
 IPA- Amount for year 2007 = 58,5 ME according to MIP (All 5
Components)
For Macedonia IPA would replace the CARDS (PHARE)

 May 2006 EC invited RM Government Representatives to hold

www.sep.gov.mk

Prepared to use IPA
Implementation of the EP short-term priorities
EC Annual Progress Report
Negotiation for EU Accession – 2007/2008
- screening
- negotiation structure
 Prepared for EU Membership – 2010
 EU Accession Treaty for RM






Further Steps
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Informing EU Institutions (Progress Report on Accession Process of RM to EU)
- High Level Meetings with EU Leaders
- Intensiﬁed activities by RM Embassies in Member States of
EU
AP-EP
NPAA
NDP
Sectoral strategies

-

Tackling the Challenges
 Diplomatic Activity
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Turkey is a negotiating country by unanimous decision of the EU
Council of Ministers, with an accession negotiation which is active and
dense, albeit with reduced horizons:
 1 chapter opened and provisionally closed;
 1 chapter opened;
 Turkey has already received an invitation from the EU presidency
to prepare its negotiation position in 3 chapters ;
 1-2 more chapter (s) might be opened until the end of German
presidency.
Turkey still has a lot to do to fulﬁl the membership criteria.
There is disenchantment on both sides:
Hostility in some EU countries to Turkey’s membership is increasing
while support for membership among Turkish citizens is falling (2004
: 70 % to 2007 : 40 %).
Why ?
EU :
 enlargement fatigue;
 the so called “legitimacy crisis” (falling public support for EU integration, constitutional conundrum, lack of strong leadership);
 lack of knowledge/misperception towards Turkey and its impact
on EU.
Great disillusionment on Turkish side :
 an impression of being subject to double standards;
 failure of the EU to respect the principles of equal treatment in its
relations with Turkey.
The general feeling of the public:
“No matter what we do to fulﬁl the membership criteria EU will not
accept Turkey as a member”.

Current picture

Erhun Baş
EU Expert,
Secretariat-General for
European Union Affairs, Ankara

Turkey’s “Technical Agenda” in the EU
Accession Process: Achievements and
Challenges

69

outcome of the following factors:
 Turkey’s differences (size, population, geographical location etc.)
 Negative experiences of the 5th enlargement ;
 Enlargement fatigue/ “temporary indigestion” caused by the 5th
enlargement/enlargement fear;
 Certain level of mistrust and fear towards Turkey.

 deﬁnitely a vigorous and strict one ;
 signals a tough time ahead: challenges and difﬁculties;
 contains grey areas.

Negotiation Framework

Negotiations constitute a new reality :
“ there are still years of negotiations and plenty of pitfalls ahead,
but if Turkey ever joins the European Union, people will look back on
this summit as a decisive moment ” Chris Morris, BBC Europe correspondent .
“now EU has become a stakeholder in the continuation of the political, economic and social transformation of the country ” Olli REHN,
Enlargement Commisioner
Negotiations constitute a new reality :
Wilfried MARTENS (Former Belgian Prime Minister and co-founder
and president of the European People’s Party), who has been doubtful
about the prospect of Turkey’s membership back in 1997:
“I support these negotiations because I believe we are confronted
with a unique opportunity as great as making peace between France
and Germany after the war, or as reunifying Europe after the fall of the
Berlin wall after 1989. These talks begin a dialogue between Christians
and Muslims which could even signal an extraordinary new beginning
for the world as a whole”. (European Voice, 12 October 2005)

Negotiations

The accession negotiatons between EU and Turkey were initiated
on 3rd of October 2005.
Key Questions?
How long they are going to last ?
What will be the ﬁnal outcome ?

Negotiations: rigorous and challenging
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European Commission :
“Turkey has sufﬁciently fulﬁlled the political criteria”. (October 2004)
Key importance in the negotiation process:
 Closely monitored by the European Commission;
 Failure in this area might result in the “suspension” of the talks .
Ambitious transformation especially since summer 2002: “silent
revolution”
 abolishing the death penalty;
 language courses
 broadcasting in non-Turkish languages;
 abolishment state security courts;
 revision of the penal code;

Political Criteria

the stability of institutions guaranteeing democracy, the rule of law,
human rights and respect for and protection of minorities;
 Economic Criteria
the existence of a functioning market economy which has the
capacity to cope with competitive pressure and market forces
within the Union
 “Acquis Criteria” : adopting and efﬁciently implementing the body
of EU legislation

 Political Criteria

Membership Criteria

What we expect :
‘a strict (expressed by the negotiation framework) but fair approach
’ on the basis of merit in fulﬁlling membership criteria.

Negotiations

Our attention should focus on one sentence in the negotiation
framework:
“the shared objective of the negotiations is accession”
For the moment we should try to neglect the fact that:
“politics not technicalities will ﬁnally decide Turkey’s fate”
We have to concentrate on another fact :
“the pace of the negotiatons is closely related to Turkey’s performance in fulﬁlling the membership criteria”
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growth (2004 : 9.9, 2005: 5.3 %, 2006:%6,1), inﬂation rate (2004 :
9, 2005: 7%, 2006:% 9,), ratio of budget deﬁcit to national income
(2004 : -7.1%, 2005: - 1.7 %, 2006:-0,7), ratio of public debt to
national income (2001 : 90.5 %, 2005: 69 % , 2006:% 44,8), etc.;
economic stability and predictability has signiﬁcantly improved;
there is broad consensus on essentials of anti-inﬂationist economic
policy based on ﬁscal discipline;
privatisation process has accelerated;
structural reforms (i.e. ﬁnancial reform, agricultural reform) seem
to be in the right track in general;
major shift in development policy : National Development Plan;

 signiﬁcant improvement in key macroeconomic indicators like

almost been completed;

 institutional and legal infrastructure of a free market economy has

Not the subject of negotiations per se.
The process of fulﬁling the economic criteria is closely monitored
and the failure of doing so might appear as benchmarks for opening
up negotiations in some chapters related with the economy.
Accomplishments

Economic Criteria

Still much to do to establish the EU norms in the country
keywords :
 implementation;
 monitoring (“Reform Monitoring Group”);
 putting the emphasis on training (law enforcement bodies and
judiciary);
 reform of the judicial system,
 reﬂecting the satisfactory legal framework on women’s rights into
real life and ﬁghting with domestic violence.
Main concerns of the EU :
 strengthening the independence and functioning of the judiciary;
 the exercise of fundamental freedoms (association, expression
and religion);
 cultural rights;
 the further alignment of civil-military relations with European practice;
 the situation in the Southeast of the country .

 tightening the civil control over the army;
 enhancing the legal basis of women’s rights.

Regional Development Agencies;

16 NOVEMBER 2005
28 NOVEMBER 2005
1-2 DECEMBER 2005

2.EDUCATION AND CUL- 26 OCTOBER 2005
TURE

3 . P U B L I C P R O C U R E - 7 NOVEMBER 2005
MENT

4. COMPETITON POLICY

22 DECEMBER 2005
23-26 JANUARY 2006

6. FREE MOVEMENT OF 25 NOVEMBER 2005
CAPITAL

7. AGRICULTURE AND RURAL DEV.

20-24 FEBRUARY 2006

9. FREE MOVEMENT OF 16-20 JANUARY 2006
GOODS
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13-15 FEBRUARY 2006

8.JUSTICE, FREEDOM AND 23-25 JANUARY 2006
SECURITY

5-8 DECEMBER 2005

19-20 DECEMBER 2005

5. RIGHT OF SETTLEMENT 21-22 NOVEMBER 2005
AND FREE MOVEMENT OF
SERVICES

8-9 NOVEMBER 2005

14 NOVEMBER 2005

20 OCTOBER 2005

1.SCIENCE AND RESEARCH

BILATERAL
SCREENING

EXPLANATORY
SCREENING

CHAPTER

(civil aviation, maritime transport, road transport, ground handling
services, broadcasting, electricity, education etc.)

 volatility of ﬁnancial ﬂows;
 low transparency regarding state aids;
 restrictions on foreign ownership in some sectors.



Turkey : a fully functioning market economy
Major concerns of the EU:

the labour market.
Concerns of the EU

 Regional disparities;
 Existence of informal sector;
 Lack of a coherent education policy geared towards the needs of

clined from 33 %)

 Unemployment (% 11);
 Agricultural employment (%25,5 workforce in agriculture – de-

Challenges

 a new policy : Rural Development.

33. FOREIGN, SECURITY 14 SEPTEMBER 2006
AND DEFENCE POLICY

32. REGIONAL POLICY 11-12 SEPTEMBER 2006
AND COORDINATION OF
STRUCTURAL INSTRUMENTS

6-8 SEPTEMBER 2006

19 JULY 2006

29. FREE MOVEMENT OF
WORKERS

31. JUDICIARY AND FUNDAMENTAL RIGHTS

10 JULY 2006

28. EXTERNAL RELATIONS

6 SEPTEMBER 2006

30 JUNE 2006

27. TRANS-EUROPEAN
NETWORKS

30. FINANCIAL AND BUDGETARY PROVISIONS

21 JUNE 2006
26-29 JUNE 2006

19-20 JUNE 2006

24. STATISTICS

26. TRANSPORTATION
POLICY

12-13 JUNE 2006

23. INFORMATION SOCIETY AND MEDIA

25. COMPANY LAW

6-7 JUNE 2006

20. FINANCIAL CONTROL

8-9 JUNE 2006

18 MAY 2006

19. ENERGY

22. CONSUMER AND
HEALTH PROTECTION

15-17 MAY 2006

18. ENVIRONMENT

21. TAXATION

29-30 MARCH 2006
3-11 APRIL 2006

17. FINANCIAL SERVICES

27-28 MARCH 2006

9-15 MARCH 2006

15. FOOD SAFETY, VETERINARY AND PHYTOSANITARY POLICY
16. ENTERPRISE AND INDUSTRIAL POLICY

24 FEBRUARY 2006

17 FEBRUARY 2006

13.ECONOMIC AND MONETARY POLICY
14.FISHERIES

8-10 FEBRUARY 2006

6-7 FEBRUARY 2006

6 0CTOBER 2006

9-10 0CTOBER 2006

11-13 OCTOBER 2006

4 OCTOBER 2006

18 SEPTEMBER 2006

13 SEPTEMBER 2006

29 SEPTEMBER 2006
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25-28 SEPTEMBER 2006

20 JULY 2006

17-18 JULY 2006

13-14 JULY 2006

6-7 JULY 2006

11-12 JULY 2006

30 JUNE 2006

14-16 JUNE 2006

29 MAY -2 JUNE 2006

2-3 MAY 2006

4-5 MAY 2006

24 APRIL-3 MAY 2006

31 MARCH 2006

23 MARCH 2006

20-22 MARCH 2006

2-3 MARCH 2006

31 JANUARY-1 FEBRUARY 13-14 MARCH 2006
2006

12.SOCIAL POLICY AND
EMPLOYMENT

11. INTELLECTUAL PROPERTY LAW

10.CUSTOMS UNION
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Alignment with the acquis
Capacity to implement the acquis
Financial requirements for harmonisation
Demand for transitional periods (if there is)



What is written in “position papers”

The initiation of actual negotiations



If the EU prepares its “common position”

Turkey is invited to prepare its “negotiation position paper”



If there is no benchmark !!!!!!!!

chapter is not opened for negotiations



EU waits Turkey fulﬁlls the benchmarks



Screening reports approved by unanimity in the General Council
If there is a benchmark

Screening meetings in 33 chapters were completed. We have ofﬁcially received 13 screening reports; (available at :
http://ec.europa.eu/enlargement/turkey/screening_reports_en.htm)
Only 2 chapters opened and one provisionally closed;

At the end of the bilateral and explanatory meetings Commission
prepares “screening report“ for each chapter.
Report includes 4 part:
1. Chapter content
2. Country’s Alignment Level and Implementation Capacity
3. Assessment of the Degree of Alignment and Implementing Capacity
4. Conclusion and recommendations (benchmarks)
Approved at
the Council
Negotiations
are expected
to be opened

Data parts
of the Draft
Submitted to Screening
the Council Reports
are sent to
Turkey
1. Public Pro- 1. Justice,
4.Regional
curement
Freedom and Policy and
2. Competition Security
Coordination
Policy
2. Food
of Structural
3. Social Policy Safety, VetInstruments
and Employerinary and
ment
Phytosanitary
4.Agriculture
Policy
and Rural
3. Energy
Development
4. Right of
(Cyprus)
Establishment
5. Free Move- and Freedom
ment of Capital to Provide
6. Intellectual
Services
Property Law
(Cyprus)
7. Taxation
5.Financial
8. Customs
Services
Union (Cyprus) (Cyprus)
6.Company
Law
7.Consumer
and Health
Protection
Approved at
the Council
Benchmarks

1. Free Movement of Goods
(Cyprus)
2. Freedom of
Movement for
Workers
3. Information
Society and
Media
4. Fisheries
(Cyprus)
5. Transport
Policy (Cyprus)
6. Trans-European Networks
7. Judiciary
and Fundamental Rights
8. Environment
9.External
Relations
(Cyprus)
10. Foreign,
Security and
Defence Policy
11. Financial
and Budgetary
Provisions

Draft Screening Reports
are not ready

2002
126

Year
Amount

Milllion €
144

2003

250

2004

300

2005

17 December 2001: Pre-Accession Financial Assistance

Amount of Financial Assistance

500

2006
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None of the chapters will be closed – even provisionally - if Turkey does not
implement the additional protocol that extends the customs union to all new member
states in line with the Council Decision dated 11 December 2006

1. Science 1. Education
and Reand Culture
search
2. Economic
and Monetary
Policy
3. Statistics
Opened
4. Financial
1. Enter- Control
prises and
Industrial
Policy

Provisionally
Closed

Science and Research  Provisionally Closed (12 July 2006)
Enterprise and Industrial Policy  Opened ( 29 March 2007)



CURRENT SITUATION IN THE NEGOTIATIONS

Finalisation of the Screening Process

5,1

Amount (billion €)

EU PROGRAMMES

15,3

Poland
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1,7

Turkey

Research and Development Framework Programmes
Education Programmes (Leonardo;Socrates, Youth)
Multi-Annual Programme for the SMEs
Customs 2007
Fiscalis (improvement of taxation in the internal market)
E- content
Public Heath Programme
Combatting Discrimination
Gender Equality
Combatting Social Exclusion
Incentive Measures in Employment








2,8

Bulgaria

The Sectoral Distribution of EU Financed Projects (2002-2006 )

Romania

2000-2006 Period

Other Countries and Turkey

Contract
preparation
13
19
22
6
12
72
66

procedure

-6

2
2
2
-

Ongoing

1
1

Completed

Number Selecof the
tion
Projects
Cancelled

11
11

Final
Report
Approved

27

4
17
6

27

11
13
3
-

SECRETARIAT GENERAL FOR THE EUROPEAN UNION AFFAIRS

Twinning Projects by Sector
(2002-2006)

SECRETARIAT GENERAL FOR THE EUROPEAN UNION AFFAIRS

2002
2003
2004
2005
2006
Total

Overall
Number
of
Projects

Year

Number of the Twinning Projects (2002-2006)

European Environment Agency
European Monitoring Center on Drugs and Drug Addiction

AGENCIES

11

11
-
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2003
12
5
9
2
3
5
5
2
1
1
-

-

2002
7
8
4
9
5
4
4
1
2
1
-

-

1
3
2
1

2004
10
6
6
6
6
5
4
5
1
1
1

2005
5
2
2
2
3
3
4
4
1
1
1
1
1
-

2006
7
2
3
3
2
4
4
3
1
1
2
3
1

4
2
1
2
2
2
1
1
1
-

Germany
UK
The Netherlands
Italy
Spain
Greece
Austria
France
Denmark
Sweden
Finland
Hungary
Lithuania
Slovakia

1
2
1
1
-

10
3
3
2
1

2003

1
1
1
1
1

8
4
3
1
2
3
1

2004

2
1
2
1
1
-

2005

4
1
1
1
1
2
2
1

2006

28
11
10
6
5
4
6
5
3
2
1
3
1
2

Total
Involvement

Total
Involvement
in the
twinning
projects
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SECRETARIAT GENERAL FOR THE EUROPEAN UNION AFFAIRS

2002

Member States

22
6
6
5
4
2
2
5
3
1
1
1

Leading
partner

Junior
Partner
6
5
4
1
1
2
4
2
2
1
1

TOTAL
41
23
24
22
19
21
21
15
6
5
2
1
1
5
6
1
1

Member States Involvement in Twinning Projects (2002-2006)

SECRETARIAT GENERAL FOR THE EUROPEAN UNION AFFAIRS

GERMANY
UK
FRANCE
GREECE
The NETHERLANDS
SPAIN
ITALY
AUSTRIA
SWEDEN
DENMARK
FINLAND
POLAND
LITHUANIA
SLOVAKIA
HUNGARY
MALTA
PORTUGAL

Member States Bidding (2002-2006)
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Key words : sustainability and irreversibility
 Monitoring the implementation
 Ownership by the public (European and Turkish)
- Civil Society Dialogue
- Communication Strategy
Vision and political courage is required on both sides for the period ahead
of us to be succesful and these should be translated into policies as:
“vision without implementation is hallucination” (Bertrand Russel)

 There are still deﬁciencies and much room for improvement.

tum has been attained.

 A real sense of direction has been built and a signiﬁcant momen-

tant ﬁelds.

CONCLUSION
 A signiﬁcant synergy has already been created in various impor-

The Programme for the Adoption of The EU Acquis (2007-2013)



“ at the core of integration of any form, lies the need to establish
credible commitments ” (Prof. Phedon Nicolaides)
Turkey currently concentrates all its efforts to make its commitments
credible :

THE UNDERLYING PRINCIPLE OF TURKEY’S CURRENT
NEGOTIATION PROCESS

SECRETARIAT GENERAL FOR THE EUROPEAN UNION AFFAIRS

80
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THE PROCESS OF EU
INTEGRATION – THE POTENTIAL
CANDIDATE COUNTRIES

PANEL:

82

2

1

EU Summit in Copenhagen, 1993.
EU Summit in Madrid, 1995.
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Enlargement is considered to be the most successful instrument of
the EU for the encouragement of democratization and market reforms in
the aspiring member countries. The experiences of Spain, Portugal and
Greece, which entered the EU after the period of dictatorship and military
coup d’etats, and especially the experiences of the Central and Eastern
European countries, which became members after the period of one-party
systems and centralized planned economy, conﬁrm such relationship.
The process of European integration at the same time means the
process of deep and intense internal reforms in the aspiring member
state. According to the 1993 Copenhagen criteria1, until the entry into
EU, new member state must have:
- stable institutions which guarantee democracy, rule of law, human
rights and respect for and protection of minorities (political criteria)
- functioning market economy and capacity to withstand the competition and market forces within the Union (economic criteria)
- new member state must have institutions which have the capacity to implement and enforce the EU laws in practice (administrative criteria)1.
European Commission monitors the progress of the aspiring members and fulﬁlment of the membership criteria through annual progress
reports. Reports especially evaluate the extent to which political and
economic criteria have been met, the progress in implementation of
European standards and progress in enabling the administration.
In the European Partnership document, European Commission
deﬁned short-term (1-2 years) and medium-term (3-4 years) priorities
which a state has to accomplish while preparing for the membership.
The state is expected to respond to the European Partnership with the
Action Plan for realization of the deﬁned priorities.2
The EU support programs for the potential member states are directed towards the assistance for transition, institution-building and
cross-border cooperation, and for the member states, the assistance is

Introduction

Osman Topcagic
Director, Directorate for European Integration
Council of Ministers, Sarajevo

Reform Process in Bosnia and Herzegovina
and the European Integration

Commencement of SAA negotiations
Technical negotiations about the content of SAA are concluded.
The signing of the SAA requires the accomplishment of the key
priorities from European Partnership.

Dayton (Paris) Peace Agreement
Regional approach. European Union Council of Ministers sets up
political and economic conditions for the development of bilateral
relations. BiH enjoys autonomous trade concessions (preferential
treatment).
EU Declaration on special relations with BiH. Establishment
of EU/BiH Consultative Task Force-CTF which ensures technical
and professional support in the areas of administration, regulatory
framework and policy development.
EU adopts the Stabilisation and Association Process- SAP, as a
leading policy for the West Balkan states. SAP offers a clear possibility for the integration of BiH and four other states in the region
into the EU structure.
Agreement on Stability Pact, the political document whose strategic goal is the stabilization of the SEE, through move of the states in
the region towards the Euro-Atlantic integrations and strengthening
of regional cooperation. In Sarajevo, during the July 1999, the Summit of the Heads of States and Governments of Europe, Canada,
Japan and USA, at which the establishment of the Stability Pact
was ofﬁcially announced and supported.
EU Roadmap announced. This document states 18 key conditions which BiH has to accomplish in order to begin with the Feasibility Study for the commencement of stabilisation and association
negotiations.
Extension of agreement on tax-free export for the BiH products
entering the EU market.
EU Council passes the regulation 2666/2000 on EU support
program for reconstruction, development and stabilization - CARDS,
designed for Albania, Bosnia and Herzegovina, Yugoslavia, Croatia
and Macedonia.
European Commission concluded that the Roadmap guidelines
for the EU accession have been accomplished.
Commencement of Feasibility Study.
Report from the Commission to the Council on preparedness of
BiH to negotiate a SAA with the EU was adopted

The BiH-EU relations started developing with the international
recognition of RBiH as an independent and sovereign state.

IPA, EU Assistance Programme.
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3

December
2006

December
2002
March 2003
November
2003
November
2005

December
2000

2000

March 2000

June 1999

May 1999

June 1998

1997

November
1995

April 1992

Table 1. Key events in BiH-EU relations

given through the pre-accession funds for development of infrastructure,
agriculture, rural development and human resource development.3

single passport, the treasury operations were established.
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Already at the beginning of the process of formal accession to the
EU at the end of 1990s, it became clear that BiH does not have legislative and institutional bases for further development in the process of
integration into EU. The focus is on the building of institutional capacity
ﬁrst at the state level, and then on the adoption of legislations which
will enable the creation of the common economic area, based on the
example of the EU internal market.
The conditionality principle was adopted, so that the move to the next
phase of integration process requires the adoption of reforms. The fact
that the reforms are a condition for further development towards the EU
integration often facilitates the adoption process, taking into consideration general consensus in BiH regarding the European integrations.
Thus the process of post-war reconstruction and transition from the
planned to the market economy was enriched with the requests from
the EU integration process, which makes the reform process in BiH
unique and special, in relation to other states and their road towards
the EU.
European Commission in March 2000 deﬁned the Roadmap with 18
priorities which concerned the political demands, economic demands
and European standards (Table 2). The fulﬁlment of the Roadmap
conditions was the prerequisite for the commencement of Feasibility
Study which precedes the SAA negotiations.
Through accomplishment of Roadmap conditions, BiH for the ﬁrst
time received a Law on public service, Secretariat in the BiH Presidency,

Reforms enable integration, integration promotes reforms
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Feasibility Study intends to examine the preparedness of a state to
enter the contractual relations with the EU, as well as its capacity to
fulﬁll the contractual obligations once the Agreement is signed.
The European Commission Feasibility Study for BiH was done during
the 2003, and it assisted both, BiH and EC in familiarizing with each
other. In BiH, the coordinating mechanism for European integration was
established, and it deﬁned the method of drafting documents which BiH
delivers before the negotiations with the EC, and the presentation of
our representatives at the meetings with the EC was improved.
After the analysis of the BiH responses to the EU questionnaires, as
well as four negotiation rounds, EC identiﬁed 16 priority areas in which
a signiﬁcant progress was expected, before the recommendation can
be made for the commencement of the SAA negotiations (Table 3).

From the Feasibility Study to the SAA negotiations

1. Political steps
 Adoption of Electoral Law and ensuring the ﬁnancing of elections
 Adoption of Law on Public Service
 Establishment of Permanent Secretariat at the Presidency. Agreement on
Chairmanship of Council of Ministers, adoption of crucial amendments on
legislations and procedures
 Adoption of new Rules and procedures for Parliament
 Adoption of single passport
 Implementation of laws on DGS and ensuring of ﬁnancing
 Allocate sufﬁcient funds to the Constitutional Court BiH
2. Economic steps
 Abolish the Payment Operations Institutes
 Establish a National Treasury
 Abolish all trade barriers between the entities
 Establish a national Institute for Standardisation
 Adopt Law on competition and consumer protection
 Implement the Law on direct foreign investments and adopt a law on restitution
3. Steps taken in the ﬁeld of democracy, human rights and the rule of law
 Implement the property laws
 Greater engagement on all levels for the purpose of creating conditions for
sustainable return
 Implement the decisions about institutions dealing with human rights and
ensure adequate ﬁnancing
 Implement the laws on judges and prosecutors in entity FBiH and Law on
courts and judges in entity RS
 Cooperate with the OHR on the implementation of Public Broadcasting
Service on state and entity levels

Table 2. Roadmap
March 2000

6a

5d

5c

2a

1c

1b5

1b4

1b3

1b2

1a

Amendments to the Legislation on Prosecutor’s
Ofﬁce BiH

1a

Institutions to
be established
War Crimes
Council of the
Court of BiH
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„Commission
for investigating
events in Srebrenica 10-19
July, 1995”
Ofﬁce for the
Consumer
protection and
competition in
entities
Institute for
Law on establishment of Institute for Standards BiH Standards of
BiH
Institute for
Law on establishment of Institute for Metrology
Metrology
Law on establishment of Institute for Intellectual
Institute for IntelProperty
lectual Property
Amendments to the Electoral Law
Law on recognition of public documents BiH
Law on Conscientious Objection FBiH and RS
Unit for Economic Planning
at the Ofﬁce of
the Chairman
of Council of
Ministers BiH.
Human Rights
Committee of
the Constitutional Court of BiH
Law on Merger of State and Entity Ombudsman
Single High
Law on single High Judicial and Prosecutorial
Judicial and
Council of BiH
Prosecutorial
Council of BiH

Amendments to the Legislation on Court of BiH

1a

Laws to be adopted

Table 4. LIST OF LAWS THAT NEED TO BE ADOPTED AND
INSTITUTIONS WHICH NEED TO BE ESTABLISHED
November 2003

Plan of Activities for the realisation of the priorities from the EC preparedness report envisaged the adoption of 46 new legislations and
establishment or re-organisation of 27 institutions (Table 4) and it was
probably the most demanding reform package requested from Bosnia
and Herzegovina.
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14a

13e

13d

13c

12a

10 b

10a

9

7b

7a

Law on police ofﬁcers BiH
Law on Agency for Investigation and Protection
Law on Border Protection
Law on State Border Service
Law on Witness Protection Programme
Law on prevention of money-laundering
Amendments to the Prosecutorial Legislation
Amendments to the Law for public service in BiH
institutions
Law on Indirect Taxation Authority of BiH
Law on system of indirect taxation
Law on rights and duties of authority employees
Law on distribution of revenue on the basis of
Indirect Taxation
indirect taxation
Authority of BiH
Law on Methods of Payment on single account
Law on Customs Policy
VAT Law
Law on Budget on the state and entity levels, which includes long-term budget planning, execution and control
Unit for creation
of consolidated
account for the
Council of Ministers of BiH
Statistics Law
Law on census
Statistics CounDirective for deﬁning variables for establishment of cil
statistics business register
Law on mineral fertilizers
State Authority
Law on phytopharmaceutical products
the protecLaw on seeds and planting material for the agricul- for
tion
of ﬂora
tural ﬂora
Law on protection of the creator’s of the plant species rights
Establish adLaw on assessment of harmonization
equate instituLaw on market surveillance
tions with the
Law on general product safety
abovementioned
Law on general food safety
laws
Law on FIPA
Independent Operator System
on a state level
Energy Regulatory Commission
Law on Independent System Operator (ISO)
BiH
Law on Transmission company (TRANSCO)
Entity Energy Regulatory
Commissions
Single Transmission company

Information Protection Agency
Information Society Agency

Law on single system of business registration
which will be implemented in the whole BiH

Law on Public Procurement

Amendments to the Legislation on Competition

Elect new
administrative
bodies for the
Public Broadcasting System,
based on new
laws on Public
Broadcasting
System

Competition
Council
Public Procurement Agency
Procurement
Revision Committee
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Most of the 16 requirements were fulﬁlled rather quickly, but the
agreement on the police reform and the Law on Public Broadcasting
took much longer. When these two ﬁnal conditions were realized,
the EU institutions responded quickly. European Commission, on the
21st October 2005, gave recommendation to the European Council,
to open the negotiations about the SAA with BiH, which they did on
21st November 2005, and the negotiations were ofﬁcially opened
four days later in Sarajevo.
With the decision to begin the negotiations with the BiH about
the SAA, EU noted that the signing of the SAA will require further
improvement in six key priority areas from the European Partnership (Table 5), thus the development in the process of European
integration is conditioned by the improvement in the implementation of reforms in the country.

Law on Public Broadcasting System and Public
Service
16 a i b Broadcasting
Law on Public Broadcasting System FBiH
Law on Public Broadcasting System RS

15e

15b

15a
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Yesterday, one year ago, on 12 June 2006, Albania signed the
Stabilization and Association Agreement with European Communities
and Member States. This ﬁrst step in the long run for Albania’s full
membership to EU was the ﬁnalization of intensive negotiations for
3 years with the Community party, concluded with Brussels decision
that “Albania meets the conditions to sign an SAA agreement with the
European Communities and its Member States”.
The SAA is the instrument intended to ensure progressive integration of Albania to the EU.
For so, the capacity to fulﬁll the obligations laid down in this Agreement, is the main condition conﬁrming Albania’s disposition for further
advancement towards membership and marks the beginning of the
reforms of state governance and society in general, so that these measures are adopted in line with political, legal, economic and institutions
standards of the European Union. The provisions of the SAA will only
enter into force after the Agreement has been ratiﬁed by the parliament
of all the EU member states. Today only 8 of them have ratiﬁed.
On the grounds of this Agreement, Albania becomes an associated
member of EU and conﬁrms its status as a potential candidate country
for EU membership, committing to gradually implement the obligations
imposed by this process involving all the central and local governmental
structures of the state.
The main institutional structure of implementing, monitoring and
coordinating the whole process of Albania entering the Europe, is the
Ministry of Integration. It has been speciﬁcally established to manage
this process, but its challenge is to act as the guide of the governmental

Dear representatives of EPI,
Dear moderator,
Dear colleagues,

Sonila Muskaj
Methodology of Reporting and Translation Unit
Ministry of European Integration, Albania

Albania - a Year after Implementing the SAA:
The Path Ahead
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reforms for this process, as well as to be “the motor” of this process,
in general on the implementation of our commitments, creation and
allocation of necessary ﬁnancial, capital, and administrative capacities
too. This institution handles drafting of policies and methodologies of
reporting on the process of national implementation of SAA and harmonisation of Albanian law with the acquis communautaire.
Regarding the administration of the EU assistance, in the framework
of Instruments of Pre Accession Program, the main goal of the Albanian
government is the establishment of the necessary institutions as like
the Central Unit for ﬁnancing and contract, which is already identiﬁed
and is being supported with regard to necessary legislation. Ministry
of Integration acts as an IPA National Coordinator and in cooperation
with other governmental institutions, has been prepared an working
plan in order to establish these implementing structures.
An important element under SAA is the approximation of the national
legal framework with the EU law which requires ﬁrst of all translation
of EU legislation into Albanian language. Although this requirement is
still not binding for Albania, we have advanced in ensuring the necessary logistics to support the translation of acquis communautaire into
Albanian language, by improving the legal and terminological basis.
Pursuant to a Council of Ministers Decision of March 2007, the Ministry of Integration is responsible for the translation and revision of the
EU legislation into Albanian language and vice versa. This Ministry will
handle tender procedures for these translations, prepare and publish
documents and terminologies. The annual calendar of translation of EU
legislation is going to be elaborated in consultation with line ministries
and other central institutions, according to their ﬁeld of activity.
On the level of administrative coordination, concerning the increase of
inter-institutional coordination role, with the initiative of the MoI, during
2006 were created the Integration Units in all line ministries. These
structures are established and function as a “Ministry of Integration in
miniature” within the institutions. The civil servants working in these
Integration Units are part of the Ministry of Line stuff and they principal
role is to support and coordinate the work of respective institution, for
the implementation and harmonization of the acquis communautaire on
the principal ﬁelds. These civil servants should cooperate with technical
experts of the Ministry of Integration, in order to prepare the progress
reports on the NPISAA implementation.
On the political coordination level, with the initiative of the MoI, in
April of this year was created the Inter-Ministerial Working Group,
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the monitoring structure responsible for directing, discussing, and
coordinating the work related to the implementation of the commitments undertaken by Albania, lead by the Minister of Integration and
the Minister of Finance, composed by Deputy Ministers or Secretary
Generals of each line Ministry, as well as heads of relevant central
institutions, reﬂecting in this way the importance of including the costs
of the integration process within the state budget. This Working Group
meets each month in order to discuss the current events regarding the
activities in the framework of the integration process.
From technical point of view, Albania and European Commission has
established different structures monitoring the integration process. Those
are the classical Working Groups, Joint Committees, and Consultative
Task Force according to a timetable decided by the parties. The working parties between EU-Albania have been a possibility to revise, the
progress made in all the targeted areas of the SAA. Albanian Part has
taken into consideration the recommendations for every legislative and
implementing intervention undertaken by the Albanian government.
The vision for creating an administration of European standards
goes beyond the classical role of a Ministry of Integration. It’s mission
is not only to increase the coordination and monitoring role, but also to
prioritize and distribute the necessary resources in accordance with the
priority ﬁelds of the process. In face of these challenges, the Ministry of
Integration in cooperation with the Line Ministries and State Institutions
has employed implementing instruments such as:
“The National Plan for the Implementation of the SAA” adopted
by the CoM Decision no. 463, dated 5th of July 2006 “On Approving
the National Plan for the Implementation of the SAA” and this is the
basic document for reporting on the accomplishment of the Albanian
obligations in the framework of the European Integration Process in
the short/medium/long term period. It is considered as a “guide” for
prioritizing and allocating the resources in order to create an administration capable of copping with Integration commitments. There were
at least 240 civil servants engaged on drafting the National Plan. This
document translates all the 135 articles of the SAA in short and medium
terms objectives, the Albanian Government have to face. It is focused
mainly in the achievements of the European Paternity Priorities 2006,
the implementation of the SAA having as a target the implementation
of the Interim Agreement, entering into force in December 2006, the
harmonization of the acquis comunautaire and relevant activities.
From the administrative point of view, this Plan foresees in detail the
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One of the key instruments of monitoring Albania’s pace in the process of European Integration is the drawing up of the progress reports,
which are prepared on monthly and quarterly bases.
The aim of the monthly progress reports is to keep the line ministries
and other institutions continuously under the rhythm of reporting, on the
implementation of the NPISAA, in terms of legal initiatives and implementing activities. The technical experts of the Ministry of Integration
cooperate closely with the line Ministries, in order to be updated with
the new requirements the process needs to be implemented.
Each month, this information from the line ministries and other institutions is inserted into the Database of the Ministry of Integration, created
for this issue, to monitor the implementation or non-implementation of
the undertaken commitments to the National Plan. In this way we can get
clearly and exact information on the implementation of our obligations.
Every three months, the Ministry of Integration draws up the Quarterly
Progress Report of the National Plan Implementation of SAA, based on
the monthly reports of the line ministries and other responsible institutions. This progress report is later on forwarded to the European Commission Services, foreign diplomatic missions, stakeholders, etc.
As you are aware, the Europen Commission prepares each year the
Progress Report on the country’s progress in the Stabilisation and Association Process. These days, the Ministry of Integration is preparing
the national contribution of Albania on this issue, which it will be the
base for the rivised European Partnership. MoI has cooperate with
all Line MInistries to gather information on the ﬁelds reforms in terms
of implementation of european legislation and related activities for the
period of June 2006 - April 2007.
In this moment of time, Interim Agreement implementation is the
priority of all the Albanian institutions every day work. This is not only
because of the importance of this agreement for the regulation of trade
exchanges with the EU, but also because we have considered it the
ﬁrst indicator of the successful implementation of the SAA.

Progress Reports, as monitoring instruments.

growth and strengthening of administrative capacities in accordance
with respective ﬁelds. Currently we are in the phase of revision of this
document, in which one of the very priorities is identiﬁcation and reevaluation of needs for administrative capacities and cost allocated be
included in the mid-term budget 2008-2010 and the IPA funds.
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One of the lessons learned from the most recent enlargement process,
concerns the need to stimulate economic growth in the potential candidate
countries, in particular by raising the export potential of the Region.
The last two years of enlargement with new countries entering Europe, is resulting successful at both the macro and microeconomic level,
since these countries businesses have managed to enjoy the beneﬁts
of membership. It is a fact that these new member states have been
transitional economies like Albania, and because of membership they
are now developed economies. We think that the EU membership and
exploitation of membership was a very big advantage in favor of their
economies. This is e very good example to be taken in consideration!
Albania is a small country and in economical terms it is needed improvement in many areas, such as trans-regional trade, trade potential
with the EU, increasing familiarity of the business community with the
relevant EU legislation. The adoption of free communication with the EU
will replace the legal environment where Albanian companies operate.
Even though they are familiarized with the European Trade, the level of
the free communication with the EU trade is not so high. The Albanian
business is aware of the fact that their products are not so competitive
due to the low quality and standards.
These elements represent the functioning of the rule of law, establishment of an economy able to cope with competition pressures of
European markets and their proper implementation opens the green
light to our aspiration for Albania’s membership to EU in the near future.
The implementation of SAA obligations means prosperity and this is
the right time for all the Albanians to understand the beneﬁts and challenges of EU integration.

working meetings
 Several interruptions in the process (last in May 2006)
 Negotiations done together with Serbia
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 July 2003 – Enhanced Permanent Dialogue launched
 April 2005 - Feasibility Study approved by the EC
 October 2005 - SAA negotiations started through a number of

working group

 July 2001 – FR Yugoslavia and EU established a joint consultative

MONTENEGRO (SCG) & EU

 European Partnership
 Thessaloniki Agenda

the integration framework for the WBs)

 EU – WB summit in Zagreb, November 2000 (SAP launched)
 EU – WB summit in Thessaloniki, June 2003 (SAP approved as

PRE INDEPENDENCE EI REGIONAL EFFORTS

Aleksandar Pejovic
Director, EU Directorate
Ministry of Foreign Affairs, Podgoritsa

Montenegrin EU Integration Efforts after
Regaining Independence

ﬁcation needed in 27 parliaments)
Action plan for the European Partnership 2007
EPD / enhanced permanent dialogue /
New structures of the coordination of the SAP
State programme for SAA implementation
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by the Government – with comments by the EC
 May 2007 new structures established (EI commission, EI
groups)

 April 2007 Interim Trade Agreement initiaтed
 May 2007 – Action plan for new European Partnership approved

sion ME-EU initialed

 April 2007 agreement on visa facilitation/agreement on readmis-

Developments after the initialing of the SAA






 Implementation plan of the SAA – 5 after entering into force (rati-

force - 5 years

 15 March 2007
 Dynamics of the market opening after the Interim SAA enters into

Initialing of the SAA

of EU and Montenegro on establishing regular political dialogue
 22 January 2007 EU Council adopted the new European Partnership with Montenegro
 January-February 2007 political dialogue meetings

 31 August 2006 – ME Government adopted a Common Declaration

SAA negotiations

 24 July 2006 Council of Ministers approves the continuation of

lomatic/bilateral political relations with ME

 17 July 2006 – Council of EU Ministers decided to establish dip-

established from the Austrian Presidency of EU

 12 June 2006 – Montenegro asked for diplomatic relations to be

ME – EU relations

 3 June 2006 - independence proclaimed by the Parliament

55 percent of votes needed

 21 May 2006 - referendum held in Montenegro

INDEPENDENCE
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(June/Sept 2007)
Signing of the SAA – October 2007
1 January 2008 - INTERIM SAA
March 2008 - National Programme for Integration
European assistance funds – IPA 2007 and preparations for IPA
2008
 Permanent mission in Brussels (since 2006) / Delegation of the
EC in Podgorica (September 2007 )
 2008 – candidate status application
 2009 – candidate status approved
- consolidation of the policy of EU accession

 Montenegrin contribution for the Annual Report of EC on SAA

MONTENEGRIN EUROPEAN PERSPECTIVE

of IPA projects (31.5 m Euro 2007)

 May 2007 GoM prepared the information on the implementation
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ANNEX 1:
A list of national legislation to be harmonised with the acquis
ANNEX 2:
Institutionalisation needs
(an overview of planned employment under the chapters in various institutions)
ANNEX 3:
Financial needs

1. Political criteria
2. Economic critera
3. Absorption capacity of membership in the eu;
4. Administration and judicial capacity
5. Preparation of the national version of the acquis
6. Evaluation of ﬁnancial needs (montenegrin budget and eu funds)
for the support of reform implementation

STRUCTURE OF NPI

June 2007

NPI information adopted

Jun-Sept.2007
October 2007

October-Nov 07
early Dec 07

A number of seminars SEI
on NPI
Deﬁning responsible min- EI GROUPS
istries on various parts of
Acquis
Multilateral screening of Ministries/ EI groups
Acquis
Draft NPI prepared

December 2007

Discussing the draft NPI

January 2008
February 2008
30 days
March 2008

First draft NPI presented SEI
to Government
Second draft NPI pre- SEI
sented to Government
Public discussion on NPI SEI
Special government ses- Government
sion on adoption of NPI

EI COMMISSION

December 2007

Evaluation of consistency SEI
and sustainability

ministries/ EI groups

July 2007

Distribution of tasks ac- EI COMMISSION
cording to the NPI

Government

June 2007

N P I i n f o r m a t i o n d i s - EI COMMISSION
cussed

DEADLINE
June 2007

RESPONSIBLE BODY

EI Government working EIGWM
meeting

ACTIVITY

NPI DYNAMICS
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EU PRESIDENCY

Slovenia

Czech Republic

Spain

Hungary

Denmark

Ireland

Greece

Latvia

2008

2009

2010

2011

2012

2013

2014

2015

Luxembourg

Italy

Lithuania

Cyprus

Poland

Belgium

Sweden

France

Portugal

2nd half
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 Overwhelming public support for EI

ation

 Current extremely high FDI
 Unemployment diminishing
 Stable political and ﬁnancial situ-

change

 Small and ﬂexible administration
 EI efforts seen as a motor of






Absorption capacity
Weak institutions
Judicial system
Corruption & organised
crime
 Rigid labour market
 Lack of competitiveness
 unemployment

GOOD

BAD

MONTENEGRIN GOOD & BAD SIDES

EU – WB RELATION IN INTEGRATION PROCESS

Germany

2007

1st half

PRESIDENCY TIMELINE

WORKSHOP
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on the one common “table” (eating, drinking, dancing,
discussing and making policy….., oops making love,
……oops making laugh)
UNITED STATES of BALKANS
No more wars, shootings, just ﬁghting with ﬂowers on
the mixed weddings
Borders without borders lines
Not only EU negotiation, but common Balkan history
book creation
Common Balkan “bjurek”

 Different people from different Balkan countries sitting

1. What is your vision about the integrated Balkans? (4th - Bulgaria
group)
a. Summary: Keep the speciﬁcs and the taste of Balkans!

The World Cafe is a process, a community and a set of values that
help people host conversations that matter. It was born out of worldwide interest in dialogue methodologies and based on the idea: If you
can change the conversation, you can change the future. It’s all about
how human beings talk with one another and engage in speaking
and listening from their hearts. It is not only an easily learned process
(tables of four, hosts that welcome new folks into the conversation as
people move from table to table, threading conversations deeper and
deeper) for sharing world views, but also a tool that creates the context
for collective action.
Juanita Brown, together with David Isaacs and the World Cafe Community have created a book: The World Cafe: Shaping Our Futures
Through Conversations That Matter and further explain their work on
the website: www.theworldcafe.com
The following questions have been raised and attractively presented
by the participants:

Designed and moderated by Kornelia Ilieva, Institute of Sociology,
Bulgarian Academy of Science, Soﬁa

World Café “Friends on the Balkans”
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4. Positives and Negatives to be a cross-road (as the Balkans are)
(2nd – Romania, Moldova, Turkey group)
a. Summary: More positives then negatives! Networking!
 Positives:
 Useful and extensive exchange of experience
 Cultural richness
 Possible dissolution of state
 Colorfulness
 Negatives:
 Trans-borders organized crime
 Common environmental problems and pollution
 Labor shortage
 (emigration)
 Easy economic activities
 Good networking opportunities
 Accessibility

2. What are your speciﬁc country’s needs in the EU integration process? (3d - Serbia, Croatia, Albania group)
a. Summary: Looking for EU membership!
 Increased political interaction and dialogue between EU
and Western Balkans
 EU pre-accession funds
 Stop brain-drain from public administration and motivate
young people to work there
 Harmonization with EU acquis
 Regional co-operation
3. How to improve the capacity of the public administration in the countries on the Balkans? (2nd – Romania, Moldova, Turkey group)
a. Summary: International dimension, training and more funding
opportunities!
 Training, seminars, exchange programs with other EU
states and EU accession countries and international
organizations (OECD)
 Higher salaries to prevent corruption
 Better facilities and technical conditions for work
 Open and transparent competitions for recruitment in
public administration
 Change the culture and mentality of bureaucracy
 Better management styles
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Administrative aspects?
 Socialist (Communist) past background to be overcame
 We lack:
 Methodological approach (detailed planning)
 Personal responsibility
 We need less improvisations

5. What to change in the mentality of the people on the Balkans in
order they to become real Europeans? (1st – Peter, Sama, Nevenka, Slavica, Natasha, Aida)
a. Summary: There is no real European mentality and nothing
wrong with the Balkan one! We are open & friendly, proud, ﬂexible, like to enjoy life, party people, positive attitude, creative!
Historic and cultural aspects?
 Balkan people are inseparable part of Europe in their
own speciﬁc.
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HONORARY MORNING SPEECH
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A Comprehensive and Consistent Approach

Working Table II

ECONOMY

Local Democracy and Cross Border Cooperation
Media
Education
Gender Task Force
Parliamentary Cooperation
Building Human Capital

Working Table I

DEMOCRACY
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Broad Coordination of Assistance Focused on three principal areas
Building Democratic Institutions
Promoting Economic Development
Ensuring Security

The Approach

Established in June 1999 to stabilize South East Europe after nearly
a decade of conﬂict and war by :
 Coordinating assistance being provided from donors to the region;
 Promoting European integration;
 Promoting EuroAtlantic integration;
 Bringing the region fully into a Europe whole, free and at peace.

The Stability Pact – Goals

Michael Mozur
Deputy Special Co-ordinator of the
Stability Pact for South Eastern Europe, Brussels

Supporting European and EuroAtlantic
Integration in South East Europe through
Regional Cooperation
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The RCC will be:
 headed by a Secretary General from the region
 have a Secretariat based in the region and a liaison ofﬁce in Brussels
 be co-funded by SEECP countries, the European Commission
and other donors
Concentrate on the following priorities
 Economic development
 Infrastructure
 Justice and Home affairs
 Security Co-operation

Regional Co-operation Council – Key Features

South East Europe has progressed since 1999 - economically, politically and on security issues
The framework for regional co-operation needs to change consistently and South East Europe needs to take more responsibility in
regional co-operation
The Stability Pact is giving way to a regionally owned and led framework, the Regional Co-operation Council

Stability Pact moves towards Regional Ownership

Defense Issues
 Demilitarization of Borders
 Defense Reform and Defense Conversion
Domestic Security
 Anti Corruption
 Regional Cooperation on Law Enforcement
 Efforts against Organized Crime
Disaster Prevention and Preparedness

Working Table III

SECURITY

Energy Treaty
Free Trade - CEFTA 2006
Regional Investment Committee
Regional Infrastructure – Four billion euros in regional projects
Information Society
Social Cohesion
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Establish the RCC Secretariat
Continue to promote region cooperation commitment
Address remaining challenges in the region
Complete the process of European and Euro-Atlantic integration

Next steps

SEECP countries and Stability Pact participants have agreed on:
 the location of the RCC Secretariat – Sarajevo;
 the nomination of the RCC Secretary General- Mr. Hido Biscevic;
 the RCC statute;
 the Relationship between RCC and SEECP , and
 the streamlining of Stability Pact task forces and initiatives and
moving them to regional ownership
SP to RCC handover by February 2008

SP to RCC transition: almost there…

The RCC will aim to:
 Sustain focused regional co-operation in South East Europe
 Offer political guidance to and coordinate task forces and thematic
initiatives
 Provide operational support to the SEECP through the RCC Secretariat
 Promote South East Europe’s European and Euro-Atlantic integration

Regional Cooperation Council – Goals

 Building Human Capital
 Parliamentary co-operation as an overarching theme
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BUSINESS COMMUNITY IN SEE
– IMPACTS OF
THE EU ENLARGEMENT
PROCESS

PANEL:

114

115

The development of capital export was not on the agenda in our region
in the ﬁrst decade of the systemic changes. The ﬁnancial resources
and the energies of economic policy were everywhere tied in the management and overcoming of the transformation crisis, the launch of the
process of convergence with the West European level, coupled with the
reorganization and revival of the companies left and/or transformed.

I. The development of the Hungarian capital export

Table 1. The stock of Hungarian direct investments in Central and
South Eastern European countries compared to all foreign direct investments
Table 2. Largest Hungarian privatisation investments abroad
Table 3 Market presence of selected Hungarian companies in some
Central and South Eastern European countries
Table 4. Some key features of the Hungarian direct investments in
the countries of Southeastern Europe

Annex

II. The future trends of Hungarian capital investments

a. Territorial concentration
b. Determining role of service sector
c. Main investment type is the involvement in the privatization process of the recipient country
d. The determining objective is market acquisition

II. Main features of Hungarian capital export

I. The development of the Hungarian capital export

H.E. Jenö Faller
Ambassador of the Republic of Hungary to Bulgaria, Soﬁa

HONORARY SPEECH:
Hungarian Economic Presence and Business
Interests in South Eastern Europe
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b. Determining role of service sector
Service sector in the broad sense is determining (in addition to TCom, this includes MOL and OTP, and also the real estate investments
of Trigránit). The Hungarian interests are strongly service oriented in
Macedonia and Montenegro.

One of the fundamental features of Hungarian capital export is territorial concentration, since about 80-85 per cent of the portfolio has
been invested in the region. This comes as no surprise, since the ﬁrst
stage of the capital export of every country is motivated by acquiring the neighbouring markets. The signiﬁcant Hungarian minority
living in neighbouring countries is also a determining factor.
Slovakia has the highest stock of Hungarian capital (1.56 billion
USD), followed by Romania (1.02 billion USD), and then by Croatia
(936 million USD). The portfolio in Bulgaria and Macedonia can also be
considered signiﬁcant. It is interesting to consider these data from the
other side as well, namely from the point of view of the recipient country.
This would reveal that Hungarian capital plays the most signiﬁcant role
in the economy of Macedonia, having a share of one-third in the entire
foreign investment stock of this Balkan state (T-Com). The role of TCom may be similarly signiﬁcant within the portfolio of foreign capital
invested in Montenegro. (A case in point is the investment of T-Com
in Macedonia or most recently, in Montenegro, which was certainly
ﬁnanced from the proﬁt of the foreign – in this case German (Deutsche
Telecom) - company earned in Hungary.)

a. Territorial concentration

II. Main features of Hungarian capital export

However, a new stage started to evolve: while capital import
remained dominant – primarily in the representation of some Hungarian „regional corporations” – capital export came into the picture.
Hungary takes the lead here. According to our calculations, the Hungarian capital invested abroad exceeds 6 billion USD, i.e. it is as high
as one-tenth of foreign direct investments in Hungary. A Hungarian
portfolio of 4.5 billion USD capital export, based on data as of the end
of 2004, as opposed to the Polish portfolio of 3 billion, the Czech of
2.7 billion or 2.5 billion of Slovenia.
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Even conservative estimates would state that in the next ﬁve years the
stock of Hungarian capital operating in the region will double. This
means that in 2010 it may reach 11-12 billion euros, which corresponds
to a capital export of about 1 billion euros as an annual average.
On the other hand, steps must be taken in advance, to prevent job
losses in Hungary owing to Hungarian capital relocating to neighbor-

III. Future trends of Hungarian capital investments

border, which carry a signiﬁcant quantity of Hungarian goods.

The market strategy of companies established with Hungarian capital
reveals some interesting features, which can apply to both the ﬁnancial
and service sectors and industrial investments. In the latter category it
deserves attention – and this corresponds to international experiences
– that the investments primarily improve the opportunities of Hungarian export, and as such, they are export-creating for Hungary in
nature. This approach is especially typical of minor enterprises,
and within that category commercial outlets located close to the

d. The determining objective is market acquisition

In terms of investment type, the determining scenario among
Hungarian corporations is involvement into the privatisation process of countries in the region. Apart from the construction projects of
Trigránit, all major Hungarian purchases between 2000 and 2005 have
been associated w ith privatisation and can be traced back to the
activities of the three Hungarian “regional multinationals”. In some of
these, the Hungarian corporations acquired full ownership at the
moment of the purchase, in other cases they acquired minority
or majority shares.
The list of potential companies for privatisation is still very long in
Croatia, and most of all in Serbia and Montenegro. A big problem is
that privatization by foreign capital may be made dependent on certain
conditions (for example, partial preservation of state or domestic ownership, job creation or the continued employment of the former labor
force, etc.). This will both prevent the inﬂux of signiﬁcant international
capital and clearly detour investments to the narrow domestic market
that will result in better proﬁts in the short term.

c. Main investment type is the involvement in the
privatisation process of the recipient country
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ing countries. In this context, a structural upgrading is necessary, by
shifting domestic production to higher added value and more technology-intensive activities.
While Hungarian „regional multinationals” mostly have carefully
elaborated strategies, small and medium-sized enterprises require
signiﬁcant training and preparations. Hungarian companies with settled bases abroad should be encouraged to get integrated in the supplier network of multinational corporations operating in the region.
When it comes to the improvement of the environmental conditions
for Hungarian capital export, the transfer of EU-related Hungarian
experiences in an organized framework (courses, professional training, twinning programs, successful application for EU funds etc.) may
have a special and efﬁcient, albeit indirect role.
The existing and potential build-up of sites also assumes active economic diplomacy. There is sharp competition in the region to capture
the best investments, but obviously, potential allies are also available
in this competition. This is why the opportunities of concerted action
should be considered with Italian, Slovenian, Greek, Turkish capital
and enterprises active in South-East Europe.
It is another key requirement for successful Hungarian capital
export to be increasingly based on business considerations and
not to be (remain) mostly ethnically driven.
9 217
61 427

Ukraine
Poland

1 660
1 175
56 415
4 962
62 657

Macedonia
Czech Republic
Slovenia
Austria

52(b)

20(c)

101(e)

384(e)

0(c,d)

0(c,d)

180(b)

130

180

1 020

0,08

0,4

1,8

32,7

0(c,d)

0(c,d)

0,3

1,4

4,6

5,7

6,3

7,2

10,8

Share of Hungarian capital
stock (%)
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Source: The author’s own calculations, based on UNCTAD. World Investment
Report 2004 (2005), German-Hungarian Industry and Trade Chamber (2005),
Central Statistical Ofﬁce (2005).

(a) Figures provided by the Ministry of Economy and Transport, converted into
dollars at an exchange rate of 250 HUF/euro
(b) Does not include the value of the Trigránit capital investment now in
progress
(c) Based on the 2003 year-end ﬁgures of KSH, converted from HUF to euro
at a rate of 240 HUF/euro
(d) The ﬁgures of KSH at the end of 2003 imply minimal levels of Hungarian
capital, 34 million HUF in Bosnia and 15 million HUF in Albania.
(a) Figures of the German-Hungarian Industry and Trade Chamber (DUIHK),
converted into dollars at an exchange rate of 250 HUF/euro

1 514

Albania
Bosnia-Herzegovina

For comparison:

3 947

Serbia-Mont.

480

7 569
18 009

Bulgaria
Romania

936

12 989

Croatia

1 560

14 501

Slovakia

Hungarian capital stock
(million USD)(a)

Stock of foreign
capital
(million USD)

Target country

Table 1
The stock of Hungarian direct investments in Central and South
Eastern European countries compared to all foreign direct
investments (data as of 2004)

ANNEX

MakTel

Mol Rt.

T-Com Matáv
Ltd.

OTP Rt.

Mol Rt.

OTP Rt.

Mol Rt.

Mol Rt.

TriGránit

OTP Rt.

Matáv Ltd.

2000

2001

2002

2003

2003

2003

2004

2004

2004

2005

Poland

Croatia*****

Montenegro

Silesia City
Center

Nova banka*****

Telekom
Montenegro
137

236

110****

200

430

280

350

40

300

300

Purchase value
(million euros)
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Source: Data provided by the Ministry of Economy and Transport, as quoted
in Világgazdaság, 20 July 2005

* raise of shareholding to 70%
** shareholding of 25%
*** raise of shareholding to 98%
**** based on the ﬁgures of the National Bank of Hungary
***** shareholding of 73%

Slovakia

Croatia**

Bulgaria

Slovakia

Slovakia

Macedonia

Slovakia

Country

Slovnaft***

INA**

DSK

Slovnaft*

IRB

Slovnaft

Company

Year

Purchased
company

Table 2
Largest Hungarian privatisation investments abroad

X

X(d)
X
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terminated its activity in the meantime
planned investment
investment to be launched
purchase of the telecom of Montenegro
companies with major volume in food industry, construction industry,
machine industry and consulting

X(b)

Source: prepared by the author based on different country studies

(a)
(b)
(c)
(d)
(e)

Other(s)

T-Com
MATÁV

Borsodchem

Masped

Vegyépszer

X

X

X

X(a)

X

X

UKR

X(b)
X(b)

X

X

X

X

X

SR

Videoton

X

X

SM

X(a)

X(c)

X

X

X

X

X

X

RO

TVK

X

X(b)

X

X

X

X

X

PL

Transelektro

Trigránit

Richter
Gedeon

Pannonplast

X
X

X

X

X

CR

OTP

X

X

BG

MOL

Litexco

Globus

Fornetti

EGIS

Dunapack

Danubius

Bábolna

Company

Table 3
Market presence of selected Hungarian companies in some Central
and South Eastern European countries

6.3

About
9.0

n.a.

481

More
than
1000

618
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367(b)

n.a.

Country

Bosnia-Herzegovina

Bulgaria

Croatia

Macedonia

Montenegro

Romania

Serbia

n.a.

13(b)

1.

1.

4.

8.

n.a.

Ranking of
foreign
investors
MOL (a)
Hungarian Aluminium Co.
OTP
Hungarian
Foreign Trade
Bank,
Videoton, TCom Matáv
MOL, OTP,
Fornetti,
Dalmácia
Holiday Srl.,
Zalakerámia
T-Com Matáv
T-Com Matáv,
Hunguest
Hotels Inc.
MOL, OTP,
TriGránit
Richter, Dunapack
Danubius,
Zalakerámia
MOL, OTP,
TriGránit,
Betonút

Banking,
Manufacturing, retail
trade, real
estate, hotels,
telecommunications

Oil,
Financial
services,
Hotels, real
estate, trade,
manufacturing

Telecommunications

Telecommunications,
Hotels, real
estate

Retail trade,
manufacturing, banking,
real estate,
hotels, gasoline stations

Gasoline stations, Banking,
Real estate

Main companies

Oil,
Mining

Main sectors
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(a) together with the Croatian INA
(b) Ofﬁcial Romanian ﬁgures. Hungarian estimates amount to approximately
Euro 850 mn, substantially higher share in total FDI and ranking among
the ﬁrst ten foreign countries investing in Romania.
Source: own table and calculations based on OECD (2006), WIIW Database
(2005) and company-related information published by Világgazdaság, August 18,
2006. p.6.

n.a.

2.8(b)

n.a.

48.3

n.a.

FDI in
Euro
mn

Share
in
total
FDI
(%)

Some key features of the Hungarian direct investments in the
countries of Southeastern Europe

Table 4

General

Microeconomic

ZEW study, October 1999
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LIQUIDITY OF THE
PARTICULAR SHARE
97%

Financial Markets

Primary Criteria for
Portfolio Investment Decisions
in Listed Companies in CEE Countries

What kind of information do stakeholders and shareholders want
about listed companies?
Do stakeholders and shareholders seek particular information from
listed companies in CEE/SEE and other emerging markets?

Informational Needs of Stakeholders and Shareholders

Informational Needs of Stakeholders and Shareholders
ESG Criteria
Role of Institutional Investors as Shareholders
PFS Program Surveys
 Investor Relations Online – 2001 - 2007
 Survey of Reporting on CSR – 2003 - 2007
About the PFS Program

Agenda

Geoffrey Mazullo
Director, Partners for Financial Stability (PFS) Program,
East-West Management Institute, Warsaw

Investor Relations Online and Reporting on
CSR by Listed Companies in CEE and SEE

LIQUIDITY OF THE
PARTICULAR SHARE
97%

MANAGERIAL QUALIFICATION
93%

SECTOR GROWTH
83%

STABILITY OF POLITICAL SYSTEM
78%

MANAGERIAL QUALIFICATION
93%

PRODUCTIVITY
83%

SECTOR GROWTH
83%

STABILITY OF LEGAL
SYSTEM
83%

STABILITY OF FINANCIAL SYSTEM
81%

STABILITY OF POLITICAL SYSTEM
78%
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Microeconomic

General

ZEW study, October 1999

Primary Criteria for
Portfolio Investment Decisions
in Listed Companies in CEE Countries

PRODUCTIVITY 83%

Microeconomic

STABILITY OF FINANCIAL SYSTEM
81%

STABILITY OF LEGAL
SYSTEM
83%

General

ZEW study, October 1999

CONTROLS ON CAPITAL FLOWS
78%

FINANCIAL LEGISLATION AND ENFORCEMENT – 83%

LIQUIDITY OF THE
PARTICULAR SHARE
97%

Financial Markets

CONTROLS ON CAPITAL FLOWS
78%

FINANCIAL LEGISLATION AND ENFORCEMENT – 83%

Financial Markets

Financial Markets

Microeconomic

Primary Criteria for
Portfolio Investment Decisions
in Listed Companies in CEE Countries

General

ZEW study, October 1999

Primary Criteria for
Portfolio Investment Decisions
in Listed Companies in CEE Countries
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Over the past ﬁve years, the ﬁnancial industry has adopted the acronym ESG (Environmental, Social and Governance) as the standard
terminology for the group of non-ﬁnancial data that investors increasing
evaluate as part of their comprehensive investment review.
Which ESG data do CEE and SEE listed companies provide to

Environmental, Social and Governance (ESG) Criteria

Does anyone know what the acronym ESG represents?

ESG Criteria

ESG Criteria
Role of Institutional Investors as Shareholders
PFS Program Surveys
Investor Relations Online – 2001 - 2007
Survey of Reporting on CSR – 2003 - 2007
About the PFS Program

Informational Needs of Stakeholders and Shareholders

AGENDA

Do you think that anything has changed since the survey was conducted in 1999?
Is the situation the same in developed markets and emerging
markets?

Quality of Management and the Board

Yes

AGENDA

Board structure & composition
Financial disclosure & internal Charter & bylaw provicontrols
sions
Shareholder rights
Laws of the state of incorporation
Executive compensation
Executive & director compensation
Market for control
Qualitative factors including ﬁnancial performance
Ownership base & potential D&O stock ownership
dilution
Reputational and socially Director Education
responsible investing (SRI)
issues
1 to 10
Percentile rankings
Asymmetric geometric scor- Basing rankings on market
ing
cap and industry group
www.governancemetrics.com www.isscgq.com

Board accountability

Yes

Governance-Metrics Inter- Institutional Shareholder
national
Services
600-plus
51
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Hedge funds trade almost exclusively on the basis of technical data
and largely ignore ESG.

Two contradictory trends are taking place simultaneously: the growth
of hedge fund investment and the increasing use of ESG criteria by
targeted as well as by mainstream investment institutions.

Role of Institutional Investors as Shareholders

Informational Needs of Stakeholders and Shareholders
ESG Criteria
Role of Institutional Investors as Shareholders
PFS Program Surveys
 Investor Relations Online – 2001 - 2007
 Survey of Reporting on CSR – 2003 - 2007
About the PFS Program

Rating type
Key component of
calculation
Web site

Number of metrics/
data points
Can companies
being rated review
data?
Categories rated

Service provider

Two US-based Corporate Governance Rating Services

stakeholders and shareholders?

127

Survey Findings
Local-Language Website
Each of the ten largest listed companies in all 11 CEE countries has
a local-language website.
English-Language Website
Percentages of companies in each CEE country that have an English-language website:
100% - Hungary, Czech Republic, Estonia, Latvia, Lithuania and
Poland;
90% - Slovakia, Slovenia, Romania and Croatia
70% - Bulgaria.
Data on Management/Management Board Members
82% of companies provide a list of management online. 53% provide
additional information on management board members.
Data on Board of Directors/Supervisory Board Members
81% of companies provide a list of board members online.
40% provide additional information on supervisory board members.

Investor Relations Online: Survey of Websites of the
10 Largest Listed Companies in Eleven CEE Countries
February 2007

Partners for Financial Stability (PFS) Program
www.pfsprogram.org
Investor Relations Online:
Survey of Websites of the 10 Largest Listed Companies in Eleven
Central and Eastern European (CEE) Countries
Warsaw, Poland
February 2007

Informational Needs of Stakeholders and Shareholders
ESG Criteria
Role of Institutional Investors as Shareholders
PFS Program Surveys

Investor Relations Online – 2001 - 2007

Survey of Reporting on CSR – 2003 - 2007
About the PFS Program

AGENDA

Targeted investment institutions (ethical funds, environmental funds,
socially responsible investment [SRI] funds, trade union funds, etc.)
and increasingly mainstream investment funds include the evaluation
of ESG criteria as part of their overall investment process.
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Survey of Websites of the 10 Largest Listed Companies in Eleven
CEE CountriesLocal Language and English-Language Websites:
2001 - 2007

Investor Relations Online: Survey of Websites of the 10 Largest
Listed Companies in Eleven CEE Countries February 2007

English-Language Websites 10 Largest Listed Companies in
Eleven CEE Countries 2001 - 2007

Local Language Website10 Largest Listed Companies in Eleven
CEE Countries 2001 - 2007
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Additional Information on Board Members Available Online10
Largest Listed Companies in Eleven CEE Countries 2001 - 2007

Additional Information on Management Available Online10 Largest
Listed Companies in Eleven CEE Countries 2002 - 2007
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List of Board Members Available Online10 Largest Listed
Companies in Eleven CEE Countries 2001 - 2007

List of Management Available Online10 Largest Listed Companies
in Eleven CEE Countries 2001 - 2007
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and,
 a photograph of each person.
Some of these information is available on the websites of many companies surveyed, but all of this information is available on the websites
of very few companies.

 a description on the shares in the company held by each person;

panies/institutions;

 the scope of responsibilities of each person;
 a brief description of functions held by each person in other com-

of each person;

 a list of members of management / management board;
 a list of members of the board of directors / supervisory board;
 a brief description of the educational and professional background

Best practice in the European Union (EU) and internationally suggests that the ideal website contains the following information:

The Ideal Website - Recommendations

Investor Relations Online The Ideal Website Recommendations February 2007

Investor Relations Online: Survey of Websites of the 10
Largest Listed Companies in the BRIC Countries - Brazil,
Russia, India and China – and Ukraine February 2007

In August 2006 the PFS Program conducted an inaugural survey of
the websites of the ten largest listed companies (by market capitalization) in the BRIC countries - Brazil (BR), Russia (RU), India (IN) and
China (CH) – as well as Ukraine (UA). In February 2007 the survey
was repeated.
The purpose of this survey is to compare the disclosure practices of
listed companies in eleven CEE countries with those of peers in other
emerging markets.
Note: A separate database of results by company (excel spreadsheet) exists for the BRIC countries and Ukraine.

Investor Relations Online: Survey of Websites of the 10 Largest
Listed Companies in BRIC and Ukraine February 2007

Investor Relations Online: Survey of Websitesof the 10 Largest
Listed Companies in Bulgaria, Croatia and Romania February 2007
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Investor Relations Online The Ideal Website – Best Practice in CEE
46 of 110 Companies in CEE

On February 15, 2007 46 of the 110 companies surveyed (42%) in
CEE provide information on all of the categories surveyed in the PFS
Program survey: local-language website; local-language website;
list of management; list of board members; additional information on
management; and additional information on board members. These
46 companies were analyzed further regarding the above-mentioned
ideal website recommendations.
On February 15, 2007 seven of the 110 (6%) companies surveyed in
CEE provide all of the above-mentioned recommended information:
 three of the 110 companies provide information directly on their
company website; and
 four of the 110 companies provide information indirectly through
an annual report available online.
 In addition, two companies provide all information except for the
photographs on the company website and nine provide all information except for description of shares held by board members.

The Ideal Website – Best Practice in CEE

Investor Relations Online The Ideal Website – Best
Practice in CEE February 2007

Investor Relations Online The Ideal Website – Best Practice in
BRIC and Ukraine 30 of 50 Companies in BRIC and Ukraine
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On February 15, 2007 28 of the 40 companies surveyed (56%) in
BRIC provide information on all of the categories surveyed in the PFS
Program survey: English language website; local-language website;
list of management; list of board members; additional information on
management; and additional information on board members. Two
companies in Ukraine provide information on all of these categories.
These 30 companies (60% = 30/50) were analyzed further regarding
the above-mentioned ideal website recommendations.
On February 15, 2007 three of the 30 (10%) companies surveyed in
BRIC and Ukraine provide all of the above-mentioned recommended
information, but only indirectly through an annual report available
online. In addition, two companies provide all information except for
the photographs and 13 companies provide all information except for
description of shares held by board members.

The Ideal Website – Best Practice in BRIC and Ukraine

Investor Relations Online The Ideal Website – Best
Practice in BRIC and Ukraine February 2007
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Today, the Partners for Financial Stability (PFS) Program publishes
its eighth semi-annual Survey of Reporting on Corporate Social Responsibility (CSR) by the Ten Largest Listed Companies (by market
capitalization) in 11 Central and Eastern European (CEE) Countries.
This edition of the survey was co-ﬁnanced by DWS Investments (Deutsche Bank Group).
PFS Program Interns Magdalena Grabowska and Wojciech Stec as
well as PFS Program Research Assistant Igor Solodovnik conducted
the survey from March through May 2006.
Companies in Czech Republic, Estonia, Latvia, Lithuania, Slovakia
and Slovenia were surveyed for the eighth time; companies in Hungary and Poland were surveyed for the seventh time; and companies
in Bulgaria, Croatia and Romania were surveyed for the sixth time.
Moreover, a second-time analysis of peer companies (the ten largest
listed companies by market capitalization) in Brazil, Russia, India and
China (BRIC) as well as Ukraine allows for benchmarking with these
emerging market peers for the second time.
PFS Program surveys analyze the annual reports and websites
of the ten largest listed companies in the above-mentioned 11 CEE
countries in order to document the current disclosure practices of this
“blue-chip” peer group and identify best practice among the peer group.
Whereas the universe of companies surveyed may change over time

Executive Summary

Partners for Financial Stability (PFS) Program
www.pfsprogram.org
Survey of Reporting on Corporate Social Responsibility (CSR) by
the Largest Listed Companies in Eleven Central and Eastern European (CEE) Countries
Warsaw, PolandApril 2007

Informational Needs of Stakeholders and Shareholders
ESG Criteria
Role of Institutional Investors as Shareholders
PFS Program Surveys
Investor Relations Online – 2001 - 2007
Survey of Reporting on CSR – 2003 - 2007
About the PFS Program

Agenda
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due to changes in a company’s market capitalization, the semi-annual
surveys of reporting on CSR represent a snapshot of this peer group’s
CSR disclosure practices on a given day twice a year. Furthermore, by
analyzing disclosures in both annual reports and websites, the surveys
track the timing of the publication of the annual report and the related
yet separate issue of periodic disclosure, namely, how blue-chip companies keep their websites data-rich and up-to-date. The surveys enable
companies to benchmark their disclosure practices against peers on a
national, industry and regional basis.
This survey analyzes companies’ disclosures in English (in the
English-language annual report and on the English-language company
website) during the time period March – April 2007 on the following
three topics: corporate governance, environmental policy and social
policy. The record date for the disclosures is April 15, 2007.
In Czech Republic, Estonia, Hungary, Latvia, Lithuania and Poland
all 10 of the companies surveyed in each country have an Englishlanguage website. 94% of the 110 CEE companies surveyed have an
English-language website. 85% of the 110 CEE companies surveyed
have either a 2004, 2005 or 2006 English-language annual report online
by April 15, 2007. (Comparison of disclosures in annual reports is not
as relevant in the spring edition of the semi-annual survey, since as
of April 15 many companies have not yet published their 2005 annual
report online.) In general, companies in Czech Republic, Hungary,
Poland and Slovenia disclose the most information online.
This eighth semi-annual regional survey demonstrates a generally
similar level of disclosure on company websites to that observed during
the past four years across all three information categories analyzed:
corporate governance, environmental policy and social policy. In general, companies provide more information on corporate governance
than on environmental or social policy. Also, corporate governance
codes continue to signiﬁcantly impact reporting on corporate governance issues in certain countries. Several companies now issue separate/stand-alone reports on environmental, social and/or governance
(ESG) issues. Of the 110 CEE companies surveyed, 19 (17%) have
an English-language ESG report available online on April 15, 2007.
This represents a signiﬁcant increase (21%) since September 2006,
when only 15% of the companies surveyed published such a report. In
comparison, ﬁve Chinese, four Russian, four Brazilian and two Indian
companies have English-language ESG reports available online.
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This is the PFS Program’s eighth semi-annual Survey of Reporting
on Corporate Social Responsibility (CSR) by the 10 Largest Listed
Companies (by market capitalization) in eleven Central and Eastern
European (CEE) Countries. Companies in Czech Republic, Estonia,
Latvia, Lithuania, Slovakia and Slovenia were surveyed for the eighth
time; companies in Hungary and Poland were surveyed for the seventh
time; and companies in Bulgaria, Croatia and Romania were surveyed
for the sixth time.
This survey analyzes companies’ disclosures in English (in the
English-language annual report and on the English-language company
website) during the time period March - April 2007 on the following three
topics: corporate governance, environmental policy and social policy.
The record date for the disclosures is April 15, 2007.
The survey consists of two integral components: this presentation of
the survey results aggregated by country; and a database containing
a report on each company that indicates whether or not the company
discloses the information and includes hyperlink(s) to the speciﬁc
disclosure(s).
This version of the survey also records whether companies have a
stand alone Environmental, Social or Governance (ESG) report, the
year the report was released, the standards used in preparation of the
report and whether the report has been assured by a third party.
Via the hyperlink, a reader can move from the database directly
into a company’s website and/or annual report to read what speciﬁc
information is disclosed and where.
Where possible, this survey includes a comparison of the disclosures
made by companies in April 2007 with those made in September 2006,
April 2006, September 2005, April 2005, August 2004, April 2004 and
August 2003. As noted above, not all countries were included in the
ﬁrst two surveys. If a country was not included in the respective survey,
N/A (not applicable) is noted in the statistics section of the database.
In the corporate governance category, the parameters of the question regarding audit information have changed and therefore this question is now entitled, “audit related information.” The survey analyzes
whether the company discloses information regarding its relationship
with the audit ﬁrm in order to assess auditor independence. Since the
parameters of the question have changed, comparisons with previous
surveys prior to September 2005 are not relevant.

Methodology

Portugal
Spain

PT
ES
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No information disclosed by the
company about this issue.
Information disclosed by the company. A hyperlink to the relevant
source (page of the annual report
or page of the company website)
is provided.
Not applicable. The relevant source
does not exist (English-language
website) or is not yet available
(annual report for 200X).
IFRS International Financial Reporting
Standards
GAAP Generally Accepted Accounting
Principles

Bulgaria
No
Czech Republic
Estonia
Yes
Croatia
Hungary
Lithuania
Latvia
Poland
N/A
Romania
Slovenia
Slovakia

BG
CZ
EE
HR
HU
LT
LV
PL
RO
SI
SK

Legend

In addition to conducting this regional survey of the largest listed
companies semi-annually, the PFS Program also co-ﬁnances country
surveys of reporting by a larger universe of companies in speciﬁc
countries. The country surveys employ the same methodology as the
regional surveys. The following country surveys have been conducted
to date: Croatia (2005 and 2004); Czech Republic (2004); Hungary
(2004); and Poland (2003). The surveys are available on the capital
markets research page of the PFS Program website.
Use of the same methodology over a continuous time period and
across a wide spectrum of companies enables the establishment of
benchmarks and identiﬁcation of trends.
For example, it is possible to compare the 2005/2006 results of
companies in Bulgaria, Croatia and Romania with 2003/2004 results
companies of the then European Union (EU) candidate countries/current new member states of the European Union.
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Comparison of the Eight Surveys: Information Available Online in English
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Comparison of the Eight Surveys: Information Available Online in English

Croatia, Slovenia, Poland, Czech Republic, Slovakia

Yes. See Sustainable Development Report 2005, http://www.podravka.
com/elementi/kiosk/sustainable_development2005.pdf

Global Reporting Initiative (GRI)

2005

Yes. See page 20. Assurance provided by the Royal Institute for Public
Health, UK.

Financial Statements
prepared in accordance with:

Primary Countries of
Operation:

Does the company
have a stand alone
English-language
ESG report?

Standards used for
ESG report

Year of publication of
ESG report

Does the ESG report
include an assurance
statement

Yes. See page 304

Does the company
report on compliance
with a Corporate
Governance Code?
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Yes. See pages 338,
584 - 591

Does the company
disclose details on its
corporate governance
structure?

Yes. See: http://www.podravka.com/elementi/
kiosk/corporate_governance_code.pdf ( Media
Center/Publications and presentations library/
Corporate Governance Code)

Yes. See: http://www.podravka.com/en/
about_podravka/members_of_the_management_board.php ( About Podravka/Company
Management/Management Board) , http://www.
podravka.com/en/about_podravka/supervisory_board.php ( About Podravka/Company
Management/Supervisory Board)

Corporate Governance and Reporting

Website

IFRS ( page 342, 347 of Annual Report 2005)

Industry Speciﬁcation:

Annual Report 2005

Food and pharmaceuticals

Website:

Source:

Podravka d.d.

http://www.podravka.com/en

COMPANY :

Excerpt from Company Database – April 2007

cally, management and supervisory board/board of directors
 Disclosure of the company’s shareholder rights policy
 Disclosure of compliance with a Corporate Governance Code
 Disclosure of company’s internal Code of Business Conduct /
Code of Ethics

 Disclosure of audit information
 Disclosure of details concerning governance structure - speciﬁ-

Corporate Governance

No.

Yes. See page 304.

Does the company
disclose its policy on
shareholder rights?
Does the company
disclose and report
on its internal Code
of Business Conduct/
Code of Ethics?

Yes. See: http://www.podravka.com/elementi/
kiosk/Code_of_Ethics_of_the_Concern_Podravka.pdf, http://www.podravka.com/elementi/
kiosk/Code_of_Ethics_of_the_Concern_Podravka.pdf, http://www.podravka.com/elementi/
kiosk/sustainable_development2005.pdf, Sustainable Development Report 2005 page 22

Yes. See pages 2 - 4 of Corporate Governance Code, http://www.podravka.com/elementi/
kiosk/corporate_governance_code.pdf

No.
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Comparison of the Eight Surveys: Corporate Governance & Reporting

Yes. Audited by PricewaterhouseCoopers
d.o.o. See page 342.

Does the Company
disclose audit relation
information?
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international)
A department or executive in charge of environmental policy
Environmental considerations concerning supply-chain management
Data concerning environmental performance
Data concerning water and energy use

 Compliance with environmental standards (either national or

Environmental Policy

Comparison of the Eight Surveys: Corporate Governance & Reporting

Yes. See: “Environmental Report 2005”. http://www.tallinnavesi.ee/ﬁles/AS%20Tallinna%20Vesi%20EMAS%20rep
ort%20052.pdf (About us/Quality and Environment/EMAS
Report)
Eco Management and Audit Scheme (EMAS), ISO 14001
2005
No.

Does the company have
a stand alone English-language ESG report?
Standards used for ESG
report
Year of publication of ESG
report
Does the ESG report
include an assurance statement

No.

No.

Does the company state
whether it complies with
industry-speciﬁc, national
and/or international regulations regarding environmental standards?

Does the company dislcose
the names of individuals
(management and/or board
members) or the department responsible for environmental management
and compliance?

Environmental Policy
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Yes. See: http://www.tallinnavesi.ee/ﬁles/AS%20Tallin
na%20Vesi%20EMAS%20r
eport%20052.pdf “Environmental Report 2005” pages
42, 47 (About us/Quality
and Environment/EMAS
Report

Yes. See: http://www.
tallinnavesi.ee/pages.
php/020408 (About us/
Quality and Environment),
http://www.tallinnavesi.
ee/ﬁles/AS%20Tallinna%20
Vesi%20EMAS%20report%
20052.pdf “Environmental
Report 2005” pages 3, 8, 9
(About us/Quality and Environment/EMAS Report),
http://www.tallinnavesi.
ee/pages.php/02040803
(About us/Quality and
Environment/Environmental
Objectives), http://www.
tallinnavesi.ee/pages.php/
02040802 (About us/Quality and Environment/Quality
Certiﬁcates).

Website

Estonia

Primary Countries of Operation:

Annual Report 2006

IFRS (page 20 of Annual Report 2006)

Financial Statements prepared in accordance with:

Source:

www.tallinnavesi.ee
Water supply and wastewater services

Website:

Tallina Vesi

Industry Speciﬁcation:

COMPANY :

Excerpt from Company Database – April 2007

Yes. See page 4.

No.

Does the company report
on its environmental
performance, including
efﬁcient use of resources,
emissions and waste?

Does the company
integrate environmental aspects into its supply chain
management policy?

Yes. See: http://www.
tallinnavesi.ee/ﬁles/AS%
20Tallinna%20Vesi%20E
MAS%20report%20052.
pdf “Environmental Report
2005” pages 37 -38 (About
us/Quality and Environment/EMAS Report),
http://www.tallinnavesi.
ee/pages.php/02040803
(About us/Quality and
Environment/Environmental
Objectives),

Yes. See: http://www.tallinnavesi.ee/ﬁles/AS%20Tallin
na%20Vesi%20EMAS%20r
eport%20052.pdf “Environmental Report 2005” pages
28 - 33 (About us/Quality
and Environment/EMAS
Report)

Production and sales of large Household Appliances

IFRS, Slovenian Accounting, Standards ( page 93 of Annual Report 2005)

Slovenia, Czech Republic, Serbia, Austria, Bosnia and
Herzegovina, Croatia.

Website:

Industry Speciﬁcation:

Financial Statements prepared in accordance with:

Primary Countries of Operation:

146

Gorenje, d.d., Velenje

http://www.gorenjegroup.com/en/

COMPANY :

Excerpt from Company Database – April 2007






regulations regarding human rights, labour standards and labour
legislation
Disclose community patronage/sponsorship programs
Disclose employee development or employee beneﬁt policies
Disclose health and safety policy
Disclose employment policy

 Stated compliance with industry- speciﬁc national/international

Social Policy

No.

Does the Company report
on energy and water use?

Yes. See: http://www.tallinnavesi.ee/ﬁles/AS%20Tallin
na%20Vesi%20EMAS%20r
eport%20052.pdf “Environmental Report 2005” pages
16 - 27, 34 - 35 (About
us/Quality and Environment/EMAS Report)

No.

Does the company disclose
its employment policy?

No.

Yes. See: http://www.
gorenjegroup.com/en/160
(People), http://www.
gorenjegroup.com/en/ﬁlelib/
english/social_responsibility/report_2005.pdf “Report
on Social Responsibility
2005” page 75 - 76.

Yes. See: http://www.
gorenjegroup.com/en/160
(People), http://www.
gorenjegroup.com/en/ﬁlelib/
english/social_responsibility/report_2005.pdf “Report
on Social Responsibility
2005” page 73 - 74.

No.

http://www.gorenjegroup.
com/en/ﬁlelib/english/social_responsibility/report_
2005.pdf “Report on Social
Responsibility 2005” page
76 - 77.

Czech Republic
Estonia
Hungary

Croatia
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Zagrebacka Banka; Pliva; Podravka; INA; Erics
son Nikola Tesla
Cez; Unipetrol
Tallina Vesi
MOL; Magyar Telekom; Gedeon Richter; TVK;
Borsodchem

English-language stand-alone ESG Reports –April 15, 2007

Yes. See page 75 - 76.

Yes. See page 73 - 74.

Does the company disclose
its employee development
or employee beneﬁts policies?

Does the company list its
health and safety policy?

Yes. See page 78.

Yes. See page 76 - 77.

Does the company report
any community patronage/
sponsorship programs?

Does the company disclose
compliance with industryspeciﬁc, national and/or
international regulations
regarding human rights
and/or labor standards?

Social Policy

Website

No.

Does the ESG report
include an assurance statement
Annual Report 2005

2005

Year of publication of ESG
report

Source:

ISO 14001 and EMAS. See page 85.

Yes. Report on Social Responsibility 2005. See http://
www.gorenjegroup.com/en/ﬁlelib/english/social_responsibility/report_2005.pdf

Standards used for ESG
report

Does the company have a
stand alone
English-language ESG
report?

19 companies (17%) of 110 CEE companies
surveyed in April 2007
(15 companies (13%) of 110 CEE companies
surveyed in Sept. 2006)
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The United States Agency for International Development (USAID)
established the Partners for Financial Stability (PFS) Program in 1999
as a public-private partnership to help complete reforms necessary to
create sound, private and well-functioning ﬁnancial sectors in the eight
Central and Eastern European (CEE) countries that have since joined
the European Union. In 2005, the geographical focus of the program
shifted to South East Europe (SEE).
East-West Management Institute (EWMI), a New York-based not-forproﬁt organization, is currently the primary implementing partner.
The PFS Program is mandated to ﬁll remaining gaps in the institutional development of the ﬁnancial sector in CEE and SEE countries
through regional integration and cooperation, selective technical assistance programs and the practical application of lessons learned in
neighboring countries. The substantive areas covered under the PFS
Program are: accounting, auditing, banking, capital markets, insurance and pension reform. For more information, please visit the PFS
Program website at http://www.pfsprogram.org.

About the Partners for Financial Stability (PFS) Program

Informational Needs of Stakeholders and Shareholders
ESG Criteria
Role of Institutional Investors as Shareholders
PFS Program Surveys
Investor Relations Online – 2001 - 2007
Survey of Reporting on CSR – 2003 - 2007
About the PFS Program

Agenda

TOTAL

Poland
Telekomunikacja Polska S.A.
Romania
CNTEE Transelectrica
Slovakia
Slovnaft; Matador
Slovenia
Petrol; Gorenje
____________________________________________________

THE ECONOMIC ASPECTS
OF THE EU ENLARGEMENT
PROCESS

PANEL
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150

151

* The author was employed as Minister Councellor at the Austrian Embassy in Soﬁa and is working at the
General Secretariat of the Council of the European Union in the Western Balkans Task Force of the Policy
Unit. This article expresses his personal view and does not engage neither the Embassy mentioned nor
the General Secretariat of the Council of the European Union.

In 1920 Paul Klee painted an angel on a small canvas. He called his
opus Angelus Novus. When I look at it I can not help but think of the
Western Balkan’s and the EU’s efforts to get closer to each other. The
philosopher Walter Benjamin has interpreted Angelus Novus as the
angel of history who sees the wreckage of a catastrophe. The angel

(from the book BALKAN published by Life magazine and printed in the Netherlands in 1966).

All charm, all jaunty and light hearted life ends in Italy. Although the
villages in the mountains with its gleaming churches and narrow streets
faintly resemble Italy we enter a world of tragedy - the Balkans with its
misery and violence. Life can be very hard. Too many catastrophes
and disasters have happened there. All of its countries and peoples are
endowed with a sense of pride, egoism, dignity and passion. But life
is not sentimental. They share the same songs, the same ferry tales
and the same histories, but disunity reigns among these countries and
they would easily annihilate the other if they could.

Lothar Jaschke*
Relations with West Balkan States
Federal Foreign Ofﬁce, Berlin

Pre-Accession in the Western Balkans
Economic and Institutional Aspects
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This term refers to the last enlargement with eight countries from Central and Eastern Europe entering
the EU. It has always been debateable. Seen from Vienna Prague and Lubljana lie westwards and Cyprus
and Malta have never been part of Eastern Europe. For the sake of differentiation however this article
refers to the term “Eastern enlargement”.

1

would like to stay on, help the wounded, raise the dead and amend
the broken pieces. But a storm blowing from paradise immobilizes his
wings and drives him steadily towards the future. He turns his back.
The future lies behind him, while before him ruins are rising and rising.
We call the storm progress.
However strange and inappropriate this interpretation of Paul Klee’s
ﬁne work might seem, European integration logically extends to the
Western Balkans regions. A vast network of missions as well as various
instruments of economic support have been established in the Western
Balkan countries in order to bring the blessings of European integration, which is stability and prosperity. The compelling call of eastern
enlargement1 - exporting stability instead of importing instability - has
still not lost its persuasive power.
Prof. Andras Inotai made the point several times that the EU had to
increase the attention it gives to the region. Its proper progress would
depend on the successes or failures in South-East Europe. The “track
record” testiﬁes to his thesis: the Western Balkans region has produced
four wars in the last ten years and cost the International Community
billions of Euro most of which the EU billed. A Europe that has at last
shifted into a post-conﬂict (the realisation of Kant’s eternal peace)
suddenly had to make face with atrocities of immense magnitude and
genocide. Dark forces were unleashed in a furious frenzy. Ruins were
rising and rising. This must never happen again.
The rationale of the EU’s policy towards the Western Balkans is just
that. The regions importance for the security and coherence of the EU
itself and the deeper insight that a central part of Europe has to be
integrated into EU-structures shapes the policy of the EU towards the
Western Balkans. The future of Kosovo, the constitutional arrangements
in Bosnia and Herzegovina, the protection of minorities in Macedonia are
European issues and demand European solutions. To the EU the Balkan
wars were a dramatic wake up call. It reacted by stepping up its nascent
European Defence and Security Policy and by starting the Stabilisation
and Association Process (SAP). The countries of the region would be
granted a “European perspective” and, doing their part of the equation,
work towards meeting the required criteria for concluding a Stabilisation
and Association Agreement (SAA). Each country’s progress towards
European integration depends on its efforts to comply with the Copenha-
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2
Former Yugoslav Republic of Macedonia (fYROM) is the name under which the United Nations
Organisation recognized Macedonia. The EU and its Member States refers to this name in their ofﬁcial
relations but in bilateral correspondence most acknowledge diplomatic notes of the “Republic of Macedonia”.
In this article I will use the term Macedonia.
3
You might have noticed: the EU loves these formulas - European standards, European structures and
European perspective. These formulas were in essence compromise language used in the beginning of
the process when it might have been too early for some Member states to say what the EU really means
- that the WB countries will eventually become a part of the EU.

The Stabilisation and Association Process (SAP) is the Union’s pre-accession strategy tailored speciﬁcally to the needs of the region and each of

The Stabilisation and Association Process - South
Eastern Enlargement

gen criteria and the conditionality of the Stabilisation and Association
Process (SAP). Member states and the institutions provide support and
assistance in helping the Western Balkans to integrate into European
structures, thereby gaining inﬂuence over the reform process.
The Union can hardly be approached of neglect to its South-Eastern
neighbours. The EU Monitoring Mission reports on a weekly basis on
political and economic developments in all Western Balkan countries.
The mission is running since 1992 and will come to a close by the end of
this year. EU Special Representatives work in Bosnia and Herzegovina
as well as in the former Yugoslav Republic of Macedonia2 and after a
status settlement in Kosovo, trying to help bring forward the reform process and provide dispute settlement capacities. The EU Police Mission
and the EU led military forces in Bosnia and Herzegovina (EUROFOR)
are actively engaged in assisting local security forces in order to stabilise
the constitutional arrangements there. Within the UN-mission UNMIK
the EU is managing the economic reconstruction in Kosovo. At the moment it prepares for the deployment of a large European Security and
Defence Policy mission in the area of the rule of law in Kosovo, and it
will contribute substantially to the International Civilian Mission due to
replace - but not continue - UNMIK on a much smaller scale.
Many instruments of the ﬁrst pillar like ﬁnancial assistance, visa
facilitation and trade agreements have been put in place in order to
facilitate the countries efforts to come closer to European standards3.
The EU has helped to set up the Stability Pact for South East Europe.
One of many examples of the various projects of the Stability Pact refers
to the SECI secretariat on police and customs cooperation in Bukarest.
SECI is preparing to sign an agreement with the Europol. The EU support
SECI ﬁnancially and renders policy advise. European standards.

154

its countries. It will remain the reference framework for the EU’s relations
with the WB countries until their accession. The processs started already
in 1999 with the EU preparing for massive economic - and building up
its political capacity - political intervention. In June 2000, the European
Council of Feira decided to give the WB countries the status of potential
candidate countries: Albania, Bosnia Herzegovina, Montenegro, Serbia,
Kosovo as administered by UNMIK, Croatia and Macedonia. In the meantime the latter two have moved to become candiate countries. The 2003
Thessalonki summit between WB countries and EU Member states with its
Thessaloniki agenda was a milestone and so far the apogee of EU policy
towards the region. It contains measures drawn from the pre-accession
process and designed to facilitate accession such as Stability and Association Agreements, European Partnerships, ﬁnancial assistance
and political dialogue. In addition the summit and subsequently numerous European Council meetings conﬁrmed the European perspective of
the Western Balkan countries. From this moment onwards the SAP really
turned into an Acession Process. Progress in meeting the priorities of the
European partnerships as well as in preparing for/implementing the SAA
are assessed in yearly progress reports drawn up by the Commission.
The political and strategic rationale of South-Eastern enlargement
is the expectation that the WB countries are undertaking extensive
reforms to modernise and become dynamic market economies and
modern and democratic societies. As much as Eastern enlargement
its South Eastern pendant is an orderly process with clear rules and
commitments on both sides, subject to the normal climate changes in
the international political atmosphere. As it is drawing on from eastern
enlargement’s accession process the SAP provides momentum to WB
integration. Both enlargement processes have gone a long way coming from peripherated parts of Europe (Dieter Senhass) and having
transformed and modernised their social and political systems.
Nevertheless when it comes to public appreciation there is one important difference. Eastern enlargement was a sexy issue endowed with the
clout of reuniﬁcation of Europe. Brave men had the visionary objective of
reuniting Europe after the demise of communism in Europe. South Eastern
Enlargement is perceived as a completion of this project and is set in an
atmosphere of enlargement fatigue, internal wrangling and growing international tensions. In variation of the well known Gorbatchov phrase: “those
who are late in accedingto the EU will be punished by public opinion”.
For the peoples of the WB countries had during the past decades enjoyed
an access to Western Europe that was without parallel in the countries of
the Soviet bloc, and they naturally found it difﬁcult to accept that they would
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now be more isolated from this Europe than the former East bloc countries.
In school our teachers taught us to look to Yugoslavia as an esteemed
model of cooperation with its checks and balances and socially owned
property. Tito’s constitution of 1974 was seen as a masterpiece allowing
different ethnics and peoples to live together peacefully - this is not to say
without tensions - in one country. Once united and venerated by the West
with relatively stable middle income the former Yugoslav countries we call
now Western Balkans have fallen behind Eastern and Central Europe. Only
20 years ago Central and Eastern Europe was doomed to general neglect
and regarded as prey of the Soviet Union. If history had its course without
the Balkan wars in the ninties things would have been different.
Let us return to the Stabilisation and Association Process. Stabilisation
and Association Agreements (SAA) between the EU and the WB countries
are its mainstay. These agreements provide for trade liberalisation and aim at:
economic reforms; free trade, in compliance with the rights and obligations of
WTO as well as economic restructuring and modernisation; approximation of
legislation to that of the Community and effective implementation. Agreements
with Croatia and Macedonia have entered into force in 2004, the agreement
with Montenegro could be signed still this year, one with Serbia will follow
- provided Serbia can prove full cooperation with the International Criminal
Tribunal for former Yugoslavia - probably in the ﬁrst half of 2008. Negotiations with Bosnia and Herzogowina (BiH) are terminated at technical level
and can be initialled and then signed upon fullﬁlment of certains conditions:
improvement of public administration and public broadcasting, cooperation
with ICTY and most of all reform of police structures. This remains the most
important and most difﬁcult task as police reform is - at least by the writing of
this article - the prisma of two diametrically opposing views.
Comes in Kosovo. Kosovo, governed by UNMIK under UN Security
Council Resolution 1244, participates in the Stability and Association Process
by way of the so-called SAP Tracking Mechanism (STM). This mechanism
has been set up in 2003 and allows the Provisional Institutions of Self-Governance in Pristina (the government) to approximate to the EU’s acquis
communautaire and to prepare for negotations in view of the conclusion
of a SAA (and eventual membership). With the future status of Kosovo
undecided and the consultations becoming increasingly difﬁcult this might
sound improbable. But a tangible European perspective might offer a real
perspective for a sustainable solution to current fragile arrangements. It would
also provide a powerful incentive for political and economic reform.
The SAP has created its own sequence. 1) Feasibility study concerning a
SAA is followed by 2) the opening of SAA negotiations and 3) the conclusion
of the SAA and Interim Agreement upon fulﬁlment of certain conditions (full
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The Interim Agreement enters into force pending conclusion of the SAA. The latter needs ratiﬁcation
in the European Parliament and the Member States while the ﬁrst covering matters of community
competence enters into force upon “simple” conclusion by the Council of the EU. Instead of waiting three
years for ratiﬁcations the interim agreement usually becomes binding two to three months after signature.
Satisfactory track record on implementing the interim agreement rather than the SAA sufﬁces to move
forward in the SAP.

4

The Western Balkan’s markets are more fragmented both in economic
and in political terms. But still there is no reason to assume that accession
to the EU would not bring the same or similar beneﬁts to the Western Bal-

Economic factors of South Eastern
Enlargement

cooperation with the ICTY f.e.). If the Interim Agreement4 is 4) implemented
satisfactorily – meaning respect for tariff reduction schedules and competition rules, no hampering of FDIs, no human rights violations and regular
holding of fora administering the SAA – the potential candidate country
is promoted to 5) the status of candidate country. Further progress in the
reform agenda, on the SAP conditions and SAA implementation might then
lead to the 6) Council decision to open accession negotiations. Accession
negotiations are held and concluded by signing the 7) Accession Treaty. Any
country having signed such a Treaty becomes an accession country and
eventually a member country. Accession negotiations have become more
complex with opening and closing benchmarks for most of the negotiation
chapters and the underlying acquis communautaire. With the number of
member states the EU’s complexity level has risen too. Accession negotiations are really 27 intergovernmental conferences at once.
Enlargement does not end with accession. It is rather a process
that continues to require adjustments in a competitive environment in
order to meet the challenges of modern societies: pressure on welfare
systems, ageing populations, budgetary strains, becoming a knowledge-based and innovative society.
This sequencing increases coherence of the accession process, but
it might also entail long breaks in between. Once a country has signed
an SAA, the next step - candidate country - is years down the line. If
more steps in between are created and if conditionalities are more
clearly linked to progress on other issues, this could imply a formidable
leverage (for example, progress on visas facilitation and liberalisation is
linked to progress on other issues - not only Justice and Home affairs).
More steps would also reinforce the feeling of momentum.
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EFTA I has been created by central European countries in 1992. Macedonia and Croatia joined later on but the
founding members changed to become part of the EU’s Customs Union. CEFTA II has revived the project.

5

kans countries. Liberalisation and diagonal cumulation - which will eventually lead to Pan-European cumulation - has accelerated the evolution of
an EU-centred trade area that encompasses primarily the new member
states and soon South East Europe. For the Central and Eastern European
countries the Europe agreement provided for trade liberalisation and trade
penetration, in particular low- and medium technology trade with capital
intense products. The now new member-states increased their share in
world trade from 1% in 1992 to 2,3% in 2005. Trough CEFTA the Western
Balkans are boosting trade among themselves. CEFTA is a multilateral trade
arrangement aiming at abolishing tariffs, including the establishment of trade
dispute settlement mechanisms. CEFTA II5 has been signed in December
2006 in Bukarest and has entered into force on 26 July 2007.
Eastern enlargement was designed in its economic part as a catch up
process (from 1997 to 2005 GDP/head in CEEC went up from 44% to
50% of EU-GDP). Same story here. Economic development in the WB
countries in general is on track. In Montenegro and in Serbia GDP per
head ﬁgures (about 2.600 €) are at the level of Bulgaria, in other countries
they are slightly lower. The lowest ﬁgure (€ 1.200) was recorded in Kosovo.
Economic growth remains sustained, growth rates are above EU-MS level.
Reported unemployment ﬁgures vary considerably, ranging from over high
40% in Kosovo and in BiH and 37% in Macedonia to much lower numbers
in Albania and Croatia (about 15%). Owing to the large alleged size of the
informal sector, it is difﬁcult to judge to what extent ofﬁcial ﬁgures reﬂect
reality. External imbalance remains signiﬁcant which owes to the fact that
transformation countries naturally have larger import need and uncompetitive exports. In the Western Balkans imbalances are ampliﬁed by small
market size. However record is uneven with a 12% deﬁcit in Montenegro to
a 1.4% deﬁcit only in Macedonia. Inﬂation remains a challenge, but at much
lower level (5%-6%) than before. The economic stabilisation programmes
pursued since the late 90s were successful and the ofﬁcial or de facto
currency pegs led to a rapid disinﬂation process and contributed to sound
growth. Apart from Serbia and Albania the seven economies in the Western
Balkans have chosen practically ﬁxed rate arrangements. Montenegro and
Kosovo are even using the euro as sole legal tender.
FDI have grown, most importantly in Serbia, Montenegro, Croatia and
Macedonia, albeit at much less impressing rates than in Central and
Eastern Europe. Eastern enlargement increased the FDI portfolio of new
MS (FDI-stock accounted for 190 billion € in 2004) with the old MS being
the main source of capital accumulation. New MS made considerable
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progress in developing a stable ﬁnancial environment, increasing stock
market capitalisation, leading to credit growth and cheaper loans. Similar
story in the Western Balkans, but at different pace in the various countries.
Overall, in the Western Balkans ﬁscal consolidation and structural reforms
have been ongoing since many years. A large share of privatisation programmes are now fairly advanced. Restructuring of energy utilities has
begun, boosted by the South Eastern Energy Treaty. The Energy Community has entered into force on 1 July 2006 and should in due course
link with countries of the European Neighbourhood Policy area to create
a large and transparent market in line with EU provisions.
By leading to a larger, more integrated market Eastern enlargement
created the condition for the European economy to become stronger and
more competitive. Outsourcing part of the production process strengthened
their competitive position with a net favourable impact on employment.
Economic growth in new MS has translated into the expansion of employment and modernisation as well as improvements in proﬁtability through
production reallocation. Inﬂation and interest rates have become closer to
the old Member states. A very small part of jobs have been relocated, but
the overall effect on employment is still positive for old MS. Workers from
new MS have complemented skills in old MS and - according to data from
the Commission - increased employment. Labour market in new MS have
developed positively as well. The Western Balkans are endowed with a well
qualiﬁed but underemployed working base. Human resources who can be
mobilised to the beneﬁt of current EU member states lie idle. A calibrated
process of labour management has so far been successful in ensuring
that, by and large, undesired crowding-out effects will be avoided.
Financial assistance in form of grants and budgetary support have had a
considerable net effect on beneﬁciary countries. The transfer to new Member
states f.e. through PHARE, ISPA and SAPARD affected about 30 billion or
2% of GDP. It created a favourable net effect on new MS government budgets
by 0,3%. Similar picture here. In 2009 the EU will have put aside for the region
€ 7,4 billion with yearly transfers amounting to 700 million € thereafter (about
2% of the region’s and 0,006% of the EU-MS GDP). The new assistance
programme, streamlined and renamed Instrument for Pre-Accession (IPA),
includes a total of 11,5 billion Euros for candidates and potential candidate
countries. IPA will principally focus on strengthening of democratic institutions and the rule of law, economic reforms, public administration reform as
well as the promotion of human and minority rights. IPA prepares the current
candidate countries – Croatia, Macedonia and Turkey – already now for
future participation in the structural, cohesion and social fonds.
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The European perspective still provides a powerful incentive for
political and economic reform, but it has somehow lost its pulling power
in view of the discussion about absorption capacity and accession fatigue. Certainly, the road is wide, the journey long, but this is the nature
of the process. The road is open, but does not always lead through
friendly territory. I refer to the reluctance of the EU-MS to live up to
their promises spurred by growing realisation that the EU can not be
extended for ever while its institutional outlay is micro-managed. The
Nizza reforms help to continue on the path of European integration, but
– except for Enhanced Cooperation - hardly offer a sound structure for
“ever closer integration”. The greater design, the constitutional treaty,
still no panacea anyway, has been rejected and will now be revived in
a somewhat scaled down version called the reform treaty. It abolishes
the concept of the constitution in title and words but integrates 90% of
the provisions of the constitutional project. The reform treaty should,
among others, allow for more efﬁciency in the foreign policy area and
in decision making in the Council. The readiness of MS to implement
those treaty changes will be the real test of whether the EU is ready
to fulﬁl its promises.
Absorption capacity is another issue – testing the effect future accession might have on the various policies of the EU. The “new” concept of
absorption capacity is good and bad news. It does not make accession
easier but it could help the coherence of integration. As the number
of interests and potential pulling factors increase in the EU, a check
on its absorption capacity safeguards the functionality and beneﬁts of
cooperation and common arrangements. Absorption capacity is not a
formal accession criteria, and it should not be as acceding countries
can not inﬂuence current integration. The concept - Carl Bildt remarked
quite kiddingly - brought a new dimension to the enlargement process:
turning the doctrine from: “we will be ready when you will be ready” to
“when you will be ready, we are not entirely sure that we will be ready”.
By the same token accession negotiations have become - as mentioned
before - more complex. Experiences of badly managed accessions in
the past with weak member states rather suffering than proﬁting from
European integration have changed the focus of preparation for accession from muddling through to frontloading preparation and putting
the onus on the coherence of integration. Acceding is hard crafts and
it will be even more so but in the end it pays off.

Enlargement fatigue

160

Let me reiterate. The Western Balkans countries have further stabilised
and advanced towards the European Union more than four years after
the Thessaloniki summit. Undoubtedly, the SAP helped the Western
Balkans region to further stabilise and to advanced towards the European Union. From the conﬂicts of the past the focus has turned towards
building modern nations within the European family. Progress for reforms
strengthened the momentum in the enlargement process. The situation
has normalised, stability returned, regional cooperation is moving forward
and overall progress has been made on the EU reform agendas.
But progress towards accession is erratic and there is a sense of
realism that the situation is still not stable and safe from setbacks. Even
with considerable EU support - ﬁnancial and otherwise - the reform
processes have lately slacked in some of the countries. We have also
been reminded of deﬁcient political processes and of unhealed wounds.
Let me give you three recent examples.
- Albania made great progress over the last years, concluded an
SAA and was one of the regions top performers in economic terms.
But it remains haunted by a conﬂictive and antagonistic political
atmosphere which continues to negatively affect the reform process. In the beginning of this year a political deadlock threatened
to block the electoral process. Hopefully the entry into force of the
SAA will accelerate the reform process.
- In Bosnia and Herzegovina a dedicated team around Mr. Osman
Topcagic, the Director of the Directorate for European Integration,
has developed a strategy of EU integration and has terminated
negotiations on the SAA, but politically developments have essentially been negative. No progress has been forthcoming on issues
such as police reform and constitutional reform. The country has
seen a return to nationalist politics. The Government formation
process has been slow.
- Macedonia has made great strides in its economic performance
and owing to its implementation of the Ohrid Framework Agreement has been granted candidate status. The Bretton Woods
organisations are assessing positively the economic policies
pursues. Recently developments have been disappointing in the
political area. Inter-ethnic tensions and a lack of stability in the
political institutions have resurfaced.
What to do? The EU needs to pay more attention to political processes
and perhaps sometimes to step in in order to facilitate solutions. While

Mixed picture
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Paul Klee’s Angelus Novus would now stay on for a while, help the
wounded, raise the dead and amend the broken pieces. He would leave
the ruins behind him and ﬂy off to new shores.

In his book BALKAN published by Life magazine and printed in 1966,
the author, Edmund Stillmann, displays a widely held view about the
Balkans as a place of feud, violence and misery, stemming essentially
from the two Balkan wars in 1912 and 1913. The Balkan wars of the
late ninties would only have conﬁrmed his pessimism.
Today Edmund Stallman would have to add a large chapter in his
book - BALKAN - on the European Union’s role in stabilising the countries of the Balkans.

alignment to EU standards in all kinds of sectoral issues is important,
political stability is key to any meaningful reform process. It is important
to feed the results of political dialogues into the negotiating process.
Ownership for the Stabilisation and Association Process is essential
for any sustaining result - the countries have to take full responsibility for
their reform agendas. In return the process of alignment to EU standards
has to be backed up by a strong political approach by the EU.
Progress achieved would probably have been less impressive
without the EU policy of Stabilisation and Association. It is therefore in
the interest of the EU as a whole, as well as the countries concerned,
that this process should be stepped up. Reinforcing the EU’s policy
for the region, especially in areas of mutual interest where there is a
strong demand from the people of the region, such as Justice, Liberty
and Security, education and trade, is the best means to strengthen the
credibility of the process and to lessen political risks.
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Bulgaria’s road towards EU accession started with the signature
of the European Association Agreement in 1993, in force since 1995
aiming at trade liberalization between Bulgaria and the EU. The application of Bulgaria for EU membership was submitted in December
1995 and the accession negotiations started on 15 February 2000. The
negotiations continued for four years, ending in 2004 and followed by
Bulgaria’s full-ﬂedged EU membership on January 1, 2007.
In order to be able to join the European Union, each country should
meet a set of rules (the so called Copenhagen criteria) that deﬁne
whether a country is eligible to join the Union. In other words, the
country should assume pre-accession commitments in the sphere of
democracy, human rights and economic development.
With regards to economic reform, one should take note of the Copenhagen economic criteria for EU membership, namely:
1. The existence of a functioning market economy
2. Capacity to cope with competitive pressure and market forces
within the Union
The Ist Copenhagen economic criterion for EU membership is multifaceted and requires a broad consensus about the essentials of economic policy. It involves the achievement of macroeconomic stability
including adequate price stability as well as sustainable public ﬁnances
and external accounts, free interplay of market forces, prices and trade
liberalization, no signiﬁcant barriers to market entry and exit, a wellfunctioning legal system, including the regulation of property rights, laws
and contracts enforcement, well-developed ﬁnancial sector to channel
savings towards productive investment.
The IInd Copenhagen economic criterion for EU membership requires
that the ﬁrst criterion is fulﬁlled, a sufﬁcient amount of human and
physical capital at an appropriate cost, a well developed SME sector,
government sector’s involvement in economic activities, trade integra-

Petar Chobanov,
Executive Director
Agency for Economic Analysis and Forecasting, Soﬁa
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tion with the Union before enlargement.
The challenges that Bulgaria faced towards the achievement of the
Copenhagen economic criteria for EU membership were many but
through the will and commitment to successful economic reforms Bulgaria was acknowledged a functioning market economy in the Commission’s Regular Report of 2002. Although Bulgaria has fulﬁlled the ﬁrst
criterion already in 2002, the European Commission said it was able to
cope with competitive pressure and market forces within the Union only
in the medium term. In 2003 Regular Report the Commission declared
that Bulgaria was able cope with competitive pressure and market forces
within the Union in the near term. Bulgaria was recognised as able to
cope with competitive pressure and market forces within the Union
in the European Commission’s Regular Report of 2004.
During the pre-accession period of preparation for EU membership the
Pre-Accession Economic Programme (PEP) of Bulgaria was the main
strategic policy tool. Until Bulgaria’s membership in the European Union,
the country’s commitments for the implementation of prudent economic
and ﬁscal policies have found expression in the PEPs, which have been
adopted each year since 2001 by the Council of Ministers and submitted to
the European Commission and the ECOFIN. In the PEP the government
presented its economic policy in the medium term (3 years) and provided
forecasts for the development of the main macroeconomic indicators for
the same period. The elaboration of the PEPs was a kind of preparatory
stage for Bulgaria’s participation in the economic policy coordination and
multilateral surveillance mechanisms of the European Union. At the beginning of January 2007 Bulgaria submitted its ﬁrst Convergence Programme
2006-2009 and in March 2007 it presented also its ﬁrst National Reform
Programme 2007-2009 and the National Reform Programme (2007-2009)
– Summary of Challenges, Policies and Governance.
The overall objective of the Pre-Accession Economic Programme
was the achievement of high and sustainable growth to provide for
catching-up with the EU average living standards. It was to be achieved
through prudent economic and ﬁscal policies, reinforcement and completion of the privatization process and further steps in deregulation of
state monopolies. The completion of the reforms in social and health
insurance, education and local government was also high in the agenda.
Further improvement of business environment and equal treatment of
local and foreign investors when implementing the EU legislation, the
strengthening of the institutional capacity of public administration and
the judiciary were among the main goals of the Programme too.
In result of the economic reforms in the pre-accession period within
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Fast catching-up process represented by robust economic growth
of around 5% in 2000-2006 was observed. This was driven by both
high investment activity and consumption growth due to the raising
real incomes and declining unemployment. Thus, the GDP per capita
reached 33% of EU-25 average in 2005 from 27% in 2000 which is
indicative of the catching-up process.
Price dynamics was relatively stabile. In 2000-2006 inﬂation was
mainly driven by energy sector restructuring, excise rate hikes and
domestic prices adjustments. The annual average rate of total inﬂation
was about 5.5%, mainly due to changes in the regulated prices. Core
inﬂation (about 80% of consumer basket) grew by an average annual
rate of 3.5% and after the foreign trade liberalization, tradable goods
inﬂation remained low – 0.9%, whereas prices of services grew steadily
at an average of 5.6% per year.

the Currency Board Arrangement Framework Bulgaria was one of the
best performers among candidate countries in terms of GDP growth:
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A stable improvement in labour market was also observed. Employment rose continuously and the level of unemployment scored decrease.
The employment growth accelerated in 2006 to 2.9% partly due to the
decreased social security burden on employers and the unemployment
rate stepped down form a peak of about 20% in 2001 to an average
of 9% in 2006 (the lowest value ever observed during the pre-accession period). Moreover, labour productivity and real wages increased
by 17.1% and 13.4% respectively in 2000-2006 exceeding real wages
growth thus enabling the economy to maintain competitiveness.
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The rational debt management strategy led to signiﬁcant reduction
in state debt level. Consequently, Bulgaria met the Maastricht criteria
for the level of government deﬁcit and debt.

Economic integration deepened signiﬁcantly – the share of Bulgaria’s
exports in total EU imports from countries outside the European Union
doubled from 0.47% in 1999 to 0.87% in 2006. The share of EU25 in the
total Bulgarian exports increased from about 42% in 1995 to 55% in 2006
(ЕU25+Romania 44% vs. 59%). A signiﬁcant share - 86% of the total FDI
inﬂows to the country in 2006 originated from EU member countries.
The banking system also evolved – there was a steep deepening of
ﬁnancial intermediation showed by the increase of the ratio of credit to
the private sector to GDP from 11.7% in 2000 to 45.6% in 2006. Banking
supervision was settled in compliance with the Basel II directives. As
a result, the Bulgarian banking system was proﬁtable, well capitalized,
maintained good liquidity and operated strictly within the regulations.
Due to the measures, introduced by the Bulgarian National Bank in
2004, the quality of credit portfolios was improved despite the relatively
high credit growth. As of the end of 2006 the share of standard credits
reached 95.78%, while loss was only 1.57%.
With regards to ﬁscal policy, the main goals were the maintenance the
macroeconomic stability and to achieve sustainability of public ﬁnances.
Fiscal policy aimed at creating the preconditions for economic growth
and competitiveness of the economy. The adherence to tight ﬁscal
discipline allowed for the accumulation of budget surpluses which were
a valuable response to the external macroeconomic imbalances.
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More speciﬁcally, the National Reform Programme 20072009 of Bulgaria was developed as a response to the challenges set before the EU Member States as the key focus of
the renewed Lisbon Strategy. The National Reform Programme
is a strategic country document aiming at systemizing the
efforts of the Government to generate high and sustainable
rates of economic growth and employment by outlining the
medium-term framework of measures and priorities in the ﬁeld
of macroeconomic and microeconomic development, labour
market and human capital.

The main challenges before Bulgaria after its accession to the European Union that were outlined in several strategic documents of the
country such as the Convergence Programme and in the National Reform Programme focus on the achievement of long-term sustainability
of public ﬁnances in view of the ageing population issues, decisive
improvement in business environment, strengthening of the administrative capacity, increase in innovations and R&D, restructuring of network
industries (energy and telecommunications), improvement of existing
infrastructure and establishment of new one, ﬂexible and inclusive labour market and better quality of the human capital. These challenges
were addressed in the National Reform Programme 2007-2009 of the
Republic of Bulgaria and the Summary of Challenges, Policies and
Governance to the NRP for 2007-2009.
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ria - their uncertain interpretation and lack of economic rationale:
-Fixed ex rate may become an obstacle in fulﬁlling the inﬂation

 I will try to suggest that perhaps neither, because of Maastricht crite-

Main Themes













whatever they are
- EU entry implies EMU membership
What is the best regime for the EU accession period in the light
of the future EMU entry?
At ﬁrst sight, the answer seems clear:
- Independent monetary policy regimes (ITers) have problems
 Not compatible with EMU
 Not compatible with ERM2 – full FX ﬂexibility
 The transition will inevitably compromise their credibility and anchors – the very building blocks of these
regimes
Fixed FX regimes should have it easier
- Fixed ex rate is consistent with ERM2 and EMU
- Does not require major adjustments
So, should the ITers resign on their active policy and ﬁx their exchange rates and when?
- early in their EU accession process ?
- when entering the ERMe ?
- or wait for the time of the EMU entry ?
… and how should they behave during the ERM2 mechanism?
- Should they ﬁx exchange rates or continue with an interest rate
based active policy, while somehow respecting the bands?
Are the ﬁxed ex rates really safe regimes for the EMU entry?

 This presentation is not about beneﬁts and costs of the EMU entry,

Motivation

Diana Dragutinović
Vice-Governor
National Bank of Serbia, Belgrade

Monetary Policy Regime for the EU Accession

criteria and entering the EMU
Inﬂation targeting may appear a better option, as the reference
value for inﬂation criterion is easier to reach, although
 Questions about sustainability remain
 The regime will need to be modiﬁed with respect to the exchange
rate criterion
The current strategy of Serbia reﬂects this
- Serbia is on IT track since September 2006
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Is revaluation of the central parity indeed possible?
What do severe tensions on the FX market mean?
What does ‘sustainable price performance’ mean?
Crucially, who are the ‘best price stability’ performing EU
members and what is the reference value?
 The EC and ECB have shown a very ‘pragmatic’ approach
- Criteria are interpreted on a ‘case-by-case’ basis
- Lithuanian rejected on ‘sustainability’ basis
- No deﬁnition of good price stability performance – although
countries with negative inﬂation seem to be excluded
- The reference value of the inﬂation criterion is not produced
regularly

-

Interpretation of the Criteria
 Exact interpretation unclear

Are deﬁned for nominal variables:
 inﬂation, long-term nominal interest rates, exchange rate, current
deﬁcit of public ﬁnance and public debt
 From a central bank’s perspective ‘inﬂation criterion’ and ‘exchange
rate’ criterion are of special concern
- sustainable price performance with inﬂation of no more than
1½ percent above the average inﬂation rate of the three European Union (EU) members states with the best price stability
performance
 Interest rate criterion should automatically be satisﬁed, if the inﬂation one is (on a sustainable basis implying a full credibility)
- ERM II membership accompanied by the stability of the exchange rate within the band of ± 15 % deviations from the central parity over two years before euro adoption (revaluation of
central parity is probably possible) without severe tensions

Nominal Convergence Criteria for the EMU entry

-

how the criteria are interpreted and applied

Today the debate is mostly waged on legal (‘Treaty says …’)
and not economic grounds

Often attributed to B-S effects (despite weak evidence thereof)
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ex rates among transition economies,
- Average 4 % p.a. in ’93-’01 for Cze, Hun, Pol, Slk, Slo
- In Serbia at about 2-3% p.a. trend real appreciation

 There is an ample evidence for trending relative prices and real

Problem 1: Growing trends in relative prices

inﬂation reference value on a sustainable basis

 Problem 2: Reference value is unnecessarily tight
 Problem 3: Fixed exchange rate regimes have no tool to reach

-

 Problem 1: Growing trends in relative prices

-

Economic Problems of the Criteria
 The economic rationale for the criteria is frequently disputed

-

 … allowing much room for speculation
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inﬂation higher at a ﬁxed exchange rate,
- jeopardizing attainment of the reference value for ﬁxed exchange rate regimes before the EMU entry
- making low inﬂation unsustainable after the entry
 IT regimes can accommodate trends in relative prices by setting
inﬂation targets appropriately to reach the reference value
- Consider the example of Serbia:
- With a stable exchange rate, the real exchange rate
price trend of 2-3 % p.a. implies inﬂation of about 6%
- If we wanted lower inﬂation, say, 2 %, it would be enough
to engineer 4% nominal appreciation.
- This way we could survive with Inﬂation Targeting even
in the ERM2 (if revaluations possible)
 However, this could be deemed unsustainable, as entering the
EMU would imply higher inﬂation or revaluations could imply severe tensions

 Growing real exchange rates pose a problem because they make

Source:
Roaf, J. (2005)

Some of it related to the productivity catch-up process,
- although there are other explanations, such as structural reforms, degree of market regulation or quality improvements.
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try to minimize the period within the ERM2
- With a ﬁxed ex rate, they will fail to reach the reference value
- Allowing for nominal appreciation, they will reach the reference
value, but
- They will inﬂict unnecessary real costs on their economies by disinﬂating to levels given by recessions in other
EU countries
- Their inﬂation performance may be deemed ‘unsustainable’ from the perspective of EMU and fail the inﬂation
criterion nonetheless

 Some IT countries think about ERM2 as an ‘insane purgatory’ and

Impact of Criteria on EMU Entry Strategies

control their inﬂation level and variability
- Inﬂation is anchored by the ﬁxed ex rate, but only in the medium-term
- The level of inﬂation will be inﬂuenced by trends in relative
prices and real exchange rates
- The variability will be given by the real exchange rate ﬂuctuations and economic cycle

 Countries with a ﬁxed ex rate are left without a monetary tool to

Problem 3: Fixed ex rate regimes have no tool to reach
reference value on a sustainable basis

sions, implying undesirably low inﬂation
- although negative inﬂation rates not considered
 Reaching the reference value on a sustainable basis implies costly
disinﬂations, unless business cycles are fully harmonized
- for both IT as well as ﬁxed exchange rate regimes
 Some studies show these ‘unnecessary’ costs could be important
quantitatively (Bulir et al., 2006)
- Making countries to prefer short-term, ‘quick ﬁx’ solutions and
tricks to reach the level of inﬂation criterion for the shortest
period possible
- … at the expense of pursuing sustainable price stability policies and liberalization reforms

 Reference value is given by inﬂation rates in countries in reces-

Problem 2: Reference value is unnecessarily tight

See e.g. strategies of Slovakia or Czech Republic

approximate inﬂation reference value
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 Evolution of inﬂation in new EU and EU hopeful countries and an

Countries show diverse patterns of inﬂation convergence

for inﬂation, as the following charts may indicate …

 IT seems to be a more secure way of reaching the reference value

Is IT a better regime for the EMU accession?

ﬁat measures and tricks to reach the reference value
- Such as ad hoc changes in regulated prices, indirect taxes,
temporary demand contractions or labor market restrictions
- Although they are constrained by the other convergence criteria
in using ﬁscal policy measures
 Especially those that see immediate beneﬁts of a soon EMU entry
- Of gaining additional monetary credibility in reducing inﬂationary expectations
- Of lower borrowing costs
- Of reducing current account vulnerabilities
 Although this strategy may be considered ok by the EC, it raises
issues of the criteria true meaning
- Lithuanian vs Slovenian experience

 On the other hand, ﬁxed ex rate regimes often employ short-term

Impact of Criteria on EMU Entry Strategies

-
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…than non-ITers (mostly ﬁxed or hard peg regimes)…

…who seem to better control both level as well as
variation of inﬂation

Convergence appears more robust for IT-ers
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ﬁxed exchange rate from the perspective of the EMU entry
- it is resilient to many possible ups and downs of the accession
process (e.g. Lithuania)
- it allows for an easier and sustainable attainment of the reference value
- it uses purely market tools and long-term credibility build up
as instruments of reaching the reference value (as opposed
to short term ﬁscal and administrative measures)
- thus, it is more consistent with the ‘sustainability’ principles of
the EMU and the convergence criteria
 However, IT needs to be modiﬁed in order to satisfy the exchange
rate criterion in the ERM2
 But how?
- Through ex rate interventions and changes in the parity, involving huge credibility issues ?
- e.g. Slovakia
- Or through interest rate as the only instrument in reaching two
intermediate targets – inﬂation and exchange rate ?
- Not tested yet, but Czech EMU strategy seems closest
 In any case, the lesson for ITers appear to be to stick to their
regime and join the ERM2 later than sooner

 In any case, an IT regime has a number of advantages over a

ideas

 This evidence is not conclusive, but visualizes the previous

Is IT a better regime for the EMU accession?

… who seem to have lower inﬂation on average, but
without much control over the level or its variation

when there is high probability of the euro adoption after two
years period to minimize the stay in ERM2
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Many steps ahead:
 Adopting Feasibility Report
 Opening Stabilization and Association Process (SAP) or Pre
Accession negotiations (means having status of potential candidate)
 Closing SAP
 SAP Implementation
 Application of Membership
 Opinion by the Commission
 Opening Accession Negotiations means having status of ofﬁcial
candidate (Accession means Transition)
 EU membership
 ERM2 period
 Euro Adoption
Lot of Time (in terms of years):
We now know
- The shortest road

Serbia on the beginning of the Road to EU Membership
and Euro Adoption

Numeric short-term inﬂation objectives (core inﬂation)
Short-term interest rate as the main instrument
Withdrawing from FX market
Inﬂation forecast based decision making cycle and its communication through Inﬂation Reports
 IT envisaged for 2008
 Serbia has adopted the IT course to better meet the future EU
accession
- Economic
- e.g. large asymmetric shocks, relative price trends,
changing economic fundamentals)
- Political
- E.g. timing and uncertain prospects of the EU entry

-

 Serbia is on IT track since September 2006
 The present regime is a stepping stone for a full ﬂedged IT

Choice of the Monetary Regime in Serbia

-

 Non-IT without Slovenia, Malta, Cyprus
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- To EU membership
- To Adoption of euro
The average road
- To EU memberships
- To Adoption of euro
The longest road
- To EU memberships
- To Adoption of euro
The never ending story (Turkey)
Long and rocky road with a lot of work on our side
- Although weare not so far from new comers (Bulgaria and
Romania), which means hopes
- (You know my slide where I show Serbia against Romania,
Bulgaria and EU) – no, not really
IT was chosen to provide reliable, resilient and ﬂexible guidance
on that road and its ups and downs

178

Giannetti, M., S. Ongena, Financial Integration and Entrepreneurial Activity: Evidence from Foreign
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1

According to the neoclassical theory ﬁnancial integration can foster
growth in emerging markets because it permits capital from rich countries to be invested in economies with low savings but high growth
opportunities1. Findings in the ECB paper “Financial Integration of the New
EU Member States”, by Lorenzo Cappiello, Bruno Gérard, Arjan Kadareja
and Simone Manganelli (2004), suggest evidence for the equity markets
that the degree of integration between the new EU member states and
with the euro area has increased in their process towards EU accession.
A more reﬁned investigation, however, indicates the existence of closer
links between the three largest new member states, the Czech Republic,
Hungary and Poland. Among the four smaller countries, Cyprus, Estonia,
Latvia and Slovenia, a very low degree of integration is found between
themselves. However, Estonia and to a less extent Cyprus show increased
integration both with the euro zone and the block of large economies.
Institutional factors, the size of the economy, geographical distance and
weak economic linkages with the euro area could be responsible for these
results. Although all the considered countries have experienced tremendous development in their stock markets, their degrees of integration and
speed of convergence with the euro zone differ quite markedly. As for
the bond markets, it is observed that the Czech Republic exhibits signs
of increased parallel movements vis-à-vis Germany (the bond market
benchmark for the euro area) and Poland2.
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The Situation in the Financial Sector – before
and after the EU Accession
(The case of Bulgaria)
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a. Deﬁnition and scope of the ﬁnancial sector
In our understanding the ﬁnancial sector includes ﬁnancial intermediaries (credit institutions, insurance companies, investment ﬁrms and ﬁnancial
companies, pension funds) and ﬁnancial markets, e.g. stock exchange
and OTC. Financial intermediaries and ﬁnancial markets are the two ways
for funding the economy, e.g. to channel the savings in the economy. In
the pre-accession countries the funding of the economy is predominantly
performed by the banks, which contains big potential for the development
of the capital market. The capital market will hardly exceed the share
and the role of the banks in the pre-accession countries, despite some
expectations that this will be done soon after the accession.
The importance of the stock exchanges can be measured by the
market capitalization as a percentage of GDP. The development of the
capital market in the new member states varies a lot. Here are a few
examples. The Central European countries and Estonia have a stock
market capitalization equal to 20-30% of GDP, whereas Cyprus about
70%, and the remaining countries less than 10%. With the exception
of Cyprus, these percentages are well below the euro area levels: for
instance, at the end of 2001 the stock market capitalization for Germany
was approximately equal to 60% of its GDP. The three largest stock
markets are Poland, the Czech Republic and Hungary. Their stock
market capitalization approximately reﬂects their GDP weight in the
region. Average correlations have increased between all markets and
in particular between large new EU member states.
b. Deﬁnition of ﬁnancial integration
There is no unanimous deﬁnition of integration in the literature. A
quite general deﬁnition relates market and economic integration to a
strengthening of the ﬁnancial and real linkages between economies.
The empirical analyses which refer to this background are usually con-

I. General overview of the ﬁnancial sector in the CEE
countries before the EU accession

The aim of the presentation is to review and analyze the changing face
of the ﬁnancial sector in a new member state country, and to compare
this process in some of the other new member states in order to draw
conclusions and to make recommendations. The paper is written on the
basis of the analyses from Bulgarian authors, ofﬁcial statistical publications and the authors’ own impressions and analyses as participants in
the ﬁnancial sector development in a new member state country.

The data are as of September, 2006. For more information see www.fsc.bg.
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3

ducted by investigating the changes in the parallel movements across
countries between selected ﬁnancial asset returns.
c. Deﬁning capital market integration:
Integration means that the marginal investor, whether local or foreign,
considers local assets as part of the world portfolio. This deﬁnition is
given by Dvorak and Podpiera, 2005, European Union Enlargement and
Equity Markets in Accession Countries. The difﬁculty of dating integration
comes from two facts. The ﬁrst is that the removal of legal restrictions
on foreign investment does not automatically lead to integration. The
removal of legal restrictions is not a prerequisite for the appearance of
foreign investors on the local market, due to the existence of political,
liquidity, and corporate governance risks. There is another issue relevant
to this point and this is the approach adopted by the EU Directives, and it
is the approach of minimum harmonization. This leads to the existence of
different applications in the EU countries, due to the peculiarities on the
local markets. A number of examples can be given regarding consumer
credit, investor compensation, deposit insurance, etc.
The second problem is that to a large extent, integration is a gradual
process. Restrictions on foreign transactions are often lifted gradually.
In addition, the perceptions of foreign and local investors are likely to
change slowly. Thus, identifying the exact day or month when markets
switch from segmentation to integration is virtually impossible.
The statement above is conﬁrmed by the situation in Bulgaria. For
example, by the end of 2006 the total share of the banks’ assets in
GDP is approximately near 100%. The market capitalization amounts
to 33%. The total amount of the assets of banks in the total amount of
ﬁnancial assets is 86%, of investment ﬁrms – 7,5%, of insurance companies – 1,9% and pension fund – 3%3. After joining the EU this data
for Bulgaria have not changed drastically. It could be stated that there
is a positive change towards the role of nonbank ﬁnancial institutions
in the ﬁnancial sector but this change is very slow.
Integration depends not only on legal restrictions, but also on investors’
willingness to participate in opened markets. This statement is to large
extent conﬁrmed by the case of Bulgaria, where there is a big inﬂow of
foreign investments in different sectors, incl. the ﬁnancial sector. Regarding the ﬁnancial sector these investments are mainly in the banking sector and in insurance and pension funds contrary to the investment ﬁrms
that are lagging behind. Immediately after the accession a big number
of banks, investment ﬁrms and insurance companies notiﬁed the Bulgar-
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Conclusion 1: The above mentioned situation may generate a
speciﬁc problem regarding the competitiveness of the local investment
ﬁrms. For example, being in the hands of foreign companies, the banks
and the insurance companies and pension funds are supposed to offer
services at the average European level, while the investment ﬁrms are
predominantly local, the majority of them are small and it may raise the
issue of their existence on the market, as the products and services they

ian supervisory authorities they would perform activities in Bulgaria, but
almost six month later they don’t perform any real activities.
For example, at the beginning of 2007 there are 30 commercial
banks, 36 insurance companies, 84 investment ﬁrms /incl. 28 commercial banks, which simultaneously work as investment intermediaries/,
24 asset management companies /which manage 30 mutual funds/, 11
investment companies and 34 special purpose companies.
In the middle of May 2007 there were 42 banks, 57 investment ﬁrms
and 100 insurance companies from the EU that ofﬁcially declared that
they want to operate on the Bulgarian market. Among them are some
of the biggest investment banks in the world as Meryll Lynch, Morgan
Stanley, Goldman Sachs, J P Morgan, Lehman Brothers, Deusche
Bank, ABN Amro, etc.
The EC Treaty sets two possibilities for delivering services from an
economic operator from the home member state to the host member
state as it is forbidden this right to be restricted by the host country and
vice versa. According to the art. 43 it can be done by the process of
establishment, e.g. by creating agencies, branches or subsidiaries. The
foreign ﬁnancial institutions notify the host supervisory authority that it
wants to operate in the host country, and after a short time during which
the supervisory authorities of both countries exchange information, the
foreign ﬁnancial institution may start working. A permission is not required
due to the application of the single pass principle (single licence), which
is adequate requirement for performing operations in all EU member
states. Even when the supervisory authorities do not respond to the
notiﬁcation, the candidate institution may start to operate.
The second possibility is provided by art. 49 in the Treaty and it is by
free providing of services in a host member state on a temporary basis.
The above mentioned institutions that notiﬁed the Bulgarian supervisory
authorities that want to operate in Bulgaria, intend to operate under the
conditions of free (direct) providing of services. This is a ﬂexible and
cheap way to work in the different member states.
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In developing countries, including Eastern European economies, foreign banks are often more efﬁcient and proﬁtable than domestic banks
(Demirguc-Kunt). Fostering competition, foreign banks may reduce
proﬁts and interest margins of all banks operating in the market.
Reforming the banking sector in the post communist countries is
sine qua non for the success of all economic reforms. For acceding
countries this is an imperative due to the existence and the obligation
for implementing the EU Directives. Some of the former communist
countries tried to restructure the banking sector without privatizing.
This is the case of Bulgaria, too. The ﬁrst step in restructuring the
banks in Bulgaria was by consolidating the existing state banks - 81
in 1992. There were several waves of consolidation, taking place in
the ﬁrst half of the 90ties. At the same time many new private banks,
incl. several foreign banks (entering the market in 1994-1995) got a
licence to operate in Bulgaria but the privatization was mainly realized
after the introduction of the Currency board in 1997. There is a general

II. Reforming the banking sector

Conclusion 2: As a part of Europe the ﬁnancial sector in the new
EU member states will be dominated by banks, but despite of this,
having in mind the current low level of the funding provided by the
nonbank institutions, it can be expected in the future that this share will
increase. As it was mentioned above there is an impressing number
of foreign ﬁnancial institutions that have declared their intent to work
in Bulgaria. The explanation is the existing high proﬁt margins on the
ﬁnancial products and services.

offer are not quite relevant with the European ones due to the under
development of the Bulgarian market. A speciﬁc feature is that in Bulgaria
a number of banks work as investment ﬁrms. Up to June 2007 there is
only one Bulgarian investment ﬁrm that has established a partnership
with a British investment company and they are going to provide DMA
(direct market access on the London stock exchange), which is suitable
for institutional and professional investors. A shared opinion among the
western investment ﬁrms is that there is a huge potential for ﬁnding clients from SEE, while currently they have only few clients from Bulgaria
and CEE, but they are quite proﬁtable. The reasons these companies to
penetrate the Bulgarian market is the development and current stability
in the region and the membership in the EU.
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understanding that there were too many banks in Bulgaria at that time.
We suggest three explanations for this peculiarity:
 First, the low threshold of the required minimum capital;
 Second, there was also a possibility a bank to be established by
borrowing from another commercial bank;
 Third, the weak bank supervision and the lack of control from the
state over money laundering.
This situation is common for the majority of the new member states
as well as for the new acceding countries. If we add the bad loans of
the state enterprises toward both state and private banks, we come to
the explanation of the baking crisis in several countries in SEE (Macedonia, Croatia, Albania, and Serbia).
Considering the countries in the Balkan region, we can say that they
experienced credit booms, which were quite inevitable in cases of economic growth and consumption increase. This points out a number of
issues related to the existence of currency risk as the majority of loans are
in foreign currency, the development of procedures for loan classiﬁcation
according to the risk proﬁles and the gap in the current account as these
loans stimulated the consumption mainly of foreign goods. The credit risk
has also the most important role in the deﬁnition of risk proﬁle of banks
in countries in the region (Albania, Macedonia, Serbia and Croatia) due
to the domination of the classical banking intermediary functions and the
low level of development of ﬁnancial markets and instruments. Besides
the credit risk, other risks as liquidity and operational risk signiﬁcantly affect the performances of the banks in the region, and there is one special
problem regarding the insufﬁcient transparency of the shareholder structures in some banks. These risks occur as a result of the weak corporate
governance systems in some banks, inadequate internal control systems,
inappropriate functioning of the internal audit departments, unsuitable
written policies and procedures for managing the risks involved in the
operations of the banks, as well as their improper implementation.
The revival of the banking sector in Bulgaria started long before the EU
accession, after the huge banking crisis in 1996-1997 and the implementation of the Currency board regime. A huge work was done regarding the
privatization and restructuring of the banking sector, implementation of
products and services relevant to the ones proposed by the EU member
state banks, development of the IT systems as well as the harmonization of
the legal framework in accordance with the EU requirements. The banks improve their risk assessment capabilities. In compliance with EU regulations
limits on large exposures and loans are put to 10 % of a bank’s own funds,
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While listed companies seemingly beneﬁt from ﬁnancial integration
through a lower cost of equity capital, the impact of integration on

III. Non bank ﬁnancial institutions – insurance companies,
investment ﬁrms, pension funds, stock exchange

Conclusion 4: To make the banking system close with the EU level
more time is necessary, it does not happen on an overnight basis after the accession of the country. This is because signiﬁcant changes
should be done in the ﬁeld of the legal framework, the IT systems of
the banks, the development of new products and services, the new
management techniques and the training of experienced staff. It is
evident that this is a long term process as it requires credibility in the
banking system (each banking system in the region experienced banking crises or political disturbances), change in the attitude of customers
to the products and funding.

Conclusion 3: Privatization of banks in the post communist countries
should take place as soon as possible despite the price that will be paid.
The opportunity cost is more or less the same, even higher if this process
is postponed for the future. The restructuring of the banking sector is a
prerequisite for the implementation of the EU Directives; otherwise they
will not be relevant to the existing situation on the banking market.

exposures to connected parties should not exceed 25 % of the own funds
and there is a limit of 800 % on total large exposures. According to the loan
classiﬁcation and provisioning scheme, which was tightened in April 2004
by decreasing the number of risk categories from ﬁve to four and raising
provisioning requirements in order to prevent a deterioration in loan portfolio quality as a result of the credit boom, banks now are required to make
provisions, based on the duration of default, namely - watch exposures by
10 %, substandard by 50 % and non-performing loans by 100 %.
The great challenges confronted by the Bulgarian banks after the EU
accession are related with the implementation and application of the legal
framework, the expected competition due to the entering of new institutions
on the market, and the implementation of the New capital accord – BASEL
II. However, these changes are positive for the consumers as the prices of
banking products and services will be forced to decrease, which is possible
to happen due to the existing high margins in country compared to the EU
(ROA in Bulgaria is higher than the EU average by approximately 1/3).
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non-listed ﬁrms has not been investigated thoroughly yet and hence
remains unclear. In developing countries stock markets are often not
well developed and as a consequence few ﬁrms are listed (La Porta,
Lopez-de-Silanes, Shleifer and Vishny (1998)). Growth prospects in
those countries depend to a large extent on the creation of new businesses and the investments of non-listed companies.
Unlisted companies in countries with underdeveloped equity markets
and weak shareholder protection rely to a large extent on debt and
speciﬁcally on bank credit to fund investments (this problem is more
developed in p.I). Foreign banks may thus represent an invaluable
source of capital for small ﬁrms and foster the creation of new companies, which is the case of the region.
Equity markets of new EU member states developed along two different lines. The Czech Republic adopted mass privatization schemes,
whereas Estonia, Hungary, Latvia, Poland and Slovenia ﬁrst established
a legal framework for trading and next listed the enterprises. By and
large, the second approach gave a better outcome, as the ﬁrst one
resulted in a loss of conﬁdence caused by the delisting of unsuccessful
companies (see Caviglia, Krause and Thimann, 2002). For that reason,
there were a number of failures in the Czech Republic and investor
compensation payments (we will elaborate on this issue later).
Bulgaria implemented the approach of mass privatization and also
direct deals with foreign and local investors. The results were very slow
privatization, accompanied by a lot of cheating, and loss of public conﬁdence. Before the EU accession the number of the listed companies
on the stock exchange was comparatively small and the change in this
aspect after the EU accession is insigniﬁcant. The Bulgarian companies
avoid their listing on the stock exchange as this process was related
with much paper work, a number of administrate procedures, and the
requirement for the companies to make their reports public (the share
of the underground economy is comparatively high in Bulgaria). Due
to the EU accession much work was done on diminishing corruption
in the public sector, strengthening the state control on the activities
performed by the companies and they had to put their balance sheets
on public. Having in mind the level of competition that is expected to
increase, it is foreseen that the number of the companies listed on the
stock exchange is going to increase, as well as the amount of funding
provided by the capital market.
The impact of insurance companies and pension funds is signiﬁcant
for the emerging markets. Their signiﬁcance is growing as we have
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The lower cost of capital is in part a result of greater risk sharing in
integrated markets. Greater risk sharing is only one channel through
which ﬁrms beneﬁt from integration, but it is one that is frequently emphasized in theoretical literature on capital market integration.
When an equity market is segmented from the rest of the world, local
investors hold only local ﬁrms and local ﬁrms are held only by local investors. In this case, the risk of each ﬁrm depends on how much its returns
move with the local market portfolio. In contrast, in an integrated market
ﬁrms are held by global investors and the risk of each ﬁrm depends on how
much its returns move with the world portfolio. Firm returns tend to move
much more with the local market than with the world market. Therefore,
ﬁrms tend to be less risky in an integrated market than in a segmented
market.4 The reduction in a ﬁrm’s risk depends on the difference between
how much its returns move with the local versus world portfolio. When
ﬁrms become less risky, their value goes up and the cost of capital goes
down. Therefore, when markets become integrated, the vast majority of
ﬁrms should experience an increase in price. Moreover, the increase in
price should be correlated with ﬁrm-speciﬁc changes in risk.
Currently in Bulgaria there are two components of the ﬁnancial safety
net – the Deposit Insurance Fund and the Investors Compensation
Scheme. They were created mainly due to the EU requirement as a

IV. Financial safety net.

Conclusion 5: Becoming a member of the EU does not lead
automatically to accelerated development of the nonbank ﬁnancial
institutions in Bulgaria as it is much related to the development of the
regulatory framework and a change in the attitude of the public towards
the provided products and services.

to get along with their average level of development for the EU. This
requires the liberalization of pension system and it is related also with
the level of the income per capita as well as the lack of history, e.g.
Bulgarian people are not used to the products and services provided
by the pension funds and insurance companies. Some of the insurance companies in Bulgaria still bear the stigma of bad reputation of
the insurance companies that was typical for the early years of the
transitional period (at that time the insurance companies were very
much related to criminal activities).
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General conclusion: Reforming the ﬁnancial sector is essential for
all reforms taking place in the economy in order to adjust it for joining
the EU. But it is not an aim by itself because it improves the efﬁciency
of the economy. Even if the country could not join the EU in the determined time (there were such doubts for Bulgaria due to the save-guard
clause) this should be done.

result of the implementation of both directives (the one in the ﬁeld of
deposit insurance and the other in the ﬁeld of investor compensation),
but also as a response to real cases of insolvency in the banking system. In the other two segments of the ﬁnancial sector – insurance and
pensions – such schemes do not exist, despite some efforts in the ﬁeld
of insurance where the creation of a Directive is expected.
An interesting aspect regarding the protection schemes is the possibility of adopting good practices. Currently the most developed is the
deposit insurance scheme and the experience and the good practices in
this ﬁeld can be applied in other schemes by considering their peculiarities. A successful illustration of this is the fact that both directives have a
number of common features – Directive 94/19/EC on deposit guarantee
schemes and Directive 97/9/EEC on investor compensation schemes.
Considering protection schemes it is of great importance to know the
type of information that is given to the potential clients on the provided
level of protection, conditions for compensation payments, etc. Due to the
fact that the Bulgarian investor compensation scheme has a short history,
the clients to the investment intermediaries are not well informed on the
protection that is provided by it contrary to the banking sector where the
Deposit insurance fund and the banks themselves provide information
on the deposit guarantee. By informing the clients for the protection to
their investments, provided by the Securities Investor Compensation
Fund, investment intermediaries are going to attract new clients. The
majority of the savings, particularly those of the households, are kept
in the banks, but in the current situation in Bulgaria the capital market
is becoming an interesting alternative for investments – the number of
the collective investment ﬁrms and special purpose vehicles increases
as well as of new products consisting of deposits with an option to be
turned into securities when a deﬁnite level of yield is achieved.

Michael D. Bordo, Anna J. Schwartz, NBER Working Paper No. 6201, September 1997.
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1

Monetary policy regimes encompass the constraints or limits imposed
by custom, institutions and nature on the ability of the monetary
authorities to inﬂuence the evolution of macroeconomic aggregates.1
Monetary policy can be limited under a preannounced exchange
rate rule or targets for a speciﬁc monetary aggregate. When monetary
policy is directed at the exchange rate only, it is constraining the ability
of the central bank to respond to domestic or external shocks. Under
a ﬂexible exchange rate arrangement monetary aggregates become
the intermediate target for monetary policy. This type of regime is
commonly referred to as monetary targeting, where the central bank
applies its instruments (for instance, interest rates) to control monetary
aggregates, which are considered the main determinants of inﬂation in
the long run. Thus, controlling monetary aggregates would be equivalent
to stabilizing the inﬂation rate around a target value. This was one of
the main expressions of the 1990s, when a rules-oriented monetary
regime became increasingly popular as a means for restoring and
preserving the credibility of monetary authorities and central banks.
A success has been achieved in the cases of a ﬁrm commitment of
the authorities to maintain a monetary rule and to incorporate long-run
stability as one of the basic goals.
Monetary regime switches have been very common worldwide and in
the region of South Eastern Europe (SEE) over the last ﬁfteen years. Many
countries have abandoned their systems of ﬁxed exchange rates and
taken one of the following two paths. Some countries, including Sweden,
UK, Canada, New Zealand and Norway, have combined ﬂoating exchange
rates with explicit inﬂation targeting. Others, including Germany, France,
Italy, Finland and others, have chosen to irrevocably ﬁxing their exchange
rates by joining the economic and monetary union (EMU).
Most of the transition countries from South East Europe (SEE) have
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An intensive use of a foreign currency outside the borders of the
country of origin may be driven by private preferences (spontaneous
or non-ofﬁcially dollarization/euroization), or it may be the result of the
issuing state monetary policy
Euroization can be reached on two ways - either with the consent of
the European Community or unilaterally. In the ﬁrst case the issue of
euroization is closely connected with the increase of the number of the
eurozone members only and requires the respective new EU member
country to follow a strict procedure. A special case are the relations of
the EU with small European states. The second case refers to unilateral

1. Euroization from the point of view of the issuer

chosen some (softer or stronger) forms of exchange rate targeting or
the other extreme - ﬂexible exchange rate arrangements. However,
with the growing integration of world capital markets over the past
two decades the conditions for maintaining a ﬁxed exchange rate
system (and especially a hard peg like a currency board arrangement)
have become much more demanding. As a consequence transition
economies that still maintain a ﬁxed exchange rate as a nominal anchor
for monetary policy are coming under mounting pressure to move
toward more ﬂexible arrangements.
Over the past ﬁfteen years, countries from South East Europe have
moved between one or the other extreme: ﬂoating rates or hard pegs
such as currency boards or euroization. Parallel to the instant economic reasons the decisions were also made in the context of a clear
perspective of their future EU/EMU membership. This consideration
has a different weight for every particular country in the monetary
regime decision, but not because of the different distance countries
have towards EU-membership. Particular attention is to be dedicated
to two regimes – euroization and hard peg to the euro (currency board
arrangement). Countries with currency boards, are facing the challenge to join as soon as possible the ERM II of the EMU.
On the other hand, countries with unilateral euroization take the advantage
of “removing” the particular steps of the EMU adjustment procedure.
This article deals with the comparative advantages between countries with
the two monetary regimes in the context of their EU/EMU integration: euroization and currency board arrangement. It does not however concentrate
on the real effects of the monetary regimes mentioned, but analyses their
implications on the preparation for EU/ЕMU accession. It is based on the
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In Art. 121-122 of the EC Treaty.
ECOFIN 12925/00 (Presse 417), 7 November 2000.
In Art. 111.3 of the EC Treaty.
5
Viterbo,A. Towards a Stronger Euro: EMU Enlargement and Euroization (vs. Dollarization), presented at the European
Union Studies Association - Tenth Biennial International Conference, Montreal, Canada, May 17-19, 2007.
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Through consensual euroization, the euro could be introduced without
the necessity to follow the steps and requirements for joining the EMU.
This option is given to third States wishing to adopt the euro following
the procedure on consensual euroization 4 . The EC Treaty regulates the
conclusion of international monetary agreements with such states. This
procedure has been mainly implemented by the so-called micro-States.
This is the case of Monaco, San Marino, and the Vatican, the territories of which are located within the European Union. Historically
they were linked to at least one of the EU Member States. Before the
introduction of the euro monetary agreements were in place with France
(Monaco), and Italy (San Marino and the Vatican). They regulated the
use of a foreign currency as legal tender.
After the introduction of the euro, monetary relations with these
countries had to be redeﬁned. Euroization of the micro-states was made
conditional to meeting of speciﬁc requirements such as compliance
with Community rules on banknotes and coins and cooperation against
counterfeiting. The euro was conferred legal tender in these countries
as of the 1 of January 2002.5

1.2 Agreements with third states

Euroization must be distinguished from the introduction of the euro
by new EU member countries.
New EU member countries are forbidden to unilaterally give the euro a
legal tender status. The EC Treaty sets criteria and procedures2 that a new
EU Member State has to meet in order to introduce the single currency.
The Council, the European Commission and the ECB have asserted
that unilateral euroization is not compatible with an application for EU
membership. The ECOFIN Council stated that during the pre-accession
stage, exchange rate strategies should support other economic policies in order to meet the Copenhagen economic criterion and ensure
progress on real convergence and macroeconomic stability 3.

1.1 New EU member countries

decisions of European countries to ofﬁcially introduce the euro as a
legal tender without being obliged to meet any requirements.
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There is a practical evidence with dollarization , which can help
identify basic preconditions also for euroization. Unilateral ofﬁcial dollarization is referred to an legal act of a state authority declaring the
step of adopting and introducing a foreign currency as a legal tender.
There are cases of unilateral dollarization. The Republic of Ecuador,
the Republic of Panama, the Republic of El Salvador, the British Virgin
Islands, East Timor have unilaterally introduced the US dollar.
Research ﬁndings show, that dollarization may be appealing only to
small countries with close links to the United States, a high degree of
spontaneous dollarization, and low central bank credibility.9 So, unilat-

2. Ofﬁcial euroization in South Eastern Europe

There are different views on the unilateral euroization of countries/
territories which can be considered potential candidates for EU membership – Montenegro and Kosovo.
Advocators of their unilateral euroization point out, that from an international law point of view, a State of the European region eligible for
EC membership – and, not having started negotiations yet, unaffected
by the leverage exerted by the Community – has to be considered free
to unilaterally confer the euro legal tender status.6
On the other hand, the ofﬁcial euroization of Kosovo and Montenegro
are considered an exemption from the general rule and inconsistent with
the Maastricht Treaty. According to representatives of the eurozone7 in
the two cases of non-sovereign territories, Kosovo and Montenegro,
unilateral euroization took place in exceptional historical situations,
which were the aftermath of the Kosovo war, as well as the conﬂict with
the Milosevic regime and its inﬂationary policies. Even though these
territories have still a long way to go until they may enter the European
Union, it needs to be acknowledged that formal or de facto euroization
is considered to be inconsistent with the Maastricht Treaty. 8

1.3 Unilateral euroization by countries eligible for EU
membership

This conclusion is based on the ﬁndings on dollarization in : Berg, A. , Eduardo Borensztein, Paolo Mauro, An
Gligorov, V. The euro in the Balkans, The Vienna Institute Monthly Report 2002/1, p. 20
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There are two basic groups of factors stimulating the choice of euroization: political and economic factors.
One of the basic political factors encouraging the process of euroization
at the beginning of the millennium was undoubtedly the unﬁnished process
of state building in former Yugoslavia11. In a large part of former Yugoslavia
there were/are political structures that are still not functioning like a state.
Among the economic factors is ﬁrst, the legacy of macroeconomic
instability that has led to a high level of spontaneous euroization. Two
decades before euroization Kosovo and Montenegro experienced
extreme monetary instability. It was accompanied by a high degree of
unofﬁcial euroisation, as the Deutsche Mark was widely used as a store
of value and as a medium of exchange. Inﬂation rates declined rapidly
in Kosovo coming close to euro area levels, whereas Montenegro has
been facing substantial inﬂation differentials to the euro area.
Second, economic and especially monetary factors for euroization
can be found fare before the ofﬁcial introduction of the foreign currency as a legal tender. During the 1970-s and 1980-s the economy
of former Yugoslavia faced several vulnerabilities and especially high
inﬂation accompanied by ﬁscal deﬁcit ﬁnanced by the National Bank of
Yugoslavia. Mismanagement of enterprises caused by their workers’
ownership structure made banks confront with the insolvency problem. The lack of adequate policy measures to respond to created a
substantial pressure on the national currency (the Yugoslavian Dinar)
to depreciate. Hyper inﬂation at the end of the 80-ies, negative real

2.1 Factors encouraging euroization

eral euroization could be desirable for countries with strong economic
links to the EU, with a credibility of the monetary authorities which
is irreversibly lost, and in which there is keen demand for DM/Eurodenominated ﬁnancial assets.10
Before the cash changeover of national currencies to the euro there was
an intense debate about whether the euro would be able to take over the
role of the Deutsche mark in Central and Southeastern Europe. Because
of the trust gained from the very beginning of its introduction the euro successfully took over the predominant role that the D-Mark used to play in
this region. The euro is very important for the economies and economic
policies in Southeastern Europe: without any exception most countries
have geared their monetary policy to the euro as an external anchor.
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Until 1992 the economies of Kosovo and Montenegro were an integrated part of former Yugoslavia and then the Federal Republic of
Yugoslavia (until 1999). From a legal point of view however, the cases
with the unilateral euroization14 of Montenegro and Kosovo are however
completely different. At the time of adopting the euro as a legal tender
they were not independent states, they were still formal parts of the
state Serbia and Montenegro. The main driving force behind adopting
of the euro was not using an alternative method to “import”monetary
stability and credibility. The reasons were rather political. Montenegro
and the Territory of Kosovo have unilaterally euroized, in order to shape
more independence from Serbia.

3. Unilateral ofﬁcial euroization in Kosovo and Montenegro

interest rates and regular devaluations devastated the conﬁdence in the
domestic currency 12. In January 1994 the newly established Federal
Republic of Yugoslavia faced hyperinﬂation. In 1999, when Kosovo
and Montenegro opted for euroisation, annual inﬂation reached 42%
13
. This situation led to the substitution of foreign for domestic currency,
mostly German Mark (DM).
Third, these factors ﬁnd their concentrated expression in the lost of
credibility. The lack of monetary credibility is there, when citizens want
to hold their savings in DM/Euro, not domestic currency. One form of
this is capital ﬂight; another is the holding of a large fraction of domestic
monetary assets (bank deposits and cash) in foreign currency, a sort
of “spontaneous” euroization.
Fourth, there is experience with de facto dollarization, when an extensive spontaneous currency substitution can create large changes
in the exchange rate, bring about a ﬁnancial crisis and large-scale
bankruptcies among corporations with foreign currency exposure.
Countries from former Yugoslavia did reach this stage of severe economic implications of spontaneous currency substitution by the German
Mark, encouraged by the rapid occurrence of political turbulences with
stronger even physical consequences.
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Montenegro
In contrast to Kosovo, the ofﬁcial changes in monetary regime
were declared by the Montenegrin government (in November 1999).
Second, prior to euroization, the Deutsche Mark has been introduced
as a parallel legal tender to the Yugoslav dinar. In the country a two
currency system has been allowed from November 1999. Montenegro
government paid wages in DM for budgetary beneﬁciaries16. Third, the
usual practice of using DM has been legalized and it became a sole
legal tender in January 2001. Fourth, since 2002 the economy has
been fully euroised. The Central Bank of Montenegro acquired the
discretion to set minimum reserve requirements, to provide liquidity
through open market operations, using excess foreign reserves, took
the responsibility on the payment system and the supervision on the
banking sector, as well as to regulate foreign exchange operations and
to act as an agent of the Republic.

Kosovo
At the end of the war of March-June 1999, the United Nation’s Mission
in Kosovo (UNMIK) recognized the Deutsche Mark as the preferred
currency to be used in agreements and settlement of transactions. In
November 1999 the Banking and Payment Authority of Kosovo (BPK)
was established, regulating foreign exchange operations as well. By
2002 the economy has been fully euroised.
Unilateral euroization in Kosovo was based on two steps : the abolishment of the monetary union with former Yugoslavia and the adoption
of the euro. There was barely a better option having in mind that both
exchange rate management as well as inﬂation targeting are associated
with the time inconsistency problem. The two steps mentioned have
eliminated the time inconsistency problem. There are clear opinions,
that euroisation in Kosovo can be used as an anti-inﬂation strategy.
As fare as the central bank cannot fully commit to its own policy, dollarization/euroisation in Kosovo seems to be one of the best solutions
to achieving permanent zero-inﬂation rates.15

One must also distinguish between the form of unilateral euroization
of Kosovo and Montenegro.
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The unilateral euroization is associated with the basic advantages:
ﬁrst, for SEE countries, the main gain from euroization is to neutralize
the domestic monetary institutions’ poor credibility, which have been
caused by political turmoil in the past. Poor monetary credibility makes
all exchange rate systems difﬁcult to operate. The reasons are different compared to the reasons Latin American countries are dollarizing:
because of the ﬁscal deﬁcit or the banking system, and high inﬂation.17
It often takes years to establish credibility. A manifestation of a lack of
monetary credibility is that citizens want to hold their savings in DM/Euro,
not domestic currency. One form of this is capital ﬂight; another is the
holding of a large fraction of domestic monetary assets (bank deposits
and cash) in foreign currency, a sort of “spontaneous” euroization.
Second, because euroization is unilateral, it does not require a long
process of building common institutions and reaching consensus.
Third, SEE countries choosing to euroize unilaterally could obtain other
signiﬁcant side beneﬁts, notably expanded relations with the EU in the areas
of trade, foreign direct investment, and ﬁnancial market integration. The comparison of these driving forces for euroization with the practical experience of
countries with dollartization brings the following evidence. While dollarization
may be appealing only to small countries with close links to the USA, euroization is also typical for small SEE countries, however it is rather viewed as a
potential or a tool for reaching after closer economic tights with the EU.
Euroization can have some advantages but it is also associated with high
risks. A high degree of a foreign currency as a means of exchange is
certainly an indicator that the domestic monetary system inspire s little conﬁdence. The countries need to develop a strong commitment to the reforms
required to achieve economic and social convergence towards EU levels.
The main disadvantage of euroization is that ﬁrst, it precludes the
euroized SEE countries from having a say in the monetary policy of the
European Central Bank. Second, and more important, these countries
can not beneﬁt from the supervision— and backing—of the domestic
ﬁnancial system by the European System of Central Banks. Third,
countries, which unilaterally adopt the euro, abandon the possibility of
setting its own monetary policy in response to the domestic economy.
Fourth, they lose the proﬁts the European Central Bank makes by
printing money (“seigniorage”).

4. Advantages and disadvantages of unilateral euroization
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Currency boards arrangements give transition/emerging economies
the possibility establish sound currencies without adopting the currencies of other countries as their own.
There are also completely different factors playing a crucial role for
the successful introduction and maintenance of a currency board arrangement in comparison to unilateral ofﬁcial euroization. These are a
sound ﬁnancial system, a responsible ﬁscal authority, and reasonably
efﬁcient capital markets.18
Similar to euroization, currency boards can reduce inﬂation and foster investment in the economy. But in comparison to euroization, the
main tool to achieving this is binding the supply of base money closely
to the holdings of reserve assets. Beeing obliged by law to keep this
„equation” monetary authorities are not in a position to create too much
base money in order to ﬁnance excessive or economically unreasonable domestic spending.
Although euroization and currency board arrangements based on
the euro are connected with limitations to the monetary policy there are
different degrees of such limitations. By design currency boards limit
the power of the monetary authority itself. Under currency board the
central bank possesses a narrow range of responsibilities and discretion
in persuading its monetary policy. The responsibility for macroeconomic
policy for example is shifted to the ﬁscal authority. Thereby the currency
board arrangements promote a greater degree of ﬁscal discipline by
not allowing the central bank to grant credit to the government. In the
longer run, currency boards give transition/developing economies a
degree of protection that allows them to cultivate responsible monetary
authorities and reputable ﬁnancial institutions.
Because currency boards demand a price that transition/emerging
economies are likely to ﬁnd increasingly costly as they mature, these
boards likely represent an early stage, rather than a destination, in the
evolution of their monetary authorities.19 This is an important consideration new EU member countries with currency board arrangements
based on the euro have to respect. These countries, however ( unlike
countries introducing unilaterally the euro), are not free in their decisions
either on the exit strategy from the currency board arrangement, nor on
the timing of the different steps to enter the ERM2 and join the EMU.

5. Currency board arrangements and euroization

WORKSHOP
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This is in brief the history of the invention of “the open space conference method” which you can read in detail on http://www.openspaceworld.com/brief_history.htm:
In 1985, eighty-ﬁve brave souls gathered in Monterey for The Third
Annual International Symposium on Organization Transformation. The
ﬁrst two iterations of this continuing international event were organized
in a most traditional manner: Papers, panels, and all the rest. The real
excitement came in the coffee breaks.
At the point of arrival of The Third International Symposium, the
participants knew only when things would start, when it would
conclude, and generally what the theme might be. There was no
agenda, no planning committee, no management committee, and
the only facilitator in evidence essentially disappeared after several
hours. Just 85 people sitting in a circle. Amazingly, in 2½ hours
there was a three day agenda totally planned out including multiple
workshops, all with conveners, times, places and participants.
Some have suggested that the secret is in the Four Principles:
1) Whoever comes is the right people. The fundamental requirement
is people who care to do something. And by showing up, that essential care is demonstrated.
2) Whatever happens is the only thing that could have happened. It
keeps people focused on the here and now, and eliminates all of
the could-have-beens, should-have-beens or might-have-beens.
3) Whenever it starts is the right time. It alerts people to the fact that
inspired performance and genuine creativity rarely, if ever, pay
attention to the clock. They happen (or not) when they happen.
4) Lastly, when it’s over it’s over. In a word, don’t waste time. Do what you
have to do, and when it’s done, move on to something more useful.
Open Space is appropriate in any situation marked by:
1. high levels of complexity, in terms of the issues to be resolved,
2. high levels of Diversity in terms of the people needed to solve it,
3. high levels of conﬂict (potential or actual),

Designed and moderated by Kornelia Ilieva, Institute of Sociology,
Bulgarian Academy of Science, Soﬁa

Open Space Conference
“In the EU without Borders”
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Questions about:
 How to raise motivation of the public administration and foster
institutional co-operation?
 Information about particular projects, EU funds and institutions and
how to solve concrete problems in implementing EU accession
activities.

The following issues have been raised on this workshop

Best practices and opportunities for lesson learnt
provided by
 Representatives of the EU
in a more ﬂexible way “in a circle” by
 More new interactive methods
…and implementing workshops on a beach and more
free time

4. and there is a Decision time of yesterday.
Given these conditions, Open space is always seems to work.

DINNER SPEECH
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I am very happy to participate again in the Seminar for young administrators for SEE.
The organizers of this seminar have not only become good friends,
more importantly, I believe they are doing a great and extremely necessary job.
We all know how important an efﬁcient, incorruptable and well educated administration is for the well being and the sustainable development of a country.
We all might have our complaints about the bureaucracy of the State,
but we all know that without it nothing functions and development is at
best rather spotty and uneven.
So, the best we can do is to keep the bureaucracy small, efﬁcient,
service oriented, transparent and accountable , well aware of the needs
of the citizens and fully on top of the issues of modern times.
In that respect EPI tries to give you a comprehensive view of what
the EU accession process is all about and what you will encounter on
your way toward Brussels.
But the seminar is – as you probably have noticed already - by no
means all work – EPI includes lots of fun and good times, moreover
it gives you the opportunity to build networks with your colleagues of
neighbouring countries.
Even more important it gives you the opportunity to overcome prejudices and stereotypes which you might have grown up with. You might
not be aware of it, but I am sure you have been raised – as we all have
been – with lots of little asides and denigrating stories about the people
of other countries in your neighbourhood.
And these little slides, mischieﬁous tales and subtle and not so subtle put downs which in ordinary times might not do much harm will be
extremely dangerous and might even give rise to uncontrollable hatred,
violence and brutality in times of misunderstanding and conﬂict.

Carola Kaps
Economic Correspondent for CSEE
Frankfurter Allgemeine Zeitung, Brussels

Human Rights, Non Discrimination, Equal
Access to Services and Equal Opportunities
within the Enlarging Union
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Your region has gone through hard times. Some of you might not
remember too well, as you are still so young. This seminar gives you
a unique opportunity to get acquainted and to become friends with
other young people from countries with which your country – in some
cases - was still at war only a few years ago.
I do believe - and I repeat myself from last year – that this crossing
of mental borders is the essential value of this seminar apart from the
knowledge about the EU accession process which is conveyed to you.
When I pondered about what to tell you this time, last year I spoke
about “The Sound of Europe” and it turned out to be a very emotional
session – I thought to myself what kind of role a journalist like me can
play. I am not connected to any ofﬁcial institution, I have no ofﬁcial
mission, but am just an observer – I thought I should not talk about
budgets and structural ﬁnds and the like but concentrate on emotions
and values which usually are a bit neglected when one talks about the
EU. So, today I will dwell a bit on deeply ingrained prejudices and how
they can make life miserable for parts of our societies.
As you all know, hatred, discrimination, violence, nasty prejudices
– all this runs counter to the value system of the EU. To be at peace
with your neighbour, to have good neighbourly relationships, to respect
and honour those who might worship a different God or have a different
colour of the skin – this is what we mean in talking about the respect
for Human rights, one key requirement for becoming a member of the
EU under the so called Copenhagen criteria.
Moreover, European values imply as well that nobody should be discriminated against because of gender, ethnicity and religion or age. The
law not only protects everybody, but we are all equals before the law.
This means as well that everybody should have equal access to all
kinds of opportunities granted by the law – for example access to education, to health care, to social services, to clean water, electricity etc.
Mostly the state should provide for this, but all citizens are called upon
to make sure that the society as a whole lives up to these commitments.
In the process of EU accession this commitment and its constant and
full implementation is one of the most important requirements.
Now, lets look at all our societies.
I would say none of us can say with good conscience that our respective societies are free of prejudices and stereotypes, that there is
no discrimination, that everyone of our citizens has equal access and
equal opportunities.
We all are trying hard, but we all have failed so far in respect to the
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biggest European minority – the more than 6 million Roma, who make
up about 2 percent of the European population. Today, most of them
still live in poverty, unable to participate fully in our societies. As former
Worldbank President Jim Wolfensohn said three years ago at the start
of the “Decade of Roma Inclusion” “If the EU really wants to be a moral
power and the advocate of peace, then it is absolutely unacceptable that
2 percent of its population is still living in abject poverty at the margin
of society – and hardly anybody cares!” Europe, he continued, has
the obligation to overcome century old hostility, prejudice and mistrust
against the Roma minority; moreover, Europe is rich enough to do away
with this outrages phenomenon
Let me start with my own country which – as you all are aware of
– has in the past during the Hitler period persecuted the Sinti and
Roma community and was responsible for thousands of deaths in that
community.
Today, we have still about 600 000 Sinti living in Germany. They
have some political representation, but have not – I am sorry to report
– made it into the main stream of German life. Some experts even say
that you will ﬁnd many more educated Roma in East and Southeast
Europe than in Germany.
Spain might have done a better job than Germany in integrating the
Roma, but even there the task has not been ﬁnished. The same is true
for France where you have still most of the Roma community living at
the margins of society.
In all your countries and in the new member states of the EU, the
problem of the Roma persists and is far from a satisfactory solution.
What is even more worrying is the fact that quite a few politicians – Slovakia, the Czech Republic, and recently Romania come to mind - freely talk
about the inability of the Roma to integrate and participate in our modern
societies. You all are aware of what people are saying, you all know all too
well the common prevailing prejudices and ugly stereotypes.
Let me remind you of a few:
“They do not want to integrate, they do not want to send their
children to school, they do not want them to learn about our culture
and standards. Many Roma parents refuse to send the children,
especially girls, to school, they refuse to get a job, they love being
dependent on welfare and they are not interested what so ever to
change their way of life”.
“Its obvious that their life, their culture, their attitude toward our society, their work habits, their attitude toward women and their position
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in society does not match with ours, worse, as they are not willing to
change, there is no hope!”
Is this really true? Is there no hope, is there only fault with the Roma
and none with us?
Is it not a fact that most of us and most of our governments still take
the easy way out stating the prevailing opinion without questioning,
without even trying?
Don’t we close the eyes to the fact that in all our countries we can
ﬁnd success stories, we just have to look for them. There are more and
more young well educated Roma who are willing to stay engaged in
their Roma society and help their less fortunate fellow Roma.
Today, in the European Parliament there are two Roma members,
both from Hungary. In all your countries there are Roma participating
in community affairs as representatives of citizen groups or as mayors.
In some countries there are political representations of Roma as well,
in others Prime Ministers have named special Roma Advisers.
More importantly, thanks to the engagement of groups like the Soros
Foundation or the Freudenberg Stiftung of Germany or the Worldbank,
education of Roma has been given top priority. As I mentioned before
the Worldbank in collaboration with nine Easteuropean countries has
created the Decade of Roma inclusion, in which they have committed
to fully integrate the Roma minorities by the year 2015.
Key to sustainable and permanent change is education!
As part of this Decade, the Worldbank, together with the Soros Foundation as well as several countries and foundations has launched the
Roma Education fund two years ago in order to give Roma children a
better education and consequently a better chance in life to succeed.
So far 42 Million Dollar have been spend on 67 projects. There are
ﬁrst successes to report. Many more Roma children are going to preschool today than two years ago., The same is true for general school
attendance. For example, in Macedonia, school attendance of Roma
children increased by 80 percent within two years. In the Czech Republic scholarships for Roma children increased threefold since 2000.
Many more Roma children are applying for scholarships and all over
the drop out rate has decreased signiﬁcantly.
Unfortunately, these successes are only modest steps and the task
remains huge.
Nobody can be satisﬁed, because isolation of Roma communities has
increased, and even so Roma children go to school more frequently,
more often than not they go to schools which do not reﬂect the normal
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fabric of society. They do not mingle with other kids but are staying
among themselves which is not helpful to their development.
Most school authorities are still trying to put Roma children into
special schools for children who are mentally and physically retarded
– robbing them of any chance to get ahead.
This terrible practice prevails even though laws have been changed
and governments have committed publicly to action plans for the integration of their Roma communities which would do away with all these
discriminating practices. Let me quote the Prime Minister of Hungary,
Mr. Ferenc Gyurscsany, who said “Our societies become poorer if we
do not give Roma children the opportunity to develop their talents”
This is a wonderful statement, the reality, however, looks a bit different.
Hungary still has special schools, because the implementation of laws is
– often on the local level - being prevented by an administration, by civil servants who are full of prejudices, who do not believe in the obeying the law, who
have no interest in change and no commitment at all toward minorities.
That’s where you come in. I have taken this subject, which is a painful
and shameful one for all of us, because I think you have a special role to
play as young, promising administrators who are given the chance to learn,
whose countries are given the chance to eventually become members of
the EU.In that regard you will have to make sure that Roma representatives
know about the structurable funds which are available for their projects as
well from Brussels. And you have to pay attention to the fact that they probably need help in meeting all the complicated requirements connented with
European funds. It is up to you to make sure that positive change is coming
to your societies. And within this positive change you have to include everybody, not least the Roma. What´s more, you should work on yourselves
to overcome your own prejudices, to watch and think about what your are
saying, and to be consciously aware that it is your obligation to make sure
that your societies on the way to Europe to become open, fully integrated
non discriminatory, giving everybody has a chance to succeed.
Before I ﬁnish, let me one thing absolutely clear. I do believe that we
– the non Roma- have to make the ﬁrst step. But the Roma community
it self has to play a long itself. For society to function, everyone has
rights and obligations. And it is the obligation of the Roma to not only
expect to be offered a hand to lead them into the mainstream of society,
but they have to be willing on their part to live up to the challenge of
being active members of a democratic society.
Its difﬁcult for all of us, the mental change will be tremendous, but I believe the rewards are enormous and more than worthwhile the effort.
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Croatia, Bosnia and Herzegovina, Albania, Macedonia, Montenegro and Serbia (including Kosovo).
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“European integration is incomplete without the countries of
the Western Balkans. They all have a prospect of accession to
the EU.” These two sentences are a central element of the written
programme of the present Austrian Government1 which was sworn in
on 11 January of this year. We thereby follow a path which is in line
with previous governments. Already during Austria’s EU Presidency
the Western Balkans was a clear priority. From January to June 2006
a great number of informal EU meetings was dedicated to this region
and ministers from the Western Balkans were invited to discuss various
subjects such as security, labour, health and environment.
In my presentation I will elaborate on the question what we mean
with European perspective of the Western Balkans and why this
region will continue to be the focus of Austria’s commitment in terms
of its external and security policy.
After the accession of Bulgaria and Romania to the EU at the beginning of this year the six countries of the Western Balkans2 are surrounded
by a belt of EU member states. While the EU is in the midst of an intensive debate on its constitutional future, important decisions were taken
recently as regards regional cooperation among the countries of the
Western Balkans: On 11 May of this year Heads of State and Government of the South East European Co-operation Process (SEECP)
met in Zagreb and appointed Mr Hido Biscevic, currently State Secretary
at the Ministry of Foreign Affairs and European Integration of Croatia, to
be the Regional Co-operation Council (RCC)’s ﬁrst Secretary General.
Furthermore, Sarajevo was appointed to host the new RCC Secretariat
which will replace the Stability Pact for South Eastern Europe.
In 2003 the EU Member States adopted the so-called Thessaloniki
Agenda which remains an important framework for the European
course of the Western Balkans. In this document the EU conﬁrmed the
European perspective of the Western Balkans’ countries, as potential
candidates, and underlined its determination to support their efforts to

H.E. Karl Diem
Ambassador of the Republic of Austria to Bulgaria, Soﬁa

The European Perspective of the Western Balkans:
A Priority of Austria’s Foreign Policy

212

On 1 May 2007 the new CEFTA (Central European Free Trade Agreement) Treaty entered into force
for the following States: The six Western Balkan countries (Croatia, Bosnia and Herzegovina, Albania,
Macedonia, Montenegro and Serbia) plus Moldova.

3

move closer to the European Union. At the same time the EU stressed
that the pace of further movement of the Western Balkan countries towards the EU lies in their own hands and will depend on each country’s
performance in implementing reforms.
Three years after the adoption of the Thessaloniki Agenda Foreign
Ministers of the EU and the Western Balkans gathered together
in Salzburg in March 2006 in order to take stock of the progress
achieved. The debate was based on a communication by the European
Commission with the title “The Western Balkans on the road to the EU:
consolidating stability and raising prosperity”. In this document - which
was prepared in close cooperation with the Austrian EU Presidency the Commission took the view that the Thessaloniki Agenda had largely
been implemented. However, further efforts to promote its objectives
would bring additional beneﬁts. The economic and social agenda and
reforms for approaching European standards would now be particularly
important. Furthermore, the communication suggested a number of
practical measures in order to make the European perspective more
concrete for the citizens. Examples of such measures are:
 removal of obstacles to trade and investment
 creation of a regional free trade zone3
 liberalisation of the visa regime for citizens from Western Balkan
countries
 cooperation with Western Balkan countries in the areas of education and research
 providing ﬁnancial assistance for infrastructure projects
It is no secret that some kind of enlargement fatigue has gained ground
in some EU member States in particular after the negative referenda in
France and the Netherlands. Against this background it is quite remarkable that in the Salzburg Declaration of 11 March 2006 the EU Member
States expressed again a strong commitment towards the European
perspective of the Western Balkans: “The future of the Western Balkans
lies in the European Union … EU membership is the ultimate goal.”
It is important to bare in mind that there is no automatism when it
comes to EU accession. Candidate countries have to meet the famous
Copenhagen criteria before entering the EU:
 democracy
 rule of law
 human rights
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 respect for and protection of minorities
 market economy
 ability to become a member in the monetary union
The progress made by the candidate countries has to be assessed
on an individual basis. Some countries have reached a fairly advanced
stage in their accession endeavours, others still have a longer way to
go. Important tools of formalising the relations between the EU and
potential candidate countries are so-called SAAs, Stabilisation and Associations Agreements. Other instruments which are worth mentioning
in this respect are visa facilitation and readmission agreements.
Let me brieﬂy elaborate on the state of negotiations between the EU
and each of the six Western Balkan countries.4
Croatia certainly is a frontrunner in the region. The accession negotiations are well on track although the Austrian government would like to
accelerate the pace even further. Most of the so-called screening reports
which measure the level of adoption of the acquis communitautaire are
available already. Croatia can be seen as a “Gateway to South Eastern
Europe” and could set an example on subsequent accessions.
Also Macedonia (FYROM) has made remarkable progress in the
past few years. In December 2005 candidate status was granted to
Macedonia. The capacities of State administration still must be improved and the so-called Ohrid Framework Agreement must be further
implemented. Until the EU accession the relations between the EU and
Macedonia will be based on the Stabilisation and Association Agreement which has been in force since 1 April 2004.
As regards Albania, the Stabilisation and Association Agreement
could be signed at the end of the Austrian EU Presidency, to be
precise on 12 June 2006 in Luxemburg. The negotiations had lasted
three years. The ﬁght against corruption and organised crime as well
as the improvement of the political climate have to be continued in a
consequent and speedy manner.
The negotiations on a Stabilisation and Association Agreement
with Bosnia and Herzegovina were launched in November 2005,
ten years after the adoption of the Dayton Agreement. Technical talks
have been completed. Nonetheless, the signature of the Agreement is
contingent to sufﬁcient progress in addressing key priorities, notably
police reform and ICTY co-operation, public broadcasting and public
administration reform.
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Montenegro: The referendum on independence which was held in
Montenegro was a big challenge not only to Serbia and Montenegro
but also to the EU as such. The Austrian EU Presidency was somehow
relieved about the clear result of the referendum of 21 May 2006 as
55,5 % of the voters opted for independence and thereby legitimatised
the formal split of the country. In this context it is worth mentioning the
extraordinary contribution of Javier Solana and Miroslav Lajcak in the
preparations of the referendum. A compromise between the government
and the opposition about the referendum was only possible because
of intensive negotiations. The Stabilisation and Association Agreement
with Montenegro was initialled by Prime Minister Sturanovic and EU
Commissioner Olli Rehn on 15 March of this year.
Serbia is a special case and somehow has the toughest role to play
among the Western Balkan countries. We all know that this is not so
much because of economic problems rather than political hurdles. The
negotiations on a SAA were launched in October 2005. However, since
the country did not meet its commitments on co-operation with the International Criminal Tribunal for former Yugoslavia (ICTY) the Commission
decided to call off the SAA negotiations on 3 May 2006. In the meantime
Serbia has a new government which has set the cooperation with the
ICTY as one of its top priorities. Less than two weeks ago the European
Commission consequently decided to resume negotiations on a SAA.
After this brief assessment of the six Western Balkan countries one
could ask the question were presently the biggest political challenge with a
strong impact on the whole region lies. There can be only one answer: to
ﬁnd a solution on the Kosovo issue. Six years after the NATO bombardment over Belgrade the so-called status talks started last year under the
leadership of the former Finnish President Martti Ahtisaari. His deputy was
Albert Rohan, former Secretary-General of the Austrian Foreign Ministry.
On February 2 of this year Ahtissari delivered a proposal to the two parties concerned and to the UN Security Council. The proposal covers a
wide range of issues related to Kosovo’s future, in particular measures to
protect Kosovo’s non-Albanian communities. While not yet mentioning the
word “independence” it is quite clear that the proposal implies statehood
for Kosovo. The fate of Kosovo now lies in the hands of the UN Security
Council. There, the opinions are divided: While the members of the EU as
well as the USA support Ahtissaris plan, the Russian Federation repeatedly said that it was ready to block an agreement by its veto. Also last
week’s G8 Summit did not bring any progress. On the contrary. As far as
Austria is concerned our position on Kosovo is clear:
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the Kosovo case is subject to highest politics and a solution depends
on the willingness of a few politicians to accept a fair deal. Let us hope
that the people of Kosovo, the people of Serbia and the population of
the EU will be the winners of this deal which shall be a peaceful and
lasting solution.
I want to close with some personal remarks as I have lived in the
Balkan region more than four years now.
I have experienced South Eastern Europe as a vibrant region where
Slavic and Western European culture are growing together steadily .
Financial assistance by the EU and investments from Western companies have fostered economic growth within South Easter Europe which
again has lead to a higher standard of living.
In South Eastern Europe, too many generations have been brought
up to think in terms of ideology, power and confrontation. This approach

Ladies and gentlemen,

 There shall be no more delay in ﬁnding a lasting solution to the
Kosovo question. The status quo is untenable. One year of talks
on technical issues and status have proved that the potential of
negotiations has been exhausted.
 Austria fully supports Ahtissari’s proposal as a well-balanced and
fair compromise. It creates sustainable conditions for a multi-ethnic
Kosovo.
 An outspoken and uniﬁed EU position is essential. The EU must
strive for a clear Security Council Resolution as it will be crucial
for the status implementation.
 The EU has got a leading role in this regard. As main actor of the
future international presence the EU committed itself to a demanding task, both in ﬁnancial as in institutional terms.
 The ﬁnancial coverage of the envisaged institutional set-up for
2007 and 2008 is remarkable. Preliminary cost estimates amount
to 1,5 billion EUR.
 Austria will be actively engaged in the implementation of the status
agreement. We will maintain our military contingent and contribute
to the civilian mission both with policemen and experts from the
ministry of justice.
 For sustainable stability, European Perspective for Kosovo is
necessary.

216

ended in disaster when we think about the wars in former Yugoslavia of
the 1990ies. We have to motivate people to act in terms of tolerance,
cooperation and rule of law. We have to teach them the tools of civil
society, democracy and successful business.
When I look at you – young and motivated public servants – I understand that you sometimes feel frustrated when developments in
your countries, in the region and in the EU do not reach the speed as
you would wish. You even might feel left alone in certain moments. My
appeal to you is not to give up, to cooperate with your neighbours and
to continue working for a better future.

THE 50TH ANNIVERSARY
OF THE EU

PANEL:
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 With the accession of Bulgaria and Romania on 1 January 2007,
the 5th and so-called “historic enlargement” of the EU, which began
with the accession of the 10 new Member States in May 2004, is
completed
 EU Enlargement is moving into a new phase:
- accession negotiations with Croatia and Turkey underway
since late 2005

EU Enlargement and Integration Moving Into A New
Phase

The EU at 27 – Difﬁculties of a “big club”

Franz Kaps
Senior Partnership Advisor /
World Bank, Europe and Central Asia Region
Special Representative /
World Bank Group for South East Europe
Ofﬁce for South East Europe;
European Commission, World Bank, Brussels

EU Enlargement and Integration Moving
into a new Phase

New EU Energy Agenda
New leaders in France (and UK)
EU Constitutional Crisis
Turkey’s presidential and parliamentary elections
Row between EU member states and Russia
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 “Historic” agreement during EU Council Meeting in March - 20x3
by 2020:
- reducing greenhouse gas emissions by 20%
- reducing EU energy consumption by 20%
- increasing the share of renewable energy to at least 20%
 The targets will not apply to every single country but to the EU as
a whole, inside which huge differences exist
 Differentiated national overall targets and action plans will be
elaborated with every member state, starting in fall 2007
 Energy agenda also very high on June 8 and 9 G8 summit in
Heiligendamm/Germany
 EU’s energy agenda and agreed targets will have signiﬁcant impact
on World Bank’s energy dialogue with the new EU member states,
but also accession countries, candidate countries and eventually
ENP and Central Asia countries

The new EU Energy Agenda







Important Developments in the EU that Bank needs to watch

Macedonia declared EU candidate in December 2005 though
no timetable yet for negotiations
- EU repeatedly reiterated ﬁrm commitment to eventually include
all of the Western Balkans as Member States
 All this happening while EU undergoing difﬁcult reform and consolidation processes – “deepening and widening” debate - since
current EU treaty provisions (under “Treaty of Nice”) do not allow
for further members to join EU, including Croatia
 European Neighborhood Policy (ENP) and strategic partnerships
with Russia, Black Sea Region and Central Asia, attempt to develop
new forms of cooperation as alternative to enlargement which, so
far, has been EU’s most powerful foreign relations instrument

-
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 Negative outcomes of 2005 referenda on EU constitutional treaty
in F and NL triggered EU’s constitutional crisis and debate on EU’s
“absorption” capacity
 “Absorption capacity“ arguments link debate on enlargement
(‘widening’) with one on reforming EU institutions (‘deepening’)
 Debate within EU was on halt over past months, waiting for results
of French elections, to move on with picking up pieces of constitutional project
 Consensus emerging among member states to have simpliﬁed
treaty that would be extracted from the “ashes” of current draft
constitutional treaty
 Sarkozy indicated support for “slimmed-down” treaty, focusing
on modernizing EU’s rules and institutions. Such treaty could be
ratiﬁed by French parliament, thus avoiding referendum
 If France agreeable, likely to make it easier for other countries,

The Constitutional Crisis and a possible new treaty

 Newly elected French President Sarkozy declared that France is
“back in Europe”
 Statement received with hope and caution by European leaders
 Sarkozy’s ﬁrst visit to Brussels made it clear that relations between
France and EU may face bumpy road in coming months over
several issues
 While big hopes on Sarkozy government reforming French
economy, questions about protectionist policies persist. During
campaign, Sarkozy called, for instance, on EU to protect citizens
from ﬁscal, social and environmental “dumping” from poorer EU
members in Eastern Europe.
 Also, Sarkozy expresed strong opposition to Turkey’s EU membership, one of his election themes. Shares Chancellor Merkel’s
view that Turkey should be offered “privileged partnership” instead
of full membership. Sarkozy agreed to press ahead with Turkey’s
membership negotiations for now, but announced that he will push
for broader discussion in December on whether Turkey should
have EU perspective
 Another unknown variable is what position future UK Prime Minister
Gordon Brown will take towards EU. Has already come under pressure from Labor Party not to support revised institutional treaty.

New leaders in France (and UK)

222

 Recent disputes between EU member countries Poland, Lithuania,
and Estonia and Russia show large levels of mistrust between
two sides. Relations are considered to be at lowest since the Cold
War
 Relations also affected by Russia-US “protective shield” dispute
defending Europe against potential Iran missile attacks
 EU’s policy towards Russia has been rather weak and distorted
over past years, showing huge differences in member states’
positions towards Russia and partnership-agenda

EU and Russia: Difﬁcult relations

 French elections and change in UK leadership coincide with sensitive political situation in Turkey, reﬂecting increasing polarization of
country on issue of secularism and democracy which increasingly
worries EU
 When Turkish Armed Forces declared they “would take action,
would circumstances require”, EU Commissioner Rehn reacted
immediately by expressing deep concern. Noted that if country
wants to become EU member, it needs to respect principles of
“democratic secularism” which are part of Copenhagen Criteria
 Rehn called on EU member states to show “patience and prudence
with Turkey” while undergoing difﬁcult but historic process of transformation from which it can emerge with stronger constitutional
and democratic framework
 Rehn underlined that with new Turkish parliament and president
– elections scheduled for late July - Turkey can get new start in
reform process and progress in accession negotiations, which he
said, remain EU’s and Turkey’s “shared interest”
 Turkish intellectuals call on the EU to support Turkey in its membership-cause, arguing that Turkey more than ever needs anchor
of stability that EU acceession process provides

Turkey’s Presidential Election

such as UK and Netherlands, to use same tactic
 Poland and, to some extent, Czech Republic, not yet on board
 Berlin conducting intense behind-the-scenes negotiations to try
and prepare path ahead of June 21 and 22 summit
 Germany hoping to be able to extract a concrete mandate for
new treaty

New Member States: Bulgaria and Romania
Candidate Countries: Croatia, Macedonia and Turkey
Next in line: Western Balkans
New ﬁnancial instrument for pre-accession: IPA
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 Accession negotiations with Croatia progressing well but authorities called on to step up efforts in key areas, such as judicial reform,
ﬁght against corruption, refugee return and respect of minority
rights
 Also, internal market issues, especially as regards restructuring

Croatia

Candidate Countries:

 Bulgaria and Romania confronted with large unﬁnished reform
agenda, especially as regards public administration and judicial
reform
 Both countries need to do more and need additional support for
structural reforms and measures to increase local income levels
 EC will issue much expected report in late June assessing progress
on reform agenda. If negative, both countries may be exposed to
“penalties”

Bulgaria and Romania :






EU’s Enlargement and Integration. Agenda and
Cooperation with the Bank

 While EU calls on Russia to honor its obligations, there is similar
need for EU to act in coherent and reliable manner
 Russia does not need EU ﬁnancial support, but EU needs Russia’s energy resources, it being understood that Russia will not
easily nor quickly ﬁnd alternative users, while needing Western
technology to modernize and expand its dilapidating infrastructure.
Thus, lot of common interest
 EU-Russia May Summit in Samara where agreement on new Partnership and Cooperation Agreement should have been reached
was perceived as failure; no real progress on any substantial
matter was achieved
 Mood somewhat more positive during Heiligendamm G8 summit
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 Macedonia declared EU candidate in December 2005, though no
timetable yet for negotiations
 EC would like to bring Macedonia closer to accession process but
feels that country somewhat backsliding
 In EC’s opinion, new government made little progress during 2006,
especially on political front. “Stability of institutions guaranteeing
democracy” is “sine qua non” for EU to consider opening of accession negotiations. As long as Albanian majority party not back
in parliament, condition unfulﬁlled
 Government now realizing need to seriously address political and
economic reforms. But EC does not believe that possible for Macedonia to move forward quickly enough so that fall 2007 progress

Macedonia

 Despite rough start, with Council Decision from December 2006
suspending negotiations on certain chapters, EC and Turkey back
to “business as usual“: all preliminary work on all chapters, including those for which opening of negotiations suspended, going on
 While Turkey aiming to complete negotiations by 2014, EC not
ready to talk about dates
 Despite increased EU (IPA) funding, Turkey’s absorptive capacity
still low, amongst others due to tight budget control. Without some
“loosening”, some major infrastructure investments, considered
essential from EU accession perspective, not forthcoming
 Energy sector key: Turkey major East-West as well as North-South
transit. EC aware that sector reaching “geopolitical dimensions”.
EC determined to give sector increased emphasis
 Recent “set back” following meeting between Presidents of Russia,
Kazakhstan and Turkmenistan when latter two agreed to channel their gas through Russia pipelines rather than through future
Turkey based Nabucco pipeline as hoped bu US and EU

Turkey

of and state aid for shipbuilding sector still unresolved
 EC message: notwithstanding Croatia’s progress, country should
not be complacent about remaining reform agenda and challenges
 Timing of possible EU membership still uncertain but most unlikely
before 2010; note: EU institutional reform link
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IPA will be core EU instrument
Croatia .47% GDP
Macedonia 1.53% GDP
Romania and Bulgaria 1.4% GDP
Post-2009, numbers may go up as ACP to be reviewed
Countries need to demonstrate absorptive capacity
IPA more demanding than previous pre-accession funds:
- Need to quickly set up and adequately staff Central Financial
Control Unit (CFCU) at Treasury
- Similarly, structures in charge of actual use of pre-accession

New ﬁnancial Instrument for Pre-Accession: IPA

 General message: EU determined to maintain rigor and strict
conditionality in enlargement process to safeguard public support
for EU for enlargement
 Serbia: EC remains fully committed to European perspective of
Serbia and ready to resume SAA-negotiations once new democratic government meets conditions concerning cooperation with
ICTY
 Some progress made during recent past. EC now ready to resume
SAA negotiations
 BiH: EC worried by political frictions between Federation and
Republika Srpska
 Montenegro: good relations. SAA negotiations and documents
initialled. EU delegation should be opened shortly.
 Albania: EC pleased that country seriously moving forward with
reform agenda. Country considered by EC as “typical” transition
country”
 Kosovo: everything depends upon UN resolution concerning future
status. G8 discussions failed to make much progress. Possible
frictions resulting from delayed status solution likely to have negative impact on neighboring impact and EU at large

Western Balkans

Next in line:

report can already recommend start of accession negotiations for
early 2008. More likely that recommendation included fall 2008
progress report

funds: EU calls for vigorous accounting and auditing standards
Also, important to have “educated” structures and people in
Parliament to pass required legislation in time
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 ENPI envelope for Eastern ENP countries € 4.5 billion for 2007-2013
 Available funding under ENPI short of ambition of policy and
partners’ expectations

ENPI and NIF

 Objective of ENP: establish privileged relationships with neighbors
that (currently) do not have EU membership perspective
 Geographical coverage: Ukraine, Moldova, (Belarus), Southern
Caucasus and countries surrounding Mediterranean
 ENP+: expand ENP concept and means to facilitate rapprochement of ENP-countries without offering membership
 EC suggested improvements on four fronts to strengthen ENP:
- Improve movement of people between the EU and its neighbors (visa issue)
- Open EU’s economies and trade and allow greater access
to EU market, e.g. through revision of list of sensitive import
products (often same products that ENP countries could export
to EU)
- Increase EU’s role in solving regional conﬂicts: in past, EU
shied away from playing role
- Cooperate with neighbors in key sectors - energy, transport,
environment - with the aim to integrate all energy and gas
markets of neighboring countries into EU’s market
 During June 21 and 22 summit, EU Council expected to endorse
ENP+
 EU relies and counts on IFIs to support ENP not only with regard
to ﬁnancial resources but also with regard to IFI’s in-depth knowledge and political clout

German Presidency Priorities: ENP and ENP+

 ENP and ENP+
 Black Sea Synergy
 Central Asia Strategy

Wider Neighborhood: New Priorities for the EU

-
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 EU’s new Central Asia “strategy” does not suggest bold changes.
Rather, acknowledges that EU needs to diversify its energy supplies and become bigger player to promote regional cooperation
 Obvious interest in extending cooperation in energy sector. Central
Asia and Azerbaijan account for 5% of EU supply
 Agenda will also address good governance and human rights,
with special focus on Turkmenistan and Uzbekistan. Re latter,
argument: “integration better than isolation”
 EU recognizes need to get better understanding of existing Central
Asia regional cooperation structures and roles of China, Russia,
Japan, etc.
 Since EU has limited means, interested to join forces with other
actors, including World Bank.
 Among other, World Bank could assist strategy based on its
vast analytical and practical experience in regional cooperation,
especially in SEE, such as through energy community, trade and
transport facilitation, etc.

EU-Central Asia Strategy

 EU published proposal for strengthened cooperation in Black Sea
region in April
 With two Black Sea countries – Bulgaria and Romania - now EU
members, Turkey candidate country and several other countries
included under ENP, Black Sea area gaining increased interest
within EU, not the least because of energy supply and transit.
Russia key Black Sea country
 EC proposed policy with objective to better coordinate available
regional strategic instruments. However, EU does not want to
create new machinery or instruments, actions should take place
within the framework of Black Sea Economic Cooperation (BSEC)
mechanism
 Policy focus will be on energy, trade and environment with objective to promote more regional cooperation and concrete projects
 Financial support could be available under the national, regional
and cross-border programs of the ENPI, other external assistance
instruments and, where applicable, European Regional Development
Fund (ERDF). Speciﬁc Black Sea cross border cooperation program
to stimulate in particular civil society activities in coastal regions

EC proposal for a Black Sea Synergy
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EUROPE OF REGIONS

PANEL:
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 Where the Economic and Social Committee is consulted pursuant
to Article 262,
- Cohesion, consumer protection, employment, environment,
health care, industry, networks research and development
- the Committee of Region shall be informed by the Council
or the Commission of the request for an opinion

Article 265 Treaty on European Union as amended by
the Treaty of Nice and the 2003 Accession Treaty

The Committee of the Regions shall be consulted by the Council or
by the Commission
 where this Treaty so provides and
 in all other cases,
 in particular those which concern cross border cooperation, in
which one of these two institutions considers it appropriate.

Article 265 Treaty on European Union as amended by
the Treaty of Nice and the 2003 Accession Treaty

A Committee,
 herein after referred to as “ the Committee of the Regions”,
(CoR)
 consisting of representatives of regional and local bodies who
either held a regional or local authority electoral mandate or are
politically accountable to an elected assembly,
 is hereby established with advisory status.

Article 263 Treaty on European Union as amended by
the Treaty of Nice and the 2003 Accession Treaty

Juergen K. Binder
Guest lecturer, Yerevan State University, Yerevan
International Consult, GovernmentConnect, Ravensburg

Role and Signiﬁcance of Regions in EU

Title VIII, Art128
– Employment
Title XIII, Art129
– Health Care
Title XV, Art156
– TransEuropean Networks
Title XVII, Art161
– Economic and Social Cohesion
Title XIX, Art175
– Environment and
Where the Economic and Social Committee is consulted (consumer protection, industry and developmemt)
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Natural regions
Historical regions
Tourism regions
Natural resource regions
Geographical regions and
Political regions
- Planning regions
- National or cross-border regions
- administrative regions
- traditional or informal regions
 Region in the sense of EU?

Involved or able to involve in all essential
issues and political ﬁelds
Opportunities
- what good opportunities are open to
them
- what trends could be an advantage of
- how can they turn strength in opportunities
Use political/practical Strength to amend
legal situation
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Threats
- what trends could they harm?
- What is competition doing
- What threats do their weakness expose to
Central Bureaucracy (Brussel), loose
of power

Act only on advice, shall, can, may

Strength
Weakness
- What do they well
- what could they improve
- what unique resources can they draw - where they have a fewer resources
on
than other
- what do you see as strength
- what are others you see as weakness

SWOT Analysis

Your Opinion

Deﬁnition of region








“The European Regional Development Fund is intended to help
to redress the main regional imbalances in the Community through
participation in the development and structural adjustment of regions
whose development is lagging behind and in the conversion of declining industrial regions”.

Financial Instrument, Title XVII, Art. 160

NUTS (Nomenclatura of Territorial Units for Statistics)
 Regions of Europe are based primarily on the institutional divisions
in force in the Member state
 NUTS favors regional units of general character
 NUTS is a three level hierarchical classiﬁcation:
NUTS 1,2,3 with a minimum/maximum threshold for the average
size of the NUTS region
(and two levels of local administrative units (LAU), historically called
NUTS levels 4 and 5 which are not subject of NUTS regulation)

EU-Deﬁnition

Lets agree:
 All states have a Central Government and Local Self-Governments
(“Municipalities”) with more or less decentralized functions and
between ? In the “Sandwich position”?
 An incredible jam (North-Ireland, Basque, French Regions,German
Regionen etc.)
Every “Hamburger” is different!

Deﬁnition of region on Member State level

“ As national barriers break down and borders between the Member
States become more open as a consequence of the EC’s single market,
the creation of a Committee of Regions can be seen as a response to
people’s fears over centralization.
The CoR has direct experience of how EU policies affect the everyday life
of citizens and its expertise allows it to bring a powerful inﬂuence to bear.”

In Sum








Areas of requests of regions

 It may issue an opinion on its own initiative in cases in which it
considers such action appropriate- it shall be forwarded to the
Council and the Commission
 The Committee of the Regions may be consulted by the European
Parliament

Article 265 Treaty on European Unionas amended by
the Treaty of Nice and the 2003 Accession Treaty
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Regions are no Air Bubbles but, Europe’s (in legal aspect) “toothless”

Result

what municipalities are for member states - “cradle of democracy”
near to citizens that are European Regions for the future success of
the European Union
- near to citizens
- effective
- innovative

Thesis

to reduce economic and social disparities
to show solidarity and remain competitive
to overcome differences in development and standard of life
to develop regional innovation strategies
to plan and coordinate processes between different sectors and
areas of activity: economic, social, cultural, technological
 to support the effective communication between the institutions
of the Community and citizens of Europe – Mediator function
 as a logical result of the EU-principle’s of
SUBSIDIARITY and DECENTRALIZATION







We need regions and regional policy,

By EU-TREATY guaranteed in existence
Pretty weak legal position – advice, can, shall….
strong administrative position (in member States)
very strong political position – de facto- as near to citizen
cross-border activities in issues which concern the citizens immediately like:
- waste problems
- public trafﬁc
- employment
- economic development
- education
- culture
 big opportunities for innovation and cooperation cross - border,
especially Regional Economic Development (RED)







Conclusion
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1
Keating, M. 1998: The new regionalism in Western Europe: territorial restructuring and political change,
Publisher: Cheltenham, UK, Northampton, Mass.: Edward Elgar.

With the disintegration of the traditional international order, the nationstate increasingly loses the role as a primary source of historical and
cultural diversity and has become a target for attacks from many directions, the end result of which is the gradual limitation of its sovereignty.
Toﬂer makes a vivid comparison of the character of these attacks on
the modern nation-state, which synthesizes the predominant research
method dealing with that issue. The nation-state, the key political entity
of the Second wave era, is squeezed in an iron grasp from above and
from below. According to Toﬂer, one group of forces tries to push down
the political power, from the nation-state to the sub-national regions and
groups. Others try to direct the power upwards - from the nation to the
transnational organizations. Together, these forces lead the high-tech
nations to disintegration into smaller and weaker entities. The nationstate becomes too small to be able to resolve the global problems, and
too big to address its local problems. This trend involves a redistribution
of the power resources from the centre towards the regions, which in
these circumstances succeed much more effectively than the centre to
resolve the new challenges to governance. The process of regionalization and the establishment of a new, intermediate level in the territorial
organization of the state is the concrete result from this change, which
involves a temporal coincidence between the sovereignty limitation
process of the nation-states and the increase in regionalism. In this way,
not only the emerging vacuum between the central and the regional

Towards regionalisation after the model of nation-state

Dear distinguished guests, your Excellencies, dear Colleagues

Pavel Ivanov
Senior Expert
Strategic Planning and Governance
Council of Ministers, Soﬁa

Fostering Democratic Governance –
the Decentralization Process
and the Importance of Local Authorities
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level of power is ﬁlled in, but also a large-scale process of transferring
governance from the centre to the regions is pushed forward.
Up until the end of the 1960s the majority of the European states
used to be centralized states, characterized by a strong central administration; as a whole small municipalities; the availability of regions
as a merely administrative distribution. Germany, Switzerland and
Austria (Yugoslavia and Czechoslovakia among the member states of
the Economic Cooperation Council) are the only exceptions. Keating1
demarcates two waves of regionalization. In his view, the regionalization
of the 60s and 70s is based predominantly on identity. The regionalization of the 80s and 90s is based on economic, rather than on cultural
and identity-related foundations. There are only two states in which the
federal system is introduced earlier (Germany and Austria). According
to Keating this was connected with the willingness to limit the entire
preconditions for regeneration of militarism.
Yet, there are still contemporary discussions of the regions in Europe,
or to use the phrase ﬁrst coined by Denis de Rougemont, of a “Europe
of the regions,” and they includes little certainty and less consensus
about what we mean by the term region.
For some regions are intermediate (or meso) levels of government
with an elected council and self-government rights. The region is thus
understood as an extension of self-government to the upper level of
the territorial organisation of the state.
For others: region is no longer territory, but cultural and political „space“
for transfrontier co-operation in various policy areas for the planning of
sustainable development: for SMEs, higher education and vocational
training, innovation through clusters; environmental protection, etc.
A third vision of “region” is based on the revival of identities based
on history, local languages and ethnicity; it mobilises in this way political loyalties rooted in “the region”, as opposed to the state or central
government. This vision, therefore, has more to do with nationalism,
rather than regionalisation as a functional adaptation of state structures
to new challenges.
No matter what are the visions, it is apparent that the meso level is
a major issue for state building, for democracy and for development.
What is important is that different regions have different autonomy.
In France all the regions are equally treated. In Spain, for example, the
process of differentiation of the regions started in 1978. It was mainly
motivated by the restoration of the rights of the “historic” regions which
had been recognised by the 2nd Republic but abolished under Franco
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Many of the political analysts today share the opinion that European
regional policy is the prime example of an evolving system of multi-level
governance in Europe. According to them European policy and implementation is shared between actors of different levels of government rather
that being monopolised by the state. Supra-national and sub-national
institutions can have an inﬂuence in policy making, which is independent
of their role as agents of state executives. The essential idea behind the
multi-level governance approach is well captured by the concept of “partnership”, which was one of the key principles introduced into European
regional policy with the 1988 reform of the structural funds. Partnership
is based on the premise that regional and local authorities know best the
assets and handicaps of their region, and are therefore the ones best
capable do deﬁne and manage development programmes and action.
The aspects of inter-regional and cross-border cooperation are one
of the most signiﬁcant examples of multilevel governance in Europe.
The push for the introduction of multilevel governance into cross-border
cooperation was not top-down European Commission driven process
but one in which all three level of governance (supra-national, national
and sub-national) acted as a catalyst. Whereas the inﬂuence of national

Multi-level governance

regime. It reﬂects the complex relations between the Spanish nation,
the “common and indivisible country of all Spaniards”, and “the right
to autonomy of the nationalities and regions of which it is composed.
However, the Spanish regional system is not homogeneous. There
are several different overlapping systems corresponding to different
groups of Autonomous Communities. The Autonomous Communities
have large differences according to their heterogeneous historical experiences, cultural identities and aspirations, development level and
social cohesion. Accordingly they have a differentiated assumption of
administrative responsibilities, political powers and speed in their autonomous evolution. Some of the regions in Spain (like Navarra) have
higher level of autonomy, other smaller autonomy (Catalonia, Andalusia,
Valencia), and also there is a group of regions with little autonomy.
Italy was long the only country whose constitution provided for the
institution of regions (although the “ordinary-status” regions were only
introduced in 1970), while in France the region was merely a geographical area delimited for the purposes of implementing the government’s
regional development policy.
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For many countries in South-Eastern Europe, the ﬁrst priority after
the collapse of totalitarian regimes was to build strong and effective
democratic states at the central level. But once the national government
is established, the development of local democracy is essential to avoid
tendencies to authoritarianism and to better meet the real needs of local people. Effective, democratic local government both delivers better
local public services and gives local people a real say in the services
they receive and in the way they are governed. It means that people in
power locally become accountable to the people they serve, rather than
to central government. Local self-government was only introduced—or
‘re-introduced’—later but, perhaps contrary to expectations, it proved to
be a long process rather than an instant. The transfer of competences,
staff and resources from the state budgets to local budgets, ﬁscal decentralisation, the reform of territorial boundaries and the introduction of new
tiers of government were slow, sometimes painful and controversial. This
brought with it the risk that citizens would lose faith in democracy.
The development of effective, democratic local government is a
fundamental change from the old ways of governing. To go down this
path, people need a vision of what real local democracy might be. Local democracy means that local authorities provide effective leadership
for their communities. They work with civil society to introduce joint
projects, to develop longer term plans for their community, to meet the
challenges of the future. They focus on delivering results that improve
the quality of life for local people. They provide public services that meet
recognised standards and respond to the needs of local people.
The relationship between the chances for democratic consolidation
and ethnic diversity is particularly salient in the context of the transitional
societies of South Eastern Europe, a region characterized by deep
ethno cultural diversity both within and across neighbouring states,
where democracy has never had a strong foothold, and a new politi-

The SEE context

governments remains strong in the policy making, it is shown that in
the implementation of cross-border projects, it is the sub-national level
which clearly dominates decision making. In cross-border cooperation,
the role of sub-national authorities and non-governmental actors goes
beyond mere participation and it is characterised by the exercise of
a considerable degree of inﬂuence, in particular with regard to the
implementation process.
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There is one very important dimension to create the necessary
framework for effective, democratic local government – building administrative capacity A frequent reason given for the delay in transferring
competences and resources, even when the legislation is in place, is
the inability of local authorities to manage such responsibilities. Where
is the trained staff to do the work? How well do the national associations help local authorities strengthen their own capacities to deliver
good public services? How well do national associations stand up for
strong local government in the national debate?
Central government concerns about the lack of local capacity may be
justiﬁed. They need the conﬁdence that local government will work well.
They need to be sure that basic standards will be achieved, that public
money will be properly accounted. For that reason, capacity-building

Capacity-building

Firstly, the fear that regionalisation will threaten state unity;
Secondly, the fear of depriving the state of the means of implementing its policies (challenging its internal sovereignty);
And thirdly, the fear on part of the local authorities that their autonomy
will suffer if such an intermediate level is introduced.

Obstacles to regionalisation

cal elite, interested in political reform, cannot rely on sound traditions
of democratic reasoning or institution-building. However, what is still
needed is sufﬁcient political will and a clear acknowledgment that local
self-government is not an ‘optional’ feature of democratic states but an
essential component of effective democratic governance.
Whereas a typical member state in SE Europe might now be spending
around 8 per cent of its total public expenditure through local authorities,
other member states of the Council of Europe may be spending 30 per
cent. For example Greece has the lowest percentage of its total public
expenditure through local authorities 6.63% and Bulgaria almost 18%.
The main problem in South-Eastern Europe is the establishment of
a strong intermediate level of governance. Professor Markou thinks
that the strengthening of municipal level of self-governance was a tool
to reduce the competences and the power of the intermediate level of
governance (the meso level) which played very important role during
the communism.

Federal
3 levels

State structure
and territorial
division
Federal
3 levels

3 levels

Unitary
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L u x e m - Unitary
bourg
2 levels

Lithuania Unitary
2 levels

Unitary
2 levels

Latvia

The classiﬁcation of the table is based not on geographical but legal
criteria.

3 levels

Unitary

Cypress Unitary
2 levels

Italy

2 levels
Unitary

Spain

3 levels

Unitary

2 levels

Unitary

Ireland

Estonia

Denmark Unitary
2 levels

Greece

Germany Federal
3 levels

Belgium

Austria

State

Territorial division and levels of self-government in Europe

The tendencies in the territorial structure of Europe take two directions:
1. First, the uniﬁcation, integration of municipalities to increase their
output of services;
2. The second is the establishment of large regional administrativeterritorial entities.
Concrete examples for uniﬁcation of municipalities are Sweden and
Denmark. Sweden reduced their numbers from 2 281 in 1952 to a current 288. In 1970s Denmark reduced the number of municipalities from
1300 to 271 and since the beginning of this year from 271 to 98.
During the last 2 decades there is a deep change in the direction
of decentralization in Europe. European Union policy is now directed
towards revitalisation of the regional concept. With the introduction
of the European regional policy in 1975, Community policy could be
directly implemented at the local and regional levels. Since Community
policy in this area was aimed at preventing regional imbalance and
therefore helping economically handicapped regions, it allowed the
regions (and in fact any authority capable of representing the areas in
question) to promote regional interests.

Territorial tendencies in Europe

programmes are essential. They are the other side of the coin to the
legislative framework. National associations need the capacity to deliver
effective support to their members. Local authorities need the capacity
to attract committed elected representatives and a cadre of competent
staff and train them to deliver good local public services, to become
organisations that foster good leadership and management, that engage
local people and that meet high standards of public service.

Y

1034
6130

N
Y
Y

118
643

Y
Y
Y
Y
Y
Y
N
Y
Y
Y
N
Y

Y
Y

3

19
52
8 108
21
103
8 100
6
33
33
536
10
60

8
34

Y
Y
N
Y

Y
Y
Y
Y
Y
Y
Y
Y
Y

2 381
3
11
589
16
439
13176
13
51

Gemeinde
Gewesten/regions
Provincies
Communes
Lander
Landkreise
Stadte, gemeiden
Periferia)
Nomoi
Municipalities, out of
them
towns (dimoi)
villages (kinotites)
Amtskommuner)
Kommuner)
Maakond
Villages
Towns
Regions
c o u n t y, b o r o u g h s
councils
Comunidades
Provincias
Municipios
Regioni
Province
Comuni
Counties
Municipalities
Raions
Pagasts
Apskritys
Municipalities (12
towns and 44 villages) (savivaldibes)
Administrative counties
Municipalities
Communes and
towns
5
98
15
241

Y
N

241

Self-governance
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Decentralisation must be seen in the context of a distribution of responsibilities and powers among different government levels. Tasks should be
based on an adequate level of resources and clear responsibilities.
Local democracy means that local people are engaged with their
local authority not only through elections but in the setting of priorities, in the design of public services and in the decisions that affect
those services. Local people understand their local authority’s plans
and celebrate their achievements. They are able to hold the local
authority to account in the delivery of those plans and in the use
of resources. Local democracy means that local people need to be
represented by men and women who themselves aspire to this vision,
who understand how national and local government work, who care
about the needs of the people who elect them, who communicate
well and who encourage wider democratic participation. Ministers
and civil servants also need to share this vision. Their will and their
competence determine the quality of the legislative framework and
the constructiveness of their working relationship with local authorities and their associations. This vision of local democracy should
be set out in a strategy to which the government and its partners
are seriously committed.
The development of local democracy doesn’t mean that the central
government will no longer have a stake in local government. Central
government will have an interest in a number of local authority functions,
such as the standards achieved by children at school. They will want

Challenges and Objectives for the Development of Effective
Democratic Local Government

15 member states have 2-level division.
Self-governance at only one of the existing two levels of territorial
division exists in 8 EU member states: Bulgaria, Estonia, Cyprus,
Lithuania, Luxembourg, Malta, Slovenia and Finland.

 12 states – 3-level division - Austria, Belgium, Britain, Germany,
Greece, Spain, Italy, Poland, Slovakia, France, the Czech republic
and Sweden already have a 3-step division.
 8 of them have self-governance at all 3 levels of territorial division – Belgium, Britain, Greece, Spain, Italy, Poland, France, and
Sweden.
 Out of them Poland is the only newly-acceded country in the EU.
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to express that interest by establishing standards and targets and by
monitoring performance and encouraging improvement.
Central government should consider decentralisation as an option in
different public policies. The distribution of responsibilities and powers
among government levels has to be adequate to functional needs, as
the purpose of government is to serve civil society and citizens. These
functional needs may differ, not only from country to country, but also
within a country and from region to region, according to public policies
and time periods. Doing this, the government must pay close attention
to the constitutional framework, to historical legacies and to existing
communities.
The creation of a regional level of government is difﬁcult. It depends
on the size and complexity of the country. Regional government should
be functional. Regional self-government must be clearly related to
territory and to policy areas where efﬁcient and effective co-operation
between municipalities might be difﬁcult to achieve. Regional functions
should not encroach upon municipal responsibilities; on the contrary,
they can be useful in supporting municipalities, particularly where they
are specialised (e.g. land use planning, public transport, healthcare,
training and culture).
By themselves, decentralisation and self-government are not sufﬁcient to guarantee greater democracy, but democracy requires decentralisation and self-government. The progress of democracy depends on
institutions and on political behaviour. The latter is particularly difﬁcult
to attain and requires time.

THE ENLARGING UNION
– EU POPULATION AND
MIGRATION PROCESSES
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..to Shining Light in a decade

Background to migration story: Irish economic development
Why migration trends in Ireland are interesting
The trends; characteristics of immigrants in Ireland
Labour market experience of immigrants in Ireland
Labour market impacts of immigrants in Ireland

Irish economic development:
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Migration in Ireland:
Trends and Economic Impacts
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Unemployment

Employment

* Forecasts from ESRI “Medium Term Review 2005-2012”

Average Growth in GNP

High growth
Robust Labour market
Low inﬂation

1990s

Low growth
High unemployment
High Inﬂation
Towering public debts
Negative net migration
Per capita income less EU average

1980s

Summary of Economic Developments

Public Finances

Inﬂation
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Composition of Inﬂows (%)

Net Migration (000s)

1. Speed of inﬂow:
Census 2002 = 7%
Census 2006 = 10%
2. Ireland has a long history with migration
3. Immigrants in Ireland are highly educated

Why is Ireland’s migration story interesting?

Healthy public ﬁnances
Positive net migration (from 1996)
One of the richest countries in EU
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Labour Force Status Distribution of Native and Immigrant Labour
Force Participants

Gender Distribution (%) of Native and Immigrant Populations (Q2 2004)

Age Distribution (%) of Native and Immigrant Adult Populations
(QNHS Q2 2004)
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 Barrett and McCarthy (2006) examine the earnings of immigrants
relative to natives in Ireland

Immigrant Experiences in Labour Market: Earnings

 Most recent ﬂows dominated by EU10
 Young relative to native population:
22 – 44 year olds: 70% versus 51%
 Higher unemployment rate than Irish
 Signiﬁcant proportion employed in “Hotels and Restaurants”
 Larger proportion of immigrants with 3rd level qualiﬁcation (37.9%
versus 17.5%)

Summary of Immigrant Characteristics (Q2 2004)

Educational Attainment: Labour Force Participants(%)

Sector of Employment Distribution(Selection of Sectors)
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 Downward pressure on high-skilled wage (falls by 6% in long run)
 Results in increased output, employment and productivity; GNP
about 3.5 – 3.7% higher; Employment 2.5 – 2.6% higher
 Demand for low-skilled labour increases
 Low-skilled wages rise by 1% or unemployment falls by 1.2%
 GNP per head 0.9 – 1.1% higher
 Downward pressure on high-skilled wage (falls by 6% in long run)
 Results in increased output, employment and productivity; GNP
about 3.5 – 3.7% higher; Employment 2.5 – 2.6% higher
 Demand for low-skilled labour increases
 Low-skilled wages rise by 1% or unemployment falls by 1.2%
 GNP per head 0.9 – 1.1% higher

Immigrants Impacts on the Labour Market (contd.)

 Barrett et al (2006) examine the impact of immigrants on the Irish
labour market
 Using a structural model of the Irish labour market, where highskilled and low-skilled labour are assumed complements at the
level of the economy
 Assess impact of a non-national inﬂow of 72,000 comprising 85%
high-skilled and 15% low-skilled over a 10 year period
 Result: Skilled immigration has played a signiﬁcant positive role
in the economy

Immigrants Impacts on the Labour Market (1)

 Barrett, Bergin and Duffy (2006) examine the occupational attainment of immigrants relative to natives in Ireland
 They ﬁnd what they call an “occupational gap” for non-UK and
non-USA immigrants
 This means that immigrants are more likely to be in lower grade
occupations than comparable natives

Immigrant Experiences in Labour Market: Occupational
Attainment

 Using data from a nationally represenative sample (EU-SILC) they
ﬁnd that immigrants earn 18% less than comparable natives
 The gap is more pronounced for immigrants from non-English
speaking countries
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 Ireland’s exceptional economic growth in recent years has been
accompanied by an inﬂux of non-nationals
 On average immigrants in Ireland tend to be younger and more
highly educated than the native population
 Despite this, immigrants tend to earn less than comparable natives
and be employed in occupations that are not commensurate with
their skill levels
 Over time immigrants might assilimiate in the market and these
effects could disappear

Summary and Conclusions

 Authors run a second simulation accounting for occupational gap
suffered by immigrants
 Increase in GNP now 2.8-3.0%
 Employment rises by 2.1%
 GNP per head rises by 0.4-0.5%
 Wages fall by 3.7- 3.9%
 Result: Still positive

164
591

West-Asia & North Africa (25)
Council of Europe (42)*

588
808

2000
486

1260
763

2050
472
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1
Projections are not forecasts. Instead, they provide an indication on the potential timing and scale of the effects
that could result from some demographic processes. All the different scenarios are in this case “no policy change”
scenarios, that is they differ for the assumption regarding different combinations of migration, mortality and fertility
rates, while they reﬂects enacted legislations but not future policy changes.

Source: UN-Ece (2006); CEFRM (2005). (*)Council of Europe macro-area: Central, Eastern,
Western, Northen Europe, Southern Europe, European and Trans-Caucasian part of former S.U.
less Andorra, Liechtenstein, Monaco and S.Marino.

1950
380

Millions
EU-27

Table 1

The general framework
Europe is in the midst of a situation without equivalent in his demographic
history: a) European area is experiencing a rapid demographic marginalisation; b) European populations are ageing and this process goes with rapid
shifts in their age structure; c) fertility is well below the replacement level (2,1
children per woman), namely the actual rates are sub-replacement rates; d)
most countries faces imminent or anticipated population decrease and only
net immigration prevents a decline of the actual population; e) migration ﬂows
are intensifying and diversifying. These processes bring about far-reaching
social and economic consequences representing as many challenges for the
European area development prospects, economic stability, security, etc.
Thus Europe will undergo unprecedented demographic change in
coming decades, as illustrated by many projections related to a range of
scenarios1. As regards the point a), even if it is not the size of change that
will matter but is “quality”, nevertheless from a global perspective the demographic marginalisation of Europe is signiﬁcant: the table below shows the
population size change of EU-27 and of a comparable group of West-Asian
and North African countries in a century: the ratio between the groups will
change from 2:1 to 1:3. In the Eurostat baseline (medium) scenario the
starting year for EU-27 population decrease should be 2023.

Corrado Campobasso
Scientiﬁc Director
Institute of Study and Documentation on the
European Community and Eastern Europe, Trieste

EU Population Long-Term Evolution:
Main Consequences for the Development
Perspectives

Asia

Population (millions)
221,2
1.398,5
795,7
3.679,7
1.803,3
5.222,1
2.254,3
5.019,2

Africa

167,1
520,2
767,7
732,5

Latin
America &
Caribbean

12,8
31,0
45,8
46,1

Oceania

171,6
315,9
447,9
473,6

Northern
America

547,4
728,0
631,9
538,4

Europe
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In Bulgaria and other EECs in the absence of the 1960s baby boom, momentum from the actual
population’s age structure is in any case more modest. In many countries of the region very low birth rates
combined with persistently high death rates (former Yugoslavia conﬂict; middle-nineties mortality crisis)
pushed previously populations into natural decline since the nineties.

2

Eurostat 2007 estimates for 2006 show that for a group of countries the population decline has already started. If we look at the main
components of change we ﬁnd a group of countries where population
decline is due only to natural change (Germany, Croatia and Hungary),
a second group where natural change is prevailing over migration as
main cause of population decline (Bulgaria, Estonia, Latvia, Lituania,
Romania) and ﬁnally Poland where migration is on the contrary prevailing over natural change as main cause of population decline. Working
age population (15 to 64 years) is already declining in Germany, Italy,
Hungary, Poland, the Baltics, Bulgaria and Romania2. In many other
countries the decline will start in 2010-2011 to cumulate 50 millions
(-14%) in 2050. Yet 55 of the 211 regions of the EU-15 already saw a
fall in population during the second half of the 1990s.

United Nations Department of Economic and Social Affairs/Population Division,
“World Population to 2300”, 2004.

1950
2000
2050
2100

Year or
period

Table 2

Even more striking is the medium scenario depicted in Table 2,
related to the UN Population Division estimated distribution of world
population between 1950 and 2100, by major areas. The European
area, encompassing Russia, Ukraine and Byelorussia, will continue to
shrink throughout the current century. The more recent UN Replacement Migration Report estimates that hundreds of millions of immigrants
would be needed to restore Europe’s share of global population by the
middle of this century: namely a total of 700 million immigrants would
be needed (!). This scenario includes EU population growth - in effect
it diverts African and Asian growth to Europe.
2050
3451
3160
5094
3692
1746
603
17125
9635
101208
145714

Population
2005
3154
3915
7801
4551
2034
608
21711
9863
73193
126830

-19,3%
-34,7%
-18,9%
-14,2%
-0,8%
-21,1%
-2,3%
38,3%
14,9%

∆%
‘50/’05
9,4%

2005
16,8
14,8
17,3

2050
29,9
29,6
33,5
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The European population ageing will entail signiﬁcant (projected)
changes in the population age structure: the Council of Europe young
population (0-14 years) will decrease from 150 to 126 millions people
(-16%) and the working-age population will shrink from 538 to 438
millions people (-19%). Elderly population (65+) and very old population (80+) on the contrary will noticeably increase, respectively from
120 to 199 millions people (+66%) and from 26 to 67 millions people
(+255%). In the EU-27 the largest changes will be registered by the
ﬁfth enlargement member states, EU-10 member states will see in
the medium scenario the young population to shrink by -30% and the

Source: Author calculation on EUROPOP database – 2006 Revision.

% (65-)
EU-27
Romania
Bulgaria

Table 4

This is also the case in most of the regions of the new Member States
(35 out of 55 regions), because of natural decrease and net emigration.
South-Eastern Europe shows a quite similar outlook with the exception of
Albania and Turkey that will register a sizeable population increase (Table
3). As regards the point b), the 1st of October 2006, International Day of
Older Persons, Eurostat published some statistics and projections on the
population aged over 65. The share of EU-27 population aged 65 and over
might rise from 75 million in 2005 to nearly 135 million in 2050 (Table 4).

Source: UNPD – Population projection medium variant, 2005

Albania
Bosnia and Herzegovina
Bulgaria
Croazia
Fyrom
Montenegro
Romania
Serbia
Turkey
SEE-9

Country

Table 3

2050
23,2%
23,8%
22,7%
24,0%

ODR (%)
2004
25,0%
25,6%
19,5%
27,0%

2050
52,7%
51,5%
50,5%
65,0%

OODR (%)
2004
2050
5,9%
19,0%
6,4%
19,9%
3,7%
15,1%
7,0%
25,0%

Very Old/Elderly Pop. Working-age/Elderly
(%)
Pop.
2004
2050
2004
2050
23,7%
36,2%
4,0
1,89
25,0%
38,7%
3,9
1,94
18,8%
29,8%
5,1
1,98
25,9%
38,4%
3,7
1,54
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A dependency ratio shows on the denominator the working age population; YDR, ODR and OODR are
respectively the ratio of the young, elderly and very old population to the working age population. The
support ratios present on the denominator the elderly population.
4
Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Fyrom, Montenegro, Serbia, Romania, Turkey.

3

If we look at the SEE-9 aggregate4, we can see in the Table 6 that
changes in the absolute sizes of particular functional groups, 2005–2050
(%), according to the UNPD population projection (medium variant; 2004
revision), will experience a dramatic ageing process. South-eastern
Europe can be considered “leader of ageing”. All dependency ratios
are expected to increase: this dynamics will results in an increase of
the average Total Dependency Ratio from 48% to 91%, thus from the
situation in which each person outside the working age ‘depends’ on two
persons aged 15–64, to the one when this ratio is very close to 1.

Source: Author calculation on DG-ECFIN/EPC (2006) and UNDP data.

Support Ratios
Young/Elderly Pop.
(%)
2004
2050
EU-27
94,8%
44,0%
EU-15
95,7%
46,1%
EU-10
122,8%
45,0%
SEE-9
77,8%
36,9%

Table 5b

Source: Author calculation on DG-ECFIN/EPC (2006) and UNDP data.

Dependency Ratios
YDR (%)
2004
EU-27
23,7%
EU-15
24,5%
EU-10
24,0%
SEE-9
21,0%

Table 5a

working-age population to shrink by -27%, while the elderly population
will increase by 88%. Bulgaria will see the young population halved
by 2050, while the working-age population will shrink from 5,9 to 3,5
millions people (-41%).
The dynamics of the dependency ratios and support ratios3 (Table
5a;5b) will be deeply affected by these changes. In particular the population support ratio in the EU-27, namely the ratio between working-age
and elderly population, will fall from 4,0 to 1,9 by 2050, that is roughly
less than two employed for each retired.
-25,1%
-23,9%
-36,1%
-15,7%
-20,7%
-30,5%
-20,2%
-16,7%

-30,7%
-36,3%
-35,8%
-27,1%
-23,0%
-31,9%
-29,5%
-14,5%

Primary
P r e - Educaschool tion
(0-5)
(6-11)

Secondary
Education
(12-18)
-37,1%
-43,2%
-53,3%
-35,5%
-30,9%
-49,9%
-39,2%
-6,9%
-29,7%
-44,9%
-58,3%
-41,5%
-34,9%
-52,6%
-40,0%
-4,8%

Tertiary
Education
(19-23)
23,8%
-28,6%
-43,8%
-29,7%
-16,2%
-31,5%
-14,5%
51,6%

115,2%
27,2%
6,4%
10,9%
32,9%
33,8%
81,2%
286,3%

Productive
Elderly
Age
(24-54) (68-79)
411,1%
377,4%
70,6%
148,1%
158,3%
134,6%
267,6%
736,0%

Oldest-old
(80+)
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With relation to the point c) it has to be highlighted that over the
period 2004 to 2050, according to Eurostat projections, fertility rates
are expected to remain well below the natural replacement rate of 2.1
children per woman; in the baseline scenario the rise in fertility rate will
be moderate, reaching the 1,6 value by the middle of the century (Table
7). The recover will be particularly signiﬁcant in the EU-12 (EU-10 plus
Bulgaria and Romania), after the transitional shock of nineties. UNPD

Bio-Demographic aspects and deﬁnitions of population
ageing
What is ageing? It is a natural phenomenon linked to changing
patterns of morbidity and mortality and the socio-economic determinants of such changes.
High longevity phenomenon: lower mortality rates at older
ages.
Death rates are stabilizing after some threshold? Empirical evidence shows that survival probability curves have become increasingly rectangular on the right-hand side (mortality compression).
What is an ‘old’ person? The 65 years age has been a dividing
criterion for more than a century. A century ago hardly 25% of a
representative generation reached this age and in a unhealthy state.
Today 90% of a representative generation would pass that threshold
in much better health. Life expectancy is projected to continue to
increase by about one year and a half per decade: For the EU27, life
expectancy at birth for males is projected to increase by 6.5 years
between 2004 and 2050. For females, life expectancy at birth is projected to increase by 5.2 years.

Source: UNPD – Population projection medium variant, 2005

Albania
Bosnia
Bulgaria
Croatia
Serbia/M.
Romania
Fyrom
Turkey

Country

Table 6

2004
1.23
1.20
1.29
1.53

2010
1.24
1.25
1.34
1.57

2020
1.44
1.34
1.40
1.60

2030
1.56
1.44
1.47
1.60

2040
1.58
1.49
1.50
1.60

2050
1.58
1.50
1.50
1.61

∆
0.36
0.30
0.21
0,07

382.674
486.327
7.801
82.532
57.888

EU-15
EU-27
Bulgaria
Germany
Italy

1.1.2051
With migration
384.356
470.201
5.038
74.201
52.387

1.1.2051
Without
migration
345.889
431.218
5.290
65.221
46.610

∆%
With
migration
0,1%
-3,3%
-35,4%
-10,1%
-9,5%

∆%
Without
migration
-9,7%
-8,3%
-32,2
-21,0%
-19,5%
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The UN demographers assume a smaller net cumulated immigration from outside the EU 27: roughly
33 million persons until 2050.

5

EUROPOP projections of net migration ﬂows show that in EU-10
net migration will turn positive in 2019, reaching 100.000 in 2026 and

1.1.2004

(.000)

Table 8

These differences in the fertility values let to very dissimilar scenarios
regarding population ageing and declining. The UNPD medium variant
threshold - 1,85 - is the equivalent of Eurostat high fertility scenario; this
scenario put off to 2043 the starting year of EU-27 population decrease.
As regards the points d) and e) we can see that in the Eurostat
baseline scenario 49 million immigrants will almost neutralise the EU27 population contraction; the role of immigration in offsetting natural
decline (but not ageing) will be essential as immigrants will reduce by
more than seventy per cent the contraction in the EU-27 in the no-migration scenario and will stabilise the population in the EU-15, where
about 96% of this ﬂow will concentrate5 (Table 8).

Source: EUROSTAT (2007).

EU-10
Bulgaria
Romania
Eu-15

Table 7

medium variant projections instead assume in the last revisions (2004
and 2006) that the EU 25 will experience a considerable rise in the total
fertility rate: from the current level of 1.45 children per woman to 1.85
children per woman. This assumption is at the moment questionable,
as the catching-up with the latter value presupposes – many scholars
would argue - major and lasting changes in individual and collective
values and behaviours, not to mention policies.
Observed
1995-2005
-265
390
-50
-25
-200
-100
-500

Projected
2006-2050
-475
0
50
-90
-270
-450
-300

Source: Golini (1999)

Figure 1
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The population ageing will have profound and diverse consequences
(Figure 1). With regards to the socio-economic consequences it will inﬂuence
directly growth prospects, labor markets developments and all the components
of age-related public expenditure, namely not only pensions systems but
health care, long-term care, unemployment beneﬁts and education.

Main socio-economic effects

Source: UNPD – Population projection medium variant, 2005

Albania
Bosnia and Erzegovina
Croatia
Fyrom
Serbia + Montenegro
Bulgaria
Romania

(in thousands)

Table 9

remaining broadly constant thereafter. Hungary and Czech Republic are
projected to attract the bulk of migration ﬂows to EU10 member states
(0,8 and 0,6 million respectively). Bulgaria, Romania and the Western
Balkans, with the exception of Croatia, are supposed to register negative net migration throughout the projected period.

economic components

Population

Working Age

| | demographic components |

Population

Labour Productivity
2004- 2011- 203110
30
50
1,5
2,0
1,7
3,6
3,1
1,9

Source: EPC and European Commission (2005)

Potential Growth
2 0 0 4 - 2011- 2 0 3 1 10
30
50
2,4
1,9
1,2
4,5
3,0
0,9

Employment
2 0 0 4 - 201110
30
0,9
-0,1
0,9
-0,1
203150
-0,5
-1,0
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After the Lisbon Strategy 2005 relaunch, the Growth and Jobs Strategy considers two headline
targets: investment of 3 % of Europe’s GDP in research and development by 2010 and an overall
employment rate of 70% by the same date (sub-targets: females employment rate of 60%; older
workers employment rate of 50%).

6

EU-25
EU-10

Table 10

The effects of ageing on the labour market, in particular the decline
in working age population, will be counteracted, during the next ten
years, by the rise of the employment rate, that is the proportion of
working age population in employment. The overall employment rate
is projected to rise from 63 % in 2003 to 67 % in 2010 and to reach
the 70 % Lisbon employment rate target around 20206. Older workers
employment will grow by 19 percentage points; half the increase will
be due to the already enacted structural reforms.
But the employment rate will counteract the effect of ageing up to 2017,
as from 2018 the ageing effect will dominate and both the size of the working-age population and the number of persons employed will shrink.
This employment trend will result in a decline of potential GDP growth
rate, the employment determinant of growth will turn negative around
2017 and the labour productivity determinant of growth will become
the dominant or the only source of growth. This employment trend
compounded for the EU-12 with the effects of the maturity (or near conclusion) of the convergence process on the productivity’s positive gap
with the EU-15, will result in a severe decline of potential GDP growth
rate in the last two decades of the projected period (Table 10).

|

| productivity |

Employed

GDP
Employed
WAP
GDP = ------------- * ------------------ * ---------------- * Population

The population ageing will have also major indirect effects on potential GDP growth rates and their determinants (productivity, capital
deepening, etc) as the following relation between demography, aging
and GDP shows:

55-64
70%
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As for the public expenditure the population ageing will inﬂuence not
only pensions systems but all the components of age-related public
expenditure: health care, long-term care, unemployment insurance and
education. The baseline projected changes for EU-25 in age-related
components of public expenditure between 2004 and 2030/50 as percentages of GDP, as shown in Table 12, mean that savings on unemployment and education components will not offset the steep projected
rise in the cost of pensions, health care and long-term care.

Source: European Communities. DG-ECFIN (2006)

Individual Productivity by age groups
15-24
25-49
50-54
80%
100%
90%

Table 11

Improvements in productivity, highly attractive in their own right,
would counterbalance much of the economic shortfall? The EU additional productivity growth required to meet the additional burden on
the economy created from pensions would be between 0.1 per cent
and 0.3 per cent annually in the ﬁrst decade, increasing to 0.5 per cent
per year by 2025: this target is not easy to achieve.
One of the most debated and controversial themes is the relation between
the effects of ageing on labour productivity and Total Factor Productivity
(TFP), as labour productivity is a very complex topic in itself regarding his
driving forces (human capital formation; capital deepening; TFP growth; others factors) or issues (convergence and the role of savings and investments;
ageing ; innovation exogeneity or endogeneity). Moreover long-run projections on productivity are sensitive to changes of market regulatory intensity,
the ﬁnancial markets structure, the degree of product market integration,
the size of knowledge investment (R&D intensity) and education levels, so
that it is particularly tricky to identify and projects the effects of labor force
ageing. The empirical evidence linking ageing directly to productivity trends
is far from convincing and doubts exist regarding whether the association
or direction of some effect is positive or negative.
Is ageing inducing deterioration of the quality of labour input? Productivity in the individual life span follows a bell-shaped proﬁle (Table 11),
but what about cognitive abilities decline after 50 years? There is no
evidence of dramatic productivity decline in the 45-60 age bracket, as
the effect of age is offset by the effects of experience, which becomes
more important in a service and knowledge society.

‘04
23,5
21,1
19,3

‘50
3,4
2,9
2,4

‘04
4,6
4,7
4,4

‘30
4,0
3,2
3,3

Total

Education
‘30
25,4
19,4
20,8

‘50
29,1
19,2
26,2
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The rationale for further action: actual exercises project the actual
average exit age from the labor market to increase by one year by 2050,
but life expectancy at the actual formal retirement age (65) will increase
in average by four years. Moreover it is necessary to make a distinction
between actual and formal retirement age: while formal retirement age
is 65 in many EU-27 states, actual retirement age is commonly about
58 or 59. Preservation of today’s actual population support ratio would
require actual retirement age to rise in six/seven years, to 66, and an
increase of formal retirement age to 72 years by 2025.

Pension reforms

To cope with the impact of ageing populations Most of EU countries
have a window of opportunity to carrying out the structural reforms
agenda before employment become to contract. This window is large
little more than 10 years from now for the great majority of EU members
- so a “fast closing” window. The new member states of 2007 do not
have this opportunity: so Bulgaira and Romania will have to implement
without delay the reforms needed to deal with the socio-economic
effects of ageing population.

Some observations on the future reforms and policies in
a ageing population context

Regarding health care and long-term care, provision for dependent
elderly in the EU-10 does not yet seem completely established. In the
majority of the new member states of EU-12, private insurance for ageing-related contingencies is almost non-existent, provisions for longterm care is not covered by a speciﬁc law and it is the welfare system
that provides for the long-term care given by health services.

Source: DG-ECFIN/EPC (2006), (*) EU-10 excluding Poland.

EU-15
EU-10
EU-9*

Health Care L o n g - t e r m Unemploycare
ment
Beneﬁts
‘04 ‘30 ‘50 ‘04 ‘30 ‘50 ‘04 ‘30 ‘50 ‘04 ‘30 ‘50
10,6 12,1 14,4 6,4 7,4 9,0 0,9 1,2 1,9 0,9 0,7 0,5
10,9 9,9 10,2 4,9 5,8 7,1 0,2 0,3 0,5 0,4 0,2 0,0
8,8 10,4 15,2 5,5 6,4 7,7 0,3 0,5 0,8 0,3 0,2 0,1

Pensions

Table 12

7

In 2005 the employment rates in the EU-25 for the age classes 60-64/65-69 were 26,7%/8,2%.
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Family issues as the reconciliation of work and family responsibilities,
child and family poverty, and gender equality are issues that not only
have not to vanish from the political agenda but also became priorities to
which future governments have to be well committed. Some reﬂections
on support for families are needed in this respect: cash support for

Family support policies

Health consciousness is improving but from a low level in EU-12,
moreover the systems of healthcare are partly obsolete and still focused
on illnesses, while the infrastructure of care is outdate.
The ageing population will lead to an increase of the number of
severely disabled persons, with a marked increase in growth after
the 2020, the great share will consist of married people or single with
surviving children, less in need of formal care. So the most vulnerables
(elderly living alone) will no increase as those who beneﬁt from potential
carers, but there is uncertainty on the behaviour of these carers as the
pressure of the increase in care needs will weight on them. Therefore
policies will need to be also adjusted to support family carers.

Health reforms

Labour market reforms are the ﬁrst key instrument available to face
the economic effects of ageing population and ageing changes. In
2007 in the EU-27, only 64,4 per cent of the nominal ‘working’ population aged 15-64 was economically active (63,4% in 2005), while the
employment rate for the older workers (55-64 years) was 43,5%7. This
rates are the lowest of any major industrial area in the world. Mobilising this huge unused capacity, in which existing foreign populations
are disproportionately over-represented already, would address many
economic and social problems
An ageing population means that European society must be ready
to help more people to work and to work longer with employment policies that help people to ﬁnd jobs at every stage of their working lives
removing barriers for those who wish to work.
The Anti-discrimination Directive was issued in 2000: the directive
requires all member states to introduce age discrimination laws implementing the directive by December 2006.

Labour market reforms
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8
For instance it would be unrealistic to curb the illegal immigration without a policy initiative against blackmarket in general, not only concerning immigrants from third countries. Black-market labour represent
around 15% of all jobs available in Europe.

An ineffective or unbalanced (in policy terms) approach to migration
would result in the medium term in the strengthening of issues and
disequilibria related to the ageing as immigration is just a temporary
remedy for population aging and it could induce policy-makers to avoid
some much needed reforms above mentioned (labour markets; family;
education; etc.). At the same time only the implementation of this set
of reforms could make migration policies effective and simultaneously
allow the average European fertility rate start to growth, the only suitable way to stop population aging in the long term8.

Migration Policies

UNESCO has initiated a policy debate on the impact of demographic
shift on higher education institution, as future growth will depend by human
capital growth as a resultant of the interplay of population, health and education trends. In the “Population Balance” approach we see that optimal
fertility rate can be below 2.0 if future cohorts are better educated.
In the last decades education expansion combined with youth unemployment has led to family formation postponement. Education reforms
can shorten the length of education (same qualiﬁcations with efﬁciency
gains), hence shortening the life-cycle phases that precede childbearing. Education reforms can create conditions such that couples chose
to have children while still studying, allowing the speciﬁc period birth
rate, and so the total fertility rate, to growth.
Education policies can also play a major role in changing the policy
approach of life-cycle, migration and life-long learning.

Education

families and working parents is often considered too low and just
effective in tackling child and family poverty. It seems far more effective
to unite cash support with health, housing and education services; a
framework law, as the new family law adopted in Slovakia, could be
a suitable tool. In particular it seems useful a re-arrangement of the
family support system in order to overcome the unsolved trade-off
between motherhood and women labour force participation, as mothers with children stand rather poor chances on the labor market when
returning after maternity leave.
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9
At current labour participation rates and in the absence of migration (zero migration variant) Western and
Central Europe’s labour force would decline by 26 million during the period 2005-2025 and by 66 million
during 2005-2050, so between 2005 and 2025 EU 27 would have to add an annual net amount of 1.3
million migrants at working age to its work force. Between 2025 and 2050, this amount would increase
to 1.6 million migrants annually. If at best 70 percent of newly arriving immigrants join the work force, the
annual net gain from migration would have to be in the order of 1.9-2.0 million annually until 2025 and 2.3
million annually between 2025 and 2050.

A lot of methodological caveats can be raised about the projections
showed and commented on; for instance there is plenty of assumptions
for each component (a much-used one is the convergence of EU-12
socio-economic indexes to some value or level, the so-called catchingup process). Moreover there is not agreement about projections assumptions: European Commission Economic Policy Committee experts
criticized UN 2004 revision for unrealistically high levels of fertility and
slightly higher mortality that result in younger populations.
Finally the robustness of demographic projections to different assumptions on mortality, fertility and migration is high until 2020 but
in the following decades the uncertainty about future longevity gains
and fertility rates account for a large range of results, particularly for
Dependency Ratios, by 2050.
However demographic changes, in particular ageing, are unavoidable
at this stage of demographic development. This has been conﬁrmed not
only by the United Nations projection, but also by the Eurostat projection starting from 2004, and by the CEFMR forecasts. Will the consequences of these changes be detrimental to societies? Consequences
are very difﬁcult to predict, as they will, to a large extent, depend on the
policies adopted by governments and societies’ readiness to accept
necessary changes.

Conclusions

How much migration would be needed to counteract the effect of
ageing on the working age population if labour migrants are allowed
to compensate wholly for it? Between 2005 and 2050 a net migration
gain of 95 million people (doubling the Eurostat projected ﬂows in the
baseline scenario) at working age (15-65) would be required to add 66
million economically active migrants to Western and Central Europe’s
labour force. This would lead net migration well above European levels
of the last decades9 but it is also undeniable that migratory pressure
will continue or, likely, intensify for income differentials permanence,
in combination with relative population size and rates of increase of
EU’s neighbouring areas.
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The challenges posed by the combination of ageing populations
and workforces and the social, economic and the environment strains
created by the globalisation are daring. If we look at population ageing
economic long-run effects, we see that some effective policy responses
can be designed well in advance and currently several European
countries can take advantage of a decade-long window of opportunity
for implementing them easily. To offset the effects of ageing it appears
reasonable to conclude that EU countries will have no option but to
embark in this decade on a sustained, and extensive process, of human
capital and R&D investments coupled with policies aimed to increase the
participation rate. In the absence of mass migration only a combination
of Scandinavian labour force participation rates for all EU 27 countries
plus a rise in retirement age by 10 years until 2050 – could compensate
for the impact of demographic aging on the work force.
If there is no reaction or adaptive attitudes prevail (policies will go
on facing the effects of demographic change, not the causes) some
serious socio-economic risks and threats will arise.
Europe economic stability and growth perspectives could be jeopardised by: the increasing ﬁscal burden and public debt via increasing
expenditure and overall decline in the working population; the decline in
investments in physical capital caused by decreasing private savings;
the productivity decline and labour costs increase due to decreasing
returns from physical capital; the decreasing innovativeness due to the
age-speciﬁcity of innovations.
Europe social cohesion could rapidly decrease via mounting social

(socio-economic decision making)
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inequalities due to; intergenerational conﬂicts (age discrimination on
labour markets; increasing competition over scarce resources); heavier
ﬁnancial burden on the working population to provide means for the
aged; increasing burden on dependent elderly family carers, specially
from 2030 onwards. So a radical rethinking of population policies will
be soon inevitable to ensure a balance between the generations and
to ﬁnd new bridges between the stages of life.
To ensure a return to a lasting demographic growth or (more likely)
stabilisation, policies affecting fertility have to become a priority issue
on the social agenda. This does not mean a future coming-back of pronatalist policies but rather a strengthened focus on policies dealing with
family issues as the reconciliation of work and family responsibilities,
gender equality, child and family poverty, housing, health and education
services. The key variable for a successful implementation of this set of
policies is the awareness of European society/public opinion about the
relevant changes above mentioned: present fertility levels, if maintained,
point to eventual rapid rates of population loss and de facto towards
population collapse; the boundaries of working-age population class
will shift rightward in the next decades as a results of the extension
and deepening of education and training/learning in addition to work,
the knowledge society effects and healthy elders.
Sooner or later also policy makers will face the question about the
kind of society Europeans would like to be part of. What value do we
attach to children? A radical rethinking of children’s value to European
society and a change in reproductive patterns of EU population are
needed. Do we want to give families, whatever their structure, their
due place in European society? So far no European Directive relating
to benchmarks for EU birth rates, death rates or household structure
has been formulated, but the possibility of harmonised EU demographic
optima has already been raised.
Some preliminary actions and good practices has been suggested
by European Commission, prominent scholars and working groups of
economists and demographers from EU bodies (Economic Policy Committee’s Working Group on Ageing Population), the UN-system (UNDP;
UN Population Department) or independent institutions (Population
Council). The most signiﬁcant are:
 The EU should promote exchanges and regular analysis of the
demographic change and its impact on societies and all the policies concerned.
 To intensify the European social dialogue regarding the manage-
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ment of demographic change; to assign a prominent role in the
dialogue to civil society and young generations.
 The demographic change has to be made an integral part of EU
internal and external policies.
 The European coordination of employment and social protection
policies has to include the demographic change dimension.
 UE ﬁnancial instruments – particularly the structural funds - needs
to take a better account of demographic changes

THE FUTURE OF EUROPE

PANEL:
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The EU is back on track. The phase of paralysis is over. At the end
of a phase of growing Euro-scepticism, conﬁdence in Europe has risen
again: Public approval of the EU has grown massively (Euro barometer
06/2000).
The EU’s ability to take action has been strengthened. Europe is
tackling future challenges determinedly. The EU brings concrete
and tangible beneﬁts for citizens.
The main results of the German Presidency are:
- breakthrough on the Treaty Reform was achieved:
- future-looking decisions in favour of an integrated and energy
policy;
- strengthening of Europe’s competitiveness and social dimension;
- greater security, strengthening of citizen’s rights and European
migration policy; -development of the European Area of Security and Stability.
For the ﬁrst time a joint eighteen-month programme was drawn by
the Trio Presidency of Germany, Portugal and Slovenia. This was
an important contribution towards greater coherence and continuity.
Germany was able to advance the partners’ main issues and focuses.
The partners will continue the major achievements of the German
Presidency. Beyond
The programme platform there is a lively exchange at all levels between the partners on European issues.
A compromise was reached on a new Reform Treaty. According to
the agreement the Reform Treaty should be:
- a classic treaty rather than a constitutional concept. The institutional package and key innovations in the Constitutional Treaty
are however to be mostly preserved.
- a clear mandate was given to the Portuguese Presidency for an intergovernmental conference which should be completed by the end of 2007.

Gudrun Steinacker
Deputy Head of Embassy
Embassy of the Federal Republic of Germany to Bulgaria, Soﬁa

Europe - Succeeding Together
Stocktaking of Germany’s EU Presidency 2007
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- The aim will be: Ratiﬁcation of the Reform Treaty by all EU Member
States prior to the 2009 European Parliament elections
The EU has resolved the constitutional crisis and ended its paralysis.
The Treaty will enabled the EU to address the new challenges and issues crucial to our future.
On 25 March the 50th Anniversary of the Treaties of Rome was
celebrated in an informal meeting of the heads of state and government in Berlin. The Berlin Declaration adopted at that occasion sends
important signals for the ongoing reform process.
The European Council under the German Presidency in March
aimed at an integrated European climate ad energy policy. The most
important results were decisions on climate protection and the Energy
Action Plan. On climate protection the EU is assuming the global lead
role and opinion leadership. The EU is initiating a structural transition
towards an energy-efﬁcient economy with low greenhouse-gas emissions. The EU has pledged to reduce greenhouse-gas emissions by
30% by 2020 (compared to 1990) if the corresponding international
agreements are forthcoming. Notwithstanding this, the EU aims to
reduce emissions by least 20% by 2020. This is an important stage
on the road to the climate agreements reached at the G8 Summit in
Heiligendamm in June 2007 and the EU-Japan and EU-Canada Summits. The decisions also prepare the EU position for the vital post-2012
talks from the end of 2007. The Energy Action Plan (2007-2009) is a
milestone of European energy policy, contributing towards security of
supply, competitiveness and environment-friendliness in equal measure. It links energy efﬁciency with the promotion of renewable energies, binding targets of 20% energy saving by 2020 and an increase
in share of renewable energies to 20% by 2020. Decisions were taken
on the completion of the Internal Market for electricity and an increase
in security of supply and a commitment to solidarity. It was agreed to
promote energy research and technology and to develop a common
energy foreign policy for cooperative relations between producer,
transit and consumer countries.
In the European Council the completion of the internal market in
order to increase Europe’s international competitiveness stood also on
the agenda. Important steps were taken towards better regulation and
reducing costs of bureaucracy and to improve Europe’s business environment. These include a pledge to reduce by 25% the administrative
burden due to EU legislation by 2012. Success was reached in projects
of direct beneﬁt to the consumer, including rapid conclusion of the
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Roaming Directive for cheaper mobile telephone calls, agreement on a
European Payments Area to make Europe-wide bank transaction easier..
Conclusions were drawn of central Internal market projects, including
the modernization of the customs code, measures to facilitate trade in
goods, continuation of the Internal market in ﬁnancial services.
Major progress was made on the establishment of the European
Technology Institute (ETI) for excellent and applicant-relevant research. The Commission was asked to present, by the beginning
of 2008 an integrated strategy aimed at promoting eco-innovation;
preliminary work carried out by the Environmental Council. It was decided upon the start of the 7th Research Framework Programme with
a budget of approx. 54 billion euro (2007-2013) and the creation of the
European Research Council..
The EU’s social dimension was not forgotten by the German Presidency. The signiﬁcance of social policy as part of the Lisbon’ strategy
was clearly underlined. The debate on the European Social Model was
continued and linked to concrete proposals. A European employment
policy should bring about the concretization of the ﬂexicurity principle
with a particular emphasis being placed on the concept of “good work”.
The establishment of the “European Alliance for Families” as a platform
for exchange at Member state level on family policy and demographic
issues was agreed.
Security issues are a major concern for the EU- Therefore the
interest of the citizens are now at the centre of European justice and
home affairs policy: More security while retaining open borders and
strengthening civil rights. Progress on police cooperation in the ﬁght
against terrorism and organized crime was made, e.g. due to improved
exchange of data within the EU legal framework (Treaty of Prüm). At the
same time progress was made on the protection of personal data.
Justice cooperation was improved as a result of the networking of
criminal registers. An agreement was concluded on a framework decision to combat racism and xenophobia for a tolerant Europe. Conclusions were drawn of civil-law projects designed to make it easier for
citizens to live in a borderless Europe, for example easier assertion of
cross-border maintenance claims.
In order to create an Area of Freedom, Security and Justice a
coherent EU migration policy was further developed, including more intensive partnerships with countries of origin and transit aimed at halting
illegal immigration; expansion of the overall approach to encompass the
EU’s eastern and south-eastern neighbouring regions and strengthen-
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This article is based on a presentation of the German Federal Foreign
Ofﬁce to whom I would like to express my gratitude- I woud also like
to thank the Economic Policy Insiitute for inviting me to the “Summer
Seminar” 2007.

ing the common protection of the EU’s external borders (Frontex).
Steps were made towards the expansion of the Schengen area to
include new Member States.
including preparations for the timely abolition of internal borders.
Major progress was achieved on the negotiation of a new agreement
with the USA on the exchange of passenger name records (PNR).
Of particular interest for the latest two Member States Bulgaria and
Romania is the expansion and development of the European Neighbourhood Policy (ENP) aiming at expanding and developing the
European area of security and stability. The Presidency’s progress
report was adopted, which initiates medium-term measures for all partners: including improved access to the EU internal Market, increased
cooperation, e.g. in the ﬁeld of energy, and greater joint migration
management. The EU Central Asia strategy was adopted (including
common energy policy, education policy, promotion of rule of law) and
concrete further steps were made in the EU-Russia cooperation, in
particular in the ﬁeld of energy cooperation.
Finally the EU’s capacity in active crisis management and towards
strategic partnerships was enhanced, by revitalizing the Middle East
Quartet and supporting the Arab peace initiative. The EU actively und
uniformly supported the Kosovo status process based on the Ahtisaari
proposals. First steps were taken to revitalize the European perspective
for Serbia. The successful EU-USA summit resulted in the strengthening of the transatlantic partnership, particular regarding a better
framework for transatlantic economic relations and conclusion of an
air transport agreement. Negotiations for a WTO-compatible free-trade
agreement with India and ASEAN were started.
The German Presidency was convinced that the European Union is
a unique success story. It is the vital guarantee of peace and prosperity
of democracy and stability in Europe. Due to the collective efforts of all
EU Member States the EU is today better equipped to shape domestic
and foreign policy according to its values.
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The ﬁrst wave of the “Eastern” enlargement of the European Union
embraced ten countries, ot of which ﬁve belong to East Central and
three to Northeastern Europe. After three years of full membership
some short- and medium-term trends can already be identiﬁed. It has,
however, to be noted at the very beginning of this article that despite
full membership transitional periods in several important ﬁelds are still
in force. Part of them is rooted in the accession treaties that stipulate
transitional periods both for the “old” and the “new” member countries.
Concerning the EU-15, the most important barrier is represented by the
national labour markets that have been only partially opened. In fact,
they remained closed in two of the most important member countries,
Germany and Austria. Concerning the new members, the liberalization
of the purchase of agricultural land can be delayed until 2011 (not all
new members made use of this possibility). Furthermore, both for ﬁnancial and technical reasons, adjustment periods have been introduced
in some areas, particularly environmental protection and transportation. Another group of the “full membership minus” status contains
the mechanism of direct payments for farmers, for the new members
started with 25 % of the sum to be paid to the farmers of the EU-15
countries. Finally, the accession to some key areas of the European
integration deﬁnitely needs several years of preparation. Such is the
Schengen project or joining the monetary union. In the ﬁrst case, most
or all new members of 2004 are expected to become full participants in
the Schengen zone by the end of 2007. More diversiﬁed is the picture
of preparing for membership in the Economic and Monetary Union (until
now Slovenia only was allowed to join, although several other countries
would like to qualify in 2008-2009).

Introduction

Prof. András Inotai
Director General, Institute for World Economics, Budapest;
President, Economic Policy Institute, Soﬁa

Experience with and Lessons from Three Years
of EU Membership. General Features and
Selected Hungarian Indicators
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Irrespective of the above “deﬁcits” in the integration status of the new
members, ﬁrst experience gathered after the accession to the European
Union (EU) in May 2004 can be summarized. Not less importantly,
also some lessons can be formulated for future members on how to
get even better prepared, how to make best use of the pre-accession
period and what should be avoided in the aftermath of accession. The
following considerations are based on cross-country comparisons and
personal experience with the Hungarian case.
Despite some smaller differences negotiated in the national accession treaties, all countries of Central and Eastern Europe (CEE) entered
the EU with the same conditions and the same expectations. Concerning the latter, it was obvious and self-evident what kind of a European
integration they wanted to join. Such a question did not form part of
any discussion before membership, including the national referenda.
All countries wished to become member of an EU that:
(a) is open to the world in general, and to the continuation of the
enlargement process within the geographic boundaries of Europe,
in particular,
(b) is characterized by a predominantly future-oriented attitude
instead of turning back to the (not so glorious) past of the continent,
(c) can prove its competitiveness in the global economic, and
increasingly also political, framework,
(d) remains solidarian to the new members that, without any exception, had a lower level of development, at least as indicated
by per capita GDP ﬁgures.
It is not the goal of this paper to examine to what extent the EU could
satisfy the above expectations. Also, deviations in the expectation pattern of the individual new members will not be studied here. Of course,
such a separate survey would be extremely important and timely, even
if the time horizon to draw longer-term conclusions seems to be too
short. Namely, European values, the „mission” of the integration and
the leadership question should undergo a fundamental discussion and,
as a result, a clear reorientation of European integration. However,
the aim of this paper is much less demanding. It focuses on two issues. First, it tries to highlight the experience with membership based
on the developments and the adjustment process realized between
May 2004 and May 2007. Second, and based on such experience,
it intends to put together some conclusions and recommendations to
future members.
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Experience with membership
(a) A methodological remark has to be made in advance. New (and
old) member countries are by far not only inﬂuenced by the
developments in the process of European integration. There
are at least three levels of factors that inﬂuence the behaviour, the manoeuvring room, possibilities and limits of a given
member country. First, global developments affect all member
countries, even if not always simultaneously or with the same
strength. Second, as members of the integration all of them
are inﬂuenced by different integration policies. Third, and not
least importantly, domestic processes, economic, social and
political pressures constantly shape both the situation and the
public opinion in the respective country. Thus, the impacts of
integration can hardly be separated from other inﬂuences.
This, however, generates a complicated picture in which it
is not easy to separate global, community-level and national
factors. Even worse, one has to face constantly the temptation
that all, and mostly adverse (or negatively felt) developments
can be attributed to the European integration in general, and
to Brussels, in particular. It is an overall and lasting experience
that both politicians and part of the public opinion used to opt
for the easier solution of explaining why some expectations
could not be fulﬁlled. In a historical retrospective, it has always been easy to ﬁnd an external factor that could be made
responsible for the mistakes of local policy-makers, be it a foreign power exercising direct or indirect inﬂuence on the given
country or an international institution (e.g. IMF, World Bank,
etc.). Without trying to honestly separate different inﬂuential
factors it is not only very difﬁcult but also highly misleading to
make an objective and balanced analysis of the role of the EU
and the experience with accession. Evidently, in some cases,
the direct and not always benign impact of Brussels can be
identiﬁed. The European integration does not develop always
in the direction most or some member countries would like to
anticipate. However, in most cases it is a member country’s
resistance that blocks progress. In addition, it is often forgotten that decisions on the community level are not made by the
Commission, independently from the member states, but are
the result of compromises among „national interests” achieved
in inter-governmental discussions (Council).
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(b) In most CEE countries, accession expectations were accompanied by several fears and anxieties, many times artiﬁcially
exaggerated by opposition parties. Such fears included higher
prices, more unemployment, massive bankruptcy of small and
medium-sized domestic companies, net contribution to the EU
budget and the loss of political sovereignty. Needless to say,
such adverse developments did not take place. If, still, some
negative impacts could be felt, they were mainly due to other
factors, including global developments (higher energy prices)
and mistaken or several times postponed domestic economic
policies (price subsidization, large share of state-owned and
artiﬁcially kept companies, protected economic environment
to otherwise uncompetitive small and medium-sized ﬁrms, or,
most frequently, the time-related interaction of integration and
(delayed) transformation impacts. To be sure, high growth rates
in general had little to do directly with accession. They have
been – and still are – the result of successful transformation,
belated catching up, the availability of hidden productivity
reserves, structural change and, can, of course, also be attributed to the low starting level of economic development
(mainly in Southeastern Europe and in the Baltics).
Price changes due to world market developments (e.g. oil
and gas) or to shifts in the national price policy (e.g. lifting or
maintaining of price controls) have nothing to do with accession. In addition, most countries have entered the EU with a
largely open, liberalized economy, in which adjustment to world
market prices occurred well before 2004. Membership-related
price changes were constrained to higher excise duties on
tobacco and alcoholic beverage well before membership (as
part of the conditions negotiated earlier and incorporated into
the accession treaty) and to the harmonization of the valueadded tax system (the abolition of the zero tax bracket on a
few commodities but mainly on selected service activities).
On the other hand, membership contributed to lower prices
due to two factors. First, with very few exceptions, national
external tariffs were higher than the EU common external
tariff that had to be implemented from the very ﬁrst day of
membership. Therefore, the prices of imported goods were
reduced. It is another question, how much the ﬁnal consumer
could perceive from the price reduction, since the gain from
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the tariff difference could be realized by or distributed between
the exporter, the importer, the domestic distributor and the user
of imports by a domestic manufacturing company. Second,
keener competition, particularly in the rapidly spreading retail
channels, has deﬁnitely constrained any effort to increase
prices and started to develop a „competitive price reduction”
campaign (and „culture”).
Employment levels did not change substantially. Countries with
high unemployment remained characterized by high ﬁgures,
while those with relatively low unemployment did not report
relevant changes either. This can be explained by the fact that
all new members started a fundamental adjustment process
at least a decade before EU accession and were able to carry
out most employment-related structural changes at due time.
In case lower unemployment ﬁgures can be observed, this
phenomenon is more connected with emigration of the local
people to those EU countries that opened up their national
labour market than to a substantially changing domestic environment. Neither the slightly increasing unemployment ﬁgures
in Hungary (from 6.2 to 7.5 per cent that is still the second
lowest ofﬁcial ﬁgure behind Slovenia and much better than the
EU average) can be directly related to EU accession. In the
background of such development one can ﬁnd the changing
domestic structure of social beneﬁts that became dependent
on the registration of every beneﬁciary in the respective labour
ofﬁce as a person who is unemployed at the moment but is
looking for job opportunities. Still, in the next years, partially
and temporarily higher unemployment cannot be ruled out in
any of the new member countries. This could result from the
unavoidable capital concentration after more than 15 years
of transformation that would force a large number of small (in
many cases one-person) companies to give up their previous
activity or join larger production or service units. This is a fundamental precondition of preserving or further strengthening
competitiveness. The role of EU membership is indirect, since
it forces companies to remain or become competitive. However, the EU does not directly affect the way in which higher
competitiveness should be reached.
(c) One of the most visible impacts of membership could be identiﬁed in trade relations. Certainly, all new member countries had
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been reorienting their trade relations towards the EU from the
ﬁrst half of the nineties. At the moment of membership, some
countries, as the Czech Republic, Hungary, Slovakia and Slovenia had a much higher EU share in their total exports (and
imports) than most „old” EU members. Also their level of trade
openness approached that of the smaller EU-15 countries. Due
to the free trade framework practiced after 2001, accession
was not expected to generate huge additional trade creation
impacts. Still, substantial and positive developments occurred
in four areas. First, the full liberalization of trade in agricultural
products started at the moment of membership. The immediate impact was a dramatic increase in agricultural trade, both
exports and imports, although with different country-related
features that were by far not disconnected from the agricultural
policies and the export potential of the given country (Polish
exports performed much better than Hungarian ones). Second, in many areas, trade in services experienced a dramatic
increase, even if comprehensive and comparable ﬁgures are
not yet available. Third, small- and medium-sized companies
became substantially more active, due to the high level of legal
and institutional security provided by membership. Fourth, and
ﬁnally, the most dramatic change happened in trade among the
new member countries. On paper, the Central European new
members had a free trade agreement, however, it has never
been fully implemented. On May 1, 2004, however, all new
members had to transfer their national trade policies to Brussels. In consequence, no more protective measures could be
applied in their trade with each other. As a result, regional trade
among new members skyrocketed and the share of them in
the respective total exports and imports grew substantially. In
addition, partly also previous trade patterns started to change,
including the commodity structure or the bilateral trade balance.
For Hungary, between 2003 and 2006, the share of trade with
the new members (excluding Cyprus and Malta) in total trade
registered an increase from 7.5 per cent to 13 per cent in exports and an increase from 8.1 to 10.6 per cent in imports. Not
less importantly, traditional trade deﬁcit (about Euro 550 mn in
2003 and 2004, respectively) was converted into substantial
trade surplus (Euro 1.140 mn in 2006), with a net improvement
of Euro 1.6 bn in the trade balance with the new members.
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(d) For several reasons, the attitude of foreign direct investments
(FDI) did not change substantially as the result of accession.
First, investment decisions have anticipated membership well
before the political decision was taken or the accession treaty
was signed. Most companies that wanted to be located in the
region did it well before and in the strong conviction of EU
membership of the respective country. Second, concerning
the behaviour of FDI, the new member countries can hardly
be compared, since they were at different levels of attracting
foreign capital (from privatization over green-ﬁeld investments
to extension of previously started activities). Also, the market
orientation of FDI indicates differences (domestic market- vs.
regional or global orientation). Moreover, ﬁgures on capital
inﬂow are misleading, since they do not include reinvested
proﬁts that used to become the main instrument of ﬁnancing
FDI in countries that opened up ﬁrst to foreign capital and could
develop a highly sophisticated structure of foreign enterprises
in their national territory. Third, investment decisions of FDI
take into account a number of important factors that have little in common with EU accession. The general political, legal
and economic environment, the availability of key production
factors (not least skilled and ﬂexible labour), the size of the
targeted market, the level of development of physical infrastructure or the geographic location of the country used to be
more important considerations than EU membership. In order
not to be misunderstood, it has to be stressed that EU membership does matter, but it cannot compensate for inadequate
host country policies.
(e) One of the most interesting impacts of EU membership can
be observed in the EU labour market. During the ofﬁcial negotiations, Brussels (and the member countries) implemented
restrictions in the way of the free ﬂow of labour upon accession
that individual member countries can extend for a period of up
to seven years (in three stages). In May 2004, three countries,
namely Great Britain, Ireland and Sweden have opened up
their national labour markets to the citizens of the new member
countries. Other countries insisted on different levels of restrictions and controls. After two years of membership, some ﬁgures
are available. They reﬂect a fundamentally diverging attitude to
„migration” from the new members. While about 400.000 Poles
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were registered in the British labour market (part of them used
to work in Britain earlier, and they could „legalize” their work
after membership), only a very modest migration took place
from Slovenia (about 3.000 people), Hungary (12.000) but also
the Czech Republic (22.000). In turn, Slovakia with half of the
Hungarian population reported 50.000 migrants (not including
the ﬁgure of about 25.000 working in Hungary). Even more
interestingly, Baltic countries with China-like economic growth
rates belong to the substantive sending countries. Based on
British ofﬁcial ﬁgures only, about 50.000 people left Lithuania
(with 3.7 mn people or about 2 mn of active population) and
another 35.000 migrated from Latvia (with a population of 2.5
mn and an active labour of not more than 1.5 mn in the best
case). Although large income differences may explain such
huge migration waves, but, at the same time, high economic
growth should work against such a „current”. Moreover, since
most migrants belong to the younger, mostly better skilled and
ﬂexible generation, their lasting loss could seriously impair the
sustainability of the catching up process in the native country.
The longer term impacts of migration require a fundamental
and balanced analysis, not least with regard to the Southeastern European new members, current and future candidates.
In addition, lower level of domestic unemployment should not
be dissociated from the net impact of migration.
(f) Although to different degrees, but all new member countries
became net beneﬁciaries of EU transfers (having Slovenia the
lowest and Poland the highest amounts). However, the current amount of money is just a fraction of what traditional net
beneﬁciaries, as Spain, Portugal, Greece, Ireland, let alone
Eastern Germany, used to get. The annual national envelopes
became „richer” as compared to the money available in the preaccession framework, but, due to the limits deﬁned in March
1999 in Berlin, they were anything but just amounts. Since the
new members joined the EU in the middle of the EU’s current
ﬁnancial framework period (2000-2006), there was no room
to major restructuring and redistribution. However, as of 2007,
they will enjoy much larger amounts of EU ﬁnancial support,
since they could co-negotiate the total amount, structure and
conditions of the new seven-year ﬁnancial package (20072013). Concerning the 2004-2006 period, some important
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points can be highlighted. First, there is a natural discrepancy in the time sheet of payments to the common budget
and transfers from it to the given country. Payments are due
the ﬁrst of every month (in 12 instalments annually) and are
automatic and obligatory. In turn, EU transfers are neither
evenly distributed in time nor automatic. The amount always
depends on the projects that are carried out with EU money
(and national coﬁnancing). In this way, periods can always be
found where the balance between „expenditure” and „income”
does not necessarily point to a net beneﬁciary position. However, on the annual level, and increasing with the years, the
beneﬁciary position becomes more and more evident also in
ﬁnancial terms (since multi-annual projects used to get part
of the EU money after ﬁnishing the undertaking). Second, the
farmers became immediate and evident winners of membership. Although they had to start with 25 percent of the sum
paid out to the farmers of the EU-15, their income situation
improved dramatically. Again, cross-country differences have
proved important, due to the different quality of the national
institutional system (including the timely and professional setting up of the payment agency). Also, the income level of the
farmers showed marked differences from country to country.
Polish farmers became the largest beneﬁciaries to such an
extent, that their overall anti-EU behaviour before membership turned into a substantial pro-EU attitude within a period
of less than two years. According to ofﬁcial ﬁgures, the income
of the Polish farmers doubled, while this indicator increased by
70 percent in the Czech Republic and by about 30 percent in
Slovakia and Hungary, respectively. Third, the real challenge
to be faced will be arriving with the efﬁcient spending of the
much higher amount of EU transfers available after 2007. In
the Hungarian case, the national envelop covering the seven
year ﬁnancial period contains Euro 22.6 bn (or more than Euro
3 bn on an annual average).
(g) Beyond the well-known macroeconomic ﬁgures, the impact
of accession can be measured on a number of other levels
as well. Some of these indicators may even be more telling
concerning the level of integration maturity and adjustment
capacity of the given country than macroeconomic features.
They can be considered as important factors of the sustain-
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ability of longer-term processes and an element of assessing
the degree of „successful membership” a few years after the
date of accession. Here, three areas will be shortly mentioned,
while two fundamental ﬁelds with concrete requirements and
longer-term preparation (Schengen and eurozone) will not
be covered in this paper. First, all member countries have to
apply the basic rules of the EU’s competition policy. Those
companies that violate these rules, will be warned an, in case
of not adjusting themselves to the acquis communautaire, their
case will be put forward to the European Court. Most probably
there is a correlation between microeconomic performance on
the one hand, and the number of issues dealt or to be dealt
with by the Court. Higher level of „integration maturity” used
to be accompanied by less problematic cases and viceversa.
In fact, in the ﬁrst year of membership, the Court had to deal
with 41 Czech problems but only with 12 Hungarian ones.
Evidently, a more fundamental assessment can only be carried out after several years of experience. Second, all member
countries have to transpose EU legislation into their national
law system. In this framework, particular attention is paid to
the EU directives and other legal acts on the liberalization of
the internal market. In this comparison, some new member
countries (such as Lithuania or Hungary) are not only among
the best performers but are better placed than several „old”
members. Again, a more convincing survey requires some
years of experience. However, it can be stated that the new
member countries did not ﬁnd fundamental domestic barriers
to rapid and successful application of new EU rules. Nevertheless, the underlying reasons may ﬂuctuate in a wide range,
from high level of adjustment capability to lower level of resistance by economic interest groups or ossiﬁed institutional
structures, due to the positive and negative consequences
of transformation (e.g. weak institutions, modest bargaining
power of trade unions and other interest organizations, large
number of „empty holes” in the national legislation, etc.).
Third, the Lisbon-related national action plans to be prepared
each year by all member countries is another good criterion
for evaluation. In this context, most new members struggle
with serious deﬁciencies due to their lower level of economic
development and modest domestic resources available to
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across-the-board economic and social modernization. Hungary is worst placed concerning the share of employed people
within the active population. Also its R+D expenditures in GDP
terms are far from adequate, even in comparison with the new
member countries. In turn, serious efforts have been made in
developing the physical infrastructure, a key element of longer
term and sustainable competitiveness. Still, this generated a
negative impact on the budget and confronted with another
important EU requirement of bringing key national economic
ﬁgures nearer to the Maastricht criteria.
(h) One of the areas in which the impact of membership can be
identiﬁed quickly and in a transparent way, is the number and,
not less importantly, the position of national citizens in different EU organizations. Evidently, each country can nominate
one commissioner. New member countries tried to make a
comparison, which could get a more inﬂuential portfolio in the
Commission. In fact, and many times beyond the personal
capacity of the given commissioner, the priority areas in the
EU are constantly changing. For instance, in the last period,
energy (under the Latvian commissioner) and tax harmonization (belonging to the portfolio of the Hungarian commissioner)
have been clearly upgraded. At another occasion, when a
special report is published, the role of another commissioner
is highlighted (e.g. the Czech commissioner when a comprehensive study has been presented on the EU labour market
and the impact of migration between 2004 and 2006). More
telling is the distribution of other positions, since, within the
different EU institutions there are no strict national quotas.
Of course, some balance has to be observed but relevant
„deviations” can constantly be identiﬁed. Considering this
area as an important element of „successful integration”, the
Hungarian performance is among the best ones. After two
years of membership, several hundreds of Hungarian experts
got employed in different EU ofﬁces, some of them in leading
position (general and deputy general directors). Until now, less
successful proved those Hungarian initiatives that aimed at
bringing a special integration agency to Hungary. (The border
control agency was given to Poland, while the setting up of a
technology or energy agency is still in the preparatory stage,
without any decision on the location.)
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The next paragraphs address some critical areas in which the new
member countries in general and Hungary in particular have gathered
sufﬁcient experience that can be taken into account by countries that are
expected to join the EU at a later stage. At this point, it has to be stressed

Lessons, policy-oriented suggestions and
recommendations

(i) In the medium- and longer term, successful integration does not
only imply quick and efﬁcient adjustment to the requirements
of the integration but also an active role in shaping communitylevel policies. Therefore, it is a relevant criterion of assessment
of membership, to what extent the new member countries could
participate in or suggest new EU policies and bring them to the
priority agenda of the EU. In the last two years, some examples
can already be identiﬁed. Poland and Lithuania played a crucial
role in the development of EU relations with the Ukraine, while
Hungary and Slovenia are largely committed to an efﬁcient
policy of Brussels towards Southeastern Europe, particularly
concerning the Western Balkans. All CEE member countries
are fundamentally interested in developing a common European energy policy, and most of them express positive attitude
towards keeping the integration open to further enlargement.
Active participation in community-level policy-making is an
important element of determining and identifying the new role
of a member country that, at the moment of accession, had to
give up part of its „national sovereignty”. Of course, „national
sovereignty”, particularly in the case of small countries, and
in the era of globalization is a more and more relative issue.
However, part of the national society is rather sensitive to it,
and discussion about the topic can easily end up in demagogy
and populism. Therefore, the importance of the new form of
sovereignty called „shared sovereignty” within the EU has to
be adequately underlined. In itself, membership in the club
increases the bargaining power of small countries both in international organizations (WTO) and in bilateral negotiations
with large powers (USA, China, Russia, etc.). The positive
impact of shared or „restructured sovereignty” can be even
better communicated if a member country initiates and takes
active part in shaping selected community-level policies.
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that there is no omnipotent and general recommendation that, at any price,
should be closely followed and implemented by countries with different
political, social and economic characteristics. The situation in the respective country can be different from the environment in which a suggestion
originated. In addition, also the external environment is changing, including
the policies and priorities of the European integration. Still, taking into account the above mentioned limits, lessons learnt in other parts of Europe
can provide useful support to countries that are about to formulate and
implement their respective integration-related strategies.
(a) One of the biggest mistake would-be members can commit
(and, in fact, most of them did it in the past) is to stop adjustment to and preparation for membership at the moment of
successfully ﬁnalizing accession negotiations and/or signing
the accession treaty. One should not forget that candidates
are expected not only to become full member but also a successful member of the community. This is in the interest of the
given country as well as of the previous community. Therefore,
at the latest after ﬁnishing negotiations, a national integration
strategy has to be elaborated that not only determines the
roadmap to full membership and beyond it in the areas covered by transitional arrangements. It should identify the basic
strategic goals of the new member country in all key areas
of European integration. Further institution-building and the
deﬁnition of the most adequate instruments and methods to
achieve the strategic goals should follow.
(b) Most of the crucial domestic reforms that inﬂuence „successful
membership” should be initiated or largely implemented before
accession. Part of the reform pressure is clearly originating
in adjustment to the EU rules. However, another part is not
directly linked to the acquis communautaire, sometimes because the latter is still rather „empty” in critical reform areas
under national competence (education, social and health issues, taxation, etc.). Early domestic reforms offer two basic
advantages. On the one hand they help avoid „reform and
adjustment congestion”. Following accession, the new member country, even if best prepared (on paper), will be facing
a number of new challenges and adjustment pressures. If
the major initial and by far not always positive impacts of the
domestic reform overlap in time with the additional external
adjustment pressures, both policy-makers and the society is
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likely to experience additional costs that, otherwise, could have
been distributed in time. Moreover, the mixing of domestic and
EU pressures can easily lead to a situation in which the society
of the new member country may soon become disappointed
with long-awaited membership because part of the new problems will automatically be associated with Brussels. On the
other hand, the degree of efﬁcient utilization of EU transfers
is positively correlated with the level of domestic preparation.
Successfully reformed areas of economic and social activities
regularly have a higher level of absorption capacity, promise
quicker return and generate substantial multiplier effects.
(c) At least in the ﬁnancial framework covering the period between
2007 and 2013, new member countries will dispose of huge
amounts of ﬁnancial resources for socio-economic modernization. However, the efﬁcient utilization of the transfer requires
very careful and comprehensive preparation. First, goals and
instruments should not be mixed up. EU transfers represent a
historically unique instrument but they are not the basic objective. The latter is understood as sustainable and successful
modernization - among others, with the help of EU funds.
Second, national development plans, as the basic framework
requirement of Brussels in order to have access to money must
not replace the national strategy on successful integration. On
the one hand, the development plan does not cover all and
highly signiﬁcant areas of integration policy (only those that are
linked to EU transfers). On the other, additional EU money is
available also outside the operational programs contained in
the national development plan. There are a number of community-level funds that have not been distributed among the
member countries but will be used according to the best offers
and potential contributions made by the member countries
(e.g. neighbourhood policy, international aid programs, foreign
policy priorities). Third, adequate national coﬁnancing has to be
assured. This should not only guarantee the necessary amount
of national money but has to provide additional resources in
case of overcoming liquidity shortage, since, in many cases,
EU transfers may be delayed or subject to strict control before payments are allowed. Fourth, sometimes EU priorities
of funding and national priorities of development may be not
fully covering each other. Thus, ﬁne-tuning of key objectives
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seems to be an extremely important and delicate issue. Fifth,
the criteria of successful absorption of EU transfers have to
be deﬁned. Is the basic aim just to spend the available money
without any objection by Brussels? Or should successful termination of a given project become the „benchmark”? What
about the process of self-sustained development following the
ﬁrst and EU-ﬁnanced stage of a project? Will it become an
island, a project with further demand for additional EU support
or can it start a self-fuelled development without any further
subsidy? And ﬁnally, what are the indirect (spill-over) impacts
of EU-ﬁnanced projects on different other economic and social
activities as well as the general attitude of the society?
(d) All new and would-be member countries are struggling with
high level of regional differences as expressed in income,
development level, structure, employment and even mentality.
Regional differences sometimes produced by and inherited
over centuries, cannot be ironed out in a short time. On the
contrary, and despite more money to be channelled to less
developed areas, the ﬁrst years of membership may even enhance such differences. Such a temporarily growing gap can
be explained by the difference in absorption capacity. Higher
developed regions can attract additional resources easier and,
in fact, promise quicker return and higher efﬁciency. In turn,
less developed regions many times miss the critical minimum
of efﬁcient resource utilization. Therefore, a double and parallel
strategy can be offered. On the one hand, EU funds have to be
channelled to projects with high efﬁciency and able to generate
spill-over effects. On the other hand, less developed areas have
to improve their absorption capacity in order to be able to ﬁnd an
interface once the spill-over effects of more developed regions
become manifest. Of course, large-scale development of the
physical and human infrastructure can substantially increase
the absorption capacity of less developed regions and reduce
the time required to create the necessary „interface”.
(e) Successful membership and efﬁcient interest protection or
implementation requires new and cooperative behaviour from
the new member country. Although, in some cases, each
member country has its veto right, it would not be very wise
to start membership with making use of this possibility. Just
the opposite, particularly small countries with limited individual
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inﬂuence on decision-making should be advised to look for
strategic and tactical alliances with other (including also large)
member countries. In contrast to traditional bilateral talks or,
even more, to intolerant attitudes experienced in the domestic
political arena, the EU is based on a „compromise culture”.
Speciﬁc interests can better be represented in alliance with
others, while vetoing can easily push a country into the corner,
without the expected and needed support in a number of other
issues that may turn out to be highly important for the given
country at a later stage of the decision-making process.
(f) In many aspects, membership differs from pre-membership
status. Paradoxically, as shown by some examples provided by
the new member countries, there is more manoeuvring room
to negotiate special treatments (or additional temporary exemptions) than during the ofﬁcial negotiations. However, such
an instrument has to be used carefully and special requests
must not be exaggerated, either in the number of cases or
the quality of the request. Simultaneously, accession deprives
the new member of some control instruments at its border.
Imported goods will not be allowed to be investigated at the
border station, so that dangerous commodities may enter the
national market. This, in fact, several times happened in CEE,
mainly with unhealthy to poisoning food products and, most
recently also with the transport of larger volumes of garbage
to be processed in the new member country or to be delivered
further to other non-member countries. Therefore, because of
the missing border control the safety control – mainly in the
ﬁeld of consumer protection and environmental safety - has
to be substantially enhanced.
(g) Following accession, the previously (largely) one-sided, policytaker status will change to a mixture of policy-taker and policymaker status. This is a qualitative difference that, in many
cases, still seems not to be overcome by the new member
countries. In fact, they were accustomed to the policy-taker
position during many centuries of their history (sometimes with
short and lucky interruptions). The pattern of negotiations on
accession did not change this picture either, since membership was conditioned by unilaterally taking on the rules of the
game of the „club”. In legal and institutional terms, this situation
changed dramatically at the moment of accession (of course,
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excepting the policy areas with transitional arrangements or
speciﬁc further requirements, as membership in the Schengen
zone or in the monetary union). However, most representatives
of the new member countries continued to behave according
to the old „fashion”. The general impression that in most cases
none of the member countries hindered (let alone blocked) the
everyday practice of decision-making process in the EU, can
be interpreted in two ways. Either, in most cases the new member countries remained „silent” because they were really well
prepared and equipped with a high level of ﬂexibility in order to
protect or include their special interests into the decision-making process. Or, more probably, most of them did not dispose
of any clear idea and any previous identiﬁcation of strategic
interests and just because of this deﬁciency they showed „good
behaviour”. (The only – and rather ambiguous -exception was
the Polish veto against starting negotiations with Russia in
late 2006.) In the future, a much better mix of policy-taker and
policy-maker attitude has to be developed. On the one hand, all
countries have to keep in mind that they are policy-takers in a
club of 25 (and 27 as of January 2007), where most decisions
are based on good or not so good compromises. On the other
hand, and at the same time, all of them have equal rights to
shape or inﬂuence the decision-making process. In this context,
much more activity of the new members is needed.
(h) „Compromise culture” in the EU has to be accompanied by
more prudent and intelligent behaviour at home. First, the
European minimum standards on political culture have to be
applied in domestic, party-politics-dominated issues. Second,
and not less importantly, domestic problems must not be
brought either to the Commission, to the Parliament or to the
leadership of any other member country. They have to be discussed and solved at home. Presenting „family problems” on
the international scene will not bring any solution nearer. Just
the opposite, most other member countries would consider it
as a „non-European” attitude. Even more problematic are the
likely consequences of debilitating the bargaining power of the
given country in the EU. Despite the overall commonly shared
values and rules, each member country in the European integration tries to improve its position in each areas where such
an opportunity is offered. Certainly, strongly divided nations

294

and societies used to start with a handicap in the manifold
interest implementation process with the participation of 25
(27 and more) countries. Such an attitude would be the best
way towards a self-made „second-class membership”.
(i) Constant dialogue with the society is a must. Unfortunately,
politicians used to reduce such a discussion to the critical
periods of pre-election and, if necessary, of pre-referendum
on EU membership. In turn, dialogue becomes even more
important after accession, at least for two reasons. First, a
qualitatively new period of adjustment starts that will have
fundamental impact on the success of membership. Success
has to be experienced not just by a handful politicians and
those experts that directly beneﬁt from membership, and not
even by those who are expected to get or have already got
access to EU transfers. At the end of the day, it is (the (overwhelming part of) the society that has to beneﬁt and has to
perceive the beneﬁts (directly or indirectly). Second, in the
pre-accession period and also at the moment of accession,
there is a perception gap between expectations and reality.
Even if expectations are not exaggerated, all of them cannot be
satisﬁed within a short period. Even if membership is a positive
sum game (and it, certainly, is), gains and losses, winners and
losers will not be distributed evenly in time, across sectors and,
even less, on the level of the individuals. Therefore, constant
dialogue is an indispensable instrument and forum to harmonize expectations and realities and make commonly the best
use of the chances offered by membership. Such a dialogue
is particularly important in all areas that incorporate strategic
interests of the given country. In addition, such cooperation
would deﬁnitely enhance the member country’s capacity of
efﬁciently shaping future EU policies and to illustrate at home
that the country has a(n important) role in the community. Not
less relevant is the multi-channel communication in increasing the efﬁciency of using EU funds. Successful applications
and project implementations have to be discussed, similar to
failures and deﬁciencies. A society-wide learning process has
to be established. This is the best framework of avoiding or
minimizing the emergence of „subsidy mentality”, a well-known
phenomenon in countries, regions or sectors that became
long-term beneﬁciaries of EU funds.
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(j) Finally, membership in the EU has to make a unique contribution to the self-understanding of citizens of the given country.
The deeply-rooted distinction between „we” (citizens of a given
country) and „they” (those sitting in Brussels, Strasbourg or
Luxembourg) has to give way to the evidence of „us”. We, all
inhabitants of the (enlarging) European Union, are responsible
for the future of the continent. Our attitude, the fortunate or less
fortunate mixture of shorter and longer term interests, the coexistence, and in critical times, the correct ranking (sequencing)
of strategic priorities of European development and of member
country considerations will signiﬁcantly shape Europe’s place
and role in the globalized world of the 21st century. Moreover,
we, already members of the EU should not forget about our
responsibility towards other countries and societies that are still
waiting for membership. It does not require any speciﬁc argument
that the shape of the European integration in the next few years
will crucially inﬂuence the decision on further enlargement.
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I would like ﬁrst of all to thank warmly Ms Plamena Spasova, her
team and all those who have joined us in supporting this important
Summer Seminar, including our friends from the GMF and other. Let
me also congratulate the Economic Policy Institute for the success of
this already traditional seminar. Most importantly, let me once again
congratulate all our Bulgarian and Romanian colleagues for the historical success of their accession to the EU on the ﬁrst of January 2007.
The colleagues from all the other accession countries who are present
here today will undoubtedly beneﬁt from your experience.
***
You may be a little bit intrigued by the title of my presentation today - I
hope that you are. It refers to the new pre-accession instrument that will
succeed PHARE – but it also refers to all the other work that we need
to accomplish for the accession of your respective countries to the EU.
Indeed, we come from PHARE - the programme originally designed
to help reforms in Poland and Hungary and subsequently extended to
other EU candidates – and indeed, we aim to go further.
Let’s start by reminding that PHARE has been a tremendous success. And the other relevant programmes, including the infrastructurefocused ISPA, have also been crucial for accession. Only in Bulgaria, we
have supported extensive and profound reforms in the most important
areas: the judiciary, the interior, social affairs, minority rights, public
administration reform, and so on. Figures of assistance are impressive:
since 1992 more than 1.5 billion euro have been allocated to Bulgaria
to support the different pre-accession programs; more than 200 million euro were dedicated to the reform in the judiciary and the public
administration processes. This has provided impetus and accelerated
essential reforms for the beneﬁt of the Country and of the EU itself.
And we aim to go further. Our help to the other candidates and potential
candidates is continuing to develop and improve. Thus, on 1 January
2007 the new Instrument for Pre-Accession Assistance (IPA) replaced all
other relevant instruments including PHARE, ISPA, CARDS, SAPARD.

Fernando Ponz
First Secretary
EC Representation in Bulgaria, Soﬁa

EU Enlargement:
Coming form PHARE Going Further
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The general objectives remain, of course - to help and to facilitate reforms, in the beneﬁt of the accession Countries and of the EU. But the
procedures will be greatly rationalised and therefore aid will be even more
effective. It is foreseen that around 11,5 b€ will be allocated to accession
Countries over the next 7 years. Truly, this is a most remarkable effort
and a formidable tool for the historical reforms to come.
But ﬁnancial assistance alone is not enough to bring about lasting
change in any candidate country. It is a necessary element, it is essential, but it is not sufﬁcient: the main effort has to come from inside.
The main responsibility is - and will stay - on your shoulders. You, ofﬁcials and public servants working on EU accession, you, citizens of
the Accession countries, are the ones who will make the main effort to
take your Country into the EU.
On the EU side we, the European Commission, the Member States,
will continue to support you. And in doing so we will beneﬁt from the
experience we have gained in previous enlargement processes including the one concerning Bulgaria and Romania.
***
We have indeed learned some clear lessons. That’s why we can
now ‘go further’, as the title said.
For example, we know now that an earlier focus on justice and home
affairs will be most healthy and useful. Judiciary reform together with the
ﬁght against corruption and organised crime are essential. They are also
the foundations of all other reforms. Political will to carry out Justice and
Home Affairs (JHA) reforms must be clear, solid and irreversible. With that
in mind, the Commission has introduced new tools such as the ‘opening
benchmarks’: from now on, JHA benchmarks will have to be addressed
not only to close negotiating chapters, but also in order to open them. In
other words, the relevant chapters will not even be opened until a sufﬁcient degree of commitment and compliance has been secured.
And implementation will of course be attentively monitored, even more so
than in the past thanks to the experience that we have gathered and the new
instruments we have now. Please remember this: there is a time for Action
Plans, charters and programmes, and there is also a time for implementation.
Believe me: reforms which are only on paper are easily identiﬁed as such,
and have always a counterproductive effect for the accession countries.
And we have also learnt other lessons, including on the need to avoid
that anybody, in the accession Countries or elsewhere, instrumentalises
EU accession for partisan purposes. We will remain vigilant and careful
to make sure that this does not happen.
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The need to involve Civil society through the appropriate channels
is also more obvious than ever. In that spirit, the Commission has
already launched a Civil society dialogue in 2005 with candidate and
potential candidates to promote interaction between non-governmental
organisations, for example through student exchange, study visits of
journalists, exchange between women’s organisation, trade unions and
business communities. The need to communicate better Enlargement
in the candidate Countries and within the EU has also been highlighted.
We will develop further efforts in the ﬁeld so that our Delegations and
representations are continuously disseminating information and spreading knowledge about the EU and Enlargement.
***
Enlargement is one of the most successful EU policies - perhaps
the most successful one. The soft power of the EU has been crucial
to secure historical reforms in the acceding Countries which are now
full-ﬂedged Member States. The example they have set has also helped
make the EU Neighbourhood more stable and secure. For example, the
accession of Bulgaria, a Balkan Country, provides hope and inspiration
for the entire Western Balkans. That does not mean that all is 100 %
perfect. Indeed, at the same time that the Commission recommended
the accession of Bulgaria and Romania for the 1/1/07, it also adopted
a new Mechanism for Cooperation and Veriﬁcation which will make
sure that both Bulgaria and Romania continue their efforts to address
each and every area where further reform must be completed. The
Commission will continue to support these efforts, but also to verify
rigorously full compliance and implementation, and will not hesitate to
take safeguard measures if need be.
I have already mentioned the Western Balkans. Let me turn for one
moment to Turkey. The European vocation of Turkey is clear. Reﬂecting
this fact, accession negotiations were opened in 2005. The perspective
of Turkey’s accession, when it meets all the necessary conditions, is
very promising and may deliver many beneﬁts: consolidation of regional
stability and of stability within Turkey; increased soft power and international leverage for the EU; integration of a Member State of Muslim and
democratic background; creation of a bridge between the EU, the Muslim world and the Asian space; new markets and increased prosperity
for EU citizens and businesses, further liberalisation of ﬂows, increase
of the area where workers, capital, services and goods circulate freely;
and so on. At the same time, it is of paramount importance to ensure
that all accession commitments are met. And let’s be clear, right now
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Good luck, courage, the most successful Enlargement is yet to come!

this is far from being the case. The Commission and the Member States
will continue to vigorously monitor compliance with all the accession
related conditions. At the same time the EU will, as always, respect its
commitments too. In other words, Turkey can join the EU only when,
and if, it fulﬁls the Copenhaguen criteria and meets all its accession
commitments. Not earlier, not later.
Conditionality, consolidation of mutual commitments, communication
: those are the pillars of future Enlargement. That means that candidates
must meet the Copenhaguen criteria, and that the EU will also respect
its own commitments.
***
Last but not least, Enlargement has also helped to overcome sterile
discussions in the EU. It has obliged the Union to think more proactively.
Discussions such as “wider vs deeper” have become largely academic.
The fact is that the enlarged Europe works. It is not a super-state as
some feared, but rather something new, a voluntary Union based on
the democratic will of its peoples, a Community based on the rule of
law to respond to the challenges of globalisation. I hope and I trust that
your Countries will be part of it, once you have met all the benchmarks
and fulﬁlled all accession commitments.
***
We have all a lot of hard work in front of us. The Commission and the
member States will assist you, and this will involve sometimes putting
strong pressure to counter forces opposed to reform. We will do our
best to help you. But let’s be clear, the burden is on your shoulders. You
will be the ones who will make the difference, you will be the ones who
will hopefully make sure that your Countries meet all the conditions for
accession. And this is really a lot of hard work - but it is worth it.
Together we can make it. Coming from PHARE, we are determined
to go further – together.
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It has been a pleasure for me to be invited to the ﬁnal session of this
Seminar for young public servants. This is now the eighth year of this
important initiative and the ﬁrst year in which it has been held following
Bulgaria’s accession to the European Union. I believe the accession
of Bulgaria and Romania to the European Union on the ﬁrst of January of this year proves once again that the European Union meets its
commitments to candidates and welcomes them as members when
they meet the necessary criteria.
Over the past week you have debated a wide variety of issues and
have had the opportunity to discuss the experience in the different
countries represented here today. The countries of Southeastern Europe have wide and varied experience: Bulgaria and Romania as new
members of the European Union; Croatia as negotiating membership;
the Former Republic of Macedonia as a candidate for membership;
Serbia, Montenegro, Albania and Bosnia and Herzegovina as countries
with a clear membership perspective when they meet the necessary
conditions. And , of course, Kosovo as part of our family when the
standards are met without in any way prejudging its eventual status.
Over the past ﬁve years I have been closely involved in this region
– initially as Head of Delegation in Bosnia and Herzegovina, subsequently
in Bulgaria and now Head of Representation in Bulgaria. Although ﬁve
years is not a short period, it does not qualify me as an expert in our
region. However the fact that this region belongs to and can never be
separated from Europe is clear. Through the centuries – in fact the millennia – this region has been an integral part of European history and
culture. In this region everywhere one travels we ﬁnd the traces and
roots of Europe - Thrace, Greece, Rome - and the history of the region is
fully entwined in the history of Europe. Coming from Ireland – a country
unknown to the ancient Greeks and Romans – I ﬁnd this impressive and
am envious of the wealth of your European background and culture.
The enlargement process has rightly been claimed as the greatest
foreign policy success of the European Union. This is still an ongoing
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process and is also the sign of a living entity. The successful conclusion of the enlargement process for the countries of this region is a
key priority for the successful future of the European Union. I believe
that together we will meet these challenges.
At the closure of this seminar I wish all participants a successful
return and I hope that the contacts that you have made over the past
week will help to develop a network for future communication and
cooperation. I congratulate the Economic Policy Institute on their
successful organization of this event and trust that, as in previous
years, the experience of this year will help to develop an even more
successful event next year.
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FEEDBACKS OF THE PROJECT
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FRANZ KAPS (Belgium) - upon return to Munich I like to thank you
and your colleagues for yet another excellent summer seminar. I
was particularly pleased to note this year’s active participation by
European Commission colleagues, a testimony to EPI as a leading

FERNANDO PONZ (Bulgaria) - I was impressed by the quality
of the presenters and the audicence.The remarks, questions and
answers at the Seminar were very interesting. I greatly enjoyed
this Seminar.

GEOFFREY MAZULLO (Poland) - It was a great honor and
pleasure for me to participate in the Summer Seminar. I found it
interesting, useful and inspiring.

MICHAEL MOZUR (Belgium) - Thanks for the invitation to speak
to your group; I very much enjoyed the trip to Albena. Let me
express my appreciation for the invitation and the opportunity to
speak to your group; it was an enjoyable visit and your hospitality
was outstanding.

Some of the impressing letters we got immediately after the seminar
could be partially sum-up as follows:

In various informal discussions during the six-day long Summer
Seminar, the participants pointed out as a serious asset of the training
the high quality of the lecturers and the interest of the European
Commission, the Stability Pact for South Eastern Europe and the World
Bank Representative ofﬁce to Brussels. According to the get feedbacks
(through evaluation forms and via e-mails/telephone calls) the organized
by EPI training seminar, was a real success. A special “Evaluation form”
was disseminated among the young experts at the end of the seminar.
The participants were encouraged to freely express their personal
opinions on the conducted training and to evaluate the used training
methodology, the content of the program, the actuality of the topics
touched by the agenda, etc. 87 % of the asked for opinion participants
deﬁned the regional seminar as “a real success”. Approximately
80% gave “excellent” praise to the overall concept of the training. An
“Excellent” assessment was given also for the following items in the
evaluation blank: overall organisation of the seminar; reception by the
organisers; and support by the organisers. 100 % of the persons that
ﬁlled-in the document shared that they will deﬁnitely recommend the
seminar to their colleagues and counterparts.
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NADIA-LOREDANA STANCIULESCU (Romania) - I would like to
thank you for the wonderful way you have organized the summer
seminary. I had an excellent time, both during the lectures and
on the beach. The information was very useful and I liked the fact
I could ﬁnd out the opinions and the points of view of different
states involved in the accession process. For me the best part of
this seminar was meeting people of different cultures and faiths,

NEVENKA ADZIEVSKA (fYR Macedonia) - Firstly, I want to thank
you for the opportunity to take participation at your Summer
Seminar for SEE Young Public Servants. It was very useful in accordance with my working place and obligations. I honestly hope
that we will increase our cooperation in future with other useful
summer seminars.

DIANA DRAGUTINOVIC (Serbia) - Thank you very much for the
excellent organization of the Seminar.

MIHAELA ALEXE (Romania) - I would like to thanks for the opportunity to attend the summer seminar which was more than
interesting and useful for me and clariﬁed me so many things.

SONILA MUSKAJ (Albania) - Thank you very much for everything,
congratulations for the successful arrangements of the seminar.
It was an interesting experience for me. I think that it is surely the
best way to know people and exchange ideas and values. Compliments even for the beauties of your country.

CAROLA KAPS (Belgium) - We enjoyed our stay at the Black sea
as well. I think as usual the seminar was worthwile to attend and
you did a great job.
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MARKO PETROVIC (Serbia) - Thank you again for very useful
and interesting seminar.

JELENA JEVTOVIĆ (Serbia) - First of all, I would like to thank you
for all that you have done to make my participation in the Summer
Seminar possible and also very enjoyable. Thank you for all the
help you have given me and I especially appreciate the information and advice you have provided. Your assistance has been very
useful. Seminar was really interesting and gave me opportunity to
hear so many different views on EU issues.

DUBRAVKA SMOLIĆ (Croatia) - I hope that seminar pasted well as always. Croatian participants are very satisﬁed, I hope that is mutually.

ALINA SIRBU (Romania) - Thank you very much for the summer
seminar. In my opinion, it was a succes. I and the members of the
Romanian delegation appreciate very much the seminar and also
your activity, because we hadn’t been well without your implication. Thank you also to Plamena and to all the organizers. You
are the best! On the other hand, we had a good occasion to meet
new people from the Balkans and to understand we have many
things in commun. For this reason, your initiative could improve
the concord in the region or come to terms in other difﬁcult situations. Finally, we must realize we all are part of the Europe.

ERHUN BAS (Turkey) - Let me once more cordially thank you for
all you have done for the sucess of the seminar. I am personally
very satisﬁed, both academically and socially.

DANIELA DRAGAN (Romania) - I really belive that this Summer Seminar was useful and interesting. I also spent with the
participants wonderful time and of course, we conected beautiful
relationships.

MARJAN FILKOVIĆ (Croatia) - It was really a pleasure for me to
get acquainted with you as well, I wish we had much more time
because everything was just great - the weather, the food, the
people, the lectures and workshops and last but not least the fun
during the night.

H.E. MICHAEL HUMPHREYS (Bulgaria) - It was a pleasure and
an honour to participate in the seminar and I certainly look forward
to future cooperation.

JUERGEN K. BINDER (Germany) - It was a pleasure and honor
to participate in this high level conference. The success is undeniable. Thank you for good preparation and implementation.

discovering we have so many things in common. I had a great time,
I like the location as well. Congratulation for a well done job.

institute on EU integration matters. I look forward to a continued
association with EPI.
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ANDRÁS INOTAI (Hungary) - I would like to thank you again for
the kind invitation to the 8th Summer Seminar that took place last
week. Hereby I would like to underline the unique work of yourself
and all EPI staff members in organizing a really high-level seminar
with a lot of personal engagement and unforgettable hospitality.
I am sure everybody was very much impressed and the seminar
could not only prove the usefulness of the series started several
years ago but it will be deepening the cooperation among young
public administrators working in different countries of SEE.

SLAVICA CHUBRIC (Macedonia) - I personally very much enjoyed
the seminar, both the educational element of it, and the social events.
The organization and the reception have also been awesome!

ALEKSANDAR PEJOVIC (Montenegro) - Thank you so much for
everything. It was an excellent seminar with great opportunities
for communication and networking. I do hope we shall continue
our cooperation.

KORALJKA DEUR (Croatia) - The seminar was very useful and I
remember it with nostalgia not just because I ´ve learnt new and
interesting things but also because I ´ve met very nice and interesting people. I hope I´ll stay in touch with some of them, and I
really do hope that we´ll meet again on some seminar (especially
one organized by EPI :). Thanks again for everything.

