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Introduction
Dear Colleagues and Friends,
This publication consists of the written revised versions of the presentations delivered within the traditional Summer Seminar for Young Public
Servants from Southeastern Europe, conducted by the Economic Policy Institute (EPI) – an independent Bulgarian non-governmental organization,
for a tenth consecutive year in June 08 – 13, 2009 in “Riviera Holiday Club”
(Varna), thanks to the kind financial support of the Hanns Seidel Foundation, Bulgaria and the Balkan Trust for Democracy, Belgrade.
It was in 2000 when within a joint project of the Bertelsmann Foundation
and the World Bank the EPI initiated the idea for establishing a focal point
for exchange of knowledge and experience, training and networking between young public servants working in the field of European integration.
The project, entitled “Preparation for EU Accession”, covered at first Bulgaria
and Romania and nowadays the annual event gathers promising experts
from ten SEE countries, thus including also Albania, Bosnia and Herzegovina, Croatia, Macedonia, Moldova, Montenegro, Serbia and Turkey.
In 2009 the EPI celebrated the tenth anniversary of the Summer Seminar
series which was also marked by launching a new format of the seminar “Efficient Membership and Successful Preparation for EU Accession”. This
new framework aims at reflecting the new status of Bulgaria and Romania
by keeping at the same time the initial focus of the project. Thus, this year’s
jubilee edition of the Summer Seminar made another step towards fostering co-operation and networking amongst SEE future leaders through facilitating the know-how transfer and creating a platform for vivid debates on
the most recent developments and long-term EU policies and processes.
The aforementioned outcomes were achieved to a great extent through
the variety of topics, presented by a wide range of distinguished panelists
– high representatives of SEE state administration, EU officials, reputable
experts and researchers on EU affairs, NGO leaders and top business executives, operating in the region.
In order to ensure the sustainability of the EPI long-term project, the
present volume seeks to further deepen the focus of the Seminar by providing food for thought and presenting at your attention lecturers’ valuable
contributions, structured within the following main thematic chapters:
 The EU Experience of the Balkan Countries;
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The Process of EU Integration – Challenges to the Candidate Countries;
The Process of EU Integration – the Potential Candidate Countries;
The Western Balkans – Different Aspects of European Integration;
South Eastern Europe – Processes and Stakeholders;
The European Union – Economic Expectations and Tasks;
The Global Crisis and Its Impacts on the EU Enlargement
The European Union on the Global Scene;
The Future of EU.

We would like to thank all the colleagues, friends and actors who have
inspired, trusted and supported us through these ten years. We also thank
all donor organisations which made this unique initiative possible and rewarding for its more than 300 participants since 2000 who, in the mean
time, have formed a vibrant alumni community represented on a high political and expert level in all SEE countries and EU institutions.
Last but not least, we are convinced that by publishing and disseminating
this issue, both on a hard copy and electronically, we do actively contribute
to the widening of beneficiaries’ circles and thus, we support the efforts of
all those believing in and working for the future of the European ideas.
Ivanka Petkova				
Chairperson					
Economic Policy Institute			

Yasen Georgiev
Executive Director
Economic Policy Institute

						
						
						

Kalin Marinov
Executive Director
Economic Policy Institute
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OFFICIAL ADDRESS
Mrs. Meglena Kuneva
European Commissioner
for Consumer protection
2007-2009
I would like to thank the organisers of the
seminar for inviting me to address this fascinating event. Unfortunately, I am not able to
join you today but I am confident that the
discussions have proceeded with enthusiasm
and success.
The themes that the seminar is exploring
are very close to my heart, both in my previous
function as a Minister for European Affairs and for my policy agenda as a European Consumer Commissioner. The goal of the EU membership served as
an anchor of stability and democracy during the politically sensitive years of
transformation. The reforms that were required for EU accession and, hence,
personal freedom and economic dynamism in Central and Eastern Europe
extended our area of peace and prosperity to almost 500 million people. As
in Central and Eastern Europe before, the European perspective is once again
exercising its magnetic pull in South Eastern Europe today – driving reforms
and spurring progress. Compared to other regions in the world, at the moment South Eastern Europe benefits from relative political stability, not least
thanks to its European perspective.
The summer school is one small but very important step for the practical
realization of the European perspective. It is a step towards understanding
EU process and policies, developing cooperation among our administrations, sharing lessons learned and reflecting what an efficient membership
in the Union means. The creation of a network of over 250 civil servants
from SEE is a unique achievement in this respect. Now, you are also part of
this band of brothers. Allow me to finish by quoting Jean Monnet, one of
the founding fathers of the European unity – “Nothing is possible without
men, nothing is lasting without institutions”. And for the future of Europe,
you are those men and you are representing those institutions.
Dear friends, today Europe is reunited and free. Let us keep it that way
and let us complete our work in South Eastern Europe.
17

Priorities of Hanns Seidel Foundation
in South Eastern Europe
in the Sector of Justice and Home Affairs
(Domestic security matters)
Dr. Klaus Fiesinger

Dr. Klaus Fiesinger has studied Political Science, History and Public Law in Munich and Vienna. He is also a Master of Arts and Doctor of
Philosophy at the University of Munich. Currently
he is Head of the Department of Central, Eastern
and Southeastern Europe, Caucasus and Central
Asia of Hanns Seidel Foundation in Munich (HSF).
He is also a member of the European Institute
for the Danubian Region and Central Europe in
Vienna (IDM) as well as Visiting Professor at the
Faculty of International Relations of Andrassy
Gyula University in Budapest.
Security is a key prerequisite for development. Conversely, development is
also essential to security. The issue of security presents the international cooperation community with great challenges and affects foreign and defence
policy sectors as well as the state-oriented sector of justice and home affairs.
According to some UNDP-announcement (Oslo-Conference, April 2003),
“the international community has increasingly recognized that the reformation of the justice and security sector is essential to sustainable development, peace-building and conflict-prevention”.
Of course, there must be conceded some initial progress and improvement in the security sector: Five years after the adoption of the European
Security Strategy (ESS) by the European Council in December 2003 the European Union carries greater responsibilities than any time in its history.
The EU remains an anchor of stability. Enlargement has spread democracy
across our continent and the Balkans are mostly changing for the better.
Neighbourhood policy has created a strong framework for relations with
partners in the South and East, now with new dimensions in the Union for
18

the Mediterranean and the recently inaugurated Eastern Partnership (7
May 2009, Prague, EU-Summit). Yet, twenty years after the teardown of the
“Iron Curtain” and the end of the Cold War, Europe faces increasingly complex threats and new challenges.
Ethnic conflicts in the Caucasus region remain unsolved or - as it seems
in some Western Balkan states - only covered or contained by huge international military presence. State failure or state fragility affects our security through organised crime, illegal migration and terrorism, which have
evolved with new menace within our societies.
The European Security Strategy established principles and set clear objectives for advancing the EU’s security interests based on our core values,
taking into account that “we need to develop a strategic culture that fosters
early, rapid and when necessary robust intervention” (Quoted from ESS,
2003).
This “strategic culture” will only succeed if all the driving forces in society
work together to promote security development: The State-sector, represented by law enforcement officers and public servants, and the Civil sector, represented by stakeholders of NGO-network.
The Hanns-Seidel-Foundation (HSF), co-operation partner of the Bulgarian Economic Policy Institute and co-organiser of this “Summer Seminar for
Young Public Servants” near Varna belongs to that NGO-network.
Before dealing with the matter of this article “Priorities of Hanns-SeidelFoundation in South Eastern Europe in the sector of Justice and Home Affairs”
there should be given some preliminary annotations about the status, function and conception of HSF according to its world-wide project activities.
The Hanns-Seidel-Foundation is a non-governmental and non-profit organisation, totally financed by public means for different tasks, which are
generally focused on political or professional education. The central institute
is located in Munich, the foundation is furthermore represented by about 60
project offices around the world. The foundation has offices in more than
ten Central-Eastern and South-Eastern European countries. Local, regional
and cross-regional activities in these regions were launched in 1990.
The conceptual basis of the HSF refers to the political values of Christian
and social democracy and is closely combined with one of the main political parties in the Federal Republic of Germany, the CSU. However, it must
be emphasized that the HSF’s administration and organisation is totally independent of that political party.
Based on the legal status of administrative independence the HSF is endowed with financial support of the federal German Government or ad19

ditionally and partly by EU subsidies to fulfil abroad concrete projects of
transitional aid in various sectors of assistance. For example, offering consultations for ministries and their subordinated authorities, or organising
expert service for regional public or private organisations and enterprises.
For all sectors topics like reform of administration, improvement of decentralisation and local government, reform of the police forces, vocational
training and last but not least promotion of international dialogue by conferences, seminars and symposia are relevant. The emphasis hereby is put on
promoting all these sectors to make them more efficient, more transparent.
Civil servants training seminars in the sector of local and central administration are directed at instructing and teaching members of municipalities and
members of district- or ministry-administration to strengthen their skill and
knowledge and to enable these executives to decide or act more efficiently.
The fundamental reason why worldwide development co-operation
and transitional aid of German political foundations are subsidized by public budget of the Federal Government is based on the so-called principle
of subsidiary. That means to delegate all these development activities to
NGOs, which can be implemented and organised more efficiently by them
than by state institutions.
The principle of subsidiary corresponds to a generally accepted sociopolitical approach, which can be summed up as following:
Transformation processes do not comprise only state institutions but are
matters of the entire civil societies of the states. This fact leads consequently to the involvement of NGOs into the transformation assistance network.
Democracy cannot be built up only from government to government.
Democracy must be implemented and consolidated by a common elaborated socio-political development-approach as a connection between state
institutions and NGOs.
In order to make joint efforts of such socio-political approach successfully, it is necessary to point out and to clarify the interdependence between
democracy, development and domestic security matters.
Experiences of the last 20 years after the tear down of the Iron Curtain
emerged:
Without any minimum of security, rule of law and balance of power there
is no basis, no fundament for all efforts on economic transformation and
development.
What has this to do with democracy promotion? It can be ironically answered by Winston Churchill’s “What’s the sense of democracy without
democrats?!”
The German philosopher Max Weber could also be quoted: “In order to
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realize its function of protection the state needs some legitimised monopoly of physical power”. These two statements lead to the following thesis:
 Democracy is not an abstract matter but concrete dynamic process of
interaction.
 Democracy must stand metaphorically speaking, on some pillars to be
effective, sustainable, accepted and appreciated:
 One of these pillars is some efficient, service-orientated transparent
administration and judicative power, based on rule of law.
 One decisive part of administration is law-enforcement-authorities and
police forces in order to detect, combat and prevent crime and corruption.
 Domestic security is so-to-speak some part of functioning administration.
 Solving security matters can be regarded as part of general democracy
- promotion.
It is obvious that there is some paramount interrelation between democracy and security matters.
But is there also some connection between development and security?
Referring to the preliminary annotations about new security challenges,
this question can be answered additionally by experiences of the past:
Before 11th September 2001, there had been many critical remarks of
ministry and state institutions about the fact, that some NGOs like HSF with
some socio-political approach of fostering civil-society issues, capacity
building and promoting good governance are also dealing with matters of
police reform and are “hunting” for topics in the sector of internal security.
After 11th September 2001 this critical remarks immediately stopped because it became clear and evident that state institutions and police forces
alone cannot solve security matters.
In this context it must be asked whether the key players of politics, police
and of science and research are really able to find solutions for the current
problems of organised crime, illegal migration, terrorism, proliferation of
weapons of mass destruction and more.
Illegal migration, for instance, is not only the result of poverty, lack of resources or natural disasters. It is also a result of state fragility, of state failure,
of state pressure, sometimes connected with regional and ethnic conflicts
as it happened in the former states of Yugoslavia in the mid of the nineties.
The “European Security Strategy” of 2003 and the “European Consensus
of Development”, notified 2005, reacted to these challenges and acknowledged that there will be no sustainable development without security.
This statement leads to the following conclusion: To develop security
21

and to secure development form one unit. There is some strong interdependence between both sectors.
The concrete realisation of developing security is the assistance in promotion of international police-network. The concrete realisation of securing development is the assistance in promotion of the EU integration-, stabilisation and association processes.
The support of EU - candidate countries and potential candidates (Western Balkan states) in their joint endeavour of obtaining EU-membership
can be conducted by two methods:
First, the support of adoption or adjustment of European common standards to fulfil EU-entry criteria.
Second, the support of improvement of the “image” of state institutions
to facilitate international recognition and reputation by influencing the impact on international perception.
How can these two mentioned possibilities of support be achieved in
the sector of police and domestic security in South Eastern Europe? Among
several possibilities two decisive impacts on promotion of police reforms
are to be emphasized:
Promotion of border-police (border guards) according to the Schengencriteria (Integrated border management service) for smooth procedure of
activities of control and surveillance and
Promotion of traffic-police to guarantee help, assistance, informationservice for transit passengers and tourists. Why?
Because all of us are glad in case of smooth methods of control at the
border and all of us need help, assistance and quick service at the transit
routes in case of trouble or accident.
Positive or negative experiences of tourists and transit passengers contribute in some way to the “image” of the host-countries, which should not
be underestimated.
According to this perception-influence both sectors - border-police and
traffic-police - need some ongoing modernisation of police education and
training corresponding to the criteria of the so-called Bologna process and
Lisbon strategy.
The Bologna-process defines the European-wide harmonisation of university degrees and guarantees the conformity of recognition and qualification.
The Lisbon strategy put joint strain on the enhancement of European
competitiveness on international floor.
What must be the main focus point of some general police-reform?
There are two strategic goals to be enumerated:
22

First, integration of police forces into democratic society by transformation of police forces from former authority of torture to some rule-oflaw-oriented democratic instruments of help and assistance. Police forces
should provide some service for the inhabitants of the state - the service of
protection against crime and corruption.
Second, co-operation and cross-border-network in all sectors of police in
order to combat structural reasons of instability or state fragility.
In this context, it is necessary to mention that all targets, concepts and
their implementation methods are based on the principles of the so called
Hague Programme, elaborated by the European Commission in November
2004 for the decade 2005 till at least 2010 with the overall intention to create an Area of Freedom, Justice and Security.
The concrete implementation method to realise improvement and
strengthening of internal and therefore international security as well as reduction of insecurity and instability among countries by crime prevention
must be based on harmonisation of the different police curricula / police
practises of the European countries (member countries and candidate countries, and if possible ENP partners, too) to one current and compulsory level.
What is the function of Hanns-Seidel-Foundation (HSF) within this fundamental approach? What activities of project co-operation are offered
and conducted?
The consultation, advising help, knowledge and experience transfer of
HSF experts altogether aim at two functions of project activities and network:
First, training and education by symposia, conferences, seminars, workshops, and vocational training, internships and:
Second, mediation and coordination by employing foreign or local experts in the project countries in order to improve professional competencies
of the senior police-officers as special target group and in order to get multipliers and stakeholders who are able to disseminate their received knowledge and experiences, which they have got at seminar and advisory work.
Project partners are:
First, ministries of Interior (sometimes special ministry of justice and police).
Second, law enforcement authorities (central, regional, local) in various
matters of internal / domestic security issues.
Third, border guards and border police in co-operation with all law enforcement authorities, committed to border security issues (besides border
guards also special police units, customs officers, etc.).
Fourth, police schools, police academies and their respective training
facilities.
23

If the so called Hague Programme for creating an area of Freedom, Security and Justice does not remain empty words, there is to realize a specific
reform programme with two sectors, which must be obeyed. These two
sectors are also important and crucial in the framework of HSF project activities.
The first sector is related to the improvement and European-wide harmonisation of police curricula and competency profiles of senior police officers (according to the Bologna Process and the Lisbon strategy).
The second sector is related to the improvement and European-wide
harmonisation of border guards network facilities and tools (according to
the Schengen criteria).
In the following two chapters of this article both sectors of the above
mentioned police reforms are illustrated. Additionally, the corresponding
project activities of HSF are described.
First sector:
Harmonisation of police curricula and competency profiles:
HSF supports the modification and harmonisation of police education
curricula by numerous bilateral seminars in the project-countries, e.g. in
the Police school Sremska Kamenica in Serbia, furthermore by workshops
and by some annual conferences of Police Academies of Central Eastern
and South Eastern Europe. The network of Police Academies meanwhile is
extending to Caucasus and Central Asia.
Additionally, some intensive, fruitful co-operation of HSF with MEPA (Mitteleuropäische Polizeiakademie, Headquarter: Vienna, Budapest) is taking
place and moreover partly via MEPA with CEPOL (College of European Police, Headquarter: Bramshill, England, GB).
All benchmarks of further education and training, of internships and secondments are focused on standardisation and harmonisation of the various existing police curricula and police practises because of the necessity of
one current and compulsory level according to the conception and elaboration of competency profiles for police students and senior police officers.
That means in practise that better diagnostic of needs and framework
conditions, better decision-making process and better human resource
management must be achieved.
Some general dimensions of this competency profiling approach are
based on the “Strasbourg Code of Police Ethic” (2001). In this document it
is emphasized that police personnel “shall be able to demonstrate sound
judgement, an open attitude, a fairness and communication skills. (...)
Moreover they (police officers) shall possess a good understanding of social, cultural and community issues.”
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The professional competency profiling for police students and senior police officers is meanwhile in all EU member states basically elaborated and
is permanently evaluated, reinforced and updated.
There are eight core competencies to enumerate, which should be
obeyed in all profiling activities referring to all participants of further education and training:
1. Leadership;
2. Planning and Organisation (Action Management);
3. Personal Effectiveness and Flexibility;
4. Continuous Learning;
5. Communication;
6. Interpersonal skills;
7. Thinking skills;
8. Client-Centred Service.
All the core competencies are based on six core values, which should
strictly be obeyed:
1. Integrity;
2. Honesty;
3. Professionalism;
4. Passion;
5. Respect;
6. Accountability.
Why do these competency profiles and core values of fundamental importance in all police spheres really matter? The answer is simple and clear:
Public confidence in police officers is closely linked to their attitude and
their behaviour towards the public. Confidence between the public and police is one of the basic keys to democracy. The overall intention and project
aim of HSF according to police reform management is to implement and
consolidate these core competencies and core values in a sustainable, longterm oriented structure-composed development approach. Hanns-SeidelFoundation has promoted and organised since the year 1992 advisory and
consulting activities for police students and senior police officers in all transformation countries of Central, Eastern and South Eastern Europe.
The variety of seminars, workshops, conferences has been focused on all
sectors of combating, preventing and detecting (organised) crime. Some
of the seminars dealt with topics like: Trafficking of human beings (notably women, children), cars, weapons, drugs; illegal migration in connection
with border guard matters; new forms of cyber crime; terrorism; counterfeiting and money laundering, fraudulent activities; misappropriation and
corruption in office.
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Seminars and workshops are organised and conducted with the respective ministries of interior (co-operation partners of HSF) of project countries
and in co-operation with the ministries’ subordinated police entities and
police schools / academies. HSF is also offering the possibility for selected
groups of police, mostly in leading functions, to attend and to participate
at special internships in German and especially in Bavarian police units.
These internships practically complement the lessons learnt.
All reform-promoting activities are corresponding to the above-mentioned Hague Programme. Four examples are worth to be enumerated:
1. Promotion of respect for fundamental rights and citizenship.
2. Focus on different aspects of prevention and fight against terrorism.
3. Migration management and establishment of a common asylum
area.
4. Fight against organised crime.
In spite of the further education and training for police students and
senior police officers implemented and organised so far, it is of growing
importance to put some additional efforts to the “joint security research
and security innovation approach”.
It becomes more and more necessary to harmonise in scientific way regional, national and cross-border European security demands and to create
common short-term and long-term security strategies, which must be valid
for the whole Europe. That means same levels for EU members, EU applicants and EU neighbours altogether.
The already existing European security and innovation approach comprises a conception, which is divided into three parts:
First, the organisation approach. That means the common research endeavour is focused on new security challenges, European-wide and globally. Topics are, for example, security of citizens, security of infrastructure,
intelligent surveillance and border security, restoring security and safety
in case of crisis. Special impact among these four main security missions is
directed to crisis management and foresight of “maybe” scenarios because
of new challenges in Europe and around the world:
A new dimension of crime is e.g. piracy. Being aware of the fact that 90
percent of the world trade is realised by sea routes, piracy is constitutes a
severe threat of future and must be contained and prevented.
Second, the scientific and technical approach: That means research institutes are working on cross-cutting technological matters in order to
strengthen the awareness for the role of space and natural resources like
water and energy which can lead to blackmail, too. In this context, it should
be mentioned that only 3 percent of water is drinkable and less than 1 per26

cent of this water is intended directly for human consumption. This leads
to the conclusion that the availability and distribution of water will be one
of the most important problems of the 21st century.
However, there are also other “hot” topics such as identification of people and assets or CBRN issues (CBRN: Chemical, biological, radiological,
nuclear crime).
Third, the socio-political approach: That means concentration and focus
on professional, contextual, social and individual police competency profiling topics such as innovation, good governance, capacity building, human
and social dynamics of security. Especially this socio-political scientific approach includes also the network of NGO projects.
The integration of NGO capacity network in the European joint security
research is internationally appreciated. HSF project activities are part of this
network.
Since 2004 special attention has been put on this security research in
Europe. The organisation framework was from 2004 till 2006 composed
of the international working group PASR (Preparatory Action for Security
Research) and was completed from 2005 till 2006 by ESRAB (European Research Advisory Board).
Since 2007 ESRIF (European Security Research Innovation Forum) as succeeding organisation of ESRAB has been in charge. ESRIF’s mandate is ambitious. It is to propose a European agenda for special research and innovation
in the field of security, capable of guiding European institutions, governments
and the private sector in the coming two decades. ESRIF’s output of research
activities in 11 working groups is finalised already and it will probably be presented in September 2009 in Stockholm, Sweden. It is sure that ESRIF’s working
activities will be prolonged under the same or some similar scientific umbrella
(and name) because in any case EU security research must and will go on.
Several countries have their own security research strategy besides the common European approach. Regarding all forthcoming challenges of organised
crime and terrorism, it is even more necessary to integrate and to harmonise
these different strategies to one common level. International co-operation in
the field of science and research is fundamental, not only so as to remain an
overview of global features of some criminal phenomena in the national and
interregional context, but also to take advantage of exchange of information,
standards and best practises, to create professional, efficient and trustworthy
public security service. Consequently, as police training and education is fundamental for excellent policing, it is imperative to make sure that national police training on cross-border issues covers the same topics and ensures at least
a similar level of outcomes in all member states of the EU. The skills, attitudes
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and knowledge of police officers have to be such that they capacitate them to
work together with their colleagues across national borders.
The Common Curricula of CEPOL, for instance, shall have an added European value for national police training providing an extra dimension of
addressing EU-related topics as an important step forward. Some of the
above-mentioned common curricula of CEPOL network of 30 countries (including MEPA-network) have been already finalised such as according to
“Police Ethics”, “Prevention of Corruption” and referring to “Europol”.
Due to the purpose and intention to establish some area of freedom,
security and justice for Europe, as it is expressed in the Hague Programme,
there are several preconditions, which must be fulfilled. One of them was
just mentioned - the improvement and harmonisation of police curricula
and competency profiles for police students and senior police officers.
Another sector where HSF is mainly focused is police project co-operation.
Second sector:
Harmonisation of border guards and border police units
The Hague Programme on the basis of joint decision of the European
chiefs of state or government on 5th November 2004 and with the aim of
enforcing and enlarging the European Security Strategy of 2003 defines
within the list of priorities of police co-operation the items “border control, asylum and migration”. This definition is in coincidence with title IV of
the EU Lisbon treaty of 13th December 2007 with the overall intention to
safeguard and to guarantee the four so-called European “freedoms” of free
transfer of goods, capital (money), persons and services.
On behalf of the fact that the area of “Schengen States” is not in coincidence with the area of the European Union - Bulgaria and Romania e.g. are
supposed to join the Schengen zone in March 2011 - there is some special
necessity of European-wide harmonisation of border control referring to
the adjustment and adoption of the Schengen criteria.
Among the further education and training activities of HSF in the sector
of justice and home affairs as contribution to the harmonisation of police
reforms according to the EU standards, special HSF project focus is directed
on border police topics, corresponding to the requests and interests of HSF
project partners. Such partners of HSF are the National border guards in
co-operation with all law enforcement authorities committed to border security matters (specific police units, customs officers, etc.).
According to the support of international cross-border co-operation,
topics that are to be offered in seminars and workshops with German
(mainly Bavarian) specialists are referring to e.g. human trafficking, drugs
trafficking, car trafficking, cross-border prostitution combined with illegal
28

migration, counterfeiting, money-laundering and much more topics to get
useful skills and instruments of containment and prevention of the manifold international network of organised crime.
As an example of HSF project work in the sector of border police issues
there must be primarily mentioned the “International border guard conference in Hungary” with participants not only from Europe but also from
other parts of the world.
This internationally appreciated HSF conference cycle has been running with great efficiency for 17 years in co-operation with the Hungarian
ministry of police and justice (in former times ministry of interior) and in
co-operation with the steering committee of the Hungarian state police
forces (since the year 2008 Hungarian border police has been integrated in
the Hungarian general state police forces). Since 2009 the European Border Agency FRONTEX (headquarters located in Warsaw, Poland) has participated in the financial support of this international border guard conference, which in the last session in Zalakaros (Hungary) from 24th till 26th
May 2009 consisted of representatives and stakeholder from 49 countries
including Canada, China, India and Russia, as well as from international organisations like BORDERPOL, INTERPOL, SECI, OSCE, JOM.
Besides this international conference cycle there are additional bilateral border police seminars taking place along the Schengen-border line
(Hungary / Serbia - Hungary / Croatia - Slovakia / Ukraine) and outside the
Schengen area (Serbia, BiH, Albania, Kosovo, Bulgaria).
What are the target points of these cross-border seminars?
The answer is that all activities are especially focused on the adjustment
of border guard systems between the new EU membership countries inside
the Schengen area (e.g. Hungary, Slovakia, Czech Republic), complemented
by those of states outside Schengen area but in EU (Bulgaria, Romania) and
also by the border guard systems of the EU candidate countries. The overall
aim of this international co-operation is the common participation or association at the Schengen-Information System. This enables new prospects
and perspectives for broadening joint information exchange of all relevant
data to be needed to combat organised crime and illegal migration.
At the moment the so-called “SJS one for all” is available for all participating countries, who signed the Schengen treaty including its implementation contract agreement.
“SJS one for all” is the updated version of the original “SJS I” and came
into force after the EU enlargement of 2004.
After several postponements, supposedly at the end of 2011 (original
device was at 2009) a new modified enlarged version, named “SJS II”, will
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start by decision of the European Council. Up to now “SJS II” needs some
additional testing. When “SJS II” will enter into force, the two South Eastern
European states Bulgaria and Romania, since 2007 new members of EU, will
have acceded to the Schengen zone (approximately march 2011).
In this respect, we should mention also the Prüm Treaty. The aim of the
treaty, which covers terrorism, cross-border crime and illegal migration, is to
improve co-operation at national borders and enhance the exchange of information through cross-border sharing of DNA databases and fingerprinting as
it is expected in the implementation of future running “SJS II”. Prüm’s original
signatories were Austria, Belgium, France, Germany, Luxemburg, Netherlands
and Spain. Although ratified in each of these countries, the Prüm Treaty is not
yet incorporated into the EU law as the Schengen treaty, which reflects one
part of the third pillar (police and judicial co-operation) of the EU legal framework. For the future, the incorporation will give more legitimacy to the Prüm
Treaty due to the consultative involvement of the European Parliament.
The harmonized application of the EU member states border service
staff, equipment and technology to safeguard the security of the Schengen outside borders is founded on the “Integrated Border Management”
Concept. This concept is defined as a complex response to border-related
challenges. It is the composition and integration of border security processes into structural systems and police networks. It is an efficient tool for
fighting the organized crime affecting borders. It is also some framework
and basis of modern border security systems.
Why is Integrated Border Management so necessary?
The answer is clear: Successfully integrated border management is
based on contacts, coordination, communication and consciousness. The
security of state borders cannot be guaranteed from one side only. Besides,
not only border services of police are responsible for border security. Integrated activities of different authorities lead to improvement of efficiency
and strengthening of power. “Integrated Border Management” is therefore
consisting of two strategic components:
First: Diversity management. That means dealing with different matters
at the same time at the same place, e.g. border-control, detection, investigation, detention and arrest.
Second: Community policing. That means network co-operation / coordination between border guards and other authorities dealing with
border issues.
Examples at local level: Border guards, Customs (investigation), Criminal
Police (detection and detention) Immigration office, Traffic police, Medical
Service (Red Cross), Veterinary office, labour office in co-operation with lo30

cal municipalities and district administration, supported by stakeholders
of civil societies (NGOs), sometimes also military service in special cases of
emergency to support border guards.
Examples at governmental level: Ministry of Interior, of Justice and Police, Ministry of Foreign Affairs, Defence, Ministry of Labour, Transport, Agriculture, etc.
Integrated Border Management interoperability consists of a common
strategy between all authorities, which are related to border issues referring
to border control mechanism (checks and surveillance) of traffic passengers
/ tourists and detection and investigation of cross-border crime as well.
The preconditions for these dealing matters are: Interagency co-operation, coordination, coherence and cohesion of multifunctional activities.
This makes it necessary to set up three phases of conduct and organisation.
First: Interlinking and streamlining the existing present surveillance
system at Schengen membership level (legal, administrative adjustment,
adoption).
Second: Developing and implementing common tools and practises at
EU level and according to neighbour countries (organisation adjustment,
adoption).
Third: Creation of a common monitoring and information system on
general cross-border level, European-wide harmonisation of data, practises
(SJS II).
Special impetus is put hereby on the introduction and harmonization
of forgery-proof biometric passports. This concerns Schengen membership
countries in the same way as Schengen applicants and neighbours.
The Western Balkan states have to fulfil special benchmarks and criteria
to get some access to the Schengen “White List” of visa-free travel.
Macedonia, Serbia and Montenegro have largely met these conditions
and have concrete prospects of gaining visa-free access to Schengen
zone in 2012.
Albania, Bosnia and Herzegovina as well as Kosovo are supposed to implement wide-ranging reforms to enhance the EU security and to comply
with the concerns of EU citizens in order to be approved to the visa liberalisation process, too.
The HSF contributes to these ambitious European goals of “Integrated
Border Management” with various topic-related seminars and special advise practises, as it was described above.
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Summary
Organized crime and its consequences pose a serious threat to modern security both on regional and international level. This applies even more so to
Western Balkan countries, as their fight against organized crime and their reforms in the judiciary and security sectors are an unavoidable condition for EU
integration. The efficiency of this Co-operation depends on numerous factors,
particularly on: the political will of political authorities, the democratic capacity of the countries, the professionalism and expertise of the institutions most
crucial in the fight against crime, the rule of law, the legal country, etc.
The HSF tries to contribute to support all efforts in the sector of Justice
and Home affairs to overcome on the long run all existing threats of organized crime on national, regional and international level.
To deal with the problem of organized crime means also to take into account that there is some decisive coincidence and interrelation between
democracy, development and domestic security issues as it should have
been illustrated in this article.
For the present time and for the future it is indispensable to find out joint
efficiency mechanism by state institutes and NGOs as for instance HSF in
order to cooperate in justice and home affairs and to elaborate the paramount security strategy of European dimension. There are many encouraging steps as e.g. made by European agencies like ESRIF but these steps
must be intensified. In some police magazine was written: “To build some
secure Europe we must do more and we must do it now.”
HSF together with all its partner institutions is willing and able to contribute to the fostering of police reforms.
The activities of project co-operation in the sector of domestic security /
justice and home affairs have been running since 1992 in all transformation
countries up to the present time.
The function of Hanns Seidel Foundation is two-folded.
First, training and education: consultation, advisory help, knowledge
and experience transfer by seminars, conferences, workshops, internships.
Second, mediation and coordination: by employing foreign (German) or
local experts as disseminators or multipliers of knowledge and experience
for competency profiling. Especially the function of mediation is an instrument to intensify the contacts between police institution in Europe in the
sense of “help for self help”. Where official channels are failing, HSF can often get things moving through unofficial communication channels.
All activities have been based on two paramount intentions:
First: Integration of police forces in democratic societies on the basis of
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transparency and service orientation.
Second: Improvement and strengthening of domestic and international
security and reduction of instability by support of crime containment and
crime prevention.
This corresponds to the international network and co-operation of Hanns
Seidel Foundation in the service of democracy, peace and development.
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CHAPTER I

THE EU EXPERIENCE
OF THE BALKAN COUNTRIES

The Bulgarian Experience:
Management of EU Pre-Accession Instruments
and Structural and Cohesion Funds
Lilyana Pavlova, PhD
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The Republic of Bulgaria








111 000 sq. km
Population 7.6 mln.
GDP in 2008 – EUR 34 117 mln.
6.0 % annual real growth rate
GDP per capita – EUR 4 475
Unemployment – 6.3 %
Inflation rate – 12.3 %
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Challenges of Accession










To guarantee democratic governance;
Functioning market economy;
Development of modern infrastructure;
Adopting the acquis;
Adaption of the budgetary principles in compliance with the EU practice
in the field of financial flow management;
Transition to multi-annual budgeting and programming;
Adapting the procurement and contracting procedures;
Independent external and internal audit;
Monitoring and control systems.

Role of the Pre-accession Instruments
 Pre-accession financial assistance to Bulgaria:
- PHARE;
- ISPA;
- SAPARD.
 Key instrument to meet the pre-accession challenges;
 Preparation to manage the EU Structural and Cohesion Funds and
implementation of the Community Policies.

EU Pre-accession Assistance
 Pre-accession assistance for Bulgaria – implementation period:
- PHARE - till end of 2010;
- ISPA – till end 2010;
- SAPARD – till end of 2009.
 PHARE /2000-2006/ - total budget EUR 1 480 mln.:
- Signed FM – EUR 1 152 mln.;
- National co-financing – EUR 327 mln.
 ISPA /2000 – 2006/ - total budget EUR 1 603 mln.:
- Signed Financing Memoranda – EUR 880 mln.;
- National co-financing – EUR 356 mln.;
- IFI – EUR 367mln.
 SAPARD 2000 – 2006/ - total budget EUR 591 mln.;
 European funding –EUR 443 mln.;
 National co-financing – EUR 148 mln.;
 Average annual budget of these programmes – EUR 525mln.
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Pre-accession Instruments – Lessons Learnt
 Clear understanding of the regulations and guidelines by all parties
concerned should be ensured;
 There is a need for rigorous monitoring of the implementation of
accredited / approved procedures;
 Largest problem throughout the sector is insufficient administrative
capacity in terms of:
- Staff numbers (recruitment and retention problems);
- Staff qualifications;
- Staff motivation.
 Establishment of network with the other countries which have
implemented or are implementing the same program/instrument for
exchange of experience;
 Establishment of smooth communication with the Commission (formal
and informal);
 Need for immediate reaction to the cases of irregularities;
 The Beneficiary – the core of the programme success!
- Help the Beneficiaries, Train them, Establish a Communication
Plan for constant support.

EU Funds Available After Accession
 Cohesion policy:
- European Regional Development Fund –EUR 3.3 bln.;
- European Social Fund – EUR 1.2 bln.;
- Cohesion Fund – EUR 2.3 bln.
 Common Agricultural Policy (CAP) – Rural Development Programme
2007 - 2013 – EUR 3.25 bln.;
 Common Fisheries Policy – Operational Programme for Fisheries and
Aquaculture 2007-2013 –EUR 0.1 bln;
 Transition Facility – EUR 31 mln.;
 Schengen Facility – EUR 161mln.;
 European Economic Area Financial Mechanism and Norwegian
Co-operation Programme – EUR 21 mln.;
 IPA Cross-Border Programs on EU external borders (Turkey, Serbia,
FYROM) – EUR 28 mln.
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Cohesion Policy – EU Funds Allocation in OPs

Allocation of Structural and Cohezion Funds in OPs

Cohesion Policy – Allocation of Funds

Allocations of the Structural and Cohesion Funds - EUR 6,7 bln

40

OPs Budget and Pre-Financing Received from EC
National Prefinancing Payments
made up
Financing received
from EC to 30.05.09

OP
Budget

EC
part

ОP “Тransport” / ЕRDF & CF

mln. EUR 2 003

1 624

379

165

1

ОP “Environment” / ЕRDF & CF

mln. EUR 1 801

1 466

334

147

17

1 601

1 361

240

122

9

mln. EUR 1 214

1 032

182

93

13

ОP “Competitiveness of Bulgarian Economy” / ЕRDF mln. EUR 1 162

988

174

89

0.5

181

154

27

14

22

57

48

9

4

1

8 019

6 674

1 346

635

63.5

OP / Fund

ОP “Regional Development” / ЕRDF
ОP “Human Resource Development” / ESF

ОP “Аdministrative Capacity” / ЕSF
ОP “Technical Assistance” / ЕRDF
Total

mln.
EUR

mln.
EUR
mln.
EUR

Strategic Documents
 National Strategic Reference Framework;
 National Development Plan;
 National strategic development documents – employment, regional
development, competitiveness, etc.;
 Operational Programmes.

Strategic Documents
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Key Actors
 Beneficiaries;
 Intermediate Body with delegated responsibilities;
 Managing Authority of an Operational Programme – 7 + 5 Trans-border
Operational Programmes;
 Monitoring Committee;
 Certifying Authority;
 National Coordinating Unit;
 Audit authority;
 ! IMPORTANT - building own administrative capacity at each level!

Institutional Framework
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Established Financial Management and Control System
 The institutions involved in EU funds management have a clear structure
based on division of responsibilities;
 The procedures applied are based on risk management and COSO
principles;
 Use of clear, detailed procedures manuals incl. a procedure for their
modification;
 Use of detailed checklists with several levels of control, four-eyes principle at each body involved;
 Applying a double signature system of the bank accounts;
 Single SAP - based accounting system has been used for a long time as
a basis for certification of expenditure to the Commission;
 The IT systems are secure with well regulated access;
 Staff recruitment is based on detailed staff-needs analysis;
 Staff training is based on training needs analysis.

Legal Basis
 EU legislation relevant for financial management of the Structural and
Cohesion Funds (1083/2006, 1828/2006, 1605/2002, etc.);
 National legislative acts in the field of financial management and control, audit, etc.;
 Decrees of the Bulgarian Council of Ministers:
- Besides having a well developed legal basis, it must be effectively and properly applied!

Regulating the Relationship Between the Bodies Involved
 Guidelines on the procedures for financial management, monitoring
and control on the implementation of the Operational programmes;
 Issued by the Minister of Finance and thus obligatory for all institutions
involved in the FMC system established;
 The guidelines define minimum requirements but don’t prescribe exact
method for achieving them – to encourage MAs to assume management responsibility /managerial accountability and maintain their
independence
 Unified and sound system of financial management and control of the
Operational Programmes and guaranteeing assurance of the eligibility,
legality and regularity of expenditure in accordance with Art 60(g) of
1083/2006.
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Purpose of the Guidelines
 Availability of adequate management and control systems to meet the
principles of the good financial management;
 Compliance with the requirements of the EC/Council Regulations and
the purposes in Article 4 of the Financial Management and Control in
the Public Sector Act;
 Effectiveness in the work of the CA and MA;
 Defining minimum requirements on financial management and control;
 Regulation of all aspects in the interaction between the CA and the
MA including obligatory documents templates (e.g. Request for Funds,
Report on Certification, Repot on Irregularities, Financial Repot, etc.).

Application of the Guidelines
 The Certifying Authority provides consultation and holds discussions
with the Managing Authorities on the guidelines in order to promote
good practices;
 Feedback from the Managing Authorities has been received and consultations carried out;
 Additional clarifications have been issued on request of the Managing
Authorities ;
 It is a process of evolution;
 !Important – a clear description of the national management and
control system should be in place from the first day!

Challenges and Pending Actions
 Administrative capacity enhancement – in terms of staff but also knowhow, experience;
 Fight against corruption and fraud;
 Close monitoring for early signals of any deficiencies in the systems for
financial management and control;
 Guarantee the smooth flow of funds and insure timely implementation;
 General - safeguard the financial interests of Bulgaria and the EC;
 System for prevention, detection and reporting of irregularities!!!
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Conclusion
 To know and observe the national legislation;
 Submission of projects in consideration with the available administrative capacity;
 Informing the business and the social partners of the possibilities given
by the programmes;
 The grant received along the Cohesion policy, Common Agricultural
and Common Fisheries Policy, is not an external aid – THIS IS OUR
MONEY!
 Communication and cooperation amongst all the parties involved is of
key importance for the effectiveness of the programme implementation;
 The Bulgarian partnership is of equal worth to the EU! The achievement
of the Community goals is only possible within the framework of the
partnership!
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On the 1st of January 2007, BBC News reported: “Huge celebrations have
been held in Romania and Bulgaria to mark their accession to the European
Union, 17 years after the fall of Communism.”1 This moment marked the
“return to Europe” and, as the Romanian President, Traian Basescu, noted at
that time, “It was hard, but we arrived at the end of the road. It is the road of
our future. It is the road of our joy”.
Ever since, the question weather Romania’s accession was a “success story” has been asked several times. Romania has had a lot of critics, some of
them saying that its accession to the EU was an “act of mere benevolence”
from Brussels. Addressing the Romanian Parliament in September 2007,
President Barroso declared that “Romania’s accession to the European Union has been a success story - both for Romania and for the EU. Romania,
however, still needs to implement crucial reforms to reap the full benefits
1
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http://news.bbc.co.uk/2/hi/europe/6220591.stm

of all the changes taking place in Europe and in the world.”2
With a population of 21.5 mln. inhabitants3 and a total area of 23 8391
km2, Romania is the 7th largest EU Member State. However, with a GDP per
capita of 45.84, Romania still lags behind the EU average and has a long way
to go in order to overcome this economic development gap. In addition to
that, Romania has to continue the efforts to reach concrete results in the
justice reform and the fight against corruption in order to conclude the
Cooperation and Verification Mechanism, which was set up when Romania
joined the EU. Against this background, what kind of a Member State Romania can become and what it can do for the EU?
From an economic point of view, Romania’s accession to the EU has been
undoubtedly advantageous. One of the most important benefits is the entry into the Common Market, which leads to important benefits for the
Romanian companies, as well as the national economy as a whole. We are
talking of an access to a market with almost half billion consumers based
on the principles of free movement of goods, labour and capitals. This is an
incredible opportunity but also a challenge for the Romanian companies,
which have to become increasingly specialized, in other words, to do only
what they are best at.
Over the past three years, we have witnessed a tremendous improvement of the business environment and an enhancement in the trust of foreign partners in Romania’s economy, which generates considerable foreign
direct investments. Already, in the years prior to Romania’s accession to the
Union, the level of foreign direct investments significantly increased. The
macroeconomic and political stability made Romania more attractive to
foreign investors. In addition to that, during 2007 – 2013, Romania benefits
from more than EUR 30 bln. from the EU budget and these funds could also
trigger considerable foreign investments.
Even though its economic prospects looked bright, Romania has been
affected, like all the European countries, by the current economic and financial crisis. Since the European Union is a model of increased economic and
political integration, Romania benefited from the solidarity mechanisms of
the Union. In order to overcome the effects of the financial crisis, during the
next two years, Romania will form benefit from an external financial assistance amounting EUR 20 bln., out of which EUR 5 bln. from the EU.
Nevertheless, Romania’s accession to the EU cannot be assessed only in
2
José Manuel Barroso, President of the European Commission, “Romania: Reforming further to reap the benefits of
Europe Romanian Parliament, Bucharest, 6 September 2007”, www.europa.eu
3
On July, 1 2008, according to the Romanian National Institute of Statistics
4
GDP per capita in PPS - GDP per capita in Purchasing Power Standards (PPS) (EU-27 = 100), for 2008, according
to Eurostat
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economic terms. Europe itself is now facing significant challenges: overcoming the current economic and financial crisis, ensuring its energy security, addressing climate change and ageing population, making sure its
institutions are prepared to deal efficiently with an enlarged Union. This is
why President Barroso is right when saying, paraphrasing John Fitzgerald
Kennedy, that Romania and Bulgaria should not ask what Europe can do
for them but they should ask what they can do for Europe. Now is the time
for Romania to move to the next level, from becoming an EU member to
assuming the full, incurring responsibilities and acting towards furthering
the European integration and promoting the Union’s common interests.
The EU membership is, above all, about sharing a common vision of
democratic values, rule of law and respect for diversity, namely a set of values that have been at the heart of the EU construction from the beginning
and which are still the driving force of the European action. By acceding to
the EU, Romania has assumed its part in shaping the EU common future, its
share of responsibility and solidarity.
Romania’s aim, as a new Member State, is to be recognized as a credible
and flexible partner, being at the same time capable of contributing in a
positive manner in the decision-making at the EU level. In the EU decisionmaking process, Romania’s priority is to foster consensus and support common goals within the EU institutional mechanisms, while also promoting
its own interests at the EU level and not only passively transposing the EU
legislation. Romania works closely with the other Member States in order
to harmonize its national interests with the broad European interest.
Romania wants to make sure the European institutions are prepared to
deal efficiently with the managing of an enlarged Union. Therefore, Romania supports the entry into force of the Lisbon Treaty by the end of this year.
The entering into force of the Lisbon Treaty is an opportunity to give a fresh
impetus to European policies and actions as it provides Europe with the
means to better respond to current challenges - security, climate change,
migration, energy, improved institutional efficiency and transparency.
It is worthwhile pointing out that Romania became a member of the EU
on the 1st of January 2007, during a period of reflection and debate concerning the future shaping of the Union. Romania had thus the opportunity to play an active part in the process of reforming the EU institutional
framework, by participating directly in the negotiations for the new European Treaty and by signing it in December 2007, in Lisbon.
Romania is taking very seriously its role as a guardian of a large part of
the Union’s Eastern border, and fully shares the vital interest of strengthening the Union as an area of freedom, security and justice. Therefore, Roma48

nia’s objective is to accede to the Schengen area by 2011.
Nowadays, the EU is confronted with a double challenge: ensuring energy security and combating the effects of climate change.
In terms of energy, we need to diversify the sources and routes of transportation of hydrocarbons to the European consumers. There is an acute
need for common action at EU level for ensuring energy security and solidarity. Romania supports an enhanced common energy policy and is interested in contributing to the development of the main European infrastructure in this sector. It welcomed the agreement of the European leaders,
at the European Council in March 2009, on the Second Strategic Energy
Review. In the spring of 2009, the European Council confirmed the importance of a common energy policy and of the „single voice” approach in the
EU dialogue with third countries. Romania is a constant supporter of the
need to promote common positions in relation to third countries.
When it comes to climate change, Romania considers that the EU should
play a leading role concerning the post-2012 agreement, both in terms of
own emissions reductions and financing the mitigation and adaptation efforts in developing countries. Romania welcomed the recent developments
at the EU-US summit, which took place on 5 April 2009 in Prague. The event
was the occasion for the new US administration to get on board the international negotiations and to confirm the transatlantic commitment on the
post-2012 agreement. At national level, Romania will adopt the necessary
measures in order to contribute to the reduction of the level of emissions
post-2012. Romania’s objective is to adapt the national economy through
an extensive use of renewable energies and the use of nuclear energy.
The global economy is going through an economic and financial crisis of
an exceptional scale. The EU has demonstrated its unity and acted in a coordinated manner to fight against the current crisis. The European Council in
December 2008 adopted a European economic recovery plan that provides a
coherent framework for action at both EU and national levels. The European
leaders gave the European citizens a firm message that they trust the European economy and its capacity of re-launching and further development. At
national level, Romania adopted measures aiming at limiting the decrease
of economic growth, protecting the economic interests of the population,
and achieving the convergence criteria for entering the Euro zone. The single currency has proven so far its efficiency in ensuring monetary stability
for all member-states that have adopted it. This is why the accession to the
Euro zone represents a priority for Romania to be achieved in 2014.
Romania supports and promotes important projects in the EU external
relations field such as the Black Sea Synergy and the Eastern Partnership.
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The EU needs in its Eastern proximity wealthy, stable and democratic countries and Romania, a country with responsibilities in the management of a
large European external border, wants to play an important role in facilitating the cooperation between EU and its neighbouring Eastern region.
Romania continues to support the further enlargement of the EU. It is true
that the current global crisis is creating difficulties for all EU countries. However, assisting the candidates and potential candidates in managing the
financial and economic consequences of the crisis would only represent an
investment in Europe’s future.
Migration on the EU eastern borders is also a priority for Romania, which
is an active supporter of the Black Sea Cooperation Platform in the field of
Migration and Development. This EU project is meant to supplement the
already existing dialogue between EU and the Black Sea States, as well as
between the States of the region themselves, and to add a regional dimension to the management of migration. It aims at becoming an important
communication channel with the EU in the field of migration and development, bringing the realities of the Black Sea region to the attention of the
European Union central institutions.
In relation to the Black Sea initiatives, Romania is interested in developing an EU Strategy for the Danube region. In 2008, Romania and Austria
raised this issue among the Danube riparian countries as well as the EU
Member States and EU institutions. The European Council (June 2009) recognised the need for this strategy and invited the Commission to present
an EU strategy for the Danube region before the end of 2010.
Romania’s commitment to the European project is strongly supported
by the Romanian citizens. The most recent Eurobarometer (European program of public opinion surveys) in autumn 2008 confirmed once more the
support displayed by the Romanians towards the European institutions
and the future of the European construction. Their confidence in the EU is
highly significant, around 66 %.5
Being an EU member has proven highly beneficial to our country and,
implicitly, to our citizens, economically, politically and culturally. The integration process within the EU has just begun for Romania. But as part of the
EU, Romania’s aim is to contribute to the success of the European project,
to building a dynamic, united and strong Union, capable to face the challenges of globalization in all areas.

5
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The Process of EU Integration
– Challenges to the Candidate
Countries

EU Candidate Country: the Case of Macedonia
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Contents
I. Brief history of integration into the EU
II. Key issues of the RM as a candidate country in the pre-accession
process
III. EU political environment
IV. Future plans
“The integration of the Republic of Macedonia into the European Union
has always been clearly and undoubtedly expressed strategic interest
and a priority objective in the policy of the Republic of Macedonia at all
levels.” (The National Strategy for European Integration of the Republic of
Macedonia)

National Strategy for European Integration of The Republic of
Macedonia (September, 2004)
 Sets out the commitments of RM to implement SAA and OFA, as well
as alignment with the EU CFSP;
 Sets out the fundamental aims, policies, and priorities in the process of
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acquiring membership to the EU:
- maintaining macroeconomic stability;
- creating an environment for accelerated economic growth and
increased employment;
- providing adequate and targeted social protection aimed at
alleviating social impacts of transition;
- diminishing the implementation gap.
(http://www.sep.gov.mk/content/Dokumenti/EN/National_strategy_
for_integration_of_the_Republic_of_Macedonia_to_the_European_
Union.PDF)

I. Brief History
 2001 First Stabilisation and Association Agreement (Interim Agreement
on Trade, in force);
 2003 Thesaloniki Summit – European Partnership for RM;
 2004 March – RM Submits Application for Membership to the EU in
Dublin, April – SAA entered into force, October - Romano Prodi Delivers
the Questionnaire to the Government of the Republic of Macedonia;
 2005 February, Macedonia presents the Answers to the Questionnaire in
Brussels, November – Opinion of the EC to the Council of EU, December
– Candidate Status of RM (Opinion of the Council of the EU);
 2006 October – First Progress Report (1.10.2005 – 30.09.2006)
 2009 – date for starting negotiations ?
 2010 – visa liberalisation ?
 2014 – Macedonia an EU Member State?

II. Key Issues of the RM as a Candidate Country in the PreAccession Process
1. AP – Banchmarks - PR
2. NPAA
3. SAA – 2nd phase
4. Visa liberalisation
5. IPA
1. Council Decision on the Principles, Priorities and Conditions
Contained in the Accession Partnership with Macedonia
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Identifies the priorities which the country needs to address in preparing
for the opening of negotiations, especially in terms of application of EU
legislation. It is also the basis for EU pre-accession aid programming.
Content:
Key Priorities
Short-term priorities
(realization in 1-2 years)
Mid-term priorities
Structure:
Political criteria
Economic criteria
Acquis
(realization in 3-4 years)

AP- Benchmarks
1. Ensure proper implementation of all commitments undertaken in the SAA.
2. Promote a constructive and inclusive dialogue, in particular in areas
which require consensus between all political parties, in the framework
of the democratic institutions;
3. Ensure effective implementation of the Law on Police.
4. Establish a sustained track record on implementation of judiciary
reforms and strengthen the independence and overall capacity of the
judicial system. Implement the reform of the prosecution and finalise
the appointment of the Judicial Council.
5. Establish a sustained track record on implementation of anti-corruption
legislation.
6. Ensure that recruitment and career advancement of civil servants is not
subject to political interference, further develop a merit-based career
system and implement fully the Law on civil servants.
7. Reduce impediments to employment creation and address in particular
youth and long term unemployment.
8. Enhance the general business environment by further improving
the rule of law, strengthening the independence of regulatory and
supervisory agencies, speeding up legal procedures and continuing
registration of property rights.
* Conduct of Elections: Implement recommendations of OSCE/ODIHR
so as to ensure free, fair and transparent elections that meet international
standards
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Monitoring mechanisms
 Using the platform determined at the meetings with the ECD, the line
ministries and the other responsible institutions established measures
and activities for implementation of the key priorities that resulted in an
Action plan adopted on a special Government session on 3.03.2008.
 The Action Plan contains measures and activities for each criterion
separately aiming at providing clear roadmap in a defined period of time
for the necessary activities for meeting the key priorities. The adopted
Action Plan was presented to the EU Commissioner for enlargement
Mr. Oli Ren during his visit in the RM on the 8 March 2008.
 Each Government session commences with a pre item on EU when
the matrix on the implementation status of the measures and activities is considered. SEA through the nominated contact persons from
the responsible ministries in the process of meeting the key priorities
determines the level of realization and submits it tot the Government
session. The contact persons nominated from the responsible ministries for reporting on the level of realisation of the key priorities from
the Accession Partnership submit information on a weekly basis to the
SEA at an institutional level. Thereby, the GRM provides continuity and
information on the realisation of the measures and activities.
 SEA is key coordinating body

Accession Partnership Action Plan
In March 2008, GRM adopted the AP-AP based on the AP benchmarks:
 Framework for active and intensive implementation of SAP
 Internal monitoring mechanism-focus on the 8 benchmarks
 Easy coordination and consistence of ministries’ activities
 Easy to track - Scheduled on Government Session with high priority;
Weekly, Monthly, and Mid-Term Progress Reports
 Government Programme harmonised with AP-AP
 AP-AP is integral part of the National Programme for Approximation of
the Acquis Communautaire (NPAA)
2. National Programme for Adoption of the Acquis Communautaire
 Legislation
 Institutions
 Financial Needs
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Contents:
I. Political criteria
II. Economic criteria
III. Capacity for assuming the obligations from EU membership (acquis
chapters)
IV. Administrative capacity for the implementation of the acquis
V. National version of acquis communautaire
VI. Annexes (1-List of national legislation for harmonization with EU; 2Overview of planned recruitments; 3- Planned financial needs)

NPAA

Purpose: coordination of activities in the association process
supervision of the implementation of tasks link between the national
legislation and the acquis basis of Commission’s Regular Reports on RM
progress.

Consistency: AP, Progress Report, SAA obligations, Government
and Sectoral Priorities, Budget 2009-2011, Foreign Assistance.

Basis: Annual Government Legislative Programmes; Set-Up and
Reorganisation of Institutions; Annual Employment Plan; Budget Priorities;
Foreign Assistance Programming; Formulation of Negotiation Positions.

Reflects: implications of acquis communautaire; medium-term
strategic planning skills; financial capacity to cope with acquis.

Aims of NPAA revision
 Full incorporation of Accession Partnership priorities (benchmarks as
well);
 Alignment with EC comments and findings of EC Report 2008;
 SAA obligations;
 Further incorporation of acquis in the national legal system;
 Revision of financial resources and future employment trends;
 Improvement of overall consistency and coherence of the document;
 Improvement of monitoring mechanisms.

Consultation with the relevant stakeholders
 33 working groups + Political and Economic criteria;
 Extensive inter- ministerial consultation (65 state institutions and
agencies);
 National Council for European Integration;
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 Assembly of the Republic of Macedonia- Commission for European
Affairs;
 Civil society- presentation and participation;
 European Commission.

NPAA- the outcome












Single/ “umbrella” document;
Enhanced “ownership” and commitment to the NPAA activities;
Enhanced monitoring mechanisms;
NPAA matrix of aims and activities (i.e. Action Plan);
Regular meetings with the ministries;
Thematic sessions of the Government;
Enhanced cooperation with the National Council and the Assembly;
Regular quarter information on the implementation of NPAA;
A solid starting point for screening and accession negotiations;
Links between national and European legislation- focus on ToC EU-MK;
Translated 47.576 OJ p or 3.796 EU legal acts.

3. Stabilisation and Association Agreement (April, 2001)
 RM= 1st Country in the Balkans to Sign SAA;
 Provides a Framework for Political Dialogue;
 Institutes Commitment of Signatories to contribute to political,
economic, and institutional stabilisation in Macedonia through
development of:
- Civil Society and Democratisation;
- Institution Building and Public Administration Reform;
- Enhanced Trade and Economic Cooperation;
- Strengthened National and Regional Security;
- Increased Cooperation in Justice and Home Affairs;
- A Free Market Economy and Free Trade;
- Regional Cooperation;
- The Approximation of Legislation to that of the Community.

...SAA, key characteristics
 Evaluative clause – ‘potential candidate’;
 Association – transitional period of maximum 10 years – two phases: 5
years + maximum 5 years;
 SAA Council made an evaluation (8 December 2008);
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 Regional cooperation convention;
 Asymmetric trade principle – completely liberalised approach of
goods to the EU market and gradual opening of the RM market for EU
goods.
4. Visa liberalisation
 A lot of administrative capacity involved
- Macedonia meets the benchmarks score: 1
- Montenegro meets most benchmarks score: 1.75
- Serbia meets most benchmarks score: 1.75 3.
- Albania does not meet benchmarks score: 3
- Bosnia does not meet benchmarks score: 3 4.
- Kosovo no evaluation score:
 Different version of the scenario for visa liberalisation

Document security
Illegal migration incl. readmission
Public order and security
External relations and fundamental rights

AL
3
3
3
3

BA
3
3
3
3

MK
1
1
1
1

ME
1
2
2
2

RS
1
2
2
2

Visa Liberalisation Legal Procedure
 EC submits an amendment to the Schengen Regulation 539/2001 to the
Council of EU, end of June and then to the EP (parallel procedure);
 Within the consultative procedure, EP provides opinion ;
 The proposal for amendment is presented for adoption by the Council for JHA – qualified majority voting (228 votes out of 309 votes are
needed, from 12 MSs)
 The procedure will end up with the last meeting of the Council for JHA
– Sweden Presidency (30 November – 1 December 2009);
 The decision of the Council for JHA is published in the OJ of the EU – 10 days.

Visa Liberalisation expectations
 Macedonia has met the benchmarks for visa liberalisation;
 The evaluation is excepted to be based on concrete facts and objectively,
with no political pressures and other facts taken into consideration;
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 Debates in the EU bodies have started – they can contribute to starting
the procedure on time;
 Individual assessment approach.
5. Financial Instruments
 As candidate country since 9 November 2005, RM has the possibility to
use the pre-accession funds of the EU;
 Absorption capacity of the CC for the EU funds;
 Financial IPA allocations – Multiannual Indicative Financial Framework
(MIFF);
 Planning the EU assistance for RM – Multiannual Indicative Planning
document (MIPD);
 Main programming policy and framework: MIFF
MIPD
a programme for each component;
 Established EU assistance implementation structure (4 IPA components);
 Institutional set up having clearly defined tasks and responsibilities and
function segregation;
 IPA- Amount for year 2009 = 81,800 ME according to MIPD (All 5 Components).
 For Macedonia IPA replaced the CARDS (PHARE)

Republic of Macedonia 2007-2012 in mln. EUR
2007

2008

2009

2010

2011

2012

Transition assistance and
institution building

41.642

41.122

38.128

36.317

34.503

32.979

Cross-border cooperation

4.158

4.078

5.571

5.682

5.796

5.912

Regional development

7.400

12.300

20.800

29.400

35.000

39.400

Human resources development

3.200

6.000

7.100

8.400

9.400

10.580

Rural development

2.100

6.700

10.200

12.500

14.000

16.928

TOTAL

58.500

70.200

81.800

92.300

98.700

105.800

Participation of the RM in Community Programmes
In 2006 the GRM decided to participate in 9 + 3 programmes:
1. FP – 7 (for research)
2. CIP (Framework programme for competition and innovations)
3. PROGRESS
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4.
5.
6.
7.
8.
9.
10.
11.
12.

Citizens for Europe
Youth in Action
Lifelong learning
Culture
Media
Life+
Fiscalis
Customs
Prevention and Fight Against Crime

III. EU Political Environment
Political Environment in the EU:
Enlargement policy;
Lisbon Treaty;
Economic crisis;
EP elections.
“Absorption Capacity”/ “Integration Capacity” and “Enlargement Fatigue” = regular phrases in EU jargon;
 Stricter conditions/higher criteria (stricter monitoring on meeting the
conditions).



IV. Further Plans
Visa liberalisation as of 01.01.2010;
Implementation of the AP priorities;
EC Annual Progress Report;
Negotiation for EU Accession:
- screening;
- negotiation structure.
 Prepared for EU Membership;
 EU Accession Treaty for RM;
 Prepared to use IPA.





61
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Four Years On1
Ahmet Evin

Ahmet Evin is the founding dean of Faculty
of Arts and Social Sciences at Sabanci University.
As director of education of the Aga Khan Trust for
Culture, a Geneva-based international development foundation, he coordinated the Aga Khan
Program for Islamic Architecture at Harvard University and the Massachusetts Institute of Technology, and in cooperation with that US-based
resource centre assisted in the development of
architectural education in Asia and Africa. Prof.
Evin initiated, with the European Commission’s
support, a policy dialogue on the future European architecture, the EU’s eastward expansion, its Mediterranean policy, and the customs union agreement
with Turkey. His research interests include theories of the State and elites; Turkish political development; and democracy and civil society. He works on current foreign policy issues related to the European enlargement, its significance
for Turkey and the region as well as its effect on transatlantic relations. He received his BA in English and Comparative Literature from Columbia University
in 1966. That same year he was named William Mitchell Fellow at Columbia
where he continued his graduate work and received his Ph.D. in Middle East
Studies and Cultural History in 1973. Prior to his appointment at Sabanci University, Dr. Evin has been a Senior Fellow at the Transatlantic Academy, Washington, D.C., taught at New York University, Harvard University, Hacettepe University (Ankara), University of Pennsylvania (where he also served as director
of the Middle East Centre), University of Hamburg, and Bilkent University in
Ankara (where he headed the Department of Political Science).

Turkey’s accession negotiations with the EU that got off on a difficult
start in 2005 have been moving at a snail’s pace since then. Only ten out
of 35 chapters have been opened so far and only one of them provisionally
1

The author gratefully acknowledges his debt to Nilgün Arısan Eralp for the data on accession negotiations.
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closed. Turkey’s long and arduous path towards membership would appear
to provide an example of how not to prepare for “efficient membership”
rather than the other way around. There are, however, several reasons for
the lack of momentum that has characterized the Turkey’s negotiations
process and it would be possible to draw object lessons from them.

Background
Before providing an analysis of the current state of the negotiations, it
may be appropriate to provide a background of Turkey’s relationship with
the European entity and the ways in which that relationship essentially differs from that of the South Eastern European states, including those in the
Western Balkans. Turkey’s relationship with a changing European construct
has followed a path of slow convergence over a period of six decades. Turkey formally applied in 1959 to become associated with what was then
called the European Economic Community (EEC-6) only two years after the
Treaty of Rome was signed and four years later the Ankara Agreement was
concluded. A decade later, in 1973, an additional protocol to the Ankara
Agreement was signed between Turkey and the EEC, which established a
timetable for Turkey to gradually remove customs duties on manufactured
imports from the EEC over a period of 22 years and thus prepare for entry into a customs union with the Community. That period witnessed great
many challenges, tensions, and reversals, including the freezing several
times of the relations by both parties. Brussels suspended relations on account of military interventions, while Turkey did the same because of disagreement over economic issues relating to its obligations under the additional protocol.
It is also during that period that the EEC-6 evolved into the European
Community, in tandem with the Single Market Act of 1985, and then moved
on to become the European Union of 15 members in three waves of enlargements. There is no question that Turkey fell behind. From time to time
it even looked as if Turkey would cease following the arduous path towards
membership. Yet, despite all the tensions, reversals, and frustrations, Turkey
ultimately fulfilled its obligations on time, and entered into a customs union with the EU on January 1, 1996, as had been foreseen back in 1973.
Turkey’s relations with the EU, however, continued to be uneven after it
joined the Customs Union. At the 1997 Luxembourg summit, Turkey was
denied the candidate status while the decision was made to begin an accession process with ten Central and Eastern European states and with Cyprus. Ankara felt insulted and suspended diplomatic communications with
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Brussels, but continued to maintain bilateral relations with individual member states only. The EU, in turn, launched a “European Strategy for Turkey”2
to appease Ankara, which Turkey also ignored. It was two years later at
Helsinki that Turkey was finally given the candidate status. Earlier that year
the Greek veto on Turkey’s candidacy had been lifted by the Simitis government, which had been embarrassed by the capture of the PKK leader
Öcalan at the Greek ambassador’s house in Nairobi in February that year.3
The Helsinki decision was welcomed by the public opinion in Turkey. Some
members of the government, however, had reservations about Turkey’s EU
membership. After a brief hesitation the prime minister flew to Helsinki to
sign the accord and the coalition government ultimately embarked on a
program of reform to prepare for the next stage, accession negotiations.

Enlargement Fatigue
The Helsinki European Council postponed the decision to begin accession negotiations with Turkey to the December, 2004, summit,4 which put
Turkey behind the queue of a large number of new candidates. At the Brussels summit decision was made to open accession negotiations with Turkey,
after some heated debate nevertheless. In spring 2005, the main item on the
EU’s agenda was the ratification of the new constitutional treaty. The issue of
Turkey’s accession negotiations was postponed to the autumn of that year
in order to prevent it from influencing the process of ratification, especially
in the two countries, France and the Netherlands, where the treaty had to be
decided by a public referendum. The constitutional treaty was voted down
in both countries in referenda held in late May and early June.
In the meantime, at the beginning of May, ten new members were admitted into the EU. The French and the Dutch vote clearly reflected public apprehension in Western Europe with the possible effects of enlargement. With the economy experiencing a cyclical stagnation, enlargement
was feared by the public of the richer countries as a means for transferring
resources to the poorer newcomers. Indeed, the fifth enlargement that
brought in 10 new members increased the EU’s population by 35 per cent,
its land area by 29 per cent, but its economy only by 5 per cent.
As enlargement fatigue set in, the prospect of Turkey’s membership ap2
Presidency Conclusions: Luxembourg European Council, 12 and 13 December 1997, see
http://www.consilium.europa.eu/ueDocs/cms_Data/docs/pressData/en/ec/032a0008.htm
European Commission, European Strategy for Turkey, Brussels, 04.03.1998, see
http://aei.pitt.edu/4356/01/001450_1.pdf
3
See my “Changing Greek Perspectives on Turkey: An Assessment of the Post-Earthquake Rapprochement,” Turkish
Studies 5 (no.1, 2004), pp. 4-20.
4
Presidency Conclusions: Helsinki European Council, 10 and 11 December 1999, see http://ue.eu.int/ueDocs/cms_Data/
docs/pressData/en/ec/ACFA4C.htm
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peared to many as a further threat to the stability and prosperity of the
Western European member states. The French and the Dutch vote against
the adoption of the constitutional treaty were even interpreted as a vote
against Turkey’s membership, although there is hardly any evidence to support that claim. Only 3 per cent of the Dutch voters who rejected the constitutional treaty cited opposition to Turkish membership as the reason for
their “no” vote. But, 32 per cent of them cited “lack of information,” that is,
inadequate knowledge of the constitutional treaty’s implications; 19 per
cent cited “loss of national sovereignty;” and 14 per cent, their opposition
to the government.5 Among the voters who said “no” to the constitutional
treaty in France, 6 per cent cited “opposition to Turkish membership,” while
31 per cent said they voted against the treaty because of their fear of its
“adverse effect on employment and investments” flowing abroad; 26 per
cent cited economic stagnation, particularly high unemployment; 19 per
cent found the proposed constitutional treaty “too liberal;” and 18 per cent
cited “opposition to the president and government.”6
The intergovernmental conference held on October 3, 2005, witnessed
rigorous opposition to opening accession with Turkey, particularly from Austria, in addition to Cyprus. With debates continuing well into the night, even
the clock was “stopped” so as to find a solution to the deadlock. At the end,
the Council made a decision to begin accession negotiations with Croatia in
order to appease Austria and make it lift its veto on Turkey. Unanimity was
achieved in the early hours of October 4. In Turkey, the jubilant mood that
accompanied the 1999 Helsinki decision and, though to a lesser degree, the
celebrations that accompanied the 2004 Brussels summit, were notably absent the day after the decision. It was as if the whole process had left a bitter
aftertaste among Turkish officials and, to a certain extent, the public.

Turkey and the Eastern Enlargement
The foregoing summary would serve to highlight the essential differences between Turkey’s progress towards candidacy and that of the countries of Eastern and South Eastern Europe. Throughout its long history of
association, Turkey demonstrated a very slow process of convergence because of a lack of an elite consensus on joining the European entity and
the resulting inability to build a momentum in that direction. For a long
time, Turkish policymakers looked upon the European entity as being no
5
European Commission, The European Constitution: post-referendum survey in the Netherlands, Flash Eurobarometer
172 (June 2005)
http://ec.europa.eu/public_opinion/flash/fl172_en.pdf
6
European Commission, La Constitution européenne : Post-Référendum France, Flash Eurobarometer 171 (June
2005) http://ec.europa.eu/public_opinion/flash/fl171_fr.pdf
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different from other post-World War II Western institutions. They observed
the growth of the EEC-6 into the EC and then the EU in successive waves
of enlargements, but they failed to notice the gradual transformation of
the EEC into a unique supranational entity. 7Turkey, moreover, did not have
the security concerns and needs that the new enlargement countries had.
It had guarded the South Eastern flank of NATO during the cold war; it felt
it had far less to worry about its northern neighbour after 1991. National
Unity and sovereignty tended to eclipse EU membership in Turkey’s security policy agenda.
In the case of Central and South Eastern European countries, on the other
hand, EU membership topped the agenda. For Eastern European countries,
the EU meant a strong security anchor, particularly in terms of freedom
from Soviet domination. They focused on the EU membership goal, therefore, shared the same sense of urgency that Western Europe felt and began
preparing in earnest to achieve the fulfilment of the Copenhagen criteria in
order to qualify for candidacy and move on to the accession process.
Reciprocally, an overriding need was felt across the Transatlantic Alliance
for anchoring the former Warsaw Pact members into a new security arrangement, following the rapid dissolution of the Soviet Union. Most of the
EU member states, particularly Germany, strongly felt that a power vacuum
in Eastern Europe could fast lead to destabilization, resulting possibly in a
greater security threat than the one faced during the Cold War. A sense of
urgency guided the process of absorbing the Eastern European states into
the EU and the “big bang” fifth enlargement was trumpeted as the historic
reunification of a divided Europe.
The public opinion in most EU-15 member states had vastly different perceptions of Turkey as compared to the Eastern accession countries. Most of
those who were opposed to Turkey’s membership cited its large size and
population; the danger to European labour markets of large-scale immigration from Turkey; and the cost of absorbing a country of Turkey’s size
into the Union. In anticipation of the 2004 Brussels summit, a number of
studies had been commissioned and conducted by reputable think tanks
and university research centres in Western Europe with a view to refuting
economic and demographic arguments against Turkey’s EU membership.8
These studies and reports convincingly argued that the levels of immigra7
F. Stephen Larrabee and Ian O. Lesser, Turkish Foreign Policy in an Age of Uncertainty (Santa Monica, CA: RAND,
2003), p.49.
8
For example: Refik Erzan, Umut Kuzubaş and Nilüfer Yıldız, “Growth and Immigration Scenarios for Turkey and the
EU,” Centre for European Policy Studies, EU-Turkey Working Papers 13 (December 2004); Kirsty Hughes, Turkey and the
European Union: Just another Enlargement? (Brussels: Friends of Europe, 2004); A.M. Lejour, R.A. de Mooij, and C.H. Capel,
Assessing the Economic Implications of the Turkish Accession to the EU, CPB Documents 56 (The Hague: Netherlands
Bureau for Economic Analysis, 2004); and Kemal Derviş, Michael Emerson, Daniel Gros and Sinan Ülgen, The European
Transformation of Modern Turkey (Brussels: Centre for European Policy Studies, 2004).
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tion from Turkey would actually be reduced in the event of Turkey’s membership, since even the very process of accession would result in a faster
growth of the Turkish economy, thereby reducing the appeal of emigration
by unskilled labour in search of employment abroad. Turkey’s accelerated
growth rate, it was further argued, would also serve to narrow the gap between Turkey’s economy and that of the EU member states. Moreover, Turkey was a significant and growing market for the EU and, as such, would
have a positive, even if negligibly small, effect on the EU economy. To those
who normally supported Turkey’s European ambitions, such economic and
demographic arguments sounded sensible and convincing. To others, the
specter of Turkish membership remained as a serious threat to the Union’s
well being. One case in point has been Austria, where the public opinion remained opposed to the fifth enlargement even after that very enlargement
served to boost significantly Austria’s economy and regional influence. Another has been France where, since the defeat of the 2005 constitutional
referendum, enlargement came to be seen as a mortal threat to France’s
economy and labour market.
Turkey’s membership loomed larger in the Western European imagination after the 2005 decision. For those who opposed Turkey’s membership,
the very fact of negotiations seemed as if the country would join the Union
immediately and a huge number of Turkish migrant workers would begin
flooding Europe. The same year also witnessed several acts of terrorism by
Islamist radicals. Bombs placed in the London underground and a commuter train blown up in Madrid raised fears of radical Islamist factions stepping
up bloody acts of jihad, as did the murder of the Dutch filmmaker van Gogh
by an Islamist extremist in the Netherlands. As a result, issues of identity
and culture also came to be raised in the context of questioning Turkey’s
European credentials. Those opposed to Turkey’s membership stepped up
their arguments that it had a different history from that of Europe and a different culture. Its Muslim heritage, it was claimed, attested to the fact that
it did not share European values that were associated with the continent’s
Christian heritage. Although the majority of European leaders countered
such arguments by underscoring the fact that European values were not
the same as the values of the Christian church, and that the EU was not a
Christian club, such culturalist arguments found resonance with a significant segment of the public opinion that had been influenced by the terrorist acts carried out by Islamist radicals. Moreover, the existence in Europe of
Muslim communities that either had integration problems or resisted integration into their host country’s society was viewed as a further evidence
that Muslims, therefore Turks, had no capacity or intention to participate in
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Europe’s civic space. As a result, considerations of political correctness have
given way to blunt expressions, such as those by Mr. Sarkozy, explicitly stating that Turkey had no place in Europe.

Accession Negotiations
The beginning of the accession negations was, perhaps, a “decisive moment,” as the BBC’s Europe correspondent remarked then, but it did not alleviate the difficulties lying ahead. Following the October 3, 2005, decision,
the enlargement Commissioner Olli Rehn was reported as saying, “Now the
EU has become a stakeholder in the continuation of the political, economic
and social transformation of the country.” Yet Turkey’s membership continues to be aggressively questioned by an increasingly wider circle of influential stakeholders. Even the negotiations framework drawn up for Turkey
is notably different from the preceding ones that governed the accession
process of the twelve new members. In the case of Turkey, not only the
opening and closing of the negotiations themselves but the opening and
closing of each of the 35 chapters require the Council’s unanimous decision. Many observers felt that the framework discriminated against Turkey
by making its negotiation process more difficult than those of the preceding accession countries. The phrase “privileged partnership” that was excluded from both the 2004 Brussels and the October 2005 decisions which
describe the negotiations as open ended but their “shared objective” as accession.9 The notion of “privileged partnership,” however, has since gained
considerable currency, particularly in Paris and Berlin.
Turkey’s reform process that began after the Helsinki summit gained pace
in the course of the 2001 financial crisis as a result of which the government
implemented a series of reforms to stabilize the economy and begin in earnest to adopt the acquis. Both the IMF anchor for the economy and the
EU anchor for stability were deemed essential for getting the country out
of the severe financial crisis into which it had been thrown. An ambitious
program of reforms continued, following the constitutional amendments
made by the coalition government prior to the 2002 elections that brought
the Justice and Development Party (AKP) to power. These constitutional
amendments allowed wide-ranging reforms that included the following
significant ones.
The death penalty was abolished; cultural rights were extended to mi9
Presidency Conclusions: Brussels European Council, 16-17 December 2004, see http://ue.eu.int/ueDocs/cms_Data/
docs/pressData/en/ec/83201.pdf
European Commission, Negotiating Framework (Luxembourg, 3 October 2005), see
http://ec.europa.eu/enlargement/pdf/st20002_05_TR_framedoc_en.pdf
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norities (teaching and broadcast, for example, in the Kurdish language was
made possible) by means of legislation passed in several stages, a process
that has been continuing up to the present time. The State Security Courts
(which were expressly set up to try suspected terrorists and which included
military judges as members) were closed. The penal code, which had descended from the Italian criminal code of the 1920s and which incorporated draconian measures, was revised. The new penal code adopted in 2005,
however, fell far short of expectations; it included the infamous Article 301
that made it a crime to insult “Turkishness.” Because of the vagueness of this
concept a number of writers, intellectuals and journalists have been prosecuted, including the Nobel Prizewinner Orhan Pamuk. New legislation
was passed to enhance the legal base of women’s rights and steps were
taken to start bringing civil-military relations to the EU and NATO norms.
The government also began taking measures to prevent ill-treatment by
security forces, abuse and torture of detainees. The authorities repeated
often enough that the government would adhere to a policy of “zero tolerance” in respect to torture.
As a result of the reforms undertaken in the first half of the present decade, “Turkey sufficiently fulfilled the Copenhagen political criteria.”10 The
adoption of the acquis has continued, though somewhat at a slower pace,
but there has appeared a gap between the new legislation that incorporates reforms and implementation that reflects many of the old habits that
die hard. Although emphasis has been placed on the training of security
forces, and although the Commission reports state that there is no evidence
of widespread and systematic torture, there have been instances of abuse
and mistreatment of detainees, resulting in some cases even in loss of life.
Overall, the reform of the judicial system has lagged considerably behind.
In order to meet the essential requirements of the Copenhagen criteria,
judicial reform would need to ensure the independence of judiciary as well
as enhancement of judicial capacity. With respect to the latter, judicial capacity, programs involving the training of judges have been implemented
in tandem with the training of law enforcement cadres. In respect to the
former, however, it cannot be claimed that any progress has been made.
Despite criticism by the Commission, included also in the 2009 progress
report, the Minister of Justice and the undersecretary of that ministry, continue to sit in the High Board of Justices and Prosecutors, a body that is
required to be independent and free from political influence according to
the basic premises of a democratic system of governance. A glaring gap
See The European Parliament resolution on the opening of negotiations with Turkey
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&reference=P6-TA-2005-0350&language=EN&ring=B62005-0505
10
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also exists between the legislation governing women’s rights in Turkey and
the practices followed in traditional communities. The lack of respect for
women’s rights, as well as for the exercise of individual freedoms, observed
not only in rural parts of Turkey but also among traditionalist Turkish communities elsewhere, including those in Europe, stand in sharp contrast to
the minimum expectations of civility in the European cultural space; examples of domestic violence directed at women serve to reinforce the position
of those who oppose Turkey’s European future on the basis of irreconcilably different values.
The European Commission has included the following issues among
its list of concerns regarding Turkey’s harmonization process. In addition
to ensuring judicial independence, as noted earlier, Turkey is expected to
broaden its constitutional reforms so as to ensure the protection of fundamental freedoms, such as those of association, expression, and practice of
all religions. Further, the need for a comprehensive anticorruption strategy
is emphasized along with the need for an urgent revision of the political
parties’ law. Under the current law, party leaders are accorded extraordinary powers that enable them to exercise full and uncontestable control
over the party and delegates to the extent of preventing intraparty opposition and perpetuating their rule over the party. They are also given the
authority to choose those who would run for parliamentary seats or other
political offices, such as municipal or local governments. The election law
also stipulates a very high national threshold of 10 per cent for any political party to qualify for obtaining seats in the parliament, a restriction that
distorts representation of constituencies and adversely affects competition
among political parties. A fifth point concerns the lack of full protection of
the freedom of expression, including freedom of the media.
In addition to the restrictions on the freedom of expression brought by Article 301 of the criminal code, mentioned earlier, the Commission has articulated its concern about political interference in the media by means of punitive
tax levies (specifically mentioned in the 2009 Progress Report 11) and concentration of ownership in the hands of pro-government entities that have been
given access to preferential financing from state-owned banks to purchase
media companies auctioned by the Savings Deposit Insurance Fund. Another
key issue for the Commission has been the rights of the trade unions, which
are not adequately observed either by legislation or in practice.
The news on the economic front is far better. Turkey was described as “a
fully functioning market economy”, at the beginning of the negotiations
European Commission, Turkey 2009 Progress Report, Brussels, 14.10.2009, see
http://ec.europa.eu/enlargement/pdf/key_documents/2009/tr_rapport_2009_en.pdf
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and the Commission observed in its 2008 progress report that the “Turkish
economy has shown resilience despite the recent domestic political crisis,
a difficult international financial environment and increased food and energy prices.”12 Economic stability and predictability have improved in tandem
with the building of institutional and legal infrastructure of a free-market
economy, a process that began with the 2001 reforms is nearly completed
by now. Anti-inflationary measures have been successfully taken and interest rates brought to historic lows despite recent elections, the 2007 national elections followed by the local elections of March 29, 2009. In addition to
the structural reforms in the financial sector, regional agencies have been
established and reforms have been undertaken in the agricultural sector.
Although Turkey’s economy has performed remarkably well even under
the duress of the recent global crisis, there nevertheless remain some issues of concern not only to the EU but to the investment community at
large. The Commission has praised the accelerated privatization program
as a result of which significant levels of revenues flowed into the government’s coffers. Whether all sales of state-held assets can be considered as
successful examples of privatization, however, remains an open question;
such sales of state-held assets that do not attract further investment or lead
to increased production may in fact be contributing little more than cash
flow to the public sector in any given fiscal year. In addition, there are some
indicators that point to potential problems. One is the size of the agricultural workforce. Although, as previously mentioned, reforms have been made
in the agricultural sector, the size of Turkey’s agricultural workforce still constitutes a little over one quarter of the total employment at 26 per cent,
down however from 33 per cent in 2004. The second is unemployment,
which has risen to over 13 per cent, in part due to the global economic
downturn. Also, it is difficult to assess the exact level of unemployment because of the existence of the informal sector, which provides means of livelihood to many who would otherwise be in a worse situation than at they
are at present. Although the informal sector provides livelihood for many,
especially at times of economic crises, it neither generates tax revenues nor
contributes toward correcting the distortions in the economy. The lack of
adequate amount of vocational training and the absence of an educational
policy to address the needs of an evolving labour market stand out as factors that detract from formulating an effective policy to respond to the labour market needs of Turkey’s rapidly changing economy. Finally, there is
continued lack of transparency with respect to state aids which have been
European Commission, Turkey 2008 Progress Report, Brussels, 5.11.2008, see
http://ec.europa.eu/enlargement/pdf/press_corner/key-documents/reports_nov_2008/turkey_progress_
report_en.pdf
12

71

traditionally influenced and therefore distorted by the populist and clientalist tendencies deeply ingrained in the political culture. The share of the
state in the economy remains far too high for comfort, despite privatization
programs undertaken; the business environment is still judged to be less
than favorable by the Commission.

Current State of Affairs
Where does Turkey stand in the accession negotiations now? Three years
after the end of the screening process, which took approximately a year
after the negotiations were launched, the European Commission has completed 30 screening reports, 23 of which have been officially submitted to
Turkey. The Council, on the other hand, has not yet approved nine of the
draft screening reports and there has been no development with regard
to one chapter, 34. Institutions. If chapter 35. Other Issues, is also put aside,
Turkey can be said to have made progress with respect to only 10 chapters,
less than one third of the total. One chapter, 25. Science and Research, was
opened and provisionally closed, nine others have been opened but none
of them provisionally closed as yet. Turkey was invited to submit its negotiation position on two chapters, 17. Economic and Monetary Policy and
26. Education and Culture, but these chapters have not yet been opened.
One additional chapter, 27. Environment, is likely to be opened during the
Swedish presidency of the Union in the second half of 2009. (See Table 1)
The lack of progress in Turkey’s accession negotiations stand out in bold relief as compared to those of Croatia, which began its accession negotiations
at the same time as Turkey and which also experienced blockage by Slovenia
over a border dispute. In Turkey’s case, the main obstacle to the negotiations
process has been the blocking of a total of 12 chapters by the Council.
Because Turkey does not recognize the Nicosia government as representing the whole of the island of Cyprus legitimately, it has refused to
open its ports and airports to Cypriot flag carriers. The EU, as a result, has
blocked negotiations of the following seven chapters: 1. Free Movement
of Goods; 3. Right of Establishment and Freedom to Provide Services; 9. Financial Services; 13. Fisheries; 14. Transport Policy; 29. Customs Union; and
30. External Relations. Additionally, France has blocked several chapters
that essentially relate to issues that concern full membership. Those are 11.
Agriculture and Development: 17. Economic and Monetary Policy; 22. Regional Policy and Coordination of Structural Instruments; 33. Financial and
Budgetary Provisions. There remain only six chapters that can be opened:
5. Public Procurement; 8. Competition Policy; 12. Food Safety; 16. Taxation;
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19. Social Policy and Employment; and 27. Environment. (See Table 2)
On the other hand, Turkey can be considered ready, according to objective technical criteria, to open negotiations on the following six chapters,
on two of which Turkey was invited to submit its position paper. Financial
Services remains blocked over the Cyprus issue. The three others still remain on the agenda of the Council, as follows: 2. Free Movement of Workers; 15. Energy; and 33. Financial and Budgetary Provisions all of which remain blocked by France.
The current situation stands in sharp contrast to both Turkey’s expectations and the EU’s commitment to its own decisions and procedures. As
late as two years ago the Commission stated in its Enlargement Strategy
Paper of 2007:
“Turkey’s EU membership prospect dates back to 1963, when it signed an
association agreement with the EEC. This agreement explicitly envisages accession, both in its preamble and in Article 28. This reflects Turkey’s major
strategic role from the early foundations of the European Union. Turkey is
now the only country with which the EU has established a customs union in
1995. It received the status of a candidate country in 1999. ... It is essential that
the EU honours its commitments and keeps the negotiation process on track
and chapters are opened as soon as the technical conditions are met.”13
Opening at best two chapters under each presidency can hardly be considered keeping negotiations on track; with two sets of blockages currently
in force, Turkey and the Commission are likely to run out of chapters to
negotiate in not so distant future.
Turkey’s relationship to the EU remains enigmatic and full of contradictions today as they have mostly been over the last half a century of its association with the European entity. As Turkey came closer to membership,
it began experiencing greater resistance from Western European public
opinion. It is surprising to see that the high level of support EU membership enjoys in Turkey, given the disparaging rhetoric to which it is exposed.
It is true that different segments of the Turkish society support Turkey’s
membership for different reasons; some of them might even be guided
by inaccurate perceptions of what EU membership might bring to them
as benefits individually. Nevertheless, support for EU membership has
risen to 48 per cent in 2009, after hitting an all time low of 40 per cent
in 2007.14 As far as the official position goes, EU membership has been a
“state policy,” unaltered over the last six decades. Yet, a wide spectrum of
observers has noticed that the state policy has not always been followed
13
European Commission, Enlargement Strategy and Main Challenges 2007-2008, Brussels, 6.11.2007 http://ec.europa.
eu/enlargement/pdf/key_documents/2007/nov/strategy_paper_en.pdf
14
Transatlantic Trends 2009. www.transatlantictrends.org
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rigorously. The lack of progress, especially what appears currently to be a
lack of appetite to pursue the adoption of the acquis, has raised questions
with respect to the claims by the current government of its commitment
to the EU membership goal.
European attitudes toward Turkey may be even more contradictory and
inconsistent than those of Turkey towards Europe. As a member, will Turkey be more of an asset or liability to the European Union? There does
not seem to be a consensus across Europe even with respect to this essential question. Those opposed to Turkey’s membership on cultural
grounds cite as evidence not only cultural and confessional differences,
but a perceived inability or resistance to integration into the European
cultural space. Turks, they claim, will detract from European integration
that allows pluralism and variety. Others disagree precisely on this point:
they see Turkey’s membership as a means to reinforce Europe’s pluralism,
bringing together a variety of cultures, while providing citizens with a set
of shared values. There are yet others who see an enormous opportunity
for Europe in Turkey’s membership: Turkey’s admission into the Union,
they argue, will show the Muslim world that Europe does not discriminate
along confessional lines. They further see Turkey as an important bridge to
the Islamic world, for which, Turkey, they claim, stands to provide a model
as a modern democracy.
It is the strategic arguments much more than cultural ones that convincingly emphasize Turkey’s importance to Europe. In the past, the argument is made, Turkey was a stable and loyal ally which guarded an
important flank of the Western alliance against communist aggression.
Today Turkey is situated in the middle of three intersecting regions:
South Eastern Europe, the Black Sea and the Caucasus, and the Middle
East. Its strategic location is one which is capable of contributing to EU’s
energy security by virtue of being able to provide alternative routes to
alternative energy sources in the Caspian region and the Middle East. It
is also considered variously as a bridge, a buffer, or a secure border between the EU and the Muslim world. Those who view Turkey as a bridge
emphasize its role in the dialogue of civilizations; others cite both Turkey’s military assets and its diplomatic skills in the region as constituting
a strong border or an effective buffer between Europe and an unstable
part of the world.
Although some circles in Europe question the wisdom of extending
Europe’s borders to that unstable part of the world by virtue of admitting Turkey into the Union, few observers or political leaders, if any,
would deny that Turkey is a security asset to Europe, even if they were
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opposed its membership. The notion of privileged partnership, in essence, reflects the position of those who would want to anchor a stable
Turkey to enhance Europe’s security, while wishing not to have an increased Turkish or Muslim presence in European society or EU’s political structures. As for economic issues, the European public opinion is
divided as to whether Turkey is an asset or liability despite the fact that
the business community across the EU member states keeps making a
strong case for Turkey’s membership. The question here is roughly the
same as the one that has accompanied all enlargement debates: new
members, particularly the big ones such as Turkey, open up significant
markets for the EU, but how will their absorption affect the more affluent of the EU taxpayers?
Turkey’s membership prospects have not yet obtained clarity. They are
still surrounded by a mist of misperceptions, suspicions, and apprehensions. Too many disparaging remarks are uttered on various sides, leading to recriminations. However as the EU is recovering from the recent
global economic crisis, there lies an opportunity to refocus on enlargement without incurring as much public reaction as has been the case
since the “big bang” enlargement. The queue for membership, on the
other hand, is once more getting longer with additional Western Balkan
countries given the status of candidacy. There is a danger, of course, that
history might repeat itself and Turkey finds itself behind the new queue
that is forming. With its historical ties in the region Turkey might prove
to be an asset in helping to prepare various Western Balkan countries for
membership; in doing so it also would have the opportunity to improve
and enhance its cooperation with Greece.15 That is the kind of scenario
whereby Turkey would come closer to being a European actor. There
is, however, the possibility of a diametrically opposite scenario whereby Turkey’s current emphasis on being an independent regional actor
might diminish its interest in and appetite for taking on a European role.
Ultimately, it will take political will and commitment on both sides to
pursue a European future for Turkey.

15
Ahmet O. Evin, “The Future of Greek-Turkish Relations,” Journal of Southeast European and Black Sea Studies 5 (no.3,
2005), pp. 395-404.
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Negotiation Chapters
1. Free Movement of Goods
2. Freedom of Movement of Workers
3. Right of Establishment and Freedom to Provide Services
4. Free Movement of Capital
5. Public Procurement
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8. Competition Policy
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14. Transport Policy
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Yes
Yes
Yes
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Croatian Experience in EU Pre-Accession
Ana-Marija Žuvan
Ana-Marija Žuvan is Croatian, born in 1973.
She attended Sandpoint High School, Idaho,
USA. Then she received a Bachelor’s diploma
from the University ”La Sapienza” of Rome, Faculty of literature and philosophy and a Master
degree in International Business Communication from The Rome Institute for Entrepreneurial
Education; Master in education of peace, international cooperation, human rights and politics
of the European Union from University “Roma
Tre”, Rome. Currently she is a PhD in history of
international relations within the University “La
Sapienza”, Rome.
Since 1999 she is involved in Associazione Italo – Croata as an Association president’s advisor. She worked within the project of the Italian Ministry
of Agriculture and Forests related to current agricultural development and
trends of EU candidate countries. Her professional involvement in EU matters
and EU integration continued in the Office of the State Secretary for European Integration within the Croatian Ministry of Foreign Affairs and European Integration as an adviser. From November 2008 onwards she is Head of
Department for Education Directorate for support to Croatia’s EU accession
process within the same ministry.

Introduction
The development of enlargement policy
As the future 28th member of the European Union and part of the sixth
wave of EU enlargement, Croatia has other current Member States to learn
from. However, each wave of enlargement was specific in itself and thus it
was not easy to find the common denominator. It is well known that the
first enlargement consisted of well developed countries, on one side, and
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the European Community of six countries, whose relations were not yet
that interwoven, on the other. The years have passed and the ties among
the member states, like the founding fathers have hoped for, began to
grow. In the second and third wave of the EU enlargement European Community was faced with less developed countries and the fear of political
instability in which case it was necessary to make reforms. Although by the
nineties the lump of the acquis has grown significantly, the accession of
Sweden, Finland and Austria was the so called ‘least painful’ enlargement
as they had most of the acquis already incorporated in their legal systems.
However, the last decade of the past century and the fall of the Iron Curtain marked not only more intensive international relations but it was the
turning point for the European Union. It represented the deepening and
strengthening of mutual relations and institutions that was a precondition
to welcome the rebirth of common and strong Community. Up to the beginning of the new century twelve countries became candidate states and
a great challenge was placed on the European Union, and subsequently on
the European Institutions.
The situation was not only complex for the reason that the political, administrative, economic and social sphere required restructuring, but also
because of the number of countries that were to pass through the accession process and become full-fledged members of the European Union at
the same time. The question raised was whether the European Union with
its pertaining institutions that were created for a community of six member
states and was already sustaining fifteen, could facilitate 27 members, that
is, more than four times its original size. And then again, there are more
states to come and according to the Article 49 of the Treaty on European
Union “any European State which respects the principles set out in Article
6(1) may apply to become a member of the Union”.
This period of deepening has resulted in the Treaty on the European Union, Treaty of Amsterdam, Treaty of Nice and in 2004 the EU was on the
verge of having its very own Constitutional Treaty. Although the Constitution failed to come into force, some necessary reforms took place and
ten new member states joined the EU on 1st April 2004, and Romania and
Bulgaria three years later, in January 2007. The negotiating process was a
great school for the new member states but for the EU and especially its executive body – the European Commission – was even more. It became well
structured and the acquis, which nowadays counts more than 86,000 pages, had to be and it was well divided and sorted into different chapters so
as to smooth the process of harmonisation. Still, Croatia could not merely
rely on their experience as the process changed again. When asked why the
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negotiations with Croatia are different and more demanding than the ones
before, at the Conference “EU Enlargement: Five years after – achievements
and experts”, Mr. Timo Summa, the Director of the DG Enlargement within
the European Commission, said that the accession negotiations were not
only a good preparation for the new member states but also for the Commission that realised the drawbacks of the process and did enhancement
essential for its functioning with every new accession and especially the
last and the most demanding one.

Summary of the Croatian accession process
By signing the Stabilisation and Association Agreement on 29 October 2001, Croatia for the first time established contractual relations with
the European Union. It is important to point out that Croatia was the first
state to already have a comprehensive programme of adaptation to the EU
standards by the time of its application for EU membership. The fact that
the SAA had not entered into force by 2005 did not prevent Croatia from
applying for membership in the EU on 21st February 2003 and from gaining candidate status in June 2004. Very significant is the fact that it took
Croatia less than 18 months between the official membership application
and acquiring of a candidate status. Although the process of accession to
the European Union in the first place depends on the EU and its decisions
on the dynamics and scope of the enlargement process, the successful implementation of the SAA significantly contributed to the positive Opinion
received from the European Commission in April 2004, and also facilitates
Croatia’s accession negotiations.

Prerequisites for successful management of the accession
process.
A negotiation structure aiming at successful management of the negotiation process has been established on basic principles: incorporating experts and all the structures of the society (more than 1500 experts from the
state administration, public and private sector).
Consensus of the parliamentary parties upon the EU accession process
has been reached– Alliance for Europe – January 2005.
National committee for monitoring of the Croatian EU accession negotiations has been established already on 19th January 2005 – mechanism
of parliamentary control of the accession negotiations.
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Croatian EU accession negotiations
Croatia’s aim is to enter the EU fully prepared and transitional periods
will be requested in sectors in which special attention has to be paid to
the vital national interests. Croatia itself is investing significant efforts to
fulfil a number of criteria set by the EU. As it was mentioned before those
criteria are currently much more demanding than before. This new system of negotiations is based on the benchmarks, which could be defined
as the minimal preconditions for opening and closing of an individual
chapter – in Croatian case - most of the chapters. Some of the examples
of the benchmarks are in the chapter Competition: individual plans for
restructuring of shipyards and in Judiciary and fundamental rights: National programme for corruption prevention. It proved to be a useful tool
that sets the pace for each chapter and provides a clearer perspective
for reaching the respective goal. At the same time, it presents a great
challenge not only to Croatia but to the European Commission and to
the member states since it is a new procedure for all and Croatian case
serves as an ice-breaker.
Parallel to the process of undertaking reforms, Croatia is working exceptionally hard on aligning its legislation with the acquis communautaire where most of the work has been completed. The object of accession
negotiations is not the substance of the acquis communautaire, but the
conditions and the ways of its transposition and implementation. So far
almost in all areas the new legislation is already being implemented while
the respectful chapters have not even been opened yet. Having been involved in the negotiating process since 3rd October 2005 Croatian example testifies that it is a serious task of great complexity and it cannot be
fulfilled without the national consensus and the devotion and determination of the whole state administration.
An important part of the negotiating process is the indicative timetable
for completing technical negotiations, a sort of negotiations road-map,
set by the European Commission. Croatia has been given one in November 2008 which predicted the negotiating process should be completed
by the end of this year. Keeping this road-map alive is vital for several reasons: firstly, it is a commitment both for the European Commission and for
the acceding country, in this case Croatia; secondly, it is a strong incentive
for continuation of the aforementioned demanding reforms; and thirdly,
it is a pilot project for the EU accession for the rest of the region. Making
this project a success leaves no room for doubt whether future candidate
countries would be given the same opportunity.
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Course of negotiation in a particular chapter
Negotiating in each individual chapter is done in several phases. Although
there are differences in the length, complexity of reforms and harmonisation, each chapter has to pass the same path which has been set. The negotiations begin with Screening which determines the current situation in the
field that the chapter in question covers. After the Candidate Country has
been given the Screening report it has to write its negotiating position.
The procedure of drafting and adopting negotiating position, Croatia
has defined by the special Decision of the Government of the Republic of
Croatia from 15th April 2005. The summary of it is as follows:
 working group prepares working draft of the negotiating position for
individual chapter;
 followed by the consultations with side ministries, Negotiating group
accepts the draft negotiating position;
 the proposal of the negotiating position is adopted by the GRC Coordination Committee for the Accession Negotiations;
 the proposal is sent to the national Committee of the Croatian Parliament,
after it has given its opinion it goes back to the Negotiating Team;
 after another round of consultation Coordination adopts and if necessary
amends its final position, which is then sent for adoption to the GRC;
 the Government adopts the negotiating position.
The negotiating position is always accompanied by the financial aspect
of the harmonisation of the legislation.
The candidate country is then invited to hand its negotiating position
and if there were any benchmarks for the opening of the chapter. Whether
a county is complying with the benchmarks is verified by the EU.
The chapter can then be opened at a Bilateral Intergovernmental Conference. The exchange of the negotiating positions of Croatia and the EU
follows. If all the requirements have been met, the chapter is provisionally
closed, if not the EU sets closing benchmarks.

Example of the procedure on the Chapter 19 - Social Policy and
Employment:
(in order to reach the opening of the Chapter the procedure lasted more
than 2 years)
 5th June 2006 - The draft of the Report has been delivered and the
Republic of Croatia was invited to hand its comments until 14th June;
 18th July 2006 - The Finland Presidency informs the RC that it has been
given one extra opening benchmark;
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 4th December 2006 - The draft of the action plan for fulfilling the opening benchmark has been sent to the EC for informal consultation;
 4th July 2007 - Final Draft of the action plan is sent to the EC for opinion;
 20th July 2007 - Received comments on the final draft of the Action
Plan from the EC;
 30th August 2007 - Action Plan for harmonization of the legislation
and creating necessary capacities for adopting and implementing the
acquis adopted by the Government of the Republic of Croatia;
 5th September 2007 - the adopted Action Plan for harmonization of
the legislation and creating necessary capacities for adoption and implementation of the acquis was sent to the EC;
 18th December 2007 - EC gave a positive opinion regarding the compliance with the opening benchmark before the Enlargement WG;
 23rd January 2008 - informally the RC received additional questions
regarding the Action Plan;
 25th January 2008 - RC gave answers to the EC;
 29th January 2008 - Working draft of the negotiating position was sent
to the Public Administration Bodies to express their opinion;
 11th March 2008 - Informal technical consultation with representatives
from the EC;
 21st March 2008 - The draft of the negotiating position was sent to the
Negotiating Team for discussion and adoption;
 24th March 2008 - The draft has been adopted in the Negotiating
Team;
 27th March 2008 - The proposal of the negotiating position has been
adopted by the Government of the Republic of Croatia Coordination
Committee;
 28th March 2008 - The proposal was sent to the National board of the
Croatian Parliament;
 28th March 2008 – The Enlargement WG of the Council of the EU has
finished the debate on the compliance with the benchmark;
 2nd April 2008 – The National Committee of the Croatian Parliament
has discussed and supported the negotiating position proposal;
 3rd April 2008 – Mission of the RC to the EC has received the letter from
the EU Presidency inviting RC to deliver its negotiating position;
 4th April 2008 – Government of the RC has adopted the negotiating
position;
 7th April 2008 – negotiating position was sent to the Slovenian Presidency of the EU Council and the Secretary of IGC;
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 23rd April 2008 – the EC sent the request for explaining part of the
negotiating position;
 28th May 2008 – informally RC received the Draft of the Common
position from the EC; the discussion in the Enlargement WG of the EU
Council began;
 9th June 2008 - informally RC received revised draft of the common
position from the EC;
 17th June 2008 - RC received the common position from the EU Council
with 2 closing benchmarks;
 17th June 2008 – the chapter in question was officially opened at the
Intergovernmental Conference.
 28th – 29th October 2008 - Technical consultation with the representatives from the EC regarding two closing benchmarks held in Brussels;
 28th December 2008 - The draft of the Law on Employment adopted
by the GRC and forwarded for Parliamentary procedure;
 19th January 2009 - The draft of the proposal of the Law with comparative studies (19) was sent to the EC to express its opinion;
 24th February 2009- Action points were received (activities to be undertaken inside the chapter);
 27th February 2009 - Required materials delivered to the EC;
 17th March 2009 - According to the requirements set by the Action Plan
and action points RC delivered to the EC “Report on the progress in implementation of the Action Plan for harmonization of the legislation and
creating necessary capacities for adopting and implementing the acquis
communautaire for the Chapter 19 Social Policy and Employment”;
 2nd – 3rd April 2009 - Technical meeting regarding safety at work was
held in Zagreb;
 11th May 2009 - Amendments to the Law on the safety at work were
sent to the EC.

Current state of the accession negotiations
Since the opening of the accession negotiations, 22 chapters have been
opened, whereas 7 of those chapters have been provisionally closed. Apart
from the already opened negotiation chapters, Croatia submitted negotiating positions in other 9 chapters (blocked by Slovenia), whereas negotiating positions are being drafted or are currently in the process of adoption
in the remaining 2 chapters. Despite all Croatian efforts, the negotiating
process is still being blocked in 12 technically ready chapters by a single
Member State (Slovenia is blocking the opening of 9 chapters as well as the
provisional closing of 3 chapters).
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No matter how difficult the situation is, Croatian Government remains
fully determined in fulfilling the remaining obligations in 2009, according
to the final Road Map deadline, while at the same time investing maximum effort in dealing with the issue of Slovenian blockade. We consider
European Integration as priority, and we strongly believe that EU standards and reforms required as well as legal harmonisation, are primarily for
the benefit of Croatian citizens. By acceding to the EU, Croatia voluntarily
takes the obligations of adopting the EU standards - standards that have
been already applied in most fields of our society. It is a mutual interest
of the EU and Croatia to have another strong and well prepared member
state. We are convinced that the goal can be reached and that our joint efforts will result in implementation of all planned reforms as well as realisation of all our ambitious plans which are in line with the Road Map.

Conclusion
In order to evaluate Croatia’s progress towards EU membership it is important to take into consideration some important issues. Firstly, Croatia’s
accession negotiations are to a certain extent different from previous accession negotiations, both in terms of substance (the acquis has grown;
the EU is a moving target) and procedure (introduction of the instrument
of opening and closing benchmarks). The process is not easy, and may
even seem too difficult at some point. That is why it is important to make
the goal seem achievable. The second point is that Croatia is the first of
the countries of the region, i.e. countries of the Stabilisation and Association Process, to have succeeded in entering “the core” phase of accession,
i.e. open negotiations. Croatia strongly believes that all the countries of
the region should join the EU once they are ready; in the long run, this is
the best guarantee of development, stability and security of the whole
region. That is why Croatia’s accession to the EU is of great importance for
the SAP countries – it will send a clear message that EU membership is
possible. Croatia is willing to share its experiences and the knowledge acquired throughout the process with these countries, but also other candidate countries and any countries that would reach this status. And finally,
Croatia’s accession is important for the EU, too. Croatia’s accession would
be a success of the EU and all of its Member States, and the best confirmation that enlargement – a policy that has been successful in transforming
and reforming countries – continues and that a European country – after
fulfilling necessary criteria, can become part of the European family.
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The Process of EU Integration
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Countries
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The latest developments in Albania could be observed by starting with
the Stabilization and Association Agreement (SAA), the most important
document that is signed between the European Communities and their
Member States, and the Republic of Albania. The SAA was signed on 12
June 2006 and after three years of ratifications it entered into force on 1
April, 2009. Together with the Interim agreement, SAA confirms once more
the commitment of Albania to become a member of the EU. These agreements apart from designing the main pillars of relation between Albania
and EU, also design a path for Albania to move forward democratization
with the technical and financial help of the EU member states.
“The National Plan for the Implementation of the SAA” adopted by Council of Ministers Decision no. 463 dated 5th July 2006, is the basic document
for reporting on the accomplishments of the Albanian obligations in the
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framework of European Integration processes in the short and medium
run. It provides the main guide for the work of our government and Ministry of European Integration. Adopting the articles of the SAA is now the
main preoccupation of the Albanian Government confirming with this its
status as a potential candidate country for EU membership.
Ministry of European Integration was established in 2004, now it already
has five directorates that administer the work; Directorate of Justice and
Home Affairs, Directorate of Internal Market, Directorate of Institutional
Support and Integration Process, Directorate of Internal Services and Directorate for the Translation of European Legislation (TCU) that was established
at the end of 2008 with a Council of Ministers decision. Adopting the above
mentioned agreement (SAA) needed more, starting with translation as the
first part of the law approximation, continuing with the building of the administrative capacities necessary to move to the next steps of applying the
articles of the agreements. For this reason the Directorate for the Translation
of European Legislation was established and it will coordinate the translation process and administer all the procedures from one centralized point.
The Ministry of European Integration as the main specialized institution
for EU issues is responsible for three main tasks; 1st – advices the Government the next steps to be taken toward more integration, 2nd – coordinates
the work with the Ministries of Line and other Central Institutions related to
the EU issues, giving technical help and advises to them and, 3rd – negotiates with EU on behalf of Albania and networks with EU and its institutions
for all the chapters of pre-accession process. The Ministry of European Integration monitors the integration process in general through the above
mentioned tasks. It also controls the drafting of policies and methodologies on reporting on the process of national implementation of SAA and
harmonization of Albanian law with the acquis communautaire.
European Integration is one of the main objectives of the Government of
Albania expressed openly in the program of the all big political parties and
of the present government in power. The positive attitude and the consensus between the political parties on the European Integration are maybe
the only drives of the process for reforms from inside. For this reason immediately after entering into force of the SAA, Government of Albania leaded
by its Prime Minister applied for full membership into the EU structures.
This was a big step for Albania because after 50 years of closed and centralized communist regime, Albania took a step toward modernization and democratization. Albania, presented by its Prime Minister Sali Berisha applied
for full membership on 28 April, 2009. There were many rumors before
applying, important personalities advising Albania to apply after general
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elections that are going to be held in Albania on 28 June 2009. Maybe the
reason was the importance of the elections, free and transparent elections
are the main conditions for a stable democratic country.
The general elections on 28 June 2009, as confirmed by the European
Commission also, are one of the main criteria for receiving a positive avis
after the progress reports of the following months. Apart from the implementation of the agreements and the implementation of the rules for three
main Copenhagen criteria of membership, Albania must show to the world
that as a stable democracy it has reached the necessary level to pass to the
next step, the negotiations for full membership. So this year, we the Albanians, will live the fever of the elections and maybe after, during the autumn
of 2009, progress reports may give the emotions of receiving a positive avis
from the EC and a date for the start of the negotiations procedures.
Many things have changed for the past years. At the beginning of 2009,
the Council of Ministers approved a new decision to establish European
Directorates in each Ministry, so that in this way would improve the communication problems between the Line Ministries and the Ministry of European Integration. These from Integration Units established after a Council
of Ministers decision in 2006, became directorates with the same power as
the other sectors in the ministries. Albania has changed in other directions
also; the infrastructure was improved, privatization was continued, SAA
ratification ended, new laws have been approved etc. The most important
development for the first part of 2009 was most probably the entrance of
Albania into NATO structures. This was another great step toward a more
secure and developed future.
In the mean time Albania has had the support of many donors, mostly
apart from financing activities related to the EU process have also technically advised the government what to do in different stages. The main
supporter of Albanian efforts toward European Integration is IPA financing many of the big projects in Albania. The problem with these projects
is the lack of trained and specialist persons who can create and implement
projects of different types. Another problem with the above is the level of
corruption in the country which still impedes the qualified persons to apply and win the right to run and create such projects. Albania is not used
with the idea of getting financing via projects and in this regard we are still
loosing ground with regard to the other countries of Balkan.
Albania has improved its regional policy in different manners; the President organized a meeting with some of the other presidents of the Balkan
in Vlorë this year aiming at developing the political and economic relations
between Albania and its neighbors. Maybe it’s worth mentioning the peace
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building role that Albania played during different Balkan crises showing maturity and finesse. Another development that is worth talking about is the
Durrës-Kukës-Morinë Street which is one of the biggest investments of the
current government. The reason is simple; this street apart from decreasing
the travelling time from Durres to Morinë it will motivate the development
of trade between the port of Durres and Kosovo. This is very crucial from
the point of view of the Kosovo government because it means that Kosovo
will not anymore depend on the other countries permissions to transit its
goods through their countries and will finance in some way other projects
in Albania. This project was criticized from the opposite major political party
because of its high cost intending corruption in the government levels.
Apart from the developments mentioned above, Albania still remains
an underdeveloped country with high levels of unemployment, corruption
and political instability. In the public administration field, Albania lacks the
necessary administrative capacities; qualified personnel do not prefer to
work in the ministries because of the low salaries and the high risk of getting fired if the leading roles change. The population although approves
the European Integration is uninformed about the real steps that must be
taken and the structure of the EU itself. The public administration servants
need trainings and education in different fields of EU, a new base of public
servants must be created in order to properly face the incoming demands
of the European Integration. In this regard the government has started a
new project called Brain Gain intending to facilitate the return of the brain
from the abroad and to retain it in the country.
As a result I want to conclude that the structures and the laws are there
but we still don’t have a functioning democracy meaning that we must
start our job by firstly changing the mentalities of the people. Let’s hope
that the general elections of this year will make the difference.
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Integration into the European Union (EU) and full membership are strategic goals of Bosnia and Herzegovina (BH) in the forthcoming years. In
general, BH is moving towards integration through Stabilisation and Association Process (SAP) and currently, a year of the SAA implementation is behind BH. One of the main goals of the SAA is to help the country integrate
itself into the internal market and to achieve the final objective of becoming member of the EU. SAA provisions are designed in a way to support
adjustment of system and implementation of all necessary reforms in order
to help the country fulfil Copenhagen’s criteria.
In order to provide basis for general understanding of the current state
of BH within the SAP, this Paper provides outline of key dates with regards
to BH within the Process, as well as benefits that SAA brings to BH and preconditions for successful implementation of the SAA. Finally, aiming to provide clear picture of future obligations, the Paper will try to indicate major
challenges standing ahead of BH.
BH within the Stabilization and Association Process:
 1998: Establishment of the EU/BiH Consultative Task Force,
 March 2000: Publication of the EU Road Map,
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 September 2002: EC announced that the Road Map requirements have
mainly been met,
 November 2003: EC adopted the proposed Feasibility Report for Bosnia
and Herzegovina – “yes, but…”
 December 2003: the BiH CoM adopted “Program 16” containing 16
priority areas addressed in Feasibility Report,
 the EC recommended opening of the SAA negotiations with BiH,
 November 2005: Official opening of the SAA negotiations between the
EU and BiH,
 January-December 2006:Two plenary and five technical round of negotiations,
 December 2006: Harmonization of the technical aspect of the Agreement was completed,
 04 December 2007: initialing of the SAA,
 16 June 2008: signing of the SAA,
 01 July 2008: Interim Agreement entered into force,
 7 October 2008: first meeting of the Interim Committee,
 January – July 2009: meetings of the interim subcommittees\RPMs.
The SAA provides status of “an associated EU member” for particular
country, and “status of the potential candidate” for the membership. It is
preferential agreement with its main goal to contribute to the economic
and political stabilisation of the country and to establish intensive and
long-term relations between contracting parties. It determines these relations within all three main pillars of the EU – internal market, common foreign and security policy and justice and home affairs. Good track record in
the SAA implementation is a prerequisite for any further EU assessment of
the country’s prospects for accession. Therefore, it refers to all (mostly internal market) policy areas identifying priorities and pace for harmonisation of
legislation in those areas or providing provisions for detailed co-operation
and discussion with the EU. In the case of BH, accession will be achieved
gradually within agreed transitional period of 6 years.
Considering economic aspect of the SAA, it has to be emphasized that
one of its main objectives is the establishment of free trade area between
contracting parties through removal of all trade barriers (customs, quantitative restrictions and all measures having equivalent effect). Also, the SAA
contributes to trade liberalisation with EU with all possible positive and
negative effects on domestic economy.
Among the whole range of the preconditions related to successful implementation of the SAA, such as administrative capacity, efficient adoption of
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the acquis, efficient implementation of the EU assistance, existence of the
effective structure under SAA, political consensus and public support, this
Paper will put emphasis on planning instruments. Considering planning
instruments, its main goal is to ensure planning and fulfilling of the obligations in timely manner. BH introduced two major planning instruments - Action plan for implementation of the European Partnership (EP) and Action
plan for the implementation of the SAA and Interim Agreement (IA).
Regarding the EP, the European Commission (the EC) presented to BH the
European Partnership on three occasions (first in 2004, second in November
2005, and third in 2007 which is still in place). 2007 EP contains 115 shortterm priorities, 53 mid-term priorities and 9 key priorities. Key priorities of the
European Partnership, considered as conditionalities in the case of BH, are:
 Adopt police reform legislation at State and Entity levels in line with
the three EU principles and begin to implement the police reform.
 Fully cooperate with the International Criminal Tribunal for the former
Yugoslavia (ICTY), including by playing a proactive role in apprehending all ICTY indictees at large.
 Adopt the required public broadcasting legislation at the level of the Federation of Bosnia and Herzegovina. Implement public broadcasting reform.
 Implement the 2006 Strategy for public administration reform and
ensure that State-level ministries and institutions are adequately
financed, operational and properly equipped, especially in terms of
premises and staff.
 Strengthen administrative capacity in preparation for implementing
Stabilisation and Association Agreement (SAA) and Interim Agreement
(IA) commitments.
 Pursue efforts aimed at reconciliation between citizens of the countries
in the region and enhance efforts to find definitive solutions to pending
bilateral issues, in particular border disputes.
 Make substantial progress on creating a single economic space in Bosnia and Herzegovina supporting the free movement of goods, capital,
services and persons.
 Reduce structural rigidities that distort the functioning of the labour
market, in particular the taxation of labour, levels of social transfers
and wage-setting mechanisms in order to increase the participation
and employment rates.
 Take measures to achieve more functional and sustainable institutional structures and better respect for human rights and fundamental
freedoms, including by agreeing and adopting changes to the constitution of Bosnia and Herzegovina, if necessary.
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The Action plan for the implementation of the EP, as a major planning
tool for implementation of the EP priorities was agreed and adopted respectively in October 2008. It contains a long list of measures that have to
be undertaken in order to fulfill priorities, along with deadlines, responsible
institutions and forecast of needed budgetary recourses for its implementation. However, it also contains 25 so called “open issues” that require “further consultations”. The CoM is following closely the implementation of the
EP priorities on a regular basis through Reviews.
As for the planning and implementation of the SAA and IA obligations,
the CoM adopted Action plan for the implementation of the SAA and IA in
July 2008, as a general plan for implementation of the SAA obligations. In
order to enable detail planning of obligations and monitoring of its implementation, documents „Elaboration of the Action Plan for Implementation
of the Interim Agreement and SAA” along with Report on realisation of the
obligations under the Interim Agreement and SAA have been drafted and
adopted respectively.
In accordance with the SAA provisions, a structure under SAA has been
established. It consists of Interim Committee and five interim Sub-committees: 1.Trade, industry, customs, taxation and cooperation with other
candidate countries; 2. Agriculture and fisheries; 3. internal market and
competition; 4. Economic and financial issues and statistics; 5. Transport.
Remaining issues that are not covered by IA provisions continue to be discussed through Reform Progress Monitoring (RPM) mechanism.
In relation to the establishment of the coordination under the SAA in
BiH, a structure necessary for implementing SAA in BiH is in place. It contains of:
 European integration units in line Ministries at state level along with
coordination structure at level of entities,
 the European Integration Commission within the Interim Committee
for the Stabilization and Association,
 Seven Working Groups for European Integration working on behalf of
BiH institution in the sub-committees for Stabilization and Association,
and taking part in the work of RPM (5+2 which will start to act after
entering into force of the SAA).

Finally, some of the major challenges standing ahead of BH:
 Completing ratification procedure - it has been completed so far in
BiH, Bulgaria, Estonia, Finland, Lithuania, Hungary, Slovakia, Slovenia,
Sweden, Ireland, Denmark;
 Majority of institutions for internal market and SAA have been established - improving coordination among them;
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 implementation of the SAA is going smoothly, but there are worries
over possible delays in the future (state aid, free movement of persons,
certain aspects of fiscal policy);
 Article 70 of the SAA - imposing obligation related to harmonization
of legislation that entered into force at the date of signing;
 Translation;
 Implementation of the European partnership priorities as a conditionality;
 Drafting single planning document containing all obligations deriving
from the European Integration Process;
 Decision on visa liberalization;
Applying for membership – next step.
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Background - What has been achieved so far?
Serbia’s strategic goal to become an EU Member State was defined during democratic changes in 2000. Immediately after these changes Serbia
(then as part of the Federal Republic of Yugoslavia, FRY) joined the rest of
the Western Balkans (WB) countries in the Stabilization and Association
Process (SAP) that was specially designed by the European Commission
(EC) in order to help, support and enable the eventual accession to the EU
of these countries. Three main aims of the SAP are: stabilising the WB countries and facilitating their transition, improving the regional cooperation
and eventual EU membership.
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The process of EU accession for each country has two levels: political
and technical. The political agenda for Serbia was a difficult one from the
very beginning. The very start of the FRY’s comeback to European relations
was conditioned by full cooperation with the ICTY, which was required as
a standard to be fulfilled in order to prove that intention to join the EU
was based on shared values and that legal and judicial system in FRY was
functioning. Full cooperation with the ICTY and finalization of it has been
one of the main aims of the Government of the Republic of Serbia since it
was established in July 2008. So far, Serbia has transferred 44 indictees and
two remaining need to be arrested and transferred to the ICTY in order to
achieve that aim and lift the blockade of implementation of Stabilization
and Association Agreement signed on 29 April 2008 by the EU.
Serbia was a disproportionately larger part of a two-member federation,
the FRY. In such a federation it was very difficult to define the common
ground and coordinate different policy fields due to different interests of
members. Prior to the start of Stabilization and Association Agreement
(SAA) negotiations, it was clear that it would have been difficult to start
negotiations on establishment of the free trade area between the FRY and
the EU while not having a single market of the FRY, since two separated
markets existed with the different sets of rules and regulations regarding
the trade and even different currencies1.
In 2002 in cooperation with the EU, as a mediator, two members of the
Federation decided to make a new Constitutional agreement. Thus, State
Union of Serbia and Montenegro was established. Actually, dissolution of
federal states was postponed for a probation period of three years. Two
member states were occupied with internal negotiations on how to harmonize internal market in order to start the SAA negotiations. After failing to
do so, the European Commission proposed to have “Twin track approach”
in the SAA negotiations. What it actually meant was dividing negotiations
in accordance with the competences of the State Union, between Montenegro and Serbia respectively. An interesting exercise, though not the
most efficient one. One might say Europeanization agenda was postponed
for additional three years.
The SAA negotiations with the State Union of Serbia and Montenegro
eventually started in October 2005 to be stopped by the decision of the EC
in May 2006. The EC decision was based on ICTY assessment that Serbia is
not fully cooperating with the Tribunal. In June same year the State Union
as a constitutional framework for joint state of Serbia and Montenegro was
1
Serbia has its national currency dinar, while Montenegrin Government introduced EURO as an official currency
in January 2002.
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abandoned as Montenegrin Government used the Constitutional Agreement clause that allowed member state to organize referendum on independence after three year period.
The first phase of the SAA negotiations was marked by high level of administrative capacity of the Serbian negotiating team that enabled real dialogue and exchange of positions with the EC. However, what followed was
one year pause and continuation of technical dialogue and coordination
between Serbia and the EC. It was important to keep the momentum although the political relations were quite tense and influenced by the ICTY
agenda.
Finally, after resuming in June 2007, the SAA negotiations were concluded in September same year. The SAA between the Republic of Serbia and
the EC was signed on 29 April 20082. Simply by looking at the start and end
date of negotiations, one can conclude that the SAA negotiations with Serbia were painfully slow and resulted in a wrong conclusion about Serbia’s
capacities. Serbia was effectively negotiating for less than one year, but due
to political conditions and difficult internal agenda it took Serbia almost
three years to finish the first contractual step towards the EU membership.
It has to be said that through all that time the additional political strain
on both foreign affairs and internal political scene was due to the issue of
unilaterally declared independence of Serbian province of Kosovo and Metohija (17 February 2008) which is under the UN Security Council Resolution 1244 since 1999 temporarily governed by the international community. The policy and determination of the Government of the Republic of
Serbia is to protect its sovereignty by all diplomatic and legal means. The
Government of Serbia pleaded its case through the UN General Assembly
to the International Court of Justice for an opinion on whether the unilateral declaration of independence was in line with the international law. In
that way Serbia decided to protect its sovereignty and territorial integrity
as a modern democratic state. This issue is kept separately from the EU integration process of Serbia. EU membership is the strategic goal of the Republic of Serbia. Protection of territorial sovereignty is one of the corner
stone principles of constitutional democracies and modern states.

2
Available for download at the website of Serbian European Integration Office at http://www.seio.gov.rs/code/
navigate.asp?Id=20
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The EU – Serbia - Where do we stand?
As stated above, the SAA concluded between the Republic of Serbia and
the EC was signed in Luxemburg on 29 April 2008. Decision on signing the
SAA was followed by Conclusion of the Council to wait for positive assessment of the country’s full cooperation with the ICTY before starting the
ratification of the SAA in national parliaments and implementation of the
Interim Agreement on Trade and Trade Related Issues3.
The SAA is the first contractual step towards the future EU membership,
similar to the Europe agreements that former potential candidates, Central
and Eastern European Countries, signed in early and mid 90’s. In its substance it asymmetrically establishes the free trade area between Serbia and
European Community over the transitional period of six years. It means that
Serbia will start to gradually reduce the custom tariffs and other measures
having the same effect for industrial and agricultural products originating from the EU Member States with the aim of full liberalization after 6
year transitional period. At the same time the EC will immediately abolish
its own custom tariffs and other measures having the same effect for the
products originating from Serbia. It is obvious how important this agreement is from the perspective of economic relations with the EU market and
concerning the development potential for the Serbian economy. The EU
Member States are Serbia’s major trade partners (Graphic 1).
Graphic 1. Serbia’s major exporting partners in 2008

3
Council Conclusions on Western Balkans 2865th EXTERNAL RELATIONS Council meeting
Luxembourg, 29 April 2008 The Council adopted the following conclusions:
SERBIA
The Council welcomes the signature of the Stabilisation and Association Agreement (SAA) and of the Interim
Agreement with Serbia as an important step on the country’s path towards the EU. It looked forward to intensifying cooperation with Serbia through the comprehensive framework offered by these agreements and the other mechanisms
of the Stabilisation and Association Process.
The Council recalled articles 2, 4 and 133 of the SAA and articles 1 and 54 of the Interim Agreement and stated that
full co-operation with the ICTY, including all possible efforts to arrest and transfer indictees, is an essential element of
these Agreements.
Accordingly, Ministers agreed to submit the SAA to their parliaments for ratification and the Community decided to
implement the Interim Agreement as soon as the Council decides that Serbia fully co-operates with the ICTY.
The Council and the Commission will regularly monitor that Serbia continues to fully co-operate with the ICTY. The
EU and its Member States will assist Serbia in this respect.
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The Serbian Government, willing to fulfil the remaining political condition4
and complete the cooperation with the ICTY, but without losing the momentum, adopted a decision to start the implementation of the SAA on its part
from 1 January 2009. It was not an easy decision knowing that implementation would mean budgetary loss in custom revenues in the time of world wide
economic crisis. It was a clear sign of strong political commitment to continue
the Europeanization agenda and to implement all necessary reforms.
Apart from trade issues, the SAA is the first legal base for the systematic
harmonization of national legislation with the EU acquis communautaire (acquis). Serbia is continuously harmonizing its legislation with the acquis since
2003 although there was no legal obligation to do so. It was a political decision based on the strategic interest to become part of the EU. After the signing of the SAA, based on the Article 72 of the SAA, the Serbian Government
adopted the National Plan for the Integration of the Republic of Serbia into
the EU (NPI). NPI is what the National Plan for Adoption of the Acquis (NPAA)
was for the CEEC candidates during their EU integration process. First, the
NPI serves as a road map for harmonization of national legislation with the
acquis over the period 2008 – 20125. Second, it is also a basis for calculation of all administrative and institutional capacities required by the process
of EU integration. Third, it should serve as a basis for the programming of
financial part of EU integration process, both internally (budget) and externally (Instrument for Pre-Accession, IPA). Fourth, NPI is a document guiding
the coordination of the translation of the acquis into the Serbian language.
Furthermore, administrative structure that served for creation of the NPI is
fourther oriented towards the EU accession negotiations. Government established thirty five inter-ministerial working groups in accordance with 35 chapters of the EU acquis. Each and every chapter of the EU acquis has its owner in
the Serbian administration. This will facilitate the preparation of the negotiation
platform and positions once the EU accession negotiations become evident.
Since the SAA also serves as the legal base for further enhancement of
cooperation in numerous areas and institutionalization of dialogue between
the signatories, Serbian Government has appointed its members of the Stabilization and Association Council (SAC) and respective Committee. The SAC
is the main political body consisting “of the members of the Council of the European Union and members of the European Commission, on the one hand,
and of members of the Government of Serbia on the other” whose main task
is to “supervise the application and implementation of this Agreement”.6
To this date Serbia has transferred 44 of 46 ICTY indictees.
According to the NPI 2012 is the target date when Serbia plans to finish all the reforms required by the EU integration
process stated in the NPI.
6
Stabilization and Association Agreement between the EC and the Republic of Serbia, Article 119
4
5
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Public opinion and importance of public support
to the EU integration process in Serbia
The EU integration negotiation is highly centralized process in its essence. Two sides are negotiating on highly important and very specific
technical issues. One has to be honest and admit that it is not the most
interesting thing for general public to follow. It is also true that media is
not always ready to report. Struggle to survive at the media market pushes
the media to focus themselves on those issues that can be sold to broader
audience. However, the results of these ‘tedious’ negotiations concern each
and every individual in the acceding country. The importance of public
support is an underlying issue in the EU integration process. General public
needs to be aware of what is being negotiated, why, whom with and in
whose name the Government is negotiating. Public needs to understand
the importance of the accession and to embrace the community of values.
How to achieve that? How to provide the public with timely and objective information? Even in societies more prosperous then the Serbian, this is
not an easy task. Citizens tend not to trust the official information sources.
Their trust is much stronger in non-governmental sources and individual
experience. Serbian European Integration Office (SEIO) has recognized the
importance of communication with the public and developed Communication Strategy in the SAP that was adopted by the Government in 2004. On
the basis of the Strategy, SEIO has signed the partnership Memorandum of
Cooperation in the Process of EU Integration with number of NGO’s, Universities and the Chamber of Commerce. The aim was to include our partners
in the process and to share the responsibility of communication with the
general public and specific target groups.
Unfortunately, the citizens of Serbia (but also other Western Balkan countries) did not have firsthand experience of the EU. What’s the life of the EU
(member states’) citizens like? How is the EU influencing their everyday life?
What does it mean to travel and move across the borders without any obstacles? Some public polls in Serbia suggest that up to 82 % of student population never had a chance to travel abroad. Moreover, we are talking about the
generation of young people that were raised in an isolated society greatly
influenced by the state propaganda of the former authoritarian regime.
They did not have any chance to meet and understand “the other” side.
One of the key priorities for the Government is to implement the reforms
in the sector of justice, migration, asylum and interior affaires in order to fulfil all requirements for the abolishment of visa policy towards the citizens of
Serbia. Visa facilitation and Readmission Agreements signed in 2007 were
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the first step in that direction and a beginning of visa dialogue between the
EC and Serbia that will lead to the above mentioned goal. In May 2008, the
EC for the first time came with the Visa Liberalization Road Map document
that listed all the exact steps that needed to be taken in order to secure
visa free travelling for the citizens of Serbia. By the summer 2009 Serbia has
fulfilled the requirements from the Road Map and it expects Council decision on visa liberalization by the end of the year. That will enable Serbian
citizens to travel without visas for the first time after eighteen years. It is
also going to be the first and very visible and tangible result of the reforms
undertaken in the process of EU integration which will contribute to better
understanding of the process and broader public support to it.
Public inclusion and support to the EU integration (i.e. legitimization of the
Europeanization reforms) is an additional motivation factor for the change required in this process. These efforts are not always easy, especially when burdened with the consequences of world wide economic crisis, thus it is necessary to achieve the feeling of common ownership of EU integration process.
Furthermore, the level of political conditions imposed is proportionally mirroring the level of public support but in negative direction. Public support
is falling as the pressure from the EU conditionality policy is rising (Graphic
2). Unfortunately, there is a risk that lesser public support can influence the
overall reform mood. In such a situation political elite can become less motivated to engage in very difficult, complex and expensive reforms required in
the EU integration process, whereby the vicious circle of failed expectations
and missed opportunities on both sides would then be closed.
Graphic 2. How would you vote if referenda on EU accession would be
held tomorrow?
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Open issues influencing the dynamics of EU integration
In theory, integrative processes depend on complementarities of interests and agents who are promoting those interests. In the case of previous
EU enlargement 2004/07 that complementarities clearly existed. Undoubtedly, the EU enlargement policy and enlargement itself was a success.
Unfortunately the environment for future enlargement of the EU is now
considerably different. Twenty years since the fall of the Berlin Wall the
complete context of international relations has changed. Today, the paradigm of “the Wall” has been exhausted and international relations are influenced by 9/11. Fight against terrorism, energy security, support to the
“failed states”, climate changes and pandemic diseases have suppressed
common ideas of the 90s of the last century like unification, dismantling
of frontiers and solidarity in Europe (these days more often found in textbooks than on political agendas).
As in everything we do, the timing is of crucial importance for the European integration and the EU enlargement. Unfortunately, for current potential
candidates the circumstances are not the most favourable ones. Unresolved
future of the Treaty of Lisbon and the world wide economic crisis are seriously
influencing the future of EU enlargement. In the atmosphere of institutional/
economic crises it is very difficult to find the place at the political agenda for
issue like the EU enlargement. The governments of the EU Member States are
focusing much more on their internal issues and the EU is shifting its focus
inwards. Hard security issues are getting on top of the political agenda in the
EU Member States and the EU’s “Soft Power” of enlargement is losing enthusiasm. The situation is even more serious when you consider internal political
debate on the eve of national elections in some Member States.
Unfortunately, very often the situation in the Western Balkans contributes to the bad image of the region that already existed as a reminiscence
of the 90’s. Perception of the troublesome region is resonating each time
when the border situation between Slovenia and Croatia is mentioned; or
when internal political scene in Bosnia and Herzegovina is mentioned; or
when ‘the name’ issue between Greece and Macedonia is mentioned; or
media reporting on Serbia regarding “lack of cooperation with ICTY”. At the
end one has to be honest and say that the image of the EU enlargement
policy was also influenced by accession of the countries that allegedly were
not yet ready to join the EU.
However, the crisis cannot last for ever and the Treaty of Lisbon will be
adopted eventually. Hopefully, the consequences left in their wake on the
EU enlargement policy will not be too deep.
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Way forward
Twenty years after the fall of the Berlin Wall, Europe is facing the final
challenge: the opportunity to finalise the unification of the continent. This
opportunity should not be missed. The last decade of the 20th century has
shown how easily reverse process could be triggered. Democracy in the
Western Balkan countries is present but in some of them is still frail. Six
years after Thessalonica only Croatia is negotiating membership, others are
in different stages of the process but far from the actual EU membership.
Yet the membership in the EU is perhaps the strongest cohesive interest of
all of them. Western Balkans needs a “New deal” in a form of a clear and unchallenged European perspective, enabling each country to move forward,
based on its merits, leading to releasing of internal political tensions and
mobilizing the political elites to be persistent in pursuing modernization of
their respective countries.
Current EC Enlargement policy is based on the so called three C policy:
Conditionality, Consolidation and Communication. The EU Conditionality
policy has, so far, given some results in reforms but in some cases has lead
to the opposite direction than planned, leading to increase of tension and
internal obstacles for continuation of the SAP; therefore it needs to be mirrored by strengthening the mutual Confidence. Consolidation of the EU is
expected as soon as the Treaty of Lisbon is confirmed by all 27 Member
States and it is understood as conditio sine qua non for, among the other
things, continuation of the EU enlargement. Once consolidated EU needs:
first, to show more Pragmatism in dealing with those countries who are
aspiring to become the members of the EU recognizing their individual
efforts and results in their Europeanization in order not to lose the interest of the elites; and second, to have the correct Vision of future of the EU
which obviously includes all the Western Balkans countries. But in order to
achieve what was mentioned above, both sides in the process need to improve their Communication polices. Prejudices still exist on both sides and
they need to be dismantled in order to get to know each other and understand our differences as contribution to the common richness of European
identity. Serbia is ready to assume all the obligations and rights deriving
from the EU membership in order to leave its trace and give its own contribution to the European identity. Europe will not be fully integrated and
united until Serbia and the rest of the Western Balkans countries do not
become its integral part as rightful members of the EU.
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Ten years after the NATO intervention in 1999 and one and a half years
since the Declaration of Independence in February 2008, Kosovo is still an
unfinished business and an unfinished state. Much has been invested in
Kosovo since 1999, financially and by personnel, through the international
organisations in place – be it the United Nations Mission in Kosovo (UNMIK), the Kosovo Force (KFOR), the Organisation for Security and Cooperation in Europe (OSCE) or the European Union.
The Kosovo Declaration of Independence in February 2008 was preceded
by lengthy and nerve-racking negotiations. The process was set in motion
by the Norwegian diplomat Kai Eide, who in his report to the UN Secretary
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General in October 2005 indicated that it was imperative to resolve the status question. The former Finnish president Martti Ahtisaari was entrusted
with the task of working out a compromise with Serbian and Kosovar representatives. In March 2007 Ahtisaari presented the Comprehensive Settlement Plan (CSP), or Ahtisaari Plan, which envisages fundamental rights and
guarantees for the Kosovo-Serbs.
Although the Ahtisaari package is the net result of lengthy negotiations
and contains detailed compromises with regard to disputed issues, the negotiations and the ensuing endeavours of the troika (EU, Russia, U.S.) ended inconclusively at the end of 2007. Serbia exercised its veto rights against
every step which might have led to the resolution of the status question
and ultimately to independence. At the same time the political process,
once begun, could no longer be stopped. Openly supported by the U.S.
and expecting to obtain unanimous approval from the EU, Prishtina declared itself independent on 17 February 2008. On 15 June 2008 the first
constitution of the new state entered into force. Both the Declaration of
Independence and the constitution of the Republic of Kosovo refer to the
Ahtisaari Plan and its implementation.
Kosovo is a key priority for the EU - in its European Security and Defence
Policy (ESDP) as well as in its efforts to stabilize the entire Western Balkans
and to stick to its commitment at the Thessaloniki Summit in 2003 which
gave the region a clear EU membership perspective. The latter was reiterated through a Communication “Kosovo – Fulfilling its European perspective” adopted by the European Parliament and the European Council in
October 2009. The EU is the largest donor to Kosovo. Almost EUR 500 mln.
has been committed to Kosovo through IPA over the years1, and the EU will
allocate between 2007 – 2011 more resources to Kosovo per capita than to
any other place in the world (nearly EUR 535 mln.).
Before the Declaration of Independence of Kosovo, the European Council of 14 December 2007 stated: “The EU stands ready to play a leading role
in strengthening stability in the region and in implementing a settlement
defining the Kosovo’s future status”. And, one could also learn that: “EU
Commission takes a lead in implementing the future status of Kosovo, in
supporting the ICO and ESDP rule of law mission EULEX, and coordination
of support for the reform process in Kosovo”2.
As a centre piece of the Ahtisaari package the EU offered to take responsibility for the security area and to deploy a sizeable international Rule of Law
1
Commission of the European Communities: Commission Staff Working Document. Kosovo under UNSCR 1244/4499
2009 Progress Report. – SEC (2009) 1340, 14 Oct 2009.
2
Communication from the Commission to the European Parliament, the Council, the European Economic and Social
Committee and the Committee of the Regions, Brussels 13.2.08, P. 6
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mission (EULEX) which would have executive powers in areas such as organized and inter-ethnic crime3. Prior to the Declaration of Independence the EU
had given the impression of being united on the issue. As late as 4 February
2008 the 27 EU member states emphasized that they were willing to assume a
leading role if Kosovo agreed to implement the Ahtisaari Plan. It was unanimously agreed to despatch the EULEX rule of law mission and an EU Special
Representative for Kosovo. EULEX is the most ambitious mission and largest
mission the EU has ever launched. The EU leaders accepted EU led supervision for an open-ended period mainly to guarantee minority rights4.
Yet since the Kosovar Declaration of Independence the EU is no longer
in agreement on the issue. Whereas 62 out of 192 UN states, including the
neighbouring states of Albania, Croatia, Macedonia and Montenegro, have
recognized Kosovo, five EU states still have not done so–Greece, Romania,
Slovakia, Spain and Cyprus. They refuse to recognize Kosovo for reasons
associated with domestic policy issues and international legal reservations. The international community also remains divided on the issue. The
expected wave of recognition from other regions, including the Islamic
and Latin American countries, has hitherto failed to materialize to a large
extent, although both, Saudi Arabia and Jordan, as well as the Dominican
Republic have recognised Kosovo in 2009. Russia, which until the middle
of 2006 still supported the views of the Balkans Contact Group (Germany,
France, the United Kingdom, Italy, U.S., and Russia) on the negotiations under Ahtisaari, is using Kosovo to further its global political ambitions. Despite the fact that it has counteracted its own arguments based on international law by its recognition of South Ossetia and Abkhazia, in the United
Nations Security Council Moscow has blocked all attempts to reorder the
legal framework for the international presence in Kosovo5.

So far so good - glass half full / glass half empty?
Since the unilateral Declaration of Independence on 17 February 2008,
the opinion is divided into two camps as regards Kosovo’s declaration of independence: One large group comprises of 62 UN member states, including the US and 22 EU member states, which have encouraged and recognised Kosovo’s independence, and on the other side, there is opposition
from a number of countries, including Russia and five EU member states
– Cyprus, Greece, Romania, Slovakia and Spain, which have not recognised
3
Stefan Lehne: Resolving Kosovo’s Status. – OIIP Policy Paper, June 2009. http://www.oiip.at/fileadmin/Unterlagen/
Dateien/Arbeitspapiere/Policy_Paper_Status_of_Kosovo.pdf
4
Financial Times, Special Report, Friday June 5, 2009.
5
Johanna Deimel and Armando Garcia Schmidt: Kosovo 2009: Uncertain Future. – Spotlight Europe, 2009/01,
Bertelsmann Foundation.
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and consider the declaration of independence as precedent in other areas
of the world. Particularly the gap within the EU itself created and creates
huge problems for the EU, the international community and Kosovo and
raises the question, whether Kosovo is a milestone or a stumbling block for
the EU policy on the Balkans. As per respective stance towards the legitimacy of the Declaration of Independence, one may evaluate achievements
and shortcomings made in Kosovo so far. Let us start with a more positive
judgement.

Achievements (glass half full)
From the point of view of the so called International Steering Group (comprised of 25 states, including the U.S. and Turkey), which is the supervisory
body according to the Ahtisaari Plan, Kosovo’s independence is irreversible. And Kosovo’s statehood is indeed constantly gaining momentum. The
fact that Kosovo has been recognised by neighbouring countries (Albania,
Croatia, Macedonia, Montenegro and Bulgaria) severely contributes to regional stability. Some of these countries – like Montenegro, Macedonia –
have recognised Kosovo even it is still difficult to explain the rational behind
to parts of the political strata in the respective countries. Since 2008 Prishtina
slowly accumulates recognitions, while in Serbia politicians, like State Secretary at the Serb Ministry for Kosovo Oliver Ivanović, meanwhile consider Kosovo’s status as “transitional status”6, which might indicate a calm-down of
the tone in Belgrade. Interestingly, only four per cent of the Serb population
regards Kosovo as the top priority issue according to recent opinion polls.
Since the Declaration of Independence and after the Constitution went
into force in June 2008 Kosovo remained stable. Worst case scenarios, like an
outbreak of violence throughout the entire territory and a huge exodus of
Kosovo-Serbs did not materialize. Importantly, Serbia is challenging Kosovo
by diplomatic and not military means. However, in practice Serbia continues
to resist the new realities. It simply refused to cooperate with the European
EULEX rule of law mission and the International Civilian Office (ICO), which
were set up on the basis of the Ahtisaari plans after the Declaration of Independence. Belgrade recognizes only the United Nations mission in Kosovo
(UNMIK), which operates on the basis of UNSCR 1244. Eventually, in November 2008 the UN Security Council gave the green light for the deployment of
EULEX, which has reached its full operability in April 2009. Since then EULEX
assumes responsibilities in the areas of police, justice and customs under
the authority of the UN. UNMIK is reconfiguring and continuously downsiz6

UNMIK Media Monitoring Headlines, 18 May 2009.
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ing its presence in Kosovo and EULEX was able to handle a difficult situation
in Mitrovica end of April 2009 and proved itself as not being “UNMIK-B”.
Kosovo has put its Constitution in line with European standards and in
place, 50 laws were adopted which were mandated by Ahtisaari, and the
Constitutional Court is almost ready to function. The legislative, executive
and judicative institutional set-up for the Republic of Kosovo confirms its
statehood, including the Ministry for Foreign Affairs. The security structure,
the Kosovo Security Force, is taking shape, with finally of 2.500 members
now trained by NATO forces and 800 reservists. It is worth to point to the
fact that a considerable shift in the perception of the Kosovar population
took place since February 2008 towards taking ownership of the process.
According to the UNDP early warning report from April 2009 people in Kosovo regard the government that holds responsibility for Kosovo’s state of
affairs: 92 per cent of the respondents hold the government responsible for
the economic situation, 69 per cent blame the government and the political
parties for the political situation. Interethnic relations might also improve.
For the first time since the declaration of independence Kosovo-Serb respondents selected unemployment and poverty as the main factors that
threaten Kosovo’s stability.7 Even about 850 displaced persons returned
voluntarily to Kosovo minority areas within the last year, people are still
hesitating to come back. According to the EU Commission over 2,000,000
people from Kosovo remain displaced in Serbia and 16,000 in Montenegro.
Overall, 20,000 persons are displaced within Kosovo8. By end of July 2009
307 out of 325 Kosovo Serb police officers returned to the Kosovo Police
Force they quit in February 2008 to protest the secession from Serbia declared by Albanian leaders.
Kosovo became member of the International Monetary Fund IMF and of
the World Bank on June 2009 – which is a further important step towards
full sovereignty. And finally, the absence of an agreed position on Kosovo’s
status did not prevent the EU from substantial engagement with Kosovo
and even has lead to pragmatic common action. For instance, the newly
issued passports of the Republic of Kosovo are recognised by 36 countries,
including Greece and the Slovak Republic, both non-recognising Kosovo.

Pragmatic chaos
Literally no one was prepared that the UN SC 1244 will keep in place.
In consequence we have a very difficult situation as regards the international presence in Kosovo. Reconfiguration of UNMIK and the transfer of
7
8

UNDP Early Warning April 2009, p. 2 and 5.
Commission of the European Communities, 14 October 2009, opit cit.
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competences could not be achieved as intended and thus resulted in a mix
of policies, competences and presences on the ground. Instead of “reconfiguration”, Veton Surroi characterized the situation as “reconfusion” of the
international presence and that of UNMIK and EULEX in particular9.
Who is doing what in Kosovo:
 iHashim Thaci: Prime Minister of the Republic of Kosovo since 9 January 2008.
 iLamberto Zannier: Italian diplomat; UN Special Representative of the
Secretary General (SRSG) since June 2008 - head of UNMIK.
 iPieter Feith: Dutch diplomat; acting with a double hat, i.e. as European
Union Special Representative and as International Civilian Representative both since February 2008.
 iIves de Kermabon: French retired Army General; Head of EULEX mission since February 2008.
 iWerner Almhofer: Austrian diplomat; head of OSCE Mission in Kosovo
OMIK.
 iRenzo Daviddi: since June 2007 head of European Commission Liaison
Office in Kosovo.
 iMichael Giffoni: Italian Ambassador to Kosovo; EU envoy to Northern
Kosovo since October 2009.
The UNMIK found itself in a difficult position after the Declaration of Independence, and especially after the entry into force of the Constitution.
The dilemma was due to the fact that UNSCR 1244, on which the mandate of
UNMIK is based, continued to be in existence, whereas there is no mention
of UNMIK in the Kosovar Constitution. The intention had been that UNMIK
would operate in Kosovo only until EULEX had become fully operative. Initially it was planed that UNMIK would leave Kosovo and the International Civilian Office with the ICR / EUSR to take over responsibility in the oversight of
the implementation of the Comprehensive Settlement Plan. Yet things were
about to turn differently. On 26 November 2008, after Belgrade, Brussels and
UN Secretary General Ban Ki-Moon had reached agreement on the six-point
plan, the Security Council gave its assent to the deployment of EULEX within
the frame-work of UNSCR 1244 and under the umbrella of UNMIK, which
thus continues in existence. Since February 2008 Kosovo is called either Republic of Kosovo (of those recognising countries) or Kosovo under UNSCR
1244/1999. The Declaration of Independence referred to the Ahtisaari Plan.
It welcomed the international civilian presence to supervise independence
and at the same time confirmed that “We shall act consistent with the princi9

UNMIK Media Monitoring, 13 June 2008
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ples of international law and resolutions of the Security Council of the United Nations, including Resolution 1244.” All of that was confusing, Tim Judah
rightly stated. It was unclear as to who was actually going to be in control10.
Kosovo’s confusing patchwork of local and international authorities raises
questions about the legal basis of EULEX. Its mandate, endorsed by the UN
in November 2008, vaguely calls on judges to apply the “applicable law”11.
UNMIK is seen as a hurdle for state sovereignty and the role and function
of the SRG has changed. The question that remains is, who has the lead in
Kosovo on behalf of the internationals - is it New York or Brussels?
The International Civilian Office (ICO), which was endorsed by all EU
member-states before the Declaration of Independence is the ultimate authority regarding the interpretation and oversight of the implementation
of the CSP – which is in favour of independence and status. It finds itself
in a specific dilemma. The International Civilian Representative (ICR) finds
it rather difficult to move to Kosovo in order to perform the consultative
and interventionist functions stipulated in the Ahtisaari plan. Although
the plans had envisaged that the UN Security Council would give its assent to the appointment of the ICR, UNSCR 1244 continues to remain in
force. Feith’s mandate thus derives only from those states which have recognized Kosovo and their International Steering Group (ISG), over which
he presides. Peter Feith has done a great deal of consultative work for the
Kosovar institutions since the Declaration of Independence. However, the
bomb attack on the ICO building on 14 November 2008 shows that the ICO
is working in a difficult political environment.
Matters complicate even further when it comes to the double hat function of Pieter Feith, namely as European Union Special Representative. The
European Council has decided to dispatch an EU Special Representative
(EUSR) in conjunction with EULEX. The ICR Pieter Feith, as stipulated in the
Ahtisaari plan, is also the EUSR. This dual function is beginning increasingly to cause difficulties. Whereas the ICR is supposed to supervise the
government of the Republic of Kosovo, opinions differ with regard to the
function of the EUSR in the 22 pro-recognition and five anti-recognition
states. Only specialists make the distinction between ICO and EULEX, and
the status of ICO and ICR are unclear to both the international actors and
the population of Kosovo. Since the UN Security Council has again given
UNMIK the task of spearheading the international supervisory process, ICO
lacks a robust mandate and the question thus arises of the extent to which
the Kosovar institutions are willing to follow advice emanating from ICR.
10
11

Tim Judah: Kosovo. What everyone needs to know. Oxford Press, 2008, p. 145.
Financial Times Special Report June 2009.
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Basically conceived as no more than a way of coordinating EU activities
in Kosovo, the EUSR function is becoming more and more important, and
makes it necessary to walk a never-ending tightrope. It is supposed to promote the consistency of EU activities and as to advise and support the political process. According to the Ahtisaari Plan, the task of coordinating the
international actors in Kosovo should have been assigned to a committee
headed by Pieter Feith. However, since in accordance with its mandate the
ICO must be pro-status, it cannot perform this function.
The UN Security Council gave the go-ahead for EULEX on 26 November 2008. The basis for its work is now Ban Ki-moon’s report, which places
EULEX under UNMIK. Thus EULEX acts as a technical mission and shall be
status-neutral. The Secretary General’s report, which achieved unanimity in
the Security Council and initially secured Serbian approval for the deployment of EULEX can be regarded as a success in two senses: firstly for the EU,
which was finally able to proceed with the deployment of EULEX, and secondly in terms of the contribution it makes to the region’s political and ethnic stability. But what does the status-neutrality actually signify for EULEX?
Can the establishment of the rule of law be neutral and disregard the fact of
statehood? What significance does the Kosovar Constitution have if there
are two simultaneous jurisdictions, that of UNMIK in the Serbian enclaves
and that of the Kosovar constitution? EULEX deployment was possible after the so called six points reached unanimity and were endorsed by the
UNSC. The six points, which in fact secured the acceptance of Belgrade for
the EULEX deployment, foresee a dialogue between Belgrade and Prishtina under the UN SRSG in the areas of police, customs, justice, transportation and infrastructure, boundaries and Serbian patrimonies. Yet, Kosovar
authorities rejected the six points and presented their own four points in
response: welcome EULEX as foreseen in the constitution, the CSP, Joint
Action 16 February 2008; rejection of the 6 points; readiness to fully cooperate with EULEX on the entire territory; full cooperation of the Kosovo
authorities with the U.S., with NATO and EU. Prishtina eventually accepted
the agreement, but frictions and conflicts due to the arrangement did not
wait long to happen. EULEX has 2,000 staff on the ground in Kosovo. The
mission has had a difficult relationship with Kosovo’s Serbian minority in
the northern town of Mitrovica, which has seen sporadic violence. Kosovo
institutions opposed the signing of a police co-operation protocol between
EULEX and Serbia of summer 2008. The EU decision to sign a protocol with
Serbia’s Interior Ministry on the exchange of information on cross-border
serious crime, despite the opposition of Kosovo’s government and protests
from civil society, has seen the mission’s reputation plunge with the ethnic
116

Albanian majority12. Albin Kurti, leader of the Vetevendosja (“Self-determination”) group in Kosovo, got to the heart of the problem by stating that
EULEX “is nothing but the new First Pillar of UNMIK”13.
The OSCE is status neutral and was assigned a key role by Ban Ki-moon’s
report to the Security Council. Its members – and in this they resemble the
EU – do not agree with regard to the status question. Yet the OSCE has only
a political and consultative mandate, and not an internationally binding
one. Furthermore, the organization has to defer to its member states Russia
and Serbia – and is thus status-neutral. If the Ahtisaari plan were in force,
the OSCE would support the work of the ICO. However, cooperation with
the ICO officially is impossible.
Until now the European Union has not been able to establish all of its missions and institutions in Kosovo in the northern part. Michael Giffoni, the
newly appointed EU envoy, described the situation in the north as “critical”
and is mandated to facilitate the deployment of an effective EU presence.
Again doubts may rise concerning Giffoni’s role in the overall already pretty
confusing, competing bunch of people, organisations and competences.
Asked to whom he will report about his work in the north of Kosovo, he
said that there is no need for this, because he is not paid for this additional
engagement14.
See Graphic 1. Pragmatic Chaos at the bottom of the paper

Setbacks / Obstacles (glass half empty)
The EU Commission Report in October 2009 rightly stated that Kosovo’s
external representation remains a challenge. Kosovar authorities - on the
dispense of the inclusion in international and in regional fora, which are
crucial for further EU rapprochement and economic development - often
refused to participate in meetings due to the naming as “Kosovo under
UNMIK/1244”. UNMIK is the signatory on behalf of Kosovo of a number of
international agreements as well as regional initiatives and tried to facilitate
possible arrangements to enable Kosovo’s participation in regional fora.
But in some cases, as for instance at the SEECP summit in Chisinau in June
2009, the acting Moldovan presidency refused to issue visa for the Kosovar
delegation. Likewise the Kosovo denied high-ranking Serbian officials’ access to Kosovo15. Since Kosovo has adopted new customs stamps, Serbia
and Bosnia and Herzegovina are currently blocking goods that enter Serbia
http://www.balkaninsight.com/en/main/news/22594/
Albin Kurti: Causing damage in Kosovo. euobserver.com, 2 October 2009.
14
EU envoy unveils strategy for the north Kosovo, strengthening of EU presence. BBC Monitoring European, 21
October 2009.
15
See: European Commission Report 14 October 2009, p. 20.
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stamped with the seal of the Kosovo Customs authority. The blockade of
participating in the Energy Community Treaty, in CEFTA and the Regional
Cooperation Council due to various reasons hampers the development in
Kosovo and the entire region. Not only Kosovo’s but also Serbia’s approach
needs to be more pragmatic and constructive for the sake of the EU integration perspective across the Western Balkans. Unfortunately, Kosovar
politicians are still not behaving as if running a true state and not decisive
taking responsibility over their own fate.
Due to the complicated matter of UNSC still in place and a diverged EU
regarding recognition of Kosovo, the youngest state in the world is endangered to stay in a political, economic and administrative limbo and a fruitful soil for organized crime and corruption. The North is in fact a haven for
organized crime. Trains coming from Serbia into Kosovo are not subject to
customs or other controls. And even Prime Minister Hashim Thaci is alleged
to have extensive criminal links16. Corruption is endemic. Political corruption and the inability of the judiciary to deliver concrete results and thus
meet citizens’ expectations deepened social frustration and mistrust in the
democratic institutions. Thus, and not surprisingly, the acceptance of internationals and domestic institutions has declined. Lack of resources, of
institutional and human capacity, state capture and endemic corruption
are the main hindrances for the Kosovo to evolve. As the Global Corruption
Barometer 2009 of Transparency International indicates, the judiciary is
perceived as the most affected institution by corruption in Kosovo (scored
4.0; 5.0 worst rank; average 3.5)17. There is still no law on the financing of
political parties and funding remains an issue of serious concerns.
With the establishment of parallel Serb institutions in Kosovo, Belgrade
holds a strong influence especially in the North. Many of the Kosovo Serb
community continue to benefit from the services of parallel structures for
education and health and receive double or even triple salaries18. Having in
mind the overall bad economic performance of Kosovo and the dire living
standards, and adding the high unemployment rate of officially 40 per cent
as well as the incredible low GDP per capita in 2008, which reached only
EUR 1726 (which corresponds to 6.9 per cent of the EU-27 average), those
extra payments not only foster the dependence of some circles of KosovoSerbs from Belgrade, but also contribute to already existing anti-Serbian
sentiments in the Kosovo Albanian population. One of the main reasons for
pushing the Kosovo status issue forward has been the desperate economic
condition. To quote Stefan Lehne: “UNMIK’s acceptance by the local popuGerman intelligence service BND Report, 2005.
Global Corruption Barometer 2009, P. 29
18
See International Crisis Group: Serb Integration in Kosovo. Taking the Plangue. Europe Report No 200, 12 May 2009.
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lation was also negatively affected by its inability to help Kosovo develop
a viable economy. Lack of access to the International Financial Institutions,
inability to attract investors or to integrate into the regional economy contributed to the economic and social misery in Kosovo, and exacerbated the
frustration in the political elite and the population”19. Yes, Kosovo became
member of both, the IMF and the World Bank; the foreign direct investments however, have even declined since 2008.
An open and at least politically influential issue was successfully placed
by the Serbian government, which has pulled off a stroke of diplomatic
genius. At the UN General Assembly on 8 October, 2008 77 states, including Montenegro, supported the Serbian resolution requesting the International Court of Justice (ICJ) at The Hague to assess the legality of Kosovo’s
Declaration of Independence. Six countries, including Albania and the U.S.,
voted against the resolution, and 74 abstained (including the neighboring
states of Bosnia, Croatia and Macedonia). The EU member states voted according to their stance, with the five non-recognizing countries supporting
Serbia’s bid and 22 abstained. Regardless the fact the ICJ’s opinion is only an
advisory, not binding one – it definitely will have a lot of political weight.

Conclusion
Kosovo is not in dry towels yet, it is independent, but still in a limbo. The
best convincing argument would be a sound and responsible performance
of the Kosovo institutions. Little progress has been made in the integration
of minority communities, corruption is endemic and the economic situation still very critical. Law enforcement is indispensable for further consolidation and economic and democratic development. As long as the informal
sector persists, tax and bill collections are insufficient at best, allegations of
corruption and misconduct in the judiciary are not investigated adequately
and as long as political interferences in appointments to key civil service
positions happen, the credibility of Kosovo’s institutions is at stake. Kosovo
needs to gain more recognitions – having in mind that Spain will assume
EU presidency from January 2010.
Downsizing UNMIK is continuing and its budget will face a significant
cut in 2010. Though opposed by Serbia and Russia, the budget is supposed
to drop by around 76 per cent in comparison to 2009 and 10 times reduction of staff foreseen. EULEX is fully operational since April 2009. EULEX established its political credibility despite its deployment was not welcomed
either by the government or the people. However, the satisfaction with
19

Stefan Lehne, opit cit.
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the work of EULEX has increased significantly by 17 per cent since October
2008, standing now at 39 per cent.20.
Both, Serbia and Kosovo have to look for pragmatic solutions in order to
improve everybody’s life – of Kosovo Serbs and Albanians. Serbia should
find ways for having constructive cooperation with the international organizations present in Kosovo and Kosovo authorities. The International
Crisis Group Report on the integration of Serbs in Kosovo21 is in sum encouraging by saying that Kosovo-Serbs are – especially in the south – more
and more willing to cooperate with the Kosovo authorities. For the Kosovo
Serbs decentralisation is key – as foreseen in the Ahtisaari package. The
pragmatic approach on subjects despite the internal disunity within the
EU (as it is the case with Romania, a non recognising country which contributes staff to EULEX and recognises Kosovo passports) is the best way
to handle the difficulties.
United action is absolutely needed in view of the fact that the EU’s own
reputation is at stake. The U.S. is a staunch supporter of Kosovar independence and is taking part in a European mission for the very first time. It needs
an EU which is a reliable partner no longer bogged down in complex decision-making processes. Does Europe really use the strategic opportunity to
fledge? Europe seems from an U.S. perspective not even capable enough
to deal with its own backyard – the Balkans. We do already have very critical
voices raised in the U.S.22 regarding the future engagement of the international community, and of the U.S. in particular. And, partition of Kosovo is
again on the table. “Europe”, as an article in Foreign Policy23 recently stated,
“is still not up to resolving its own security problems. Brussels is indifferent
at best and divided at worst when it comes to pressing issues on the Balkans”. The EU must create a coherent framework for its policies. It became
more and more obvious that the success of EULEX stands or falls with the
backing which the ESDP mission has in the EU. Thus, the question still remains open whether Kosovo will become a milestone or a stumbling block
for the EU policy in the Balkans.

UNDP Early Warning April 2009, p.1.
International Crisis Group: Serb Integration in Kosovo. Taking the Plangue. Europe Report No 200, 12 May 2009.
22
See article by William Montgomery in: The New York Times, 5 June 09.
23
Edward P. Joseph: Europe’s Balkan failure. In: Foreign Policy, posted May 09.
20
21
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Graphic 1. Pragmatic chao
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Application
After many consultations with the European Commission, Slovenian and
French presidencies, on 11th December 2008, Government of Montenegro
adopted a decision on submitting a membership application to the EU.
Prime Minister, Milo Djukanovic, has handed it to the President of France
and chairman of the EU, Mr. N. Sarkozy.
The EU Council for Agriculture and Fishing has made a decision to refer to the consideration of the Montenegrin membership application. It is
expected to happen during Czech presidency of the EU, in the first half of
2009. The EU Council assigns the mandate to the European Commission to
prepare Questionnaire for Montenegro as the next step on the way of getting candidate status.
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Questionnaire of the European Commission
Enlargement Commissioner Olli Rehn has visited Montenegro on
22nd July 2009 and delivered the Questionnaire of the European Commission for Montenegro.
The Questionnaire contains 1,208 questions. Electronic system of data
exchanging has been established through the portal of the Montenegrin
Government.
Providing more efficient organization for answering the Questionnaire
was one of the reasons for adopting new decisions about establishing the
Commission for European Integrations and groups for European integration (those decisions were adopted by the Government on 25th December
2008). By those decisions were appointed the coordinators for each of the
33 negotiations’ chapters.
Detailed answers to the Questionnaire and their submission to the EC
are expected by October or November. After the analysis of the answers
there is a possibility for submission of additional questions. In the case that
there are no additional requests or clarifications, EC prepares an opinion
on the readiness of the country for membership. The answer is expected
by the end of this year. If the opinion is positive, the European Council assigns to Montenegro the status of candidate country in accordance to the
recommendation of the EC.

Report of the European Commission
Montenegro has submitted the first annex for the European Commission
Report about its progress for 2008 by the middle of June 2008. The second
annex for the EC Report was adopted at the Government session on 25th
November 2008 and relegated to the EC on 3rd October 2008.
The Annex for the Annual Report for 2009 was submitted to the EC
on 5th November 2008. The document determines the progress in all areas with the different results achieved. It specifies the implementation
of Temporary agreement, recommendations from European Partnership,
as well as the areas of harmonization of Montenegrin legislative with the
EU acquis. The national participation in regional cooperation and positive
economic development are accented very positively. The Report determines positive development of the legal framework in many fields, but
also indicates the need of effective implementation of the regulations
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and the strategic documents. EC Report also indicates the special need
of strengthening the rule of law, administrative capacity, reforms and independency of judiciary. Those areas are identified as crucial for the fight
against corruption and organized crime.

Interim agreement, Stabilization and Association Agreement
(SAA)
SAA between Montenegro and the EU has been ratified by 19 countries
so far, while in the rest of them it is in different phases of ratification.
Since January 2008, when implementation of the Interim agreement on
trade and trade related matters has started, the first sessions of the fifth
established interim subcommittees were held:
1. for internal market and competition, 10th March 2008 in Brussels,
2. for agriculture, food safety, veterinary and phytosanitary policy and
fishing, 16th and 17th April in Podgorica,
3. for trade, industry, customs and taxes, 26th May in Podgorica,
4. for transport, 5th June in Brussels
5. for economic-financial issues and statistics, 24th of October in Brussels.
The second meeting of Subcommittee for implementation of the Interim
agreement in the field of internal market and competition and the second
sectoral meeting on internal market were held in Podgorica on 10th of February 2009. At those meetings was presented the progress in the areas of
consumers’ protection and public health, public procurement, rights of industrial, commercial and intellectual property, rights of companies establishment and freedom to provide services, economic rights, banking, insurance
and other financial services, as well as policy of competition and state aid.

Enhanced Permanent Dialogue (EPD)
The fourth meeting of Enhanced Permanent Dialogue was held in
Podgorica on 27th May 2008. The talk with representatives of the European Commission (headed by Pjer Mirel, director for enlargement in the GD)
focused on the most important issues related to the EU accession process.
Sectoral meeting EPD – Montenegro in the area of justice, freedom and
security was held on 17th June 2008., while another one was held on 16th
July 2008. regarding the issues of innovations, human resources, informatics society and social policy.
Sectoral meeting EPD on the subject of legislation’ harmonization in the
framework of SAA was held in Podgorica on 10th February 2009.
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Meeting of EPD about transport, energetic, environment and regional
policy was held in Podgorica on 17-18th February 2009. The first plenary
meeting of EPD was held on 28th May 2009.

Political dialog EU Troika – Montenegro
In the framework of regular political dialogue between Montenegro and
the EU that was held on 16th March 2009. in Brussels, minister of foreign
affairs of Montenegro has met with the EU Troika – ministers of foreign affairs of the Czech Republic, Karel Schwarzenberg, Sweden, Carl Bildt and
EU commissioner for enlargement Olli Rehn. During the meeting the participants discussed the internal situation in Montenegro, relations between
Montenegro and the EU and regional cooperation.
Informal meeting of the EU ministers of foreign affairs (GIMNIH) was held
on 28th February 2009 in Hluboka on Vltavou with the aim to represent
possibilities for further development of the integration’s movement on the
Western Balkans. Minister of foreign affairs of Montenegro participated at
the meeting.

Instrument for Pre-accession Assistance – IPA
Description of the projects for the IPA Programme for 2008 was developed and delivered to the EC in April. After consultations within EC and after translation in the different EU languages, it is expected that the projects
will be approved in the autumn 2008. In the frame of IPA Programme for
2008 (national Programmes) 13 projects were prepared with the total value
of EUR 25.4 mln. and participation for Tempus. Projects’ implementation is
expected by 2009.
After sectoral meetings and consultations with representatives of the
General Directorate for Enlargement and the European Commission Delegation in Podgorica, the list of project drafts for IPA Programme, 2009 was
formed. The list of the projects contains 18 proposals with a total value of
EUR 28 mln. It is expected that projects are going to be approved by IPA
Committee EC in April 2009. Projects implementation from IPA Programme
for 2009 will start by 2010, after a tender procedure.

Multi-user IPA Programme
Montenegro has accepted participation in all proposed projects of the
Multi-user IPA Programme including many activities that aim at building institutions, as well as some investment activities of the credit arrangements.
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Special emphasis was placed on the participation in the frame of supporting package regarding the economic crises.
II Component f the IPA – Regional and cross border cooperation
Financial agreement for the participation of Montenegro in two trans-national Programmes and four neighbour Programmes was signed. Members
of the Common Monitoring Committee as the supreme body for decisionmaking for neighbour Programmes were appointed and the first meeting
of this Committee (Montenegro-Albania) was held on 13th July 2008. Montenegro participates in the Adriatic Cross-border Programme along with
potential candidates, candidates and EU member states. Montenegro participates in two trans-national Programmes with neighbouring countries,
as well as those with EU member countries: Region of the South Eastern
Europe and Mediterranean Programme.

NPI
At the Government session that took place on 21st July 2007. was decided that instead of creating individual (separated) documents and reports about harmonization of our legislature with acquis communautaire,
one National Programme for Integration should be created – a Programme
which all candidate countries have. Government adopted the Programme
on 5th June 2008.
The Programme is the most comprehensive document (having in mind
its structure and the plan of activities by 2012) for the implementation of
the SAA and the coordination of reforms on the way toward the EU; for
the creation of the governments’ annual working plans; for monitoring of
tasks realization and providing information about planned reforms that are
intended for the EC, international and domestic public.
Government successfully implements the National Programme for Integration. At the session that took place on 31st July 2008. the Government
has adopted the Report about the realization of the obligations from NPI.
From 194 planned activities within the short-term priorities framework,
88 % were implemented in the first half of 2008. Those activities are mainly
related to the adoption of laws and bylaws, strategies, action plans and reports about their realization.
The second Report indicates that 95 % of the planned activities from NPI
have been implemented.
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Visa liberalization
The European Commission and the Government of Montenegro high officials meeting was held on 11th June in Brussels. The purpose of the meeting was the presentation of European Commission’s Valuation on fulfilment
of conditions from the Roadmap for the visa liberalization as well as opinion exchanging about key outputs and further steps.
On the basis of achieved progress in the last couple of months, the competent directorates of the EC estimate that Montenegro will be able to fully
comply major requirements from the Roadmap. Generally, the EU members mostly share the estimation from updated assessment of the EC. All
these facts are recommendations for Montenegro to be in ‘’first line’’ between those countries, which the EC will propose for establishing visa free
regime (together with Macedonia and Serbia).
On 15th July 2009, the EC has adopted the proposal for abolition of visa
regime for Montenegro, Macedonia and Serbia. Afterwards, this proposal
will be transmitted to the European Council and Parliament. Together with
this proposal, the document with precisely left requirements that should
be complied (mostly for Montenegro and Serbia) will be also transmitted
to the session of the Council of Ministers of Justice and Home Affairs and
Montenegro will continue to fully comply with the necessary criteria. It is
expected that the decision about visa liberalization will be made on the
session of the Council of the JHA ministers and that it will enter into force
on 1st January 2010.
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Prelude
Since I presented some aspects of the EU’s policy in the Western Balkans region on 11 June, it became more evident that the financial and the economic
crises had hit hard in 2009 with negative growth in the whole region except
in Kosovo and Albania, drastic fall in exports, foreign direct investments and
fiscal revenues and collapse in industrial production as well as worsening of
external imbalances. The pace of reforms has been affected negatively, privatisation projects are on hold. But overall the situation is better than in other
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regions and responses were swift and mature. This is a convincing message
how much things have changed to the better in the last decade.
Reforms are continuing, reflected in upgrades in the EBRD reform index.
Democratic standards have not been challenged neither the free market
economy model. We have not seen populist reactions. With some exceptions the governments have not reverted to protective measures nor have,
most importantly, interethnic relations suffered because of the economic
situation. This was due to well established market mechanisms in the region, the small (is beautiful) size of the financial systems which are healthy,
the fast coordinated responses given to the crisis (the IFIs initiative in January 2009 - EUR 25 bln. loan to the region - and the Vienna initiative - to
maintain the regional exposure of Western Banks - were instrumental in
taming the crises) and a rather high level of support for the governments
in place when the crisis started to hit, which in most cases, was revalidated
in recent elections.
The EU assistance to the region includes micro financial assistance to
Serbia and Bosnia-Herzegovina (BiH), budget support for Serbia, the IPA
Crisis Response Package and the regular country programmes under the
Instrument for Pre-Accession Assistance. During 2009 International Financial Institutions will provide EUR 5.5 bln. of lending facilities to the Western
Balkan countries and Turkey in order to refinance the banking sector. Of
this amount EUR 2 bln. will come from the EIB, EUR 800 mln. from the Word
Bank group and another EUR 800 mln. form the European Bank for Reconstruction and Development.

A) Stabilisation and Association Process (SAP)
Set up in June 1999 as a framework process, the SAP “will help enable the
countries in the region to create lasting peace, democracy, stability and prosperity.”.... reaffirming the European Union’s resolve to contribute to the stability
of the region” (Council conclusions, May 1999). As the framework for the EU
policy for “the European course of the WB countries all the way to their future
accession”, the SAP was reinforced in June 2003 by the Thessaloniki Agenda
when elements from the previous accession process have been integrated.
The name of the process itself indicates clearly the difference from the previous enlargement. The Western Balkans region does not only need the association/accession instruments, but also polices to stabilise the region from
the fallout of the Balkan wars of the nineties. With the Thessaloniki Agenda,
the Stabilisation dimension, many hoped, could be put more and more aside
except for some loose ends and accession should now be accelerated. But
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the simple fact of still having three ESDP operations and three EUSR in the
region tells a different story, even if some ESDP missions might reconfigure.
Another significant difference to the previous enlargement is the political environment - whether it is an enlargement fatigue or a commitment
fatigue. Today political elections cannot be won, but lost, on EU enlargement. Polls indicate that enlargement played a part in referenda outcome
on the constitutional Treaty (even though to a lesser extent than most media reports suggested). Politicians are not applauded anymore for “courageous policies” and “uniting the Continent”.
Reading between the lines, you will find a lot of it in the renewed consensus on enlargement from December 20061: commitments, conditions,
communication. Conditions have mushroomed and toughened up, the acquis is constantly developing (as it should do) and accession negotiations
are now charged with opening and closing benchmarks.
The process is played out in different stages, each with its own conditions, no shortcuts allowed.
1. Signing of Stabilisation and Association Agreements (SAA), preceded
by a feasibility study;
2. Opinion of the Commission on the accession application. The Council
has to task the Commission to produce an opinion which will usually
take around 12-14 months, taking into account the track record of
implementation of the SAA;
3. Decision by the Council on candidate status;
4. Decision by the Council on opening of accession negotiations;
5. Following the screening of the acquis by the Commission, accession
negotiations with opening and closing benchmarks in most of the (35)
negotiation chapters;
6. Ratification of the Accession Treaty by MS, EP and the Council;
7. Accession.
In a process it is important to move ahead and keep the momentum. A
long time gap between these steps should be avoided - in particular beParagraph six and seven of the European Council conclusion, December 2006
“To sustain the integration capacity of the EU the acceding countries must be ready and able to fully assume the
obligations of Union membership and the Union must be able to function effectively and to develop. Both these
aspects are essential for ensuring broad and sustained public support, which should also be promoted through greater
transparency and better communication.
The European Council confirms that the EU keeps its commitments regarding the ongoing accession negotiations. The
recently enhanced rules governing the accession process provide for strict conditionality at all stages of the negotiations.
The European Council agrees with the improvements suggested by the Commission concerning the management and
the quality of the negotiations. Accordingly, difficult issues such as administrative and judicial reforms and the fight
against corruption will be addressed at an early stage. Furthermore, the results of the political and economic dialogues
will be fed into the accession negotiations. The pace of the accession process depends on the results of the reforms
in the negotiating country, with each country being judged on its own merits. The Union will refrain from setting any
target dates for accession until the negotiations are close to completion”.
1
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tween achieving candidate status and opening accession negotiations. At
best it creates immobility, at worst frustration and de-motivation and the
process risks to slow down and slowly fade away. A bicycle will twist and
fall if its slows down and stops, an administration left alone without outside pressure will instinctively lean towards a passive work-to-rule attitude
without taking initiatives.
Life is unfair, you might say. But let us take another look: If preparation
for accession has become more complex than before, the process will produce well prepared candidates. We have seen the opposite in the past and
the difficulties this generates - a drawback for the countries concerned and
the EU as such. Join now talk latter is not applicable anymore. The price of
the entry ticket has increased, but so has the quality of the product.
Let me briefly recall the SAP’s key features:
i) Stabilisation and Association Agreements (SAA) and Interim
Agreements (IA) - legally two distinct agreements – have been signed
with six WB countries. The agreements provide for a political dialogue,
a bilateral free trade zone and cooperation on a broad range of issues.
In its preamble the EU recalls that “the Thessaloniki Summit reinforced
the Stabilisation and Association process as the policy framework for
the European Union’s relations with the Western Balkan countries and
underlined the prospect of their integration with the European Union on
the basis of their individual reform progress and merit”. SAAs entered into
force with the Former Yugoslav Republic of Macedonia on 1.4.2004,
with Croatia on 1.2.2005 and Albania on 1.4.2009, Interim Agreements
are in force with Montenegro since 1.1.2008 and BiH since 1.7.2008.
ii) European Partnerships. Despite the name, these are unilateral
legal acts of the EU2 to identify short and medium term priorities
necessary to be met by the individual WB countries in view of adopting the acquis communautaire and fulfilling the accession criteria.
The current set of partnerships have been adopted on February
2008, the update of these priorities is due in the course of 2010.
iii) Participation in Community Programmes. Up to 90 % of participating costs could be financed by the Community. Many community
programmes - like Entrepreneurship and Innovation; Youth in Action and the 7. Framework Programme for R&D are potentially open
for WBs. For one reason or the other, the take-up is still slow in all
countries except Croatia.
2
Regulation 533/2004 (OJ L 86, 24 March 2004; p.1) established the Partnership and is based on Article 181 A (2) of
the Treaty establishing the European Community.
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iv) Financial support under the Instrument for pre-accession Assistance amounting to potentially about EUR 858 mln. in 2009
for the WB region3. But IPA money is not always cheap and it
happened that allocated money was not contracted until the
relevant deadline and therefore reallocated (in short lost);
v) Regular political and technical dialogue in various fora. Western Balkans - EU relations have transcended the realm of classical
foreign policy and touch upon all areas covered by the acquis
communautaire, including CFSP and ESDP. Political and technical
meetings take place nearly on a daily basis. Civil society is as much
part of the constant dialogue as governments. Foreign Ministers
meet regularly: with Serbia, Montenegro and BiH in Troika meetings; with Albania and the former Yugoslav Republic of Macedonia
in Stabilisation and Association Council meetings; with all Western
Balkans, including Kosovo, in the margins of the EU FM’s informal
meetings in the first semester of the year, usually in March.
vi) People to people contacts including visa dialogues (cf. under
E); scholarships (increase from 100 in 2007 to 1.000 in 2011 for
the region; from EUR 10 mln. in 2008 to EUR 20 mln. in 2014) and
the creation of a Civil Society Facility (EUR 30- 35 mln. in 2008)
covering support to local civil society initiatives in the areas of
human rights, gender equality and social inclusion.

B)

Some notes on WB countries

For all the whole region it is fair to say that the EU is the main mobiliser for modernisation and reforms such as in the economic area,
judiciary, the fight against corruption, organised crime and money
laundering, economic reform. Approval rates for EU integration are
high - between 65 % and 90 % - but knowledge about European issues
seems low in the broader society.
Nine years ago, in October 2000, we all watched in disbelief, with admiration and exultation, the demise of Milosevic from power (and less
than three years later his transfer to a Den Hague prison cell). It was an
extremely lucky moment for the international community and allowed
the EU to seriously step up accession and integration efforts in the Western Balkans. It also disclosed the full dimension of the daunting task be3

IPA support 2007 to 2012 in EUR mln.:

Total (including Turkey)
For the WB region
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2007

2008

2009

2010

2011

2012

07/12

1.218,4

1.389,3

1.423,9

1.557,1

1.707,8

1.849,2

9.145,7

721,2

850,6

857,5

903,4

925,9

949,7

5.208,3

fore us: creating an area of stability, peace and prosperity and making it
part of European integration.
- Yet nine years afterwards the EU still does not have an agreement with
Serbia. Nine years is along time span. Even without any agreement a lot
has happened and Serbia has moved much closer to the EU. Whenever
there is a contractual framework with Serbia a lot of progress could be
achieved on the EU track very fast. The Serbia – EU Stabilisation and Association Agreement as well as Interim Agreement were signed on 29
April 2008. The latter will enter into force when the Council decides that
Serbia is fully cooperating with the International Criminal Tribunal for
the former Yugoslavia (ICTY). For some this means Mladic in The Hague.
Recently, ICTY Prosecutor Brammertz reported important progress
which, if continued, could allow the EU to move forward. From its side,
Serbia applies the Interim Agreement unilaterally since 31.1.2009,
a smart decision which was, rightly, met with a lot of applause. The
coming into office of a stable pro-EU coalition government only a few
weeks after the declaration of independence of Kosovo was close to a
political miracle and clearly demonstrated the European aspiration of
the majority of Serb citizens.
Serbs with a biometric passport should enjoy visa free travel in 2010 if
the country meets all benchmarks. At the time of writing some are still
outstanding.
- Albania has come a long way from the radical transformation in the
early 1990s and the dramatic riots in 1997. Changes in the country are
amazing, but the road ahead is still uphill with weak institutions and
constant challenges to the rule of law. The country is beaming with
self confidence after the entry into force of the Stabilisation and Association Agreement on 1 April, NATO membership, EU membership
application of 28 April and the holding of the first SA Council with the
EU on 18 May. Difficult issues like identity cards and the general elections have been handled considerably better than in the past. A new
coalition government and a new parliament have entered political life
in early September 2009. They should be able to take the necessary
reforms domestically and with regard to the EU. The opposition should
participate in the work of the Parliament as well.
- In Bosnia-Herzegovina we have seen lately a rather tense internal
political situation and a slowdown in the reform process. The June
2008 SAA signature was a milestone in bilateral relations. Regrettably,
it did not lead to a broad mobilisation of political and administrative
133

capacity and efforts to prove the full commitment to the EU agenda.
The “Odzak/Prud process” has produced positive results on some issues
and could move BiH forward, but activities have slowed down lately.
The EU Police Mission operates in BiH since January 2003 and EUFOR
Althea since December 2004.
There is principle agreement in the International Community on the
objective to close the Office of the High Representative and reinforce
the EUSR office. This transition demands a lot of political capital from
the International Community, members of the Peace Implementation
Council (PIC). The new EUSR office will have more staff and a renewed
mandate and will operate on the underlying principle that the future
of BiH is in the European Union. But only proper implementation of the
conditions and objectives set4 by the PIC would allow it to take such a
decision. BiH has fulfilled some - but not all - of the necessary conditions, i.e. signing the SA Agreement with the EU or adopting legislation necessary for financial sustainability. In the meantime the EU will
continue planning for a possible transition.
- The Former Yugoslav Republic of Macedonia has started approximation to EU structures early. The European Council conferred candidate
status in December 2005, but accession negotiations have not started
yet. I am aware that this has led to frustration about the slow pace of
the process and might erode the belief in the European Perspective.
But let me confirm - the Perspective is a real one and should be lived
up to if the conditions are met.
The presidential and municipal elections in March and April 2009
passed fairly well and met most international standards. Still the level of
interethnic tensions is high - a constant concern for the EU. Three ESDP
operations successfully completed their missions since 2003 (military
operation: Concordia 2003; civilian operations: Proxima 2003/2005;
EUPAT 2005/2006). Visa liberalisation will soon become a reality for
the citizens of the Former Yugoslav Republic of Macedonia. Sustained
efforts pay off. A huge achievement.
Five objectives:
1. Acceptable and Sustainable Resolution of the Issue of Apportionment of Property between State and other
levels of government;
2. Acceptable and Sustainable Resolution of Defence Property;
3. Completion of the Brcko Final Award;
4. Fiscal Sustainability (promoted through an Agreement on a Permanent ITA Co-efficient methodology and
establishment of a National Fiscal Council);
5. Entrenchment of the Rule of Law (demonstrated through Adoption of National War Crimes Strategy, passage
of Law on Aliens and Asylum, and adoption of National Justice Sector Reform Strategy).
Two conditions:
1. signing of the SAA; and
2. a positive assessment of the situation in BiH by the PIC SB based on full compliance with the Dayton Peace
Agreement.
4
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- How do we refer to Kosovo? As a country or a territory? For 22 EUMember states Kosovo is a country. Five have not recognised the
declaration of independence. In Council documents you will therefore
see references to UNMIK and the relevant UNSC-Resolution 1244/1999
on Kosovo. On what all EU Member States agree is that its future lies
in the EU and that the EU plays a leading role in the stabilisation and
development of Kosovo in view of its European orientation. In October
2009 the Commission will release a study on the way forward regarding
the EU support for the socio-economic development of Kosovo and the
EU perspective.
The EU is represented in Kosovo through a multitude of presences
and instruments: EUSR, EULEX, Commission, and a contribution to
ICO. All Member states also agree on the EU’s largest civilian mission
ever, EULEX, which has been launched in early December 2008, and
became fully operative in the whole of Kosovo, including in the North.
By maintaining close and regular contacts, Serbia and Kosovo provide
general support for EULEX , even if this is challenged regularly by more
extreme forces in both camps.
Kosovo takes part in the Stabilisation and Association Process, since
2003, via the so-called Stabilisation and Association Process Tracking
Mechanism with all the instruments of the SAP except the SAA. Since
2007, the European Agenda became more focused in Kosovo with the
establishment of an Agency for European Integration and the adoption
of an Action Plan including all measures Kosovo intends to take in view
of approximating to EU-structures.
- Montenegro, independent since May 2006, has developed towards
a democratic multiethnic society and successfully built the state. The
general elections on 29 March 2009 passed well and reinforced the
government. On its European path, a lot of headway was made. It signed
a Stabilisation and Association Agreement in October 2007 and the
Interim Agreement entered into force in January 2008.
Montenegro applied for EU membership in December 2008. On 27 April
FM Schwarzenberg informed the Montenegrin authorities that the Council has opened Article 49 procedures. The Commission is now preparing
an opinion which will be submitted in the course of 2010. The tasking of
the Commission was a long and tenacious debate in the Council. What
usеd to be a letter box-exercise suddenly became a political issue.
Montenegrins with a biometric passport should also enjoy visa free
travel in 2010 in case the country meets all benchmarks. At the time of
writing some are still outstanding.
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C) Regional cooperation
Western Balkans is a region more than anything else. Most issues are
cross-cutting. The logic of regional cooperation implies advantages for all
sides. The press and most politicians would call it a win-win situation. This
is the fundamental reason why regional cooperation became an essential
element of the SAP. It still is.
Not long ago the Economist called the Western Balkans a “stuck region”5.
Bosnia-Herzegovina, the Economist wrote, is blocked by its political elite
and the Office of the High Representative, Croatia by Slovenia; Macedonia by Greece; Serbia by the Netherlands, Montenegro by Ukraine and the
whole region by the world financial crisis. The article has triggered many
comments from readers from the region, taking sides with one or the other.
Only a few months later, the Economist praised the cooperation between
the Western Balkans countries which it called “Yugozone”6. Day-to-day contacts, the paper sets out, between companies, business and individuals are
being quietly restored.
Even if you think that both articles exaggerate in one or the other direction regional cooperation is, in most cases, a dull and bureaucratic exercise,
not good for any headlines. But no news is good news and things have
moved, almost by stealth, to the better. This is a result of the apprehension
that the countries of the region have much in common in politics, economics and civilisation – so much that not-reaping the benefits of cooperation
would be wasted opportunity. The tireless driving force behind this is the
Regional Cooperation Council (RCC). It is a feature of regional cooperation
that open political conflicts live next to technical success in areas like disaster management, trade or research and development.
More focus on the Western Balkans would be welcome. The countries
of the region have changed due to continuous efforts. All have built modern, democratic and multiethnic societies. Still, the region is confronting a
number of testing issues, in particular in the governance and rule of law
areas, which could affect stability, security and prosperity. State building,
consolidation of institutions, governance and corruption still constitute
major concerns. The region also faces open bilateral issues (border, name,
status) and an unfavourable socio-economic environment. They are vulnerable to energy cuts and suffered hard in the gas crisis in early 2009.
Let me take back a step or two:
The idea to strengthen the regional dimension in the Western Balkans
5
The Economist, 12 February 2009, “A stuck region: How troubles in Bosnia and elsewhere obstruct the Balkans’
path to Europe”.
6
The Economist, 22 August 2009, “Entering the Yugozone, former Yugoslavia patches itself together”
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has been at the heart of the EU’s policy to the region since the Mid-Nineties.
I stated the rationale above. Let me be clear: it is not enough to “race to
Brussels”, but the European orientation should be reinforced by close cooperation with other countries of the region - future partners in the EU - on as
many issues as possible. The region should team up to create a free trade
zone (realised via CEFTA), promote energy and transport cooperation and
eventually tie these structures to those of the EU. This would be a much
more solid platform for approximation to the EU structures.
Regional cooperation was channelled first through the Stability Pact
for South Eastern Europe, created in June 1999 in order to combine, coordinate and develop the activities of the various actors in South Eastern
Europe with the objective of achieving “lasting peace, prosperity and stability for South Eastern Europe...”7. Since February 2008, the Regional Cooperation Council (RCC), is the “regionally owned and led framework to sustain
focused regional co-operation in South Eastern Europe”, acting as a forum for
the continued involvement of members of the international donor community”, and to “support European and Euro-Atlantic integration8 9”.
The RCC was made the operative arm of the regional political organization South Eastern Europe Cooperation Process (SEECP). The good news is
that this three way relationship brings the EU closer to the SEECP – as a
proof the EU Troika is invited to take part in SEECP meetings in 2009 and
2010 as a special guest of the SEECP CiO, currently held by Turkey until May
2010. Turkey will be succeeded in this function by Montenegro.
The RCC has become the respected facilitator for regional cooperation
in South Eastern Europe countries and the interface between the region
and the international Community, including the European institutions. It
Cologne Document of 10 June 1999
Joint Declaration on the Establishment of the Regional Cooperation Council, adopted in Sofia, 27 February 2008.
9
The RCC operates in six priority areas:
Economic and Social Development investment promotion, public-private partnerships, SME development.
Infrastructure and Energy: transport, energy, water management, inland waterways and infrastructure, environmental
protection including climate change, health, natural resources and waste.
Justice and Home Affairs: cooperation and reforms in the judiciary and law enforcement agencies, in justice, freedom
and security, fighting trans-national organised crime and corruption,
Security Co-operation: civil expert capacity on security and defence issues, defence reforms, disaster management,
security cooperation
Building Human Capital: education, science and research, technology and innovation activities, the development
of active citizenship based on multiculturalism and tolerance.
Parliamentary cooperation as cross-cutting issue in South East Europe.
The RCC consists of 45 members - countries, IO and IFIs; its board of 29 members (the RCC Board members contribute
at least EUR 50.000 to the RCC Secretariat’s running cost with the threshold for SEE countries being lower): The Board
is made up of the 11 SEECP countries (Albania, BiH, Bulgaria, Croatia, Greece, FYROM, Moldova, Montenegro, Serbia,
Turkey), the EU represented by the Commission, the EU-Council Presidency and the Council Secretariat; UNMIK/Kosovo
as well as Austria, Bulgaria, the Czech Republic, Finland, France, Germany, Hungary, Ireland, Italy, Latvia, Norway, Poland,
Romania, Slovenia, Spain, Sweden, Switzerland and the USA.
In addition to the board members the RCC includes Canada, Denmark, Slovakia and UK as well as IOs (CoE, NATO,
OECD, OSCE, SECI, UN, UN-ECE, UNDP) and IFIs (Council of Europe Development Bank, the World Bank, EBRD, EIB). It
seemed at one point that Russia would become a member, but so far this has not materialized.
7
8
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has worked with the governments of the region, developed and presented
project ideas, including on large scale infrastructure projects – “this is what
the region really needs” (Biscevic) - but so far it has not marshalled enough
financial support for projects to materialise, although some are close to operation like the fire fighting centre in Split and the Risk Insurance Facility.
However, after the euphoric of the “historic” transformation the RCC still
has to finalise streamlining and affiliating regional initiatives and task forces. The RCC is also criticised for a too slow pace concerning project generation and too much relying on EU funds10. True or not, it is a sad fact that, in
the current dire economic circumstance, the gôut for regional cooperation
has declined and funds necessary for certain projects have been re-allocated. Open territorial issues are not conductive to regional cooperation. The
recent arrangement found between Slovenia and Croatia to allow, for the
time being, accession talks to continue and buy time for a bilateral solution
and the principle agreement to take the border conflict between Montenegro and Croatia to the International Court of Justice should help overcome
antagonism and create a positive dynamics.
A fundamental issue of regional cooperation is inclusiveness. The RCC
can play its full role only if the whole region takes part in it11. Kosovo is an
example in point. Many efforts are spent on securing Kosovo alongside Serbian participation. The working arrangement is to use the UNMIK/Kosovo
(under UN Security Council Resolution 1244/09) label.
Through the network of the initiatives and task forces, Kosovo is a full
part of the regional landscape and cooperation activities. This, former SC
Busek stressed several times, “is good for the region and it is good for the people of Kosovo”. Despite the Kosovo issue, the burgeoning of regional cooperation in the last years was possible because
 Primo, both the Stability Pact and its successor the RCC have never tried
to mediate in the Kosovo issue but kept a strictly technical-operative
profile. Technically it was UNMIK on behalf of Kosovo under 1244 which
entered into contractual obligations with the region, co-founded both
the Stability Pact and the Regional Cooperation Council and signed regional arrangements such as the Energy Community Treaty, the CEFTA
Treaty and the EC Aviation Agreement.
 Secundo, Kosovo held on to a tacit “deal” with former SP Special Coordi10
The main results achieved during the first 15 months, presented by the RCC recently, will not pacify critics. Still they
clearly show the added value of organised regional cooperation: regional research strategy, climate change conference
for SEE, elaboration of a project portfolio for IPA financing (22 projects plus 30 projects from various stakeholders in
the region), work on creation of a fire fighting centre in Croatia and a catastrophe insurance facility (both projects are
close to conclusion).
11
Council conclusions, March 2008: “The RCC can play its full role only if the entire region is committed to regional
co-operation and if all parts of the region take an active stand in its activities”.
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nator Busek. The latter would insist on Kosovo participation and Kosovo
would accept the UNMIK tutelage.
However with independence declared and accepted by an important
part of the IC, Kosovo grows more and more assertive and tries to shed off
the UNMIK tag. Nor would it allow anybody to sign anything in its name.
The Kosovo government does not allow UNMIK to sign and UNMIK will not
sign until the Kosovo government allows it. Some regional agreements will
be affected and might even be stalled. A classical catch 22 situation.

D) ICTY
Some recent headlines in the BiH newspapers: “Protesters burned pictures
of tribunal judges”. What happened? The International Criminal Tribunal for
the former Yugoslavia (ICTY) announced the pre-mature release of Biljana
Plavsic12. Victim’s association reacted bitterly. Articles mentioning ICTY are
sure to receive heated comments. Why?
When it was set up in 1993 the domestic judicial systems in the former
Yugoslavia were unprepared to deal with crimes of these dimensions while it
was clear that they had to be addressed. ICTY became an unpleasant channel of soul-searching for a whole generation. It is hardly surprising that its
work is not met with enthusiasm and that even its legitimacy is challenged.
Coping with individual histories is a long and painful process and, very often,
requires a bouc emissaire or at least a neutral third partner. The Tribunal is both.
I am aware of the reserves. ICTY is a body of international penal justice
in a politically charged environment13. According to the latest GALLUP Balkans monitor, trust in ICTY as such and in the impartiality of its proceedings
is still low with the notable exception of Albania and Kosovo. Less than 20
% of the population in Serbia believes that ICTY is impartial and helps reconciliation and peace while 65 % think that ICTY does not serve the interest
of the region and that its proceedings are ceremonial with preset verdicts14.
We find the same pattern - albeit less dramatic - in other countries. But ten
years ago, these figures were probably much worse. The absence of ICTY
would be a surrender to force and violence, as obscurity is the absence of
light and cold the absence of heat. I am confident that the important work
of ICTY will be recognized and appreciated as time goes by.
Stéphanie Maupas; Libération anticipéé de l’ex-présidente des Serbes de Bosnie, 17 september 2009; Le Monde.
See also the polemic around the book: Florence Hartmann; Paix et Châtiment. Les guerres secrètes de la politique
et de la justice internationales. Flammarion, Paris, September 2007.
Florence Hartmann, speaker of Prosecutor Carla Del Ponte from 2000 to 2006, recalls the political dimension, including
political interference, of the work of the Tribunal.
Comment: But, regrettable as these interferences are, this does not alter the essence of the Tribunal’s important
work for the region.
14
GALLUP – Balkans Monitor: Insights and Perceptions: voices of the Balkans, 2008 Summary of findings, p. 29/30
12
13
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I strongly believe that ICTY is an invaluable part of the international penal justice system – a forerunner of the International Criminal Court - and
that its work is indispensable for rendering justice, coming to terms with
the past and go on with life. No contract, no agreement, no society can be
sustainable without justice. It should allow societies, divided and haunted
by war atrocities, understand what has happened as an important part of
the healing and reconciliation process in the Western Balkans, now and in
the future. Many of the indictees went to The Hague voluntarily. Many admitted guilt and asked their victims and their families for forgiveness.
The European Union is supporting ICTY’s work by not granting visa to
those who could help indictees at large and by freezing assets of indictees
at large. It will do so until the work of ICTY has been completed. It has made,
for all the reasons mentioned, cooperation with ICTY a central part of the
conditionality of the SAP as well as of the accession negotiations. Croatia is
an example in point. Croatia still has to address important questions concerning access to documents – a sensible issue for Member states.
ICTY has indicted 161 persons and so far completed proceedings against
120 accused with very different verdicts. Proceedings against 41 indictees
are ongoing, only six of them remain at pre-trial level. Only two indictees
are still at large. The proceedings of ICTY have shown that those suspected
of bearing the greatest responsibility for atrocities committed can be called
to account, as well as that guilt has to be individualised. Crimes across the
region can no longer be denied, including genocide and use of rape as an
instrument of terror. The Tribunal has investigated and brought charges
against persons from every ethnic background.
ICTY has adopted a completion strategy in 2004. Most appellate work
is scheduled to be completed by the end of 2012, with a small number of
cases running into the first half of 2013. These timelines would change if
the two remaining indictees at large - Ratko Mladic and Goran Hadic - are
transferred to The Hague. Should the UN Security Council take the decision
to close the Tribunal, the domestic judicial systems have to be prepared to
take on the files of ICTY. The emphasis on and the benchmarking of judicial
reforms and good governance in the SAP should strengthen the capacity
of the Western Balkan countries to deal with these cases once they have
been transferred from ICTY. To do so ICTY cooperates closely with the OSCE
Office for Democratic Institutions and Human Rights (ODIHR), the United
Nations Interregional Crime and Justice Research Institute (UNICRI). Most
of all the Tribunal is working with local prosecution and fosters regional
cooperation like the SEE Prosecutor Association.
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E) The way ahead
The year 2009, the Cion affirmed in its last year’s enlargement strategy
paper, should be “a crucial one”. I remember that 2007 and 2008 were
equally crucial years, and perhaps the ones before as well. 2009 has
passed more than halfway and it does not take a great prophet to foresee that the Enlargement Strategy Paper of 14 October 2009 will recall
some of the same issues:
 conclusion of the accession negotiation with Croatia. So far, out of
thirty-five chapters, twenty-two have been opened and seven provisionally closed. By the time of writing news broke that Slovenia
and Croatia found acceptable arrangement for not letting a bilateral
conflict infringe anymore the accession talks. A possible conclusion of
the talks should be possible, provided that Croatia steps up reforms in
key areas such as administrative and judicial reform, the fight against
corruption and organised crime, economic reforms (especially the
restructuring of shipyards), minority rights, refugee return and the
prosecution of war crimes before the conclusion of negotiations.
Access to ICTY document is a key element of this conditionality.
 achievement of candidate status of potential candidate countries.
An upgrade in status would be a major step forward in that it could
lead to accession negotiations. Otherwise they cannot start. Candidate status would be, Jelica Minic of the RCC recently remarked,
the point of no return, the irreversibility of the process of European
integration for the Western Balkans. A change of status requires a
decision by the Council based on an opinion of the Cion on membership application. So far Montenegro and Albania have applied,
other countries could follow soon. The upgrading to candidate
status could and will happen15, but this takes time.
 a date for accession negotiations with the former Yugoslav Republic
of Macedonia. At the time of writing the Commission has not decided
whether it will make such a recommendation or not. At the time of
reading this question might have become irrelevant. Still a Commission
recommendation would carry weight and force the (European) Council
to act. The country has made lots of progress in meeting the necessary
conditions. The EU’s leverage effect for reforms and political stability
might decrease if the status-quo continues.
15
Council conclusions of December 2008: The Council recalls that by making solid progress in economic and
political reform and by fulfilling the necessary conditions and requirements, the remaining potential candidates
in the Western Balkans should achieve candidate status, according to their own merits, with European Union
membership as ultimate goal.
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Much of the pace of the former Yugoslav Republic of Macedonia’s integration towards the EU will depend on the name issue with Greece. The
EU supports the UN sponsored talks and any arrangement between
the two sides. A solution in the name issue would alter the tone and
allow us to move forward more rapidly. I imagine that it would improve
bilateral relations between the former Yugoslav Republic of Macedonia
and Greece considerably.
 concerning Kosovo, the Commission announced a feasibility study: how
best Kosovo could progress as part of the region towards integration
with the EU. The study will be presented as part of the Enlargement
Package on 14 October 2009. Contractual relations are not possible
for the time being. Still Member States agree on key policies towards
Kosovo (see Kosovo in the C-section).
 lifting visa obligation: at the time of writing the Council and the European Parliament have started proceedings on a Commission proposal
of 14 July to lift visa for citizens, holding a biometric passports, of Serbia, Montenegro and the former Yugoslav Republic of Macedonia. This
should lead to visa free travel around 1 January 2010. Citizens of Albania
and Bosnia-Herzegovina might follow soon, if the countries meet the
benchmarks of the road map. There also needs to be an arrangement
for the citizens of Kosovo who should enjoy the same rights as the other
citizens in the region.

Annex
Regional Cooperation: Initiatives and Task Forces
Democracy
Parliamentary Cooperation
Task Force Fostering and Building Human capital
Education Reform Initiative
Information Office of the Steering Platform on Research for the Western
Balkans.
Gender Task Force
Network of Associations of Local Authorities in SEE - NALAS (Skopje).
Local Democracy Initiative
South East European Entrepreneurial Learning Center - SEE ELC
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Economy
IFI Advisory Group
Energy Community Treaty
SEE Transport Observatory
European Common Aviation Area Agreement
FABA - air traffic
Danube Cooperation Process
CEFTA II
Investment Compact
Business Advisory Council.
eSEE Initiative
Regional Health Network.
Bucharest Employment Process.
Social Dialogue
SEE Trade Union Forum (ITUC PERC SEE Office, Sarajevo)
Housing and Urban Management Initiative

Security
Migration, Asylum and Refugee Regional Initiative.
SECI Centre for law enforcement
Anti-Corruption Initiative
Police Forum - SEE Police Chiefs Association
Regional Arms Control Verification and Implementation Assistance Centre
SEE Small Arms and Light Weapons Claeringhouse
Disaster Preparedness and Prevention Initiative
Police Cooperation Convention
Southeast Europe Defence Ministerial
Meeting of the SEE Head of Military Intelligence.
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CHAPTER V

South Eastern Europe –
Processes and stakeholders

The Processes in SEE from Belgian Point of View
H.E. Mark Michielsen

H.E. Mark Michielsen is Belgian, born in
1959. He holds a bachelor degree in Philosophy,
masters in International and Administrative
Studies and Law. His Excellency is a Ph.D. in Political Science.
His diplomatic career started at the Ministry of
Foreign Affairs, Brussels where he was responsible
for GATT and Latin America from October 1989
to July 1991. For a one-year period (June 1996
– August 1997) he dealt with the issues of NATO
and WEU at the Ministry. Until February 2001 Mr.
Michielsen served as First Secretary (DHoM) at
the Embassy of Belgium in Dublin. From March
2001 to July next year he obtained the possition of
counsellor at the Permanent Representation of Belgium to COPS, Brussels. In the
period August 2002 – August 2005 followed another mission abroad – Counsellor and later Minister-Counsellor (DHoM) at the Belgian Embassy in Moscow. His
Excellency took part at the administration of the Belgian OSCE Chairmanship
(August 2005 – December 2006) as a Political Director. Since the beginning of
2007 he acted as a spokesperson of the Belgian Ministry of Foreign Affairs. In September 2008 Mark Michielsen became Ambassador at the Belgian Embassy in
Sofia with jurisdiction for the Republic of Bulgaria, FYR Macedonia, the Republic
of Kossovo and the Republic of Albania. He has obtained that position ever since.

What is the attitude of Belgium, one of the founders of the European
Communities, towards the South East European Countries? I will try to give
some answers to this question. The question has many answers because
the SEE countries are many. One can distinguish between 10 SEE countries:
Albania, Bosnia, Bulgaria, Croatia, FYROM, Kosovo, Montenegro, Romania,
Serbia, and Turkey. Some countries are member states of the European
Union, others are candidate countries and some others are hoping to get
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candidate status or envisage negotiating a Stabilization and Association
Agreement. I will say something about these ten different countries by
explaining the Belgian approach towards Enlargement, Visa Liberalization
and the Verification and Cooperation Mechanism.

Enlargement
Belgium fully recognizes the European perspective of the SEE countries.
The enlargement process is a merit-based process; it should be an exercise
in good governance. What does this imply? For Belgium Enlargement is not
a political issue. We do not think that stability is a matter of EU membership.
Stability will come through profound political, economic and social transformation and this during the process of enlargement.
Just because Belgium values this profound transformation highly, the
process of transformation becomes very important. The enlargement process is by definition interactive. The country with European aspirations on
the one hand is in a relationship with the EU, especially with the Commission, and the EU member states on the other hand. Enlargement is a phased
process with clear benchmarks. Let me explain this in more detail.
The first phase on the way to membership is the conclusion of a Stabilization and Association Agreement (SAA). This agreement is subject to negotiation with the Commission. None of the SAAs are identical. This means
that each country can adapt it to its own means. Each country can lower or
higher its goals. Once an agreement is reached, the EU countries have to approve the SAA. This can take a while. In the meantime the country that has
negotiated the SAA will start benefiting of the economic part. This is done
by the entry into force, upon signature, of the so-called interim agreement.
On the basis of the implementation of the SAA progress reports are issued.
At a certain point benchmarks will be fulfilled and the country will apply for
candidate status. There is no clear link between fulfillment of the SAA benchmarks and candidate status. But experience teaches that when countries ask
too soon for candidate status the granting of this status will take quite some
time. Belgium does not want to push countries towards candidate status. We
find it important that countries are well advanced and have well implemented
the SAA before they ask candidate status. The more mature the country is, the
shorter the transition from SAA to candidate status and the opening of membership negotiations will be. Indeed it is not the status that counts. What matters is the opening of membership negotiations and a certain “maturity” of the
applicant is required to achieve this. If this is not the case, the granting of candidate status will not be followed by the opening of membership negotiations.
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Once membership negotiations are opened this is the beginning of a
long process that will in the end lead to accession.
The ten SEE countries are differently advanced. Romania and Bulgaria
are members. Croatia and Turkey are engaged in membership negotiations. FYROM has candidate status but is waiting for the opening of membership negotiations. Albania and Montenegro have filed their application
to obtain candidate status, etc.
Let us talk straight: each phase takes time. Albania negotiated three
years to finalize a SAA. It took another three years before the SAA entered
into force. FYROM obtained candidate status in 2005 but is still waiting for
a positive judgment of the Commission so that membership negotiations
can start. The membership negotiations of Bulgaria lasted five years and
Bulgaria entered two years after finalizing these negotiations.
Belgium swears by some key words when it comes to the enlargement
process. These keywords are gradual conditionality, the importance of SAA
implementation, the integral application of the acquis and Lisbon. What
does this mean? Gradual conditionality means that progress is only possible
upon fulfillment of certain conditions. For example, in the case of Croatia
we will not close the Justice chapter as long as ICTY cooperation is not as
good as it should be. The importance of SAA implementation means that
only on that basis a membership application can be considered. For this
reason Belgium has some reservations towards the applications of Albania
and Montenegro. Both applications were issued at a moment that the SAA
had barely started or had not entered into force. And finally Belgium is of
the opinion that no new members should be allowed before the entrance
into force of the Lisbon Treaty. Nice is not adapted to 27 countries. Enlargement and deepening of the EU have to go together.
Now I would like to say a word about Visa liberalisation. Visa liberalization
is also a merits-based process, not a political issue. It means that a country
has to put the administrative standards in place so that it can enter the
space of visa free travel. This means that requirements in many fields have
to be fulfilled. I am thinking of the security and reliability of travel documents, requirements of effective border control and transborder cooperation. Countries aiming at visa liberalization develop a roadmap to obtain
these aims. Inspections take place to judge progress and if the commission
comes to the conclusion that the conditions are right (such as is the case of
FYROM) Belgium will vote in favor of liberalization.
To conclude, it might be useful to say a word about the Verification and
Cooperation Mechanism that was put in place for Bulgaria and Romania.
As you all know the European Council welcomed both countries in De149

cember 2006 as new members but stipulates that after accession the EU
was going to cooperate and verify progress in the fields of judicial reform
and the fight against corruption and organized crime. This mechanism
took the form of the Commission publishing a report every six months.
The first due in January-February is of a technical nature, the second, published during the summer months, contains judgments and recommendations of a more political nature.
Almost three years after the accession of Bulgaria and Romania these
mechanisms still exist. The critical nature of the reports is not good for
the image of the countries and Belgium wonders if this formula is really
something that has to be repeated. Would it not be better to be completely ready to join than join and be put under this kind of mechanism
that is rather unpleasant for the new member states as well as for the
states that each six months have to discuss the progress or the absence
of progress made.
Allow me to sum up the red lines of our approach towards enlargement. The European perspective is serious business, which does not allow for short-term calculations but aims to provoke a real long-term
transformation of the countries in the interest of their people. This
is why we see this as a merit-based process. As far as Belgium is concerned, we are ready to help the countries to achieve this transformation by giving trainings, organizing seminars, participating in the Taiex
(Transitional Assistance information Exchange) and by our involvement
in twinning programmes.
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Institutions, Economic Prosperity and EU Accession
Ollivier Bodin 1

Ollivier Bodin is a French citizen born in 1952.
He studied economics in Germany (1969-1974)
and taught economic theory as an assistant at
the University of Heidelberg (1974-1979). After
having worked for a private Bank (1979-1981), he
joined the European Commission and worked in
several areas, first in the Directorate General for
Economic and Financial Affairs: macro-economic
policies, monetary policy and monetary union in
the European Community (1981-1987), International Economic and Financial Relations, and
Development Issues (1987-2001). He joined in
2001 DG Enlargement as a Financial Advisor and Co-director of the European
Commission/World Bank Joint Office for South East Europe (2001-2009). He
worked on donor mobilization and coordination to the benefit of the Balkan
countries, on the promotion of regional cooperation between the Balkan countries in the area of infrastructure and on enhancing the cooperation between
the European Commission and the World Bank with the goal of making their
aid program coherent and complementary.
“… mature markets rely on deep institutional underpinnings, institutions
that define property rights, enforce contracts, convey prices, and bridge informational gaps between buyers and sellers. Developing countries often lack
these markets and regulatory institution… However, we do not know in detail
how these institutions can be engineered, and policy makers cannot always
know how a market will function without them..”
The Growth Commission, 2007
“Despite the wealth of material, neither empirical nor theoretical research
has yet advanced to the point of offering clear and confident policy recommendations for the process of institution-building or reform.”
Avisnash K. Dixit, 2004
1
The author is an official of the European Commission. The view expressed in this document does not necessarily
reflect the opinion of the European Commission.
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Introduction
The purpose of this paper is to reflect on how the quality of public institutions and of rule of law interact with economic prosperity and how
economic forces can create obstacles or increase opportunities for establishing the rule of law as the supreme regulatory principle in society.
In line with the Copenhagen accession criteria, the European Union has
put the rule of law at the top of the agenda of the accession countries. High
standards in this respect need to be met to ensure an adequate protection of
human and civil rights, a cornerstone of European values. Respecting these
standards is also a prerequisite for being able to effectively implement EU
and EU-related legislation, and therefore to join the Union. It is also needed
for establishing a functioning market economy able to integrate into the
EU internal market. Meeting standards in this area is even more decisive as
failures do not only harm a country’s own society and economy, but also
potentially have huge spill over costs for EU partners with various forms of
cross-border criminality.
Against this background, the European Commission has confirmed in its
Enlargement Strategy 20082 that the rule of law should remain a top priority for accession countries as only small progress have been made since the
previous diagnostic established in 2007:
“The enforcement of the rule of law, notably through judicial reform, and the
fight against corruption and organised crime are top priorities. Most countries
have taken steps to improve the organisation and performance of their justice
systems…However, justice systems still require considerable improvement
across the region. Wide-ranging reforms need to be conducted in a sustained
manner to ensure the independence, efficiency and accountability of the justice system…Criminal networks extend to various socio-economic sectors and
into politics. They often benefit from insufficient transparency in public procurement, investment planning and privatisations… Considerable and sustained
efforts are needed in this area.”3
Section 1 as an introduction briefly explains how public institutions interact to produce a public good and enhance individual welfare.
The focus of Section 2 is on the public institutions which are crucial to
the development of the private sector, notably the protection of property
rights, the enforcement of contracts and free and fair market exit and entry.
Section 3 illustrates with a simple model how the impact of the introduction of new norms very much depends on the administrative and economic environment and describes the factors to be taken into account to
2
3

(Commission of the European Communities, 2008)
(Commission of the European Communities, 2007), p. 6
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ensure the success of regulatory reforms. It also addresses the issue of how
the EU can help a country to be ready for EU accession.
1. What are institutions and why are they useful?
In this presentation we define institutions as any rule, norm or organisation regulating the activity of individuals and groups. Institutions are
formal when they result from an explicit agreement (including by law or
State regulation) on the content and modalities of transactions and activities which are authorised or compulsory and when they are linked to an
enforcement mechanism. A commercial law, taxes and social transfers, but
also the rules of a sport club are formal institutions. Informal institutions
include politeness rules or clan solidarity in certain societies. Institutions
have a cost either financial (taxes) or because they restrict the freedom of
an individual. They have also benefits in producing a safer, better predictable and/or civilised environment to individuals.
Let us take the example of driving rules. Such rules restrict the way people can drive their cars. Rules can be either conventional (driving on the
right side) with practically no cost. They can however be costly, for instance
the rule imposing drivers to have passed a driving test and to contract liability insurance. It is only because we can reasonably trust that other traffic
participants have a driving license, that they know the Rules of Conduct on
a road and that they have contracted a liability insurance that most of us are
prepared to risk to use a car. Obviously, we not only need to trust that the
other road users know the rules, but also that they will respect them. So we
need to trust that the rules will be effectively enforced because an incentive or a sanction mechanism exists. Rules and enforcement mechanisms
produce the public good “safety on the road”.
The example shows that institutions or rules can produce a public good
which cannot be valued enough: universal trust, compared to trust on a
personal basis. Institutions lead to a higher predictability of the behaviour
of transaction partners (in our example, of drivers on the same road) even
if we do not know them personally. Institutions, so far we trust them, allow
us to expand the number of transaction partners well beyond persons we
know on a personal basis and therefore the scope of activities which can be
safely conducted.
The proper functioning of a market economy requires basically four
types of regulation to be in place: three relate to the functioning of markets and are considered as necessary for the development of the private
sector: definition and security of property rights, effective enforcement of
contracts, fair competition, including equal treatment and access in rela153

tion to public services and taxation; the fourth relates to the production of
public good and the mitigation of public “bad”. It covers a sizeable number
of complex policies to address market failures, for example in the environmental area or to ensure the transmission of a minimum level of education
and socialisation.
2. The weak rule of law in SEE countries and economic implications
2.1. Insufficient progress
Several indicators confirm the diagnostic by the European Commission
on the weaknesses of the rule of law in the Western Balkan countries, and
on the resulting damages for economic development. Some interesting
points are worth mentioning:
According to the EBRD transition indicators:
 The countries made substantial progress in liberalizing internal and
external trade and in privatizing, but
 countries made less progress in areas requiring judicial strength such
as enforcement of bankruptcy or competition legislation (Corporate
governance, competition).
Figure 1. EBRD Transitions Indicators – Average SEE6

Source: EBRD; own calculation for average.
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Best performance is noted with 4,33. (Source EBRD SEE6: Albania, BiH,
Croatia, Macedonia, Serbia, Montenegro).
Entrepreneurs consider as most problematic weaknesses of the
“institutional” frame, such as anti-competitive practices, bad functioning
of the judicial system, contract violation, uncertainties about regulations,
tax administration; these issues are more often cited as being problematic
than criminal activities and than weaknesses in physical infrastructure
and labour regulation (Business Environment and Enterprise Performance
Survey-EBRD and World Bank-2005).
Figure 2. Obstacles to do business Average 2005 SEE

Source: EBRD/Worldbank, own calculation
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SEE5 average based on the BEEP survey 2005 (EBRD; Worlf Bank, 2005):
Country by country, problem areas were associated with note 3 if more
than 62.5 % or respondents consider it as a problem; the note 2 for the
range between 37.5 % and 62.5 %; the note 1 for the range 12.5 % to 37.5
% and the note 0 for 0 to 12.5 %.
According to the governance indicators calculated by the World Bank,
most SEE countries significantly lag behind new EU member states and
comparable emerging economies.
Figure 3. Indicator of Rule of Law

Source: World Bank, Indicator of Governance for 212 countries.

2.2. Two models for regulating economic transactions
This section presents two models for the regulation of economic
activities: the rule of law and a network regulation.4 It asks for the stability
and the efficiency of these both modes of regulation. Indication about
empirical evidence underpinning the hypothesis made under both
models are provided, as well as about associated theoretical research.
The conclusion of this approach is that the main characteristic of
a regulation by law, its universal or impersonal nature, which makes
4
A network can be defined as constituted by a group of persons which discriminate between “us” and “them”, when
ever they decide about conducting a transaction.
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it highly efficient, makes it at the same time extremely unstable. By
contrast, regulation by network can in general be expected to be more
stable, but socially inefficient. 5 The rule of law is not an automatic byproduct of economic development. It requires a strong collective effort
to be established.
In the reality, limits exist both to the expansion of informal network
regulation and the contraction of the rule of law (at least, in countries
adhering to basic democratic principles). This opens a wide field for
theoretical and empirical research for improving and validating the
underlying models, in particular to understand better the factors
affecting the balance between varying modes of regulation which coexist in reality as well as their relative efficiency. This would help to
identify policies which could improve the stability of regulation by law,
and weaken network regulation, when inefficient.

A highly efficient, but fragile, rule of law…
To establish a favourable business environment, advanced Western economies have, decade after decade, developed sophisticated,
public institutions, including rules, norms, implementation agencies and
administrations and judicial systems. These institutions include cadastre,
legislation on property rights (including intellectual property), competition
and bankruptcy laws, accounting norms, administrative and commercial
courts, debt collection rules and debt collector offices, and more.
All these institutions are only efficient if they can be trusted to deliver
what they promise on an accountable, transparent, fair and predictable
manner.6 The key here is that their very existence produces potential
benefits for all. Trusting that an independent and impartial institution
has the power to enforce rights and/or punish non-conform behaviors,
can largely substitute to trust in the fairness of potential business
partner7 or competitors. Furthermore, it increases substantially the
incentive to strictly conform to commitments or rules, civilizing even
more economic and social life. This, in turn, increases further the
5
Stability (Instability) means, here as usual in the economic theory, that deviations of the effective situation from its
equilibrium will engender forces bringing it back to this equilibrium (farer away from it).
6
(Root, 1996) p. 180ss
7
For example: A bank will be prepared to give a credit against collateral if it trusts the cadastre and commercial
courts: uncertainties about the efficiency and fairness of the judicial system will increase the risk premium. Savers hold
nominal deposits in a bank and contribute to better financial intermediation if they trust that the supervising institution
will be uncorrupt and will control efficiently the bank rulers and if they trust the monetary authority not to engage
in an inflationary spiral. Traders can order goods and make some prepayment with a producer if he get trustworthy
information on the financial soundness of his potential partner (publication of certified accounts) and if the risk taken
is limited through bankruptcy laws and procedures (and, reciprocally, for the trust needed by the producer to the
trader). Investors will invest more if they feel protected by a strong and uncorrupt judicial system from predators or
from hazardous and corrupt implementation of tax laws.
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potential for interpersonal or inter-agent trust. This contributes to the
competitiveness improvement of an economy, by enlarging the circle of
potential transaction partners for each and every one and in inducing a
high degree of internal competition. And, as far as it guarantees an equal
and transparent treatment of all participants, it substantially reduces the
risk that the return on an investment is lowered by unfair competitor’s
practices.8 There are also good reasons to believe that under the
umbrella of the law, non-market forms of coordination and cooperation
among economic agents can better develop and contribute to overall
productivity gains (see Box 1). There is some empirical evidence for the
link between a strong judicial system and inter-agent trust. For example,
using results from the EBRD/World Bank survey of firms across 26
transition economies9, a study10 analyzed the factors influencing trust in
business relationships. The level of prepayment demanded by suppliers
was used as a proxi for trust. It is reasonably postulated that prepayment
is a substitute for information on the willingness or ability to pay11 of
the potential customer. However, requesting prepayment is costly:
customers can be lost which could be trusted, but are unable or unwilling
(following a lack of reciprocal trust) to prepay. The study shows that the
level of prepayment tends to be lower (trust to be higher) where courts
are perceived by business as fair and honest. This positive association of
court quality with trust does not extend, however, to other dimensions
of the legal system, such as speed or affordability.12 According to this
study, therefore, the belief that using the judicial system will ultimately
lead to an impartial enforcement of rights is more important that the
effectiveness of the system itself. This confirms that a trustworthy judicial
system produces benefits well beyond its only activities and has major
external positive effects.

See, (Rothstein, 2005)
(EBRD & World Bank, 2002 & 2005)
10
(Raiser, et al.)
11
Idem, p. 61
12
Idem, p. 68
8
9
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Box 1
Rule of law and non market transactions
While a trustworthy judicial system increases significantly the
potential for privately and socially valuable market transactions,
residual risks of non-enforcement still exist. And, in case of failures,
getting contracts enforced is costly. Economic agents can develop
further strategies to reduce such risks. Some of them are market
solutions and will in general take the form of financial instruments
(in particular, insurance). Business partners can also develop nonpublic institutions: they can agree on an arbitrage by a private third
party in commercial cases, avoiding public courts; or, enterprises
may reduce uncertainties on the transaction outcome in establishing
a stable network of partners with a good track record; they can also
improve reciprocal knowledge in participating in formal, socioeconomic networks, such as Chambers of Commerce or producer/
trader/consumer associations and cooperatives. “Ethical” or other
norms may also emerge with the time, making even more predictable
on a reciprocal basis the behavior of potential partners belonging to
the group. Obviously, such formal or informal arrangements, which
lead to a certain personalization of transactions, can further reduce
transactions costs and risks in an efficient way. They can also serve as a
vehicle for cooperation and production of collective goods that single
firms cannot access or afford on their own, as for example, vocational
training centers, diffusion of know-how about the introduction of new
technologies, information on procurement rules, etc. The importance
of non market cooperation between firms as a complement to market
transactions has, for example, been recently underlined in “Changing
governance of local economies, eds: C. Crouch, P. Le Galès, C. Triglia
and H. Voelzkow, Oxford University Press, 2004” (see in particular,
p.335). Such cooperation can result in a significant increase of the
overall productivity of the economy. But, as public institutions,
privately induced arrangements can be easily perverted to support
collusive behaviors, to simply restrict competition or abuse good faith
or inequalities. Their activities need to be regulated by the rule of law,
exactly as market transactions and public institutions.
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This has, however, potentially a negative consequence. If, at some stage,
trust in the impartiality of the institution is lost, agents will significantly
reduce the number of the partners they trust; even worse, this will
augment the incentive for opportunistic behavior, multiplying occasions
for disappointment and reinforcing general distrust. Therefore, good
theoretical reasons and a sufficient number of historical experiences
support the idea that regulation by law is very efficient, but also potentially
very unstable13, in absence of an exogenous control mechanism.
…versus robust, but inefficient, network regulation resulting in a
major market failure
Economic activities do not stop with the failure of a judicial system.
Economic agents develop alternative mode of regulations. One possibility
is the emergence of networks or groups of agents which restrict their
transactions to partners belonging to their own network.13 The theoretical
approach is based on the hypothesis that the interest of (selfish) economic
agents to be honest is to preserve their own reputation with the ultimate
goal to find business partners in the future. Basically, agents will tend to
be more honest to those which are geographically or socially proximate.
One of the principal reasons may be that proximate agents have more
deterring power to punish the defector by spreading the information on
bad behaviour to neighbours; this leads in turn to a high probability for the
defector to be excluded from future business, and possibly to other more
aggravated forms of social banishment.
The size of reputation-based networks is limited by the need to preserve
the quality of available information on potential business partners. The
hypothesis that entrepreneurs consider existing business relations as
most important source of information on new customers or suppliers is
in particular validated by the above mentioned BEEP Survey.14 Repeating
transactions with a few same partners becomes a size-restricting, but
stabilising factor for the network15, making it more and more robust, and
transforming it into an effective insurance for contracts being enforced.
Stability linked to a restricted size goes, however, hand in hand with
economic inefficiency. There is some common sense here: as noted by J.
13
While the weakness of the rule of law explains both, network regulation and informal economy, they are conceptually
distinct. The first relates to the relation between business partners, the other to the relation between enterprises and
the State. Institutional weaknesses deteriorates significantly the balance between the advantages (being protected by
the Rule of Law and having access to formal financial and public services) and the costs (paying taxes and publicizing
accounts, in particular) to act as registered enterprise.
14
(Raiser et al.) Table 3.3, p. 66-67
15
See (Dixit, 2004), P. 78
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McMillan and C. Woodruff, “the self-help substitutes for market-supporting
institutions work well only for firms that are small. Larger firms, dealing
with many suppliers and customers and trading at a distance, cannot rely
solely on personalized relationships to undergird their transactions. Formal
institutions are needed, therefore, both by privatized firms, and after a
while, by startup firms if they are to grow to an efficient scale”16.
A way to expand the potential size of the network is the use of preexisting criteria allowing the possibility to distinguish with a high degree of
confidence “us” (people which can be trusted) from “them” (people which
cannot). Such criteria can be of religious or ethnical nature,17. “Ethical” norms
may also emerge improving the predictability of behaviour and being
used as instrument of demarcation18. However, while “endogenous” norms
may authorize some expansion of the network beyond most proximate
“neighbours”, there is still a limit. This is set by the fact that expanding the
network increases the risk of confrontation with an opportunistic behaviour
of a partner located far away. When religious or ethnical demarcation criteria
begin to substitute personal reputation based on experience, the risk of
abuse increases. A study of the recent development of exchanges among
“Islamic” companies19 in Turkey describes how a functioning network could
become victim of its own expansion, despite the fact it was based on the
respect of strong religious norms and beliefs (see Box 3).

(McMillan et al.,2002)
For example, cross border networks (diaspora) can positively contribute to external trade integration. While this
way to integrate world markets is far to be optimal, it mitigates nevertheless the costs of the weakness of the Rule of
Law on the potential for international integration. A study of the impact of ethnic Chinese networks on international
trade suggest that such networks substantially increase trade in improving information on trade opportunities and
alleviating the consequences of weak legal institutions; (Rauch et al.2002)
18
For a description of how business networks can emerge in case of failures of the Rule of Law see: (Radaev, 2004)
19
(Berna et al.,2006)
16
17
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Box 2
The difficult transition to the rule of law:
An application of the prisoner’s dilemma theorem
At the theoretical level, the key question is under which condition
an agent being part of a network (and acting accordingly) will be
prepared to defect and act in conformity with the rule of law, meaning
expand honestly his activities beyond the network. Let us start from
a very favorable “supply” shock on the judicial, e.g. following a
change of government, leading to a stronger confidence of the agent
in the rule of law, in particular in its impartiality. As recourse to the
judicial system remains costly (and to a certain extend uncertain), the
preparedness of the agent to take the risk of a change of regime and
expand activities to people less known does not only depend on his
own confidence in judicial system. It will also depend on his belief how
those potential partners will behave, in particular how these partners
will assess the risk to be punished by the rule of law if they cheat. Even
if all agents have the same positive assessment on the “new” judicial
system, the equilibrium may be well that everybody continue to rely
on the old, well known, own network regulation. This is because, in
absence of certainty about the intention of “them” (in contrast to
“us”), the subjective risk to be cheated remains too high. Obviously,
the possibility of such an outcome is closely related to the fact that
the main effect of the rule of law is the creation of trust among people,
and not the supply of a possible recourse in case of being cheated.
This is typically a situation like the prisoner’s dilemma in the theory
of cooperative games. If both players cooperate, they will both win
substantially. But, if one cooperates and the other cheats, the one
which cooperates losses substantially, and the one which cheats wins
something, but less than in the case of full cooperation. As long as
players do not have trustworthy information on the behaviour of
the other, the equilibrium solution will be to do nothing, loosing the
potential gain of cooperation. Only trust in the behavior of the other
or in a deterring sanction by an external arbiter ( the “law”) in case of
cheating can lead to the win-win solution.
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Weaknesses in the rule of law favour not only the emergence of networks
among “equal” partners as described above. It can also favour hierarchical
structures able to impose own rules by dishonest practices up to the use of
violence. Private agents may be at the origin of such structures (mafia), or
public agents (cronyism). Such structures will tend to act as monopolists
(or oligopolists), optimizing benefits under two constrains: on the one side
the potential productivity of the network controlled, on the other side the
costs linked to the “protection” of the transactions occurring among his
members and between members and non-members. Such organizations
will tend to exacerbate the “us” against the “them” relation, restricting
the scope for transactions to preserve monopolistic positioning and to
(brutally) impose prohibitive costs of defection, in the continuous attempt
to increase the chance of survival of the network.

Box 3
Stability and instability of networks: an example
Against the background of relatively high transaction costs for
financial intermediation in Turkey, Islam “provided the necessary
ethical and moral ground for wealth creation with market friendly
interpretation”: this favored the development of informal channels of
fund raising by “Islamic” enterprises. In the beginning, “it was in the
interest of borrowers and lenders to remain honest and adhere to the
moral codes of Islam as adherence to a moral code in a small group
brings high costs for noncompliance since deviant behaviors are
recorded and punished. But, with the increasing number of investors,
geographical distance and diverse business investments, remembered
acts and reciprocal arrangements lost their strength. While the
consequent anonymity led to increased chances of unmonitored
abuses, the moral and economic overload of Islamic institutions failed
to discipline parties. As the moral integrity of the regime weakened, it
exposed the companies to managerial abuses and the uncertainties
of the market.”
Gül Berna Özcan and Murat Cokgezen, Trusted market : The
exchanges of Islamic companies”, in Comparative Economic Studies,
2006, 48, (132-155)
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The size of such organizations will notably be limited by the increasing
marginal costs of controlling efficiently all members of the network and by
competition between networks.
A weak rule of law leads to inefficiencies. Valuable economic transactions
do not take place because of lack of trust between potential partners.
Investments do not take place or are limited in scale because general
insecurity about property rights and a mobilization of saving often limited
to personal, “trustworthy” relationships. Financial intermediation which
could help to bridge is itself impeded because of unsecured property
rights. This results in major market failures. However, despite this obvious
social inefficiency, the network regulation which substitutes to the rule of
law makes it extremely difficult to escape because it provides a relative
security to network insiders and may help them to restrict competition. By
contrast, a regulation by law can be rapidly destabilized whenever trust in
the judicial institution is lost. What happens in case of a weak rule of law on
the market for goods is similar to what happens on financial markets when
distrust begins to dominate: the market breaks down and trust enhancing
short-term measures and regulation are needed. While such measures
are relatively easy to conceive for the financial markets, even if costly to
implement, equivalent, affordable measures for “rescuing” markets for
goods and services are much more difficult to identify, if any, because of
the number of the transaction partners and the nature of the transactions.
2.3. Macroeconomic implication of a weak rule of law
Estimating the costs of the market failure resulting from a weak rule of
law and assessing consequences on economic development and policy
effectiveness is still a wide field for empirical (and theoretical) research.
There are, however, some interesting results available. For example, the
expected, strong positive impact on growth of institutional strengthening,
in particular in the area of the rule of law, has been confirmed in recent
cross-country studies20. These studies provide, in particular, evidence for
the transition economies that the strength of institutions had a much more
significant impact on growth than the speed or nature of the privatization.
A recent study21 conducted at the level of enterprises in several transition
economies also confirms the importance of good governance22 for the firm
productivity, beside infrastructure quality, financial development, labour
market flexibility and labour quality.
For example, (Beck, et al., 2006) (Popov, 2007)
(The World Bank, 2008), p205-256
22
as measured by an indicator synthesizing the level of bribes, confidence in the legal system and easiness to comply
with tax regulation. (The World Bank, 2008), p. 224
20
21
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Graphic 4. Comulative FDI 2005 vs.Rule of Law 2004

Source: World Bank. Governance Indicators, and Western Balkans Integration and the EU: An Agenda
for Trade and Growth. FDI without privatisation receipts.

Weaknesses in the rule of law can be expected to have particular
detrimental effects on the integration of small countries into the
international division of labour. The rule of law being weak, foreign partners
will find it particularly hard or costly to identify trustworthy partners and
to secure property rights. In a recent study23, the World Bank noted that
“most countries of SEE have received lower Foreign Direct Investment (FDI)
flows than their potential or comparators”. According to the same studies,
external trade volumes are also under expectations, in particular exports to
developed and emerging economies.

23

(The World Bank, 2007)
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Figure 5. Total trade 2005 vs. Rule of Law 2004

Source: World Bank, Governance indicators, and Western Balkan Integration and the EU: An agenda for
Trade and Growth

Figures 4 to 6 indicate a strong statistical correlation between the world
rank of a country as for an indicator of the rule of law and its capacity to
attract FDI and to integrate in the world trade. However, further empirical
research is needed to validate and precise this hypothesis, taking into
account possible more complex causal chains involving some other factors
and/or reverse causality.
According to the European Commission and World Bank studies25 ,
the SEE countries are at a crucial point of the transition process. Over the
last years, growth was relatively strong, though not sufficient to reduce
huge unemployment rate and to satisfactorily catch up with other more
advanced transition economies26. According to these studies, growth was
mostly driven by an increase in Total Factor Productivity (TFP). As typical
during the first phases of the transition to a market economy, this increase
is mainly induced by a reallocation of resources from low productivity
to high productivity enterprises or by a reduction of employment. This
process is boosted by the external and internal liberalization, privatization
and the hardening of budget constraints imposed to enterprises. At the
25
26

(The World Bank)(The European Commission, 2008a)
(The European Commission, 2008a) p. 17
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same time, investment ratios remained extremely low in the SEE countries,
unemployment high, and labour participation rates low, in comparison to
other, more advanced transition economies. The two studies27 mentioned
above suggest that the weakness of the rule of law is a crucial factor for
explaining the relatively poor performance of the SEE countries. In absence
of progress, this will remain so in the next phase of transition. As the factors
boosting currently the productivity growth, labour reallocation and labour
shedding as a result of privatisation and restructuring, will reach limit,
growth will depend upon the capacity of the countries to mobilize more
intensively the labour force and to increase the investment ratio, either
by intra-firm expansion or through new entries. On top, improving total
factor productivity will require more than in the past the use of more recent
technologies embedded in new investments. New investments, FDI and the
expansion of existing firms and new entries require, however, an effective
regulation by the law to take place at the necessary speed.
Figure 6. Trade openess vs. Rule of Law

Source: World Bank, Governance indicators ,and rat io of effect ive to potent ial (gravity model) t rade:
Western Balkan Integrat ion and the EU: An agenda for T rade and Growth , p.29

As long the rule of law remain weak, the less advanced SEE countries risk
to be bogged down in what can be called a “regulatory trap”: Low credibility
of the judicial system plus a weak and poor public sector lead to great
reliance on informal regulation, which in turn puts obstacles to productivity
increases, employment and investment and international integration.
Furthermore, low income induces low fiscal revenues, maintaining a strong
pressure on public expenditures and therefore on the provision of public
27

(Beck, et al., 2006) (Popov, 2007)
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goods. The fiscal effects of low income are aggravated for the small SEE
countries by the high fix costs of maintaining an administration, by the
inherited human and organizational weakness of the judicial system and
public administration and, more recently, a competition between the
countries on corporate tax rates and other taxes as an instrument to attract
or retain investments28.
Figure 7.

3. Institutions, public policies and EU approximation
3.1. Institutions and effectiveness of public polices
An efficient modern economy does not only need a framework for a
dynamic private sector development, but also effective public policies
to meet collective aspiration, produce public “good” and mitigate public
“bad”. Many areas are addressed, for example: education, public health,
Corporate tax rate: Albania (23 %-2005>>20 %-2006), Bulgaria (15 %-2005>>10 %-2007), B&H (30 %),
Czech R. ( 26 % -2005>>24 %-2006>>2008-21 %>>2009-20 %), Croatia (20 %), FYRM (2006-12 %>>2008-10 %),
Hungary (16 %), Montenegro (9 %), Poland (19 %), Romania (16 %), Serbia (10 %), Slovakia (19 %) and Slovenia
(25 %-2005>>22 %)- Source Economic Policy Institute , Sofia
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infrastructure, environmental norms, social safety, consumer information
and protection and more. EU “acquis” determines part of the public good
which needs to be produced by an accession country.
The table below illustrates how the administrative environment and a
proper functioning of the markets can affect the capacity of a country to
get benefits from the enforcement of a norm aiming at producing a public
good or reducing a public harm. Accordingly, the introduction can be very
different, depending upon the economic and administrative environment.
Let us take the example of the introduction of a strict norm on air
pollution. The table relates its effective impact to the administrative
environment and the effectiveness of market economy principles.
Functioning and competitive market economy
Right economic incentives
No
No
Corruption
of the
administration in
charge of control

Yes

Yes

• Closure of the plant without
replacement
• Pollution stops
• Economic activity
and employment decline

• Technology adjusts
to new rule
• Pollution is reduced
• Economic activity
continues

• Technology unchanged
• Pollution continues
• Corruption augments

• Effects depends on the
balance between cost and risk
of corrupting the “controller”
against the profitability of
investment

To succeed in introducing new norms in line with EU standards the authorities need therefore not only to adopt new legislation, but also to create
the conditions for an effective adjustment of the administration and of the
private sector to the new norm. Before this, the authorities of an accession
country need to respond to the expectations of their population in terms of
public policies and improve the daily life of people. They, therefore, need to
pursue coherently a political, administrative, economic and social agenda.
Elements of such agenda are exemplified below.

The political agenda
The objective here is to put the public good, in our example “clean air”, on
the domestic political agenda with the aim to legitimize the introduction
of a new environmental norm. In particular, this requires increasing public
awareness of the short-and long-term effects of air pollution, understanding
transitional social costs and being prepared to mitigate them.
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The administrative agenda
The objective under this heading is to ensure enforcement and avoid
corruption. This may include the definition of rules on a way which is easy
to control, to avoid as much as possible discretionary power left to the
controller in assessing the respect of the rule or not, in creating favourable
conditions for a control by internal audits, the judicial and the civil society.

The economic and social agenda
This part of the agenda aims at enhancing the capacity and the incentives
for compliance with the (new) rule. It may include ensuring appropriate access
to credit, professional training, to create price and/or financial incentives and
to address negative social impact of the transition to new norms.

3.2. How can the EU accession process help?
Making progress towards the fulfilment of the Copenhagen criteria will
obviously help to implement the agenda for producing a public “good”. A more
effective and transparent democracy with a strong civil society will help to
increase the awareness about public “good” and “bad”. An efficient and honest
administration will help to enforce norms. And a competitive functioning market
economy together with appropriate social safety nets will ensure that the private
sector reacts to new norms in line with intended effects. However, while there are
obvious and well documented substantial economic (and social) benefits to be
expected from introducing the rule of law in social organisation, the intriguing
question is why only a minority of countries in the world apply these principles
on a satisfactory manner. For analytical purposes, it is facilitation to distinguish
obstacles of three different kinds to adopt the rule of law as dominant regulation.
The first kind of obstacle has been analysed in section 2 and arises from the fact
that regulatory mechanisms, which emerge when the rule of law is weak, are
robust and stable. The second is linked to the fact that, without exogenous
factor, the immediate interest of the political elite will not necessarily coincide
with the objective of introducing the rule of law. The third is more technical
and is linked to the complexity of the task of building up a judicial system. The
prospect of joining the European Union can fundamentally change the terms of
the challenge in bringing a powerful “exogenous” factor into the game.
Success in adopting the rule of law is not granted. Endogenous forces
playing against may well dominate. Adopting the rule of law as regulatory
principle will change the social and economic daily life of people. And, taken
individually, people may have good reasons not to take the risk of a regime
change in a lawless environment, even if substantial collective benefits can be
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expected out of such a change. Per se, the progressive integration into the EU
internal market as part of the accession process augments the incentives of
entrepreneurs for respecting the rule of law as they may anticipate increased
business opportunities with foreign partners. However, this needs to be
complemented by policy measures enhancing the incentives for enterprises
to participate into the formal economy, a pre-condition for escaping network
regulation, and doing business under the umbrella of law.
Institutional changes are shaped by the interest of those groups with political
power (in a broader sense, including groups inside the public administration
and around). Strengthening the rule of law is a complex task. It needs to be a
top priority on the political agenda for a long time and needs to distract public
resources from other tasks. Because strengthening the rule of law will go hand
in hand with redistribution, potential loser can be expected to actively oppose.
While circumstances will differ from one country to the other, there is no doubt
that self-interest of the political elite can negatively influence the process of
adopting the rule of law if political parties, civil society or any other factors do
not massively press in the right direction. In making further progress towards
the goal of accession conditional upon significant advances in the judicial area,
the Union sets strong signals. It can influence and may reassess the value of
short-term benefits against the prospect to be able to declare victory and to
“sit” at the table of the European council29. Another way the Union can influence
the process is in insisting on reforms reducing the opportunities for extracting
rents from the public sector. Improved public finance management is key in
this respect, as any other anticorruption measure. Adopting policies requiring
a low level of discretionary power at the stage of implementation will also help.
Third, the complexity of the task should not be underestimated.
Establishing the rule of law is particularly challenging because it cumulates
two handicaps. The first handicap is that the ability of a (public) monitoring
of the output is weak because it relates to numerous decisions affecting
primarily individual interest. The second is that producing these decisions
involve several activities, to be undertaken according to several complex
rules (commercial law, enforcement rules) by several actors (lawyers,
accountants and auditors for commercial cases, prosecutors and judges,
debt collectors,…).30,31 This complexity increases the opportunity for agents
inside the system to resist to changes. A technical assistance in support
of a comprehensive and well sequenced program addressing the parts of
For an extensive discussion of the way the EU accession process can influence political decisions in accession
countries, see (Grabbe H., 2001)
See on this point, F. Fukuyama, State Building, Cornell University
Press, New York, 2004, p. 55 et 59
31
This contrasts for example with the circumstances prevailing for running a central bank. Even if this task requires
high skills, the intensity of required input is low, limited to transactions on few markets which can be undertaken by a
limited number of actors, and the output easy to be publicly monitored (few macroeconomic indicators). According to
this approach, it is not surprising that central banks are most often one of the few institutions well run in most developing
or transition countries, and the judicial system one of the most difficult to establish.
29
30
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the judiciary relevant for guaranteeing contract enforcement, security of
property rights and fair competition can become decisive. However, it will
only succeed if it is driven by committed authorities and pushed by private
agents and the civil society.

4. Conclusions
The conclusions can be summarized in four points:
 In the SEE countries, the weakness of the judicial system in
guaranteeing contract enforcement, security of property rights and
fair competition results in a major failure and dysfunction of the
market for goods and services and in low investments. The economic
and social costs of a weak rule of the commercially and economically
relevant law are huge.
 In the absence of significant progress in this area, countries can get
bogged down in “a regulatory trap” characterized by: a low credibility
of the judicial; great reliance on informal network regulation; weak
integration in international trade; low productivity and, in turn, few
resources to enhance the services to be provided by the public sector
to sustain growth.
 Weak administration and ineffective markets affect the capacity
to produce public “good”. Overcoming obstacles requires the
implementation of strategies at sector level combining a political,
an administrative, economic and a social agenda.
 Relying on internal forces only will make it difficult to escape the
“regulatory trap”, because existing, informal regulation mechanisms
are robust and stable, even if socially inefficient. Progress will
depend upon a combination of strong conditionality imposed by
the European Union in the context of accession, public policies to
improve the business environment and to provide public goods
supportive of entrepreneurial activities, as well as upon specific
assistance program focusing on economically and commercially
most relevant part of the judiciary system.
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The progress in the field of European integration has to go hand in hand
with an increase in power of regional and local authorities, in the name of
democracy and sustainable development.
The process of decentralization and de-concentration of competences,
rights and obligations from the government to the lower hierarchical levels
in the system of governance is a main feature of the exercise of power in
the constitutional states nowadays. The objective is to bring state governance as close to the population as possible, to bring it to the particular territory, down to the regional communities in which this population is working
and living.
The movement towards decentralization has gained over the attention
of many politicians and senior civil servants in Europe. The trend towards
greater decentralization in Europe became active after the end of World
War II. After 1950 there is no EU state that has become more centralized.
In the recent years we have seen a high level of interest in decentralization
and a great deal of actual decentralization in many states in the EU.
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Multi-level governance
The last decades have brought a dramatic change in decision making
and public policy making in Europe. With the disintegration of the traditional international order, the nation state 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 being the gradual limitation of its sovereignty.
Alvin Toffler makes a vivid comparison of the character of these attacks
on the modern nation state. The nation state, the key political entity of the
Second wave era, is squeezed in an iron grasp from above and from below1.
According to Toffler, one group of forces tries to push down the political
power, from the nation state to the sub-national regions and groups. Others try to direct the power upwards - from the nation to the transnational
organizations. Together, these forces lead the high-tech nations to disintegrate into smaller and weaker entities.
The nation state becomes too small to be able to resolve the global problems, and too big to address local problems. This trend involves a redistribution of the power resources from the centre towards the regions, which
in these circumstances succeed to resolve the new challenges to governance much more effectively than the centre.
Robert Keohane and Joseph Nye argue that, “The nation state is not
about to be replaced as the primary instrument of domestic and global
governance. Instead, we believe that the nation state is being supplemented by other actors—private and third sector—in a more complex geography” (Keohane and Nye 2000). These tendencies can be illustrated as:

1

Alvin Toffler - The Third Wave
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Graphic 1: The diffusion of governance

The formal authority has also been dispersed from central states both up
to supranational institutions and down to regional and local governments2.
At the same time, private and non-governmental networks have multiplied
in number and have passed from local to international level thanks to the
improved transparency in policy making and the free market. Nowadays,
the policy making and policy implementation is shared between the different levels of governance rather than being monopolized by the central
government.
The diffusion of authority has led to creation of a new term: multi-level
governance. Many political experts believe that multi-level governance is
among the best routes towards European integration. The European integration is a polity-creating process in which authority and policy-making
influences are shared across multiple levels of government: sub-national,
national and supranational3. European regional policy is the prime example
of an evolving system of multi-level governance in Europe. In fact, the term
multi-level governance was first introduced by Gary Marks4 who analyses
developments in EU structural policy following its major reform in 1988.
Gary Marks and Liesbet Hooghe, Contrasting Visions of Multi-Level Governance, 2003
Trinski, M, Multi-level governance in the EU
4
Marks, G., ‘Structural policy and Multi-level governance in the EC’,1993
2
3
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The interrelation between Good Governance and Decentralization
Decentralization is one of the crucial factors to good governance. Decentralization is one of the most remarkable achievements of the modern
societies. The decentralized governance provides more accountability and
citizen’s control over bureaucrats. In decentralized states, citizens have
more opportunities to influence policy making. Another advantage of decentralization is the speed of solving local problems at lower cost. A decentralized state encourages a culture of participatory democracy and assists
in ensuring the accountability of elected government officials.
Governing central administration in a better way requires huge amount
of information, and excellent communication and coordination systems
that usually do not exist. The information flow to the centre of the government is quite slow and the decision-making process not effective. Decentralization of decision-making and control to lower level of state governance (with appropriate systems and instruments) is generally seen as an
important way of improving the performance of the civil service5.

Back to the decentralization at lower levels
The European Union has no specific requirements as far as decentralization is concerned and does not have a model for decentralization, a common theoretical frame, not even optimal degree of decentralization which
a country should follow. Each member state of the EU is free to organize the
model of the state governance. After the collapse of communism many political leaders in Central and Eastern Europe have realized that government
must provide better governance in accordance with EU best practices.
In the last two decades, especially in Central and Eastern Europe, EU experts’ advice has been focused on the establishment of democratic states.
The advice was to limit the power of the strong central state which often
leads to totalitarian regimes. Thomas Jefferson is famous for his passion
for protecting civil liberties from repressive measures by an omnipotent
government. He favoured a governmental system that would resist tyranny
and corruption. Jefferson saw local self-government as a direct way for better governance and greater democracy in America.
In many countries of Central and Eastern Europe, decentralization had
been announced as a major political program but there was a lack of central commitment for real implementation. It was a way to generate more
public support in the electoral campaigns. The process of decentralization
5

Norman Flynn and Franz Strehl, Public Sector Management in Europe
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in Bulgaria has also started slowly. A characteristic feature of Bulgarian political life is that every newly elected government always blamed the outgoing one for all its problems and misfortunes. An interesting change of
roles is observed when a party is in opposition and when it is in power. The
established political system from 1990 till 2001 was clearly bipolar. The
two parties when in opposition supported the local authorities, insisted
on increasing subsidies, worked actively for the adoption of laws related
to local self-government, and were particularly in favour of the establishment of a second level of self-government, but after being elected and
entering into power no real measures were taken towards decentralization of state governance.
Decentralization was somehow fashionable, as it was fashionable to talk
about democracy and freedom. The decentralization became something
as giving promises to people for pensions and salaries rise used by populist
on an equal level. These characteristics of our political life result in lack of
any chance to reach strategic and long-term consensus on the goals scope
and model of decentralization for a long period.
During the first years of transition, it has become apparent that de-concentration rather than decentralization is de facto taking place. The central
government (ministries) has started to establish new institutions at local
level - their territorial units. Nowadays the total number of local units in Bulgaria is around 1300. Thus, the tendency has been opposite to the practices
for building local self-government “from below”.
Some senior civil servants and politicians still do not differentiate between decentralization and de-concentration, and a need for further
description is sensed. UNDP defines decentralized governance as a “systematic and harmonious interrelationship resulting from the balancing
of power and responsibilities between central governments and other
levels of government and non-government actors, and the capacity of
local bodies to carry out their decentralized responsibilities using participatory mechanisms”. UNDP also uses “decentralizing governance”, believing that decentralization of the public sector, in itself, will not be effective
unless support is also provided to strengthen local governance, involving
the public, private and civil sectors. There are four major forms of state
decentralization arrangements6:

6 -nd
2 International Conference on Decentralization, Federalism: The Future of Decentralizing States?, Decentralization
Democratic Governance Team, UNDP
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Administrative Decentralization
Administrative decentralization aims at transferring decision-making authority, resources and responsibilities for the delivery of a select number
of public services from the central government to other lower levels of
government, agencies or territorial units of the line ministries. This transfer
implies two basic types (de-concentration and delegation) with different
implications on accountability for resource mobilization and management,
and for service delivery. It is the accountability factor that differentiates the
major types of administrative decentralization.
De-concentration: it transfers authority and responsibility from one level
of the central Government to another while maintaining the same hierarchical level of accountability from the local units to the central government
ministry or agency which has been de-concentrated. De-concentration
can be seen as a first step in newly decentralizing governments to improve
service delivery. It has the advantage of requiring minimum change in central control and accountability systems which can be accomplished using
the same central workforce while moving the service delivery closer to the
people. Some challenges of de-concentration include: a) relocating qualified personnel to remote areas; b) possible delays in service delivery due to
lengthy approval procedures that need to be done centrally; c) finding local private sector contractor to implement some aspects of service delivery
or bringing non-local contractors at competitive prices.
Delegation: it redistributes authority and responsibility to local units of
government or agencies that are not always necessarily branches or offices
of the delegating authority. While some transfer of accountability to the
sub-national units to which power is being delegated takes place, the bulk
of accountability is still vertical and to the delegating central unit. In such
situations, it is usually beneficial for local authorities to maintain a regular
dialogue with central agencies to build the sense of trust and improve the
flow of decisions.
Political Decentralization
This normally refers to situations where political power and authority
have been decentralized to sub-national levels. The most obvious manifestation of this type of decentralization is the elected and empowered subnational forms of government ranging from village councils to state level
bodies. The creation of these elected bodies is best undertaken as a result
of an overall strategic development vision and usually involves reviews of
legal frameworks, and could include constitutional reforms. Devolution is
considered a form of political decentralization. Devolution refers to a full
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transfer of responsibility, decision making, resources and revenue generation to a local level of public authority that is autonomous and fully independent from the devolving authority.
Fiscal Decentralization
Cutting across all forms of decentralization, some level of resource reallocation is made to allow local government to function properly. Decentralizing responsibilities, authority and accountability without assignment
of adequate levels of resources to the decentralized units does not work.
Arrangements for resource allocation are usually negotiated between local and central authorities and they are dependent on several factors, including concerns for interregional equity, availability of central and local
resources and local fiscal management capacity.
Divestment
Divestment is when planning and administrative responsibilities or other
public functions are transferred from government to voluntary, private or
non-governmental institutions with clear benefits for and involvement of
the public. This often relates to contracting out partial service provision or
administrative functions, deregulation or full privatization.
Devolving some political, administrative and fiscal authority to sub-national level governments develops a system of co-responsibility between
institutions at the central and local level, thus increasing the overall quality and effectiveness of the system of governance while improving authority and capacities at sub-national level. Decentralization strengthens both
central and local governments, but also creates partnerships with civil society organizations and the private sector.

Some weaknesses in Bulgarian decentralization process at
mezzo-level
No adequate reforms at district (oblast) level were initiated in Bulgaria
since the collapse of the communist regime. The efforts of the politicians
were concentrated only on decentralization at municipal level and creation
of territorial units of the central government. The administrative-territorial
reform of 1999, when the then existing 9 districts in the country were transformed into 28 regions, was not done on the basis of an in-depth analysis
of the powers of regional governors and the functions of the oblast administrations. For that reason, a number of functions from the period following the year 1991 were preserved. Moreover, in recent years, the regional
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governors have been vested with powers which do not entirely comply
with the status of the regions (districts). Nevertheless, the previous governments identified many of the problems at “oblast” level.
In 2008 an interministerial working group was established for the purpose of formulating a concept for reform at “oblast” level. The analysis made
by the working group leads to the following conclusions:
 The current model of organization of the de-concentrated administration in the country differs from the models and practices in other
EU member states with similar administrative structure and regional
development;
 There are no mechanisms to secure the coordination and interaction
between the regional governors and the de-concentrated units. The
control over the operations of these units is very weak. In addition,
there is no coordination between the central administration units on
regional level which makes the sectoral policies less effective;
 The assignment of new powers and tasks to regional governors in recent
years has not been accompanied by an obligation (on the part of central
government) to secure the relevant funding and human resources, on
account of which most of these powers cannot be exercised effectively;
 The existing advisory boards and committees at regional level are not
efficient in their work and the model of coordination of the sectoral
policies through advisory boards and committees is not functional;
 The constitutional powers of the regional governors as regards the regional development policy are not supported by any legal mechanisms
or actual instruments for their implementation.
The main recommendations for reforms are in the following areas:
1. To regulate the relationship and the competences between the central
executive authorities and the regional governors.
2. To provide funding for the functioning of the “oblast” administrations
and to strengthen the role of regional governors for implementation
of the regional development policy.

1. To regulate the relationship and the competences between
the central executive authorities and the regional governors
In the process of decentralization, the powers and competences of the central government authorities are transferred to the local or regional authorities.
In the process of de-concentration, the central authorities transfer the pow183

ers and resources that are needed for the exercise of the powers and competences in question to the local administrative units at regional level subordinated to them. The European experience shows that only the reforms of the
de-concentrated administration that are carried out simultaneously with the
process of decentralization are bound to succeed. Until 2006, neither the administrative reform, nor the process of decentralization in Bulgaria envisaged
any measures to bind the two processes together.
The Decentralization Strategy, which was adopted by the Council of Ministers in 2006, ascertains the fact that the sectoral policies are dominant,
and that there are no instruments to coordinate these policies at regional
level. The new approach requires a mutually bound modernization of both
state administration and de-concentrated administration in the process of
decentralization.
According to the data provided by the Council for Decentralization of the
State Governance, 85 central administrations out of the 115 ones have deconcentrated units at regional level. The total number of local units is 1278,
and they employ more than 60 per cent of the entire state administration.
No other European state has this kind of concentration which means that
Bulgaria has the most centralized system of governance in Europe. It is a general practice for the central administrations to establish de-concentrated
units which are not bound in any way to one another at oblast level, and
therefore the results are not efficient. The relationship between these units,
the oblast administrations and the local authorities is not regulated which
causes general organizational problems.
The Bulgarian model of organization of the de-concentrated administration does not correspond to the models and practices of the EU member
states with similar administrative structure and regional development. In general, there are two models in Europe and we have to choose between them:
 In the first model, a relatively small number of territorial units are deconcentrated according to the main areas of activities of the regional
authorities, and of the self-government authorities. In this case, there
is parallel functioning of: (а) the territorial units of central government, (b) the units of the regional self-government with common
competences, and (c) a government authority (a governor/prefect)
who exercises the common governance of all the territorial units of
the central administration locally.
 In the second model, the emphasis is laid on the decentralized administration at regional level (the regional authorities) which is vested
with significant powers; this has led to the incorporation of individual
de-concentrated units into the units of the decentralized adminis184

tration. In this model, there are no government units with common
competences at regional level.
The proposal made for Bulgaria is that the first model should be decisive
in the reform of the territorial units. This should be followed by a reorganization of the territorial administration, part of which should be incorporated
into the structure of the oblast administration; another part should be explicitly taken out of the control and coordination of the regional governors,
and all other units should be coordinated by the regional governors.
A decisive factor for the success of this policy should be the understanding that this reform is not meant to reallocate authoritative power; it is
aimed rather at improving the implementation of the sectoral policies at
oblast level, and at providing prerequisites for enhanced control on the
part of the government ministries over their de-concentrated units. This
policy is not bound to succeed, unless the ministers realize the benefits of
better coordination between the de-concentrated units of all ministries. To
this end, the departmental “feudal” self-isolation should overcome and the
regional governors should be vested with powers.
Transferring powers of the central administration to the “oblast” level by
incorporation of the existing units into the oblast administrations
The status of regional governors is regulated in the Constitution of the
Republic of Bulgaria. On the basis of the analysis made of the provisions of
Article 143 of the Constitution, the powers of regional governors could be
split into two groups, as follows:
а) Specific powers concerning:
 the compliance between national and local interests;
 the regional policy;
 securing the implementation of the government policy;
 the administrative control;
 controlling the legality of the acts of the local self-government
authorities
б) Responsibilities concerning the protection of:
 the national interests;
 the legality;
 the law & order.
In order to make these powers work and produce tangible results, it is
necessary to ensure a specific way and form of interaction, and to set out
specific and clearly delineated powers and responsibilities for the regional governors in the area of coordination, so that they could have a wider
scope of action.
Some foreign experts have identified competences that have to be trans185

ferred from the central authorities to the regional governors. By assigning
these competences to the regional governors, the de-concentrated units,
which are performing these activities, should be incorporated into the oblast administrations. They should be appointed by the regional governors
who should independently manage their activities, and, eventually they
will lose their status of local units.
What powers should be transferred from the central government authorities
to the regional governors?
The Constitution defines regional governors as authorities who have to
implement horizontal policies. This does not preclude the possibility for
the powers of regional governors to be extended to the implementation
of policies which affect all sectoral policies. The regional governors’ lack of
powers in a number of sectors prevents them from playing a key role in the
harmonization of the national interests with the local ones. The extension
of the powers of regional governors should focus on the sectors which cannot be limited within the boundaries of a single municipality.
The main principle that should underlie the transfer of powers to the
regional governors is the identification of services and activities that are
spread over the territory of more than one municipality.
1. Management of crises and emergency situations
Considerable resources have to be transferred from the central government
to the local authorities in order to be able to overcome the consequences of any
crisis or emergency situation. The operational responsibility for prevention and
remedies for damages, however, has to be decentralized. The optimum model
will involve allocation of responsibilities between the oblast and the municipal
level. Insofar as the prevention of floods, for example, is connected with water
management activities and the maintenance of the river beds, the main responsibility should be devolved upon the oblast level, and the municipalities
should perform mostly delegated functions. The policy, the funding and the
control have to remain at central level where maximum transparency and accountability should be guaranteed of any activities related to the prevention
and elimination of damages caused by natural disasters or industrial accidents.
2. Transport
Any responsibilities related to the safety and control of transport should
be shared between the regions and the municipalities because they are, on
one hand, connected with the road infrastructure, and, on the other, they
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directly affect the interests of the local population. The regional governors
(or their duly authorized representatives) should take part in the development of the annual programs for the maintenance, reconstruction and
rehabilitation of the national road network. In order to have an effective
regional policy, the financial resources that are allocated for the municipal roads category, as well as for rehabilitation, current repair, maintenance
and winter maintenance of the IInd and IIIrd class road network, should be assigned for management and further allocation by the regional governors.
3. Management of the environment and the water resources
The collection and disposal of municipal solid waste and the protection
of the environment are activities that produce external effects. But it is not
clear what incentives will a municipality have to protect a river from pollution, if the resulting damages are going to become evident along the river
course in some other municipalities. This makes it imperative to place the
control on a much higher level, rather than at the bottom where the interests of the local population may not be in line with the interests of the
entire nation, or even with those of the neighbouring municipalities.
In order to be able to implement the regional environmental policy, the
regional governors should be vested with legal powers and obligations
that involve the construction of environmentally friendly facilities with
territorial coverage and of regional significance for more than one municipality, or the performance of environmental activities that are spread over
the territory of more than one municipality. The regional governors should
be afforded the possibility to become beneficiaries of funds intended for
the construction of environmental facilities spreading over the territory of
more than one municipality within the region.
4. The cadastre and the land register
The implementation of the powers of regional governors as regards the
maintenance and protection of the state-owned property is secured by their
own administrations. The proposal is that the regional governors should be
assigned functions in the area of the cadastre, which are performed now by
the geodesy, cartography and cadastre regional directorates.
5. Construction
To regional governors should be assigned construction controlling functions which are fulfilled now by the national construction control regional
directorates. The assignment of this kind of control to the regional governors is bound to add to their function connected with the protection of le187

gality. The architectural environment is always locally-tinted and is directly
connected with the local population. The transfer of controlling functions
to the regional governors in this area is going to reduce the distance and to
raise the efficiency of the fight against illegal construction.
6. Agriculture and forests
The regional governors do not have any specific powers related to the
formulation of the “agriculture and forests” sectoral regional policy. An exception to this rule is the tobacco and tobacco products policy. As it can be
seen in analytical reports and surveys, the regional governors do not have
any powers concerning the coordination of the sectoral policy, either. Bearing in mind the fact that most policies, services and activities spread over
the territory of more than one municipality, it is proper only that specific
powers and competences be envisaged and assigned to the regional governors. The regional management of the agricultural and the forest land
fund, together with the efforts for their preservation, could become a commitment of the regional governors, provided that this is accompanied by
the provision of the relevant financial and human resources. The performance of any activities related to the agricultural land, requires coordination
and joint action of the individual institutions on the regional level, including the oblast administrations. If the activities related to the cadastre, and
those related to the management and disposal [of agricultural and forest
land], are assigned to a single administration, this is going to significantly
improve the quality of the services provided.
Identification of territorial units with respect to which the regional governors will have no coordinating or governing functions
Some Bulgarian experts have identified several powers to be reduced
from the authority of the governors. Pursuant to the Law on the Administration, the regional governors shall coordinate and exercise control over
the implementation of the acts and the performance of the activities of
the heads of the territorial units of the central government administration
within the territory of the relevant region. In addition to being unclear, this
provision does not differentiate between the various local units and places
them all under a common denominator.
In order to make the control of regional governors effective, it is necessary to reduce the number of the units in respect of which the regional governors can have controlling and coordinating functions. Such units, which
in other EU member-states are traditionally subjected to the general policy
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of the central government, are routinely in the area of the financial and taxation policy, the customs administration, the fight against organized crime,
the control over the employment legislation, etc. No such differentiation is
made in Bulgaria at present.
Improving the interaction between the regional governors and the heads of
the territorial units
Today, there are no clear rules to regulate the interaction between the
regional governors and the heads of the territorial units which have been
explicitly taken out of the scope of the controlling and coordinating functions of regional governors.
The status of the regional governors and their powers enshrined in the
Constitution are decisive with respect to the nature of interaction and to
achieving a clear and precise distribution of powers and tasks. The Constitution stipulates that a regional governor shall govern a region by securing
the implementation of the government policy, that he/she shall be responsible for the protection of national interests, of lawfulness and the law and
order, and shall exercise administrative control.
The status and the powers of regional governors outlined above are very
similar to the prefectures existing in a number of European states (e.g. in
France, Italy, Greece, etc.). The prefects in France are responsible for the
protection of national interests, for exercising administrative control over
the local authorities, and for guaranteeing abidance by the law. In order to
be able to perform the role of a government representative of all government ministries at “oblast” level, a regional governor will have to be designated as a general coordinator of all the territorial units within the territory of
the oblast which have not been explicitly excluded from the scope of his/
her controlling or coordinating functions.
Participation of oblast administration representatives in the organization of
open competitions for heads of the de-concentrated units
This is going to improve the coordination and control over the operations of the de-concentrated units and is going to make the appointments
more transparent.
Involving the regional governors in the performance appraisal of the
heads of the de-concentrated units
This is going to make the control over the operations of the deconcen189

trated units more effective. The regional governors are going to have more
information about the operations of these units and the accountability of
the heads of these units will improve. The regional governors’ participation
in the performance appraisal procedure of the heads of the de-concentrated units would also involve their taking part in the setting of goals and
receiving information about the annual work plans of the heads of these
units. In this way, they will be able to coordinate the operations of the units
within the territory of the relevant region. In addition, and bearing in mind
the regional nature of the operations of such units, the regional governors
will have sufficient information about the execution of the official duties
which have to be appraised during the annual procedure.

2. To provide funding for the functioning of the oblast administrations and to strengthen the role of regional governors for
implementation of the regional development policy
In the area of funding, the oblast administrations are faced with a
number of serious problems. The first problem has to do with the common practice, which has been in existence since 1999 (when the new
districts were established), to assign numerous new powers and tasks
to the regional governors, without providing them with the necessary
human and financial resources. For this reason, most of these powers
and tasks cannot be exercised effectively. The powers vested in the regional governors for which they do not have the necessary human and
financial resources are only related to some of the activities that are
assigned to them.
The second problem is connected with restriction of the autonomy and
initiatives of regional governors when they have to carry out the tasks assigned to them. To date, the regional governors have had no incentives
whatsoever to implement their budgets with a surplus. The money that is
accumulated in the “oblast” administrations does not stay there; it is taken
away and the regional governors do not get even a portion of these funds.
The oblast administrations do not have significant legal competences in
the area of public investment policy, nor have they any financial resources
for making public investments.
The third problem is related to the restrictions on the application for
projects from the EU funds due to the lack of co-financing money. The experience of some EU member states indicates that a commitment on the
regional level to manage the EU funds absorption process is a key to success. In order to resolve all these problems there is a need for:
190

 Funding should be secured for every activity that is assigned as an obligation to the regional governors. Any activity where no such funding
is guaranteed should be cancelled.
 The oblast administrations should become more autonomous. A special
budget program for the oblasts should be incorporated into the budget
of the Council of Ministers. As it is impossible to take into account the
specific features of each and every region, the regional governors should
compete for implementation of oblast initiatives.
 A specific fund should be allowed in the national budget to guarantee
the co-financing on the part of oblast administrations when projects are
funded from the EU Structural Funds. This money should be allocated
only in the event that a project has been approved for funding from an
operational program under which the relevant oblast administration
can be a beneficiary.
In the area of regional development, pursuant to Article 142 of the Constitution of the Republic of Bulgaria, the region (“oblast”) is an administrative-and-territorial unit where the regional policy has to be implemented.
Currently, however, it is not possible to formulate and implement regional policy at regional level and the functions assigned to the regional
governors in the area of regional development are absolutely insufficient,
and do not correspond to their powers enshrined in the Constitution. In
this context, there is a need for a new regional development conception
framework, whereby, the regions (districts) have to play a key role in the
regional development planning and management process.
In order to achieve this:
 The Regional Development Strategy should be defined as a leading
program document for the sustainable development of a region, within
the context of which only activities consistent with the resources of the
region can be carried out.
 Changes are needed in the status of the regional development councils amendments should be introduced to the Regional Development Act
which should enable the regional development councils to express an
opinion on all issues related to the development of the relevant region.
The major mission of these councils should be to coordinate the delivery
of the regional strategy; in order to strike a balance between the local
interests and the sectoral policies, the most appropriate solution would
be to reduce the current number of representatives on the regional
development councils.
 More opportunities to the oblast administrations to become beneficiaries under the operational programs should be provided.
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Some conclusions
Decentralization and self-government are not sufficient to guarantee
greater democracy, but democracy requires decentralization and self-government.
Local self-government must be considered as part of the entire government system; it is necessary for better government, more democracy, greater accountability and more responsiveness in managing public affairs.
The success of decentralization depends on the strong political commitment of central government to local self-government, often against line
ministries.
If improperly planned or poorly implemented, decentralized governance
can also be a challenge that may easily frustrate local efforts to enhance national development.
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The SEE Region as Seen
from a Grant-making Institution
Michelle Barrett
Michelle Barrett joined USAID as a Program Officer in 2005, and has been serving as the Regional
Program Officer in USAID’s Regional Services Center
(RSC) in Budapest since August 2007. She is responsible for the management of the regional projects and
activities that come under the purview of the RSC.
Among other duties, she spearheads the New Donor
Initiative of the RSC, which seeks to help new donors
build their capacity to deliver official development
assistance through mentoring and partnerships
with USAID. Ms. Barrett has previous experience
working in Banda Aceh, Indonesia; Afghanistan;
Bosnia-Herzegovina and in Washington, DC.
USAID Regional Services Center for Europe and Eurasia (RSC)
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Large regional services hub that provides services in the following
areas:
 Legal
 Financial Management
 Contractual
 Administrative

Contencts
 Differences between a grant-making organization and a government
donor
 Mechanisms that USAID works with
 SEE region as addressed by USAID and some “new donors”

Mission
USAID accelerates human progress in developing countries by reducing
poverty, advancing democracy, building market economies, promoting
security, responding to crises, and improving quality of life.
Working with governments, institutions and civil society, we assist
individuals to build their own futures by mobilizing the full range of America’s
public and private resources through our expert presence overseas.
Differences between a grant-making organization and Official
Development Assistance (ODA) as provided by a bi-lateral government
donor
USAID/government donors:
 Implement foreign policy and are a part of the foreign policy objectives
of the donor country;
 Maintain a broader perspective, tend to work at a higher level/bigger
picture and in multiple sectors – overall development of a country;
 Take into consideration a broader array of stakeholders (host country
government, international organizations, civil society, private sector,
tax payers of donor country, international community, etc.);
 Often address policy and regulatory issues with the government;
 Reporting requirements to our own stakeholders;
 Use various mechanisms to deliver ODA.
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Stakeholders and Partners in Recipient Countries
Private Sector Stakeholders Public Sector Stakeholders

Civil Society Stakeholders

 Corporations & Businesses
 Business Associations
 Professional Bodies
 Individual Business Leaders
 Financial Institutions

 Media
 Churches/ religions
 Schools & Universities
 Social Movements and
Advocacy groups
 Trade Unions
 National NGOs
 International NGOs
 Special interest groupswomen, youth, etc.

 Ministers & advisors (executive)
 Civil servants and departments
(bureaucracy)
 Elected representatives (legislature)
 Courts (judiciary)
 Political Parties
 Local government / councils
 Commissions
 International Bodies (World
Bank, UN, etc)

U.S Foreign Assistance Mechanisms








Bilateral agreements in areas such as funds, commodities, and training
Transfers to other US Government agencies
Contributions to International Organizations and Multi-lateral funds
Contracts
Grants
University Partnerships
Public-Private Alliances

Agency Partners Include:
 Private Voluntary Organizations (PVOs): nonprofit charitable, scientific,
educational, or service groups—most are U.S.-based. Examples include
CARE, Save the Children, Catholic Relief Services, and World Vision.
 Non-Governmental Organizations (NGOs): nonprofit groups based
abroad. Examples include Guatemala’s Genesis Empresarial, and the
Forum for African Women Educationalists.
 Public International Organizations (PIOs): organizations of governments. Examples are UN agencies and the World Bank.
 Contractors: private companies such as Chemonics and Bechtel that
supply commodities or services.
 Cooperatives: organizations owned by and operated for the benefit
of those using its services. Examples include Land o’ Lakes, National
Cooperative Business Association, World Council of Credit Unions.
 Universities
 Governments: host-country and/or other donor countries
 Private Sector: business sector that has interest in addressing a development challenge. Examples include Starbucks, Microsoft, Coca-Cola,
and Hewlitt- Packard.
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Some things to be aware of:
 USAID is part of the US Government bureaucracy
 Subject to changes in priorities due to changes in politics
 Must balance the interests and expectations of a wide variety of stakeholders, including
- US Congress
- US Embassy
- US citizens
- Host-country government and citizens, etc. – All while trying to still
address a development challenge

Europe & Eurasia: Priority sectors
 Economic Growth
 Governing Justly and democratically
 Investing in People

Measuring Country Progress
Figure 1. Economic and Democratic Reforms. 1998 vs. 2008
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Ratings are based on a 1 to 5 scale, with 5 representing the most advanced. Freedom House, Nations in Transit (June 2008); Freedom in the
World (January 2009); and EBRD, Transition Report 2008 (November 2008).

What has worked…
 Sustained impact through legacy institutions & enterprise funds
 Leveraging resources through innovative alliances
 Monitoring Country Progress (MCP) through empirical analysis

What we have learned…
 Color Revolutions are not enough
 Governance in economics & social sectors matters
 Phasing assistance

Remaining Development Challenges
 Second Stage Reforms - Addressing structures and processes of
government
 Democratic “Backsliding” - Democratic governance, pluralism, and
freedom are under assault
 Instability & Frozen Conflicts - Kosovo, Bosnia, Transnistria, NagornoKarabakh, South Ossetia, Abkhazia, North Caucasus…

Emerging / Re-Emerging Realities
 Energy Security and Global Climate Change - Important energy
producing, consuming and transit region. Only Russia and Azerbaijan are
major energy exporters.
 Financial Crisis – Exacerbating Democratic and Social Strains - E&E region
has been disproportionately hit.
 Need to Transform Relationships with Former Recipients

“New Donors” from SEE Region







Often prioritize neighborhood
Still developing systems and legislation
Focus tends to be on transition issues and EU accession
Work in different ways than many traditional donors
Centrally managed
Limited field presence
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Supporting Civil Society in the Balkans 1
Balkan Trust for Democracy (BTD)
Pavlina Filipova

Pavlina Filipova is Program Officer of the
Balkan Trust for Democracy, Belgrade.

BTD and Civil Society in the Balkans
More than thirteen years after the Dayton Agreement that ended the war in
Bosnia, ten years since the NATO bombing of Serbia, and following the political
and economic crises that deliberated the region at the end of the last century,
the Balkans are progressively moving away from the conflict and post-conflict
years into an era of renewal, development and democratic institution-building. We are witnessing a steady movement of stabilization and consolidation.
It is no minor achievement to be able to say that today we have democratically elected governments in all the countries of Southeastern Europe.
Over the last 15 years, the start of transition in the Balkans saw a significant increase of NGOs and civic groups supporting a great diversity of
causes ranging from relief, economic development, to democracy, human
rights, anti-corruption, and a lot more. There were many tasks in the complex process of transition that were accomplished by NGOs. In some cases,
these were things that governments couldn’t manage to do, in other, it was
about confronting governments.
1

This paper is based on materials, analyses, documents and annual reports of the Balkan Trust for Democracy.
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The idea for the Balkan Trust for Democracy arose from the understanding that democracy support and promotion require a long-term commitment. It became clear from the transition processes in Central and Eastern
European countries that, even though formal democratic institutions and
procedures had created the substance of democracy, a democratic political culture would take much longer to come about. In addition, the Balkan
region had to deal not only with the legacies of communism, but also with
those of conflict and war. These required sustained donor support greater
than in other post-communist countries.
More than five years ago a number of donors working in the Balkans
came together with the understanding that democratic consolidation
would take time, and would require both strong and determined domestic
efforts as well as sustained outside support. The Balkan Trust for Democracy (BTD) was launched in the spring of 2003 as a 10-year, USD 25 mln.
grant-making initiative, which has grown to over USD 30 mln. today, that
supports democracy, good governance, and Euro-Atlantic integration in
Southeastern Europe.
The Balkan Trust is an example of successful public-private partnership. It
was created by the German Marshall Fund of the United States, the United
States Agency for International Development (USAID), and the Charles Stewart
Mott Foundation. Building upon its founding endowments from United States
donors, BTD has additionally raised more than USD 5 mln. from government
and private sources in Europe, bringing its resources to more than USD 30 mln.
Additional contributions from the Royal Netherlands Embassy in Belgrade,
Greek Ministry of Foreign Affairs, Swedish International Development Cooperation Agency (SIDA), Rockefeller Brothers Fund, Compagnia di San Paolo, Tipping Point Foundation, the Robert Bosch Foundation, and the Danish Ministry
of Foreign Affairs have made BTD a true transatlantic partnership.
The Balkan Trust works in two major fields: grant-making and policy work.
BTD awards grants to indigenous civic groups, nongovernmental organizations, news media, think tanks, governments, and educational institutions in ten territories: Albania, Bosnia and Herzegovina, Bulgaria, Croatia,
Macedonia, Moldova, Montenegro, Kosovo, Romania, and Serbia. The Trust
also gives regional grants to organizations promoting the benefits of networks and exchanging experiences on the Balkans.
Since inception, BTD has invested over USD 18 mln. in approximately 661
indigenous initiatives. Only in the last fiscal year, BTD funded a total of 125
projects with a value of USD 3,351,884. Additionally, in 2008-2009, a total
of 48 projects with a value of around USD 2.5 mln. were supported through
the Bulgaria Fund programme.
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In addition to its grant-making, the Balkan Trust engages in policy work
to foster Balkan countries’ acceleration into Euro-Atlantic structures and to
raise the region’s profile on the international agenda. BTD connects local
actors with EU, American, and other international actors and institutions in
order to build networks and consensus on Balkan issues from a broad, multi-stakeholder perspective. Examples of this outreach include international
conferences, press interviews, support for the International Commission on
the Balkans, and testimony by Executive Director Ivan Vejvoda before the
U.S. Congress and the European Commission.
BTD has also increased its role in connecting stakeholders in the Balkans
and abroad, becoming a kind of a ‘hub’ for discourse and sharing of ideas,
while also raising awareness of the issues in the Balkans.
Through its grant-making, BTD supports a wide range of innovative and
creative forms of public outreach, cross-border and regional exchanges,
and inter-community dialogue.

Examples of Civil Society Activities in the Region
Linking Citizens with Governments (Advocacy and Monitoring)
A wide range of projects support initiatives that empower and encourage citizens to participate actively in decision-making and monitor the
government’s performance.
 The Balkan Investigative Reporting Network (BIRN) in Kosovo is
monitoring the performance of public institutions in all the regions of
Kosovo. BIRN focuses its monitoring and reporting efforts on the courts,
health and education structures in the seven largest municipalities of
Kosovo and the surrounding regions. Through the monitoring of the
three most criticised public sectors in Kosovo, BIRN has held public officials accountable for the delivery of public services, with a particular
focus on courts and the rule of law. The organization publishes this
information via the Balkan Insight website. BIRN has advocated for
democratic reforms and contributed to the removal of barriers to Kosovo’s eventual European integration.
 Institute for Public Policy (IPP) in Romania is implementing a project
that facilitates the accountability of newly elected MPs to their constituents. The project approach is innovative, and bringing together
40 MPs, their parliamentary staff and local stakeholders to discuss local
priorities and policies.
 Foundation for Local Government Reform in Bulgaria is implement200

ing a project with the aim of consolidating different experiences and
testing a good governance model in two municipalities. The approach
includes public forums for discussing pressing communal issues and
then gathering representatives from the local government, business
and citizens to formulate policy proposals that could address these
issues and find ways to fund and implement them.

Fighting against Corruption and Organized Crime
A big concern for the NGOs in many countries is the ineffectiveness of
the state institutions to manage corruption practices. Several new member
countries even scaled down their official anticorruption units after accession,
while anti-corruption was a top priority on the governments’ agendas in the
years before accession. The role of the civil society in monitoring and applying pressure to increase the quality of governance is increasingly crucial.
 Center for the Study of Democracy in Bulgaria was supported
through the Bulgaria Fund programme to produce the 2008 Corruption
Assessment Report for Bulgaria. Organized crime, political corruption
and impunity from criminal prosecution remain the main challenges
for Bulgaria. The report examined new tendency in corrupt practices
in civil society structures, and made suggestions of possible ways to
reduce corruption risks and improve the operational environment of
civil society organizations.
 The Workshop for Civic Initiatives Foundation was recently supported
by BTD to consolidate efforts of the civil society in Bulgaria to counteract
this tendency and to improve the public image of the NGOs.
 BTC Pro Media Foundation in Bulgaria was supported to produce
the weekly TV investigative programme “Na Chisto”(on national Nova
TV), which focuses on exposure of corruption on high governmental
level. The most serious accomplishment of “Na Chisto” this season was
achieved in January 2009, when the Supreme Council of the Judiciary
launched disciplinary action against a prosecutor exposed by the programme as having close contacts with the underworld. The magistrates’
action was taken two days after the airing of the “Na Chisto” episode. The
programme was used as an argument by the Supreme Council when
it launched the disciplinary action against the prosecutor. Numerous
publications have followed the episodes of “Na Chisto”. They are often
the base for Parliamentary questions towards ministers.
 Romanian Academic Society was supported recently to summarize
collective experience and best practices in fighting corruption in the
Balkan region. The organization will create a ready-to-use toolkit and
201

promote it among a broad range of stakeholders, including decisionmakers in the European institutions.
 Risk Monitor Foundation in Bulgaria was supported with two different
projects: one in Bulgaria and one in the region. The in-country project
was the first-of-its-kind research on money-laundering practices from
human trafficking, turnovers, and profits of this underworld business.
The results of this research became a media sensation, appearing on
the first pages of most daily papers. The second ongoing project will
investigate, gather data and analyze the interplay of organized crime
and politics in 4 countries of Southeastern Europe – Bulgaria, Croatia,
Romania and Serbia. The Foundation will work with an international
team of researchers and analysts, and intends to foster the creation of
an expert network in the whole region.

Cross-border and Regional Cooperation
 Travel to Europe Project
Among the most discouraging findings in the region is the fact that
the ‘European generation’ of the Balkans – those under 30 who share
European values – has experienced the greatest difficulties in visiting
the EU because of visa restrictions. This is most urgent for the youth
of the countries which have been most isolated from Europe: Serbia,
Montenegro, Bosnia, Albania, and Kosovo. More than 70 % of students
in Serbia have never travelled abroad. With funds from the Robert Bosch
Stiftung, BTD awarded sub-grants to six NGOs throughout the region to
facilitate the merit-based selection of more than 300 college students
in six countries and territories of the Western Balkans to experience
the European Union first-hand. The primary aim of this project was
to enable young people from the Balkans to become acquainted with
everyday life in the European Union, and, consequently, become better
aware of the reforms necessary in their own countries to secure and
accelerate their European Union accession paths. The project aims also
to familiarize European Union citizens with these student ambassadors,
helping them to dispel common misperceptions and misinformation
about the countries from which they came and the Balkan region.
Apart from the funding it brings, the Balkan Trust highlights the
need for a continued donor presence to support the efforts of the civil
society in the creation of stable democratic institutions. These will be
crucial as the region moves towards integration with the EU and with
the transatlantic community.
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The role of NGOs in the EU Enlargement Process
Civil society plays a vital role in the reforms carried out in candidates
and potential candidates for EU membership. Its work can prove crucial in
determining the quality of the accession process, as well as in generating
public support for accession. All Western Balkan countries have come closer to the EU over the last two years. Strengthening civil society in the region
will facilitate a bridge between the EU institutions, national authorities and
citizens, raise awareness of the successes and challenges of EU enlargement, strengthen confidence between citizens in the EU and the candidate
countries, and support the reforms in Southeast Europe.
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The European Union – Economic
Expectations and Tasks

Facing Economic Challenges
in South Eastern Europe
Ivanka Petkova
Ivanka Petkova is Chairperson of the Board
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of the Economic Policy Institute, Sofia. She is also
Associated Professor on Financial Instruments
and Markets at the Faculty of German Engineering Education and Industrial Management, Technical University, Sofia. Previously she taught as
part-time Assistant Professor on Banking and Securities Markets at the University of National and
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In the period 2001-2004 she served as ambassador of Republic of Bulgaria to the Swiss Confederation. Prior to that, she was a Deputy Chairperson of the Board of Directors of the Bulgarian Stock Exchange.
Ivanka Petkova obtained her Master degree in International Economic Relations from the University of National and World Economy, Sofia in 1971 and a
Ph.D. in Economic sciences by the Academy of Science, Sofia in 1985.

Introduction
The downturn in the mature economies worldwide began with a
collapse in the financial system since 2008, which quickly resulted in a
slowdown in the real economy. For the countries of South East Europe
(SEE) the economic weakening started by a decline in exports, reduced
remittances, lower foreign direct investment, and abrupt falls in capital
flows. South East Europe was among the regions most adversely affected,
reflecting dramatic GDP contraction and numerous external challenges
(e.g. large current account deficits, shortfalls in foreign currency inflows
and declining export capacity).
The European Union is the main trading partner and source of capital
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investment in the SEE region. Developments in the EU have a deep impact
on the scope of the economic crisis in SEE, as well as on the pattern and
speed of recovery in the region.
This paper deals with the main areas where the SEE economies are confronting with crucial problems during the global economic crisis after 2008.
It offers a comparative analysis between countries and discusses also a
short-term economic outlook.

Potential channels for transition of the financial crisis impact
There were three potential channels for the implications of the financial
sector crisis in the region to be transmitted into the real economy (Bastian, J. 2009):
(a) Credit volumes to households and the corporate sector remained conditioned by the risk of rising non-performing loans and eventual debt
defaults. In early 2009, retail credit reached 26 % of GDP in Bulgaria and
20 % in Romania, and was about 14 % in Serbia and Albania.
(b) After years of excessive credit growth (mortgages, consumer loans,
corporate finance and credit card debt) a de-leveraging process in
banks started, which is expected to hamper commercial banks to play
their main role in providing funding to the real sector.
The level of non-performing loans was the most important risk indicator for the stability of commercial banking in SEE countries. Together
with accelerated credit contraction rising non-performing loans present
significant burdens on banking operations in the region. These potential
channels are important to be reviewed during the crisis because of the
developments in the pre-crisis period:
First, substantial inflows of capital into SEE have increased incomes.
This has boosted vulnerability to financial risks.
Second, sectoral analysis showed rising imbalances and questioned
the efficient use of the capital inflows. While factors related to EU integration mitigate these vulnerabilities, weaker institutions reduce these
benefits in SEE compared to more advanced European emerging markets (Sorsa, P.a. oth, 2007).

Drivers of the crisis in South East Europe
The impact of the global economic crisis after the autumn of 2008 has
been gradually transmitted to the economies of South East European
countries via both the real economy, and the financial sector.
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Figure 1.

It was a major external shock because of the region’s increased integration within the global economy and especially with the European Union as
a main trade partner.
One of the main drivers of the crisis in SEE was the GDP growth rates. Economic growth throughout the SEE region has substantially slowed down
and most countries moved into recession in the fourth quarter of 2008. In
many countries, industrial production was declining, a consequence of the
contraction of both external and domestic demand.
The crisis has been sharply reducing growth in 2009. On average, GDP
contraction is expected to reach minus 3.2 per cent for the entire region
in 2009. Such a freefall in these economies is only comparable to the initial
transition period in the early 1990s.
The Chart bellow (Figure 2) plots the impacts on growth rates in 2009
across countries against the pre-crisis growth rate. During the Q1 of 2009
economies experienced a drastic downturn in GDP growth rates (pink line
on Craphic 4 bellow) in comparison to the high positive growth rates in
2007 (upper line on Figure 2 bellow). This was especially true for Bosnia and
Herzegovina as well as Romania.
The global economic crisis hurt differently the individual economies as
regards other drivers.
Major implications have been created on the public finances of most of
the countries. Government revenues have been affected by the deceleration of growth and the declines in commodity prices. Fiscal balances have
been deteriorating (for Romania more than 7 % of GDP for 2009). Government debts have been increasing. In some cases it was even difficult for the
governments to raise funds from the market. After the government of Albania was unable to issue bonds in March, 2009 it drew up a new tender asking
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participant to redesign their offer and to adapt it to the current market conditions. The best offer they received only met 65 % of the amount requested
by the Albanian government. In addition, countries will face difficulties also
in refinancing government debt as the result of the global financial crisis.
Figure 2.

Sources: Own calculations, CEE Economic Data, UniCredit Group

Because of operating a currency board, countries like Bulgaria are opposing additional constraints, not allowing running large fiscal deficits.
For this reason, the Bulgarian government is focusing rather on budget restructurings. On the revenue side the Bulgarian government is envisaging
to raise tax compliance, by tighter onsite controls, an increase in the minimum threshold for social security contributions, and increases in excises on
tobacco, electricity, and fuel for 2010 and 2011. These revenue gains will be
partly offset by the 2 percentage reduction in the social security contribution rate, which would result in direct revenue losses of about 0.5 percent
of GDP, and by further reductions in later years.
Countries from this region were not forced to impose substantial rescue
measures for their banks, because most of the bank assets are in foreign
ownership. Support measures have been however directed to act against
unemployment.
Because the amount of liquid capital available in the Western world has
dropped dramatically, the external imbalances generated a problem in
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most of the countries, however foreign debts and current account deficits
increased especially in Croatia, Montenegro and Serbia. Foreign investors
reassessed risk and a slowdown in FDI inflows was typical for Macedonia,
Bosnia-Herzegovina. By falling remittances have been characterized Albania and Kosovo.
The EU and the Euro area countries are the main economic counterpart
for the SEE region. For this reason, the decline in demand in the EU created
a negative effect on trade, capital flows, labour movements and financial
systems in the SEE region. During the pre-crisis period the SEE economies
themselves could sell their products to the EU. The severe downturn change
in the EU countries’ domestic demand and specifically in the Euro zone,
dried–up the potential for exports of the SEE countries. This trend has been
particularly visible in the case of Bulgaria’s exports (See Figure 3 bellow).
The decline in exports caused a downturn pressure on domestic production capacities and employment in the SEE countries. A series of bankruptcies were reported in the first quarter of 2009 alone. Unemployment rates
dynamics were country-specific: in Bulgaria, Croatia and Romania they increased by 2-3 %, whereas Serbia and particularly Bosnia and Herzegovina suffered on high unemployment in the first half of 2009 (See Figure 3
below). Employment has been offended in construction, manufacturing,
food, metals and chemicals.
Figure 3.

Source: Own calculations, CEE Economic Data, UniCredit Group

211

In October, 2008, 3200 workers in the steel industry in Macedonia have
been fired. In December, 2008, 1200 jobs have been lost in Macedonia
mostly in the textile industry and metallurgy.
Typical for the SEE region are the migrant workers going to Western Europe during the pre-crisis period in search of a better education, job or better living conditions.
The migrant workers are especially vulnerable to economic and labour
market turbulences in the host countries. Due to the recession and increasing unemployment rates in Western Europe (especially in Spain) there has
been a reverse trend in effect.
However, they have close ties to families and friends back home and
their remittances play a major role in the economy of their respective countries. There were fears that if migrant workers come back in large number
then this could hurt the foreign exchange reserve’s position in some countries. Unfortunately, these migrant workers do not bring home substantial
amount of funds to be channelled into productive sector and help fight
against the recession. In some cases coming home the migrant workers find
a small labour market that is not sophisticated enough to receive them.
Substantial currency depreciation has been affecting Albania, Romania and Serbia. Since 2008 their national currencies have lost a considerable part of their value against the Euro. Romania and Serbia have flexible exchange rates and they have needed IMF-led rescue packages.

IMF Rescue packages
The negative fallout from the global crisis started to become increasingly evident in late 2008. In this period an abrupt deterioration in global
financial sentiment arose toward the region.
International funding institutions came to the rescue of countries in
South East Europe. Between October 2008 and May 2009, they have provided emergency lending to Romania, Serbia, and Bosnia and Herzegovina
to weather the economic and financial crises.
However, SEE countries are not a homogenous bloc and the crisis
harmed their economies differently. Some of them had significant balance
of payments problems and a banking sector to be provided with liquidity
or bailed out. To mitigate the effects of the global financial crisis Serbia,
Bosnia and Herzegovina and Romania approached the IMF for Stand-by
Arrangements.
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Serbia
Serbia was the first country receiving a significant IMF balance of payments
support. The Serbian authorities requested a 15-month, SDR 350.8 mln. (75
percent of quota), Stand-By Arrangement which was approved in December,
2008. An initial purchase of SDR 233.9 mln. (50 percent of quota) became
available after the approval of the request. The key objective of the authorities’ economic programme was to safeguard macroeconomic and financial
stability. Serbia’s large financial buffers had to prove a solid first line of defence against financial crisis spillovers. The implementation of much stronger
policies than in the past was needed to maintain market confidence.
The programme of the Serbian government focuses on an upfront fiscal restraint, with the 2009 deficit limited to 1.75 % percent of GDP; containing inflation, while maintaining a managed float to facilitate external
adjustment; strengthening crisis preparedness; and reforms to boost the
economy’s supply side.
Bosnia and Herzegovina
The general government started with a sizeable structural fiscal imbalance
of 4.5 % of GDP in 2008. Financing conditions have deteriorated and without
a policy correction, the deficit would spiral over the medium term, thus worsening fiscal sustainability prospects. For this background, the government
requested financing from the IMF in the form of a 36-month, SDR 1 014.6 mln
Stand-by Arrangement (About USD 1.6 bln., 600 per cent of quota).
Bosnia and Herzegovina received this significant support from the IMF
to safeguard the currency board and ease the effects of the deteriorating
external environment. The government adopted policies to restore fiscal
imbalances and strengthen the financial sector by providing adequate liquidity and capitalization of banks.
Romania
A 24 month, SDR 11.443 bln. (EUR 12.95 bln., USD 17.07 bln., 1 110.77
per cent of quota) Stand-By Arrangement was approved by the IMF Executive Board for Romania on May 4, 2009. The first purchase of SDR 4.37 bln.
was made following the Board meeting. The second tranche, subject to the
completion of a review by the IMF, amounts to SDR 1.718 bln. The European
Commission and the World Bank are also providing funds to cover the financing gap under the programme.
Romania’s austerity package cuts public spending by about 1 per cent of
GDP per year in 2009 and 2010, and a further 1.5 percent in 2011. This is on
top of a fiscal consolidation of 3 per cent of GDP that Romania put in place
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before the IMF programme. These cuts will be achieved by eliminating a
planned 5 per cent wage increase, closing all current public sector vacancies without filling them, leaving 15 per cent of future public sector vacancies unfilled and increasing taxes on some kinds of fixed investment.
The government programme of Romania seeks also to maintain adequate
capitalization of banks and liquidity in domestic financial markets; reduce
inflation; and secure adequate external financing and improve confidence.
The authorities’ plan incorporates financial sector reforms to better protect
against banking difficulties, and steps to improve monetary policy.

Outlook
First, the global economic crisis made the vulnerabilities of the SEE region
more visible and showed it to be more risky than previously assumed. As
a result, FDI inflow dropped drastically with now short-term expectations
to reach its pre-crisis levels. In addition, although Euro zone economies are
starting to recover, in 2009 and early 2010 countries from SEE region will
lack the previous export possibilities as means of output recovery.
Second, SEE economies will also face a pressure on the accessibility of
capital from domestic debt de-leveraging. Given the low domestic savings
rates and the questionable prospects of FDI inflows, the shortage of capital
will impact SEE beyond the short-term period.
Third, biggest risks are facing those of the SEE economies (Bulgaria,
Croatia, and Bosnia and Herzegovina) that use foreign inflows to finance
current account deficits or to fund the activities of their financial or corporate sectors. Foreign direct investment is expected to slow drastically, given
the lack of credit available to finance acquisitions, and sharply deteriorating
growth prospects in the SEE region. In some countries (like Croatia) external imbalances are adjusting quickly, but mostly at the price of contracting
domestic economy.
Forth, concerning countries like Bulgaria, it is particularly important,
when emerging from the recession, its economy to shift to a new growth
pattern relying more on the tradable sectors. As a country with a currency
board arrangement, Bulgaria has fewer macroeconomic adjustment tools
at its disposal. There is no possibility like in other SEE for devaluation of
the national currency. On the other hand, Bulgaria is relatively better positioned to exploit a recovery because of the limited external debt levels and
manageable current account deficits.
Fifth, for countries with persistent inflationary pressure, wide external financing gap and high foreign exchange leverage in the domestic private
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sector (like Serbia) fiscal adjustments are expected to take place. Policy responses in this direction are unavoidable giving the IMF has tied the second and third tranches of the stand-by agreement to fiscal consolidation.
Sixth, in some countries (like Romania) main burdens to the recovery
process are expected to be the financial constraints (high interest rates),
which can have a negative effect on both consumption and investment. As
a positive corrector it is expected the low public sector debt to perform.
And last, but not least a special attention has to be paid to the banking sectors viewed as the main source of funding to the real economies in
the region. In case a contraction in asset portfolios takes place this would
significantly hamper banks’ profitability over the medium term. For this reason, the deleveraging process is the key to guaranteeing domestic financial
stability and encouraging the longer-term growth potential of the banking sectors. On the other hand, if the shrinking of commercial banks’ total
assets last for a long time, there will be less capital available for the SEE
region, as well.
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Economic Aspects of Bulgarian EU Membership
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On January 1st, 2007 Bulgaria officially joined the European Union. Since
then our country is being on an equal footing participating in EU economic policies design and implementation. Domestically, this has triggered a
number of changes provoked by the necessity, on one hand, to effectively
represent Bulgaria’s interests at the different EU fora, and on the other, to
fully align the existing national economic policies and institutions to the
EU common framework. These institutional re-arrangements have induced
corresponding adjustments in the economy as the economic agents had to
reshape their decisions in line with the new realities. Furthermore, Bulgarian
EU membership was also expected to affect directly our economy via several channels, such as trade, capital (including FDI), and migration flows.
The purpose of this paper is to explain some of the economic aspects
of Bulgaria’s EU membership. As a first step, brief introduction to the institutions and procedures of EU economic policies coordination in which
Bulgaria is already involved will be presented. Secondly, some direct
economic effects of the membership will be described, and main conclusions will be drawn.
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Economic Policy Coordination framework – key institutions
and procedures
The Maastricht Treaty contains the core legal provisions for economic
policy coordination within the Union: Article 2 stipulates that “Member
States shall conduct their economic policies with a view to contributing to
the achievement of the objectives of the Community”, namely “balanced
and sustainable development”, “a high level of employment and social
protection”, “a high degree of competitiveness and convergence”, and “economic and social cohesion and solidarity among the Member States”.
Member states have to abide by the principle of EU economic policy coordination, laid down in article 99 of the Treaty on the European Union. This
article stipulates that Member States have to regard economic policy as a
matter of common concern and to coordinate their policies within Council
with a view to achieving, inter alias, stable and non inflationary growth.
The procedures for policy coordination in the EU are quite extensive, and
require active involvement of member states experts (at different hierarchical levels) in a range of committees and mechanisms.

Forms of economic policy co-ordination in the EU
Many researchers outline the EU economic policy coordination mechanism, distinguishing three policy coordination domains, namely single
(monetary) policy, close coordination (fiscal policy), and weak coordination
(employment-related policies) domains. This classification is based on the
relative autonomy of national governments in the implementation of domestically designed macroeconomic policies:
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Table 1. Forms of economic policy co-ordination in the EU
POLICIES
SINGLE
POLICY

Monetary
policy
Exchange rate

Competition
policy
CLOSE
COORDINATION

WEAK
COORDINATION

FORM OF
COORDI-NATION
Single policy
(euro area)
Single policy
(euro area)
Single policy
(EU)

Budgetary policy - Treaty rules
(balances)
- Commonly
agreed rules
and objectives
- Information
exchange
- Peer review
Structural poli- - Rules
cies (internal
- Joint decisions
market)
- Council directives
- Peer review
Policy-mix
- Dialogue
- Information
exchange
Budgetary
policy (quality
of public
finances)

- Commonly
agreed objectives
Member States

Co-ordination in Council
the Council
ECB
Eurogroup
Commission
Implementation Member States
by the
Commission
Commission
Council
Co-ordination in Member States
the Council
Commission
Joint fora
Council
Eurogroup

Co-ordination
in the
Council

Member States
Council
Commission

ECB
Commission
Council
Eurogroup
Social partners
Co-ordination in Commission
the Council
Council
Eurogroup

Joint fora

Labour market
policies
(structural
reforms)

Co-ordination in Member States
the Council
Commission
Council
Social partners

Source: European Commission (2002: 4)

PROCEDURES

Excessive Deficit
Procedure;
Stability and
Growth Pact;
Integrated
Guidelines
(Broad Economic
Policy Guidlines)

Joint fora

Wage develop- - Dialogue
ments
- Information
exchange

- Information
exchange
- Discussion of
best practices
- Guidelines
- Peer review
Product and
- Information
capital
exchange
market policies - Discussion of
(structural
best practices
reforms)
- Guidelines
- Peer review
External
- Agreement
representation on a common
and
understanding
communication (communication
only)
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MODE OF
ACTORS
COORDI-NATION INVOLVED
Single Institution ECB

Social partners
Commission
Council
ECB

Co-ordination in Member States
the Council
Commission
Council

Joint fora

ECB
Eurogroup
Commission

Integrated
guidelines
(Broad
Econo-mic Policy
guidelines);
Stability and
Growth Pact
Macroeconomic
Dialogue (Cologne process);
Integrated
guidelines
(BEPGs)
Integrated
guidelines (Employment
guidelines,
Broad Econo-mic
Policy Guidlines)
Integrated
guidelines
Broad economic
Policy Guidelines

Key institutions
There are three key institutions that play significant role in the processes
sorted in Table 3, namely: the Council (ECOFIN), the European Commission,
and the European Central Bank. Supportive to them, a bunch of working
groups, committees, and expert networks exist to provide specific input,
and to reduce the controversies among players prior the political bodies
meet for a final decision.
The ECOFIN Council is among the three oldest councils in the EU. It is a
political formation where all the EU-27 ministers of finance and economic
affairs as well as governors of central banks are members. High-level representatives from the other two institutions that play a very important role
in the overall process of EU economic policy coordination – the European
Commission (EC) and the European central bank (ECB) – take also part in
the ECOFIN meetings which are usually held 10-11 times a year.
The Council covers a broad range of economic policy issues, such as: economic policy coordination, economic surveillance, monitoring of Member
States’ budgetary policy and public finances, the euro (legal, practical and
international aspects), financial markets and capital movements and economic relations with third countries. It decides mainly by qualified majority, in consultation or co-decision with the European Parliament, with the
exception of fiscal matters which are decided by unanimity.
The ECOFIN Council also prepares and adopts every year, together with
the European Parliament, the budget of the European Union (amounting
to EUR 100 bln.).
There are two main bodies that prepare the work of the ECOFIN Council: the Economic and Financial Committee (EFC) and the Economic Policy
Committee (EPC). The first one has been established in the third stage of
Economic and Monetary Union, following the stipulations of the Maastricht
Treaty, where a need for such a committee was proclaimed, in order to facilitate the discussions between the ministries of finance and the governors of
national central banks, the European Commission, and the European Central Bank. This Committee has two key tasks, according to Article 114 (2) and
(4) of the Treaty establishing the European Community (EC Treaty), namely:
 to keep under review the economic and financial situation of the Member States and the Community and to report regularly to the Council
and the Commission on this subject, in particular on financial relations
with third countries and international institutions;
 to contribute to the preparation of the work of the Council, particularly
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as it regards thr recommendations required as a part of multilateral
surveillance (Article 99) and decisions required as part of the excessive
deficit procedure (Article 101).
The Committee may also prepare the Council’s reviews of the exchange
rate of the euro (Article 207). It may be consulted in the procedure leading to decisions relating to the exchange-rate mechanism of the third
stage of Economic and Monetary Union (EMU).
Member States, including Bulgaria, are represented by four delegates
– senior officials from the ministries of finance and the central banks –
with a thorough knowledge in the field of economic/fiscal and financial
policies as well in the area of international financing issues.
EFC meets regularly on a monthly basis, before the ECOFIN meetings,
to discuss all the preparatory issues from the following ECOFIN agenda.
After the recent enlargement it might meet in either restricted (only
ministries of finance representatives) or full (both ministries of finance
and central bank members) composition, depending on the issues to
be discussed.
The Economic Policy Committee (EPC) was set up in 1974 (under Decision 74/122/EEC) to improve coordination of Member States’ economic
and budgetary policies. With the establishment of the EFC in 1999, and
in view to closer coordinate economic policies in the third stage of EMU,
the Committee’s operation and composition have been reviewed in
2000 and in 2003, to reflect the new realities of the upcoming enlargement. Currently, the EPC deals with more analytical issues, prevailingly in
the area of structural policies. It assists the ECOFIN Council by providing
economic analyses and opinions on methodologies and by contributing
to the drafting of policy recommendations, particularly on structural
policies. It focuses in particular on:
the functioning of goods, capital, services and labour markets (developments
as regards wages, productivity, employment and competitiveness);
the role and efficiency of the public sector and the long-term sustainability of public finances;
the economic implications of specific policies, such as those relating to
the environment, research, development and social cohesion.
The EPC provides support for the formulation of broad economic policy
guidelines (BEPGs), and to contribute to the multilateral surveillance
procedure as per Article 99 of EC Treaty. By producing reports, the EPC
supports the work of the Economic and Financial Committee. It also
conducts regular country reviews focused in particular on structural
reforms in Member States.

 Besides working in close collaboration with the Economic and Financial Committee, the EPC cooperates also closely with the Employment
Committee, which promotes coordination between Member States on
employment and labour market policy.
 All these Council formations and committees actively cooperate with
the European Commission (mainly with DG ECOFIN) and regularly
consult the European Central Bank on issues falling under their competencies as they have already been described above.

Key procedures
Integrated Guidelines (Broad Economic Policy Guidelines + Employment
Guidelines)
Each year of the new Lisbon Agenda cycle (which is 3-years long) the
Council adopts, on the basis of article 99 of the Treaty, updated Integrated
Guidelines (IGs) which, after the 2005 revision of the Lisbon Agenda, consist
of the former Broad Economic Policy Guidelines (BEPGs) and the Employment Guidelines (EGs). The ECOFIN Council deals with the BEPGs mainly,
and the Employment Council – with the EGs. The aim of the IGs is to present
in an integrated manner broad recommendations for policy actors on macroeconomic, structural, and employment policies, and to provide a yardstick
for ex-post assessment in the context of multilateral surveillance. In fact, the
IGs play a central role in the whole EU policy co-ordination process.
The IGs are politically binding but not obligatory in legal terms. There are
no sanctions if a country fails to implement the recommendations of the
document - compliance is, after all, voluntary and based on peer pressure.
The ECOFIN Council has the right to elaborate written recommendation to
all Member States and to submit it for approval by the European Council,
which than is allowed to announce it. Since 2000, an annual Implementation Report has been published shortly before the forthcoming IGs, aimed
at assessing the degree of implementation of the previous recommendations set by the preceding IGs.
After Bulgaria joined the EU, it undertook an obligation to annually
report on implementation and to present an update of the National Reform Programme of Bulgaria which focuses on the main economic policy
challenges, as assessed by the country specific recommendations (CSRs),
adopted by the Council in the preceding year. Although not obligatory,
Bulgaria has to comply with the CSRs, as this positively affects the positioning of our country among the other member states in terms of economic
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development. In general, during the last few years, Bulgaria had to focus
on the following key areas of reform: administrative capacity, better regulations, labour market and education reforms, innovation and competitiveness. The elaboration of the document takes Bulgaria a couple of months
to analyse the economic developments and to make an assessment of the
effects of the policy measures envisaged in the Programme. As a positive
externality one could also mention the effects that this exercise has on the
Bulgarian administration and institution building, on one side, and on the
quality, effectiveness, and consistency of economic policy mix in the country, on the other.
The Stability and Growth Pact
Despite the fact that the fiscal policy under the EU should largely remain
under the responsibility of the national governments, the Stability and
Growth Pact (1997) provides the framework for fiscal policies alignment
and ensures the fiscal stability in the EU. It requires that the member states
stick to prudent fiscal policy rules, specifying a commitment to achieving
medium-term budgetary (over-the-cycle) positions “close to balance or in
surplus”, and incorporating multilateral surveillance procedures and the
exchange of information along with medium-term stability and convergence programmes submitted by national governments. It strengthened
the Treaty provisions by stipulating sanctions for violating the 3 per cent
limit of the deficit-to-GDP ratio. The Excessive Deficit Procedure provides a
detailed guideline for the Council to decide when an excessive deficit is in
place and for the way it should proceed to force the offender to reduce the
government deficit.
As part of the multilateral fiscal surveillance procedure, each year Bulgaria has to elaborate and submit to the European Commission and the EFC its
Convergence programme that presents government’s medium-term strategy and policies to keep the macroeconomic and fiscal stability and sustainability, in line with the recommendations of the Stability and Growth
Pact. The programme also outlines the way to fulfilment of the Maastricht
criteria for entry in the Euro area. This document contains macroeconomic
analysis and medium-term projections that require highly qualified staff of
economists and econometricians to be able to prepare and present a strategy of an exceptional quality. The last one will help for achieving the goal of
several Bulgarian governments – to faster joining the Euro area.
In overall, the EU membership of Bulgaria and particularly its involvement in the process of economic policy coordination requires intensified
222

preparatory work at home, which in turn has brought about a remarkably
increased workload within the public administration. The latter one pointed
to a deficiency in knowledge and expertise for effective participation in the
procedures stipulated by Article 99 of the EC Treaty. Hence, this has further
increased pressure on labour market by deepening the labour shortages
observed in Bulgaria in the first years after the accession.
On the other hand, the EU framework for economic policies surveillance
and coordination provides for macroeconomic discipline and enhanced
economic reform. It helps to boost the economic growth and convergence,
particularly of the new member states towards the older ones. However,
in some cases this framework was not sufficient enough to prevent some
member states from evading from the main principles of economic and
fiscal stability (ex. Hungary, Latvia), and to ensure that key macroeconomic
balances are kept.

Economic effects of the EU membership
Outlining the single effects on the Bulgarian economy after the EU accession is straightforward since there is no clear cut between the preparatory phase and the membership – in fact, Bulgaria has gradually opened its
markets to the single European market several years before joining the EU,
which is obvious from the two graphs of Figure 1.
Figure 1. Trade integration
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Source: Eurostat, Commission services

Since 1999, the share of Bulgarian exports in total EU imports doubled
from 0.20 % to 0.40 %, with the largest increase coming from the group of
the new member states (in fact, Bulgarian exports to old member states
and the rest of the world decreased in 2007 compared to 1999).
This means that the economic integration precedes the formal accession
of Bulgaria into the European Union.
Thus, positive economic developments, such as high growth rates of
GDP and employment, faster convergence etc., have been also observed
before the EU entry, especially at that point of time when the perspective
for membership became clear.
Figure 2 shows that compared to other Balkan countries, Bulgarian economy started growing faster in 2005, right after our country got clear timeframe for EU accession. These growth rates remained stable in the years up
to 2007 and sustained in the first years of membership. At the same time,
Turkey enjoyed even higher growth rates in spite of the fact that it was rejected to be considered as an accession country.
In addition, all the countries from the Balkans registered economic
growth constantly higher than the one in the EU. This has lead to faster
economic convergence (Graphic 8) but in the case of Bulgaria, again, no
clear distinction in the growth and convergence pattern can be made for
the periods before and after membership. According to the right-hand
graph in Figure 3, Bulgaria has converged faster in 2008 compared to 1999.
Yet, it still remains at the lowest end of the slope ranking, together with
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the poorest EU member states. In other words, the EU membership cannot automatically provide for growth rates that are high enough to rapidly
catch up the older and richer EU member states, and to reduce the income
differential in favour of less prosperous ones, such as Bulgaria. This means
that there must be some additional factors that would positively contribute
to economic growth and, hence, economic convergence.
Figure 2. Economic Convergence (1) – GDP real growth

Source: Eurostat, Commission services

Figure 3. Economic Convergence: GDP per capita, PPS (Bulgaria 19972008, cross-country comparison 1999/2008)

Source: Eurostat, Commission services
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One could continue the reflections above also with regard to the employment and FDI dynamics. In fact there was a relatively sharp increase
in employment and FDI inflows in the last years but it was due not only
to the accession of Bulgaria into the EU but also to the economic policies
conducted by the government in support of stability, growth and employment. Furthermore, the global economic activity was also in support of the
positive economic developments in Bulgaria.

Concluding remarks
In conclusion, the EU membership has had positive effects on the economy of Bulgaria as it provided for enhanced growth and faster prosperity.
However, this is not enough to ensure that the EU membership materializes the above developments. The most important thing for countries such
as Bulgaria is to find out the optimal national economic policy mix that
facilitates sustainable economic growth, flexible and open markets to fully
reap the benefits of the Common Market, and favourable environment for
knowledge and skills development.
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Agenda
Standardization of Disclosure Requirements
Investor Relations in CEE – 1999 - 2009
PFS Program Surveys:
- Investor Relations Online: 2001 – 2009
- Best Practice Websites
PFS Program Surveys
- Survey of Reporting on CSR: 2003 – 2009
- Best Practice Websites
About the PFS Program

Standardization of Disclosure Requirements
Disclosure
To disclose – to provide or to publish information openly and transparently
Disclosure – the provision or publication of information publicly, usually in
response to legal (regulatory) or self-regulatory requirements
Chart 1. Timetable of the Development of Disclosure Requirements
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Investor Relations in CEE – 1999 – 2009
Primary Criteria for Portfolio Investment Decisions in Listed Companies
in CEE Countries
ZEW study, October 1999

General

Microeconomic

Financial Markets

STABILITY OF FINANCIAL SYSTEM
81 %

PRODUCTIVITY
83 %

FINANCIAL LEGISLATION
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83 %

STABILITY OF POLITICAL
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83 %
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83 %
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78 %

STABILITY OF LEGAL
SYSTEM
83 %

Primary Criteria for Portfolio Investment Decisions in Listed Companies
in CEE Countries
ZEW study, October 1999
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Environmental, Social and Governance (ESG) Criteria
Over the past five years, the financial industry has adopted the acronym
ESG (Environmental, Social and Governance) as the standard terminology
for the group of extra-financial data that investors increasing evaluate as
part of their comprehensive investment review.
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CSR / ESG / SRI
 Corporate Social Responsibility (CSR): Explains how the company behaves
 Environmental, Social and Governance (ESG) criteria: Codify what the
company discloses / reports
 Socially Responsible Investing (SRI): How investors analyze companies
according to their CSR practices and ESG disclosures

What kind of information should a company that sells oranges
/ orange juice provide to investors and stakeholders?
Annual Report
Water Use
Supply Chain
Management Environmental Report
Climate change
Cash Flow
Crop Insurance
Labor Standards
Human Rights Audit
Fair Trade
Market Share
Location of Orange Groves Organic Certification
Deforestation
Share Price
Management Discussion and Analysis
Financial Statement
Annual General Meeting
Dividend
Health & Safety
Pesticides
Bond Issues
Board Members
Management
Sustainability
Fruit vs. Juice
Transportation

How should this information be organized?
Financial

Environmental
Climate change
Annual Report
Deforestation
Audit
Environmental
Bond Issues
Report
Cash Flow
Fruit vs. Juice
Crop Insurance
Location of Orange
Dividend
Groves
Fair Trade
Organic
CertificaFinancial Statement Market
tion
Share
Pesticides
Share Price
Sustainability
Transportation
Water Use
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Extra - Financial
Social

Health & Safety
Human Rights
Labor Standards

Governance
Annual General
Meeting
Board Members
Management
Management
Discussion and
Analysis
Supply Chain Management

PFS Program Surveys
Investor Relations Online: 2001 – 2009
Timetable and Universe
August 2001, February 2002, August 2002,
February 2003, August 2003 and February 2004
Eight CEE Candidate Countries for European Union (EU) Membership
August 2004 and February 2005
Eight New Member States of the EU, Bulgaria, Croatia and Romania
August 2005
Eight New Member States of the EU, Bulgaria, Croatia and Romania
Greece and Turkey
February 2006
Eight New Member States of the EU, Bulgaria, Croatia and Romania
Portugal and Spain
August 2006, February 2007, August 2007, February 2008, August 2008
and February 2009
Eight New Member States of the EU, Bulgaria, Croatia and Romania
Brazil, Russia, India and China (BRIC) as well as Ukraine
Country Surveys – Investor Relations Online
2003 – Czech Republic, Hungary and Poland
2005, 2006, 2007 and 2009 – Croatia
2007 – Bulgaria
2008 and 2009 – Macedonia
2009 – Armenia

Benchmarking and Best Practice
The goal of the PFS Program regional surveys, country surveys cofinanced by the PFS Program and related training seminars is to educate
listed companies and a wide range of other constituencies (academia, individual investors, institutional investors, media, NGOs, professional associations, regulatory authorities and self-regulatory organizations) about best
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practice and international standards in investor relations, focusing not only
on financial reporting but also on extra-financial reporting, that is, disclosure of information about environmental, social and governance (ESG) indicators.
Through this ongoing initiative we strive to inspire listed companies to
benchmark their practice against peers and over the long term improve
their investor relations practices.
Partners for Financial Stability (PFS) Program
www.pfsprogram.org

Investor Relations Online: Survey of Websites of the Ten Largest Listed Companies in 11 CEE Countries
February 2009

Executive Summary
In the PFS Program’s 16th semi-annual Survey of the Websites of the Ten
Largest Listed Companies (by market capitalization) in 11 Central and Eastern European (CEE) countries disclosure of detailed governance information decreased slightly in all categories surveyed.
84 % of the companies surveyed provide a list of management online,
compared with 88 % in August 2008 and 90 % in February 2008. 61 % of the
companies surveyed provide additional information about management
online, compared with 64 % in August 2008 and 63 % in February 2008.
85 % of the companies surveyed provide a list of board members online,
compared with 91 % in August 2008 and 87 % in February 2008. 56 % of the
companies surveyed provide additional information about board members
online, compared with 61 % in August 2008 and 52 % in February 2008.
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 15 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 exchange. In most cases, the
market capitalization statistics are dated December 30, 2008.
The survey presents data available on company websites as of February
15, 2009.
Please note: As in the previous eight 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.
Legend
Country
Symbol Country Symbol
Bulgaria
BG
Lithuania
LT
Croatia
HR
Poland
PL
Czech Republic
CZ
Romania
RO
Estonia
EE
Slovakia
SK
Hungary

HU

Latvia

LV

Slovenia

SI

Country
Brazil
Russia
India
China
Brazil, Russia, India and China
Ukraine

Symbol
BR
RU
IN
CN
BRIC
UA

Chart 2. Investor Relations Online: Survey of Websites of the Ten Largest
Listed Companies in 11 CEE Countries – February 2009
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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
On February 15, 2009 in ten of the 11 CEE countries surveyed, each of
the ten largest listed companies has a local-language website. In Czech Republic eight of the ten companies surveyed have a local-language website.
In August 2008 and in February 2008 98 % of the companies surveyed in
the 11 CEE countries had a local-language website, compared with 99 % in
August 2007. 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.

English-Language Website
The percentage of companies with an English-language website has remained relatively consistent for the past three surveys. On February 15,
2009 it is 94 %, whereas on August 15, 2008 it was 95.5 %. In February 2008
it was 94.5 % and in August 2007 it was 93 %.
It has increased steadily since the first survey was conducted in August
2001, when only 71 % of the companies surveyed had an English-language
website.
(Best performers: CZ, HU, LT, LV, PL, SI and SK – 100 %)
Chart 3. Local Language and English-Language Websites: 2001 - 2009
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Management/ Management Board Members
The percentage of companies surveyed that provide a list of management online decreased by 4 % to 84 %, in comparison with 88 %
on August 15, 2008 and 90 % in February 2008. 86 % of the companies
surveyed provided this information in August 2007, compared with 82
% in February 2007 and 87 % in August 2006. (Best performers: HU and
PL - 100 %)
61 % of the companies surveyed provide additional information
about management online, in comparison with 64 % on August 15,
2008, which was the highest percentage recorded since the first survey
conducted in 2001. 63 % of the companies surveyed provided this information in February 2008, compared with 59 % in August 2007, 53 %
in February 2007 and 45.5 % in August 2006. (Best performers: HU - 100
%; PL and SI – 90 %)
Chart 4. List of Management Available Online – Ten Largest Listed
Companies in 11 CEE Countries (2001 – 2009).
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Chart 5. Additional Information on Management Available Online – Ten
Largest Listed Companies in 11 CEE Countries (2002 – 2009)

Board of Directors/ Supervisory Board Members
85.5 % of companies surveyed provide a list of board members online
on February 15, 2009 in comparison with 91 % in August 2008, 87 % in
February 2008 and 82 % in August 2007. 81 % of companies provided this
information in February 2007 and 81 % in August 2006. (Best performers:
CZ, HU and PL – 100 %; BG, LT, SI and SK - 90 %)
56 % of the companies surveyed provide additional information about
board members online, compared with 61 % in August 2008, which was the
highest percentage recorded since the first survey conducted in 2001. 52
% of the companies surveyed disclosed this information in February 2008,
compared with 51 % in August 2007 and 40 % in February 2007. (Best performers: HU - 100 %; CZ - 90 %; and PL - 80 %).
Comparison of Data from the 16 Surveys – 11 CEE Countries
Please note: The Lithuanian data on board information should be reviewed on a company by company basis, since some Lithuanian companies
surveyed have a one-tier board.
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Chart 6. List of Board Members Available Online – Ten Largest Listed
Companies in 11 CEE Countries (2001 – 2009)

Chart 7. Additional Information on Board Members Available Online – Ten
Largest Listed Companies in 11 CEE Countries 2001 – 2009
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Investor Relations Online: Survey of Websites of the Ten Largest Listed Companies in the BRIC Countries (Brazil, Russia, India
and China) and Ukraine – February 2009
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, a fourth time in February 2008, a fifth time in August 2008
and a sixth time in February 2009.
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.
Chart 8. Peer Comparisons across Regions – Local language Website
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Chart 9. Peer Comparisons across Regions – English Language Website

Chart 10. Peer Comparisons across Regions – Corporate Governance Data
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The Ideal Website - Recommendations
Best practice in the European Union (EU) and internationally suggests
that the ideal website contains the following information:
 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.

The Ideal Website – Best Practice in CEE
On February 15, 2009 52 of the 110 companies surveyed in CEE (47 %)
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;
list of board members; and additional information on board members.
This is a slight decrease in comparison with August 15, 2008 when 56 of
the 110 companies surveyed in CEE (51 %) disclosed this basic information.
Please note: On February 15, 2008 51 of the 110 companies surveyed in
CEE (46 %) disclosed this basic information, compared with 47 of the 110
companies surveyed in CEE (43 %) on August 15, 2007.
On February 15, 2009 52 of the 110 companies surveyed in CEE (47 %)
disclose information in all of the categories analyzed in the basic PFS Program survey: local-language website; local-language website; list of management; additional information on management; list of board members;
and additional information on board members.
These 52 companies were analyzed further regarding the above-mentioned ideal website recommendations.
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Chart 11. Investor Relations Online: The Ideal Website – Best Practice in
CEE; 52 of 110 Companies in CEE – February 2009

		

The Ideal Website – Best Practice in CEE
On February 15, 2009 16 of the 110 companies surveyed in CEE (15 %)
provide all of the “ideal” recommended information:
 Four companies provide information directly on their company website;
and
 12 companies provide information indirectly through an annual report
available online.
Furthermore 13 companies surveyed provide all of the information except one element:
 One company provides all information except for the photographs
online;
 Two companies provide all information except for a educational background;
 Three companies provide all information except for a brief description
of functions held by each person in other institutions;
 Three companies provide all information except for a scope of responsibilities; and
 Four companies provide all information except for a description of
shares held by board members.
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Partners for Financial Stability (PFS) Program
www.pfsprogram.org
Survey of Reporting on Corporate Social Responsibility (CSR) by the Largest Listed Companies in Eleven Central and Eastern European (CEE) Countries
Warsaw, Poland
April 2009

Executive Summary
This is the PFS Program’s 12th 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.
PFS Program Research Assistant Igor Solodovnik and PFS Program Intern
Rafal Nagadowski (Poland) conducted the survey from February 16 through
April 30, 2009.
Companies in Czech Republic, Estonia, Latvia, Lithuania, Slovakia and
Slovenia were surveyed for the 12th time; companies in Hungary and Poland were surveyed for the 11th time; and companies in Bulgaria, Croatia
and Romania were surveyed for the tenth time. Moreover, the analysis of
peer companies (the ten largest listed companies by market capitalization) in Brazil, Russia, India and China (BRIC) as well as in Ukraine allows for
benchmarking with these emerging market peers for the sixth time.
PFS Program surveys analyze the English-language annual reports and
websites of the ten largest listed companies in the above-mentioned 11
CEE countries in order to document the current disclosure practices of this
“blue-chip” peer group and identify best practices among the peer group.
Whereas the universe of companies surveyed may change over time due to
changes in a company’s market capitalization, the semi-annual surveys of
reporting on CSR represent a snapshot of this peer group’s CSR disclosure
practices on a given day twice a year. Furthermore, by analyzing disclosures
in both annual reports and websites, the surveys track the timing of the publication of the annual report and the related yet separate issue of periodic
disclosure, namely, how blue-chip companies keep their websites data-rich
and up-to-date. The surveys enable companies to benchmark their disclosure practices against peers on a national, industry and regional basis.
On April 15, 2009 all ten companies surveyed in all CEE countries except
Bulgaria, Croatia and Romania have an English-language website. 92 % of
the 110 CEE companies surveyed have a 2008 or 2007 English-language
annual report online on the same record date.
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This edition of the survey documents a significant increase in the number
of CEE blue chip companies issuing stand-alone English-language environmental, social and governance (ESG) reports; 41 companies now issue such
a report, compared with 28 companies in September 2008.
In marked contrast to all 11 of the previous surveys, disclosure of corporate governance information remained relatively stable whereas disclosure
of environmental and social data increased, reflecting incremental increases in almost all countries. More companies provide information on supply chain management both in annual reports and on company websites,
compared with the previous survey published in October 2008. Disclosure
of information about compliance with labor standards, health and safety
policy and listed employment policy also increased; here too the increase
in disclosure in both annual reports and company websites was seen in
companies in almost all countries.
In BRIC, 19 companies issued a stand-alone English-language ESG report
in April 2009, compared with 17 in September 2008. In particular, there was
more disclosure of information about compliance with a corporate governance code and employment policy. In other areas, disclosures remained
roughly the same or decreased slightly. As a group, BRIC blue-chips generally outperform CEE peers; however, the gap continues to narrow and a few
CEE countries approach the disclosure levels found in BRIC.
Legend
BG
CZ
EE
HR
HU
LT
LV
PL
RO
SI
SK
BR
RU
CN
IN
UA

Bulgaria
Czech Republic
Estonia
Croatia
Hungary
Lithuania
Latvia
Poland
Romania
Slovenia
Slovakia
Brazil
Russia
China
India
Ukraine

No

No information disclosed by
the company about this issue.

Yes

Information disclosed by the company. A hyperlink to the
relevant source (page of the annual report or page of the
company website) is provided.

N/A

Not applicable. The relevant source does not exist (Englishlanguage website) or is not yet available (annual report for
200X).

IFRS

International Financial Reporting Standards

GAAP Generally Accepted Accounting Principles
GRI

Global Reporting Initiative

Corporate Governance
 Disclosure of audit information
 Disclosure of details concerning governance structure - specifically,
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management and supervisory board/board of directors
 Disclosure of the company’s shareholder rights policy
 Disclosure of compliance with a Corporate Governance Code
 Disclosure of company’s internal Code of Business Conduct / Code of
Ethics

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

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
 Disclose health and safety policy
 Disclose employment policy

English-language stand-alone ESG Reports – April 15, 2009
This 12th edition of the semi-annual survey documents the existence
of stand-alone environmental, social and governance (ESG) reports for the
seventh time.
41 of the 110 companies CEE companies surveyed (37 %) issue a standalone English-language ESG report on the record date of April 15, 2009.
This demonstrates continuation of an ongoing trend:
September 2008 – 28 of the 100 CEE companies surveyed (25 %);
April 2008 - 29 of the 110 companies surveyed (26 %) ;
September 2007 - 22 of the 110 companies surveyed (20 %);
April 2007 - 19 of the 110 companies surveyed (17 %); and
September 2006 - 14 of the 110 companies surveyed (13 %)
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Chart 12. Comparison of Six PFS Program Regional Surveys: ESG
Reporting in CEE

Chart 13. Comparison of Six PFS Program Regional Surveys: ESG
Reporting in CEE

245

English-language stand-alone ESG Reports – April 15, 2009
Croatia – Zagrebacka Banka, Privredna banka Zagreb d.d., HT-hrvatske
telekomunikacije, INA, and Pliva farmaceutika
Czech Republic – Cez, Telefónica O2 Czech Republic, Unipetrol and Erste
Bank
Estonia – Tallink Grupp, Tallina Vesi, Merko Ehitus, Norma and Eesti Ehitus
Hungary – MOL, OTP, Magyar Telekom, Gedeon Richter, TVK, FHB and
Egis
Lithuania – TEO LT and Lifosa
Latvia – DnB NORD Banka, Latvijas Gāze, Latvijas kuģniecība, Ventspils
nafta, Liepājas metalurgs and Latvijas Krājbanka
Poland – PKN Orlen, Polskie Gornictwo Naftowe i Gazownictwo, BRE
Bank, Bank Zachodni WBK and TVN
Romania – Petrom and CNTEE Transelectrica
Slovakia – Slovnaft and Vљeobecná úverová banka
Slovenia – Krka, Petrol and Sava
Chart 14. ESG Report

Benefits of Good Governance / Effective Investor Relations
Program
Internal
Compliance with Legal and Self-Regulatory Requirements
Corporate Citizenship
Organizational Management
Reputation
Risk Management
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External
Liquidity of the Company’s Bonds and/or Shares
Marketing of the Company’s Products and/or Services
Marketing of the Company’s Bonds and/or Shares
Reputation

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 areas covered under the PFS Program are: accounting, auditing,
banking, capital markets, insurance and pension reform. For more information, please visit the PFS Program website at http://www.pfsprogram.org.
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CHAPTER VII
The Global Crisis and Its Impacts
on the EU Enlargement

Bulgarian Economy in the Second half of 2009:
Recession Grip Gightens
Kristofor Pavlov

Kristofor Pavlov holds a MS degree in accounting and control from the University of National and World Economy, Sofia. Three years of
professional experience in on-site inspections
and statutory reporting of financial institutions.
Two years of professional experience as middle
manager responsible for strategic planning and
performance measurement in three different financial institutions. Three years of professional
experience as member of the management
board of DSK Bank, with contribution to the restructuring of the bank and its preparation for
privatization. Six years of professional experience as a chief economist in UniCredit Bulbank
with focus on macro, FX and financial sector analysis and research.
There are three factors lying behind increased divergence among emerging markets in the CEE region, as regards their growth recovery prospects.
At the same time there are two main transmission channels through which
the global financial crisis is affecting emerging markets in Europe. These
are weak external demand and shortage in foreign capital.
External demand weakening is the transmission channel that was activated first. The implication was that all economies in the CEE region, and
particularly those where export was the main growth driver, reported a
sharp slowdown in the forth quarter of 2008, even though some of them
had low macro vulnerability readings, such as Czech Republic for example.
Thus, weak external demand hit all emerging market countries and those
with strong fundamentals sometimes experiencing sharper growth slowdown than those with weak fundamentals.
The foreign capital channel was the transmission channel activated
following collapse of the Lehman Brothers in September, 2008. The risk
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aversion increased as prospects for the emerging markets deteriorated and
investors started channelling financing from the periphery of the global
financial system toward its centre. Activation of foreign capital channel led
to increased differentiation among countries in the CEE region with regards
to their growth recovery prospects. Countries which most actively participated in the recent credit and consumption boom and where growth in
domestic demand was financed through rapid increase in current account
deficit and external indebtedness are likely to experience slow growth for
longer periods than countries which have stronger private sector balance
sheets. Against this backdrop, we at the UniCredit Group’s economic research team expect cross country differences in the region to increase in
the course of 2009 and further in 2010, with less leveraged economies outperforming more leveraged ones.
In addition, recovery prospects are more challenging in countries where
policymakers are constrained in their ability to loosen fiscal and monetary
policy to cushion the detrimental implications of the global financial crisis,
which in turn will additionally increase differentiation between emerging
market economies. For example, in Bulgaria monetary policy – as an instrument to provide stimulus for domestic demand - is constrained by the CBA.
There is still some room for monetary expansion using MRR, or shifting part
of the fiscal reserve maintained with the BNB to deposits with domestic
banks, but obviously these should be used only very carefully as it may lead
to depletion of official reserves and thus may feed up speculations about
the stability of the national currency pegging.
At the same time, any fiscal expansion, leading to budget deficit would
be very expensive to finance given prevailing conditions on the international funding markets and will lead to additional loss of official reserves,
which in the same way produces new deflationary impulses stimulating
economic contraction and risks undermining the confidence in the currency pegging as volume of reserves decreases.
Theory says that in case of external shock on aggregate demand, economies with fixed exchange rate regimes are going through adjustment
process toward new equilibrium which is associated with larger losses of
jobs and GDP growth, when compared with economies with more flexible
exchange rate arrangements. For the time being, the comparison between
the scales of economic contraction in the Baltic compared with the one in
the emerging economies in Central Europe seems to reconfirm what the
theory suggests. Under fixed exchange rates, economy does not possess
a policy tool for immediate impact on competitiveness and adjustment
process goes through the real economy where prices and employment
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should fall to allow the economy to regain competitiveness. Thus what has
been made possible by currency devaluation in Central European economies should be achieved through so called “internal devaluation” in the Baltic and other economies with fixed exchange rates.
At the moment all backward and forward looking indicators point toward
deepening of the recession. Activity indicators - industrial output and sales
- in the export oriented industries are down in between 25 % and 45 % on
a year-on-year basis, while those of domestically oriented sectors are down
between 10 % and 25 %. Many companies have implemented temporary
shutdowns or are shifting employees to four-day working week to minimize
layoffs. The collapse in external demand is feeding through into other related
sectors such as transportation and business services. The sectors where expansion was driven by the investment boom, such as real estate and construction has also experienced a marked contraction as private capital inflows fall to less than one fifth of their level prior to the crisis aggravation
following the failure of Lehman Brothers. The analysts’ group of UniCredit
Bulbank expects that the shortage of foreign capital will hit Bulgarian
economy harder then economies of other emerging markets in Europe as
local private sector runs the largest funding gap (domestic investments to
domestic savings gap). Even typical countercyclical sectors, such as manufacturing of food beverages and other consumer non-durables as well as
electricity gas and water supply, reported weaker output as consumers are
under pressure due to falling employment and income levels. The most recent business confidence surveys have failed to produce any indications
that economy has reached the bottom and business leaders are increasingly
worried about the prospects of their companies. Similarly to other countries,
in Bulgaria there is a significant degree of correlation between business confidence indicators and economic growth lagged with two quarters. That is
why, given the recent collapse of the leading business confidence indicators
we expect to see a deep fall in GVA growth when national account data for
2Q/09 and 3Q/09 are made available. Deterioration of business sentiments
is broadly based and starting from the industry, which was hit first, quickly
spilled over into construction, retail trade, and services sectors.
Private consumption fundamentals deteriorated, likewise. If on the one
hand, consumers are feeling some relief in the decline of inflation, on the
other hand the increase in debt servicing costs and the abrupt turnaround
in labour market prevent any increase in consumption expenditures that
may cushion the severity of the ongoing economic downturn. In January, the headline indicator of the national survey on consumer confidence
dropped to its lowest level ever recorded since the poll began. The survey
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results highlighted repeatedly in the last several months that households
are getting increasingly concerned about their jobs and that appetite for
purchase of consumer durables has fallen dramatically. After reporting
annualized growth rate in the negative territory for four consecutive
months, the outlook for retail sales remains very depressed. We expect no
trend reversal any time soon and forecast individual consumption to have
negative contribution to GDP growth in both 2009 and 2010.
Disinflation trend has strengthened as downturn deepens. Given the
fixed exchange rate regime, we expect disinflationary forces to intensify.
Importantly, core inflation will start sinking faster when recession dynamics escalate in the second half of the current year. Fall in global energy prices
last year has been feeding through into local electricity and gas prices with
a significant delay due to the specificity of the contract with Gazprom.
Against this backdrop, we expect administratively regulated prices to be
pushed lower than the core inflation index in the course of 3Q/09. In early
2010 some upside non-core inflationary pressure can be anticipated as the
process of excise rates harmonization is set to get another push.
Labour market adjustment is on a relatively early phase of evolution. Not
surprisingly, labour market adjustment has started from manufactu-ring,
construction, real estate and financial intermediation sectors, which were
the sectors showing the most clear signs for overheating. However, poor
quality of wages data in sectors which characterizes with large relevance of
grey economy blurs the picture, particularly as new heightened minimum
thresholds for calculation of social insurance contribution payments were
introduced in the beginning of the year.
The limited room for fiscal expansion available in the start of the year
was almost completely exhausted in the first six months of the current
year. Budget was running a small surplus in May (0.1 % of GDP) compared
with hefty 5 % of GDP surplus a year ago. Given very unfavourable trends
underlying consolidated fiscal programme so far we see a need for additional spending cuts of at least BGN 1.3 bln., equivalent to 2 % of anticipated GDP in 2009 to prevent budget deficit from falling below our end
year projection for a deficit of 2 % of GDP.
Financial market remained under considerable stress in the first months
of 2009. Supply of credit lost momentum. On one hand, banks have become more risk averse once it became clear that outlook for the economy
has deteriorated. They tightened eligibility standards for new borrowers
and increased applicable interest rates on newly extended loans, as funding conditions deteriorated markedly. On the other hand, banks are under pressure to reduce their reliance on wholesale short-term funding and
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credit lines extended by their mother companies, which should prevent
credit from rising above the increment of domestically attracted deposits.
Demand for credit also declined. Demand for investment loans in the corporate sector weakened as short-to-medium term outlook for the economy
has deteriorated and risk for excess production capacities in the post-crisis
world economy is mounting. Recent study found that business managers
in the private sector expect investments, measured by the expenditures for
acquisition of tangible fixed assets, this year to decrease by 33 % compared
to those made in 2008. Nevertheless, we expect demand for corporate
loans to remain buoyant in the course of 2009, as some companies will fail
to rollover 100 % of their maturing external liabilities and will try to swap
some of them for loans extended by local banks. In the retail segment, the
demand for mortgage loans collapsed as residential property prices are
falling and obviously more time will be needed before mortgage seekers
start perceiving the market prices as stable. Quality of loan books is under
pressure with NPL’s on an upward trend. To make it easier for the banks to
deal with the recession’s impact on their loan books, BNB eased prudential
regulations as to provisioning and classification of risk exposures. In addition, BNB persuaded most bank owners to abstain paying dividends, but
instead to add 2008 profit to capital.
Our baseline scenario remains more bearish than consensus forecast for
this and next year. We think that domestic economy will experience below
potential growth for a longer period of time than most of the CEE emerging
markets, given heightened macro vulnerabilities and limited ability of local
policy makers to loosen fiscal and monetary policy. Our central projection envisages annualized GDP growth to fall into the negative territory for at least
two consecutive years and to be back on the recovery path in 2011. At the
moment any recovery prospects look very uncertain and remote. The worst is
still ahead of us. On the flipside, recession will help large current account gap
to decrease toward more sustainable levels in the course of 2009 and 2010.
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Widening the European Union
based on experience with accession
and facing the global crisis
Prof. Dr. András Inotai

Prof. Dr. András Inotai is General Director of the Institute for World Economics of the
Hungarian Academy of Sciences, Hungary. The
Institute studies medium-term economic development trends in the world and their impact
on Hungary, the economic development of the
European and Hungarian region, interregional
economic cooperation, and successful and
failed attempts at economic modernization in
various countries and regions.
Dr. Inotai began working at the Institute in
1967 as a research fellow. In 1972, he began
teaching at San Marcos University in Lima,
Peru, and after a brief return to Hungary, he began working in the World Bank’s Trade Policy Division in Washington, D.C. in
1989. In 1991 became doctor of economical sciences, returned to Budapest
and continued his work within the Institute.

Introductory remarks
For several reasons, further widening of the European Union (EU) has
both similar and different features from previous widenings, starting from
the early 1970s through the Mediterranian accession in the 1980s and the
„big-bang” widening of 2004 and 2007. Similarities could be found in the
basic principles of enlargement, starting from the association agreements
through a candidate status to a full-fledged membership. Also, the agenda
and contents of accession negotiations reveals many similarities. In addition, would-be members used to prepare for membership (and accession
negotiations) by making comprehensive use of the experience of countries
that had joined the European integration process previously.
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At the same time, several new features make themselves manifest when
a country wants to join the „club”. First, the internal conditions, including
domestic priorities, level of development, social specificity, geographic location, historical experience, used to be different from country to country,
including the characteristics of those countries that, at the end of the day,
could join a larger group.
Second, the conditions of membership are regularly changing, in most
cases becoming more demanding, due to two developments. On the one
hand, the European integration is a continuously evolving process (despite
some stops or even setbacks), that creates new conditions based on the
widening area of the acquis communautaire. The more the community
level laws and decision-making become part of the European integration,
the „richer” will be the agenda to be negotiated with future members. Spain
and Portugal have had to negotiate on about 40,000 pages of community
legislation (with 90 per cent consisting the common agricultural policy).
In contrast, the Central and Eastern European countries joining the EU in
2004 and 2007 had to manage negotiations on more than 90,000 pages,
with a large number of new or qualitatively upgraded areas (from foreign
and security policy through Economic and Monetary Union to competition
policy). On the other hand, the experience with the latest membership of
the „old members” as well as the early success or setbacks of the recently
joined „new members” almost automatically influences the general intraEU environment in regards to the expectations, concerns and fears related
to further enlargement.
Third, the EU as a global player, has to identify its priorities and to face
the external challenges within vivid international environment. To some
extent, this has always been the case, however, the current global financial, economic, social (and still to come –ideological) crisis establishes completely new external dimensions to any further widening. In 2003, when the
EU committed itself to providing all SEE countries with the perspective of a
membership in Thessaloniki, the overall situation was rather different. Back
then, ten countries were at the threshold of accession, with negotiations
chapters already closed, Bulgaria and Romania were on the track, with a
clear perspective of membership in 2007 (or 2008 the latest) and, not least,
the international economy was characterized with a high growth, rapidly
increasing trade and capital flows, expanding financial markets and, in general terms, unbroken wave of globalization. This situation did not change
when accession negotiations with Croatia (and Turkey) started in October
2005. The impacts and the consequences of this crisis for the future role of
Europe are still very unpredictable. Nobody was aware of the right answers
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to be given about the external (and internal) challenges to the level of
European integration and of the influence the crisis may have on the decade-long process of deepening and widening of the European integration.
This paper tries to focus on the impact of the global crisis on the perspectives of the EU enlargement. Just at this stage, it has to be underlined
that the widening cannot be observed separately from the future of the EU,
both as a global player, and as an actor of deepening the process of integration. At the same time, a badly prepared widening could have negative
impacts both on the global role of Europe and on the internal aspects of
integration. On the opposite, one well-prepared and timely widening could
contribute to the strengthening of the Union on the global scene (not that
much as an economic actor but certainly as a successful crisis manager and
cohesion policy-maker with its „soft” policy instruments). In addition, it is
expected (even though it did not happen during the preparation of the
last enlargements from 2004 and 2007), that further enlargement will be
preceded (or at least accompanied) by substantive deepening of the integration process.
In effect, widening (and deepening) in the crisis and, not less important,
in the immediate post-crisis situation, simultaneously bears features of
threats (risk) and opportunities (chance). The Chinese alphabet uses both
signs to describe the term „crisis”. It is up to the EU (and its member countries) which meaning to be stressed on in the future decision-making and
policy-taking process of integration. Widening (and deepening) in general,
but more importantly, the success or the failure of future widening (and
deepening) crucially depends on this policy-choice.

Expectations from the membership – a list still alive?
During the preparation for membership, recent member countries
have compiled a list of their expectations from the EU. Beyond the selfmanifest „fact” that the EU would become the anchor of stability, peace,
democracy (and hopefully also of welfare), four expectations were formulated, such as:
- free trade (including all agricultural commodities), following widespread
free trade agreements well before membership,
- free circulation of labour,
- substantive financial transfers from EU funds,
- full-fledged participation in the decision-making process of the EU.
Looking back to the process of negotiations and the post-accession pe258

riod, all of them have been – although with some transitional periods –
fulfilled. Trade became immediately fully liberalized at the moment of accession. Barriers to free flow of labour started to be dismantled by some
countries at the moment of accession, followed by a large number of others
in the first years after accession. The amount of annual financial transfers
dramatically grew after membership (as compared to the pre-accession
amounts), even if the full effect will become manifest after several years.
Not less important, the new member countries became integral part of the
decision-making process of the EU, even though their positive impact could
not yet be felt in some crucial areas (e.g. migration, energy, deepening), at
least because they were unable to coordinate their short- and mediumterm priorities. Most probably, this learning process requires more time).
As compared to the candidate countries, the aforementioned priorities
seem to be the same. However, their relative importance differs considerably from that shared by the new members of 2004 and 2007.
First, free trade was much more important for the new members, because their growth and catching-up strategy were definitely built on the
export engine (with some exception such as Poland). On the contrary, the
current candidates are characterized with very weak and largely uncompetitive export sectors.
Second, free circulation of labour was an important endeavour for some
new members (Poland, Latvia, Lithuania, and much more before the accession of Bulgaria and Romania). However, it was a minor issue for the smaller
Central European countries. In contrast free flow of labour is probably the
most important (or the only) factor in favour of accession to the EU. This
expectation, however, is based on very weak fundaments, both due to the
demand-supply-structure of the EU labour market, and the ongoing macroeconomic crisis with serious repercussions for employment in general,
and for foreign labour, in particular.
Third, financial transfers were expected to play a relevant role in the
catching-up process of Central and Eastern European new members,
accompanied by domestic resources, already available competitiveness
and managerial skills (largely provided by transnational companies located
in these transition economies). Although financial transfers are acknowledged to assume an important role in the candidate countries as well, their
linkage to the domestic growth factors does not seem to be established.
On the one hand, the candidates’ economies are not only less developed
in structural and managerial terms, but also not linked to the European or
global network of transnational firms. Therefore, the potential multiplier
impacts can hardly be expected to be generated by EU transfers. On the
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other hand, the permanent and so far not irrelevant flow of EU resources
in the last decade served different objectives than growing international
competitiveness, outward-oriented development, incorporation into the
network of transnational companies. Most of the money was channelled to
peace-keeping, apparent stability, institution-building, higher private consumption without any major positive impact on long-term physical investments and increasing competitiveness. Finally, this flow of resources contributed to strengthen the well-known subsidy mentality of business and
society, further enforced by the substantial size and the main destination
of private remittances coming from migrant workers in Western Europe. As
a consequence, both the macro- and microeconomic, as well as social environment took a different development pattern in the current candidate
countries as compared to most of the new member countries – with lasting
consequences for the next period.
Fourth, active participation in the decision-making process of the enlarged (and enlarging) EU cannot be found among the priorities of the
candidate countries. Even if their influence remained limited, this priority
did appear among the main requirements for EU membership in the new
members of 2004 and 2007. The obvious one-sided and partly self-induced
or self-wished „dependence” on the EU of the ex-Yugoslav countries and of
Albania, their reliance on „father Europe” is likely to create a new pattern of
potential future membership than that already (sometimes half-heartedly)
developed by the new members and experienced by the enlarged community in more than the last five years.

Another list – never really paid attention to
Under the surface, surpressed by the obvious but selfish interests of the
new members, there were other interests as well in the desired form of
European integration. Unfortunately, these questions have never been
openly raised, even if the accession process had been related to them from
the very beginning of the transformation and the end of the division of
Europe. This list can be summarized under the heading of „what kind of a
Europe would you like to join”?
In fact, there were – sometimes never manifested – principles or at least
expectations, such as:
- the European integration has to remain open to further enlargement,
by considering the enlargement of 2004 and 2007 just as a relevant
chain in the continuous process of widening up to the (not yet defined)
geographical borders of the continent,
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- the EU has to remain a global player in economic aspects and become
a global player in international politics, an interest particularly incorporated into the efforts of smaller members that would only be able to be
an active player, if they are part of a larger community with substantial
bargaining power,
- all countries, as understandable, wanted to join a competitive EU, with
growing market shares worldwide and increased influence in international economic and financial institutions. No candidate would like to
join a club with declining economic performance.
- Also, at least at the beginning, all new members pushed the EU to
future-oriented activities, mainly by leaving the outdated structure of
the common agricultural policy and switching to research- and development-oriented activities, to the generation of innovative capacities and
to creating a more competitive Europe vis-á-vis the United States but,
increasingly, also with respect to the emerging economies of a global
power order in steady (although slow, before the crisis) restructuring.
- Finally, everybody wanted a solidarian EU, a major success story of
European integration over decades, as demonstrated by efficient
catching-up of some less developed members, positive-sum-game that
benefitted the most developed countries and the unquestionable cohesion effect that definitely helped Europe hold together over decades.
These expectations/principles can be surveyed on three different levels:
- to what extent are the new members still committed to these principles,
after some years of membership,
- how can candidate countries identify themselves with these principles,
- and, most importantly, how did the current global financial, economic
and social crisis influence the validity of the principles.
Concerning the new members, most of them still insist on the openness
of the EU and the enlargement by countries well prepared for membership.
In this context, Croatia enjoys a special status, while the other ex-Yugoslav
countries (and Albania) have overall support as well. The situation is much
less clear on Turkey, not because the new members had any strong antipathy
against Turkish membership (as some old members), but mainly due to the
absence of any clearcut strategy towards this country’s accession to the EU.
One of the big but „hidden” advantages of accession of Central and Eastern
European countries was that they became part of the global economic and
political scene. Evidently, they were not able to get through with their particular interests (if they had any) in bilateral negotiations of the EU with the USA,
Russia or China, but they could bring their special interests into the common
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negotiation package. Russia represents a certain exception, due to the historical sensitivity of some new members (mainly Poland and the Baltics). This was
sufficient to delay negotiations, not without negative perceptions in some
member countries, but could not change the main trend. If the integration
process was stopped, it did not happen because of the new members, but
because of some old ones (see the negative referendum of the Lisbon Treaty
in France, the Netherlands, and later Ireland). Excepting some Polish vetoes,
the only meaningful anti-widening activity was developed by Slovenia that,
for several months, could bloc accession negotiations with Croatia.
The new member countries were mainly interested in making full use of
their competitiveness in the enlarged EU, to a large extent supported by
the EU-located multinational companies functioning in the new member
countries. It is no wonder, why large EU-rooted companies were among the
main supporters of enlargement of the EU, well before the relevant political
decision has been made. It has to be added that some new members were
able to diversify the geographic orientation of their exports just in the first
years of membership – despite the traditional theory of trade creation and
trade diversion of a regional integration. In fact, most of the trade creation
happenned well before accession. Globalization, growing competitiveness
of foreign and domestic firms in the new members have generated some
modest shift from intra-EU to extra-EU trade, without questioning the predominance of the former.
Much less positive is the picture on the „future-orientedness” of the EU.
Although the new members did not play a meaningful role in this „turning inside” process, they became partial beneficiaries of outdated community policies, mainly concerning the common agricultural policy. Also, the
current structure of the regional and cohesion policy is not necessarily increasing competitiveness but tending to develop an unfavourable subsidy
attitude (well known in some old member countries and regions). „Turning
inside” is in itself a questionable answer to the challenges of globalization. It
becomes particularly dangerous if it is not accompanied by a fundamental
deepening of the integration process. One cannot state that all new members would have been deeply interested in deepening the EU and eliminating all the still existing barriers to the full-fledged implementation of the
„four freedoms”. In particular cases, resistance could be noticed practically
in all new member countries. This, however, cannot be disconnected from
the overall reluctance of the old member countries to overcome traditional
national competences and strengthen community-level governance in key
areas of economic activity, such as creating a genuine internal market for
services, energy, transportation, banking and finance.
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Finally, the solidarity of the EU towards less developed new members
could be identified in various aspects. In fact, the transitional agreements
that were part of the accession treaty, have been observed. Direct payments to farmers started (although at a low initial level), regional and cohesion funds have been multiplied (as compared to the pre-accession financial framework), accession to the Schengen zone occurred smoothly and
also two countries were able to replace their national currency with the
Euro. Of course, it is not possible to perceive the full impact of solidarity
within a few years, due to the transitional character of several measures
(from direct payments to monetary union). In addition, as proved by other
less developed members of the integration, the full-fledged impacts need
time to be developed and widely perceived both in business circles, regional communities and in the living standard of most citizens.
Most probably, such expectations vis-á-vis the EU as a global player have
not been crystallized to the extent they were supposed to be available in
the new members of 2004 and 2007. Of course, all of them were clearly for
an open European integration, with quick accession, shortened period of
adjustment and successful accession negotiations. Such expectations experienced several barriers in the last years, even if, at least in the regional
context, the Thessaloniki process has not been broken or stopped. However, Macedonia, with a candidate status for years, did not get the green
light for opening accession negotiations until the autumn of 2009. In turn,
other characteristics of the EU, the candidates want to join, did not acquire
noticeable attention (from global player through competitivness to futureoriented approaches). Solidarity remained on a high level, but with a different interpretation and expectations than in the new member countries (at
least at the moment of membership).

Changing priorities of the EU in the context of the global crisis?
Being the central agent, it is very important to analyze how the EU, did
behave concerning the expectations/requirements, mainly looking at the
current global financial, macroeconomic and increasingly social crisis.
First, Brussels and the member states have become less enthusiastic
about further enlargement. Although the enlargement process has not
been frozen or blocked, the speed of the process substantially decelerated
and its scope remained limited to two countries.
Second, the EU was not able to improve its global position as envisaged in
the Lisbon Strategy. Not only the catching up to the USA in terms of growth,
productivity, job creation and research and development expenditures
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proved to be illusionary. Not less importantly, Europe had to experience a
rapidly growing competition by the emerging economies, such as Brazil, India, partly Russia, but first of all-by China. As a clear indicator of the rapidly
changing global economic and political balance of power, accelerated by the
crisis, the traditional G-7 in which the EU had four countries (France, Germany, Italy and the UK) plus, as observer, the Commission, developed to a G-20
forum in which the EU was represented by a minority of 20 % (four countries
out of twenty). More importantly, the EU was unable to establish a common
platform and use this opportunity (and not less pressure) to elaborate and
implement a common agenda. Lacking common EU position started to lead
to declining European influence and the strengthening of bilateral contacts
between the USA and China. Evidently, USA-China relations have been spectacularly deepening and widening for a number of reasons rooted in the
economic reality of both countries. However, the increasing perception that
within the G-20 there is practically a G-2 cooperation that plays the leading
role in managing the global crisis, cannot be separated from the weak and
uncoordinated performance of the EU member countries.
Third, the EU is still the largest trading partner, source and location of
foreign direct investments and the donor of international aid. Some of the
consequences of the crisis on this position will only be felt in a longer term.
Some others, however, can already be identified. Being the largest trading bloc (even without intra-EU trade) and with a higher degree of openness (as expressed in the share of exports+imports in GDP), the EU was
hit harder by the global crisis, for one of its main negative symptoms was
the collapse of international trade. Although, at least for the time being, an
overall wave of trade protectionism could be prevented, both exports and
imports fell by about 20 per cent (and more for selected countries). The
commodity pattern of exports, mainly composed of medium-technology
and standardized products proved less resistant to the dramatic decline
of global demand than that of some other countries. The crisis has underlined the necessity of upgrading production and export structures, many
times formulated in EU-related documents and professional papers in the
last decade. Also the flow of international capital has been suffering from
the crisis. In consequence, structural transformation generated by finding
new locations of production and service activities slowed down. Mergers
and acquisitions, the main driving force of capital flows in the past, and representing a bottom-up approach to consolidate the internal market of the
European integration, fell dramatically. Although collapsing asset prices and
falling stock exchange values have created new opportunities for acquiring interesting and potentially competitive companies, it is not yet clear
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to what extent otherwise successful firms rooted in different EU countries
were able to benefit from this possibility. In turn, some countries, not least
the emerging economies, such as China, Brazil, Russia and to a lesser extent
India started a capital export offensive based on huge foreign exchange
reserves, the growing power of their own multinationals and new opportunities created by the crisis.
Fourth, and probably most importantly, the crisis pushed to the background future-oriented approaches and almost in all areas upgraded shortterm „solutions”. The European answer to the crisis was clearly dominated
by fear instead of focusing on new opportunities. Current production structures, management practices, jobs and a wide range of vested interests had
to be protected by a large number of emergency measures and extremely
costly bailing-out actions. The medium-term consequences are likely to be
very serious. On the one hand, the crisis, at least in its current stage, led to
more fragmentation among member states, for everybody started to work
for himself. The EU level coordination of fiscal policies and anti-crisis policy
measures largely failed. Even countries with the common currency were
unable to face the crisis jointly. Certainly, the common currency has prevented competitive devaluation that most probably would have happened
if member countries still have had their national currencies. However, both
the statute of the European Central Bank (definitely not created for crisisridden times) and the unambiguous birth failure of the monetary union,
namely the lack of fiscal coordination, revealed basic shortcomings of the
European integration. It is not yet clear to what extent the next stage of
crisis management will enforce a new quality of policy coordination on the
community level. On the other hand, national bailing-out measures were
not connected with conditionality (as in the car industry of the USA). In
several cases, old, outdated and uncompetitive structures and jobs were
protected without any obligation forf structural change. As a result, bailedout companies may represent a permanent time bomb in the post-crisis
period. The Swedish practice of supporting the car industry with a package
of EUR 3 bln., an amount to be exclusively used to research and development expenditures and to the creation of future-oriented jobs has not
been followed by similar support programs introduced by other member
countries. Moreover, while the media are full of announcements and information about new and new rescue packages, until very recently, almost no
attention has been paid to the consequences of bailing-out activities. The
longer the bailing-out process lasts and the bigger the packages are, the
bigger is the likelihood of fostering outdated structures and vested interests. However, the financial impacts seem to be more imminent and dan265

gerous. The already accumulated public debt as a result of huge budget
deficits in most member countries (between 6 and 12 per cent of GDP in
2009-2010, several times higher than the respective Maastricht criterion)
has to be managed in the next period. In principle, there would be several
instruments for reducing budget deficit and public debt and return to the
Maastricht level of sustainable fiscal policy. One would have been if the
rescue packages had been linked to clear restructuring programs with the
promise of higher productivity and global competitiveness in the post-crisis situation. This, unfortunately, was not the case. The remaining methods
of reducing budget deficits and public debt include:
(a) substantial tax increases (this would work against post-crisis
growth),
(b) a medium-term but fundamental restructuring of social expenditures (hardly viable in a situation, in which the social crisis is likely
to follow the macroeconomic crisis),
(c) higher inflation (it is supposed to start in the USA and would spread
to Europe, and may be accompanied by growing imported inflation as a result of the impact of post-crisis growth on energy, raw
material and potentially also food prices),
(d) a longer-term redistribution of the costs of budgetary and fiscal
consolidation between two generations and, thus, burdening the
next generation with the repayment of debts produced by the
current generation (a solution with relevant social consequences, if
no inter-generational agreement can be achieved and successfully
communicated).
Fifth, EU-level solidarity has been seriously challenged by the global crisis. The up-to-date evidence is rather mixed, and a final assessment would
be premature. On the one hand, the EU – under the leadership of the IMF
and the World Bank – provided immediate support to some new members
characterized by very weak macroeconomic situation (Hungary, Latvia, but
later also other countries). Less developed and less crisis-resistant members of the Eurozone enjoyed the impact of the euro, as their stability anchor, even if the financial market was ready to support their bond issues
at a higher interest rate than those for Germany (an interesting „secondary
fragmentation” within a unified monetary zone). On the other hand, largescale and coordinated rescue packages have been denied to the new members that, for several reasons, were hit harder by the crisis than most of the
old member countries.
Beyond their lower level of economic performance, the success story
of the last two decades of transformation and catching up seemed to be
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questioned by the crisis. Due to the high-level openness of their trade and
capital markets (the key driving force of growth in the post-socialist period), successful modernization based on medium- and high-technology
products (in the Czech Republic, Hungary and most recently in Slovakia)
and the key role of foreign affiliates in the catching up and structural modernization process some new members revealed extremely high levels
of vulnerability, as main export markets collapsed, declining demand hit
„modern production pattern” well above average and foreign companies
stopped investments, while banks started to withdraw their deposits (and
profits) from the new members.
As the mother banks with their headquarters in various EU member
countries, mainly in Germany, Austria, Italy, Belgium and the Netherlands
felt the harsh wind of the financial crisis and faced liquidity crunch, they
started to bring back their assets in the new member countries in order to
alleviate the liquidity constraint in their direct (local) environment. Since
about 80 to 90 per cent of the banking operations in the new members
were dominated by foreign (largely EU-country) banks, and most of them
started to withdraw liquidity, the financial market of the new members
threatened to be completely dried out. Despite the fact that, in the last decade, foreign banks had been earning the lion’s share of their profit just in
Central, Eastern and Southeastern European markets. For a more balanced
view, it has to be mentioned that not all banks followed a short-sighted
approach. Some of them, mainly the Austrian banks that have had a huge
exposure in the new member countries (about 80 to 100 per cent of the
Austrian GDP), remained committed (in other words, „imprisoned”), while
some others, following a short panic attitude, (re)discovered the profitmaking capacity of their investments in the new members and returned to
next-to-normal business operations.
Transnational companies in the field of manufacturing (and services)
were facing the dilemma of making use of direct national (not EU-level!)
subsidies in order to respond to the crisis or of giving priority to global
competitiveness. In general, affiliates located in the new member countries used to be among the most profitable ventures of transnational firms.
Therefore, if capacity had to be cut (mainly in the car manufacturing), it
should have happened in those locations that belonged to the highestcost and relatively less-productive sites, in several cases just in the mother
country of the given company (if this „origin” can still be proved).
Bailing-out packages, however, wanted to influence the decisions of these
companies both by financial instruments, for participation in these packages
was conditioned by keeping production and jobs in the domestic economy,
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irrespective of considerations of global competitiveness. In addition, companies had to experience the political and social pressure exerted by the government and the social partners, not least the trade unions, of their mother
country. A decision between immediate money and „economic patriotism”
on the one hand, and sustainable global competitiveness in the post-crisis
period, on the other hand, had to be made. As of present, most companies
did not take a clear position, because they tried to balance between the
above alternatives by cutting some production and jobs both in most of their
locations. Some politicians were much more unambiguous. French President,
Sárközy demanded that the French car industry had to focus on saving jobs
in France and not in its foreign affiliates (namely the Czech Republic), even if
the latter proved more competitive. In addition, French citizens were asked
to buy cars of the same French company produced at home instead of in any
foreign location. Although this form of open „production protectionism” has
been moderated in the last months, the new kind of protectionism did not
fully disappear within the EU-27 (let alone on the global scale).
Another field of intra-EU protectionism can be identified in the labour
market. Citizens of new member countries working in different other EU
members (mainly Great Britain, Ireland, Italy and Spain) were among the
first exposed to the labour market-related consequences of the crisis. As
employment had been cut in all member countries, both due to the direct impact of reducing production (mainly car and car-related industries
and construction) and to the indirect impact of overall decline of demand,
foreign labour force became the main victim. For several reasons, such
as legal or illegal employment, the type of contract, the support of trade
unions focusing on domestic (native) labour and the general social and
political environment (growing „hostility” against foreign labour „stealing
the job from native labour”) migrant workers were much more vulnerable.
It has to be added, that migrants from another EU member country were
still less vulnerable than those originating in non-EU countries. The impact
of the crisis on intra-EU migration cannot yet be fully evaluated. Also the
behaviour of migrants fluctuates within a wide margin. Some hundred
thousands returned to their native country (mainly to Poland, but also the
Baltics, Romania and Bulgaria), while others remained in their (provisional)
host country waiting for improvement on the labour market in the post-crisis period and/or being able to finance their stay abroad for a longer period
(partly from unemployment benefits that are still considerably higher than
the expected salary in case of returning to their native country).
In sum, the perception (and experience) of „second-class-membership”
of the new members has been enhanced by the crisis and the type of
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ma-naging the crisis in selected (powerful) EU member countries. A new
pattern of „second-class membership” started to emerge. The traditional
one includes transitory regulations and represents a phasing-in approach,
such as free circulation of labour within a period of maximum 7 years,
gradual increase of the direct payment to farmers, clear conditions to be
fulfilled in order to become member of Schengen or the Eurozone. All
transitional agreements have a clear final date or formulate obvious conditions of full-fledged membership. In turn, the „new protectionism” has a
different nature, because it would like to maintain differentiation among
member countries also in areas in which the new members became fullfledged members from the very beginning of accession (partly even before
accession). Any spreading of such policy measures would not only lead to
further fragmentation of key areas of the European integration (mainly the
smooth functioning of the internal market) but could serve as a hotbed for
populism, demagogy and anti-EU sentiments in selected new members.

The future of widening the EU
Although the basic conditions of further enlargement, as stipulated in
different Commission documents did not change, both the global crisis and
the lasting inflexibility of European economic and particularly social structures, at present, do not favour the widening of the European integration.
Most probably, negotiations with Croatia will be finished in late 2010 or
early 2011 (during the Hungarian Presidency the latest). However, the technical preparation of the accession documents and the following ratification
process of Croatian membership by the European Parliament and by the
Parliaments of each of the 27 member countries plus the Croatian referendum seem to be rather time consuming. As a result, membership cannot be
envisaged earlier than 2013 (or, starting with the new financial framework
in 2014). Negotiations with Turkey already experience several difficulties
and are headed for a long trajectory. Official negotiations with Macedonia
are expected to start soon, but not with other ex-Yugoslav countries, let
alone the two protectorates, Bosnia-Herzegovina and Kosovo. (In addition,
the EU can sign accession treaties with fully-fledged states only and not
with protectorates.)
The principal arguments in favour of enlargement are still valid. It is not
only the clear promise of the EU that all Western Balkan countries are entitled to become full members of the EU once they fulfill the necessary criteria. Regional security and stability, a highly dynamic (if not explosive) factor
definitely plays a major role in the EU’s willingness and readiness to accept
269

new members. In turn, European business interests are less articulated
than in the case of the Central European countries, both due to the less attractive business environment in the candidate countries and the fact that
most European companies have already established their regional production, service and distribution networks in the last years in selected Central
European countries and partly also in Bulgaria and Romania.
At the same time, in the last years barriers to further enlargement have
been increasing both in numbers and in quality. Some of them are directly
linked to the current crisis, some others, however, can look back to a longer
history. Below, the most important factors will be mentioned.
First: following the big bang enlargement, several EU countries started
to complain about „enlargement fatigue”. Evidently, it was not the new
member countries that can be made responsable for the emergence of
this attitude and perception, because they could get adjusted to the new
institutional structures without any major problem. If the engine of EU integration temporarily broke down, it was the result of the negative attitude
of selected old member countries (see the referendum in France and the
Netherlands). It would be much more honest to talk about the „adjustment
fatigue” and reform unwillingness of part of the old EU.
Second: in an increasingly fragmented Union, national special ways
(Alleingaenge) have been strengthened. The issue of widening does not
make any exception. Member countries are divided concerning further
enlargement. Although minds split mostly over Turkish accession, but the
way of other candidates cannot be characterized as a smooth (although
time-consuming) process.
Third: the 2011 timetable for free circulation of labour, as a major component of the four freedoms on the internal market, cannot be taken for
granted. The current economic crisis is supposed to have its most negative impacts on the labour market just at the moment when, according to
the accession treaty, all transitional barriers should be abolished. It is not
difficult to forecast a situation in which domestic social (and economic)
problems may force some country member governments to postpone labour market liberalization for some more time. This issue deserves special
attention concerning the Western Balkans candidates, because all of them
consider this issue by far the highest priority of negotiations and the biggest benefit to be enjoyed after (or even before) accession.
Fourth: the consequences of crisis management, above all the reduction of budget deficits and public debt may become a priority task in order to consolidate the economic situation in the EU-27 before any serious
attempt can be made for future widening. Moreover, constraints within
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the Eurozone may need some longer-term measures in order to keep the
Euro stable and foster the EU’s position on highly uncertain and volatile
international financial markets (particularly if the US dollar will be further
depreciated against the Euro, with serious consequences on the EU’s global
– exchange-rate-related – competitiveness).
Fifth: none of the two (extreme) outcomes of the crisis are likely to strengthen
the EU’s commitment to rapid enlargement. An increasingly fragmented EU
will hardly be able to find a common ground for widening. In turn, an EU
finally concentrating on the urgent issues of deepening and a qualitatively
new level of policy coordination would have other priorities than widening. Even more, higherly coordinated policies are expected to lead to stricter
conditions and new acquis in several areas to be fulfilled by the candidate
countries. Thus, an essentially enriched acquis communautaire could produce new and new chapters with more and more demanding contents to be
negotiated on. Most probably, this development would not affect Croatia, as
far as the current chapter-by-chapter negotiations are concerned. However,
it can easily create new adjustment efforts even after finalizing official negotiations, since the new member has to prove its full maturity for membership
not at the end of accession negotiations but at the very moment of entering
the EU (therefore, the adjustment process has to be continued in the period
between concluding negotiations and becoming a member).
Sixth: Barriers can rise in the candidate/acceding countries as well. Moreover, in the near future we could be confronted with a situation characterized by „accession fatigue”, a much more substantive situation than the
alleged „enlargement fatigue” so often referred to. If the way to EU membership proves to be too long and linked to too high economic, institutional, social and not least emotional costs, the decade-long endeavour of
the respective governments may be easily undermined by growing public
disillusion, hidden or open opposition to membership up to manifest antiEU attitudes. Such a development would hardly enhance regional stability
(probably the main – and perhaps the only argument of the EU for widening). In turn, it could offer new „hunting fields” for other global or regional
powers (mainly Russia, Turkey, Islamic movements) in the Western Balkans.
It is evident that such an outcome would fundamentally influence not only
the EU’s global position but its regional environment as well.
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Introduction
I am delighted to have the opportunity to participate in the current publication as a follow-up of the important seminar on preparations for EU accession and membership. I thank the Economic Policy Institute and the U.S.
Embassy in Sofia for supporting my participation in it.
I work in the Economic Section of the U.S. Mission to the European Union
in Brussels, where my colleagues and I seek to advance transatlantic discussion and cooperation on the full range of economic issues that concern us.
We talk to the EU on trade policy, energy security, climate change, regulatory cooperation, financial services, intellectual property rights protection, consumer protection, innovation, information technology, terrorism
finance – the list goes on and on.
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We seek areas of common interest on these issues, to further align our
policies and build our cooperation, and to avoid trade disputes or regulatory divergences that hamper the growth and integration of our economies.
While this dialogue has faced challenges in recent years, we are confident that we are continuously strengthening our new Administration’s
engagement with Europe in order to produce better transatlantic policy
outcomes.
Since I am an economist, today I will focus on the Obama Administration’s approach to U.S. - European economic relations and offer ideas on
how we hope to use the relatively new Transatlantic Economic Council as a
key venue for cooperating with Europe on a range of economic concerns.

The Global Economic Crisis and U.S. - European Economic Relations
The Obama Administration entered office in the midst of the worst global economic crisis in seven decades. The President understood from the
beginning that improving transatlantic relations and economic cooperation is a vital need in the face of this crisis: together the U.S. and EU economies produce USD 31 trillion in output annually, still near half of global
economic output, and represent a market of 800 million consumers. These
numbers are even larger when you include EU accession countries. Ours
is the largest economic relationship in the world. Our economies are too
interconnected and interdependent to rely on purely national solutions.
As we are all well aware, impacts of the crisis have been grave: our economies are contracting, unemployment rates are up, and financial institutions and major industries are in crisis. Many of the European countries
have been hit particularly hard.
The U.S. and European countries have taken aggressive actions to turn
the situation around: steps to support our financial sectors, unlock frozen
credit markets and ease monetary conditions; economic stimulus packages;
and new social support programs. We worked together through the G-20
process and bilaterally to compare and coordinate our actions as called for
in the G-20 action plan last November.
We also reaffirmed our assistance commitments, to help developing
and emerging countries manage the crisis. Rapid support from multilateral institutions and the EU has been critical to helping Hungary, Romania, Ukraine, Latvia and others during the crisis.
These unprecedented and bold actions appear to have helped turn our
economies around, but at the price of major increases in fiscal deficits and
the assumption of new debt burdens.
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We have thus seen encouraging signs in the first half of 2009: the pace
of contraction is easing, financial markets have begun to recover, consumer and business confidence is rising. The IMF now predicts that Europe’s
economy will contract 4-5 % this year, followed by a gradual recovery beginning in early 2010.
Though recovery may be on the horizon, preventing future such crises will require new rules for global markets, rules that strengthen financial supervision and regulation and better safeguard the interests
of consumers and investors. The U.S. and EU are continuing to discuss
our respective reform efforts, to make sure that we do not produce new
regulatory divergences that will hamper recovery.
We have closely followed EU proposals for new financial sector supervision and regulation, as outlined in the De larosiere report and the May
27 Commission proposals. Our Treasury Department has put forth similar
plans that are now under discussion in the U.S.
As our economies move closer to recovery, political pressure to implement reforms will drop. We must take advantage of the current window of
opportunity we have to make needed long-term reforms.
At the same time, other economic and transnational challenges we face – on
climate, resource constraints, energy security, potential pandemic diseases,
demography, poverty and rising competitiveness of other regions of the
world – need urgent, continued attention.
It is more important than ever that the U.S. and Europe work closely together to meet these challenges. It is vital, for example, that we coordinate
our efforts to develop new clean energy technologies that can help reduce
CO2 emissions, and to plan for responses to global health emergencies.
Also, Europe’s recent experiences with interruptions in its supply of natural gas underline the need for Europe to diversify its energy sources and
supply. The U.S. supports has worked closely with EU and accession states
on a “Southern Corridor Strategy,” of developing new gas pipeline routes
to bring gas from Central Asia into Europe. We are supportive of efforts
to develop Nabucco, the Turkey-Greece-Italy gas interconnector, and other
European efforts to develop alternative gas supplies.
The Obama Administration early on recognized the importance of helping Southeastern European economies to grow and integrate with the rest
of Europe. We strongly support EU expansion, since history has shown that
in the accession process the adoption of the EU acquis has brought economic development and new investment to EU aspirants. A bigger, stronger,
more economically stable European Union benefits the entire world. We
also support the new Eastern Partnership to promote security, stability and
prosperity in Eastern Europe and the South Caucasus.
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More broadly, we need to cooperate on a major reordering of public
priorities, as President Obama has said. We need to invest in education, in
new clean industries, in our health care systems, in our Internet and physical infrastructure and elsewhere to put our economies back on a more
competitive, sounder, more sustainable path that keeps the interests of
our citizens first.
And we have to make these investments while withdrawing stimulus
spending as we recover and moving back to medium-term fiscal sustainability – an extraordinary challenge. President Obama is determined to
return the U.S. fiscal deficit to the range of 3 % within a few years, and EU
and accession countries face the same 3 % limit under the Stability and
Growth Pact. This deficit level is considered generally sustainable.
Achieving these goals will only be possible if the U.S. and Europe collaborate closely as partners, to help integrate our economies, raise our joint
competitiveness and boost our long-term potential growth.

The TEC
Some of you may know that the key mechanism for deepening transatlantic economic linkages and growth is the Framework for Advancing
Transatlantic Economic Integration, which was approved at the 2007 U.S.EU Summit.
The Framework established the Transatlantic Economic Council, or
“TEC”, led by co-chairs: Enterprise Commissioner Verheugen for the EU,
and the Deputy National Security Advisor for the U.S. It also designated
advisory groups: the Transatlantic Legislators’, Consumers’ and Business
Dialogues, which all have provided valuable input into TEC meetings.
The TEC has met three times, most recently in December 2008.
In each case the TEC brought together cabinet officials to discuss key
issues and concerns, emphasizing the need to avoid regulatory divergences
that could harm our consumers and producers. The day-to-day work of agencies on a range of Framework issues has continued between TEC meetings.
The TEC agenda currently covers six areas: regulatory cooperation,
capital markets integration, investment, IPR, innovation, and secure trade.
The TEC and Framework have already produced significant achievements
in many of these areas, including on toy and product safety, accounting
standards and IPR enforcement cooperation.

278

Improving TEC functioning

President Obama has huge issues on his plate, and is still building his team
to address major U.S. priorities, including the transatlantic relationship.
The Administration strongly supports the TEC, but we are considering
how to improve this mechanism. The Administration realizes that that the
TEC is still new, and has had problems in how it works, what it addresses
and how it manages stakeholder input.
We have heard the stakeholder message that the TEC needs more transparency, needs to broaden its range of stakeholders, and needs to consider
new issue areas.
We are assessing progress on the more than 30 existing projects
under the framework. These reviews will turn into public work plans for the
TEC. We also are working to establish central TEC websites, which would
be repositories for original documents, records of meetings and progress
reports.
We are building closer collaboration with civil society groups to increase
their input into the TEC process. Without the involvement of consumer
organizations as full and committed stakeholders, we cannot develop ba
lanced approaches to reforming global finance, shifting to a low carbon
economy or improving our social policies.
Nanotechnology, IPR, efficient energy, and climate change—are particular areas where civil society groups can help us deepen and extend our
transatlantic cooperation.
We want to strengthen the role of other stakeholders as well; the Transatlantic Labor Dialogue has requested inclusion as a formal TEC stakeholder,
and we want to increase participation by legislators in the process.

Expanding the TEC agenda
We have recommended that TEC meetings themselves focus more on
broad, strategic economic issues of major importance, such as financial crisis responses and regulation, or climate change.
We have proposed to the EU highlighting our cooperation on energy technology under the Framework, and hope this can be agreed at the next TEC
meeting this Fall. Clean technology development is essential to addressing
climate change, and this project will review our work with European partners on solar and wind technologies, bio fuels, auto emissions standards and
energy efficiency. This will complement our commitment to negotiate an international climate change agreement in Copenhagen at the end of 2009.
We also seek to deepen collaboration on innovation through the TEC,
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which is a critical factor to improving economic productivity and competitiveness. We need to share best practices on the full range of factors that
make up a successful “innovation ecosystem,” including boosting R&D funding, improving education in the sciences and technology, and examining
the regulatory and tax climate for innovation. We hope to agree at the next
TEC to establish an innovation policy dialogue that will discuss such issues.

Conclusions
The United States is a committed partner for Europe as we seek to recover
from the deep recession we now face, and as we work in the future to address climate change and other transnational challenges, reorder our economic priorities and boost our long-term competitiveness and growth. The
U.S. and Europe have much to learn from each other, and we look forward to
strengthening our cooperation and friendship in the years to come.
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EU-Russia relations: prerequisites and legal basis
From historical point of view, Russia has always been a part of the socalled European concert of powers. Until 1917 it was impossible to imagine
European balance of powers without Russia. In the period of the Cold War
Russia was the center of the Soviet military and political camp while the EU
was part of the Western Bloc headed by the USA. In the first decade of the
21st century the longest external border of the EU is its border with Russia.
The legal basis for the EU relations with Russia is the Partnership and
Co-operation 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 co-oper281

ation; science and technology; education and training; energy, co-operation 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 Federation1.
At the St. Petersburg Summit in May 2003, the EU and Russia agreed to
reinforce their co-operation by creating in the long term four ‘common
spaces’ in the framework of the Partnership and Co-operation Agreement
and on the basis of common values and shared interests. These cover the
following issues:
The Common Economic Space, covering economic issues and the environment
The Common Space of Freedom, Security and Justice;
The Common Space of External Security, including crisis management
and non-proliferation;
The Common Space of Research and Education, Including cultural aspects.
The Moscow Summit in May 2005 developed the instruments to put
these common spaces into effect. These “road maps” set out specific objectives, and specify the actions required2.
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. The consensus for opening
talks on a new agreement with Russia was achieved with a lot of difficulties,
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 4 July 2008 in Brussels. In the meanwhile, in August 2008
the disagreement with regards to the control over the separatist republic
of South Ossetia expanded into a war between Russia and Georgia. Consequently, 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.
The resumption of talks was agreed on 14 November 2008, during the
See the full text of the PCA at: http://www.delrus.ec.europa.eu/en/p_243.htm
Extensive research of the common spaces see at: Nikolov, Krassimir Y. Editor. Assessing the Common Spaces Between
the European Union and Russia. BECSA, Sofia, 2009
1
2
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Russia-EU summit in Nice. All but one of the EU’s 27 members supported
the decision. Lithuania made it clear that it would continue to oppose a
resumption of negotiations with Russia. However, the negotiations do not
require the support of all 27 member states. Poland had also opposed to
negotiations on the new Russia-EU agreement, set to cover political, economic and trade relations, but lifted its objections before the Nice talks3.
On 2 December 2008 EU-Russia talks were resumed.
But the final agreement is still far because of several basic disagreements:
- Scope of the agreement: “wide and comprehensive agreement vs.
a framework agreement with the possibility of supplementing with
“sectoral agreements”. The EU wants a legally binding agreement in
all spheres to ensure predictability and, where relevant, linkage to
international binding instruments like the UN, Council of Europe,
OSCE, WTO and Energy Charter and its Transit Protocol. The Russian
side proposes that a short political agreement would be the best, arguing that the agreement cannot regulate relations for decades ahead,
because both sides are in a state of transition, just as the international
environment is changing fast.
- Nature and title for the future agreement: “partnership and co-operation
vs. strategic partnership”. Russia is wedded to the formula of a “strategic
partnership” as the basis for the new agreement with the EU. The agreement should establish the relationship between two equal sides similar
to that of the EU with the US. The EU has questioned whether Russia
deserves such a relationship with the EU: Russia is important for the EU
due to the size of its territory and in military terms, but this is not the
case with regard to the economy. Nor do the two sides share common
values.
- Different views regarding individual components of the agreement:
Protection of human rights: “strong human rights component and
linkage to the international binding instruments vs. taking this issue
out of the agreement and leaving it with the Council of Europe”.
- Economic co-operation: “access to internal markets vs. protectionism”.
- Energy: “strong energy component and a linkage to the binding
Energy-Charter Treaty and its Transit Protocol vs. taking this issue out
of the agreement and leaving it for the future sectoral agreement”.
- Policies on a common neighbourhood: “transformation encouragement in the neighbourhood vs. claims for “a sphere of interests”.
3
EU overrules Lithuania over Russia talks. http://www.euractiv.com/en/enlargement/eu-overrules-lithuania-russiatalks/article-177071
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- Visa regime: “gradual facilitation vs. a claim for a visa free regime for
Russian citizens”4.
On 2 April 2009 the European Parliament adopted recommendations
for the negotiations on the agreement with Russia. The document is full
of critiques towards Russia. MEPs called on Moscow to respect freedom of
expression and association by introducing legislation that complies with
its European and international commitments as a member of the Council
of Europe and the OSCE. But the Socialist Group abstained in the final vote.
The Group Vice-President Jan Marinus Wiersma motivated that position:
“Russia must, of course, be strongly criticised for violating human

rights as well as on energy policy and its attitude to its neighbours.
But the European Union must not forget that the Russian Federation plays a crucial role in the world. We need a positive dialogue
on the most sensitive dossiers.”
Asymmetrical Economic Partnership
Area
Population
Population density
GDP in Euro
GDP per capita (PPP)

Russian Federation
17,075,000 sqkm
143 million (2007)
8,3 inh. per sqkm
851 billion (2007)
5990

European Union
4,423,000 sqkm
500 million (1 Jan. 2009)
113 inh. Per sqkm
10 750 billion
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, Russian
economy is small-sized. Russian gross domestic product (without taking
into account the purchasing power parity factor) is almost 13 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. Between 2000 and 2008, EU27 trade of goods with Russia more
than tripled in value, with EU27 exports to Russia rising to 105 bn euro in
2008 from 23 bn in 2000, and imports rising to 173 bn from 64 bn. As a
result, the EU27 trade deficit with Russia increased significantly, reaching
68 bn in 2008, compared with 41 bn in 20005.
Prystayko, Olena. Tough Negotiations Ahead. http://www.eu-russiacentre.org/our-publications/tough-negotiations.html
Eurostat Newsrelease. 74/2009, 19.05.2009; http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/6-19052009-BP/
EN/6-19052009-BP-EN.PDF
4
5
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EU27 Foreign Direct Investment (FDI) in Russia has grown in recent years,
rising from 10.8 bn euro in 2006 to 16.7 bn in 2007 and 21.6 bn in 2008,
while Russian direct investment into the EU27 increased from 1.4 bn in
2006 to 9.2 bn in 2007, then turned to disinvestment of 0.4 bn in 2008.
Imports from Russia are mainly energy and mineral fuels products (66 %),
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. Until 2008 the Russian share in the EU’s natural
gas import was 44 %(141 bcm in 2007), and as a whole one fourth of the
demand for this product within the European Union was 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 this percentage
is going to increase in the next few years. By 2030, over 60 % of EU gas imports are expected to come from Russia6
But Gazprom’s resources for an export increase are limited by two main
factors. First, the gigantic investments required for the development of the
Russian gas fields, bigger part of which are situated either in the North Pole
zones or at the bottom of the sea. Second, Russia’s own inside consumption
of gas is enormous; it is bigger than the total export volume. Therefore, the
forecasts for a big increase in the Russian gas export to the EU in the next 1015 years should be treated very cautiously. The purpose of the two big undersea pipelines planned by Russia (North Stream and South Stream) first of all is
to reduce the geopolitical risk of the gas transit through Ukraine and to take
new quantities of gas which Gazprom is going to buy from Central Asia.
In the beginning of 2009, the word gas dominated the European news
releases. That was caused by the Russia-Ukraine conflict, which caused a
drastic decrease in the deliveries of Russian natural gas to the EU and Western Balkan countries. For more than 10 days all deliveries through Ukraine
were cut, and that once again underlined the importance of the energy
component in the European security. Threat for the safety of the energy
deliveries is not limited only to strict technical problems (failures in the
transfer system, for instance) but it also included geopolitical risks. As far
6
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
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as the natural gas is concerned, the delivery safety has two main aspects.
First, the sufficient quantity of supplies to be bought should be secured.
Second, it is desirable that the EU should not be over dependent on a sole
supplier because in such case as a buyer it would be in a weaker position
and would not be able to negotiate a good price. The Russia-Ukraine 2009
conflict was another lesson regarding the gas deliveries safety – the strong
dependence on a sole supplier turns even more dangerous if there is no
diversification in the delivery routes of that supplier.
As a result of the so-called “gas war” with Ukraine and the World economic
depression, the export of Russian natural gas to Europe marked a sharp decrease in the first half of 2009. During the first quarter of 2009 Gasprom sold
Europe 35.3 % less gas compared to the same period of 2008. That brought
to a drastic fall of Gasprom’s market share since in the first three months
of 2009 the overall gas consumption in the EU decreased with 5,1 % only7.
Norway was the country, which mostly benefited from the decrease of the
Russian share of the natural gas market as subsequently its sales of natural
gas in EU were increased. Gasprom’s export failure was to a certain degree
caused by lack of flexibility in its price policy. According to Pierre Noel from
the European Council on Foreign Relations, the best medicine against the
heavy gas dependence on Russia is the construction of a single, competitive
European gas market8. However, such single united market does not exist
now and its construction is not actual in the next few years because an undertaking of this kind requires enormous investments in infrastructure and
joint high level of political will in all 27 countries, the EU members.
It is 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 8,0 % of the European export and 11,2 % of the
EU import, 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 9.
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
Европа отвернулась от “Газпрома”. Комерсант; 15.06.2009; http://www.kommersant.ru/doc.aspx?DocsID=1187320
Pierre Noel, “ECFR Policy Brief: Beyond dependence: How to deal with Russian gas”, p.3. See at < http://ecfr.3cdn.
net/c2ab0bed62962b5479_ggm6banc4.pdf >(accessed 25 February 2009
9
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.
7
8
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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 pro
bable, 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 by 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 Japan10. Therefore, it means that for the time being Russia cannot count on a market better than the European one.
On the other hand, the oil and the liquefied natural gas are globally demanded 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 longterm contracts.
There are two main problems in the field of EU-Russia energy co-operation. 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 simultaneously
own 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. Finally, in April 2009 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 access11. A
similar scenario won support among EU economy ministers.
In the same time the access of the EU companies to exploitation of
10
11

Разворота трубы не будет. РБК Daily, 12.09.2008; http://www.rbcdaily.ru/2008/09/12/tek/378665
Pop, Valentina. MEPs approve softer version of energy law. EUobserver; 22.04.2009; http://euobserver.com/9/27981
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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.

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)which 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 becomes weaker.
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. In 2009 Gasprom announced
that the company was going to increase the planned capacity of the South
Stream from 31 to 63 bcm and some time afterwards Turkey accepted to
have the pipeline passing through its territorial waters.
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 on 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
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supply field. But the realization of this project is almost impossible without
the participation of Iran. This means that there is not much chance that the
EU would reduce its gas dependency from Russia.

Russian investments in the EU – resources of opportunity or
threat. The “MOL” case.
At the end of March 2009 Russian Kremlin-connected company Surgutneftegaz acquired 21,2 % stake in MOL – a big Hungarian oil and gas company. So Surgutneftegaz became the single largest shareholder in MOL.
The price of the stake is 1,4 bn Euro – twice expensive than a current price
at the stock exchange. The Russian Ministry of Foreign Affairs Sergei Lavrov
portray this action as an “ordinary market transaction”. But the strategic importance of MOL provokes some questions.
In the oil business, MOL owns oil refineries in Hungary, Slovakia and
Northern Italy, with a combined capacity of more than 15 million tons
annually. Surgutneftegaz is a big crude oil producer and can supply crude
oil for the MOL refineries achieving vertical integration. MOL is also the
owner and operator of the Hungarian gas transmission system and a partner in Nabucco pipline project (16,67 % stake). MOL has recently entered
the natural gas extraction project in Kurdish part of Iraq – the same gas
is expected to enter Nabucco pipeline. The Croatian company INA MOL,
which is ivolved in a project for LNG terminal in Croatia (Crk island) could
shake the positions of the Gazprom in Central Europe through this facility.
There are fears that the acquisition of stake in MOL is only the first step
toward a takeover attempt of Russians in the Hungarian company. That’s
why the management of MOL refused to register Surgutneftegaz in the
shareholder’s book. Hungary’s Energy Office (national regulatory agency) also declined to register Surgut’s acquisition of the stake in MOL. The
Russian company has been asked to answer some questions about its
ownership structure. There are some suppositions in Budapest that Russian government figures control Surgutneftegaz directly or indirectly
through offshore middlemen. Surgutneftegaz has sued MOL in the Budapest Metropolitan Court of Registration, asking the court to rule that
MOL must register Surgutneftegaz as a shareholder. Moreover, Surgut
has asked the court to invalidate MOL’s annual general meeting’s resolutions from April 23.
The outcome of the conflict between Surgutneftegaz and the managers
of MOL will be indicative in regard of the future economic relations between Russia and the EU. If the Russians are driven out of the Hungarian
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company, this will mean that the geopolitical fears of the Europeans will
prevail over the free market principles.
The EC as a whole has no unified policy concerning the expansion of
Russian investments in Europe. Germany as the main economic partner of
Russia has rather positive attitude in regard to the Russian capitals penetration. In 2009 Russian government-connected groups entered Germany
for the first time beyond the energy sector, in manufacturing sectors: Sberbank and GAZ in the automobile industry (Opel plants), a Gazprom-affiliated group in shipbuilding, and Sistema’s oligarchic owners in the German
semiconductors industry. The Russian investments were being presented
in Germany as part of the government’s anti-crisis measures.

EU and Russia as a geopolitical poles
The European Union and Russia are the two main geopolitical poles on
the old Continent today. The relations of attraction and repulsion between
these two centres of gravity are the main factors 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 political science specialist, offers an observation on the coexistence between the European post-modernity and Russia’s sovereign democracy. He believes that the confrontation between
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the West and Kremlin comes as a result of the difference in the logics of
the modern and post-modern state12. 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 way13. Never the
less 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 member countries 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,
i.e. – with the individual national states. Because of all that, the bilateral
relations with the member countries 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.
In the course of the August 2008 war with Georgia, Russian troops had
occupied some strategic points out of the territory of South Ossetia in mainland Georgia and 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 Neighbourhood Policy. So, the
French Presidency 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 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 mutually bound economically that any sharp step on the part of either of the partners is impossible.
In the spring of 2009, the EU launched a new political initiative - Eastern
Partnership. Russia is suspicious toward Eastern Partnership because the 6
countries included in the framework of the initiative are in the same time
Russian neighbours. On Kremlin’s point of view Eastern Partnership is an instrument for further redistribution of geopolitical influence in EU’s favour.
12
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
13
This ingenious description of the Russian political system comes from Lilia Shevtsova form Carnegie Endowment
for International Peace
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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 Transnistrea, the European Union Rule of
Law Mission in Kosovo was added because Russia considers it unlawful.

Conclusions
EU will remain the biggest and the 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, 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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Black Sea Area – State of Democracy
Armando García Schmidt
Armando García Schmidt joined the Bertelsmann Stiftung in 2001. The Bertelsmann
Stiftung is a German-based think tank.
Initially, Armando was assistant to the head
of the International Relations Program of the
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Forum or the Strategy Group on Europe. Since
2005 he is in charge of the foundation’s Summer
Academy on Europe and works on the problems,
potentials and policy options regarding the relationship between the Western Balkans and the
European Union. Another field of interest is the Black Sea region and its future. He continuously observes the developments in Spain and Portugal, too.
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the Université Pierre-Mendès-France in Grenoble (France). Before joining the
Bertelsmann Stiftung, Armando worked as historian at Bielefeld University
and the German Distance Teaching University.

Introduction
Bertelsmann foundation was a co-founder of the Summer Seminars, organized by the Economic Policy Institute (EPI). The Summer Seminars are
a wonderful success and an example of how the Bertelsmann foundation
works. We want to create models, initiatives, examples of best practices and
we create them together with partners. We also go out of the project when
we see that the project stands alone. So it is a good sign that the Bertelsmann foundation is no longer among the co-organizers and co-founders
of the seminar. It is a sign of high quality that we’re no longer here. These
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seminars can live without us and the proof is that we celebrate its tenth anniversary! Congratulations to the Economic Policy Institute and everybody
who had the chance to work on this project.
But the Bertelsmann foundation does not only found projects like this
seminar. The main focus of the work within the Bertelsmann foundation lies
on its work as a think tank. Another similarity to EPI - we are in a constant
search for relevant issues concerning the future of the European Integration process. So before 2004 and 2007 we have been heavily engaged in
policy analysis and the production of policy recommendations with regard
to the accession process of the countries in CEE as well as Romania and
Bulgaria.
Today, we deal also with a wider range of issues: institutional framework
of the EU (such as the debate on Lisbon Treaty), EU-Russia relations, transatlantic relations, but we deal also with the relationship between the EU
and its citizens, e.g. we organized this year so called citizens’ forum with
360 citizens.
And we’re still engaged here in the region as well. We organized for
example at the end of last year a series of conferences throughout the
Western Balkans trying to evaluate together with experts from the countries the status of transformation.

History
For decades the east-west conflict turned the Black Sea into a systemic
watershed. It was clear which of the states took their bearings from which
political philosophy and thus from which economic and political model.
The result was to cut the region into two distinct sections.
This part of the past – we all know that – still influences all relevant features of the present life of the nations in the region.

First Democratic Elections
The fall of the Iron Curtain led to new opportunities and to the possibility of democracy in the region. Beginning in 1989, most of the countries in
CEE and in the Black Sea region began their formal transformation towards
democracy and free market economy.
According to official pronouncements all the states which can be deemed
to belong to the Black Sea region now take their bearings from democracy
and the rule of law.
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Status of Democracy
However, there are still huge differences. Looking at the Post-Communist Space and the Black Sea region, the spectrum ranges from developed
democracies and states which have almost completed the transformation
process to defective democracies and authoritarian regimes.
The status of Democracy following the Transformation Index of the Bertelsmann Foundation 2010 which is still underway and will be published at
the end of 2009.
There is a clear difference between CEE and CIS (Commonwealth of Independent States) as well as Western Balkans. CEE made its transformation in
a very short period. WB and CIS lag behind.
Former parts of the Soviet Union had to tackle not only the interlinked
transformations towards democracy and market economy but also a state
- and partly a nation-building process on the basis of scarce historic experiences and much less traditions than the CEE countries.
The unique transformation process in Turkey does not seem to have
come to an end (still classified as defective democracy).
Most striking thing in Black Sea region is its heterogeneity: we can find
every form of regime.
But this picture shows us only the bird’s eye perspective. We don’t see
really where the real problems are hiding. So let’s go into depth.
Various measurements of democracy exist and several international indexes define and highlight different dimensions of what factors contribute
to a successful democratic system: NIT, Polity, BTI.
Of these indexes, we have chosen to utilize for this first step of our research mainly results of the Transformation Index of the Bertelsmann foundation, the so called BTI. It is the most extensive of the tools and provides
not only quantitative indicators, but qualitative, extensive country reports.
Another advantage of the BTI is its topicality. For the purpose of this
study we use the country reports and figures provided by the BTI 2010
which will be officially launched not before the end of 2009. There are still
discussions made in the scientific board on the country reports and scores.
The reference period starts up with the end of 2007 and includes the first
months of 2009.

Embedded Democracy
But we set our hands to the structure of the BTI and adjusted its vast collection of 52 indicators to the need of our study.
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We used a model created at the Social Science Research Centre, Berlin in
order to better understand how the different dimensions of a democratic
regime mutually support one another. This is the model of embedded democracy.
With this model in mind, I will focus on five dimensions – or partial regimes – indispensable for the functioning of a real democratic system:
1. Electoral regime
2. Political rights of participation
3. Civil liberties
4. Horizontal accountability
5. National democratic governance
But these dimensions do not stand alone. The democratic system exists
within an environment of enabling conditions, which help to absorb both
internal and external shocks. Two of them have to be stressed: state system
and civil society.
The subdivision into partial regimes has two analytical advantages. Firstly, it enables a precise determination of the location of defects within a democracy. Secondly, aggregate defects can be recognized in a comparative
study of countries.
And that is what we wanted to do. Since nobody as we know, tried to
identify the main weaknesses of democracy for this very heterogeneous
region until now.

6 Electoral Regime and Political Rights
Score: 0 - 10
The dimensions of electoral regime and political rights include not only
free and fair elections, but also assembly rights, the freedom of expression
and the functioning of a party system which also constitutes a crucial part
of what we could call the vertical dimension of democracy.
Looking at the map, the message is clear: Romania and Bulgaria head the
ranking followed by Turkey and Ukraine (Turkey with a relatively low score
mainly due to its weak party system and the restrictions in terms of freedom of expression). Moldova and Georgia still gain relatively high rankings
mainly due to the free elections in principle and the free assembly rights
in both still reform-oriented countries. Armenia, Russia and Azerbaijan are
ranked low.
Here, there is at least one notable point: The electoral system itself
doesn’t seem to be the biggest problem. Even most of the lowest-scoring
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countries report free elections. However, in the time leading up to elections, opposition campaigns in the weakest countries are often all but fair,
with the ruling elite blocking opposition candidates from having an equal
chance through intimidation, questionable exclusion of candidates from
the ballot, media control or the use of state resources to the advantage of
the incumbent.
Many countries in the region show a trend of controlling or at least restricting the freedom of expression, which blocks potential alternative
messages from reaching wide-spread distribution and hampers the development of a public sphere which critically assesses politics. Azerbaijan,
Russia and Armenia serve as extreme examples of such limitations to political rights. But even Bulgaria and Romania rank relatively low. Economic and
political interests directly or indirectly influence the media in both countries.
Additionally, a systemic and serious problem persists throughout the
region with a lack of alternative and coherent party platforms, as many
parties simply serve one candidate’s or a specific group of persons’ vested
interests. But it remains true for the whole region that parties are not really
socially rooted and the party system is very volatile. This holds even true
for Bulgaria and Turkey (less for Romania). Even in these more consolidated
democracies, the party system appears to be rather unstable and volatility
is very high. The absence of socially rooted party systems in each and every
country of the region is undoubtedly one of the main weaknesses of democracy in the region.

Civil Liberties
Effective civil rights are central to the rule of law in a democracy. The civil
liberties in question refer to the protection of personal liberty against state
and non-state actors; equality before the law and due process under the
rule of law; freedom of movement; access to justice, bans on discrimination
and freedom of religion. The experts of the BTI are also asked to evaluate
discrimination against women, ethnic or religious groups explicitly.
The picture we get is rather clear but unsatisfactory. Twenty years after
the fall of the Iron Curtain, civil liberties have not at all reached the status of
becoming self-evident in the interrelation between the state and individuals. The region is cut into two parts.
Bulgaria and Romania guarantee civil liberties. Ukraine and Turkey rank
a bit lower since civil rights are violated partially or temporarily, or are not
implemented in some parts of the country. All the other countries have a
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score between 4 and 6 which in the assessment of the BTI corresponds to
anywhere from moderate to serious civil rights violations. Russia and Azerbaijan are qualified as states where civil rights are violated massively over
protracted periods of time, or are protected only within limited enclaves.
Considering the results and the particular country reports, the central
problem seems to be that although legislation granting civil rights is generally in place the implementation of guaranteeing these rights—in particular equal protection before the law—is lacking.

Horizontal Accountability
By horizontal accountability we understand that elected authorities are
surveyed by a network of autonomous institutions and may be pinned
down to lawful action. The indicators of the BTI used here, look at the basic
configuration and operation of the separation of powers and the independence of the judiciary. Experts also answered the question to what extent
legal or political penalties for officeholders who abuse their positions exist.
Here again, we have a clear distinction between (a) the front runners Bulgaria and Romania and Turkey with little distance, (b) the reforming states
Ukraine, Moldova and Georgia, and (c) an amazingly homogeneous group of
three: Armenia, Russia and Azerbaijan with a very low score in all categories.
Generally speaking, the horizontal accountability shows the lowest scores
in comparison to all other functional areas of the democratic regime.
The strong and partly even abusive strength of the executive combined
with weak parliaments in the major part of the region lowers the score for
horizontal accountability. But executive interference in and influence on
the judiciary present still an even more serious challenge to establishing
horizontal accountability.
The most systematic problem that the data highlight on regional level
is the low average score for prosecution of office abuse, which goes along
with the fight against corruption. Even the well placed democracies Bulgaria, Romania and Turkey achieve only a moderate score in this category.
As a rule, corrupt officeholders are prosecuted under established laws here,
but also slip through political, legal or procedural loopholes.

National Democratic Governance
By “national democratic governance” we understand (a) to what extent
do democratically elected rulers have the effective power to govern (to
what extent are there veto powers and political enclaves), (b) the capability
of democratic institutions, including the administrative system and the sys298

tem of justice to perform between elections, and (c) the already mentioned
support of democratic institutions by the relevant actors.
BTI-experts rank the power and the performance of democratic institutions in the Black Sea region relatively high with the clear exception of Armenia and Azerbaijan, and Russia. Russia’s problem is for sure a weak performance of institutions due to the inefficiency of the bureaucracy, but it is
first of all the obvious lack of commitment to the institutions by key players.
The Putin administration itself perceived in many occasions institutions as
obstructing the realization of concrete political goals and ignored them.
The acceptance of democratic institutions seams to be more a question of
pragmatic consideration than of principle.
Armenia and Azerbaijan perform very poorly in all three indicators. One
particular difficulty for both countries is the weakness of formal, institutionalized and oppositional players to offset the strength of the executive.
The lack of real opposition and the existence of informal veto players from
the old nomenclature and business elite characterize the political mechanics of both countries.
A bit more diversed is the picture with regards to the performance of
democratic institutions. While Romania, Bulgaria and Turkey rank high, the
experts are much more sceptical about the performance in Moldova, Georgia, Ukraine and Russia.
On a rather high level, the relevant political and social actors demonstrate their commitment to democratic institutions in almost all countries
of the region with the exception of Armenia, Azerbaijan and Russia.

Stateness
Every democracy as a whole is embedded in an environment that encompasses the democratic regime. This environment is not part of the
democratic regime itself but it sets the conditions of possibility and impossibility that raise or lower the quality of a democracy. The most important
of these external features are stateness, civil society and the socioeconomic
conditions.
Let’s have a look at the stateness. We find ourselves in the Black Sea region with a fairly high monopoly on the use of force. Only Moldova, Azerbaijan and Georgia rank low because of their inability to expand the state’s
power to the whole territory which is claimed to be part of the state. However, state identity and basic administration are undoubtedly the highest
ranking scores for the whole region. Stateness as a whole gets 7.9 points
which makes it the highest score in comparison to all other dimensions.
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I don’t want to go into the interpretation at this point. But of course, the
relationship between the ongoing internal and external conflicts up to the
questioning of sovereignty of some states in the region is clearly one of the
biggest obstacles for democracy in the region. But the fact that Moldova and
Georgia rank low in terms of stateness but still show development in the field
of democratic rule, may show that stateness and conflicts cannot be taken as
features which explain everything. They are important for sure but it is mainly
up to the key political and societal actors to functionalise these conflicts in
one or another way. But that should be a subject of a further discussion.

Civil Society and Socioeconomic Conditions
The conviction that a well-developed civil society strengthens democracy has a long tradition. Our measurements of civil society include the
strength or weakness of cooperative associations and interest groups and
the consent to democratic norms and processes.
This dimension also analyses the level of socioeconomic barriers in society. If unequal distribution of economic resources not only leads to a striking gap between the incomes and wealth of the citizens but also pushes a
consistent part of the population below the poverty line, it has a negative
impact on democracy.
Most countries of the Black Sea region have passed legislation that
allows citizen participation and outlines either basic or even sophisticated
citizen action. However, the legislation is either poorly implemented or ignored by government officials or insufficiently internalized by citizens and
civil society organizations.
Democratic activities of individuals and NGOs and even those of associations in the broader sense remain low in the whole region. Even interest
groups like trade unions are marginal in numbers and relevance. Consent
to democratic norms seems to exist within the population, but does not
really translate into action.
And that’s not all! The indicators also suggest that the socioeconomic
barriers are very high all over the region. The score 5.1 for the region indicates that poverty and social exclusion is quantitatively and qualitatively
pronounced and to some degree structurally ingrained in the majority of
the countries with Moldova on a very low level.

Management Performance, Political Will
Finally, with the topics concerning structural dimensions that affect the
quality of democracy already discussed, we should not lose sight of the
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instrumental role that political actors, especially the political elite, play in
shaping and steering the development of these dimensions. Their management capacity and political will to consolidate democracy in their respective
countries is at least as important as the system within which they function.
The BTI is the only tool that not only measures the status of democracy
around the world, but also management performance of elites in completing democratic transition. It looks at four indicators:
* Resource efficiency (efficient use of assets, policy coordination, Anticorruption policy),
* International cooperation (effective use of support, credibility, regional
cooperation),
* Steering capability (prioritization, implementation, policy learning) and
* Consensus-building (consensus on goals, anti-democratic actors, cleavage / conflict management, civil society participation, reconciliation).
When we look at the four categories, we somehow see a confusing picture.
The best performers, Bulgaria, Romania and Turkey, are no surprise, as
their democracy status is consistently quite high in all dimensions discussed. The ongoing process is driven forward on a high level – of course
with restraints on certain issues like the consensus building in Turkey – a
very obvious problem at the moment here.
Georgia ranks relatively high thanks to the governments’ strong commitment to international co-operation and the resource efficiency of the Saakashvili administration (meaning efficient use of assets, policy coordination
and anti-corruption policy).
Ukraine shows a wide gap between its good ability to cooperate internationally and the very low resource efficiency.
The most interesting for our work is the openness and the ability for international and regional co-operation that exists in quite every country of
the region. Except in Russia!
On the other side, the region as a whole shows quite a low score of 5.3
in the area of resource efficiency – category which again includes as indicator “anti-corruption policy”. Here, the score for the whole region goes
down to 4.6.
Armenia, Moldova, Azerbaijan and Russia have the lowest scores for
management performance. In these cases, the low scores are indicative not
only of a lack of capacity but probably also of the lack of political will for democracy, which is arguably a prerequisite for successful democracy promotion. But that should be discussed on an individual level for each country.
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Findings / Conclusion
What is the outcome of the current observation? Having in mind all the
heterogeneity of the region, I think that this comparable approach provides evidence for the following four main vulnerabilities of democracy in
the Black Sea Region:
1) Specific malfunctions of the democratic regime or weak state capacity
Horizontal accountability remains a central challenge in most countries
of the region. The executive has an ongoing and either informally or formally confirmed monopoly on power, which may include the colonization
of other powers even though they are institutionally differentiated. Many
actors in the states do not play by the rules but with the rules. In some of
the countries we can also find powerful veto players who challenge the
institutions of democracy.
Prosecution of power abuse and corruption is another challenge which
has not been tackled until now and which apparently corresponds with the
still low degree of commitment to democratic institutions of relevant actors in a large part of the countries of the region.
Furthermore, most states in the region are characterized by a weak and
volatile party system.
2) Weakness of civil society
There is still a lack of consciousness and democratic tradition in the civil
societies in the Black Sea. Participatory culture is underdeveloped in the
whole region. That is probably the most striking difference to the countries
in East-Central Europe.
3) Socioeconomic inequality
We saw as well that the scope and the consolidation of poverty and economic and social exclusion of considerable parts of the population place a
serious burden in the entire Black Sea region.
With the current financial and economic crisis this scenario worsens. The
danger of a total ‘democratic disillusionment’ could grow among the losers
and along with it effects of disappointment and alienation with regard to
democracy and its institutions and representatives. This applies to both the
younger and the consolidated democracies in the region.
4) Poor transformation management
Looking at the indicators provided by the management-related parts of
302

the Transformation Index, some common weaknesses are striking. A generally weak steering capacity goes hand in hand with low resource efficiency and
rather timid efforts to build societal consensus around common goals. These
weaknesses reflect partly structural problems of the democratic regimes in
the region, but they also reflect the unwillingness of parts of the elite to drive
the transformation process forward in a strategic and effective manner.
But it also needs to be admitted that we have a weak point when we look
at the functioning of the democratic regime with an instrument like the BTI.
We’re not able to fully reflect with this very systematic and basically national approach the full range of external features influencing the whole political system. So there are still three challenges for democracy in the region.
5) Conflicts
The development of democracy is being challenged by the well known
but still unresolved internal and external conflicts in the region. The impact
of conflicts on state-building is relevant. Ethno-political conflicts exist in
all four “small” countries of the region but also to some extent in Russia (in
the Northern Caucasus), in Ukraine and in Turkey as well. In some cases,
the conflicts are used as tools for consolidating non-democratic structures.
Another question we didn’t touch until now: How could democracy, rule
of law and full civil rights develop in the contested parts of the region?
6) Russia’s sphere of influence and steered democracy
Most of the conflicts are related in one or another way with the “neighbourhood policy” of a resurgent Russia. This policy brings the danger of
lasting instability at least for the still reform-oriented countries Georgia,
Ukraine and Moldova – a situation which hampers severely their prospect
for a peaceful development.
And there is still another challenge emanating from Russia for the democratic movements in the region: The temptation of authoritarian or semiauthoritarian rule. Ever since a resurgent Russia has begun self-confidently
to show how “steered democracy” works, the Western brand of liberal democracy is no longer unchallenged.
7) Diverging interests of external actors
In the meantime external actors–above all the EU–have made bilateral
offers and offers to the region as a whole, which among other things is designed to promote democracy. However, the question of promoting democracy is currently being perceived by Russia as something which impinges
on its power. Moscow considers advances made by certain countries in the
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region as a challenge and rejects them. On the other hand the EU did not
yet made up its mind, and finds it difficult, especially in the case of the CIS
states concerned, but also with regard to Turkey, to state clearly whether the
process will or will not lead to membership in the EU. The lack of a clear EU
Black Sea dimension results in a variety of concepts which seem to be neither congruent in terms of the targeted countries nor in their instruments.
However, all of them are aiming at fostering democracy in the Black Sea region. But without a clear-cut goal, measures and tools which are supposed
to promote democracy in the region are operating on difficult terrain. Other
actors like the OSCE appear rather weak (weakened by Russia). The NATO is
hampered by different strategic orientations of its members. The new US
strategy after the war between Russia and Georgia is not yet palpable. Does
Turkey have a strategy for the promotion of democracy in the region?
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CHAPTER IX

The Future of the EU

Priorities of the Swedish EU Presidency
H.E. Paul Beijer
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he held the position of Ambassador at the Swedish Ministry for Foreign Affairs
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Currently, Mr. Beijer is Ambassador of Sweden to the Republic of Bulgaria.

This is the tenth time that the EPI is holding its Summer Seminar for
Young Public Servants from South Eastern Europe. They, and their partners
this year - the Hanns Seidel Foundation and the German Marshall Fund, are
to be congratulated for what we feel is a very useful initiative.
For Sweden the EU, important as it is from an economic point of view,
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is first and foremost a peace project, linking European countries so closely
together that the armed conflicts that plagued our continent for hundreds
of years are now truly history.
Bulgaria is one of the EU’s newest members, electing to join and support
this effort in 2007. To me, initiatives such as this seminar represent an active
contribution by Bulgaria and its civil society to the EU’s collective efforts to
extend long-term peace, security and prosperity to all parts of our region.
I have been asked to say something about the priorities of the upcoming
Swedish EU Presidency. It is no easy task to do that a short space of time.
We are facing many challenges today, that will affect the Presidency, and
I will try to mention the most important challenges.
Of great significance for the future of the EU is the adoption of the Lisbon
Treaty and the reforms that are contained in that document. They are designed to make the EU more efficient, transparent and democratic in itself,
and more effective in its participation in international affairs. It is our hope
that we will have the opportunity to support the start of implementation of
this important treaty during our presidency.
Not only Europe, but the world as a whole is grappling with the effects of
the most serious economic downturn since the Second World War. A downturn that is linked to a serious crisis in our national financial systems as well.
A major challenge during our Presidency will be to continue the EU’s collective efforts to reverse this economic trend and to counter its negative
effects on our societies. Never before has there been such a high level of
international cooperation in respond to an economic downturn. This gives
us reason for optimism, but it does not lessen the need for firm action, nor
does it lessen the pain felt by our societies today.
To us, it is important that the short-term challenges of the economic crisis do not overshadow the long-term challenges that our economies face.
How do we adapt our economic structures so that we can support ageing
populations, remain globally competitive, and re-orient economic activity
so that it becomes environmentally sustainable? In the year 2000, the EU
adopted the so-called Lisbon Strategy to guide our efforts to manage the
long-term transformation of our economies. That strategy takes us to 2010.
We will be working hard during our presidency to map out a new strategy
for the period beyond 2010. And we see this as the exit strategy from the
more short-term focus that the economic crisis forces us to apply today.
I mentioned environmental concerns as one factor shaping the future of
our economic systems. These challenges are very serious indeed. Climate
change, and the damage that it can do to our planet, is a reality we now
have to deal with urgently. In December 2009 world leaders will gather in
308

Copenhagen to agree a continuation of the Kyoto Protocol. The latest scientific evidence shows us that we urgently need to be more ambitious than
in Kyoto, and force our economies to change faster than previously envisaged. For us, this entails managing very difficult negotiations among us in
the EU, so that the EU can speak not only with one voice in Copenhagen,
but also contribute to the bold steps that need be taken then.
In internal EU matters, we hope to launch a new programme for developing and deepening cooperation in the area of justice and home affairs.
How our legal systems interact and work together to improve different
mechanisms is crucial for our social and economic well-being. Since 2005,
EU cooperation in this area has been mapped out by the so-called Hague
Programme. By the end of our presidency we hope to have a Stockholm
Programme in place that defines our goals for the next five years.
Sweden, as you probably know, has always been a strong supporter of
the EU enlargement. During our presidency we will work hard to maintain
momentum in the different processes that are going on at the present time,
some of which involve the nations participating here today. However, the
pace of the enlargement process is very much up to the efforts of candidate countries themselves. Together, this will determine what progress we
can register by the end of our term as presidency.
There is much more to say, both in internal and in external affairs. There
is also the unknown. Very few presidencies go as planned. There are always
new developments, and not only positive ones, that place demands on the
time and energy of a presidency. We don’t know what new challenges we
will face, but our preparation work at home is as much for the unknown
as for the known, so hopefully we will be up to whatever challenges fate
chooses to put before us.
When all is said and done, relations between nations are about relations
between people: between leaders, between civil servants, and between ordinary people. An event such as this seminar provides a very valuable contribution not just by sharing knowledge and perspectives, but by allowing
the participants, to meet each other, interact, and establish personal ties
across national boundaries.
In the Nordic region, we feel that the many forms of cooperation that have
been established between us over the years, at every level and in every field,
have strengthened and enriched us all. We hope to see the development of
such regional cooperation also in South Eastern Europe. And in a sense, seminars such as this provide an important practical contribution to that goal.

309

State and Future of the EU –
The Fundamental Institutional Challenge
H.E. Manfred Scheich
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accession in 1995 he was appointed the first Permanent Representative of Austria to the EU.

The prevoius discussions were mainly focused on the experience made
by new EU Member Countries during the first years inside the Union and
its institutions as well as the state of preparations undertaken by present
and future candidate countries on their path towards EU accession. In my
presentation I shall try to draw your attention to a fundamental challenge
the EU faces in the years to come – i.e. its functioning in terms of its capacity to decide and to act in order to cope with the manifold substantive
problems ahead of it.
The Union stands, as far as its future development is concerned, at a crossroad. And that in the light of an undeniable crisis of confidence as far as the
commitment of its citizens to the integration process is concerned – a fact
which has been illustrated on the occasion of the recent elections to the
European Parliament, as well as a worldwide financial and economic crisis.
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The fundamental question the EU faces is the following: Will it firmly
stick to its basic objective of an ever closer Union, i.e. in concrete political
terms continue to pursue a dynamic process of transfers of evermore national competences to the Union, accompanied by the strengthening of
the supranational structures and procedures or will it, on the other hand,
rather emphasize the method of mere intergovernmental cooperation
and coordination.
The answer to that question will determine whether and how far the aim
of evermore common policies to solve common problems and the speaking with one voice on the international scene will actually materialize.
The enlargement of the Union to at present 27 Member States has unavoidably led to an increased internal heterogeneity and widened the spectrum of
divergent and often contradictory interests. This has given a new dimension
and urgency to the above question. Admittedly, in the political reality such
questions of principle never present themselves in such clarity. Day to day
business is rather marked by pragmatic thinking and acting. Though this
may be practical and politically wise, this does not spare us from analysing
and foreseeing long-term trends and, above all, risks. It is therefore worthwhile considering long- term strategic options and their consequences.
Objectively the enlarged and more heterogeneous Union needs a
strengthening of its supranational nature in order to function properly,
whether one may like it or not. The first aspect, which comes to mind in this
context, is the decision-making or voting method: the intergovernmental method of unanimity and consensus will in the Union of 27 no longer
be an efficient instrument. May I remind you that the EU Commission in
its submission to the Reform Convention which led to the elaboration of
the draft Constitutional Treaty stated that the maintenance of the principle of unanimity in the enlarged Union carries the risk of a paralysis of the
decision-making processes. As we all know, the failed Constitution as well
as the later Lisbon Treaty, though extending decision-making by qualified
majority to a certain degree, retained the principle of unanimity, in particular in areas of strategic importance for the Union’s future development,
such as the financial perspective, the areas central to the realisation of the
yet unfulfilled project of an Economic Union and the whole field of the realisation of the Common Foreign, Security and Defence Policy.
I am aware of the great political and, to a certain degree, also emotional
reservations concerning majority voting – in particular on the part of smaller
countries and not least the new member countries – which means to give
up one’s veto right. But let me draw your attention to a specific aspect of the
principle of majority voting for the whole decision-making process as such:
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experience has shown that the sheer possibility of a later majority vote has
a positive and constructive effect on the negotiating climate in the Council,
since each partner to the negotiation is led from the start to work in the
direction of an acceptable compromise in order to avoid a situation where
he might be overruled; the elimination of a potential veto also alleviates
the pressure of internal lobbies on governments and increases in general
the room for manoeuvre to reach a compromise. Moreover, the idea that a
veto right guarantees the defence and preservation of all sorts of particular national interests remains, in our world of an unprecedented degree of
interdependence, to a large extent an illusion. Small and smaller member
states should in particular not foster exaggerated fears as to the supranational methods of majority voting. An efficient integration process remains,
in the longer term in the interest of, in particular, the smaller partners.
“Deepening” integration is a term synonymous to the strengthening of
the supranational nature of the Union and thus remains, in my opinion, a
prerequisite for the efficient functioning of the EU of 27 and the realisation of the basic objectives of integration. The Lisbon Treaty, if and when it
comes into force, will bring only incremental steps in this direction. Many
analysts committed to the European idea hold the opinion that this Treaty,
on balance, unfortunately rather underlines the intergovernmental path.
Should the political leaders, in other words the governments, not have
the will and courage to keep the integration moving, which necessarily includes institutional deepening, the Union runs the risk of a further gradual
loss of its inner cohesion and, as a consequence, centrifugal forces might
gain the upper hand.
Admittedly, the recent efforts made around the failed Constitutional
Treaty and the Lisbon Treaty have largely sapped the Union’s energy and
readiness to continue the reform process. Consolidation of what has been
achieved is now on the agenda. This, however, must not let us forget the
long-term necessities.
The above considerations raise also the question of even further enlargement. The present state of the EU 27 and its actual institutional framework,
taking the Lisbon Treaty already into account, hardly allow further “massive”
enlargement. This is the background of the discussion about what is called
the Union’s absorption – or integration capacity for new members. (To avoid
misunderstandings, the accession of the smaller and small countries of South
Eastern Europe, which up to date still remain outside, should and will once
the conditions are ripe find their place inside the EU.) Accession can no longer be the sole instrument for the political and economic stabilisation of the
Union’s closer and farther neighbourhood. Partnership – and neighbour312

hood arrangements, will have to take its place. Concrete efforts are already
under way, e.g. the “Mediterranean Union” and the “Eastern Partnership”.
In general, such agreements will have to be tailor made, addressing individual countries as well as regions. As to their substance, they will on
the basis of mutually balanced interests offer participation in given areas
of EU integration, e.g. the internal market, and they will have to have an
adequate institutional framework.
It is again this institutional aspect which might pose considerable political problems: The prospective partner will most probably demand forms of
participation in the Union’s decision-shaping and decision-making processes in the cooperation areas concerned. On the other hand, the Union will
have to insist that its decision-making autonomy and institutional integrity
not be impaired. This is a political dilemma which will give rise to difficult
discussions in particular with larger partners. Institutional models which
have up to now been offered by various analysts and think tanks, like “Association plus” or even “Partial Membership”, do not meet the criteria of the
preservation of EU’s autonomy. However, the Union must in this context
strictly observe a “red line” since an undermining of the Union’s decisionmaking autonomy would run counter to the very motivations and reasons
which lie behind the option for partnership constructions instead of outright membership.
A specific aspect in this context should not remain unmentioned: It is to
be hoped that the EU will stick to the principle of speaking with one voice
to the partners, agreed beforehand among member states, within the common institutions.
Beside the many substantive challenges the Union is faced with –like
the economic and financial crisis, climate change and environment, energy
supply and security – the question of its institutional nature, i.e. supranational versus intergovernmental, will remain on the agenda. We must not
lose sight of the fact that the institutional setup is not an academic or bureaucratic matter, but that institutions and working procedures are the
very tools to shape and decide policies and that their nature is crucial as far
as efficiency and the ability to decide and to act are concerned. Are these
tools inadequate or weak, the very functioning is at risk and thus also the
expectations and hopes the new members as well as present and future
candidates for membership associate with the Union.
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Mr. Busek has delivered many lectures on domestic and foreign topics and
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“Leadership Challenges in Europe” sounds like a wake-up call. I grew up
during the Cold War on the Western side of the Iron Curtain, yet very close
to the Eastern one. In Austria, we had the feeling that we were on the rim
of Western Europe. However, now we are active participants in European
matters and believe that we can help shape Europe.
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Is there really a leadership brand, which can change Europe? If you look
at the media, you will see that people are getting fed up with the idea that
we have to give Europe a new shape. That is perceived as a heavy burden
by some people. However, I think that we have a golden opportunity to
shape our continent after so many centuries of constant wars. Are we prepared to do so? That is the challenge.
After the fall of the Iron Curtain and the expansion of the European
Union, some politicians got so happy that they are now falling asleep. They
have good reason for that because some parts of Europe are extremely rich.
We can live in luxury and travel around the world. If there are problems in
some places, people will tell you, those who have them should put their
own house in order.
Sometimes I go to the United States or Canada to campaign for the European idea. My American friends have been telling me the same for years:
“The European Union is a global payer but not global player”. If you quote
this in Europe, you will make people mad about the Americans, but I think
that we should be mad at ourselves. The Americans are not responsible for
the fact that we are global payers without being global players. Obviously,
it is our fault that we do not know how to act as global players.
On the positive side, it is clear that this is not something that you can
achieve in some days. It simply takes a long time. Europe is becoming an
entity of great importance in a context that did not exist ever before democratic governance. We have elected parliaments and governments,
as well as referendums, despite the fact that sometimes they fail. Things
were quite different in the past when change was triggered by wars and
economic power.
Europe needs some shock therapies. A wake-up call is quite necessary,
but it is not enough. We need a big bang. We need more noise, because the
noise that we have at the moment is not deafening.
I would like to point out seven directions that we should follow. The first
is the challenge to convince Europeans that they have a future. There is a
fatigue coming from the long history of Europe, which dampens people’s
spirits. It is not enlargement fatigue, it is European fatigue. We have simply
had too many wars and conflicts on our continent.
Our American friends have contributed a little bit to this. Francis Fukuyama told us that we have reached the end of history. I think it is the other
way around. History has just started. Samuel Huntington told us that there
was going to be a clash of civilizations. The media are constantly rehashing
this, but if you look at reality, you will see that there is no such thing.
On a more positive note, Jeremy Rifkin is telling us that Europeans are
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better than Americans. This is nice to hear. I know many Europeans who use
Rifkin’s statement to justify the view that we do not need any improvement.
One of the images that I like presents America as Mars and Europe as
Venus. This creates the perception that Mars will win in the long run.
However, I am convinced that it is Venus who will win. If you remember
your mythology, Mars was not a very adaptable character, and Venus
was often capable of manipulating him. Yet, we still have to learn how
to handle America.
We have to decide that we want a future. We have debts for the future.
Unemployment was already mentioned. There is also the ecological problem, involving all the climate changes. Obviously, we have accumulated
debts that will be paid by the next generations.
The low birth rates across much of Europe are another problem. We cannot expect that the high birth rates in Albania will solve this problem for
the rest of us.
We are also investing a lot of money that we have not yet earned. This
is another kind of debt. Do we have a guarantee that we will recover the
money that we have all spent? I am not so sure.
I also think that another challenge we have to deal with is the development of the right institutions or the right framework for them. I grew up at a
time when, if you had some special training, you were guaranteed a job for
your whole life. Nowadays, we are moving in the direction of entrepreneurship. This is very important. But are we educating the young generation to
be self-starting and entrepreneurial?
Our institutions are weak. Parties are weak and so are churches. We have
to think what to do about this. If the development of a young individual
should include development of social responsibility and a feeling of togetherness, this is extremely important. We need to know solutions for this,
but we have a shortage of fantasy.
We should also consider the issue of the deficit of values. I do not think that
this notion is quite precise, though. During my discussion with the young
generation, the topic of values keeps coming up all the time. But if you look
at our history, you will see that we have a whole package of values.
Whether you are a believer or not, several of the Ten Commandments
have a great importance. It is always better not to murder your neighbour
and to have the right relationships between the sexes and between the different generations. It is always better not to lie or to steal, and so forth. We
have values but do we follow them?
I have the impression that some members of the public believe that it
is cool, so to speak, not to follow these values. There is a lot of talk about
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the so-called “oligarchs” of the former Soviet Union. Some people tend to
admire them in a certain way: they have been able to steal big money and
have combined money, power, and influence. Also, there are many individuals who are not getting married; instead, they are constantly getting
involved in new relationships.
My next point is that politics needs a devotion to real solutions. If political solutions are nicely packaged, nobody looks at the contents. Moreover,
deadlines are not kept. People forget yesterday’s deadline, then another
one is set, and this can go on forever. This has a lot to do with the media.
They have to sell some fresh news all the time. If you are contradicting yourself, that is not a problem. I can make one strong message today and say
exactly the opposite tomorrow, without anybody noticing. Moreover, if it
is done cleverly, it can be very impressive.
My last point is that we must understand that we have the chance to
build this new Europe. This is a real challenge and it should fascinate people. It is extremely important that this fascination occurs.
One of the questions that we heard is raised constantly. I think that the
basic challenge is to offer leadership. We are really lacking good leadership
in Europe. Can you name a European politician who has the same stature
as that of Adenauer, Kohl, or Mitterrand in the past? You might suspect that
I belong to the older generation and see everything new in dark colours.
That is not true. We do have a lack of leadership nowadays.
Some people intend to think that only large countries can have great
leaders. However, Mr Junker, the prime minister of Luxembourg, is certainly
a reasonably good leader. He is governing the smallest country of the European Union. As you see, the issue has nothing to do with size.
As far as business is concerned, there is a clear challenge - to be successful in the market. It is “to be or not to be”. Companies have to deal with the
global competition. They have to strengthen their research and development and address a number of other issues.
According to the Bologna Accord, we need to become more competitive
and have the same values in all countries, but for the moment, that has not
happened. I think that this is also a leadership challenge.
In terms of science and education, at the moment we are extremely weak
in the humanities, although they are enormously important. Developing a
better society has to do with the issue of whether it is a humane society or not.
What are the major threats that we are facing? The main threat right now
is our tendency to deny reality. We do not want to face it. We create success
stories by telling untruths.
The second thing is what I call provincialism. The discourse in Europe is a
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kind of nationalism: “I am better than everybody else”. This type of thinking
is very provincial. Our great challenge is to stand up against this trend.
Then, we do not have a European public. We have “Euronews” which is a
press agency that presents nice images. We have talk shows. In addition, we
have the European Song Contest. That is just about it. If you see who votes
for whom at this event, you will always notice a political message.
I fully understand that Croatia is concentrating to come to the EU as soon
as possible. I fully support this as much as I can do. But I am asking my dear
Croatian friends not only to think on their own country, which is understandable. We should consider together what the European future is. By the
global development Europe is now a very small continent. A kind of a peninsula of Asia. The development to European integration is giving us huge
chances to compensate it by economic, intellectual and spiritual power,
which is a precondition for European politics. Croatia is needed and Croatia
has to do a contribution to this. I am quite sure that this is possible by the
citizens of this beautiful country. Croatia and Austria in this neighbourhood
of Central Europe have a common obligation to do so.
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