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Introduction
Dear Colleagues and Friends,
This is the ninth issue of the volume of papers, that were delivered during
the 2008 edition of the annual Summer Seminar for Young Public servants
from Southeastern Europe: “Preparation for EU Accession”, June 09-14, 2008,
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 terms 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 ninth 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 2008th edition of the seminar aimed at further developing the transBalkan 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 sought to contribute to speeding up the process of reform and creating higher levels of eﬀectiveness of the public institutions in the region.
For more information about the Summer Seminars, as well as the Regional Network of Young Public Servants on European Aﬀairs – “T’Club”,
please visit www.epi-ss.eu and www.epi-bg.org.
The present volume contains contributions structured within the following main thematic panels:
The Process of EU Integration – the Pre-accession Experience of Bulgaria
and Romania;
The Process of EU Integration – Challenges to the Candidate Countries
(papers presented on Croatia, Macedonia and Turkey);

•
•
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The Process of EU Integration – the Potential Candidate Countries (the
experience of Albania, BiH, Montenegro and Serbia shared);
The Enlarged European Union – Economic Expectations and Tasks;
Challenges in the EU Integration Process: Financial Aspects;
The Western Balkans – Diﬀerent Aspects of European Integration;
Good Governance Policies in South Eastern Europe;
The External Relations of the European Union;
The Future of EU.
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 nine years. We thank to the Council of Ministers of the
Republic of Bulgaria, the Ministry of Foreign Aﬀairs of the Republic of Bulgaria, the Swiss Agency for Development and Cooperation SDC, the United
Nations Development Programme for Bulgaria, the Hanns Seidel Foundation and the Austrian Embassy to Bulgaria, Soﬁa, for supporting the 2008
issue of the Summer Seminar

•
•
•
•
•
•

Ivanka Petkova
Chairperson
Economic Policy Institute

Plamena Spassova
Executive Director
Economic Policy Institute

Summer Seminar “Preparation for EU Accession” 2008, Panel session picture
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STATEMENT
BY MILAN PREDAN,
MINISTER PLENIPOTENTIARY,
HEAD OF THE OFFICE OF THE SLOVENIAN EU
PRESIDENCY IN THE REPUBLIC OF BULGARIA, SOFIA
The Slovenian EU Presidency – Main Achievements and Results
Let me start with an anecdote from the former Yugoslavia in the early
80s. A young Czech named Jan travels through the former socialist block
and sends postcards back home. “Regards from free East Berlin. Jan”. “Regards from free Warszaw. Jan.” “Regards from free Moscow. Jan.” “Regards
from free Budapest. Jan”. Finally he arrives in Yugoslavia and writes: “Regards from Belgrade. Free Jan.”
The anecdote illustrates the historic paradox that occurred in the last 20
years. From the early sixties until the beginning of 90s the Slovenians, Serbs,
Croats, Bosnians and Macedonians could - as citizens of the socialist Yugoslavia - travel freely throughout Europe visa free, only with passports which
everybody could obtain. At the same time, the countries behind the Iron
Curtain, including Bulgaria, could only envy the Yugoslavs their freedom of
movement. Today, in 2008, the situation has completely changed: countries
of the former Soviet block entered the EU whereas the citizens of the former
Yugoslavia, except Slovenians, even need visas to travel from one ex-Yugoslav republic to the other, not mentioning their limitations when they want
to travel to the Western Europe. The history has played rough on them. The
civil war on the Balkans in the 90s has pushed them back at least for 20 years
and they were not able - contrary to the Czechs, Slovaks, Hungarians, Polish,
Bulgarians and others - take advantage of the fall of the Berlin Wall.
Therefore, when Slovenia - being the ﬁrst and so far the only ex-Yugoslav
republic to join the EU and being the ﬁrst new EU member state to take
over the EU Presidency - deﬁned the priorities of its Presidency the decision
to focus on the European perspective of the Western Balkans was logical.
Since Slovenia was the lucky one in the tragic Yugoslav story, avoiding large
scale devastation and loss of lives, we considered it even as our moral obligation to bring the Thessaloniki agenda, adopted during the Greek presi16

dency in 2003, which has promised to the countries of the Western Balkans
the future EU membership, back into the forefront of the attention of the
EU. I believe we were successful. Serbia has signed the Cooperation-Association Agreement which for a long time seemed unfeasible, Bosnia and
Herzegovina ﬁnally adopted the police reform and signed SAP as well, and
Montenegro made a good progress towards the EU membership. Unfortunately, we did not succeed with our eﬀorts to help Macedonia entering
NATO and to determine the starting date of their EU accession negotiations; however, it was out of our reach to inﬂuence the outcome of their
name dispute with Greece.
The toughest issue was Kosovo and it is not just my belief but rather a
common opinion that Slovenia has approached this problem in a proper
way. The recognition of the independence of Kosovo might not be the best
solution but it was the best among the bad. We were grateful to Bulgaria
for supporting our view that - since there was no solution that could satisfy
both sides, Serbs and Kosovars - a decision had to be taken. Nobody would
gain and all sides would loose if the status quo would continue. The current
situation proves that it was the right decision: Kosovo is not a front page
story anymore which means that the situation is gradually normalizing and
Serbia is as well gaining political stability and follows the European path.
As regards the introductory anecdote, some important moves were
made as well: Slovenian Presidency has initiated the negotiations for the
visa liberalization for all Western Balkan countries. It will take some time
to come to feasible results but the process has started and the EU borders
might soon be open to the citizens of the WB countries which today have
to stand in long queues in front of the EU consulates waiting for visas. The
Slovenian Presidency has put a lot of eﬀorts in supporting the EU perspective for the Western Balkans; hence, we hope that this region will remain in
the focus also during the French Presidency which is about to follow.
Let me brieﬂy mention some other priorities of our Presidency where I
believe we have achieved some tangible results. The climate change and
energy package is an area we could be particularly satisﬁed with. At the European Council in March the EU member countries agreed on the roadmap
how to reach the consensus on the package. It is not an easy issue because
everybody is in favour of decreasing greenhouse gases and increasing the
use of renewable energy but it has impacts on the economy. The decision
made during our Presidency was that the basic principles for achieving the
ambitious environmental goals without decreasing the competitiveness of
the European economy should be reached by the end of 2008 in order to
enable the European Parliament to approve the package before the end
17

of its mandate next summer. This is quite an accomplishment. As far as the
Lisbon Strategy is concerned the new three years’ phase of the implementation of the renewed Lisbon Strategy was launched. We believe that this is
again something the Slovenian Presidency can be satisﬁed with. Moreover,
it has to be considered that the Presidency does not work only on those
“big” issues that attract the attention of the media but on many less attractive and as well demanding “smaller” and sometimes very technical topics
in diﬀerent areas. The echoes from Brussels prove that in this respect Slovenia was doing a good job as well.
One of the Presidency’s priorities was the ratiﬁcation of the Lisbon Treaty.
(Remark: The statement was made on June 9, three days before the rejection of the Treaty by the Irish voters). So far, 15 countries have ratiﬁed the
Treaty and the most what the Presidency could do in the past months was
to ratify the Treaty among the ﬁrst. After all, it’s a sovereign decision of each
member state. Our objective was that the majority of the countries would
take this decision during our Presidency and we have achieved that aim,
however, there will be a referendum in Ireland three days from now and we
can only hope that the Irish people will approve the Treaty. According to
the latest opinion polls it will be a very tight decision. The problem is that in
case of the Irish rejection the EU doesn’t have a plan B, therefore, we simply
have to be optimistic. An Irish no would deﬁnitely create a similar setback
as we have witnessed after the fallen referendums on the EU Constitution.
Nevertheless, I believe the document is a good compromise between the
very - maybe too - ambitious goals of the EU Constitution and the need
that the EU somehow consolidates its institutions. However, while expecting the result from Ireland it has to be emphasized that a possible No will
be a huge setback but the EU will still be able to function. Therefore, we
should not take it too dramatically.
For Slovenia, the EU Presidency was an enormous challenge and an excellent opportunity to prove that a small country like ours, a newcomer in
the EU and disposing of limited human and ﬁnancial resources, is capable
of handling the most demanding issues within the EU. Moreover, during
those six months we will signiﬁcantly increase our know-how and experience on how to function in the EU in the future. Therefore, I am convinced
that in the months and years to come the strength of our EU membership
will beneﬁt from this Presidency. How can you get a better insight how the
decision process in the EU functions if not by being in the midst, not saying
on the top of this process?
The budget for our Presidency was 62 million euro; however, we have
tried to organize it as rational as possible. The main events take place in the
18

congressional centre in Brdo near Ljubljana which is very close to the airport and outside any big city; therefore, there is no need for security measures that would disturb the everyday life of the people. The high guests
come and go without huge traﬃc jams. Before taking over the presidency
Slovenia had a problem of visibility within the EU and I believe that after
June there will be less people in Europe who will think that Slovenia is the
same as Slovakia. When we evaluate the costs of the presidency we have to
take into account these results as well.
In view of the fact that this is a seminar for young public servants, let me
conclude by mentioning over 1000 young people - mainly students and university graduates - who were during our Presidency temporarily engaged
by various ministries, primarily by the Foreign Ministry. Many of them did
an excellent job and might continue to work for the Ministry of Foreign Affairs. Hence, the EU Presidency is a good opportunity for everybody who
speaks foreign languages, has some knowledge about the international affairs and is willing to work beyond the “normal” working hours.
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STATEMENT
BY BENEDICTE CONTAMIN,
COUNSELLOR FOR REGIONAL COOPERATION,
EMBASSY OF THE REPUBLIC OF FRANCE
TO BULGARIA, SOFIA
Priorities of the EU Presidency of France

Let me command the Slovenian presidency for its achievements, notably
on strengthening the European perspective of the Western Balkans. Slovenia had the presidency of the EU for the ﬁrst time and did an excellent job.
You shouldn’t expect much from a so-called “big” presidency. I do hope this
will not be the case for us. But anyhow we will try to do our best with modesty. Let me remind you that we should be the last rotating presidency of
the EU – and rightly so, for the challenges are enormous for a single country. That being said, France will not be alone and will work closely with its
EU partners, with the Commission, the Parliament…
Regarding our priorities:

1) Ensuring a smooth entry into force of the Lisbon treaty.
If everything goes well in a couple of days in Ireland, the debate about
institutions will be behind us. So our task will be to prepare for the entry
into force of the treaty of Lisbon : nomination of the President of the European Council, of the High Representative, preparations for the new European diplomatic service.

2) Migrations and development :.
In November, a conference on migration and development will be held
in Paris, with a European pact for immigration and asylum as our objective.
Of course the situation in SEE is slightly diﬀerent from the one we know in
Western Europe. Your countries are still experiencing emigration, whereas
France has traditionally been a country of immigration. However,
- we do have a common challenge : our populations are aging, even shrink20

ing in some countries, so that we will very rapidly face a lack of labor
force. Notably true in Bulgaria. We have to organize legal immigration.
- and we will need to manage common boarders. This is not feasible if
we do not have common policies not only on visa requirements but
also on asylum and prevention of illegal immigration – this is where we
believe that helping the development of the countries of emigration is
necessary.

3) Energy and environment. Will be at the top of our agenda.
We have to strive for a fair burden-sharing of greenhouse gas emissions :
an agreement has to be reached on the Commission’s proposals before the
end of the year ; ensure regular deliveries of oil and gas towards Europe ;
and keep a leading role for the EU in post-Kyoto international negotiations
(Copenhagen, Dec. 2009).

4) The Mediterranean Union.
What we notice is a growing gap between the South and the North of
the Mediterranean Sea (economy, production, employment…). The Barcelone process was a ﬁrst step in the right direction. What we want to achieve
with the Mediterranean Union is: (Summit in Paris, July 13)
- a true partnership, with a joint presidency and a permanent secretariat,
- concrete projects, on depollution, drinking water, solar energy, Erasmus…

5) Defence.
We want to enhance operational capacities of the EU and partnerships.
This will be made easier by France’s reintegration into NATO. We also have
to think about updating the European strategy for security (which dates
back to 2003)
The mission to Kosovo, EULEX, will have to be made operational (June
15: handover from UNMIK).

6) Agriculture.
The world is faced with major disbalances, with the prices of oil and food
rising. Agriculture will also be on our agenda. We have to reﬂect on how the
CAP can contribute to the challenge of feeding the world. A “health checkup” (bilan de santé) of the CAP will be conducted.
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PANEL:

THE PROCESS OF EU INTEGRATION
– THE PRE-ACCESSION EXPERIENCE
OF BULGARIA AND ROMANIA
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The Bulgarian Experience
Uliana Bogdanska
Deputy EU Director, Ministry of Foreign Aﬀairs of the Republic of Bulgaria, Soﬁa

I am pleased to address you today and I thank the organizers for the opportunity to speak to you in this beautiful corner of my country. I ﬁnd
the discussions on European topics very important. Such debates and exchanges of views bring home the very essence of the European project and
the signiﬁcance it bears for all who are committed to this project.
I guess that most of you are familiar to some extent with the process of
Bulgaria’s accession to the European Union. I will try to present to you, the
accession process of Bulgaria, pointing at the main stages and the lessons
which can be learned.
The preparation for accession took us altogether ﬁfteen years, from the
signing of the Association, or the so called Europe Agreement in 1993, until
the date of accession in January this year. The Europe agreement opened
the door to our application for membership in 1995. It created the legal
and political framework for regular dialogue with the European institutions. From 1998 onwards our progress towards accession was assessed
in the regular Commission progress reports. In February 2000, due to the
progress achieved towards meeting the criteria for membership, Bulgaria
started negotiations for accession. The negotiations lasted until mid 2004,
with the last chapters to be closed being the Competition policy.
In April 2005 the Treaty of Accession of Bulgaria and Romania to the
European Union was signed. Between that date and the date of accession
we participated as an active observer in the working bodies of the European Union within the consultation and the information procedure, established in the Accession Treaty.
Throughout all this time, there has been wide political and public support for the EU membership. This played an important role in achieving the
desired objective - that was becoming a full member as soon as possible,
and making a success story of the reform process. The accession turned
into an ambitious national project, which gathered the support of political
parties across all sectors of the political life and the public at large. Thus, the
regular changes of government did not cast a shadow on the pace and the
course of the accession process.
25

Since the accession process demanded fundamental reforms in all spheres
of social, political and economic life, the political and public consensus on
the EU membership was an important tool to move forward with the reform
process. Our experience shows that the greatest part of the accession negotiations indeed involved negotiations with domestic actors (such as
social partners, business or judiciary) while only a small part was accorded
to genuine negotiations with the European Commission and the memberstates. Along the way, we had hard choices to make and painful reforms to
introduce. Suﬃce to mention, as an example, the preliminary closing down
of half of our nuclear production capacity. Against this background, it was
important to have in place a genuine political and public concensus, capable of pooling the energy and the resources in the right direction.
The main challenge in joining the EU has been the necessity to fulﬁll the accession criteria. There is much talk about the criteria for membership – how
strictly and fairly they are applied. From what we have experienced in Bulgaria,
I can assure you that, at the end of the day, the European Commission proved
to play the role of a fair arbiter and a facilitator of the whole process. Therefore,
it is very important to view the Commission as a partner, rather than a wrongwishful mentor. A great part of the reforms in Bulgaria would not been successful if it were not for the continuous cooperation and incentives, provided
by the European Union – the European institutions and the member-states.
As far as the accession criteria themselves are concerned, I can re-assure
you that the three groups of criteria (the political, economic and acquis
criteria) are equally important and are monitored in an equally strict
manner. In areas where there has not been in place a European legislation,
such as in justice or social welfare, the changes that took place were as deep
and profound as in other areas, where there was a long-established acquis.
One can expect that with the new enlargement strategy to be applied to
future members, which provides that diﬃcult chapters will be opened at
an earlier stage, the accession countries will make faster progress in these
areas, than it was the case with the current new member states. If I could
give you a personal advice in this respect, this would be – start the preparation in the most diﬃcult areas as early as possible. One of these areas is
deﬁnitely the justice and home aﬀairs.
The accession process brought clear beneﬁts to our economy, the society and our citizens. Preparation for EU accession helped us achieve macroeconomic stability and robust economic growth, falling unemployment
rates and rising living standards, record amount of FDIs and improved credit
ratings. In the political sphere, we carried out large-scale reforms of the judicial system, the public administration, the public health and social welfare
26

systems. We adopted an entirely new procedural legislation in criminal and
administrative justice. The police was thoroughly restructured. New laws and
regulations on anti-discrimination, child welfare and social protection have
come into force. To give you an idea of the whole picture - only in 2006 our
Parliament adopted a total of 115 laws, required by our accession to the EU.
Of course, undertaking the obligations of membership before getting access to the beneﬁts of membership involved high administrative and social
costs. However, all in all the accession process proved to be a positive
experience. The beneﬁts of the process of preparation and of the prospect
for EU membership far outweighed the short-term negative eﬀects.
(Beneﬁts of EU membership)
We are aware that the membership is not a cure-all, nor does it guarantee success. The EU does, however, provide a framework within which a
country can prosper through its own hard work and can beneﬁt from the
collective solidarity that characterizes the European integration.
For us the membership signiﬁed that we asserted our place in Europe. We
look upon the membership as joining a family of states, where we come to
share the same norms and values, such as democracy, freedom, equality and the rule of law.
Since 1 January Bulgaria came to enjoy the full rights of membership. We joined the Union without any permanent derogations from
the Treaty provisions. We are not still part of the eurozone and the Schenhen area, but these are separate procedures, which will be completed in
due course, in the next few years to come.
First of all, the membership gives us the right to take part in the decision-making process at the EU level, on an equal footing with the other
member states. Bulgaria moved from being subject to the EU decisions and
incumbent only with the obligations of membership, to the stage where
it can take part in the real policy and decision-making. Being an insider
provides more opportunities to make your arguments being heard and to
come to realize your foreign policy objectives on the international arena.
Now, as a member, we have a say on issues of particular interest to us, such
as the European common foreign and security policy, the common energy
policy and the cooperation in the area of justice, freedom and security.
The membership oﬀers better opportunities for growth and development. Since 1st January Bulgaria has become an integral part of a strong
and growing European economy and a huge market without internal frontiers. The political stability and predictability, reinforced by the accession to
the EU, strengthen the investment climate. The coordination of economic
policies within the renewed Lisbon strategy brings additional economic
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beneﬁts. We embrace the objectives of the strategy to invest more in knowledge and innovations, to improve the business environment and promote
small and medium size enterprises, to increase employment and to achieve
all this, paying due regard to the protection of environment.
The ﬁnancial assistance, provided under the European solidarity policies (the Common agricultural policy, the Structural funds and the Cohesion fund) will deliver fresh money to our economy and will help the development of the rural areas, infrastructure and human capital.
Apart from the economic beneﬁts, one should not disregard the political
advantages which the enlargement brought to the Union and the European continent as a whole. From a political point of view, the accession of
Bulgaria strengthened the stability in SEE and throughout the European Union
by enlarging the area of justice, freedom and security. The EU membership of
Bulgaria and Romania has been an important sign for the European perspective of the Balkans - a strong incentive for the countries in the region to commit themselves to the political and economic goals of the European Union.
There is also a very important cultural aspect, related to the enlargement and that is that the accession meant the enlargement of a union of citizens, it intensiﬁed the intercultural exchange. Enlargement helps us better
understand each other and beneﬁt from each other’s knowledge and experience. Accession has been a two-way process where both sides – members
and accession states - learned from each other and underwent transformations. When joining the EU, each country brings its particular experience to
bear on the life of the Union. Bulgaria brought into the Union its millennial
historical and cultural traditions, its own language and alphabet.
Let me conclude, that our experience with the accession process provides
a good example of how it is possible to achieve good results on the way to
the European integration through hard work and consistency in meeting the
pre-established criteria for membership. The pace and the outcome of the
reforms depend, to a large extent, on the eﬀorts of the individual state – its
government and its citizens. The accession process is in itself a reform process, where the country comes to share the values and the policies which the
European Union and its member states stand for. The public and political
support has a signiﬁcant role to play in this process. It is very important to
keep the society and the citizens well informed of the accession process. It
is also very important to start working on building and sustaining a positive
image of the Union at home long before the actual accession takes place.
After all, the process of preparation for membership is one which creates
beneﬁts for the society as a whole, and the individual citizens.
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Romania's Accession Negotiations with the EU
– Biggest Challenges from a Negotiator Perspective
Daniela Oprisan
Director, Direction for Parliamentary Relations and Communication with the Member States, Department for European Aﬀairs, Government of Romania, Bucharest

Romania officially opened the accession negotiations with the EU in
February 2000, following the decision of the Helsinki European Council,
in December 1999, and were completed in December 2004, when the
European Council noted that progress made by Romania in implementing the acquis made possible the formal conclusion of all negotiation
chapters and decided that Romania's Accession Treaty should be signed
in April 2005.
The enlargement strategy, decided at the Helsinki European Council, as
proposed by the European Commission, set up a ﬂexible, multi-speed accession process. The objective was to ensure that the pace of the negotiations would reﬂect each candidate country’s program in preparing
for membership.
The ﬁfth wave of enlargement, including 10 candidate countries from
Central and Eastern Europe + Malta and Cyprus, was comprehensive, evolutive and inclusive meaning that all candidate countries participated on
an equal footing and all were destined to join the European Union on the
basis of the same criteria and depending on their individual progress.
The pace of negotiations was determined not only by commitments,
but also by the correct transposition and implementation of the acquis,
including eﬀective and eﬃcient application through appropriate administrative and judicial structures.

Romania – EU relations
The relations between Romania and the European Union have a special
history, dating back to the ‘60s, when several technical agreements in the
ﬁeld of agricultural and industrial products were concluded.
But one of the most important agreements was signed on 1st of February 1993, the Europe (Association) Agreement with the European Un29

ion, acquiring with its entry into force in February 1995, the status of EU
associated country. It was a key element on Romania’s way for accession,
based on the liberalization of trade between Romania and the Community,
extension of the other freedoms on which the Community is based, and
promotion of economic and ﬁnancial co-operation.
The implementation of the Association Agreement as well as the structured dialogue with the EU contributed to a gradual rapprochement to the
EU, to its community of values and interests.
The 1997 Luxembourg European Council’s decisions on a global, allinclusive and evolving process of enlargement led as well to the launch of
the accession process, in March 1998, with all applicant countries, including Romania.
On 13 October 1999, the European Commission recommended Member States to open negotiations with Romania, Slovakia, Latvia, Lithuania,
Bulgaria and Malta, known as Helsinki six, which opened negotiations in
February 2000.
The Helsinki European Council in December 1999 reaﬃrmed the inclusive nature of the accession process, which comprised 13 candidate countries within a single framework.
The enlargement process has been based on the fulﬁllment of the Copenhagen criteria:

the political dimension – democracy, human rights, rule of law
and protection of minorities,
the economic dimension - functioning market economy, and the
ability to resist the competitive pressure in the internal market,
the full adoption of the Community legislation and regulations
in various ﬁelds of community competence.
Fifth wave of enlargement - principles of negotiation
The accession negotiations determine the conditions under which applicant countries will join the European Union. For Romania, the negotiations
were conducted in bilateral accession conferences with the 15 (after 1 May
2004, with 25) EU Member States, on the basis of 31 chapters of the acquis.
Negotiating sessions were held either at the level of ministers or deputies
(negotiator with the EU).
The pace of progress on negotiations depended on the degree of preparation and the complexity of the issues to be resolved.
During its accession negotiations, Romania observed the following
30

principles, as committed at the beginning of this process:
- to proceed in good faith and to conduct the accession negotiations on
the principles and procedures as deﬁned by the European Union in EU
Opening Statement for accession negotiations;
- to progress on the way of fully complying with the accession criteria
as deﬁned by the Copenhagen and Madrid European Councils within
a framework of economic and social convergence;
- to strictly observe the provisions of the European Agreement, of the Accession Partnership, including the intermediate priorities, and of other
bilateral agreements between Romania and the European Union;
- to be ready for accession on 1st January 2007;
Furthermore, Romania committed:
- to settle any border disputes in the framework of the Stability Pact
procedures or by means of dispute settlement methods laid down in
the United Nations Charter;
- to align progressively in the perspective of accession to the policies
and positions adopted by the Community and its Member States.

Romania’s negotiation strategy
In order to open accession negotiation for each chapter, two conditions
were to be fulﬁlled: a minimum necessary level of adoption and implementation of the acquis, together with the presentation of a Position Paper that
should reﬂect properly the situation and that should present future programs for fulﬁlling the requirements of accession. Chapters were opened
for negotiations following receipt of the negotiation position of the applicant country and a unanimous decision of the Council on a draft common
negotiating position for the EU.
The provisional closure of the negotiation of one chapter requires transposition and implementation of the acquis, including the ﬁnalization of
the negotiations on transitional periods, derogations or technical arrangements, if necessary and satisfactory answers to EU questions.
The EU, while accepting provisional closure of a chapter, insisted on the
global character of the negotiations: nothing is agreed until everything is
agreed.
The pace of negotiations was determined by the correct transposition
and implementation of the acquis, including eﬀective and eﬃcient application through appropriate administrative and judicial structures.
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The period 2001-2004 represented basically the period when Romania
initiated the most important administrative and legislative reforms necessary for building the institutional capacity and for coordinating the process
of internal preparation for accession to the EU.
2001 – a quantitative approach
Taking into account that the year 2000 did not put the basis of a strategic
and coherent approach of the negotiation process, during 2001 the strategy of negotiation focused on a quantitative approach of the process, analyzing the whole acquis. The process of negotiations was inward orientated
among the institutions of the National Delegation of Negotiation and it focused on consultations with the social partners, political parties, National
Parliamentary Committees and the civil society.
The strategic objective of 2001 was to draw up and send, by the end of
the year, all Position Papers for all chapters of negotiation. The fulﬁllment
of this objective allowed the entering into the substance of the negotiation
process and created the premises for speeding up the opening and provisional closure of chapters for the following period of time.
Beginning with 2001, a new dimension was added to the one regarding
preparation for accession: the cooperation and communication with the
EU Member and candidate states, with special focus on Member States
holding the Presidency of the Council of the EU.
Another important aspect of the year 2001 was the beginning of the
process of monitoring of the commitments taken during negotiations.
By the end of 2001, the Position Papers for all 29 chapters of negotiations
were oﬃcially forwarded to the EU.
During 2001, the negotiations were opened for chapters regarding free
movement of capital, company law, ﬁsheries, transport policy, taxation, social policy, consumer protection and custom union.
The negotiations were provisionally closed for only 3 chapters of negotiations, namely Fisheries, Consumer Protection and Company Law, therefore at the end of 2001 Romania had 17 opened chapters, out of which 9
were provisionally closed.
2002 – a qualitative approach
During 2002, the negotiation strategy focused on a qualitative approach,
comprising arguments for derogations, transitional periods, technical arrangements and supplementary information requested by the European
Union through the documents of Common Position.
The main objectives of 2002 were to open all chapters of negotiation, to
strictly monitor the commitments taken during negations and to enforce
cooperation and communication with Member and candidates States.
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The European Council in Copenhagen, in December 2002, represented
an important moment for Romania as it deﬁned the horizon of accession.
Setting a date for accession and adopting a new Road Map, together
with a supplementary ﬁnancial aid determined a substantial advancement
in the dynamics of accession negotiations.
Negotiations were opened for 13 chapters related to the free movement
of goods, persons and services, agriculture, economic and monetary union,
energy, industrial policy, regional policy, environment, justice and home affairs, ﬁnancial control, budgetary ﬁnancial provisions and institutions. Negotiations were provisionally closed for 7 chapters of negotiation.
During 2002, Romania opened negotiations for all 30 chapters, out of
which 16 chapters were provisionally closed.
2003 – entering the tough negotiations
2003 represented the entering into the period of the most diﬃcult
chapters of negotiation, with big amount of the acquis, which prepared
the harmonization of the Romanian economic policies with the communitarian ones.
The strategic objective for 2003 focused on substantial advancement
regarding the provisional closure of the chapters, with emphasize on the
chapters related to internal market, together with the monitoring of the
commitments and the strengthening of the cooperation and communication with the member and candidate states.
The European Council in Thessalonica in June 2003 and the European
Council in Brussels in December 2003, reaﬃrmed the common objective of
the EU 25 to meet Romania as a member of the EU at 1 January 2007, mentioning the support for ﬁnalizing accession negotiation in 2004 and signing
the Accession Treaty in early 2005.
In accordance with the strategy set out at the beginning of 2003, Romania focused on sending the supplementary information, as requested by the EU, which allowed the advancement in the negotiations.
The objective of 2003 was the closure or decisive advancement of
negotiations for the chapters related to the four freedoms in order to
ensure the necessary convergence for integration in the internal market
of the EU. The chapters related to free movement of goods, persons
and capital, taxation, transport policy and ﬁnancial control were provisionally closed.
2004 - the “negotiation marathon” for Romania
Romania braced itself for a genuine “negotiation marathon” between
January and mid December 2004 when the most important chapters of
the acquis were negotiated.
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The most diﬃcult chapters of negotiation
Unlike former accession rounds, the ﬁfth wave of enlargement included
negotiations on new and diﬃcult policy areas like the monetary union, justice and home aﬀairs and security and defense policy.
The negotiations and conditions imposed by the EU were tough. Within
the negotiation process, tough bargaining took place over ﬁnancing, free
mobility of labour and market access.
Accession implied Romania’s full acceptance and eﬀective implementation of the actual and potential rights and obligations attaching to the Union system and its institutional framework. Romania, like other candidate
countries, has to apply this as it stands at the time of accession.
Chapter 4 – Free movement of capital
The ﬁrst diﬃcult chapter negotiated by Romania was Chapter 4 – Free
movement of capital, which marked the opening of the negotiations on
the four freedoms on which the EU is based. Furthermore, the negotiation
on this chapter had for the ﬁrst time a horizontal approach, due to the implications of this chapter on many other ﬁelds.
The negotiation was opened in spring 2001 and it was provisionally
closed in June 2003. The most diﬃcult aspects related to the motivation
of the requested transition periods on the acquisition of agricultural land,
forests and forestry land by EU and EEA citizens.
Due to the lack of impact studies and the status of internal preparations,
Romania lagged behind in the presentation of its Position Paper to the
Council of the EU. All other candidate countries opened the negotiations
on this chapter in 1999- 2000 and provisionally closed it in 2001, except for
Poland that closed it in 2002 due to political and historical reasons.
Negotiations on the free movement of capital were politically sensitive
as the right of property for agricultural land was only relatively recently
re-established in Romania, after a long period of state ownership and
complete state control of its use. The liberalization of the right of property on land by foreigners upon accession would have determined an increase of land prices in Romania and would have created distortions on
the land market, which would have lead to social problems at regional
and national level.
During the negotiation process, Romania reduced its request of transitional period from 15 years and accepted the EU position on this issue.
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Chapter 6 – Competition Policy
This chapter was opened in November 2000 and it was provisionally
closed in December 2004.
The conclusion of the negotiations on Chapter 6 - Competition policy
was not only conditioned by the existence of a transposed legal framework, but mainly by the appropriate implementation of the transposed
legislation: enforcement record.
For Romania, the most diﬃcult part of the negotiation process was the
implementation in the state aid ﬁeld, mainly in the steel sector, due to the
big number of restructuring and privatization cases.
For the conclusion of the negotiations on this chapter, the negotiation
team had to convince all institutions involved in this process to observe the
competition rules, in accordance with the acquis.
During negotiations, Romania obtained three transitional arrangements.
A safeguard clause in the area of Internal Market as well as a speciﬁc safeguard that allows postponing the envisaged date of accession by one year
to January 2008 were negotiated. Any serious shortcoming observed in
the 2005 European Commission’s Report in the area of Competition Policy,
especially as regards the State aid enforcement record, could activate the
safeguard clauses.
The use of the postponement safeguard clause required a decision by
the Council acting by qualiﬁed majority on the basis of a Commission recommendation.
Chapter 22 – Environment
This chapter was opened in March 2002 and it was provisionally closed
in November 2004.
Because of the complexity of the acquis in this ﬁeld and its horizontal implications, the alignments to the European environmental norms required
profound transformation in all the economic sectors, especially for a country with no tradition in environmental protection.
Several meetings took place between the industry representatives and
the central administration in order to raise their awareness on the new environmental requirements. Following these meetings, they provided the
necessary arguments for the substantiation of the transition arrangements
requested by Romania in the process of negotiation.
Another diﬃcult aspect that the negation team had to ﬁght with was the
lack of a collective environmental conscience. At the beginning of the process
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of negotiation on this chapter there was no culture regarding the conservation
of the natural patrimony, a public environmental education and information
that could facilitate the absorption and understanding of the environmental
“must” that stands for quality of life of current and future generations.
The transitional periods granted following the negotiations refer to 11
directives with durations that go from 2 to 12 years.
Chapter 24 -JAI
This chapter was opened in April 2002 and it was provisionally closed in
December 2004.
The main diﬃculty in negotiating EU policies on Justice and Home Aﬀairs
consisted in the fact that it touched upon some of the most sensitive questions
for public opinion, both in the EU and in Romania. The “JHA” policies, as they are
known, aim to maintain and further develop the Union as an area of freedom,
security and justice. Thus, following negotiations on this chapter, Romania
committed to respect a number of no less than 100 commitments, resulting
from all the 13 domains that make the object of JHA. This involved a profound
reform of the administrative, judicial, and order structures of the country, embodying the most thorough reconsideration of not only state structures and
organisation, but of the mentalities in administration or justice.
It basically involved re-arranging the fundaments of the state on a new basis, as this chapter crossed with many issues found under the political criteria
heading, such as combating corruption, or reforming state institutions.
Unlike in the case of the other negotiation chapters no transition period
was asked for Justice and Home Aﬀairs because Romania focused on ﬁnding
ways to build conﬁdence among member states in its capacity to implement the acquis. On issues such as border control, illegal migration, drugs
traﬃcking and money laundering, organised crime, police and judicial cooperation, data protection and the mutual recognition of court judgements,
there was a need to ensure that Romania was equipped to meet adequate
and acceptable standards of implementation. In many cases, institutions
and structures had to be built from scratch; staﬀ recruited and trained to
answer to the new commitments, which in many cases did not exist before.
Furthermore, the establishment of an independent, reliable and eﬃcient judiciary and police organisation has been of paramount importance.
Romania was subject to a series of safeguard clauses in the ﬁeld of Justice and Home Aﬀairs:
- one safeguard clause regarding judicial co-operation in civil and criminal
matters, stating that in case of inadequate transposition or implemen36

tation of any parts of the relevant acquis during the ﬁrst three years
after accession, the application of these provisions may be temporarily
suspended in respect of new member states.
- a speciﬁcsafeguardclausecanbeadoptedwiththequaliﬁedmajorityofthe
Council, giving the possibility to postpone the entry of Romania with one
year in case of progress in certain ﬁelds of JHA is not found to be satisfying.
This clause envisages matters related to the implementation of the Schengen
Action Plan, the modernization of the external frontiers, the development of
a feasible, integrated strategy and action plan for the reform of the judiciary
system, the acceleration of the ﬁght against corruption (especially highlevel corruption), the assurance of a clear legal framework of cooperation
between gendarmerie and police, as well as developing and implementing
a coherent multi-annual strategy for combating criminality.

OUTCOME OF THE ACCESSION NEGOTIATIONS
– THE ACCESSION TREATY.
Signing the Romania’s Treaty of Accession to the EU on the 25th April
2005 in Luxembourg meant, on the one side, the recognition of progress
obtained during the process of preparation to accession, and, on the other
side, an impulse for us to continue the eﬀorts so as to become members
to the EU on the 1 January 2007. From that moment until 1 january 2007,
Romania has participated as an active observer to all the levels of decision
making within the Union.
General presentation
Romania’s Treaty of Accession to the EU is common to the Bulgaria’s one
and was elaborated based on the same principles and on the same working method at the drafting Treaty of Accession of the 10 Member States.
These reﬂected the requirements of Romania’s accession to the European
Union and represent the integral result to the negotiation process of the 31
chapters of the acquis.
Unlike the 10 Member States which became Members on the 1 May 2004,
it was provided for that Romania and Bulgaria will accede to the Treaty establishing the Constitution for Europe, if this is ratiﬁed by all Member States
until the actual date of accession to the EU. Within this context, Romania’s
Treaty of Accession had to contain all necessary adaptations brought to the
Treaty establishing a Constitution for Europe. At the same time, an Act of
Accession and a Protocol of Accession were drafted.
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The Act of Accession includes the amendments brought by Romania and
Bulgaria’s accession to the constitutive treaties in force at present: Treaty
on the European Union, Treaty establishing the European Communities,
Treaty establishing the European Community and the Treaty establishing
EURATOM. The Accession Protocol adapts the Constitutional Treaty in order
to make possible Romania and Bulgaria’s accession to this paper. The Act
and the Protocol have, in principle, identical contents.
The Act and the Protocol were supposed to enter into force alternatively,
depending on the entering into force of the Treaty establishing a Constitution for Europe. In case the Treaty establishing a Constitution for Europe was
to enter into force before the Romania and Bulgaria’s accession to the EU (1
January 2007), the Accession Protocol would enter directly into force. If, however, the Constitutional Treaty was to enter into force after Romania and Bulgaria’s accession, the Act of Accession would enter into force. At the moment
of the entering into force of the Constitutional Treaty, the Accession Act was
to be abrogated and the Protocol would start to produce judicial eﬀects.
The Constitutional Treaty was not ratiﬁed until Romania’s accession to
the EU, therefore the Accession Act entered into force.
Institutionally, Romania’s accession to the EU was provided for by the
Nice treaty.
The drafting process of the Accession Treaty
At the level of the Union, the drafting of the Accession Treaty was made
by an ad-hoc Working Group of the Council, the consolidated text being
elaborated by the European Commission and by the candidate state. Romania’s role in this process was extremely important, consisting of verifying the
correctedness and integrality of the provisions of Treaty, so that the information contained reﬂects, exactly, the results of the negotiations. At the end of
the process, the consolidated version was veriﬁed from a legal point of view
and linguistically, the Romanian version being revised by Romania.
The drafting the Accession Treaty has necessitated an extraordinary effort from the part of the Romanian administration. On the one hand, the
daily ﬂow of information transmitted by the General Secretariat of the
Council by Romania was high enough, and, on the other hand, the reaction time on the part of the Romanian administration was extremely short.
The Romanian party had to analyse the documents and had to send ﬁnal
observations and the agreement on the text within a limited amount of
time, sometimes only 24 hours. In case of not transmitting in time the observations and the agreement of the Romanian party, the silent approval
procedure was applied.
A big part of the process was dedicated to the drafting of the technical
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adaptations (even if this are not part of the actual Treaty) which comprised
a large spectrum of problems –starting with translating some terms into
Romanian and continuing with the list of plant species and protected animals in Romania. All these elements have been attentively veriﬁed by the
Romanian party in order to avoid some omissions or errors, which brought
a considerable institutional eﬀort.
The manner of expression used in the case of Treaty is diﬀerent from
the one in the Position Papers. Within this context, there have been cases
where clariﬁcations or completions were necessary.
Structure and composition of the Accession Treaty
The Romania and Bulgaria’s Accession Treaty consists of:
the General parts: the Treaty, the Accession Act/ The Accession Protocol
the Annexes: the measures agreed upon during negotiations – permanent and temporary measures
declarations
Unlike the Treaty of the 10 Member States, Romania and Bulgaria’s Treaty
does not comprise in the annex the technical adaptations brought to the
Community acquis, taken into account the large period between the signing of the Treaty and the moment of eﬀective accession. The technical adaptations were drafted in parallel with the Treaty and convened upon at
political level in 11 February 2005 (together with the political agreement
on the text in English) and will be adopted through acts of the Community
institutions, the Council and the Commission.
The Treaty of Accession (which comprises 6 articles) consecrates Romania
and Bulgaria’s accession to the EU, as well as the fact that by accession the 2
states become part to the Treaty establishing a Constitution for Europe, in
the conditions regulated through the annexed protocol to this treaty. The
Treaty contains a clause regarding the alternative entry into force of the Accession Treaty and the Accession Protocol.
At the same time, the date when the Accession Treaty enters into force,
as well as the fact that this will be ratiﬁed by the contracting parties according to the internal procedures. The ratifying instruments had to be deposited until 31 December 2006.
According to the ﬁnal clause, if one of the two states which accede does
not deposit the ratiﬁcation instrument until that date, the Treaty will enter
into force for the other state, following that the Council adopts the necessary adjustments to the Accession Protocol or, as the case may be, to the
Accession Act.
The Accession Act / Accession protocol contains:
Part I – Principles
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Part II – General Provisions on the adaptation of the Treaties/Constitution
Part III – permanent provisions (mainly the adaptation of the acquis)
Part IV – Temporary provisions (transition periods)
Part V – Provisions related to the implementation of the Act
Part I (Principles) contains deﬁnitions and provisions regarding the obligatory character for Romania and Bulgaria of the fundamental treaties and
the acts adopted by the Community institutions and the European Central
Bank prior to the accession of those states to the EU. The application of provisions of the originary Treaties and of the acts of the institutions is subject
to derogations convened during accession negotiations with every candidate state. It was stipulated the obligation of the two Member States to
accede to the conventions and agreements concluded between Member
States, as well as taking over the Schengen acquis. The list of conventions
between Member States is annexed to the Act/Protocol.
Part II contains the institutional provisions, the participation of Romania
and Bulgaria to the EU institutions.
Part III (Permanent provisions) contains the acceptance of the permanent
negotiated measures (provided in an annex) as well as the reference to the
mechanism of making the technical adaptations of the acquis adopted until 1 October 2004. (”cut-oﬀ date”).
Part IV (Temporary provisions) refer to the transitional measures agreed
upon during negotiations (contained in the annex), the institutional provisions and the ﬁnancial provisions with a temporary character. Part IV comprises also the safeguarding clauses: general safeguarding clause, Internal
Market clause, and Justice and Home Aﬀairs clause. Moreover, as regards
Romania, it is provided that the Council may decide, by qualiﬁed majority
vote, the postponement of accession by a year, until 1 January 2008, if there
is an insuﬃcient preparation in the ﬁeld of justice and internal aﬀairs and in
the ﬁeld of competition (there were 11 obligations mentioned in an annex).
Part V (Provisions referring to the institutional adaptations) comprises
dispositions regarding the institutional adaptations which are necessary
following the accession of Romania and Bulgaria (Title I), ways of applying
the acts of the Community institutions towards Bulgaria and Romania (Title
II) and ﬁnal provisions (Title III).
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PANEL:

THE PROCESS OF EU INTEGRATION
– CHALLENGES
TO THE CANDIDATE COUNTRIES
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Main Challenges on the Way
to the European Union Membership/Accession
(Practical experience)
Dragan Tilev
European Aﬀairs Senior Expert, Republic of Macedonia

For any state or entity in the SEE it was not and it is not the question
whether to integrate in to the European Union but rather when and how.
All the states in the region (those not yet members of the EU), although
very small by size and by economic and military power, have their very speciﬁc challenges to face which reduces their ﬂexibility and thus prolonging
the process of integration, making it even more complicated than it is.
The EU integration process is complex and reforms to be introduced are
demanding. Working in parallel in many areas and taking decisions on diﬃcult political, legal and institutional changes with long lasting consequences on the economy and the everyday life of the citizens, is not an easy task.
Every Government would like to achieve as much as possible in as much as
possible short period of time. That is legitimate wish and even obligation in
front of the voters. On the other hand, any Government that would miss to
understand the process in its essence, to balance between the short term
and long term priorities and goals and to encore the process in its state/national institutions bearing in mind that the process goes beyond the political life of one Government, is making big mistake.
The best way to tray to accelerate the process to maximum possible extend is to respect its complexity, to established sustainable institutions using the experience of others more advanced states in the process, and to be
dedicated till the goal is achieved.
Main challenges on the way to the European membership could be
grouped in many diﬀerent ways:

1. To understand Global world political trends and To develop
capacity and understanding to select and to set priorities
Living in extremely dynamic and continuously changing world with wide
trend of globalization (in all areas) it is essential to understand the consequences of that process to our region and to our countries. For small (micro) states,
not to recognize and accept that would be a serious strategic omission with
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long lasting consequences and possible isolation. The need to adjust national
and regional policy to the global processes (including European integration as
one of them) is a must for any Government that wants to be successful.
Bearing in mind how long the process is, it is crucial to maintain continuous clear commitment towards EU and NATO even at the moments when
diﬃcult decisions with not so popular consequences has to be taken. Selection of priorities in right order and correct sequences is important as is
important to be able to readjust the order of priorities and government
focus, in the case of need.

2. Political consensus, as wide as possible
To achieve political consensus is a diﬃcult task per se, but should not be
so diﬃcult when national strategic interests are in question. The European
integration is one of them. To have a National strategy for integration in to
the EU is not a compulsory document, but is a good chance to build consensus overt the main challenges on that way of reforms and it is a clear
singe of maturity and the capacity of the society to agree on its future.
Wide Consensus would be very much needed over the positions for the
negotiations for the Stabilization and Association Agreement, Application
for EU membership and certainly for the Negotiations for Accession, as well
as for the implementation of all Obligations deriving from them.

3. Public support
The best way to ensure the support of the wider public to the EU integration process is to be open, direct and honest with all elements of the process,
not necessary always positive and popular. Every Government needs, with
clear arguments, to convince the population to support EU integration.
Permanent work with the media, journalists, social partners, NGO sector, and public opinion makers is essential. Process is moving, environment
is changing, situations are not always predictable, therefore the need for
clear convincing arguments and timely dialog with all actors is continues
challenge.

4. Clear and permanent Government commitment
If the Government is really committed, than the EU integration process
has to become ﬁrst priority of the Government (and all Governments to
take over that process in the coming years) appearing as ﬁrst topic on all
Government sessions.
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Such a demanding process need to have strong and powerful political
ﬁgure responsible for EU integration and (it would be ideally) for Coordination of EU and all other Foreign Assistance. In that way the process will gain
in its dynamism and the resources can be much easier concentrated to support the acceleration of the process.

5. Link between political/decision-making level and administrative/operational/technical level
Responsible minister for EU aﬀairs manages and coordinates all EU integration initiatives on a daily basses. In other words, full time minister/
politician has to be engaged exclusively with the process challenges (or
problems) investing all its time and energy making sure that the political
decisions are well transposed to the operational administrative level, correctly understood and timely implemented.
Responsible minister for EU aﬀairs need to be responsible as well to
streamline assistance and to concentrate to the EU integration process.
That minister would know the best what the process needs and where,
what and when should be invested. Certainly consultations and coordination with other Government members is a must through this process of
decision making.

6. Respectful and competent Central Government Mechanism
Central coordination body for EA (Ministry, Secretariat, Agency…) lead
by the member of the Government with clear mandate has to be introduced and permanently build to the level of full competence and respectfulness of the wider society. This body will be the mirror of the process in
the country and in Brussels European Commission during the duration of
the whole process.
Coordination and facilitation are essential and the only responsibilities
of the Central coordination body (main functions of the body would be:
Approximation of legislation, Translation, Institution building, Coordination of Foreign Assistance-including IPA, Information and communication,
Preparation for negotiations SA Agreement/Accession Agreement). This
must not replace and substitute the ministries and other bodies in execution of there constitutional and legal responsibilities.
The coordination central body has to become the central contact point
for everything that is coming from Brussels services to the country and for
everything that goes from the country to Brussels. There are many reasons
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for that concentration, but the main reason is exactly the opposite of concentration, and that is, as wide as possible distribution of all information’s
to the right addresses and accurately.
For such an important body it is essential to have suﬃcient competent
staﬀ and ensured sustainability in order to preserve achievements and to
be able to build further on them.

7. Strict implementation of the SAA/IA/EP and/or any other agreed
binding document with the EU (or the European Commission)
Strict implementation of all obligations agreed by diﬀerent type of political or/and legal documents and/or agreements is must for all sides. That
is the most important signal for the maturity of the country and its political
leadership. In that sense to have monitoring mechanism in place to follow
the implementation of all obligations, is very important.
To work and to have permanent dialog with the business community in
order to eliminate strong resistance for necessary (unavoidable) changes is
one of the elements of the process that should not be forgotten. Concentration should be on the priorities, Free Movement of Goods, Workers, Services and Capital, Quality Management System, Intellectual and Industrial
Property Rights, Competition and State Aid.
Special attention should be given to work of all SAA bodies established
as joined bodies with the European Commission. They should be lead by
competent experts with strong leadership capacity.

8. One coherent, consistent and broadly agreed document
–National Plan for Adoption of the Acqus-NPAA
To manage and control such a complex process as the EU integration
process is, every Government should tray to avoid creating too many different strategies and planning documents in order to avoid confusion and
conﬂicting processes and priorities. The best way out of that potential risk is
to reach consensus over one document such is the National Plan for Adoption of the Acquis (or similar to that comprehensive National Plan), preferably agreed in the Assembly with wide acceptance of the set of measures
and consequences to face during the reform /transition process.
Such a Plan (NPAA) should be accepted as annual Government legislative program, referent document for Setting up and reorganizing institutions, as annual plan of employment, for setting budget priorities, for programming of foreign assistance and ﬁnally for formulation of negotiation
positions for accession.
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9. Clearly streamlined harmonization of the legislation process with good cooperation with the Parliament,
The process of harmonization of the national with the EU legislation
has to be anchored in to the institutional set up of the country, in the
Government and in to the Parliament procedures as well. Strong and reliable National check point (Secretariat for legislation or other body) is
a must, developed around the clear statement for compliancy with the
acquis and as widely as possible used Table of Concordance.
Parliament Commission for EU Aﬀairs is the guardian of the EU transposed measures at the moment when entering the Parliament procedure. It would be very rational and wise that the Government agrees
with the Parliament List of Legislation to be adopted during particular
period of time, of course informing the Parliament of the development
of the process continuously.

10. Coordination of foreign assistance, cooperation with the
MF and transition from centralized (de-concentrated) to the DIS/
EDIS-De-centralized Implementation System/Extended DIS
All the countries from the region are in great need for additional ﬁnancial
and/or technical assistance to support the reforms and the process of EU
integration. In order to use the available assistance with maximum possible
eﬀect and for the targeted priorities, essential is to have in place functional
and fully operational Central Donor Coordination mechanism and National
Aid Coordinator which will express at any time and to all one voice policy
of the Government. It would be a great added value to have Central Donor
Assistance Database respected by all as reliable source of information and
for the planning purposes.
It is important for the whole process to have the Ministry of Finance on
board at early stage, including Budget planning process and necessary
recourses for co-ﬁnancing (very often needed). IPA is new as instrument
but most of the introduced procedures are based on the experience from
previous EU instruments. Programming should be lead by the National
IPA Coordinator with full power to decide and direct the assistance to
the right previously agreed priorities. It is crucial to build administrative
capacities to be able to implement, monitor and evaluate the eﬀectiveness of all IPA available assistance and the use of all pre accession instruments: Twinning, TAIEX, Community programs and participation in the
Community Agencies.
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11. Coordination between the central European Integration
coordination body and the Ministry of Foreign Aﬀairs (when established), including the Mission in Brussels (when established)
Communication and coordination between the Central coordination
body and the representation in the Commission (through the Mission in
Brussels), requests permanent distribution of all available and relevant information’s from Brussels to the capitals and back to Brussels. Stronger MFA
and strong Mission is the basses for country relations with European institutions as well as with the Member states representations.
Lobbing is important in order to make sure you have correctly presented
your achievements, your positions, your requests and expectations and
concerns to the right addresses and on time (before the decision is taken
and before it is too late to inﬂuence it).

12. Transparency is essential
Transparency is essential in providing argumentations to the wider public with positive and optimistic spirit. If the information’s are not suﬃcient,
correct and accurate, that will be a great potential for criticism of the work
of the Government or some institutions and can create resistance for some
necessary reforms and changes required.
To have the Strategy and Action Plan for communication can help to
create consistent and clear to understand the integration process and its
elements. It is not enough to have PR structures in the administration only
(although it is important) but to involve professional agencies, at appropriate level and appropriate time.
Flayers, Multimedia CD, Daily and bi-weekly newsletter, Billboards and
Posters, Bulletin Europe, EU - info centre, broad campaigns: schools, municipalities, universities ,web pages open/active and well maintained; all of
this can contribute to better informed society.

13. Answers to the Questionnaire
If the country gain positive response and the Commission receives mandate to prepare the Questionnaire that every aspirant country has to ﬁll
with answers, the country will be faced with a massive exercise and real
test for the Government, administration and entire society capacity. In a
very limited time (3-4 months) the country (the Government) will have to
deliver the best possible inputs, sincere answers, maximum expertise and
accurate data and statistics.
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This massive exercise demands perfect organisation and synchronisation of the work of the government and its institutions, strong leadership
and management skills, and highly professional and timely translation of
several thousands pages text and tables.

14. Preparations for the Negotiations and Negotiations for EU
membership
At this stage only Croatia and Turkey are in the process of negotiations
for accession while Macedonia expects soon its date to start negotiating.
Others (Albania, Monte Negro, Serbia and Bosnia and Herzegovina, Kosovo)
are still pretty far from that stage which doesn’t mean that they will not
come closer in he near future if delivering on time and constantly showing
evidences for results and for progress.
Crucial for successful negotiations is to be fully committed, ready for long
and complex negotiation process, and to be ready to learn from the experience of those which have passed thought it and have gained substantial
level of experience. They can be used as warning mechanism what should
not be done and what mistakes not to be repeated.
Clear division of responsibilities among the key Government players is
vital not only for the functionality but for the creation of a good healthy
team spirit while avoid any potential for dispute, conﬂict or pure misunderstandings. That could be the formula for rational use of the limited human
resources that small countries have.
Intensive training and preparation prior to the opening of the negotiations is
essential for the smooth negotiations and for acceleration of the process. However, it should be clear that there are no shortcuts because the process is anchored
with strict and clear rules and protected by strong negotiation machinery (European Commission) representing the interests of the EU member states.
Readiness to involve all state and political actors in to the process is an
advantage and will bring more stability to the negotiation process, particularly at the moment when the country (the President, the Parliament,
the Government) will have to take diﬃcult and unpopular decisions and
to comply with the requested measures to be adopted or benchmarks to
be meet as precondition for proceeding with the negotiations or for ﬁnal
conclusion of the negotiations.

15. Strong and competent Administrative capacity
Above all challenges is the challenge to build administrative capacity to
run the process of integration, to implement the SAA, to transpose the EU
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legislation, to negotiate for membership and to be a member equal with all
the other members of the EU In order to achieve the goal to have strong,
sustainable administrative capacity it is needed to start systematically, continuously and in a sustainable way to prepare the administration, including
widely agreed and accepted PAR Strategy and Comprehensive Action Plan
and Training Strategy with Operational Plan.
At least 2000 civil servants will be permanently involved in concrete EU
subjects (around 20.000 on ad hock basses) and they need to be prepared
adequately and on time, through the national education system and training mechanisms, or if not available, using foreign educational systems to
build national capacities. Special attention will have to be placed to the
translators of EU legislation, as speciﬁc skill, but also to the high level decision makers, legal drafters, acquis experts, inspectors, judges, prosecutors,
police forces, experts in EU funds and EU cohesion policy.
Despite the needs, almost all countries from the region, more or less,
suﬀer from the Limited number of trainers for EU integration issues, Insufﬁcient and inadequate HRM training courses, limited or no University involvement, not adequate study programs for EU, very limited number of
lecturers, considerable volume of training delivered is not correctly targeted and the turn over in the Public Administration is very high.
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Turkey’s "Technical" Agenda
in the EU Accession Process:
Achievements and Challenges
Erhun Baş
Secretariat-General for European Union Aﬀairs, Republic of Turkey, Ankara

Current Picture
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 (Croatia: 2);
6 chapters opened (Croatia:18);
More chapters might be opened until the end of Slovenian 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”.
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Negotiations: rigorous and challenging
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
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
- 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)

Negotiation Framework
- deﬁnitely a vigorous and strict one ; �
- signals a tough time ahead: challenges and diﬃculties;
- contains grey areas.
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.
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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”.
What we expect :
‘a strict (expressed by the negotiation framework) but fair approach’ on
the basis of merit in fulﬁlling membership criteria.

Membership Criteria
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
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;
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abolishment state security courts;
revision of the penal code;
tightening the civil control over the army;
enhancing the legal basis of women’s rights.
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.

Economic Criteria
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.

Economic Criteria: Accomplishments
institutional and legal infrastructure of a free market economy has
almost been completed;
signiﬁcant improvement in key macroeconomic indicators like 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
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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; Regional
Development Agencies;
a new policy: Rural Development.

Economic Criteria: Challenges
Main Challenges :
Unemployment (% 11);
Agricultural employment (decline of workforce in agriculture from 33
to 25,5 %)
Regional disparities;
Existence of informal sector;
Lack of a coherent education policy geared towards the needs of the
labour market.

Economic Criteria: Concerns of the EU
Turkey: a fully functioning market economy
Major concerns of the EU:
volatility of ﬁnancial ﬂows;
low transparency regarding state aids;
restrictions on foreign ownership in some sectors.
(civil aviation, maritime transport, road transport, ground handling services, broadcasting, electricity, education etc.)

Acquis : Record in Screening
Chapter
1. Science and Research
2. Education and Culture
3. Public Procurement
4. Competiton Policy
5. Right of Settlement and Free Movement of Services
6. Free Movement of Capital
7. Agriculture and Rural Dev.
8. Justice, Freedom and Security
9. Free Movement of Goods
10. Customs Union
11. Intellectual Property Law
12. Social Policy and Employment
13. Economic and Monetary Policy
14. Fisheries

Explanatory Screening
20 October 2005
26 October 2005
7 November 2005
8-9 November 2005
21-22 November 2005
25 November 2005
5-8 December 2005
23-25 January 2006
16-20 January 2006
31 January-1 February 2006
6-7 February 2006
8-10 February 2006
17 February 2006
24 February 2006

Bilateral Screening
14 November 2005
16 November 2005
28 November 2005
1-2 December 2005
19-20 December 2005
22 December 2005
23-26 January 2006
13-15 February 2006
20-24 February 2006
13-14 March 2006
2-3 March 2006
20-22 March 2006
23 March 2006
31 March 2006
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15. Food Safety, Veterinary and Phytosanitary Policy
16. Enterprise and Industrial Policy
17. Financial Services
18. Environment
19. Energy
20. Financial Control
21. Taxation
22. Consumer and Health Protection
23. Information Society and Media
24. Statistics
25. Company Law
26. Transportation Policy
27. Trans-European Networks
28. External Relations
29. Free Movement of Workers
30. Financial and Budgetary Provisions
31. Judiciary and Fundamental Rights
32. Regional Policy and Coordination of Structural
Instruments
33. Foreign, Security and Defence Policy

9-15 March 2006
27-28 March 2006
29-30 March 2006
3-11 April 2006
15-17 May 2006
18 May 2006
6-7 June 2006
8-9 June 2006
12-13 June 2006
19-20 June 2006
21 June 2006
26-29 June 2006
30 June 2006
10 July 2006
19 July 2006
6 September 2006
6-8 September 2006
11-12 September 2006

24 April-3 May 2006
4-5 May 2006
2-3 May 2006
29 May -2 June 2006
14-16 June 2006
30 June 2006
11-12 July 2006
6-7 July 2006
13-14 July 2006
17-18 July 2006
20 July 2006
25-28 September 2006
29 September 2006
13 September 2006
18 September 2006
4 October 2006
11-13 October 2006
9-10 0ctober 2006

14 September 2006

6 0ctober 2006

Fınalısatıon of the Screenıng Process
- At the end of the bilateral and explanatory meetings Commission prepares “screening report“ for each chapter.
Report includes 4 parts:
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)
Screening reports approved by unanimity in the General Council
- If there is a benchmark


EU waits Turkey fulﬁlls the benchmarks �


chapter is not opened for negotiations
- If there is no benchmark !!!!!!!!


Turkey is invited to prepare its “negotiation position paper”
- If the EU prepares its “common position”


The initiation of actual negotiations
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What is written in “position papers”
-

↓

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

Screening meetings in 33 chapters were completed. We have oﬃcially
received 13 screening reports in most chapters; (available at:
http://ec.europa.eu/enlargement/turkey/screening_reports_en.htm)


Only 6 chapters opened and one provisionally closed;
Science and Research



Provisionally Closed (12 July 2006)

Amount of Fınancıal Assıstance
17 December 2001: Pre-Accession Financial Assistance
Milllion €
Year

2002

2003

2004

2005

2006

Amount

126

144

250

300

500

Other Countrıes and Turkey
2000-2006
Period

Romania

Bulgaria

Poland

Turkey

Amount
(billion €)

5,1

2,8

15,3

1,7
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The Sectoral Distribution of EU Financed Projects (2002-2006)

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

AGENCIES
European Environment Agency
European Monitoring Center on Drugs and Drug Addiction
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Number of the Twinning Projects (2002-2006)
Number
Overall
Contract
of the
Selection preparaYear Number of Projects procedure
Projects Cancelled
tion
2002
13
2
2003
19
2
2004
22
2
2005
6
2006
12
1
11
Total
72
-6
1
11
66

Final
Ongoing CompletReport
ed
Approved
4
17
6

11
13
3
-

11
-

27

27

11

Source: Secretariat General for the European Union Aﬀairs

Twinning Projects by Sector (2002-2006)

Source: Secretariat General for the European Union Aﬀairs

Member States Involvement in Twinning Projects (2002-2006)

Source: Secretariat General for the European Union Aﬀairs
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The Underlyıng Prıncıple of Turkey’s Current Negotıatıon Process
“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 Programme for the Adoption of The EU Acquis (2007-2013)

Latest Developments
Mons. SARKOZY : “Mediterranean Union” vs. Euro-Med Cooperation/
ENP
FRANCE: recent constitutional amendement…accession of a CC with a
population more than %5 of the total population of the EU (=TURKEY)
will continue to be subject to a national referandum
TURKEY: Fate of ruling J&D Party?

Conclusıon
A signiﬁcant synergy has already been created in various important
ﬁelds.
A real sense of direction has been built and a signiﬁcant momentum
has been attained.
There are still deﬁciencies and much room for improvement.

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)
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Croatian Experience in Managing
EU Pre-accession Programs and in
the Accreditation Process for New Program – IPA
Ines Gruica
Central Finance and Contracting Agency, Ministry of Finance, Zagreb

Introduction
In talking about the status of the preparedness of a country to become a
member of the EU, the starting point in most cases is usually the signing of
the Stabilization and Accession Agreement and the fulﬁlment of the criteria set within. However, once the initial marks are reached and the process
is well along the way, the focus shifts beyond these criteria and towards
many diﬀerent goals by which a country is evaluated whether or not it can
become a Member State.
Croatia has, as a candidate country, reached the stage where the improvements in the areas of political dialogue, regional cooperation, free
market, free movement of goods, services, labour and capital and stability have been initiated and are following their upward path. The time has
come for turning towards the micro-challenges put before us.
One of the most quoted and prominent goals to be reached is the increase of the absorption capacity of EU funds, often mistaken for representing only the ﬁnancial ability of the country to utilize available funds,
expressed in the form of good projects. What is sometimes forgotten here
is what tremendous work and deployment of substantial resources lay in
the background of reaching this macro goal.
The following data, to be presented will show just how much dedicated
Croatia is to reaching the ﬁnal goal – of becoming a stable economy and
valuable member and a partner in the European Union.

Available Funds
Although Croatia started using the EU aid, within programmes such
as OBNOVA (Reconstruction) before year 2000, the main focus should be
kept on the CARDS, PHARE, ISPA, SAPARD and IPA funds, as these are the
programmes that serve the purpose of preparing Croatia for the Structural
Funds and for its membership.
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The CARDS programme was at ﬁrst instance being implemented by
the Delegation of the European Commission to the Republic of Croatia.
This was mostly the case with CARDS 2003. However, already with CARDS
2004 programme Croatia has started using the Decentralised Implementation System (DIS). Within this system the Implementing Agency in Croatia
(CFCA) in charge of project implementation deals with controlling tender
documentation, procurement evaluation of received oﬀers, contracting
and payments to individual Contractors. On the other hand Central Oﬃce

for Development Strategy and Coordination of EU funds is in charge
of programming, monitoring as well as supervision over individual
projects and whole programmes, evaluation of successfulness of
individual projects and whole programmes. The Delegation of the
European Commission to the Republic of Croatia is in charge of “exante” control over certain implementation phases, i.e. controlling
tender documentation, evaluations and draft contracts.
Table 1, shows the overview of the allocated funds within all programmes
that were implemented under DIS. It can seen that the allocation for each
year was progressively increased.
Table 1 – Allocated funds (per year; in million EUR)
PROGRAMME
CARDS
PHARE
PHARE CBC
ISPA
SAPARD
TOTAL

2001
58
~
~
~
~
58

2002
59
~
~
~
~
59

2003
62
~
~
~
~
62

2004
81
~
~
~
~
81

2005
~
71.5
6
25
~
102.5

2006
~
61.1
6
35
25
127.1

TOTAL
260
132.6
12
60
25
498.6

Linking this progressive increase in allocated funds to the major movements in the area of fulﬁlling the membership criteria it becomes obvious that with each document signed (such as Stabilization and Accession
Agreement, Enlargement Strategy and Accession Partnership) Croatia was
adopting a more mature perspective towards the programming of the preaccession aid. The ﬁnal sequence within this pre-accession process is the
signing of Accession Partnership, which indeed has the function of a guide
to the programming and has consequently led to deﬁning the measures to
be implemented within the National Programme for the Integration of the
Republic of Croatia into the European Union.
As a part of the development process leading to the membership, Croatia
can report high contracting average, shown in Table 2, which, among other
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things, helped it in gaining more credibility in the area of managing funds,
and reﬂected beneﬁcially on the negotiations.
Table 2 – Allocated and contracted funds per programme (in million EUR)
PROGRAMME

ALLOCATED

CONTRACTED

29,4

97,68 %

CARDS
2003
CARDS
2004
PHARE
2005

46,5

94,61 %

78,50

87,48 %

PHARE 2006

71,88

Na/a1

Table 3 – Allocated funds - IPA programme
COMPONENT
Support for transition
and institution building
Cross-border
cooperation

2007

2008

2009

2010

TOTAL

47.6

45.4

45.6

39.5

178.1

9.7

14.7

15.9

16.2

56.5

Regional development

44.6

47.6

49.7

56.8

198.7

Human resources
development

11.1

12.7

14.2

15.7

53.7

Rural development

25.5

25.6

25.8

26.0

102.9

138.5

146.0

151.2

154.2

589.9

TOTAL

Looking at the amounts allocated within the CARDS - Phare programmes,
one can conclude that these were not so substantial. Almost 500 million
EUR compared to the national budget makes it only a small percentage of
annually spent funds in Croatia2.
Even if we count the IPA allocation as well, shown in Table 3, the total
amount is only a smaller portion of the annual turnover.
However, we must remember that becoming familiar with the whole
process of spending the EU funds and the learning involved is the ultimate
purpose of this “lesson”. The Croatia has set a goal for itself of proving that
it can be trusted with larger Structural and cohesion funds by successfully
managing the pre-accession funds. In order to achieve this goal it had to
establish all of the supporting structures, presented in the next chapter.
As the contracting deadline for Phare 2006 is 30.11.2008 the percentage will be known after this deadline
For more information on the annual Budget of Croatia please visit the web pages of the Ministry of Finance
at http://www.mﬁn.hr/str/10/
1
2
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Implementation Structures
Considering the fact that the successful utilization and implementation
of any programme and project relies on the fully functional structure the
organization of the institutions and division of responsibilities has undergone several adjustments. Chart 1 on the next page shows the current implementation structure for Phare programme established already within
the CARDS programme.
This structure includes the function of the National Aid Coordinator and
institution of the National Fund that are directly responsible upwards to
the European Commission. The same institutions and the individual functions within them are, on the national side of the structure, responsible for
the overall Implementation and/or Programming and Monitoring.
Looking at the lower, operational level, the central role is played by the
Central Finance and Contracting Agency, headed by the Programme Authorising Oﬃcer, which is responsible for the contracting, ﬁnancing and
overall monitoring of the project implementation.
The Senior Programme Oﬃcer (SPO) that is either Assistant Minister or
State Secretary within the line ministries is responsible for the technical implementation of the projects realized by the Project Implementation Units.
Chart 1 – CARDS / Phare Implementation Structure
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EC Enlargement Strategy for Croatia presupposes the preparation of the
Progress Reports, that is yearly reports on the advancement made relating to the Croatian accession to the EU. One of the things mentioned in
relation to Progress Reports, is ensuring the full inclusion of all actors in
the programming and implementation. For this reason, and due to the fact
that the current structure could be improved, bringing about even higher
increase of the capacity of the state institutions, the IPA institutional structure was somewhat rearranged. As it can be seen from the Chart 2, the new
structure ensures the inclusion of all actors.
Chart 2 – Implementation structure – IPA programme

Considering the fact that IPA is the ﬁnal “learning lesson” before the
membership, the responsibilities within it have also changed, and the Central Finance and Contracting Agency stops being the only body responsible
for the contracting, ﬁnancing and implementation. As Table 4 shows, there
are now ﬁve diﬀerent bodies among which this responsibility is shared depending on the component concerned.
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Table 4 – IPA Operational Structure
Component

Area

1.

Support for transition and institution
building

2.

Ministry Of Region- Ministry of Regional
Cross-border coop- al Development,
Development,
eration
Forestry And Water Forestry and Water
Management
Management

3.a

Ministry of Sea,
Ministry of Sea,
Croatian Railways
Regional develop- Transport
and
InfraTransport
and
Infra– Infrastructure
ment -transport
structure
structure
CFCA

3.c

4.

5.
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Ministry
responsible for
measure

Implementing
Body/agency
Central Finance and
Contracting Agency
(CFCA)
CFCA

Ministry of Environ- Ministry of regional
mental Protection,
development,
Physical Planning forestry and water
and Construction
management

Croatian Waters

Regional development - env.
Protection /waste
management

Ministry of Environmental Protection,
Physical Planning
and Construction

Environmental
Protection and
Energy Eﬃciency
Fund CFCA

Regional development –regional
competitiveness

Ministry of Economy, Labour and
Entrepreneurship
Ministry of Econ- Ministry of Science,
omy, Labour and
Education and
Entrepreneurship
Sports
Ministry of Reg. Development, Forestry
and Water Management

Regional development –env. Protect.
– Water and wastewater management
3.b

Ministry
responsible
for OP

Human resources
development

Ministry of Economy, Labour and
Entrepreneurship

CFCA

Ministry of Economy, Labour and
Entrepreneurship, Croatian EmployMinistry of Science, ment Service VoEducation and
cational Education
Sports
Agency
Ministry of Health
and social security

Ministry of Agricul- Ministry of Agriculture, Fisheries and ture, Fisheries and
Rural development Rural
Development Rural Development

SAPARD Agency

The success of these implementing and operational structures will of
course remain the question to be answered in the future, however, the
preparedness for the implementation of the IPA programme is under the
judgement now, as Croatia has sent the accreditation packages for IPA I, II,
III and IV in April 2008. Table 5 shows the current state of aﬀairs in the process of attaining the IPA accreditation. The accreditation process is expected
to end in October 2008 by EC approval to Croatia in full utilization of IPA
programme.
Table 5 – Current state of aﬀairs – IPA
External Audit

National Accreditation

Accreditation
request - EC

11 February

31 March

7 April

21 April

11 February

31 March

7 April

21 April

Carried out

Ongoing

10/17 March

March/ April

Carried out

10 March

17 March

7 April

May 2008

July 2008

August 2008

February 2009

Component Self-assessment
Support
for transition and
institution
building
Cross-border cooperation
Regional
development
Human
resources
development
Rural development

Prior to request for accreditation there were several challenges put before Croatia such as establishment of the institutions utilizing the pre-accession funds also covering the ensuring adequate number of civil servants
for the EU programmes management and providing continuous training for
preparation, implementation and monitoring of projects. What Croatia also
has to face while preparing for full utilization of IPA structure is setting up
the coordination and cooperation between diﬀerent bodies involved with
the implementation of one operational programme as well as ensuring
timely co-ﬁnancing of the programme form national budget while simultaneously manage and utilize CARDS and PHARE/ISPA/SAPARD programmes
using diﬀerent implementation procedures. These challenges, recognized
by the authorities, have also been accompanied by the benchmarks as set
by the EC. The following chapter will give a short overview of the progress
achieved in reaching the set benchmarks.
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Reaching the benchmarks
The EC Internal audit of the implementation systems in Croatia dealing
with pre-accession funds has shown that there were some shortcomings that
need to be addressed. As a result of this audit and as a precaution in assuring
that Croatia will be able to contract the allocated resources within the IPA
programme the following benchmarks have been set in December 2007:
 Improve the quality and speed up the work of the CFCA which was to
achieved by respecting the speciﬁc deadlines for each phase of the
tendering and contracting that were given and by respecting the ﬁnal
deadline set at six weeks prior to the Contracting deadline when all
contracts must be delivered to ECD for ex-ante
 More active involvement of the CFCA and other institutions in the
implementation monitoring
 Signiﬁcant decrease of the rejection rate of the documents sent to
ECD
 Increase of the number of employees (to reach the goal of 53 employed
by the end of February 2008) especially in the section for Quality Assurance in order to fulﬁl 100% of documentation revision
 Detailed activities plan for transformation of Central Finance and Contracting Unit within the Ministry of Finance to independent Central
Finance and Contracting Agency
 Establishment of high-quality irregularities management system and
its practical usage
 Increased involvement of the Internal Audit Department within the
Ministry of Finance – increased number of audits in the pre-accession
programmes system
By the end of June 2008 the following has been achieved in reaching the
benchmarks on staﬃng, Quality Assurance, trainings and functionality of
the Agency:
 The Central Finance and Contracting Agency has been established and
is functioning since the beginning of February 2008
 In relation to having 53 people working in the Agency, the Agency is
currently employing 63 people
 Quality Assurance Sector in the Agency employs 7 people and all documents go through quality control
 Benchmark on education is currently being fulﬁlled – considering that
a lot of new staﬀ has been employed in the past months the initial
trainings have been completed. However, the education upgrade is
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continued and a new system of mentorship is being applied together
with careful planning of trainings held and training needs.
Referring to the deadlines for delivery of documents to ECD for
PHARE 2006 which have been set by the end of February all procurement notices have been delivered for ex ante and by the end of April
great majority of Tender documents has been delivered for ex ante.
As for the deadlines in June, mid-September and mid-October, high
priority has been given to activities to be carried out in order to reach
these.
In reaching the benchmark on reducing the rejection rate the statistical data are being collected and processed, so as of now the monitoring is ongoing. The ﬁrst estimate can be expected in July.

Conclusion
As it was mentioned in the introduction the path towards the
membership goes from reaching the major benchmarks, but as the
time goes by the focus shifts towards the micro-challenges. As it was
shown in the previous chapters Croatia has intensiﬁed its endeavours to fulﬁl all the benchmarks, set either by itself or by the European Commission. The results of our accomplishment are already
recognized by the EC and Member States, but ﬁnal goal of Croatian
Government is to achieve social and economic level of society that
will make Croatia a respective member of the EU.
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What the SAA Brings to Bosnia and Herzegovina
Amela Alihodzic
Assistant Director and Head of the Legal Harmonization Division – Directorate for
European Integrations of Bosnia and Herzegovina

During this presentation I shall try to brieﬂy explain not only what the
Stabilization and Association Agreement brings to Bosnia and Herzegovina, but also the role of the Directorate for European Integrations of Bosnia
and Herzegovina in the entire process of European integrations, and, in
particular, to date achievements in legal harmonization process.
The Directorate for European Integrations has been established in 2003
as the permanent body within the Council of Ministers of Bosnia and Herzegovina and mandated as the main coordinating body of all activities Bosnia
and Herzegovina undertakes during the process of European integrations.
At that time, Bosnia and Herzegovina was in phase of elaborating the Feasibility Study, i.e. answering the questionnaire, when the role of the Directorate for European integrations was very important. Besides the Decision on
the procedures in process of legal harmonization, about what I shall speak
later in some more details, the Directorate for European integrations also
proposed the Council of Ministers of Bosnia and Herzegovina considerable
number of other decisions related to the establishment of structures relevant for fulﬁllment of requirements contained in the Feasibility Study.
Internal structure of the Directorate is as follows:
Cabinet of Director
Legal Harmonization Division
Strategy and Integration Policy Division
Division for coordination of EU assistance
Division for General Aﬀairs
Translation Division
European Integration Promotion Division
Legal Harmonization Division is competent for planning and coordination of legal harmonization process, suggesting of measures for harmonization, providing of expertise to the ministries and other institutions during
the harmonization process, as well as for compliance checking of Bosnia
and Herzegovina legislation with acquis communautaire.
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During past ﬁve years Legal Harmonization Division has been strongly
devoted to entrusted task orders; albeit the numerous diﬃculties, we
achieved a lot. First of all, we have been highly motivated and enthusiastic
to face, as the ﬁrst organization in Bosnia and Herzegovina, such demanding and interesting challenge – harmonization of legislation with acquis.
Period before signing of the SAA (Stabilization and Association Agreement)
will be remembered as both voluntary and mandatory period of harmonization. As the legal harmonization becomes the obligation for some state in the
moment of signing of SAA, Bosnia and Herzegovina was in voluntary legal harmonization, from the aspect of international law. But, at the same time, Bosnia
and Herzegovina was in the mandatory phase of legal harmonization, from
the aspect of the national law. In explanation to that, it is necessary to emphasize the following: being completely aware that the transposition of acquis
communautaire or harmonization of national legislation with its provisions
represents undoubtedly the most complex and demanding aspect of the entire process of European Integrations, the Council of Ministers of BIH, upon the
proposal by the DEI, has adopted in 2003 the Decision on procedures in process of harmonization of Bosnia and Herzegovina legislation with acquis.
This Decision determined the procedures for preparation of drafts and
proposals of legal acts, which are to be adopted by Bosnia and Herzegovina’s ministries, administrative organizations and other administrative bodies and are the subject of harmonization of Bosnia and Herzegovina’s legislation with acquis communautaire.
Bosnia and Herzegovina’s ministries, administrative organizations, institutions and other administrative bodies are obliged to respect the rules of
harmonization of national legal acts with the acquis communautaire during
the whole process of preparation and drafting of legal acts that are the subject of harmonization of Bosnia and Herzegovina’s legislation with acquis
communautaire.
In the process of preparation / drafting of legal acts, Bosnia and Herzegovina’s ministries, administrative organizations, institutions and other administrative bodies – i.e. the proponents have the obligation to render a
Comparative conformity assessment and a Statement on harmonization of
the respective legal act with acquis communautaire. These two instruments
form the integral part of the Decision.
Before sending legal acts and the above mentioned two instruments for
consideration of the Council of Ministers of BIH, each proponent is obliged,
following the Decision and Rules Book of the Council of Ministers, to submit it to the Directorate for European integrations for veriﬁcation and conformity assessment.
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It is necessary to point out that the best results, in terms of legal harmonization, have been achieved when an expert from the DEI – Legal Harmonization Division participated in drafting of legal acts from the very beginning; in that way, new legal act was harmonized while drafted, and two
instruments for legal harmonization were issued accordingly.
To conclude: the adoption of the Decision and its implementation, i.e.
work of the DEI – Legal Harmonization Division signiﬁcantly contributed
to the future obligations arising from the SAA; we have experienced staﬀ,
ready to face new challenges – to date, we have rendered more than 200
opinions on conformity of legal acts with acquis.
As the signing of the SAA which will take place on June 16, 2008) is of key
meaning for the legal harmonization process, please see entire Article 70:
“The Parties recognize the importance of the approximation of the
existing legislation of Bosnia and Herzegovina to that of the Community and of its eﬀective implementation. Bosnia and Herzegovina shall
endeavor to ensure that its existing laws and future legislation will be
gradually made compatible with the Community acquis. Bosnia and
Herzegovina shall ensure that existing and future legislation will be
properly implemented and enforced.
This approximation shall start on the date of signing of this Agreement, and shall gradually extend to all the elements of the Community
acquis referred to in this Agreement by the end of the transitional period deﬁned in Article 8 of this Agreement.
Approximation shall, at an early stage, focus on fundamental elements of the Internal Market acquis as well as on other trade-related
areas. At a further stage Bosnia and Herzegovina shall focus on the
remaining parts of the acquis.
Approximation shall be carried out on the basis of a programme to
be agreed between the European Commission and Bosnia and Herzegovina.
Bosnia and Herzegovina shall also deﬁne, in agreement with the
European Commission, the modalities for the monitoring of the implementation of approximation of legislation and law enforcement
actions to be taken”.
Following the ﬁrst paragraph of quoted Article 70, it is clear that Bosnia
and Herzegovina is not only obliged to harmonize its legislation with acquis, but also to properly implement it; this process shall be performed in
close cooperation with the European Commission, what is enabling us to
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clarify in due time all possible questions which might be raised during that
demanding, long lasting and complex process.
The Stabilization and Association Agreement would be the ﬁrst contractual relationship Between Bosnia and Herzegovina and the European Communities and their member states and, at the same time, the legal basis for
acquiring of candidate status; it is also the key element of integration of
Bosnia and Herzegovina in the European Union. The signing of the SAA also
conﬁrms the status of potential candidate.
The SAA represents third generation of association agreements, and it
has been oﬀered exclusively to the states being in the Stabilization and
Association Process – SAP, as follows: Albania, Bosnia and Herzegovina,
Montenegro, FYROM, Croatia and Serbia. The Stabilization and Association
Agreements bring the establishment of close and permanent relationship
between the states of SAP and the European Union, as well as predictable
membership in the European Union.
The SAA also understood substantial reforms and fulﬁllment of legal, political and economical conditions and marks the beginning of process of
internal reshaping, what will enable our country to come up with standards
of the highest level, as deﬁned in the European Union. At the same time,
Bosnia and Herzegovina undertakes permanent and comprehensive task
order to implement undertaken commitments, what shall be subject of
evaluation of our ability to fulﬁll the conditions for fully ﬂedged membership in the European Union.
As the key instrument for setting up relations between Bosnia and Herzegovina and the European Union in all 35 Chapters of acquis, the Stabilization and Association Agreement emphasizes the following goals:
To ensure political dialogue
To promote and to reinforce regional cooperation
To support development of economic and international cooperation,
among others, through harmonization of legislation of Bosnia and
Herzegovina with acquis
To assist Bosnia and Herzegovina in transition towards market economy,
i.e. gradual development of free trade with the European Union.
After many seminars, training, round tables, workshops we have organized in terms of legal harmonization for our colleagues throughout Bosnia
and Herzegovina, during past ﬁve years it was the key message that Bosnia
and Herzegovina ﬁnds itself in both voluntary and mandatory legal harmonization process; as of signature of the SAA, we shall assume the obligation
to perform legal harmonization. So, it will become our reality on next Monday. And what we did do to get ready?
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Even during negotiations of the SAA we anticipated its proper implementation, knowing the fact that progress achieved in that process will be
evaluated on the basis of our own achievements; the negotiations have
been successfully completed by the end of 2006, and immediately after
that the Legal Harmonization Division examined in detail all provisions of
the SAA, setting apart respective portions of acquis. In our opinion, it was
important task order, because we planned to make the institutions of Bosnia and Herzegovina aware of the undertaken commitments and to prepare them to become the owners of acquis.
In the ﬁrst stage, we produced the chart containing articles of the SAA
and relevant portion of acquis – the ﬁrst result was 417 regulations and 741
directives. In total, it was 1158 legal acts in the form of secondary sources of
the Community law, of which, for instance, 151 regulations and 190 directives for agriculture. Of course, we continued our work, so in addition to the
above mentioned total number, we found another 980 regulations and 30
directives for agriculture only.
In order to closely follow, monitor and accelerate complete process of
the European integrations, in 2004 it was established the Coordination for
European Integrations, members of which are the representatives of all institutions of Bosnia and Herzegovina, 2 Entities' coordinators for European
integrations and representative from Brčko District of Bosnia and Herzegovina. Last year in May and June we have organized working meetings,
during which we have presented and handed over to the Coordination
members all documents relevant for the implementation of SAA, in order
to enable all institutions to make them familiar with future activities, and,
what is more important, to enable them to be prepared in due time.
Signature of the SAA imposes very important obligation – its implementation. According to all activities already performed into that direction, we
started elaboration of the Program of integration of Bosnia and Herzegovina into the European Union. This Program will be unique instrument not
only for planning, but also for realization and monitoring of all activities of
institutions in Bosnia and Herzegovina. The Directorate for European Integrations rendered the methodology for drafting of Program, so all necessary activities are currently ongoing.

77

The Case of Serbia - New Administrative Structures
and Plans for the Future
Vladimir Ateljevic
Advisor, European Union Integration Oﬃce, Government of Serbia, Belgrade

I. An Overview of Relations between Serbia and the European
Union Serbia
As one of the republics of the Federal Republic of Yugoslavia, became a
part of the Stabilisation and Association Process (SAP) in November 2000.
Since 2001, all the measures and instruments of this process have been accessible to Serbia, but the decision to start negotiations on the conclusion
of the Stabilisation and Association Agreement (hereinafter:SAA) was not
made until April 2005, following the adoption of the ‘twin-track’ principle
for the negotiations with the State Union of Serbia and Montenegro. The
negotiations were oﬃcially opened on 10 October, and the ﬁrst oﬃcial
round was held on 7 November 2005. In May 2006, the negotiations on
SAP were suspended by the decision of the European Commission only to
be resumed on 10 June 2007 and successfully concluded by initialling the
Stabilisation and Association Agreement on 7 November 2007. The Agreement was signed on 29 April 2008 at the meeting of the EU General Aﬀairs
and External Relations Council in Luxembourg. The beginning of the implementation of the Interim Agreement on trade and trade-related issues was
expected as of 1 July 2008, with meeting the requirement deﬁned by the
Conclusion of the EU’s General Aﬀairs and External Relations Council, from
29 April, regarding the full cooperation of the Republic of Serbia with the
ICTY. Parallel to the negotiations on this Agreement, a process of European
integration of the Republic of Serbia was underway. National Assembly of
the Republic of Serbia (the Serbian Assembly) passed in November 2004 a
resolution on Serbia’s European future highlighting the strategic determination of Serbia to join the European Union. Government of the Republic
of Serbia adopted in June 2005 the Serbia’s National Strategy for Accession
to the European Union as an umbrella document for the whole process of
European integration. This strategy outlines activities which the Republic
of Serbia should undertake in all the sectors of its society, politics and law
in order to be ready to assume obligations stemming from the European
Union membership by 2012. Since 2004 the Republic of Serbia has been
drafting annual action plans for the implementation of European partner78

ship. Regardless of the absence of legal obligation to do so, the Republic of
Serbia launched in 2004 the process of approximation of its national legislation to acquis communitaire, and adopted every year its Approximation
Action Plan. In addition, since 2006, action plans for building of capacity
for the process of Serbia’s European integration, envisaging administrative
and institutional capacities needed for the implementation of harmonised
laws and achievement of other priorities in the process of Serbia’s European integration, have been regularly drafted. Having signed the Stabilisation
and Association Agreement, Serbia is entering a new phase of its relations
with the European Union. For the ﬁrst time, the relations with the European
Union are founded on a contractual basis, whilst Serbia becomes a state
associated with the European Union. The signing of the SAA entails Serbia’s
obligation to gradually harmonise its legislation with acquis communitaire
(hereinafter in the text: “AC”) as well as to implement it consistently. Thus,
under article 72 of the SAA, Serbia is under obligation, in agreement with
the European Commission, to prepare a special Programme for the implementation of obligations arising from the SAA. Approximation of legislation and implementation of laws under the programme shall be strictly
monitored by the EU.
The SAA implementation starts after its signing and coming into force of
the Interim Agreement, within planned transition deadlines, which are not
longer than six years, for opening up of the market and full implementation
of the agreement. Gaining the status of a candidate state depends on the
European Commission assessment of Serbia’s readiness to start negotiations on membership in the EU. Bearing in mind relative delay of Serbia in
the process of European integration, it is necessary to design in systematic
manner Serbia’s further steps towards the EU. The implementation of the
SAA and negotiations on accession to the EU essentially entail the same
eﬀorts – approximation of legislation to AC, which are described in detail in
this document, the National Programme for Integration.

II. Objectives of the National Programme for Integration
In order to prepare the state, and the administration in particular, for new
challenges and obligations in the EU accession process, and to fulﬁl the requirements stemming from the SAA, it was necessary for Serbia to prepare a
comprehensive document which would integrate already existing activities
and which would make it possible to plan and monitor all the Government’s
activities in the EU accession process as well as their eﬃcient coordination. It is
customary that this should be the document entitled National Programme for
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the Adoption of the Acquis (NPAA) which all the EU membership candidate
states have. It deﬁnes developmental and strategic objectives, adequate policies, reforms and measures needed for the implementation of these objectives;
it lays out a detailed plan of approximation of the legislation and institutional
capacity building, and it deﬁnes human and budget resources as well as other
funds needed for the implementation of the planned tasks. Given that Serbia
still does not enjoy the status of an EU membership candidate, but indubitably, according to the EU’s appraisal, it has capacities to expedite the process of
European integration, in order to demonstrate real administrative capacities a
document with such contents has been composed, but named National Programme for Integration of Serbia into EU (NPI). NPI should become one of the
key documents of the Government in the years to come. It shall serve not only
as a means of reforms coordination on the road towards the EU and a basis for
drafting of Government’s annual plans of work, but also as a transparent and
well prepared information on planned reforms, intended, on one hand, for
the European Commission and EU member states, and the Serbian society on
the other. NPI speciﬁes not only obligations concerning the incorporation of
AC into domestic legal system but also the tasks which must be conducted in
order to fulﬁll political and economic criteria for accession (Copenhagen and
Madrid criteria). Particular attention is dedicated to administrative capacities
and budget resources that are needed to transfer AC provisions into domestic
legislation and to carry out consistently planned reforms, given that the crucial point in the following phases of development of relations between Serbia
and the EU shall be the implementation of the assumed obligations. NPI is
changing several other documents which were prepared in the course of previous phases of relations between Serbia and the EU, which are to become its
integral parts: the Action Plan for Implementation of European Partnership
Priorities (August 2007), the Action Plan for Strengthening Administrative Capacities (December 2006) and the Action Plan for Approximation of Legislation of the Republic of Serbia to the EU Regulations (July 2007) as well as the
Action Plan for SAA Implementation. Since NPI presents a detailed picture of
reforms and activities which will be realised in the following years, it provides
information for the economic sector needed for the planning of their future
activities. NPI enables general public to understand and follow the association
process. As such, it is a precious vehicle for the promotion of openness of Government’s work. NPI deﬁnes development and strategic objectives and, on the
other hand, policies, reforms and measures needed for the accomplishment
of these objectives. It also speciﬁes a detailed plan, timeline and priorities for
the passage of laws and designates organs responsible for their drafting.
Full realisation of NPI objectives is projected to be achieved by 2012,
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when Serbia should be technically ready to assume all obligations arising
from EU membership. NPI is the document of the Government of Serbia.
It shall be submitted to the National Assembly so that the deputies may
acquaint themselves with it, given that the Assembly must be regularly informed about the whole process. The legislative part of the NPI will be of
exceptional importance to the Assembly’s plan of work, bearing in mind
that the Assembly, as a legislative organ, must follow the schedule for the
passage of laws as designated by the NPI.
NPI is created in line with Copenhagen criteria (political criteria, economic criteria and capacity for undertaking the obligations arising from the EU
membership), as well as Madrid criteria (additional administrative criterion)
for EU membership.
NPI comprises of six chapters:
1. Political criterion: this criterion is mostly based on European Partnership priorities and it will consist of three sub-chapters: democracy and
the rule of law, human and minority rights and regional cooperation
and international obligations.
2. Economic criterion: economic criterion ought to provide an overview
of key economic policies and it should deﬁne the dynamics of economic
reforms in Serbia; it will contain two sub-chapters: functional market
economy and competitiveness (capacity to sustain the competition in
the EU market).
3. Capacity for undertaking the obligations arising from EU membership (harmonization with the Acquis): capacity for undertaking the
obligations arising from the EU membership is a key chapter of this
document; this chapter makes a direct link between the Acquis and
national legislation, thus representing a basis for legal harmonization
with the Acquis; the chapter comprises of 35 sub-chapters, although the
last two (institutions and other) are not of relevance for NPI creation.
4. Administrative and judicial capacities: administrative and judicial
capacities make a basis for quality enhancement of all relevant administrative institutions and justice in Serbia.
5. Preparation of the national version of the Acquis: preparation of the
national version of the Acquis is extremely important as the translation of the Acquis in Serbian language is one of the requirements for
EU membership; having this in mind, a coordination mechanism for
translation is due to be established.
6. Estimation of ﬁnancial resources: this estimation of ﬁnancial resources
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is composed of two sub-chapters: national budget and assistance from
the EU and international donors; this chapter should provide an insight
into the extent of ﬁnancial sustainability of the entire programme.

III Approaching Accession
Next stage of the process, encompassing implementation of the Stabilization and Association Agreement and conducting negotiations on EU
membership, envisages much more complex and wider obligations of the
country being in the process, which has to be supported with adequate
coordination mechanisms.
Bearing in mind the above mentioned, the Government adopted on 18
October 2007 Decision establishing new coordinating bodies in the EU accession process of Serbia.

IV Structure, role and competence of coordinating bodies

Coordinating body
For the coordination of the accession process of the Republic of Serbia to
European Union, by the stated Government Decision, a Coordination body
for the EU accession process has been established (in further text, Coordination body). Coordination body takes into consideration all issues and coordinates the work of public administration bodies in regards to accession
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of the Republic of Serbia to European Union. Decision appoints following
Government members into Coordination body:
1. Deputy Prime Minister;
2. Foreign Aﬀairs Minister;
3. Minister of Interior;
4. Minister of Finance;
5. Minister of Economy and Regional Development
6. Minister of Justice;
7. Minister of Agriculture, Forestry and Water Management;
8. Minister of Trade and Services.
Director of European Integration Oﬃce participates in the work of Coordination Body.
Coordination body shall consider political and strategic issues in respect
to accession of Serbia to European Union, precisely deﬁne key political
points of view, which the Government would take, and assist in resolving
possible disputes between the line ministries, which could occur in the
course of this process.
Expert and administrative-technical assistance to the work of Coordination body shall be provided by European Integration Oﬃce.
Expert Group
Expert group of the Coordination body is established as main inter-sectoral body to coordinate Serbia’s accession to EU, and it would engage in
expert work regarding current issues in the accession process of the Republic of Serbia to European Union. Expert group consists of:
Director of EU Integration Oﬃce, presiding, and members:
1. vice-presidents of sub-groups in the Expert group;
2. State Secretaries from the Ministries which are not managing subgroups in the Expert group, Director General of the Directorate General
for EU in the Ministry of Foreign Aﬀairs and representative of the Ministry
of Finance in charge of harmonizing activities in the area of planning,
securing and using donations, European funds and other sources of
international development assistance.
The Decision stipulates that this body, by the rule, shall meet once a month,
including special sessions devoted to information exchange, in order to inform diplomatic and consular representative oﬃces of the Republic of Serbia,
in which occasion Director General of the Directorate General for EU from the
Ministry of Foreign Aﬀairs shall preside over the work of Expert group.
Coordination body provides guidance in the work of Expert group.
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Sub-groups in the Expert group
In order to facilitate negotiations on EU membership, entire process goes
through 35 negotiating chapters, corresponding to European Union policies – and community legislation related to those policies. The Decision on
establishment of the Coordination body for EU accession process stipulates
the formation of 35 sub-groups in the Expert group (in further text: subgroups), which will be in charge of preparation and negotiations of Serbia
with European Union, and their division, competence and content, basically
coincide with negotiation chapters. Each of the sub-groups is accountable
for harmonization with community legislation from the respective chapter.
The work of each of the sub-groups is managed by the public administration body which mostly holds competences over the part of EU legislation, for which respective sub-group was established, whereas the president, deputy president, secretary and deputy secretary for the sub-group
come from the ranks of this body.
The Decision determines the following sub-groups: movement of goods;
movement of work force; work stimulated migration and freedom to provide
services; free movement of capital. Public procurement; right of economic
associations; intellectual property rights; competition; ﬁnancial services; information society and the media; agriculture and rural development; food
safety, veterinary and phytosanitary issues; ﬁshery; transportation; energy
sector; taxes; economic and monetary issues; statistics; social policy and employment; entrepreneurship and industrial policy; trans-European networks;
regional policy and coordination of structural instruments; justice aﬀairs and
basic rights; issues of justice, freedom and security; science and research; education and culture; environment; consumer protection and health protection;
customs union; international economic relations; foreign, security and defense
policy; ﬁnancial control; ﬁnancial and budgetary issues; institutions; other.
European Integration Council
European Integration Council was established (in further text: Council),
as expert and advisory Government body.
Council’s tasks are as follows: monitoring of the realization of the Accession Strategy of the Republic of Serbia; proposing guidelines with the aim
to improve accession process of the Republic of Serbia to the European
Union; proposing measures for establishing nation-wide consensus on accession process of the Republic of Serbia to the European Union; performing other expert and advisory tasks, improving operational eﬃciency of the
Government and other public administration bodies in the accession process of the Republic of Serbia to the European Union.
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The work of the Council is managed by the Prime Minister, who is, by its
function, president of the Council. Council’s Deputy President is Deputy Prime
Minister, who performs a function of the Council’s president, in the case when
Council’s president is prevented from managing the work of the Council.
Members of the Council are: all Ministers, President of the European Integration Committee in the National Assembly, Advisor to the President
of the Republic, representative of the Executive Board of the Autonomous
Province of Vojvodina, National Coordinator of the Regional Council for
Cooperation, representatives of religious organizations, representatives of
the national councils of national minorities, representative of the Serbian
Chamber of Commerce, representative of the Serbian Academy of Science
and Arts, representatives of universities and scientiﬁc institutes, whose
founder is the Republic, representatives of non-Governmental organizations dealing with European integration issues, representatives of labor
unions and associations of employers founded for the territory of the Republic of Serbia, and the Director of the European Integration Oﬃce.
President of the Council may, in accordance with the agenda, invite also
representatives of other organizations and associations. The Council may,
with the aim to investigate certain especially complex issues, engage expert organizations and distinguished specialists. Session of the Council is
summoned by the Council’s President. Council is assembled according to
need, and at least twice a year, in March, and in September.
Expert and administrative-technical tasks for the needs of the Council
shall be performed by European Integration Oﬃce.
Sub-committees
Stabilization and Association Agreement stipulates the formation of Stabilization and Association Committee, whose task is to monitor its implementation. In the course of its ﬁrst meeting, Committee should form subcommittees for SAA implementation. In the case of Croatia and Macedonia,
there were 7 sub-committees, which would probably be the case with Serbia as well, but their competences are not necessarily in compliance.
Their members will be representatives of the Government of Serbia and
representatives of the European Union, on equality basis. Co-chair of the
sub-committee will be one representative of Serbia and one representative
of European Union. Co-chair from Serbia shall be accountable for coordination of the work of Serbian part in the cub-committee.
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Montenegro: the Year of Application?
Aleksandar Pejovic
Director, Directorate for EU, Ministry of Foreign Aﬀairs, Montenegro

On 21 May 2006 Montenegro organized a referendum on independence,
based on the provisions of Article 60 of the Constitutional Charter of Serbia and Montenegro, in line with the recommendation by the EU. After the
referendum and the subsequent declaration of independence by the Montenegrin Parliament, the EU Council Conclusions of 12 June 2006 stated
that "the EU and its Member States decided to develop further their relations with the Republic of Montenegro as a sovereign, independent state".
On 19 October 2007 Montenegrin Parliament adopted the Constitution,
largely in line with European standards.
In its declaration of independence the Montenegrin Parliament "conﬁrmed as its strategic priority an accelerated integration into the European
Union, and its determination to continue to eﬃciently fulﬁll the conditions and
requirements included in the Copenhagen criteria and the Stabilization and
Association Process". The Government of Montenegro has declared European integration to be one of the strategic foreign policy priorities.
After the Kosovo conﬂicts at the end of 90, the EU focused its attention
on the Balkans problems, having in mind that they should not be resolved
separately.
EU-Western Balkans summit in Zagreb in November 2000 launched the
Stabilization and Association Process and it conﬁrmed that progress of
each country towards the EU depends on its own merits in meeting the
Copenhagen criteria and the conditions set for the SAP.
The relations between Montenegro and the EU in the SAP were established in July 2001, by organizing a joint consultative working groups of the
FRY and EU. This cooperation was continued in the form of the Enhanced
Permanent Dialogue in July 2003. The eight meetings of the Enhanced Permanent Dialogue were held until now, resulting in the European Commission reccommendations on reform in diﬀerent areas.
Initialing of the SAP gave the possibility of developing bilateral relations
with EU. SAP, conﬁrmed at the Summit EU-WBs in Thessaloniki 2003, as the
political framework of the EU Forum South-east Europe, provides conclusion of the SAA.
European Partnership is a mechanism that deﬁnes priorities for Western
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Balkans countries in their integration process. The partnership is the ground
for the ﬁnancial resources and the progress evaluation.
European Comission approved Feasibility Study in April 2005 and SAA negotiations started through a number of working meetings in October, the
same year. After several interruptions in the process (last was in May 2006),
the negotiations were done together with Serbia.
During the Austrian Presidency of EU, Minister of Foreign Aﬀairs of Montenegro sent the letter to the Austrian Presidency of the EU on 12 June
2006., expressing Montenegro’s interest for the establishment of diplomatic relations with the EU. On 17 July 2006, Council of EU Ministers decided to establish bilateral political relations with Montengro. They agreed
to organise meetings of the highest repersentatives of the Western Balkans
and the EU countries once a year. The purpose of the meetings was to discuss common goals, progress of the country on the path of integration and
exchange of opinions about Montenegro – EU relations. Council of Ministers soon approved the continuation of the SAA negotiations, and on 31
August 2006 Montenegrin Government adopted a Common Declaration
of EU and Montenegro, establishing regular political dialogue. Soon after
that, Montenegro opened its Permanent Mission to the EU.
Political dialogue with the EU initiated in Brussels on 22 January 2007,
and continued in framework EU Wbs - Forum, held on 12 February 2007.
That was the ﬁrst participation of Montenegro. Ministers of 27 EU members, candidate countries (Croatia and Macedonia) and potential candidates (Albania, Montenegro, Bosnia and Herzegovina and Serbia), as the
Comissioner for the enlargement of EU Olli Rehn and the others, attended
the fourth meeting of the EU Forum. The issues discussed at this meeting
were: relations among the EU and the WB countries, their progress in EU
integrations, regional cooperation etc.
On 15 October 2007 Montenegro signed the Stabilisation and Association Agreement (SAA) with the European Community and its Member States.
The SAA will enter into force once its ratiﬁcation process is completed. Until
now, eight EU members ratiﬁed the SAA between Montenegro and EC. An
Interim Agreement on Trade and Trade-related issues, which was signed on
the same day, entered into force on 1 January 2008.
The SAA represents, if properly implemented, a "gateway" to candidate
status. It is a comprehensive agreement aiming at the creation of a free
trade area and of an institutional framework for political dialogue and cooperation in a number of signiﬁcant ﬁelds: justice, freedom and security;
economic, commercial and industrial policies; employment and education;
environment, transport and communication, research and development,
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etc... Montenegro is also engaged in adopting Community legislation in
areas relevant to the common market for freedoms, such as: customs and
trade, competition, public procurement, electronic communications, protection of intellectual property rights.
Negotiations for a Visa Facilitation and a Readmission Agreement with
Montenegro started on 13 November 2006 and the agreements were
signed on 18 September 2007. They entered into force in January 2008. The
Visa Facilitation agreement foresees the application of a reduced visa fee
(35€) for Montenegrin applicants, whereas, for certain categories, provides
for a total exemption from the visa fee. Furthermore, for certain categories
of persons, e.g. businessmen, students and journalists, necessary support
documents for application are simpliﬁed. It is also possible to issue multientry visas to certain categories of frequent travelers. Finally, holders of
diplomatic passports are exempted from the visa obligation. EU citizens are
already exempt from the visa obligation by Montenegro. The Readmission
Agreement sets out clear obligations and procedures for the authorities of
both Montenegro and the EU Member States as to when and how to take
back people who are illegally residing on these territories.
The eﬀective implementation of the Visa Facilitation and Readmission
Agreements will ensure a better management of the migration pressure. It
will also facilitate the implementation of the commitment taken by the European Council in Thessaloniki (2003) to move towards a visa free travel regime. For that purpose a visa liberalization dialogue with Montenegro was
launched in February 2008 and a Roadmap setting out a number of benchmarks for Montenegro was presented by the Commission in May 2008.
Since 2000 the EU has granted, on an autonomous basis, trade conditions
for Montenegrin products as part of the support package in the framework
of the SAP. The Interim Agreement, which entered into force on 1 January
2008, establishes a contractual trade regime between the Community and
Montenegro. Montenegro will gradually open up its market to European
industrial and agricultural products and, in order to take the full advantage
of these preferences, it will need to continue the necessary reforms and
to develop its export capacity. In 2007, both Montenegrin exports and imports of goods and services increased, representing respectively 57.1% and
104.7% of GDP. The main source of export revenues are tourism and aluminum production and EU is the main trading partner of the country.
Financial instrument for Pre-Accession Assistance (IPA) - Montenegro
is a beneﬁciary of the EC ﬁnancial assistance. Since the 1 January 2007,
Montenegro, with the other accession countries beneﬁts from the new ﬁnancial instrument for Pre-Accession Assistance (IPA). IPA supersedes all the
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previously existing pre-accession instruments, thus uniting under a single
legal basis all the pre accession assistance. IPA should help Montenegro to
face the challenges of the European integration, to implement the reforms
needed to fulﬁll EU requirements and progress in the Stabilization and Association process and to lay the foundations for fulﬁlling the Copenhagen
criteria for EU membership.
Montenegro proﬁts from the two components of IPA (Institutional Building and transition facility, and Cross-border cooperation). The Multi-Annual
Indicative Planning Document for the years 2007-2009 for Montenegro was
adopted by the Commission Decision on 1st June 2006, granting Montenegro an allocation of € 97.3 million for the indicated three-year period. The
MIPD is the main strategic document for IPA, which responds to the Montenegro's priority needs, particularly in the context of the SAA and the European Partnership. It is updated every year. The IPA national programme
(component 1) for 2007, adopted on 21 November 2007 provides ﬁnancing
for an amount of € 23.87 million divided into 12 projects. The priority axes
of the programme are the following:
1. political requirements (with priority on strengthening democratic institutions, good governance, judicial reform and the reinforcing of the
rule of law as well as on supporting the civil society);
2. socio-economic requirements with priority on developing an appropriate business environment and social dialogue, on developing human
resources development especially employment, education and social
inclusion; and on improving the infrastructure in areas such as transport
and energy;
3. European Standards in sectoral policies such as agriculture, environment, energy, internal markets, transport, and security, and justice,
freedom and security, as well as strengthening Montenegro’s administrative capacity to take increasing local ownership of IPA through the
decentralised implementation system, and of other subsequent EU
funds and programmes.
In the past, and since the 1990s, the focus and main objectives of EU
assistance have evolved, covering conﬂict management, post-conﬂict reconstruction and stabilization and paving the way for a closer association
with the EU. Before independence Montenegro has proﬁted form assistance in the ﬁelds of humanitarian aid, assistance for democratization and
support for independent media. Between 1998 and 2006 the EU committed over € 277.2 million to Montenegro. The CARDS programme, which was
the predecessor of IPA, put emphasis on development and infrastructure,
institutional building and technical assistance to comply with the priorities
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of the European Partnership. CARDS funds in 2005-2006 have been principally committed to Democracy and Stabilization, Good Governance and
Administrative Capacity, Justice and Home Aﬀairs, Economic and Social Development and Environment. Montenegro also beneﬁts from the regional
and multi-beneﬁciary actions of CARDS programme.
European integration network in Montenegro comprises many actors.
The Parliament deals with the integration process trough the parliamentary
Committee for international cooperation and European integration. Also,
MPs are members of the Council for European integration. The Council for
European integration is the highest body in the ﬁeld of European integration of Montenegro, it has a consulting role and its goal is to contribute to a
better coordination and monitoring of the implementation of the SAP. This
body is also responsible for monitoring of accession negotiations, gives opinion and suggestions, discussing the negotiation position of the negotiation
team members, and also monitoring the implementation of the EU Acquis.
Furthermore, the coordination of relations between Montenegro and EU
was upgraded to the level of the Vice-President of the Government for the
European integrations in the Montenegrin Government. Furthermore, the
Secretariat for European integration deals with the coordination of internal
activities on the fulﬁllment of criteria, standards and implementation of the
EU Acquis, as well as with the coordination of IPA funds and the communication about the European integration. The Department for EU and NATO was
created in the Montenegrin MFA, with a Directorate for EU. Every ministry
has its own unit which is responsible for the European integration.
The National plan of integration (NPI) consists of six chapters: 1. political criteria, 2. economic criteria, 3. absorption capacity of membership in
the EU, 4. administartion and judicial capacity, 5. preparation of the nationaln version of the acquis, and 6. evaluation of ﬁnancial needs (Montenegrin
budget and EU funds) for the support of reform implementation. In addition, the document has a list of national legislation to be harmonised with
the Acquis, institutional needs (an overviewof planned employment under
the chapters in various institutions) and ﬁnancial needs.
As a small sistem, Montenegro has its advantages and disadvantages
in the process of european integrations. The advantages of Montenegro
in the integration process are a small and ﬂexible administartion, the fact
that the EI eﬀorts are seen as a motor of change, current extremely high
FDI, increasing unemployment, stable political and ﬁnancial situation and
a overwhelming public support for EI.
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UNDP Contribution to Bulgaria’s Accession to the
European Union
Henry Jackelen
Resident Representative, UNDP (Bulgaria), Soﬁa

The summer seminar on Preparations for EU Accession is an invaluable
chance for all participants and guests to learn from the experiences and
shared knowledge of variety stakeholders from across the region. For me
personally, it is an extraordinary opportunity to come back to this region
today, having witnessed the start of its transition history in early 90-ies and
having spent more than a decade afterwards in the Americas. Seen from
abroad, the positive changes and the speed of reforms in South Eastern Europe were truly impressive. Today while the region is assuming a new role
at the European and international stage and is building its new legacy we
rightfully call it a “Region on the move”.
In all countries in the region, the United Nations Developemnt Programme was helping the reform of the institutions, building capacity at all
levels of government, tackling unemployment, encouraging citizen’s participation in decision making process and stregthening civil society sector
amongst other priorities. UNDP aided as well all new EU members in Central Europe and the Baltics in their unprecedented post-communist transition and is supporting their equally unprecedented transformation from
receivers to providers of developemnt assistance.
I would like to share few examples from the recent history of UNDP-Bulgaria relations that illustrate the contribution of one international organization to the preparation of Bulgaria for EU accession and the UNDP’s support to Bulgaria’s EU membership. In Bulgaria the UNDP Country Oﬃce was
established in 1992. Over 70 projects were implemented so far. The overall
ﬁnancial volume of UNDP’s Programme (1999–2007) amounts to nearly
USD 200 million. Through its projects implemented with more than 200
partners UNDP established presence in all 28 districts and over 170 (out
of 264) Bulgarian municipalities. In Bulgaria UNDP responded to the key
national development challenges inﬂuencing policy, legislative and institutional changes. UNDP aslo assisted the country to prepare and meet its
obligations as a new EU member state. Already at the begining of Bulgaria’s negotiation process to EU accession UNDP started carefully re-orient
and ﬁne-tune its projects and non-programme initiatives to the country’s
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national priority – the membership to the European Union. I think that this
approach helped UNDP to remain relevant during a long period of its work
in the country (a period, marked by „EU obssession“ at all levels of public life
and all levels of national administration) providing policy advise and support to building national capacities for working in the new environment.
A number of UNDP initiatives directly contributed to making concrete
institutional and legislative changes related to the EU membership. A set of
projects tested models for the application of the EU Funds’ principles and
approaches:
The initiative titled Strengthening Partnership in the Planning and
Absorption of the EU Structural and Cohesion Funds (SCFs) started
with special surveys of the capacities of the Bulgarian municipalities and
districts, conducted by UNDP in 2004 and 2006. The surveys revealed large
disparities in the preparedness of the local level administration for eﬀective
use of the EU Structural Funds. As a follow-up to these assessments UNDP
and the Ministry of Regional Development and Public Works (MRDPW)
designed a project to facilitate local partnership-building as an eﬃcient
planning tool and a mechanism for ensuring better absorption of the EU
funds. The project supported the participatory formulation of more than
40 Municipal and District Development Strategies and Plans and helped
90 municipalities through Local initiative groups to prepare a pipeline of
partnership projects for the Structural Funds, including Public Private Partnership and Inter-Municipal Cooperation projects.
The Sustainable Development of Rural Areas Initiative tested for the
ﬁrst time the introduction in Bulgaria of the EU’s Leader method for rural
development. It supported the constitution, training and operations of Bulgaria’s ﬁrst pilot Local Leader Groups (LLGs) in 11 small rural municipalities.
A Demonstration Initiatives Fund (DIF) within the project provided grants
for environmentally friendly employment generation activities in public
and private beneﬁt, as well as micro-credits and training funds in the pilot
municipalities. The project boosted the development of the social capital in
the Bulgarian rural areas, creating Local Leader Groups as viable local nongovernment organizations and encouraging them to work with the local
governments and entrepreneurs.
Rural Network and Leader project expanded and furthered the results
achieved by the Sustainable Development of Rural Areas project for testing
the model of the EU Leader method. The project supported the country’s
preparations to absorb assistance from the European Agricultural Fund
for Rural Development by raising the awareness and strengthening the
capacities of rural communities and stakeholders for planning and using
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ﬁnancial resources through networking, as well as through design and implementation of integrated local development strategies.
In 2004-2005, when elaborating on the priorities of the fourth UNDP
Country programme (2006-2009) for Bulgaria, the emphasis was put on the
support to developing the capacities of national partners in addressing the
development challenges the country will be facing on the eve of accession
and in the ﬁrst years as a new EU member state.
A special project - Strengthening the capacity of the Ministry of Labour and Social Policy (MLSP) to manage EU funded programmes and
projects increased the managerial capacity of the MLSP's Pre-accession
Funds and International Programmes and Projects Directorate and the Ministry’s relevant regional structures to function as the managing authority
for the Operational Programme Human Resources Development. A a similar
joint initiative with the Ministry of State Administration and Administrative
Reform (MSAAR) was implemented to improve the capacity of the Ministry and its relevant directorates in the ﬁnalization and implementation
of the Operational Programme ‘Administrative Capacity’. This project
also strengthened the capacities required for successful participation in EU
programmes and funds.
A number of projects and programme initiatives contributed to align national policies and practices with the EU acquis communautaire:
The project Establishment of a new system of administrative justice
supported the institutional and structural changes required for establishing a new system of administrative justice in Bulgaria. An Administrative
Procedure Code (APC) was elaborated, adopted by Parliament and entered
into force in 2006; a system of specialized administrative courts was designed and started its functioning as of 2007. The project worked in close
cooperation with the EU Phare Twinning Project - Improvement of Administrative Justice in View of the Fight against Corruption (2003 -2005).
The project Urbanisation and Social Development of Areas with
Predominant Minority Population, ﬁnanced by EU pre-accession funds,
was implemented in small municipalities with predominantly minority
population. It supported constructions work and employment generations
schemes. As a follow-up to its support for the integration of minorities
UNDP developed together with the National Council for Cooperation on
Ethnic and Demographic Issues and the Ministry of Regional Development
and Public Works a proposal for a National housing strategy for the Roma
population. The National programme and Action plan were adopted by the
Council of Ministers. Implementation started with demonstration projects
showing a range of ﬁnancial mechanisms to transform Roma slums.
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As of January 1 2007 Bulgaria is fully-ﬂedged member of the European
Union. The intensity and rate of change in economic and human development and, ultimately, of Bulgarians’ quality of life depends to a large extent on the country’s capacity to beneﬁt to the maximum extent from the
support provided through the EU funds. “Are We Prepared for the EU
Funds” was the theme of the tenth National Human Development Report,
launched in December 2006. The Human Development Report analyzed
primarily the capacity of local development actors – municipal and district
administrations, businesses and NGOs to eﬃciently work with EU funds.

Let me conclude that UNDP enters a new stage of its relationship
with all new EU member states, including Bulgaria. These are the relationships of new partnership as the former beneﬁcieries transit from
their dual status of programme countries and donor countries to the
role of new donors only. Currently, UNDP considers the future potential of a new quality of cooperation with middle income countries
and new EU member states as a vision for the region. We believe that
as both a local and global organization UNDP is well positioned to
help address these countries’ internal development needs as well as
support their eﬀorts to position themselves regionally and globally.
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PANEL:

THE ENLARGED EUROPEAN UNION
– ECONOMIC EXPECTATIONS AND
TASKS
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HONORARY SPEECH
Austrian-Bulgarian Economic Relations
H.E. Klaus Fabjan
Ambassador of the Republic of Austria to Bulgaria, Soﬁa

I. Introductory remarks:
Direct diplomatic relations since 1878 with all ups and downs in the wake
of international political developments and events.
In the 20th century always friendly relations despite diﬀerent political
orientations.
Traditional large share of Austrian trade with Eastern Europe also during
the Communist era (15-18%).
New impetus with the disappearance of the Communist regime. Intensive bilateral contacts since 1990.
Today, business is the spiral column in the bilateral relations.
Promotion of commerce and trade is the task of the Austrian Chamber of
Commerce with its world wide network of trade missions.

II. Development of bilateral trade:
Upswing of Austrian-Bulgarian trade begins 1998 (long before Bulgaria’s
accession to the EU) and after overcoming BG’s internal crisis.
Lowest ﬁgure of Austrian exports to BG:
1994: 96,8 Mio. €
Lowest ﬁgure of Austrian imports from BG:
1990: 40,3 Mio €
Development of Austrian exports since 1995:

1995
1996
1997
1998
1999
2000
2001
2002

111,3
103,1
128,7
182,0
205,2
216,5
245,4
265,1

+ 14,9 %
– 7,4 %
+ 24,9 %
+ 41,4 %
+ 12,7 %
+ 5,5 %
+ 13,4 %
+ 8,0 %
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2003
2004
2005
2006
2007
1-2/2008

295,6
389,0
450,8
557,1
694,0
117,0

+ 11,5 %
+ 31,6 %
+ 15,9 %
+ 23,6 %
+ 24,6 %
+ 30,5 %

Development of Austrian imports from BG since 1995:

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
1-2/2008

45,4
50,7
69,7
85,5
76,7
84,2
111,8
119,2
157,8
208,6
235,1
278,8
256,0
43,0

– 11,2 %
+ 11,5 %
+ 37,6 %
+ 22,6 %
– 10,2 %
+ 9,8 %
+ 32,7 %
+ 6,6 %
+ 32,3 %
+ 32,2 %
+ 12,7 %
+ 18,6 %
– 8,0 %
– 4,4 %

Position of BG in the Austrian foreign trade statistics:

Austrian exports:

2003:
2004:
2005:
2006:
2007:

35th position
32nd position
30th position
29th position
26th position

Austrian imports:

2003:
2004:
2005:
2006:
2007:
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41st position
40th position
39th position
40th position
40th position

Position of Austria in the Bulgarian foreign trade statistics (2007):
Bulgarian exports: Austria on the 12th position
Bulgarian imports: Austria on the 9th position

III. Austrian presence on the BG market rests on 4 pillars:
Products
Companies
Investments
Trainers
1) Products
Major Austrian export products 2007:
- Machinery for production,
- Vehicles: cars, specialized trucks;
- Processed products;
- Chemical products;
- Paper;
- Ceramic products;
- Aluminum products (construction boom in BG);
- Mineral fuel (OMV)
Participation in the growing BG market:
- Production: construction materials;
- Participation in construction projects (buildings, transport infrastructure, environment related projects, energy projects, shopping malls);
- Services (distribution wholesale and retail, ﬁnancial services, real estate,
IT, logistics in transport and storage, tourism).
2) Companies
350 Austrian companies have daughter companies in BG. Some 30 companies have production sites in BG:
- Construction materials (Wienerberger, Bramag, Baumit, Räﬁx,

Palﬁnger);
- Textiles( Sportalm);
- Paper (Duropack, Mondi);
- Wood processing (Kronospan);
- Services.
Information network: «Austrian Business Circle” ABC with regular meetings.
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The City of Vienna has also a representative oﬃce in Soﬁa (Compress
Büro).
Austrian companies draw on the substantial Bulgarian community in
Austria (high number of Bulgarian students at the University of Economics
in Vienna).
3) Investments
A: investor no. 1
Total amount of A investments in BG (2007): 614 mio. €
Total amount of A investments ever: 5,3 bio. € (since 1990)
(5,3 bil. € is a ﬁgure of the Bulgarian National Bank; there are other ﬁgures – lower – in circulation).

Focus of investments:
- Telecommunications
- Trade (electricity, fuel, food, beverages)
- Services (banks, insurances)
- Industry (construction materials, paper, metal, machines)
- Real estate development
Major investors: MTel, EVN, Raiﬀeisen, OMV, Vienna Insurance, UNIQA,
Immorent
Experiences of Austrian investors in BG:
A. Positive:
- political and ﬁnancial stability
- low cost depending on location
- lowest taxes in EU
- good technical qualiﬁcation available
- good knowledge of foreign languages
- incentives mainly provided through EU-operational programs (in the
future)
B. Negative:
- traﬃc infrastructure,
- increasing problems with employment of new qualiﬁed staﬀ
- slow and bureaucratic administration on national and regional levels,
- slow and ineﬃcient court system
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4) Trainers
NEW:
establishment of the “Bulgaria Institute for Economic Promotion” (BIEP)
with 1 January 2008
The Institute for Economic Promotion of the Austrian Federal Economic
Chamber (WIFI)
- exists since 60 years in Austria with 80 centres;
- is the leading professional and vocational training institution;
- is training 290.000 participants in 25.000 seminars annually by 11.000
trainers;
- is going international to East- and South East Europe since 1991;
- Invests in know how transfers and quality safety.

IEP Bulgaria provides:
In-house training in:
- sales management;
- marketing;
- human resources;
- cost management;
- management;
- logistics;
- safety at the working place.
Speciﬁc programs in preparation
- tourism;
- facility management;
- construction management;
- accounting.
Joint Vienna Institute:
Common institution of Austrian authorities (Finance Ministry, National
Bank) and the International Monetary Fund. Contributing members are
also EBRD, IBRD, OECD, WTO. The EU has now observer status.
Established in 1992. Courses on ﬁnancial analysis, management, trade
policies, corporate governance.
22.000 persons have received specialized training, 887 came from Bulgaria.
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IV. Changes after EU-accession of Bulgaria:
Achievements:
- Publicity about BG has grown steadily since EU-accession;
- Abolition of customs within EU reduces bureaucracy and thus time and
costs;
- On time shipments increase;
- Adoption of EU legislation provides more predictable legal environment;
- Financial support provided by EU increases business opportunities.
Challenges ahead:
- Reduction of bureaucracy necessary on all levels;
- Easier and more practical solutions for business urgently required;
- More transparency in public tenders;
- Fairness in competition by reduction of the shadow economy;
- Certain licensing and quota procedures provide obstacle for necessary
reliability;
- Improvement of professional education essential for a successful business location in BG;
- Special attention to the factual application and implementation of EU
regulations + EU law.
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European and National Competition Policies
Tools for Growth and Jobs 1
András G. Inotai
Strategy and Delivery Unit, DG Competition, European Commission, Brussels

The role of competition
A tool to
– Increase welfare of consumers and citizens
Lower prices, better quality, more choice
Direct and indirect customer savings
Higher real GDP per capita
No net employment losses
– Improve competitiveness of industry
Higher productivity and faster growth
Lower input costs for business
Higher FDI
– Allow governments to spend more

The tools of competition policy
Competition enforcement
– Vis-à-vis undertakings
Cartels and other anti-competitive agreements
Abuse of a dominant position
Concentrations
– Vis-à-vis Member States
State aid
Exclusive or special rights
Competition advocacy
Advocating pro-competitive reforms
Limiting anti-competitive eﬀects of other policy initiatives

Competition governance
Accession criteria
National competition law
1
The slides reﬂect the author’s view and do not necessarily reﬂect the view of DG Competition or the European
Commission
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National competition authority
Credible competition enforcement record
European Competition Network
Decentralised enforcement
Coherent application of EC law
Exchange of experience and know-how

The convergence of policies
Competition and other policies interact
Single Market policy
Trade policy
Consumer policy
An integrated European economic policy?
Priorities for a European economic policy?
Which markets do not function well?
Which distortions or market failures to target?
Which tools should be used?
At what level should the tools be used?
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Reporting on Corporate Governance and Corporate Social Responsibility (CSR) in CEE and SEE
Geoﬀrey Mazullo
Director, Partners for Financial Stability (PFS) Program, East-West Management
Institute, Warsaw

Agenda
Investor Relations in CEE
PFS Program Surveys - Investor Relations Online: 2001 - 2008
PFS Program Surveys - Survey of Reporting on CSR: 2003 - 2008
About the PFS Program

Investor Relations in CEE
Primary Criteria for Portfolio Investment Decisions in Listed Companies in
CEE Countries
ZEW study, October 1999
General
STABILITY
OF LEGAL SYSTEM - 83%
STABILITY
OF FINANCIAL SYSTEM - 81%
STABILITY
OF POLITICAL SYSTEM - 78%

Microeconomic

Financial Markets

PRODUCTIVITY - 83%

FINANCIAL LEGISLATION
AND ENFORCEMENT - 83%
CONTROLS ON CAPITAL
FLOWS - 78%

SECTOR GROWTH - 83%

Primary Criteria for Portfolio Investment Decisions in Listed Companies in
CEE Countries
ZEW study, October 1999
General Microeconomic

Financial Markets

MANAGERIAL QUALIFICATION - 93% LIQUIDITY OF THE PARTICULAR SHARE - 97%

Primary Criteria for Portfolio Investment Decisions in Listed Companies in
CEE Countries
ZEW study, October 1999
General
STABILITY
OF LEGAL SYSTEM - 83%
STABILITY
OF FINANCIAL SYSTEM 81%
STABILITY
OF POLITICAL SYSTEM - 78%

Microeconomic
MANAGERIAL
QUALIFICATION - 93%
PRODUCTIVITY - 83%

Financial Markets
LIQUIDITY
OF THE PARTICULAR SHARE - 97%
FINANCIAL LEGISLATION
AND ENFORCEMENT - 83%

SECTOR GROWTH - 83% CONTROLS ON CAPITAL FLOWS - 78%
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PFS Program Surveys - Investor Relations Online: 2001 – 2008
Investor Relations Online:
Survey of Websites
of the 10 Largest Listed Companies
in Eleven Central and Eastern European
(CEE) Countries
February 2008
Executive Summary
In the PFS Program’s 14th semi-annual Survey of the Websites of
the Ten Largest Listed Companies (by market capitalization) in 11 Central
and Eastern European (CEE) countries disclosure in almost all categories
remains at or reaches its highest level since the ﬁrst survey was conducted
in August 2001. This trend has been observed since February 2006 and
may be viewed as sustainable. 90% of the companies surveyed provide a
list of management online, compared with 86% in August 2007. This is the
largest percentage recorded since the surveys began in 2001. 63% of the
companies surveyed provide additional information about management
online, compared with 59% in August 2007 and 53% in February 2007. This
is also the largest percentage recorded since the ﬁrst survey. Furthermore,
52% of the companies surveyed provide additional information about
board members online. This is also the largest percentage recorded since
the ﬁrst survey; it represents a slight increase over the most recent survey
(51% in August 2007) and a signiﬁcant increase over the survey conducted
a year ago (40% in February 2007). The survey and this presentation contain the following information:
Current data on companies in all 11 CEE countries;
Separate data on companies in eight CEE countries that joined the
European Union (EU) on May 1, 2004;
Separate data on companies in Bulgaria, Croatia and Romania;
Comparisons of the data from this current survey with data from the
previous 13 surveys conducted every August and February since August
2001; and
Separate data on companies in Brazil, Russia, India and China (BRIC) as
well as Ukraine.
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Methodology
The survey analyzes the websites of the ten largest listed companies (by
market capitalization) in 11 CEE countries according to the most recent
statistics available from the respective stock exchanges. In most cases, the
market capitalization statistics are dated December 31, 2007.
The survey presents data available on company websites as of February
15, 2008.
Please note: As in the previous seven surveys, this survey accepts information about management / management board members and board of
directors / supervisory board members that is available “indirectly,” that is,
obtained in an electronic version of an annual report available on the company’s website. In such cases, the data spreadsheet notes the source of the
information, for example, “list of Board Members disclosed only in the 2006
Annual Report.”
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Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in 11 CEE Countries
February 2008

Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in 11 CEE Countries
February 2008
Comparison of Data
The ﬁrst survey of eight CEE countries was conducted in August 2001. In
2004, Bulgaria, Croatia and Romania were added. The survey is conducted
semi-annually every February and August.

Local-Language Website
In nine of the 11 CEE countries surveyed, each of the ten largest listed
companies has a local-language website. In Bulgaria and Lithuania, nine
of the ten companies surveyed have a local-language website. In the last
survey 99% of the companies surveyed in the 11 CEE countries had a local-language website. In the surveys conducted in February 2007, August
2006 and February 2006 100% of the companies surveyed in the 11 CEE
countries had a local-language website.
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English-Language Website
94.5% of the companies surveyed have an English-language website, remaining at relatively the same level as the previous two surveys, namely
93% in August 2007 and 94% in February 2007. (Best performers: CZ, EE,
HU, LV, PL, SK and SI – 100%)

Survey of Websites
of the Ten Largest Listed Companies in 11 CEE Countries
Local Language and English-Language Websites: 2001 - 2008

Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in 11 CEE Countries
February 2008
Comparison of Data
Management/ Management Board Members: Information available online about management increased signiﬁcantly in comparison with the
previous survey and all previous surveys.
The percentage of companies surveyed that provide a list of management online increased by 4%, to 90% in February 2008. This is the largest
percentage recorded since the surveys began in 2001. 86% of the companies surveyed provided this information in August 2007, compared with
82% in February 2007 and with 87% in August 2006. (Best performers: CZ,
EE, HU, LV, PL and SI - 100%)
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63% of the companies surveyed provide additional information about
management online in February 2008. This is also the largest percentage recorded since the surveys began in 2001. 59% of the companies
surveyed provided this information in August 2007, compared with 53% in
February 2007 and 45.5% in August 2006. (Best performers: HU - 100%; CZ
and SI – 90%; EE – 80%)

List of Management Available Online
Ten Largest Listed Companies in 11 CEE Countries
2001 – 2008
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Additional Information on Management Available Online
Ten Largest Listed Companies in 11 CEE Countries
2002 – 2008

Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in 11 CEE Countries
February 2008
Comparison of Data
Board of Directors/ Supervisory Board Members – Signiﬁcantly more
companies provide a list of supervisory board members online and slightly
more companies provide additional information about board members
online in comparison with the previous survey and all previous surveys.
The percentage of companies surveyed that provide a list of board members online increased by 5%, to 87% in February 2008 from 82% in August
2007. This is the largest percentage recorded since the surveys began
in 2001. 81% of companies provided this information in February 2007 and
81% in August 2006.
(Best performers: EE, PL and SI - 100%; HU, LV and SK – 90%)
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52% of the companies surveyed provide additional information about
board members online. This is also the largest percentage recorded
since the surveys began in 2001. In August 2007 the percentage was
51% whereas in February 2007 it was 40%. (Best performers: CZ, EE and HU
- 80%; LT, PL and SI – 70%)

List of Board Members Available Online
Ten Largest Listed Companies in 11 CEE Countries
2001 - 2008
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Additional Information on Board Members Available Online
Ten Largest Listed Companies in 11 CEE Countries 2001 - 2008

Investor Relations Online: Survey of Websites of the Ten Largest
Listed Companies in Bulgaria, Croatia and Romania
February 2008
Comparison of Data
In February 2008, the online disclosure of companies in Bulgaria, Croatia
and Romania improved in comparison with the survey conducted in August 2007.
In particular the percentage of companies providing a list of management (80%) and a list of board members (77%) increased to new highs.
The following three slides present the data for each category of information in February 2008, August 2007, February 2007, August 2006, February
2006, August 2005, February 2005 and August 2004.

115

Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in Bulgaria, Croatia and
Romania
February 2008
Comparison of Data

Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in Bulgaria, Croatia and
Romania
February 2008
Comparison of Data
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Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in Bulgaria, Croatia and
Romania
February 2008
Comparison of Data

Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in the BRIC Countries
(Brazil, Russia, India and China) and Ukraine
February 2008
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).
The survey was conducted a second time in February 2007, a third time
in August 2007 and a fourth time in February 2008.
The purpose of this component of the survey is to compare the disclosure practices of listed companies in 11 CEE countries with those of peers
in other emerging markets.
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Investor Relations Online: Survey of Websites
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February 2008

Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in BRIC and Ukraine
February 2008
Comparison of Data on BRIC and Ukraine
with Data on 11 CEE Countries
Local Language Website
In BRIC, each of the companies surveyed (100%) has a local language
website.
In nine of the 11 CEE countries surveyed, each of the 10 companies surveyed has a local language website. In Bulgaria and Lithuania, nine of the
ten companies surveyed have a local language website.
In Ukraine, nine of the ten companies surveyed have a local language
website.

English-Language Website
In BRIC, 100% of the companies surveyed have an English website, com118

pared with 94.5% in CEE-11, 99% in the eight CEE countries that joined the
EU in 2004 and 70% in Ukraine.

Investor Relations Online: Survey of Websites
of the Ten Largest Listed Companies in BRIC and Ukraine
February 2008
Comparison of Data on BRIC and Ukraine
with Data on 11 CEE Countries
Data on Management
In BRIC, 100% of the companies surveyed provide a list of management
online, compared with 90% in the CEE-11 and 94% in the eight CEE countries that joined the EU in 2004. In Ukraine 30% of the companies surveyed
provide a list of management online.
87.5% of companies surveyed in BRIC provide additional information on
management online, compared with 63% in the CEE-11, 71% in the eight
CEE countries that joined the EU in 2004 and 20% in Ukraine.

Data on Board Members
In BRIC, 100% of the companies surveyed provide a list of board members online, compared with 87% in the CEE-11, 91% in the eight CEE countries that joined the EU in 2004 and 20% in Ukraine.
87.5% of companies surveyed in BRIC provide additional information on
board members online, compared with 52% in CEE-11, 64% in the eight
CEE countries that joined the EU in 2004 and 10% in Ukraine.

Investor Relations Online
The Ideal Website - Recommendations
February 2008
The Ideal Website - Recommendations
Best practice in the European Union (EU) and internationally suggests
that the ideal website contains the following information:
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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 of
each person;
the scope of responsibilities of each person;
a brief description of functions held by each person in other companies/institutions;
a description on the shares in the company held by each person; 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. However, the trend is positive; today more companies
disclose this information than was the case in previous surveys.

Investor Relations Online
The Ideal Website – Best Practice in CEE
February 2008
The Ideal Website – Best Practice in CEE
On February 15, 2008 51 of the 110 companies surveyed in CEE (46%)
disclose information in all of the categories analyzed in the basic 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 51 companies were analyzed further regarding the above-mentioned ideal website recommendations.
For comparative purposes, please note that on August 15, 2007 47 of
the 110 CEE companies surveyed (43%) disclosed information in all of the
basic categories analyzed in the survey. Therefore, a slight improvement is
recorded in this category of the survey.
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Investor Relations Online
The Ideal Website – Best Practice in CEE
February 2008
The Ideal Website – Best Practice in CEE
On February 15, 2008 21 of the 110 companies surveyed in CEE (19%)
provide all of the above-mentioned recommended information:
ﬁve of the 110 companies surveyed provide information directly on
their company website; and
16 of the 110 companies surveyed provide information indirectly
through an annual report available online.
Furthermore 18 companies surveyed provide all the information except
one element:
one company provides all information except for an educational background;
two companies provide all information except for a professional background;
ﬁve companies provide all information except for a scope of responsibilities;
three companies provide all information except for a brief description
of functions held by each person in other institutions;
ﬁve companies provide all information except for description of shares
held by board members; and
two companies provide all information except for the photographs.
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Investor Relations Online
The Ideal Website – Best Practice in CEE
51 of 110 Companies in CEE

Investor Relations Online
The Ideal Website – Best Practice in BRIC and Ukraine
February 2008
The Ideal Website – Best Practice in BRIC and Ukraine
On February 15, 2008 33 of the 40 companies surveyed in BRIC (82.5%)
disclose information in all of the categories analyzed in the basic 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.
One of the ten companies surveyed in Ukraine (10%) provides information on all of these categories.
These 34 companies (68% = 34/50) were analyzed further regarding the
above-mentioned ideal website recommendations.
For comparative purposes, please note that on August 15, 2007 36 of the
40 companies surveyed in BRIC (90%) disclosed these information. Two of
the ten companies surveyed in Ukraine (20%) provided these information.
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Investor Relations Online
The Ideal Website – Best Practice in BRIC and Ukraine
February 2008
The Ideal Website – Best Practice in BRIC and Ukraine
On February 15, 2008 15 of the 50 companies surveyed in BRIC and Ukraine
(30%) provide all of the above-mentioned recommended information:
seven of the 50 companies surveyed provide information directly on
their company website; and
eight of the 50 companies provide information indirectly through an
annual report available online.
In addition 13 companies provide all the information except one element:
three companies provide all information except for educational background;
one company provides all information except for scope of responsibilieties;
three companies provide all information except for description of shares
held by board members; and
six companies provide all information except for the photographs.

Investor Relations Online
The Ideal Website – Best Practice in BRIC and Ukraine
33 of 50 Companies in BRIC and Ukraine
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PFS Program Surveys
Survey of Reporting on CSR: 2003 - 2008
Survey of Reporting on Corporate Social Responsibility (CSR)
by the Largest Listed Companies in Eleven Central and Eastern
European (CEE) Countries
Warsaw, Poland
April 2008
Executive Summary
This is the PFS Program’s ninth 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.
Companies in Czech Republic, Estonia, Latvia, Lithuania, Slovakia and Slovenia were surveyed for the tenth time; companies in Hungary and Poland
were surveyed for the ninth time; and companies in Bulgaria, Croatia and
Romania were surveyed for the eighth time.
Moreover, an analysis of CSR disclosures by the ten largest listed companies (by market capitalization) in Brazil, China, India, Russia and Ukraine is
included in the survey for the fourth time.
This survey analyzes companies’ disclosures in English (in the Englishlanguage annual report and on the English-language company website)
during the time period March – April 2008 on the following three topics:
corporate governance, environmental policy and social policy. The record
date for the disclosures is April 15, 2008.
This edition of the survey documents a generally higher level of online
disclosure of corporate governance information, continuing the trend over
the past four years. Slightly more information is also disclosed in the area
of social policy, compared with the previous survey published in September 2007. Signiﬁcant progress remains to be made in disclosing information on environmental policy.
Overall, companies in BRIC outperform CEE peers in terms of the availability of English-language websites and annual reports as well as speciﬁc
disclosures in all three areas. With regards to corporate governance, the
most signiﬁcant diﬀerence concerns compliance with a corporate governance code and disclosure of a code of business conduct/code of ethics in
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both the website and annual report. In general, BRIC companies also provide more information on social policy and environmental policy. Due to
the lack of a number of drivers, Ukrainian companies lag behind both BRIC
and CEE peers in all areas
29 of the 110 CEE companies surveyed (26%) provide a stand-alone environmental, social and governance (ESG) report online in English on the
record date of April 15, 2008. This demonstrates continuation of an ongoing trend: 22 of the 110 companies surveyed (20%) published such report
in September 2007, compared with 19 companies (17%) in April 2007 and
17 companies (15%) in September 2006.
Legend

Country
Bulgaria
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Poland
Romania

No
Yes

N/A
IFRS
GAAP
GRI

Symbol
BG
HR
CZ
EE
HU
LV
LT
PL
RO

Slovakia
Slovenia
Brazil
Russia
India
China
BRIC
Ukraine

SK
SI
BR
RU
IN
CN
Brazil, Russia, India
and China
UA

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).
International Financial Reporting Standards
Generally Accepted Accounting Principles
Global Reporting Initiative

Corporate Governance
Disclosure of audit information
Disclosure of details concerning governance structure - speciﬁcally,
management and supervisory board/board of directors
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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
Excerpt from Company Database – April 2008
BRE Bank
9
http://www.brebank.com.pl/
Banking
IFRS (see page 74 of "Auditors report 2007")
Poland
Yes
"Corporate Social Responsibility
- report" See: http://www.brebank.
com.pl/images/BreKorpo2/Portal/
BinaryEN/1545908/Corporate_Social_Responsibility_-_repor t_
1545908.pdf (About BRE Bank/BRE
Bank/Corporate Social Responsibility)
No
2006
No
Annual Report 2007
Website
http://www.brebank.com.pl/en/
about_bre_bank/Investor_Rela- http://www.brebank.com.pl/en/
tions/ﬁnancial_results/
Yes
Yes
See:
http://www.brebank.com.pl/en/about_bre_
bank/BRE_Bank/authorities/ (About BRE Bank/BRE
See pages 35 - 40 of "Management Bank/Bank's Authorities), http://www.brebank.com.
Board Report"
pl/en/about_bre_bank/BRE_Bank/authorities/Supervisory_Board/ (About BRE Bank/BRE Bank/Bank's Authorities/Supervisory Board)
Yes
Yes
See: http://www.brebank.com.pl/images/BreKorpo2/
See page 30 of "Management Portal/BinaryEN/1648433/8_BRE_Bank_SA_Corporate_Governance_Compliance_Report_2007_
Board Report"
1648433.pdf (About BRE Bank/BRE Bank/Corporate
Governance and Best Practices)
Yes
No
Audited by PricewaterhouseCoopers.
See page 4 of "Auditors report 2007"
Yes
Yes
See:
http://www.brebank.com.pl/en/about_bre_
bank/BRE_Bank/Lad_Korporacyjny/by_laws/ (About
BRE Bank/BRE Bank/Corporate Governance and Best
See pages 30 - 31 of "Management Practices/By-laws), http://www.brebank.com.pl/en/
Board Report"
about_bre_bank/BRE_Bank/Lad_Korporacyjny/rules/
rules_gm/ (About BRE Bank/BRE Bank/Corporate Governance and Best Practices/Rules/Standing Rules of
the General Meeting)
No
No
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Environmental Policy
Compliance with environmental standards (either national or 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
Excerpt from Company Database – April 2008
Petrol
Annual Report 2006
Website
http://www.petrol.si/media/ http://www.petrol.si/en/
letno.porocilo-ang.pdf
Yes
Yes
See: http://www.petrol.si/en/media/eco_
20report_202004.pdf (Investors/Annual reports
See page 128
and company general acts) "Eco Report 2004",
page 17
No
No
Yes
See pages 74 - 75, 129 - 130
Yes
See pages 129, 132
No

Yes
See: http://www.petrol.si/en/media/eco_
20report_202004.pdf (Investors/Annual reports
and company general acts) "Eco Report 2004",
pages 30 - 33, 54
Yes
See: http://www.petrol.si/en/media/eco_
20report_202004.pdf (Investors/Annual reports
and company general acts) "Eco Report 2004",
pages 21, 24 - 27, 30 - 33, 36, 42 - 45
Yes
See: http://www.petrol.si/en/media/eco_
20report_202004.pdf (Investors/Annual reports
and company general acts) "Eco Report 2004",
page 59

Social Policy
Stated compliance with industry- speciﬁc national/international regulations regarding human rights, labour standards and labour legislation
Disclose community patronage/sponsorship programs
Disclose employee development or employee beneﬁt policies
127

Disclose health and safety policy
Disclose employment policy
Excerpt from Company Database – April 2008
Zagrebačka banka
Annual Report 2006
Website
http://www.zaba.hr/info/
download/zaba_godisnje_ http://www.zaba.hr/info/Default.htm
2005/annual_2006.pdf
No

Yes
See page 8
Yes
See page 38
No

No

Yes
See: http://www.zaba.hr/info/abo/zaba/
First%20Social%20Report.pdf, ("Zagrebacka Banka
Social Responsibility 2004", page 41)
Yes
See: http://www.zaba.hr/info/abo/zaba/
First%20Social%20Report.pdf, ("Zagrebacka Banka
Social Report 2004", pages 25 - 26, 48, 53 - 60, 62
- 63)
Yes
See: http://www.zaba.hr/info/abo/zaba/
First%20Social%20Report.pdf, ("Zagrebacka Banka
Social Responsibility 2004", pages 41, 45, 48 - 50)
Yes
See: http://www.zaba.hr/info/abo/zaba/
First%20Social%20Report.pdf, ("Zagrebacka Banka
Social Reponsibility 2004", pages 41, 45 - 47)
Yes
See: http://www.zaba.hr/info/abo/zaba/
First%20Social%20Report.pdf, ("Zagrebacka banka
Social Responsibility 2004", pages 41 - 45, 51 - 52)

English-language stand-alone ESG Reports – April 15, 2008
Croatia – Zagrebacka Banka, Privredna banka Zagreb d.d., HT-hrvatske
telekomunikacije, INA, Pliva
Czech Republic – Cez; Telefónica O2 Czech Republic; Unipetrol
Estonia – Tallink Grupp, Tallina Vesi
Hungary – MOL, OTP, Magyar Telekom, Gedeon Richter, TVK
Lithuania – TEO LT, Lifosa
Poland – PKN Orlen, Telekomunikacja Polska, BRE Bank
Romania – Petrom, CNTEE Transelectrica
Slovakia – Slovnaft, Vљeobecná úverová banka
Slovenia – Krka, Petrol, Sava, Gorenje Group, Istrabenz
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Total 29 out of 110 Comapnies surveyed
This demonstrates continuation of an ongoing trend: 22 of the 110 companies surveyed (20%) published such a report in September 2007, compred with 19 of the 110 companies surveyed (17%) in April 2007 and 17
companies (15%) in September 2006.
English-language stand-alone ESG Reports – April 15, 2008
ESG Report

Comparison of the Largest Listed Companies Worldwide:
ESG Reporting in English in 2007

Sources:
http://www.pfsprogram.org/ (BRIC, CEE and DAX - 30)
http://www.siran.org/index.html (S&P - 100)
http://deutsche-boerse.com/dbag/dispatch/en/kir/gdb_navigation/home (DAX - 30)
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About the Partners for Financial Stability (PFS) Program
The United States Agency for International Development (USAID) established the Partners for Financial Stability (PFS) Program in 1999 as a publicprivate 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-for-profit 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 ar eas 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.
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PANEL:

CHALLENGES IN THE EU INTEGRATION
PROCESS: FINANCIAL ASPECTS
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EU Integration –
Strategic Challenges and World Bank Support
Anna Georgieva
Senior Operations Oﬃcer, ECA - ECSSD, World Bank Soﬁa Oﬃce, Soﬁa

GDP per inhabitant in PPP, EU-27 = 100

Slowdown of global growth will have a negative impact on the region
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Bulgaria’s population is expected to shrink by 1.5 million until 2025, the second largest population decrease in
percentage points among the former socialist countries

Distribution of Students by Academic Discipline Diﬀers from Rest of
EU…and may not match the needs of the market.
Academic Discipline

Percentage of Total Students Enrolled
EU Average
Bulgaria

Social Science, Business and Law

26

47

Services

17

6

Health Sciences and Related Studies

12

9

Engineering

14

12

Humanities and Liberal Arts

10

9

Science Math and ICT

12

4

Education

8

10

Agriculture and Veterinary Science
Total

1

3

100

100
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In terms of the ease of doing business, Bulgaria is on par with its peers …

Protection of Financial Services Consumers within
the EU Framework
(The Case Of Bulgaria)
Prof. Dr. Mileti Mladenov
Chairman, Securities Investors Compensation Fund, Soﬁa

The issue of protecting consumers of ﬁnancial services could be considered as a relatively new one for the EU countries and in particular, for the new
members from CEE. According to the EU rules consumer protection is very
important for the development of the single market of ﬁnancial services. In
this paper we are not going to discus the moral hazard issue according which
any protection is disruptive for the market discipline because it makes the
clients insensible to the risk related to their transactions. The existing practices all over the world are an argument in favor of protection systems and
particularly in the case of ﬁnancial services, at least for the time being.
The subject of the paper is to look at ﬁve areas of consumer protection within the EU and on this basis and also using the case of Bulgaria to make some
conclusions and recommendations, which could be a part of the preaccession
actions. These areas are as follows: consumer credit, deposit insurance, investor compensation, insurance protection and pension funds protection. There
are three directives of the European Parliament and of the EU Council which
treat the consumer protection in the ﬁrst three areas mentioned above. There
are no directives in the two remaining areas but schemes protecting the clients of insurance and pension institutions have been on place in many countries for many years, which is an indication that these countries felt the necessity of these schemes and they are helpful for the respective local markets.
There is also some debate on regulating the activities of these two schemes
on EU level because the absence of directives could lead to some confusion
and contradictions within the framework of the single European market.
The paper is based on the analysis of Directive 87/102/EEC1, Directive 94/
19/EC2, Directive 97/9/EC3, OXERA researches4 (2005, 2007), Garcia5 (2002).
1
Directive 87/102/EEC for the approximation of the laws, regulations and administrative provisions of the Member
States concerning consumer credit.
2
Directive 94/19/EC of the European Parliament and of the Council of 30 May 1994 on Deposit-Guarantee Schemes.
3
Directive 97/9/EC of the European Parliament and of the Council of 7 March 1997 on Investor compensation Schemes.
4
Description and Assessment of the National Investor Compensation Schemes Established in accordance with
Directive 97/9/EC, Report prepared for European Commission (Internal Market DG), OXERA, January, 2005.
Insurance Guarantee Schemes in the EU: Comparative analysis of the existing schemes, analysis of problems and
evaluation of options”, Final report prepared for EC, DG Financial Market and Services, OXERA, 2007.
5
Garcia, G., H. Prast, Deposit and Investor Protection in the EU and the Netherlands: A Brief History, 2002.
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Consumer credit protection
The basis for consumer credit protection is the Directive for consumer
credit from 1987 and the new directive from 20086 - the last one should
be implemented within two years term. The Directive contains minimum
harmonization in the ﬁeld of consumer credit activities. It covers the cases
of loans in the range between 200 and 20 000 euro. The main points of
the directive are as follows: a deﬁnition of APRC (Annual Percentage Rate
of Charges) which includes not only the interest rate component but also
other charges and commissions related to the loan; the possibility to repay
the loan before the date of maturity without any fees; the option for the
borrower to cancel the contract within certain initial period without any
sanctions. The new directive includes also the overdraft and raises the upper limit of the loans to 50 000 euro.
In Bulgaria the directive was implemented in 2006 (before joining the
EU) when the law on consumer credit was enforced. The reaction of the
general public but also of the bank community was positive because in this
way a set of transparent rules was introduced. It is advisable and more appropriate to have legislation on consumer credit even not being member
of the EU because such kind of legislation, regulating a fundamental sector
of services like the consumer credit, is important for the fair play on the
market and for the economic and social life in general.

Deposit insurance
The deposit insurance is quite old as legislation and existing practices in
the world. As of the mid 2008 there are 119 countries with deposit protection schemes in diﬀerent stages of implementation (in 99 cases - operating,
in 8 - pending, in 12 - planned to be introduced). An indication of the importance of these schemes is the creation of two international organizations
- IADI7(global) and EFDI8 (European). Within the EU there is a Directive since
1994, according to which there should be a minimum coverage of 20 000
euro per depositor. In fact in many countries the coverage is much higher.
The deposit insurance in Bulgaria was introduced in 1999 – quite long
time before joining the EU. The coverage was gradually raised – up to the
required level of 20 000 euro in 2007. It proved to be successful when three
banks failed and the depositors got their money within the existing limits.
Bulgarian scheme is of ex ante type which means that it is funded in advance, on a regular basis, when there are no bank failures. As a tendency
6
7
8

See: Directive 2008/48/EC on Credit Agreements for Consumers appealing Council Directive 87/102/EEC.
International association of deposit insurers.
European forum of deposit insurers.
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the ex ante schemes are dominating today and many experts recommend
them, in particular for relatively small markets with young banking systems
and comparatively small market of banking services.
The ﬁnancial crisis in 2008 attracted the attention of many experts and
policymakers on the issue of deposit insurance and in several countries the
limit of protected deposits was raised. There is a coordination of the eﬀorts
in this respect on European level and in October 2008 it was agreed to raise
this level up to 50 000 euro.

Investor compensation
The Directive on investor compensation schemes is from 19979. Its structure and mechanism are quite similar to the Deposit Guarantee Directive.
According to it there is a minimum coverage of 20 000 euro in case a brokerage ﬁrm (investment intermediary) is not able to give back the client’s
assets. The participation in the scheme is mandatory. Participants are brokerage ﬁrms providing investment services to the general public. The protection is focused on the small investors.
In Bulgaria such scheme exists since 2005 (again before joining the EU).
There are 122 participants in the scheme - investment ﬁrms, banks and
asset management companies. The level of coverage has been gradually
raised starting from 6 000 euro in order to reach 20 000 euro in 2010. Ninety percent of the money claimed for compensation is covered so the client
is co-ﬁnancing the scheme by bearing 10% of the risk. There have not been
failures of investment ﬁrms in Bulgaria but such failures are not rare in many
other countries. Among the new members of the EU failures of investment
ﬁrms happened in the Check republic, in Hungary and in Poland.

Insurance services protection
There is no directive in the ﬁeld of insurance services but in 14 out of 27
members of the EU there are insurance guarantee schemes. They are the
last resort protection to consumers in the event of failure of an insurer and
they provide a compensation or continuation of the contract transferring it
to a solvent insurer. The situation with these schemes diﬀer widely among
the countries according to the type of the insurance policy – the diﬀerence
concerns the contracts covered, the coverage, the contributions of the participants, etc. There are schemes covering life assurance, non life insurance
or some speciﬁc insurance activities, e. g. third party liability.
In Bulgaria a protection scheme was introduced in 2007 by an amend9

See: Directive 97/9EC on investor compensation schemes
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ment of the Insurance Code. All insurers operating in the country as well
branches of foreign companies have to participate in it. The scheme covers
life assurance and the case of third party liability in motor insurance. There
is a limit of the coverage and a co-ﬁnancing by the clients who assume a
part of the risk. The contributions to the scheme are ﬁxed amounts not a
percentage, they are paid by the insurers and are included in the insurance
policy which means that they are entirely and directly transferred to the clients. The administration of the scheme is done by the already existing guarantee fund for third party liability in motor insurance. This solution brings
some economy of scale but it could create also some misunderstanding.
There have been two cases of failure of insurance companies in Bulgaria
which happened before setting up the scheme and the repayment of their
clients starts in the autumn of 2008.

Pension funds protection
There is no directive in this ﬁeld but there are protection schemes in a
couple of EU member states. This kind of schemes are very speciﬁc because
they do not cover the claim in case of failure but the yield from the investments of the funds collected by the pension funds and more exactly the
diﬀerence between a certain minimum yield and the eﬀectively gained
yield. There are other mechanisms to guarantee the principal of the claim
- general supervisory rules, the state involvement etc.
There is not such scheme in Bulgaria and the issue of setting up one is
not publicly discussed.
In conclusion, despite some theoretical arguments against the ﬁnancial
safety net on the ground of the moral hazard problem, setting up a ﬁnancial safety net with more or less elements proved to be something essential
for the stability of the ﬁnancial sector. New evidence supporting this statement is available in 2008 when the world faced a global ﬁnancial crisis and
many countries are using their ﬁnancial safety net to support the ﬁnancial
sector and to regain conﬁdence of the general public.
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Empowering Consumers in SEE - the Experience
of FinZoom Financial Guide Network in Bulgaria,
Romania, Turkey
Deyan Vassilev
President, FinZoom Financial Guide Network, Soﬁa-Bucharest-Istanbul

About FinZoom
Our mission is to empower millions of consumers to make well-informed
decisions about their personal ﬁnances
Operate leading ﬁnancial comparison portals in
– Bulgaria, www.moitepari.bg, since Nov. 2005
– Romania, www.ﬁnzoom.ro, since May 2006
– Turkey, www.ﬁnzoom.com.tr, since Nov. 2006
Compare objectively all consumer ﬁnance products such as bank loans,
credit cards, deposits, mutual funds, insurance products, etc
Operate Creditland – the Mortgage Brokerage Company in Bulgaria
BG Mortgage & Consumer Loans growth trends
Year

Oustanding
Mortgages
(mln BGN)

Outstanding
Consumer
(mln BGN)

Growth
mgtgs

Growth
consumer

2004

1,008

2,786

147 %

63 %

2005

2,029

4,155

101%

49%

2006

3,518

4,652

73%

12%

2007

5,890

7,082

67%

52%

Mar 08

6,349

7,529

31%

25%

Mortgage Credit Market Size
2007
Country Mortgages

GDP

2006
% of GDP Mortgages

mln EURO

GDP

% of GDP Y-o-y
growth

mln EURO

Romania

4,000

114,434

3.50%

2,227

97,153

2.29%

80%

Bulgaria

3,012

28,900

10.42%

1,799

25,230

7.13%

67%

Turkey

16,354

272,443

6.00%

12,888

335,168

3.85%

27%
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Mortgage Debt as % of GDP – 2006

European average approx. 49% of mortgage debt to GDP in 2006 (47%
in 2005).
Central and European States average is approx. 8.7% of mortgage debt
to GDP (6.8% in 2005).
Highest debt to GDP ratio is in Denmark (100.8%) and lowest in Romania
(2.3%).
Source: European Mortgage Federation
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Trends in Consumer ﬁnance
Lower level of indebtedness in comparison to EU median
Hi growth in volumes of consumer and mortgage lending
Competition among bank lenders and providers
Consumers are in need of banking products, but overwhelmed by the
complexity and variety of products

Issues in Consumer Protection
Predatory advertising
– i.e. 0 % interest advertising (?)
Pre-contractual information – disclosure
– European Standard Information Sheet in Disclosure of Credit Information
Interest variations (ﬁxed vs. variable)
Bundling of products (non-competitive)
Mobility of consumers (early-repayment)

Impact of EU Regulations
Process of adoption of EU consumer protection regulations before accession
Horisontal regulation re. Fin. Services
EU Consumer Credit Directive
Voluntary Code of Conduct for Mortgage Lenders (ESIS) – not implemented
White Paper on Integration of EU Mortgage Credit Markets, published
in Dec. 2007.

Trends in EU Regulations in Lending area
Harmonisation and Integration
Cross-border Activities
Responsible Lending
Criticism of “over-regulation”, i.e. higher cost of regulation compliance
passed on to consumers
Cost-beneﬁts Impacts Assessments
Diﬀerent levels of market maturity lead to diﬀerent regulatory needs
across EU
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Europe and its South-East Challenges
and Necessities: On its Way to Political
and Economic Integration with the EU
Former Vice-Chancellor Dr. Erhard Busek
President, Institute for the Danube Region and Central Europe, Vienna; Special
Coordinator of the Stability Pact for South Eastern Europe, Brussles

I am very grateful for the opportunity to address you today on the topic
of South Eastern Europe’s increasing political and economic integration
with the European Union. I salute your ability to bring together such a high
level and diverse group of representatives from government, banks, public
sector, private sector, international ﬁnancial institutions, journalists, economists and the odd politician such as myself. This type of meeting provides
a wonderful opportunity for the networking, information gathering and
relationship building that is the lifeblood of any investment decision. And I
ﬁrmly believe that, while political and economic challenges remain, South
Eastern Europe is increasingly a good destination for investment, because
it is coming closer to EU – step by step. There is no discussion about enlargement in principle, only when and how.
I am not the only one to believe this. I recently met with the former
President Lemierre of the EBRD who informed me that the Bank is actively
strengthening its presence and involvement in the region in anticipation of
rapidly growing opportunities for its ﬁnancial products and services. Yes,
a re-orientation is to be expected in the face of the declining market in
Central and Eastern Europe, but the level of expectation and optimism that
I hear from the hard headed bankers at the EBRD shows that SEE is an increasingly attractive place to do business.
Experience of the transition process in Central and Eastern Europe has
taught us that the prospect of EU and NATO membership, and the ever
strengthening embrace of both as countries come closer and closer to actual membership, is the key driver of political and economic reforms which
in turn stimulate economic growth.
Following the accession of Bulgaria and Romania to the EU earlier this
year, it is obvious when you look at a map that the countries of South Eastern
Europe are now, in the words of my good friend Ivan Vejvoda, “in the inner
courtyard of the European Union”. While it may take time and while the rate
of progress will diﬀer from country to country, I believe that EU Membership
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is - and should be - inevitable for the region. At the end of the day, this will be
to the beneﬁt of all our citizens – politically, economically and security-wise.
But some diﬃculties in implementation of EU-rules in Bulgaria and Romania
have created a sharper and more intensive process for the next, Croatia.
Looking ﬁrst at the political integration of SEE with the EU, all SEE countries have managed to catch the EU accession train – yes some booked well
in advance while others jumped on at the last moment and are still ﬁnalising
their ticket with the conductor, but all are on board and the train is moving.
Like the actual railway service in SEE, the speed can vary widely, there are often delays at border crossings and the paperwork can be daunting. Sometimes the inability of the SEE parties to implement reforms has the same
eﬀect as the inexplicable insistence of some railways company to changing
locomotives at the border – the process gets suspended for a while.
However, if one looks at the contractual process with the EU – considerable progress is obvious. Croatia is in actual negotiations and has just
opened two more chapters, the former Yugoslav Republic of Macedonia has
candidate status and is working hard to convince EU Member States that
negotiations should start soon, since the NATO-summit is depending on the
state-name-question by the Greek veto; Albania is implementing its Stabilisation and Association Agreement; the EU is in the process of signing the
SAA with Montenegro; Serbia has initialled its SAA and can move forward
once it complies with its ICTY responsibilities, while Bosnia and Herzegovina
has completed negotiations and will be able to implement, once its politicians agree more on a common strategy for their own country.
Therefore, while many challenges remain - and I will come to these later
- the legal and administrative ties between the EU and SEE are growing
stronger day by day.
Economically the region continues to do well. Indeed, the regional economic strategy that is gradually being put in place is contributing to investor and consumer conﬁdence alike. Macro-economic ﬁgures look good
- with the majority of countries expected to maintain GDP growth rates of
between 5 and 6%. There are many EU Members States who would like
such rates! Most countries have also contained inﬂation to single digits.
Trade relations are closely intertwined with the EU, with more than twothirds of the region’s trade involving EU partners. Country credit ratings are
improving, and this touches on sovereign and sub-sovereign risk. As a result, inﬂows of Foreign Direct Investment (FDI) continue to rise – although
these inﬂows demonstrate the inﬂuence of either proximity to EU membership or the impact of privatisation. Croatia and the former Yugoslav Republic of Macedonia are among the top 10 reformers in the World Bank’s Doing
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Business Report for 2007 and Serbia topped this poll in 2006. Anti-corruption measures are also bearing fruit as the SEE countries move further up
Transparency International’s ratings in recognition of their eﬀorts.
However the uneven distribution of FDI inﬂows presents the countries
with clear challenges in securing more investment. Continued and visible
progress with their EU accession process is vital and, now that the privatisation wave is more or less over, attracting inﬂows of greenﬁeld investment is
key to maintaining the momentum.
SEE’s prospects of attracting investment – investment that will provide
the capital, technology and management know-how needed to stimulate
economic growth and provide jobs – have been strengthened by the implementation of the region’s collective strategy, which relies on several important regional co-operation processes. These include:

the Energy Community Treaty - signed between the countries of
the region and the EU;
the European Common Aviation Area Agreement - also signed
with the EU;
the identiﬁcation of transport priorities based on the Trans European Corridors;
enhanced co-operation on improving the regional investment
climate through the newly established SEE Investment Committee; and
the recent entry into force of the substantially revised Central and
Eastern European Free Trade Agreement (CEFTA) in the region.
In some cases, these treaties or agreements, such as the Energy one,
mean that SEE is, in eﬀect, part of the EU’s internal market in speciﬁc sectors before membership – thus providing investors with a clear legal basis
for investment decisions. In other cases, such as CEFTA, the Parties have
agreed to simplify and harmonise trade relations among themselves - all in
line with their EU and WTO obligations, again providing a clearer and more
familiar basis for business decisions.
A highly interesting feature of recent progress in regional co-operation
is the fact that the countries of the region are moving increasingly into the
driving seat and have taken over the lead from the Stability Pact and other
international actors.
This ownership of regional processes is a crucial development, particularly when one recalls that the EU - the desired destination of all the SEE
parties - is in eﬀect, a massive exercise in regional co-operation. Therefore
demonstrating the ability to co-operate with your neighbours is highly
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complementary to the overall EU accession process. Thus, I think this “takeover” by the region is a very positive political signal. To look at this by history: since 1815 – Vienna Congress – everything for the region was decided
from outside. Now they are taking over and can decide on themselves.
In line with this “takeover” trend, the Stability Pact - where many of
the regional initiatives such as parliamentary co-operation, energy, trade,
building human capital, and anti-corruption were born and nurtured - is in
the process of handing over responsibility for monitoring and promoting
regional co-operation processes to the newly created Regional Co-operation Council – the RCC. The RCC, has already formally start work May 2008,
is based in Sarajevo and headed by Hido Biščević, the former State Secretary at the Croatian Ministry of Foreign Aﬀairs.
Whereas in the Stability Pact much of the leadership and management
came from the international community, in the RCC it is the region that is in
the lead. This does not mean that the international community now walks
away from the region; it means that the international community is less
directional and moves to a more supportive and facilitative role. This team
work between the region and the international community, in particular
the EU, is vital for the challenging task of improving the economic, social
and security climate in South Eastern Europe. I have been very pleasantly
surprised at the level of enthusiasm and commitment from the SEE Parties
for this transition process, which is proceeding on schedule.
However, before you decide that I only look at the region through rose
tinted spectacles, I am fully aware that we still face considerable political
and economic challenges and that the future of the region is not yet 100%
certain. There are political challenges, economic challenges, social challenges and security challenges.
The most immediate and high proﬁle challenge is the need to resolve
the status of Kosovo swiftly and amicably. The current situation creates
considerable uncertainty for Serbia, for Kosovo, for the entire region, the
EU and beyond. Managing the outcomes of whatever decisions are taken
in the coming months peacefully and constructively will be a severe test
for the nascent democracies in the region and for the EU. This is a test we
cannot aﬀord to fail. This has to be done by improvement in Kosovo itself
and by a reality-check in Belgrade by the political class.
The Stability Pact was not directly involved in the status issue, however
we have sought to exercise fully our mandate to integrate Kosovo as far as
possible into the various regional co-operation processes that commenced
under our auspices. In line with UNSC resolution 1244, UNMIK/Kosovo is a
signatory to the energy community treaty, the European Common Avia150

tion Area Agreement, CEFTA, the MoU on the Core Transport Network and
is involved in the SEE Investment Committee, the Ohrid Border Process and
other initiatives. We have tried to ensure that there is no black hole in the
region and that Kosovo’s economic development and regional links can
make progress even in the absence of ﬁnal status.
The debate in the EU regarding the reform treaty and enlargement has
an impact on South Eastern Europe, where politicians struggle to justify often-painful reforms in terms of eventual EU membership. However it seems
that we are making progress in this area now.
Preparatory work on a number of major energy projects is proceeding;
and while the payoﬀ is still in the future, it is positive that things are moving. However, rising energy prices, lack of generation capacity, high levels of public debt and long lead times for infrastructure prices mean that,
while the energy situation has improved in SEE it is far from ideal and many
countries face the prospect of shortages and power cuts this winter. This
will create many economic and social diﬃculties.
Corruption, while decreasing as reﬂected in the Transparency International poll, is still distressingly high and many potential investors are still sceptical
regarding the ability of the courts to consistently apply the rule of law.
The level of economic growth is still not suﬃcient to make a substantial
inroad into the high level of unemployment and the resulting brain drain
has serious implications for the future. The Stability Pact’s work to begin
to address the region’s human capital needs and labour market competitiveness is a start in this area, one that the Regional Co-operation Council
will need to continue and intensify. Education and brain-drain is one of the
huge problems of the region. Also healthcare is far from being suﬃcient.
In conclusion, I believe that that the comprehensive political and economic framework that is gradually being put into place in South Eastern Europe
provides a good basis for us to work together to overcome these challenges.
Many of which are normal parts of the transition process to democratic societies and a market economy. The SEE countries have signed up to a range
of ambitious reforms and, on the whole, are making considerable eﬀorts to
meet their obligations. They need political, technical and ﬁnancial support
from the international community, but their increasing willingness to assume
full responsibility for implementation is a substantial and most positive development that augurs well for the region’s political and economic integration with the EU. The regional cooperation on the multilateral level is working
quite well. The bilateral problems between the countries of SEE are far from
being settled. This is conditional for being in the EU – other ways the EU cannot be a “peace project”. Also for South East Europe. But we are on the way.
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Concepts and Projects,
Function and Task of Hanns-Seidel-Foundation
in Central and Southeastern Europe
Dr. Klaus Fiesinger
Head of Department, Central, Eastern and Southeastern Europe, Hanns Seidel
Foundation, Munich

In the service of democracy, peace and development - by these headlines it could be characterized the principle guidance of the international
network-cooperation of our foundation.
What is behind of this intention, what is behind of that pretension?
At ﬁrst it is to mention that HSF is represented by about 90 project oﬃces
in more than 50 countries around the world. The central institute of HSF,
that means the headquarter, is located in Munich.
What is the speciﬁc function of HSF?
Generally speaking there are to numerate three aspects of cooperation:
As a networking institution we are contributing to the creation of a transnational world of mutual dependence and interrelation.
As a think tank we are developing policy and dialogue concepts, undertaking advisory tasks at home and abroad and participating in relevant political scientiﬁc discussions.
As mediator and dialogue platform we are helping to ﬁnd consensus formulas or solutions for problems among diﬀerent groups of society.
What are the ﬁelds of activity of project cooperation?
There are manyfold sectors of activities, but all are corresponding to the
special framework of the project country or project region. Such ﬁelds of
activity are:
Advisory and support in creating and strengthening of political parties and
social groups, of civil society organisations, of centralised, decentralised, regional
and communal administrative structures, of international security institutions.
Advisory and support in creatingand strengthening of professional training
as well as social and economic policy development factors (vocational training); support for the promotion of a cultural, social and historical awareness.
Last but not least advisory and support by improving the qualiﬁcation of
diplomatic service as well as training the skills of all representatives of state
administration engaged in the implementation and consolidation of common standards in the diplomatic profession.
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Especially the last mentioned sector of activities in cooperation with diplomatic institutes in order to teach or to train young diplomats may also
contribute to some eﬀect of so called "image improvement" of the respective project countries.
The wide range of activities of our foundation is alltogether aiming at
supporting the process of legal, political and economic transformation of
the states in Central, Eastern and Southeastern Europe as well as in the Kaukasus Region in order to contribute main targets of European foreign and
development policy: Stabilisation of pluralistic democracy and strengthening the European integration and association process as well as intensifying the neighbourhood-relations.
In accordance to this focus of our international cooperation our consultancy work contributes in countries of EU-membership as in Hungary,
Czech Republic, Slovakia Bulgaria and Romania to the consolidation of the
integration process in the institutional and socio-political area.
In Croatia and Macedonia - the two candidate countries - our work is
aimed at advancing the fulﬁlment of EU entry criteria. Questions of decentralisation, local government and local business development form further
cornerstones.
In Serbia, Montenego, Albania and Bosnia-Herzegovina measures are
aimed at a stabilisation of the democratisation process. Pluralistic societies
and interregional cooperation are the precondition for stability and security.
In the region of European neighbourhood and partnership program for
example Ukraine, Moldova, Georgia and Azerbaidshan (GUAM-countries)
our project work is mainly directed on administrative matters in the sector
of justice and home-aﬀairs.
Considering these mentioned various project activities you see: Diﬀerent regions and countries need diﬀerent priorities and strategies.
At this part of my annotations it is necessary to point out that Hanns-Seidel-Foundation is a non-governmental and non-proﬁt institution, totally ﬁnanced by public means (sources: Federal Ministry of Development Cooperation and Federal Ministry of Foreign Aﬀairs at national level, diﬀernt funds
of IPA and ENPI at international European level) for diﬀerent tasks in Germany
and abroad which are generaly focused on political adult civic education.
In this connection it is worth mentioning that there are existing six political foundations in Germany. According to political values and principles each
of them is related to one of the main political parties of the Federal Republic
of Germany but - and this must be emphasized - referring to administration
and organisation, the six political foundations are not ingredient of the political parties themselves, they are independent. Hanns-Seidel-Foundation
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value system is close to Christian Social Union (CSU) political guidelines.
Based on the just mentioned legal status which is in my opinion unique
in Europe the six political foundations are endowed with ﬁnancial support
of the federal German government, to fulﬁll concrete projects of development and transitional aid in various sectors of assistance, for example consulting for ministries and their subordinated authorities, or expert service
for regional public or private organisations and enterprises. Every sector is
related to topics like reform of administration, decentralisation, restructuring in privatisation, vocational training and last but not least promoting
international dialogue by conferences, seminars and symposia.
Target groups are: Multipliers who are able to disseminate their received
knowledge, representatives from sectors of politics, diplomacy, law, police,
economy, science and youth.
Perhaps you ask, why government (ministry) which is involved to that
matter does not commit and conduct all these actions in own authority?
The answer is following:
The developmental and political intention and purpose of the Federal
Ministry of Economic Co-operation and Development (BMZ) is guided by
the principle of subsidiarity.
The principle of subsidiarity in this context means to delegate all these
state activities to non-governmental organisations which they can carry
out more eﬃciently than the state. Democracy cannot be built up merely
from government to government; instead of this you need various sociopolitical approaches.
There is to ask: What speciﬁc factors guaratee credibility and competence of the political foundations?
First of all there is to point out, that the political foundations have got
many years of experience in their work abroad. They have a widespread
network of partner-institutions to which they are linked in co-operation.
Despite their clear political orientations and aﬃnities to their parties, political foundations are guided neither by proﬁts nor are they politically exclusive. According to their statutes/constitutions, they are committed to serve
public interests. The training facilities are oﬀered to everyone.
The political foundations, in the contrary to state developmental co-operation, have the following advantages:
- they maintain co-operation with non-governmental partners in case
of state restriction or repression at oﬃcial channels of society;
- they can promote direct dialogue at all levels of society and in this
way speed up the processes of democratisation, decentralisation and
deconcentration of political power;
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- they can promote democracy on the basis of practical knowledge through
their close connections with socio-political partners contrary to mere
technical state co-operation;
- ﬁnally by developping diﬀerent strategic approaches for diﬀerent partners,
they can set an example of pluralism and they can oﬀerapluralisticcooperation proﬁle.Thisproﬁledoesnotaimatuncriticaladoptionofopinionsofthe
doners, but sets also leeway for own stategies of the receiver-countries.
Generally speaking political foundations as part of NGO-network are not
oﬀer-oriented but requirement-oriented, they work in pragmatic and ﬂexible way based on traditions and values.
They are not so much bound on diplomatic chains, regulations and oligations as the diplomatic service and development institutions of government.
So they are in comparison to these institutions much more ﬂexible and they
are possible to react quickly to local needs and necessities. They can be regarded and be appreciated as additional instrument of foreign diplomacy.
All these advantages lead to some very fundamental sustainability of
project cooperation, guaranteed by the political foundations.
Assuming that the success of transition apart from economic factors depends on eﬃcient legal and administrative structures our concrete projects
of development and transformation are mainly focused on two sectors:
1. Local government: That means the reform of administration comprising
local self-administration, decentralisation, restructuring administrative
capacities for more transparency, for more eﬃciency.
2. Domestic security as a part of a functioning administration:
This reform-endeavour is directed into two aspects:
First, establishing the police-institutions as some sector of democratic
society,
that means to improve police-institutions and police-forces as as some
instrument to provide some service: protection and security!
This in contrary to the former behavior and attitude as some authority of
pressure and torture.
Second, support of international police cross-border-cooperation in all
sectors of current topics in order to combat against organized crime and to
prevent and contain to increase of it.
Why to do this?
The answer is simple and clear: Improvement and strengthening of internal security as contribution to harmonize the overall standards of EU and to
reduce conﬂictive potential among the countries.
All our advisory asssistance in justice and home-aﬀairs is corresponding to the criteria of the so called Bologna process in accordance to Lisbon
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strategy 2000 up to 2010 (Europeanwide harmonization of University degrees, conformity for recognition of qualiﬁcations).
We are taking into consideration the priorities for the creation of an Area
of Freedom, Security and Justice due to the so called Hague Program elaborated byEuropean Commission 2005. We support the reform and modernization of police-education and training within the project countries with
their respective speciﬁca, on the other side according to the harmonization
of police curricula we additionaly support European programs as it is drawn
up and proposed by the Central European Police Academy (CEPOL).
Summary:
The main focus points of our project cooperation in Central, Eastern and
Southeastern Europe including the Black Sea ans Kaukasus Region are
1. democratisation and decentralisation by administrative support and
institutional development,
2. support of the transformation process in home and justice aﬀairs by
police training and education,
3. management training for executives, multipliers, decitionmakers and
stakeholders from political, diplomatic and economic sector,
4. special advisory help in advancing the fulﬁlment of EU entry-criteria
(advisory in legal and administrative sectors),
5. civic education and fostering intercultural dialogue accordig to stabilisation, crisis-prevention, conﬂict-minimation and support of reconciliation
process,
6. commitment in promoting interregional cooperation between neighbourstates especially in the Balkan region by establlishing so called
"Euroregions".
Our partnerinstitutions are:
1. Ministries and subordinate institutions
2. Local communities and districts, city councils and stuﬀ of civil servants
3. Diplomatic academies
4. Law courts (for instance the Constitutional law court)
5. Police schools and training centers for senior police oﬃcers
6. Scientiﬁc institutions and universities
7. Local nongovermental organisations
8. Speciﬁc target groups of young people.
(Political parties can't be our cooperation partners, it is only possible to
support them indirectly by poltical consultancy via NGO.)
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Candidate and Potential Candidate Countries
for EU-Accession – the view from Brussels
Franz Cermak

DG Enlargement, European Commission, Brussels 1
This contribution represents a summary of my intervention at the seminar "Preparation for EU Accession", Varna, June 2008:
The 5th enlargement of the European Union was a success in economic
and in political terms. Economic growth in the 'new' Member States has
been consistently above the levels reached in the 'old' ﬁfteen; successful
division of labour has brought advantages to both sides. On the political
side, the area of prosperity, stability and security has been extended
to the south/east; the EU 27 has now more weight as an international
player, e.g. in organisations like the UN, OSCE or WTO.
As far as "daily EU business" is concerned, the new Member States have
learned fast; overall they are no better and no worse than the 'old' ones
as far as e.g. compliance with the internal market rules or the number
of infringement proceedings are concerned.
However, we have observed some cases of backsliding since accession
– ﬁghting corruption saw some setbacks, reform of judiciary in some
cases was rather slow and some legislative measures are not fully in
conformity with the obligations resulting from the accession negotiations. In this context the Commission reports on "Progress in Bulgaria
and Romania under the Co-operation and Veriﬁcation Mechanism"
– due in Julyt - will assess the situation in more detail.
As far as future enlargements are concerned, it is essential that perceptions of the population are taken fully into account. The best pre-accession
strategy and the most carefully drafted negotiation framework become
irrelevant if the population of the EU 27 is not on board. EU-enlargement is
– in various segments of the EU-population - perceived to be much more
a project of elites in Brussels rather than to the beneﬁt of the EU citizens.
Such perceptions contributed to the negative referenda in France and
in the Netherlands on the EU-Constitution – although enlargement was
only one among several factors contributing to the negative outcome.
1
2

This contribution represents the personal view of the author.
Reports have been published on 23 July 2008
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The situation is somewhat paradox: while EU-enlargement is often perceived in the EU as going too fast, the situation in the candidate country
is exactly the reverse. If, however, the speed of the accession process is
slowed down further it would become more and more diﬃcult for the
political decision makers to maintain the momentum and the required
political will for – at times – unpopular decisions. As a consequence,
pro-European forces would weaken and players more critical towards
the EU accession would gain inﬂuence. Any such development can not
be in the interest of the EU.
The EU is therefore pursuing a "carefully managed enlargement" policy3:
Consolidating existing commitments towards countries engaged in the
enlargement process and "applying fair and rigorous conditionality".
As far as the Western Balkans are concerned, meeting obligations deriving from the Stabilisation and Association Process (SAP) is a major factor.
For countries where Stabilisation and Association Agreements (SAA) are
already in force (Croatia, the former Yugoslav Republic of Macedonia;
Interim Agreements for Albania, Montenegro and – from 1 July 2008
– Bosnia and Herzegovina) the track record will help to determine the
state of preparation of these countries for further EU integration. For
the negotiating countries Croatia and Turkey, the fulﬁlment of opening
benchmarks identiﬁed in the so called "screening process" (candidate
countries and Commission together look through the entire "acquis
communautaire" – some 90.000 pages) is a necessary condition to open
a chapter. The same goes for "closing benchmarks" to provisionally close
a chapter. The requirement of negotiating countries fully meeting such
benchmarks is part of the Commission's conditionality policy.
As mentioned above, all eﬀorts directed towards conditionality or
consolidation will not bear fruit if the enlargement process can not
be communicated well to the EU citizens. Increased eﬀorts to better
communicate are presently undertaken; such measures also include
more transparency of the process. Better communication can not be
'prescribed' from Brussels alone – all players involved and in particular
the EU-Member States have to present factual information and help
explaining how enlargement works. Furthermore, regional and local
authorities as well as employers organisation, trade unions, chambers
representing certain professions and civil society as a whole need to
contribute to a better understanding of the enlargement process. In my
view, any such messages would include the positive eﬀects of enlargement (and enlargement indeed is an EU-success story – an overall "win3

Enlargement Strategy and Main Challenges 2006-2007, European Commission, November 2006, page 3
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win" situation) but should not hide possible challenges or downsides
of the process, which is felt by a number of EU citizens.
A brief overview of the enlargement countries - put into the following
three 'categories':
Negotiating candidate countries: Croatia and Turkey – accession
negotiations proceed according to the framework; Croatia already advanced with more than 1/2 of the chapters opened; Turkey at a much
slower speed, however, Cyprus talks may oﬀer new opportunities).
Candidate Country: The former Yugoslav Republic of Macedonia
– candidate status since 2005; "fair and rigorous conditionality" requires
the country to meet conditions before accession negotiations can be
opened – the country should now concentrate on meeting the key
priorities of the Accession Partnership.
Potential Candidates: Albania, Bosnia and Herzegovina, Montenegro,
Serbia and Kosovo under UNSCR 1244. All these have a European perspective – progress in the SAP is essential, so is meeting obligations contained in the SAAs, as well as in the respective Interim Agreements.
Main instruments of the accession preparation are the (annual) Progress
Reports, the Accession/European Partnerships and the Instrument for
Pre Accession (IPA). These instruments have proven to be essential
tools in the 5th enlargement; the Progress Reports, for example, do not
only inform all interested parties in the EU-27 and in the (potential)
candidate countries about the state of play – they are also used in the
enlargement countries as an indicator identifying where reforms are
most needed. The Accession/European Partnerships contain concrete
short and medium term priorities. Pro-European forces in the countries
concerned can refer to these reports/partnerships when experiencing
obstacles in driving the reform process forward. After all, the Progress
Reports are elaborated by an objective third party and regularly welcome by the EU Member States and the European Parliament.
Finally a few words on the Western Balkans Commission Communication of March 2008 where the ongoing dialogue on visa liberalisation certainly gets most of the attention: road maps leading to visa
liberalisation have been established with the countries concerned
– the countries should now concentrate on meeting the benchmarks.
Once these requirements are fulﬁlled the Commission would take the
necessary initiatives. Apart from lifting visa requirements and thereby
enabling people-to-people contacts, promoting civil society, providing an increased number of scholarships, making the transition of the
Stability Pact to the Regional Cooperation Council (under the South165

East Europe Cooperation Process) a full success, etc. are all important
elements in the furthering economic and social development of the
Western Balkans.
Final message to participants: While it is true that the present situation can not be compared with the enthusiasm accompanying most
of the 5th enlargement round, it is also true that the EU remains open
and prepared to take in new members with a European perspective.
All instruments are in place and should be used to its full capacity by
those concerned; the Commission is ready and equipped to help you
in preparing for accession wherever needed; but we can not do it alone
– we need your commitment for real and sustainable reforms e.g. in
the ﬁeld of judiciary, for courageous and determined steps leading to
"good governance" or for making concrete progress in ﬁghting corruption and organised crime. If you are prepared to make your – however
small – contribution when you come back to your work place after this
week here in Varna, then this seminar can be considered as having had
a real and lasting impact.
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The Western Balkans
towards the Euro Monetary Integration
Based on the Euro and Euroization1
Dr. Ivanka Petkova
Chairperson, Economic Policy Institute, Soﬁa

Introduction
In the global structure three diﬀerent kinds of monetary integration can
be identiﬁed, when considering the degree of monetary policy independence as a criterion. Such cooperation may take the form of full-ﬂedged
monetary unions or looser forms of monetary cooperation.
First, the deepest integration level represent monetary unions with a
common currency, the role of which can be played either by a national
currency or by a specially created new currency, and the members of the
union carry out monetary policy collectively. This means, that monetary integration presumes economic and institutional requirements, including a
single central bank in the case of a full-ﬂedged monetary union and the
corresponding need for multinational institutions to safeguard the bank’s
independence and assure its accountability. Typical example of this case is
the European Monetary Union.
Second, there are countries that are unilaterally replacing their previous
national currency by another national currency (usually playing the role of
an international currency). They give up their independent monetary policy
accepting the fact that they will be not in a position to make any impact on
the monetary policy of the country the currency of which they use as national currency. In the past, the US Dollar was used mostly as a national currency
in many countries that is why dollarization was the typical term of this case.
The experience with unilateral dollarization made Liberia, Panama, Ecuador,
El Salvador. Recently, another international currency has been preferred by
some European countries to follow a similar to the dollarization path. Unilateral euroization has been undertaken by Montenegro and Kosovo.
Third, currency board arrangements can also be rendered to the kinds
of (one-sided) monetary integration. Countries operating a currency board
peg their domestic currency to a reserve currency (dollar, euro, previously
1
Based on Andras Inotai, Ivanka Petkova, Monetary Integrations: Experience, Current Situation and Prospects, In:
Ariane Kösler/Marin Zimmek (2008, eds. ) Elements of Regional Integration. A Multidimentional Approach, Nomos
Verlagsgesellschaft, Baden-Baden, pp. 115-147.
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German mark, or SDR). After becoming independent in 1991, the three
Baltic countries immediately created their national currences and pegged
them to diﬀerent anchor currencies (Estonia to the German mark, Latvia
to the US dollar and Lithuania to SDR). For diﬀerent reasons, Bosnia and
Herzegovina and Bulgaria also introduced a currency board arrangement,
pegging their national currencies to the Euro.All of these currency board
frameworks oﬀer diﬀerent but still very limited degrees of national monetary policies tools and scopes and, more importantly, diﬀerent possibilities
of opting out (let alone the economic, political and social consequences of
such a decision).
1. The optimal currency area (OCA ) as a theoretical basis for
monetary integration
The original concept of the optimal currency area theory is based on assessing the costs and beneﬁts of giving up exchange rate ﬂexibility as an
instrument for dealing with balance of payments shocks. In case that the
demand for exports from a particular country decreases, a real depreciation might be needed to maintain the balance of payment equilibrium and
full employment. In a ﬁxed exchange rate regime real depreciation has to
be reached by a reduction in money wages within a longer period of time.
Thus, it is argued that, when dealing with balance of payments shocks,
exchange rate depreciation and appreciation respectively can reduce the
impact on unemployment and inﬂation, in particular under sticky nominal
wages. Relinquishing this important stabilization instrument would only be
justiﬁed in a homogeneous environment with high factor mobility, where
shocks are symmetrical and well correlated. In such an environment the
beneﬁts of exchange rate ﬂexibility would no longer be required, while the
beneﬁts of monetary union could be fully taken advance of.
The theory focuses also on the debate on the merits of ﬁxed versus ﬂexible exchange rate regimes and the choice of a country’s exchange rate system. This is needed to calculate the costs and beneﬁts of a common currency, because a monetary union is the strongest form of ﬁxed exchange rate
system known. A group of countries that may potentially gain on forming
a monetary union should be closely connected through trade and capital
ﬂows. It is argued, that the ﬁxed exchange rate regime and a single currency
in particular promote economic integration and put countries together into
a common and larger monetary area (or at least entails the possibility of a
high degree of monetary integration). However this process is accompanied by a loss of discretion in monetary and other macroeconomic policies
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of individual countries. Opting for a ﬂexible exchange rate system takes out
integrative advantages, but preserves individual countries the possibility
to pursue independent monetary and other macroeconomic policies.
The theory evolved on a large basis especially in the 90-ies as a result of
profound changes to economic and ﬁnancial globalization. The majority
of the studies are aimed to empirically conﬁrm the advantages of creating
new or expanding existing single currency areas. The theory reﬂected also
the progress in establishment of the European Monetary Union (EMU) and
later the context of its expected enlargement.
The OCA is deﬁned as the optimal geographical area for a single currency,
or for several currencies, whose exchange rates are irrevocably pegged. The
single currency, or the pegged currencies, ﬂuctuates jointly towards other currencies. The borders of an OCA are recognized by the autonomous countries
choosing to participate in the currency area (Mongelli, 2008). The theory applies not only to countries, but also to any regional conﬁguration in general, for
example within the United States with all 50 states using the same currency.
There is an important diﬀerence between a currency union with a new
central bank and a new currency to cover a group of countries, and dollarisation/euroization, meaning the simple adoption of another country’s currency/
common currency. In a currency union, all the countries included have in principle a say in shaping monetary policy for the area covered by the union.
The study of the conditions under which a group of countries should join
together to create a monetary union, forms the core substance of the theory
of an OCA. Countries to be closely linked to each other through trade and
capital ﬂows is a necessary, but not a suﬃcient condition for them to abandon
their currencies, adopt a common currency and give up monetary policy discretion. Mundell’s theory on OCA teaches that a group of countries will beneﬁt from using a common currency, provided three conditions are in place:
the group countries should not be hit by shocks that are asymmetric; there is
a high degree of labor mobility and/or wage ﬂexibility among them; there is a
centralized ﬁscal policy in place to redistribute ﬁnancial or other resources.
By going deeper into the economic analysis of OCA, several new criteria
became apparent. In its diﬀerent versions the theory on OCA emphases on
diﬀerent criteria (structural characteristics, like size, openness, export structure, production structure, labor mobility, price and wage ﬂexibility) of an
economy to deﬁne the optimality.
Later on additional other criteria on similarity of shocks and monetary
transmission mechanisms have been taken into consideration. The criteria
are still central in the debate on monetary integration. It must be noticed
that the ﬁve Maastricht Treaty criteria the EU countries used to determine
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membership in the EMU, are very diﬀerent from Mundell’s research outcomes. They call for convergence in inﬂation, interest rates, deﬁcits, debts
and exchange rate stability preceeding the membership. None of these criteria fall under the Mundell’s version of the OCA.
2. Practical Relevance of the OCA theory
There is historical evidence, that usually currency areas have overlapped
national territory. But this does not necessarily mean that all countries are
at an advantage when they have their own currency. The theory of optimum currency areas (OCA) is a useful framework for discussing the issue on
the appropriate domain of a currency area.
An OCA is the optimal geographic area of a single currency or of several
currencies whose exchange rates are irrevocably ﬁxed.
Optimality is considered in terms of a set of OCA criteria that are primarily
related to the economic integration of regions or countries. These criteria envisage price and wage ﬂexibility, the mobility of labor and capital, economic
openness, diversiﬁcation in production and consumption, similarity in inﬂation rates, and ﬁscal integration. Optimality of a currency area can be deﬁned
in terms of the above criteria. When shared across countries, these criteria
reduce the need for nominal exchange rate adjustments, foster internal and
external balances and help to isolate individual countries from certain shocks.
An additional criterion that has been introduced is the similarity of shocks and
the responses to them. That is, the synchronisation of shocks and cycles (see,
e.g., Bayoumi and Eichengreen, 1993, and Giannone and Reichlin, 2006).
Using these criteria helps ﬁrst, assess to what extent the country is exposed
to unexpected events, that aﬀect its economy more than the rest, the so
called asymmetric shocks (country-speciﬁc balance of payment disturbances). Second, these criteria help assess whether the country is in a position
to respond to asymmetric shocks with alternative mechanisms of balance of
payment adjustments, if the exchange rate is ﬁxed. As a result, sharing the
OCA criteria reduces the need to apply nominal exchange rate adjustments
within the currency area because of diminishing the impact of some types of
shocks. Countries forming a currency area expect beneﬁts to exceed costs.
During the seventies the theory on OCA evolved taking into account the
worldwide experience with ﬂoating exchange rates. New practical issues
come to the surface demanding for respond to the question on whether
the economic integration among a group of countries creating an internal market is to be backed by ﬁxed exchange rates between their national
currencies (EMS) and later by adopting a single currency within the zone
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(EMU). The main question is when a country should join a monetary integration process and thus expand its monetary area. Evaluating the expected cost and beneﬁts a country (Great Britain) decides whether and when to
join a monetary integration process or not.
The study of the OCA characteristics is by necessity backward-looking. For
this reason in the second half of the 1990s, several authors started raising
the issue of the endogenous eﬀects of monetary integration: i.e., whether
sharing a single currency may set in motion forces bringing countries closer
together (De Grauwe, Mongelli, 2005). The perception is that a single currency contributes to increasing the integration of euro area countries over
time, thereby improving the ranking of one or more OCA criteria.
OCA studies are applied not only to sovereign countries because OCAs
may not correspond to national borders. Countries are not homogenous, thus
analyses are not always enlightening the issue (Ishiyama, 1975 and Alesina,
Barro and Tenreyro, 2002). Several OCA criteria have also been studied at a regional level within sovereign countries (the US States, German Länder, Spanish provinces or Italian regions) (Obstfeld and Peri, 1998), Boldrin and Canova,
2001). Such “regions” lack the nominal devaluation option that can be used
by sovereign countries and have to rely on other adjustment mechanisms.
The OCA theory is the analytical basis for the monetary integration within the EU. This is particularly true when assessing the costs and beneﬁts of
enlarging the EMU. However, when studying appropriate characteristics of
monetary integration by exploring the theory on OCA, usually the presumption is that it is applied towards developed countries. In addition, literature
review supports the conclusion, that the research results and recommendations based on the theory on OCA can be quite diverse when elaborated by
Western economists and by economists of new EU member countries.
3. Monetary Integration Trends
Concerning integration trends, the last two decades have been characterized by two big contradictory developments. On the one hand, the
number of regional arrangements (some of them far away from what we
used to call „integration”) has skyrocketed2, while on the other hand, previous „uniform” states or federations, mainly in Europe, have been dissolved
(Soviet Union, Yugoslavia, Czechoslovakia). As a result, a number of new
currencies wer created and, consequently, national monetary policies had
to ﬁnd their place in a rapidly globalizing environment. According to the
IMF, its 184 members have more than 150 currencies (Furceri, 2007).
2
The World Trade Organization registered 87 new bi- and multilateral regional „integration” agreements between
1990 and 2006 (Kösler-Zimmek, 2007).
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The fragmentation of the international monetary system is in sharp contrast with the rapidly growing eﬀorts of regional integration and with unprecedented globalization. However, this contradiction can be explained straightforwardly. First, most regional integrations deﬁne monetary union as a distant
future, let alone they do not include into their short- and medium-term agenda such an ambitious objective. Second, globalization forces most countries,
whether they are part of a regional grouping or not, to get adjusted to the
basic trends and players of the global economy. Thus, their regional integration eﬀorts, based on geopolitical, commercial or cultural considerations, are
accompanied (and certainly also inﬂuenced) by hard facts of global monetary
processes. As a result, the „geographic gap” between regional eﬀorts and global monetary policies has been widening in the last decade. Not less importantly, the speed of both processes is highly diﬀerent. Regional integrations,
even their most successful examples, take several years to be materialized. In
turn, global ﬁnancial developments enforce immediate actions from the respective countries. Therefore, there is a very narrow space for regional coordination of monetary policies, even if its regional institutions had been ﬁrmly
established previously (which, excepting the EU, is not the case).
4. The Monetary Integration Path of the Western Balkan
The countries from the Western Balkan (WB) deserve special research attention in the context of monetary integration. They are the only group
of countries going out from one currency union, introducing new national
currencies and starting the way to another, new currency union, whereby
applying diﬀerent attitudes.
In fact, for decades, the Yugoslav Federation could be considered as an optimum currency area that covered all WB countries excepting Albania, plus
Slovenia (a new member of the EU from 2004 and of the EMU as of 2007).
After the dissolution of Yugoslavia, all new countries launched their national
currencies, as part of their national independence and new identity: Bosnia
and Herzegovina – the Convertible Marka, Croatia – the Kuna, Macedonia
– the Denar. This trend found its extreme version within Yugoslavia, consisting of Serbia and Montenegro, where two central banks existed simultaneously, issuing two legal tenders – the Dinar in Serbia and the German Mark
and then the Euro in Montenegro. After Montenegro got its independence
in 2006, the Euro has been kept as a national currency. In addition, another
territory of Serbia (Kosovo) has also been euroized. Actually, there are actually two basic strategies to be observed during the creation of new states in
the WB. The ﬁrst one is to leave the common currency area of the Yugoslav
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Dinar and to enter a stage of creating new currency areas covering their
national territories (or part of their national territories) by introducing a new
national currency. The second one is to leave the common currency area
and to organize another one on the national territory by accepting the currency of another country (German Mark) and later the Euro.
Currently, in the framework of their EU integration they are arranging
(although at a diﬀerent level of preparedness) their monetary integration
within the EU as well. This can be considered the third stage they are ﬁrmly
convinced to join a new (otherwise less optimum but certainly more inﬂuential) currency area, the EMU. Obviously, the way from the historically
defunct currency area to the new, emerging one is paved by rather diﬀerent national monetary and exchange rate policies. In other words, old and
hoped-for new “homogeneity” is expected to be linked by highly heterogeneous initiatives, objectives and instruments.
According to the European Commission, the Western Balkans covers the
following countries: Albania, Bosnia and Herzegovina, Croatia, the former
Yugoslav Republic of Macedonia, Montenegro, Serbia and Kosovo under
UN Security Council Resolution 1244. These countries are at a diﬀerent
stage of their political relationship with the European Union: Croatia and
Macedonia are candidate countries, while Albania, Bosnia and Herzegovina, Montenegro, Serbia and Kosovo have the status of potential candidate
countries. Albania signed a Stabilization and Association Agreement (SAA)
in 2006, Montenegro signed the SAA in 2007, Serbia signed the SAA in 2008
and Bosnia and Herzegovina is in a process to sign a similar agreement after addressing four key priorities. In turn, as of yet, there are no contractual
relations between the EU and Kosovo.
The theory of optimal currency areas suggests that it is in the interest of
the WB countries to join the Eurozone as soon as possible after becoming
members of the EU. Main arguments supporting the immediate membership in the Eurozone are: their small size, the openness of their economies
and the exposure of their national currencies to speculative attacks. Some
of the smallest countries of the region considered national currency not
a valuable option in the medium to long run, and have already euroized
either oﬃcially (Montenegro) or unoﬃcially (Kosovo).
In terms of economic size, as measured by their percentage share, WB
countries represent 0,23 per cent of world GDP, or a bit less than New Zealand (0,24 per cent)3. They are dependent on trade. Also openness to trade
is high. Their share of trade (imports and exports) in GDP varies from about
66 per cent for Serbia, 74 per cent for Croatia , 97 per cent for Bosnia and
3

Nominal GDP, 2007, according to IMF statistics
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Herzegovina to 137 percent for Montenegro4. Excepting Montenegro these
ﬁgures are lower than those of the small EU member countries, either old
or new ones, but higher than those of the large EU countries (for instance,
the same ﬁgure for France amounts to 56 per cent). More importantly, the
degree of openness of the economies of the WB countries is increasing and
there is a potential for it to rise further. Given their size, per-capita income
and geographic distance from trading partners, these countries still trade
considerably less than could be anticipated.
Financial openness of the WB countries is extensive. In the process of
preparing for EU membership, institutional barriers to ﬁnancial capital mobility have been removed. WB countries with high economic potential are
utilizing foreign savings to increase their domestic capital stocks. Foreign
direct investments convey not only ﬁnancial resources, but also transfer
skills, know-how, new technology tools, increase the eﬃciency of ﬁnancial
intermediation and make possible cross-border distribution of risks. At the
same time, the ﬁnancial openness exposes countries to the impact of negative developments on the global ﬁnancial market. Monetary authorities of
most of the WB countries possess limited ﬁnancial resources to react to external ﬁnancial vulnerabilities.
The small size of the WB countries, their economic and ﬁnancial openness suggest that for them to have a national currency is rather a problem.
If they chose a ﬁxed exchange rate regime, they can expect a sudden and
costly disruption to their ﬁnancial sectors. As small open economies with
mobile ﬁnancial capital, if they have ﬁxed or managed ﬂoating exchange
rate regime, this can lead to turmoil and output loss. Fast changing directions of capital ﬂows as a result of external events can force central banks
to choose between stopping growth with high interest rates or allowing
abrupt decline of the exchange rate of the respective currency.
There is a rich variety of exchange rate regimes in the WB countries. Exchange rate frameworks range from independent ﬂoating to hard pegs in
the form of currency boards, covering practically all types of exchange rate
arrangements of International Monetary Funds’ members. Several basic
conclusions can be made from the analysis of the exchange rate patterns
reviewed in the targeted countries.
First, there is a high diversity of exchange rate arrangements in targeted
countries, which can be organized in the following basic groups:
Currency board arrangement (CBA): Bosnia and Herzegovina;
Managed ﬂoat: Croatia, Macedonia, and Serbia;
Independently ﬂoating: Albania.
4

International Monetary Fund, Unicredit CEE Economic Data.
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Second, WB countries have been increasingly orienting their exchange
rate arrangements to the Euro:
a. Bosnia and Herzegovina as a reference currency in its CBA;
b. Kosovo and Montenegro within forms of unilateral euroization;
c. Croatia, Macedonia, Serbia within the managed ﬂoat, applied with the
Euro as reference currency.
The orientation towards the Euro is a step, which can be considered an
orientation of the exchange rate arrangements towards the EU and in view
with future EMU membership.
Third, countries are preparing their exchange rate regimes for EMU
membership. There is an indication that Croatia and Macedonia are going to maintain managed ﬂoating until EU membership. Croatia is tightly
managing the exchange rate as the key tool in acting against inﬂationary
expectations after the experience of the country with hyperinﬂation.
Fourth, parallel to the oﬃcial euroization (Montenegro and Kosovo) a high
ﬁnancial euroization5 (Croatia) is persistent in the WB region, maintaining
broad exchange rate stability and mitigating signiﬁcant balance sheet risks.
Fifth, the question is for how long will be possible for policy makers in
the WB countries to stick to the current exchange rate regimes due to the
heritage of the near past. In some of them (Bosnia and Herzegovina) a complex and fragmented political system is in place and the creation of a single
economic space is still uncompleted. In others (Croatia) reducing the government size in the economy is critical for raising the private sector’s share
in domestic (and external) economic activity.
Sixth, countries from WB appear likely to meet the exchange rate criterion, but on a diﬀerent approach. Whereas the countries with managed
ﬂoating, independently ﬂoating or CBA have to decide themselves on the
way to join the EMU (within the prescribed path), the group of countries
with oﬃcial euroization ( Montenegro) and euroization of the bank deposits (Kosovo) are in a passive position and have to accept the reaction of the
EU on their unilateral euroization.
Regardless of the exchange rate regime choice the small size and openness of the economy entails that the exchange rate can not be applied as
an eﬀective policy instrument or shock absorber. Rather, the foreign exchange market itself is a source of additional volatility, instability and, at
times, continuing misalignment.
By joining a common currency the WB countries will loose their independent monetary policies to stabilize country-speciﬁc shocks. However,
5
It means that large and further increasing amounts of bank deposits, both public and private, have been
carried out in Euro.
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monetary policy in a small open economy with capital mobility and a ﬂoating exchange rate or euroization is not a reliable stabilization instrument.
Given the incentive to use monetary policy opportunistically or even when
the policy makers are competent and credible, abandoning the monetary
stabilization instrument would not be a great loss for the WB countries.
A factor which might mitigate any cost associated with losing a stabilization role for the central bank is the historically high degree of labor mobility
from the countries especially of former Yugoslavia to the EU member countries. Labor mobility can serve as a substitute for traditional stabilization
policy in dealing with country-speciﬁc shocks.
The cost of a common monetary policy to currency board countries such
as Bosnia and Herzegovina or euroized countries such as Montenegro and
Kosovo would not necessarily be greater than the cost to the existing Eurozone members.
In terms of the theory of optimal currency areas, only the ﬁscal Maastricht
criteria are important. Indeed, an unsustainable ﬁscal policy in a candidate
for the Eurozone can be considered as a potential cost to the existing members. According to the latest ﬁgures, WB countries have been following a
sustainable ﬁscal policy (see Table bellow).
General Government Finances (2006; 2007, percentage of GDP)
Albania
06

07

Bosnia and
Herzegovina
06
07

Gross
debt

54

23

Gov.
budget

-3,8

3

Croatia

Macedonia Montenegro

Serbia*

06

07

06

07

06

07

06

07

20

42,5

41,9

34,3

31,8

37,7

40,5

39,6

37,6

-1,4

-2,8

-2,3

-0,6

-0,1

2,4

5,4

-1,5

-1,1

Source: International Monetary Fund
*Excluding Kosovo, with exception of external debt

Current debt-to-GDP ratios of the WB countries are well below the average and much lower than the levels in some individual countries of the
Eurozone (between 54 % for Albania and just 20 % for Bosnia and Herzegovina). Moreover, most of these countries persistently run small budget
deﬁcits below the 3% Maastricht criterion (excepting Albania with 3.8 % in
2007). Macedonia’s budget is in balance, the Serbian and Bosnian balance
indicate a modest deﬁcit of 1.1 and 1.4 % of GDP, respectively. In contrast,
Montenegro reported huge budgetary surplus in 2007 (5.4 %). The relatively highest deﬁcit was registered in Croatia (2.3 %), but with a policy goal
of reducing the deﬁcit to 0,5 % of GDP by 2010. In sum, all countries of the
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region seem to be able to keep on carrying sustainable budget deﬁcits in
the short- and medium-term.
Also the most delicate issue for several new EU member countries, annual inﬂation seems to be under control. With inﬂations rates between 1.5
and 3.5 % in a cross-country comparison in 2007, all countries excepting
Serbia (6.8 %) were either within or just slightly above the respective Maastricht condition. (See Table bellow). If the benchmark average of the three
lowest inﬂation rates in the EU plus 1.5 per cent was about 2.5 per cent in
2006, it appears that (except of Serbia) WB countries have a good chance of
satisfying the inﬂation criterion. Only Serbia is far from being able to satisfy
the inﬂation target.
Consumer Price Inﬂation (%, average)
Albania
06

07

2,4

2,9

Bosnia and
Herzegovina
06

Croatia

Macedonia

Montenegro

Serbia*

07

06

07

06

07

06

07

06

07

1,5

3,3

2,7

3,2

2,5

2,1

3,5

12,7

6,8

Sources: International Monetary Fund, Country Reports, UniCredit Group,
*Excluding Kosovo

In the last years, WB countries have been successful in maintaining their
exchange rates against the euro. That is why the inﬂation rates shown are
no surprise. For small open economies facing external shocks, either the exchange rate ﬂuctuates or its inﬂation rate varies. It is not possible to achieve
both an inﬂation target and an exchange rate target simultaneously.
In addition, there are two countries, where the euro is an oﬃcial tender.
However, in the future, not only as a result of external inﬂationary pressure
resulting from the increasing energy and food prices has to be reckoned
with. Of similar relevance can be the appreciation of the real exchange rate
due to sustainable high growth, productivity increase but also labour shortage leading to higher wages. In addition, the relative price of non-traded
goods to traded goods will be raising faster in the WB countries than in
the Eurozone (Balassa-Samuelson eﬀect). This creates the serious problem
WB countries will be facing, in particular Bosnia and Herzegovina under
the CBA. However, for the time being it seems that with a ﬁxed exchange
rate this country simultaneously meets the inﬂation criteria. The question is
whether it is sustainable and if so, which are the factors behind.
Based on current statistical evidence, the WB countries should easily meet
the long-term interest rate criterion. Bond yields within the Eurozone had
been converging, and rates in the WB countries are not much higher. It is
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correctly argued that the WB countries have a low per capita income relative
to the Eurozone. Indeed, most of the countries are included into the group
with lower middle income countries (Albania with USD 2690 GNI per capita,
Bosnia and Herzegovina with USD 2980, Montenegro with USD 3860, Macedonia with USD 3060). But the gap is narrowing and Croatia is reaching the
upper middle income level (of USD 9330)6. However, having similar levels of
per-capita income is not an optimal currency area criterion.
The prospects for monetary integration of the WB countries are not related to a new form of Yugoslav structure they have experienced in the past
based on the Yugoslav dinar. Most of these countries seem to have chosen
the path of becoming full-ﬂedged monetary union members meeting the
economic and institutional requirements after EU membership. The other
part of them, the unilaterally euroized countries, however, apparently do
not consider necessary the joining to multinational institutions (mainly the
ECB) and become part of the decision making process on the future of its
own currency as well.
The actual integration into the EMU is dependent on the fulﬁllment of
the Maastricht criteria, but also on the decision on Euro-zone expansion
and willingness of the Eurozone to apply optimum currency area criteria for
membership in the European Monetary Union.
According to the traditional OCA criteria, WB countries comply with the
OCA. The more recent arguments, however, complementing our practical
knowledge, consider real convergence an important precondition for joining
monetary unions. They include additional indicators and make the picture
of WB economies more ambiguous: lower level of economic development,
low level of competitiveness, huge current account deﬁcits, weak export potential, high import demand etc. In some countries current account deﬁcits
can mainly be ﬁnanced not by export performance (trade competitiveness),
but by revenues from tourism, foreign direct investments (FDI), as long as
assets are still available for privatization, and workers’ remittances.
Judgement over the long-term stability of these factors is at least mixed.
Services seem to be stable as long as price and quality competitiveness is
maintained. FDI inﬂows are unlikely to reach current sums in the future,
with large-scale privatization completed and without starting green-ﬁeldoriented manufacturing activities. The future volume of remittances not
only depends on the number of emigrants working abroad, but also on
the decision/possibility to stay or not in the host country for a longer time,
job prospects in the host countries, income level inﬂuenced by eventual
exchange rate shifts between the currency in which the income is earned
6

World Development Indicators 2007, World Bank, 2008.
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and the national currency. Moreover, the economic prospects in the native country may become crucial factors of continued, stopped or even reversed migration ﬂows.
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Transparent Government in SEE –
Reducing Corruption Risks and Practices
in Managing EU Funds
Dimitar Markov
Project Coordinator, Law Program, Center for the Study of Democracy, Soﬁa

1. Impact of EU funds
With the accession of Bulgaria to the European Union (EU) on 1 January
2007 the country started to beneﬁt from the EU funds available to all Member
States. There are two key diﬀerences between the pre-accession ﬁnancial instruments of the EU and the funds available after the accession. The ﬁrst diﬀerence concerns the volume of the resources, which has considerably increased
once Bulgaria obtained the status of EU Member State. The second diﬀerence
refers to the procedures for distribution of the funds, which unlike in the preaccession period are now applied by the Bulgarian public administration.
According to the National Strategic Reference Framework, the main document guiding the disbursement of EU funding, the EU resources at the
disposal of the Bulgarian government are expected to gradually increase
on an annual basis, starting from about 700 million Euro in 2007 and reaching more than 1.5 billion Euro in 2013 (Figure 1).
Figure 1: Indicative annual allocation of the EU funds for Bulgaria 2007-2013 (Euro)

Source: National Strategic Reference Framework.
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The amount of EU funds allocated to Bulgaria will depend on the absorption capacity of the Bulgarian public administration as well as on the
availability of co-ﬁnancing for the projects from the national budget. Notwithstanding the actual amount of funds, which the Bulgarian government
will practically manage to distribute, the volume of resources available following the accession remains signiﬁcantly bigger than the one allocated to
the country in the pre-accession period (Table 1).
Table 1: Indicative allocation of the average annual national and
European spending by sectors (EUR million, 2006 prices)
Sectors
Basic infrastructure
Transport
Telecommunications
Energy

Average annual resourc- Average annual resourc- Growth rate
es 2007-13 (plan)
es 2004-2005 (actual)
National
National
National
National
National
+ EU
+ EU
+ EU
657,9
365,1
493
320,1
134%
223,5
148,4
156
134,1
143%
14,3
9,1
21,7
21,7
66%
159,1
1,2
134
1,1
119%

Environment and water

205,8

153,8

137

119

151%

Health
Human resources
Education
Training

55,2
226
101,6
104,2

52,5
111,9
60,9
46,1

44,5
94,1
45,5
37,8

44,2
74,9
39,8
31,4

124%
240%
223%
276%

Research and technological development

20,1

4,8

10,8

3,8

186%

Productive environment
Industry
Services
Tourism
Others
TOTAL

396,3
100,2
263,2
32,9
72
1352,2
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15,5
162
5,4
60
720,1

137
2,9
132
2,8
43,5
768

129,7
1,4
127,7
0,5
43,5
568,3

289%
3455%
200%
1175%
166%
176%

Source: National Strategic Reference Framework

The increase of EU funds following the accession together with the shift
of the responsibility for their management from the EU institutions to the
Bulgarian public administration creates certain prerequisites for the occurrence and spread of corruption practices and embezzlement of resources.

2. Prerequisites for corruption-free management of EU funds
The quick and substantial increase of public ﬁnances as a result of the
EU accession requires the implementation of adequate measures to ensure
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their eﬀective and corruption-free management. There are a number of
preconditions that would guarantee that the available resources are administered properly, the most important of them being the following:
Capacity of the government to put together national policies;
Eﬃcient management of public resources;
Capacity of public administration to administer projects;
Awareness and transparency;
Preventing and avoiding conﬂicts of interest;
Eﬀective control mechanisms.
The capacity of the government to put together national policies is a
major prerequisite for the eﬀective management and distribution of EU
funds. In order to eﬀectively beneﬁt from the available resources the government should adopt a general vision and speciﬁc policy guidelines (clear
and prioritized public policies) for the management of EU funds. The lack
of written public policies in the area of EU funding implies that it is very difﬁcult to judge whether the ﬁnancing of a given activity is a response to a
public need or it serves only speciﬁc vested interests.
Individual actions, measures and projects worked out by the public administration should be in line with the speciﬁc policy guidelines adopted
by the government. Any discrepancy between a governmental policy and a
speciﬁc action, measure or project increases the risks for the development
of corruption relations among politicians, the administration and businesses, for channeling EU resources to prearranged winners.1
The eﬃcient management of public resources is a precondition mainly
because of the national co-ﬁnancing required for the EU funding allocated to
various policy areas. It is also closely related to the strengthening of the administrative capacity of the bodies responsible for the management of these
resources. A key step towards achieving the achievement of the necessary
eﬃciency of the management of public resources is the introduction of program budgeting. Program budgeting creates favorable conditions for better
planning of the national budget resources as well as for objective assessment of the eﬃciency in the spending of public funds. Spending of budget
resources without any distinct organic linkage to an oﬃcially adopted policy
creates opportunities for the development of clientele-type relations between individual directorates and the ministries and private organizations.
The capacity of public administration to administer projects is also a
crucial factor for the proper and corruption-free management of EU funds.
Since the management of these funds in the pre-accession period is prima1
Center for the Study of Democracy (2007) Anti-Corruption Reforms in Bulgaria: Key Results and Risks, pp. 57-58,
available at: http://www.csd.bg/artShow.php?id=8558.
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rily done by the EU, the public administrations of newly acceded countries
are often unprepared for their new responsibilities. Therefore, public administration should have adequate knowledge and skills in terms of processing
the tender applications as well as the overall administration of projects.
The lack of capacity leads to delays bringing many opportunities for
corruption and abuse (e.g. shortening the span of time between the announcement of the tendering procedures and the deadlines for application
leading to the impossibility of potential bidders to prepare adequately unless they have been tipped oﬀ in advance).
Awareness and transparency are among the main prerequisites for ensuring broader participation in the respective procedures. The implementation of an adequate information campaign reaching out to the broadest
possible range of potential beneﬁciaries would encourage their participation, which in turn would result in more and better developed projects.
A key part of the awareness component with speciﬁc anti-corruption impact is the timely provision of information to potential candidates during
application procedures. Delays in the provision of such information would
discourage many candidates and might create the perceptions that individual bidders have been informed in advance.
The same arguments apply to the explanation to unsuccessful candidates the reasons for not being selected. The mere notiﬁcation of the participants in a given procedure that their proposal was not selected for funding might not only discourage the unsuccessful candidates to apply again
in the next round, but could also give rise to suspicions that the selection
of the successful bidder was not well justiﬁed or was a result of corruption
or other forms of irregular inﬂuence.
Transparency is also important in terms of providing suﬃcient opportunities for independent monitoring over the distribution of EU funds. The public administration is interested in absorbing more resources as long as this is
a precondition for the increase of funds for the next periods of time. This to
a certain extent would prevent the administration to strictly control the implementation of the funded projects. On the other hand, non-governmental organizations have already proved their capacity to eﬀectively monitor
the operation of various governmental institutions and are capable of independently observing the management of EU funds. However, without the
necessary degree of transparency, such monitoring would be impossible.
Ensuring adequate transparency in the form of publicly accessible detailed information on all contracts and projects ﬁnanced through EU funds
would also help increase the public conﬁdence in the management of EU
funds and encourage more potential beneﬁciaries to take part in the pro186

cedures for the distribution of EU funds.
A speciﬁc measure against corruption in the management and distribution of EU funds is the prevention of conﬂicts of interest. For Bulgaria,
in particular, this issue is yet to be resolved and has already given rise to
serious allegations of mismanagement of public resources. Any procedure
for providing grants or tenders funded through public resources should be
accompanied by clear and strictly observed rules on conﬂicts of interest.
These rules, in particular, should deal with two major issues. The ﬁrst one is
to deﬁne the scope of persons (individuals and/or entities), which should
not be allowed to take part in the procedures due to their direct or indirect
relations with the contracting authority. The second issue concerns the information that needs to be disclosed by the participants in the procedure.
Case study No.1: Conﬂict of interest
A private Company applied for funding under an open tender procedure
announced by a national Agency responsible for the management of speciﬁc EU funds. After the submission of the application and before the completion of the evaluation procedure an employee of that Company left the
ﬁrm and was appointed at a managerial position in the Agency. Following
the completion of the evaluation procedure the Company was granted the
contract it had applied for. The next year, the same Company applied again
for funding before the same Agency and was granted another contract.
Last but not least, the application of eﬀective control mechanisms is of
speciﬁc signiﬁcance for ensuring the proper and corruption-free management of EU funds. The lack of such mechanisms prevents the exercise of
adequate control over the distribution of funds and thus opens the door
for the spread of corruption and other irregular practices.
A serious deﬁciency of many programs funded by the EU in Bulgaria favorable for corruption was the lack of adequate oversight. On the one hand,
according to the applicable EU rules and procedures if the contracting authority was a national institution any appeal for errors or irregularities was
subject to the beneﬁciary country’s national legislation. On the other hand,
the relevant Bulgarian legislation and related case law excluded any funding from international organizations, including the EU, from any domestic
supervision, including judicial control.
Case study No.2: Lack of oversight mechanisms
According to Section 2.4.12 “Appeals” of the Practical Guide to contract
procedures ﬁnanced from the General Budget of the European Communities in the context of external actions: “Tenderers believing that they have
been harmed by an error or irregularity during the award process may petition the Contracting Authority directly. The Contracting Authority must
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reply within 90 days of receipt of the complaint. Where informed of such a
complaint, the European Commission must communicate its opinion to the
Contracting Authority and do all it can to facilitate an amicable solution
between the complainant (tenderer) and the Contracting Authority. If
the above procedure fails, the tenderer may have recourse to procedures
established under the beneﬁciary country's national legislation.”
According to a regulation of the Bulgarian Supreme Administrative Court:
“… It was indisputably established that the project in question is funded
by the European Union and the beneﬁciary of the ﬁnancial aid is the Central Financial and Contracting Unit at the Ministry of Finance, which serves
as a contracting authority in the current tender procedure. … The analysis
the presented text [the rules of appeal of the Practical Guide] leads to the
conclusion that the procedure for processing and appealing the tender
is not regulated by the Law on Public Procurement and the disputes between the tenderer and the contracting authority shall be resolved by the
European Commission, which means that the suspended tender and the
appealed decision of the Central Financial and Contracting Unit under the
PHARE program are excluded from judicial control…”

3. Corruption practices in public procurement in Bulgaria
The procedures for granting public procurement contracts are indicative of the corruption risks related to the management of EU funds. On the
one hand, the procedures applied for the distribution of EU resources are
quite similar to the rules for public procurement. On the other hand, many
projects ﬁnanced through EU funds, will be actually subcontracted through
public procurement contracts.
A recent study by the Center for the Study of Democracy established a
number of deﬁciencies in the way public procurement contracts had been
granted.2 Many of these shortcomings create opportunities for corruption
and might be easily replicated in the procedures for distributing EU funds.
The study outlines the following major violations and corruption practices in the ﬁeld of public procurement in Bulgaria:
Direct incompliance with the law – contracts awarded in violation of
the law without any tendering or competitive bidding (failure to hold
procurement procedure despite the grounds thereof was established
in cases worth 80 million Leva in 2004 and 98.5 million Leva in 2005);
Circumvention of the law – e.g. breaking the supply into smaller
parts thus falling below the tendering thresholds and going for direct
2
Center for the Study of Democracy (2007) Corruption in Public Procurement: Risks and Reform Policies, pp. 30-34,
available at: http://www.csd.bg/artShow.php?id=8631.
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awarding instead of a more complicated procurement procedures
(choosing direct negotiations with a single bidder instead of an open
bid procedure);
Abuses in the deﬁnition of the parameters and technical speciﬁcations – putting down such parameters and speciﬁcations of the procured product or service in the bidding requirements, which though
not essential for the quality of the public good provided, rule out some
bidders from the competition or directly predetermine the outcome;
Abuses in the deﬁnition of the shortlisting and selection criteria
– deﬁnition of such selection criteria, which leave suﬃcient room for
discretion and manipulation of results (usually this is achieved by enhancing the share of qualitative indicators at the expense of quantitative
ones);
Assessment of the supplier rather than the supplied goods or services – e.g. speciﬁc experience, annual turnover, participation in similar
tenders (criteria leaving out companies which could oﬀer better and
more innovative solutions but lack the required eligibility);
Manipulation of the assessment and ranking – individual components of the bid are not assessed and announced independently from
one another and no pre-selected formula is used to calculate the ﬁnal
assessment;
Lack of transparency in the announcement of the bids and the ranking, creating opportunities for further adjustment and improvement
of certain bids before announcing the ﬁnal ranking;
Other barriers – inﬂated costs for participation in the procedure to
discourage “accidental” players, unrealistically short deadlines for submission of bids that can be observed only by companies tipped-oﬀ in
advance, etc.
Cancellation or discontinuation of tender procedures without clear
arguments or citing as excuses either lack of ﬁnancing or discrepancies
between the bids and the terms of reference;
Renegotiation of contracts during their implementation – reduction
of the qualitative parameters or even increase of the price.

4. Bulgaria’s problems with EU funds management:
the European Commission’s view
Due to violations and other irregularities with the management of EU
funds in the spring of 2008 the European Commission suspended the payments under some of the funding schemes for Bulgaria. In a number of
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letters to the Bulgarian authorities the Commission pointed out a series of
violations in the procedures for distributing EU resources and requested
speciﬁc measures to be undertaken in order to withdraw the suspension.
Some of the most serious violations referred to by the European Commission were the following:
Inadequate composition of personnel of implementing agencies;
Supply of brands or items diﬀerent from those in the contract;
Substantial changes to project budgets during tender procedures or
during implementation of contracts;
Diﬀerence between implemented projects and project ﬁsches;
Discrepancies between technical and ﬁnancial oﬀers;
Approval of items and making of payments before the actual delivery
and/or installation;
Funding of activities outside the scope of project ﬁsches;
Substantial delays of the announcement of tender procedures, evaluation of tenders and signing of contracts;
Lack of adequate monitoring of the implementation of contracts;
Lack of proper reporting and timely provision of information to the
European Commission.
Many of these violations have already been established in the ﬁeld of
public procurement but have not been dealt with properly. As a result, they
have been successfully transferred in the ﬁeld of EU funds management,
providing various opportunities for corruption, embezzlement and other
irregular practices.

5. Conclusion: lessons (to be) learnt
Now that Bulgaria has already been accused of mismanagement of EU
funds a priority issue for the government needs to be the provision of sufﬁcient guarantees that such practices will be discontinued and the preconditions for their occurrence will be eliminated. It is up to the competent
authorities to undertake the necessary steps to investigate and punish the
individuals who have beneﬁted from illegal operations with EU resources
and in the same time to ensure a corruption-free management of these
resources in the future.
Nevertheless, what is important is to translate the bad practices into
lessons learnt and ensure that the same mistakes will not be made again
whenever developing new policies and strategies for the management of
public resources.
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Fostering Democratic Governance –
the Decentralization Process
and the Importance of Local Authorities
Pavel Ivanov
Senior Expert, “Strategic Planning and Governance” Directorate, Council of Ministers, Soﬁa

Towards regionalisation after the model of nation-state
Dear distinguished guest, your Excellencies, dear Colleagues
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 nationstate, 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 nationstate 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 nation-state 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 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;
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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 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 sys1
Keating, M. 1998: The new regionalism in Western Europe: territorial restructuring and political change, Publisher:
Cheltenham, UK, Northampton, Mass.: Edward Elgar.
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tems 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.
Multi-level governance
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 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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The SEE context
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 political 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 expendi194

ture 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.
Obstacles to regionalisation

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.
Capacity-building
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 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.
Territorial tendencies 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;
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2. The second is the establishment of large regional administrative-territorial 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 division and levels of self-government in Europe
The classiﬁcation of the table is based not on geographical but legal criteria.
State

State structure
and territorial
division

Austria

Federal
3 levels

Belgium

Germany

Greece

Federal
3 levels
Federal
3 levels

Unitary
3 levels

Denmark

Unitary
2 levels

Estonia

Unitary
2 levels
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Name of the territorial units
Bundeslander

SelfNumber governance
9

Y

Bezirke, Statutarstädte

99

N

Gemeinde

2 381

Y

Gewesten/regions

3

Y

Provincies

11

Y

Communes

589

Y
Y

Lander

16

Landkreise

439

Y

Stadte, gemeiden

13176

Y

Periferia)

13

Y

Nomoi

51

Y

Municipalities, out of them
towns (dimoi)
villages (kinotites)

1034
6130

Y

Amtskommuner)

5

Y

Kommuner)

98

Y

Maakond
Villages
Towns

15

N

241

Y

State

State structure
and territorial
division

Ireland

Unitary
2 levels

Spain

Unitary
3 levels

Italy

Unitary
3 levels

Name of the territorial units

SelfNumber governance

Regions

8

Y

county, boroughs councils

34

Y

Comunidades

19

Y

Provincias

52

Y

Municipios

8 108

Y
Y

Regioni

21

Province

103

Y

Comuni

8 100

Y

Cypress

Unitary
2 levels

Counties

6

N

Municipalities

33

Y

Latvia

Unitary
2 levels

Raions

33

Y

Pagasts

536

Y

Unitary
2 levels

Apskritys

10

N

Lithuania

Municipalities (12 towns and 44
villages) (savivaldibes)

60

Y

Unitary
2 levels

Administrative counties

3

N

Luxembourg

Municipalities

118

Y

Communes and towns

643

Y

Regions

3

N

Local councils

68

Y

Vojewodztwa

16

Y

Powiatу

379

Y

Gminy

2478

Y

Malta

Unitary
2 levels

Poland

Unitary
3 levels

Portugal

Unitary
2 levels

Romania

Unitary
2 levels

Slovakia

Unitary
3 levels

Slovenia

Unitary
2 levels

Hungary

Unitary
2 levels

Districts

18

N

Municipios
Freguesias

308
4257

Y

Judet

42

Y

Arase, municipii
Communes

263
2688

Y

Kraje

8

Y

Okresy

79

N

Obse

2928

Y

Upravne enote

58

N

Obcine
Out of them towns

192
11

Y

Megyek

19

Y

Telepulesek

3145

Y
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State

State structure
and territorial
division

Finland

Unitary
2 levels

Name of the territorial units

SelfNumber governance

Laanut

6

N

Kunta

431

Y

Regions

26

Y

Unitary
3 levels

Departements

100

Y

Communes

36 678

Y

The Netherlands

Unitary
2 levels

Provincies

12

Y

Gemeenten

489

Y

Kraie

14

Y

Czech

Unitary
3 levels

Ouresy

77

N

Obec

6244

Y

Riksomraden

8

Y

Landsting

21

Y

Kommuner

290

N

France

Sweden

Unitary
3 levels

The United
Kingdom (di- Unitary (formal)
vided into four
3 levels
home nations)

Regions
Metropolitan and
non-metropolitan counties
Lieutenancy areas
Unitary authorities

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.
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.
Challenges and Objectives for the Development of Eﬀective
Democratic Local Government
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.
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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 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.
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HONORARY SPEECH
The Relations
between Switzerland and the European Union:
Achievements and Challenges
H.E. Thomas Feller
Ambassador of Switzerland to Bulgaria, Soﬁa

I am grateful to the Economic Policy Institute for the kind invitation to
address this ninth edition of the Summer Seminar for Young Public Servants from South-eastern Europe and to speak about the relations between
Switzerland and the European Union, more speciﬁcally about the achievements and the present challenges.

State of Switzerland’s relations with the European Union
Located in the very heart of the European continent, the Switzerland is
not a member of the European Union (EU) or of the European Economic
Area (EEA), but the density and intensity of its relations are signiﬁcant. Indeed, a network of some 20 primary treaties and over hundred secondary
agreements link today Switzerland to the European Union. Somehow, one
might even dare arguing that Switzerland’s de facto economic integration
is more advanced than the one of some EU member states.
Switzerland and the European Union are indeed close economic partner.
Switzerland is the fourth most important trading partner of the European Union. In 2007, Switzerland imported goods worth 100 billion € from the EU and
exported goods worth 80 billion € to the EU. In terms of direct investment,
Swiss companies have invested some 150 billion € in the EU. Almost 900’000
European citizens from the EU and EFTA member states are resident in Switzerland, some 12 per cent of the total population. This does not include the
about 215’000 cross-border commuters working in Switzerland. In comparison, 380’000 Swiss citizens have taken up residence in one of the EU member
countries, close to two third of all Swiss nationals living and working abroad.
Switzerland and the European Union share and promote actively the
same values of respect for peace, rule of law and fundamental rights. Switzerland acknowledges the decisive role of the European Union in ensuring
stability and security on the European continent, a priority deﬁned by the
founding fathers of the present European integration process. The realisa203

tion of the Single Market, the introduction of the Euro, the creation of the
Schengen Area and the signature of the Lisbon Treaty have contributed to
consolidate the economic and political weight of Europe in world aﬀairs.
Beneﬁting from these accomplishments, Switzerland will continue to back
the shared objectives, taking seriously its commitments and responsibilities as a State of Europe.
These few comments show not only the intensity of Switzerland’s relations with the European Union, but also highlight its dependence on the
EU. In other words, although the European Union can live without Switzerland, Switzerland cannot live without the EU.
At the end of World War II and in the context of the Cold War, Switzerland,
as a traditionally neutral country, refrained from full participation in the process of integration just beginning in Western Europe. Preferring to concentrate
on economic integration, Switzerland together with the United Kingdom,
Denmark, Norway, Sweden, Austria and Portugal launched in January 1960
the European Free Trade Association (EFTA). Then in 1972, Switzerland signed
with the European Community (EC) a Free Trade Agreement (FTA), abolishing
tariﬀ barriers on industrial products between the two parties.
In 1986, the Single European Act opened the way for a single market with
the so-called “four freedoms”: free movement of persons, goods, services
and capital. Switzerland and the other EFTA member countries launched
negotiations with the European Community at the end of the 1980s which
led to the creation of the European Economic Area (EEA) including the same
four freedoms. In Switzerland, this attempt to integrate with the Single European Market was rejected by the Swiss electorate (by 50.3% against to
49.7% in favour) in a referendum on the Treaty establishing the European
Economic Area (EEA) in December 1992.
Following this ‘No’ to a multilateral approach to Switzerland’s relations
with the European Union, the Swiss Federal Council shelved the application for EU membership that it had submitted in June 1992 and decided to
adopt an approach of conducting bilateral negotiations with the European
Union in key sectors. It has not been an easy path, but probably the only
feasible one from an internal political perspective. This “bilateral approach”,
supported by the population through various referenda, saw then the successive negotiations of two sets of major treaties, namely:
A ﬁrst set of 7 agreements, known as“Bilaterals I”, which was concluded
in 1999 and entered into force in June 2002. These agreements covered
the ﬁelds of public procurement, overland and air transport, research,
technical barriers to trade, agriculture and free movement of persons.
They were designed to improve reciprocal access to the labour, goods
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and, partially services markets. The implementation of the free movement of persons, whose agreement’s validity will have to be prolonged
in 2009, was foreseen in stages, with a transitional period for the opening on a gradual basis of the Swiss labour market to the EU citizens.
A second set of 9 agreements, known as “Bilaterals II”, which was concluded in 2004 and endorsed by the Swiss parliament in December
2004, paved the way to the development of bilateral co-operation in
non-economic areas, such as ﬁght against fraud, taxation of savings,
statistics, processed agricultural products, pensions, environment,
education, media and cooperation in the ﬁelds of justice, police, asylum
and migration (Schengen/Dublin Treaties).
Further, in September 2005, Swiss voters accepted an extension of the
agreement on the free movement of persons to include the 8 new EU
member states from 2004 enlargement.
These bilateral agreements have helped to consolidate and deepen Switzerland’s relations with its European neighbours in the frame of a coherent
and dynamic policy towards Europe as a whole, based on solidarity. To a
large extent, they also have enabled Switzerland to overcome the negative
economic consequences of its non-participation in the European Economic
Area. Today, Switzerland pursues talks or negotiations with the European Union on a wide range of possible and appropriate topics of common interest,
such as the electricity market, satellite navigation system and healthcare.
Switzerland also intends to help reduce economic and social disparities
throughout Europe, providing support for economic and social cohesion in the
enlarged European Union to be used for development projects in the poorer
regions of the new member states. Switzerland’s contribution will take the form
of bilateral projects decided in close consultation with the partner countries,
concerning mainly security, stability and reform, infrastructure and environment, private-sector development, as well as human and social development.
But, this bilateral approach has also its limits. The European legislation
- the so-called “acquis communautaire” - is a dynamic environment of rules
developed on a day to day basis, whereas the Swiss-EU agreements are static and do not evolve in the same way. This leads to a constant emergence of
new gaps between Swiss and EU regulations, requiring new questions to be
addressed, new problems to be solved, and new adjustments to be made.
Switzerland needs to secure its access to the European market, to avoid
new technical barriers to trade, and to maintain the competitiveness of its
producers, traders and service providers. One way to handle this situation
is to adjust the Swiss legislation constantly and unilaterally to the evolution
of the “acquis communautaire”, as Swiss authorities are not participating in
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the EU decision-making process. For this reason, Switzerland has to remain
in a continuous dialogue with the EU in order to handle the new issues, to
update and extend existing agreements or to agree on new treaties. But,
this implies that the European Union is willing to negotiate with Switzerland. In concrete terms, Switzerland ﬁnds itself today in a much more complicated position than it has ever been in the past.
Some twenty years ago, the European Community was indeed composed
only of 12 members and Switzerland was part of the EFTA, together with
Sweden, Norway, Finland, Austria, Iceland and Liechtenstein. In the meantime, these states have either joined the EU or the EEA and Switzerland faces
now a European Union with 27 member states. This has indeed changed the
balance of powers in Europe. Furthermore, the scope of activities and competences of the European Union have been substantially increased, including key issues such as immigration, environment, climate change, energy,
health, research, as well as peace building and peace keeping operations.
However, these remarks do not mean that the bilateral approach has
reached its ﬁnal stage and that Switzerland has no other choice than to become a full member of the European Union. I will just mention two aspects
speaking in favour of the present path.
First, Switzerland’s accession to the European Union is at present not an
issue on the internal political agenda. The majority of the Swiss population
feels that joining the European Union would aﬀect negatively Switzerland’s
neutrality, direct democracy and federalism, and cause a ﬁnancial burden
on Switzerland, as it would become a net contributor to the budget of the
European Union. So, the foreseeable economic beneﬁt of a membership is
not perceived as enough to compensate for the costs, at least in the short
term. Although more and more people in Switzerland value the Swiss sovereignty as not as comprehensive now as it was in the past and think that
the inﬂuence on our future will be further limited if we would not cooperate with the European Union in its decision-shaping process. Only a minority of Swiss citizens is today favourable to membership negotiations.
Secondly, as long as the European Union shows a true interest in cooperating and solving issues, Switzerland can use these opportunities to lead
the European Union to open negotiations in other ﬁelds where it has its own
strong interests. This happened with the “Bilateral I” and “Bilateral II” packages. Indeed, the European Union was much interested in an agreement on the
free movement of persons in the case of the “Bilateral I”, and in a co-operation
on taxation of savings and ﬁght against fraud in the case of the “Bilateral II”.
The bilateral approach is perceived in Switzerland as the only practicable
way to deal with the European Union, as it has achieved good results until now.
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However, this approach requires a lot of energy, work and determination, and,
hence, is mainly time consuming. It requests an accurate knowledge of Switzerland’s strength and weakness, a strong coordination and a close co-operation on the Swiss side in order to defend Switzerland’s interests eﬃciently.
But, the bilateral approach might nevertheless get out of breath for two
major causes, namely a slowing down of economic growth and a deﬁcit in
sovereignty.
A continuous solid economic growth, necessary to compensate the
progressive aging of the Swiss population, is strongly dependent on the
competitiveness of the Swiss economy and on the access to markets, in
particular to the European common market. However, market access is
only secured for already negotiated sectors. As an example, there is still no
agreement covering the service sector which contributes for 70% of the
Swiss GDP. Further, a longer lasting absence of Switzerland from the decision shaping and taking process might deepen the gap between its theoretical sovereignty (be outside the EU) and its real sovereignty (taken over
legislation decided by others). Consequently, the question arises about the
compatibility of this development with the good functioning of the Swiss
democratic institutions, as Switzerland could ﬁnd itself more and more in
a situation of only a satellite of the European Union. The issue is therefore,
how far can Switzerland become integrated into the European Union without hampering its political system, in particular the direct democracy?
It has taken more than 700 years for Switzerland to emerge as a modern quadri-lingual federal state uniting diﬀerent cultures and religions. In a
process of several stages Switzerland has evolved from an alliance of sovereign states to the federal state of 23 sovereign cantons (of which three
are divided into half cantons) after the adoption of the ﬁrst federal constitution in 1848. This structure and the path of evolution have prompted
certain commentators to draw parallels with the process of creating the
European Union, as the Swiss experience could provide the European Union with food for thought at least in some areas. It may seem a paradox that
the citizens of Switzerland, as a non member of the European Union, have
had more opportunities to express their views on questions related to the
process of the European integration. By agreeing to extend the free movement of persons to the 8 countries who joined the European Union in 2004,
the Swiss population became, in a certain way, the only nation in Europe to
vote in favour of the enlargement of the European Union!
Central and South-Eastern Europe, the area which has beneﬁted from the
last enlargement of the European Union, is an important region. Indeed, the
10 new EU member countries, namely Poland, Hungary, Czech Republic,
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Slovakia, Slovenia, the three Baltic States, Rumania and Bulgaria have a territory superior to the reuniﬁed one of Germany and France, a population of
over 100 million consumers and a GDP equivalent to the one of Russia. Although they are tuned diﬀerently in many respects, they have, beyond their
diversity, important common elements. And what unite them is relevant,
inclusively for Switzerland. Let me name some of these uniting elements:
The 10 central and south-eastern European countries are stable and
reliable partners. Indeed, they have undergone a signiﬁcant evolution
toward solidity and good functioning of the democratic institutions,
while some progress is still needed in the ﬁeld of respect of the rule of
law, ﬁght against corruption and enhancing administrative eﬃciency.
They are dynamic partners. Indeed, beyond their institutional progress,
they have at their disposal an important asset, namely a vision for the
future, the national will to catch up with the level of political, economic
and social development of Western Europe.
They are inﬂuential political partners. Indeed, they are member of all
European and euro-Atlantic organisations, assuming a new political
role, being part of the decision making process, which can inﬂuence
decisions of non member countries, such as Switzerland.
They are interesting economic partners. Indeed, the growth rates of their
economies are higher than those of the western European countries
and are expected to remain high with the support of the EU cohesion
fund resources.
The network of agreements linking Switzerland to the European Union
is now the legal basis of the bilateral relations between Switzerland and
these 10 central and south-eastern European countries, a framework which
comes close to the internal market structure existing among the EU member countries.
All in all, the Swiss Government is continuously confronted with the
question of which policy to adopt towards the European Union to best
safeguard Switzerland’s interests. In its last Europe Report of June 2006, it
reviews the various policy instruments available and their likely impact in
such key areas as direct democracy, federalism and neutrality. These instruments range from autonomous adaptations of its laws, management and
development of the existing treaty framework of treaties (possibly by improving the institutional framework), a customs union or a multilateral EEAstyle approach, to tailor-made forms of integration or full EU membership.
The Swiss Government deﬁned the short- and medium-term priorities of
Switzerland’s policy towards the EU as follow:
The existing bilateral agreements must be implemented as efﬁciently as
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possible and their continued effectiveness assured;
Treaty-based relations must be consolidated in areas where this appears
to be appropriate and possible; and
Switzerland contributes to the reduction of economic and social disparities
in Europe.

Present challenges and priorities as well as ongoing negotiations
In the defence of its interest, a major challenge for Switzerland is the fact
that on the one side the European Union is now an essential strategic partner and that on the other side the working relationship with the European
Union has become much more complex. Indeed, the European Union is
today less ﬂexible than before, as, once a common stand is reached among
the 27 member states, it is diﬃcult to change that position. In addition,
the European Union has less time to deal with Switzerland due to its other
priorities and its increasing role in world aﬀairs. As a result, Switzerland’s
margin of manoeuvre has shrunk.
As previously mentioned, the ﬁrst priority of the Swiss authorities is nowadays the full implementation of the existing agreements between Switzerland and the European Union, as well as the newest ones, namely:
the cooperation with the European Police Oﬃce (EUROPOL), which
entered into force in 2006,
the Schengen/ Dublin Agreement, which is expected to become reality
by the end of 2008,
and the collaboration with the network of the European judicial authorities created to improve eﬀorts to combat serious crime (EUROJUST).
Further, Switzerland aims to bring its procedures for the recognition and
execution of sentences more into line with those of the EU in the framework of the Lugano Convention.
A very important issue will be next year the conﬁrmation by Switzerland
of the Agreement on the Free Movement of Persons with the 25 member
states of the EU and the Agreement on its extension to the two newest EU
member states Romania and Bulgaria. These two agreements are crucial.
Indeed, if a referendum is called for on the conﬁrmation and the electorate
rejects it, Switzerland would face a serious crisis, because the “Bilaterals I”
package stipulates that the rejection of the conﬁrmation of the Agreement
on the Free Movement of Persons will automatically trigger the termination of its 6 other Agreements. Some of these agreements are very important for the Swiss economy. A rejection of only the extension to Romania
and Bulgaria would probably be unacceptable for the European Union and
EU member states, as it would create a two class system in the EU. It could
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then provoke a major state of tension and trigger also the termination of
the above mentioned agreements.
The 2nd priority is to negotiate in the next future agreements in new ﬁelds
of mutual interest, such as the liberalisation of the electricity market, public
health, free trade in agricultural goods and the Galileo project. There are
also follow-up negotiations in the ﬁelds of media, education programmes,
geographical indications and a possible modiﬁcation of the Agreement on
the facilitation of customs controls.
Beyond this implementation process and the negotiation targets, Switzerland will further have to deal with the European Union regarding two sensitive
issues, namely preferential taxation regimes and ﬁght against tax evasion.
Indeed, Switzerland is accused by the European Union of violating the
Free Trade Agreement on Goods of 1972. The issues are preferential taxation regimes oﬀered in some cantons, including Zug and Schwyz. The
European Union is requesting the abolition or the modiﬁcation of these
regimes. Switzerland ﬁrmly rejects these accusations and the request of negotiation on this issue, as taxation regimes are not covered by the FTA. But,
Switzerland has proposed and, in the meantime, started a dialogue with
the European Union to achieve a better understanding of each other’s positions, as this issue might lead to serious tensions between the two partners.
Switzerland has further set up a national working group whose mandate
is to make proposals for a modernization of the cantonal and federal tax
system in order to maintain the competitiveness of Switzerland as a business location. Some of the measures to be identiﬁed by the working group
could possibly contribute to solve this potential crisis.
Furthermore, Switzerland expects a new debate to arise regarding the
ﬁght against tax evasion, especially under the coming French EU presidency. The recent cases involving German citizens having deposited assets in Liechtenstein has had a huge media impact around Europe. Political
pressure is building up to harden this ﬁght against tax evasion. Indeed, the
agreements between the European Union and various countries, including Switzerland and Liechtenstein, on the taxation of savings contain many
loopholes. As these loopholes mirror the EU directive and reﬂect a very
controversial EU-internal debate at the time the agreements were concluded, their existence is basically an EU-internal issue which has to be settled
ﬁrst among EU members states. The EU policy makers will probably discuss
this issue later this year. They should then keep in mind that strengthening the directive on the taxation of savings and the corresponding bilateral
agreements with European countries may provoke an outﬂow of capital
from Europe to other international ﬁnancial centres, such as in Singapore
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and Hong Kong. In this perspective, the European Union should consider
obtaining the full cooperation of these international ﬁnancial centres.
In the framework of its European security and defence policy (ESDP), the
European Union is committed to ensuring security and stability in Europe, in
particular in the Balkans, and other regions by various means including military and civilian peace operations. Switzerland has in recent years stepped
up eﬀorts to cooperate with the European Union in this framework. Having
objectives similar to those of the European Union and a geographical location with almost identical security needs, Switzerland’s assessment of the
threats and the measures to be taken are much in line with those of the European Union. Switzerland has therefore supported EU initiatives, seconding
police oﬃcers, army personnel and experts to participate in EU-led peacekeeping operations, as well as experts in election observation missions.

Conclusion
To conclude, Switzerland has chosen an original way to conduct its relations with the European Union, based on its historical development and its
particularities. It was not an easy way, but has allowed Switzerland to preserve its identity and speciﬁcity, as well as to defend its economic interests,
in accordance with the will of the great majority of the Swiss population.
This majority is convinced that this is the best way to ensure good relations
with the European Union. But, although the Swiss government has chosen to take the “bilateral route”, EU membership remains nevertheless an
option. The management of the complex Swiss-EU relations as well as the
need to always overcome new hurdles in our speciﬁc Swiss way remains a
continuous challenge for Switzerland. But the Swiss are used to the steep
and rocky paths of our mountains!
All in all, there are good reasons to remain optimistic about the future of
Switzerland and its ability to consolidate its position within Europe. Indeed,
I am conﬁdent that the majority of the Swiss people will come to the conclusion that Switzerland is their Homeland, but Europe is their future!
Thank you very much for your attention.
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The development of trade relations between the European Union and
China registered two milestones in the last years. In 2005, China became
the largest extra-EU exporter to the EU, outpacing the United States that
used to have this position in the last sixty years. In addition, the importance
of European markets for China started to grow rapidly, so that as of 2007
the EU became the most important export market of China, ahead of the
United States and other main trading partners.
This paper has a limited purpose. It does not deal with the unprecedented emergence of China as a global economic power.1 Also, it deals with
bilateeral trade relations mainly from the point of view of the EU. Moreover,
it does not address capital ﬂows, excepting their direct impact on trade
(mainly EU capital exports that generate Chinese exports back to Europe).

Institutional framework of bilateral trade relations
The People’s Republic of China established diplomatic relations with
the European Commjnities in May 1975, or about ﬁfteen years earlier than
most Central and Eastern European countries, today members of the EU
and several years prior to the starting of fundamental economic and political changes in China. In contrast to most other countries establishing diplomatic ties with Brussels, China’s approach was clearly motivated by political
considerations. The creation of the common trade policy of the EU in 1975
was not a major factor, since, at that time, the Chinese economy was closed,
inward-looking and without any relevant external economic contacts. Of
course, this diplomatic move made possible the signing fo the ﬁrst trade
agreement in April 1978, to be followed in the next year by the ﬁrst bilateral sectoral agreement on the trade with textile and clothing goods. Trade
relations acquired a new quality in 1985, when a trade and cooperation
agreement was signed (about ﬁve years earlier than the transforming Central and Eastern European countries). The European Commission opened
* based on a larger study in Hungarian by the author (Inotai, 2007)
1
In fact, China’s GDP at market prices ranks third behind the USA and Japan, but ahead of all EU member countries,
including Germany. Based on purchasing power parity, it is higher than that of Japan. Also, in 2007, China became the
second largest exporter, slightly behind Germany. Depending on the development of the euro-dollar exchange rate,
it may be placed ﬁrst in 2008 or 2009.
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its representation in Beijing in October 1988.
Shortly after this, the dramatic events at the Tiananmen square resulted in
freezing oﬃcial relations and in introducing a number of sanctions by Brussels (one still today unsettled issue is the weapon embargo against China).
However, the ﬁrst world economic consequences of China’s economic opening did not favour the longer-term maintenance of this ex-lex situation. In
contrast to the politics- and ideology-driven attitude of Brussels in shaping
trade and economic relations with other (small, less inﬂuential) third countries, in EU-China relations priority was given to economic considerations.
15 months after Tiananmen, in October 1990, the European Council and the
European Parliament opted for reestablishing normal bilateral relations. The
following 15 years are characterized by unprecedented development of bilateral contacts based on a three-stage approach in several speciﬁc policy
ﬁelds. On the top of this pyramid are „dialogue fora”, followed by high-level
„consultations” and, at the bottom line joint „working groups”.
The dynamic development of bilateral relations is reﬂected in two additional aspects as well. On the one hand, the European Commission prepared its ﬁrst China-related strategic document in 1995. In the next decade several new strategy papers on longer-term relations with China were
published (1998, 2001, 2002, 2003, 2006).2 On its side, China formulated its
EU-related strategic objectives in 2003 (based on the guiding principles of
Chinese foreign policy deﬁned in 1994). As a ﬁrst concrete step of implementing China’s strategy, 2004 is declared as „the year of Europe”. On the
other hand, starting in 1998, EU-China summits became a regularity (with
alternative meetings in diﬀerent EU member country capitals and in China).
In 1993, Brussels opened an oﬃce in Hongkong, activated the Asia-Europe
meetings (ASEM), and assumed an active part in regulating future relations
between the People’s Republic of China and Hongkong (1997). Not without devoting suﬃcient attention to the sensitivity of China, it opened an
economic and trade oﬃce in Taiwan (2003). Not less importantly, the EU
had been supporting China’s membership in the WTO that materialized in
December 2001 (even if with a special clause that does not acknowledge
China as a market economy, so that antidumping procedures can be maintained against Chinese products).
The binding legal framework of economic and trade relations is still provided by the trade and cooperation agreement dated back to 1985. This
agreement was complemented by a broad programme of political dialogue
in 1994 and later, in 2002. Negotiations on replacing the current frame2
The attribute„strategic” ﬁrst appears in the document of 2002.The 2003 paper holds the title„maturing partnership”. Later
documents emphasize competition, partnership and growing global responsibilities (Commission, 2006a and 2006b).
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work by a Partnership and Cooperation Agreement (PCA) started during
the 2006 summit meeting. It is realistically expected that a new agreement
driven by strategic considerations and able to manage repeated conﬂictive elements, can be signed in 2009. Brussels wants to have a future-oriented document that provides appropriate answers to the challenges of
the 21st century and is based on a „balanced and mutually beneﬁcial” approach. Outstanding importance will be attached to trade and investment
issues, with special regard to the abolishment of previous and still existing
Chinese restrictions in the way of free ﬂow of goods and, particularly, of
capital. Moreover, Brussels wants to have a more active China in diﬀerent
multilateral cooperations, including rights and responsibilities in the WTO.
Most probably, human rights and the future of the weapon emargo will
also be addressed. Despite some conﬂicts, it is most likely that the priority
of long-term and continuous development of trade and capital relations
will not be questioned (Commission, 2006a).
„Real life” had long overcome the contents of the 1985 agreement. By
the end of 2006, there were six specialized agreement between China and
the EU in force, and sectoral dialogue was going on in 22 selected areas.
The six special agreements include:
- scientiﬁc and technological cooperation (1998, renewed in 2004),
- maritime transportation (2002),
- China’s participation int he EU’s space navigation project (Galileo ,
October 2003),
- Tourism (approved destination status – ADS, May 2002),
- Cooperation in customs issues (2004),
- Research cooperation aimed at the peaceful use of nuclear energy
(2004).
The altogether 22 sectoral dialogues cover a very wide range of topics,
starting from intellectual property rights and competition policy through
macroeconomic and ﬁnancial issues to civil aviation, labour and social
rights or culture and education. It is expected that, at the end of negotiations, several new bilateral agreements will be signed.
In contrast to similar trade and cooperation agreements signed in the
early nineties with Central and Eastern European countries (or with several
Southern and Eastern Mediterranean states), the EU-China treaty does not
include a special chapter on technical and ﬁnancial cooperation (in other
words, EU ﬁnancial support). Nevertheless, the EU had been granting political and technical support to China in preparing this country for WTO
membership. In exchange, Brussels could get several special conditions for
EU companies from China (telecommunications, insurance, export-import
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constraints of state monopolies, customs, agriculture, etc.). In addition,
between 2002 and 2006 the EU supported technical assistance, advisory
activities and educational programs in the amount of Euro 250 mn. Also,
the EU provides a Euro 20 mn fund to support the reform of the social security system in China (it is well known that a large part of the Chinese
population lacks any pension or insurance covered by the central budget).
Another Euro 17.2 mn serve exchange and education of European and Chinese entrepreneurs, and Euro 15 mn is disposable for the development of
telecommunication within China.3

Guiding principles of China’s EU-politics
As of today, China has only prepared one strategic and oﬃcial document
that forms the framework of bilateral relations with the EU. This paper, published in October 2003, follows the general principles of China’s foreign
policy. Four elements can be highlighted:
- China’s preparation for the 21st century by giving priority to futureoriented, long-term, stable and friendly cooperation,
- Identiﬁcation of common interests and areas of cooperation by the
mutual respect of diﬀerences,
- Equality (equal footing) and mutual advantages in bilateral relations,
- Peaceful settlement of international conﬂicts (Mészáros, 2006).
It is evident that, for China, relations with Europe have been substantially
upgraded in the last decade. A basic driving factor was the rapid development of bilateral trade (and economic) relations. However, one should
not forget the fact that no problem emerged between China and the EU
concerning the future status of Hongkong and Macao. Finally, US eﬀorts
to create and keep a unipolar world crystallized both parties’ interest in
strengthening the multilateral character of global and regional cooperation. This element did play an important role in the birth of the Chinese
strategy paper on EU relations, in fact the ﬁrst one of such a character in
Chinese contacts with any foreign partner (Barysch-Grant-Leonard, 2003).
China’s basic attitude to the EU is favourable. Bilateral relations are not
burdened by serious conﬂicts and there is no mutual military threat (even
if economic, social, cultural and value-based conﬂicts, some of them real,
some of them potential ones, cannot be fully ignored). Fundamentally both
economies are complementing each other (high technology vs. availability
of cheap and disciplined labour). China’s eﬀorts focus on the further improvement of Chinese exports to the EU without any barrier and, not less
3
In the framework of a ﬁve-year program, an Euro 20 mn fund (15 mn from the EU, 5 mn from China) aims at making China
a successful member of the WTO and at eliminating still existing Chinese practice that keeps on violating WTO rules.
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importantly, Brussels’ recognition of China as a market economy. Special
attention is given to direct contacts among citizens and the education of
the young generation.

Trade relations: basic facts and trends
Bilateral trade relations are anchored in a three-pillar system: the trade
and cooperation agreement signed in 1985, multilateral obligations originating int he WTO membership of China and the EU and the general system
of preferencs (GSP) of the European integration.4 This framework is complemented by special trade-related measures on both sides that limit bilateral
market access. The most important protective measure maintained by the
EU even for the period after China’s WTO membership consists in the nonrecognition of China as a market economy and, as a consequence, Chinese
products are not protected against anti-dumping procedures initiated by
Brussels. It has to be added that this measure that can be applied until
2016 was agreed on by China, since this was one of the „harsh conditions”
of opening the way for WTO membership.
As early as 2003 China started to take steps in order to abolish this discriminatory measure and keeps this issue as one of the key priorities in
negotiations with the EU. Chinese experts argue that they had started a
fundamental economic reform of unprecedented success almost three
decades ago and, as a result, signiﬁcant progress was made in creating
a market economy (while no country in the world can be considered as
an ideal case for „market economy”). Moreover, several countries, such as
Australia, Singapore or New Zealand have granted China market economy
status. In turn, the EU keeps on assessing diﬀerent countries by diﬀerent
standards (e.g. Russia or the Ukraine, although not members of the WTO
are practically considered „market economies”). Let alone the well known
fact that the common agricultural policy deﬁnitely does not comply with
market economy conditions.
Responding Chinese arguments, and by recognizing important results
of the „Chinese way to market economy”, the EU stresses that China should
fulﬁl at least four basic conditions in order to get the desired status. They
include the reduction of the direct state-level intervention into economic
issues, all companies and economic units have to be handled in a uniform
and non-discriminatory way (including foreign ﬁrms), protection of intellectual property rights according to the international rules of the game and
4
Brussels extended the GSP to 178 countries and grants autonomous trade preferences to imports coming from
developing countries. In fact, China has been the second largest beneﬁciary of this system, for representing more than
10 per cent of total EU imports under the GSP umbrella.
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increasing transparency of the ﬁnancial sector.
Despite the above mentioned diﬀerences and discrepancies, bilateral
trade relations have experienced an unprecedented growth in the last
years. More importantly, they have been upgraded in qualitative terms as
well. In total trade turnover of China, the EU became the leading partner by
2005, despite the fact that the EU was just the third major exporter to China
(with 12.6 % of total Chinese imports after Japan with 13.9 and South Korea
with 13.4 %) and the second largest importer (with 19.3 %, following the
USA with 21.9 %). By 2007, however, the EU became the most important
external market for Chinese products, ahead of the USA.
Similar dramatic change characterizes the geographic orientation of EU
trade with third countries. Between 2002 and 2007 extra-EU exports grew
by almost 40 per cent, while exports to China more than doubled (similar
to India, but still less dynamically than EU exports to Russia!).5 As a result of
dynamic growth, China’s share in total extra-EU exports grew from 3.8 to
5.8 per cent in the last ﬁve years and ranked fourth, following the unquestionable leadership of the USA, the traditional (but relatively declining) export market of Switzerland and the growing export market of Russia. Basic
statistical ﬁgures have been summarized in Table 1.
Table 1
EU exports to China and to other main extra-EU partners
Exports to

Total extra-EU*
USA
Switzerland
Russia
China
Turkey
Japan
Norway
India

2002
Euro bn

2007
Euro bn

Growth
2007
(2002 =
100)

891.9
247.9
72.8
34.4
35.1
26.6
43.5
28.2
14.3

1.240.2
261.7
92.7
89.1
71.8
52.6
43.8
43.3
29.5

139.1
105.6
127.3
259.0
204.6
197.7
100.7
153.5
206.3

Share in
total
extra-EU
exports
2002,
%
100.0
27.3
8.0
6.2
3.8
2.8
4.8
3.1
1.6

Share in
total
extra-EU
exports,
2007,
%
100.0
21.1
7.5
7.2
5.8
4.2
3.5
3.5
2.4

* EU-25 in 2002 and EU-27 in 2007
Source: Eurostat. External and intra-European Union trade, various issues and own Calculations
5
Despite high growth rates, China still has a lot of unused possibilities for EU countries, particularly if compared to
EU exports to some new member countries with a fraction of Chinese population and Chinese GDP. In 2007, EU exports
to China amounted to Euro 71.8 bn, which is only slightly above EU exports to the Czech Republic (Euro 69.1. bn) and
20 per cent less than EU exports to Poland (Euro 86.4).
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In contrast to the geographic orientation of extra-EU exports, China is by
far the most important extra-EU supplier. Between 2002 and 2007 EU imports from China grew by 157 per cent, the highest growth rate among all
major exporters to EU markets, including Russia that hugely proﬁted from
skyrocketing oil prices. The most radical shift occurred in the position of the
USA and of China on EU markets. In 2002, imports from the USA were twice
as much as imports from China. In 2007, China exported 28 per cent more to
the EU than the USA.6 In consequence, China’ share in total extra-EU imports
rose from 9.6 to 16.2 per cent in a ﬁve-year period, while the share of the
USA dropped from almost 20 per cent to less than 13 per cent (see Table 2).
Table 2
EU imports from China and from other main extra-EU countries
Imports from
2002
2007
Growth
Share
Euro bn
Euro bn
2007
in total
(2002 =
extra-EU
100)
imports,
2002, %
Total extra-EU*
937.0
1.425.5
152.1
100.0
China
90.1
231.4
256.8
9.6
USA
182.6
181.2
99.2
19.5
Russia
64.5
143.6
222.6
6.9
Japan
73.7
78.1
106.0
7.9
48.0
76.8
160.0
5.1
Norway
Switzerland
61.7
76.7
124.3
6.6
24.6
46.9
190.7
2.6
Turkey
India
13.7
26.3
192.0
1.5

Share
in total
extra-EU
imports,
2007, %
100.0
16.2
12.7
10.1
5.5
5.4
5.4
3.3
1.8

* EU-25 for 2002 and EU-27 for 2007
Source: see Table 1.

Diﬀerent growth rates and, more importantly, largely diﬀerent export
and import ﬁgures in EU-China trade as well as the substantial gap between the share of China in extra-EU export and imports, respectively, did
not cause any major inconvenience among EU policy makers until most recently. Several explanations are available for „tolerating” trade divergence
and rapidly growing trade deﬁcit of the EU. First, in the last years, the Chinese market deﬁnitely belonged to the most dynamic and promising ones
for European exporters. In this way, exports to China supported EU business
6
Again, a comparison with some new member countries seems to be interesting. In this approach, the picture is
quite diﬀerent. Combined imports from the EU to the four Visegrád countries (Euro 247 bn) were just less than 7 per
cent higher than EU imports from China. It has to be added that only EU imports of Germany (more than twice), France
(one-third more) the United Kingdom (by 7 % more) were higher than imports from China in 2007. Thus, taking together
intra- and extra-EU partners, China ranked fourth among the major importers of the EU.
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cycle, contributed to GDP growth and oﬀered new market segments to be
conquered. Second, the unparalleled growth of Chinese exports to the EU
was accompanied by a substitution process, namely it replaced (or crowded out) other Asian exports from the EU markets. For more decade now,
Asian exporters represent about one-third of extra-EU imports. The share
of Eastern, Southeastern and South Asia amounted to 33.7 % in 1998, and
reached similar ﬁgure in 2006-2007.7 Third, for most of the period, the EU
could accumulate substantial trade surplus in trade with other countries,
so that growing deﬁcit with China did not generate a trade and current
account imbalance as experienced by the USA over the last decade. Also,
although not covered in commodity statistics, the EU’s exports of services
to China grew six-fold between 1994 and 2004.
Based on the previously mentioned ﬁgures and developments, it can be
understood why rapidly growing deﬁcit in bilateral EU-China trade (from
Euro 55 bn in 2002 to Euro 159 bn in 2007) did not create major problems
for the EU (excepting the temporary protection of selected sectors or market segments). However, it is only convenient to approach and analyse the
development of trade balance in a cumulative way. Instead of annual trade
balance ﬁgures, many times distorted by short-term developments and
heavy price ﬂuctuations, it is more telling to look at cumulative ﬁgures. Table 3 contains the basic facts.
Table 3
Trade balance of the EU-27 with selected extra-EU countries
Country
2007 in Euro bn
2002-2007 in
Coverage (export
Euro bn
sin per cent of
imports)
Total extra-EU
- 185.3
- 690.3
87.0
trade
USA
+ 80.5
+ 471.5
144.4
+ 16.0
+ 83.8
120.9
Switzerland
Turkey
+ 5.7
+ 35.4
112.2
+ 3.2
+ 9.0
112.2
India
- 33.5
- 175.3
56.4
Norway
Japan
- 34.3
- 189.7
56.1
Russia
- 54.5
- 279.9
62.0
China
- 159.6
- 598.6
31.0
Source: see Table 1.
7
Substantial regrouping happenned, however, among major Asian exporters to the EU. Japan’s share dropped from
above 10 per cent to 5.5 per cent, ASEAN’s share declined from 8 per cent to less than 6 per cent.
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Between 2002 and 2007, during a six-year period the EU accumulated a
combined trade deﬁcit of Euro 690 bn (27 per cent of it just in 2007, the last
year of the period). 87 per cent of the total deﬁcit is accounted for the trade
deﬁcit with China. Huge trade surplus reached in EU trade with the USA
could only cover trade deﬁcit with China by less than 80 per cent. Taking
into account other surplus relations of EU trade (Switzerland, Turkey and
India), accumulated surplus was just equal to the deﬁcit with China. Figures
for 2007 indicate a fundamental shift in this respect. Trade surplus with the
USA could only cover hardly 50 per cent of deﬁcit with China, and the combined surplus relations (USA, Switzerland, Turkey and India) were able to
„ﬁnance” two-thirds of this deﬁcit. The huge imbalance of EU-China trade
can be best illustrated by the very level of the coverage ratio (exports in
per cent of imports), even by most international standards. Between 2002
and 2006, EU exports to China reached 35.4 per cent of Chinese exports
to the EU. It has to be underlined that this average had been worsening in
the above period, reaching just 32.7 per cent in 2006 and falling further to
31 per cent in 2007. The magnitude of the imbalance cannot be compared
even with other bilateral trade relations characterized by substantial deﬁcit,
mainly due to the energy imports of the EU (Russia or Norway in Table 3).
Despite the high level of the interest of EU companies to expand in China
and not ignoring a number of positive multiplier impacts of bilateral trade
and economic relations, huge and further dynamically growing trade deﬁcit
of the EU has started to give rise to open protectionist behaviour, including
relevant EU measures to stop or constrain Chinese exports to EU markets.
However, before going into some details of problems, conﬂicts and policy
approaches, the commodity structure of bilateral trade has to be surveyed.
Tables 4 and 5 provide basic and highly illustrative ﬁgures.
Table 4
Commodity structure of EU-27 exports to China in 2007
Main SITC
Total exShare of
Growth
Growth of
Share of
commodity tra-EU-27 commodiof total
exports to exports to
groups
exports to ties in total extra-EU-27 China 2007 China in
China in
exports, %
exports
(2006=100) total extraEuro bn
2007
EU exports
(2006=100)
by main
commodities,
%
0 – 9 (total)
71.8
100.0
107.0
112.6
5.8
0+1
1.2
1.7
106.8
135.9
1.9
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2+4
3
5

5.3
0.1
7.35

7.4
0.1
10.2

106.6
106.6
107.2

107.5
101.4
120.5

17.3
0.0
3.7

7
6+8

42.64
13.48

59.4
18.8

107.8
105.6

112.8
108.3

7.8
4.3

Note:
SITC 0 + 1 food, beverages and tobacco
SITC 2 + 4 raw materials
SITC 3 energy
SITC 5 chemical products
SITC 7 machinery and transport equipment
SITC 6 + 8 miscellaneous manufactured goods
Source: see Table 1.

Table 5
Commodity structure of EU-27 imports from China, 2007
Main SITC Total extra- Share of
Growth of Growth of
Share of
commodity EU-27 im- commodi- total extra- imports
imports
groups
ports from ties in total EU-27 im- from Chi- from China
China, in imports, % ports, 2007 na, 2007
in total
Euro bn
(2006=100) (2006=100) extra-EU
imports, by
main commodities,
%
231.4
100.0
105.4
118.8
16.2
0 – 9 (total)
0+1
3.35
1.4
110.9
119.1
4.4
2+4
2.80
1.2
111.0
109.1
4.0
3
0.62
0.3
97.7
106.4
0.2
5
7.54
3.3
110.4
120.2
6.3
7
106.14
45.9
102.9
113.2
25.6
6+8
109.54
47.3
112.0
124.1
28.7
For notes and source: see Table 4.

At ﬁrst glance, commodity structure of exports and imports seem to be
balanced, with a clear dominance of machinery trade on both sides, characteristic of trade ﬂows between developed countries. In 2007, machinery
and transport equipment represented almost 60 per cent of EU exports
to China and 46 per cent of Chinese exports to the EU. Diﬀerences revealing the diﬀerent degree of economic and structural development can be
identiﬁed both in the „ﬁne structure” of machinery trade and in the share
of some other major product groupsin total exports and imports. Miscellaneous industrial goods (both as basic materials for further processing or
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ﬁnal consumer products) account for 47 per cent of Chinese exports to the
EU and emphasize the labour-intensive and price-competitive character of
Chinese production and exports. (In fact, this product group has a somewhat higher share in Chinese exports than machinery.) All other commodity groups in Chinese exports to the EU are of secondary role. In EU exports
to China non-machinery industrial goods, chemicals and, interestingly, raw
materials, covering part of the rapidly growing (import) demand of twodigit and sustaiend Chinese GDP growth can be mentioned.
The growing importance of the Chinese market for European producers
is underlined by the fact that exports to China grew more dynamically than
overall extra-EU export sin all major commodity groups (excepting energy).
Agricultural exports (with excellent future prospects), as well as those of
chemicals and machinery revealed high growth rate in 2007. Still, China
does not (yet) represent a large share in total EU exports by main commodity groups, although almost 8 per cent of machinery and transportation
exports are directed to this country.
Turning to imports, one similar and one diﬀerent feature can be identiﬁed. Similar to the EU exports, also EU imports from China indicate a higher
dynamism than total extra-EU imports. However, it has to be added that
both the degree of dynamism and the diﬀerence between overall and
China-related ﬁgures are larger concerning EU imports from China than
EU exports to China. A basic diﬀerence can be seen in the market share
of selected commodity groups. One-fourth of total EU imports of machinery (and almost 30 per cent of other industrial goods) originating in third
countries comes from China. Breaking down machinery imports into diﬀerent categories of products, Chinese „dominance” in extra-EU imports and,
increasingly also in total domestic consumption of the EU becomes even
more obvious. In fact, 40 per cent of extra-EU imports of oﬃce machines,
computers (SITC 75) and of telecommunication equipment (SITC 76) arrive
from China, a higher share than represented by China in extra-EU imports
of clothing (35 %).8
Volume and structure of the diﬀerences can, however, only be realistically
illustrated if the substantial diﬀerence between export and import ﬁgures
will be taken note of. In this context, basic imbalances will become even
more manifest, not least in the machinery sector. Table 6 contains relevant
data on bilateral trade balance according to main commodity groups.

8
Figures for 2006. On the contrary, the Chinese market remains well below the 10 per cent mark in total extra-EU export
sin all industrial commodity groups (representing electrical machinery with 8 per cent the relatively highest share).
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Table 6
Balance of EU-China trade by main commodity groups, 2007
Main commodity groups Trade balance in Euro bn Coverage (exports/imports in %)
0 – 9 (total)
0+1
2+4
3
5
7
6+8

- 159.6
- 2.14
+ 2.47
- 0.52
- 0.19
- 63.50
- 96.05

31.0
35.9
188.2
16.6
97.5
40.2
12.3

For notes and source: see Table 4.

In 2007, Chinese surplus consisted of two basic groups. Miscellaneous
industrial products, reaching a surplus of almost Euro 100 bn represented
60, while machinery surplus 40 per cent of total. As a result, EU exports of
machinery amounted to just 40 per cent of Chinese exports of machinery
to the EU. In some sub-groups, the imbalance in favour of China was muh
larger, such as oﬃce machines and computers (being EU exports less than 3
per cent of corresponding imports or telecommunication equipment with
a coverage of 7 per cent). (It is less surprising that EU exports of clothing did
not reach even 1 per cent of Chinese exports to the EU.)
To sum up, EU-China trade relations reveal the following relevant features:
(a) bilateral trade is characterized by huge and continuously growing
trade deﬁcit of the EU that, in spite of rapidly growing EU exports
to China, may generate serious trade disputes in selected market
segments but also on the macroeconomic trade-policy level if
protectionist lobbies will be further gaining ground in the European integration and economic slowdown or even recession may
undermine EU growth and exacerbate the policy dilemma between
(partial) closing down and conscious and consequent structural
change and adjustment to new global requirements.
(b) The structure of EU-China trade has very little to do with the traditional and increasingly outdated pattern of trade between a „developed” and a „developing” region. China is not a „classic” exporter of
raw materials and semi-ﬁnished goods, but a competitive exporter
of manufactured products and machinery.
(c) Although China’s comparative advantage is still largely based on
labour-intensive products and cheap labour, it has to be underlined
that year by year a substantial structural upgrading takes place. This
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particularly holds for the machinery sector, in which part of the Chinese
production and exports have reached medium-technology levels.
Further upgrading is most likely to happen so that European producers and other exporters to the EU market will have to be prepared to
a new stage of Chinese competitiveness and export performance.
(d) Chinese presence on EU markets will become stronger, with dominating positions in selected sectors, including those with mediumor even high-technology features. At the same time, EU presence on
speciﬁc Chinese markets will also be growing (food and beverages,
transportation equipment, chemicals), but will not be able to build
dominant positions either vis-á-vis other exporters (Japan, USA, East
Asian competitors) or against Chinese domestic suppliers.

Problems, tensions and policy options
The unfolding expansion of EU-China trade bears two new qualitative
features. One is the unprecedented dynamism that, in the last years, resulted in mutually leading position in each other’s foreign trade relations.
The other is, as already mentioned earlier, the commodity structure of trade
that, not without impacts of globalisation, indicates characteristics of trade
among developed economies. In this context, global responsibility of both
partners is being upgraded concerning normal and barrier-free functioning of the global economy and world trade. At the same time, new tensions
and partly serious problems will also be produced.
In order to identify the real components of conﬂicts, clear diﬀerentiation has to be made between obvious, market-driven factors of increasing
Chinese competitiveness and artiﬁcial competitive advantages. Mistaken
or consciously distorted perceptions can be found in both areas. The EU
is inclined to consider part of obvious Chinese competitive advantages as
the consequence of central (state-level) intervention. In turn, China many
times would like to perceive competitive advantages although they have
been created by processes and interventions violating fundamental rules
of the market economy in general and thos of the WTO, in particular. Nevertheless, as a starting point we have to emphasize that with China a new
and very competitive economy entered the world economy. Moreover, this
economy is able to increasingly inﬂuence global development, multilateral
approaches and bilateral relations as well. Thus, traditional, decades-long
position of developed countries based on the „freedom” of economic processes and international trade seems to be challenged by the growing interest representation and implementation capacity of emerging economies,
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such as China, but also India, Brazil, Mexico, some East Asian countries.
Problems may arise on three levels. Sectoral conﬂicts (textiles, clothing,
footware, rubber and plastic products, etc.) can be settled relatively easy.
The second level contains trade policy conﬂicts that go beyond selected
commodities. On the top, fundamental political, strategic diﬀerences of interests and values emerge, starting from key issues of trade balance over
exchange rate policies to shorter or longer compromises based on mutual
interests and deﬁnitely required for strategic cooperation.
To be sure, China’s accession to the WTO did not mean the end of trade
conﬂicts with the EU. The principal problems were linked to Chinese exports of clothing and footware to EU markets. In fact, as of the beginning
of 2005, transitional barriers as agreed in connection with China’s accession
to the WTO, were lifted both by the EU and the USA. As a result, „barrierfree” Chinese exports of these commodities started to skyrocket. As a ﬁrst
impact, similar products of other developing countries (e.g. Mauritius and
Bangladesh) were crowded out from EU markets. However, this fact did not
prevent the EU from making use of the safeguard clause, agreed on during
the WTO negotiations with China. In this sense, the EU is allowed to set an
upper limit of 7.5 per cent on China’s textile and clothing export growth
rate until the end of 2008. In fact, a bilateral agreement was signed in June
2005 that had limited the export growth rate of 10 diﬀerent clothing products between 8 and 12 per cent until end-2007. The Chinese compromise
can be qualiﬁed as an example of voluntary export restriction. No better
solution was in sight in order to avoid the starting of an anti-dumping procedure by Brussels. In addition, an export growth rate of 8 to 12 per cent
seemed to be more favourable than the 7.5 per cent limit as stipulated in
the safeguard documents attached to the WTO agreement. Another area
of export restrictions is represented by footware. In October 2006, Chinese
leather footware exports were limited to 140 mn pars a year (any additional
amount would be charged with a special duty of 23 per cent). In order to
minimize the negative impacts of EU restrictions, China started to relocate
part of the production of „sensitive” goods to neighbouring Asian countries
or continued delivering such products as re-labeled re-exports. At least
until 2005, real relocation activities remained restricted, because Chinese
companies did not carry out major investments outside the country, mainly due to the competitive wage level and structure in China. This situation
started undergoing substantial changes in the last years. In the ﬁrst period
of WTO membership China preferred to relabel products and ﬁll the gap
between the (insuﬃcient) production and the higher export limit granted
to selected developing (or least developed) countries. The examples men225

tioned constitute the top of the iceberg of protectionist measures. In eﬀect,
as o fend-2006, the EU applied anti-dumping procedure (connected with
special duties) on 36 Chinese products. Thus, almost one-quarter of total
anti-dumping procedures launched by Brussels are linked to China.
The second level of trade policy issues are not related to speciﬁc sectors (commodities) but show an obvious linkage to China’s economic and
trade policy. The EU does not miss any high-level meeting, including regular summit conferences to underline the importance of opening up the Chinese market to EU goods and capital. One set of the requirements concerns
conditions of market access, while a second „package” includes measures
of improving the administrative, legal and economic environment of foreign ﬁrms already working (or wishing to work) in China.9
As for the trade issues, Brussels expects positive change from the Chinese leadership in the following areas:
- Despite the fact that the average customs level of China decreased to
8.8 per cent as a result of accession to the WTO (excepting agricultural
imports, where, mainly for domestic political considerations, the customs level remained much higher), the imports of some commodities
are charged with much higher customs duties (textile and clothing,
footware, ceramics, steel, cars). Such „peak customs” should be substantially lowered, at least according to the EU position.
- Non-tariﬀ-barriers have to be abolished (starting from product documents over labeling standards to import licensing and long lasting
bureaucratic procedures of customs oﬃces). The situationis aggravated
by the fact that diﬀerent provinces in China apply diﬀerent rules and
standards (ﬁrst of all food products face this problem).
- China needs to sign several important international agreements in
order to adjust its domestic legislation to international norms. As an
example, out of eight key conventions of the ILO (International Labour
Oﬃce) China still failed to sign four (among others health and security
measures or social protection).
- One crucial EU claim is that environmental, social and security standards
substantially below international standards provide an unjustiﬁed competitive advantage to Chinese ﬁrms. It has to be added that such„privileges”
are at least partly used by European ﬁrms working in China as well.
- Several economic areas lack transparency as expected under market
economy conditions (enterprise-level financial issues, tax, bankruptcy law, etc.),
- Participation of foreign companies in public procurement procedures
9

In more detail see Commission (2006a)
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in China is still rather limited.10 It has to be added that substantial liberalization should be carried out until 2009, as agreed on in the WTO
accession documents.
- Last but not least, the problem of intellectual property rights has to be
addressed.11 Based on several years of experience, about 80 per cent of
the falsiﬁed and smuggled imports to the EU originate in China. However, it is very diﬃcult to identify those countries, and even less thos
companies that are likely to suﬀer most from this behaviour. Similarly, it
is not known in which way and through which countries China obtains
foreign protected technologies and trade-marks. Understandably, the
EU exerts pressure on China to join all international agreements on
protection of intellectual property. This, however, seems to be a hard
nut, since China is not alone with its „hesitating” attitude (several other
developing countries represent similar position).
Coming to investment-related issues:
- in several areas, EU companies are only allowed to work in China in
cooperation with Chinese companies (joint ventures),
- in selected key industries that would be in the forefront of interest of
European ﬁrms, serious investment barriers apply (car manufacturing,
petrochemicals, steel). The „Foreign Industrial Guidance Catalogue” of
China groups industrial sectors into four categories (prohibited, limited,
permitted, supported). Supported investments almost exclusively belong to high-tech sectors and companies.
- Similar restrictions are in force in the service sector (construction, banking, postal services, telecommunications),
- A foreign-owned company can hardly enter into raw material producing
sectors,
- Foreign, including European investments are further limited by very
high investment conditions and due to extremely complicated licence
procedures,
- An additional problem is the required local content that, on the one
hand, prefers domestic companies and, on the other, constraints the
export opportunities of potential European supplier ﬁrms,
- In many cases, the transfer of modern technology is a precondition for
European companies to be allowed to participate in public procurement
procedures opened to international business,
- As compared to green-ﬁeld joint ventures, it is very diﬃcult to acquire func10
This issue acquires particular importance if we know that, according to estimates, projects based on public
procurement represent 10 to 15 per cent of Chinese GDP.
11
Interest organizations of the European industry calculate income loss due to falsiﬁed Chinese products at about
Euro 450 bn annually.

227

tioning Chinese companies. Mergers and acquisitions require the approval
of the Ministry of Trade, while rigorous minority restrictions apply.12
- In many areas, doemstic companies enjoy clear privileges as well as tax
and other ﬁnancial advantages, an atittude that can hardly be coincided
with a legal and economic policy environment free from discrimination.

Bilateral trade – in a strategic framework
Over most of the last decade, the EU seemed to manage the growing
trade deﬁcit with China in a rather reconciliant and„loose”form. Substantial
and year by year rapidly growing trade deﬁcits did not provoke a comprehensive, EU-level oﬀensive, let alone a policy based on threat and retaliation against China. Also protectionist measures remained within an acceptable framework. Until most recently, and in contrast to the USA, oﬃcial EU
documents did not require the revaluation (appreciation) of the Chinese
national currency as a major factor of unbalanced trade relations and arﬁticial, exchange-rate-based competitive advantage for Chinese exporters
and a disadvantage for European ones.
The management of the deﬁcit problem cannot be made independent
from a number of longer-term and broader interests of the Union. Mandelson, the commissioner for trade relations has several times stressed the
fundamentally positive impacts of bilateral trade ﬂows. He insists on the
free circulation of commodities and, instead of favouring retaliatory EU-level trade policy measures lists those areas in which the EU expects further
market liberalization from China. His basic approach has been strengthening dialogue instead of sharpening confrontation. Which are the underlying factors of this behaviour?
First: until most recently, the EU was able to counterbalance its huge
trade deﬁcit with China by surplus generated in other relations. In contrast
to the USA, the EU has not been facing large trade (and even less, current
account) deﬁcits.
Second: the outstanding growth rate of bilateral trade (in both directions)
used to produce a number of economic beneﬁts for the EU struggling with
low growth rates in the last years. Rapid export growth did not only prove
that most EU companies remained competitive in the new global environment but ensured for EU companies new, signiﬁcant and rapidly growing
external markets. In addition, and according to OECD estimates, growing im12
A foreign bank can acquire 20 per cent of the shares of a given Chinese bank, while the maximum share of total
foreign bank participation is restricted to 25 per cent. In addition, only banks that had been working in China for at least
three years with two years of proﬁt can be selected as partner for Chinese banks. Insurance companies may acquire 50
per cent of ownership. In turn, foreign capital does not face any major ownership restriction in retail trade (including
supermarket chains). Again, in contrast, no area of the media industry has been opened to foreign capital.
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ports from China contributed by 0.2 percentage points to declining Eurozone
inﬂation. Considering a 2 per cent inﬂation on the average of the last years,
imports from China helped lower the overall price level by 10 per cent (also,
the interest rate could be kept at a low level). Moreover, the „Chinese impact”
favourably inﬂuenced the price of the consumer basket of lower-income people across the Union. Indirectly, it contributed to keep on managing social
problems, successfully facing deterioriation of the living standard of pooerer
people and moderating the substantial widening of the income gap.
Third: high growth of EU imports from China cannot be understood without taking into account the signiﬁcant role of EU companies that, in the last
years, started to relocate part of their production to China and are now
supplying their European markets with goods produced there at substantially lower prices and not necessarily at lower level of quality.13 Any kind of
potential import restriction by the EU would automatically raise a barrier to
the production in and exports from China of European companies.
Fourth: since China became the key motor of global growth in the last
years, while the core countries of the EU repeatedly register low growth
rates, any kind of restriction would impair additional sources of growth. The
domestic market of the EU is unable to compensate for the growth potential (and increasingly for the volume) of the Chinese market.
Fifth: imports from China several times proved helpful to European companies in keeping their competitiveness, for cheaper imports (inputs) have not
only contributed to the survival of ﬁrms but also to keeping (large part of the)
employed persons or, sometimes even to increasing the number of the staﬀ.
Sixth: contrary to some views, tough protectionist measures against China would mostly not bring back either production and job creation or trade
ﬂows into the European integration. The overwhelming company response
would be to look for new competitive investment opportunities outside
China but still outside the EU.
Seventh: Before any trade policy-related deicsion, the EU has to consider
that it is the largest trading partner in the world. Moreover, it is much more
open to external trade and other international economic impacts than the
United States. Either direct trade or indirect growth eﬀects of any restriction or protectionist move would most likely generate much more negative
consequences on the EU than the expected or hoped-for positive results.
Eighth: any protectionist step by Brussels could provoke countermeasures, either in economic but also in political and ideological context. The
13
Interestingly, the opinion of diﬀerent member countries and politicians has changed in the last years. Originally,
Spain very much opposed the oepning u pof the EU’s market to Chinese exports of textiles and clothing. Once, however,
the leading Spanish retail chain (Zara) started to ﬁll its shelves with Chines products by earning substantial proﬁts, the
oﬃcial position of Madrid spectacularly changed.

229

EU has to be aware of the fact that, in the last decades, it did create a high
level of surface where it could easily be attacked by other countries or inﬂuential interest groups (mainly the common agricultural policy could turn
to be a target area). Also, the double standard practice of the European
integration could be rightly and strongly criticized. This, however, would
hardly improve the general assessment of the European integration at a
period when the „moral vacuum” created by the USA could, both politically
and morally, upgrade the EU and its „European values” in the process of
(re)shaping global international relations.
Finally: China seems to be ready to contribute to more balanced (less
imbalanced) bilateral trade ﬂows. Such steps can already be identiﬁed in
the careful but consequent acceleration of market economy reform sin selected policy areas Also some concrete measures, such as voluntary export
restrictions or the diminishing support provided to „aggressive exporters”14
can be considered as part of a more balanced trade policy of China.
A special ﬁeld of potential conﬂicts is represented by the exchange rate
policy (in other words, substantial undervaluation) of the Chinese currency.
Until the end of 2007, and in a clear distinction from the USA, Brussels (and
Frankfurt, namely the European Central Bank) restrained from exert open
pressure on the Central Bank of China in order to revalue the yüan, and in
this way, try to reduce Chinese trade surplus. Again, and similar to the trade
issues, careful European attitude was motivated by several reasons.
First: the EUin general, and the Eurozone countries in particular do not
struggle with huge external deﬁcits.
Second: it is not easy to identify a direct correlation between the appreciation of the Chinese currency on the one hand, and the (im)balance of
bilateral trade, on the other hand. Following a modest appreciation, it is
most likely that Chinese exports would not suﬀer a loss of competitiveness.
In addition, the key barrier to access to the Chinese markets either of European exporters or investors is not the exchange rate between Euro and
yüan but other artiﬁcial and bureaucratic restrictions that have been mentioned in previous paragraphs.
Third: in contrast to China (and Japan), EU member countries (excepting
the United Kingdom) did not buy huge amounts of US bonds. Thus, they are
much less vulnerable in case of a deep ﬁnancial crisis or as a result of signiﬁcant change (and many times hectic ﬂuctuations) of the exchange rate.
Fourth: EU monetary and exchange rate policy is primarily interested in the
development of the dollar/Euro exchange rate (just due to the fact that it exports three-and-a-half times more to the USA than to China). In addition, val14

As of July 2007, China has eliminated or reduced the previous export refund support in selected areas.
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ue-losing dollar would lower the energy bill of the EU and contain inﬂation.15
Fifth: appreciation of the Chinese currency would lower proﬁts and weaken the export business of European companies operating in China. While
the Chinese products would probably not loose their European markets,
however prices would be increasing – with consequences on the overall
inﬂation rate of the EU member countries in general, and on the economic
and social background of poorer parts of member country societies.
Despite the relatively smooth development and management of bilateral
trade relations in the last years, it would be a grave mistake to anticipate that
the current situation can be maintained in the longer run. More and more
documents, policy papers and statements of experts draw attention to looming conﬂicts. At the same time, there is no viable alternative that could replace
the current trade policy of the EU. Most likely, all potential options would generate additional damage or at least risks, with negative consequences to the
European integration deeply embedded in the global system of international
trade and investments. In eﬀect, the world economy in general, and the decisive bilateral channels (ﬂows) of global trade, in particular, have reached a
turning point. Traditional, century-long systems of trade relations based on
(mostly) unilateral advantages of the developed countries have started a path
of quick erosion. In fact, global trade (and with some delay, global investment
ﬂows) are getting just in this and the next decade a truly global character
based on (more) balanced bilateral interests. Regrettably, the „developed”
world, including the EU, seems to be not suﬃciently prepared for this challenge of „global two-way ﬂows”motivated by the interests of emerging countries and maturing new power structures (not least in economic terms).
Current challenge by China (India, Brazil, Russia, etc.) cannot be compared to conﬂicts of the 1980s based on sectoral problems. Structural
problems in selected industries (textile, clothing, other labour-intensive
activities, steel, shipbuilding) could be moderated or settled by structural
adjustment. However, the adjustment process, sometimes with substantial
ﬁnancial support by national governments, largely remained within the
framework of the given sector.
At present, the situation has two basically diﬀerent features. On the one
hand, the challenge of Chinese exports is not limited to one or some selected sectors but can be more and more felt in practically all sectors of
15
Evidently, a too large devaluation of the dollar would create challenges to the competitiveness of EU exports (as
it started to happen when the Euro outpaced the 1.50 threshold against the dollar). Also, the exchange rate problem
could exacerbate trade issues with China, when the Chinese currency was to move parallel with the depreciating dollar.
In fact, the last months produced an interim „solution”. The Chinese currency epxerienced a limited appreciation against
the falling dollar buti t did not compensate for the big appreciation of the Euro against the dollar. Thus, the Euro kept
on appreciating against the yüan, with potential impacts on trade relations and balance, if this situation proves more
than a temporary phenomenon.
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economic activities. On the other hand, exports from China (and increasingly also from other emerging countries) have already left the sphere of
low value-added, high (physical) labour intensity and low technology. By
maintaining part of such products (and services), exports are increasingly
characterized by growing medium to high-technology content. Under the
pressure of both and simultaneous eﬀects, the process of structural upgrading is gaining additional momentum. None of the above factors appeared
during the 1980s and none of them provoked a serious challenge both for
politicians, policy-makers and for the society at large.
It is diﬃcult to forecast the basic consequences of the current (Chinese)
challenge and what kind of answers will be given in the USA, in the EU but
also in China itself (or in the framework of multilateral agreements). However, it is obvious what would be the correct response of the European integration: deepening of the internal market, implementation of key reforms
both on member country and on the community levels, as well as a longerterm global strategy in order to keep or increase the EU’s global inﬂuence
and responsibility. In contrast to this (desired) optimistic scenario, less favourable future developments can absolutely not be ruled out, including
the repeated expansion of protectionism, even if the main victim of such
an approach happened to be the EU itself.
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The External Relations of the EU with Russia
ЕU and Russia – Rivals or Partners
Plamen Dimitrov
Member of the Board, Bulgarian Geopolitical Society, Soﬁa

To what extent can Russia be considered a European country? Is it a good
fortune or a problem for the EU to have Russia as a neighbor? Is it possible
for the EU to have a clear uniﬁed policy in regard of Russia? What eﬀect will
the evolution of the Russian internal policy model have on the relations between Moscow and the EU? The following are some of the fundamental issues appearing while analyzing the Russia – EU relations future. Right now
between Brussels and Moscow there is a partnership as well as a rivalry, and
at time even short lived outbursts of open hostility.

I. Asymmetrical Economic Partnership
Area
Population
Popul. density
GDP in €
GDP per capita (PPP)

Russian Federation

EU

17,075,000 sqkm

4,423,000 sqkm

143 million

493 million

8,3 inh. per sqkm

113 inh. per sqkm

740 billion

10 750 billion

9200

22,300

The partnership between the EU and Russia is extremely asymmetrical.
The population of the EU is 3.5 times the population of Russia while the
territory of Russia is four times the territory of the EU and it is much richer
in natural resources. Compared to the European Union, though, Russia appears to be a real economic pygmy. Its gross domestic product (without
taking into account the purchasing power parity factor) is 15 times less
then that of the EU’s 27 members.
At the same time, however, the balance of EU’s trade with Russia is greatly
negative. In the period 2003-2007 the Russian commodity export to the
EU doubled and reached a total of € 143,5 billion. On the other side of the
scale the export of European goods in Russia amounted to only € 89 billion1.
Imports from Russia are mainly energy and mineral fuels products (66%) and,
1
Bilateral trade relations with Russia. Oﬃcial web-site of The European Commission: http://ec.europa.eu/trade/
issues/bilateral/countries/russia/index_en.htm
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chemicals and raw materials. EU exports to Russia are diversiﬁed, including
machinery and transport equipment, manufactured goods, food and live
animals. The economic relations between Russia and the EU are centered
on the Russian export of primary energy materials to the EU, forming the
nucleus of their trade exchange. Thirty percent of the oil imported to the
EU comes from Russia. The Russian share in the EU’s natural gas import is
44%, and as a whole one fourth of the demand for this product within the
European Union is covered by the Russians. Referring to “the blue” fuel imported into the EU, it should be said that some of it comes from Norway – a
European country too, though not a European Union member. If we choose
not to consider the Norwegian natural gas as a “foreign” product, then the
Russian share in EU’s natural gas import will come to more than 50%. The
tendency is that these percentages are going to increase in next few years.
By 2030, over 60% of EU gas imports are expected to come from Russia2
It’s a mistake to speak only about the EU dependence on Russian energy
resources. We have a classical case of interdependence because Russia is
also extremely dependant on the money that come from gas and oil export
for the EU. This conclusion is once again conﬁrmed by the statistics. While
Russia is the third important trade partner of the EU (coming after the USA
and China) with a share of 8,7 % of the European trade exchange, the European Union holds 52.5% of the Russian foreign trade. According to data
from diﬀerent sources 63% to 72% of the Russian oil export and 76% to 85%
of its natural gas export are destined for customers, members of the EU 3.
In the framework of the tactical gamble Vladimir Putin has been bluﬃng
with the possibility of Russia’s redirecting one third of its oil and gas export
toward East Asia within the next 10 to 15 years. But owing to a number of
economic, geographical and purely technological reasons it is hardly probable especially for the gas export. Seventy percent of the Russian oil and
92,7% of its natural gas are extracted in West Siberia, which geographically
is much nearer to the EU than to China. Unlike the oil, there is no global
market and no uniform pricing of the natural gas. The natural gas price in
the EU is the highest one. It is with 30% higher than that in the USA and Japan. There are no reliable data in regard of the Chinese natural gas market
but it is very much unlikely that this primary material is sold there at a price
higher than that in Japan 4. Therefore, it means that for the time being Russia cannot count on a market better than the European one.
2
Erochkine, P. EU-Russia Energy Relations and the New Structure of Partnership. In: Clesse, A. and A. Kortunov, (eds.)
Reinventing and Reinvigorating EU-Russia Relations, LIEIS, Amsterdam, 2008, p.130
3
Коржубаев, А. Г. Роль России в обеспечении энергетической безопасности Европы и других мировых рынков
нефти и газа. В: Европейский союз-Россия: проблемы энергетической безопасности. М., 2008, с.56.
4
Разворота трубы не будет. РБК Daily, 12.09.2008; http://www.rbcdaily.ru/2008/09/12/tek/378665
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On the other hand the oil and the liqueﬁed natural gas are globally
salable products and Europe might be able to have them delivered by
any world producer, though with higher transport expenses. That is why
Moscow is not interested in blackmail and in recurrent “closure of the tap”
for political reasons but rather - in the strict observation of its existing
long-term contracts.
There are two main problems in the field of EU-Russia energy cooperation. European Commission proposal for the separation of gas and electricity production and supply from transmission networks. This refers
to the separation between the network operation of electricity and gas
from supply and generation activities. A single company can no longer
own both transmission and be occupied in energy production or supply
activities. In addition, the Commission proposes a second option, the
"independent system operator" which makes it possible for existing vertically integrated companies to retain network ownership, but provided
that the assets are actually operated by a company or body completely
independent from it. The package contains safeguards to ensure that in
the event that companies from third countries (“Gazprom” for example)
wish to acquire a significant interest or even control over an EU network,
they will have to comply with the same requirements as EU companies.
But on July 2008 the European Parliament rejected the forced separation of companies' production and supply wings. MEPs adopted a softer
line on liberalisation of the union's gas sector. It will be an option that
allows a parent company to retain ownership of transmission networks,
although they would be heavily supervised by a powerful independent
trustee tasked to ensure there was sufficient investment in infrastructure and that new market entrants were allowed equal access5. A similar
scenario won support of EU economy ministers a month before the voting in the Parliament.
In the same time the access of the EU companies to exploitation of Russian oil and gas ﬁelds and to the Russian pipelines is very limited. Recently
Moscow has been restricting the admission of foreign companies to its
natural resources, and as a matter of fact a European company can enter
this business only after obtaining Kremlin’s speciﬁc permission for that. Regardless of the serious political risk it involves, the list of the powerful multinational companies, willing to enter the Russian energy sector, will never
become void as the expected proﬁts from this business are just to the same
extent substantial.
5

Parliament rejects full gas company unbundling. EUobserver, 10.07.2008; http://euobserver.com/9/26472
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The geometry of the pipelines
During the last two-three years Russia has had serious problems with its
transit gas pipelines passing through Ukraine. Its pipelines going in transit
through the Baltic Republics and Poland made an issue too. That is why Russia has been adopting the so called “alternative route strategy”. In order to
guarantee the secure deliveries of Russian gas to Central and West Europe
two new undersea routes for the Russian gas are to go round Ukraine and
Poland. They are the North Stream going along the bottom of the Baltic Sea
and the South Stream passing under the Black Sea towards Bulgaria. These
two projects created a rift in the EU. On the one side are some of the biggest EU countries like Italy and Germany. On the other - the countries to be
rounded by the new pipelines (Poland, Ukraine and the Baltic Republics) are
opposing both - the North Stream and the South Stream. Based predominantly on ecological arguments, the opposition of all Baltic countries against
North stream was very strong until recently but now become weaker.
According to my opinion the South Stream gas pipeline is not a geopolitical project of Kremlin’s aiming to disrupt the European unity; it is more
of a bridge creating even stronger relations between Russia and the EU.
Therefore, it suits Russia’s interests better, if Serbia is oﬀered an opportunity
for integration in the EU, rather than having pro-Russian Serbian nationalists ruling in Belgrade.
Russia holds a monopoly over the natural gas delivery transit routes from
Central Asia to Europe, and it is doing its best to retain it. The interests of
the EU are exactly to the contrary – one of the main purposes of the Union’s
energy policy is to build up alternative routes for the transmission of the
natural gas coming from the Caspian region. The name of this alternative
route is Nabucco. It should transport Caspian natural gas to the Central
Europe via Georgia, Turkey, Bulgaria, Romania and Hungary. The „Nabucco” pipeline project is already one of the EU’s top-priorities in the energy
supply ﬁeld. But the realization of this project is almost impossible without
of participation of Iran. This means that there is not much chance that the
EU would reduce its gas dependency from Russia.

Political Relations
From historical point of view Russia has always been a part of the so called
European concert of powers. Until 1917 it was impossible to imagine European balance of powers without Russia. The European Union and Russia
are two main geopolitical poles on the old Continent today. The relations of
attraction and repulsion between these two centres of gravity are the main
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factor contributing to the changes in the geopolitical border-lines of the
zone situated between the Atlantic Ocean and the Ural Mountains.
The new geopolitical distribution of European space after the latest EU
enlargement with 10 East European countries (2004-2007) is as follows:
- EU (including previous “Eastern Europe”)
- The New Eastern Europe (Ukraine, Moldova, Georgia, Belarus + Armenia
and Azerbaijan)
- Russia
The enlargement of the EU with 12 new member-countries within the
period 2004-2007 has actually resulted in the termination of the geopolitical zone which we used to call “Eastern Europe”. It has been absorbed
within the European Union. Even if we choose to take into consideration
the geographical position of these countries, it is quite obvious that the
new EU members are actually in Central and not in Eastern Europe as they
are nearer to the Atlantic coast than to the Ural Mountains. The “coloured”
revolutions in Georgia (2003) and Ukraine (2004) and Moldova’s change of
its foreign policy orientation (2004-2005) gave birth to the new Eastern Europe – a buﬀer zone in which the Russian inﬂuence is getting weaker but
the inﬂuence of the West has not yet become predominant.
Ivan Krastev, a Bulgarian politologist, oﬀers an observation on the coexistence between the European post-modernity and Russia's sovereign democracy. He believes that the confrontation between the West and Kremlin
comes as a result of the diﬀerence in the logics of the modern and postmodern state6. The West claims that democracy is a universal social system. Russia, on its part, supports the conception of the so-called “sovereign
democracy” and rejects any attempt for foreign interference into its home
aﬀairs. The election campaigns in the EU countries are a game with clear
rules and unknown results, while as far as Russia is concerned precisely the
opposite is valid – the result is clear before the elections but the rules keep
on being changed along the way7. Regardless of it the EU is rather cautious
when criticizing the Russian democracy.
The relations between Moscow and Brussels are complicated to a certain
extent by the fact that the EU’s foreign policy is two-tier. The ﬁrst ﬂoor is the
individual political course taken by each one of the countries-members of
the EU, and the second one is the still not completely formulated EU’s common foreign policy. Moscow is trying to deal not with the yet uncompleted
second ﬂoor of the European foreign policy building but with its ﬁrst one,
6
Крастев, Иван. Россия как «другая Европа» (Russia as “the Other Europe”). Russia in Global Aﬀairs, Edition in
Russian, 2007, № 4. http://www.globalaﬀairs.ru/numbers/27/8065.html
7
This ingenious description of the Russian political system comes from Lilia Shevtsova form Carnegie Endowment
for International Peace
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i.e. – with the individual national states. Because of all that the bilateral relations with the countries, members of the EU, keep presently being more
important for Russia than its relations with the EU as a whole. Therefore,
setting up a common position regarding Russia shall be one of the touchstones in the EU’s building up the ability to act as an integrated body with
cohesive foreign policy.
The legal basis for EU relations with Russia is the Partnership and
Cooperation Agreement (PCA) which came into force on 1 December 1997
for an initial duration of 10 years, which can be automatically extended
beyond 2007 on an annual basis. The provisions of the PCA cover a wide
range of policy areas including political dialogue; trade in goods and
services; business and investment; ﬁnancial and legislative cooperation;
science and technology; education and training; energy, cooperation in
nuclear and space technology; environment, transport; culture; and on
the prevention of illegal activities. The PCA establishes an institutional
framework for regular consultations between the European Union and the
Russian Federation8.
On its session on 26 May 2008 the EU General Aﬀairs and Foreign Relations Council adopted a mandate to negotiate a new framework agreement
between the EU and the Russian Federation. President of the Council, Slovenian Foreign Minister Dimitrij Rupel pointed out that, in the course of the
lengthy negotiations, many countries had voiced reservations, which were
duly addressed in the negotiating mandate and the enclosed annexes. The
consensus for opening talks on a new agreement with Russia was achieved
with a lot of diﬃculty, owing to the strong opposition of some of the EU’s
members, among them – Poland and Lithuania.
The negotiations for the new framework agreement startеd with a ﬁrst
round of talks on July 4 in Brussels. In the meanwhile, in August 2008 the
disagreement in regard of the control over the separatist republic of South
Ossetia expanded into a war between Russia and Georgia. After Russian
troops had occupied some strategic points out of the territory of South Ossetia in mainland Georgia, the relations between Russia and the EU seriously deteriorated. Though Georgia has not yet been considered a possible
EU member, the country is within the range of the EU Neighborhood Policy.
So, the French chairmanship of the EU took on a conciliatory part in the
Russian-Georgian conﬂict. At a certain point the idea to impose economic
sanctions on Russia was being discussed. However, it was rejected as the
sanctions could have ﬁred, boomerang style, back toward the EU itself. The
crisis with South Ossetia showed that the EU and Russia are so much mu8

See the full text of the PCA at: http://www.delrus.ec.europa.eu/en/p_243.htm
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tually bound economically that any sharp step on the part of either of the
partners is impossible.
However in the beginning of September EU leaders agreed to postpone
talks on a new EU-Russia partnership until Russian troops withdraw from
Georgia following the insistence of a bloc of member states. That was a token political gesture of no particular actual value. The negotiation for a new
agreement between Russia and EU are going to be very complicated and
will hardly end before the end of 2010. Having that in mind, their interruption for a period of 2-3 months is hardly of any particular importance.
By the autumn of 2008 to the list of the serious political diﬀerences between the EU and Russia in addition to the issue regarding the statute of
South Ossetia, Abhazia and the Dniester basin area, the European Union Rule
of Law Mission in Kosovo was added because Russia considers it unlawful.

EU-Russia Relations in the ﬁeld of military security9
On July 2007 г. the Russian President, Vladimir Putin signed a decree according to which Russia was discontinuing to meet its obligations under
the Treaty on Conventional Armed Forces in Europe (CFE Treaty) and the
international agreements originating from it. There were four main reasons for Russia’s renouncing the CFE Treaty in the information enclosed to
the Presidential Decree: 1. NATO’s exceeding the quotas assigned to each
„group” after the Alliance’s expansion to the East; 2. The failure of NATO’s
member-countries to meet the political obligation undertaken in 1999 in
Istanbul to speed up the ratiﬁcation of the adapted CFE Treaty; 3. The refusal of Lithuania, Latvia and Estonia to join the CFE Treaty which resulted
in creating an uncontrolled zone along the Russian north-west border free
for deployment of weapons; and 4. The plans for creation of USA military
bases on the territories of Bulgaria and Rumania.
The CFE Treaty reﬂects the concept of balance between the armed forces
of the East and West Blocks during the last stage of the Cold War. 2001 marks
the beginning of a transition period to parallel existence of two global systems of security. One of them is linear or territorial and is meant to provide
protection from conventional military threats. An element of this system are
the thousands of tanks, artillery systems, airplanes and other weapons of
this kind with which a territory can be conquered or defended. The linear
system face is represented by treaties similar to the CFE treaty. The other
9
The bigger part of this section contents is an excerpt from the following publication: Dimitrov, Plamen. The Agony
of the CFE Treaty and the two World Security Systems. In: Raﬀone, Paolo and Tiziana Scaramagli, eds., Are There New
Security Enclosures? Clarifying Security Concepts and Boundaries, the CIPI Foundation, Brussels, 2007, pp.53-61, http://
www.esdp-course.ethz.ch/content/pubkms/detail.cfm?lng=en&id=47856

239

security system could be deﬁned as post-geographical or post-territorial.
It is founded on intelligence, logistics, propaganda and preventive strikes
against potential sources or hot spots of asymmetric (non-conventional)
threats. The new security system has induced the necessity of something
which an American strategist wittily deﬁned as “post-military armed forces”.
The main problems faced during the transition from the old world security system towards the new one are caused by the fact that Russia and
the West(including EU) have diﬀerent perceptions about the contemporary
threats to their security. the Russian society model is etatist (state-centered)
which means that the territorial integrity and the security of the state are
always placed before the security of the citizens as individuals.
As a whole, the misunderstandings between Russia and the West are
caused by a partial overlap between these two security systems. The aspects that the USA and NATO present as a struggle against the asymmetric
threats, Russia sees through the prism of the linear security and accordingly
deﬁnes them as a fragment of the increasing hostility of the West against
the country. Russia cannot enter the era of the so-called post-geographical
geopolitics because its best hands in the game of the international politics
are ﬁrmly tied with the territory, they are geographical. They include the
conscription army, natural gas and oil ﬁelds, pipelines and the gigantic industrial estates. Though withdrawing from the CFE, Russia will never agree
to bury the old world security system because it would mean to accept the
leading role of the West in the new geopolitical order of the world. Moscow’s part in the global struggle against the terrorism can be subsidiary
only, and such role is not appropriate for the world military power number
two. There is no way for Russia to leave the era of the linear security as long
as it keeps a numerous army of conscripts.
At the end of July 2008 Russia proposed individual European countries
to sign up a legally-binding security pact that includes Russia in a new
structure over-arching the EU and NATO. The new treaty would handle
"problems" such as NATO enlargement, illegal migration, drug traﬃcking,
organised crime and terrorism10. As a matter of fact, with this proposal
Russia intends to take the problem of the European security out of NATO,
something which the EU countries do not consider acceptable.

Conclusions
EU will remain the biggest and most reliable market for Russian oil and
natural gas. In the same time the EU needs not only the Russian natural gas
but also to have as its most important neighbour a state which is stable,
10

Russia to propose pan-European security pact. EUobserver, 28.07.2008; http://euobserver.com/24/26552
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predictable and friendly. Of course, Moscow and the European countries
will argue endlessly for prices and routes, quantities and access to sources
and anti-monopoly regulations for the energy supplies trade. However,
it is not an expression of hostility but a normal business practice though
strongly inﬂuenced by the geopolitics.
Russia is never going to be a member of the EU and turn into a part of the
European geopolitical space. Nevertheless the relations between Moscow
and Brussels will be dominated predominantly by the spirit of partnership
rather than of confrontation. However, the confrontation might prevail if
the tandem Putin-Medvedev starts heading toward open autocracy instead of taking the course toward liberalization in Russia. The future agreement between the EU and Russia might be torpedoed by the anti-Russian
feelings still rather strong in Poland and the Baltic Republics. Our forecast
is that as the importance of the energy arguments grows, the political distance between Moscow and Brussels will progressively lessen.
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HONORARY SPEECH
Social Economic Challenges
in Achieving Performing and Sustainable
European Economies under the Lisbon Strategy
H.E. Philippe Beke
Ambassador of Belgium to Bulgaria, Soﬁa

Ladies and gentlemen,
Fifty years ago six European countries laid the ﬁrst bricks of the European
construction. Next to the wish of the founding fathers to pave the way to
peace, a better social and economic cohesion in the European space has
always been part of the political vision. Article 2 of the Treaty states that the
European Community shall have as its task the establishment of a common
market, a high-level of employment and of social protection. Throughout
the sixties, seventies and eighties, the European construction was deepened
and also widened. In the nineties the internal market gave the right input on
an integrated economic space. The enlargement to Central Europe equally
encouraged economic actors in the European Union to improve competitivity. However the lack of an appropriate decision making platform in the
European institutions created a heavy load for those that understood that
ﬂexibility in a globalised world was an important aspect to formulate the
right answer to the challenges of a more competitive world. With the Lisbon
Treaty, which is in a ratiﬁcation progress for the moment, the aspects of a
functioning market economy together with a solidarity approach under the
Member States, was conﬁrmed as a vital earmark of the European construction. These challenges therefore needed to be tackled within a comprehensive strategy taking into account the European legislative framework but
also the soft acquis as well as aspects which are of the sole competence
of the Member States. That is why under Portuguese Presidency in the ﬁrst
half of 2000 such a comprehensive strategy was presented at the European Summit in March 2000 in Lisbon, from where the indication of Lisbon
Strategy. The ambition of the strategy is to cope with the challenges of the
21st century. The March declaration stated that the European Union is confronted with a quantum shift resulting from globalization and challenges
of a new knowledge-driven economy. Its aim is to make the European Un245

ion the most dynamic and competitive knowledge-based economy in the
world capable of sustainable economic growth with more and better jobs
and greater social cohesion, and respect for the environment by 2010. The
ambitious goals set by the decision of March 2000 were soon observed lacking dynamism and deﬁnitely not on track at the occasion of the mid-term
review. Essentially the eﬀorts made by most of the member countries did
not correspond to the targets set, while in the globalised concept China and
India were progressing fast. That is why in 2005 a re-launch of the Lisbon
Strategy was adopted. The Spring Council of 2006 furthermore set priority
themes. The important disparities however between the genuine European Member States and the twelve new Member States encouraged the EU
Commission to work on a new readjustment of the strategy.
In December 2007 the European Commission therefore published for each
Member State a report on its progress under the Lisbon Strategy. The March
2008 EU-summit emphasized the need for greater discipline and further investment in research development, in education, in business facilitation and
in labour productivity. The main focus of the new 2008-2010 cycle should
continue to be an implementation rather than setting new targets. The four
priority areas should be knowledge and innovation, unlocking business potential, modernizing the labour market and fourthly take on the energy and
climate change issues. As the second cycle of the re-launched Lisbon Strategy for Growth and Jobs takes a restart, it is of key importance to maintain
the momentum and step up reform eﬀorts to further increase productivity
growth and employment by strengthening human capital, improving the
functioning of labour markets and migration policies as well as promoting
innovation and reduction of administrative burdens. The single market is a
crucial driver for enhancing living standards of European citizens and Europe’s competitiveness in the globalised economy. It is equally fundamental
to develop market-based instruments to reach energy and climate policy
objectives in a cost eﬀective and ﬂexible way. The Competitiveness Council
submitted the recommendation to improve the transformation of Europe in
a sustainable economy of which the creation of the ﬁfth freedom, this is the
free movement of knowledge, is the most innovative. Concrete steps should
therefore be taken to enhance mobility and career prospects of researchers,
a stronger emphasis should be given to lifelong learning and strengthening
of e-infrastructures should get better priority. In order to transform Europe
into a sustainable economy, further accents should be given to EU’s potential in renewable energy and resource-eﬃcient products.
An essential challenge in the implementation of the Lisbon Strategy
framework is to strike the balance between the need for ﬂexibility in labour
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relations and security on the employment side, a paradigm which is referred
at as ﬂexicurity. The Lisbon Strategy speaks about 70% participation of the
population in the labour market. This goal can not be achieved if there is no
rebalancing of actives and non-actives. As 1998 Economy Nobel Prize winner Amartya Sen put forward, we need to deﬁne capability. This means that
by taking into account competition and ﬂexibility, one also has to care for
a guarantee that professional and family life can be combined. With guarantees for gender equality, the approach should also provide sustained
healthcare, energy eﬃciency, quality education and good communication.
Flexicurity can only be a hinge point if social cohesion is respected and solidarity mechanism, including ecological footprint and human development
index, are in place. A functioning market economy in this respect should be
balanced by a functioning solidarity mechanism. In particular new answers
should be developed on the redistribution of wealth, taking into consideration that a ﬁnancing of the growth should include on the one hand research
and development and on the other hand ﬁnancing mechanism on ageing
and new costly health care treatment. On the income side creative ﬁscal
policy should support the achievement of the strategy goals by developing
a coherent bonus system for participants in the economic and social objectives. It may be obvious that as such, non-comprehensive ﬁscal schemes like
ﬂat tax can only be useful as a temporary measure or a measure to focus on
some speciﬁc area of the economy like combating the grey economy. Indeed the complexity of a global future oriented approach on European level
should exclude ﬁscal or social dumping. Higher responsibility of each citizen
is obvious, but it would be unfair to expect only from the citizens eﬀorts and
let the State escape under the sole umbrella of responsibility.
Each EU Member State has to draw up a National Reform Programme
which under the guidance of the European Commission should give more
precision on how and what challenges will have to be seized. Within the
freshly agreed Lisbon Treaty, not to confuse with the Lisbon Strategy, it will
be possible to develop enhanced cooperation. This means that Member
States also under the Lisbon Strategy could develop common strategies,
going beyond the scope of the acquis communautaire. The open method
of coordination could in this respect lead to enhanced cooperation or also
from a point of view of project approach such like proposed by Belgium on
management of catastrophes. Next to the enhanced cooperation Member
States could set up cooperation schemes as it is already done in several
areas. Today Belgium and Bulgaria for example have taken a ﬁrst step by
developing cooperation in the ﬁeld of pension, hospital management and
social policy. Also at the level of municipalities and ministries, capacities
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can be reinforced by applying best practices from diﬀerent Member States.
This should reduce red tape and provide more conﬁdence to the citizens.
Today indeed in comparison with ﬁfty years ago when the European institutions took their ﬁrst steps, European Union has evolved in a more comprehensive and participative construction. It contains not only legislative
machinery through which policy is developed by directives or regulations
but also has a bottom-up approach, more formally known as subsidiary. In
this lively interface citizens should have a maximum involvement whether
it is at the national, the regional or the local level.
The European Economic Social Committee in its opinion on the March
2008 declaration states that it is indeed of great importance that the Lisbon
Agenda can be considered by a large range of actors in the member countries. There is practical evidence that in cases where the social partners and
other civil society organizations take co-responsibility, the Lisbon process
functions better.
Dear friends,
Quality of life is an essential aspect of the European goals. Not only from
a ﬁnancial point of view but also in a broader sense as food safety, social
security, sustainable environment, performing judiciary, focused education
and pluraly dimensioned communication are aspects of the gross national
happiness index. In economic terms one can achieve better quality of life
through economic growth, research and development, innovation and free
market mechanism that conﬁrms competitiveness as well as liberal ﬁscal
policy. In this sense the European Union not only has the responsibility to
manage and to coach the Lisbon Strategy dimensions but also to provide
suﬃcient means to bridge the gap between those countries which have a
GDP above the average and those under the average. Indeed the genuine
European Member States should understand that solidarity is not only an
interpersonal issue but also a matter of broader society, where Central European countries should provide conﬁdence that the money will be well
spend in all transparency. If by 2013, starting date of the new ﬁnancial perspectives, no better ﬁnancial mechanisms will be found, the risk of a Lisbon
Strategy in two or more speed could become reality. This may hamper all
eﬀorts which are undertaken to make Europe a performing society being
capable to take up the challenges of the globalization.
There is a saying that the Lisbon Strategy is Europe’s best kept secret.
It should however consist of a multi-form approach which should make it
recognizable as a Europe-wide strategy, also by non-governmental actors,
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leading to convergence of governmental policies. Reform is neither about
rolling back valuable social advances nor our social market economy, it is
about equipping people to succeed in times of change. Giving them the
chance to take control of their own lives. It is about modernizing our social
systems and securing their sustainability. It is about a dynamic business
environment where entrepreneurs are spending their time and resources
on producing high-quality goods and services that people from all over the
world want to buy. Not ﬁlling in unnecessary forms. It is about a low carbon economy that is good for the environment and good for business. An
economy that provides rising living standards but which doesn’t cost the
earth. That’s why continuing reform is so important to achieve performing
and sustainable European economies under the Lisbon Strategy.
I thank you for your attention.
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The Long and Winding Road.
A Reﬂection on the post 12 June Situation
of the Lisbon Treaty
Lothar Jaschke1
Council of the EU, Western Balkans Task Force

This paper will serve as a reﬂection paper for the European Congress of the
UEF in Paris, 10/12 October 2008.2
It was a bewildering moment, conﬁrming some in speculations about the
likes of a two speed Europe or even building a new European Union when
on Friday 13 June 2008 the results of the Irish referendum became known.
The Lisbon Treaty, designed for an EU of close to 500 million people, will for
the time being not be ratiﬁed by Ireland and can not enter into force.
A bizarre and ominous scenario unfolded in Dublin on this 12 June that
fulﬁlled the worst nightmares of Brussels Europe and the accession hopefuls. Another No, two years after Paris and Den Hague, means secluded selfreﬂection and puts enlargement, seemingly more and more unpopular, on
hold. Is the Union too distant from its citizens? Does it accelerate globalisation and accept that the gap between poor and rich is rising? Is Europe
advancing without Europeans? We built Europe, now we need to build Europeans (B. Geremek). The Irish referendum outcome is particularly ill-placed
to proof growing Euro-scepticism. The majority of No voters do support
European integration. Had 60.000 voted the other way, the Treaty would
have passed and the legitimacy issue would be no issue or at least feature
less prominently in public debate.
The solace in the Irish No is - under the hypothesis that the Treaty will be
rescued - the (vague) possibility that delayed implementation of the Lisbon
Treaty might somehow bring its complex institutional arrangements and
the ensuing nomination of new posts in line with the normal Nice calendar
which marks November 2009 as the D-Day. Should the Lisbon Treaty not be
in force by then, intermediate arrangements will have to be found.
Et maintenat on fait quoi? Several options come to mind: a) holding a
1
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.
2
The views expressed in this article are personal and do not engage anybody but the author. The author is a member
of the "Europe Groupe" Brussels of the Union of European Federalists.
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second referendum; b) renegotiating the Treaty and c) seeking a new
status for Ireland; d) simply abandoning the Treaty of Lisbon and continuing European integration on the basis of Nice Treaty including
deepening the enhanced cooperation and e) agreeing on Treaty implementation without changing the Treaty - until time is ripe again for a
grander solution. All other options than a) involve re-ratiﬁcation by Member States which have so far ratiﬁed Lisbon. Any of these options take time
and eﬀorts. There will be no quick ﬁx. Nor is it fair to throw the blame on
Ireland alone. The Treaty would have been rejected by the majority of voters in other EU countries had they had a say in it.
If the Lisbon Treaty was a train, it slowed down but did not derail. Unlike
two years ago when the constitutional Treaty was brought down by a ratiﬁcation strike - several countries cancelled referenda after the double No
from Paris and Den Hague - the EU's head of states and governments decided jointly on 20 June 2008 that the "the ratiﬁcation process continues" and
that the Treaty was there to "help an enlarged Union to act more eﬀectively
and more democratically". Italy, Spain, Portugal, Luxembourg, United Kingdom and the Netherlands ratiﬁed the Treaty after the Irish referendum.
The story of the Lisbon Treaty's genesis is a story of European ideology in
a nutshell, of consuming frustrations, deﬁance and confrontation, but also
of dreams and triumphs.
The Treaty of Lisbon itself is a great leap forward. It carries the heritage of the Constitutional Treaty which had no less ambition than to found
anew the European Union. Lisbon does not do this - the constitutional
project has been formally abandoned - but seeks to modernise the existing
Treaties by strengthening the role for the European Parliament and those
of national parliaments and by introducing the Citizens initiative as well as
conferring a single legal personality to the European Union. It introduces
the Charter of Fundamental Rights into EU primary law. It strengthens the
subsidiarty principle, simpliﬁes decision making and extends qualiﬁed
majority voting in the Council to new policy areas such as energy policy,
public health or climate change. It facilitates enhanced cooperation, extending it to all areas of the Union's non-exclusive competences, including
foreign policy and defence.
In brief, Lisbon is a complex Treaty, negotiated in 2007 as the plan B to the
constitutional Treaty also called "draft constitution for Europe". The adoption of a constitution was the battle cry for two generations. When the constitution was signed in Rom on 29 October 2004 a dream was about to become
reality. These were euphoric days. Pro-Europeans were pacing back and forth
in high spirit. The awakening call from Paris and Den Hague was rude like a
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brass tutti after a long adagio in a symphony. Disappointment was palpable
like on the last August day back in 1954 when the French Senate postponed
the ratiﬁcation of the Defence Community and thereby killed it.
Like the French never touched the Treaty on the Defence Community
again, the constitutional Treaty slowly faded away into oblivion. The abandoned child was resuscitated in a "more digestible" version as the Treaty of
Lisbon, signed on 13 December 2007 in the ornate Jeronimo monastery.
Vasco da Gamma, a symbol of European sense of discovery, is lying only
some meters from the lieu of the signing ceremony. Jeronimo monastery
is the last place where sailors would pray before they went on expeditions.
Political leaders prayed by agreeing that there would be no national referenda except one. But as Ireland was generally pro European minded, its
outcome seemed a foregone conclusion. Did Bertie Ahern pray when he
signed the Treaty? At the time of the referendum he had already stepped
down as Taoiseach (PM), succeeded by his then Finance Minister.
The sound of the Irish "Nil" reverberates through some EU countries and
increased popular calls for referenda or prompted others to put ﬁnalisation of ratiﬁcation on hold (like President Vaclav Klaus and his colleague
Lech Kaczynski). Crisis rhetoric about the lack of EU legitimacy surfaced
again just after the Austrian and the German presidencies declared to have
achieved a boost in EU self-conﬁdence, and the signing of Lisbon was supposed to mark a fresh start in an outward looking Union, ready to take on
the challenges of the world it lives in.
It might belong to the many absurdities of life that the No came from the
single most successful EU country whose language has just been promoted
to an oﬃcial Community language. Ireland leap-jumped within few years
from an economic backwater to become one of the EU's richest country,
from a bastion of social conservatism to a more open and diverse society
that asks hard questions of its leaders.
According to an Eurobarometer poll - which some question - voting behaviour and motivation in the Irish referendum were to a certain extent
contradictory3. A referenda, in particular on complex issues, could fall prey
to all sorts of arguments unrelated to the issue at stake and can easily be
hijacked if those conducting the campaign are not careful (as the old joke
goes, if you ask a girl to go to the cinema with you and she turns this oﬀer
3
According to the Eurobarometer poll, taken immediately after the referendum, 99% of no voters agreed that the
EU needed ﬁxing by way of a new Treaty; 80% said they supported EU-membership. 190.000 or 22% voted no for the
simple reason that they did not know enough about the Treaty and 172.000 did not know whether the Treaty was good
or bad for Ireland. 12% of the no voters wanted to protect Irish identity - others cited a general lack of trust in politicians,
a wish to safeguard Irish neutrality in security and defence matters, the desire to maintain an Irish Commissioner in
every Commission, the need to protect the Irish tax system and to avoid a uniﬁed Europe. Surprisingly as well the
demographics. Young people (18-24 years) voted no (65%) more often than elder (over 55 years; 42%).
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down, you still do not know whether she said no to you or to the ﬁlm). The
marge de manoeuvre for a negative campaign is endlessly larger, the burden of proof will mostly be on the positive side quod erat demonstrandum.
In the Irish case, in the end a majority of voters refused to accept the Treaty
for the exact reasons the Treaty was supposed to address: lack of democracy and democratic accountability, centralistic bureaucracy and distance
to be addressed by extending democratic rights and better enforcing the
principles of proportionality and subsidiarity.
The pro Treaty side failed to conduct a credible referendum campaign
on the merits on the Lisbon Treaty. It advocated a yes but did not really say
why. The No side used the gloomy economy outlook and the perceived disenchantment with the EU and communicated its messages by new media
(focused internet blogs rather than anonymous brochures) which worked
well with the younger generation. It argued that the Treaty hurts the interest of the Irish, aﬀect negatively matters like tax rates, euthanasia, abortion
legislation, agriculture and advances the European case in a dangerous direction. It suggested that the EU worked well for Ireland, so why change it,
and - "if you do not know just say no". There is geniality in a Machiavelli order
behind this formula. But intellectual honesty would have it to say: "if you do
not know, do not vote".
At the other hand referenda enhance democratic legitimacy and a sense
of ownership. If this is so, legitimacy should be transferred to the appropriate level: European referenda on European issues, national referenda on
national issue. European referendum implies that the same question on a
European issue is put to the public on the same day(s) following the same
procedures. How should results be followed-up? Habermas, advocating a
European referenda, takes a strict line: If the European referenda was on a
Treaty, those countries with majorities saying Yes would be in, those with
majorities saying No would be out. Tricky again, why not take the EU population as one electorate. Is the European Polity of a European demos or of
States? Regrettably or not, it is of the latter, but with Lisbon it would move
closer to the ﬁrst.
Understanding the rationales behind the No might help to draft a new
basis for a possible second referendum in 2009 or 2010 (option a). The
new basis could be a declaration stating that the corresponding articles of
the Treaty do not touch upon neutrality, do not oblige Ireland to participate in ESDP missions and do not empower the EU to set tax levels nor the
European Court of Justice to overturn Irish abortion, divorce and euthanasia legislation. Most importantly such a basis would include a promise
not to enact the new Art 17(5) of the Treaty on the European Union (TEU),
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revised by Lisbon, according to which "as from 1 November 2014, the Commission shall consist of a number of members … corresponding to two thirds
of the number of Member States, unless the European Council, acting unanimously, decides to alter this number". According to Article 213 of the current
TEU "the Commission shall include one national of each of the Member States.
The number of Members of the Commission may be altered by the Council, acting unanimously". Indeed, clinging on to "their" Commissioner, the Irish get
a better deal with the Nice Treaty. On the assumption that the current onenational-of-each-Member State system (1:1) should be preserved, the key
for the approval of all Member States to the Lisbon Treaty might then implicate getting guarantees for an unanimous decision to "alter this number"
once Lisbon is in force.
Going back to voters on this basis would be an oﬀer to go on with business on improved terms. But a second referendum is unpopular in Ireland
and will certainly have to be handled with care in order to avoid a backlash.
Late 2009 or 2010 are probable dates. The 2009 Parliament and Commission would then still be Nice based. But even with Nice the Commission
does not necessarily have to change its composition if the European Council decides not (or does not agree to decide) to alter the number of members of the Commission. It would then consist of as many Commissioners
as Member States minus two plus a Vice-President functioning as a High
Representative and a (stronger) President.
Negotiating a new text (option b) which could include ﬁnding a new
status for Ireland (option c) is extremely unlikely. With 23 Members States
having ratiﬁed a Treaty born after nearly eight years, renegotiation to get
a mini-Lisbon (a mini-mini Constitution) seems beyond all questions. It
would also be too risky to open a Pandora Box. The same goes for a more
extreme version of option b): the revolutionary idea that some Member
States leave the Union, ﬁnd a new one on basis of a (federally orientated)
constitution and bring others along.
In theory Article 6 of the Lisbon Treaty4 on entry into force could be
changed to include 26 countries with Ireland continuing to participate in
the European integration on the basis of the Nice Treaty. Politically and legally very diﬃcult. It requires the assent of all Member States and means
ﬁnding a way to reconcile the Lisbon and the Nice Treaty which in some
ways contradict each other. A discussion about enforcing Lisbon without
Ireland could realistically only emerge if Ireland refuses to ratify the Treaty e.g. if it refuses to hold a second referendum or if such a second referendum
4
Art 6, 2 paragraphe: This Treaty shall enter into force on 1 January 2009, provided that all the instruments of ratiﬁcation
have been deposited, or, failing that, on the ﬁrst day of the month following the deposit of the instrument of ratiﬁcation by
the last signatory State to take this step.
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results in a second No - and all other Members states want to implement the
Lisbon Treaty. As an immediate reaction to the No, Frank-Walter Steinmeier,
the German foreign minister, suggested that one way to implement the
Treaty was for Ireland to withdraw temporarily from the process of European integration. Jean-Pierre Joyaut, the French European minister, talked
about a "legal arrangement" with the Irish. Whatever this means, any solution must legally be watertight if it should not seriously damage the EU.
Reminiscence to history: When Bayern refused to ratify the German
Grundgesetz in 1949, the latter still entered into force. The Landtag in Munich (the Parliament of the Freistaat Bayern) at that time passed two resolutions. One on the Grundgesetz which it did not approve because of its "centralistic tendencies". The other on the coming into force of the Grundgesetz
which it accepted as long as 2/3 of the other German Landtage would ratify.
In the end the Munich Landtag gave its approval to the Grundgesetz on
the basis that Bayern would not be bound by it. The possibility of constructive abstention with a threshold concerning the coming into force of an EU
Treaty could be drafted into the next Treaty.
Why not simply forget about the Lisbon Treaty and continue European
integration on the basis of the Nice Treaty (option d). After all the Treaty
of Nice works for the EU nicely for the current EU and its potential has
not been exploited yet to the full. This scenario excludes new accessions
(as one of the raison d'être of Lisbon was to create the conditions for new
accessions) and it assumes that the EU can move forward without the integration impetus it would get from implementing the Lisbon Treaty.
One way to still move forward would be the practical application of some
of the Lisbon's Treaty provisions without waiting for the Treaty to actually
come into force and by better implementing the Nice Treaty, f.e. in the area of
enhanced cooperation (option e). Participation of national parliaments, application of the principle of subsidiarity and the introduction of team presidencies - to a certain extent reality already today - could be introduced via
changes of the Rules of Procedures of the Council. In theory, even the double
hatting of the High Representative for foreign policy with the Vice-Presidency of the Commission and the change in voting system in the Council could
be realised, albeit requiring a political agreement, which is unlikely.
Under the enhanced cooperation arrangements, projects and policies
could be proposed under well deﬁned conditions5 by an avant-garde group
of at least eight countries (the Lisbon Treaty raises the threshold to nine
countries) and be implemented, inviting others to follow. Enhanced coop5
Art. 326 to 334 of Treaty on the Functioning of the EU (Lisbon); ex Articles 27a to 27 e; 40 to 40b; 43 to 45 of the
Treaty of the European Union and ex Articles 11 and 11a of the Treaty of the European Communities
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eration can vary from subject to subject, but it can as well be steadier with
an avant-garde group emerging openly or informally, setting and following
its own agenda. This however has never happened and it is not very likely
that it will. In brief, some advances are possible, but any practical application
of whatever provision can never be a surrogate to the Lisbon Treaty itself.
In Amsterdam and Nice, the Treaties have been revised half heartedly.
Lisbon is set to modernise the European Union, bringing the latter in line
with the realities of a global player on the world stage and to extend the
realm of cooperation in areas where the majority of citizens regularly sees
the need for an enhanced role of the EU and favours a constitutional arrangement. As argued above, Lisbon is a design for a European Union
which can address global challenges and implement solutions; challenges
like globalisation, migration, demographic shifts, climate change, the need
for sustainable energy sources and new security threats. With 27+ Member
states the EU's construction has become too fragile to carry on as a block
where countries representing the minority of the EU-citizens can impose
their rules. More ﬂexible, creative arrangements like the extension of qualitative majority to nearly all areas and the use of reinforced cooperation are
no more academic pet projects but conditio sine qua non should the EU
want to keep its coherence and play a commensurate role on the world
stage. Should Lisbon fail and Nice continue to apply, nothing dramatic
will happen, but the EU risks to lose relevance.
Pressure will grow on the EU to face the challenges of a major player in
the modern world, to apprehend and to take on European responsibilities
and to move forward with integration in one or the other way, including efforts to address the legitimacy question. Otherwise the Irish No could well
turn out to become the EU's nemesis, not just an "anecdote" in European
integration history.
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The Principle of Democracy in the Context of the
EU’s Constitutionalisation
Dr. Friedhelm Frischenschlager
President, Union of European Federalists Austria, Vienna

Some introductory remarks on the problem of the EU’s democratic legitimacy
By the time this seminar took place, Europe was confronted with the result of the Irish referendum: two million Irish voters (of which actually less
than a million cast their ballot) refused the Lisbon Treaty. They thereby prevented 500 million people in the rest of the EU to proceed with institutional
reform and the EU plunged into its next political crisis.
However, even without the additional hurdle of the Irish vote, the EU
could not have continued to address problems in the usual way while facing an obvious lack of popular support for further steps of integration. The
traditional EU approach – the political elites know what is good for Europe
and the people are ready to follow the guidance “from above”, or “from
Brussels” – has reached its limits. The Lisbon Treaty itself represents the
last example of this take on European policy making: 95% of the content
of the Constitutional Treaty, refused by negative referenda in France and
the Netherlands, were kept but in anticipation of an otherwise widespread
lack of popular support it was presented as a big change with respect to
the Constitutional Treaty mainly by deleting all symbols making allusion
to statehood. Adoption was hastily pushed through via national governments and parliaments, avoiding referenda whenever possible, until, well,
until the only unavoidable Irish one ended with a “No”.
The increasing gap between “Brussels” and many citizens in the member
states is pointing to concerns about deﬁcits in democratic legitimacy and
provides for a heavy political dilemma for Europeans:
On the one hand the increasingly negative mood of European citizens
vis-à-vis the present EU integration process seems to suggest that the EU’s
integration has reached its limits with the Treaty of Nice. Even the EU in its
present form is in danger to fall back into an ordinary International Organization. Without more popular acceptance and democratic legitimacy, further integration, deepening and enlargement just do not seem feasible.
On the other hand there is the question if the present EU of 27 member
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states remains operational in this form, and if the future challenges can be
adequately met without more competences, more supra-nationality.
Therefore, the crucial question for the future is the acceptance and democratic legitimacy of the EU, can it be organized along democratic principles?
In an attempt to do so, I will try to give an answer to four inter-related
questions:
First, why after ﬁfty years of a successful EU are we facing problems of
public support for the EU?
Second, Democracy emerges as an EU problem only if a simple international organization or economic entity is not enough and a politically
integrated EU is needed. How much of EU integration is needed? This is the
so-called question of EU’s ﬁnality.
Third, is the dilemma between a political EU of 27 with ﬁve hundred million inhabitants and its legitimacy solvable by democratic means at all?
Fourth, what can be done for a more democratic EU in practical terms?

1. Why we are facing a crisis in popular support – after 50 years
of successful EU
There are two major changes in recent years that form a contrast with
the preceding decades of European integration:
First observation:
The general public attitude towards the EU has changed. In the past,
from the Treaties of Rome 1957 until Maastricht 1992, integration politics
could rely on a positive preoccupation, a silent implicit support of the public. People trusted their governments and this in general included the “EU
elites”. European integration was a more or less unchallenged success story.
Today, we are confronted with a general tendency of EU skepticism and
negative attitude towards the EU. The Eurobarometer polls show that not
much more than 50% of Europeans perceive the EU a something positive.
Turnouts at elections of the European Parliament decreased from 65% in
1979 to 45% in 2004 although the EP continuously got more power. Until
this day there were always countries who are eager to join, however the
immediate post-accession phase was often characterized by a general disappointment about the newly acquired membership. In the beginning the
founding member states could base their policies on a strong European
consensual attitude and sense of solidarity, whereas today a “my country
ﬁrst”-approach is prevailing.
The reason for this development could be a general change in the inte258

gration process: From the Treaty of Rome to the 1986 European Single Act,
one could speak of “negative integration”: national trade barriers were removed and this was accompanied by an enormous post-World War 2 economic success and a desire for peace. This in turn led to a general attitude
towards Europe as providing a positive legitimacy through results (output
driven legitimacy).
In a second period from the Maastricht Treaty until today, EU politics
turned to be more and more “positive integration”, increasingly interfering
with and disturbing domestic policies of member states. Strong pressures
to reform, exerted by the Commission, the “guardian of the treaties”, are felt
to be an unpleasant controlling power, e.g. when competition cannot be
cushioned by national subsidies.
The consequence is that EU politics changed from a more idealistic and
consensual to a more “national interests ﬁrst”approach, with more conﬂicts
among the member states and consequently with more domestic controversies about EU politics. The widening and deepening of the EU led and
still leads to increasing tensions, distrust and rift between “Brussels” and the
people at home. The former positive preoccupation concerning EU integration changed to a negative one. Today this development is aggravated by
the general social, economic and ecological pressure on politics, and by the
impact of globalization. In this context, “the EU” gets the blame, a reaction
which is often accompanied by a resurge of nationalistic attitudes.
Second observation
A second fundamental change in EU politics concerns the uncertainty
about the future of the EU as such, i.e., the conﬂict about its ﬁnality.
Although the Rome Treaties convincingly and ﬁrmly announced that
“Europe” will aim for an “ever closer integration”, with a “right” of all European countries to join, and although for some time this was seen as a more or
less self sustained process towards an economic and consequently political
Union - the so called spillover/Monnet approach-, this process is now challenged, perhaps even not working anymore at all. Indeed, we are facing
today a widespread uncertainty about the limits of the EU, a strong conﬂict
about its deepening and widening, which is highlighted and exempliﬁed
by the contrasting positions of Tony Blair - an Economic Community is suﬃcient - and that of Guy Verhofstadt, advocating for as much as the “United
States of Europe”.
These general changes create a big dilemma for the future of the EU. If
the EU’s political elites try to go on with the traditional method of integra259

tion, and therefore attempt to manage the deepening and widening of the
EU without a distinctive popular support and trust, a dangerous conﬂict
with the democratic legitimacy will be unavoidable. Meddling through will
just not work any more. On the other hand, one could plea for accepting
the general skeptical mood towards the EU as a fact, thereby concluding
that the EU integration has reached its limits with the Nice Treaty – at least
for the time being. But under this assumption, another problem emerges:
is such a EU27 able to meet future challenges?

2. EU integration: do we need more of it and how much more is
enough?
The EU in its present form continues to represent a great success story
and there is no reasonable alternative to its four freedoms, its social impact,
the open economy, and a secure and peaceful Europe (not even mentioning the role for this Europe in the world).
Further, there is no alternative to more EU competences and powers.
First, some political problems Europeans are facing only have a chance to be
solved by joint policies. Indeed, the capacities of Europe´s Nation States are
over-stretched, considering for instance energy- or environmental matters,
traﬃc issues, the CFSP, Justice and Home Aﬀairs, etc. It is ridiculous to expect
that globalization could be answered by member states acting separately.
Consequently, a necessarily more powerful EU cannot operate any more
on an intergovernmental basis. A pooled, shared sovereignty, exerted together, is the only chance to meet the political challenges ahead. Therefore
the often blockading unanimity rule has to be overcome and replaced by
the majority rule with limited exceptions. Without more supra-nationality, a
EU of 27 or more member states will fail by lack of political capacity.
To sum up at this point:
50 years of Europe´s history have shown a stop-and-go reality: steps forward were followed by stops and crisis. For a long period, the EU has been
accepted as something in-between an international organization and, in
some aspects, a state-like political entity of its own, consequently a mix of
intergovernmental and supranational structures. But, not only does the EU
in its present form justify more Democracy, all the more a EU with extended
supranational power would do so! As a stronger EU is indispensable, it is
all the more unthinkable without a stronger democratic legitimacy, a sufﬁcient public support. Our third question directly follows:
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3. A stronger, more supranational EU: can it be organized
democratically?
In general democracy is understood as citizens’ control over policy decisions via elected representatives, based on a system of political freedoms of
expression, information and association, with institutional guaranties for an
open political competition, separation of powers, power limited in time, etc.
For democracy to function, there are important additional prerequisites,
such as the question of demos. Does the society feel as a political entity,
ready to take risks, to share burdens, in other terms: is there a minimum of
inter-personal solidarity? Second, are the democratic principles, including
basic human rights, the rule of law and the main institutional arrangements
accepted, trusted and implemented in the daily political life, e.g. fair reporting of election results, majority rule, suﬃcient transparency, public sphere
around politics, access to information, and so on. Of course, all these elements of democracy are a permanent concern for any political entity and
represent a tension between political theory and actual political life. In the
EU context, the question can be formulated as follows:
Democratic standards
- can they be applied to transnational politics at all?
Foreign aﬀairs have always been a prerogative of governments. Diplomatic, administrative structures are prevailing.
In the ﬁeld of multilateral foreign policy and international organizations
(IOs), the main issues are the “democratic” power distribution among the
member states, reﬂecting the conﬂict between stronger and weaker ones,
how to deal with the unanimity rule, etc. Annexed parliamentary bodies to
IOs (NATO, OSCE...) have limited importance.
Supranational organizations create a new qualitative challenge for democratic standards as they open the opportunity for binding decisions for
all participating states – even without unanimous consent of all individual
member states. And this is exactly the case of EU: a transfer of sovereignty
to a trans-national political entity.
Still, compared to a “normal” IO, the EU meets quite many democratic
standards. Compared to nation state standards, there are of course many
deﬁcits. However, this has not been neglected in EU´s history. In the Maastricht Treaty for instance, democracy is addressed as one of EU´s basic values.
Democracy, rule of law, human rights are all part of the “Copenhavn” criteria
for accession to the EU. A procedure for sanctions in case they are violated is
even provided, up to a suspension of voting rights in the EU institutions.
261

On the other hand, the existing institutional democracy deﬁcits of the
present EU are well known. There is no government in a nation state sense,
i.e. no “normal government” including opposition competition; the legislative power of the EP is limited, the legislative initiative lies in the hands
of the Commission, the ﬁnal concluding role is with the Council. Further,
EP-elections lead to nation state elected deputies, they are not really “European” elections as there are no EU-wide lists. However, all these deﬁcits
are understandable, as the EU is an unprecedented, unique political entity,
therefore with many obstacles on the way to more democracy.
EU - lack of a “nation”-like identity?
It is often argued that the EU has not grown on ethnic and cultural traditions, creating national solidarity. As no legitimizing demos exists, no
common expression of political will, no EU-“state” and consequently no
Constitution, no EU-wide democratic structures would be possible. EUcitizenship exists on paper only - so far at least.
The counter position is as follows: the EU´s identity is of course not based
on ethnic, religious, cultural identities. But it is grounded on a common political identity, on the consciousness of EU citizens to belong to one polity,
based on shared values, to shape jointly their political life, convinced that
there is no alternative to cope with the political challenges of Europe. Therefore supra-nationality, shared sovereignty, together exerted, are needed to
make binding decisions for all constituents.
This exactly is the EU’s normative and partly institutional reality, but not
the general thinking of the average European. Here lies the problem - the
deﬁcit of an awareness of a general European political citizenship. Despite
the fact that today a big part of politics is more or less shaped, made on
a EU level and people are met by it – they do not feel as EU- citizens, as a
common political society, entity. A popular EU-wide solidarity, aﬀective attitude, political coherence is very limited so far. The member states remain
the politically and emotionally constituent element of the EU. This deﬁcit
of awareness of a political identity and entity creates the main obstacle to
a citizen-based democracy in the EU. The political reality has bypassed the
public awareness.
To summarize the tension between the principles of democracy and the
present EU:
To stop the political integration because of a gap of legitimacy or even to
go back to a simple economic union is no alternative to further integration.
A political Union is indispensable for Europe’s future, and therefore Europeans have to overcome this crucial deﬁcit of European political awareness,
of political identity. Yes, there are institutional reasons for it. However there
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are not too many and they are absolutely solvable. The Constitutional/Lisbon Treaty indicates the right direction at least.
The most serious task is to overcome EU´s present weakness in the European public sphere: people do not feel included in the EU political life;
they have no chance to follow the EU decision-making process – even if
interested. Again this is institutionally caused, e.g. by the non-transparent procedures behind closed doors: the Council legislates in conﬁdential
meetings, the Commission’s success depends on internal negotiations, too
much public is seen as disturbing, and even the work done in the EP suﬀers
from very limited publicity.
The communication of EU-politics in the member states is totally insufﬁcient, the perspective of national interests and the approach of national
government versus “Brussels” prevail, often following the way “good things
are done at home, for the baddies the EU is responsible”. National parliaments normally don´t tackle too much European matters, often - e.g. in
Austria - do not use constitutional competences in this ﬁeld. The mass media are mostly biased towards national positions and the European-wide
media landscape (EuroNews etc.) is very weak, and the EU-wide communication instruments are too often PR-oriented.

4. What can be done for a more democratic and legitimate EU in
the future?
A politically powerful EU indispensably needs an appropriate democratic legitimacy. The EU is not a nation state-like polity, therefore democratic
standards are not fully applicable, but they are adaptable to the EU. Consequently, the ﬁrst main task is to continue with institutional reforms based
on the elements of the Constitutional/Lisbon Treaty and beyond. However,
the problem remains the weak public support of the EU. Beyond institutional progress, mainly practical political eﬀorts are necessary to strengthen the political identity, i.e. the political citizenship of Europeans.
Institutional Reforms:
The Constitutional/Lisbon Treaty took the right direction of institutional
reforms. Therefore we have to continue with eﬀorts to establish a EU-Constitution, at least to get through with the Lisbon Treaty, otherwise a EU of
27 or more states will face a permanent crisis.
The Constitutional Treaty and the Lisbon Treaty do not diﬀer too much.
The term “Constitution” and the symbols (ﬂag, anthem) were deleted
- which is ridiculous, as these symbols are not the crucial attributes of a
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“super state”. Tools for an emotional identiﬁcation of Europeans were abandoned – regrettably.
However, the Lisbon Treaty was a very positive step to strengthen
democratic values in the EU and a political EU Citizenship:
First, the Charta of Fundamental Rights with its mandatory eﬀect within
the EU’s institutions and the member states as far as implementing EU legal
acts is concerned.
Second, Art. 46 clariﬁes that the EU is grounded on representative democracy and on a double legitimacy of its citizens and the member states,
represented respectively by the EP and by the Council.
Third, a procedure for leaving the EU is also foreseen.
Fourth, important progress on participatory democracy is provided by
the opportunity for 1 million petitioners to initiate a proposal of the Commission for a EU legal act, a big chance for direct democratic activities and
to form cross border citizens initiatives.
Fifth, the EP-elections could become a little more of a European matter,
as tasks of EU-wide political parties are at least mentioned. However, this
is not enough. What is needed is EU-wide lists, to be voted in the entire EU
-perhaps via two ballots, one for the “national”, the other for a European list.
This would deﬁnitely improve the EU-wide legitimacy, raise real European
issues and perspectives in the campaigns, give EU-wide parties a stronger
position and would create a stronger link between the EP and a cross-border electorate.
Sixth, more competences are given to the EP, as the co-decision (EP and
Council) is now in principle the only legislative procedure. What is needed
yet is its extension to all policy areas (Justice and Home Aﬀairs, Common
Foreign and Security policy – i.e. Pillars 2 and 3). The EP would also elect
the President of the EU-Commission taking into account the results of the
EP-elections.
National parliaments would also be more involved and get a stronger responsibility in the EU’s law-making, as any EU draft law has to be conveyed
to the national parliaments and within 6 weeks they can put forward objections, in particular from a subsidiarity point of view. If a majority of parliaments do so, the bill is stopped. If this is not the case, the Commission has
to answer why it sticks to the proposal. However, this problem is not only
an institutional one. Many national parliaments do have a strong position
in the law-making process in European matters, but do not use the existing
tools. European issues are not discussed properly in the parliaments that
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would allow the public to form its opinion on them. A more eﬀective parliamentary discourse on EU policies is urgently needed, in order to inﬂuence
the positions of the national members in the EU’s Council in its role as the
EU’s main legislator.
Clearer institutional structures would be reached by ﬁxing the double
majority voting (55% of member states, (15) – 65% of EU population) as
the general rule in the Council, establishing a permanent EU-Council Presidency and an EU-“Foreign Minister”.
New EU competences would be created in the area of social, ecological,
economic policies; the pillar - structure would be abandoned.
More transparency would be possible, as the Council as legislator would
operate in public meetings.
It is really a pity that, whilst the Constitutional Treaty merged the EU
Treaties to one document, the Lisbon Treaty only renames them but keeps
the two Treaties - a lost chance to get a clearer, somewhat more readable
document.
There is no doubt: the Constitutional Treaty, the Lisbon Treaty were remarkable steps to a more democratic and eﬃcient EU. With some additional reforms and changes in political practice on all levels would the EU be on
a good way.
Strengthening EU-citizens’ political identity, and acceptance of
political integration:
The political identity in Europe lies of course primarily with national and
regional feelings. A European identity has not been reached, although the
individual European is aﬀected by and is part of daily EU-politics. And this
is an irreversible fact, because even the big European countries are not any
more in the situation to provide on their own the solutions needed to meet
present and future challenges. But the general awareness of this fact is
more than underdeveloped among Europeans. What can be done?
The answer is: Creating an EU-wide political public sphere via an enhanced political communication at all levels:
For a long time this problem has been totally neglected. After the again
lower turnout of voters at the 2004 EP elections and the referenda 2005 in
France and the Netherlands at least the Commission woke up and reacted:
a Commission member for political communication has been appointed,
some activities were set up, a White Paper with good analytical content was
compiled, many activities were proposed on how to reduce the gap between the people and the EU institutions. Some programs were launched
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(“Plan D”, standing for “Dialogue - Discussion - Democracy”), conferences
took place. All these analyses, intentions, were very positive, but regrettably remained mostly on paper so far, because the support by the Council,
the member states, and even the EP has been very weak. The lack of political will, decisiveness and resources led to very limited results. However, at
least the EU started with attempts to improve its political communication.
At the level of member states, the interest is even weaker. The Austrian
government for instance, taking into account the worrying results of the Eurobarometer and decline of EP election turnout, promised a lot in its government program 2006 - but not many activities followed. The general mood
of Austrians to the EU even worsened. The situation may be better in some
other EU member states, but there is a general problem, proved by Ireland´s
referendum and the information policy practiced at this occasion - too late,
too weak, forcing the government into an unbiased, “neutral” position!
To overcome this distance between European citizens and the EU and its
politics more is needed than propaganda or PR activities. A comprehensive
approach is indispensable:
Frequent communication and information is needed on “Why EU”, its ﬁnality, aim, the structures and procedures, an open, transparent information and discourse on the most important running political subjects in the
EU, enabling citizens to follow the political process on the EU level. Only a
communicative approach, directed to inclusiveness and transparency can
set up a reliable acceptance of EU as an unquestioned political entity, creating a common feeling to be part of a European wide political citizenship.
What should be done?
Crucial is the commitment of all EU Institutions, the Commission, Council
members, MEPs, and the understanding that it is their responsibility and
obligation to carry this communication and information, including the
readiness to provide the resources. All institutions have to contribute to an
access of the qualiﬁed and general public to the frequent EU political main
issues in the running EU decision-making process. The opportunity of a
controversial, competitive discussion before decisions are made, comparable to the discursive procedures in developed parliamentary democracies
on national level is indispensable. Europeans must have the chance to follow the political developments in “Brussels”, in order to form their opinion
and ﬁnally, ex post, sanction EU politics by voting.
For instance, the Representations of the Commission and the EP in the
member states have to be strengthened in this role by more powers and resources, to counter all the mis- and disinformation, permanently produced
by the EU-skeptic faction in member states.
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The same democratic obligation has to be complied with by all political institutions at the member state level - the government, ministers as
members of the Council in Brussels- to include the public in their activities
on EU politics. Their totally inappropriate action by not keeping their citizens informed about EU politics is probably the most decisive reason for
the weak public support of the European integration, the failure to create
democratic trust in EU politics.
One tool to broaden the public discourse is the parliamentary scene. Regrettably, EU matters are not too much discussed in national parliaments
and when they are, the media are not too much interested in. It’s a constitutional issue, but also a question of parliamentary practice. There is a
lot of room for improvement left, a big chance for the public inclusion via
the public impact of the parliamentary debate to communicate EU politics,
given that there is a political will of the deputies, parties and media.
The European public sphere suﬀers from the weakness of the media with
a focus on EU matters. The EU institutions produce a lot of information materials, but the tools for direct information about the running political process do not really exist. EuroNews is a positive beginning, but much more
should be done to strengthen this tool and in particular to adjust it to the
speciﬁc member state situations.
A strong cooperation with and support to the public broadcaster could
enhance the information on EU politics. Public broadcasters depend mostly on public ﬁnancing either via the state budget or obligatory fees. The
legal rules have to be adjusted in a way that communication on EU politics
is included as their duty, just as it is the case for domestic politics. To some
extent the EU, as well as many member states dispend subsidies to media,
in order to foster freedom and pluralism of opinions, and to strengthen political communication. But many media neglect the fact that EU is an additional level of politics. People have to be informed about this as a matter
of democracy building. Therefore subsidies for political media could be tied
to proper communication on EU politics.
All these measures also mean that much more resources are needed. The
EU invests enormous resources in the economic or ﬁnancial infrastructure - for
good reasons, expecting that people experience and accept so the importance
of the EU. But EU is very reluctant to improve its political infrastructure. Once
again, if EU politics are not communicated properly, people not informed and
involved, it will not work in this way, while at the same time anti-Europeans
have simpler tools and better conditions to inﬂuence people.
One other very important challenge is the adjustment and improvement
of political education on EU integration. Political education is generally in
267

a very bad shape, and in addition, the topic EU is often brought up in a
very old-fashioned way. This is mainly a task for member states, however
the EU should support them; in particular by providing excellent prepared
materials, facilitating the exchange of best practice among member states
concerning curricula and training, especially for the education of teachers.
Last point in this list of what could be done, is the opportunity to appeal
to civil society organizations that could be more involved in a very practical
sense in relation with many of the opportunities and tools mentioned above.
There are many NGOs with a focus on European matters that are voluntarily
and idealistically ready to contribute to form a European-wide political society and identity. Stronger cooperation and support by the EU and member
states, combined with less bureaucratic obstacles could be an eﬀective and
eﬃcient tool to overcome this rift between Europeans and the EU.
Summary/Conclusion

There is no fundamental inconsistency between EU and the principles of democracy. It can not be practiced like in a national state,
but the EU as a unique political entity can be adjusted to its own
democratic structures and procedures, as the history of European
integration has already proved. The problem is that the political development has bypassed the general public consciousness, generating a lack of acceptance of EU´s further deepening and enlargement
from many people in the member states. Apart from institutional
needs, the main reason for this development is the lack of appropriate political communication of EU politics, the essential precondition
for any democratic entity. The next challenge is ahead - the EP-elections in June 2009. It must not be left to the neo-nationalist tendencies in many member states. The responsibility lies with the EU, the
member states, the parties and the politicians and their political will.
But we must also not forget: it is a challenge to the civil societies, the
citizens as well. Because it’s our EU, our future.
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The Future of the Enlarged European Union
H.E. Manfred Scheich
Former Ambassador of Austria to the EC, Vienna

For three days we have now discussed the experience new Member
Countries have gained during the ﬁrst period of their EU membership and
the preparations future Member Countries undertake to promote their
membership aspiration.
We are all agreed that the future of our countries and their citizens will
to a large extent be inﬂuenced and determined by the way the European
Union will develop and present itself in the years to come. I dare say that
we also agree that the project of European integration and cooperation has
no desirable alternative if we want to maintain and further develop security
and prosperity on our Continent.
But what is the nature of this European project? Let me try to give a
short deﬁnition. The integration process is conceived as a dynamic development towards ever more common policies inside the Union to cope with
the challenges and problems which we face in common and, secondly, to
speak with one voice to the outside the world in order better to represent
European interests on the world-wide scene. But to achieve this objective
it is indispensable that the Member States of the Union are determined and
able to shape and decide such common policies and act accordingly. This
takes us to the central and crucial question concerning the Union’s future
– the EU’s ability to decide and act eﬃciently.
The objective of eﬃcient functioning in the above sense lies behind the
repeated reform eﬀorts during the Union’s history. The call for institutional
depening has always had one aim: to sharpen the policy-making tools, i.e.
institutions and working procedures and to widen the ﬁeld of the competencies of the Union. When I talk about competencies, I do not only mean
the sole possibility of cooperating in certain ﬁelds, but I mean the transfer
of national competencies to the Union, where they are exercised together
in order to shape and decide common policies either by consensus among
all Member Countries or by way of majority decisions. Member States do
in this context abandon the right to apply these competencies nationally
or pursue national policies respectively. Examples for such transfers of national competencies are Foreign Trade Policy, Competition Policy and to a
large extent Agricultural Policy.
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To maintain and strengthen its problem-solving capacity the heterogeneous Union of 27 Member States would objectively require an extension
of its competences and the strengthening of its supranational structures
and working procedures – in particular majority voting across the board .
However, there we face a political dilemma. It might be said that never in the
past decades have governments and citizens been less inclined to transfer
additional competences to the Union and submit themselves to majority
decision making. It may in part have to do with the consecutive enlargements which unavoidably have led to a weakening of the Union’s internal
cohesion. This should not be taken as an argument against in particular the
latest enlargement, which was for overriding reasons a political necessity
and, in itself, a success. It raised, however, problems and challenges which
have as yet not been answered – particularly in the institutional ﬁeld.
Considering the widened spectrum of divergent if not contradictory interests among Member States and the institutional weaknesses of the enlarged Union, we are faced with a speciﬁc challenge to the political will of
Members to arrive at common solutions for the common problems. What
I may call a “culture of compromise” has to be developed since the shaping and the deciding of common policies is necessarily accompanied by
sacriﬁzing certain national interests. The readiness to compromise and to
put speciﬁc national interests aside for the common good will largely determine the EU’s future functioning.
When talking about the Union’s functioning in terms of its ability to devise common policies and speak with one voice to the outside world, the
topic of future enlargements cannot be ignored. In order to avoid any misunderstanding my remarks concerning future enlargements do not apply
to the still remaining countries of south-eastern Europe: their future lies
inside the Union. Big question marks however arise when we consider enlargements beyond this European region.
As already mentioned, the Union, with its present institutional framework has reached limits in terms of its internal political and cultural cohesion and its ability to function eﬃciently. (The Lisbon Treaty would in my
opinion not basically change this diagnosis) Thus, the opinion which can
be heard from high quarters in Brussels and according to which the Union’s
power and weight in the rivalry with other international actors like China
and India would quasi automatically grow with the extension of the Union’s territory and the accumulated volume of its population, is erroneous
if not risky. These other actors are states ruled by one political will and one
governance whereas the Union is a multinational construction presently
based on 27 souvereign states with 27 political wills and interests. Over270

stretching it, further diluting its internal cohesion would not strengthen
but weaken it from the inside.
Before this background the term “absorption capacity” for new members has entered the political discussion. What might be the criteria by
which this term might be measured and applied? Mention is made of the
possible eﬀects of a would-be candidate for the nature of the European
Project as such, the internal cohesion of the Union and its functioning: the
acceptancy by the Union’s citizens; the size of a candidate, and its eﬀects
on the internal balances as well as the question of ﬁnanciability (agriculture and structional funds); and last but not least the implications of an
extension of borders into unstable regions and its eﬀect on the internal
and external security of the Union.
These questions, diﬃcult as they may be, should be discussed in the future before extending candidate status on applicants and before judging
an application in the light of the traditional Copenhagen criteria.
I have on purpose touched, though brieﬂy, on questions which are in
the conventional political discussions too often left in the background. I
admit that the eventual answers will be diﬃcult if not politically painful.
But they are inseparably linked to the realisation of the Union’s objectives
and projections for the future.
Finally, the picture I tried to paint was complex and not only rosy. But,
the further success and the dynamics of the project of European integration are too important for all of us to allow the denial of problems and challenges. The European project needs, as all political processes, a permanent
critical assessment in order to correct weaknesses and deﬁne and answer
challenges.

271

STATEMENT
by Zinaida Zlatanova,
Head of European Commission
Representation in Bulgaria, Soﬁa
Dear friends,
I am very pleased to meet at this forum such an impressive spectrum
of young public servants from Southeast Europe. As I have worked in and
with Bulgarian state administration most of my professional life, I take it as
a special honour to be here with you today.
This year is a crucial one for the region and its progress towards the EU.
Our shared goal is to maintain peace and stability, while making substantial
progress in the gradual integration of the Western Balkans into the EU.
The history of past enlargements shows that constructive dialogue and a
spirit of compromise are key for the accession process to succeed.
The very existence of our Union rests on the basic values of democracy,
the rule of law and human rights that we share among ourselves. They are
the basis of the family spirit, in which we Europeans have engaged ourselves in building our Union.
Your active engagement is vital for each country's preparation for future
EU membership.
As public servants, you are the bridge between the EU institutions, national authorities and citizens. You can raise awareness of the successes and
challenges of EU enlargement. You can strengthen conﬁdence between
citizens in the EU and the aspirant members. You can support the reforms
in Southeast Europe. Finally, it is the leaders and people of the region who
will determine whether their countries, through reforms, will realise their
European future, marked by stronger freedoms and increased prosperity.
I wish you the best of success in achieving this goal.
Thank you.
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FEEDBACKS OF THE PROJECT
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In various informal discussions during the ﬁve-day long seminar on the Bulgarian Black-Sea coast, the participants pointed out as a serious asset of the
training, the high quality of the lecturers and the excellent organization of the
event. According to the get feedbacks (via e-mails/telephone calls) the organized by EPI training seminar, was a success. Some of the impressing letters we
got immediately after the seminar could be partially summed-up as follows:
Alisa Tumpa (Croatia) - it was a very interesting seminar. We all have broadened our knowledge about Europe and our neibourghood countries. We were
lucky that we were also good company and that is good basis for our further
cooperation. Thank you for your hospitability. Hope to meet you again.
Amela Alihodzic (Bosnia and Herzegovina) - once again I would like to
cordially thank to EPI for being invited to speak during the Summer Seminar
in Albena; it was the precious experience for me, especially to meet you all
from EPI and the colleagues from the region. Also, your exceptional hospitality
made my stay in Albena unforgettable. It will be my privilege and pleasure to
continue the cooperation with EPI. Looking very much in advance to welcome
you soon in Sarajevo, I remain very sincerely yours.
András Inotai (Brussels) - Many thanks again for the invitation, I had an
excellent time in Albena. Congratulations to the organization of this very productive event.
Andrei Aculov (Moldova) - Thanks a lot for a great organization of Summer
Seminar 2008, especially to Plamena, Desislava, Dr.Petkova, Yasen, Kalin and Dragomir. I found a lot of new friends.. I would be glad to be invited once again at this
seminar in 2009 and will appreciate if you invite me as a speaker.
Benedicte Contamin (France) - It was a pleasure attending the Summer
Seminar, and Bulgaria, through the Economic Policy Institute, certainly makes a
valuable contribution to the cause of stability in SEE. I am certain that Bulgaria’s
and Romania’s experience as new EU Member States is worth being shared with
future Member States from the Western Balkans, and the young civil servants
from the region must have beneﬁted from that experience.
Dragan Tilev (Macedonia) - Let me ﬁrst thank you and your colleagues for
excellent organization of the Seminar and for giving me opportunity to talk
about Macedonian (and my personal) experience. It was pleasure for me to be
in Albena (wonderful place) and to be part of your event.
Dušan Carkic (Serbia) - Dear all, First of all I would like to thank you for
invitation and hospitality. I must say that it was a great pleasure and honor for
me to participate in the interesting and useful summer seminar. It gave me
opportunity to hear so many diﬀerent views on EU issues and to meet a lot
of interesting people. I hope that we will increase our cooperation and I look
forward to future meeting.
Egla Gollaj (Albania) - Dear friends, Let me thank the EPI once again for
organising this Seminar and also all of you, for the time we have spent together. For me it was a very interesting experience. Congratulations for Bosnia &
Herzegovina, for the SAA signement!
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Franz Cermak (Brussels) - Great event, good location, very interesting presentations.. Best wishes and good luck for your future endeavors.
Geoﬀrey Mazullo (Poland) - It was an honor and a pleasure to participate
in this year’s Summer Seminar. Thanks again for the invitation. I found the Summer Seminar enlightening, interesting and extremely useful. Congratulations
on a fantastic event!
Hristo Yovkov (Bulgaria) - I am very grateful that I have the opportunity to
attend the seminar and participate in this important part of our education. It
was very helpful to me to learn so much and I hope to share what I’ve learned
with members of my colleagues. I would like to take this opportunity to thank
you for presenting such an excellent review lectures and I am most grateful for
the time and eﬀort that you put into preparing the seminar. I am sure that this
seminar series will continue into the future and I do hope that we will be able to
have the opportunity to join your future events.
Sabina Dipalo (Croatia) - many thanks to all of you, Plamena, Yasen, Dr. Petkova and others, for giving us a really unique experience to be part of your summer seminar. It seems somehow insuﬃcient to use any phrase for describing how
good it was to participate in that event. Maybe you’ll all laugh now, but I simply
have to say that whenever I think of the last week - a line from one of Cher’s songs
comes to my mind automatically - it’s, of course, “If I could turn back time”..
Vladimir Ateljević (Serbia) - The pleasure was all mine. Firstly I would like to
congratulate you on an excellent organization and so many valuable contacts
and I may say friendships we’ve made. If you ﬁnd it useful and worthy Serbian
European Integration Oﬃce and my self are fully at your disposal at any time. We
would be very glad to continue such a successful cooperation.

Summer Seminar “Preparation for EU Accession” 2008, Group photo
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