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Introduction

The Economic Policy Institute, Sofia in cooperatiith the EURISC Foundation,
Bucharest, initiated the Summer Seminar for Younglié Servants “Preparation for
EU Accession” three years ago (September 2000hiwihe framework of the joint
project of the Bertelsmann Foundation and the W&k, Washington: “Towards
European Integration — Network for Integration oén@al and eastern European

Countries into the European Union”.

This Summer Seminar seeks to provide expertisaraights through the participation
of outstanding experts, governmental and EU of#ci8pecial focus is put on urging

active discussions amongst the participants andpheakers.

The Summer Seminar targets young public servaats @ountries in SEE region, who
work in the filed of European integration. The fireo editions of the Seminar gathered
participants from Bulgaria and Romania. And thisryg&ge managed to bring young
public servants from Albania, Macedonia and Yugaslas well, and thus promoting
regional networking on a broader basis.

We believe that cooperation and networking areiatdor promoting prosperity in the
region. This initiative gives opportunity to youpgblic servants from the region to get
to know each other and share experiences. This ria¢ms$ our contribution to

promoting mutual understanding and exchange.

EPI maintains Summer Seminar participants’ netwand strongly encourages follow-
up meetings and exchange. The positive feedbackesisouraged us to continue with
this initiative, and we hope to be able to sustaml even broaden the scope of

participants next years.
We would like to thank all the organizations andggmmental agencies who supported

us during the past three years and made this sehmppen:

- Bertelsmann Foundation;
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- Ministry of Foreign Affairs of the Federal Repubtit Germany, the Embassy of
the Federal Republic of Germany in Sofia;

- The Netherlands Embassy special fund for suppdhedulgarian
transformation (MATRA KAP fund)

- The Assistance Programme for CEEC and NIS of thiefa Ministry for
Foreign Affairs of the Republic of Austria,;

- The Central European Initiative

We would like to thank also the Ministry of Foreigiffairs of the Republic of Bulgaria

for supporting this initiative throughout the years

Irena Mladenova

Executive Director
Economic Policy Institute

m—. . _—— ‘- =

Summer Seminar “Preparation for EU Accession” 20G2pup picture
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Bulgaria’'s Progress in the Negotiations with the Eropean Union

Russi lvanov
Head of Department, European Integration Directerat
Ministry of Foreign Affairs, Sofia

In the course of the past year Bulgaria has acHievesignificant progress in the
negotiations with the European Union. We openedot&ipns on all remaining
chapters and during the last two PresidencieseoEtitopean Union (EU) — the Belgian
and the Spanish one, we have provisionally clogedHapters. In the course of the
Spanish Presidency — the most successful Presidendgulgaria - we managed to
close 6 chapters — Economic and Monetary Union;igbdolicy and Employment;

Institutions; Free Movement of Goods; Free MovenodériRersons; and Taxation.

At the extraordinary session of the IntergovernrakeAtcession Conference held on 29
July during the Danish Presidency, Bulgaria prarisily closed also Chapter 25 -

Customs Union.

Until now Bulgaria has provisionally closed 21 cteap, which means that we are close

behind the 10 candidate countries that are morarasbd in the negotiations.

By closing the Free Movement chapters (free movemigoods and free movement of
persons) we successfully finished negotiations bosé particular chapters that
represent the very essence of the Internal Matkethis way, Bulgaria has actually
proved that it has advanced in the fulfilment dfe teconomic criteria for EU
membership: functioning market economy and abildycope with the competitive

pressure and market forces in near terms.

Behind these figures there are a lot of efforts smahe heavy and unpopular measures
that we have to be introduced in our economy ireoitd be in line with the other
candidate countries and be part of the fifth emargnt of the EU. For example, with
regard to Chapter 1: “Free Movement of Goods”, Btlg has to introduce data
exclusivity — a protection measure on generic plageutical products as of the end of
this year (2002). This is the same model like fonblary, however Hungary will accede

to the EU in 2004 and respective compensatory nmesims will then help this country
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with regard to this measure. This does not applButaria. Until now we have not

mutually committed a target date for accession.tA@oexample is the introduction of
VAT on all pharmaceutical products as of Januarg2@Q2. All these measures proved
to be very hard for the newly privatized Bulgariamarmaceutical industry, the public

health funds and the Bulgarian citizens.

Bulgaria has identified very exactly and preciséese difficult moments in the
negotiations and has put them in the supplememéymation on various chapters. So
these supplementary pieces of information contafeva but tangible and subject to
monitoring commitments. Besides, we have laid dtivase commitments in the Action
Plan elaborated for the periods of the respecti\lePEesidencies and related to the
Strategy on Acceleration of the EU-negotiations. &ying so Bulgaria wishes to

facilitate monitoring on the commitments takenhe hegotiations.

Actually, our achievements in the process of thertedotiations are reflecting the
progress of reforms in the country, the compliamgth the political and economic
criteria for EU membership, and the establishméat favourable business climate that
would guarantee economic growth and security ofespcThis progress reveals our
efforts to reform the judiciary system, to fightaagst corruption, to strengthen the
administrative capacity of the country, to creatgable economic conditions for small
and medium-sized enterprises, to build economieg@md to attract major investors. In
short, Bulgaria is a different country today as pared to the time when it embarked
upon the road of reforms. The process of negotiatiakes into account the changes
occurring in Bulgaria. By focussing our efforts e rapid and effective introduction of

reforms, we are simultaneously speeding up ourgvetion for accession.

What do we expect in the further negotiations:

Bulgaria considers realistic its schedule for cagtip negotiations till the end of 2003
and acceding to the European Union as of Janua9d7. It has presented its position
on the increased pre- accession financial assestamc market access, which are
intended to fill the gaps that will emerge betwdrigaria and Romania, on the one
hand and the 10 new EU member countries, on ther bidind in the period from 2004
till 2007.
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This gap will increase because the new accedingitdes will benefit from their
participation in the structural funds as well asnirthe direct payments system of the
Common Agricultural Policy (even though they mageige at the beginning only 25 %
from the EU-average level). This explains why tesemce of our proposal was that the
enhanced pre-accession strategy and financialheidid be equal to the allocation of
funds and direct payments for the new EU memberdy @ this context we could
expect that the existing difference between my tryuaind the ten from the first wave
will be diminished. We expect an intensive dialoguethese issues in the period of
drafting the enhanced pre-accession strategy,asiped by Commissioner Verheugen

during his visit in Bulgaria last May.

We hope and expect that the 2002 Regular Reporthen8trategy Paper will recognise
Bulgaria’s progress providing the necessary gradondhe EU Summit in Copenhagen
in December 2002 to confirm our target date, sujgpioby a Road Map, enhanced Pre-

Accession Strategy and increased financial aid.

Such clear messages are of a tremendous impotfianttes public opinion in Bulgaria.

The unpopular and difficult economic decisions with being backed by concrete
support may give rise to concerns that in spitésoefforts Bulgaria could be left for
indefinite period out of the wider Europe. And tindl not be a good example for the

region of South Eastern Europe.

It is in the interest of all European countries resunite the natural geographic,

geopolitical and cultural parts of our continent.
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Aspects of the Economic Criteria foEU Membership

Georgy Ganev
Program Director, Center for Liberal Strategies,fido

The economic criteria for membership in the Europé&mion (EU) have different
aspects, which are relevant for the developmendstlam policies in Bulgaria until, and
after the membership becomes a fact. They areetklat both the formal, and the
substantial aspects of the two economic critend, &fect both the negotiation process,
and the tasks of the Bulgaria public administratlmefore and after the Bulgarian

accession to the EU.

The present exposition deals with some of thesecspThey are, more concretely, the
specific reasons for the choice of the two critetieeir individual “bureaucratic” life
within the negotiation process, and their dynanfiaracter and meaning for the actual

integration of an accession country in the Europdaion.

+ Rationale of the economic criteria

When the EU adopted the economic criteria for atoago the Union in the fifth wave
of enlargement in Copenhagen in 1992, this decisias based on specific thinking
about what it takes to be an equal and respongidier in the common economic
space. At the same time, the formulation of theega had to be such that they allowed
both capacity for rigorous checking of the compdignand flexibility to be adjusted to

specific developments and individual circumstances.

Generally, the then members of the EU were condewith two main aspects of the
potential member states’ economies. The first viasittability of a certain country to
introduce market distortions in the common markebugh specific policies, which
strongly affect its macroeconomic balances, coupldt inability to use government
intervention to put a country in a position to bigible for significant aid through the

EU structural funds in a manner, which is not fiesdi by the philosophy of these funds.

The second concern of the then member states \&wharttacceding economy should be
capable of having normal economic life and would be forced by the competitive
firms in the Union in a position to objectively mkassistance due to inability of local

firms to cope with the pressures.
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These two concerns resulted in the two economier@i for membership. The first
concern was addressed through the demand that ahdidates need to have a
functioning market economy. Abstractly, when a fisrang market economy is in
place, the government cannot introduce signifi@istortions in the prices and in the
market signals, which structure the incentives cbnemic agents. Thus, both
introducing distortions affecting the whole commararket and/or leading to the

possibility of abuse becomes highly unlikely.

The second concern of the EU members was addrelsgedoth criteria. The
requirement for a functioning market economy metnat domestic firms in any
candidate country would be put in an environmerdguthentic competition significantly
before accession. The requirement for a candidatentty to have an ability to
withstand the competitive pressure of market forgesthe Union meant that a
significant proportion of the firms in the candidatountry needed to demonstrate
practical ability to compete with firms from the Idn. To demonstrate this, a candidate
country needed to show that its firms existed iprapimately similar environment as
their counterparts in the Union, and that they wsuéficiently integrated in the
production and distribution processes in the Unism,as to practically show their

ability to cope.

* The meaning of the economic criteria in the actuahccession process

Both criteria, thus, were rooted in specific andsanable concerns of the current
members of the EU. However, as anything put in wptldey took a meaning of their

own during the actual accession process and thetinign for membership. Their

formulation, with the goal of being flexible enougi allow adjustment to specific

developments and circumstances, left large areas tpinterpretation on the part of
the EU.

In effect, the criteria turned out to be neithdatige (the European Commission never
stops explaining that comparisons between diffecandidate countries based on their
regular reports about the economic criteria arearramted, because the criteria were
not constructed to allow comparisons between differcountries with their specific

circumstances), nor to be absolute (there are mo, fquantitative and measurable
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indicators which can point to a decision whethepantry complies with the criteria or

not).

The result is that there is a large amount of diszn on the part of the negotiating team
of the EU with respect to whether a country consgplieth the economic criteria, and
this discretion basically means that the opiniorihef European Commission is by far
the most important factor determining whether ada#ate country is economically
ready for membership. This discretion can, andnoffeused as a tool in the negotiation
process. This is a reality of accession, and shbeldecognized by the negotiating

teams and the policy makers in the candidate casntr

Having said this, it needs to be noted that gelyetiad European Commission has used
its discretion reasonably to further the negotmawocess, and, more importantly, the
reform processes in the candidate countries. IeHawed the negotiators on the part of
the EU to demand real rather than formal and nom@hanges in the candidate
countries, and to use a full range of “carrots” &stitks” in their attempt to make sure
that the future members indeed comply with the irequents and are “safe” from the

point of view of the practical concerns of the memtountries.

Thus the two economic criteria in practice boil dote actually convincing, based on
real data and on the actual practices in the gbeenlidate country, that the current EU
members need not worry about the two initial consexrhich stand behind the formal

wording of the two economic criteria.

* Dynamism of the economic criteria

One very specific aspect of the economic membershiferia is their inherent
dynamism, which renders them quite different frdma political membership criteria.
Changes in economic structure and procedures inUtlien are much more, more
regular, and quicker than changes in political dtrre and procedures. Therefore the
environment in which the different economies of &ae function changes significantly,

constantly and relatively quickly.

From the point of view of accession, this means$ ¢haandidate country may find its
compliance with the economic criteria may changeamdy due to its internal reform

processes, but also due to developments in thepEBanomarket itself. Thus a country,
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which at a given moment may have been in full coamgle with the economic criteria
at some point, may turn out to have an inadequatetare at another point of time.
Also, elements of a country’s economic structurieictv may have been adequate under
certain conditions, may turn out to be inadequatesupport the other elements of

economic structure unless they are significantlgrreed.

For example, the experience of Bulgaria’'s legaltesys shows that with some
qualifications it may be judged as adequate to reetioe normal functioning of the
market economy and can service the normal econaaticity. However, it can easily
be seen how if further significant reforms do nappen to this system, and if normal
growth, adjustment and integration of the Bulgareronomy to the global one
continue, this adequacy will quickly cease, andgBth will again not deserve the

qualification of being a functioning market economy

Thus, at the policymaking level it is important wew the compliance with the
economic criteria not as a state, but as a proedssh includes the achievement of an
appropriate level of flexibility and adaptabilityf aghe given country’s economic

structure to both internal and external changes.
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The Political Criteria foEU Membership —
Rule of Law, Minority Issues—Progressral Outstanding
Issues

Martin Brusis
Senior Researcher, Bertelsmann Group for PolicyeResh,
Center for Applied Policy Research, Ludwig-Maxiamb-University, Munich

Mathias G. Junkert
Assistant, Ludwig-Maximilians-University, Munich

In 1993 the Copenhagen European Council agreeemairc political criteria to be met
by accession candidates, which meant in particter stability of institutions
guaranteeing democracy, the rule of law, humantsigimd the respect for minorities

and their protection.

Four years later, the Luxembourg European Couti@kssed furthermore that meeting
the political criteria was an indispensable predoa before entering into accession
negotiations, whereas the economic criteria shbeld¢onsidered in a dynamic, future-

oriented perspective.

Institutional stability is different from “consolidion of democracy”. Consolidated
democracies can, for instance, be defined by doab#ge of government through
democratic elections. Moreover, there is not newmédgsa relation between the
legitimacy of democracy and its efficacy. Even lilete is a lack of institutional

consolidation of constitutional organs, represeveatonsolidation (which means the
position of parties and interest associations)abiginal consolidation (are there veto
actors and if, do they threaten stability?) andalfin cultural consolidation (civic

culture), the legitimacy of democracy is not toutinecessarily.

According to the assessment of the European Conumisand the Council, all
candidates, except Turkey, met the political catén 2002. In 1997, also Slovakia did

not manage to fulfil this criterion.

* Problems Across Countries
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1. Reform of the Public Administration for more i&éncy, Transparency and

Accountability

For years, the European Commission has been obgethie candidates’ efforts
regarding the reform of public administration arsdemphasizing the importance of
efficiently implementing, not only adopting laws.

However, there does not exist any EU blueprintabhee the specific design of public
administration is essentially a domestic affaird aherefore a matter of national

sovereignty.

In general, the European Commission requests al Gervice Law, as well as
independence, professionalism and stability for calhdidate countries, including a
Code of Ethics for civil servants and an Accesdnformation Law, as well as an

overall decentralization of public administration.

2. Corruption

Since corruption is a great threat for market eouee and free competition, the
European Commission again and again requestedcamtiption strategies in all
candidate countries. But corruption is still coesetl a reason for concern though all
candidates have made more or less progress ifidlus

3. Strengthening of the Judiciary: Does the JudiSigstem Work Efficiently ?

Concerning the judiciary, the Commission has alwstysssed the importance of an
efficient and independent judicial system. On the band, progress has been noticed,
for instance in the field of criminal proceeding3n the other hand, the Commission
criticizes single candidate countries because afcgcbudgetary resources for courts,

lacking accountability of the police and insiststbea modernization of Penal Codes.

5. Human rights and discrimination of Roma

With regard to human rights issues, single candidatintries need to deal with specific
human rights concerns. In Romania, homosexuality been decriminalized. The
reform of the childcare institution is well underayy but living conditions should

further be improved.
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Regarding police behavior in some candidate coesitrinore human rights training is
needed, as cases of ill-treatment are reported h®o European Commission.
Furthermore, efforts need to be taken to fightfickiing in women and children. Since
2000, the EU has attached high importance to theeimentation of the Directive No.

43/2000 on the equal treatment of persons, irréseeaf their racial or ethnic origin.

6. Minority issues

In Slovakia, the use and protection of minoritygaages was enhanced, as well as in
Romania, where university teaching in Hungarian besn established. In the Baltic
States the integration of non-citizens and legmhabn the state language continues to

be an issue of concern and has been implemented.

» Political Stumbling Stones

Despite all positive steps towards EU enlargentbete are still certain topics that have

remained unsolved so far.

1. The question of Cyprus is one very prominentngxa that could hinder the whole
enlargement project for yearShere is not any agreement yet between leaderseof t
Greek and the Turkish Cypriots regarding futureimdication. The EU supports the
membership of one single Cypriot state, but hasnoitted itself to accept the Greek
Cypriot Republic as an EU member. Otherwise thevalevbe a threat that the Greek
parliament could block EU enlargement. If the ersv@enktasch and Klerides fail to
agree on a form of federation, the Turkish part malt be integrated into the EU, which
makes a severe Turkish reaction possible.

2. With regard to the post-war decrees of the GCzslolrakian president Benes (so-
called Benes decrees), depriving ethnic Germans-Hamdjarians of their property and
citizenship and being the basis of mass expulsisri®gs been criticized that the decrees
would be incompatible with the non-discriminationngiple of the EU Treaty. Legal
assessment was initiated, but recently it was ooefil that the Czech legal system does
not contain any discriminatory provisions. Neveltss, Austrian populist movement

may oppose against EU enlargement due to the Riaueses.
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3. The referenda in Estonia and Latvia will deamhethe integration of these countries
into the EU. Since it is not clear yet, whethergeowill vote in favor of an accession,

the EU could be confronted with another stumblitogns.

4. Finally, there have been disputes about the eundd seats in the European
Parliament for deputies representing Hungary aedthbech Republic, a conflict still to
be settled.

5. However, on 19 October 2002, the EU got overtterohurdle. The Irish people
finally ratified the Nice Treaty, which describdsetinstitutional framework of the
enlarged Union. Without the Irish agreement, thargement would have been blocked

for an uncertain period.

Schedule of the enlargement process

« Common Position on CAP, Regional Policy, Finaneatl Budgetary Provisions
and Institutions already adopted;

e 23/24 October, the Brussels European Council naimestries that could conclude
negotiations; Council agrees on financial packagearly November;

e 16 December 2002, the European Council in Coperhatecides on those
countries an accession treaty is to be concludéd wi

* Spring 2003 - signature of the Accession Treatyil Ddecember 2003 ratification of
the Accession Treaties by the EU member stateshenaccession countries;

e 1 May 2004 - begin of membership. For Bulgaria d&amania, the European
Council of Copenhagen will adopt an updated Roag liad a revised/enhanced

Pre-accession Strategy.

With regard to the accession process, the Europe@m always tried to be seen as a
partner within the negotiations and as a referee@&ming accession preparation. But it
should be mentioned that there has been a lackeaf sub-criteria measurement and
equal standards for all candidates. It remainsetgden, if the accession preparation in
the recent years has been the best way to imphevéuhctioning of democracy. As a

matter of fact, accession preparation proved toabkureaucratic and technocratic

process where executive power often stands agaansaments and citizens.
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The Role of Cooperation within the Mediterranean awl the Danube-
Black Sea Geo-economic Areas

Marcel Moldoveanu
Deputy Director, Institute for World Economy, Ron@anAcademy, Bucharest

The beginning of a new Century and Millennium briaughe major shifts in the
evolution of the political-diplomatic, economic anclltural-human international
relationships, imposed a new philosophy on the igrciure of the world having a
favorable impact on the regional and global co-apen and integration process,
manifested in:

* The deeper restructuring and economic and sociatmein Central and Eastern
Europe, as well as in other fields in the develgmiauntries;

» The stronger international trade flows, as libeetlon of world trade is progressing
continuously;

* The gradual opening up of financial markets andcirestantly wider international
flows of capital, under the form of direct invesm® (the major actors being the
transitional corporations);

» The extremely rapid developments of technology;

» The persistence of a strong gap between the dexctlmpd developing countries and
of an enormous diversity within the latter, witlstaady economic growth, occurring
in South Asia and in certain regions of Latin Arcaribut insufficient in a large
number of African countries;

* More rapid development of co-operation at regioaatl sub-regional levels by
creating viable nuclei revolving within the world'siajor geo-economic and
strategic areas; the European Area, the North-AtarriArea, strongly opening up

towards Latin America; the Asia-Pacific Area.

“The Economic frontiers” have registered a greater mbility. The space for
productive activity, for trade, as well as for cilation of goods and persons becomes
globalized. | consider hat the phenomenon of giababn of economy will be marked
by the sharply stronger interdependencies betweerstates of the world, but on the
background of conditions specific to the respectjeographic areas and national

realities.
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One can appreciate that the interdependence andethgons of complementary
between the various players in the world economylead — in the 2% century — to

new approaches to the co-operation within the Aidrislediterranean and Danube-
Black Sea geo-economic and strategic areas. Theegyr of co-operation within the
two vast regions of the world will have to bringoab the creation of a framework
conductive to developing bilateral and multilateralations and to correcting the
negative trends, allowing an upturn in economicwgho Despite some limits and
insufficiencies and some patrticularities pertaintoghistory, to material and spiritual
culture, the Mediterranean and Danube-Black Seantdes belong to the same
civilization and are subject to the same systerhifiss just like other regions of the

world.

The Adriatic-Mediterranean-Danube-Black Sea ensemiliuropean and universal
vocation has a double significance, namely:

1. The wide opening up towards the African world, &ldle East's
and Asia’s world, which the Mediterranean region eahieve within
the Euro-Mediterranean Partnership (Africa’s andldi® East’s world
will be-long-in a new global context and at a neavgmeters — to the

European area of influence);

2. The opening up towards the North, Central and Ea&arope, which
the Danube-Black Sea Area will be able to carry asita result of

setting in motion the Rhine-Main-Danube Canal.

| think that, in working out the co-operation eqaai we must take into consideration
the defining co-ordinates which will trace the extan of co-operation ties within the
Mediterranean and Danube-Black Sea ensemble iditheentury, namely:
a) The geographical proximity, having favorableeeté on participants in the
co-operation ventures, effects generated by: lotkensportation cost; more
rapid trade flows; better knowledge of market reguients and a more realistic
evaluation of the degree of complementarily betwestous economies;
b) The ample resources of mineradjricultural and energy raw materials which

can be turned to better use at regional and glelal;
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c) The increased accumulation within some groupingshsas the custom
unions and the free trade areas, exerting poséffects on inter-regional
trade exchanges and on the share held by the merobetries in inter-
regional trade;

d) The imperative of rapidly joining the new Europeamd world structures,
despite certain contradictions and peculiaritiesl dhe dialectical play
between the forces favoring co-operation — on caredh- and those which
still support polarization — on the other.

e) The necessity to increase the power of negotiatioregional and global

level.

In defining the guiding principles of co-operatimme should also take account of the
fact that the two areas are in a crucial stagehdtssand restructuring, as there are
strong tensions and gaps in their levels of econ@nd social development. The actual
situation reflects the persistence of macro- anccrani economic disbalances,
particularly within a large number of developinguotries in North Africa and the

Middle East, as well as of Central and Eastern gema countries, which are in the

midst of restructuring and reform process.

It is considered that setting up of ttérld Trade Organization (WTO) will bring an
increased contribution by regional and sub-regi@agaéements to the strengthening and
liberalization of the trade exchanges. CreatiolVdiO aims, in fact, as one of its major
objectives, to reduce the risk of deviating thedérdlows, thus causing unfavorable
effects, especially on countries which are facingag economic difficulties, as these
countries are not members of regional economicgngs or bodies. Illustrative in this
sense is the unanimous position adopted by theelblrar states of the European Union
at the multilateral trade negotiations, expresshmg opinion that “regional groupings
favor a system of world exchanges, which shouldnloee open”. Moreover, the WTO
ministerial meetings had as a main object settl¢mernhe creation and implementation
of an international framework leading to harmon@atof world trade competition

rules.

In this vision, many Mediterranean countries andséhin the Danube or Black Sea

areas, still outside the EU (undergoing the stét@ining or that prior to this process
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and experiencing major economic difficulties initheansition to a market economy) —
will be able to use the opportunities offered by thew trade and co-operation
agreements and conventioNgith the rising absorption capacity of the Mediéerean-
Black Sea regional ensemble, these markets — fregda series of administrative and
technical obstacles — will be able to trade a laeggye of domestic products which do
not have access to the European Union or to otbddwnarkets.

| think that in defining and evaluating the devetmnmt of the co-operation ties within
the two regions, one must take into account theeapce gathered (achievements, but
also limits and insufficiencies) in this proces®ther regions of the globe.

The fact that the programs of regional co-operatod integration in Africa, Latin
America and Asia have brought about neither an msipa of interregional trade - as
required by the objectives set in this respect r adinality of some industrial or
infrastructure projects, has resulted from botre 8tructural deficiencies of these
economies (which have limited the potential efficies of the concluded agreements)

and also from the incompatibility between somearati and regional strategies.

Regional co-operation agreements and Foreign Dirednvestment —FDI can and
must stimulate competition, contribute to higheodurctivity through the introduction
of up-to-date, non-polluting technologies, botlpmduction, services and in the field of
education. It is a positive fact that the negabiasi within the OECD are heading
towards the necessity to conclude a multilatered¢@ment on investments, by creating a

common framework, sharing common interest and si@t ldorth-South relationship.

It is essential that regional arrangements sholidireate discrimination against third

parties.

The Adriatic-Mediterranean-Danube-Black Sea Aredsefe some of the world’s most
important material, financial and human resourcescancentrated, with an exceptional
tourist potential and an infrastructure, which &ng modernized) have the conditions
conductive to carrying out efficient co-operatiaojpcts.

The principal fields open for co-operation are: thensport and telecommunication

infrastructure, the energy system, ecology andigoyrthe small and middle-sized
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industries, trade exchanges. It is essential thatsiould think together over the
possibility of carrying out programs to strengthmmnoperation in the field of science

and culture in order to bring about a viable calt@ommunity.

The phenomena of economic recovery and upswingspiomous in many countries
within the two areas (in the context of continuatiof privatization process) and
correlated with a strengthening of co-operatiomegional level will lead to increased
attraction of foreign direct investments. This pbraenon will perhaps be visible not
just as a transfer of financial resources, but @sflg in quality terms, as a result of

technological and managerial inputs.

The world economic trends reflect the deepeninth@feconomic-social differences, the
disfunctionalities on the international financialdacurrency markets and the rise of
degree of concentration of the Foreign Direct Itwests (FDI). In this way, while ten

countries of the world receive two thirds of théatorolume of the global investment,

other ten countries have gained from only 1 % wf Wolume.

However, the countries in the Black Sea and Dararka received a low volume of
external investments in the first half of this déea

In working out the co-operation programs to beiedrout within the two regions one
must take account of the major factors stimulating Transnational Corporations

and FDI activities in this part of the world. Namely, thetivities based on advanced,
modern technologies, on a highly skilled labor &rthe use of simple, efficient forms

of economic and technological management.

The evaluation of viable ways and modalities ofalepment co-operation ties within
the geo-economic and strategic Mediterranean-B&ek areas — in the context of the
evolving regional and world integration and co-@pen — requires a series of
conclusions:
* The strengthening of co-operation will have to léada solid economic
foundation, with positive effects on regional séguand stability, and to
increased negotiating power of this regional grogpiin international

relations;

30



b)

The sine qua condition for implementing a viableatsigy — in the
framework of world competition — within the two areis the intermingling
of two essential components, namely:

Promoting dynamic and efficient co-operation veasuat regional level,
having positive effects on economic growth and cetitipeness on world
markets;

A large opening up towards the other major geo-ecoa areas of the world
(the American Area and the Asia-Pacific Area), whaontribution to
shaping the world’s evolution is decisive.

The strengthening and diversification of co-op@mtvithin the two regions
is not an alternative to the general and objecfwecess of European
integration, but a complementarily intended to divévalue to material and
human efforts made by participants in the co-op@nadgreements, with a
view to a more rapid development and modernizatfogconomic and social
structures;

The development of economic, tech-scientific, a8 asecultural and human
co-operation within the two areas will bring abaut adequate distribution
of efforts, a mutual exchange of values and infaioma with favorable
effects on the countries in the region;

Co-operation ties must, however, evolve in the seaf pointing out
veridical ways, which would remove the assumptind the reserves (fears)
expressed by some analysts and executives, acgamliwhich the launch
and multiplication of regional and sub-regional egnent will stray the
international trade system towards closed regiblwals, which would hinder
the globalization process;

Development of economic, tech-scientific, cultuaald human cooperation
within the two areas will generate a better allmsabf efforts, a reciprocal
exchange of values and information, having posiffects on the countries
in the region;

The co-operation ventures to be concluded withenttto areas can and must
be an adequate instrument of attracting foreigrestments, as they are
considered the most efficient mechanism for impleting know-how and

for carrying out large scale economic objectivele Tevelopment of free
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zones in this region will offer — through the cumt@nd tax facilities —
opportunities for carrying out a number of compéEonomic activities, that

might capture foreign investments, high technolsgeplicitly.

The financial regional institutions must be endoweith sufficient resources in order to
sustain the structural reforms and to carry oufeate of general interest. At the same
time, the joint programs and projects to be cargatithrough co-operation must find
audience with the European and world financial bsdCarrying out — more efficiently
— the co-operation programs implies — along with dvn effort made at national and
regional level — an increased contribution by thternational financial institutions (the
World Bank, the International Monetary Fund, thedpean Development Bank etc.).
Important financial resources could be attractedcdeoperation ventures, once the
reconversion of the arms industry speeds up orr@pean scale. It would be unjust and
uneconomic to destroy and not to efficiently uss tiuge military potential — built up

through huge material efforts — for economic depmgient.

In this sense, there is a need for stronger mamwoamic stability of the states in the

region, which would increase their credibility befdoreign investors.

Completion and efficiency of some bilateral, thpeetly or multilateral co-operation
ventures is, however, conditioned to a great extgn the existence within the
grouping or the respective community of a well-deped transport and
telecommunications infrastructure and of a modeanketing and distribution network.

The co-operation ventures and programs to be initi@d and carried out in the
Adriatic-Mediterranean and Danube-Black Sea Areas ray represent — by their
large scale and efficiently — attraction points formore countries,which - although
not geographically belonging to the two areas —raceptive to new approaches to the
world economic phenomena, obviously depending,heir economic interests and on

the new world geo-political co-ordinates.

The future of co-operation within the two aread Wwive to be tackled according to the
new dimensions of the strategy of development, mathe economic dimensions, and
the political and the (subtle and constructive)lahpatic dimension, which will all be
increasingly interdependent.

32



| would like, with your approval, to make some ddesations on the future of co-

operation within the Adriatic-Mediterranean and Dbe-Black Sea Areas, mainly

consisting of:

1.

a)

b)

Working out a Gradual Co-operation Program, haas@bjectives:
Promotion of regional economic interests in relatizith other geo-
economic areas of the world;

Launching Partnership and Co-operation Agreememitéch would define
viable ways of developing trade and carrying oubjgmts in fields of
common interests;

Promoting foreign direct investment — under a medid and long term
strategy — which would allow a transfer of highfpemance, non-polluting
technologies, would help implement new managemard marketing
methods and would facilitate free access to thermgtional network of
information and marketing, especially those alrepdgsent in the region.
Preparation of the Program and monitoring the wayg carried out would
have to be assured by a non-governmental groupadysts and experts.

In defining and wording the priority co-operatiohjectives, there is a need
for combined efforts by analysts and decision-mskerhich would — a
priori — lead to harmonizing positions. This dessérought about by the
fact that — under certain circumstances — the @ratjpn strategy adopted
by some bodies and institutions, sharing a regiovatation, might
contradict — in some points — a number of differofgions and priorities,
which are considered as expressing national irngeres

In defining the framework for co-operation and m#pation of various
players in this process, we must not start fromtdraporary phenomena
facing — in this stage — a large number of coustridgthin the two major
regions (particularly countries in South-East E@olm North Africa or in
the Middle East), but from an objective evaluatodrtheir material, financial
and human potential, which will be able to enter agional and world flow
of values, as well as the fundamental co-ordinatesheir development
strategy.

In working out the co-ordination programs, one ntake account - at the
same time —the better knowledge of the methods akvef the OECD
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Development Center on giving assistance on thid,fies well as adapting
these methods to their national and regional pagtiés. It might focus its
attention on organizing conferences, seminars,ogoies etc. And on
working out studies and summary papers, tackliegisimdamental problems

of developing sub-regional and regional co-operatio

By the virtue of the postulate “form of nationahraugh the regional towards the
universal”, which today is more truthful than amye — we must start off from global
reflections, but work at a national level, to caoyt, through permanent negotiations, a
viable co-operation strategy at regional and sgimrel level. In this prospect, there is
a need of thinking over the ways to integrate thenkr Yugoslavia Area within the

new European architecture, with positive effectsvomnld peace and security.

In spite of some specific features — owing to tllgfiierent stage of economic and social
development, technological level, material andrigial potential — the countries of the
Mediterranean and the Danube-Black Sea Areas fdli@asame systemic changes like
the other world regions and have common objectigeacerning the economic

objectives concerning the economic and social dgweént, peace and security

maintenance.

Defining responsibilities within the developmentrastgy at the level of the
Mediterranean and Danube-Black Sea geo-economas amethe prospect of the early
21% century, howevecalls imperatively for combining — on multiple levés — the

own effort with that of the international community which would give co-operation
a new structure. Through its geo-strategic positamd its sphere of culture and
civilization, the Adriatic will undoubtedly be tHaridge linking the Mediterranean and
the Danube-Black Sea Areas, giving new dimensiansd-operation ties at sub-

regional and regional levels.
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The Stability pact and the cooperation in the regin

Jani Bogoevski
Expert WT 1l - Investment Compact, Office of thecid Coordinator of the Stability
Pact for South Eastern Europe, Brussels

C SPECIAL CO-ORDINATOR OF THE

Pl STABILITY PACT

FOR SOUTH EASTERN EUROPE

Ladies and Gentleman,

First of all | would like to thank you for invitingne to participate in this seminar on
behalf of the Stability Pact for South Eastern percAllow me also to thank our hosts

for the excellent organization of this seminar.

| will start my presentation with a short introdioct of the Stability Pact and then | will
speak more about trade relations and the prospectmvestments in the region. |
suppose that most of you will agree with the opirtizat the Stability Pact was (and is!)
the first serious attempt by the international camity to replace the previous, reactive
crisis intervention policy in South Eastern Europgh a comprehensive, long-term
conflict prevention strategy. On 10 June 1999hatEU's initiative, the Stability Pact
for South Eastern Europe was adopted in Colognihefiounding document, more than
40 partner countries and organizations undertoogtrengthen the countries of South
Eastern Europe "in their efforts to foster peaemdcracy, respect for human rights and
economic prosperity in order to achieve stabilitythe whole region”. European and
Euro-Atlantic integration was promised to the comstin the region. The Stability Pact
is based on key experiences and lessons from wioddwnternational crisis
management. Conflict prevention and peace buildargbe successful only if they start
in parallel in three key sectors: the creation gkeaure environment, the promotion of
sustainable democratic systems, and the promofi@canomic and social well-being.
Only if there is progress in all three sectors aaself-sustaining process of peace be
achieved. The Stability Pact is a political dediaraof commitment and a framework
agreement on international cooperation to develspaaed strategy among all partners
for stability and growth in South Eastern Europée TStability Pact is not a new
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international organization nor does it have anyepehdent financial resources and

implementing structures.

Organizationally, the Stability Pact relies on 8gecial Coordinator, Dr. Erhard Busek,
and his some 30-member team. His most importatt iaso bring the participants’
political strategies in line with one another, tmdinate existing and new initiatives in
the region and, thereby, to help avoid unnecesshrglication of work. The

headquarters of the Special Coordinator and hiseofre in Brussels.

One of the basic principles of the Stability pactagional ownership. Cross-border and
regional cooperation is of paramount importancettier stability and prosperity of the
region. The infrastructure improvements are on¢hefmost visible signs of progress
for the people in the region. On the other hand (the SEE countries) should be
realistic in our expectations for financing of newojects, particularly in view of

declining level of donor finance support.

There is substantial regional cooperation in eneegpecially electricity. The EC-led
Regional Electricity Market initiative is cruciat ithis and will be complemented by an
assessment on prioritization of investment needsted by the Stability Pact and
supported by the German KfW study.

The Special Coordinator chairs the most importaniitipal instrument of the Stability
Pact, the Regional Table. There are three mairripe® (within so called Working
Tables) and added value from the Stability Pact:

» Assist the countries of the South Eastern Europmioe closer to the EU (through
signing SAP and becoming full members of the Union)

* Cross-border and regional cooperation-building reagconomy;

* Keeping stability and helping in resolving the remiag political issues between the
countries of the region.

The structure and working methods of the Stabifgct are modeled on the OSCE
process. A special feature is that at Regional\&ondking Tables, representatives of the
South Eastern European countries are, for thetfirs, on an equal footing with those

of international organizations and financial inditins in advising on the future of their
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region and in jointly setting priorities concernitttge content of initiatives in all three

working areas.

The European Commission and World Bank were appoitd coordinate the economic
assistance measures for the region. They jointiyrcn High-Level Steering Group in
which the finance ministers of the G8 countries, ¢buntry holding the EU Presidency
and the Netherlands work together with the reprtasiees of international financial

institutions and organizations and the Special Gioator.

What does the European Perspective mean?

In the founding document, the EU, which has assumnéshding role in the Stability
Pact, undertakes to draw South Eastern Europe €lclos the perspective of full
integration... into its structures"”, including ettead full membership. The European

Union and its Member States are collectively thesinmmportant donors in the region.

Moving toward European structures includes, in @ple, the possibility of full
membership of the EU. Countries wishing to be atdimust, however, first meet the
minimum conditions defined by the Council on 29 IN@©97 concerning democratic,

economic and institutional reforms.

As a contribution to the Stability Pact and an nimestep towards membership, the
European Union set up a new generation of Stabibizaand Association Agreements
(SAA). They are aimed at the five South Easternopean countries which so far had
no contractual relationship with the EU, i.e. AllrBosnia-Herzegovina, Croatia, the
Federal Republic of Yugoslavia and Macedonia. THe &gned the first SAA
agreement with Macedonia in April 2001. A similgr@ement with Croatia was signed
in October 2001.

| intend to speak more about trade relations batwbe countries of SEE and the

prospects for attracting more investments.
The countries of South Eastern Europe recognize bgponsibility to work within the

international community to develop a shared stratieg stability and growth of the
region and to cooperate with each other and majaoi to implement that strategy.

37



Seizing the opportunity to address structural $akst and unresolved issues will
accelerate democratic and economic developmenheinggion.

“These small economies must depend on internativadé and foreign investment to
stimulate competition, introduce new technologied encrease productivity in order to

raise living standards and reduce poverty.”

This comment from a World Bank repbin the countries of South Eastern Europe
reflects the fully shared view of the Office of tBpecial Coordinator of the Stability
Pact for South Eastern Europe (SP). Long-termaswile economic growth in the
region will only be possible if the countries arféeetively integrated into the world
economy. However, a decade of conflict and palitimstability led to economic

disintegration in the region and delayed the intatihn of market reforms.

Foreign investors are playing a significant rolethie sustainable development of the
SEE region, but capital flows have been modestiveldo other emerging markets,
neighboring Central and Eastern Europe in particuldoreign investors remain
cautious about the region’s prospects for profaaiplvestment opportunities. While
FDI flows increased in 2001 (approx. 3 billion Euro 2001 according to a recent
EBRD report), the projected FDI flow to SEE for 208 virtually unchanged from that
of 2001. This probably reflects, amount other gsinthe decline in “big ticket”
privatization and the danger of loss of momentunthm privatization process in some

countries.

The impact of the conflict in the region and theuléng economic stagnation can be
seen in the countries’ trading relations. The EWy far the biggest trading partner for
these countries. However, the shift to EU has bbesshpronounced in a number of the
SEE countries. Trade relations among the coungimegjuite varied, for example, each
of the Bosnia and Herzegovina entities (the Fetteraaind Republika Srpska) has
strong relations with Croatia and FR Yugoslavigeesively, and little trade with each

other. In 2001, there was still very little tradetween FR Yugoslavia and Croatia and
virtually none between Albania and Croatia. Theposition of exports (merchandise

trade) by product group has also changed little tive last decade. Conflict delayed
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reforms, privatization and restructuring and trssreflected in the composition of

exports.

From the outset, the Stability Pact identified &dberalization and foreign direct
investment as two key elements for the economiongtcuction of the region. In
January 2000, the Stability Pact's Working Tabledtablished the Investment Compact
and the Working Group on Trade Liberalization aadikation. The main aim of both
initiatives was to bring the countries of the regiand the international community

together to devise a way forward that will leagdtstained economic growth.

The SP Working Group on Trade provides a uniqueinfowhereby senior trade
officials from the eight countries of SEE, intetipaal organizations (European
Commission, World Bank, WTO) and third countriese(@any, Switzerland, UK,

USA) can work together to progress trade liberéilrain SEE. The Group has been
chaired by Macedonia since its establishment aeduK Government has provided

funding for a small secretariat.

The remit of the Working Group — trade liberalipatiand facilitation — can be
interpreted very broadly and the Group sufferedially from confusion among
representatives as to its exact role and respditisthi The decision to focus on trade
liberalization and to define “a road map for lideration” was vital to its success. It
allowed the Group to devote its scarce resourcédding a few things well” instead of

trying to be “all things to all men”.

In January 2001, the Group, under the auspiceleoStability Pact, convened a Trade
Policy Forum in Geneva in January 2001. This walowed immediately by a
Ministerial meeting at which seven countries enddra Statement of Intent to liberalize
trade in the region. They requested the Workingugrto prepare a Memorandum of
Understanding on Trade Liberalization and Facibtabefore the end of the June 2001.
On 27 June 2001, the Stability Pact Office hostespacial Ministerial meeting in
Brussels. This meeting concluded with a formal niig Ceremony for the

Memorandum of Understanding on Trade Liberalizagon Facilitation (MoU). The

! "Trade Policies and Institution in the CountriésSouth Eastern Europe in the EU Association and

Stabilization Process." Poverty Reduction and Batin Management Group, Europe and Central

39



Signatories to the Memorandum (Albania, Bosnia-dgawina, Bulgaria, Croatia,
Macedonia, Romania, Yugoslavia — Moldova associ#tsdf to the process although
with an extended timeline) also signed a Stateroklmtent on Trade Liberalization and

Facilitation.

This Memorandum is an ambitious document. It cotmmrthe Signatory Countries to

take concrete trade liberalization and facilitatleasures. These include:

 To complete a network of bilateral Free Trade agesds (FTAs) between all
countries of the region by 31 December 2002, inoatance with specified
provisions;

* To identify and abolish non-tariff barriers to tead

» To assess the potential for regional cooperatidraitie in services;

« To harmonize legislation across a number of tratked areas;

* To increase co-operation in areas such as standadisiccreditation, competition
and intellectual property rights; and

« To maintain open trade regime and pursue furtheetrliberalization within the
context of the WTO.

This MoU was negotiatesly the Signatory Countrieg=or the Signatory Countries, with
support and encouragement from the internationahnsonity. The Stability Pact
generally operates under the assumption that thesed ownership is vital for the

success of any initiative in SEE.

The task now facing the Working Group is to faati the implementation of these
commitments by the Signatory Countries. The imgetation process is monitored
and facilitated through regular meetings of the Mfay Group, provision of technical
assistance and on-going exchange of informationtrade-related activities in the

region.

The countries of SEE are making good progress wsvachieving the first commitment
of the MoU - finalization of a network of bilateree trade agreements by the end of

2002. A total of 21 agreements are required (akiM@ came late to the process it is

Asia Region.
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not bound by this deadline). At the time of wrfiJuly 2002), 10 agreements have
been concluded, 9 are under negotiation and 2 raigois are due to begin shortly.

While the finalization of the network of FTAs wilepresent a significant political and
economic achievement, it is but a step (albeit pmane) in liberalizing trade in SEE.
This is well recognized by the Stability Pact Tratlerking Group. At the Ministerial
meeting of the Group on 21 June 2002 in Sofia, sténs from SEE countries therefore
endorsed a set of priorities for 2003. This marisi statement, clearly identifies the
key steps to be taken over the next year to:

* Implement the free trade agreements,

* Deepen integration; and

* Promote the new economic opportunities to the m@tigonal business community.
The creation of a free trade area in South Eastfeuwill act as a catalyst for increased
trade and investment as businesses gain accessoosamer market of nearly 55
million people. Thus, the Stability Pact Workingo@p on Trade complements the

activities of the Investment Compact.

The Investment Compact was created under the asspfahe Stability Pact in January
2000 as a mechanism to assist the countries oft8HkMprove the investment climate
in the region and to promote the region as a datstim for much needed foreign direct
investment (FDI). The Compact was originally caiced by the UK and the OECD.
The OCED also provides the secretariat to the Compaustria has now succeeded the

UK as co-chair.

The Investment Compact seeks to address all asmdctbe investment climate
including the legislative environment, competitionnstitutional strengthening,
marketing and promotion. The creation of Countigoomic Teams to research,
promote and monitor improvements in the investneéntate have given it unparalleled
access to information on the region. The infororaprovided by these sources allows
the Compact to produce regular updates on the timegg climate under its Monitoring

Instruments series.

While improvements have been made in the investrkmiate, the continuing low

level of FDI (compared to other regions) make @éaclthat significant reform challenges
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remain. It is important to improve the overall @stment climate and particular
attention should be given to clear regulationse\all playing field, good governance
and the application of the rule of law. Therensoa-going need for institutional reform
at all levels. The countries of the region havé&nawledged the importance of
institutional reform. On 18 July, 2002, they admpta "Declaration on Common
Principles and Best Practices on Attracting Investinto SEE," which was prepared

under the auspices of the Investment Compact.

This Declaration sets out the key principles andt lpgactices that the participating
countries will seek to apply in their efforts toprove the investment climate in the
region. These include issues such as transpareratignal treatment for foreign

investors, simplification of administrative procees, good corporate governance and

removal of barriers to trade.

This Declaration represents a distinct awarenesthe@mpart of the SEE countries, that
while financial assistance from the internationameunity has helped SEE to begin
the process of reconstruction and re-developmamig-term sustainable economic
development depends on private sector investmemh fiooth foreign and domestic

sources.

It is true that the region has received inflowdakign direct investment, but it is not
nearly enough to address the capital, technicalnaaclagerial needs of the economies.
The international community through the internagilofinancial institutions (IFIs) and
the bilateral donors must continue to play a vartyva enabling role for private sector
development in the region. However, countriesha tegion must act decisively to
improve the investment climate in order to helprikelves - no one else can or will do
this.

The worldwide competition for mobile foreign invesnt is intense and the
international marketplace is no place for the fdiearted. SEE requires greenfield
investment to complement that secured through pzeton. Countries must have a
clear, long-term strategy to secure the most apjai@pinvestment for their needs and

must create a suitable investment climate to dattmdrRETAINIinvestors.
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Therefore, the declaration is a very important gigo the investor community in the
region and worldwide that SEE is serious about cging for international investment.
Like the MoU on trade, the declaration is a vitatf step — it must be followed by

concrete actions to ensure these requirements @tadge.

The declaration is also an important symbol of oegl cooperation in SEE. 1t is
recognition by the individual countries that poiehinvestors look at the region as a
whole — look at the importance of the network dataral free trade agreements in
creating a free trade area. It is only by takimglective responsibility for the

investment climate the individual countries of Skilt secure the FDI flows that are so
necessary for future economic development. Onestzagl from the region can spoil 10

good ones.

The Stability Pact views the Working Group on Traahel the Investment Compact as
valuable tools that are available to the countoBESEE. They each bring together a
potent combination of resources, experience anérégp which the countries of SEE
can avail of to assist with the implementation afiam needed reforms and promote
trade and investment opportunities to key targetketa. To date, we can be pleased
with the progress made. However, with the framéwonproved, it is up to the

countries of the region to make the best use ddetheols in order to maximize the

benefits available.

Thank you.
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Chart 1: Total net capital flows to South-eastern Europe
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Source: World Economic Outlook Database and EBRD Database
Note: Figures for 2002 are forecasts

Chart 2: FDI flows per capita, 1999-
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Source: EBRD Database
Note: Figures for 2002 are forecasts
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Table 3: Direction of Merchandise Trade 1992-200®éncent

EXPORTS

ALBANIA BIH CROATIA MACEDONIA YUGOSLAVIA
MARKETS 200

1994 1996 2000 1994 1996 2000 1994 1996 2000 1992 1996 2000 1992 1996 0
EU 77 86 90 39 44 65 59 51 55 40 43 44 32 38 38
OTHER
DEVELOPED 13 2 4 14 7 3 3 4 6 15 10 17 n.a. n.a. n.a.
CEFTA 2 1 1 14 10 10 17 18 14 19* 9 4 4 6 9
W.
BALKANS 5 3 2 11 34 11 10 14 15 17 28 33 n.a. 27 29
RUSSIA 0 0 1 17 0 3 3 1 n.a. 3 1 n.a. 5 8
DEVELOPIN - o
G & OTHER 3 8 2 5 10 10 9 2 27 19 n.a.
IMPORTS
SOURCE ALBANIA BIH CROATIA MACEDONIA YUGOSLAVIA

1994 1996 2000 1994 19962000 1994 1996 2000 1992 1996 2000 1992 1996 2000

EU 77 76 77 18 37 44 59 59 56 36 39 38 44 42 42
OTHER
DEVELOPED 10 8 7 6 5 3 8 8 9 11 11 10 n.a. n.a. n.a.
CEFTA 1 3 3 10 23 25 16 17 15 34 13 19 8 10 9
W. BALKANS 4 3 3 48 32 20 1 1 2 5 14 12 n.a. 10 11
RUSSIA 0 0 1 16 1 2 3 3 9 na 8 9 n.a. 5 9
DEVELOPING & x x
OTHER 8 9 9 1 2 5 11 12 14 15 14 n.a. 33 19

Totals may not add up to 100% because of rounding
* Includes Other Eastern Europe and former Sdviebn



** Includes Other Developed.
Source: Albania and Croatia, IMF (2001)

At the Ministerial Meeting, 27 June 2001 in Brussdlbania, Bosnia-Herzegovina, Bulgaria, Crodtie, Republic of Macedonia, Romania and
the Federal Republic of Yugoslavia signed the Memdum on Trade, while Moldova signed a statemeitteht to join the process.
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Slides:

Stability pact and the cooperation in the region

« Stability Pact-long-term conflict prevention strategy
* The Special Coordinator, Dr. Erhard Busek
* Three Working tables

Organization Chart

Dr. Erhard Busek
The Special Coordinator of the
Stability Pact

The Working Table Working Table 1l: Economic Working Table Il
for human rights and Reconstruction, Cooperatior Security Issues
democratization and Development
Security Justice and
And Home Affairs
Defence




Importance of Cooperation

* European Perspective
* Precondition for EU membership
* Important element for stability

Trade and Investments

Working Table for Trade liberalization and facilita tion

Investment Compact for South Eastern Europe

No nation was ruined by trade-Benjamin Franklin

Trade relations before 2000 poor
Trade Working Group established February 2000

Ministerial meeting in Geneva — January 2001

Memorandum of Understanding

Signed on 27 June 2001 in Brussels

Seven countries plus Moldova

Basic principles of the MoU

* To complete bilateral network of FTA’s

e To identify and abolish non-tariff barriers

e To assess potential for trade in services

* Harmonization of legislation

» To increase cooperation in standards and accreditain, competition and
intellectual property rights

« Maintain open trade regime according WTO
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Four elements of success

High level representation

On spot expertise and advice

Generous support of the International community UK,USA and EC
Political will and support

Investment Compact

IC Project Team

Country Economic Teams-ministries, government agemes, international
organization, private sector

Three-phase process

First - assessment of the investment conditions
Second - identification of policy priorities

Third phase — Implementation

Investment Compact Strategy for 2002

The Monitoring Process

Implementation of reform through selected RFI
Private sector involvement

Political Support for IC Activity

Ministerial Declaration for Attracting Investments in SEE

Signed in Vienna 18.07.2002

New investments — sustainable economic development

Powerful messages to private business

Important step for improvement of the investment cimate in the region

The Importance of the IC for SEE

Attracting and encouraging investment

Improving the climate for investment

Driving and monitoring the implementation policy reform
Ensuring private sector involvement in policy refom
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South Eastern Europe: Regional Cooperation, EU Intgration
and the World Bank

Oscar de Bruyn Kops
Country Manager, World Bank Office, Sofia

Outline

Overview of World Bank Group
Towards Regional Cooperation

EU Integration and the World Bank
Country Case - Bulgaria

The World Bank Group

The International Bank for Reconstruction and Devebpment (IBRD)
The International Development Agency (IDA)

The International Finance Cooperation (IFC)

The Multilateral Investment Guarantee Agency (MIGA)

The International Centre for Settlement of Investmet Disputes (ICSID)

What Does the World Bank Do?

One of the world's largest sources of developmenssistance
Primary focus: helping improve the welfare of poordisadvantaged people
It works in more than 100 developing countries andransition economies

In fiscal 2001, it provided more than US$17 billionn loans and credits

World Bank Business Products

Lending Products:

Investment loans and credits
Adjustment loans
Programmatic loans
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» Analytical and Advisory Activities:

* Economic and sector work

 Policy dialogue/technical assistance
* Donor coordination & outreach

* Fee-based advisory services

Corporate Priorities

The World Bank Mission:

Fighting Poverty with Passion and Professionalism
for Lasting Results

Global Public Goods
Priorities:

¢ Communicable diseases
¢ Environmental commons
e Information & knowledge
« International financial

architecture
« Trade and integration

Corporate Advocacy

Priorities:

* Investment climate

* Public sector governance

* Empowerment, security
and social inclusion

e Education

* Health

Towards Regional Cooperation
The SEE Region

1998 1998 GNP GNP Per capita

Population (billions)

(millions)
Albania 3.4 3.1 810
Bosnia&Herzegovina 4.2 4.0 920
Bulgaria 8.2 12.5 1.230
Croatia 4.6 21.3 4.520
FY Yugoslavia 10.6 17.4 n.a.
FYR Macedonia 2.0 3.5 1.290
Romania 22.5 38.1 1.390
SEE-7 Total 55.5 99.9 2.223
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World Bank Assistance at
Regional Level

SEE Cooperation with European Commission:

Coordinate economic recovery, reform and reconstrugn, and aid mobilization
Stability Pact for South Eastern Europe

Regional Strategy for South Eastern Europe

Opinions and regular reports

Trade and transport facilitation program

Comprehensive Regional Strategy

Regional strategy provides comprehensive framework for international
community and SEE countries

Two conditions were identified:
A stronger and more consistent commitment to refornby the SEE countries

Establishment of a credible and predictable path toEuropean integration, to
anchor expectations and provide incentives for refon and cooperate

Comprehensive Regional Strategy

Four broad areas where progress is required acrosSEE countries:

Promote trade integration and create a stable, trasparent and non-discriminatory
environment for private sector development

Strengthen institutional capacity, governance and rti-corruption efforts
Foster social cohesion and social change

Invest in regional infrastructure, including initiatives to safeguard the
environment

South Eastern Europe -
The Key Challenges Ahead
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Emergency and reconstruction have been dealt Vatiger term challenges remain to be
addressed:

* Poverty: low incomes, high poverty, high unemploymenggunality

* Governance: weak institutions, high levels of corruption, keale of law, limited and
politicized civil society

» Social cohesion: unresolved tensions, access to services by IDPs rafugjees,
unresolved property rights, minority rights, Roma

* Aid and financing issues: decline in level and concessionality of aid flowkjft of
attention to other parts of the world, insufficiembbilization of private investment

World Bank’s role vis-a-vis
SEE challenges

Bank priorities based on comparative advantage andomplementarity with other
donors:

* Poverty: Macro stability; investment environment; trade refp energy and other
infrastructure bottlenecks; health and educatiéorne environment

* Governance Public expenditure management; public admintistmareform; anti-
corruption; decentralization

» Social Cohesion: Social protection, social inclusion and local ingtons building,
community development in multi-ethnic or conflidthated areas, youth programs

» Aid: Assessment of policy performance, investment grésriand funding needs; donor
mobilization and coordination

EU Integration
and the World Bank

The Dual Challenge of Transition and EU Accession

* Transition: economic, social and institutional reforms to mo®&EE to fully
functioning market economies

* EU Accessionkey objective and major driving force for candidateintries’ economic
and structural reforms

¢ Building stable and competitive economies is kepath transition and accession, and
determines extent candidate countries can bemefit EU accession

* EU accession is culmination and completion of thagition process

The Framework for
EU-World Bank Cooperation
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Agenda 2000
Memorandum of Understanding (MoU):

between EC, EBRD, IBRD, IFC, NIB, NEFCO and CEDBEIB also participates in
MoU working groups

recognizes centrality of accession process and dtsmta program coordination,
particularly under the three pre-accession instnise

Regional Strategy for South Eastern Europe

Principles of World Bank Support in EU Accession Cantries

Improvement of living standards and poverty reducton

Support for adoption of acquis communautaire through individual country
programs defined in Country Assistance Strategie<JAS’es)

Complementary programs in other areas — eg, educatn, health, social services,
pension reform, good governance, knowledge economy

WB Assistance and EU Accession

Lending operations to support

Systemic policy reforms - fiscal sustainability andefficiency, enterprise and
financial sector reform

Establishing market institutions - upgrading legal and regulatory frameworks;
reforming cadastre, property law and registration and titling systems

Accession related investments — railways, roads, ral development and
environment, solid waste management, renewable erggr

WB Assistance and EU Accession

Analytical and advisory activities:

EU-Accession related Country Economic Memoranda

Public expenditure reviews which consider budgetaryimpacts and expenditure
changes for complying with the acquis

Technical and Research Papers

World Bank Compared to Other
Support Institutions
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World Bank provides long term development assistance for pgveduction

IMF provides short-term BOP support for macroeconomabikzation

EU provides pre-accession assistance through its PRBARRARD and ISPA programs
EBRD fosters transition towards open market-orientedchenoes and promotes private
and entrepreneurial initiative

EIB as EU’s “in-house bank” aims to link accession d¢oas to EU infrastructure —
roads, rail, water, environment

Comparison of EU and WB Assistance Instruments

EU WB
Accession Partnership — framework for | Country Assistance Strategy (CAS)
all forms of EU support for each
country
PHARE — support for institution- AAA
building and investment Investment loans, adjustment loans IDF

grants

SAPARD - aid for agricultural AAA
development Investment loans, adjustment loans
ISPA — structural aid for transport and | AAA
environment infrastructure Investment loans, adjustment loans
Multicountry programs (Leonardo da Cross-country programs (eg TTFSE)
Vinci, Socrates, Erasmus, YOUTH Networking (EU integration network,
program, EU programs for NGOs) cities of change, knowledge economy)

Country Case — Bulgaria

Bank Involvement during 1990’s

In the early years:

establishing foundations for macroeconomic stabiljt

transforming Bulgaria to a market economy

debt restructuring

After 1997:

sustainable growth

poverty reduction and social protection

Lending: 28 operations, total loan amount of $1.55 billion(58% adjustment
lending)
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Overall Directions of Three-Year
Country Assistance Strategy

Objectives:
Reduce poverty, raise living standards
Support move towards EU accession

Main themes:
Promote competitive private sector-led growth
Strengthen public administration and anti-corruption

Mitigate social impacts of restructuring and deliveing social services more
effectively

Three-Year Lending Program

Base (High) Case - Up to $750 min
Up to $450 min in adjustment lending
Up to $300 min in investment lending

Series of Programmatic Adjustment Loans (PALS) in spport of Government
reform program

Investment projects for employment creation, ruraldevelopment, education and
health, and delivery of public services

PALs as Cornerstone of Lending Program
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PAL Program Pillars

Sustaining structural reforms

Strengthening market institutions

Deepening the financial sector

Improving governance

Investing in human capital and strengthening sociaprograms

Complemented by
Analytical and Advisory Assistance
Poverty analysis
Public expenditure and institutional review
Private sector assessment
Aspects of EU accession
Sectoral reviews
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The Transformation of the
Pre-accession Instruments in the Context
of Enlargement

Tsvyatko Velikov

Chief Expert,

European Integration and International Cooperatidimectorate
Public Internal Financial Control Agency, Sofia

Introduction

Upon accession the current applicant countries wdllonger receive aid through the three
pre-accession Instruments: PHARE, ISPA and SAPARBe new Member States will be
eligible to receive financial support from the Stiwral and Cohesion funds, which are the
instruments of the regional policy of the EU. Hoerefinancing under the Structural and
Cohesion funds could be granted and used effigiamtly if a country is prepared to absorb
it.

The experience of the Member States proves thahiéestson of the EU regional policy is a

difficult task that requires significant administnge capacity. It was a difficult task even for
the well-developed countries of the 1995 enlarger(fustria, Sweden and Finland). In the
first years after accession, Spain was a net cbatdr to the budget of the European

Community because the country was not preparecattage the Structural Funds aid.

Structural Funds implementation requires a timakygaration which should start at the pre-

accession stage. It is now when the future Memtage$Shave to determine how they intend
to establish the necessary management structurésason the last years before accession
capacity can be significantly increased in the tiglaces. The efforts to boost the absorption
capacity of candidate countries are also importanth respect to get maximum benefits

from the pre-accession external aid.
The aim of this paper is to explain why the expester to PHARE, ISPA and SAPARD as

the shadow forms of EU programmes currently bangfihe Member States. The first part

provides an overview of the economic and sociaksmmn as a rationale for the Structural

58



operations. It also presents some basic principled the general scheme for channeling the
Community assistance to the Member States. Thexdgmzot lays down how the assistance
granted through the pre-accession Instruments suppbe preparation of the candidate
countries for the post-accession implementatiothefEU Regional Policy. This is the basis
for understanding the third part, which presents ttecentralization of the implementation
system for managing PHARE and ISPA as a step tpapeefor the management of the
Structural and Cohesion Funds. The efforts to eahifurther decentralization are part of
the general problem for setting the necessary tutstnal structures and administrative

capacity that will enable candidate countries tatapate in the Regional Policy of the EU.

|. Basic Information on the Structural and CohesionFunds

The Concept of Economic and Social Cohesion

Under the provisions of the Maastricht Treaty sjtbening of the economic and social
cohesion has been formally introduced to be ont@bbjectives of the EU. This objective

has become a priority for two key reasons:

* To address the increasing internal disparitiesltiagufrom successive enlargements of
the European Community to less well-off states;
* To tackle the growth in regional disparities likety result from the developing of the

Single Market, and so prevent barriers arisinggepgning economic integration.

The Structural and Cohesion Funds - basic principls and objectives

The main instruments that support the achievemérihe economic and social cohesion
within the framework of the EU Regional policy atee Structural Funds - the European
Regional Development Fund (ERDF), the European gdeund (ESF), the Financial

Instrument for Fisheries Guidance (FIFG), the Gnoa#a Section of the European
Agricultural Guidance and Guarantee Fund (EAGGIE) the Cohesion Fund. At present, the
structural operations are the second biggest exjpeadtem for the Union, which reflects

the growing political importance that has been gitethe economic and social cohesion in
recent years. For the candidate countries the esimrand social cohesion forms part of their
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strategies for convergence with the EU and theeeifois set as an important priority in the

Accession Partnerships

Since 1988 there have been three programming enbdhe EU Regional policy: 1989-
1993, 1994-1999 and 2000-2006 each embodied bifeaatit set of regulations. Although

rules for managing the EU assistance have chareyenty round has been shaped by the

same fundamental principles:

Concentration - focusing on a few major priorityemives (see table 1.);

Programming — working through multi-annual develeptprogrammes;

Partnership — involvement and cooperation of theofean Commission with relevant

national

and regional

programming process;

authorities and social/vawnt partners throughout the

Additionality — ensuring that the Commission assise complements Member States’

contributions to regional development and doeg&glace it.

Table 1
Definition Specific features Which StructurplShare  of
Fund the budget
Objective 1 | Promoting the development and-ack of infrastructure resulting in: ERDF 70%
structural adjustment of regions- low investment levels; ESF (22% of the
whose development is Iaggirg;af:e.h'gher than average unemployment A s E population)
behind . - Iéck of services for people andGu'danCe Section
(per capita GDP of less th"’“business; FIEG
75% of EU average; thinly _oor basic infrastructure.
populated regions of Finland
and Sweden and outermgst
regions)
Objective 2 | Supporting the economic arjdDeclining traditional economic activitiest ERDF 11.5%
social conversion of aregs i”thSttri?' or service sector subject foEgE (18% of the
; £ restructuring; ;
facing structural difficulties - loss of t?aditional activities in rural FIFG population)
areas;
- declining urban areas;
- difficulties in the fisheries sector.
Objective 3 | Supporting the adaptation andd frame of reference for human ESF 12.3%
modernization of policies ang resources measures
systems of educations, training
and employment

Source:Council Regulation (EC) No 1260/1999 of 21 June9lB§ing down general provisions on the Structural
Funds; DG Regional Policy website, http://www.eurepant/comm/regional_policy/index_en.htm

2 Document agreed by the Council setting out theolsi view of priorities in accession preparationstie
short and medium term for candidate countries
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General Procedures to absorb the Structural and Coésion Funds

The Council decides on the budget for the Struttewads and the basic rules governing its
use. The Structural Funds are broken down by cpwrtd by Objective. The Commission
lays out the areas, which may benefit from thisdfng and proposes common thematic
guidelines.

On the basis of the Commission’s guidelines eacimb®r State or region draws up its
proposals and groups them in a development plataréen economic and social affairs are
involved in this exercise. Once completed the pkmessent to the Commission. The Member
States and the Commission discuss the contenttesé tdocuments and the appropriate funds

(national and Community ones) to be used.

The Commission adopts the resulting documents regie€Community Support Frameworks
or as Single Programming Documéntd payment on account is made so that Member

States may begin implementing the programme.

The details of these programmes, namely the Pragea@omplements, are decided by the
national or regional authorities. The Commissiorképt informed. Approved Programme
Complementsenable the authorities to launch projects accgrtbrntheir operating methods

(calls for project proposals, calls for tenders ttog construction of infrastructure, etc). The

programmes then become operational.

The relevant authorities select the projects whiest correspond to the goals of the
programme and inform the tenderers of their choice.

The appropriate authorities monitor regularly theogpess of programmes, keep the
Commission informed and provide it with proof thiaé money is being used in the best way
possible. The Commission keeps track of the ayditesns put in place and gradually pays
out the remainder of the contribution from the Stusal Funds. The Commission analyses
the development of the monitoring indicators andleation studies and conducts theme
exchanges.

% Definition and further explanation is given Art. 9(d), Art. 9 (g), Art. 17 and Art. 19 fro®ouncil Regulation
(EC) No 1260/1999 of 21 June 1999 laying down garm@ovisions on the Structural Funds

“ Definition is given in Art. 9(m) fronCouncil Regulation (EC) No 1260/1999 of 21 June9188ing down
general provisions on the Structural Funds
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Unlike the Structural Funds, the Cohesion Fund am¢so-finance programmes but projects
or clearly defined stages of projects. These ptsjae submitted to the Commission by the
Member States, managed by the national authordie$ supervised by a Monitoring

Committee.

II. The Role of the Pre-accession funds for Structal Funds preparation

The three pre-accession instruments: PHARE, ISRASHRPARD, have been introduced in
the candidate countries to support institution ding and public administration reform
(including economic and social cohesion), trans@ort environmental investment and
agricultural measures. A central rationale for ¢éh@sstruments is to prepare candidate
countries for the post-accession implementatiothefEU regional policy provided through

the Structural and Cohesion Funds.

Promoting Economic and Social Cohesion under PHARE

At the present programming period PHARE focusestwa main priorities: Institution
Building and Investment. In the context of the Regi policy the aim of the Institution
Building is to develop administrative capacity amdlti-annual planning. This is mainly
achieved through the Special Preparatory Prografom8tructural Funds. The programme
aims to assist the identification of regional drjies in the candidate countries, the
definition of priorities and objectives for strucali programmes and the elaboration of

structural development programmes.

The second PHARE priority aims in particular atasiment in economic and social cohesion
designed mainly to 'pilot test' the relevant insittnal structures through programmes
focussed on mitigating the economic and socialscostestructuring or complying with the

EU acquis in a particular industrial sector

PHARE support under this priority is supposed taubed for interventions similar to those
supported by the Member States through the ERDFthadESF. As with Objective 1
programming under the Structural Funds, the EU sripp provided to achieve the priorities

® PHARE can provide only a tiny proportion of thefing needed. Instead it plays a key role in catatyco-
financing with and coordinating activities of tharfmer countries and the international financiatitations,
such as the European Bank for Reconstruction ancibpment, the World Bank and, to some extent, the
European Investment Bank.
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identified in a preliminary National DevelopmentaRl (pNDP). The pNDP sets out the
strategy, the priorities and the programme for ting economic and social cohesion. Once
drawn and approved by the responsible authoritfeth® country concerned and by the
Commission, the pNDP is to be annexed to its NPAAd thus to become an important
document in terms of programming the PHARE assitgtablpon accession the pNDP will

develop into the type of NDRequired for Objective 1 regions inside the EU.

The establishment and implementation of the pNDBukhbe based on the partnership
principles: the national regional and local auttiesi of the candidate countries as well as

relevant non-governmental actors should increagibglinvolved in the process.

At present PHARE moves towards a more programnagiproach that will lead to a better
alignment of the cross-border programmes under PEMRN its Structural Funds version —
INTERREG'.

ISPA

Apart from providing support to the applicant caied to improve their environmental and
infrastructural standards, the most important aspetSPA appears to be the opportunity to
learn the procedures and to establish the ingnstiwhich administer Cohesion and
Structural Funds support.

The Regulation establishing 1SP#ollows the approach of the Cohesion Fund. ISPA is
project-based unlike the Structural Funds whichpaiogramme-based. At the selection stage
projects under ISPA submitted through the Natid8®A Coordinatof’ are appraised by the

Commission following the procedure establishedlfier Structural Funds.

SAPARD

® The candidate country’s own timed and costed agitogramme for accession preparation.

" Definition is given in Art. 9(b) fronCouncil Regulation (EC) No 1260/1999 of 21 June9189ing down general
provisions on the Structural Funds

8 INTERREG is one of the four Community Initiativashich promotes cross-border, transnational and
interregional cooperation.

® Council Regulation (EC) No1267/1999 of 21 June988tablishing an Instrument for Structural Potidier
Pre-accession.

1% The National ISPA Coordinator is a senior officadting as the main manager of ISPA projects in the
candidate country and is the main interlocutor fid Commission for programming, implementation and
evaluation issues.
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The main priorities of SAPARD are to contribute ttee implementation of the acquis
concerning the Common Agricultural Policy and retapolicies and to solve priority and
specific problems for the sustainable adaptatiothefagricultural sector and rural areas in
the applicant countries. The implementation of SRPAs based on two basic principtés
Development of each applicant country of a programfor agriculture and rural
development covering the period 2000- 2006 on #wshof the principles applied under the
Structural Funds.

The management of SAPARD aid is conferred on a fdécentralized basis with ex-post
control by the Commission based on the principlds EAGGF Guarantee finance

management.

[ll. Moving to the Structural Funds

Further Decentralization of the Management of Pre-acession Assistance

The introduction of the Extended Decentralized enpéntation System (EDIS) of the
programming of the pre-accession assistance isn@ortant step that would facilitate the
transition to the Structural Funds management. Dteakzation involves the transfer of
responsibility of the Contracting Authority fromelCommission to the recipient country. At
present for PHARE and ISBAthe Commission exercises ex-ante controls. Thiansi¢hat
the decisions concerning the procurement and asfocdntracts (taken by the Contracting
Authority) are referred for the prior approval diet Commission. Under EDIS this
requirement could be waived if minimum criteria asmhditions are met as described in the
Annex of the Regulation 1265 The decision to move to EDIS can only be undertakg
the Commission on the basis of a case-by-case ssalgf national and sectoral
programme/project management capacity, financiahtrob procedures and structures
regarding public finance. The procedures for theermded decentralization follow as far as
possible the approaches of the Structural Fundéewbspecting the limits imposed by the

Financial Regulation on external aid.

! Report from the Commission to the Council, Thedpean Parliament, the Economic and Social Committee
and the Committee of the Regions, SAPARD AnnualdRepear 2000, COM(2001)341 final

12 As the implementation of SAPARD is taking placenfrthe outset on the basis of EDIS, a framewordnuf
timetable of the process has already been estelllish

13 Council Regulation (EC) No 1266/1999 of 21 Jun@d.en coordinating aid to the applicant countrieshie
framework of the pre-accession strategy and amgneigulation (EEC) No 3906/89
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The Bulgarian authorities developed a working doentrexplaining the concept of moving
to EDIS under the responsibility of the Nationaltidarizing Officet®. The introduction of
EDIS specifically requires improved administraticapacity under the negotiations on
chapter 28 “Financial Control”. The timetable eleded in the working document
determines March 2004 to be the deadline for submgita request for EDIS.

Setting up of the Administrative and Institutiol@dpacity to Manage the Structural Aid
Besides the similarities among PHARE, ISPA and SRBPAon the one hand, and the
Structural Funds on the other, they are not theesastruments. While managing the pre-
accession assistance, the candidate countries athailons acquire useful experience that
could be applied afterwards. This, however, wilt poovide the ultimate solution for the
structures to manage the assistance after acce3sierscheme established to absorb the pre-

accession aid is subject to improvement and iteatisequently be changed.

In this way, it is necessary to address a moreajjlpioblem i.e. to define the responsibilities
for programming and management of the Structurdl@ohesion Funds in compliance with
the Regulation 1260. Necessary structures shouldedtablished at horizontal level
(establishment of effective inter-ministerial cooetion, identification of the institutions at
national level) and at vertical level (decision abthe role of the regions and bodies, which
will participate at regional level). Basically, tieeare two reasons, which could obstruct the
decision on the institutional scheme. The first amehe lack of political consensus; the
second one is the lack of experience. The pre-amremstruments address particularly the
second problem as well as the development of adtrative capacity to manage the
Structural Funds. A basic document which defines ithstitutional framework for the
participation of Bulgaria in the Structural and @sion Funds is the Strategy adopted under
Decision No 312/28.05.2002 of the Council of Mierst At present, its practical
implementation remains of key importance for theparration of the country.

IV. Concluding Remarks

It is clear now why the fulfillment of the Commiesi requirements for accession to the EU
under Chapter 21 “Regional Policy and Coordinatainthe Pre-accession Instruments”
should be considered as a priority. Clear programgntiocuments, a functioning legal and

* The National Authorizing Officer is the head oétNational Fund and bears the overall responsilfiit the
financial management of the pre-accession fundstedao the Republic of Bulgaria.
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institutional framework that will underpin the pesption, monitoring and evaluation of the
planning documents and projects and effective nmeéshes and procedures for financial
control should be developed. This will improve thlsorption capacity of the national
administration to manage the EU Funds and will Ipeecondition for provisionally closing

the negotiations under Chapter 21. At the same, tine will be beneficial for a candidate
country with respect to the forthcoming agreememttlte financial perspective for 2007-

2013 and its future position as a member of the EU.
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Panel: International and Cross-border Cooperation
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The Issue of Good Governance

Martin Brusis
Senior Researcher, Bertelsmann Group for PolicyeRe, Center for Applied Policy
Research, Ludwig-Maximilians-University, Munich

I. Good Governance and EU Integration

“Good governance is epitomized by predictable, opad enlightened policy-making; a
bureaucracy imbued with a professional ethos; atuwive arm of government accountable
for its actions; a strong civil society participagiin public affairs; and all behaving under the

rule of law.™®

Administrative capacity is an indispensable predibon for good governance and is
therefore a key issue for accession preparatiors pdsition was confirmed by the Laeken
European Council. Prime ministers and heads o¢ siated upon the candidate countries to
continue their efforts energetically, in particukar bring their administrative and judicial

capabilities up to the required level.

Whereas the EU lacks a common concept of good gamee and a “European
administrative space” has so far been only vaguidyineated, sectoral targets and
orientations for the accession countries are cteapecified. Take, for example, the
management of EU cohesion policy. Accession coesi@nd their regions have to build an
administrative capacity to elaborate regional dewelent plans, ‘operational programmes’
guiding the utilization of structural funds rescescand projects eligible under these
programmes. Furthermore, these reforms requestngamaents for inter-ministerial
coordination and the involvement of regional adstmations, social and economic actors
(“partners”). With regard to better coordinatioagional committees need to be established.
In order to ensure programme implementation, aacéffe monitoring and evaluation are
essential. It is further required to define temdbunits corresponding to the classification of

territorial statistics (NUTS) applied in the EU adsaggregate indicators of the national

15 World Bank: Governance. The World Bank’s Exper&nt994
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economic and social statistics for NUTS levels. t&drand regional government budgets
must be organized in a format that enables muhuah programming and identifies the
national budgetary resources used to co-financggsofunded from the structural funds.
Government units envisaged as future ‘paying aitibsrhave to be institutionally separated
from Ministries and departments managing programntésally, public procurement
procedures need to be in place as well as fundlyoimalependent public internal financial

control and independent external audit capacities.

However, the Commission’s vagueness on adminige&atapacity maybe reminds us of the
famous American judge who was asked to define mpaphy: “I do not know what it is, but

I know it when | see it.” There is not any geneaafjuis for systems of governance. Since
individual member states are free to organize thdministrations as they see fit, the EU
does not have a general body of European law imptheic administration sphere. Public

administration structures and regulations vary eagdeal among the present EU member
states. All of them jealously guard their indeperageon this issue. They all recognize an

applicant’s right to do the same.

The EU Governance White Paper established fivechities of Good Governance, which are

openness, participatioaccountability, effectiveness, and coherence.

As far as public administration is concerned, th&NA report “European principles for
public administration” identified the principles odliability, predictability, accountability,
transparency, technical and managerial competesrganizational capacity and citizens’
participation to serve as guidance for public adstiations in CEE in their reform efforts.
Since 1998 the twinning project has been in actidmch means long-term secondment of
member state civil servants. It is considered tormee efficient than expensive western
consultants. But is has to be admitted that it gmess only an insular approach of public
administration reform with a low impact, dependorgmember state preferences and offers
on the one side, on accession countries’ choicekenther.

In first quarter of 2002, the Commission agreedlite accession countries action plans to
increase capacities in the administrative and jabareas. The aim is to develop a horizontal
public administration reform approach. Action plaogntain negotiation commitments,

implementation measures, community financial suppadditional monitoring measures
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including peer review. Peer review as instrumers te&en from the Lisbon process, where
the Commission lacks expertise, while member s&tesesponsible for the implementation.
Europe Agreement institutions are envisaged to taponcommitments undertaken in

accession negotiation$.

The Commission is in favor of a classical Webemaodel of public administration, not a
new public management. For that, a civil serviceimduding a code of ethics is needed as
well as career civil service and a depoliticisedlguadministration.

Il. Problems and Responses of Public AdministratiorReform*’

1. Depoliticisation of Civil Service

This means above all the legacy of politicizedestgiparatus. A legally codified recruitment
and dismissal procedures need to function. Thisaina clear separation of political and
administrative-professional roles. Hungarian gowegnts may serve as negative examples:
Prime Minister Antall replaced 9 of 14 administvatistate secretaries, Horn 9 of 13; Orban
13 of 15, and Medgyessy 12 of 15 — this may, howealso indicate necessary politicisation
in the sense that political government needs dedlibureaucrats that are also able to think
politically.

2. Strengthening Political Government

During Communism, the Executive in Eastern Euroms wubordinated to the respective
party leadership and was depoliticized while repnéiag part of an overly politicized state
apparatus. Post-Communist reforms in several cesntaimed at strengthening the
constitutional position of the Prime Ministers, .elxy constructive vote of confidence and
their positions in the Cabinet. In addition, thdéerof the Centre of Government is to be
increased. The same applies for strategic planmmigmanagement capacities, which means
above all the transformation of the SecretariahefCouncil of Ministers to a quasi-Ministry

of the Prime Minister (“chancellery” in Poland aAdngary).

6 KOM(2002) 256 fin. of 5 June 2002.
" findings from a comparative research on CEEC
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Limiting the powers of Presidents (e.g. Poland), Rdirliaments (i.e. by increasing
government control over governing coalition partiebility to prioritize government-
sponsored bills) are part of the same trend towstr@sgthening political government.

Other important aspects are to enable Prime Misigteappoint Deputy State Secretaries as
well as administrative secretaries or to equip Btins with personal cabinets of political

advisors outside the ministerial hierarchy.

3. Overcoming Sectoral Fragmentation

Nearly all post-communist countries were confrontedh the legacy of fragmented
Executives, which meant for instance Ministriesrasrest group representations with a high
degree of autonomy as well as intra-governmentegdiaing. Therefore, branch ministries
and central agencies had to be integrated and etabmmmittees to be developed. To
manage EU programmes and to coordinate nationaleistt representation on the EU level,
inter-ministerial co-ordination has to become meffecient. The EU has induced an increase
of semi-independent agencies charged with spesgfitoral governance functions.

4. Centralisation of the Budgetary Process

There is still a concern deriving from history dte non-transparent budget-making,
information monopolies of budget chapters, andcstinal budget deficits. The task is
therefore to integrate extra-budgetary funds andntooduce a treasury system. Other

reforms have introduced mid-term financial plannamgl performance-based budgeting.

[ll. Executives and Economic Performance

The conventional view in this field is that uncaasted executive authority is needed.
Constraints may be a weak parliamentary majoritinaome cases a coalition government,
in particular if the governing parties represendely differing political objectives and
constituencies. Also a president with a strong ttui®nal position, who is affiliated with a
party different from the governing party (“cohaliba”) and/or intervenes into the policy
formulation, can hinder governments from actingndAinally further veto actors such as a
Constitutional Court with an activist interpretatiof its mandate or strong economic actors,

for instance trade unions or independent centnakfa

This conventional view has been challenged by scholho argue that constraints may be
facilitating coalition building and sustained ecaomo reforms. Winners of the first reform
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stage (asset stripping enterprise insiders, comatelbmnkers profiting from distorted
markets, local officials with monopoly rents andfimsi) — and not the losers of the reform —
can “stall the economy in a partial reform equilion that generates concentrated rents for
themselves while imposing high costs on the restoaiety.” More frequent elections and
shorter executive tenures (i.e. more constraintexecutive authority) have contributed to

overcome reform resistance of these gra8ps.

IV. Conclusion

A new public management has not yet taken rootasté&tn Europe. To establish budgetary
and operational discretion for decentralized unitss necessary to have the information
about the countries’ performance in specific fietdswell as monitoring results regarding
single targets. In contrast, the enlargement ptgélt has to cope with the fact that new
public management and decentralization presupguseule of law, independent judiciary,

enforceable property rights, merit-based civil sgxy efficient use of public funds, robust

internal control.

18 Cf. Hellman
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Anti-corruption Policies in Weak States — General Famework
and the Case of Romania

Sorin lonita
Senior Researcher, SAR Romanian Academic SociathiaBest

Slide 1

Anti-corruption Policies in
Weak States

General framework and the case of
Romania

Sorin lonita

ROMANIAN ACADEMIC SOCIETY

o

Albena, september 2002

Slide 2

Anti-corruption policies (ACP)
must be relevant

* Real causes should be identified

» Assumed impact of anti-corruption policies
(ACP) should be made clear

There should be a logical connection
between the two — which often in practice
does not exist.

September 2002 Sorin lonita 2
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Slide 3

Slide 4

Corruption

Is a symptom of deeper problems:

weak governance

Is not monolithic: there are various

types and combinations
As a result, is country-specific

Is deeply political in nature, so local
(national) leadership is determinant —

for good and for bad

September 2002 Sorin lonita 3

Types of corruption

Petty (bureaucratic) corruption: individual
civil servants abusing their office in exchange
for personal gain

Grand corruption: Theft/misuse of vast
amounts of public resources by a coordinated
network of top officials

State capture: private interest groups
‘capture’ portions of the public sector for their
own purposes — and shape institutions, thwart
public policies, etc.

September 2002 Sorin lonita 4
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Slide 5

Slide 6

C. State capture

 Coexists with the other two types — but is
their opposite: private actors exploit
public resources on a large scale

* A weak state does not provide public
goods any more (property rights, law and
order, enforcement of contracts, access to
markets); instead, private actors get
customized packages according to their
lobby power

September 2002 Sorin lonita 5

Corruption in Europe

CORRUPTION  GOVERNANCE PRIORITIES
WESTERN Low, High « Anti-corruption agencies
marginal « Codes of conduct, high-profile

cases prosecuted

CENTRAL Medium Medium e« Decentralization

EUROPE « Results-oriented public
management

BALKANS High, Weak » Reduce size and scope of

extensive government
state « Transparency rules; rules against
capture conflict of interest
« Consolidate horizontal
accountability
* Independent justice
September 2002 Sorin lonita 6
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Slide 7

Why

» The higher the corruption (and the more
prevalent the state capture), the more ACP
should focus on the underlying causes:
weak governance and state capture

» General priority: reducing the gap between
formal rules and informal norms (pays
légal / pays réel)

* In the Balkans, this gap has been
historically larger

September 2002 Sorin lonita 7

Slide 8

Balkan peculiarities |

 Communist inheritance: the old system
was not based on rules or a plan,but on
perpetual informal negotiations and soft
budgetary constraints; the old habits of
central agencies die hard

* Privatization: does not necessarily
promote openness; first entrants may use
the weak and over-extended public
mechanisms in order to block competition

September 2002 Sorin lonita 8
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Slide 10

Balkan peculiarities I

Pre-modern attitudes:

* Elites develop clannish network based on
personal allegiance; “amoral familism”; social
transactions are regarded as zero-sum games

» Bureaucracies in these rural, traditional
societies are not fair and impersonal.
Discriminative service may be provided even
without personal financial gain — just to
establish / or confirm / superior social status

September 2002 Sorin lonita 9

ACP in weak states
(extensive state capture) |

ACP should tackle the larger flaws — even
without mentioning the word “corruption”

» Reduce the size of government, and the
amount of regulation

» Do not duplicate agencies, by setting up new
ones to try again where the old have failed

» Make the public sector more transparent
(FOIA, sunshine law, program budgeting) —
and pay attention to enforcement

September 2002 Sorin lonita 10
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Slide 11

Slide 12

ACP in weak states
(extensive state capture) Il

Strengthen horizontal accountability

Criminalize the conflict of interest, make
the representatives accountable

Strengthen the judicial system — impartial,
backed by credible enforcement

Let justice do its job; do not duplicate it
with special investigation offices,
commissions, task forces, etc — controlled
politically

September 2002 Sorin lonita 11

ACP in weak states
(extensive state capture) Ill

Key point:
* The political will is crucial

» and the litmus test is the use of
instruments already at hand, not
institutional hyper-creativity

September 2002 Sorin lonita 12
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Slide 13

Slide 14

Slide 15

What can a Balkan NGO do

* Monitor, analyse professionaly and
issue warning signals; the demand is
strong for this kind of product

» Assist the public sector in capacity
building and implementing new
policies (FOIA, program budgeting,

etc)
September 2002 Sorin lonita 13
WARNING ON
CORRUPTION E arly
Warning
Report

ROMANIAN ACADEMIC SOCIETY (SAR)

2001
yearly
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Slide 16

1. Romania — state of affairs |

Achievements

FOIA: adopted, reasonable provisions,
implementation will be difficult

Sunshine law: to be adopted this year,
reasonable provisions
Program budgeting in public institutions:

it has begun, but it is far from being fully
understood

September 2002 Sorin lonita 15

1. Romania — state of affairs Il

Still not done

Criminalization of the conflict of interests

Transparentization of political money (parties,
public officials)

Prevent political interference in justice

Terminate opaque allocations of budgetary
funds

Empower the citizens — for example, by
government-NGO partnerships

September 2002 Sorin lonita 16
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Slide 17

2. SAR: Assisting the
implementation of FOIA

Develop a portfolio of good practices, based on
the regional experience

Develop a set of standard documents for the
use of public institutions in the new context
(activity report, financial report for outside
users, policy memo)

Cooperate with the MIP, participate in training
the civil servants

Monitor a sample of institutions, benchmarking

September 2002 Sorin lonita 17
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The Combat against Bribery Transactions in Romania

Dragos Condrea
Director, Control Unit of the Prime Minister, Roman Government, Bucharest

The phenomena and the actual states of corruptien exer more closely scanned
internationally. This abominable scourge originatey back in the history of mankind and
unfortunately it has reached down to the preseking a frightful toll mostly on poorly

developed countries and nations. In those geogragtgas, corruption freely crosses all
frontiers and infests the respective societies. ifiuege advanced democratically the more
powerful a state and able to set up solid strustwgainst the putrid, spreading rot of

corruption.

Corruption in Romania is not a new product of sloaiad economic relations set in place
after 1989; it also existed during the totalitarisegime, which gives to its evolution both

elements of continuity and discontinuity.

During the adaptation of the global social systerthe conditions of the competitive market
economy, risk factors have multiplied and corrupti® threatening to become a structured,
specialized and professional phenomenon, whichnitamal networks of organizations and
persons may bring corrrupt decision-making factarisigh levels of the political, legislative,
administrative and justice spheres. The undergraewmhomy, the lack of synchronization
between political and normative acts, the econommagularities, axiological and moral

mutations keep on feeding this phenomenon.

The diagnosis operated by the World Bank in ther @00 points to the fact that this
phenomenon contributes to the growth of poverty tangoorer services; unofficial sums of
money for certain public services were declaredaee been paid, including health care and

education, or connections to public utilities. Tdagtive state harms the very creation of laws
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and regulations, numerous enterprises saying theyaHected by the state being made

captive in particular through parliamentary votigged in favor of certain private interests.

The possibility exists for companies actively ergghgn this mechanism to make political

contributions and participate in administrativeraption, too.

Corruption is nurtured by the weak links of the lpubdministration. Within the state sector
the level of corruption is lower in bodies with t@etmanagement systems. Corruption is
perceived as extensive, and the reforms for fighitienjoy little credit with the population.

The actual state of corruption in Romania is medbby the following statistics.

Thus, the Ministry of the Interior, early in 2004stituted more than 4,000 penal cases and
files, with more than 5,000 persons being investidgor approximately 8,000 corruption
acts. The misdeeds were: bribery, subornationyenite peddling, graft. The subjects of the
respective misdeeds were dignitaries, general nemsaglirectors, bank clerks, custom
officers, control clerks, head of commercial comparor public utilities (regies autonomes).
In the year 2001, 684 persons were arraigned witrerPublic Ministry as to 388 in the year
2000, a 76.29% rise (236 persons were sent tadgialg put in preventive custody).

The 684 defendants sent to trial for corruptionrgha committed 977 misdeeds as follows:

e 399 bribe-taking cases;

e 294 bribe-giving cases;

e 239 cases of influence peddling;

» 45 graft cases or misdeeds assimilated to cormuptio

The structure by social and professional categaridhe persons sent to trial for corruption
misdeeds changed significantly, the cases semtalar¢ferring to 13 directors, 21 managers
of commercial companies, 5 judges, 2 prosecutordeiks of the court, 3 officers of the

court, 4 lawyers, 4 mayors, 4 doctors, 13 inspectord 57 watchmen, 21 militaries of the
Ministry of the Interior, 4 officers of the Minigtrof National Defence and 2 militaries

subordinated to the Ministry of Justice.
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The Ministry of Justice revoked 8 magistrates, ess@1 investigation warrants for judges
and 6 for prosecutors, 50 for notaries public, diOdfficers of the court, 6 arraignment notes

for judges, 120 disciplinary penalties for the daxy staff of courts and 10 to magistrates.

The drive for European integration has become im&ua the focus for democratic and
economic reforms. Important progress has been aathiduring the past decade in the field
of rule of law. Romania now disposes of a varieftyasvs and regulations and institutions
intended to prevent bribery and corruption. As sutchas already a fairly complete legal and

institutional framework in place.

As a result of the anti-corruption actions undeztaby the Government, perceptions of the
general public and of foreign investors on the llesk corruption in Romania slightly
improved over the past few years. One form of quiram that was more particularly pointed
out by numerous firms doing business in Romania thaspaying of the bribes to public

officials to avoid taxes and regulations.

Under Romanian legislation, bribing a domestic pubfficial with a view to obtaining or
retaining business or other improper advantage d¢srainal act. Penalties range from six
month to 10 years of deprivation of liberty for thebe giver. The country has also taken
steps to help companies to overcome pressure floedbfrom the officials. Officials who

solicit, request or accept a bribe can be punislyachprisonment.

Bribing a public officer in business transactioasai criminal offender under Article 255 of
the Criminal Code. The offense is defined as thefpromising, offering or giving, by any
natural person, directly or indirectly, of pecuniar other benefits, to a public official in
order that the official performs or not performdelay to perform an act related to his/her
public duties or in order to perform an act contitar his/her duties.

Thus, bribing an official would be prohibited whate the purpose of the bribe is (obtaining
a business, being awarded a public contract, dhta@ permit), and regardless of the form
of the bribe as long as it consists of a pecumargnother benefit. The officials who may not
be bribed are broadly defined to include any pemsbn holds a public office in Romania,
whether appointed or elected, or who exercisesbéigpfunction, including a public agency

or enterprise, and any person exercising dutiesasks to perform official duties. The
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officials who may not be bribed are also persons warticipate in or influence decision-
making within the public sector, in public companier other state-owned companies, co-

operative product units and other companies.

Romanian law provides for two defences (constrgithie official and when the giver of the
bribe has informed the authorities about the byilb&msaction).

The Government has made a priority of cleaning-wsiress deals and enhancing
transparency and integrity of companies. The Roamalggal system does not provide for the
criminal responsibility of legal persons. This inegl that criminal law does not impose
criminal sanctions on legal persons for committing offence of bribery of public officials.
In those cases companies may be sanctioned by mthaiive fines. However, the
Government is currently preparing a new legislgthich will insert a special section on
corporate liability on the modification and compbet of the Criminal Code that intends to
introduce the criminal liability institution on lafj persons. The new legislation will
guarantee that adequate sanctions can be impossahganies that bribe public officials.

A person who commits a criminal offence on beh&lf@mmercial company according shall
be sentenced to imprisonment from six months te figars, with a possible increase of five

years in aggravated cases.

According to article 254 in the Criminal Code, atlpainitive measures include the seizure
and confiscation of the bribe and its proceedsifAag benefit that is received or the value
equivalent in money thereof shall be declared ftafeto the State from the offender or from
the person on whose behalf or in whose favor thipgteator has acted. The anti-corruption
law no. 78/2000 on the Prevention, Finding and shing the Corruption Deeds provides for
measures of conservation to be taken with regarithéoperpetrator’'s wealth if any of the
offences in the law are committed. Furthermore, lraw 21/1999 on the Prevention and
Punishment of Money Laundering addresses the laumdef the bribe and the proceeds of
bribing a public official by establishing as an efte the concealing, converting,
transferring, etc. of property and goods derivedmfrcriminal activity. Laundering is
punished by imprisonment from three to 15 years thiedconfiscation of any good that is
related to the offence, or its equivalent in money.

Under Government Resolution 763/July 26, 2001 thgddal Committee for the Prevention

of Crime was set up with a view to drafting, appneating, coordinating and monitoring
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government policy in crime prevention nationwideneTcentral group of analysis and
coordination of corruption prevention activitiegt sip within the Committee will assure the
implementation and will monitor the National Pragrdor the prevention of corruption, as
well as the National Plan of Action against corropt

The National Committee for the Prevention of Criex@resses the Government’s political
will to apply in a coordinated manner the reformmading to the prevention of corruption as
well as the need of partnership with the sociaugrointerested in applying and monitoring

these reforms.
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Security in the Balkans

Dimitar Mircev
Director, Centre for Security Policy Professor oms®Graduate Studies for European
Integration, Skopje University, Skopje

We all, living in the Balkans today, sincerely legk and hope that the disputes, conflicts,
wars and violence that featured the last decadenaw well behind us. That a new age of
reconciliation, peace, stability, democracy andspssity in the region is now taking place,
making so its fuller integration into Europe easterd feasible. Many questions of the
reasons and grounds for the last waves of turbalecmnflicts and instability on the soil of
former Yugoslavia and the Balkans altogether sgithain unanswered, many of them require
additional studies. One of the relevant questioas whether the events in the region have
had endogenous causes only or external and fofagjors also had played an active role in
their production.

However, what is out of any doubt is the fact tlia¢ international community has
accomplished an indispensable mission in resolamg calming down the conflicts in the
region. Moreover, particularly in the later stagdsthe conflicts, in Bosnia, Kosovo and
Serbia, as well as in the disturbances in Maceddméinternational community proved to be
efficient, harmonized and well coordinated, apaotrf manifesting a firm common will in

pacification and stabilization of individual paesd the region as a whole.

Many components of the collective system of segumitEurope and the world altogether, in
this case have been put and worked jointly, prongydio a practical and effective framework
for the process of peace, stability and democracthé Balkans. As a matter of fact, the
developments and the events on the territory ofmésr Yugoslavia and wider, required
parallel or successive implementation of a var@tyneasures, missions and tasks, possible
to carry out only in a well established, institm@dized and coordinated system. This
comprises for instance- conflict prevention andha&son diplomacy, forces deployment and
direct military intervention, conflict and crisis amagement, separation of armed sides,
disarmament and arms control, peace keeping ancditoniog, peace and confidence

building measures, even institutional building efrtbcratic structures.
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In the case of the Balkans in the recent years,irtipfementation of the variety of such
operations and missions, both demanded and helpextehite an accomplished security
model for the region as well as to test, examing adjust the functioning of the wider
collective security system. Certainly, it is a reatfor further analysis and debate, how
efficient and accorded this model was in practimey individual segments have worked and
what factors have had favorable or unfavorable chpa its performance. But it is out of
doubt that it worked, that it prevented the spi#owf the conflicts and violence, reduced or
resolved many of the conflicts and disputes andgutdo be capable of restoration of peace,

order, respect for democratic institutions and humaluding ethnic rights.

The pillars of this system have certainly been gdad in inter-active roles of:

* United Nations, providing international legal andlifical basis as well as an overall
responsibility of the UN Security Council for keegi and maintenance of peace and

security in any region, including involvement of Udfces.

* The European Union, which, particularly after thaddtricht Treaty on the EU that came
into force in 1993, included an intensive developmand application of the Common
Foreign and Security Policy (CFSP). Apart from thsince the mid 90-s, the EU
countries members of NATO as well, launched thecpobf European Security and
Defence Identity (ESDI) to be built within NATO anslo far, it gave positive results.
Since 2000, regular joint meetings of the EU Raditiand Security Committee and the
North Atlantic Council take place providing reguland close cooperation in security
issues like the position in the Balkans. In the widhe same year, the Alliance and the
Union established even an Ad hoc Joint Working @rooi secure better operational

links.

» The OSCE, which following the All-European Summitli9©90 and the adoption of “The
Charter of Paris for a New Europe”, has developeeratire network of bodies, policy-
documents and infrastructure to answer the chaderyf the peace and security in
Europe as a whole and particularly in the sensitimd risky regions. The missions,
initiatives, monitoring and other task-bodies of @& particularly interacting with other
pillars, proved to play indispensable and most petige role in stabilization and peace
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process in the region. At OSC Summit in Istanb@99, 54 countries signed a new
Charter for European security, providing so a largeasis and support for OSCE

missions even in the Balkans.

« The Western European Union and the Council of Eeitage not less part in shaping the
new European security architecture, contributingsaderably to the Balkans regional

framework of security cooperation and peace process

* NATO by all means represents and serves as a k&yr fia providing and stabilizing the
peace, secure environment and favorable relatioiisel region. Following the London
Summit and the Declaration of NATO in July 199 thlliance has undertaken major
measures to transform itself and create a new isgeumbience. The policy of friendship
and cooperation was launched in that time and edféo all European countries, while
many earlier defence and security concepts have tmnsidered. In 1991, the North
Atlantic Cooperation Council (NACC) was establishbdnging so together the NATO
member-countries and Central and Eastern Europmantrées in their efforts to maintain
and advance the peace and dialogue on commonstgetater on, in 1997, this council
was succeeded by the Euro-Atlantic Partnership €ibyEAPC), a new development

structure for cooperation in the field of defenoé aecurity.

However, for the Balkan region, a turning pointbmilding up the matrix and practices of
collective security was probably the Brussels nmgetif the NATO Council in 1994, when a
major initiative was introduced - to institutioredithe Partnership for Peace (PfP). PfP was a
scheme, which considerably helped shaping the remwriy position in Europe and the
Balkans. More than 30 countries joined the PfRpaeccooperation with NACC and OSCE
was set up, while the strategy adopted meant ievoént of all partner-countries in defence-
related cooperation, mutually or with NATO. It efjyaneant expansion of political and
security cooperation throughout Europe as wellaadifation of the accession to NATO of
all partners interested. Political and Military &ieg Committee of PfP has open 23 areas of
cooperation and most Balkan countries got involvedthem. Several more became

candidates for full membership of NATO, among tH&lovenia, Bulgaria and Romania.
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In addition to this, NATO has launched the SoutktE&urope Initiative, with its
Consultative Forum, activating four pillars of ceogtion as well as the Mediterranean

Dialogue programme, offered also to the Balkan toes

The role of regional structures and treaties iolk@sg conflicts and preserving the peace and
stability in the Balkans has also been visible asdful. The activities of the coordinating
bodies, summits and cooperative fields of the GérEEuropean Initiative (CEI) have had
more than favorable impact on relaxation and pgaoeess in the region. Similar effects
have been generated through the operation of StB€lSoutheast European Cooperative
Initiative, launched in December 1996 and the $8tgbPact for South Eastern Europe
adopted in 1999. This pact, particularly its Wotkimable 1l on Security and Defence
Issues, greatly encourages and streamlines thesetio SEE-countries political, economic

and security integration in Europe.

Owing to the performance of the entirety of thisteyn, to the interaction of all of its pillars
and jointly with national and local forces strivifigr peace, democracy, human rights, for
social and economic reforms, the Balkans is nowlslincreasing its own capacity to secure
lasting peace, to develop democratic political sdand practices, favorable neighborly
relations among the states, tolerable and good-atkaic relations. Armed conflicts, open
inter-ethnic conflicts, acts of genocide, war cranmemergency states, large and uncontrolled
arms supplies, disrespect and offenses of humartsrign a large scale, undemocratic
political practices and governance are either elatad or gradually disappear. The last
parliamentary, presidential and local electionsemeral Balkan countries, including Bosnia
and Herzegovina and Kosovo, but Serbia with Morgemeand Macedonia as well, speak
well of this now prevailing trend. Most of the cdues have now their own programmes and
policies of accession to the EU and other Euro+#itaintegrative structures. Accession to
EU and NATO is, for instance, a policy of all Batkstates and governments as well as of all
significant political parties in countries whichvganot stepped into the integrations yet, and
this factor considerably stimulates the adjustnpntess and overall advancement of each

individual country and of all of them together.
It was great success for both the internationalroanity and the region as well that since

recently, all Balkan countries have recognized thalaes mutually and have also established

diplomatic relations. The economic exchange anibned market are already renewed and
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reestablished in addition to improved links in tlaeeas of transportation, energy,

communications, free-trade agreements and pracedesation and culture etc. Some trans-
or-all Balkans projects like the transport corrgl@ and 10, electrical-energetic systems
linkages, preventing the illegal traffic of drugems, emigrants etc. are well in progress.
Certainly, many serious problems, which could diyeaffect the present position and

security in the Balkans still remain unresolved amake a latent basis for disturbances. The
position and status of Kosovo, of the state of Bitdl of the Union of Serbia and Montenegro
are still undefined and potentially may cause dispuBut at least, preventing mechanisms,
political institutions and encouragement for dialeg, negotiations and harmonization of all
partners do exist together with good common wilthe countries to overcome any dispute

or conflict.

Despite all the favorable developments and tremdsribed above, one can not state that the
Balkans is now stabilized, fast developing in semfseconomy and production, in sense of
democracy and inter-state relations, that is toreatgextent secure and that long-lasting
peace-arrangements already produce effects. Afisigmi advantage is, no doubt, sharing of
common values, horizons and ideas, particularly mmthe elites and leadership in the
direction of European integration and civilizatidn. addition most countries have signed
agreements of different types with EU and NATO fotegration, committing them to
harmonize with EU standards, systems and poliagetions. It is out of question that the
Balkans as a whole could realistically count ot ifutegration in the European structures and

security systems in a decade or less.

However, challenges and temptations to the peadesanurity in the Balkans do exist,
moreover, there is an objective ground on whichhstemptations and even factors of
instability and contrasting interests appear. Oh¢hese factors is the differing political
status and position of most countries, relatingtite European integrative and security
structures. For example, two of the Balkan cousteee already members of NATO, three
other are very close to that status and would foigbacquired it till the end of the year.
Couples of them are members of PfP and EACP, teede not have any status or are
assistance-receivers, even having a protectorataesstThe same is true of the position of

each country relating to the EU.
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Some countries are full members of EU, some ase fiing candidates for full membership,
and some have only Association and Stabilizatioeegents with EU, other have Trade and
Cooperation Agreements. The position of a few ceesitin this sense has not been defined
yet and will probably not be defined in the neaufa. This variety of statuses is surely an
unavoidable fact and could produce even some combemefits: competition to achieve
more, faster, at a higher quality etc.. Nevertlelas also has some, if not numerous
handicaps for the entire region. The trade regimasa-regimes, custom-procedures,
investment-insurances and many other aspects bbege, of the flow of goods, capital and
people etc. are different. This has unfavorableachn the development and performances

of individual countries as well as of the regioraashole.

Several treaties, pacts and policies, the Pacttaifily is a typical example, try to frame
institutions or provisions to balance those diffexes or to create an environment of unique
and unified prerequisites for the interregional memation. The attempts so far have not
produced more visible results. A conviction exiataong prominent experts circles that
harmonizing the position of at least the bulk of states in the region, the promotion of
unified prerequisites and instruments for strengtig their mutual cooperation, common
advancement and balanced or sustainable develogmessential for long-lasting stability

and peace in the Balkans.

The following factor having similar nature and inspan the stability, is in the contrasts and
discrepancies of socio-economic and political, wral educational etc. development among
the countries within the region. Statistics indésathat considerable disparities in social,
economic and human development exist among thetiwesiin the region and then, among
regions in each individual countries. The latterei®n more important since as a rule,
underdeveloped regions are populated by ethnic nitie® which social position and living

standard usually unfavorably differ from that oé #wverage or the majority. Socio-economic
disparities of larger extents have various undbkraffects. For instance, protection of the
more advanced positions and interests or terrgpsing down borders and free flow of
people, maintenance of privileges or deprivatioregjdently connected with positions of
ethnic groups. Altogether social conditions of groucommunities and even state
development, reproduction etc. are different angrofgenerate policies or measures of

protection or aggression, or perhaps productiostefeotypes, prejudices, disputes etc.
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According to the UN an World Bank statistics (Seead illustration “Human Development
Report 2001” of UNDP), all 162 UN members that padduced HD-report were ranked by
their global Human Development Index. The Balkanontoes are ranked on that list in the
following order: 23.Greece; 29.Slovenia; 46.Crgatid7.Bulgaria; 58.Romania;
60.Macedonia; 82.Turkey; 85.Albania.

Other countries did not produce reports, but @gsessed that HDI index of Serbia is around
the rank of Macedonia, that the HDI of Bosnia andninegro is a few ranks lower.
Discrepancies in the development are in any wagidenable and this picture differs greatly
from that of the list of EU countries or from othieuropean regions like- Scandinavia or the
Baltic republics etc. A couple of statistical tablgemonstrating this is annexed to the these

remarks.

HDI is nevertheless only a very general index.dnsists of three groups containing 30
specific economic, education and health indicatdfsindividual groups or individual
indicators are concerned, differences and dispariiok even greater. For instance, the ratio
between the GDP per capita of Slovenia or GreedeAdipania is almost 5:1. While adult
literacy rate in Slovenia is 99,6%, in Bulgaria &amania- 98%, in Albania and Turkey it is
only 84%. We would not here continue presenting, ifgtance, data on employment or
unemployment, indices of poverty, of women’s disgnation. etc. Discrepancies within
individual countries are also extremely large. Mdatger than the corresponding rates of

difference within countries of EU or other region€urope.

Such discrepancies combined with economic stagmabackwardness, primitive agrarian
production, low living standard etc. generate dis&sction among many social groups,
collision of interests, social unrest and frequentparticularly if related to ethnic
communities position, to interethnic and even bevadonflicts. This is why the even,
balanced and sustainable social and economic dawelat of the region, development which
should primarily rely upon collective utilizationf ¢the regional resources and potentials,
human, natural, cultural etc. is an essential prgsite for the efficient collective security

system for the Balkans.
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Panel: Security in Europe

Dimitar Mircev, Director, Centre for Security Pojic Professor on Post-Graduate Studies
for European Integration, Skopje University, Skofdjeriu Muresan, Executive President,
EURISC Foundation, Bucharest and Wim van Meurs,iofeResearcher, Bertelsmann
Group for Policy Research, Center for Applied PplResearch, Munich

96



Interim Assessment of the Convention on the Futuref Europe - the SEE
Perspective

Antoinette Primatarova
Project Director, Center for Liberal Strategies,fao

The task to talk about the SEE perspective on theveéntion on the Future of Europe is
much more difficult compared to the one of the pras speaker Mr. Kremer who had to talk
about the EU Member States Perspective. The redsotiss difficulty are twofold:

Whereas it is more than clear who the EU MembeteStare, the concept Southeast Europe
is quite often changing its content depending andbntext — a purely geographical one, a
geopolitical one, a historical one, an economic ette With regard to the Convention we

have first to define what the relevant content BESnight be.

Once we define what SEE means in the context o€threvention, we might look at whether
there is any such common SEE perspective and jfaoote up with some proposals for the

possible content of such a SEE perspective.

Defining Southeast Europe in the Contexbf the Convention

Officially, the Convention does not apply a speciation ‘SEE-countries’. The countries
involved in the Convention do belong to two majooups -Member statesandcandidate
countries. Obviously, the decision which countries to inwlwas taken on the basis of the
type of relations of the respective countries witite EU —membership or prospects for

membership.

Here the question arises what about the so-cgetntial candidates’ — the 5 countries
from the Western BalkansMacedonia, Albania, Croatia, Yugoslavia, Bosnia &
Herzegovina In geographical terms, all of them are no douBE Sountries. All of them

have according to the ‘potential candidates’ forrmuriospects for membership as well.
Commission’s representatives have made on sevecakmns statements, which create the

impression that membership for these countries lmarenvisaged in some 10-15 years

perspective. It is well known that Croatia most kably will launch its application for
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membership early next year, Yugoslavia is talkibgu launching 2009 or 2010 as its target

date for accession etc.

The President of the Convention, Mr. Giscard d’lstanvited during the opening session of
the Convention its members to formulate their visad an Europe in 50 years from now. So,
the countries of the Western Balkans fall both itt® scope of countries with prospects for
membership and into the stated time frameworkHerenvisaged reform of the EU. They are

however not involved in the Convention in any form.

The consequence of the above mentioned is thatamé& omclude Macedonia, Albania,
Croatia, Yugoslavia and Bosnia & Herzegovina in tjreup of SEE countries in the

Convention.

As regards the countries invited to participatethe Convention, there are several ones,

which in different frameworks are mentioned amon&&E countries. Geographically

speaking, even the Member State Greece does beldhgt category. Hungary and Slovenia

are sometimes mentioned amongst countries in SEE sametimes not. But if we do

concentrate only on candidate countries in the €onon, we will see that there are two

further potential distinctions:

* between thel2 negotiating countries on the one hand, ant@lurkey — anformal
candidate not yet involved in negotiationson the other hand and

* amongst the 12 negotiating countries: betweerilthexpected to becomemembers of

the EU in 2004 on the one hand arBllgaria and Romania, on the other hand.

Even if Turkey geographically speaking does belpadly to Europe and partly to Asia, we
can conclude that for the purposes of this pretientahere are good reasons to consider as
SEE countries Bulgaria, Romania and Turkey dueotergial similarities with regard to their

role in the Convention.

The participation of Bulgaria, Romania and Turkeesl not give us any reasons to assume
that there is any kind of coordination of theirtpapation in the Convention or of a common
view. Thus, the following remarks are to be regdrde a proposal what a common stance of
the three SEE countries might be rather than tagiogk of the present situation.
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Some Elements of a Possible Common Stance of BulgarRomania and Turkey in the

Convention

The previous speaker on the EU Member States pergpdir. Martin Kremer mentioned in
his presentation several times the necessity  tfe rightbalance between vision and

realism relating the concept of realism to the one of eons which have to be met.

My intention was to talk from the perspective oé thhree SEE countries about the necessity
of striking the rightoalance between vision and fearsSo, let me examine in how far we are

talking about one and the same problem or not.

The Bulgarian participants in this seminar are angran emerging debate on the necessity
to consider changes in the Bulgarian Constitutromfthe early nineties. In this context Mr.
Ivan Krastev, the Director of the Centre for Lide®srategies | am working for, suggested
that the existing Bulgarian constitution might lead as a ‘book of fears’: fears Bulgarian
politicians involved in the elaboration of the Cbgion had by that time, the result being a
Constitution with provisions how to prevent whae ttihhan politicians (or at least some of

them) where afraid of and wanted to avoid.

Tempted to apply this metaphor to the Conventiorstdrted looking at the questions
provided for in the Nice and in the Laeken declaret. These are questions the Convention
will have to provide answers to. It didn’t take rhutme to discover that most of the
guestions asked were provoked by problems idedtdgsuch by the present Member States.
Whether we would call these identified problemsncerns’ or ‘fears’ is an issue of style
rather than substance. That is why | fully agrethwir. Kremer that the Convention htas
find the right balance between vision and realisme.g. between playing visionary and

taking into account existing concerns or fears.

There are however two problems in this respecstlljrthe agenda of the Convention is
dominated by ‘concerns’ whereas the members o€Cthvevention are invited by its President
to play true visionaries. Secondly, the agenddhefGonvention has been formulated by the

present Member States and inevitably mirrors theircerns/ fears. Concerns/ fears in the
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present Member States do however not necessdiliéggtreoncerns and fears in the candidate

countries.

In the following remarks | will try to identify soemcommon concerns/ fears for the SEE
countries in the Convention as a base for a passinmon stance. | hope very much that
the future Constitution/ Constitutional Treaty betEU will not read simply as a ‘book of
fears’ (be it the ones of the present Member Statése ones of the candidate countries). It
would however go beyond the scope of this presentdab go into elements of a possible
common vision. Since some of the concerns aredbaltrof lack of vision in the Nice and
Laeken agenda, meeting them might nonethelessokeomore of vision in the final

document.

A first concern is the one related to the narrow content of SEEh& framework of the

Convention and even more so in its envisaged folipw the IGC.

By way of introduction | already hinted at the qowersy of talking about the EU in 50

years from now but not involving the ‘potential daates’ from the Western Balkans. For
some present Member States and even some candalai&ies the option might be to have
some kind of close cooperation with the respeatentries without really considering their

membership. However, for Bulgaria, Romania and &urkn EU without the countries from

the Western Balkans can't be the solution properd A is the common interest of these
three countries to make their position clear in filaenework of the Convention. The three
SEE countries can’t involve the Western Balkanshie Convention proper but they could
and should speak on their behalf as well. Voicihgirt concerns about the place of the
Western Balkans in the future EU Bulgaria, Romeaaria Turkey could at the same time

express their vision about future enlargements.

As regards the follow up IGC, according to the Na&cwl Laeken formula, countries which
will have concluded negotiations by 2004 will béowaled to participate in it as observers.
Bulgaria aspires to conclude negotiations in 2@3nania — in 2004. So, both of them have
a potential chance to participate in the followiligC as observers. As regards Turkey,
however, there is no chance for this country toaienmvolved provided the present formula

would not be changed.
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There are too many statements within the Conventibich refer to changes necessary with
regard to the enlargement with ten more countne2004. There are of course other ones
referring to an Union of 27, 28 or more than 30 rhers. Under these circumstances an IGC
with only 25 participating countries can’t be irgeeted otherwise but than a potential danger
for narrowing down the scope of the envisaged resoand for building further obstacles to
the accession of the countries in SEE. (A narromdloyvn even of the scope of the
Convention might be triggered in the case of a inathe second Irish referendum on Nice
but let us hope for an ‘yes’ and neglect this sgerja Thus, all the three countries should be
concerned about their participation in the futi@®€land voice these concerns individually or
jointly. lIdeas already launched — to extend thekwadrthe Convention beyond summer 2003
and to have it operate in one way or the otheraralgel with the IGC is only one solution,
which might be welcome under this perspective.

A second concerrrelates to the controversy between supportersefCtommunity method
and supporters of the intergovernmental method athher to the way the complicated
coexistence of both methods is presented. The @perio the Community method go
sometimes that far as to speak on behalf of catalictauntries and to attack on their behalf
“Brussels”, i.e. the Commission. In this contextghiels are drawn between the Soviet Union
and the European Union the assumption being thantdes that just recently got their
freedom back will not be eager to be dominatedraggianother ‘Union’. A presentation of
the EU according to such lines is no less than dargaespecially in Southeast Europe in the
broader sense, including the Western Balkans. ¢h sucontext the parallel could be drawn
further — why replace Belgrade by Brussels? Thguemess of the European Union as a very
special model of keeping the right balance betwteemational and the supranational could
be used as a special argument in favor of speegirthe integration of the Western Balkans
into the EU. An intergovernmental Europe dominabgda directorate of some few states
would be however much less attractive to the caesin the region. Moreover, one has to
bear in mind that in the Balkans there is a stréewjing that the complicated historical
heritage of the region reflects the controversiegswben the big powers and their
interference. Thus, the whole of SEE has reasonbeta@oncerned about too much of

intergovernmentalism in the future enlarged EU.

A third concern (and the next one to follow) is not necessarilg only for the countries in

SEE . It should be a concern common rather to aaldidate countries. This is a concern
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about theprinciple of solidarity and the place it is going to have in the futuren&ibution

of the EU. Whereas the concern of the present Me®tagdes about the proper application of
the principle of subsidiarity is on the agenda of the Convention there has heeofficial
mentioning of a concern about the application efphinciple of solidarity. On the contrary,
one might read some concerns about the applicafitime principle of subsidiarity going as
far as to raise the question of re-nationalizatbalready introduced community policies as
fears about the financial implications of the esten of the principle of solidarity to the new

members.

Candidate countries should be really concernedtaheyproper reflection of the principle of
solidarity in the work of the Convention and voittes concern especially against the
background of the summary of the Convention’s tistg phase presented by Mr. Giscard
d’Estaing to several European newspapers shorfigrqddehe summer brake. According to
this summary discussions in the Convention did sttt whereas in the first fifty years of
its existence the EU was rather inward orienteck tirad come now to concentrate rather on
its outward role. Taking such a perspective wouhmoverestimating the role of accession
to the EU of the Central and East European couwnimi¢he overall process of unification of
Europe. Unification will be by far not completedampthe date of accession. CEE countries,
SEE countries including, will need an even strong@mmunity policy for economic and
social cohesion. Thus, inward orientation for tH¢ &ill be a must in the years ahead if

enlargement has to become a success story.

A fourth concern may be identified as regards the discussion albet Unions
competencies. As we well know the whaempetence debatédas been brought into the
Convention more or less as a German concern fochmhd solution was found during the
previous IGC. This debate partly overlaps with dlebate on subsidiarity. But here | want to
raise one special competence for which SEE shdwd s special interest to see it more and
more as an EU competence. This is the competetatdeto Justice and Home Affairs
(JHA). Bulgaria and Romania already made the egped how important it is to have more
of a common policy in the field of JHA as regarte visa issue. As long as the EU didn'’t
have a common visa policy both countries were stnck vicious circle with no chance to
get visas abolished. As regards the future aletl8EE countries in the Convention as well as
the ‘potential candidates’ might benefit from ma@mmon policies in the field of JHA. |

would even go further than that and suggest théit keigard to the next enlargement with the
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countries from the Western Balkans the EU shoyldareconsider its approach and instead
of starting as until now with establishing a freade area concentrate much more on
integrating the future candidates in a common afegustice, freedom and security and

putting them on the ‘white’ visa list as soon asgible. As regards the proposals to consider
common border police all SEE countries should mdawvor of such an approach. The

possibility might be considered to include in thiegaration of a common border police even
countries who are not members yet but have a peapective to become ones in the near

future.
Let me conclude by saying that | do hope that tlea@ntion is going to find the right

balance between vision and fears, on the one leamttibalance between the fears of present
and future member states, on the other hand.
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Executive Director, Economic Policy Institute, Sofand Gabriele Schoeler, Program
Officer, Central and Eastern Europe, Bertelsmannuiiation, Guetersloh during the
presentation on the Austrian Experience in Regi@wbperation
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View to one the venues of the Working Groups aSthmmer Seminar
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