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Dear Colleagues, Partners and Friends,
It is our pleasure to present to your attention the current publication consisting
of the written and/or revised versions of the presentations and speeches delivered
during the 2012 Summer Seminar for Young Public Servants from Southeastern Europe and the Black Sea Region. The traditional five-day-long forum was organized
for a thirteenth consecutive year by the Economic Policy Institute, Sofia (EPI) within
the period June 4 - 9, 2012 in Albena resort at the Bulgarian Black Sea coast.
The 2012 edition of this seminar series was held under the auspices of the Ministry
of Foreign Affairs of the Republic of Bulgaria and thanks to the kind support of EPI’s
long-term partner organizations in this project - the Hanns Seidel Stiftung, the Black
Sea Trust for Regional Cooperation and the Representation of the European Commission in Bulgaria. This year’s seminar gathered a diverse group of 34 promising
young state experts from thirteen SEE and Black Sea countries selected after a competitive application procedure. Together with distinguished international experts,
ambassadors, practitioners and academics they had the chance to elaborate on a
wide range of topics covering both broader strategic themes in the field of European
politics and economy and specific issues of regional significance.
The long-term regional project was launched in 2000 by the late Ivanka Petkova,
Founder and Chairperson of EPI, with the joint project support of the Bertelsmann
Foundation and the World Bank in order to contribute to meeting the most visible
and pressing challenges for Southeastern Europe (SEE) at that time – building
administrative capacity for meeting EU requirements and preparing for EU negotiations and fostering regional cooperation. The Summer Seminar targeted initially
young experts from Bulgaria and Romania and nowadays it involves representatives from altogether fifteen SEE and Black Sea countries – Albania, Armenia, Azerbaijan, Bosnia and Herzegovina, Bulgaria, Croatia, Georgia, Macedonia, Moldova,
Montenegro, Romania, Russia, Serbia, Turkey and Ukraine.
In 2012 the Seminar focused on the following thematic fields: current developments in Europe and the way out of the Euro crisis; political and economic
challenges before the SEE and Black Sea countries; transformation of the public
administration; impact of the new member states on the EU policies and processes;
EU budget and EU structural assistance to the new member states; future of the EU
integration process, medium and long-term perspectives for Europe.
Nowadays, the Summer Seminar enjoys a particularly positive reception and
high recognition in South Eastern Europe, the Black Sea region and beyond. Due
to its frameworks providing a platform for training, exchange of knowledge, ideas
12
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and experience, this well-established regional initiative and its follow-up activities
including the publication of the seminar proceedings proved to be mutually beneficial for lecturers and participants, but also for a variety of stakeholders in the
targeted regions. Having in mind the transformation challenges and the different
paths the above-mentioned countries are currently following the Seminar aims
at serving as an appropriate tool for bringing together and fostering cooperation amongst professionals from neighbouring countries which very often lack
personal contacts to their counterparts. Furthermore, these project efforts seek to
feel the gap between ready-to-use solutions from different political, economic and
administrative systems and regional particularities through stimulating an active
brainstorming for the application of tailor-made ideas and eventually trigger spillover effects in Southeastern Europe and the Black Sea region.
Last but not least, by publishing this issue in a limited number of copies and
freely disseminating it electronically to all participants, lecturers and stakeholders in the 15 targeted SEE and Black Sea countries, we at EPI believe not only to
actively contribute to the widening of beneficiaries’ circles, but also to contribute
to strengthening the perceptions and the image of the Southeastern Europe and
the Black Sea region as a whole.
Yasen Georgiev
Executive Director
Economic Policy Institute

14

Kalin Marinov
Executive Director
Economic Policy Institute

WELCOMING ADDRESSES
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Bogdan Mirtchev
Representative of the Hanns Seidel Stiftung in Bulgaria
Distinguished guests and participants,
On behalf of Hanns Seidel Stiftung, I would like to welcome you all to this
13th Summer Seminar for Young Public Servants from Southeastern Europe
and the Black Sea region. I would like to thank the Economic Policy Institute
for organizing this seminar, which is supported for a consecutive year by the
Hanns Seidel Stiftung.
I am very pleased and honored with your presence.
History has shown that constructive dialogue has been a crucial element in
the European integration. The European Union stands by its commitment to
a European future of the Western Balkans and this is just one way of making
this European perspective more tangible.
Enlargement is more than a policy of the European Union. It has transformed
countries, lives and Europe as a whole.
As an independent German political institution the Hanns Seidel Stiftung
is guided by the principle „In the service of democracy, peace and development”. The foundation works at the interface of politics and science. Its task is
to analyze political interrelations, to create a scientific basis for political action
and to bring experts, multiplicators and decision-makers together.
For all sectors topics like reform of administration, improvement of decentralization on local government, reform of the police forces, vocational training
and promotion of international dialogue by conferences, seminars and round
tables are relevant. The emphasis hereby is put on promoting all these sectors
to make them more efficient and more transparent. Civil servants training seminars are directed at informing and teaching members of the state institutions
and to enable these executives to decide or act more efficiently.
Through the Summer Seminar for Young Public Servants we seek also to
support and advance the regional cooperation and common understanding
between young public servants from the Black Sea region and Southeastern
Europe, because working in their countries’ administrations, their engagement
and commitment is the key to prepare them for future EU membership or closer
relations with the EU, respectively. And it is our purpose to contribute to the
EU integration and cooperation process in the region. During the previous
years the Summer Seminar for Young Public Servants always put an emphasis
on the integration of the Western Balkans into the EU. With regard to the current process and challenges, this year our attention is especially drawn to the
16
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experience and lessons of the newest EU members.
The lectures at the seminar will be given by distinguished scholars, diplomats
and economic experts. I would also like to thank all of them for their participation and commitment.
I have the honour to welcome to the Summer Seminar H.E. Pavel Vacek,
Ambassador of the Czech Republic to Bulgaria and H.E. Kaare Janson, Ambassador of Denmark to Bulgaria.
The Economic Policy Institute and the Hanns Seidel Stiftung will award all
the successful participants of the Summer Seminar for Young Public servants
with a certificate.
I hope you will have the opportunity in your free time to gather insights on
the history, hospitality and the beautiful nature of this part of Bulgaria.
Again, thank you for being with us! I wish you an interesting and stimulating
week and have a wonderful stay in Bulgaria!
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Roussi Ivanov
Director General for EU Affairs, General Directorate EU Affairs
Ministry of Foreign Affairs of the Republic of Bulgaria
Dear Mr. President of the Economic Policy Institute,
Dear Colleagues and Participants in the Thirteenth Edition of the Summer
Seminar for Young Public Servants from Southeastern Europe and the Black
Sea Region,
Allow me first of all to convey the special regards of the Bulgarian Minister of
Foreign Affairs, Mr. Nikolay Mladenov, who was unfortunately unable to come
personally here and to share with you his ideas on Bulgaria’s path to European
integration.
From the Seminar’s Programme I have seen that there are many significant
topics put for discussions. I believe this would be very helpful for your future
work.
I have a special personal relation to this seminar, as I have already been
invited as a guest at one of the first editions of this seminar in 2002. At that
time Bulgaria was in the stage of accession negotiations with the EU. Now we
are already 5 years full-fledged member of the Union. May be it would be of
particular interest for you to be acquainted with our experience in joining the
EU, our achievements and mistakes on the way to the EU we have made.
Other important issues that you will discuss are related to the present financial and debt crisis in the EU and to the envisaged and proposed measures
to find a way-out of the situation. The prominent lecturers from different EU
member states will guide you through these fundamental challenges of the
present.
A one day trip to the town of Ruse at the Danube River will give you a chance
to learn about Bulgaria’s participation in the EU Danube Strategy.
And last but not least, don’t forget that you are spending some days in this
wonderful place on the Black Sea side. Enjoy the sunshine, the Sea and all
beautiful surroundings.
I would like to wish you many interesting days, useful contacts and many
pleasant impressions from my country.
Thank you!
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EU DURING THE DANISH PRESIDENCY
Ambassador Kaare E. Janson was born in 1949. He is married to Ambassador Eva Janson and has 2 children.
Education:
- Copenhagen University: MA (History) 1977 & BA (Literature)
1978
Professional Experience:
- 1978: Lecturer at the Royal Danish Air Force Academy
- 1979: Entered the Danish Ministry of Foreign Affairs
- 1982: First Secretary at the Danish EC-Representation in Brussels
- 1985: Head of Section (Middle East), MFA
- 1986: Counsellor at the Danish EC-representation in Brussels (during the Danish
EC-presidency in 1987 chairman of the EC-working groups on Central & Eastern
Europe, The Soviet Union and China)
- 1990: Deputy Head in the European Affairs Department, MFA
- 1995: Minister-Counsellor at the Danish Embassy in Washington D.C.
- 1997: Deputy Director in the Secretariat for Foreign Trade, MFA
- 1999: Director of the EU-Secretariat, MFA
- 2003: Central & Eastern European studies in Vilnius, Lithuania
- 2007: Ambassador in Sofia

Ladies and Gentlemen,
Let me first thank the organizers for giving me this opportunity to speak
to you today and to share with you some of the achievements of the Danish
Presidency of the EU. And let me add, that I hope that after my speech you will
have questions and comments to what I have said - or not said!
I meet you at a very interesting and not least busy time for the Danish Presidency. We are now in the final phases, and we are working hard to ensure results
- bringing negotiations forward and building bridges - in all policy areas.
Under the motto "Europe at Work", the Danish Presidency six months ago
has laid out four main focus-areas:
22
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o
A Responsible Europe
o
A Green Europe
o
A Dynamic Europe, and
o
A Safe Europe.
Of course, the overarching theme of the Danish Presidency has been the
economic crisis. It started well before our Presidency began and as such, we
have had good time to prepare initiatives and plans to address the crisis.
The Danish EU Presidency has focused on establishing an economic
policy that tackles the crisis in 2 different ways: to get out of the crisis we
must restore confidence through the consolidation of public finances, while
also promoting growth and new jobs through reforms and new initiatives.
At the informal EU-summit in May, a new momentum for growth and employment was achieved. But growth and employment has been at the top
of our agenda from the beginning of our EU Presidency. And we are now
actively working to ensure a growth package at the European Council in
the end of June. Getting the balance right, between fiscal consolidation
and investment in future growth is crucial. It is so also in backing the
right growth initiatives. We must not fall into the trap of simply relabeling
continued over-spending as investments in growth. Rather, we must seek
out the programmes, projects and reforms, which offer true growth - in
the form of new jobs. Getting this right then falls under the heading of "A
Responsible Europe".
But what has actually been achieved - you may ask?
For starters the Fiscal Compact has been adopted during the Danish Presidency. The Fiscal Compact is a voluntary agreement between 25 of the 27
EU-member states, committing its signatories to fiscal discipline and keeping
deficits in check and in this way sending a strong signal of commitment to
financial and economic recovery in Europe.
Additionally, at the EU-Summit in March, the EU outlined economic policy
guidelines that within the so-called European Semester set out the economic
direction. In this way we have sent a clear message - that there are consequences, if member states do not keep responsible control of their economies.
In this way assessing Member States' stability or convergence programmes
and national reform programmes also ensures effective implementation of
economic discipline and not least: realism!
An important milestone is the adoption of robust country-specific recommendations in June, which were presented on May 30th by the Commission.
We have also put a lot of efforts into the negotiations on the future 7-year EU
budget from 2014 – the so-called Multiannual Financial Framework. Hopefully
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this new 7-year budget will be adopted before Christmas. The ambition of the
Danish EU Presidency is to present the first "negotiating box" at the EU-Summit in
the end of June. This "negotiating box" will outline the foundation for a modernization of the EU budget, where there will be emphasis on economic growth.
These are important steps to restore confidence in the European economies.
As you know - markets are volatile and market fluctuations are highly susceptible to psychological factors.
For comprehensive reform, we have also targeted the financial sector itself
- through the agreement with the European Parliament - on a new regulation
for trading in financial derivatives. In this way we have contributed to stability
and to prevent future crises within the financial area. The Council has also
agreed to strengthen the financial sector through the capital requirement
directive. This toughens capital requirements for banks making for stronger
and more self-reliant banks in the future. Credit rating agencies will also be
regulated to become more responsible - thanks to a political agreement in
the Council.
As I am sure you are well aware that Denmark has long been a pioneer in the
fields of green technology, sustainability and environmental protection. As such,
setting a proactive, green agenda has also been a high-priority goal for the Danish
Presidency. Here we have reached an agreement ensuring significantly less air
pollution from ships - by requiring up to 90 % lower emissions of sulphur.
Another high-impact initiative will be the Energy Efficiency Directive - or the
EED, as it is also known. We are currently negotiating with the European Parliament on the final details of the EED. These negotiations are on-going but the
Danish Presidency is committed to seeing them finalized before the end of our
term. The European Commission estimates that the Energy Efficiency Directive
will increase EU's BNP by 34 billion Euros in 2020 and reduce fuel expenditure
by an annual of about 38 billion Euro, and increase net employment by 400.000
in 2020. Reaching agreement on the EED will therefore be a great step forward
for the green economy in Europe.
We will also help make Europe greener by reforming the Common Agricultural Policy. We have reached an understanding in the Council on new green
criteria and in the use of structural funds thereby making the future Common
Agricultural Policy greener.
We will also define the direction for the future EU environmental policy - by
reaching an agreement in the Council on the Council Conclusions that defines
the framework for a new Environment Action Program.
At the United Nations Conference on Sustainable Development - known
as Rio+20 Europe will also have a strong negotiating position thanks to the
Conclusions, we have reached in the Council. So, we are ensuring that the EU
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will be a positive force for green and sustainable economies – both at home
in Europe and on the global stage.
Under the heading of "A Dynamic Europe", falls one of our most publicized
achievements. On the 28th of March, the Danish Presidency agreed with the
European Parliament on tough new regulations of roaming charges. Roaming
charges are the additional costs you have to pay when you use your mobile
phone in another country. As most of you know, these charges have for years
been extremely high and making it very important to limit your phone use and
especially to turn off your data connections when abroad. In practice this new
agreement means that it will be significantly cheaper to use your mobile phone,
when travelling abroad. For the first time the price of mobile phone data use
will also be regulated. Here of course, prices vary, but the price pr. mega-byte
will be lowered up to almost one fourth of what it is today. Even before taking
over the EU Presidency, Denmark marked out this particular agreement as a
priority in the recognition that in 2012 we should not have to worry about using basic services - like using our telephone in a fellow EU member state. And
from July 1st of this very year we won't have to any more!
Another highly promising agreement was reached on May 30th - on the regulation on online dispute resolution for consumer disputes. In plain language,
this means that internet shopping across borders will become safer. Because
it will contribute to a well-functioning internal market - with high consumer
protection and easier access to online consumer complaints across borders
and in this way ensure trust and credibility in online transactions.
The Danish EU Presidency has also been eager to cooperate with the European Commission to secure workable solutions in the fields of rights management and intellectual property rights. Because such initiatives will embolden
consumers, promote on-line commerce and in this way create new jobs.
The European Single Market remains the biggest and most affluent market in
the world - and it is not even near to reaching its full potential. That is why the
Danish EU Presidency has wholeheartedly supported the Commission's Single
Market act and the 12 key proposals therein. The European Commission sets
the number of Small and Medium-sized Enterprises in Europe at 21 million. 21
million companies employing between 10 and 250 people each equals tremendous potential for growth. But in the present economic climate, adequate and
affordable financing for Small and Medium-sized Companies can be difficult to
come by. This is a major hindrance to economic growth across Europe. But now
we have reached agreement between the Council and the European Parliament
on affordable financing for these companies. Because by supporting the Small
and Medium-sized Companies, we can promote entrepreneurship, decrease
unemployment and increase intra-community trade.
In the Council we have got agreement on revision of the guidelines for the
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Trans-European Transport Network. This will support better transport connections and infrastructure across the EU borders.
These are achievements which will definitely not be on the front page of any
newspapers but they will have a real impact on the lives of European citizens
and increase European mobility making for a more dynamic Europe.
Something which I am certain you have heard of is the decision to grant
official EU-candidate status to Serbia. This was another very significant result
that has been achieved during the Danish Presidency. It marks the beginning
of a new relation between Serbia and the EU - and it is a major achievement
within the focus area the Danish Presidency has called "A Safe Europe". It proves
that the EU is committed to the Balkans and it opens the door for cooperation
and reconciliation. Of course the granting of candidate status is only the first
step in a long journey. There will undoubtedly be frustrations along the way to
membership. There will be setbacks and opposition, but the goal is clear and
the rewards for both Serbia and Europe will be great.
In many respects, the main goal of European Cooperation has always been
to ensure peace. This was the founding principle of the European Coal and
Steel Community from which the EU developed and it is a legacy which we
will continue to pass on.
Obviously, Montenegro makes for another keystone in the delicate jigsaw
- that is the Western Balkans. Pre-negotiation preparations are well underway
and the Danish EU Presidency is working hard towards securing a decision on
membership negotiations by the end of this months.
In global affairs the Danish EU Presidency has also done its bit - in order to
ensure a strong European voice and "A Safe Europe".
In close cooperation with the EU's High Representative for Foreign Affairs we
have succeeded in reaching a historic agreement in the Council on a series of
sanctions towards Iran, agreeing on a new oil embargo and targeted measures
against the Iranian financial sector which have succeeded in restarting the
negotiations with Iran on its nuclear program.
We also work hard for the adoption of reinforced focus on human rights in
the EU's Foreign Policy.
In this speech I have focused a lot on the current crisis - it would be difficult
to do otherwise. Since the economic crisis has been the dominant theme of
the last years. On this background it would be easy to claim that the European
Union itself is also experiencing a crisis. But I believe there is a different view
to be taken. Look closely and you will discover that the crisis has in many ways
brought the 27 member countries closer to each other through many new
initiatives like the European Semester, the Fiscal Compact and the European
Stability Mechanism. The 27 member states have faced the challenges together
and offered concrete solutions for the crisis.
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In this way laying the foundations for a stronger, more stable and ultimately
more prosperous European Union... and of course with plenty of opportunities
for competent young civil servants.
Thank you for your attention!

CHAPTER I: EUROPE, QUO VADIS?
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THE WAY OUT OF THE CRISIS: COMBINING DISCIPLINE
AND SOLIDARITY, REGULATION AND GROWTH
Marianne Carré has been working in the Ministry of Foreign
Affairs of France since 1994. She spent three years in the
Directorate for European Cooperation in the Ministry and
afterwards she served in two diplomatic missions abroad: in
the Embassy to Australia in the period 1997-2000 and in the
Embassy to Brasil in the period 2000-2003. Then Mrs. Carré
returned to the Ministry of Foreign Afairs, where she worked
at the Directorate General for International Cooperation and
Development for three years and at the Directorate for the
European Union within the French-German Unit for another three years in the
period 2007-2010. Since 2010 Mrs. Marianne Carré is first counselor in the French
Embassy in Sofia.
The 10-year rate on debt levels now exceeds 5.5% in Spain and Italy, 11% in
Portugal and 18% in Greece. There is a risk of the domino effect pushing the
member states, one after the other, towards illiquidity and insolvency, and the
bursting of the euro area.
This crisis is less, whatever may be said, a sovereign debt crisis but more a
crisis of competitiveness of member states in difficulty. It is a result of a triple
crisis of governance, comprehensive and specific to the euro area: ultimately
an appearance of the crisis model of deregulation that dominated an entire
generation.
I. THE CRISIS OF THE EURO AREA, TRIPLE SIZE
1.1. A crisis of global governance: the crisis of the euro as a result of the global
crisis
July 2007: banks continued to lend each other. To save the system, states
and taxpayers got involved. In 2008, the States of the euro area spent 30% of
GDP and over 40% BCR to secure loans from banks, to pay off toxic assets or
their re-capitalizers (states), and to lend without limit or condition (European
Central Bank). But little is done in return for imposing the management of financial institutions or to charge their shareholders. Ultimately, financiers put
the States who saved them in 2008 to their knees.
The fact remains that the global crisis does not explain the specific crisis of
30

31

the euro: on the one hand, because it affects everyone. Moreover, because the
euro area has better consolidated ratios of debt1 and public deficits2 than the
United States, the United Kingdom or Japan.
The crisis is less a sovereign debt crisis and more a crisis of the Eurozone
governance.
1.2. A crisis of governance in the Eurozone
1.2.1. Governance based on the principle of no-bailout
The euro originated from a political agreement: in consideration of its
reunification, Germany agreed to the pooling of a monetary policy area that
it has so far dominated, but insisted on modeling it on the Bundesbank, that
is to say, with complete independence of the Central Bank. The no-bailout3
clause is the keystone of governance introduced by the Maastricht Treaty of
1991: Prohibition for the ECB to lend to states or buy government securities. In
their turn, States are required to undertake economic and fiscal discipline that
is expressed in the famous Maastricht criteria (budget deficit-debt-inflation),
then in the Stability and Growth Pact from 1995.
But neither of the two initial designs of the politicians who invented the euro
was adopted: Helmut Kohl wanted a political union with a real parliament and
real rules, Mitterrand advocated for economic governance. Ultimately, neither
one nor the other vision was adopted so the Stability Pact and no-bailout clause
became the milestones of European integration.
1.2.2 A double failure
a. Failed to deter public overspending and to maintain discipline
The Stability and Growth Pact of 1997 established a surveillance system
designed to ensure the stability of the Economic and Monetary Union (EMU):
- Setting a medium-term budgetary objective (MTO);
- Excessive deficit procedure;
- Possibility of financial penalties in its corrective arm.
However, shortcomings gradually appeared in the implementation, for
example:
- No excessive deficit procedure has been carried to completion;
- The application of the pact was de facto quite lenient (longer delays, possible deviations in a recession ...);
- The Council was vested with discretion (example: in 2003 no formal FR / DE).
1 85% compared to US 100%, Japan 200%
2 4,1%, compared to UK 9%, US 10%.
3 Except natural disaster or exceptional event beyond the control of the state.
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In October 2009, Papandreou said that the figures for deficit and debt
of Karamanlis are grossly wrong. Greece has deliberately ignored the rules
of the Stability Pact. This failure is particularly serious since the main purpose of the principle of no-bailout was to discourage member states from
playing alone: a risk clearly identified as being consubstantial with the
monetary union, and well known to economists (tragedy of the commons
or stowaway).
b. Failure to ensure the convergence of Member States
For 10 years, the euro has created an illusion of convergence among member
countries, particularly in the countries of the “South” where falling interest rates
contributed to the creation of Spanish and Irish real estate bubbles.
This illusion could not last forever. The bursting of housing bubbles in Spain
and Ireland increased the public debt in these countries. The competitiveness
gaps were widening, as well as current account imbalances.
But in all cases, in the interlude of ten years markets regained powers, they
had previously abandoned. Spreads replaced the exchange rate before the
euro as stress indicators.
1.3. Generation of a crisis
The no-bailout clause, a keystone of the governance of the euro area, is a
reflection of the economic theory of 804 years based on the dogma of efficient
markets and their self-regulation.
The philosophy underlying this theory, due to advances in ICT, affirms the
primacy of markets over states and the competition between individuals and
societies.
But the reality is that markets are inherently unstable, in short-term that is in
consequence of their mobility. The financial crisis of 2008 showed what drove
a deregulated globalization. It is the reign of a drunken person, in contrast to
the sobriety of homo economicus.
But having been prisoners of the dogma, governments did not want to see
it and did nothing. The Commission and the Eurogroup were glued only to
the public imbalances. The euro crisis is a consequence of this second model
of unbridled deregulation, and the 2008 financial crisis was the immediate
consequence.

4 Robert Barro & David Gordon, 1983
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2. The principles of discipline and solidarity
emerged from the crisis
In the last two years, the euro area came a long way in response to the crisis:
challenging the dogmas, reconciling the positions of France and Germany,
demonstrating in repeated determination to take all necessary measures to
rescue the euro5.
A) Enhanced Discipline
2.2.1. Discipline of Member States
These shortcomings have necessitated the introduction of improved discipline that is translated through the following measures:
l the establishment of the European Semester adopted by the European
Council of 17 June 2010 and inaugurated in 2011: strengthening of
fiscal discipline through the coordination of economic and budgetary
policies in the euro area which resulted in:
m the publication of an annual report on growth where the Commission
provides broad guidelines of economic and budgetary policy;
m the establishment of a warning mechanism (Mechanism Alert Report) for
the monitoring of macroeconomic imbalances,
m the review by the Commission of National Reform Programs and Stability
or Convergence Programs leading to recommendations for each Member
State (MS) adopted by the European Council.
l the adoption of the “Euro-plus” Pact or “Pact for competitiveness” in
March 2011: coordination of national policies on competitiveness, employment, sustainable public finances and financial stability. It opens the
way for the difficult topic of tax policies coordination.
l the adoption of the European fiscal pact by 25 of the 27 EU countries
which strengthens budgetary requirements:
m the golden rule on balanced budgets becomes a national goal that
requires finance laws, preferably with a constitutional value and will be
monitored by the Court of Justice of the EU;
m any significant deviation should automatically trigger a correction mechanism that should be monitored nationally by independent institutions;
m the treaty ultimately tightens the excessive deficit procedure by requiring from the Member State in question to prepare a national program
monitored by the Commission and the Council.
5 Sarkozy: “We are certain that there is no alternative for our continent to European unity and that it
is necessary to save the euro “; Merkel: “The euro was the right choice in a globalizing world”.
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B) Solidarity
B.1. Short-term Solidarity
The theory of optimum currency areas by Robert Mundell, shows that where
the stability of a currency area depends particularly on the existence of corrective mechanisms the no-bailout method cannot take its place.
In fact, it was in May 2010 that the principle of no-bailout was abandoned
in favour of a joint financial assistance from the IMF and the euro area, via the
EFSF, but with punitive interest rates. It took a year, in July 2011, to admit that
this was not enough. Authorization was given to the EFSF to buy government
securities on the secondary market and to recapitalize banks.
The European Council of 9 December 2011 decided on further improvements of the crisis management tools: advancing the entry into force of ESM
(European Stability Mechanism) from July 2012 to 20136, a majority of 85% for
ESM in case of emergency; institutionalization of the euro area summits at the
level of Heads of States and Governments7.
Thus begins a gradual upgrade of the crisis management tools: this is the
short-term component.
Implementation of emergency bailouts for countries in difficulty:
l Greece in May 2010 and February 2012: financial assistance coordinated
with the IMF. The French contribution amounts to 30 billion EUR from the
total 160 billion EUR of assistance;
l Extension of such assistance in Ireland (November 2010) and Portugal
(May 2011);
l Decrease of such assistance under market conditions;
l Stability Mechanism: EFSF (European Financial Stability Facility) for financial assistance to States in difficulty, the recapitalization of banks and the
intervention on primary and secondary sovereign debt markets.
l Contribution of private creditors to the bailout of Greece.
B.2. Solidarity of private creditors
For a long time the idea of restructuring the Greek debt remained a taboo.
However, the need for a “haircut” eventually prevailed, as it became clearer that
the denial of the insolvency of Greece prevented the clear distinction from the
simple illiquidity of its partners: Ireland, Portugal, Spain, Italy. Such ambiguity
heightened the suspicion of general insolvency8.
6 The treaty entered into force when ratified by a qualified majority of 90% (pro rata capital
commitments)
7 Bilateral loans from the IMF (€ 150 billion for the Eurogroup).
8 Yet the public finances of Ireland and Portugal are in better condition and their recovery will be more
assertive. The public debt of Spain is only 60%. That of Italy is 120% but its deficit is only 4%.
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The idea of a private sector contribution to the “rescue” of Greece was imposed gradually: a principle agreement was reached in October 2010 (FrancoGerman summit in Deauville), adopted in July 2011 and October 2011, the
haircut, always voluntary, is raised from 20 to 50%.
In December 2011, while use of PSI (private sector involvement) is excluded
for the future, the private sector is doing now according to the principles and
practices of the IMF. Greece is considered a special case.
B.3 Solidarity in the medium term
l The European Stability Mechanism (ESM) will come into force on 1
July 2012. The response capacity of the better-capitalized ESM is very
important.
For the future, solidarity also requires a cohesion budget. 82% of EU structural funds are dedicated to “convergence”. Their absorption is slow (about
23% in Bulgaria), but significant acceleration is registered with the nearing of
the programs’ end.
3: FUTURE GROWTH BASED ON FISCAL DISCIPLINE IS THE BEST
FRAMEWORK FOR NEW SUPPORT MEASURES
WE ARE NOT YET AT THE END OF THE ROAD. There is no salvation at the top.
Risk of a vicious circle of deflation and debt
The economic governance in place for the past two years was largely reduced to a single fiscal pact, which is the key to a significant risk of deflation
and sliding to a new recession. The risk is that deflation could trigger a debt
spiral. The resorption of competitiveness gaps that have widened within the
euro area for 12 years is the weak point of the measures taken so far: we have
seen that the euro crisis is not so much a sovereign debt crisis but a crisis of
competitiveness.
Economic convergence, competitiveness and growth
Neither Italy nor Spain seems to think that fiscal discipline and structural
reforms, while necessary, may be sufficient. The “fiscal pact” must not strangle
the troubled country, said Mario Monti.
A) A better frames fiscal discipline (control)
The Treaty on the Stability, Coordination and Governance (TSCG) seeks to
incorporate the principles of rigor in the constitutions. Under TSCG:
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Member States must submit their balanced budget goal as a national goal
that can be inscribed in the constitution;
Any deviation from the budget targets triggers an automatic correction
mechanism.
The Treaty tightens the excessive deficit procedure (EDP) which forces
States to implement a recovery plan with detailed measures.
Supervision of ex ante debt issues and major economic reforms.
Regulation of the banking sector:
- Basel 2 or 3;
- Bank Union.
B) To maintain growth
The debate is ongoing among member states and will continue at the next
European Council in late June 2012. Under discussion are tools that are not
inconsistent with the enhanced budgetary discipline such as:
l Eurobonds: proposal by the Commission in a Green Paper in November
2011.
At the European Council, French President called on European leaders to
consult on the issuance of Eurobonds in the first place among the new growth
tools. Herman Van Rompuy said after the European Council that this track of
action was being considered by European leaders.
Germany, in a joint response with the Netherlands, Austria and Finland opposed to the pooling of debt in the eurozone, the only option being sustainable
fiscal consolidation.
l Project bonds: an agreement between the Parliament and the Council
was reached on May 22 for a joint EU-EIB support. First test operations
were planned for the summer;
l Tax on financial transactions, passed by the Economic Affairs Committee
of the Parliament in April and supported by France and Germany, Britain
opposed. The rates proposed by the Committee in September 2011 were
0.1% on shares / bonds and 0.01% on other financial products;
l Increasing the capital of the EIB (European Investment Bank) – the French
President supported an increase of EUR 10 billion to allow the bank to
develop financing for new projects and infrastructure;
l Optimization of the EU budget spending towards higher value added;
l Strengthening the single market: deregulation of the services sector (labour mobility), strengthening the internal energy market (energy security
of the EU through the implementation of the Third Energy Package);
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• Investment in innovation at European level through the European research area.

THE EU IN CRISIS: LESSONS LEARNT
AND CHALLENGES AHEAD

*****
In conclusion, what is my prognosis? Whatever does not kill Europe makes
it stronger. Should we be optimistic or pessimistic?
Two things are certain:
- There will be no solution without Franco-German agreement: because
they form almost 50% of GDP in the euro area, and nearly 40% of GDP of
27; “present at the creation” of the EU as well as the euro;
- The solution is more Europe, a more integrated Europe. This is the price of
a Europe free from the dictatorship of the markets, bubbles and panics.
But it is also a Europe where budgetary powers of national parliaments
will be subject to supervision at European level. This raises the question of
introducing into the architecture of Europe a source of additional democratic
legitimacy. Otherwise, we would substitute the dictatorship of the markets for
that of technocrats. Europe cannot dissolve in governance; we need a Europe
of government.

Prof. Dr. Eckart D. Stratenschulte1has been the Director
of the European Academy Berlin since 1993; as such he is
also the managing member of the executive board of the
Academy’s directing body, the Verein (association) known as
“Europäische Akademie Berlin e.V.” In addition he is the Berlin
representative of the European Academies’ umbrella organisation in Germany, GEA. Furthermore, he is a guest lecturer
for questions of European Integration at the Free University
of Berlin’s Institute for Political and Social Sciences.
Prof. Dr. Eckart D. Stratenschulte graduated from university
after reading political sciences, German studies and sociology.

It seems that for some time now the words ‘European Union’ and ‘crisis’ are
more or less synonymous. The European Union is apparently in crisis.
In popular speech what is termed a crisis is a situation with instability and
danger, so that our circumstances of life, our quality of life are being called
into question. A marital crisis puts a marriage to the test, an economic or
commercial crisis has unpleasant repercussions for our standards of living
and our employment. In any event, a crisis makes it imperative to react. This
reacting represents an immediate fending off of danger; nevertheless it also
presents an opportunity to change things for the better. To a certain extent
one might say that only a crisis makes humanity progress. “If it’s not broken,
don’t fix it”, so goes a tried and tested maxim which leads to stability, but also
to stagnation. Although naturally nobody actually longs for a crisis, nevertheless it does offer an opportunity that whilst the concrete threat or danger is
being repelled, one can arrive at better solutions for future co-habitation – this
is just as true in one’s private life as it is in politics or the economy. Thus in
every crisis there lies within an opportunity or hope. The fact that this saying
is rather trite does not mean that it is wrong. The former German President,
Horst Köhler, who prior to being called to assume the highest public office
1 Prof. Dr. Eckart D. Stratenschulte, Director of the European Academy Berlin, eds@eabberlin.eu. The author thanks Micaela Mihov for her contributions and Jenny Johnson for
the translation.
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in Germany was the head of the International Monetary Fund IMF, hence
referred to the euro crisis in the following terms: “Let Us Not Waste the Crisis!”,
but on the contrary we ought to learn something from it.2
The present crisis which has been occupying our minds since 2010, is in the
first instance a difficulty which the European Union economic and monetary
union is having. The economic and monetary union affects everybody. 17
Member States are currently members of it (mid-2012), but other countries will
follow. Article 3 paragraph 4 of the Treaty on European Union stipulates:
“The Union shall establish an economic and monetary union whose currency
is the euro.”
Other EU member states are thus obliged to introduce the euro as single EU
currency as soon as they meet the convergence criteria in Article 140 of the
Treaty on Functioning of the European Union, the widely quoted Maastricht
criteria. Only Denmark and the United Kingdom have secured an opt-out, i.e.
they may join the monetary union but are not obliged to do so. Sweden cannot
avail itself of this special provision, however, the country acts as if it too had an
opt-out available to it, and has carried out two referendums, thus sanctioning
this breach of the treaty.
For all EU member states the following requirement according to Article 126
of the Treaty on Functioning of the European Union applies:
“Member States shall avoid excessive government deficits.”
According to the treaty a specified reference value may not be exceeded,
however, if this has already taken place, this must be rapidly reduced. Protocol
no. 12 which is annexed to the European treaties lays down these limits:
“3 % for the ratio of the planned or actual government deficit to gross domestic
product at market prices; 60 % for the ratio of government debt to gross domestic
product at market prices.”3
Nevertheless, this regulation has not been complied with by the majority of
EU member states. Even prior to the economic and financial crisis which began
in 2008, many countries were in debt to a higher value than is permitted and
were not cutting back their deficits, but on the contrary were increasing them.
As far as the overall debt is concerned, this is the situation:

Source: CIA – The World Factbook

What is interesting to emphasise here is that the most recent eurozone
member i.e. Estonia is the one which has the lowest national deficit, and that
Bulgaria is the country with the second-lowest deficit rate in the whole of the
European Union.
The current eurozone crisis has arisen as a result of this excessive deficit
level, which however needs to be put into perspective. Other currency areas
such as the US, not to mention Japan, are considerably further in debt, without
any financial markets having doubts about them. And it is these doubts which
triggered the problem. Because international investors were all of a sudden
no longer certain that those countries whose bonds they were holding would
furthermore be able one day to repay them, they then reacted by imposing a risk
surcharge on interest rates. The following diagram makes this point clear:

2 Horst Köhler: Let Us Not Waste the Crisis! – speech at the 11th Munich Economic Summit
on 29 April 2010, http://www.munich-economic-summit.com/mes_2010/speeches.htm
3 Protocol (No. 12) on the Excessive Deficit Procedure, Art. 1
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Development of unit labour costs for a range of MEDC’s (1996-2011)

control mechanisms are introduced and the monitoring bodies are equipped
with full authority to take action.

Sources: Eurostat (EU countries), OECD (Japan) , ILO (USA)

Another reason for this lack of confidence is the development of productivity,
which in some EU member states leaves much to be desired. Productivity can
be measured by using unit labour costs. One glance at the statistics will show
that Europe as a whole, and a number of eurozone countries in particular, have
been losing ground in this respect.
What was then the picture that was presented to the markets and to the
observers, the rating agencies? They could see a monetary union which was
not keeping to decisions it had taken, which was increasingly in debt and at
the same time showed declining productivity. The markets’ growing distrust
in the economic power of the area was countered by rising interest rates for
the weak eurozone countries or, in the case of Greece, to some extent a refusal
to extend credit at all.
Derived from this analysis there emerges as well the remedy: the countries
in the European Union, in particular those in the euro zone, need to cut back
their sovereign debt and to increase their competitiveness, so that they can
recoup the trust which they lost. This process will only succeed, given the
regrettable EU record and decisions which are not implemented, if additional
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Included as part of regaining trust is the mutual support within the euro
zone for the obligations of individual countries. This is clearly in contradiction
to the direction of the Treaty on the Functioning of the European Union, which
in the second phrase of the first paragraph of Article 125 states:
“A Member State shall not be liable for or assume the commitments of central
governments, regional, local or other public authorities, other bodies governed by
public law, or public undertakings of another Member State, without prejudice to
mutual financial guarantees for the joint execution of a specific project.”
This question, i.e. whether the rescue mechanisms are also in contradiction
to the ‘no bail-out’ clause in the treaty or whether this merely protects member
states from claims which the states may nevertheless, if they wish so, respond
to, is presently subject to major debate in Germany.
The fact is: the euro zone did come to its aid and granted support to Greece
in an initial measure by means of bi-lateral assistance of more than 100 billion
euros, and since that time by means of the bail-out fund in the EFSF (European
Financial Stability Facility) has put in place a system of collective debt guarantees, which by the middle of 2012 in addition to Greece has also provided
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help to Ireland, Portugal, Spain and Cyprus. It is being underpinned by a credit
programme operated by the European Commission, the EFSM (European Financial Support Mechanism). Both measures, which are valid only until 2013, are
scheduled to be replaced by the European Stability Mechanism4 (ESM), which
is designed to equip the countries involved with affordable credit provisions.
At the same time, however, it will demand of the countries structural reforms,
and in this way will strengthen the euro zone as a whole. The markets are to be
encouraged to provide these member states with money once more, because
the euro zone as a whole is backing them up.
The intention is that sovereign debts in these affected member states as
well as those of the other countries are to be reduced. This objective is to
be achieved primarily through the Fiscal Compact5. The latter requires of
all participating member states that they incorporate the commitment to
reduce government debts drastically into their state constitution or a document of comparable force in law, and in this way make the commitment
more binding than it has been the case thus far. All participating member
states are required to balance their annual national budgets without resort
to borrowing. The criterion is considered to have been fulfilled if the credit
which is required to be obtained amounts to no more than 0.5 per cent of
the gross domestic product GDP.
The Fiscal Compact is a special case in European legislation, because it is not
a European law or act of legislation, but is rather an international treaty signed
between 25 EU member states. This is the case because the United Kingdom
and the Czech Republic were not willing to accept joint responsibility for it. The
British Prime Minister was aiming to use negotiations about the Fiscal Compact
and his power of veto in order to arrange extensive guarantees for London as
a financial market. Other member states were however not prepared to accept
this and side-lined his manoevering by means of the international treaty variant rather than European legislation. The Czech Republic is in support of the
objectives in the Fiscal Compact. However, the present Czech government was
afraid that the President of the Republic, the rather individual Mr. Vaclav Klaus,
would when it came down to it not sign the treaty. In order to save themselves
from such a national and international embarrassment, the Czechs obviously
decided that they would wait until Mr. Klaus’ term of office has come to an end
and intend, until then, to abide by all the rulings in the Fiscal Compact. Article
4 The text in German and in English is to be found in the official records of the Federal
Parliament Bundestagsdrucksache 17/9045, <http://dipbt.bundestag.de/dip21/
btd/17/090/1709045.pdf>
5 The text in German and in English is to be found in the official records of the Federal
Parliament Bundestagsdrucksache 17/9046, <http://dipbt.bundestag.de/dip21/
btd/17/090/1709046.pdf>
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16 in the Fiscal Compact stipulates that it is to be transposed into European
legislation within five years after it has come into effect. Vaclav Klaus will by
that time be drawing his pension. It is hoped in the case of the United Kingdom
that –assuming the country is at that stage still a member state of the European
Union – it will have moderated its position.
The Fiscal Compact is also a special document in so far as it will not come into
force only when the very last member state has ratified it, but will do so as soon
as at least 12 euro countries (!) have presented their ratification documentation.
Of course, it is only binding for those member states which have ratified the
treaty, but it also means that individual countries are not in a position to hold
up the progress of matters as a whole. The fact that the Republic of Ireland
ratified the Fiscal Compact at the end of May 2012 by means of a referendum
may also be a direct result of this position. Yet more pressure to carry out ratification is applied by the stipulation that ratification (and implementation) of
the Fiscal Compact are a prior requirement for a country to receive financial
support from the ESM.
In order to strengthen productivity, in addition to the Europe 2020 programme6, whose significance has increased as a result of the crisis, there is also the
Euro Plus Pact7 which prescribes for all member states very exact homework tasks
to be carried out in order to increase competitiveness. In this context mention
should be made first of all of increasing productivity (as measured by unit labour
costs), supporting employment measures by means of flexible social insurance
and benefit systems (flexicurity), limiting illegal or non-regulated employment,
raising the labour force participation rate, furthering education and taxation
reform, healthy public finance systems (this applies to retirement and other pension systems, health systems, social benefit payments and taxation system), the
debt brake as it is known, which was mentioned above (which if at all possible
is to be secured in the country’s constitution), as well as strengthening financial
stability (recapitalising the country’s banks, vigorous stress tests, monitoring levels
of private debts in banks, in budgets and in non-financial companies).
What is interesting about the Euro Plus Pact, which from a legal point of
view has no more significance than an agreement reached over a cup of coffee
between heads of state and government, i.e. which – in distinction to the Fiscal
Compact – is not an agreement which needs to be ratified, is that the heads of
state and government intend to make themselves discharge their duties and
aim to evaluate the outcomes annually. They are guaranteeing to one another
that they will fulfil the tasks they have set themselves, a task which however
each one individually needs to enforce once they return home.
6 COM (2010)2020 final
7 European Council: Conclusions, 24/25 March 2011, Annex I, EUCO 10/1/11
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Rescuing the single currency is thus well under way, it often means that rapid
reactions become necessary. In Germany this is increasingly running up against
criticism. ‘Democracy has a price ticket attached, it costs time’, as the saying goes.
Whilst the pressure of deadlines is being perceived, a further development is
going largely unnoticed: As a result of measures being taken to manage the
euro crisis a number of new institutions have come into being which greatly
change the governance structure of the European Union – and which, if they
are retained as permanent items, not limited merely to averting current crises
– may well endanger the whole process of European integration.
Governance means in this context not merely the system or scheme of institutions, but on the contrary how this system is brought to bear and implemented
in concrete formal and informal ways:
“’Governance means rules, processes and behaviour that affect the way in which
powers are exercised at European level, particularly as regards openness, participation, accountability, effectiveness and coherence.”8
The EU governance structure can only be understood on the basis of its
origins in history. When those first six nation states started from 1950 onwards,
when negotiations began, to form the first European Community (the European
Coal and Steel Community, ECSC), the atmosphere was not characterised by
mutual love and trust. There was no room at all for both of these emotions
five years after the Second World War, which had not only resulted in the usual
cruelties of a war but also in the mass-extermination of human beings in German concentration camps. Around the negotiating table there were former
wartime enemies, perpetrators and victims. The most important pre-requisite
for a European Community or union was thus for no single country to be able
to dominate any other – and primarily, that Germany, the largest country in
this community, would not be able to force its will on others. The principles by
means of which this was to be achieved (and which has been achieved, too),
were then and still are
l supra-nationality, in which member states surrender sovereignty to the
union or community and within the organisation jointly exercise power,
so that decisions are taken jointly and then are valid for everyone,
l a system of checks and balances between the various European institutions, which prevents powers to make or take decisions being purely
within the scope of one of these institutions, and
l the principle of degressive proportionality, i.e. smaller member states are
allocated greater weight than would result from the size of their population or from their share of Community GDP.

Notwithstanding all the criticism which may well be levelled at the European
Union and its functioning, we may state that the Union has worked well along
these lines and furthermore has brought about a feeling of belonging to this
community to all EU member states.
However, what is currently taking place in the context of saving the euro
may be summarised under the following points:
1. The most important decisions for the future of the European Union are
no longer being taken in the group of 27 member states, on the contrary
they happen in the eurozone, i.e. of 17 member states. This condition is
also reflected in a formal sense in new institutions such as the Euro Summit (with its own president9), the Eurogroup Working Group (also with
its own full-time president) and the Euro Meeting (bringing together
the president of the Euro Group, a position which has existed since the
Lisbon Treaty came into effect, the President of the Euro Summit and the
President of the European Commission).
2. Within the Eurogroup those countries have the greatest weight which
because of their good credit rating in connection with guarantee arrangements such as EFSF and ESM are able to assume liability for other
member states. In other words, if only for reasons of size, in the first place
Germany, which in this way takes up a commanding position. The Federal
Chancellor is thus becoming a central figure within the European Council,
she is metamorphosing into ‘Mrs. Europe’.
3. A group or circle is being formed around the eurozone which one might
in a slightly exaggerated way term as a ‘coalition of the willing’. It consists
of sometimes six member states (Euro Plus Pact), sometimes eight (the
Fiscal Compact). It is precisely the stipulations in the Fiscal Compact, due
to come into force once 12 euro(!) countries have ratified it, which make
it quite clear that the eurozone is the powerhouse.
4. Increasingly the weight of power is moving over to the Council, i.e. representatives of the member states. In this respect in turn the European
Council, i.e. meetings of heads of state and government, are increasingly
gaining influence.
5. In addition to the formal changes there are also informal decisions making bodies to be considered. In this category there is on the one hand the
‘Frankfurt Circle’, which refers to a meeting between the French President,
the Federal Chancellor, the Presidents of the European Council and the
European Commission as well as the Managing Director of the IMF. It
was Angela Merkel and Nicolas Sarkozy who invented this format of

8 European Governance – A White Paper, p. 8, fn 1, COM (2001) 428

9 At the time of writing this position is held by the EU-Council President Herman Van
Rompuy, but this is an ad personam congruence, not by virtue of office.
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mini-summits, consisting of these two representatives of their countries
and of one or several invited guests. François Hollande continued the
tradition initiated by his predecessor when he met the Spanish and the
Italian prime ministers (and the Federal Chancellor of course) in June
2012 – incidentally, at the invitation of Mario Monti. During the term of
office of President Nicolas Sarkozy there was such close agreement and
coordination between himself and the German Chancellor that people
began to refer to ‘Merkozy’. Whether such close coordination between
the two countries will continue, so that people may soon be able to refer
to ‘Merkollande’, cannot be estimated in July 2012.

To put these points in a nutshell: as a result of rescue measures the
European Union is becoming more inter-governmental, it is increasingly
taking its decisions in a format of 27 – X with Germany as a crucial actor in
determining developments. It is quite obvious that this does not comply
with the founding ideas of the Union. As long as the crisis is at its height,
the partner countries will continue to accept this. Thus for example the
Polish Foreign Minister Radek Sikorski stated in Berlin in a much-commented
speech in November 2011:
“And I demand of Germany that, for your own sake and for ours, you help it
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[the euro zone] survive and prosper. You know full well that nobody else can do
it. I will probably be first Polish foreign minister in history to say so, but here it is:
I fear German power less than I am beginning to fear German inactivity. You
[Germany] have become Europe’s indispensable nation.”10
However, what is really important is to re-adapt the structures as soon as
the current demands to manage the crisis subside. Otherwise, the political
damage caused by the euro crisis could well outstrip that of the economic
effects by a wide margin. The last thing which member states of the European
Union are going to tolerate in the longer term is - whatever its nature or even
if only perceived - some kind of German domination and / or some kind of
marginalisation, whether this be for a non-euro member state, as a smaller
or economically weaker country. In the event that this process of being of
lesser importance, which as we know can currently be observed, becomes a
permanent fixture, then it will produce some kind of reaction, culminating in
either a more permanent system of coalitions (and that would mean in the first
place in opposition to Germany) or else to loosening the bounds of European
integration. The European project, which after all requires more European
decision making, as can be observed in foreign or enlargement policy, would
in this way be harmed for ever. The European Union would – disregarding a
wish of some one or two individual countries to leave the Union completely,
which is known to be already engaging debate amongst members of parliament in the United Kingdom – thus regress to a sort of Council of Europe Plus,
i.e. to a free trade zone on the basis of mutually accepted human rights. Even
this situation would be better than nothing, but it would be insufficient for a
Union in the 21st century still to exercise any power to shape events or policies. The European Union encompasses over half a billion inhabitants. This is
something we can take pride in, however, it should not lead us to forget that this
figure represents only about 7.8 per cent of the world population. In the major
questions of international politics, questions of war or peace, environmental
protection and global warming, right on to energy security and the impacts of
globalisation, we will only be able to have a voice jointly. Any European country
which believes that it cannot reach a compromise within the EU will be forced
to do so in the international arena on far worse terms.
With this in mind, the challenges are quite clearly defined:
1. The European Union needs to regain the trust which it has lost in the world
forum - and not only in the financial markets. Pre-requisites are credibility
and firmly addressing problems. For these actions, notwithstanding all
the criticisms of hesitation or half-heartedness in some of the measures,
10 Radek Sikorski: Poland and the Future of the European Union, Berlin 28 November 2011

<http://www.msz.gov.pl/files/docs/komunikaty/20111128BERLIN/radoslaw_sikorski_poland_
and_the_future_of_the_eu.pdf>
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the course has been set. The acid test is nevertheless whether EU member
states will stick by what they have jointly agreed.
2. Although not within the remit of these particular observations, one fact
should however not be left aside. In the fields of enlargement policy and
of EU foreign policy the European Union needs to increase its credibility,
to be precise, to do so by means of abiding by what has been decided (for
example in the case of Macedonia) and by acting in concert (for example
in North Africa).
3. Crisis solutions and ad-hoc decisions must not come to the stage where
the fundamental structure of European integration is damaged beyond
repair. Averting measures must be taken now as a precaution, for example,
by giving specific institutions a ‘shelf-life’ after which they are no longer
used.
4. However, it might be necessary it may be to carry out groundwork for
decision making in a smaller group, the more important it is not to allow
this group to become a fixed circle and not to exclude smaller member
states.
The lesson which the European Union has hopefully learnt through this
crisis is quite simple, but fundamental: anyone who does not take himself
seriously, is not taken seriously by others. The European Union can still make
its choice. Still.
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AND PROCESSES

51

BULGARIA – FIVE YEARS
AFTER THE ACCESSION
Roussi Ivanov is currently Director General of the General
Directorate for EU Affairs in the Ministry of Foreign Affairs of
the Republic of Bulgaria. He started his profesional career in
1980 in the Ministry of Foreign Affairs of Bulgaria as a desk
officer in the Asia Department and Central and Eastern
Europe Department. Since then, he has been working in the
public administration. Throughout the years he has held
various positions within the Ministry, i.e. as head of several
sections/departments.
Mr. Ivanov also served in a few diplomatic missions abroad:
he was Third secretary in the Embassy of Bulgaria in Berlin; Deputy Head of Bulgaria’s Embassy in Switzerland; Head of the Political Department in the Embassy of
Bulgaria in the FR Germany; Ambassador of Bulgaria to COREPER 1, EU, Brussels;
Deputy Permanent Representative in the Permanent Representation of the Republic
of Bulgaria to the EU; Charge d’Affairs in the Embassy of the Republic of Bulgaria
to the FR of Germany. Mr. Ivanov also spent four years (2007-2011) in the Ministry
of Transport, IT and Commnications of Bulgaria as Director for Coordination of
EU-Affairs and International Cooperation.
Mr. Ivanov holds a Master’s degree from the Institute for International Relations to
the Academy of Political Sciences and Legal Studies in Potsdam. He has also successfully passes several courses on EU Affairs. He speaks German, English, French
and Russian.
Dear Colleagues and Friends,
Let me start with one historic and in a way romantic remark: although we celebrated recently the 5-th anniversary of Bulgaria’s full-fledged EU membership
at the beginning of this year, historically the European idea was never far away
from the minds and hearts of Bulgarians. Many lucid minds of the Bulgarian
elite were devoted to the idea of Europe’s unification after the First World War.
Among them was Professor Ivan Shishmanov - a prominent Bulgarian scholar
and a leading figure of the intellectual and political elite in Bulgaria.
Most remarkably, Professor Shishmanov was recognized beyond Bulgaria’s
borders at the founding congress of the Pan-European movement in 1927,
when he was honoured to become its first President.
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80 years after the foundation of the Pan-European movement Bulgaria is
part of a united Europe. Unfortunately, because of the political reality after
the Second World War, Bulgaria’s EU accession took place 50 years later after
the beginning of European integration. Therefore, when celebrating the 5-th
anniversary of Bulgaria’s EU membership, we should not forget that our EU
accession was rather a step to returning home.
Let me turn now to the very beginning of our EU membership and evaluate
in brief the most important steps undertaken by our country. It is a long story
and it would hardly be possible to analyze in the short scope of my report all the
elements and details of the changes that occurred in Bulgaria and the Bulgarian society as a whole. So I would like to mention some of the most significant
measures and steps which have been introduced so we could meet the various
obligations that came with our membership in the European Union.
l One of the most profound changes that took place was regarding the reform
of the public administration, in particular its structure and objectives. Immediately after EU-accession we had to complete the overall restructuring
of the administration by following a tailored model based on the Council
Secretariat’s structure. Moreover the public administration had to adapt itself
to the speed of work of EU-institutions. For instance Coreper (the Committee
of the Permanent representatives/ Deputy Permanent Representatives to the
EU) meetings, preparing the tasks for the different formats of the Council, are
taking place twice- to three times a week. For every session we needed prompt
and well prepared positions relating to the different dossiers. The latter was
not easy to achieve as the administration then was still working in the old
ways – many experts believed that only EU-integration directorates and units
in the respective ministries and agencies had to deal with the preparation for
the dossiers in Brussels. In spite of the challenges, the country entered the
EU with a completed administrative structure. At the time of preparation for
our entry in the EU, we had to accommodate the accquis communautaire in
our legal system. After accession we participated directly in the elaboration
of the new legal acts of European legislation. It has been a great challenge to
maintain and train numerous expert teams in all of the community’s policies
as well as all other spheres of the EU- Agenda. Therefore, the efforts of Bulgaria
as a medium sized country to an effective participation in the EU processes
are of significant importance.
l Economic and social cohesion and EU- funding: EU-funds play a crucial
role in the economic development of Bulgaria. Funding under the Cohe54

sion policy of the EU is a major investment tool that helps us to boost
growth, employment and competitiveness and achieve the targets of
Europe 2020. Cohesion policy remains a fundamental objective of the EU
created for reducing regional disparities, establishing economic and social
cohesion and securing the competitiveness of the European economy.
However, in order to use this important instrument every new member
state has to secure an adequate administrative structure, transparent
tender procedures and eligible projects in different fields for the effective absorption of allocated funds. All new member states experienced
difficulties in the process - the highest rate of absorption among the 10
new member states in the first year after their EU accession did not surpass 35 per cent. For the period of 2007-2014 Bulgaria was allocated 7
billion euro, structured in 7 operational programmes. The biggest amount
of funding - 1.2 bln. Euro, has been allocated for OP Transport. Despite
problems in the first year of membership, in the last 3 years Bulgaria has
shown a good track record of spending the EU money. According to
the latest figures Bulgaria managed to contract about 75 per cent of all
operational programmes from January 2007 until April 2012. Bulgaria is
ambitious to achieve an increase in absorption of funds up to 95 per cent
until the end of the present financial framework in 2013.
l Economic development: You are well informed about the difficult economic, fiscal and debt situation that the EU is confronted with. The present
crisis proved to be a sort of triple challenge – a crisis in the financial sector, a sovereign debt crisis and crisis of growth. Tackling the latter has led
European states to seek solutions in a dangerous direction – a conformist
choice between either austerity measures and fiscal discipline or economic
growth. For sure that is not an option and the EU has to concentrate on
both - finding a reasonable balance between budgetary discipline and
securing measures for growth in the middle and long term as well. This
balance would help to restore confidence for a faster economic recovery
and to achieve the necessary growth. At the same time Bulgaria’s position reiterates the concern, voiced by different member states that better
spending of EU funds is absolutely obligatory. In the difficult economic
situation we understand quite well that every Euro paid by the European
and national tax-payer should be spent in the most effective and reasonable way. However, we consider that “Better spending” should not mean
“Less spending” and should not serve as a justification to cut funds for
the Cohesion policy in the negotiations on the Multiannual Financial
Framework 2014-2020.
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l Fiscal consolidation: In the last years Bulgaria is carrying through a consequent macroeconomic policy, focused on long term stability. The government took measures to obtain balance between stabilizing public finances
and implementing growth measures. We consider as measure of significant
importance the following of the Maastricht stability criteria. Bulgaria was
one of the first member states that incorporated in its national legislation
these criteria. According to the newly amended Law on the Structure of
the National Budget, in force from 1.01.2012, the budget deficit should be
limited in the future to 2 per cent from the GDP and public expenditures – to
40 per cent from the GDP. Bulgaria’s efforts to strictly follow the principles
of fiscal and budgetary discipline have enabled the Commission to stop
recently the procedure against Bulgaria due to oversized budget deficit.
Our wish to contribute to a stronger co-ordination of the economic policies
and to stimulate economic growth in the EU was confirmed in the last 2011
year trough our accession to the Euro Plus Pact. Bulgaria also supported
the Fiscal Compact for Growth and Jobs regardless of the fact that it is a
format only for members of the Euro zone. But our country insists on the
principle that every important decision in the EU should be taken in the
EU-27 format – with the participation of all member states. Otherwise the
danger for the EU of falling apart on two speeds community would be very
tangible. However there is a specific element in our position with regard
to the binding of the country to the Fiscal compact. Bulgaria has declared
that it will not apply Part IV of this Pact, envisaging the co-ordination of the
economy policies. We believe that direct taxation should remain a matter
of national priority. For us the diversity of the corporate tax system is an
advantage for Member States. Bulgaria introduced a flat tax of 10 per cent
for corporate and personal income and regards this step as a measure for
increasing its competitiveness.

– Improvement of functioning of Labour Market and especially with regard
to unemployment among young people.
These priorities were presented in the revised National Reform Programme in
2012, which contains Bulgaria’s policies with regard to Europe 2020 Strategy.
Allow me to conclude my remarks with a quotation from the speech, delivered by our Foreign Minister Mladenov on the occasion of the Day of Europe:
“May be Bulgaria is among the poorest EU- countries, but from historic point
of view it is the EU member state, having restructured its economy during the
transition period in a shortest way. Well, price for this was high, governments
have fallen, political elites changed, there was a social tension. But today our
country is among the most disciplined in fiscal terms EU member states, with
best perspectives to find a way out of the crisis.”
Dear colleagues,
It is hardly possible in a short review to focus on all aspects of changes that
our country, our institutions and our society have been passing trough. Actually
– in a process of such significant and deep going changes the whole country
is changing in a significant way.
Thank you for the attention.

l Bulgaria defined 5 national objectives for improving its social and economic situation:
– Employment;
– Investment in Research and Development;
– Climate and Energy Efficiency;
– Education;
– Limitation of poverty.
Additional as important priorities in this regard were identified:
– Improvement of Infrastructure and Business Climate;
– Increase of competitiveness potential;
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EU AFFAIRS COORDINATION MECHANISM OF
THE REPUBLIC OF BULGARIA
Kristina Hitrova has been working in the Council of Ministers
of the Republic of Bulgaria since March 2009. At first she started
as a State expert in the “Coordination of European Union Issues”
Directorate and then in October 2009 she moved to the “Horizontal Issues and Implementation of NSRF” Department of the
“Programming of EU Funds” Directorate, where she worked two
years. Since October 2011 she is again working in the “Coordination of European Union Issues” Directorate.
Prior to the Council of Ministers of the Republic of Bulgaria,
Mrs. Hitrova also worked in the Ministry of Economy and
Energy as a Chief expert in the “Industrial Policy” Department of the “Economic
Analysis and Internal Market” Directorate (February 2003 – May 2004) and as a
Head of Department “Business Environment and Innovations”, Enterprise Policy
Directorate (May 2004 - March 2009).
Mrs. Hitrova has also a five years experience in the Ministry of Industry, where
she worked as a Senior expert in “Industrial Policy” Department of the European
Integration and International Cooperation” Directorate in the period March 1998
- February 2003.
The European Union affairs coordination mechanism in Bulgaria is regulated
by Decree No 85/2007 of the Council of Ministers which includes provisions
in the following areas:
l Participation of the Republic of Bulgaria in the decision-making process
of the European Union (EU);
l Implementation of Bulgaria’s EU membership obligations (transposition
of EU law within the Bulgarian legal system and its implementation;
preparation of responses to EU Pilot cases; preparation of positions on
infringement procedures, initiated by the European Commission, etc.)
The EU affairs coordination mechanism has three levels of decision-making,
namely the Council of Ministers, the Council for European Affairs as a consultative body under the Council of Ministers and 35 working groups in the
different policy areas. The mechanism is outlined in the following scheme:
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Council of Ministers
The Council of Ministers is the highest authority for decision-making
within the EU affairs coordination mechanism in Bulgaria. The most important
issues and those with political implications are discussed at its sessions. Some
of the main functions of the Council of Ministers in the EU affairs mechanism
are: adoption of the country’s positions for the regular and informal sessions
of the European Council and of the Council of the European Union in its various formats; adoption of annual programmes on the participation of the
Republic of Bulgaria in the decision-making process in the EU (submitted
to the Bulgarian National Assembly), as well as annual action plans for transposition and implementation of EU law.
The Minister of Foreign Affairs ensures the implementation of consistent
national policy concerning the issues related to the European Union.
Council for European Affairs
The Council for European Affairs (CEA) is a consultative interministerial
body chaired by a deputy minister of foreign affairs. Its members are deputy
ministers in charge of European affairs at the line ministries as well as the heads
of the 35 working groups (usually directors of EU affairs departments at the
line ministries).
The EU Affairs Coordination Directorate within the Administration of the
Council of Ministers acts as a Secretariat of the CEA.
The main functions of the CEA are related to the adoption of framework
positions on dossiers and other issues considered at EU level; adoption of
draft positions for the regular and informal sessions of the European Council
and the various formats of the Council of the European Union, prior to their
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approval by the Council of Ministers; approval of strategic or planning documents concerning European affairs prior to their introduction to the Council
of Ministers; adoption of positions on infringement procedures; approval of
six-month operational programmes defining the national priorities for each
Presidency of the Council of the EU. Regular sessions of the Council are held
once a week (every Monday) but extra sessions are also possible.
Working groups
The 35 permanent working groups function under the line ministers or the
heads of institutions. Pursuant to the coordination mechanism for European
affairs they carry out the main activities on expert level in the respective policy
areas.

participates in all 35 WGs;
executes compliance checks of the EU legislation;
administers the EU Pilot System;
acts as a national SOLVIT centre;
act as a national contact point to the TAIEX office of the European Commission;
l coordinates the pre-trial phase of the infringement proceedings;
l administers the NIM database and executes final approval of all notifications.
l
l
l
l
l

Permanent Representation
of the Republic of Bulgaria to the European Union
The Permanent Representation of the Republic of Bulgaria to the European Union is headed by the Permanent Representative, supported by the
Deputy Permanent Representative. The Permanent Representative carries out
the operative guidance on all issues within the competence of COREPER II. The
Deputy Permanent Representative organises and operatively guides the work
of the officials at the Permanent Representation, when working on issues falling
within the competence of COREPER I.
Central Coordination Units
within the EU Affairs Coordination Mechanism
l EU Affairs Coordination Directorate within the Administration of the
Council of Ministers - executes the overall coordination with the line
ministries and institutions in the country in the area of EU Affairs and
l EU Affairs General Directorate within the Ministry of Foreign Affairs – responsible for the relations with the Permanent Representation of Bulgaria
to the EU, COREPER issues and relations with the Embassies of EU member
states to Sofia and Bulgarian embassies to EU member states.
EU Affairs Coordination Directorate
The main responsibilities of the EU Affairs Coordination Directorate are as
follows:
l analyzes EU policies and monitors the implementation of Bulgarian membership commitments;
l acts as a Secretariat of the CEA;
l administers the EUnet Information System;
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BUILDING ADMINISTRATIVE CAPACITY BEFORE
AND AFTER EU ACCESSION
Kaloyan Simeonov holds a PhD in Economics and master
degrees in European Studies and International Economic
Relations.
Mr. Simeonov is Assistant Professor on EU affairs in the European Studies Department at the Sofia University. He is also a
lecturer at the Diplomatic Institute in the Ministry of Foreign
Affairs of Bulgaria with previous teaching experience in the
European Institute of Public Administration, the Bulgarian
Institute of Public Administration, the Centre for European
Programmes to the American University in Bulgaria and
other universities and centers.
He has more than 14 years of practical experience in the EU affairs, subsequently
in the EU Departments at the Ministry of Finance, the administration of the
Council of Ministers of the Republic of Bulgaria and the Financial Supervision
Commission.
Mr. Simeonov has more than 50 publications in different fields of the EU affairs,
including three books and one manual for students as co-author. He has also
experience in EU funded projects and programmes in Bulgaria, Bosnia and Herzegovina, Kosovo, the northern part of Cyprus, Azerbaijan, Montenegro and other
countries.

1. Introduction
The building of the administrative capacity in the countries from Central
and Eastern Europe and afterwards of the counties from the Western Balkans
and the Black Sea regions has become a central topic of the relations between
the EU and those countries. One of the reasons for that fact is the link between
appropriate and efficient administrative capacity and proper implementation of the EU legislation and the best EU practices in different areas. This
is a valid reason not only for the countries that aspire EU membership in
the foreseeable feature but also for other countries that aim harmonisation
with the EU law in certain areas and policies, including in the field of the EU
internal market.
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This article aims to explain the need for the countries from Southeastern
Europe and the Black Sea region to strengthen their administrative capacity.
This need derives not only from the deeper rapprochement of these countries
to the EU but also because of their willingness to transform and to modernise
their societies and economies.
The first section of the article has the objective to explain the importance of
building the administrative capacity for the countries from Southeastern Europe and the Black Sea region. It focuses on such issues as the definition of the
administrative capacity as an accession criterion and the different approaches
of the EU towards the horizontal and vertical (sector) rules.
The next section outlines the main challenges for the administration in the
period before the EU accession. These challenges are related not only with the
EU negotiation process but also with the need to perform substantial and serious reforms across the different sectors of the economy, the social and political
life that affects both the citizens and the business of these countries.
The section afterwards focuses on the challenges that are facing the countries
that are so-called “new” EU Member States. Some of the challenges that are
present in the pre-accession period persist also after the EU accession. However,
there are some new challenges after the date of accession to the EU. Some of
these new challenges are related to the fact that EU membership transforms
these countries from “policy takers” to “policy makers”. Another challenge is
the fact that some of the most experienced and clever experts continue their
career in the European institutions thus creating the opportunity for a sort of
vacuum in the national administrations if there is no sufficient and well trained
replacement of those leaving towards Brussels, Strasbourg, Luxembourg or
Frankfurt.
The following section gives some practical examples about how countries
from the region aim to strengthen their administrative capacity in order to
target the challenges before and after EU accession. Some of the examples
will focus on the experience of a new EU Member State, namely Bulgaria and
another example will present a practice of a country that is a potential candidate for EU accession.
The last section concludes and provides some recommendations for the
countries that are now at the beginning of their road towards EU accession.
2. Importance of building administrative capacity in Southeastern
Europe and the Black Sea region
Building administrative capacity is important not only for Southeastern
Europe and the Black Sea region. This process is also a prerequisite for EU ac66

cession. Developing and enhancing the administrative capacity in the national
and local administration is an essential element of the transformation even in
the current EU Member States.
A proof for the importance of the administrative capacity even in the current EU Member States is the recent report by the President of the European
Council that was elaborated in collaboration with the President of the Commission, the President of the Eurogroup and the President of the European Central
Bank. This report was presented at the recent European Council on 28-29 June
2012. It was called “Towards a Genuine Economic and Monetary Union” and
was targeted at developing a vision for the Economic and Monetary Union
to ensure stability and sustained prosperity by proposing a strong and stable
architecture in the financial, fiscal, economic and political domains. This report
reads: “Measures to strengthen the political and administrative capacity of
national institutions and foster national ownership of reforms could be taken
where necessary, as this is a vital condition for the efficient implementation of
growth enhancing reforms.”
This report demonstrates that strengthening administrative capacity is part
of the current talks and the reforms that aim to further develop the architecture
of the EU and that are even indispensable for the development of the Economic
and Monetary Union.
But let’s turn back to our topic, to the regions of Southeastern Europe and
the Black Sea and their reforms and rapprochement towards the EU structures
and policies. There are several essential factors that define the importance of
the administrative capacity for the countries from those regions:
– the administrative reform is a cornerstone in relation to the efforts to
modernise and transform the countries from Southeastern Europe and
the Black Sea. It is difficult to achieve a substantial progress in any sector
policy reforms if it is not accompanied with transforming the administrative capacity in the respective area.
– effective administration shall ensure equal and transparent rules of
the game for the business in the countries from these two regions.
Providing a level playing field and free competition rules is an essential
element also for attracting foreign direct investments in the relevant
fields. Foreign direct investments are related with attracting new and
fresh capital but also with know-how and better management in the
respective sectors.
– an appropriate administration shall ensure adequate protection of the
rights of the citizens and the consumers. Especially in time of economic
and financial crisis building of consumer confidence is a prerequisite for
achieving economic stability and prosperity.
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– building administrative capacity became one of the accession criteria for
EU membership for those countries that aspire to be EU Member State.
According to this criterion, established in the European Council in Madrid
in 1995, the EU membership requires that the candidate country must
have created the conditions for its EU integration through the adjustment
of its administrative structures. While it is important that EU legislation
is transposed into national legislation, it is even more important that the
legislation is implemented effectively through appropriate administrative
and judicial structures. This is a prerequisite of the mutual trust required
by EU membership.1
Although the building of the administrative capacity has become an EU accession criterion, it shall be stressed that on EU level there is no horizontal
administrative requirements. The structure of the national and local administration is subject to a national decision and not to an EU obligatory one. This
is due to the fact that EU Member States have different constitutional, legal
and administrative arrangements.
However, over the past decades the EU Member States have established
voluntary practices that meet certain minimum standards. These practices
are not obligatory and usually politicians and analysts refer to them as “best
administrative practices”. A cornerstone of these practices is the clear division
in the national institutions between the political and the administrative level.
The political level is for example the ministers and vice-ministers of a respective
ministry and a political cabinet with a small number of political advisors. Their
appointment is for the term of the respective political mandate.
In contrast to the political level, the administrative level are civil servants that
are usually appointed by permanent contracts and their rights are protected by
Civil Service Laws that also meet certain minimum standards as best practices.
Another good practice is the requirement in the national legislations that a
civil servant shall be appointed in the respective institution only after a competition procedure or in the framework of an agreement for mobility from one state
institution (where the entry is also subject to such a competition procedure)
to another state institution. These competition procedures shall ensure as a
principle equal access to all the applicants for a job in the state administration
and shall decrease substantially the political appointments.
1 For further information, see the website of the European Commission that is dedicated to the EU
enlargement process: http://ec.europa.eu/enlargement/enlargement_process/accession_process/
criteria/index_en.htm. The other EU membership criteria were defined in the European Council in
Copenhagen in 1993 and include the following requirements: i) stability of institutions guaranteeing
democracy, the rule of law, human rights and respect for and protection of minorities; ii) the existence
of a functioning market economy as well as the capacity to cope with competitive pressure and market
forces within the Union; iii) the ability to take on the obligations of membership including adherence
to the aims of political, economic and monetary union.
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A relatively new element of the administrative reforms and best practices
in the state administration at horizontal level is the requirement for annual
assessment of the civil servants by their managers (respectively head of unit,
director of department or chief secretary). The career development also depends from these annual assessments that are made as a practice at the end
of the calendar year.
The establishment of the e-government and the electronic services by the administration are also considered as best administrative practices. The e-government
goal is to use the tools and systems made possible by Information and Communication Technologies to provide better public services to citizens and businesses.
E-government is even much more important in the EU as within the European Union’s internal market, people are able to move freely – either for work or for private
reasons – and consequently they have to be able to deal easily with public services
outside their home country more and more. Therefore the aim is that e-government
services provide significant added value to citizens and business.2
However, in the different sectors the EU has established some common
rules and obligatory requirements on sector level. National sector institutions and bodies shall meet these sector requirements in order to ensure proper
and effective implementation of the EU legislation in the respective field. Such
requirements exist in the fields of financial services (banking, insurance, securities or other financial services), other areas related to the internal market,
information society services, energy, data protection, etc.
Such sector requirements usually refer to conditions about the soundness
and effectiveness of the institutions, the need of cooperation with other
relevant authorities, requirements about the supervision on the respective
markets, etc.
The countries that aim EU accession or only closer rapprochement to the
EU internal market shall also align their legislation with the respective sector
administrative rules.
Building administrative capacity is related with substantial challenges for the
Southeastern Europe and the Black Sea regions. Usually these challenges are
similar before and after EU accession (especially for the countries from these
regions that have EU membership as close perspective and that are either candidate or potential candidate countries). However, there are some specificities
of the administrative reforms and tasks before and after EU accession that will
be highlighted in the next two sections. The majority of these challenges shall
be also met by the other countries from these regions that currently do not
aspire EU membership in the foreseeable future.
2 For more information on e-government services in the EU, please see the following address
of the European Commission: http://ec.europa.eu/information_society/activities/egovernment/
index_en.htm.
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3. Challenges for the administration in the period before EU accession
The building of the administrative capacity in the pre-accession period is
crucial for the timely and efficient harmonisation of the EU acquis. The harmonisation process before the EU accession requires substantial efforts from the
national administrations in the candidate countries as they shall harmonise for a
period of around 5 to 7 years a legislation that is developed and adopted in the
EU for a period of more than 50 years after the establishment of the European
Economic Community. Another challenge is the fact that the EU acquis currently
comprises of around 90 000 Official Journal pages that shall be harmonised by
the candidate countries for the short period before EU accession.
In relation to the harmonisation process one of the big challenges for the
administrations from the candidate countries is the need to align with an
EU legislation in which adoption these administrations did not participated.
Sometimes the logic of the respective EU legal text is not so easy to understand
and transpose. This is as a consequence of the need to reflect different national
interests of the EU Member States once the EU institutions aim to adopt the
respective EU act.
In the period before EU accession the candidate countries are referred to
as “policy-takers”. That means that these countries shall just transpose in that
period the EU acquis without having the right and the opportunity to amend
it. The only exception is the possibility for the candidate countries to negotiate
some limited in number and scope transition periods postponing the transposition of some few articles and requirements of the EU acquis.
However, the harmonisation process of the EU acquis is not the biggest challenge in the period before EU accession. The transposition of the EU legislation
is relatively much easier than the actual implementation of those rules after
their adoption and publication in the respective state official journal. The effective implementation of the EU legislation requires substantial administrative
capacity in the candidate countries, professional and well trained civil servants
in the relevant areas of the EU acquis.
Another challenge in the pre-accession period is to establish professional and
well performing Institutes of Public Administration in the candidate countries.
The majority of these countries did not have such special institutes before the
start of the accession negotiations. The mission of such institute is to build and
train administrative capacity in the country that is able to adopt and implement properly not only the EU legislation but also national legislation that is
not strictly related to the fulfillment of EU requirements.
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Usually during the screening process of the EU legislation that precedes the
start of the accession negotiations, the national administrations establish new EU
affairs units and departments in the relevant state ministries and agencies that
shall deal with the coordination of the EU affairs issues, the harmonisation and
implementation of the EU requirements in the respective ministry or agency.
The majority of the staff of these new special units and departments are
young professionals and some of them have finished their master studies
abroad in prestigious universities and colleges. Therefore, it is important to
develop appropriate career opportunities and incentives for these people to
work in the national administration. Before the EU accession the high turnover
of qualified experts working in the EU field is a very frequent tendency in the
national administrations.
In addition to the need to decrease the high turnover of experts working in
the EU field, the national administrations shall also recruit new staff for their
growing and more demanding tasks in relation to the EU accession goal. This
new staff shall be also highly motivated and shall have good understanding
in the EU field as well as appropriate knowledge of one or more of the official
languages of the EU and even most importantly, a good knowledge of at least
one of the working languages in the European Union – English, French and
German.
Another important task of the national administrations in the pre-accession
period is the establishment of efficient Translation Centers. The goal of these
Translation Centers is to translate officially the whole EU acquis in the national
language of the candidate country. After EU accession, the translation of the
European documents is executed by the translation services of the European
Commission and the Council of the EU but before accession it is the responsibility of the national institutions to translate the acts that are published in the
Official Journal of the EU.
An essential element of the process of EU accession is also the need to develop and implement good communication campaign towards the citizens and
business of the respective countries. These communication campaigns shall
explain in an easily understandable language the advantages and benefits of
EU accession but also the costs, requirements and the obligations that arise
from the EU membership.
4. Challenges for the administration after EU accession
Many national politicians, analysts and experts think that after EU accession
the challenges for the state administration are less difficult and easier to overcome. In reality, it is just the opposite. After EU accession the new EU Member
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States shall transform their behavior from “policy-takers” to “policy-makers”. That
means that the national administrations shall not only absorb the EU policies,
legislation and decisions but they shall already participate in the shaping of
the new EU policies and decisions.
After EU accession the national administration shall build substantial capacity
in order the country to participate in the EU decision-making process. The architecture of the EU institutions and decision-making process is quite complicated
and complex even for Member States with greater and longer experience in
participating in the negotiations and shaping of the EU policies. For the new
EU Member States this process is even much more challenging. Acquiring the
art of negotiating national positions and defending national interests at the
same time as being a reliable EU partner trying to find the common consensus
is not an easy task. For that reason the national administration shall not only
build capacity in order to harmonise and implement EU policies but also to
learn and acquire negotiation skills.
The challenge to participate in the EU decision-making process and adopting
of new policies and decisions is also an advantage for the national administrations. In contrast with the pre-accession period, the national authorities not only
have the chance to give their vote for the new EU policies but they also have a
better understanding and knowledge of the character, importance and specificities of these policies because they have participated in their elaboration.
It shall be also stressed that after EU accession the European Commission as
the guardian of the EU treaties monitors much more closely the transposition
and implementation of EU policies in the new EU Member States. Before accession, there is also monitoring of the pre-accession commitments undertaken
during the negotiation process. However, after accession the monitoring of the
commitments of the EU Member States is relatively on a monthly basis.
Another challenge after EU accession is the keeping of the administrative
capacity in the EU affairs teams in the different national ministries and agencies. In addition to the private sector that always has incentives to attract the
civil servants from these teams through higher salaries or other favorable
conditions, after EU accession there is another very important “temptation”
for these civil servants. This is the opportunity to continue their career in the
European institutions.
The opportunity to work in the European institutions brings many advantages for these civil servants as it provides the possibility to work in international environment, to be better paid and to have many other professional
and social benefits that are not always present in national administrations.
However, the national authorities shall not limit these civil servants to work
in the European institutions but in contrast it shall stimulate that process. The
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reason is that national interests and reputation are better protected if the best
national experts are sent and start to work in the European institutions. For
higher positions such as Directorate-Generals, Directors of Departments and
Head of Units it is very often necessary also a political support from national
governments in order the respective national specialists to be appointed on
these positions.
The problem, however, with the transferring of expertise from national
institutions to European institutions still persist. The reality is that the fact
that many professionals and experts are moving to the European institutions
sometimes create a certain sort of administrative vacuum in the national
administrations and especially in the EU affairs teams. It is not so easy to hire
new experts in those teams as the new generations that have completed
recently the universities are also attracted by the career in the European
institutions.
Another challenge that is much more pressing and important after EU accession is the need to strengthen the administrative capacity in the area of
the absorption of the EU funds. It is true that this is also a challenge in the preaccession period because the national administrations shall build capacity to
absorb the pre-accession EU funds. However, the funds from the EU structural
and cohesion funds are several times higher than the pre-accession ones. It is
much more complicated and demanding to absorb properly and effectively
these funds after EU accession than in the pre-accession period.
After EU accession it is also much more demanding to develop administrative capacity for better regulatory impact assessment of the new policies.
Developing such a capacity is also relevant in the pre-accession period but as
it was already mentioned, in that period the candidate countries play more
the role of “policy-takers”. After EU accession strengthening the administrative capacity for impact assessment is a prerequisite for the participation of
the national administrations in the EU decision-making process as well as
for adopting national decisions that are not related with the EU policies and
practices.
Before and after EU accession it is also very important to build capacity to
cooperate with the non-governmental sector and the branch associations
in the respective country. The good cooperation between the governmental
and non-governmental sectors may bring further benefits in developing
good and motivated national positions in the EU accession negotiations or
in the framework of the EU decision-making process after accession. This
cooperation is also crucial in the transposition of the EU rules and requirements in the national legislation and their subsequent proper and effective
implementation.
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Some examples and best practices for strengthening of the administrative
capacity:
This last section provides some examples and best practices how to strengthen the administrative capacity in both the pre-accession and after accession
periods. Some of the examples are from a new EU Member State, namely
Republic of Bulgaria and one example is about a scholars programme in the
administration in a potential candidate country – Republic of Kosovo.3
One of the main incentives for civil servants for being part in the EU affairs
teams, where the requirements and the work is much more demanding, is
usually the potential opportunity to be better paid than in the other part of
the national administration. Some of the arguments for this potential differentiation is that the civil servants being part in the EU affairs teams shall work
in a challenging and constantly changing environment where the EU propose
and adopts constantly new rules and practices. These experts shall also know
professionally European languages and participate in complex processes as
the EU accession or EU decision-making processes.
It is clear that the better payment could not be the only stimulus for these
experts for working in the EU affairs teams. Other benefits are the abovementioned opportunity in the future to continue their career in the European
institutions, to be trained during their stay in the national administration as
there are many national and international trainings for such experts in the EU
field, etc.
Although that there are different incentives for the experts working in the
EU affairs teams, one of the most important is still the opportunity to be better
paid than in the other part of the national administration. Therefore, many candidate countries established in the pre-accession period various mechanisms
for stimulation of these civil servants.
Bulgaria has also established such a mechanism before accession for the
experts that work in the areas of EU accession negotiation, transposition and
implementation of EU policies. According to that mechanism, based on the
individual performance of the respective expert, it was possible to allocate
additional payment, above their monthly salaries. The maximum amount that
was possible to allocate to an individual expert was equal to 6 monthly salaries
per year, the basis being their own monthly salary. Some experts with greater
involvement and contribution to EU affairs matters received the maximum
3 It shall be pointed out that the Republic of Kosovo is not recognised by 5 from the current 27
EU Member States. These are Spain, Republic of Cyprus, Greece, Slovakia and Romania. This creates
substantial problems for the European perspective not only for Kosovo but also for the accession
negotiations of Republic of Serbia. However, the European Union has recognised the EU perspective
of Kosovo, the country participates in the EU Association and Stabilisation Dialogue and is part of the
Western Balkans.
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amount but the majority of the experts in the EU field received in Bulgaria
between 1 and 6 additional monthly salaries per year.
After EU accession Bulgaria established a new mechanism for experts
dealing in the EU field. However, this time it was not for the experts working
for the EU policies but for the experts working in the area of the absorption
of the EU funds. This was the mechanism of the so-called “double salaries”
which in practice means that if an expert is at the office for all the working days during the respective month, he will receive in practice two basic
monthly salaries. However, if the expert was in holidays or for unpaid leave,
he will receive the so called “double salary” only for the period that he was
practically in office.
In reality the stimulus for the experts in Bulgaria working for the absorption
of EU funds was even higher than for the experts working in the EU policies.
It shall be stressed that the establishment of such mechanisms for better
stimulation of experts working in the EU field does not only bring benefits and
better strengthening of the administrative capacity in this crucial area. This
differentiation very often creates tensions with the other part of the administration that does not work directly for the accession negotiations, EU policies and
absorption of EU funds. Another problem is the fact that some mechanisms
establish subjective criteria for the allocation of additional payment to the
experts that are based on the assessment of their managers.
Another example of building administrative capacity and training qualified
experts in the EU field is the Young Cells Scheme in Kosovo. The Young Cells
Scheme is the EU Postgraduate Scholarship Programme for Kosovo, aiming
to contribute to the creation of an effective, efficient and transparent public
administration in Kosovo at all levels. This scheme aims to improve the professional capacity and expertise of civil servants in key sectors of the Kosovo
public administration by offering the opportunity to Kosovan graduates to
undertake postgraduate masters programme in EU Universities in order to
support the Kosovo government to meet the obligations arising from the EU
Integration process.
The Scheme was initiated in 2004 and until 2012 a total of over 222 grants
were awarded. Currently the Young Cells Scheme provides studying in Master
Programmes in 9 different EU Member States (Belgium, Netherlands, United
Kingdom, Germany, Portugal, France, Ireland, Hungary and Spain) and in different fields ranging from EU law, economics, veterinary issues, environmental
sciences, safety regulations, etc.
According to the statistics of the Kosovo authorities out of the 170 students
who already completed fully the Scholarship Programme, around 80% currently
works for the government of Kosovo at various levels and offices, both in line
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ministries, with many serving at the Ministry for European Integration, and
independent authorities, like the Central Bank.4
It shall be stressed that the above figure is just an official statistic of the implementation of the Young Cells Scheme in Kosovo. The practice in reality shows
a little bit different picture. The scholars of the scheme are obliged by contract
after the studies to work at least for three years in the state administration. If
this requirement is not fulfilled they shall pay for their scholarship programme
as otherwise it is financed by the Kosovo government and international donors.
In practice, a large number of the scholars and new civil servants in the Kosovo
administration do not stay longer than one year or year and a half in the state
administration as they are tempted by the higher payment in the offices of
the international organisations that are based in the capital Pristine or other
cities in Kosovo.

The building of the administrative capacity in the EU affairs field is very
difficult and challenging task. However, there is something very important
at stake – this is the successful preparation for EU accession or the effective
membership after the accession date. Even for the other countries that currently
are not joining the EU this is an essential task as better trained administrative
capacity may make the process of alignment of national legislation with the
EU internal market and other rules much more smooth and successful.

5. Conclusions and recommendations
Building administrative capacity in the countries from Southeastern Europe
and the Black Sea region is a challenging job both before and after EU accession. It is a challenging task also for the countries from these regions that do
not aspire EU accession in the foreseeable future.
One of the recommendations for building such administrative capacity
not only for the transposition and implementation of EU policies but also for
the national policies and decisions, is the establishment of effective national
Institutes of Public Administration in order to better train the civil servants. It is
true that especially in the pre-accession period there are a lot of trainings from
international donors, but building its own capacity to train the administration
as well as an ownership of the training activities of your own administration
is always beneficial.
The administrative capacity requires similar skills both before and after EU
accession. However, before EU accession there is a need to transpose quickly
substantial “amount” of EU rules and after accession the focus is already on the
participation in the EU-decision making process.
Another recommendation for the strengthening of the administrative capacity
is the elaboration of mechanisms for the stimulation of the civil servants to work
in the EU affairs teams in the administration where the requirements and the job
is much more demanding than in many other parts of the national administration.
However, such mechanisms shall be very carefully elaborated and implemented
as sometimes they may create much more problems than to resolve.
4 For further information on the Young Cells Scheme in Kosovo and its implementation, please see
the following address: http://www.ycskosovo.eu/en/young-cells-scheme.html.
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INSTITUTION BUILDING:
INSTITUTIONS RESPONSIBLE FOR CENTRAL
COORDINATION OF EU ACCESSION PROCESS
IN TURKEY
Pınar TANLAK, who is the Director of the Directorate of
Training and Institution Building in the Ministry for EU Affairs
in Turkey, was born in İzmir in 1974. Mrs.TANLAK completed
her secondary and high school education at the American
Collegate Institute in İzmir. Mrs.TANLAK earned her undergraduate degree from the Faculty of Political Science at the
Ankara University and holds a Bachelor’s Degree in International Relations. In addition, Mrs.TANLAK holds a Master’s
Degree in EU Economy and Finance from the Social Science
Institute at the Ankara University. After being awarded the
British Council’s Chevening Scholarship, Mrs. TANLAK participated in a research
programme on EU Law and Justice and Home Affairs for three months at the
University of Sussex in 2002. She started her career in the Secretariat General of
the National Security Council as an expert and then continued in the Secretariat
General for EU Affairs since 2000. On 10 November 2009, Mrs.TANLAK was appointed
as the Director of the Directorate of Project Implementation and continued in this
position until 15 September 2010. And then she was appointed as the Director of
the Directorate of Training and Institutional Building. In addition, Mrs.TANLAK has
authored an article titled “Turkey EU Relations in the post-Helsinki Period and EU
Harmonisation” which was published in Sussex European Institute Contemporary
European Studies in England. She is married and have one daughter.
PAST
1962
‘The Inter-Ministerial Committee on External Economic Relations’ was
established in order to ensure the coordination of activities in the area of
relations with the European Economic Community. The Committee that
served as an advisory body under the presidency of Undersecretary of State
Planning Organization comprised high level representatives from the Ministry of Foreign Affairs, Ministry of Industry, Undersecretary of Treasury and
the Central Bank.
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1964
A decree which was issued by the government granted the Inter-Ministerial
Committee on External Economic Relations the authority to take decisions on
EEC related matters.
1968
The State Planning Organization was assigned to coordinate the activities
in the area of relations with European Economic Community and the Regional
Cooperation for Development and a Coordination Committee was established
which consisted of the high level representatives from the ministries of Foreign
Affairs, Finance, Commerce, Customs, Labour , Public Works, Industry, Agriculture, Energy and Natural Resources.
1982
A Directorate for European Economic Community Affairs was established
within the State Planning Organization.
1986
A State Minister was assigned to assume the responsibilty of overall coordination of matters directly related to the European Communities.
1990
The Ministry of Foreign Affairs took over the responsibility of the overall
coordination and follow-up in European Community related matters.
1993
The task of ensuring a high level of coordination in conducting services, businesses and operations required by our relations with the EU was undertaken
by the Chief Advisor to the Prime Minister.
1997
A State Minister, again, started to play the coordinator role in European
Community related matters.
2000
On 3rd March 1998, the `European Strategy for Turkey` was initiated by the
European Commission and in 2000, the Turkish Secretariat General for EU Affairs
was established. During the studies of membership to the EU, the EUSG vision
was to provide coordination among public institutions and foundations; to
encourage contributions from the elements of participant democracy; NGOs,
universities and media to EU studies and to incorporate core values of EU into
all sectors of the society.
PRESENT
2011
After Turkey’s 17th general elections held on 12 June 2011, the first Turkish
EU Ministry was established in Turkey. The former chief negotiator Egemen
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Bağış became the first Minister for EU Affairs and Chief Negotiator on the
Establishment of the Ministry of EU Affairs. Since it is supposed to replace the
Secretariat General for the EU Affairs, it constitutes a significant institutional
improvement as a proof of Turkey’s desire to upgrade its relations with the
EU. The primary concern for the new EU Ministry is to improve the EU Communication strategy.
In one of his statements, Bağış affirmed that the “government’s decision to
transform the decade-old Secretariat General for the EU Affairs into a full-fledged
Ministry, which will continue reporting directly to the Prime Minister, is a significant
message to the EU that Turkey keeps up the impetus in its determined drive towards
EU membership despite all political obstacles on its negotiation process.”
Within the EU, the creation of the new Ministry was welcomed. Marc Pierini
- the head of the Delegation of the EU to Turkey - recently described the establishment of the new EU Ministry as a positive step.

Directorate for Economic And Financial Policies
Monitors and coordinates the activities carried out by public institutions,
towards aligning the Turkish legislation with EU Acquis in the fields of economic
criteria, economic and monetary union, statistics, free movement of capital,
free movement of services, financial services, taxation, financial control and
budgetary provisions.
Directorate for Single Market and Competition
Directorate of Single Market and Competition is responsible for the coordination and monitoring of Turkish public institutions’ harmonization works
with the EU legislation in the field of internal market and competition. The
Directorate investigates the compatibility of draft legislation with the EU Acquis
and terminology.
Directorate for Sectoral Policies
Monitors and coordinates the efforts undertaken by public institutions and
organizations for alignment with the EU acquis on the following topics: Transport, Environment, Energy and Trans-European Networks.
Directorate for Social, Regional and Innovative Policies
Monitors and coordinates the activities carried out by public institutions,
towards aligning the Turkish legislation with EU Acquis in the fields of business,
industrial, information society, media, science, research, education, culture,
employment policies, social and regional policies and structural instruments.

The Ministry for EU Affairs - Republic of Turkey

MINISTRY FOR EU AFFAIRS
ORGANIZATION
DIRECTORATES RESPONSIBLE FOR VERTICAL ISSUES
Dırectorate for Political Affairs
Monitors and coordinates the activities carried out by public institutions,
towards aligning the Turkish legislation with EU Acquis in the fields of political
criteria, justice, freedom, security, judiciary and fundamental rights.
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Directorate for Agriculture and Fisheries
Directorate is responsible for coordination and monitoring of studies on
alignment with the EU Acquis relating to the following chapters:
Chapter 11: Agriculture and Rural Development
Chapter 12: Food Safety, Veterinary and Phytosanitary Policy
Chapter 13: Fisheries
DIRECTORATES RESPONSIBLE FOR HORIZONTAL ISSUES
Directorate for Accession Policy
It coordinates and oversees the progress of the EU accession negotiation
process;
It coordinates the work on preparing, applying, overseeing and reporting
the National Program for the adoption of the EU acquis;
It coordinates the work on preparing the Progress Report;
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It administers the secretariat functions for the Internal Coordination and
Harmonization Committee.

with the private sector, local authorities, non-governmental organizations and
universities and helping with the coordination of their activities.

Directorate for European Union Law
The European Union Law Directorate, on the one hand, does studies and
delivers opinions on EU law, the decisions and the jurisprudence made by EU
institutions.
It, on the other hand, analyzes and delivers opinions on regulations prepared
by public institutions and organizations in compliance with the European
Union acquis.

Directorate for Research and Documentation
It coordinates and monitors the academic research activities on European
Union and European Union-Turkey Relations, makes studies regarding this
purpose and serve them to public access;
It concludes the applications that are conducted in framework of Law on
Right of Information Acquirement numbered 4982, dated 9/10/2003, in a right,
effective and fast manner.

Dırectorate for Fınancıal Cooperatıon
It contributes to the preparation of financing agreements with European
Union and conducts negotiations;
It ensures general coordination of EU pre-accession financial assistance and
decentralised implementation system for use of funds;
It carries out secretariat services of National IPA Coordinator in the framework
of decentralised implementation system;
It monitors, programmes, evaluates and coordinates financial assistance;
It determines training program in line with needs of public institutions
intending to use financial assistance, besides, it makes action plan for training
activities and gives training or ensures to be organized.

Directorate for Translation and Coordination
It undertakes and coordinates the translation of the EU Acquis, carries out inventory work related to these and monitors the compliance of the translations;
It also sets the EU terminology database.

Directorate for Project Implementation
It develops projects in conformity with priorities in EU accession process for
the Ministry for European Union Affairs;
It implements the projects undertaken by the Ministry for European Union
Affairs;
It does the tasks regarding the implementation of projects directly carried
out by the Ministry for European Union Affairs including tendering, contracting and payments;
It supports government and civil society in order to improve their project
development and implementation capacities and organizes various training
programs accordingly.
Directorate for Civil Society, Communication and Culture
It is responsible for informing domestic and international public about the
EU and Turkey’s accession process; preparing and implementing the EU’s communication strategy; managing financial resources for the projects within the
framework of the EU Communication Strategy (EUCS) and finally cooperating
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Directorate for Training and Institution Building
It ensures the coordination of technical assistance regarding institution
building which are provided by EU member states and institutions, for instance
TAIEX, Twinning, Sigma, Matra etc.;
It ensures the coordination of training and internship activities of public
officials concerning the European Union and Turkey’s EU accession process;
It designates a training policy in line with the needs of public institutions
and organizations, creates an action plan and in this context organizes training
programs or ensures to be organized.
MINISTRIES
DIRECTORATES FOR EU AFFAIRS
MAIN DUTIES
Directorates for EU Affairs were established upon Turkey’s application for
full membership to the European Union, in order to carry out public services in
relevant area in an organized, effective and productive manner and coordinate
activities under the responsibility of each ministry in the area of relations with
the European Union.
Besides, within the framework of its duties, Directorates for EU Affairs do
the tasks specified below:
- They undertake the dealings with foreign countries and institutions in
matters concerning the remits of the Ministry within the framework of the
applicable by-laws;
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- They ensure that the services of the Ministry in the EU relations will be
delivered in a rapid, well organised, efficient and productive manner and to
take the relevant measure to assure that outcome;
- They establish the coordination among the departments of the Ministry
in tasks relating to the harmonisation with the EU Acquis which fall under the
sphere of duties of the Ministry; to assist the coordination works of the Ministry
of Foreign Affairs and Ministry for EU Affairs and to take the relevant measures
to assure the implementation of the government policies in the relevant area
and to carry out activities relating to harmonisation and implementation;
-They ensure the coordination concerning the European Union and
other foreign funded projects in their process of preparation and implementation and to support central institutions and affiliated bodies of the Ministry and its provincial and district level organizations
on their efforts.

MECHANISMS FOR LOCAL COORDINATION
OF EU ACCESSION PROCESS IN TURKEY
THE PROJECT:
‘IMPROVING THE EFFECTIVENESS OF GOVERNORSHIPS
IN EU ACCESSION PROCESS’
Project Background
Harmonisation studies undertaken within the framework of Turkey’s EU
accession process are being carried out at an enormous pace under the coordination of the Ministry for EU Affairs (MEA) and with the contributions of all
institutions at the central level.
However, the obligations of the EU accession process and arrangements to
be made within that framework are not only of concern to the ministries and
undersecretariats at the central level.
On the contrary, the implementation of the relevant arrangements made
in order to ensure harmonisation with the EU acquis are also related to the
local institutions such as governorships, municipalities, special provincial
administrations etc.
Although, the efforts to ensure harmonisation with the EU have continued
for more than 10 years, it is difficult to assume that the provincial organisations
of the central administration and the municipalities are adequately informed
about the EU harmonisation studies and the follow up of arrangements made
within this framework.
In addition, there are misunderstandings, prejudices and concerns regarding
the EU accession process in Turkish public opinion.
Therefore, the experiences gained through this process revealed that the
studies to be made in relation to the EU should be carried out not only at central
level but also at the local level.
Project Aim
Th project aims to establish a structure within the governorships that makes
rapid flow of proper information easy on EU to all provinces and will serve as a
local organisation of the Ministry for EU Affairs. Furthermore, it ensures a better
understanding of the EU accession process at the local level, by providing the
public opinion with more accurate information on the issues regarding the EU
and by ensuring the full implementation and follow up of the projects carried
out in the EU accession process.
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Project Scope
Establishment of EU offices in the governorships which provide support for
the enhancement of institutional capacities of the governorships.
Designation of a Deputy Governor as “Province EU Permanent Contact Point”
in 81 provinces that coordinate the activities related to the EU by different
institutions in the provinces and regularly inform the institutions in the provinces on progress, news, arrangements as well as project and funding facilities
relevant to the EU accession process.
Establishment of EU Advisory and Steering Committees in Provinces.
– They meet quarterly;
– They ensure that the coordination is conducted regularly by the Province
EU Permanent Contact Point;
– They are headed by Governor or relevant Deputy Governor;
– They comprise district governors, province directors concerned, general
secretary to the special provincial administration, general secretary or
vice general secretary to the metropolitan municipality, vice mayor in the
other municipalities, vice presidents of universities, representatives from
chambers of commerce, industry and agrarian as well as one representative each from active civil society organizations in the province.
Conclusion
After Turkish government’s decision to transform the decade-old Secretariat
General for the EU Affairs into a full-fledged Ministry, the establishment of the
Ministry for EU Affairs constitutes a significant institutional development as a
proof of Turkey’s desire to upgrade its relations with the EU. Furthermore, upon
Turkey’s application for full membership to the European Union, establishment
of Directorates for EU Affairs within each Ministry pave the way for carrying out
public services in an effective and productive manner and coordinating activities under the responsibility of each Ministry in the area of relations with the
European Union. Moreover, our past experiences have just shown us that the
studies in relation to the EU should be carried out not only at central level but
also at the local level. Therefore, a new structure has been established within
each governorship. A deputy governor has been designated as “EU Permanent
Contact Point” in 81 provinces and this, on the one hand, made rapid flow of
proper information easy on EU to all provinces and will serve as a local organisation of the Ministry for EU Affairs. It, on the other hand, ensured a better
understanding of the EU accession process at the local level, by providing the
public opinion with more accurate information on the issues regarding the EU
and by ensuring the full implementation and follow up of the projects carried
out in the EU accession process.
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CHAPTER IV: ECONOMIC
CHALLENGES BEFORE THE SEE
AND BLACK SEA COUNTRIES
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THE EUROPEAN BANKING CRISIS AND SPILLOVER
EFFECTS IN THE COUNTRIES OF CENTRAL, EASTERN
AND SOUTHEASTERN EUROPE (CESEE)
Olga Pindyuk is an economist at the Vienna Institute of
International Economic Studies. She holds a Master degree
in Economics and currently is a PhD student at the JKU University of Linz, Austria. She works at topics of international
trade and ﬁnancial markets. Primary focus of her work is on
the economies of the CIS countries.
Mario Holzner is staﬀ economist at the Vienna Institute for
International Economic Studies (wiiw). His research focuses
on international trade, economic growth, income distribution, and the economies of Southeast Europe. Mario Holzner
did a doctorate at the Vienna University of Economics and Business administration (economics). In his recent research, Mario Holzner analysed the eﬀects of free
trade agreements for Balkan economies with the help of the Global Simulation
Model (GSIM).

Banking crisis in the CESEE countries: main trends
The deleveraging process of the European banking sector since the outburst
of the crisis in late 2008 has been quite substantial. The banking centres are
still reducing their lending to the European periphery. Bank of International
Settlements (BIS) data have been used to analyse the extent of deleveraging
in Europe. The data are derived from the consolidated banking statistics on
an ultimate risk basis (the country of ultimate risk is defined as the country in
which the guarantor of a financial claim resides and/or the country in which
the head office of a legally dependent branch is located). The period covered
in our analysis is June 2005 - September 2011. The data are reported in USD.
Greece, Ireland, Italy, Portugal and Spain (GIIPS) have turned out to be the
countries most affected by the credit contractions in Europe, while the CESEE
countries have been hit relatively less. Figure 19 compares the indices of foreign
claims1 on banks in the GIIPS countries and Hungary, the latter being one of the
most troublesome countries in Central and Eastern Europe. After peaking in
most European countries in June 2008, foreign bank claims started to plummet
1 Foreign claims include cross-border claims and local claims of foreign affiliates in both foreign and
local currency.
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in all six countries. However, of that group of countries, Hungary experienced
the mildest decline: a drop of 29% in September 2011 as compared to June
2008 (which was also partly caused by more than 10% devaluation of the HUF
at the end of 2008). The most striking dynamic was recorded in Greece and
Portugal, where European banks reduced their claims on those countries by
64% and 55%, respectively, with the stock of banking claims in Greece falling
below the 2005 level.
Figure 19: Indices of European banks’ foreign bank claims on an ultimate risk basis,
Mar. 2005=100

The Austrian, Italian and German banks account for significant shares of
foreign bank claims in most countries of the region, with the exception of
the Baltic States and some Western Balkan countries. Nonetheless, the CESEE
countries are characterized by quite different geographic structures of consolidated foreign bank claims. For example, German and Italian banks dominate
the Polish banking sector, while in the Czech Republic the Austrian and Belgian
banks play the biggest role. Russia’s banking sector has been using resources
drawn primarily from French and German banks, while the banking sectors in
the Baltic States are centred on Swedish banks.
Over the period June 2008 – September 2011, the CESEE countries experienced
a decline in the foreign bank claims: on average by 17%. Deleveraging occurred
in all the countries of the region, albeit at varying speeds. The most marked
decline in foreign bank claims - in the range of 28%-40% - occurred in Ukraine,
Baltic States and Hungary. At the same time, other countries experienced only a
minor decline in their foreign bank claims – ranging from -4% in Serbia and -6%
in the Czech Republic to -15% in Romania and -17% in Russia.
Figure 20: Consolidated foreign claims on banks in CESEE countries, USD million

Source: BIS

In the three figures below (Figure 20-Figure 22), we take a closer look at
the activities of foreign banks in the CESEE countries. Figure 20 and Figure
21 show the structure and dynamics of the consolidated foreign claims of
European banks in the region. Poland, the Czech Republic and Russia display
the highest levels of foreign claims in their banking sectors. The lowest levels of foreign bank claims are in the countries of the Western Balkans, Baltic
States and Ukraine.
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Source: BIS
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Figure 21: Consolidated foreign claims on banks in other CESEE countries, USD
million

Over the period June 2008 – September 2011, all European banks, apart from
the British banks, reduced their exposure to the CESEE region. Over the same
period, British banks bucked the trend and increased their foreign claims on
the region by 30%. Swiss and German banks have been swiftest in withdrawing from the region; they decreased their claims by 71% and 47%, respectively.
The Austrian, Italian and French banks, however, decreased their exposure to
CESEE countries only slightly – by less than 10%.
It is interesting that the European banks, even those whose foreign claim
structures are similar, have targeted different countries to run on. Only the
German banks decreased their foreign claims on all the countries of the region,
and Hungary and Latvia were the only countries to suffer a decrease in foreign
claims by banks from all European countries. For example, while the Swiss banks
drastically decreased their exposure to Poland and Russia (by 82% and 63%,
respectively), the British banks increased their position in Poland by 93% and
the French banks increased their foreign claims on Russia by 86%.
Figure 22: Consolidated foreign claims of European banks, USD million

Source: BIS

If we look at the structure of the consolidated foreign claims broken down
by lending banks, the Austrian banks stand out as those most exposed to the
region, followed by the Italian and French banks. Together the banking groups
in those three countries account for 53% of all foreign bank claims on the CESEE
countries. Whereas German banks used to rank third in terms of foreign claims
in the region, they rapidly reduced their exposure so that by September 2011
their share had dropped to 10%: 6 p.p. lower than in June 2008. British and
Swiss banks are the least exposed in the region.
It appears that the European banks tend to concentrate their activities in
a few CESEE countries – the shares of three major countries of destination for
foreign bank claims account for 46% in Italy, 54% in Austria, and as much as
82% in France and the Netherlands, and 84% in Belgium. Poland, Russia and
Hungary account for significant shares of the foreign claims portfolios in most
of the European banks.
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Source: BIS

In summary, although the banking sectors in the CESEE countries have suffered some deleveraging, it has been on average only quite small-scale, except
in Hungary. That was possible due to the small decline in foreign bank claims on
the part of the major creditor countries in the region – Austria, Italy and France.
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However, if all the lending countries were to follow the example of the German
and Swiss banks, the region would undergo a much more severe crisis.
Another important observation is that during the crisis the European banks
have behaved in many different ways. Dissimilarities in their decisions on
changes of exposure to the CESEE countries might be attributed to the banks’
subjective perceptions of risk (rather than those based on objective indicators)
and the varying performance of individual banks in a given CESEE country.
Spillover through banking centres in Europe
Besides the general reduction of credit to emerging markets for reasons of
a change in risk awareness, it is widely assumed that those banks that were
deeply involved in countries overly hit by the crisis have found it necessary
to reduce their exposure to other emerging markets as well on account of
unexpected losses in the former countries. This spillover effect is also termed
‘common lender effect’.
Following the methodology of Van Rijckeghem and Weder (2003)2, we wish
to distinguish between those two effects for: (i) a set of European emerging
markets from the so called GIIPS group; (ii) the ten EU new member states (NMS);
and (iii) six Western Balkan Countries (WBCs). One dimension of the panel data is
by European creditor countries - not by time. The creditor countries3 in question
are Austria, Belgium, France, Germany, the Netherlands, Sweden, Switzerland
and the United Kingdom. The general public perceives Greece and Hungary
as the two countries, whose economies triggered negative spillover effects
throughout the region. Those two countries have been excluded from the panel.
They act as ‘ground-zero-countries’ with the potential to cause spillover effects
via banking centres that are heavily involved in their economies.
The estimated panel data model has the following structure:
Where ∆Exposureci is the change in the lending of the creditor country’s
banking sector c to the Emerging Europe country i over the period September
2008 - September 2011 as a share of the pre-crisis (June 2008) overall exposure
to emerging Europe. Exposureci represents the pre-crisis share of creditor country’s claims on the respective emerging Europe country in overall exposure to
emerging Europe. The common lender variables are defined as Exposurec0. They
correspond to the pre-crisis share of the creditor country’s claims on Greece
and Hungary respectively in overall exposure to emerging Europe. A set of
Macroi control variables consists of the current account and government bal2 Van Rijckeghem; C. and Weder, B. (2003), “Spillover through banking centres: a panel data analysis
of bank flows”, Journal of International Money and Finance, Vol. 22, No. 4, pp. 483-509.
3 The GIIPS countries were not included in the set of creditor countries as they are already included
in the other dimension of the panel, in the group of emerging Europe countries. For the remaining EU
or EFTA countries, no creditor data vis-à-vis emerging Europe were forthcoming from BIS.
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ance shares in GDP for the year 2007, as well as a real effective exchange rate
appreciation calculated as a percentage change between the averages of the
respective indices in the period 2004-2006 and the year 2007. A fixed exchange
rate country dummy variable has also been included. Finally Tradei stands for
the 2007 export shares of the respective Emerging Europe country to Greece
and Hungary respectively in order to check for possible trade-based contagion
effects. The data on exposure stem from the BIS database on consolidated claims
on an ultimate risk basis. The Macro control variables are taken from the Eurostat
and wiiw databases and the trade data from the UN Comtrade database.
The results of the robustly estimated random effects model are summarised
in Table 8. Two specifications were estimated: one on the full sample and the
other on the sub-sample of NMS and WBCs only. In the first specification, we
find a large negative and significant result for the major deleveraging process
throughout Europe’s periphery. For every additional percentage point of precrisis relative exposure of the creditor countries’ banking sector to the respective
Emerging Europe country, more than a quarter of a percentage point left those
countries in the period September 2008 - September 2011, indicating a general
wake-up call in line with a revised risk assessment of the region.
Table 8: Spillover model
Dependent variable: Crisis changes in creditor countries’ bank exposure to
emerging Europe
Sample:

GIIPS, NMS, WBCs

NMS,
WBCs

Constant

-0.22
(0.307)

0.30
(0.222)

Relative exposure to emerging
market

-0.28

-0.16

(0.000)***

(0.022)**

Creditor’s Greece exposure

0.00
(0.741)

-0.01
(0.008)***

Creditor’s Hungary exposure

0.11
(0.060)*

0.11
(0.000)***

Current account balance share
in GDP

-0.01

0.02

(0.643)

(0.070)*

Pre-crisis period explanatory
variables:
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Government balance share in
GDP

-0.12

0.01

(0.064)*

(0.913)

Real effective exchange rate
appreciation

-0.03

-0.03

(0.071)*

(0.203)

Fixed exchange rate regime
dummy

-0.64

-0.27

(0.060)*

(0.286)

Export share to Greece

-0.01
(0.347)

-0.01
(0.363)

Export share to Hungary

0.13
(0.004)***

0.06
(0.202)

Overall R²
Observations
Creditor countries

0.717
146
8

0.408
114
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Interestingly enough, there is no common lender effect visible among those
creditor countries’ banks that prior to the crisis were heavily involved in Greece
(such as France and Switzerland). There is a common lender effect in the case
of Hungary (predominantly Austria but also Belgium), at a significance level of
ten per cent. However, this effect is positive, which would indicate that Hungary
is not a ground-zero country. For each additional percentage point of creditor
countries’ pre-crisis exposure to Hungary, economies from emerging Europe
received 0.11 percentage points more lending in the period September 2008
– September 2011. This is most likely the positive effect of the European Bank
Coordination “Vienna” Initiative (EBCI) that was launched in January 2009 to
ensure that parent bank groups maintained their exposure and recapitalise
their subsidiaries in the NMS and the WBCs.
Of the macro control variables, only the coefficient of the current account
variable is insignificant; the others are at a significance level of ten per cent.
The coefficients of government balance, real effective exchange rate appreciation and the fixed exchange rate regime dummy are significant and negative.
Since September 2008 those countries that in their pre-crisis boom period
had government surpluses (e.g. Spain or Ireland) or low deficits have experienced an additional outflow of funds. This shows that pre-crisis fiscal deficits
are not necessarily correlated with subsequent financial outflows. However,
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those countries that lost competitiveness before the crisis as evidenced by the
marked appreciation of their real effective exchange rate were hit by stronger
deleveraging on the part of the banking centres. Similarly, those countries
with a fixed exchange rate regime were perceived by the markets to be less
flexible - and hence a riskier proposition.
Finally, financial contagion did not occur via the trade channel. The pre-crisis
trade share with Greece was insignificant and the share with Hungary even positive. Other things being equal, Hungary’s main neighbouring trading partners
experienced an increase in inflows from the creditor countries throughout the
crisis period. This probably relates to the financial markets’ conviction that the
economies of Central Europe that are closely tied to the German automobile
cluster have better prospects of weathering the crisis than other emerging
European economies.
In the specification of the sub-sample of NMS and WBCs, we find only four
coefficients that remain significant. The own-country general deleveraging effect is still significant, but appreciably smaller. The Hungarian common lender
effect is also significant and still positive, presumably related to the Vienna Initiative effect for the most part via Austrian banks. However, at present the Greek
common lender effect is also significant. The coefficient displays negative traits.
For each creditor’s euro of claims on Greece before the crisis, their exposure to
NMS and WBCs economies during the crisis was reduced by one cent. This probably relates to the fact that Greek banks are not operating in the GIIPS region,
but in a number of WBCs and the NMS. Hence, once again other things being
equal, common lenders regarded parts of this region as a riskier proposition.
However, the negative spillover is minuscule. Furthermore, we also find the
coefficient of the current account balance share in GDP to be both significant
and positive. Countries that had a low level of current account deficits before
the crisis (mostly on account of higher competitiveness) experienced fewer
outflows during the crisis than those countries with huge deficits. However,
this effect is also rather limited. If anything, the exercise points to the general
deleveraging trend in the European periphery, as well as the positive impact
of the Vienna Initiative. Regulators and other institutions are mooting plans
to coordinate efforts in a new Vienna Initiative. However, no concrete actions
have been decided as yet. On the contrary, the Austrian Central Bank plans to
introduce new funding rules for Austrian banks and their business activities in
Eastern Europe. From January 2013 onwards, loan-to-deposit ratios should not
exceed 110 percent for new loans. It is still unclear whether the new rules will
be accepted by the European Commission or whether they will have a further
deleveraging effect, if enforced.
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INCREASING BLACK SEA
ECONOMIC COOPERATION
Barry Kolodkin is currently the Regional Programme
Manager for the United Nations Development Programme
(UNDP) Black Sea Trade and Investment Promotion Programme headquartered in Athens, Greece. The program
strives to facilitate regional trade and investment among
the countries in the Black Sea region. Prior to assuming this
position, Mr. Kolodkin worked with UNDP in Albania and
Romania.
In the period 2003-2011, Barry Kolodkin was a successful
consultant for organizations such as Booz Allen, PricewaterhouseCoopers, IBM Consulting, World Bank, European Union and US Agency
for International Development. Some highlights of his work include serving as a
special advisor to the Romanian Prime Minister for business and investment issues,
advisor to the investment promotion agencies of Albania, Moldova, Romania and
Ukraine and lead author of the Best-Practice Guide for a Positive Business and
Investment Climate which is available in 5 languages.
Previously, Barry Kolodkin held international management positions at Prometric,
the global leader in computer-based testing. He closed a US$150 million deal to
computerize the Certified Public Accountant exam in US and grew a global network
of computer-based test centers from 70 international locations to nearly 200 and
from US$20 million in sales to US$40 million.
Earlier in his career with GRC International (now AT&T), Barry was leader of a project,
with 400% revenue growth to transform resource planning in Egypt and six Central
European states. Barry Kolodkin has worked and lived in Greece, Romania, Ukraine
and the United States and completed projects in Albania, Azerbaijan, Bahrain, Belgium, Bulgaria, Czech Republic, Egypt, Hungary, Japan, Moldova, Oman, Poland,
Qatar, Saipan, Saudi Arabia and Timor-Leste. He speaks English and conversational
Romanian, and reads French and Spanish. Barry has a Master of Arts degree in
International Affairs from The George Washington University and a Bachelor of
Arts in Political Science from Brandeis University.
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What Is the Black Sea Region?

Is it Bulgaria, Romania, Turkey, Ukraine, Russia, Georgia? A literal or littoral
definition?
Is it Albania, Armenia, Azerbaijan, Bulgaria, Georgia, Greece, Moldova, Romania, Russia, Serbia, Turkey, Ukraine? A BSEC definition?

CONFLICTS
Albania-Serbia
Armenia-Azerbaijan
Armenia-Turkey
Georgia-Russia
Greece-Turkey

ISSUES
Greek crisis
Transnistria
Kosovo
EU enlargement?
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INCREASED COOPERATION= GREATER OPPORTUNITY
Market Access, Lower Cost of Trade, Higher Profitability, Regional Market Development – EU, NAFTA, APEC

350 MILLION PEOPLE
4 TRILLION USD GDP
> ½ TRILLION USD IMPORTS
= A REAL MARKET
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CHAPTER V: POLITICAL
CHALLENGES BEFORE THE SEE
AND BLACK SEA COUNTRIES
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SOUTHEASTERN EUROPEAN COUNTRIES
IN THE SEARCH OF A NEW ROLE-MODEL
– A MEDIA POINT OF VIEW
Ralitsa Kovacheva has been involved with the cause of
Euinside from its very beginning 3 years ago. Euinside is an
independent online media, made by small team of dedicated
journalists. "The European idea and the place of Bulgaria
in it - this is what we are trying to show through the various topics which we cover. Our goal is to give the readers
information for the important, according to us, events as
well as the consequences these events might have in the
long-term." The website Euinside is managed by EUINSIDE
association. Ralitsa Kovacheva is a national winner in the
competition for the European Parliament Prize for Journalism 2011 in the category
“Internet”. Previously she`s worked as Head of News Department, producer and
presenter of the evening news programme on Re:TV (the first and only non-stop
news and information television in Bulgaria, dedicated to Politics, Business and
EU-themes. The television was stopped for financial reasons.) She has also been
producer and presenter of the morning news programme on Bulgarian National
Television. She has a masters degree in journalism from the Sofia University “St.
Kliment Ohridski”.
Starting with the topic itself, we must answer three main questions:
m What was the old role model for Southeastern European countries?
m What has changed?
m What could or should be the new role model?
It seems easy to answer the first question, at least at first glance. The EU was
that role model, of course. It symbolised (or still does) high living standards,
freedom, democracy, political and personal values.
However, the truth is that there has never been a single European role model,
but 27 different models. But as far as everyone was doing fine at least seemingly that was not a problem. Moreover, politicians and analysts used to say
that being a Union of 27 different and independent states and not a federal
state was the unique and most valuable European advantage.
It is easier to see these different models though the eyes of citizens. Here is
a table from the 2012 Pew Global Attitudes Survey showing Stereotyping
in Europe.
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As you can see there are two main role models, which are quite opposite- the
German model and the Greek model. The same stereotypes also influence the
opinion of the markets, when they assume whether a country would pay its
debts. So they matter in terms of trust. And as we know, the trust is of crucial
importance nowadays.
Here comes the second question. What has changed? We all know the
answer- everything has changed. I will not focus on the economic crisis. I will
say only that the crisis was this very necessary quake that made the EU to face
some delayed and carefully avoided issues.
The crisis forced the EU to ask itself “What I am?”, “What I want to be?”, “How
to get there?” Moreover, there is not a single person or a single institution to
answer these questions. The answers should be found by 27 different member
states. And as the crisis showed, this is far from easy. And it is getting even more
complicated because the EU is not alone in the world.
There are the EU neighbours, candidate countries, partners.They also should
answer what is the EU that they want to join or work with, or trade. Then there
are the EU`s global partners - G8, G20, BRICS, the IMF- they all have their own
vision what the EU should be and what should be its role. So we come to the
conclusion that the EU itself should find its role model.
However, what do different member states think about the European unity?
The same survey shows that not everyone shares the view that more integration is needed.
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Lets get back to the point that the EU was a role model for the SEE countries.
I will give you the case of Bulgaria as an example. Bulgarians have strived to be
in the EU. They dreamed about the EU membership. 5 years after our accession
I can give you the two main reasons for this first - they believed that once being
an EU member they will get rich and second they believed that Brussels would
govern the state better than our own politicians. Both proved wrong. The first,
because there is no direct link between the EU membership and economic
prosperity, which is what could raise wages and not the EU funds, they only
could help. And the second, because Brussels does not govern the individual
member states.
Brussels doesn’t even exist as Bulgarians have imagined it - as a centralised
union power. Usually Brussels is associated with the European Commission,
but the real power belongs to the member states themselves, presented at
the Council of Ministers and the European Council. However, the situation has
changed after the Lisbon treaty as the European Parliament obtained more
powers. And because of the crisis, the Commission has also obtained new
powers in terms of fiscal and economic policies. However, the EU is still far
from adopting a single role model. Take for instance the debate on whether
the Commission should have more rights to monitor national budgets and
economic policies. Much has been done in this direction, new legislation has
been adopted or is to be adopted- the Six Pack, now the Two Pack, the Fiscal
113

Compact. But still as you can see, there is a strong opposition to EU oversight
of national budgets.
And what about a political union? Some people have nightmares when hear
these words. Stronger EU institutions, more community decision making and
less national sovereignty? On all issues? Taxation? Social security and pension
systems? Education? Justice? This is hard to imagine, though not so hard as it
was 5 years ago, before the crisis. But this must be put on the table and discussed, because all these issues are mutually connected. You want Eurobonds,
fine, but you should give half of your tax revenues to an European debt agency
or fund. No way!
Some member states, either new or old are only with one leg in the EU. They
are not entirely integrated and moreover, they prefer to be EU members only
when it suites them. This is exactly Bulgarian behaviour- Bulgarians believe
Europe is good when it gives and bad when it requires. And politicians love to
excuse some unpopular decisions by saying “Brussels said”. All national leaders
in the EU do that. And here comes the question of the democratic legitimacy, a
very popular topic in the EU these days. Some say that the EU institutions lack
democratic legitimacy because they are not directly elected (only the European
Parliament is elected, but its role is not equal to that of the Council). But the
Council consists of national ministers and the European Council- of national
leaders. Aren’t they directly elected? Do they lack democratic legitimacy? Yes
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they are and no, they don’t, at least theoretically. But they lack trust. So the
problem is not that the EU lacks democratic legitimacy, but our political systems
lack trust. So we must change them. And that is the case not only in the EU, the
same applies to all countries too, I believe.
Lets back to the point of what Bulgarians believed the EU would bring to
them – first thing was the EU will make them rich and the second that Brussels
will govern the state better than our own politicians. What happened then?
Brussels has imposed a CVM on Bulgaria and Romania. This means Cooperation and Verification Mechanism and is a monitoring on our home affairs and
judiciary. There are certain benchmarks on which the Commission assesses
the improvement achieved by both countries. Generally, Romania has to deal
with corruption and judicial reform, and Bulgaria- the same plus the organized crime. The CVM was invented because Bulgaria and Romania joined the
EU with unfinished work in these areas. It was the first and last time. The EU
has draw lessons from that case and Croatia was quite thoroughly examined.
Moreover, the next candidates will start negotiating with the EU namely with
these chapters, and will not be able to open new chapters if don’t demonstrate
sufficient progress in terms of home affairs and judiciary.
After five years under Commission`s monitoring, Bulgaria has achieved some
progress, but it is not enough. The Commission is now in the awkward situation
to think of how to proceed because it is too early to abolish the CVM given the
results, but it is embarrassing to prolong it given there is a new EU member
without such a mechanism, and that will be the case of the next members. The
truth is that the CVM hasn`t entirely failed but I believe it has failed in its main
task- to serve as reform driver. Moreover there is some resistance, for instance
within the judiciary, to the CVM, some high judicial officials openly say that the
CVM offends and humiliates them, the judicial system and Bulgaria.
I believe after all this you are asking yourselves “Is the EU Membership a good
thing?” As you can see, some member states are no longer convinced that EU
membership is good for them.
Thus, the next question should be whether the EU could be a role model,
a reform driver, since the EU itself should be reformed, both politically and
economically.
So that is the main question. Could/should the EU be a role model and a
reform driver for SEE countries. And my surprising answer is Yes.
Because the EU should find its own role model, should reform its economy
(in fact 27 and already 28 economies), should enhanced its political basis and
democratic legitimacy. What better model for the Southeastern European
countries and the Black Sea countries to look at, learn and follow suit? Your
countries are facing the same challenges and believe me you don`t need any
precooked EU recipes. It is much better to discover your own way, while fol115

THE CRISIS AS A TRANSFORMATION DRIVER ON THE
BASIS OF BERTELSMANN TRANSFORMATION INDEX
Cornelius Ochmann is currently a Senior Project Manager
in Bertelsmann Stiftung. He is Eastern Europe expert at the
Bertelsmann Stiftung since 1994. He also advises European
institutions on the EU’s policy for dealing with the East and is
responsible for the International Bertelsmann Forum (IBF).
Mr. Ochmann is political scientist. He studied at the universities of Breslau and Mainz. He has also been a research assistant at the Political Science Institute of the University of Mainz.
He speaks fluent Polish, Russian, Ukranian and English.

low the common direction to the common goal- prosperous economy, strong
democracy, vital civil society.
So there are some conclusions that are valid both for the EU and SEE countries:
m There is no easy solution.
m There is no magic wand, but a long process. We must pursue our goals no
mater how many governments or generations will change.
m There are no guarantees that we will succeed.
So my conclusion is that the EU should continue to be the role model of the
Southeastern European countries, even being sometimes a bad example. However, we could learn as from the good example so from the bad example.
And no matter whether you won’t or don’t want to join the EU, we all need
a strong, prosperous and united Europe.

On June 7th, 2012 within the framework of the panel: Political Challenges
before the SEE and Black Sea Countries, Mr. Cornelius Ochmann delivered a
lecture on "The Crisis as a Transformation Driver on the basis of the Bertelsmann
Transformation Index". He represented in details the Bertelsmann Transformation Index and how it works.
The Bertelsmann Stiftung’s Transformation Index (BTI)* analyzes and evaluates the quality of democracy, a market economy and political management in
128 developing and transition countries. It measures successes and setbacks on
the path toward a democracy based on the rule of law and a market economy
flanked by sociopolitical safeguards. Within this framework, the BTI publishes
two rankings, the Status Index and the Management Index.
The Status Index ranks the countries according to their state of democracy
and market economy as of spring 2011.
The Management Index ranks the countries according to their leadership’s
political management performance between 2009 and 2011.
In-depth country reports provide the qualitative data used to assess these
countries’ transformation status and challenges, and to evaluate the ability of
policymakers to carry out consistent and targeted reforms. The BTI is the first
cross-national comparative index that uses self-collected data to measure
the quality of governance and provide a comprehensive analysis of countries’
policymaking success during processes of transition.
One of the findings of the latest Bertelsmann Transformation Index is that the
positive economic development is not a gurantee for political stability. For more
information on the index and on the respective country reports, please refer to
the Bertelsmann Transformation Index web page: http://www.bti-project.org/.
* http://www.bti-project.org/index/
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CHAPTER VI: FUTURE EU
BUDGET AND EU STRUCTURAL
ASSISTANCE TO THE NEW
MEMBER STATES
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EU BUDGET PROPOSAL - MULTIANNUAL FINANCIAL
FRAMEWORK 2014-2020

German and Danish.

Lars Jörgen MAGNUSSON* is a Senior Administrator at the
European Commission working as a Budget Reporteur for
External Actions at the Directorate-General for Budget and
Financial Programming that he joined in 2000.
Prior to the European Commission, Mr. Magnusson held
various leading positions in the private sector, in particular
in IT-companies. He has a Master’s degree in International
Business Management from the Stockholm School of Economics were he graduated in 1979. Besides Swedish, that is
his mother tongue, he also speaks English, French, Spanish,

The European Union exists to deliver value added to its 500 million citizens
and can be an important force for economic renewal in Europe and globally. To
do this, Europe need a budget that is innovative, attuned to the new realities
of globalisation, and that responds to today’s challenges and creates opportunities for tomorrow.
All across Europe, governments, businesses and families are choosing carefully where to spend their money. It is a time to think carefully about where to
cut back and where to invest for the future.
The European Union must also live within its means while investing for the
future. The EU budget is a relatively small one of only around 1% of Europe’s
wealth (measured by GNI) which represents around one fiftieth of the budgets
of Member States. But it is a budget that is important because it is almost entirely spent on investments, not consumption, and can make a real difference
if the right choices are made.
The multiannual financial framework (MFF, formerly ‘financial perspectives’)
is not the budget of the EU for seven years. It is a mechanism for ensuring that
EU spending is predictable and at the same time subject to strict budgetary
discipline. It defines the maximum amounts (‘ceilings’) available for each major
spending area (‘heading’) of the Union’s budget. Within that framework, the
European Parliament and the Council, which are the ‘budgetary authority’ of
the Union, have to agree each year on the budget for the subsequent year. In
* The views expressed in this article represent the author’s views and also the official positions of the
European Commission.
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reality, the annual budget adopted always remains below the overall ceiling
of the MFF.
The MFF de facto sets political priorities for future years and constitutes
therefore a political as well as budgetary framework (‘in which areas should
the EU invest more or less in the future?’).
The current MFF period started in 2007 and will end in 2013.
The legal base for the MFF
The legal base for the MFF is the Treaty on the Functioning of the European
Union in which the provisions are found in Chapter 2 - Article 312.
1. The multiannual financial framework shall ensure that Union expenditure
develops in an orderly manner and within the limits of its own resources. It shall
be established for a period of at least five years. The annual budget of the Union
shall comply with the multiannual financial framework.
2. The Council, acting in accordance with a special legislative procedure, shall
adopt a regulation laying down the multiannual financial framework. The Council
shall act unanimously after obtaining the consent of the European Parliament,
which shall be given by a majority of its component members. The European Council may, unanimously, adopt a decision authorising the Council to act by a qualified
majority when adopting the regulation referred to in the first subparagraph.
3. The financial framework shall determine the amounts of the annual ceilings
on commitment appropriations by category of expenditure and of the annual ceiling on payment appropriations. The categories of expenditure, limited in number,
shall correspond to the Union’s major sectors of activity. The financial framework
shall lay down any other provisions required for the annual budgetary procedure
to run smoothly.
4. Where no Council regulation determining a new financial framework has been
adopted by the end of the previous financial framework, the ceilings and other
provisions corresponding to the last year of that framework shall be extended until
such time as that act is adopted.
5. Throughout the procedure leading to the adoption of the financial framework,
the European Parliament, the Council and the Commission shall take any measure
necessary to facilitate its adoption.
Principles underpinning the EU budget
The EU budget is not like national budgets. The EU does not fund direct
healthcare or education. It does not fund the police or defence forces as na122

tional budgets do. It has a pan-European, not a national, logic. Its comparatively
small size allows it to be concentrated where it delivers high EU added value.
The EU budget does not seek to fund interventions that the Member States
could finance by themselves. It exists because there are activities that need
to be funded to enable the EU to function or because they can be done more
economically and effectively through the collective funding of the EU budget.
The EU budget exists to:
(a) fund the common policies that Member States have agreed should be
handled at the EU level (for example, the Common Agricultural Policy);
(b)express solidarity between all Member States and regions, to support
the development of the weakest regions, which also allows the EU to function as a single economic space (for example, through cohesion policy);
(c) finance interventions to complete the internal market – that not even
the most prosperous Member States could finance on their own. The
EU budget allows for a pan-European perspective rather than a purely
national perspective (for example, by funding pan-European investment
in infrastructure). It also helps to cut out expensive duplication between
different national schemes pursuing partly the same objectives;
(d)ensure synergies and economies of scale by facilitating cooperation
and joint solutions to issues that cannot be supplied by the Member
States acting alone (for example, the pursuit of world class research and
innovation, cooperation on home affairs, migration and justice);
(e) respond to persistent and emerging challenges that call for a common,
pan-European approach (for example, in environment, climate change,
humanitarian aid, demographic change and culture).
Main figures for the MFF 2014-2020
The overall commitment ceiling proposed by the Commission for the 20142020 period is EUR 1 025 billion. This amount equals that of the last year of
the current MFF (2013) multiplied by 7 (years) and will be broken down under
five headings:
m Smart and inclusive growth: 48%
m Sustainable growth: natural resources: 37%
m Global Europe: 7%
m Administration: 6%
m Security and citizenship: 2%
– The commitment ceiling amounts to 1.05% of EU gross national income (GNI)
compared to 1.12% for the 2007-2013 MFF.
– The ceiling for payments equates to 1% of EU gross national income (GNI)
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compared to 1.06% for 2007-2013.
Against this background, in the design of the next MFF, the Commission has
implemented the principles it outlined in the 2010 budget review:
m Focus on delivering key policy priorities
m Focus on EU added value
m Focus on impacts and results
m Delivering mutual benefits across the European Union
2014

2015

2016

2017

2018

2019

1. Smart and Inclusive Growth
of which: Economic, social and territorial cohesion
2. Sustainable Growth: Natural Resources
of which: Market related expenditure and direct payments
3. Security and citizenship
4. Global Europe
5. Administration
of which: Administrative expenditure of the institutions
TOTAL COMMITMENT APPROPRIATIONS
as a percentage of GNI

64 706
50 468
57 833
42 691
2 532
9 400
8 542
6 967
143 013
1.08%

66 588
51 543
56 759
41 854
2 571
9 645
8 679
7 039
144 241
1.07%

68 138
52 542
55 707
41 034
2 609
9 845
8 796
7 108
145 094
1.06%

69 957
53 609
54 670
40 229
2 648
9 960
8 943
7 191
146 179
1.06%

71 594
54 798
53 660
39 440
2 687
10 150
9 073
7 288
147 164
1.05%

73 763
55 955
52 665
38 667
2 726
10 380
9 225
7 385
148 758
1.04%

(EUR million - 2011 prices)
Total
2020
2014-2020
76 163
490 909
57 105
376 020
51 633
382 927
37 909
281 825
2 763
18 535
10 620
70 000
9 371
62 629
7 485
50 464
150 551
1 025 000
1.03%
1.05%

TOTAL PAYMENT APPROPRIATIONS
as a percentage of GNI
Margin available
Own Resources Ceiling as a percentage of GNI

133 851
1.01%
0.22%
1.23%

141 272
1.05%
0.18%
1.23%

135 506
0.99%
0.24%
1.23%

138 384
1.00%
0.23%
1.23%

142 228
1.01%
0.22%
1.23%

142 894
1.00%
0.23%
1.23%

137 966
0.94%
0.29%
1.23%

COMMITMENT APPROPRIATIONS

972 102
1.00%
0.23%
1.23%

Sector-specific proposals
Legal bases for each area covered by the next EU budget have been proposed
by the European Commission. The proposals are being discussed by the Council
and European Parliament during 2012-2013 and are planned to be voted and
adopted enabling the smooth start of the MFF in 2014.
What’s new for growth, jobs and cohesion?
The Connecting Europe Facility is a brand new scheme to fund preidentified transport, energy and ICT priority infrastructures of pan-European
interest. It will be centrally managed by the European Commission and will
be funded (EUR 40 billion + EUR 10 billion from cohesion policy) from a new
section of the budget. Co-financing rates from the EU budget will be higher
when the investments take place in Europe’s poorer regions.
Innovative financing tools are proposed to speed up and secure greater
investment than could be achieved only through public funding, in particular
EU project bonds.
The Commission proposes to bring the European Regional Development
Fund, the European Social Fund and the Cohesion Fund together under a com124

mon strategic framework, which will also cover the European Agricultural
Fund for Rural Development and the European Maritime and Fisheries Fund.
The Commission proposes to conclude partnership contracts with each
Member State in order to achieve a more results-oriented programming. These
partnership contracts may also include macroeconomic conditions to improve
the coordination of Member States’ economic policies.
Cohesion funding will continue to be concentrated on the less developed
regions and Member States. However, in order to allow a smooth transition from
regions ‘phasing out’ from the convergence objective and to put regions of a
similar level of prosperity on an equal footing, a new category of transition
regions (whose GDP per capita is between 75 % and 90 % of the EU average)
will be established.
Cohesion funding will be focused on investments which contribute to
achieving the quantified targets set out in the Europe 2020 strategy supported
by specific conditionality provisions. Conditionality will take the form both
of ex ante conditions that must be in place before funds are disbursed and ex
post conditions that will make the release of additional funds contingent on
the achievement of pre-specified results.
The priorities and conditions for funding, including a system to monitor
progress in achieving the targets set, will be part of the partnership contracts
to be agreed between the Commission and each Member State.
The European Social Fund will provide structural actions for economic, social
and territorial cohesion, through four main investment poles: employment,
education, social inclusion and improving public administration.
Implementation will also be simplified in order to reduce the administrative burden on Member States.
The European Globalisation Adjustment Fund will continue to provide
support to workers made redundant following a major structural change. In
addition, it will increase its scope to soften the impact of new trade agreements on farmers.
What’s new in research and innovation?
The three main funding schemes for research and development (Competitiveness and innovation programme, seventh framework programme and the
European Institute of Innovation and Technology) will be brought together
under Horizon 2020 - a common strategic framework in order to eliminate
fragmentation and avoid duplication.
Funding schemes will be standardised and simplified. Likewise, there will be
a single set of rules for participation, audit, support structures, dissemination
of results and reimbursements, across all funding schemes.
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On the financing side, innovative financial instruments will help to leverage
private investments such as public-private partnerships.
What’s new for agriculture and the environment?

and small-scale demonstration projects. Integrated projects will be used, for
example, to promote crossborder adaptation strategies in areas prone to flooding. The future programme should remain centrally managed, but some tasks
could be delegated to an existing executive agency.
What’s new for justice, health and security?

Greening of 30 % of direct payments to farmers: To ensure that the common agricultural policy (CAP) helps the EU to deliver on its environmental and
climate action objectives, 30 % of direct payments will be made conditional
on respect of a range of environmental best practices, over and above existing
cross-compliance obligations.
Convergence of payments: the levels of direct support per hectare will be
progressively adjusted (while taking account of the differences that still exist
in wage levels and input costs) in order to ensure a more equal distribution
of direct payments among European farmers. By 2020, Member States with
direct payments below 90 % of the EU average should close one third of the
gap between their current level and 90 % of the EU average. This convergence
will be financed proportionally by Member States with direct payments above
the EU average.
The level of direct payments will be capped by limiting the basic layer of
direct income support that large agricultural holdings may receive, while taking
account of the economies of scale of larger structures and the direct employment these structures generate. The proposal will allow savings to be recycled
into the budgetary allocation for rural development, and thus maintained
within the national envelopes of the Member States in which they originate.
The allocation of rural development funds will be based on more objective
criteria and better targeted to the aims of the policy. This will ensure a fairer
treatment of farmers performing the same activities.

The Civil Protection Financial Instrument (CPI) will be renewed to address
the different aspects of disaster management, namely a more coherent and
better integrated response in the case of emergencies, improved preparedness
to deal with disasters and innovative actions to reduce the risk of disaster.
In home affairs, the number of funds will be reduced to two: a Migration
and Asylum Fund and an Internal Security Fund. Both funds will have an external
dimension ensuring continuity of financing, starting in the EU and continuing
in third countries.
The Commission also foresees a move away from annual programming
towards results-driven, multi-annual programming, thus reducing the administrative workload of all actors involved.
The various existing justice programmes will be merged into a ‘Justice’
programme and a ‘Rights and citizenship’ programme in order to simplify
funding arrangements and provide more coherence and consistency across
the full range of activities funded.
The new ‘Health for growth’ programme will be oriented towards actions
with clear EU added-value, in line with the Europe 2020 priorities. The principal
aim is to work with Member States to protect citizens from cross-border health
threats, to increase the sustainability of health services and to improve the
health of the population, while encouraging innovation in health.

What’s new in environment and climate action?

What’s new on the world stage?

Environmental policy priorities and climate actions will be ‘mainstreamed’ into all the major EU funding instruments, including cohesion,
agriculture, maritime affairs and fisheries and research and innovation, as well
as into external aid programmes.
The objective is to increase the proportion of climate - related expenditure to at least 20 %, with contributions from different policy fields subject to
impact assessment evidence. This approach will also help to avoid a proliferation
of programmes and to minimise the administrative burden.
The LIFE+ programme will be continued and include a larger share of
climate actions. A climate action sub-programme will focus on pilot projects

A single integrated pre-accession instrument will mirror the Structural
Funds, the Cohesion Fund and the European Agricultural Fund for Rural Development (EAFRD).
Programmes in industrialised and emerging countries will be replaced by
a new partnership instrument to support public diplomacy, common approaches and the promotion of trade and regulatory convergence.
A pan-African instrument will be created to support the implementation
of the joint Africa-Europe strategy, focusing on cross-regional and continental
activities.
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What’s new in the financing of the EU budget?
A reform of the own resources system is proposed, based on the elimination
of the current VAT-based own resource and the creation of two new own resources, these based respectively on a part of the proceeds of a financial transaction tax (FTT) and the national VAT receipts. The purpose is not to increase
the overall EU budget, but to contribute to national budgetary consolidation
efforts by reducing direct contributions from Member State budgets. The
changes proposed will also simplify the existing contributions to the budget
and increase the link between EU policies and EU financing.
A directive on the EU FTT was proposed on 28 September 2011. The FTT will
apply on the territories of the 27 Member States, but will not concern transactions involving private households or small and medium enterprises (SMEs)
such as house mortgages, bank borrowing by SME, or insurance contracts.
Currency exchange transactions and the raising of capital by enterprises or
public bodies will not be taxed either. Such taxation already exists in 10 Member States, but action at EU level is more appropriate to avoid distortions and
reduce fragmentation of the internal market.
Preliminary estimates indicate that, depending on market reactions, the
revenues of the tax could be EUR 57 billion on a yearly basis in the whole EU.
Part of the revenue could be used as an own resource for the EU budget, thus
reducing national contributions to the EU budget and leaving a lesser burden
on national treasuries.
The new VAT own resource will create a genuine link between the national
and the EU levels and foster additional harmonisation of national VAT systems. It
will provide significant and stable receipts to the EU with limited administrative
and compliance costs for national administrations and businesses.
On own resources, the Council adopts a decision by unanimity after consulting the European Parliament. This decision must be ratified by all Member
States in accordance with their constitutional requirements.
What’s new concerning correction Mechanisms?
A simplification of the correction mechanisms is also envisaged by replacing the current complicated system with a simple system of lump sum reductions to the GNI-based contributions paid by the Member States. The proposed
reform is based on the Fontainebleau principles agreed in 1984, whereby ‘any
Member State sustaining a budgetary burden which is excessive in relation to
its relative prosperity may benefit from a correction at the appropriate time’.

EU COHESION POLICY – GOOD PRACTICES AND
LESSONS LEARNT FROM POLAND
Andrzej Brzozowy is a graduate of Faculty of Geodesy and
Land Management at the University of Warmia and Mazury
in Olsztyn. Currently he is a Chief Specialist in the Polish
Ministry of Regional Development. Since 2003, he has been
involved in the preparation and implementation of national
strategic and planning documents regarding regional policy
and the European funds in Poland. He was also involved in
international cooperation initiatives in the field of regional
policy with Ukraine, Georgia, Montenegro and others.

You can find more information on the MFF 2014-2020 on the Europa homepage:
http://ec.europa.eu/budget/reform/commission-proposals-for-the-multiannual-financial-framework2014-2020/index_en.htm
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CHAPTER VII: EU POLICIES
TOWARDS THE SEE AND BLACK
SEA COUNTRIES
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EU ENLARGEMENT IN FOCUS –
AN OVERVIEW OF FUNDAMENTALS
Willem Noë*, European Commission, Directorate General
ELARG, Unit B-4 ' Iceland'
After graduating on international economic relations and
macro-economics at the University of Amsterdam, the Netherlands, Mr. Willem Noë started in 1986 at the Ministry of
Economic Affairs in the Netherlands as a research economist
on international economic relations. In 1991 he moved to the
European Commission in Brussels where he has been working
ever since. He has been active in various Directorate-Generals
(DGs) including DG Science, Research & Development (1991);
DG External Relations (1992); DG Enterprise (1996); DG Economic & Financial Affairs (2000); and at the EU Representation in Berlin for DG Communication (2006).
After his return from Berlin to Brussels (2010) he took up tasks as policy officer in
DG Enlargement, the Iceland Unit.
Throughout his career at the European Commission, Mr Noë has dealt with two general
themes: globalisation and EU Enlargement. As an economist, his earlier tasks included,
inter alia, the economic assessment of several Candidate Country economies (Slovenia
and Cyprus) in the framework of the Copenhagen Criteria and EU Enlargement, and
analysis on EU international industrial relations and EU trade, foreign direct investment
and globalisation of EU economies, and their implications for economic policy making at the European level. His main tasks in the DG ELARG Unit for Iceland, which has
a coordinating role to help prepare Iceland for possible entry into the EU, comprise of
preparation and coordination of a number of the 'economic' acquis chapters.
Mr Noë also taught graduate courses on the economics & political economy of EU
Enlargement as an EU Fellow at Pittsburgh University (US). He has made numerous
presentations on EU integration at universities, schools and various other audiences
in – and outside the EU including Australia, Cyprus, Denmark, France, Germany,
Latvia, the Netherlands and the UK. He has been involved in publications on globalization of EU trade developments, EU Enlargement and on Cyprus reunification.
His main interests are on globalization and the economics and political economy
of EU Enlargement, European history and the study of economic, political and
cultural roots of Europe.
* The views expressed in this article represent the author’s views and also the official positions of the
European Commission.
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ENERGY SECURITY AND CRITICAL INFRASTRUCTURE
PROTECTION IN THE BLACK SEA REGION
Dr. Liviu Muresan is the founder and the Executive President
of the EURISC Foundation - European Institute for Risk, Security and Communication Management (1995).
He graduated courses of the Defence College NATO GFO
(Rome), of the Institut des Hautes Etudes de Defense Nationale (Paris), of the Center for Civil-Military Relations
(Monterey).
He held several positions in the governmental structures:
Senior Adviser to the Prime Minister, Senior Adviser to the
Romanian Government, Senior Adviser to the Interior Minister, High Representative of the Romanian Government of
the Anti-Corruption Initiative of the Pact of Stability (SPAI) and of the Combating
Organized Crime Initiative (SPOC).
He was Director of the Romanian Agency for setting up the regional SECI Center
for Combating Transborder Organized Crime, and as the Deputy Director of the
National Defence College he was the first civilian appointed in command position
in the Romanian Army (1993-1994).
He was a member of the Romanian Parliament, leader of the Majority (1990-1991)
and the Deputy Chief of the Romanian Delegation to the Parliamentary Assembly of
the Council of Europe. He is Executive President of the Euro-Atlantic Council Romania – Casa NATO, EURODEFENCE Romania and Association des Anciens Auditeurs
de l’IHEDN (Paris), and member of Security and Defence Agenda (Brussels).
He is an Associate Professor with the Academy of Economic Studies, Bucharest
- where he got his Ph.D. in Economics (1978) - he published numerous articles
and publications on the issues of international security, instability management,
international public relations and he was a note speaker and the chair of sessions
in international conferences held in over 30 countries.
He was Chairman of WG 11 Human and Societal Dynamics of Security, in the
European Security Research and Innovation Forum (ESRIF), contributing to the
development of a “Joint Security Research Agenda” (European Commission).
He was leading the “Energy Security and Critical Infrastructure Protection Strategy for
Romania and the Regional Perspective (ROSTREC)” project – financed by Innovation
Norway and Norway Grants and is representing EURISC Foundation in the European
financed research project Containing Radicalization in Modern Europe – CRIME.
He received the National Order “Star of Romania” – Class Officer (2000).
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The development of the countries in the Black Sea region and the wider
neighbourhood is dependent on using the Black Sea itself as a conduit for
commerce, dialogue and security. Any development solution that does not
have the Black Sea as a central pillar will, in all likelihood, be suboptimal and
ineffectual.
Security is a vital component of regional development, and greater economic
integration will aggravate the risks associated with the functioning of societies
in a complex security environment, especially the risks that have a transborder
element which national strategies seldom take into account.
A pillar of security is the protection of critical infrastructures, at local, national,
and regional level. The importance of critical infrastructures has long been
established, but there is a growing awareness of the extent to which they are
interconnected and the danger inherent in such a complex and interdependent
system. Disruption in one area can precipitate failure in another, and another,
with a domino effect that can have substantial repercussions not just in terms
of material damage, but also business continuity and quality of life.
Critical infrastructures range from industrial assets, to transportation grids,
energy production and transmission, food and water supplies, and to administration, healthcare and education. A paradigm shift is underway, in which
infrastructure security ceases to be performed on a case by case basis and
will take on an integrated view of the system of systems on which modern
economies have come to rely.
The European Union has recognized the importance of critical infrastructure
protection and also the fact that natural corridors of transportation, such as
the Danube, are also corridors of risk transmission and, consequently of risk
and security governance. The Black Sea region is another such feature, closely
connected to the Danube system, and the use of the Black Sea as a conduit for
development and critical infrastructure protection will ensure a better management of the various risks specific to the Black Sea countries.
Critical infrastructure protection and its associated field of study, infranomics, deal not only with present systems, but also offer the means to design
future systems with greater security in mind. Sustainable development refers
not only to the environment and other classic concerns, but also to security,
to understanding and having the resources and tools to manage risks before
they even become an issue. The security footprint of the Black Sea will depend
on how various regional projects, such as the transportation ring, are designed
from a security perspective and, in the end, the region will only be as safe or
as prosperous as its critical infrastructures will allow.
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EUROPE AND THE GLOBAL CRISIS:
LESSONS LEARNT AND CHALLENGES AHEAD
Prof. Dr. András Inotai was the General Director of the
Institute for World Economics of the Hungarian Academy of
Sciences between 1991 and 2011. At present, he is research
professor at the same institute. The Institute studies mediumterm economic development trends in the world and their
impact on Hungary. Another key field of policy-oriented
research focuses on European integration and the accession
experience of new member countries. In addition, successful
and failed attempts at economic modernization in various
countries and regions, in a comparative framework, belong
to the main research activities of the institute, with special emphasis on the experience with systemic transformation in Central, Eastern and Southeastern Europe.
Dr. Inotai began working at the Institute in 1967 as a junior research fellow. In 1970
he spent half a year at the Institute of World Economy in Kiel, (Western) Germany.
In 1972-73 he was visiting professor at the San Marcos University in Lima, Peru.
Between 1989 and 1991 he was staff member of the World Bank’s Trade Policy
Diovision in Washington, D.C.
He has a Ph.D from 1977 and an academic doctor degree from 1991.
Since the early 1990s he has been teaching as visiting professor at the College of
Europe Bruges, Belgium and Natolin, Poland.

Already before the „Eastern” enlargement of the European Union the vast
majority of experts and enlightened politicians stressed that the decades-long
architecture of the European integration would require fundamental changes.
This historical requirement has been made even more unequivocal by the global
financial and macroeconomic crisis that hit practically the entire developed
world. Moreover, the reconsideration of the key pillars and the most relevant
objectives of the integration had to be put with urgency on the agenda of
the EU and the member countries, this time in the context of a dramatically
accelerated shift of global economic (and political) power relations. It became
clear that Europe had been losing its influence in shaping essential global processes. Therefore, any mitigation of the loss of power, let alone the stopping of
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adverse developments would need a never before experienced and qualitative
political and economic deepening, as well as the transfer of a large number of
traditional nation-state competences to the supranational (federal) level. The
required activities go much beyond the management and the future of the
common currency. The global financial, macroeconomic, social and, regrettably,
in several countries rapidly spreading mental crisis represents unprecedented
challenges. In addition, several factors, both with potentially favourable or
unfavourable impacts, are rooted in the epochal change of the international
political, economic and institutional system and would accompany our age
and societies even without the current and deep crisis.
The paper addresses two basic issues. The first part deals with the assessment of the results and consequences of the EU’s crisis management as well
as the economic policy challenges and dilemmas the European integration
and the member countries are facing. Special emphasis will be laid to the role
of exports in stimulating economic growth and its adjustment to the shift in
global growth centres. The second part offers a detailed analysis of the crisis
of the Eurozone, starting from the beginning of the common currency project
through its implementation and (frequently) ambiguous results to the potential
future role of the Euro in the international financial arena.
Fundamental challenges and dilemmas
The current situation and tasks of the European Union can be most adequately described as „the management of the costs of crisis management”.
In most countries, the partial recovery from the deep macroeconomic crisis
and the collapse of international trade in 2009 (a decline of 4 and 18 per cent,
respectively as compared to 2008)1 can be attributed to large-scale state
intervention. It especially included crisis-hit sectors, as car manufacturing,
construction industry and the labour market. No doubt, and in the short term,
this intervention could avoid and even prevent the worst-case scenario.
The current macroeconomic and growth crisis has been by far the most serious one for Europe in the last sixty years of the post-second world war period.
With the exception of Poland, all member countries registered a decline of
GDP in 2009. The overall (average) decline of the EU-27 (and in the Eurozone
as well) amounted to 4.3 per cent. However, this figure reached a two-digit
level in the Baltic countries, was above 8 per cent in Finland, just 8 per cent in
Slovenia, 7 per cent in Ireland, followed by the Hungarian and Romanian data.
The decline was sharpened by the above average reduction of the German and
Italian economy. Mainly due to the direct positive impact of the short-term crisis
management, GDP figures for 2010 revealed the return to modest recovery in
the majority of the member countries. Nevertheless, in this context three re1 IMF World Economic Outlook, May 2011
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marks have to be made. First, decline of the GDP continued declining in some
economies (particularly in those hit by the crisis of the Eurozone, such as Greece,
Spain and Ireland, but also Romania belongs to this group). Second, and most
importantly, the rate of recovery remained extremely modest. Consequently,
it became obvious that the return to the pre-crisis (2008) level of economic
performance in one or two years cannot be expected, so that the compensation of the direct growth loss of the crisis needs a longer period. Official figures
published by the European Commission and the IMF for the years of 2010 and
2011, as well as forecasts for 2012 and 2013 suggest that, on the average of
the EU-27, return to the pre-crisis level requires four years and, in an optimistic
scenario based on the assumption of avoiding a W-like crisis, can be expected
by the end of 2013. Data and own calculations contained in Table 12 depict a
rather heterogeneous contry-by-country recovery and potential return to the
pre-crisis niveau. While the Polish economy indicating positive growth figures
all over the period of 2009-2013 may exceed its 2008 level by 16 per cent in
2013, at least half of the member countries will not be able to reach the precrisis GDP by 2013. Particularly striking is the dimension of decline in Greece,
but one or more years are necessary after 2013 in order to reach the 2008 GDP
figure of Italy, Spain, the Netherlands, Ireland, Slovenia, Denmark, Hungary,
Romania and Bulgaria (let alone the Baltic countries). The last column of the
table shows the number of years the respective country needs to reach the economic performance of 2008. The basic and overall message is that in 2013 the
GDP of the Eurozone will still remain 1.7 percent below the 2008 level. Besides
Poland, the most successful country proved to be Sweden, for it could digest
the crisis-related loss of GDP within one year. Other five countries needed two
years (Germany, France, Belgium, Austria and Slovakia). Economic recovery in
three additional countries occurred in line with the EU-27 average (four years
needed for Finland, the United Kingdom and the Czech Republic). The third
and by far not optimistic remark is that since the end of 2011 international and
European growth forecasts have been repeatedly corrected downwards and
conditions of future growth seem to be more and more gloomy. Thus, it is not
unlikely that, even for the more „successful” member countries, the return to the
pre-crisis level will require more time than predicted in the table. Moreover, it is
a realistic forecast that in several countries the return to the pre-crisis economic
performance may last for a decade. In other words, we can rightly speak of a
„lost (mis-managed) decade” as far as economic growth is concerned. Of course,
2 Here and in the forthcoming tables we have omitted the smallest member countries, i.e. the three
Baltic states, two islands (Cyprus and Malta) as well as Luxembourg. Although these countries indicate
sometimes rather special and interesting features concerning the management of the crisis, their impact
on the global weight of the EU and on the shaping and implementation of EU-level crisis management
policies can be considered minimal.
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the qualification of this period largely depends on whether this difficult period
could or could not give rise to fundamental reforms that, in the longer term,
hold the promise of a sustainable and accelerated growth path.
Table 1
Real GDP growth (%) and years of returning to pre-crisis level
Country

2009

2010

2011

2012*
0.0
- 0.3
0.7
0.5
- 1.4
- 1.8
- 0.9
0.0
0.8
0.8
- 4.7
- 3.3
0.5
1.8
- 1.4

2013*
1.3
1.0
1.7
1.3
0.4
- 0.3
0.7
1.2
1.7
1.6
0.0
0.3
1.9
2.9
0.7

Number
of years
4(100.4)
( 98.3)
2(101.4)
2(100.4)
( 95.6)
( 94.8)
( 99.1)
2(101.3)
2(101.5)
4(100.1)
( 82.8)
( 94.0)
( 95.5)
2(102.4)
( 92.4)

EU-27
Eurozone
Germany
France
Italy
Spain
Netherlands
Belgium
Austria
Finland
Greece
Portugal
Ireland
Slovakia
Slovenia

- 4.3
- 4.3
- 5.1
- 2.7
- 5.5
- 3.7
- 3.5
- 2.8
- 3.8
- 8.4
- 3.3
- 2.9
- 7.0
- 4.9
- 8.0

2.0
1.9
3.7
1.5
1.8
- 0.1
1.7
2.3
2.3
3.7
- 3.5
1.4
- 0.4
4.2
1.4

1.5
1.5
3.0
1.7
0.4
0.7
1.2
1.9
3.1
2.9
- 6.9
- 1.6
0.7
3.3
- 0.2

United K.
Sweden
Denmark

- 4.4
- 5.0
- 5.8

2.1
6.1
1.3

0.7
3.9
1.0

0.5
0.3
1.1

1.7
2.1
1.4

4(100.5)
1(100.8)
( 98.8)

Poland
Czech R.
Hungary
Romania
Bulgaria

1.6
- 4.7
- 6.8
- 6.6
- 5.5

3.9
2.7
1.3
- 1.6
0.4

4.3
1.7
1.7
2.5
1.7

2.7
0.0
- 0.3
1.4
0.5

2.6
1.5
1.0
2.9
1.9

0
4(101.0)
( 96.7)
( 98.3)
( 98.8)

* downward revised figures as compared to the forecast of the European Commission
Source: European Commission. European Economic Forecast Spring 2012, IMF World Economic Outlook
May 2012, Deutsche Bank Research, 09 May 2012.

In contrast to the sluggish GDP recovery, the crisis has been surprisingly
quickly overcomed by the export sector. On the EU-27 average, it had to register a decline that was more than four times bigger than that of the GDP in
2009. The quick recovery can largely be attributed to the fact that (widespread)
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trade protectionism could be avoided even in the worst period of the crisis. In
fact, the advanced stage of globalization, the extremely close interdependence of national economies (and regions), as well as the global and European
strategies and interests of transnational companies prevented all countries
from making use of unilateral protectionist steps due to the immediate and
very painful consequences. One can only hope that (trade) protectionism
can be avoided also in the future, not even in the case of a second wave of
economic (and growth) crisis or if the forceful and painful fiscal consolidation
could not be directly linked to economic programs stimulating growth and
improving longer-term competitiveness.
Table 2
Crisis and recovery of exports (Euro bn and change in %)
Country

2008

2009

2010

2011

EU-27
Germany
Netherlands
France
Italy
Belgium
United K.
Spain
Sweden
Ireland
Denmark
Finland
Portugal
Greece
Austria
Poland
Czech R.
Hungary
Slovakia
Romania
Slovenia
Bulgaria

4010.3
993.9
430.4
411.7
365.8
323.3
311.7
182.4
124.6
84.5
79.5
65.5
38.0
17.2
123.3
114.3
99.4
73.2
48.2
33.6
23.2
15.3

3293.9
803.0
357.0
347.4
291.7
265.2
253.0
163.0
93.9
83.1
67.3
45.1
31.8
14.7
98.2
97.9
81.0
59.5
40.2
29.1
18.8
11.7

3889.7
949.6
433.2
394.9
337.4
308.3
306.0
191.9
119.6
87.9
73.5
52.4
36.8
16.4
115.1
120.5
100.3
72.0
48.8
37.3
22.0
15.6

4337.5
1057.7
474.7
428.2
375.8
342.4
340.1
221.8
134.4
91.2
81.4
56.6
42.3
22.4
127.8
134.6
116.6
80.6
57.0
45.0
25.0
20.2

Change
2011/2008
108.2
106.4
110.3
104.0
102.7
105.9
109.1
121.6
107.9
107.9
102.4
86.4
111.3
130.2
103.6
117.8
117.3
110.1
118.3
133.9
107.8
132.0

Source: Eurostat. Intra- and Extra-European Union trade

Figures of Table 2 offer a unanimous picture: while all countries registered
a dramatic collapse of their exports in 2009, full return to the 2008 level could
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be achieved in several countries (the Netherlands, Spain, Ireland and most
new member countries). Moreover, except Finland, export since 2011 have
exceeded the respective figures of 2008 in all member countries. This development provides a convincing rejection of the short-sighted and populists
forecasts that, based on the unprecedented decline of export since 2009,
drew the conclusion that the time would have arrived to return to national
(domestic) markets, to reduce the trade (and, in more general terms, the
economic) openness, to question the production and export structure rooted
in dynamic and competitive sectors and, finally, to fully underestimate (misestimate) the decisive role of transnational companies in global exports and
economic growth. To put it even clearer: the crisis repeatedly proved that
exports represent a decisive growth factor not only for small open economies
but increasingly also for economies with large(r) domestic markets. This is
particularly true when – for different reasons – domestic demand cannot be
stimulated (or it is „not ready” to accept any artificial stimulation), and the
investment climate is characterized by stagnation and uncertainty.
In 2011 the EU-27 exports outpaced the 2008 level by 8 per cent, while
the region's GDP lagged by 1 per cent still behind the 2008 figure. Although
starting from a low level, by far the highest export dynamism characterized
the two new member countries of 2007 (Bulgaria and Romania), not least
as the positive impact of accession and the opening of each others’ markets
and that of the new member countries of 2004). It has to be stressed that,
for these countries, the positive impact of accession largely compensated
for the export-reducing impact of the crisis. In addition and at first glance
strikes the excellent export growth figure for two Euro-crisis-hit countries,
Spain and Greece. In both cases, the pressure on exporting was extremely
high, because it proved to be the only (partial) compensation measure of
dramatic decline of domestic demand due to the serious crisis. The figures
communicate a generally positive picture of the new member countries, for
Czech, Slovak and Polish exports indicate a growth of 15 to 20 per cent. Also,
Hungary’s export dynamism of about 10 per cent was higher than the EU-27
average, although, except for Slovenia, it was substantially lower than the
export dynamism of the other new members. At the same time, the Hungarian
figure was better than that of several traditional export-oriented countries
(Belgium, Sweden, Ireland, Denmark, Austria).
The quick recovery of exports cannot be explained without the rapidly
growing interest in (and pressure of ) extra-EU markets. Detailed statistical figures indicating the shifts in geographic orientation of the member
countries can be found in Tables 3 and 4. However, before going more into
the features of this shift, it has to be emphasized that the intra-EU market
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remained the decisive area of export-orientation. Table 3 compares the
dynamism of intra-EU and extra-EU exports between 2008 and 2011. While
in this period intra-EU exports grew by 3.2 per cent (still an evidence of the
growth-stimulating role of exports, because the GDP of the EU-27 did not
reach the 2008 level), exports to third (extra-EU) countries increased by 17 per
cent. The „outward-orientation” characterized all member countries except
for three new members. Bulgaria and Romania benefitted more from the
„accession impact”, while Slovenia registered a „crowding-out” effect in the
Western Balkan countries, traditionally considered as the „prolonged domestic
market” of Slovenian companies. The intensity of orientation towards extra-EU
markets reveals substantial differences. On the EU-27 level, a more than10
percentage point difference can be observed in favour of the dynamism of
extra-EU exports as compared to intra-EU exports. France, Spain, Italy, the
United Kingdom but also Hungary (with a 6 per cent growth of intra-EU and
a more than 20 per cent growth of extra-EU exports) belong to the around or
slightly over-average EU-27 figure. Even higher „gap” between the dynamism
of intra-EU and extra-EU exports can be observed in the case of Belgium, the
Czech Republic, Denmark, Ireland, Sweden and, most importantly, Germany,
the main engine of European integration. Greek exports had a unique growth
of 80 per cent in extra-EU exports, a clear impact of economic pressures and
the substantial purchases of Greek products by China, as well as, on the negative side, the obvious crowding-out effects from intra-EU markets due to Eurozone membership and the decade-long discrepancy between the low level
of competitiveness of the Greek economy and its Eurozone membership (with
obvious overvaluation of the common currency). Still the Greek economy,
after three decades of European integration, remained largely uncompetitive.
A telling evidence of this fact is that total Greek exports amount to less than
one quarter of Hungarian and about one-fifth of Czech exports.
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Table 3
Impact of the crisis on the export-orientation of selected EU member
countries (shares of intra- and extra-EU export in percent of total exports)
Countries
EU-27
Belgium
Bulgaria
Czech Rep.
Denmark
Germany
Ireland
Greece
Spain
France
Italy
Hungary
Netherlands
Austria
Poland
Portugal
Romania
Slovenia
Slovakia
Finland
Sweden
United K.

Intra-EU
2008
67.8
76.3
59.5
85.3
69.7
62.7
63.6
68.0
73.0
65.0
59.4
78.8
79.6
72.2
78.9
76.1
70.8
68.1
85.7
56.0
60.1
57.1

exports
2011
64.7
72.1
62.4
82.9
65.7
59.3
58.1
50.4
66.9
61.0
56.0
75.9
77.5
70.6
77.8
74.0
71.1
70.8
84.6
55.6
56.0
53.7

Extra-EU
2008
32.2
23.7
40.5
14.7
30.3
37.3
36.4
32.0
27.0
35.0
40.6
21.2
20.4
27.8
21.1
23.9
29.2
31.9
14.3
44.0
39.9
42.9

exports
2011
35.3
27.9
37.6
17.1
34.3
40.7
41.9
49.6
33.1
31.0
44.0
24.1
22.5
29.4
22.2
26.0
28.9
29.2
15.4
44.4
44.0
46.3

Source: own calculations based on Eurostat. Intra- and extra-European Union trade statistics

(excepting Denmark) were pressed to find extra-EU markets for their products
that became increasingly uncompetitive in the EU due to the overvaluation of
the common currency (as compared to the competitiveness of the respective
national economies of selected industries and commodities).
It is telling that extra-EU exports indicated a declining trend between 2008
and 2011 just in two countries (Finland and Slovenia). In addition, Finland was
the only EU member country whose exports declined similarly both in intra-EU
and extra-EU markets (obviously, the „Nokia effect” played a dominant role in
this process).
Table 4 illustrates the dimension of „change in market orientation”. Again,
it has to be underlined that the intra-EU market remains the decisive factor
of export activities, since even despite the geographic shift towards extra-EU
markets, almost two-third of total exports of the member countries has been
sold on this market. This statement holds with particular relevance for the
countries with substantially higher than average intra-EU orientation. IntraEU orientation is higher than 80 per cent for the Czech Republic and Slovakia.
This figure is higher than 70 per cent of a number of other countries, such as
Hungary, Poland, the Netherlands, Portugal, Belgium, Romania, Slovenia and
Austria. In contrast, and due to traditional ties rooted in their respective history, some member countries reveal an obvious extra-EU export orientation.
However, even in their case, the predominance of the intra-EU market can be
proved. Intra-EU export shares are lower than 60 per cent for Germany, Italy,
the United Kingdom, Sweden, Finland and Ireland). The lowest intra-EU share
characterizes the Greek exports (50 per cent) obviously explained by rapidly
deteriorating (or never existing) international competitiveness of Greece and
the Eurozone membership of a fundamentally uncompetitive economy.
										

Besides the diverging dynamism of intra-EU and extra-EU exports it has to
be stressed that for several countries it was just the rapid growth of extra-EU
exports that made the rapid recovery of total exports possible in 2010 and
2011. In other words: in some cases it was exclusively the extra-EU export that
contributed to higher total exports than before the crisis and, at the same time,
mitigated the overall economic decline or, probably, even created a favourable
environment for shaping a sustainable growth path in the future. As an example, intra-EU exports of several countries (Denmark, Ireland, France, Italy and
Greece) were lower in 2011 than in 2008, so that the overall favourable picture
was produced by the rapid increase of extra-EU exports only. Of course, this
development can be assessed in a different way as well. Namely, these countries
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Table 4
Intra- and extra-EU exports of selected member countries
(in Euro bn and change between 2008 and 2011, 2008=100)
Country
EU-27
Belgium
Bulgaria
Czech R.
Denmark
Germany
Ireland
Greece
Spain
France
Italy
Hungary
Netherlands
Austria
Poland
Portugal
Romania
Slovenia
Slovakia
Finland
Sweden
United K.

Intra
2008
2718.1
246.6
9.1
84.8
55.4
622.7
53.7
11.7
133.2
267.6
217.2
57.7
342.4
89.0
90.2
28.9
23.8
15.8
41.3
36.7
74.9
178.1

Intra
2011
2805.6
246.8
12.6
96.7
53.5
627.2
53.0
11.3
148.3
261.4
210.5
61.2
368.1
90.2
104.7
31.3
32.0
17.7
48.2
31.5
75.3
182.6

Intra
change
103.2
100.1
138.5
114.0
96.6
100.7
98.7
96.6
111.3
97.7
96.9
106.1
107.5
101.3
116.1
108.3
134.5
112.0
116.7
85.8
100.5
102.5

Extra
2008
1308.9
74.2
6.1
15.0
24.0
360.6
31.8
6.2
58.2
151.4
151.8
16.1
91.4
34.2
25.7
9.9
9.9
7.4
7.1
28.9
49.8
134.5

Extra
2011
1531.9
95.7
7.6
19.8
27.9
430.5
38.2
11.1
73.5
166.8
165.4
19.4
106.6
37.7
29.9
11.0
13.0
7.3
8.7
25.1
59.1
157.5

Extra
change
117.0
129.0
124.6
132.0
116.3
119.4
120.1
179.0
126.3
110.2
109.0
120.5
116.6
110.2
116.3
111.1
131.3
98.6
122.5
86.9
118.7
117.1

Source: Eurostat. Intra- and extra-EuropeanUnion trade statistics and own calculations

Another important message of Table 4 is the dimension of geographic
reorientation between 2008 and 2011. On the EU-27 average, it reached 3.1
percentage points, with the decline of intra-EU exports from 67.8 to 64.7 per
cent and the increase of extra-EU exports from 32.2 to 35.3 per cent. The overall trend of geographic reorientation was not followed just by three countries
already mentioned (Bulgaria, Romania and Slovenia). Outstanding reorientation occurred in Greek exports, due to specific features that can hardly be
considered as factors of sustainable reorientation.3 Substantial reorientation
could be registered in crisis-hit Ireland and Spain (over 5 percentage points),
3 It has to be taken into account that overall Greek exports are very low, so that even small changes
can result in large shifts of geographic orientation of exports.
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but again more forced out by the crisis than based on a longer-term strategy
of market reorientation. Several countries indicate a reorientation of about 4
percentage points (Belgium, Denmark, Germany, France, Italy, Sweden, the
United Kingdom). Hungary’s geographic shift of exports remained somewhat
below the EU average (2.9 percentage points). Even less flexible proved those
member countries that are particularly dependent on EU markets and/or on
multinational companies of leading EU economies as well as, in special cases
are part of the Europe-wide and export-oriented subcontracting network of
small- and medium-sized firms, such as Austria, the Czech Republic, Slovakia,
the Netherlands, Poland and Portugal.4
In contrast to the positive post-crisis developments in exports (which can
be considered as an evidence of global competitiveness of the EU or at least of
several member countries), justified international and EU-related concerns have
emerged about the management of the costs of the crisis and the establishment
of new confidence in sustainable economic recovery when one looks at the
increasing budget deficit and partly skyrocketing public debt in general, and
in the Eurozone members, in particular. In 2008, the budget deficit of the EU27 reached 2.4 per cent (that of the Eurozone just 2 per cent) of GDP. However,
only considering the budgetary balance of the central government, in 2009 the
deficit climbed to 5.1 per cent for the EU-27 and to 4.6 per cent for the Eurozone.
Despite the strict fiscal policy applied in most countries, the budget deficit kept
on rising in 2010 (5.4 and 5.1 per cent, respectively). However, starting in 2011
a remarkable change can be identified because – at least on the average of
the EU-27 and that of the Eurozone – the budget deficit could be substantially
lowered, even if it still lies above the well-known Maastricht criterion of 3 per
cent. It is expected that both average figures will be falling well below the 3
per cent limit. Moreover, if government policies aimed at fiscal consolidation
that seems increasingly one-sided and less and less sustainable that could be
continued, further budget deficit reduction may occur. Despite the favourable
budget consolidation in the last two years, the sustainability of fiscal consolidation appears rather problematic, because without substantive structural reforms
one can hardly find any budgetary area that would provide opportunities to
increase budgetary revenues or reduce budgetary expenditure, let alone the
coordination of a two-sided deficit reduction with its broad social acceptance
and successful economic policy implementation as a precondition. In addition,
more and more serious social consequences of the crisis (from income polarization to social marginalization) can easily generate a socio-economic situation,
4 However, it has to be noted that there are no statistics about the final geographic orientation of
Hungarian, Czech, Slovak, Austrian, Dutch etc. products. While the largest market of these countries
is Germany, it is assumed that a substantial part of exports to Germany are built into final products
manufactured in and exported by Germany all over the world, including extra-EU markets.
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in which the manoeuvring room for further budgetary consolidation would
be essentially narrowed.
The real problem is not represented by the EU average figures but the increasingly polarizing budgetary indicators of the member countries, as well
as the economic policy differences in crisis management and the capacity
(and readiness) of the respective societies to tolerate and manage the consequences of the crisis.The budget deficit of Greece and Ireland exceeded 10 per
cent of GDP, however, due to the fundamentally different economic structure
and international competitiveness, it would be a serious mistake to compare
these figures (and the method of managing budget deficits). Also, the budget
deficit of the United Kingdom, Spain and Portugal was close to 10 per cent.
According to forecasts, until 2013 each member country will be reducing its
budget deficit as compared to 2010. Still, this figure will remain very high in
Ireland (7.8 per cent) and well above the 3 per cent Maastricht limit in Spain,
Greece, Slovakia and outside the Eurozone, in the United Kingdom. It has to
be noted that except the United Kingdom all non-Eurozone member countries
are planning not only lower than 3 per cent annual budget deficit but predict
more favourable figures than most countries using the common currency.
Evidently, such predictions are not free from uncertainties, particularly if we
look at the (en)forced fiscal consolidation programs introduced without any
longer-term strategy. The sustainability of the deficit reduction process raises
doubts in the mirror of the figures in Table 5. Namely, following a clear deficit
reduction until 2011-2012, several countries forecast the stopping or even the
reversing of this trend. The perception of the limits to economic sustainability is
rising, even without identifying the socio-political barriers to sustainability. The
favourable trend seems to be stopped – it will be above the 3 per cent criterion
in the United Kingdom and Ireland, while it will be reversed in Greece (again
over 3 per cent) and in Spain and Slovakia (increasing budget deficits but still
below the 3 per cent threshold).

Table 5
General government balance of selected EU member countries
(as a percentage of GDP)
Country
EU-27
Eurozone
Germany
France
Italy
Spain
Netherlands
Belgium
Austria
Greece
Ireland
Finland
Portugal
Slovakia
Slovenia

2008
- 3.2
- 2.9
- 1.1
- 3.8
- 3.3
- 4.6
- 0.7
- 1.9
- 1.8
-10.7
- 7.3
2.7
- 3.6
- 4.2
- 5.1

2009
- 5.1
- 4.6
- 1.3
- 6.2
- 3.3
- 9.3
- 4.1
- 4.3
- 2.7
-15.0
-11.7
0.7
- 8.9
- 7.5
- 4.4

2010
- 5.4
- 5.1
- 3.5
- 5.8
- 3.4
- 7.4
- 4.0
- 3.2
- 3.6
- 8.7
-29.2
- 0.6
- 9.1
- 7.4
- 4.5

2011
- 3.6
- 3.3
- 1.0
- 4.1
- 2.9
- 6.9
- 3.5
- 3.5
- 2.6
- 5.4
-12.0
0.5
- 3.0
- 4.7
- 5.0

2012*
- 2.4
- 2.0
- 0.4
- 3.1
- 0.6
- 4.5
- 2.4
- 2.2
- 2.7
- 2.6
- 7.8
0.3
- 2.6
- 4.3
- 2.2

2013*
- 2.2
- 1.8
- 0.3
- 2.9
0.1
- 4.8
- 2.5
- 2.6
- 1.8
- 4.5
- 7.9
0.3
- 1.3
- 4.6
- 1.9

Bulgaria
Czech R.
Denmark
Hungary
Poland
Romania
Sweden
United K.

- 0.2
- 4.4
2.4
- 4.8
- 4.6
- 8.8
1.8
- 5.4

- 3.1
- 5.2
0.6
- 2.2
- 7.1
- 9.1
2.5
- 9.6

- 1.6
- 4.5
0.1
- 2.4
- 7.5
- 5.9
1.1
- 8.9

- 1.0
- 2.8
0.2
5.3
- 5.0
- 4.4
0.0
- 6.9

- 0.7
- 2.1
- 2.6
- 1.3
- 2.7
- 1.7
0.3
- 5.1

- 0.8
- 1.8
- 1.0
- 2.0
- 1.9
- 1.2
0.4
- 5.1

* Spring 2012 forecast
Note: cyclically-adjusted net lending (+) or net borrowing (-) positions
Source: European Economic Forecast, Spring 2012.

It is without any doubt that the key problem of the European integration in
general, and of the Eurozone, in particular, is the managing (or management
capacity) of the public debt. It amounted to 62.5 per cent of the GDP of the EU27 already in 2008, and 70.1 per cent on the average of the Eurozone members.
Both figures clearly exceeded the Maastricht criterion of 60 per cent of GDP. Due
to the crisis and the crisis management, in 2010 public debt jumped to 80.2 per
cent on the EU-27 average and to 85.6 per cent on the Eurozone average. Despite
serious and partly successful efforts to fiscal consolidation, forecasts until 2013
count with further increase of the public debt. Its share in GDP may reach 87.2
per cent for the EU-27 and 92.6 per cent in the Eurozone. All Eurozone member
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countries, except Finland, Slovaka and Slovenia, report higher than 60 per cent
public debt ratio (see Table 6). In addition, even the three countries still below
the 60 per cent level register rapidly growing public debt figures that, in a few
years, can easily reach the critical borderline of 60 per cent.5
Table 6
Public debt of selected EU member countries
(as a percentage of GDP)
Country
EU-27
Euro area
Belgium
Germany
Ireland
Greece
Spain
France
Italy
Netherlands
Austria
Portugal
Slovenia
Slovakia
Finland

2008
62.5
70.1
89.3
66.7
44.2
113.0
40.2
68.2
105.7
58.5
63.8
71.6
21.9
27.9
33.9

2010
80.2
85.6
96.0
83.0
92.5
145.0
61.2
82.3
118.6
62.9
71.9
93.3
38.8
41.1
48.4

2012*
86.2
91.8
100.5
82.2
116.1
160.6
80.9
90.5
123.5
70.1
74.2
113.9
54.7
49.7
50.5

2013*
87.2
92.6
100.8
80.7
120.2
168.0
87.0
92.5
121.8
73.0
74.3
117.1
58.1
53.5
51.7

Bulgaria
Czech Rep.
Denmark
Hungary
Poland
Romania
Sweden
United K.

13.7
28.7
33.4
73.0
47.1
13.4
38.8
54.8

16.3
38.1
42.9
81.4
54.8
30.5
39.4
79.6

17.6
43.9
40.9
78.5
55.0
34.6
35.6
91.2

18.5
44.9
42.1
78.0
53.7
34.6
34.2
94.6

* Spring 2012 forecast
Source: European Economic Forecast, Spring 2012
5 Public debt figures are by far not better in the United States and Japan, two key players in the global
economy, either. Public debt of the USA reached 100 per cent of GDP in 2010, while the respective
Japanese figure is above 230 per cent. See: IMF (2011a). However, there is a big difference between
these countries. While in the last years the public debt of the USA has been successfully financed by
selling bonds on the broadest international financial market (China, but also Japan, other Far Eastern
economies, oil exporters, Russia but also some EU member countries belong to the buyers’ group), the
coverage of Japanese public debt is ensured by substantive savings of the country’s citizens.
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According to most recent forecasts, five EU member countries only will be
able to reduce their public debt between 2010 and 2013. Germany is the only
one belonging to the Eurozone,while the other four countries are not members
of the monetary union. Moreover, despite the predicted public debt reduction,
its level will remain well above the Maastricht criterion of 60 per cent. Three
other countries (Denmark, Poland and Sweden) plan to reduce their public
debt, although their level is already well below the 60 per cent limit. In contrast,
the public debt of Greece will remain over 100 per cent, the Italian debt will
keep on growing starting from higher than 100 per cent, and the public debt
of Belgium, Ireland and Portugal will be rising over 100 per cent.
In 2008, still 6 Eurozone members and seven EU members outside the
Eurozone complied with the Maastricht criterion. For 2010, this group incorporated three Eurozone and 6 non-Eurozone countries. This situation may be
sustained by 2013 as well. As compared to 2008, three Eurozone members (the
Netherlands, Ireland and Spain) and one non-Eurozone member (the United
Kingdom) exceeded the 60 per cent borderline.
Changes in the public debt as a share of GDP provide another interesting
topic for comparison. The EU-27 (and the Eurozone) experienced a dramatic
increase of public debt between 2008 and 2010. Although this process slowed
down between 2010 and 2013, but the rising trend continued. At the same
time, the most crisis-hit Eurozone member countries register public debt increase by 20 percentage points (Greece, Ireland, Portugal and Spain). Similar
deterioration of public debt situation is reported in Slovenia (but just below
the 60 per cent margin). More attention and concern should be paid to the 10
percentage point deterioration of France, a key EU member, between 2010
and 2013 (well above the 90 per cent level). In this context, the fundamental
difference between the short- and medium-term development of the German
and the French public debt has to be highlighted, because the increasingly
different macroeconomic framework and the management of the emerging
problems can easily lead to the open manifestation of their respective – and
different – economic policy priorities, expectations and requirements, as well
as social acceptance, behaviour and choice of answers to the new challenges,
all of them deeply embedded in their historical heritage and perception of
risks and opportunities.
The adjustment process of the European integration to the global challenges
of the 21st century raises a number of dilemmas. Part of them urges the reassessment of the „integration logics” crystallized in more than half a century.
Another part can be considered as dilemmas the entire developed world is
already or will soon be faced with.
First: fiscal consolidation appears inevitable in all countries in order to sustain
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the critical minimum of the confidence of international financial markets. At the
same time, based on the already available experience with crisis management,
it is more and more evident that fiscal consolidation programs have to be combined with economic growth stimulus, because lacking economic growth fiscal
stabilization seems to be unsustainable both for economic and social reasons. An
internal study of the IMF comes to the conclusion that the annual rate of reducing
the public debt cannot be higher than 1.5 percentage point in order to keep a
modest growth rate, provided the country is an open economy and is ready to
implement structural reforms (or is just in the process of implementing them).
Similar conclusions were formulated by a European Commission document that
determined the success of the adjustment process in 1 percentage point annual
decrease of public debt for all member countries above the 60 per cent debt level.
This means that Germany above 80 per cent at the moment and France above
90 per cent, would need about or more than 20 years of continuous adjustment
and, consequently, a similarly long fiscal consolidation program in order to reduce
their respective public debt level to the 60 per cent Maastricht criterion. However,
this way seems to be unviable, better to say it would be a „mission impossible”,
because no government (and no society) is ready to support such a long-term
(and inflexible) program. The only exception would be a broad political consensus among parties without jeopardizing the basic architecture of democracy
in Europe. Still, this requirement alone would be far from sufficient, because its
implementation would need the similarly broad support, or at least the long-term
patience of the given society. Finally, it is basically unknown how international
financial markets, influenced by short term hectic, uncalculable and speculative
behaviour would react to such programs, even in case of the most reliable debtors.
Therefore, in order to produce some space for sustainable development, I do not
see any other realistic approach than to inflate a larger part of the public debt,
both in the USA and in Europe. I am aware of the negative impacts of high(er)
inflation particularly on the poorer population. Still, this negative impact can be
moderated by poverty-targeted economic and social policies. In the opposite
case, if policy makers (and the international financial community) would insist
on the current practice of fiscal consolidation, green light will be given to a very
realistic and not less dangerous process of fundamentally debilitating and even
destroying the socio-economic texture of the member countries, with unforeseeable consequences and economic and social costs. Once again, I would like
to stress that, as of today, in an internationally well-coordinated framework and
based on the broadest political and social consensus and cooperation, part of
the outstanding debt can be inflated, while another part can be restructured
and burdened on the next (young) generation that can certainly not be made
responsible for the current high level of public debt.
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Second, the dilemma between growth and job creation has to be addressed.
One can only agree with the „twin priorities” of the EU 2020 project. Evidently,
they represent cornerstones of the future global competitiveness and social
cohesion of the European integration. However, considering the conditions of
global competition and competitiveness, competitive and open economies
need an annual 2 per cent growth as a medium-term minimum in order to
raise the aggregate volume of the labour market. Of course, there are ample
opportunities to restructure the labour market and redistribute the available
labour volume by offering more part-time work, at-home activities, lowering the
number of weekly or monthly working hours or making use of other atypical
forms of employment. However, these policy steps would not increase the available total volume of the labour market, neither aggregate domestic demand.
An annual 2 per cent economic growth can easily be generated by higher productivity, better management methods, implementing new technologies and
participating in ever keener global competition. At present, there is no reliable
forecast that would calculate with a medium-term 2 per cent economic growth
in the European integration. In addition, less developed member countries
with higher productivity reserves would need 3 to 5 per cent annual growth
in order to broaden the volume of the labour market and absorb at least part
of the available surplus labour. Thus, it seems unavoidable to create the secondary labour market in more or less developed member countries alike, as a
result of deliberate but cautiously developed employment, regional and social
policies. In other words, beside the internationally competitive labour market a
second segment without international competitiveness has to be established.
The expected costs of such a secondary labour market would be substantially
lower than the sum of social expenditure, unemployment benefits and, even
more importantly, the costs of potential economic and social consequences
(disturbances) that would almost certainly result from large-scale marginalization and emerging social conflicts.
Third, the crisis made clear the growing gap between the basic behaviour
of the business sector and of the public opinion (society) concerning the
crisis perception and crisis management. As already mentioned, the business
sector remained open and resisted any (one-sided) protectionist measure.
In contrast, the majority of European societies answered to the crisis with a
rapidly strengthening inward-looking attitude (mentality). This turnaround is
not only a characteristics of less open economies and societies but, interestingly and regrettably, can be observed in historically open, socially inclusive
and tolerant countries as well (right or extreme right wing movements in
such countries as the Netherlands, Finland or Denmark, let alone in some new
member countries).
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Fourth and finally, the question can be raised how leaders of the European
Union and broad social strata in the member countries can be mobilized in order
to successfully cope with the challenges of the 21st century. Maybe regrettably,
but in this context negative arguments seem to be better working than positive
ones. 27 years ago, when Jacques Delors, at that time President of the European
Commission put on the table his ambitious project of creating the internal market of the European integration, most of the 12 member countries expressed
fundamental critics and opposed the plan. Also, large part of the business sector
emphasized concerns about the consequences of the liberalization of the internal
market. Looking at this opposition and fundamental uncertainties, Delors asked
his colleague, Cecchini to prepare a study on the„costs of non-Europe”.6 This document seem to have played a pivotal role in convincing influential business and
social circles of the positive impact of a unified (single) market. The question of
what could be the costs of „non-Europe” is not less meaningful today. As a global
economic player with leading position in international trade and capital flows,
international aid programs, technology transfers, environmental protection, coshaper of the rules of the game in international political and economic organizations, the EU has to develop its own common foreign policy as a characteristic and
widely accepted„soft power”. Assuming that the world will be able to avoid major
military conflicts in the next decades, including nuclear war(s), the importance of
economic security issues will be clearly upgraded. This situation could become
the historical chance of Europe as a soft power. However, in order to be able to
make use of this opportunity, the EU has to fundamentally redefine its „finalité
politique” formulated several decades ago in key documents of the integration.
Using the terminology borrowed from the American political literature, the EU
needs to determine its „mission” in the world of the 21st century. Certainly, the
current crisis and crisis management of the Eurozone is part of the story, but by
far not its only component.
Crisis of the Eurozone7
(a) Birth failures and institutional deficiencies
The European Union has had two clear success stories on integration in the
last two decades. One was the enlargements of 2004 and 2007, the other the
birth of the common currency. This fact should not be ignored even amidst attacks on the euro and the gradually deepening euro crisis. Instead, the common
currency has to be viewed objectively, because the fate of the euro and the
way in which this crisis is managed will have serious and long-lasting impact
on the future of European integration.
6 P. Cecchini, Europa 1992. Der Vorteil des Binnenmarktes. Baden-Baden: Nomos Verlag, 1988.
7 This section is largely based on A. Inotai: European integration at a crossroads, International Issues
and Slovak Foreign Policy Issues, vol. XX. No. 4., 2011, pp. 58-65.
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Once again, after two decades of repeated criticisms, it has to be emphasized that the basis on which the euro was to operate was not sufficiently
established, at least in economic, but, to some extent, in political terms as
well. Two basic factors were missing: the more or less homogeneous capability of competitiveness and the truly free flow of labour.8 Second, the creation
of the Economic and Monetary Union (EMU) was anchored on the monetary
component, with the expectation that the common currency and a common
interest rate fixed by the European Central Bank in Frankfurt would almost
automatically lead to a common fiscal policy, or, at least, the comprehensive
coordination of such a policy would enforce such a policy. Unfortunately, just
the opposite happened, for largely differing national fiscal policies substantially contributed to undermining the monetary pillar of integration. Third, the
single market program drawn up by Jacques Delors (between 1986 and 1992)
was expected to provide an important impetus for the common currency to
reach the next stage in the process of integration as envisaged by classic integration theories (free trade, customs union, economic and monetary union,
political union in logical sequence). Fourth, the creation of the euro cannot be
decoupled from the EU’s attempt to achieve greater equality with the United
States, and to challenge the predominance of the US dollar on international
financial markets and in international transactions. Fifth, and probably most
importantly, the monetary union was not accompanied by stronger political
union. By having two basic monetary unions still in existence today, there has
been a clear rejection of the theoretical assumptions behind the integration
process and the sequencing of its implementation. Once the United States
had been established politically it retained several local dollars. Similarly, the
German Reich was a political union that preceded monetary union by several
decades. Of course, where the euro is concerned, it was the political component that played a decisive role in its creation. On the one hand, as integration
(deepening) has evolved, it has pushed it in this direction. More importantly,
political considerations have to be taken into account. Namely, the birth of the
common currency was intrinsically linked to German reunification. France was
only willing to accept this fact on the grounds that (Western) Germany give up
one of its few national symbols following its defeat in the Second World War: the
strong German mark.9 Moreover, we are inclined to add the process of future
enlargement of the EU which was considered politically unavoidable already
in the early nineties. Although no official or published document mentions this
8 Even though the free circulation of labour is guaranteed within the EU, in practice this is hindered
by linguistic, cultural, psychological and, in some cases, even institutional and legal barriers. This is one
of the fundamental differences between the EU and other federally organized states, such as the USA,
but also Germany, Austria, Belgium or Spain.
9 Besides the German mark associated with a stability culture, for decades the other national symbol
was the world soccer championship of the West German team in Bern in 1954 (against Hungary).
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factor, the coincidence between the signing of the Maastricht Treaty (October
1992) and the announcement of the Copenhagen criteria of accession (June
1993) are tempting to speculate on the interdependence of both important
policy steps. In this context, the Maastricht Treaty could be considered as a
„flight forward” taken by „old members” in order to create a two-tier integration
architecture with a strong core and a new „soft periphery” that could embrace
the new members from Central and Eastern Europe.
Birth failures were exacerbated by the fact that the Maastricht criteria were
not strictly (or at all) observed. In addition, the criteria themselves were inadequate because attention was focused solely on nominal convergence criteria
instead of assessing a country’s capability of achieving real convergence targets,
a clear sign of sustainable (or improving) competitiveness. However, not even
the nominal criteria were observed, despite the fact that, as a consequence of
German pressure following the abandoning of the strong national currency,
the Stability and Growth Pact (SGP) had been added to the Maastricht Treaty.
On the one hand, decision on eurozone membership was once again dictated
by political considerations and priorities. Both Italy and Belgium, never mind
Greece, reported public debts of more than 100 per cent of their respective
GDP, in contrast to the 60 per cent limit stipulated in the Treaty.10 For political
and partly economic reasons, none of these countries could be excluded from
the first round of eurozone accession. Greece, which vialated not only the
public debt criterion but regularly falsified its budgetary figures, was admitted
with a delay of one year. Italy’s esclusion would have left the Mediterranean
(and less competitive) members outside the eurozone, despite the fact that,
in a decade-long adjustment process both Spain and Portugal made relevant
progress and provided successful performance towards achieving the key
Maastricht targets. Moreover, Belgium’s omission could not have been imagined from the very beginning not only because it is the „capital of Europe” and
hosts most European institutions, but also because it would have terminated
the monetary union with Luxembourg that dated back to 1926. On the other
hand, and not less importantly, the two key countries of the eurozone, namely
Germany and France, violated the Stability and Growth Pact in the second half
of the 1990s without being „punished”. In such circumstances, Greece, the main
„villain”, could not be handled any differently either.
Deficiencies and distortions that originated once the monetary union
started to function added to the problems. To be sure, conflicts and tensions would have become manifest even without the onset of the global
financial and macroeconomic crisis. However, they might have remained
10 See Final act and Declarations of the „Treaty on European Union”, Official Journal C 191, July 29,
1992.

192

less serious and there would have been more time available to manage
the emerging problems. In fact, the global crisis accompanied by financial
bubbles on the one hand and the rapidly changing map of international
competitiveness, on the other, mainly due to the dynamism of the Chinese
economy and its fast-growing international influence in global trade (and
partly financial) relations, have definitely sharpened problems inherent in
the functioning of the monetary union. Tensions were already starting to
accumulate in the „fine weather period”. Several eurozone member states
did not achieve budgetary surplus or even a balanced budget in the years
of relatively high growth, as expected (even if not firmly prescribed) by
politicians and experts. It is no wonder that their budget deficit jumped to
unacceptable levels once the crisis started to affect them. In addition, the
competitiveness gap between Germany (or the Netherlands, Austria and
Finland) and the Mediterranean member countries reached increasingly
unsustainable levels. In fact, German unit labour costs hardly grew in the
first decade of the euro,11 as compared to a 25 to 30 per cent rise in several
other member countries.12 To be sure, a year-to-year difference of 1 or 2
percentage points in competitiveness (and productivity) does not matter
very much, provided the less competitive country is able to raise its competitiveness and introduce sustainable structural changes. However, it did
not happen, and the productivity gap continued widening over a decade.
In consequence, an accumulated gap emerged within one decade that
cannot be eliminated even if the countries with higher unit labour costs
were competitive (which, in several Mediterranean countries, was not the
case). Furthermore, the uniform interest rate set by the European Central
bank favoured members with higher levels of inflation, because it allowed
them to borrow, in practically unlimited volume, euros at an interest rate
that was sometimes clearly below their annual inflation rate.Thus, they were
more and more tempted to borrow euros at negative interest rates, before
the global crisis stopped this process and imposed substantial CDS rates on
further borrowing by Greece, Portugal, Spain, Ireland and Italy. Despite the
fact that the European Central Bank’s interest rate remained the same for all
eurozone member countries, some were not able to finance their deficits or
refinance their outstanding external debt at this favourable rate. In addition,
11 Budgetary consolidation became a must for Germany after it had to bear the costs of reunification
for a decade. Experience with and pressure of high budget deficit became manifest just at the moment
of introducing the euro. Therefore, Germany had to introduce fiscal consolidation programs and some
structural reforms (see the Hartz-IV program of Chancellor Schröder) not because of introducing the
common currency. For eventual coincidence, and certainly not as a result of long-term strategy of how
to preserve German competitiveness in the first decade of the common currency, consolidation of the
German budget earned substantial benefits and competitive advantages between 2002 and 2011.
12 Eurostat 2011 and 2012 as cited in Ifo Schnelldienst, vol. 64. no. 20. 2011.
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the money borrowed at negative interest rates predominantly financed
private consumption and construction and not competitive investments
and sutainable structural change. In all countries, it was private credits that
represented the lion’s share of rapidly growing indebtedness.
(b) Options for managing the eurozone crisis
Before the first comprehensive measures were taken on the level of the
Eurozone, there was a call for Germany, the key beneficiary of the common
currency with an enormous and constantly growing trade surplus to generate
(artificial) domestic demand by higher wages to provide additional export opportunities for other member countries. However, Germany, for good reasons,
resisted and was not prepared to give up its consolidated economic position
and further loosen its fiscal policy. Moreover, it was not certain that such a step
would have been successful, because the simple fact that the population has
more money at its disposal does not automatically mean that it would spend it
and consume more. Just the opposite, particularly in uncertain times, citizens
could have saved the wage increment, as it happened more than one decade
ago in Japan where the money dedicated to huge stimulus programs of the
Japanese government ended up in higher personal savings and not higher
consumption.13 In addition, there is no automatic link between higher German
import demand and higher exports from Greece or Portugal. In a world dominated by global competition, additional German private consumption would
have most probably generated more imports from competitive countries, such
as China, Turkey or the new member countries, but not from uncompetitive
Southern European eurozone members.
The main dilemma centered around whether those member countries that
are in trouble should opt out or be bailed out. Thus far, the bail-out approach
has been used. If Greece had voluntarily opted out or been forced to leave the
eurozone, then it would have created very serious problems both for Greece
but also for the entire eurozone. Leaving the eurozone would certainly lead to
dramatic depreciation of the reintroduced national currency against the euro
accompanied by skyrocketing inflation, large-scale bankruptcy and rapidly
increasing levels of unemployment with unpredictable social and political
consequences. At the same time, such a step would substantially increase the
financing of the debt burden accumulated in euro because debt denominated
13 In this context, attention has to be called to the substantial differences among societies and personal
/social behaviours in different eurozone member countries. If additional money is available, most
citizens of selected countries are inclined to use it immediately for higher private consumption, while
other societies would prefer to save or finance longer-term investments. This „behaviourial gap” seems
to be at least as important in the heterogeneous development of the eurozone as the well-known and
closely analyzed economic factors.
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in the new and depreciated national currency would raise the GDP-related
debt level to unsustainable levels and practically end up in insolvency and
State bankruptcy. In addition, such a step would have very adverse impacts
on foreign banks in Greece or those holding Greek government bonds. As a
result, several banks of the eurozone member countries could be in trouble
leading to potential contagion of the entire banking system in the EU. Moreover, departure from the eurozone and a return to a strongly devalued national
currency offers no prospect for rapidly growing (exchange rate-based) competitiveness of commodity exports if the economy lacks a competitive structure
and competitive companies. Establishing these would take at least a decade
or so and would depend not only on having the right economic measures in
place but also on instituting fundamental changes in social attitudes. Finally, if
one country (generally the weakest) were to abandon the eurozone, it would
do little to stop further (partly certainly speculative) attacks against the euro
in general and the next weakest member(s) in particular, since the financial
markets would immediately start testing the evolving „new” situation and its
sustainability.
Since mid-2011 it has become clear that the international financial markets
are not just targeting the weakest member(s) but the entire construction of
the monetary union. A number of new institutions have been created and
the eurozone has undertaken some bold (albeit reactive) measures without
significant positive results of calming down concerns of the international
financial community or enhancing the credibility of the common currency
and its political, institutional and economic management. There is no question that since the autumn of 2008 European integration has gone a long way
„from the impossible to the inevitable”. Several joint actions that seemed to
be impossible three years ago have been approved (and partly implemented).
But recognizing the „inevitability” factor does not automatically imply that the
crisis is being successfully and sustainably managed. It has to be stressed that all
eurozone members that find themselves in a critical situation differ in one way
or another. Greece cannot be compared with Portugal, although both countries
are experiencing declining competitiveness. Ireland’s problems stem from the
banking crisis and not from lack of competitiveness. Spain is less indebted than
France or Germany and its problems are rooted in construction market bubbles.
Finally, Italy’s outstanding debt, which could hardly be financed from within
the recently created „firewall” framework, is to be contrasted with Italian assets
held outside the country. Once they were back in Italy, they could cover the
current level of internal debt. Countries that appeared to be more stable have
had to face the downgrading of their leading banks, another factor of risk or
uncertainty on the euro market.
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Considering the magnitude of the crisis and its potential consequences
for the entire half-a-century architecture of European integration, new initiatives are urgently needed. It is increasingly likely that the problem will only
remain under control if the existing „firewall” is substantially strengthened
by IMF contributions as well. This, however, would need a global consensus
and globally coordinated actions. Moreover, the introduction of a common
eurobond seems to be inevitable. It is mainly the Germans who oppose this
step. However, the budgetary costs for Germany with its higher interest rate
for refinancing its debt (about 10 to 12 bn euros a year) would be smaller than
the cost of financing one euro crisis after the other. Greece could have been
bailed out in January 2010 at a cost of 25 bn euros. The four month delay in
finding a halfhearted compromise ment a cost increase by 85 bn euros to
110 bn (in other words, almost one year of the EU budget during the current
multiannual financial framework period between 2007 and 2013). Repeatedly taking reactive action would mean a much larger financial burden for
Germany (and some other contributing members) than would a coordinated
and forward-looking structure that could hopefully calm down the international financial market as well as substantial speculation. It has to be added
that changing German attitudes requires domestic political consensus and
the support of a large(r) section of the German population.
An option that has been aired but not elaborated on would consist in Germany’s leaving the eurozone. In this case, Germany, together with some fiscally
balanced and competitive countries, such as the Netherlands, Luxembourg,
Austria, Finland and maybe France would create a strong common currency
(or a re-issued German mark), leaving the problematic countries in another
group with a rapidly depreciating euro. This, however, could initiate a currency war within the EU and lead to a rapid loss of German competitiveness
related to the exchange rate, with dramatic consequences for unemployment.
In addition, the European banking system could easily collapse with an unpredictable impact on the cohesion of European integration. Moreover, in an
extreme case, neither the emergence of trade protectionism and even the
falling apart of the very fundaments of the EU would seem unthinkable.
The most fortunate (and probably the only viable) outcome would be a
proactive European strategy that could „pacify” the financial markets for a
longer period. To achieve this, nothing less than a „shock effect” is required.
Of course, it is easy to envisage such a strategy on paper but very difficult
to implement it in the short run or at all, especially in a period of sluggish
or even no or negative growth. Such a „market-shock” remedy would be a
qualitative breakthrough towards a political and fiscal union, including a
strong system of fiscal transfers. Obviously, the latter would only function if
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the net contributing countries could gain a strong influence in (co-)shaping
the economic and social policies of the net beneficiaries. This new quality of
European integration would not only require the „communization” of a much
larger share of the national budgets (several times higher than the currently
hotly debated one per cent of gross national income) but also the willingness
of the member states to give up an additional and substantial part of their
(alleged) „national sovereignty”. In addition, a joint awareness of common
responsibility for a strong and influential European Union in the 21st century
has to be developed. In this context, the mission of the EU (and not just its
traditional „finalité politique”) has to be clearly defined, approved and supported by a majority of the half-a-billion European citizens as well.
(c) External impacts and European responsibility
Interestingly, until today, the various efforts to rescue the eurozone have
been characterized by a unilateral concentration on internal (intra-European)
issues. No meaningful study has addressed the potential external impacts of
a breakup of the eurozone. First, such an event would generate a new and
very deep global crisis. In the current situation of sluggish or no growth and
the renewed risk of recession, such an impact could be desastrous. Second,
due to the extremely high level of interpedendence, not only the European
but also the global financial and banking system could collapse. Third, all
countries in the world that used to accumulate foreign exchange reserves in
euro would be very hard hit. Last but not least, Europe should most probably
give up all hope of continuing to be a major economic player in shaping the
21st century and of becoming a more important political factor. This would
not only have negative repercussions for Europe but would substantially alter
the Chinese stretegy, based on developing a multipolar world and loosening
the „Siamese twin” relationship with the United States. There is no doubt that
China would like to see a stronger EU that speaks with one voice, has stable
institutions and a common currency that could pave the way for the diversification of Chines foreign exchange reserves.14 Under certain conditions China
seems to be ready and willing to buy eurobonds and contribute to strengthening the European monetary system – clearly following its own long-term
interests as well. The eventual appearance of China on the European capital
market (as in the case of Greece following the IMF-ECB agreement or buying
Spanish bonds or promising financial support to Hungary) can be considered
part of the learning process but are definitely not (yet) organic elements of a
14 According to the latest figures, China’s foreign exchange reserves amount to 3,300 bn US dollar,
out of which about 70 per cent is in effect held in the US currency. J. Anderlini, „Europe to be focus of
China’s spending spree”,.The Financial Times, October 27, 2011 and Y. Yongding, „Beijing red knight will
not ride to the rescue of the euro zone”, The Financial Times, November 01, 2011, p. 9.

197

genuine Chinese strategy. To be sure, China is not interested in undermining
the architecture of European integration because it would abolish even the
slightest chance of creating a functioning system of multipolarity in the next
decades - the key pillar of the strategy of a rapidly rising global player.

CHAPTER IX: INTERACTIVE
WORKSHOP
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WORLD CAFÉ:
OUR VISION FOR THE FUTURE OF EUROPE

Moderated by Vanya Ivanova, New Bulgarian University
Vanya Ivanova is a researcher fellow and project assistant
at the New Bulgarian University’s Center for European Refugees, Migration and Ethnic Studies (CERMES), where she is
conducting her PhD research in the field of policies of return
after forced and voluntary migration. In addition Ms Ivanova
is assisting assoc. prof. Anna Krasteva in several university
courses. Ms Ivanova has a bachelor’s degree in history from
the University of Sofia and Master’s degree in diplomacy and
international relations from the New Bulgarian University.
Since 2002 Vanya Ivanova is also involved in the work of
dvv international, trained in Germany on interactive methods of teaching recent
history, and other interactive formats of group work.
Since 2008 Ms Ivanova is a fellow of the Transatlantic Forum on Migration and
Integration (TFMI) of the German Marshal Fund and Robert Bosch Stiftung.

An interactive session made to encourage creative thinking and envisioning the future experienced through the method “world café”. The group was
divided in five small sub-groups and each of them had to discuss their vision
about the future of Europe in 2020 through the perspective of a region or a
country. On each of the tables there had one host appointed from the participants to moderate the discussion and to ensure active participation of all
tablemates. After a round of discussion the participants moved to another
table where they had the chance to experience one more perspective about
the future of Europe thus trying their best to enter into the shoes of the others
and broaden their personal views. On each of the table there were symbols
chosen to represent the general message of the country/region where they
were situated. The session ended by presentation of all the table discussions
done by the hosts of the tables.
Here come some of the elaborated ideas:
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French perspective (presented by Gohar Barseghyan):
– To keep the balance of
powers in Europe;
– To strengthen and
increase the role of
France in Europe;
– To contribute to the
entry of Macedonia,
Serbia, Croatia, Turkey
and Moldova to become full members of
EU;
– To promote democratic values in developing countries, freedom of speech,
protection of human rights, etc.;
– To contribute to the settlement of conflicts in the world and to have safe
and peaceful Europe;
– To support the employment and strengthen the social dimension of
globalization;
– To take joint efforts with other European countries to minimize the danger
of terrorism, also to minimize the risks of other global economic crisis.
German perspective
(presented by Sergiy Tereshko):
– German modeled new stronger
Europe;
– EU is a conferederation;
– Energy more dependent on Russia
(Energy – Merkoputin);
– Smaller but stronger EU zone;
– No more enlargement after Croatia
and Montenegro;
– European Army;
– Pensioners’ retirement age – 80.
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Black sea region perspective
(presented by Yaroslav Venin):
– Security and stability;
– Connecting Black sea region – road/
rail, energy, environmental infrastructure;
– Cultural cooperation;
– Industrial development;
– To promote mutual interests;
– To be more competitive.
Candidates and potential candidates’ perspective
(presented by Ivelina Hristova):
– Symbol – key
– 3 key areas:
– Social
– Free movement of people;
– Solving of youth unemployment
issue;
– Human rights – EU values.
– Political
– Security and stability;
– Solidarity and trust.
– Economic
– Huge market – investments – negotiating power;
– Energy security;
– R&D and innovation;
– “educated in the EU”;
– Most competitive and productive ( China/USA).
New member states’ perspective
(presented by Kiril Evtimov):
We suppose that in 2020 the EU will increase to 30 member states including
Croatia, Montenegro and Bosnia and Herzegovina;
By 2020 the East European countries like Bulgaria, Czech Republic and Poland
should enter the Euro zone. This is very vital and important to these countries,
because in that case they will have more influences over the decisions made
within the European union;
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The new member states should
focus during the new programme
period in the tourism and agriculture sectors. We think this way,
because those countries have
smaller economy and it will be
very difficult to reach the indicators of the developed countries.
So we assume that agriculture
and tourism will be successfully
implemented with reasonable
policy and thus higher economic
values will occur;
From political point of view we support the future enlargement of the EU
and we will try to give the best expertise and knowledge we have to Turkey,
Macedonia, Ukraine, etc. to make sure they will be best prepared into/when
coming to the EU. The security will increase, so that the outer borders of the
EU member states will stop at greater extent the criminal and contraband
activities;
We hope we will receive more resources from the Cohesion fund, so that the
funds will be equal to all member states, not as now to be divided because of
the merit of each country;
Socially we would like to establish bright and sunny future for our children,
so that after growing up they will stay in their own countries. This is our main
objective, as we all know that due to better salaries and life conditions many
smart young professionals prefer to study, work, live abroad because of the life
conditions in the developed countries;
Last but not least the new member states should stay together and unite
their positions and defend them in order to achieve success when negotiating
with the old members. In this case the demarcation between poor and rich
countries in the EU will be minimized to a lower extent. We should be united
because we are not worse than the developed member states and must keep
this line of togetherness for the years to come.
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CHAPTER X: CROSS-BORDER
COOPERATION IN PRACTICE
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EXPLORING “DANUBIUS” CROSS-BORDER
BUSINESS CENTRE IN GIURGIU
Clara Marculescu is a graduate of National College
“Ion Maiorescu” Giurgiu, IT Department. From 1998 until
2002 she attended the Academy of Economic Studies
from Bucharest, Department of Commerce, Marketing Marketing Policies specialization. After graduation, she
worked as manager of a private company specialized
in catering. For a short period she worked as an office
assistant for the vice president of the Unicredit Tiriac Bank
in Bucharest. From 2008 until now she is the director of
the Danubius Cross -Border Business Centre, institution
subordinated to the Giurgiu County Council. As a director of the Business Center
in the period January-April 2009 she was the representative of the County Council
at the National Union of County Councils-office in Brussels. After this stage and
after attending many conferences, she realized that the priority issues for the
European Union that EU countries would have to take into consideration are:
renewable energy, waste management, organic farming and environmental
protection. So all of the time she is managing the Business Centre she is trying to
take into account these important principles at European level, which fit perfectly
with the vision regarding the development of healthy, sustainable business and
business relationships with public institutions.
About “Danubius” Cross-Border Business Centre
“Danubius” Cross-Border Business Centre is organized and functions since
2008 as a public institution of county interest with legal status, subordinated
to Giurgiu County Council and have the role to guarantee:
The business infrastructure of cross-border importance by providing services
through consultancy, support and information at European standards;
The development of cross-border cooperation initiatives between business
communities and local public authorities from Giurgiu County, Romania and
Ruse District, Bulgaria, through the facilitation of access to information, the
frame of business opportunities and existent business market;
Strengthening communication capacity for the development of a sustainable mixed cross-border business community.
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Activities and projects
“Danubius” Cross Border Business Centre was involved in a series of projects,
out of which we remind:
ECO-BIZ - the project’s general objective is to insure the support for the
cross-border cooperation, promoting the local products and the growth of the
investment level of the Giurgiu-Ruse region in order to create a positive image
for it and diminish its disadvantages.
“Green Basket” - county level project that aimed to sustain the local agricultural producers by creating a direct distribution system from producers to
the consumers.
Common Work Group of the Representatives of the Farmers from the Giurgiu
and Ruse region, commission with the general objective to reach a higher economical and social development degree through the common identification
and consolidation of the competitive aspects of the region.
“ Giurgiu tradition of the Danube fishing” – local action group, project submitted within the Operational Fishing Program, that creates the premises for the
collaboration with other local action groups from European countries (the Slivo
pole local action group was already identified).

EXPLORING EUROREGION DANUBIUS
ASSOCIATION IN RUSE
Lily Gancheva has been working in the Association Euroregion Danubius for 10 years, 7 of which as a Head Expert. Since
2009 she is the Executive Director of the Association and is
responsible for the organization and development of crossborder activities in Euroregion Ruse – Giurgiu. She has been
a project coordinator/leader of several cross- border projects
between Ruse and Giurgiu. Mrs. Gancheva is also Assistant
director of Bulgarian-Romanian Foundation “Friendship”
with residence in the town of Giurgiu, Romania. She has
participated in different cross-border cooperation initiatives
and is also an editor of Bulgarian-Romanian publications.
Prior to the Association Euroregion Danubius, Mrs. Lily Gancheva worked in the
Regional Library „L. Кaravelov” as a Head of Department in the period August 1975 –
September 2002. She has a Master's degree in „Library Informational Technologies”
from the Philosophy Department of the Sofia University „St. Kliment Ohridski”.

Other activities
Besides the projects, the “Danubius” Cross-Border Business Centre also organized meetings between businessmen from Romania and Bulgaria, offered
consultancy for firms or persons interested to find business partners or to sell
their merchandise in Bulgaria and other countries, sustained the EU financing
projects from Romania and Bulgaria.
Another one of our activities was the involvement in the realization of several unions made between localities from Romania and Bulgaria, in order to
develop the collaboration relations between them at an economical, social,
administrative and educational level.
During our activity period we were permanently interested to extend our collaboration with other countries within the European Region. In this respect we
have a protocol signed with the Business Centre from Skopje – Macedonia.
In this 3 years period we constantly forwarded partnership proposals received
from Bulgaria and Belgium to the eligible institutions in our town. Besides, our
activity also included organizing several fairs (some of them having reached 3
or 4 editions), expositions and information conferences on common interest
themes.
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EU AS AN INCENTIVE FOR REGIONAL COOPERATION
IN SEE AND THE BLACK SEA REGION
Lothar Jaschke1 has studied Business Administration in
Vienna, EU Affairs in Copenhagen and International Relations in Brussels. He is a member of the Union of European
Federalists in Vienna and Brussels and the Elias Canetti Society in Rousse. Mr. Jaschke worked at the Ministry of Foreign
Affairs in Vienna from 1994 to 1999 with a special focus on
relations with CEE, Russia, Central Asia and on the Enlargement process. Until 2002 he was responsible for the relations
to Maghreb and Mashreq countries, as well as the Barcelona
process at the Council Secretariat of the European Union.
From 2002 to 2006 he held a position as a Minister Counselor at the Austrian Embassy in Bulgaria. He spent a year in Auswaertiges Amt, Berlin working in the sphere
of EU relations to the Western Balkans region. In 2007 Lothar Jaschke has returned
to the Council Secretariat of the European Union where he dealt with EU relations
to the Western Balkans, in particular Serbia, Montenegro, Croatia and regional
cooperation. In July 2012 he has taken up the post of Head of Political, Press and
Information section at the EU Delegation in Freetown, Sierra Leone.
Dear Friends,
Today I am proud to be able to address you from a very special place you have
very wisely decided to come to. Rousse has been for many centuries the link between the Ottoman Empire which spread until this town and the so called Western
world – the Austrian Kaiserreich and the Holy Roman Empire of German Nation. It
was the melting pot par excellence, the showcase and the entry door of “Europe”
to South East Europe, also due to the Danube which after some 2500 km is passing
the town with all its majesty. Elias Canetti, a true European, was born – in July 1905
and raised in this town called Rustschuk at that time. I hear seven, eight languages
and dialects when I cross the street and when we travel up the Danube, we travel up to
Europe, he wrote in his first autobiography called the“rescued tongue”as his mother
threatened to cut off his tongue in case he would not learn German. He learned it
so well that he received the Nobel Prize for his book in German (die Blendung) and
rescued his tongue. Rousse amplifies Europe in its best sense. And at the same time
it illustrates perfectly the benefits but also pitfalls of regional cooperation. The EPI
has to be given all the credit for having chosen this place - the best place to deliver
a lecture on the EU and regional cooperation.
1 The views expressed in this article engage only the author.
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Allow me some considerations before we go into the heart of the matter:
This is what an US political scientist, John Feffer, recently wrote on Europe:
thanks to a difficult-to-contain economic meltdown the ambitious regional project
of the EU seems on the verge of unraveling. And the very qualities that began to
gather around the concept of “European” in the 8th century – religious persecution,
cultural particularism, and hereditary aristocracy – appear to be returning in the
form of Islamophobia, extreme nationalism, and the oligarchy of bankers. It’s not a
pretty sight. Two governments – the nominally socialist Papandreou administration
in Greece and the substantively insane Berlusconi burlesque show in Italy – have
already fallen. The euro is at risk of collapse and some European politicians are
waxing apocalyptic. “If the euro zone were to fall apart then it’s hard to exclude
the possibility of EU falling apart as well,” argues Polish Finance Minister Jacek
Rostowski, who holds out the possibility of the return of authoritarian governments and even war. In his article called the end of Europe he states that for
most of its existence, Europe has been a continent divided against itself. From the
conquests of Charlemagne to the unprecedented bloodletting of two world wars
in the 20th century, Europe saw only brief stretches of unity, and that only by virtue
of imperial force. To balance Feffer, let me add that we now see unity, peace and
integration by the benign force of European political and economic integration, a project which was born out of the idea that we – its inhabitants - would
not be prisoners of our history, that we could overcome the scars of conflict
and bring former enemies together to build a better future.; the EU “is anxious
to help raise the standard of living and further the work of peace”. This citation
from the 4th intent of the preamble of the European Steel and Coal Community Treaty encapsulates the leitmotif of European integration. It is banal, but
obviously necessary to repeat times sand again. Herman Van Rompuy recently
stated “perhaps the mood is not so good, but the state is not so bad”, adding
that “as long as a club gets new members, it is not in bad shape.” And clearly,
the mood is good enough to have many gentlemen waiting in or behind the
boxes. Yes, but complacency is the worst enemy of any further development
and progress. Feffer has a point when insinuating – in plain language – that
we see European influence declining, anxiety over the economy growing and
Member States less and less embracing integrationist policies which translate
into a more euro-sceptic Council and European Parliament.
I was happy to hear that a song called Euphoria recently won the song
contest. Not because of its musical quality – which is debatable – but because
we need more Euphoria and let me add EUphoria. Europe is a fascinating
project and the recent developments do not render it less but more relevant.
The answer has been more Europe. Imagine Europe is a gothic cathedral with
many chapels for fervour believers and for those who need to be convinced.
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The cathedral may have recently been put under more stress, but it has been
reinforced by vaults – closer cooperation in economic policy, more fiscal discipline, a reinforced Stability and Growth Pact, The Euro plus Pact, the Fiscal
Compound Treaty, the European Semester and the European Stability Mechanism. The introduction of the reversed qualified majority – any proposal of the
Cion passed unless there is a qualified majority against it - and the demise of
the unanimity rule for the entry into force of Treaties – 12 out of 25 countries
need to ratify the Fiscal Compound Treaty - are nothing but revolutionary. Even
if small in scope.
It is also banal, even dangerously naive, to believe that the EU will come
out stronger of the crisis as it always did. I do believe so. I am still portraying
Europa as a princess, seduced by the father of Gods. She rode in the path of
the sun from the East to the West and gave birth to a future king (Minos). In
times like it does not go uncontested to state that the princess is still a young
and attractive lady with her followers, her love affairs and her moods. A love
affair demands courage.
Europe has a lot to offer. Reining in countries from a very different past.
Importing stability and creating welfare and market. “Europe” is still the biggest driving force behind the reform process in the Western Balkan countries
but also in certain countries of the Eastern Partnership (EaP) – getting through
the painful and assiduous process of modernising national economic, legal
and political systems to prepare for membership in the EU. Enlargement has
proven its worth and is undoubtedly EU’s success story. It has changed the face
of Europe over the last 15 years. The EU itself is different from what it used to
be. I would argue that the EU is more responsive, a stronger global player and
more coherent internally. We are bound to live together – the famous phrase
of Angela Merkel at the 50 year jubilee of the Rome Treaties in March 2007.
The Western Balkans are part of the strategic choices of the EU. The Schuman declaration of 1950 was an invitation to all countries in Europe to join
the European project and, at last, the accession of twelve countries of Central
and Eastern Europe in 2004 and 2007 represented a sweet reconciliation with
its history, leaving the Europe of Yalta behind. Each Member State contributes
to the development of this project, “each Member State helps to unite Europe”2.
Whether it is a Member State or potential candidate country does not matter. What matters are the will and the capacity to contribute to the European
integration. To enable the countries in the region to create lasting peace, democracy, stability in the Western Balkans region, the EU set up, in spring 1999, the
Stabilisation and Association Process. The EU applied for the first time CFSP
2 Declaration, adopted at the occasion of 50 years of the European Economic Community, Berlin,
March 2007
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instruments – six CSDP missions3 and two EU Special Representatives4. By
then the countries concerned had started to address the wounds of the wars
and undertake economic and political reforms towards market economy and
democracy. The third Summit is scheduled to take place in June 2014 under the
Greece Council Presidency. By then all of South East Europe might have started
EU accession negotiations and are firmly anchored on the road towards the EU.
My optimism is based on the strong relations built over the years. All countries
in the Stabilisation and Association Process have built up administrations and
markets, are reforming internal policies and have signed SA Agreements with
the EU except Kosovo (all have entered into force except for the SAA with BiH
and with Serbia which will soon).
The SAP is well advanced. In November 2011 the Commission reiterated its
proposal of opening accession negotiations with the former Yugoslav Republic
of Macedonia. Serbia is a candidate state since 1 March 2012, accession negotiations started with Montenegro on 29 June 2012 and Croatia is set to join
the EU on 1 July 2013. The internal political dialogue in Albania has re-started,
including in Parliament and the granting of candidate status is possible if the
12 key priorities of the European Commission are met. Political parties in BiH
have agreed to form a government – in January 2012 - and are now trying to
live up to the conditions for applying for EU membership, including constitutional reform. As regards Kosovo EU investment there - both in terms of human
resources as well as in terms of financial/technical assistance - is considerable.
Kosovo is in the picture as well. All Member States agree that the EU plays an
important role in the socio-economic development of Kosovo and that it is
necessary to proceed with the rule of law as supported by the EULEX mission.
A visa liberalisation dialogue has been launched in January 2012 as well as a
feasibility study – in March 2012 - in view of a Stabilisation and Association
Agreement. But progress is not even nor is it straightforward. Nationalistic
agendas and European agendas are pursued at the same time with all the
contradictions this holds. Despite setbacks, the region is more European and
more democratic than ever before. The EU’s policy towards the Western Balkans, its efforts to stabilise and to enlarge is the last great work of peace on our
continent. The EU is also developing its policies to neighbouring countries in
the East through the Eastern Partnership with visa liberalisation action plans,
deep and comprehensive free trade areas and association agreements. Such an
agreement with Ukraine has been initialled in May 2012 while negotiations with
3 Three missions are still running - EULEX in Kosovo and EUPM as well as EUFOR ALTHEA in BiH. Three
missions took place in the former Yugoslav Republic of Macedonia and are concluded by now. http://
www.cic.nyu.edu/politicalmissions/docs_missions/reviews/mr_wbalkans.pdf
4 The mandate of the EUSR in Skopje ended in February 2011.
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Moldova are at a very advanced stage. The faster the agreements are concluded
and the action plans are implemented, the deeper economic integration and
closer political association. Moldova is a good example of a country willing to
go forward rapidly in order to deepen its relations with the EU. The EU has also
recognised the European aspiration of certain EaP countries.
It has become standard to say that regional cooperation is very close to the
EU’s heart. (Yes, the EU has a heart. It has even several. Vienna is the heart of
Europe I always believed until being greeted by a billboard reading “welcome
to the heart of Europe” when I fist came to Brussels. The geographical heart is
in Lithuania close to Belarus. Brussels as the capital of Europe is another natural
heart). Let me add good neighbourly relations. Both are the fundaments on
which the EU project is built upon. No wonder that they are – since the earliest days - essential elements of the SAP (and of course also important to the
EaP). At the first summit meeting in Zagreb in November 20005, the EU leaders reconfirmed their offer to the Western Balkans: the European perspective
against the promise to reform further and take on the acquis of the Union as
well as advances in regional cooperation. This policy has become more relevant
in the Balkans as the numerous bilateral conflicts (borders, refugees, succession
issues), many a heritage from the 1990s are lingering on and the European
perspective is becoming more concrete. Regional cooperation is a dull and
bureaucratic exercise, not good for any headlines. Open political conflicts live
next to technical success in areas like disaster management, trade or research
and development. But no news is good news and things have moved, almost
by stealth to the better. A lot has happened in the last two years.
Slovenia and Croatia as well as Montenegro and Croatia have found mechanisms how to deal with their territorial disputes (yet not applied).
High level meetings (e.g. SEECP Summit in Belgrade on 15 June) confirmed
the importance of regional cooperation as well as the will to further the reform
process and to address the remaining open bilateral issues.
The Regional Cooperation Council in Sarajevo is implementing a Strategy
to further advance cooperation in areas like Security, Justice and Home Affairs,
the economy, education, culture and research.
The process of finding relief to refugees and displaced persons has been
politically concluded after six years (“Sarajevo Process”) with a follow on housing project worth nearly € 600 million.
The EU-facilitated dialogue Pristina - Serbia has produced eight agreements
- which now need to be implemented in full - with important ramification for
regional stability.
5 The next summit took place in June 2003 in Thessaloniki, the third one is scheduled for 2014.
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Through the network of the 50 initiatives and task forces in all areas (trade,
energy, environment, gender, science, education, judiciary), the whole of South
East Europe and Moldova are fully part of the regional landscape.
Handled well, regional cooperation and good neighbourly relations can contribute largely and significantly to a mutually beneficial enlargement process.
Enlargement increase the stakes of the European project, thereby helping to
develop it further as a community of values, as the driving force behind European integration, overcoming nationalism (with admittingly huge setbacks)
and developing common policies in key areas such as foreign policy, energy,
environment or justice and home affairs. At the same time the EU has grown
more complex as the acquis and the overall quality of the European integration
process has increased. Consequently, the enlargement process has become
more demanding in order to deliver all this. The same goes for the Eastern
Partnership where closer political association and deeper economic integration
can make the difference for EaP countries and its citizens.
Let us hear what our scientist friend from the US has to say. Europe as a
continent will, of course, continue. But what made Europe a compelling political,
economic, and social alternative wedged between Anglo-American free marketeers
and Soviet nomenklatura is rapidly becoming a thing of the past. A much less
appetizing European history, whether the dangerous interwar period of the 1930s
or the fratricidal melee of the 8th century, now threatens to repeat itself. Some US
scientist also vehemently attacked monetary Union, arguing that it will rapidly
disappear if ever rise. Very unlikely for me. Many of our princess’ suitors find
her young and attractive (although you should be aware that some do not or
never did). She should deal with them joyfully. Full implementation of the Lisbon Treaty and a robust financial and economic crisis response, perhaps even
a new Treaty arrangement, could help them.
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FEEDBACK FROM PARTICIPANTS
IN THE 13TH SUMMER SEMINAR
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Sergiy Tereshko (Ukraine)
“I would like to thank you again for such a wonderful opportunity that you gave
us to meet many intresting people, to exchange views, to learn experience of the
participant's countries. But first of all thanks that you integrate people, promote
understanding and make the world closer.”
Viorica Gradinaru (Moldova)
“I want to say a big thank for all the organisers for creating such good conditions
for all the participants. You were very open, willing to assist and to give support. As
I told you before - you did a great job and everyone from participants will confirm
that. The value of the Seminar, lectures, chances to meet new people, gathered
experience - I appreciated all of it a lot.
And one more comment – there is a lot of sense in the Summer Seminar. All that
we can achieve, aspire in our life is with the help of others. With the support of the
organizers I was here, with the support of lectures I was helped to get new knowledge, with the involvement of my new colleagues, participants I enjoyed each day
of the Summer Seminar as a public servant and as an ordinary person!”
Gohar Barseghyan (Armenia)
“I would like to thank you very much for organizing this nice seminar and especially
for the invitation. I returned home with great impressions from Bulgaria and especially the interesting and fruitful lectures, as well as with new impulses to continue
my work at the Government.”
Iryna Shevchenko (Ukraine)
“Thanks to all of you for organising such an excellent Seminar. You have made an
excellent selection of topics and lecturers. It exceeded all my expectations. I wish
you all the best and success in your future endeavours.”
Božidarka Jelić (Bosnia and Herzegovina)
“Thank you very much for organising and giving me an opportunity to attend this
interesting and useful seminar and for sharing your knowledge with myself and
everyone else. It was extremely well organised and the speakers were excellent. I
found it very inspirational and beneficial for me and I really enjoyed meeting all
the other participants.”
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Ayşegül Er (Turkey)
“I have special thanks to organizers that it is a quiet good seminar and organization. It provides good opportunity for seeing and contacting with other colleagues.
I already miss Albena. I wish to see all EPI family and the participants again.
Thank you for all.”
Pande Dimoska (Macedonia)
“I would like to thank the team of the Economic Policy Institute, Sofia for all organizations; it was a pleasure to be a part of such a successful seminar.”
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