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Introduction

The Economic Policy Institute initiated the SumnS&aminars for Young Public Servants
“Preparation for EU Accession” four years ago (8egier 2000), within the framework of
the joint project of the Bertelsmann Foundation #rvelWorld Bank, Washington: “Towards
European Integration — Network for Integration adn@al and Eastern European Countries
into the European Union”. Since then, this initiatiturned out into an annual forum for

exchanging experience, learning and networking,oded its timeliness and importance.

This Summer Seminar gathers outstanding expengrgmental and EU officials, and young
public servants from SEE countries. Special fosuput on urging active, both formal and

informal, discussions amongst the participantstaedgspeakers.

The Summer Seminar targets young public servanta frountries in the SEE region, who
work in the filed of European integration. The ffitsvo editions of the Seminar gathered
participants from Bulgaria and Romania, and thedtiiear we also had young public servants
from Albania, Macedonia and Serbia as well. Prongptiegional networking on a broader
basis is a leading principle, and for this fourttitien of the Summer Seminar we had
participants from six countries in SEE, incl. Ali@nBulgaria, Bosnhia and Herzegovina,

Croatia, Macedonia, Romania.

We believe that cooperation and networking are iafuior promoting prosperity in the
region. This initiative gives opportunity to youmpgblic servants from the region to get to
know each other and share experiences. This Semioar contribution to promoting mutual

understanding and exchange.



EPI maintains Summer Seminar participants’ netwairkg strongly encourages follow-up
meetings and exchange. The positive feedback alsoueaged us to continue with this
initiative, and we hope to be able to sustain arehébroaden the scope of participants next

years.

We would like to thank all the organizations and/ggmmental agencies who supported us
during the past four years and made this seminapdra

Bertelsmann Foundation;

Ministry of Foreign Affairs of the Federal Repubb€ Germany, the Embassy of the Federal
Republic of Germany in Sofia;

The Netherlands Embassy special fund for suppatieédBulgarian transformation (MATRA
KAP fund)

The Assistance Programme for CEEC and NIS of tltkefad Ministry for Foreign Affairs of
the Republic of Austria,

The Central European Initiative

We would like to thank also the Ministry of Foreigtfifairs of the Republic of Bulgaria for

supporting this initiative throughout the years.

Irena Mladenova
Executive Director
Economic Policy Institute
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Panel: Regional Co-operation in Southeastern Europe

The SIGMA Assessment and the Development of Budgeyaand Financial
Management Systems in Future Member Statés

Tzviatko Velikov
Chief Expert
European Integration and Relations IFIs Director&euncil of Ministers

Introduction

SIGMA? is a joint initiative of the OECD and the Europ&2mmmission, principally
funded by the Phare Programme. Its main role isupport the improvement in public
governance and management in Central and Easterop&an Countries. In 1999 an
assessment system was developed in the framewoBtGi¥IA programme to evaluate the
progress made by each of the candidate countrigarés EU accession. The assessment
system guaranteed objective evaluation of the pssgmade by the candidate countries on the
way to EU accession and was a tool to evaluatel¢elvelopment of horizontal administrative
capacity.

The SIGMA assessment covered the following key sarqaublic expenditure
management, financial control, external audit, Ice@rvice, public procurement and policy
making and coordination. In each of these areasnaber of specific criteria, called baseline
measures were identified to mark the minimum stedgléor the achievement of EU best
practices and standards. The baseline measuresedave legal setting, the institutional set
up and the evolution of the assessment elemertteirespective areas. The objective of this
paper is to explain key priorities concerning trevelopment of financial and budgetary
systems in the context of EU accession and to gsstiww the SIGMA assessment system
addressed the achievement of these priorities.

1. Development of administrative capacity in finan@al and budgetary sector

The EU accession leads to a number of changeseifutictioning of the national
financial and budgetary systems. One of these dwanmg that upon enlargement it will
become necessary to monitor carefully the impadhefEC budget on the national budget.
This is important not only for statistical reasdmsg also to provide information to the national
authorities and to the European Commission forftimetioning of the EU own resources
mechanism.

Another important issue concerns the capacity gotiate on the scope of the EU
Budget in the Council of Ministers of the Europdamon and on the size of the EC budget
that will be granted under the Structural Funds.

! The article expresses the personal opinion ofahhor and do not represent the position of anghef
organizations quoted.

2 For further information about SIGMA, please chegkw.oecd.org/sigma

% The development of horizontal administrative catyas of crucial importance to guarantee the sSostaility

of reforms undertaken by the Candidate Countriesa aectoral basis. For further details #abministrative
Capacity Development a Race Against irdeJ.G. Verheijen, June 2000
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Further to this a EU Member State will be respadiesib follow the acquis on the
own resources mechanism as well as to establigfeproanagement and anti-fraud system to
get maximum benefit from external aid

2. Some weaknesses identified at the pre-accessstage

The 1997 Commission opinion identified the follogikey weaknesses in the
budgetary systems of the candidate countrtesas necessary to develop specific ant-fraud
servicesto establish effective management and control systand to separate the internal
from external auditing.

Development of anti-fraud services is of particutaportance for the management
of the Structural Funds where each Member Stateldhidevelop proper system to handle
cases of frauds or irregularities. Preparatiortlicg role starts at the pre-accession stage when
the countries receiving PHARE funds are requiredrdport to the Commission for all
suspected and actual cases of fraud and irreguésitvell as all the measures to eliminate the
possible shortcomings. With this respect the nagioti Chapter 28 “Financial control”
includes a specific section on tReotection of the EU financial interestghere focus is put
on the designation of a single contact point foroperation with the European Anti Fraud
Office (OLAF) and on the development of the adntmaisve capacity necessary to implement
the “acquis” in this area.

The establishment of effective management and acbsfystems is of particular
importance for the financial management of the Gtmal Funds. At the level of the
organizations spending the EU funds, managementantlol systems cover the procedures
designed to handle requests for funding, make decdgor funding, pay and record advances
and reimburse expenditure and monitor and evathatese of funds.

Another requirement under Chapter 28 is to ensigar separation between the
financial management and control systems and tieenial audit. According to the definition
of the Institute of Internal Auditofs “The internal auditing is an independent, objeeti
assurance and consulting activity designed to aaldevand improve an organization’s
operations. It helps an organization to accompiishobjectives by bringing a systematic,
disciplined approach to evaluate and improve tliecé¥eness of risk management, control
and governance processes.” At the pre-accessiga sach PHARE financing memorandum
states that the recipient must send to the Comomigsie audit plan and he summary of the
findings of the audits carried out.

The difference between the internal and externdit gerformed in the public sector
depends on whether the audit is performed by a,bwtich is a part of the executive power,
or by an independent institution. The financial tcohsystem in Bulgaria, for example,
includes the Public Internal Financial Control Aggrand the National Audit Office. The
former is established under the authority of theister of Finance to perform internal audit
in the public sector. The latter is an independepreme audit institution, which is not part of
the executive power and performs external auditing.

3. The development of baseline measures
3.1 Public expenditure management

It is generally accepted that all budget systemedn&® achieve three basic
objectives: to maintain aggregate fiscal discipline allocate resources in line with

* For further information about internal auditingegse checkww.iia.org
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government priorities and to promote the efficiatglivery of services The baseline
measures under this issue aim to assess the act@atef these objectives in comparison to
the EU regulations and best practices.

One of the components of the assessmehkisegal framework for managing the
State Budget It covers the scope and the regulation of budgassues in the Constitution,
the Organic Budget Law and related legislation. Aksessment also reviews relations
between the national parliament and the executive qwer concerning the budgetary
process, the specific arrangements and implementafithe budget procedureas well as
thefunctioning ofaccounting and reporting mechanisms.

Another baseline issue wghether the national and EU funds are included in a
single and coherent framework This is important with respect to the future E@mbership
where the Structural funds must be used as addltiom the national public resources
allocated to achieve key areas of government polidgar picture is necessary therefore to
steer public investments properly.

Besides often the implementation of national prgjegoes outside the annual
budgetary cycle, which requires the useamafltiannual financial programming approach.
An instructive example could again be the PHAREgprome, where once the Financing
memorandum is signed, the money allocated for théeesement of project purpose could be
spent within three years. This requires proper mplfan of project implementation. The
National Agriculture and Rural Development Planpared as a planning document under
SAPARD is another example for the practice recondedrby the SIGMA assessment.

The preparation of multiannual financing plans rsetxbe considered in line with
the overall development of the national economys Tiiakes the preparation oMid-term
financial framework a tool of particular importance. It is mainly dgstd however to
provide budgetary information within a medium-teinaamework, and set medium-term fiscal
objectives. Besides EU Member States within or idatshe European Monetary Union,
countries will need to provide stability or convenge programmes. Both programmes will
have to specify the main elements of a medium-texpenditure framework that complies
with methodological principles and standards.

3.2 Financial control

The acquis communautaire does not impose a patifmiancial control model in
the Member states. However, there are a numbepedfific provisions on how this process
should function. The baselines for the financiahteol include theexistence of a coherent
and comprehensive set of laws and regulationshere the principles and functioning of the
financial control system should be identified. Tégislative set up is assessed with respect to
the type of legislative acts that determine thegwebdf the specific procedures for financial
control and internal audit.

Another assessment element refers to the intraolucd management and control
systemsln broader terms these include:

Preparation of financial control Policy Paper, véhtre existing weaknesses and
the government priorities to improve the financahtrol system are set;
Development of sufficient audit trail to enable #naeditors and the managers to
cross-refer each bookkeeping entry to its sourcktarfacilitate the checking of
accuracy or validity of claims and payments;

® For further details see Managing Public Expenditux Reference Book for Transition Countries Editsd
Richard Allen, Daniel Tommasi, p.19, published by OECD in 2001
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Introduction of proper mechanism to perform ex-argentrols of the
commitments and payments of National and EU fundlsas to guarantee
effective management of the Structural Funds;

Control on the state revenues coming from the Véustoms and levies with a
view to ensure that the country is able to pagatstribution to the EC budget.

The financial control baseline also aims to asdessvhat extentfunctionally
independent auditis performed on the basis of internationally acedpduditing standards.
This refers to the ability of the auditor to maint&ee professional judgment on the audit and
control organization. It is necessary to estabfistper balance between the manager of an
organization that is audited and the one who perfothe audit. The auditor should be
appointed from an independent audit organizatioth la@ free to report its opinion on the
nominating body.

The baseline also aims to assess to what exdgstdms are introduced to prevent
and take action against irregularitiesand recover sums lost as a result of negligence or
irregularity. The criteria for assessment in thigaaare the extent to which existing systems
are preventive, the legal basis for recoveringatm®unts lost as a result of irregularities and
negligence.

3.3 External audit

The function of the external audit is not as suah pf the acquis, but in order to
achieve stability of institutions guaranteeing deragy and the rule of law the Member states
must have an effective supreme audit institutioms Tnstitution should be able tudit all
the public funds including the EU fundsfollowing the internationally recognized auditing
standards. The quality of the audit reports is alsgessed under this baseline.

Another issue refers to thellow up steps upon issuing the audit reportSince the
supreme audit institution reports directly to ttelRment then proper mechanisms should be
introduced to guarantee that the legislative poweuld ensure the consideration of the
findings of the external auditors. With this redpéoe latest Accession Partnership on
Bulgaria sets as a priority the need to adopt amaglement rules on the interaction between
the National Audit Office and the Parliament.

3.4 Civil Service.

This issue is not directly linked to the financadd budgetary reforms and covers
the horizontal development of the civil serviceluating the legal status of civil servants their
impartiality, integrity, efficient management, pestionalism and stability. The assessment
aims to determine to what extend on-the-bning is provided and in particular how the
internal and external audit training is organized.

Particular focus is also put on the conceptaotountability, which means that
public officials have to respond periodically toegtions concerning their activities, and must
be held responsible for the exercise of the authprovided to them.

3.5 Policy-making and co-ordination.

The assessment aims to estimate whether the oveaatlework within which
national policy is made is clearly set out, undeydtand accepted by all actors. With regard
to proper budget preparation and execution it igasficular importance torganize efficient
inter-ministerial consultation on policy proposals to ensure that financial, European
integration and legal implications of any proposaé adequately addressed, and more
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generally that any Ministry with an interest is sahed. There should be effective
mechanisms for resolving disagreements betweerstaision policy issues.

3.6 Public procurement management systems.

The assessment aims to ensure that open compesitesrcouraged for public funds
contracts, which account for approximately 10 pamtcof the GDP of the European Union.
Sound procurement polices and practices can redoses of public expenditure, produce
timely results, stimulate the development of thévgie sector, reduce waste, delays,
corruption, and government inefficiency. The fuantng of efficient public procurement
management system must be checkeahd verified by sound financial control procedures.
Both the public procurement and financial contgdtem must be developed to achieve these
objectives, which clearly shows how the reformghie public sector are interlinked.

5. Conclusion

This paper points out some of the key problems the development of sound
financial and budgetary systems necessary for thaé&tession. The European Commission
regular reports cast further light on the achiewat:m@nd the necessary steps that need to be
undertaken to prepare for the accession. What tissaid in the reports, however is how
exactly the recommendations will be achieved. mhams a key challenge for the decision
makers involved in the public administration refortimeir teams and all the stakeholders to
achieve the necessary improvements.

Tzviatko - Slides
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Regional Energy Cooperation in the Context of EU
Membership of the SEE Countries

Dianalvanova
Head of European Integration Departament
Ministry of Energy and Energy Resources, Sofia

| ntroduction

What is energy? It's everywhere around us at hah#he office, in the foreign trade, in the
international relations. Namely it was a base efpbst second world war integration among
Germany, ltaly, France and Benelux, as part ofEheopean Coal and Steel Community
Treaty. It existed in the next stage as well asniie Euroatom Community and European
Economic Community were established. This widegprieaue makes thenergy policy a
strategic and sensible issue. Even today the governments of the EU member states can not
delegate sovereignty to EU institutions regarding energy sector issues, which have direct
relation to national sovereignty and security. That is why, the term “overall energy policy”
can not be found anywhere in primdegisation. Energy policy is not among the “general
policies” mentioned in art.3 of the European Community Treaty. Yet what do we have?
European Coal and Steel Treaty, Euroatom, European Community Treaty. But the necessity
for resolving issues outside the competences and abilities of the given member state has
developed a more purposeful approach to EU energy policy. Issues like EC's strong energy
dependence and environmental protection outline EC’ s energy policy priorities:

Security of supplies
Establishing a competitive energy market;
Environmental protection.

EU Common Energy Market

The conception for the common energy market is based on:

Free movement of energy products by eliminating all obstaclesto EC trade;

The freedom of establishing and operating of companies in this field presupposes non-
discriminary conditions for carrying out activities in the energy sector;

Freedom of competation;

Development of trans-natioanal energy networks,

Requirements for transparency, standartisation and non-discrimination, protection for
consumers,

Amendments to taxation (implementation of asingle tax system),etc.

The development of the EU common energy market could be divided into tree stages:

First stage-could be addressed as finalised. It began with the adoption of 1990-1991
Directives on transit of electricity and natural gas through transmission networks. The goal set
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in the Directives was to improve the integration of the external electricity market by
eliminating the obstacles to electricity trade growth among large networks. A main
requirement was that transit should be non-discriminary, should not contain ungrounded
restrictions and should not endanger both the security of supplies and the quality of the
respective supply services.

The eimination of the monopoly in the gas and electricity sectors was made possible during
the second stage. It was based on the Directives on the Common electricity and gas market,
i.e. Electricity and Gas Directives (respectively 96/92/EC and 98/30/EC).

The accelaration of the liberalisation of the energy market set the goal of the third stage
when every consumer to be able, without any difficulty, to buy and receive energy and to be a
producer in the Community. This is outlined in the newly adopted electricity and gas market
directives. They repeal the acting Electricity and Gas Directives by further developing the
process of liberalisation of these markets and reaching of competition to end-consumers. The
deadlines set are respectively 01.07.2004 for access of al non-houshod consumers and
01.07.2007 including all houshold consumers.

Regional Energy Cooperation in the SEE

The development of a competitive Common European Energy Market and the strong energy
dependence of the European countries on the import from third countries gives a high priority
to the security of supplies and shifts these issues from their national nature to a regional
context, and promotes their consideration in the EU context. Many different regiona energy
market models are developed to enhance the regional energy cooperation in Europe. One of
them isthe regiona energy cooperation in the SEE.

The development of the SEE Regional Energy Market is an integral part of the establishment
of a Common European Energy Market. The general tendency in the region is directed to
liberalisation of the electricity and natural gas market, following the EU policy with regard to
the energy sector reforms. The interconnection of the power systems of the SEE countries to
the Union for the Co-ordination of Transsmission of Electricity (UCTE) is a main priority in
the short-term development plans of the power market. The Regional Electricity Market will
become a part of the Continental Electricity Market.

Other prerequisits for enhancment the regional energy cooperation in SEE are:

- Accelerated economic development, due to the accession of SEE to the EU;
The economic devel opment requires increased power consumption and energy carriers;
At the moment there is a shortage of electricity in theregion;
SEE is a strategic region for the transit of energy carriers to Europe some of the common
European important energy transit projects pass through the region;
Some other projects have the support for their development under the Stability Pact and
the USA initiative for SEE as an investment for the security and stability of the region as
well as the diversification of the energy sources supply for Europe.

Establishment of a Regional Energy Market in the SE-Athens Forum

As part of the project ZZ 9612 "Research of thead@wment of a competitive market in the
Balkans” of the PHARE Multinational programe of thHeuropean Commission, in
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Thesaloniki, Greece, on 10.09.1999 a “Declaratibimtention for establishing a Regional
electricity market in SEE” was signed by AlbaniasBa and Herzegovina, Bulgaria, Greece,
Macedonia and Romania. The Declaration took intesimteration the Directive on transit of
electricity 90/547/EC and the Directive on the coommmarket of electricity 96/92/EC, the
Energy Charter Treaty and Protocol for Eneregycidfficy and the Protocol on energy
efficiency and the related environmental aspedte. Declaration underlines the necessity for
the establishment of legislative preconditions, mustrative and economic structures for the
development of the market, which will complemerd #dstablishment of the interconnections
and the implementation of the requirements of thmeion for the Co-ordination of
Transmission of Electricity (UCTE).

The next step in the preparation of the developréiat regional electricity market was the
Memorandum of understanding signed in Athens o®@2000 by Albania, Bosna and
Herzegovina, Greece, Macedonia and Romania.

The initiative for establishing a regional eleatsianarket is a step towards the preparation of
the countries in the region to participate in tt@ Eommon Electricity Market. During the
initial stage the regional market to work under @@mmunity rules and later on to become
part of the EC Common Electricity Market.

In order to realise this goal, the First Energy Retpry South East Europe Forum (the
Athens Forum) was held on 13.06.2002 as an inigadf the European Commission. The key
goal was to speed up the processes of integratiSEB countries into the internal EU energy
market. Two permanent working groups were estaddigh support this initiative:

1. Regulators’group — a sub-group under CEER

2. TSOs’ group — a sub-group under ETSO

On 15 November 2002 a “Memorandum of understandingthe establishment of an
electricity market in SEE countries” was signediy energy ministers of SEE countries. The
document expresses a political will and is notgally binding agreement.

During the second Athens Forum held on during 26 March 2003 in Rome a draft
amendment to the Memorandum of Understanding frawelhber 2002 has been discussed.
The countries from the region came to the conctughat the initiative should be extended by
the establishment of a Regional gas market (RGNBMRwill operate in compliance with the
requirements of the acquis and consequently wdbbee part of the internal EU market. As a
result, the necessary prerequisites for cooperatmong the countries from the region will be
established regarding the creation of a Regionatggnmarket and its rapid integration in the
EU energy market.

The signing of a Memorandum of Understanding faaldshment of a regional energy
market in SEE is envisaged, which includes bothctetgty and gas markets. The
Memorandum will be signed at a ministerial meetimgNovember 2003. The Memorandum
is expected to be legally binding for those whoegcto it unlike the current Memorandum on
the regional electricity market

Memorandum of Understanding for Establishment of Regional Energy Market

The main purpose of the proposed MemorandifmUnderstanding for establishment of
Regional Energy Market is the establishment of a REM in SEE as a stepards the
preparation of the countries in the region for ipgration in the EU Common Energy Market.
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The idea is the regional market to work under thedhergy market rules and as a further
step to become part of the Common market.

The presented draft Memorandum sets down commes and objectives for establishment
of an integrated regional energy market in SoutstBaurope by 2005 and progressive
integration into the European Community’s Interiaergy Market. The regional energy
market in South-East Europe will be achieved bygpessively approximating the state
policies with respect to the energy sector, to prtnthroughout the region harmonised rules.

For these purposes the states will adopt a commbaeypwith respect to the development of
the electricity and natural gas markets. The ntadt@ll facilitate the functioning of
competition mechanisms and as a result will entwgeaccess to the networks must be non-
discriminatory, transparent and fairly priced.

Each non-EU participant will appoint an independenérgy Sector Regulator that will have
authority over the electricity and natural gas @exand energy policy in general. The Energy
Regulator will be wholly independent from the imsts of the electricity and natural gas
industry. The Regulator’s powers will be subjecjuicial review.

The market will be based on the principles set inuthe Electricity Directiv€ the Gas
Directive’ and other legislation relating to the operationtted European Union’s Internal
Energy Market, including environmental safeguagidation. The newly adopted Electricity
and Gas directives will be an integral part of ismorandum of Understanding.

The non-EU participants shall bring the laws, ragjahs and administrative provisions in line
with this Memorandum of Understanding and its amsexot later than July*12005.

Necessary legislative and structural changes in th&ulgarian energy sector - the
Bulgarian experience

In order to define the energy sector more cleanky ® improve the use of renewable energy
sourcesas national priorities and outline the commitments of the state to dgvelo
institutional, legislative and financial framewoiflr implementation of state policy as
prerequisites for the successful integration inEkk the Council of Ministers passedeaaft
new Energy Lawon 8 May 2003. The Parliament adopted the draift &asits first reading.

The draft law is compliant with the principles obJBegislation of an open and transparent
energy market, security of supply and sustainableldpment of the sector. It provides for
full alignment with the Electricity and Gas Diraets by providing legal basis for passing
secondary legislation. They will ensure full aligemb with the remaining EU acts, which

Bulgaria has committed to implement.

Chapter “Electricity” of the draft law, as well #se other general provisions relating to the
electricity market, aréully compliant with the provisions of the Electricity directivie force
regarding the common rules for the organisation ofthe sector; the rules regarding
generation and operation of transmission and distbution systems; the rules regarding

6 DIRECTIVE 2003/54/EC OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL

CONCERNING COMMON RULES FOR THE INTERNAL MARKET IN  ELECTRICITY

AND REPEALING DIRECTIVE 96/92/EC

" DIRECTIVE 2003/55/EC OF THE EUROPEAN PARLIAMENT AN D OF THE COUNCIL CONCERNING COMMON RULES FOR THE IN TERNAL MARKET IN
NATURAL GASAND REPEALING DIRECTIVE 98/30/EC
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unbundling and transparency of accounts; the rulesegarding the organisation of access
to the system

Under the draft law, a new regulated third partgess market model replaces the “single
buyer” model and a liberalised market based ortdsdh agreements and a balancing market
are being established stage-wise.

Besides, new market entities have been introdusesledl — the public supplier of electricity
on the level of transmission, the public suppl@rglectricity on the level of distribution and
electricity traders, parties in electricity tranags being:

The public supplier of electricity on the leveltednsmission;

The public suppliers of electricity on the leveldi$tribution;

Electricity generators;

Consumers — customers of the public supplier aftetgty on the level of transmission

and of the public suppliers of electricity on tleeél of distribution;

The transmission enterprise;

The distribution enterprises;

Electricity traders;

Eligible customers.

With a view to the full implementation of the ditee regarding electricity market opening,

the draft law envisages that full market openindl we achieved in the conditions of

mutuality as of the date of entering into forcehad act by which Bulgaria is acknowledged a
full EU member. The requirements of the directiggarding “third party access” and trans-
border market opening have been taken into account.

The provision, which comprises the legal basisafg-border market opening, envisages an
opportunity for concluding electricity contracts tween generators, traders, the public
supplier on the level of transmission, public sigyglof electricity on the level of distribution
and eligible customers and local entities in a Ebmber-state and entities registered in a
country with which Bulgaria has signed an interoradéil agreement for mutual implementation
of the respective acquis in the conditions of nexgfity. The provision will be applicable as of
the date of entering into force of the respectiste a

The interim stages of market opening will be retpdaby secondary legislation taking into
consideration the need for making contingent supplgs and amendments more easily with
a view to taking account of the specific developtrdra national electricity market.

In accordance with the rules envisaged in the dia&ff electricity prices can be regulated and
non regulated. Electricity prices provided by poweterprises are not subject to regulation
by the Commission in the conditions of competitishich provides for free negotiation of
prices for the respective activity in the energgteein market conditions.

The issue related to compensating stranded codtgyisegulated in the draft law.
The competition procedure, envisaged in the deaft, takes into accourihe new ruleson
the tendering procedure it also beingestrictively applied — it is used only for ensuring the

security of supply and has subsidiary nature, i.e. it is applicable only in cases of
ascertained and duly stated need for a new enaoijity.
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The new directive introduces aequirement for the independence of the
transmission/distribution system operator at leastas regards its legal form (legal
unbundling), organisation and decision taking from the activities not related to
transmission/distribution of electricity. As regards this unbundling, by outlining the
functions of market entities, the draft law proader regulation towards legal unbundling
which is fully compliant with that of the draft éictive.

Accelerated market opening
The draft law provides for an accelerated eledyrimarket opening in compliance with the
timetable envisaged in the new directive.

Chapter “Natural Gas” of the draft law, as wellths other relevant general provisions, are
fully compliant with the provisions of the Gas directive concegnithe basic rules for the
organisation of the sector; the rules regarding trasmission and storage; the rules
regarding distribution; the rules regarding supplies; the rules regarding unbundling and
transparency of accounts; the rules regarding accedo the system

A new market model and new market entities haven hetroduced — public supplier of
natural gas on the level of transmission, publippdiers of natural gas on the level of
distribution, operators of gas storage facilitiesl aatural gas traders, parties to natural gas
transactions being:

The public supplier of natural gas on the leveirahsmission;

The public suppliers of natural gas on the levealisfribution;

Production enterprises;

Operators of gas storage facilities;

The transmission enterprise;

The distribution enterprise;

Natural gas traders;

Eligible customers;

Non-eligible customers.

The provisions of the law, which comprise the lebakis for market opening, envisage
opportunities for concluding the following natugds transactions: supply, natural gas trade,
transportation along transmission and distributietworks, natural gas storage. The principle
of equal treatment and non-discriminated accesisetdransmission and distribution networks
is also speculated in the draft law, while the gmeconditions for access will be determined
in detail in a secondary legislative act.

The new directive introduces arequirement for independence of the
transmission/distribution system operator at leastin terms of its legal form (legal
unbundling), organisation and decision taking from other activities not relating to
transmission/distribution of natural gas. By determining the functions of the market
entities, the draft law has provisions directed amg meeting the requirements of the
directive. The draft law provides for an acceledatatural gas market opening in compliance
with the timetable envisaged in the directive.

The draft law providedegal ground for the implementation of the requirenents of
Council Regulation 736/96concerning notifying the Commission on investmprjects
infringing on the interests of the Community in tb&, gas and electricity sector and
Regulation 2386/96 applying &s well as those of Directive 90/37iegarding Community
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procedures on improving the transparency of elatgriand gas prices for industrial end-
consumers.

With a view to promoting renewable energy in théeiinal electricity market (Directive
2001/77), a separate part on “Generation of et@gtrirom renewable energy sources” has
been developed in the draft law. An approach has lzelopted to implement two types of
stimuli at two consecutive stages — the initiainstius on generation of renewable energy is
an obligatory purchase of electricity at preferanprices and subsequently, as a stimulus
adapted to the liberalised electricity market, asteay for issuing and trade with green
certificates is being implemented. The ministeeérgy and energy resources is envisaged to
outline thenational indicative goals and minimum obligatory quotes for generation of
renewable energy. The transmission enterprise laadlistribution enterprises are obliged
connect, by giving a priority to it, a plant generding renewable energywith a total
installed capacity of up to 10 MW to the transnussiistribution network.

Conclusion

For us regional market is:

The Regional energy markista joint existence and operation of a number ofational
markets with clear-cut rules and mechanisms;

The Regional energy market a variety of contracts and mechanisms for traden
electricity products and services;

The Regional energy markabes not restrict players to trade only within SEE;

The Regional energy marketpart of the future EU energy market.

However, there is a need for a stronger institaiosupport to the Regional Market,
especially stronger relations between the instingiresponsible for the energy industry. That
is the reason why Bulgaria has proposed the eshabént of a Regional Energy Policy
Center in Sofia. It will assist and support theiwegl! policy development and will co-ordinate
various initiatives. Why Sofia? Because

Bulgaria has natural geographical location as a cear of the Balkans;

Bulgaria has managed to keep its capacities at a g technical level;

Bulgaria covers about 45% of the permenent defecin the total energy balance in

SEE.
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Panel: Reform in Public Administration

The Hard Way of the Administrative Reforms in Bulgaia

Prof. George Manliev
Executive Director
Institute for Public Administration and Europearidgration, Sofia

Attachment: Manliev - Slides

Horizontal Coordination and EU Accession Preparatio
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Dr. Martin Brusis

Senior Researcher

Bertelsmann Group for Policy Research, Center fa@pli&d Policy Research, Ludwig-
Maximilians-University, Munich

Why increasing need for horizontal co-ordination?
1. Obstacles to effective co-ordination
2. Strategies to achieve effective horizontal co-cation

3. Dilemmas of co-ordination

Why increasing need for horizontal co-ordination?

1. accession preparation
31 negotiation chapters cut across boundaries wistarial portolios
EU expects accession countries to fulfill particdilarizontal tasks e.g. Roma issues, anti-
corruption, administrative reform, pre-accessiatrinments and programmes
2. interest representation within EU, as membeesta
9 Council formations, of which general affairs coiliis likely to become legislative
council, consisting of specialized European mimgstso far no clear hierarchization, line
ministers may mobilize EU colleagues
Support to overcome domestic resistance -> |latealry between European minister,
MFA, MF
24 Commission DGs, 20 Commissioners, with theiied#nt operation styles, 17 EP
committees — involved through co-decision prodecure
244 committees — comitology, consisting of natiasiall servants charged with
implementation tasks ->politically important, resps competent civil serv.
If a member state government wants to represesrtasiis effectively, it needs to speak
with one voice
In EU, governments lack resources which they cantrobin domestic politics: authority,

agenda control, party discipline, established neta,cadministrative traditions
Obstacles to effective horizontal co-ordination

1. Lack of political will: organizational slack oedundancy needed to stabilize delicate
political balance. Co-ordination is more difficultcoalition governments or if governing

parties lack internal cohesion.
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2. Lack of time: PM and key ministers engaged heotctivities, such as public
representation of the government, managing paféyraf

3. Lack of information or inability to manage ovaat of information. Costs of co-ordination
may exceed utility of co-ord. Urgent issues takiery over co-ord.

4. Political and adminstrative constraints. Minigteautonomy backed by political power or
constitutional legal regulations protecting minigtediscretion or restricting PM’s rights of
intervention;

5. Sectoralized state administration as legacyaté socialism; hierarchic control, sectoral

governance of economy, mistrust between departments

Strategies to achieve effective horizontal co-ordation (5 strategies outlined)
1. Strengthen the centre of government
a) increase PM’s powers
b) introduce co-ordinating deputy PMs. But: may undaevauthority of ministers, may
increase co-ordination difficulties between groopministers, may challenge PM’s
authority
c) strengthen governance capacity for gov. officel@gat’M control; strategic planning
capacity inside — or outside?
nodality; adminstrative support or steering of aduncils; hands-on co-ordination of
line ministers; Spiegelreferate
Improve efficiency of cabinet work
Czech cabinet in 2001 discussed 32 docs, of 39 gigohper meeting. The average
duration of meetings was 7 hours and more
41% of docs appointments, allocation of funds (atiree business)
quality control of docs submitted ->implies
set up cabinet committees: precooking rather tloalict resolution — limited by
collectivity and collegiality rules in constitution
different cabinet models: ministers technical eiger politicians (segmented vs.
deliberated decision-making)

Ministers are advisers to PM or equal with PM (egi&l vs. prime minister gov.)
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Improve inter-administrative co-ordination

a) Establish regular meetings of heads of mindtadministration to prepare cabinet
meetings and to filter out routine issues and cosise issues and to focus cabinet debate on
controversial, significant issues and to suggebtyoptions
requirement: minister delegates authority to hdadinisterial administration and leading
civil servant develops policy-oriented thinking/la@four -> role of senior civil servant
politicized, against strict separation of admiragbon and politics
alternative: Political-level horizontal co-ord. tveen political advisors of ministers.
Requires that political staff has sufficient authyoand technical knowledge to convince
head of administration and to prepare decisions wel
b) Develop networks linking civil servants fromfeifent ministries. Provided by our seminar
or by grand écoles centralized and educationaiturisins. Effect: reduces transaction costs,
inter-administrative friction; improves empathy
2 problems: requires free exchange of inf., tmmgty lack in segmented admin.,
depending on top level negotiation, may reinfaregative co-ordination aimed at
reducing friction and mutual avoidance.
Stronger negative co-ordination, inturn, requiregerpositive co-ordination at higher

level

EU policy co-ordination: no best way
Member states differ according to their co-ordimatambition and the centralisation of
co-ordination
Ambition: far-reaching directive or selective catigation: co-ordination led by central
actor or by line ministry
The more intergov. states — DK; UK; F — have thestneentralised and comprehensive
co-ordination. G, in contrast as a more commumtamnember state has comprehensive
ambition, but decentralised system.

Dilemmas of co-ordination
1. Strengthening centralised co-ordination weakergontal co-ordination mechanisms and

vice versa. If the centre of government takes legdble in co-ordination, participants of
horizontal co-ordination tend to refer problemsémntre instead of finding a solution -> tight

centralised co-ordination may not always be dekrab

27



2. Better intra-sectoral co-ordination weakensristrtoral co-ordination. Departments of a
well-integrated ministry may be less able to cowmaton policies with dep. of other
ministries because they have to ensure policy evtverof their ministry.

3. Loose co-ordination of EU policy positions magrease flexibility of bargaining at EU
level, because negotiatiors can make concessicgscimange for agreement

4. Effective co-ordination is not compatible withckear separation of political and admin
roles. It requires expert political staff knowingirbaucracy and administrators who are

politically aware and think policy-oriented.
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Public Administration in SEE — the Issue of Improving Capacity
Oscar de Bruyn Kops

Country Manager
World Bank Mission in Sofia

Oscar’s slides
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Gabriele Schoeler, Project Manager, Bertelsmannrietaiion, Guetersloh; Irena

Mladenova, Executive Director, Economic Policy ilgé and Dr.Daniel Blum, Cultural
Attache, Second Secretary, Embassy of the Fedemlliic of Germany in Sofia
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Tzviatko Velikov, Chief Expert, European Integrmatamd Relations with IFIs Directorate,

Council of Ministers, Sofia; Dr. Liviu Muran, Executive Director, EURISC Foundation,

Bucharest and Diana Ivanova, Head of European Irstegn and Department, Ministry of
Energy and Energy Resources, Sofia
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Research, Center for Applied Policy Research, LgeMaximilians-University, Munich and
Oscar de Bruyn Kops, Country Manager, World Bankdidin in Sofia
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Panel: EU Accession and Southeastern Europe:
The Enlargement Process after 2004

The Evolving Concept(s) of a Differentiated Europe

Krassimir Nikolov
Senior Expert
Insitute for European Studies and Information, &ofi

The differentiation of integration within the Euegn Union (EU) has become a
permanent item — be it explicit or not — on the ratge of several reforms of the founding
treaties since the 1990s — in Maastricht, Amsterdach Nice. Such an “upgrading” of the
concept in terms of importance has been necegstitgtéhe different stages of simultaneous
geographical widening and policy deepening everesthe first enlargement of the European
Communities (EC) in 1973. The forthcoming Eastartamement has made the topic all the
more relevant.

It would not be correct, however, to speakhsf concept of differentiation. The post-Nice
texts of the founding treaties use the term “enbdncooperation”, policy makers prefer
talking about “flexibility”®, while analysts have introduced a broader notismch as
“differentiated integration”. An even wider multipty of concepts has been produced
throughout the decades of integration. Intensifocatof debate over differentiation in the
beginning of the 1990s has required some theotettaxity, which resulted in the
categorization of notions (generally accepted bg tkesearch community) along three
variables — time, space and mattathe three guiding concepts fitting the parameterthe
greatest degree are defined as follow:

Time: “multi-speed Europe” — mode of differentiatediegration according to which the

pursuit of common objectives is driven by a coreugr of member states, which are both

able and willing to go further, the underlying asgion being that the others will follow
later;

Space: “Europe of variable geometry” — mode ofalghtiated integration, which admits

to unattainable differences within the integratisteucture by allowing permanent or

irreversible separation between a hard core asgiekeveloped integrative units;

Matter: “Europe a la carte” — mode of differentéhtntegration whereby respective

member states are able to pick-and-choose, as &onenu, in which policy area they

8 Despite the tradition of referring to “flexibilityn order to describe differentiation of integsagiefforts within

the EU, the Draft Constitutional Treaty producedtbg European Convention inserts a provision bgattie
same name (Art. 1-17 “Flexibility Clause”), whicls iof a completely different nature. It brings irttoe
constitution Art. 308 of the current EC treaty dhds reflects the impact of political correctnengtoe debate of
self-empowerment of the Union. See European CoignDraft Treaty establishing a Constitution for
Europe, adopted by consensus by the European Conventidi8aune and 10 July 2003 and submitted to the
president of the European Council in Rome on 1§ 2003.

° See STUBB, AlexandeA categorization of differentiated integration, Journal of Common Market Studjes
vol. 34, No. 2, June 1996, pp. 283-294.
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would like to participate, whilst at the same tilm@ding only to a minimum number of
common objectives

The problematization of differentiation inside t@wing EC started with a speech of the
then West German chancellor Willy Brandt in 1974, immediately after the enlargement to
the United Kingdom, Ireland and Denmark. Followargassignment from the member states’
political leaders given at their Paris summit incBber of the same year, the Belgian
premier Leo Tindemans delivered a report in 19@5ylich he placed the idea in a positive
connotation — as part of the substantiation ofnleee general vision of building a “European
Union” as a strategic goal of integration. Tindesiamroposal of giving substance to the
socio-economic aspects of the goal of creating mtJhy developing a “two-speed Europe”
admitted the need for differentiation, but suggésseveral guarantees of unity. More
specifically, his report argued in favour of a ymtf goals accompanied by a diversification
of the schedule for attaining them based on insiefficy of economic capabilities in some
member states, rather than on lack of political.viii addition, all EC members would be
bound by three requirements, according to the tepor

The decision about diversification would be takeanimously;

The member states in need of a slower timetablddvoe entitled to receive (financial)

assistance;

All member states, irrespective of their prograssachieving the common objectives,

would take part in assessing the overall procebss tavoiding second-class EC

membership.

The Tindemans report was considered controversidlthe “two-speed Europe” idea was
aborted because the degree of EC heterogeneitynatagerceived out of proportion of the
strategic objectives, shared by the 9 member st@esthe one hand, the beginning of
economic diversification in terms of availabilityf cesources — i.e. the fact that not all
member states shared the same level of econom&agewent — was signaled at the time
only by the accession of Ireland and was deemextaiole. On the other hand, after the oil
prices’ shock and the ensuing economic crisis Gi418975, the EC abandoned the ambitious
programme of achieving Economic and Monetary UnieMU) by 1980 and stepped on a
more modest (gradualist) path, thus avoiding umattde goals. Thus, the combination of a
tolerable degree of diversity plus a moderate scapd ambition of integration made the
“two-speed Europe” idea of Leo Tindemans look clasdieresy. Nonetheless, it became a
point of reference in conceptual terms.

The next decade saw a case-by-case implementatioarmus forms of internal EC
differentiation. The Southern enlargements of 19&i Greece) and 1986 (to Spain and
Portugal) allowed a slower speed of legislativegnation for the entrants by envisaging a
plethora of transitional periods in a wide spectminpolicy fields. Moreover, two initiatives
can exemplify how the concept of variable geomefag practiced.

- One was the development of a modest substitutehiraborted EMU project — the
European Monetary System (EMS) was launched in 188 proved capable of
managing monetary cooperation all the way throdngh1t980s and further towards 1992-
1993;

The Schengen Agreement was signed in 1985 betvissmEmber states as a framework

for cooperation in the field of internal affairsndafor almost fifteen years remained

outside the Community field.

9bid., p. 285.
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It was not until the Maastricht Treaty negotiatioméien differentiated integration witnessed
its conceptual “emancipation” as an instrumenntégrationde facto(applicable to a number
of policy fields), although it still lacked recodion as a universal instrumeile jure
Recourse to various formulae of differentiation va#so case-by-case, depending on specific
policy interests and negotiating power of the mendbates, but at the same time it marked
important systemic developments.

- Firstly, the treaty texts agreed in December 198dtain examples of the three major
conceptual strands outlined above (following thgidoof variations depending on time,
space and matter). However, the cases of diffexeoi that, on the one hand, covered
almost entire policy fields and, on the other, Ipeeaparticularly sensitive for public
opinion and political circles — these were the opts for the UK (on stepping into the
third stage of EMU) and for Denmark (on EMU, aiship and defence) — confirm a
distinct shift from formulae that are more favoralid the general integrative effort (as
“multi-speed Europe” is believed to be) towardsaagements that represent serious
challenges to unity within the overall EU framewdskich as the variety of proposals of
the “Europe a la carte” type);

Secondly, the Maastricht negotiations revealednibed to accommodate divergence of
views among member states not only with regardétatfvely) new policy fields. The
social protocols, attached to the EU treaty ainbistence of the UK, are “the first serious
example in the history of EC/EU of derogation frome of the goals set as early as in the
EC founding treaties®. The UK’s refusal to advance with integration fre tsphere of
social policy, which had been in the EC policy gk ever since the 1950s, was a
precedent with long term consequences.

Both types of developments on the issue of diffeaéon during the 1991 negotiations —
the shift from its more integrative to less intdég@ modes, as well as disagreement on
furthering integration in a field from the initi@C policy package — lead to the conclusion
that the Maastricht treaty has become “the watersletween two tendencies in the evolution
of European integration within the EC/EU”, the filgeing “that of widening and deepening
integration” [...] and the second — “the need to fimarious formulae of differentiated
integration caused by the ever more difficult fertmovement togethef It is indicative
that this cleavage coincides with the creationha EU, i.e. with the qualitative transition
from economic towards political integration.

The post-Maastricht atmosphere in the EC/EU wasesohy the traumatic ratification
process of the new EU treaty in key member stddenifark, France, Germany, UK) and
aggravated by economic recession in a number ot&untries and by the difficult test that
the new Common Foreign and Security Policy hadate fduring the Yugoslav wars. The
influence of these factors, together with the gwektough EFTA enlargement and the
looming Eastern enlargement, on the one hand, l@dantinuous rows within the ruling
Conservative Party in the UK, on the other, produaemultiplication of various proposals
oriented towards differentiation, in any of the ear major strands. During the 1995
presidential electoral campaign, the French preidauard Balladur launched the vision of a
Europe of concentric circles. The British Prime Miar John Major delivered a lecture at the
Leiden University in the Netherlands in 1994, inie¥hhe expressed an alternative view about
a “Europe a la carte”. The ruling CDU/CSU coalitionGermany elaborated a special report

1 See NIKOLOV, KrassimirFrom the Hague to Amsterdam: political integrationin Western Europe and
the idea of European Union from the Hague congreds the Amsterdam treaty, Centre for European Studies
— Sofia, 1998, 102 p., p. 74.

2 bid., pp. 72-73.
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presented by Wolfgang Schauble and Karl Lamers.mam idea in this document was the
creation of a hard-core / nucleus (Kern) of mengiates that would be willing and able to
move integration forward. The proposal provoked té@adebate not only because it
introduced a distinction between a core and a peripin the EU, but because it did so by
drawing lines between current member states, mereevbecause the Schauble-Lamers
report outlined the probable Kern as consistingG#rmany, France and the Benelux
countries, thus excluding one of the founding mensiates (ltaly) and an aspiring new
member (Spain).

The avalanche of proposals coming from various negnsates, resulted in a heightened
attention to the subject in the work of the ReflattGroup that was meant to prepare the
forthcoming 1996 Intergovernmental Conference (IGQ)e report of Carlos Westendorp
(chairman of the Reflection Group) contained a nembf recommendations, directed
towards the insertion of a universal “enabling skuin the founding treaties in order to
overcome the case-by-case approach that had beeoysly dominant. The rationale behind
these recommendations was two-fold:
Firstly, differentiation within the EU was regardad an “insurance policy” against the
attempts of a recalcitrant member state to contislyoblock progress in integration. The
main object of such a policy was the party of thé@igh conservatives, who had been
traditionally Euro-skeptic, although also intergadivided on a number of specific issues.
An universalized form of differentiation, in its macity of insurance policy, would
perform the function of an inferior alternative @vV, whereby it would deliver a more
dynamic political process by stimulating a more poomise-oriented behaviour of
member state§}
Secondly, differentiation in a future EU would ses a “management device” for much
greater diversity to be brought about by the fasthimg Eastern enlargement. It should be
introduced in an attempt to avoid blocking the E&tidion making procedures by the
articulation of diverging positions on the parteither the new or the old member stdtes.

After the final stages of negotiation during thed@9997 IGC at the June summit, the
Amsterdam treaty contained already two generalsypidormulae for flexible integration:

“Old” flexibility would summarize the variety of eangements for pre-defined / tailor-
made differentiation, whereby the result would eliffrom one case to another, depending
on the specific constellation of interests and itioak at the time of agreement. This kind
of flexibility was kept in almost all cases, whibhd been negotiated previously, with the
single is&_)ignificant exception of the earlier UK aptt from deepening integration on social
policy;

“New” flexibility was the package of enabling class under the general notion of
“enhanced cooperation” (which was considered masitipe, hence more politically
correct), whereby a number of member states thétléh the capacity and the political
will could profit from the EU machinery, in ordeo tdeepen integration among them
insofar as a general agreement was lacking to dansmng all member states. Although

13 See WALLACE, HelenPossible Futures for the European Union: A BritishReaction pp. 139-149 in:
JOERGES, Christian, MENY, Yves & WEILER, Josef H. (@ds.),What Kind of Constitution for What
Kind of Polity? Responses to Joschka FisheRSC at EUI-Florence & Harvard Law School, CampeidA,
2000; p. 147.

14 See PHILIPPART, Eric & EDWARDS, Geoffrefhe Provisions on Closer Cooperation in the Treatyf
Amsterdam, pp. 87-108 inJournal of Common Market Studjesl. 37/1, March 1999.

> The new Labour government that had come to pousrgne month before the IGC was closed lifted the
reservation of its conservative predecessor.
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these clauses were a major conceptual breakthraighjntroduction of a series of
conditions (some of them being insufficiently caterand incapable of being objectively
assessed) made their implementation very problemétnot impossible. This type of
differentiation was a novelty at the Amsterdam stafjtreaty reform and represented an
indication of yet another degree of conceptual “ecization” of the notion.

The sphere of application of the newly inventedrimaent was immediately found in a field
of growing significance. In the very texts of thensterdam treaty, there was a provision that
the Schengeracquis would be incorporated in thacquis communautairas a form of
enhanced cooperation, necessitated by two geogragymmetries: the UK and Ireland
maintained their special status regarding bordertrob and were not, thus, part of the
Schengen space, while Norway and Iceland (stillaiemg outside the EU) were about to
join this space by virtue of the passport uniort treed existed among Nordic countries ever
since the 1950s. Although the incorporation of Sge®m as a form of flexibility recognized
existing dividing lines between current memberestano further diversification was to be
tolerated: a separate provision required thataiidadate countries from Central and Eastern
Europe without exception adopt the Schengen legsla

The Nice stage of reform of the founding treatiad ko face several challenges at the
same time, all of them linked to the much more imeni prospect of the Eastern
enlargement: First of all, it had to cope with soecalled “Amsterdam left-overs” — a package
of institutional issue'§ that had remained unresolved. Deliberations ofititional reform
during IGC-2000 proved patrticularly difficult andvisive, since they were not on a policy
package (as it always used to be the case befmrepn sensitive and contentious issues of
power sharing, whereby it was almost impossiblestep beyond a zero-sum game and
accommodate everybody’s interests and concernshenfiamework of a more general
compromise. Therefore, frustration by the lack ofgpess towards a compromise solution
became the predominant mood around the negotisiplg. Furthermore, the approaching
moment of the true unification of Europe magnifted scale of debate that has accompanied
any treaty reform. In this case it was much wided more ambitious, targeting directly at the
long-term goals — th&nalité — of European integration. Such a format of dismusbore the
risk of causing much deeper cleavages between nresthtes, insofar as much more
fundamental visions on the future design of thaydd Union were at stake.

Difficulties in coping with both specific institwthal issues and in reaching agreement
on developing compatible models of the general ttoason of the EU (both levels of
deliberation being interconnected) stood behindatliburst of a new series of notions aimed
at differentiating integration in the Union. Germgan Federal Foreign Minister Joschka
Fischer was the first politician-in-office to launthe debate with his speech at the Humboldt
University in Berlin (May 2000) on the occasion tbe 53" anniversary of the Schuman
declaration. There he dwelled on the idea of angadi tight federation that would become a
new “centre of gravity” in an expanded EU. He warckly followed by Jacques Chirac’s
proposal to establish a “pioneering group” withime tEU. A similar French idea had been
floated by Jacques Delors, who pled in favour ehting an “avant-garde” of member states,
which could possibly be instrumentalised by writiag‘treaty within the treaty”. Valery
Giscard d’Estaign also made a contribution to tebate by distinguishing between the
notions of “Europe-puissance” (Europe as centrpavfer) versus “Europe-espace” (Europe
as space).

% The three issues contained in the “left-overs” avehe composition of the European Commission,réie
weighting of votes in the Council of Ministers, thwer expansion of QMV.
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The same processes — institutional negotiatiorieganGC and open public debate on
the finalité of the Union — had a substantive impact on pragrashieved around the
negotiating table. The need to demonstrate ovesaticess of the endeavour despite the
reluctance of any member state to give up positmnpower-related issues was coupled with
the fear that some EU members would prefer to kshkahlternative forms of integration
outside the current treaty framework, rather thaming the risk of being stuck in a paralyzed
enlarged EU. These were the motives of both théuBoese and the French presidencies to
take up the topic of flexibility, include it offially on the agenda and make a substantive
effort towards operationalising the procedures ohaaced cooperation. With the bitter
feeling of tough horse-trading of commissionersatsewith votes in the Council in
everybody’s mind, the advances made in making ergthrtooperation more practicable
could easily be communicated to the public as aomsiiccess of the IGC. Paradoxically
enough, in Nice differentiation was no longer pereé as a risk for integration and a feature
of disunion, but rather as a measurement of suafdbg integration process.

While the conceptual debate on flexibility becamekey element of both the
Amsterdam and the Nice stage of EU treaty refotm, “hew” flexibility did not have any
empirical evidence to build upon. There have beeverl attempts to make use of the
enhanced cooperation procedure (e.g. on the idsadopting a European company statute),
but they have all been abandoned. The enablingetaaf differentiation still have to earn
credibility.

At the post-Nice stage of reform leading to thealelsthment of the European
Convention both the practice of flexibility (in i&msterdam version, while awaiting the
ratification of the Nice treaty) has proven wantiagd the debate thereupon has remained
dormant. Following the launch of the Conventioneréh was no focused informed and
exhaustive plenary debate in the Convention orstifigect (although many participants in the
Convention spoke or wrote on the topic in otherterts), nor was there a working group
established to deal with it. The predominant moas that the Convention did not seem the
right time, nor the right place for such type ofbdie. Both the ongoing enlargement
negotiations (of which the final stages unfolded2®03) and constitution building were
perceived as unifying exercises targeted at thempdblic in the Uniori’ On the other hand,
the events on ILSeptember 2001 and the Iraq crisis of 2002-200%eakthe Convention by
provoking an extensive debate on CFSP and itsanjltomponent — the European Security
and Defence Policy (ESDP), on fight against tesrarietc. Participating politicians marked a
significant divergence of policy choices in theatefe-related fields and subfields.

Although in the absence of profound debate on iéky, the Convention did make some
achievements. At a more general level, the textshefdraft constitution made enhanced
cooperation more operational in all fields (inchgli CFSP, but with the exception of
defence). As regards defence-related issues incplar divergence was reflected in the
proliferation of several formats of enhanced coapen:

Art. 1-40 (6), Art. 11I-208 — “structured cooperah” is an instrument for member states

willing and able to respond to higher military chpi#y criteria and determined to make

7 According to Andrew Duff, “constitutionalisatiorirengthens the ties that bind” and explains thatinadly
modest enthusiasm for differentiated integratiothimtraditional first or third pillar. See DUFFn&rew,Do we
really need enhanced cooperation?European Convention, CONV 759/03, Brussels, 2% @03, 4 p.,
available at: http://european-convention.eu.int/
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more binding commitments to one another with a vieveffective performance in more
demanding missions;
Art. 1-40 (7), Art. 11I-209 — “closer cooperation’s an instrument for providing mutual
defence among several member states, until the mamé&me when the EU will be able
to ensure common defence. This is a revitalizatibthe commitment under Art. 5 of the
WEU treaty, although not meant to replace the espwading commitment under Art. 5 of
the Washington treaty. On the contrary, this claers@sages that mutual defence shall be
offered “in close cooperation with NATO”,
Art. 1-42 — “solidarity clause” is an instrumentrfonember states’ reaction in case of
terrorist attack and of a natural and/or man-masiaster.

A summary of the evolution of the concept of enleahcooperation is presented in
Table 1. It shows that, while the general tenddras/ proven to be one towards rendering this
instrument more practicable, the issue of finanaalidarity, which would enable also
latecomers to make progress in the policy field nehee procedure has been triggered, has

not been resolved.

Further on, Table 2 shows a summarized percepfitimeegpotential of using flexibility
as a policy instrument in an enlarged Union.

Tab

le 1.

THE EVOLUTION OF THE CONCEPT OF ENHANCED COOPERATIO N

Amsterdam Treaty

Nice Treaty

Convention’s draft of
a constitutional treaty

Field of application

¥ pillar (Community
policies), & pillar

Previous plus CFSP
(excluding defence)

(JHA)

Previous plus specific
formats for defence-

related issues

Restrictions

In principle — coherent cluster, b@dyally consolidated; enhanced
cooperation should nota) touch upon exclusive competences, (b) har
internal market, economic and social cohesiongtradmpetition rules,
(c) harm non-participants’ rights

Minimum number of
member states

One half of member
states

Eight

One third of member
states

Triggering procedure

Emergency brake
(unanimity in Europeat
Council)

Emergency brake
removed, QMV applies

QMV, greater role of
sCommission, emphasi
on objective conditions

Openness; latecomers
access

'Declaratory

Procedure for
latecomers establisheq

Greater role of
diCommission, emphasi

on objective conditions

Financing (solidarity)

By participating member s&tunless Council decides unanimously
otherwise, after consulting the European Parliament
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Table 2.

PROSPECTS FOR FLEXIBILITY 18

Macro / meso level

Micro level

Internally Low probability of introducing| More likely case-by-case
flexibility in an entire policy  |“micro cooperation” (e.g. for
field; alternative — regional the adoption of individual
unions (outside the constitutioygirectives)

Externally Precedents exist: Schengen |“wider-closer cooperation”,

(Norway, Iceland), the Euro
(Bosnia & Herzegovina);
alternative — “associated
membership” (Duff)

“coalition of the willing and
able” mostly in the current®
and 3 pillars (e.g. Thessalonil
Presidency Conclusiot$

Major challenge

Institutional, procedural and legainplexity

18 See NIKOLOV, Krassimir Y.“The Nice Treaty Provisions on Closer Cooperation ad the Candidate
Countries”, pp. 103-117 in: BRUSIS, Martin & EMMANOUILIDIS #és (eds.),"Thinking Enlarged: The
Accession Countries and the Future of the Europeabinion”, Munich Contributions to European Unification,

vol. 7, Europa Union Verlag, 2002

19 Under the item “The development of a policy at E\lel on the integration of third country nationigally
residing in the territory of the EU”, the ThessakbrPresidency Conclusions stipulate: “In orderréspond to
these challenges, the European council stressasettefor exploring legal means for third-countationals to
migrate to the Union, taking into account the reéicgpcapacity of the member states, within the Eamrk of
anenhanced cooperation with the countries of originich will prove beneficial for both sides.” (acteadded
— Kr.N.), see Thessaloniki European Counéikesidency Conclusions 19-20 June 2003, available at:

http://ue.eu.int/
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Negotiations with Bulgaria

Ralitza Dimitrova
Chief Expert, European Integration Directorate
Ministry of Foreign Affairs

Ladies and Gentlemen,
Dear Colleagues,

| would also like to warmly welcome all of you ini$ year's Summer Seminar!

Let me first begin by expressing my deep gratittedthe organizers of this excellent event. |
am very glad to join this Seminar that gives us dp@ortunity to share our professional
experience, to address the common set of challemigted to accession and to focus topics
of common interest. This Summer Seminar is veryargnt for promoting our mutual
understanding and professional exchange.

| am very happy that the 4-th edition of this Sumi@eminar is enlarged, so that we’ll have
an enlarged participants’ network.

| am confident that the presentations will fosteodal discussions and exchange of views and
our discussions will be very useful and will havery positive implications and fruitful
results. | would like to express my highest ap@gan of this occasion for it allows me brief
you on the state of play of our negotiations fotesmsion and to present Bulgaria’s view on
issues of highest importance for the future of paro

*k%

| would like to start my presentation with a shovterview of the negotiation process of

Bulgaria for accession to the European Union. Tégotiation process gives an account of the
positive results of the reforms that take placthencountry. Bulgaria puts particular emphasis
on its efforts for fast and efficient reforms am this way the country accelerates its

preparations for accession to the European Union.

Bulgaria has achieved substantial progress in dégetmations for joining the European Union
and provisionally closed twenty-five chapters. Behthese figures, there are a lot of efforts
and some heavy and unpopular measures. Bulgariprbaed its capability to take difficult
decisions during the negotiation process for tloeession to the European Union. The country
has identified very exactly and precisely the difft moments in the negotiations and has put
them in the supplementary information on variousaptars. So these supplementary
informations contain a few but tangible and subjecimonitoring commitments. Besides,
Bulgaria has laid down these commitments in theokcPlan elaborated for the periods of the
respective EU-Presidencies and related to the e§iyaton Acceleration of the EU-
negotiations. By doing so Bulgaria wishes to féaié monitoring on the commitments taken
in the negotiations.
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The last Regular Report of the European Commisgissued in October 2002) on the
progress of Bulgaria has given account of the rkatde results of the country. Bulgaria has
been recognized as a functioning market economy shauld be able to cope with
competitive pressure and market forces within tihéb in the medium term, provided that it
continues implementing its reform programnmiée 2002 Regular Report and the Strategy
Paper have recognized Bulgaria’'s progress provithegnecessary ground for the European
Union Summit in Copenhaguen in December 2002 tdirrorour target date, supported by a
Road Map, Enhanced Pre-accession Strategy andssddinancial aid. Such clear messages
are of a tremendous importance for the future dg&ua.

Of particular significance is the fact that the nieead Map for Bulgaria does not include new
conditions for the future accession of the courdwyd permits the conclusion of the
negotiations in conditions equal to those for thestften candidate countries. The
Copenhaguen Summit Conclusions reconfirm the olesi of equal treatment, individual
approach and differentiation.

The Road Map represents for Bulgaria the framewbak sets clear and precise targets and
supports the efforts of the country for joining tBeropean Union as of January 2007.

Bulgaria will aim at preserving the pace of the ateggions on the few remaining chapters, on

the basis of its proved capacity for an efficieegotiation process and on the basis of the
strict fulfilment of the commitments taken duritige negotiations so far. Bulgaria has proven
that it is a serious and reliable partner.

The enlargement and the progress of Bulgaria ptbeeeording to the outlined timetable.
The decision taken by the December Summit in Copguén has set the political framework
for achieving the goal for membership of Bulganahe European Union in 2007. Bulgaria is
part of the irreversible process of the fifth egkment.

Bulgaria considers realistic the schedule for argedo the European Union as of 1 of
January 2007. Currently, the goal of Bulgaria i€toclude the negotiations for accession to
the European Union in 2004, within the mandatéhefgresent Commission. This is a realistic
goal that will make possible the fulfilment of ti@openhaguen Conclusions of the EU
Presidency and would contribute to the realizatbbour EU membership as of 1 of January
2007. Bulgaria has presented its position on tleeeased pre-accession financial assistance
and market access, which are intended to fill dygsghat will emerge between Bulgaria and
Romania, on the one hand and the 10 new EU mendwstrees, on the other hand in the
period from 2004 till 2007.

What remains for Bulgaria in the negotiations psscés to provisionally close 5 more
chapters:

Justice and Home Affairs
Competition

Agriculture

Regional Policy

Budget

On Chapter Justice and Home Affairs negotiatiores atr a very advanced stage and the

chapter should be provisionally closed during th&dn Presidency of the European Union on
the basis of the precedent with the 10 countries.
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The Bulgarian side has a very active dialogue wWithEuropean Commission on the chapters
“Competition”, “Agriculture”, “Regional Policy”.

The efforts of Bulgaria for preparing for accessitive intensive cooperation with the Greek
Presidency, together with the contacts kept on rexged political level with the other

European countries have made possible the achiexeofea new decisive step in the
negotiating process. The European Council in Thessa rendered further specified the
mandate for the negotiations with Bulgaria, namely:

Reconfirmed the objective of Bulgaria for membepsim 2007 (...The objective is to
welcome Bulgaria and Romania as members in 2007...)

Reconfirmed the application of the same principtethe negotiations as for the 10 countries
acceding in 2004 (...The pace of negotiations willnteintained, and these will continue on
the same basis and principles that applied to ¢heatcceding states with each candidate
judged on its own merits)..

The most substantial elememixpressed support for the objective of Bulgarid Romania
for finalization of the negotiations in 2004. (...iIRling on significant progress achieved, the
Union supports Bulgaria and Romania in their effdd achieve the objective of concluding
negotiations in 2004, and invites them to stephar {preparations on the ground...)

The second as of significance elemom Thessaloniki: The European Council provides t
European Commission with the mandate for the pegjer of a Position on the negotiations
of Bulgaria and Romania on the so called “finanabbpters” (“Agriculture”, “Regional
Policy”, “Budget”)

(...Discussions or agreement on future policy refqranghe new financial perspective, shall
neither impede the pursuit and conclusion of acorssegotiations nor be prejudged by the
outcome of these negotiations...)

The European Council determines the next phaseeuat of the done so far and the outline
of a more precise framework for the finalizationtloé negotiations — for the next session in
December.

(...The European Council in December 2003, based hen Regular Reports from the
Commission and the Strategy Paper, will assessggsgchieved with a view to setting out
the framework for the conclusion of accession nagons...)

*k%k

The future of Europe is a natural response to Kpe@ations of our peoples to enjoy the
benefits of peace, stability and prosperity acrBssope. The European perspective has
proven a strong incentive to reform economies auikesies on the basis of common values
such as democracy, the rule of law, respect fordrurights and protection of minorities.

| have to underline the importance of the debat¢herfuture of Europe in the context of the
challenges of globalization. These challenges anenton for us and reflect the real need of
each European citizen for security, prosperity aetfare. The agenda has called for actions
for strengthening the European Union role as a algiolitical and economic actor,
developing the Common European Security and Defé&ualey, enlarging the Euro area,
shaping the European social model and the Eurogesnof freedom, security and justice.

As a future member state Bulgaria is also facirggéhchallenges and is willing to contribute
to the joint European efforts. Bulgaria is readyptrticipate in the implementation of the
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European Security and Defence Policy in accordamte its national capabilities and to
contribute to the progressive building of a Europeaea of freedom, security and justice
responding to the new security threats, such asnmgd crime, terrorism, drugs and
environment pollution. Bulgaria aspires joining tBeonomic and Monetary Union after
accession.

Development of the European Union in relation witle enlargement process has been
actively debated at the European Convention with plarticipation of representatives of
Bulgarian Government and Parliament. The expectstmf Bulgaria are that the European
Constitution will make the European Union more dermatic, more transparent and more
efficient. The Constitution for Europe will lay dowthe prerequisites for the affirmation of
the role of the European Union on the internatictaine and for its more united voice in the
world. One of the major issues that has been debstie question on the future institutional
structure, where Bulgaria has upholded the positemd views of the other small countries.
Bulgaria has made proposals, which aim at deepeninghtegration on the continent,
preservation of the principles of equal footing fleember states and the existing institutional
balance.

A common goal is the development of a strong, dniEarope of solidarity, a Europe that is
closer to its citizens, a democratic and transgakamope, which respects freedom and
equality of rights. Yet, together with this, a Epep which preserves national identity,
national and cultural traditions.

The achievements of Bulgaria in the process of ribgotiations for EU accession are
reflecting the progress of reforms in the counthye compliance with the political and
economic criteria for membership and the establesttrof a favourable business climate that
would guarantee economic growth and prosperitys phnogress reveals the efforts to reform
the judiciary system, to fight against corruptitm,strengthen the administrative capacity of
the country, to create suitable economic conditifamssmall and medium-sized enterprises
and to attract major investors.

In short, Bulgaria is a different country todaycasnpared to the time when it embarked upon
the road of reforms. The process of negotiatiokeganto account the changes occurring in
Bulgaria. By focussing its efforts on the rapid aiféctive introduction of reforms, Bulgaria
is simultaneously speeding up its preparation éoeasion.

*kk

Let me now briefly inform you about the politicahdheconomic situation in Bulgaria. The
country continues to fulfill the Copenhagen paoéticriteria. It enjoys both political stability
and stability of the institutions, guaranteeing demacy and the rule of law. The coalition
government of the National Movement of Simeon Idahe Movement for Rights and
Freedoms is backed by a majority at the ParliamEmt provides the parliamentary support
needed for the timely and efficient implementatafrreforms that are necessary to prepare
Bulgaria for accession to the European Union. Titneegnment considers Bulgaria's accession
to the European Union and membership in NATO aariies of the highest rank. There is a
strong consensus both in Parliament and amonguiblecpn general towards these goals.

Bulgaria has continued to adhere to cautious fiaca incomes policies in support of the
currency board arrangement. After a strong perfogeain 2002, macroeconomic
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developments in the first quarter of 2003 have rieeth favourable, despite an unsettled
external environment, including continued slow gitow@mong Bulgaria’s trade partners. In
2002, real GDP growth in the Bulgarian economy nedc4.8 percent, while unemployment
declines. These trends have continued in 2003, stitthg economic activity and a further
reduction in unemployment to 14.9 percent in 2008ation has fallen steadily. External

debt-to-GDP ratio has decreased sharply, to 57epeaf GDP. Financial intermediation has
continued to rise rapidly contributing to strongoeomic activity. The banking system has
remained sound with growing credit to the privateter.

Bulgaria has continued to implement reforms thatulddkeep the fiscal policy on a sound
footing over the medium term. Structural reformsséhaadvanced, including with bank
privatization and improvements in energy sectoiciegfficy. Further legal and institutional
reforms are under way in order to enhance the basirtlimate, step up reform of the
Judiciary, improve Governance, attract more invesiis: through reform and reduction of
licensing, permit and registration regimes. In fthee of strong private sector credit growth,
Bulgaria shall continue to further strengthen theesvision of the banking system.

Bulgaria and the European Union have already cotachihemselves to a set of enhanced
cooperation objectives as promotion of economic metitiveness, improvement of the
investment and business environment, liberalizateord expansion of bilateral trade,
economic approximation, convergence of positiongirnational issues, and promotion of a
variety of economic, financial and cultural coopenma initiatives

Bulgaria is committed to the content, principlesl @olitical objectives of the Treaties and of
the legislation stemming from them. The processabgnment with the Community
legislation has been accelerated and extended &eetbrs. Bulgaria is fully aware that the
key prerequisite for the success of this procesiseisntroduction of efficient and transparent
administrative structures and institutions, as veallthe establishment of a motivated and
reliable civil service able to make the legislatioperational. Therefore, priority objectives
and efforts are focused on the strengthening ofimdtrative capacity and institution building
so that credible and effective implementation antbreement of the acquis is irreversibly
ensured.

Crucial for the success of the readjustment proietise implementation of the Strategy for
Reform of the Bulgarian Judicial System. This &ggt aims at further strengthening the
independence, reliability and efficiency of theigiary, ensuring sufficient human resources
and qualified staff, adequate and modern equipmacteleration of court proceedings,
reduction of the number of pending cases, avoidingeasonable delays and measures to
ensure the adequate enforcement of sentences.tiom atan for the implementation of the
Strategy has been adopted by the Government. Asswt rof the implementation of this
strategy, we expect to have in place a judiciatesysthat is fast, efficient, and fully capable
of guaranteeing the enforcement of #uguis communautaire

*k%k

As a conclusion of my presentation | would likestate that in order to make the enlargement
a success, the candidate countries, the membessaad all EU institutions have to act
together in an ever-deepening cooperation. Thikasway to achieve our common goal of
establishing an unprecedented Union of democr#aies sharing the same values and this
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would make a very strong contribution to promotisgbility, security, and prosperity
throughout the continent. In the end of the dayshell have a strong, dynamic and united
Europe, capable of responding to the demands ottitens.

Thank you for your attention.
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Towards Next Step of Integration
Croatia — the Road to Candidate Statud and Negotiains
to European Union

Visnja Samardzija, PhD
Assistant Minister; Ministry for European Integrai; Republic of Croatia

Integration into the European Union is a stratggiority and common goal for
Croatia. After submitting the application for theéJ BEnembership in February 2003 and
answers to the EU questionnaire in October 2003atizr continued the accelerated
implementation of the Stabilisation and Associatidgreement (SAA). Progress in
implementation will be among the most importanttdes for a positive stance of the EU,
while the success will depend on how Croatia wilbye its efficiency in implementing
reforms and accepting the European standards otiggaln the meantime, positive signals
already came from Bruxelles after submitting thevears to the questionnaire, expressed in
words of EU commissionaire for enlargement, GuMerheugen that Croatia might join the
EU in 2008, after Bulgaria and Romafiia

A broad consensus to integrate into the EU exist€roatia. As a preparation for
application all the Parliamentary parties adoptexiResolution on the Accession to the EU in
December 2002. Apart of that, there is a strondipwoipport in Croatia towards integrating
into the EU. All the public opinion surveys carriedt since 2000 on a six month basis
showed that the positive attitude towards integratias been between 70 and 75%.

The Stabilisation and Association Agreement wasesigin October 2001 and will
enter into force after being ratified. The ratifica process is still underway (there are four
remaining EU member states to ratify the Agreemand) it is expected to be finalised before
the next enlargement formally takes place. In teamime, the Interim Agreement is applied
regulating the most important issues, relatingdade liberalisation and customs with the EU.

Since its signature, Croatia has been meeting biigations undertaken within the
SAA. The Implementation Plan for the SAA was addgtefore signing the Agreement, and
is been updated regularly with new obligations.sEBndly, it consists of more than 400
measures, with clearly defined deadlines and bordsponsible for implementation. The
implementation of the SAA has been made transpdheatigh regular monthly and yearly
reports submitted to the Government. Reports pegpaturing 2002 and 2003 showed
significant progress in adopting European standdtds estimated that already more than a
half of the obligations of the agreement are eithgrlemented or are under implementation.
There were certain delays regarding the ImplemiemalPlan, but it did not bring into
guestion the deadlines envisaged by the SAA, duthdofact that the Plan followed an
accelerated implementation agenda.

In its last Stabilisation and Association Report @yoatia (presented in April 2003),
the European Commission recognised that politigalagon in the country remained
generally stable, the economic situation continteedmprove, while the Government has
adopted an ambitious programme for integration rafa@ia into the EU. It underlined that the
implementation of the SAA is being co-ordinatedihighly efficient and professional way.

Among most important achievements, the World Bankur@y Economic
Memorandum for Croatia (September 2003), underlimgth growth rate (in 2003 5,1% of
GDP), progress in adopting EU market laws andtutsdns. In the same time, it underlined

% The Financial Times, Thursday, October 9 2003
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priority sectors and areas where strengtheningfoffms is needed. Judiciary reform, public

administration reform, strengthening of the capitarket, education reform, working market

liberalization, reducing subsidies in agricultus&rengthening property and creditor rights as
well as establishing sustainable fiscal environmeete stressed as priorities. Thus, Croatia
became first EU non-candidate country for whichhsadNorld Bank study has been carried
out.

The European Council asked the Commission on A@il2003 to start preparations
for theavis The questionnaire with more than 4500 questiongeal in July and the answers
were prepared in time and submitted to the Euro@ammission in October 2003. It was a
comprehensive material on almost 10000 pages wiigh a joint exercise of all public
administration bodies and a sort of “self screehofghe situation in all the areas of society.
Based on this, the progress of reforms and thd lefveeadiness for negotiations will be
evaluated by the EU side. Theisis expected in spring 2004. It will hopefully redt the EU
intention to recognise positive achievement onviddial basis, opening the process in the
future for the rest of the region, once the otlmmdries fulfil the necessary preconditions.

Therefore, Croatia is taking preparations for tetrstep of integration and for the
start of the negotiations for membership. There ragy reasons why it is important for
Croatia to become the candidate for EU memberghip.candidate status should enable the
country to continue more effectively the interngflorms with the pre-accession support from
the EU side. Since the EU integration is convinamgtive for changes and the strongest
cohesion factor in the SEE countries, Croatia'sureit candidate status has enormous
importance for the region. Finally, it is not lasgortant for the European Union since it will
prove that the Stabilisation and Association Precesble to generate new candidates for the
accession into the EU thus making a link with thialegement process.

A clear European perspective was opened not onl€rfoatia, but for all the countries
of South-Eastern Europe, at the Thessaloniki Suroimibhe European Union held on 19-21
June 2003. The mentioned summit made a clear liekwden the Stabilisation and
Association Process and the enlargement, streshmgrinciples of differentiation based
upon "own merits" and possibility to "catch up" kithe present candidate countries.
Furthermore, it brought thenlargement kindelements into the process, engaging new
instruments for the countries of the region. The?Si®as enriched by European Partnerships
which are being developed as the model of pre-amepartnerships; while the countries of
the region became eligible for the instruments saagkwinning and TAIEX while the access
to some additional Community programmes is envidage well. Thereforehe Thessaloniki
Agenda for Western Balkangas a significant step in relations with countregshe region
and, in the same time, it opened the new perspefdivCroatia, as the new applicant country,
which is well advanced in implementation of SAAgparing for next stage of integration.

Progress in meeting the EU criteria

The implementation of the SAA will help Croatia talfil the criteria that are the
preconditions for each candidate before becomiadeld member. These are the well-known
Copenhagen criteria, adopted at the Summit in Cogogen 1993.

Progress has been made in implementing the spgmfitical preconditions. Legal
framework for minority rights has been adopted tigtothe Constitutional Law on Minorities
(2002), as well as legal framework for media refolnis a process in which continued work
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is necessary, particularly regarding the implem@&naand law enforcement. Fulfilling the
remaining political preconditions before startirggotiations with the EU, is a high priority of
the country. Croatian Government is fully committedull co-operation with ICTY, which is
a top priority on the agenda, and is undertakimyimber of activities to speed up the return
of refugees and has prepared the action progranomehé implementation of judiciary
reform.

Regional co-operation with the SAP countries haanbenhanced. Through different
bilateral and multilateral mechanisms, Croatiadgstdbuting to the stability and co-operation
in South-Eastern Europe and will continue with ¢hefforts, since the stability of the region
is a precondition for its own stability and prosperas well.

Together with economic reforms launched earlieg, itlhplementation of the SAA has
significantly contributed to progress towards megtithe economic Copenhagen criteria.
They include both, functioning market economy dadability to cope with the competitive
pressure of the EU. Having in mind present leveé@inomic development, the maintained
macroeconomic stability, level of liberalisationtcdde and prices, the progress in setting up
a regulatory framework related to internal markas, well as development of financial sector,
it could be concluded that Croatia could relativedgon be considered as a functioning
market economy but it still does not fulfil the @&t economic criterion due to the present
level of competitiveness.

As it was underlined by EU report, The Western &adkin Transition (European
Economy, January 2003), Croatia is the largestanremic terms among the SAP countries
with the GDP amounting half of the total GDP of tlegion (over 5000 US$ per capita).
However, the priority remains continuation of stiwal reforms, including speeding-up of
privatisation, fiscal consolidation, enterprise tegturing, judiciary and public
administration reform, as well as reforms in edumat health and other priority areas.

Trade liberalisation, which started by entering tWéTO, has continued by
implementation of the Interim Agreement, as welb#®er bilateral and multilateral free trade
agreements. Currently Croatia has free trade agrnesmvith some thirty countries, meaning
that, apart of the SAA, the country has signed egents with the Stabilisation and
Association Process (SAP) countries, resulting frahe Memorandum on Trade
Liberalisation and Facilitation concluded withiretBtability Pact; the acceding countries and
EFTA, and joined CEFTA in March 2003. The expecttess to the pan-European
cummulation of rules of origin would facilitate tipgocess of economic integration into the
EU. This is important not only for Croatia, but@fer the other SAP countries.

Establishment of institutions necessary for thectioming market economy is well
advanced, although some of them are still to babéished or enhanced. The existing Agency
for Protection of Market Competition should be sgthened, having in mind its
responsibilities including the fact that the indedent body for the state aid has been
established within its umbrella; the regulatory oais for telecommunications and energy
have been set up while the agency for public prement will be established by the end of
2003.

It should be added to the general picture that wighpresent level of inflation (2,2%
in 2002 and 3,5% planned for 2003) and its stableeacy, Croatia fits into Maastricht
criteria. However, the level of public debt (51,186 GDP in 2002) was still within the
Maastricht margins, although with a tendency ahgsHowever, the level of budget deficit
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(4,8% of GDP in 2002) was above the EU margin,caltfin most of the acceding countries
had similar problems, except Slovenia, which keejisin the Maastricht deficit level of 3%.

The third Copenhagen criterion relates to the rteeldarmonise the legislation with
the acquis communautaireCroatia started legal harmonisation in areastaél@o internal
market from the day of signing the agreement. dtudes market competition and state aid;
intellectual, industrial and commercial propertyghts; public procurement; technical
legislation; consumer protection and some otheaisarall future regulations from these areas
will have to be harmonised with the corresponding iégulations, while approximation of
legislation will gradually extend to other parts tfe acquis. Furthermore, National
Programme for Integration of the Croatia into the Bas been prepared for 2003 as a
roadmap for legal harmonisation, while the Progranfion 2004 is under preparation..

Croatia is benefiting from the CARDS programme digved for the SAP countries.
Mechanisms for co-ordinating, programming and manant of CARDS have been
established and the implementation of CARDS is umney. The annual contribution from
the CARDS programme is around 60 million euro, alted to economic and social
development, democratic stabilisation, justice andhe affairs and administrative capacity
building.

Although Croatia made significant progress in impdating the SAA, there is still a
lot of work to be done. However, if continues iregent speed it could be expected that the
country will achieve itsnternal goalto reach readiness for accession by the end Z00S.
means serious work on continuation of acceleratgglamenting the SAA obligations and
internal reforms leading to functioning market emmry. Speeding up internal reforms
(particularly in judiciary, privatisation, publicdainistration, fiscal consolidation, and in
some other areas), continuing SAA implementationl dw enforcement are the key
preconditions for the success of joining the Bulgaand Romania in the next wave of
enlargement. The EU approach to the SAP countfies @hessaloniki, evaluating their
individual progress, achievements and capacitiishapefully enhance Croatia’s chances to
catch up the mentioned remaining candidates im dffgirts to become EU members.
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Introduction

It is evident, that the coming enlargement wavethefEuropean Union in May 2004, most
probably in 2007 and later at the beginning ofribgt decade, will not be free from conflicts
of distribution or redistribution of financial resces. Certainly, the EU is much more than a
“financial agency”. In its enlarged form, it is theorld’s largest trading group, a monetary
union for twelve countries at the moment, a hopgfodore influential political actor on the
global scale and, last but not least, a commurfityatues. All these elements do play a key
role in the efforts of the Central, Eastern andtBeastern European (CESE) countries to join
the “club”. All of them are expected to create tiezessary conditions of sustainable security
and economic modernization. Still, they are oftergétten or pushed into the background
once the budget of the EU has to be negotiated®if.the above mentioned factors were not
much more decisive both in the context of additiaevelopment resources and of enhanced
stability, even if the latter is difficult to be psessed in quantitative terms (in contrast, it& lac
becomes immediately visible in financial losses).

Why is then so much attention devoted to the natia@ontribution to and the community-
level redistribution of the EU budget? First, bessauhis flow of money can be exactly
measured, both on the side of net contributorsadmet beneficiaries. Although membership
in the EU has proved to be a clear net win-win gdareall countries involved, narrow-
minded approaches always tend to point to the negétary position of the individual
countries. This, in turn, can largely influence fhgblic opinion, particularly in periods of
constrained or no economic growth, budgetary probldas in Germany, France or Italy
nowadays), or during negotiations on accessionn(dse CESE countries). Second, the EU
had been developing a wide set of financial trassfa the last decades based both on
economic and political considerations of increagyngwth in lagging behind regions of the
integration and due to the principle of solidariéykey European value. Third, the success
story of some less developed member countriesaratt 15 years cannot be decoupled from
substantial financial support from the EU budgetreif it is well known that the efficient
absorption and utilization of these resources nemdsh more than the availability of a
certain volume of money.

Thus, it is no wonder that the CESE countries, dpgiartly much “poorer”, at least in GDP

per capita terms, than the less developed and ewficiary present members, have put
fundamental emphasis on the redistribution of EEbueces. They did it because of their
lower level of economic development and the deeisiged to catch up in a relatively short
time, but also by being aware of the equity- antidadty-based approach of the EU, as

practiced in the past decades. Also, national m&tyay teams had to prove to the domestic
public in general, and to the political oppositiarparticular, that they could get out the best
of the available options in the negotiation precdsow important the latter was, despite
much more important and long-standing impacts ombmrship, can be proved by the intra-
and inter-country evaluation of this issue. In Hamg for instance, the opposition accused the
government that it did not negotiate correctly ifathe lion’s share of negotiations had not

been conducted by the present opposition). Varotisles, even contributions by serious and
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professionally high-level experts, tried to comptre last- minute financial “achievements”
of Poland with those of the Czech Republic, SloaemwiHungary.

It cannot be denied that the 2004 enlargementeid has an obvious financial constraint.
Never before this problem has been as manifesides/t All decisions on enlargement were
based on political motivations, since the EU iddoynot just an economic or trading bloc, but
a political entity as well. The problem is not witie politics-driven process of enlargement,
but with the huge gap between political efforts, tbe one hand, and their economic and
financial costs, on the other. In the past, enlag@s by less developed countries were
immediately accompanied by creating new funds anfxyrading old ones, in order to support
the integration and catching-up process of the m@ambers. Currently, ten countries, most of
them on a low level of GDP per capita, have beerrgithe green light to enter the EU.
However, the financial conditions could not be twdaadequately, since the present budget
covering the period between 2000 and 2006 has &pproved in March 1999 in Berlin and
provided little room for redistribution. As a resudit least until the end of 2006, the new
member countries will have to get satisfied wittatiner modest amount of EU resources and
have to cope with a largely unequal situation,dmpared to the amount of money more
developed older members have been entitled witlthigncontext, two basic conflicts can be
identified. The first relates to the remaining ygeaf the current budgetary period (between
May 2004 and December 2006), and raises the guestiavhat extent the new member
countries can experience the generally decisigt years of membership as a success story,
considering the obvious financial constraints. $keond covers the negotiations on the next
budget expanding from 2007 to 2013. There is ndtthat there will be fierce struggle for a
major redistribution of limited financial resourckstween old and new beneficiaries on the
one hand, and between net contributors and nefibremes, on the other.

1. Basic facts about the EU budget

It is important to be aware of the scope of “mamneoing capacity” during the budgetary
negotiations. First, according to the current rdethe game, the EU budget must not exceed
1.27 per cent of the member countries’ GNP. At @nésthe annual budget amounts to about
Euro 100 bn, or 1.07 per cent of the EU’'s GNP. Thhere is some room for additional
expenses of about almost 20 per cent or nearly EQrbn. Moreover, with the accession of
new countries the cumulated GNP of the EU will doincreasing. Finally, the budget is
dependent on the growth rate in the EU, for a higinewth rate would automatically increase
the volume of money available for the common budggthout challenging the ceiling of
1.27 per cent of GNP.

Second, no member country is allowed to get moaia thper cent of its GDP, since the EU
believes that this could be the upper limit of @ént absorption of community resources. In
fact, one can dispute this issue, particularlydsecof low-income but rapidly developing new
member countries, that, in part, have been absbsorb a higher amount of GDP in form of
foreign direct investments in the last years. Stills amount seems to be sufficient for the
coming seven-year budgetary period for at leasetheasons. On the one hand, the 4 per cent
includes resource flow from the structural, regicarad cohesion funds and does not contain
imbursements in the framework of the Common Agtigall Policy (CAP). On the other, the
available EU resources (including CAP-related paytsleamount to clearly less than 1 per
cent of the acceding countries’ GDP in the perietiieen 2004and 2006, in contrast with
1.25 to 3 per cent of GDP in the case of the ctimen beneficiaries of the EU. Finally, the
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two decade-long history of EU resources transfetedess developed member countries
shows that the 4 per cent limit is satisfactory aath generate or support sizeable and
sustainable economic growth.

Third, the built-in inflexibilities of the internatructure of the budget have to be mentioned.
CAP-related payments account for more than 40 pet of the total budget. Even more
importantly, this item has been fixed at the samgé kevel for the period 2007 to 2013 as a
result of a bilateral French-German agreement itokr 2002. Structural and cohesion funds
could reach a maximum of 40 to 45 per cent of thegetary expenditures, since they are
limited to 0.46 per cent of the EU’'s GNP. In adutiti other community policy areas have to
be financed as well, such as internal and extgralities, administration and building up of
reserves. Taking into account this structure, d@hsious that, disregarding enlargement(s) of
the EU, the budget would need a fundamental rdsiting away from agricultural support
towards structural and cohesion funds, as welloasowver the rapidly increasing needs of
financing new community policies (e.g. research dadelopment, justice and home affairs,
common foreign and security policy, etc.). Providledt the current internal structure of the
budget will be maintained after 2007 as well, thigHt for redistribution” will be mainly
carried out within the individual items and onlyrily among the different items of the
budget. No doubt, this would seriously limit thegogating position of the new member
countries. The agricultural “box” seems to be unt@ble, and the new member countries
may reach an equitable treatment by 2010 onlyolrsequence, interest conflicts between the
old and potential new beneficiaries will be concateid on the redistribution of the structural
and cohesion money. This “fight” may be further @thated if, and this is no illusion, the
EU will need more resources for developing and supmm new areas of community policies,
which have to be taken away from this item.

The other side of budgetary constraints can betifteh in the structure of incomes. They
consist of four elements: customs duties paid ith@tcommon external tariff borders, levies
on agricultural imports (both named as own res®)r0éAT-based payments and GNP-based
payments of member countries. The first two issodgjnally the basic pillar of the budget,
have been showing a rapidly decreasing share ohtttane, due to extended free-trade and
preferential-trade relations, WTO agreements, sldwt still obvious agricultural
liberalization. Thus, new elements of income havée considered in order to ensure the
financing of new tasks (mainly the support to baaidwegions and less developed countries).
The current (and future) income sources should ¢pmiph two basic criteria: first, to satisfy
the required volume of income, and, second, toterea system of equitable and just
contribution to the budget by the individual memls¢ates. In this context, GNP-related
payments seem to be better than VAT-based paymgntg the latter roots in different VAT
rates and different consumption patterns across bbeemountries. In addition, both are
growth-dependent, so that different growth rateghef member countries could result in
different levels of budgetary contributions. SeVedaas have been lifted to create a more
equitable system of national contribution, sucheagironmental tax, a special and uniform
EU tax, but none of them could be accepted as ddytoAt the same time, it is clear that
sooner or later the EU budget needs a new systemncoime if it wants to ensure a smooth
financing of its main — old and new — targets. #le more, because, unlike national
governments, the EU is not allowed to take creflisn banks or financial institutions. Its
annual and multi-annual budget has to be in equilib and no deficit, even temporary, is
allowed. The regularly registered surplus will eithbe re-transferred to the national budgets
or this money will not be paid in to the EU budgeall.
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2. Enlargement and the 2000-2006 budget

The budget approved in Berlin in March 1999 with participation of the new member
countries at all, has already taken into accouatféict of enlargement during the budgetary
period. The main “framework conditions” were théddwing:

enlargement may happen in 2002, therefore, as @aspeew and sovereign
item of the budget, financial means have to bereector the period 2002 to
2006,

the first wave of enlargement would include six minies only (Cyprus, Czech
Republic, Estonia, Hungary, Poland, Slovenia),

the new members would be excluded from the diregtment system of the
CAP,

their participation in the structural and coheswamds would follow a phasing-
in pattern (less money at the beginning and alregstal treatment with the
current beneficiaries at the end of the budgetanop),

a pre-accession fund has been set up for the whalgetary period, with a
constant annual amount of Euro 3 bn, benefitingcalididate countries, as
long as they are not members (the new entrantsawttbmatically leave this
scheme and enter the special item created forgivermembers).

Real life, however, developed differently:

enlargement takes place May' 2004, so that a large part of the money
earmarked for the new member countries as of 200Ride “saved”. Further
savings result from the fact that the phasing-iacpss in 2004 is based on
2002 and not 2004 figures of the budget,

altogether ten countries will join, which requirad0 per cent increase of the
“enlargement budget”, which had to be “generateddmf the savings
mentioned above,

also the new member countries will be entitled #stipipate in the direct
payment system of the CAP, by starting at a 25qeett level of payments
guaranteed for current member country farmers,tgnithcreasing this rate by
5 percentage points each subsequent year,

the phasing-in principle has been maintained, betvolume available at the
starting point has been reduced and the distribultietween structural and
cohesion fund resources has been shifted towaedsiter,

the annual amount of the pre-accession fund wilidakiced, since, excepting
Bulgaria and Romania, all beneficiaries will becopaet of the structural and
cohesion fund framework as of May 2004.

In consequence, the Commission could create a buddgch could be accepted by all

countries, current and new members, as well asebyaontributors and net beneficiaries. In
addition, this “masterpiece”, the result of some&srextremely short-sighted compromises
and, at least in the context of the historical imigace of enlargement(s) humiliating horse-
trading, could observe the original and overalldrtdry conditions, too. Still, most probably

there was no other way to “successfully” finish tlegotiations. The acceding countries had
to make their choice between (much) less EU ressuiar the first three years or left out of
the first wave of enlargement and waiting (at lgastil 2007. Since nobody expects that the
financial conditions would be substantially beite2007, particularly because a left-out (or
opted-out) country excludes itself from being pzfrthe official negotiations on the coming
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financial framework of 2007 to 2013, and stayingsale would certainly be interpreted as a
lost historical opportunity, the Commission’s prepts were accepted. As usual in diplomatic
negotiations, some latest-minute small changeddcstill be made. On the one hand, the EU
agreed to add up to 30 per cent national suppoth@o25 per cent initial level of direct
payments to farmers, and upgraded the money alaifab the establishment of the new
Schengen borders. On the other, some candidatér@suwere successful in making internal
shifts within the overall sum of available resowae order to present their hard negotiating
position to the domestic public (Poland, partly @mech Republic).

The baseline scenario has, however, remained ugedaihe ten new countries will get a
gross volume of EU resources of about Euro 40 brvithin the present budgetary period. In
turn, they will have to contribute to the EU budgathout any phasing-in pattern, which
means that, from the very beginning, they will pdavthe full amount of their annual
contribution (two-thirds of it in 2004, due to ass®n in May). As a result, the net EU
resource transfer will decrease to Euro 25 bnHa period. According to the Commission,
about Euro 10 to 15 bn will in fact be used urité £nd of 2006, part of which contains funds
still provided or to be provided from the pre-asies fund. In consequence, the net EU
financial support will hardly exceed Euro 10 bn,Earro 300 mn per month, considering 32
months of membership until the end of 2006. Thigkeut 0.03 per cent of the EU’'s GDP or
3 per cent of the annual EU budget (in fact, duthéophasing-in process, the amount will be
much less in 2004 and higher than 3 per cent i©200

Unfortunately, much less attention was devoted dmes more important changes in the
conditions of availability of EU resources.

First, all new entrants will become full memberstloé CAP. Both media and experts were
complaining about the 25 per cent initial level ddfect income support for the acceding
countries, despite the fact that two years agosuygport at all was viable, and that this
amount, which is the only (almost) automatic reseutow from the EU budget (it does not
need projects, long bureaucratic procedures, écdven in its present form higher than any
support the new countries’ agriculture has expeadnany time earlier from the national
budget. Two not less important elements of memigersh the CAP have been roughly
ignored. On the one hand, membership in the CAPhm#at the EU countries have to stop
immediately subsidizing agricultural exports to thew member countries. This will
definitely increase the competitiveness of domdstimers in their own domestic market. On
the other, all new member countries will fully b&h&om the export subsidization scheme of
the CAP towards third countries. In other wordslighoor Hungarian agricultural exports to
Russia or Ukraine will be treated in equal termthwarench, Dutch or Danish exports to third
countries and benefit from these subsidies.

Second, with the exception of Prague and Bratistaggons (being the Hungarian decision
still uncertain about Budapest), all NUT-2 levegims of the acceding countries will
automatically benefit from the structural fundsica they fall into the category of “Objective
1” of regional policy (per capita GDP levels lowban 75 per cent of the EU average). Those
regions, having a higher income per capita, wilhdfé from the resources allocated to
Objective 2 (depressed regions) and Objective 3néruresource development). The basic
rule is that those areas included in Objective dno& participate in other “Objectives”. In
addition, the availability of EU funds is conditiesh on two basic criteria. First, projects have
to be conceived, submitted and implemented on #gtonal level, which needs a well-
established regional structure within the giveniamastate. Second, projects have to be co-
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financed from national sources (central budgetallauthorities, private capital) with a
contribution between 25 and 50 per cent of thd saten of the undertaking.

Third, access to the Cohesion Fund has to be nmadtioln this case, the resources will
immediately flow to the national budget, and thefinancing need amounts to 10 to 20 per
cent only. In order to increase the starting lesfehbsorption capacity of the new members
(which is not only the fundamental interest of thesuntries but of the EU as well, provided
everybody would like to have a successfully entaggntegration), the Commission shifted

the balance between structural and cohesion fuowlards the latter. There were two evident
reasons for it. On the one hand, the money to bderasailable through the Cohesion Fund
can be reached through an existing (although medyed sufficiently developed in EU-terms)

national institutional framework. On the other, titefinancing requirement from the national
budget is lower. Partly for the same reason, path@ agricultural support can be used for
rural development, with a national co-financin@0fper cent).

3. Preparation of the acceding countries for receivingzU resources

Discussion about and fighting for more EU resourcegeneral, and a more equitable
distribution of available funds in particular, anederstandable endeavours of each of the new
member states. Unfortunately, first of all in theaf stage of negotiations, much less interest
was given to two key issues which will fundamemntatifluence the experience with the EU
and the EU resources in the first three years ohbeeship: (a) the impact of membership on
the budgetary situation in the acceding countryd #b) the domestic preparation for
absorbing the available funds as quickly and asiefitly as possible.

(&) The Commission has several times stated thatemo member country shall get into a
financially weaker (worse) situation than it waghe last year before membership, in which,
on paper at least, EU-related financial flows warene-way street. Namely, the candidate
countries benefited from the pre-accession moneyelil into PHARE, SAPARD and ISPA
and were supposed to learn the rules of the gantieeoEU well before they would become
members. On the other hand, however, national hsdgel to finance heavily both the legal
accommodation process to comply with EU rules pda#ifore ending the negotiations, partly
at the moment of accession in May 2004, and thédingi of institutions required to have
access to potential EU funds following accessiohese EU-related expenditures have
amounted to Euro 1.5 to 2 bn annually in Hungaryalmost ten times the pre-accession
resources coming from the EU. One can, of courggiea that large part of such steps would
have been necessary even without the perspectineibership, most probably, however, at
a different speed and with different sequencingradrities. The above sum is only important
to indicate that preparation for accession or gelarent is not a one-sided effort of the EU,
but a real challenge for the candidates as wek. [ildn’s share of the financial “burden” is, as
evident in the case of all countries wishing tmjaiclub, to be taken by the candidate.

Still, the first years of membership representa ohallenge to (most of) the budget of the
acceding countries.

First, the net flow of financial resources from tk& budget will follow a phasing-in

schedule, meaning that the balance between cotitnibto the EU budget and flows from it
will be “improving” from one year to the next. Thet financial situation of the first year will
be hardly better than that of 2003, and most ressuto be taken will keep on originating
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from the pre-accession funds that finance previosirted projects. In the case of Hungary,
the net position is expected to be about Euro 200m2004, Euro 500 mn in 2005 and Euro
800 mn in 2006.

Second, delays in preparing for the EU, both iralleand institutional terms, will continue
requiring additional money from the national budgetoreover, new tasks arising from
membership, will also ask for additional financidter May 2004.

Third, co-financing, although at easier conditicms originally expected or used to be
provided in the pre-accession framework, will nsaetstantial national resources and press
almost all countries for a major and rapid restiiog of the budget, at least on the
expenditure side, with immediate social consequendenecessary, also the income side has
to be tackled upon, mainly meaning higher taxesiaagasing other income items.) Another
big slice is the co-financing of the payment scheém&rmers, which can go as much as 30
per cent of the EU standard. No question that, eveatthe budgetary situation of a given
country, the parliamentary opposition (and, maydep extra-parliamentarian lobbies) will
press the acting government to provide the maxiraumount of money in order to improve
its position in a social and economic sector ratévar the coming elections. (See, in this
context, the decades-long French experience.)

Fourth, transitory but disturbing liquidity gapsdikely to appear. They stem from two main
sources. On the one hand, direct payment to theefa has to be anticipated from the
national budget in 2004, while EU transfers wilcocin 2005 only, once the necessary data
on the area cultivated and the output reached hellavailable. Second, the financing of
projects supported by the structural and cohesiomdd will need additional temporary
resources from the national budget, due to thergémeles of EU-financing. At the initial
stage, part of the EU money will be available, inuthe next phase(s), national contribution
has to be made use of. Part of the EU contribwtitironly be paid after finishing the project,
so that in-between accounts have to be paid by#tienal budget. In several stages of the
project’s “life cycle”, the national contributionould largely exceed the share of national co-
financing, while the “balance” will only be restdresome time after concluding the project
and approving all accounts. Companies participatmguch projects can hardly have a
financial background that would allow them to whait payments for months or even years.

Fifth, joining the EU is, in an obligatory form, @mpanied by preparing for membership in
the Economic and Monetary Union (EMU). Unlike Gretitain, Denmark (and partly
Sweden), no new member country was acknowledgedgheof opting-out. Thus, sooner or
later, they will have to become part of the EMU aindm the beginning of EU membership,
share the main economic policy goals of the EUpiiag a resolute policy approach towards
meeting the Maastricht criteria.

Such a situation, even disregarding the currengétaty imbalances in the leading acceding
countries (Czech Republic, Hungary, Poland, Slajalaould easily lead to a “crunch” with
unknown political and economic consequences. Tadasuech a situation, the EU and each of
the new member countries have to develop utmogtorssbility. A disciplined budgetary
policy and a flexible EU behaviour should form tive sides of this approach.

(b) The fact that money from EU sources will be e&tdn the first years of accession, must

not be used as an excuse to lower-than-expecteadgtigror not-fulfilling expectations of
membership. Just the opposite, the quick and efficuse of each euro has to become the
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cornerstone of development policies. In order gchethis goal, three conditions have to be
fulfilled:
- High-level preparation of projects to be financexdy for application on the first day
after accession;
- Functioning institutions to qualify for and absd&b funds;
- Availability of co-financing resources from the ydryeginning.

The fulfilment of the first criteria is rooted ithe new member country’s microeconomic
development. Of course, it cannot be revealeddfitistitutional framework is missing or is
inadequate to EU rules. A good case in point wasdilayed setting up of the SAPARD
agency in Hungary. Once, however, it started tation (in the autumn of 2002), the rate of
successful applications for EU funds was about dOgent as compared to the 11 per cent
average of other candidate countries which couldbéish this agency much earlier.
Therefore, the real absorption capacity of the\iddial countries is very difficult to be
forecast. It is, however clear that all three ctods have to be fulfilled and support each
other mutually.

Provided that all or most available EU resources loa efficiently used, development gaps
among differently developed regions within a newmber country are likely to widen, at
least temporarily. This can be attributed to thiéedences in the starting level of absorption
capacity. More developed, better endowed regionsth(dn human capital, physical
infrastructure, institutions, social environment.eused to be more successful in absorbing
additional resources than less developed ones.dtkey task of the government’s regional
policy to support both the spill-over impacts onafing in the developed region and the
absorption capacity of the less developed areaderdo create a sustainable process based
on genuine and autonomous development. In thiseoesghe EU itself has an ambiguous
trajectory. While most less developed countriesid@atch up after membership (excepting
Greece until recently), regional differences withile catching-up countries remained almost
unchanged. It does not mean that backward regi@ne wot able to develop, but they were
not able to have a better development record thanrtost prosperous regions of the given
country. (Without any support, most probably, ttep gvould have been much wider, with
serious social and domestic political implicatigns.

4. What does the next budget promise?

Negotiations on the EU budget covering the perievben 2007 and 2013 are expected to be
even harsher than previous ones. This is partlytdubke fact that, instead of two, there will
be three (or just four) main players. First, thé centributors who are not ready to pay more
into the community budget. Just the opposite, thewld like to reduce their payments.
Second, the old net beneficiaries who are unlikelyive up their previous and generous
position. Third, the new members who would like get a justified and equal-footing
treatment, since they are (much) poorer than teegmt beneficiaries of the resources. And,
finally, one has to take into account the financeéds of additional entrants by 2007, on an
even lower GDP per capita level (Bulgaria and Ramaperhaps Croatia, too). Partly, the
“fighting” for redistribution will be brutal becaasof the already mentioned inflexibilities of
the EU budget concerning the ceiling of 1.27 pert @ GNP of the member countries and
the built-in structural problems hindering adequatd future-oriented redistribution (CAP as
the, literally, holy cow of the EU).
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The starting situation can be made even more diffi€ the Spanish veto about the future
form of the structural funds of the EU were acced{td least until 2013 or even for the period
after 2013). Similarly, preliminary negotiations thre main pillars of the budget from 2007 to
2013 that have already started behind closed dawodswithout the new members, could
create an atmosphere characterized by lack of demfe, mutual fears and general
uncertainty. It is clear that the new budget habdapproved by the member countries and
the European Parliament in the spring of 2006 ditest. There is no reason why to anticipate
some rounds of negotiations before M&yof 2004, when the new members would become
full parties of the negotiations. Any preliminaafk with their exclusion, whatever its subject,
could undermine confidence and give room to juesdifor unjustified speculations. If the new
member countries were faced with a budget plark@@7 to 2013, in which the mentioned
inflexibilities would be further increased and tk&ll available manoeuvring room for
restructuring would be curtailed, it would be velifficult to have a successful enlargement.
The new entrants must be given full right to atteéhdse talks and try to make a more
equitable balance of resource distribution. Duéh&r (relatively) limited bargaining power,
to their lack of experience and, as in the padheadisunity in the process or at the final stage
of negotiations, a wonder must be produced to hawibstantially differently structured
budget, with clear priority to be given to the nemd poorer member countries.

Certainly, the guidelines of the new seven-yeargetudvill be different from those of the
current budget. This comes both from the much lamgenber of poorer countries and
regions, and the new priorities of the enlarging bk should be financed from Community
resources. Proposals to throw out the CAP as stutied=U budget (see the Sapir Report to
the President of the Commission this summer), shbalforgotten, not because they are not
justified, but because of the political obstackesniplement them. Other ideas, according to
which the structural and cohesion funds did novig® incentives to economic growth and
modernization in the less developed countries, efoee they have to be completely
remodeled or renationalized, are even more dangeand politically counterproductive. It is
simply not true that the EU resources did not d¢bate, and in some cases to a large extent,
to the catching-up process of Ireland, Portugal @pdin. If it were the case, it would hardly
be understandable, why these countries are gfiitifig for each Euro and against any idea to
change the status quo they had been enjoying axedécades or more.

Until now, the Commission did not present any clgaidelines concerning the future of the
budget, including the priority objectives valid fdhe structural and cohesion funds.
Nevertheless, internal discussions are under wdyarous versions have been aired in the
last months. It would, however, be too early ansk|@rofessional to enter this area of
speculation. It is much more important to insistloa following issues:

- The equal-footing situation in the CAP payments tioase created as soon as possible
(and, in this respect, any kind of reform is acabl#, even a full renationalization of
the agricultural policies, provided that all membeuntries do it at the same time and
at the same speed);

- The special treatment of the areas with GDP peitac@gelow the 75 per cent level of
the EU average (whether this average is calculaetie basis of the current members
or the lower figures of the new entrants are tak#o account as well) has to be
preserved. Phasing-in and phasing-out schemescaeptable, however, they should
be as short as possible in order to achieve edeisaftus soon after 2007;

- New community policies require more financing ahé hew members are rightly
advised to support them, partly because they willhe above-average beneficiaries of

60



such policies (e.g. justice and home affairs, bsh @ommon foreign policy), partly
because in this way they can contribute to theaisig of the EU and to an enhanced
role of the European integration in global affaifmy future-oriented change is
expected to favour the new member countries whevelrevealed a high level of
economic, institutional and social flexibility ihe last decade, in contrast to “sleeping
Western Europe”;

- Last but not least, new priority objectives havééoformulated by the Commission in
order to ensure more equitable distribution of veses and exclude or at least limit
any kind of “national blackmailing”.

It does not matter, how justified the last requiestnis. There is a chance to let it accepted by
the other member countries only if the new memlars elaborate, take and keep a strictly
common position from the very beginning until thelef negotiations on the coming budget.
More importantly, they have to agree on a commaaripy which cannot be declined by the
current member countries. It is not difficult teerdify this common objective, since each of
the eight Central and Eastern European countrys(fike next entrants of South Eastern
Europe) is less developed than the current beaefsi of the EU. Therefore, they have to get
a preferential treatment. The question is, wheesdhpreferences should be allocated and to
what extent they will be able to create a geogmapbstructuring of available financial
resources.

By far the most viable approach is the introductiéra new overarching regional objective,
based on the fact that the new members constitetgeographic core of Europe and all of
them have common continental borders. In contedisprevious enlargements in general, and
those by less developed countries in particulagehmcluded “peripheral” countries in
geographic terms. Therefore, it was natural to sttppational economies, even if intra-state
regions were the beneficiaries. Moreover, the cohnekind became completely operational
on the national levels. This approach should hawédd validity in the case of Central and
Eastern (and South Eastern) Europe. The quick icatalp of the whole region, based on
political stability and economic modernization, dgsucially dependent on the quality of
physical and human infrastructure of the respeaoumntries. The geographic cohesiveness of
the region and the pivotal role of infrastructueelopment argue for a special regional fund
that would finance common projects from the Baltmshe Black Sea and the Adriatic. The
positive results are more than evident. First,omati prestige projects, several times financed
by EU resources, would give way to multi-countrgiomal projects. Second, all countries not
involved into the first wave of “Eastern” enlargemeshould participate in these projects (if
necessary, with the pre-accession funds assigniene). This would have a very transparent
political and psychological message to the sodetiat they are not “forgotten”. Just the
opposite, they could become part of all-Europeanjepts well before they may reach
institutionalized membership in the EU. Third, maeveloped infrastructure would support
economic activities and create new business opptgs both for domestic and for
international capital. (It is a well-known fact ththe geographic map of the expansion of
foreign investors largely overlaps the map of ptgfsinfrastructure of the given country.)
Fourth, cooperative willingness and solidarity betw and among the CESE countries could
be enhanced.

Only such a new objective would be able to managejar redistribution of the EU budget
towards the less developed new member countried.ohlty if negotiations on the future of
the budget start with the identification of newetijves there is a real chance of getting rid of
horse-trade-like blackmailing about every Euro 1. rtinthe new member countries start
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negotiating on sums and amounts of money, no najange can be realistically expected,
since the discussion will center on and end umimirgholy contraposition or even agreement
between Germany and Spain.

Evidently, the above described approach takesantmunt that EU resources to be devoted
directly to national development plans would beudsti, since part of these plans will be
implemented on a supra-regional level. It goes auittsaying, that for supra-regional projects
new institutions are necessary, or, even betteusdis could become the coordinating
agency, in cooperation with national authoritieschhare supposed to work closely together
as well.

Finally, the success of such an approach cruciddpends on the willingness of the
participating CESE countries. There is no doulallathat all countries of the region share the
priority objective of developing their physical iaétructure and creating or improving cross-
border contacts. However, they have to share thysoach from the very beginning till the
end of negotiations and resist any kind of “distayt offers and pressures, whether they
come from some EU member countries, from transnaticompanies or, most probably,
from their own domestic lobbies. It is difficult tassess the probability of success of this
effort, since no official statement has been malefayet, and the author does not have any
information whether such an approach would havenbssriously discussed among the
acceding countries. Nevertheless, it is obvious tha likelihood of success fundamentally
depends on the formulation of a common developrobjeictive by all new entrants (plus the
members of the next wave of enlargement), as veetha firm representation of this project
during the official negotiations on the future sture of the EU budget.
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Romania and the Enlargement Process

Maria Ligor
Director-General, General Diractorate for Europehlregration
Ministry of Foreign Affairs, Bucharest

The integration into the European Union is not ahky prime objective of Romania’s foreign
policy, but also a major concern of the Romaniasiety in its entirety. At the public opinion
level, the European integration is supported by 83%he population, while politically it has
the commitment of all the political parties.

At the Copenhagen European Council (December 2002), Member States mentioned
Romania and Bulgaria as part of the same irreverahd inclusive enlargement process,
together with the 10 acceding countries. The THes#a European Council also confirmed

the Union’s support for Romania’s objective of ahgsthe negotiations in 2004 and acceding
to the EU on the®lof January 2007.

Romania has closed 19 chapters out of 30. The tgeaf the Romanian Government is to
close all the remaining chapters by the fall of £0€ign the Accession Treaty in 2005 and
join the Union on the®lof January 2007.

The stage of our preparations for accession

On the 1% of November, 2002, the preparations for accessiered a new phase. A
detailed Road-Map for accession was presented dddianal financial assistance was
granted for the interval 2004-2006.

The Road-Map points the main measures to be takéh accession. It also includes the
objectives assumed by Romania during the accessigotiations and the necessary measures
to be undertaken for the fulfillment of the Copegdia and Madrid criteria.

The provisions of the Road-Map are completed by Alteession Partnership between
Romania and the European Union, endorsed by the€&ihcil on the 28 of March 2003.
The Accession Partnership encompasses both thd- sked medium-term objectives
identified in the Road Map and the priorities f@02 and 2004.

The objective assumed by Romania, i.e. closinghdgotiations in 2004, during the tenure of
the present Commission, entails the stepping ughef preparations for accession. An

important role in assessing the progress Romandenrafulfilling the accession criteria is
the 2003 Progress Report, due to be published weiber 2003.

Romania and the Western Balkans
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Romania shares the Union’s stance on the Westdkamaand supports the consolidation of
the present framework offered by the Stabilizatéord Association Process with elements
inspired by the actual enlargement process: desigaiEuropean Partnership, on the model
of the Accession Partnership, the application of thfferentiation and “own merits”
principles and the broadening of the political dgale.

Romania is ready to share with the Western Ballkamties the experience it gained during
the process of EU accession. During the EU — WesBalkans summit (21 June 2002,
Thessaloniki), the Romanian officials stressedrtbenviction that regional cooperation is of
major importance for preparing the participatingimies in reaching the European standards
and emphasized our interest for promoting commaiepts with the countries of the region,
with a special highlight on those areas relevanttie preparation of the EU accession.

The Area of Freedom, Security and Justice

At the core of European integration lies the cohagpfreedom, based on human rights,
democratic institutions and the rule of law. Thesenmon values proved indispensable in
safeguarding peace and prosperity in the EuropeaonU

Romania, as a candidate country, contributes toctimsolidation of the area of “freedom,

security and justice,” concept introduced into #rasterdam Treaty of 1997. The Romanian
authorities have undertaken a series of measussttek to harmonize the legislation,

institutions and practices of our country with taad the EU on issues of Justice and Home
Affairs.

Romania is determined to promote the European iptex and practices in the region,
developing its own initiatives meant to make mdfeative the measures related to JHA, i.e.
the combating of trans-border crime (trafficking btiman beings, illegal migration).
Romania’s involvement in the operations from Bogf@zegovina, Kosovo and FYROM is
a proof of our commitment in managing the regiamaes, together with the European Union
and third-countries involved in the process.

The Future of Europe

The European Council of Thessaloniki decided th@hBnia, as a candidate country
negotiating its accession to the EU, will have beavver status and will take part in all the
IGC meetings.

The proposals included into the draft Constitutidim@aty correspond at length to the
expectations expressed by the Romanian represasgdioth at the European Convention
level, and during bi-lateral discussions.

Romania supports:

The adoption of a single Constitutional Treatytfoe EU, which will include the
values and fundamental principles at the core ®lthion and the objectives of the
“European project”;

The incorporation of the Charter of Fundamentahi&gn the Constitutional Treaty;
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The emergence of the European Union as a globai, dzised not only on its
economic weight, but also on its political dimemsio

The involvement of the national parliaments in Bugopean affairs, which will result
into a lessening of the so-called democratic deditthe EU;

The principles of clarity, legitimacy, efficiencya consolidated balance within the
institutional triangle, Commission — Counsel — Rankent.
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Security in the Balkans

Ilvan Yordanov, PhD,
Director of International Cooperation Directorate
Ministry of Defense of the Republic of Bulgaria

It is a pleasure and honor for me to addressftiatn, so important for the future of
Southeastern Europe, and to wish the participantthé seminar success in their highly
responsible work.

On behalf of the leadership of the MoD, I'd algelto thank the organizers for the
extended invitation to present some of our viewstlo® security in the Balkan Region
including the context of the expected European bifi€lJ) enlargement.

I will dwell on several basic issues in my preséion:

The status and perspectives for changes in thg, filskeats and challenges to security
on the Balkans and Southeastern Europe as a whole;

Measures undertaken to strengthen security andlistab military-political and
purely military aspect;

The possible influence of EU and the process oéitirgement on security in the
region;

Now, the situation on the Balkans is characteriagda series of positive changes
and tendencies that undoubtedly contribute to gtreming the security and to stabilization of
the region. The major ones among them are:

The stable process of democratization of the castr

The economic development of the new democracieartdtssmarket economy;

The intensified cooperation with the developed aitti other countries of the Euro-

Atlantic environment;

The considerable increase in the regional coomeratn the Balkans and in

Southeastern Europe as a whole in the politicabhemic and military spheres,

which brought about heightening the transparendyamfidence between them and
increased the security and stability as a finallte§he following examples prove

that: the successful process of NATO enlargemen$ontheastern direction; the
achievements in the implementation of PfP progrard #s growing scope both

qualitatively and quantitatively; the growing speefl the preparation for EU

enlargement with countries from the region; thecess of a series of regional
initiatives and programs directed to improving gmnomic prosperity, security and
stability on the Balkans;

Last but not least, the profound changes of tharggenvironment in the beginning

of 21-st century marked the commencement of cardietense reforms directed to
the provision of adequate reaction against thedastarange of both traditional and
principally new risks and threats.

Together with other challenges, which have emertiedglobal terrorism as a threat
that is unique on account of its essence, methndf@ams, brought to life and imposed the
tendency towards growing interrelation betweenghmmeters of the national, regional and
global security. Among the Governments of our ¢oes an understanding clearly prevails
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that resolving of the country’s own defense andusgc problems is unthinkable without
utilizing a systematic approach and collectiveatdion regional and global scale.
In general, the security environment on the Badkas a part of Southeastern Europe
is characterized by the following major risks ahreats:
The geographical situation as crossroads and aitraone of important economic
sources and consumers represented by Central astkiV&urope, the Mediterranean
region, Near East, the Caucasus and Central Asia,
The relative economic underdevelopment and ingefitly developed infrastructure,
unstable and uneven economic development;
Resulting elements of internal political instalyiliand social tensions caused by
poverty, unemployment, corruption and criminality;
Periodically arising conflicts on the basis of méthnic tensions, religious extremism,
chauvinism, and unresolved refugee problems;
The crossing point of canals of the organized criifty virtue of the geographical
situation and economic reasons) covering the wrasige of the illegal traffic — drugs,
arms, persons and commodities;
The possibility of turning into a target for thetiaties of terrorist organization and
groups, having in mind both the geo-strategic ingure of the region and the
vulnerability by virtue of the social-historic ddgpment.

Summing up the information presented so far, it ba pointed out that by the
present moment the basic accents in the situatiothe Balkans from the point of view of
security are characterized by stabilization and@ming the consequences of the crises after
the Cold War. There is development of the demac@tcesses, improvement of the bilateral
and multilateral cooperation and strengtheninghef European and Euro-Atlantic orientation
of the countries in the region. With respect te thevelopment of the situation in the
Caucasus, Asia and the Near East, the role of dmteEh dimension of security on the
Balkans increases as a connection with CentraMdestern Europe and as a part of the trans-
Atlantic connection.

Apart from the positive tendencies, however, have already pointed out, the risks
to security and stability remain. They result frarrorist threats; the periodic escalation of
ethnic tensions in some of the countries; the acextremism and separatism; economic and
social problems and the internal political instagilrefugee problems; the organized and
trans-border crime.

In this context, in spite of the undeniable pregréen the democratization of the
countries from the region, the resulting risk ofaation of internal and external conflicts of
various nature still continues to exist. Althougle crisis in Iraq pushed the problems of the
Western Balkans off the foreground, this part @f tbgion continues to attract the attention of
the international community including NATO, EU, WiXd the leading countries.

Some of the major concrete problems common foB#l&ans can be summarized
by the following:

It is obvious that overcoming the economic undeettgoment and possibly the rapid
transition to working market economies is of keyartance for the region and its stability. In
this respect, the role of EU would be substantial.

Second, no less important, is the decisive adleeren the part of the governments
of the countries to the road of democratization asthblishment of stable legal order and
supremacy of law.

After September 11, the active, systematic andsokecstruggle of the countries
from the region against terrorism in all its forresmperative. At the present stage, there is no
threat of large-scale coordinated terrorist agasibn the Balkans. The risk, however, remains
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first of all because of: the inherited complex rr¢ghnic and regional problems in their
extreme forms (a clear example in this respedbesescalation of the tension in the Former
Yugoslav Republic of Macedonia); the efforts ofrertist, Islam organizations to establish
their presence in the region and especially in\tWestern Balkans; the proximity of the
Balkans to unstable regions like the Near EastthadCaucasus (with pockets of tensions —
Palestinian-Israeli conflict, Chechnia, Nagorni &aakh, Abkhazia and Occetia, etc) and
also, to a certain degree the crisis in Iraq; illegal traffic of drugs — one of the sources of
financing the terrorist organizations Other corgretomparatively grave problems for the
region, and also serious destabilizing factors,ai@ncorruption and the organized and trans-
border crime.

Their negative effects on stability bear consitderaveight within the framework of
the complex of similar factors, namely:

Inflicting direct economic damage to the courgseparately, and to the region as a
whole, and indirectly — through preventing the fgneinvestments;
Internal political destabilization through adi®s against the lawful authorities(
including through political assassinations as an¢hse when the Prime Minister of
Serbia Zoran Djindjic was murdered), demotivatidrthee population and failure
of the public confidence in the state institutions;
Acquiring financial and material power throudlegal traffic of drugs, weapons,
persons and commodities, which in the long rurnuaesl to destroy the state and to
corrupt society ( I'd use as an example the faat the number of only women and
children trafficked illegally through the bordersceeds 100 000 annually, while
80 percent of them are not of age);

- Reproduction of the criminality.

The weapons accumulated during the conflicts & récent history of the region
remain a common problem of the Balkans. The weapoastill transferred to different parts
of the region or are hidden by the civilian popiaiat

Another group of concrete risks that are typiohthe region, are the historically
accumulated and multiplied hostilities and ethniomlerance. In some of the countries and in
separate regions there are attempts at ethnicahgiley, hidden and open counteraction
against the refugees who come to their homes, ghrovhich a potential of arising tension
remains ( for example Kosovo, Sandjak, Soutlsenmbia, FRY Macedonia).

And again, the unsatisfactory economic resultgmyioyment, poverty and despair
that accompanies them, lead to social tension,eptéeng ethnic tolerance and reconciliation,
enlargement of crime-generating base, “brain dngihand a series of other negative issues,
which undermine peace and stability.

As a summary, both the risks, threats and chaderig security common to the
region, and the ones specific to the separate geanby virtue of the expected negative
effect, imperatively impose the necessity of systierplanning and application of measures,
which are both national and coordinated among thentties to counteract and neutralize
them. It is more than evident that the multi-aspéithensions of security — political,
economic, military require an adequate reactiotiéorespective risks and challenges.

With respect to the limited time and without igimgr the economic aspect of
security and its fundamental importance, | will dwaiefly on the basic instruments for
strengthening security on the Balkans in militapj{pcal and military aspect.

The intensively increased role of the collectieelgity and defense brings to the
foreground the international institutions, initiegs and the respective programs. In this
respect, we have to underline in the first plaeedpecific role of NATO for the region and
the enlargement of the Alliance, including RfP as iastrument of strengthening the
interaction with the partner countries in the settnt of crises and conflicts. In the past

68



several years, through the implementation of thealed Membership Action Plan (MAP),
real progress was made by the aspirant countri@paatious experience was accumulated as
a base for strengthening security in the wholearegi

Experience of this kind, of countries like Bulga@nd Romania, that have gone
through an uneasy period of the implementation &fFvand the respective National Annual
Programs, is invaluable with its achievements, tofate errors and lessons learned.All
these could be of great interest and benefit ferstiates who are at the beginning of the way
towards European and Euro-Atlantic integration.

Let's look at the case of Bulgaria that receittegl invitation to NATO at the Prague
Summit in November 2002, as a recognition of th@rmwus purposeful efforts and
respective results in fulfilling the respectiveteria.

In the period 1997 — 2002, a major Reform wagat&tl and conducted in the area of
security and defense, respectively in the Armed&aiThe way to NATO was layed out by a
number of activities of crucial importance, amohgr:

NATO countries “Know-how” and experience was vastiydied and ideas, concepts and
plans widely coordinated with leading partners &rtdre allies ( Greece and Turkey are
an excellent example with their support );

Democratic control was established over the Armedé&s and Defense as a whole;

A series of fundamental documents was developed ahapted, reflecting the
contemporary changes in the security environmeugt @& principally new Defense and
Armed Forces Law, National Security Concept, Natloudlilitary Doctrine, a Military
Strategy, Military Doctrines of the Services — ArmNavy, Air Force, etc.);

The PfP Program, including the individual for Buigaparameters, was conceptually and
practically used as a transition to the NATO mersbg;

A major part of the Defense system and the Armeddowas restructured in compliance
with those of the Alliance countries and structures

An ambitious Plan for the Organizational and Surced Development of the Armed
Forces was realized (the so called “Plan -20041) enplemented till now, almost a before
the deadline — 2004.Greatest attention in the R paid to the following objectives:

- Considerable reduction of the Armed Forces perdommel the heavy Cold War
armaments and equipment;
Restructuring of the whole AF system in complianai the one adopted in NATO,;
Building-up smaller, but modern mobile, flexibledacombat-effective Armed Forces - at
the expenses of the released resources.Creatingcagabilities adequate to the whole
spectrum of conventional and new threats;
Professionalization of the Armed Forces and modatiin of armaments and equipment
according to the NATO standarts;
Achievement of interoperability with NATO in the iprty areas and levels ( e.qg.
language, structural, operational interoperabikty.);
Special attention to the new type of missions, eislg preparation for peacekeeping and
peacesupport operations;
Reform of the military education and training syst® accordance with the ones used in
the Alliance countries.

The Defense Reform as a whole was founded thotpugh the principle of
combaining the national with collective defense.
In summary the implementation of the Defense Refpltams has brought to substantial
practical results, that obviously could be a cdmition to our regional security:
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In the period 1997 — 2003 the number of AF persbmres reduced from 105000 to
45000;

In the same period out of 96 garrisons with 858tamy units the reorganization brought
to only 57 garrisons with 181 units;

A process of transition from conscript to fully fessional AF was started and now
already 6500 professional soldiers, airmen andsadre serving.According to the plans
till 2006 the Air Force and the Navy will be fulprofessional, and the Army — till 2010
latest;

A decisive reduction of heavy armaments went thinougfrom 5210 pieces ( tanks,
combat armoured vehicles, over 100 mm caliberlengilsystems ) — to 2552, an almost
50% reduction.Combat aircraft were cut from 2092pand Navy ships — from 90 to 62;
The General Staff and the Services Headquarterhl (AF) were restructured towards the
NATO system.New structures were created in thisteodn— Strategic Communication
System Command, Logistics Command and Special tpesaCommand.In the same
manner a Forces restructuring went through, crga@én principally new type of
organization — Defense Forces and Deployment Fprces

Finishing until the end of 2004 the “destructivedrpof the Defense Reform, by a plan,
prepared together with our NATO partners, a procdssiodernization of the AF with
new armaments and equipment will actively starbfties are given to C4l systems, Air
Defense, modernization of the airbases to NATOd#ass, logistics and others ( it is
worth to mention, that part of the new technologaiready operational - e.g. ASOC —
Air Sovereignity Operation Center, one NATO standdaairfield, a modern Brigade Field
Communication and Information System, modernizatibMIG-29 combat aircraft, etc.);
Major achievements are a fact in the area of ipemability with NATO, especially in
language and operational procedures accordingeteepective standards (STANAG);
The substantial changes of the military educatiwh teaining system have brought to life
a new type of officers, non-commissioned officemsl golders, capable to act effectively
in modern combat and non-combat operations andoniss

Summarizing, | would like to point out, that build up military capabilities on the
example of the developed NATO countries is onéneffoundations for achieving security in
the Balkan region in its military dimension.

Let's now briefly look out at the Partnership eace Program as another element
of regional security. Most of the countries on Badkans have now a pretty good experience
and proved by practice real positive results afdeaements.Others are just at he start.But no
matter the difference between the individual caaewajor point should be kept in mind, and
this is the proven indisputable success of PfPth be a means of learning and preparation
for further integration, and as a factor of exigtmow and dynamically developing security.

As far as PfP is well known, | would just mentianse more important issues and lessons
learned.

First, PfP is an excellent means of mutual undedihg and building up confidence
between the partners.

Second, PfP is giving the countries on the roadurbatlantic integration a unique
opportunity to enjoy developed nations’ knowledgel &xperience in the security area , in
both theoretical and practical aspects.

Third, it is giving a chance for a “step-by-stdparning process and a respective
developing a precious political and military potehtn the sense of national and collective
security as well.

As a whole it can be looked at as the absolutetessary doorstep to achieving the
final objective of full size integration for theagity benefit of the nations.
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Additionally, it makes sense to underline sevestiler major points of the PfP
experience in practical aspect:

The imperative need for a thorough planning ancerd@hing the priorities of the
Partnership Goals (PGs) in coordination with exgrered partners, and full respect for the
available financial, materiel and financial res@&¢ absolute appetite for “the more, the
better” PGs doesn’t work in life and brings to thenseless loss of resources, human
potential and time);

Secondly, the active participation in PfP and ‘“ire tspirit of PfP” exercises has an
invaluable positive impact on the improvement oé gholitical-military potential and
military capabilities of the countries-partnerseftects in a similar way the continuous
build up of collective security in the Euroatlantituropean and regional dimensions.

As stated before, the status of the countrieintt®astern Europe in the collective
security sense is different — ltaly, Greece andkdyras full NATO members, Bulgaria,
Romania and Slovenia as invitees, others workinylé® and/or PfP, and others — just at the
doorstep of PfP.All this, based on the developingcesses of democratization and
cooperation, gives PfP a unique chance for thedutis a means for sharing experience and
faster integration of the countries, being nowdne or other reasons behind.The Government
of the Republic of Bulgaria and the rest of thet&tmstitutions deeply understand this
necessity and are ready to offer their cooperatimhassistance.

Regional initiatives have also a substantial g¢bation to security.From political-
military perspective the most effective among thara: the Southeastrn Europe Defense
Ministerial (SEDM); the Multinational PeacekeepikRgrce Southeastern Europe, a Brigade
size - SEEBRIG; Engineering-Construction Formati@gutheastern Europe Simulation
Network — SEESIM; Satellite Interconnection of tkiditary Hospitals in SEE — SIMIHO;
Black Sea Force — BLACKSEAFOR, a Black Sea coustNaval Task Force; meetings of
high profile political and military leaders in diffent formats ( e.g. of Ministers of Defense
and of Chiefs of General Staffs “2+2” — Bulgariag€&ce, Romania and Turkey.

The Southeastern Europe Defense Ministerial — SEDMs established as a
mechanism for the transition of SEE to a regionseturity, stability and prosperity and
consists of periodical meetings of the Ministerefense of the 10 member-states (Albania,
Bulgaria,Croatia, FYROM, Greece, Italy, Romaniagv@hia, Turkey and USA, and Ukraine
as an observer).

SEDM is institutionalized — in the periods betwdba Ministerials meetings of the
Deputy-Ministers of Defense and Deputy- Chiefs eh€ral Staffs are being held.

SEDM outlines the framework of a dynamic militgrgrtnership in the region with
the objectives of increasing the potential of tiefar participaton in PSO and improving the
confidence and the transparency in the countrigslations. The process is closely
interconnected with the integration of the coustrid SEE into the transatlantic community
and is a forum for sharing values.

SEDM is extremely successful and as a resultraben of important other regional
initiatives are brought to life: SEEBRIG, the mnoé#tional Engineering-Construction
Formation, SEESIM, SIMIHO.At the 6-th Ministerial aw authorized a new initiative
“Defense/Military Support of the Fight against Taersm, Non- Proliferation of Weapons of
Mass Destruction and Border Control”.
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The Multinational Peacekeeping Force Southeastewmrope — SEEBRIG was
established by signing an Agreement in Skopje, FWROn 29 September 1998, between
Albania, Bulgaria, FYROM, Greece, Italy, Romanial afurkey.Croatia, Slovenia and USA
have an observer status.For the first four yearshefBrigade's existence the permanent
Headquarters of SEEBRIG was stationed in Plovduug8&ria, and since July 2003 has moved
to Constantsa, Romania, according to the rotatiorciple.

SEEBRIG is an outstanding example of the developn regional military
cooperation and is oriented to deployments for RSthe region.On the" of May 2002 the
Brigade was declared operationally ready.By org#tion SEEBRIG comprises a
Multinational permanent Staff for command and colnémd units, allocated by the member
states.

Throughout the existence of SEEBRIG up to nowptahas been achieved: all
politico-military concepts and documents have bgerked out by the supervising body — the
Politico-Military Steering Committee (PMSC); therpenent Staff has prepared the full set
of guidance and operational regulations and goneugh intensive training; in the same
streamline national units have been trained anplavesl.

An impressive number of military exercises has nbemiccessfully realized
(Command-Staff Exercises “SEEBRIG-99”, “SEVEN STARS 2002”; Field exercises
“SEVEN STARS- 2000” and “SEVEN STARS-2001"; parpation in the Simulation
exercise “SEESIM-2002” and others).

With the soon expected procurement of a modern r@amcatio-Information
System, SEEBRIG will become fully operational aeddy for deployment for missions in
the region.

The Engineering-Construction Formation is a malimnal one in the SEEBRIG
format. In the form of exercises it has succesgfatimpleted a series of infrastructure re-
construction projects: CORNERSTONE - 2001, Albaniapad reconstruction;
CORNERSTONE-2002, Bulgaria, bridge and orphan skhoceconstruction;
CORNERSTONE-2003, Romania.

Satellite Interconnection of Military Hospitals iS8EE (SIMINO) is pointed of
professional exchange in the area of military medidhe project is still at the phase of
coordination of the concept.

Black Sea Naval Task Group — BLACKSEAFOR:

BLACKSEAFOR is a regional initiative with the pigipation of Bulgaria, Georgia,
Romania, the Russian Federation, Turkey and Ukr@lhé¢he countries with direct access to
the Black Sea).After the Agreement, signed in Istdn Turkey on 2 April 2001,
BLACKSEAFOR has gone through three successful atitias, the latest — this summer.The
main objective of the Naval Task Group, comprisivagships on a “call-on’basis from every
participating Navy ( 4-6 ships for he hole formati9, is bringing a contribution to
confidence-building and good neighbor relationsMeein the Black Sea countries.

Following the present status of BLACKSEAFOR, itaimtasks are: participation in
Search and Rescue (SAR) operations; humanitari@matpns; minewarefare defense; -
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environment protection; improvement of interopeibibetween the participating Navies;
visits of good will to ports.

The obvious contribution of the European Union YES in the political and
economic dimensions of security.There is a gregiehibat with the pending in short term
enlargement of the Union with new countries frora tkgion, the perspective will become
even better.But it will be not only through theolsb of the economic growth of the old and
new members.Regional security and stability casupported by a new factor in the face of
the European Security and Defense Policy (ESDP) taedrespective military arm of
EU.Missions of EU in favour of security can becomere common and effective, under the
condition of an active participation of the membtates, of course.The progress of building
the European Rapid Reaction Forces and the mechsifies their use will allow the Union to
respond to a variety of security challenges in parand beyond and in general assume more
responsibilities in the sphere of security and dede

Yet, some has to be seen in the forthcoming fears, and this is the resolution of
NATO — EU and US — Europe discussions on secunty @efense and the distribution of
responsibilities.Apparently sharing the burden afidcation of resources to defense will
remain of prior importance and a key element fonicg to a solution.

Finally, let me thank once again the organizergtie kind invitation and express the
deep belief of the leadership of the Ministry off€ese of Bulgaria, that the young leaders in
the countries of SEE will, by common efforts, gaue extensive contribution to the peace and
prosperity of our nations.
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Uncmumym 3a LikoHOMUYECKA Nonumuka

€conomic Policy institute
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Ralitza Dimitrova, Chief Expert, EurointegrationrB¢torate, Ministry of Foreign Affairs,
Sofia; Prof. Adrés Inotai, Director General, Instie for World Economics, Hunmgarian
Academy of Sciences and Krassimir Nikolov, SempeH, Institute for European Studies
and Information, Sofia

Andreas Somogyi, Councellor, Moinistry of Foeridgfais of the Republic of Austria,
Vienna; Prof. Andras Inotai, Director General, litate for World Economics, Hunmgarian
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Academy of Sciences and H.E. Dr. Tonci Stanicidyassador of the Republic of Croatia,
Sofia

Ilvan Yordanov, Director for International Co-opei@t, Ministry of Defence, Sofia

Disscusions at the Working Groups
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Panel: Results of the Convention — the Road ahead

The Convention on the Future of Europe
A Member State's Perspective

Thomas Ossowski
Counsellor; German Secretariat to the EU Intergowaental Conference
Auswaertiges Amt, Berlin

The working procedures of the Convention and theftdfuropean Constitution itself are
together paving the way for a progressive step tdsvBuropean integration which has rightly
been called “historical”; even though it means turally - a hard-fought over compromise,
which has wrung from all participants a numberaicessions.

As for the German side, it would have preferredaarcourageous move in some areas such
as the Common Foreign and Security Policy. Howetlee, draft Constitution does not
represent an agreement on the basis of the loveastnon denominator, but instead a fair
exchange of interests between new and old, smdlllange member states. This is a direct
positive result from the convention metheodhich has enabled us to find solutions to
guestions which have proved unsolvable at all pieviGovernment conferences. Hence, this
method has been prescribed for all future congiitat amendments.

Union of Nations and Citizens

The Union is — this is more evident than ever -indef as a unique transnational body
functioning as both a union of citizens and a urebnations. On the one hand, it rests on its
member states who remain “masters of the treat®s’the other hand, the Union enters into
a direct relationship with the EU-citizens in bathections: the citizens, in the European
Elections, have a direct vote on the compositiontld co-legislator (the European
Parliament), and thereby will in future be ableimnfluence the staffing of the Union’s
Executive Management Body (the Commission). Equallg Union is invested with public
authority over the individual, such as in the dieapplied European Law.

The inclusion of the Basic Rights Charta as a ajreur European Value System in the
Constitution was one of our fundamental goals.

Institutional Balance of Power and Capacity for Acton

In achieving institutional reform, another impoitdacet was a dissolution of the conflict
between equality of States and equality of theerts (one vote for each State, one vote for
each citizen), which form two equal and yet in masgpects contradictory constructive
principles of the Union. This was given expressiothe redefinition of the qualified majority
as a “double majority” of the member states and iszens (Art. I-24: 50% of the member
states, 60% of the citizens).

In reforming the institutional structure, the FeleGovernment was particularly concerned
with strengthening the institutions of the Europ@amliament and the European Commission
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and thus, the community princip{@s opposed to the intergovernmental principle$. Has
indeed been accomplished: the Commission is keepgngionopoly of initiative and its
central role in the application of Union law.

Our goal to retain the Commission’s capacity ofactvithin an enlarged European Union is
being achieved by its reduction down to 15 meml§President, Foreign Minister of the
Union and 13 “European Commissioners”). In thiscess, the equal rotation between the
member states manifests the idea of the equal nrestdites (new regulation will apply from
2009).

The Union’s democratic legitimization will be hetghed by the strengthening of the
European Parliament (among other areas, in the dtag field): the common decision-
making process which involves the European Cowrwuil Parliament having equal decision
making powers, apart from a few exceptions, leadsregulatory lawmaking process. In this,
too, the Union’s dual nature is being expressethé@majority of cases, the Council’s vote as
representative of the member states, and the Eamoparliament’s vote as representative of
the Union’s citizens are of equal weight.

One of the issues central to us was the electiohefPresident of the Commission by the
European Parliament, thus reinforcing his demaciagitimisation. The Convention decided
to implement this necessary democratisation ofdbmmission.

Aside from strengthening of the Union’s executivaigs, the Union acquires more acting
continuity by the establishment of a more permarmdt of President of the European
Council. Various member states were sceptical attwsiand wanted to retain the established
rotation model. Their well justified concerns wéagen into account when the new post of
President of the European Council was given notgreaea of competency than the previous
post of rotational Chairman and the President'&stagere clearly delineated in contrast to
those of the Commission’s President and the Europeaeign Minister.

Acceptance through Transparency (Who does what irhe European Union?)

The draft convention proposes the subdivision ohgetencies into exclusive competencies
of the Union, partial competencies of Union and rbenstates and supporting measures by
the Union.

In this context, the principle of subsidiarity i$ particular relevance as it is designed to
ensure that decisions are as close to the citiz&nspossible, and thereby readily
understandable. For the first time in history, adhee to this principle is being checked, in
the political area, through direct reaction by tiaional parliaments (early-warning system),
and, in case of conflict, via their own right ofngplaint.

Proximity to the Citizen
A “Convention on the Future of Europe” should notyosecure the acting capacity of the
growing European Union but also improve it anchatsame time, bring European integration

closer to its citizens. The Convention has fulfllthese rather highly pitched expectations.

The election of the Commission President by theope@an Parliament has already been
mentionned. By virtue of the new European CitizefPstition Protocol, one million citizens
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(0,2% of the entire membership of the enlarged EaBy demand from the EU to submit a
proposal and thereby have exercised direct infleemgon the lawmaking process in an
individual instance.

Generally, structures and procedures are being mmame transparent and easier to follow.
Most importantly, the current number of 15 differgypes of EU legal acts will be reduced to
6, thus introducing a clear hierarchy of legal acts

Common Foreign and Security Policy

Germany'’s primary long-term goal is the achievenudrd strong European Union capable of
direct action. The draft Constitution will strengthand enshrine the Union’s potency and this
will achieve a positive result for the whole of Bpe. In this context, 3 points deserve our
particular attention:

- The draft convention proposes increased mutualut@i®n among member states,

- Europe will be represented in the field of direoteign policy in the shape of the
European Foreign Minister. He/she will chair theu@ail of Foreign Affairs and at the
same time, will be vice president of the Commission

- Regrettably, the decision making process will bechamged within CFSP, i.e.
following the unanimity-system, except in a few iied cases. We would have
preferred a broader application of the majorityhpiple.

European Security- and Defence Policy

Since the European Council in Cologne in 1999 figfld of security- and defence policy has
seen considerable positive change. The Union tkas tap two crisis management operations
in the Balkan and in the Congo and declared itdiness of leading a military operation in
Bosnia-Herzegovina. In spite of this, the ESDH stidjuires further qualitative development,
for which the Convent has now set the course. fatlg the German-Franco Summit in
Schwerin, the Federal Government, together with Fhench Government, has compiled
proposals for improving the ESDP such as by inteotly the possibility of structural
cooperation, establishing an agency for armamesgarch and military capability as well as
a solidarity clause for answering terrorist attagkd natural or human-caused catastrophes.

Coordination of Economic Policy

Economic cooperation in Europe, especially in theoEZone, will have to be considerably

intensified. In order to ensure better coordinatb@tween the communal politicians and the
national trade and tax policies, a firmer instdofl framework is needed. This has been
partly alleviated by the strengthening of the EGr@up in the Council, but there will also be

more areas of independent decision-making for tim®-states in the Council in future. This

will concern such important aspects as pinpointingse parts of basic economic policy

which concern the Euro-currency-states directly #redforeign representation of the Euro-

Zone at international financial organisations saslthe IMF.

In the field of majority vote pertaining to taxatiowe would have supported further
integration. In order to secure the EU’s capaa@tgdt in this area which is so vital for internal
trade, we need decisions by a qualified majoritythnse taxation problems which are
intricately linked with the internal markets.
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Areas of Freedom, Security and Law

The draft convention shows remarkable progresdigessin the fields of justice and internal
politics. These areas — where reservations on thengs of national sovereignty have
traditionally been strong — has been made comminased and widely incorporated into the
regulatory procedures. This was based on the adkdgement that crime knows no national
borders and thus, it can only be fought by coopmrateyond those borders. In this context,
“Eurojust” will be redesigned as a coordinationfgofor the national public prosecutors’
offices.

Police cooperation will also be considerably enledn@t Europol, changes have now been
made possible by European law improving the petspescof future development. Germany
has been actively supporting the transpositiomefdaperative powers to Europol as well.

Immigration policies will be dealt with by majoritylle except for the immigration of third
states’ citizens into the labour market where tieeniber states’ competence will be prevalent.

In addition to these political advancements, thaqmtion of the individual will be improved
in that the path of approaching the European Caiudustice will be widened. Germany has
been instrumental in introducing the Court’s capeici the CFSP in order to fill the gaps still
existing in the area of protection of the indivilsiaights. Natural and legal persons will now
be able to lay official claim against restrictiveasures affecting them.

“Ever closer Union”

The Constitution’s concept is of a dynamic natum, it not only strengthens the Union’s
capacity for action but also opens up longer-teemsjpectives of development. In this context,
taking up the proposal of deciding the transitioont the one-vote to a qualified majority vote
system (so-called “Passerelle”) has been a breakght It creates the possibility of transition
to qualified majority vote for those areas wherés tls not possible under the current
Convention.

United in diversity

The Government Conference, which will only coves pgolitical arena and probably only last
a few months, will be of a fundamentally differewture to all previous conferences in that it
is already presenting a complete draft treaty. Ndlyy the temptation will be great to follow
this up by post-negotiations, and several voicege haready been heard proposing this.
However, those who question the consensus agremdinghe Convention, will have to bear
the responsibility for finding a new consensusthiis respect, the Convention’s result will be
binding, especially since the Convention has cteatew avenues of identification for the
European Union’s citizens by its decisions. Morantlthe national anthems and flags which
emphasize the national element, the new motto édnih diversity” describes Europe’s
strength — it never strived to be a “melting pditit to value the diversity of its cultures, ways
of life and traditionally grown structures as aasere which must not be subsumed into the
EU but be part of its whole.
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Is There a Cleavage Between Small and Big Countries
The Position of the Convention and of Austria

Lothar Jaschke
Minister Councellor of the Austrian Embassy, Sofia

| extend a warm welcome to all of you who cameisteh to this last lecture of the EPI
Seminar 2003. Thanks to Ms. Markova and Ms. Mlagarfor organizing this conference at
such a lovely spot close to the beaches of thekBbaa.

| am grateful for the title | have been given foy tacture. It is very provocative. It suggests
that there is a kind of cleavage between big anallsstates. Is there any? From the outset: |
do not believe so. And | do not like the expresdiamand small states. We never used this
expression in the Council Secretariat in Brussdisre | worked prior to my posting in Sofia.
It goes against the presumption and the principlequality of Member states which is a
fundamental principle of the Union and has beenhemsd in the text of the draft
Constitution. There is no logic in it. Why?

When talking, at all, about the interests or thsifans of big and small states — or, if you
prefer and for the sake of the topic, bigrsussmall countries -, we should differentiate
between the 1) general approach towards Europeagration, 2) development of the EU
policy and 3) its institutional set up.

1. Throughout the history of the Communities/Union tthéerent stages of integration
reflecteddifferent concepts about the very nature of Europea integration, opposing
pro-integration forces and advocates of a moragoigeernmental, confederal integration
mode. Depending on the stages of integration @iffecountries can be grouped on either
sides, but this grouping does not follow a smatkus big states pattern. This conflict is
still present but has lost its relevance, the dismn is often surrealistic and outdated for
the current constitutional arrangement of the Unicend undoubtedly also the one after
the next IGC - reflects both elements as the omgaitegration process evolves along
lines, which display characteristics from both igtevernmental and supranational co-
operation.

The Paris and the Rome treaties had a built inrédimality and, consequently,
the Union is now, more than ever, moving towardederal system, whatever its
name. The Convention’s proposal to introduce them@anity method to all areas
of Union policies is, for me, its major achievemand testifies to such a system.

2. In policy terms there is clearly no cleavage. Both small and ates have developed the
extensive acquis communautaire in the environmiehd + just to mention one area -;
both have voted common positions and common acdaodshave developed the European
Common Security and Defense Policy up to the pafitdking over military operations in
Macedonia, Bosnia/Herzegovina and Congo. And bdatehrefined the institutional
arrangements such as the reinforced cooperation.

3. As to theEU institutions: the first Community, the European Coal and S@&hmunity,
was composed of three big and three small MemhbgesstWith the ensuing enlargements
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of the Communities/Union the institutional balargged towards smaller states which
are, in a strict mathematical sense, over-repredeintthe institutions up to a point that
ceteris paribusand in a Union of 25, Member states representsg than 50% of the
population would out power the majority. Thereftiie rules have been changed in Nice.
| do not argue against ,overrepresentation — achasnciple of power distribution in the
institutions - but for majority decisions.

| mentionedreinforced cooperationThis mode of cooperation will, | believe,
probably become more significant in the future &g tJnion is growing.
Reinforced cooperation is open to all Member stated based on the existing
acquis communautaire. It is even likely that itlvee initiated rather by small
Member states than by big ones, but this is orgyeasumption and depends on the
area of cooperation. Schengen is a case in galgo remember the possibility of
starting EMU on 1. January 1997 with one MembetestaLuxembourg. EMU
then was shifted to 1. January 1999 with 11 Mensketes, big and small alike.

Nevertheless, it would be ridiculous to ignore eliénces when certain
institutional issues are at stake. The compositibthe Commission is the most
emblematic example. | will come back to this qumstin a minutelnstitutional
guestionsare power issues with almost no leeway for trade-df concerns the
extent of influence each Member state exercisdsiwihe common institutions of
the Union; a fundamental question considering tiganational character of the
institutions which act beyond the will of the surhits Member states. It is true
that all along the Convention its chairman, Giscdifistaing, has had a natural
tendency to consult more often with representatfebig states and — together
with his personal leanings and an ,aristocratigtestvhere he often made his own
account - has taken their views into consideratmm much larger extent than
those of the small countries. Big states had mppmodunity to make their views
heard and get, largely, what they wanted.

But it is also true that the formula of the Conventitself favored small states
which were represented on the same footing astaigss— each with 3 full and 3
substitute members. One more remark: the convemirfge Convention and the
result — the constitutional draft treaty — are @ leiap forward in the process of
European integration and signify a change of pgradirom a Community of
states to a community of peoples and states. Ahdstset the Union firmly, more
than ever, on a federal path.

But still, I would argue against a strict sepanatad interests of small and big states. | rather
see small and big countries which largely accept dbnstitutional package tabled by the
recent Convention on the future of the EuropearoinAmong those countries which could
accept the draft text of the constitution, incluglits institutional arrangements are small and
big states alike. Among those who have some misgsvare also both “groups”, if you allow
me - small and big states. This tells us that theneot necessarily a dividing line between
small and big states even in institutional mattemnly used the word group for the sake of
the argument but | do not appreciate at all the iecreate groups or to talk about different
groups within the Union. Our European Union.
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Coming back to the discussion concerning@oenmission Whether the Commission should
be composed of representatives of all Member state®t is an ongoing discussion, which
came to the fore in Amsterdam, and has been ragiagsince. Both sides have their points.
Most small states — and this is, | think, a vemjitienate point - tend to prefer a Commission
where nationals of all Member states are repredefiithers argue that the Commission is not
a national but a European institution, which shoulnisue thebroad interestand push the
European agenda. In extremis this could lead tamr@ission, as we heard this morning,
with 15 Portuguese and 5 Belgian Commissionerse.Fiiis is the theory. | am convinced
that such an arrangement could never work. Whatldvéxe the legitimacy of such a
Commission to France or Great Britain? The Frenoteghment would care little about a
Commission where it is not represented at the @sphpolitical level — or at least it could
take this stance.

A broad Commission composed of representatives &lbstates with their different legalistic
and administrative traditions is, | think, a vallebnk to Member states' administration in
the capitals and in Brussels of which the Commissiannot act totally independently. The
institutional mechanism — the Commission propost® Council and the European
Parliament dispose — requires close cooperatiomdagt member states' governments and the
Commission. A broad Commission is simply more lemgte and efficient within the
institutional balance between Member states antitutiens and among these institutions. A
broad Commission also helps to familiarize anddgell;, the Union at home. For this reason
Austria has some misgivings about the Conventignégposal concerning the set-up of the
Commission: 15 full members of the Commission andnofi-voting members without
portfolios. Other countries — Finland, Hungary, f@eech Republic, Slovakia, Latvia and
Lithuania — share this view.

A meeting of 15 so called like-minded countrieskigubace in Prague on 1 September 2003
and, among others (see issues mentioned belowgusdied this point. Most of them are
~small countries®, but not all. The government ai&hd was also represented in Prague. The
like-minded countries’ meeting had been proposed ateeting of the so called Regional
Partnership which Austria is pursuing with HungeBigvenia, Slovakia, the Czech Repubilic,
Poland and the Baltic states.

Let me point out one thing: ever since the worldhe world, some are more equal than
others. Even if | really do not believe in a clegwar in different positions owing solely to
the size of Member states, | recognize that sommtdes carry more weight than others.
These are of course countries with the largest@nite. Often my boss in Brussels told me to
consult the so-called big countries if we had abpmm, but in the end we tried to
accommodate as much as possible the point of esargtry. Not least in order to avoid a
Coreper (meeting of permanent representatives ofide states) or a Council discussion.

In three weeks time, on™of October, the next Intergovernmental ConferefiGe) will
resume in Rome. It will take the constitutionalftitext as a basis for its deliberations. | dare
to say that most of the draft text will be confimleut certain issues — other than the
composition of the Commission and the leftover eésslike the Council Presidency rotation —
will be discussed. These are:

Role of theEuropean Council and its President/Chair— Austria would like to
see their job description clearly defined. The Fast/Chair should not pursue an
agenda of its own. The European Council shouldutgest to the jurisdiction of
the Court of Justice.
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Legislative Councit Austria and many other Member states clearly hmreblem
in accepting such a Council. It would mean to @eatCouncil which could
overrule other Council formations.

Voting in the Council: discussion will very likely turn to the mode oédaision
making — either by a variation of double majorityreverting to the Nice model
with majority of states, 73.4% of weighted votesl &2% of the population. This
is a point where the last IGC-battle was fiercelging. It is mostly a question of
vanity, prestige and standing for the Council narebtes but takes (qualified-
majority) decisions by consensus. Nice is ok fos#ia as is a simple majority of
states and population.

Another difficult point is theexpansion of qualified majority voting. We would
for example see QMV extended into the area of ti@@on Foreign and Security
Policy.

The name, role and place of the Foreign Minister of theEU, structured
cooperation in European Security and Defense Poli¢yudicial cooperation in
criminal matters are further possible items to be discussed.

Whatever its duration and its agenda | am convirtbedl the next IGC will not go
much beyond the Convention, | rather mean to saghninelow the ambition of the
constitutional draft text, und untie tkieaft constitution for Europerhe EU will then
— perhaps in early 2004 (and coming into effect2002007) - adopt a constitution,
another important stage in the process of Europgagration with Europe chartering
its own course of cooperation within — | dare tg sa — a federal system. We call it
the Community method. Thank you.
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Dinner in the Bulgarian resort “Golden Sands”

Dinner in the Bulgarian Resort “Golden Sands”



View to one of the venues of the Working GroupseaSummer Seminar
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