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On the Road to Thessaloniki'’

On June 21, 2003 the European Union (EU) and the Western Bakans countries (WB) are to
hold a summit megting in Thessdoniki. The am is to reaffirm the intentions of both sdes to
work for the integration of the WB into the EU. On the occasion, the strategy of the process of
integration will be discussed. It is mogt likdy that it will condst of an enriched verson d the
dready exiging Stabilisstion and Association Process (SAp). The enrichment can be
influenced, both by regiond and by unilaterd suggestions and initigtives. In this policy brief,
a review of exiding problems in the Western Bakans will be given, the current status of the
SAP will be described, the exiding or emerging new initiatives will be surveyed, and some
regiond and unilaterd, i.e., Serbian, initiatives will be suggested.

1. From the Regional Approach to the SAP

The region of Western Bakans was created by the EU in the aftermath of the Dayton Peace
Accords on Bosnia-Herzegovina. The criterion of this particular grouping was that of security.
The two main generators of criss — Bosnia-Herzegovina and Kosovo - connected, directly of
indirectly, the five countries of the Wesern Bakan region (Albania, Bosnia -Herzegoving,
Croatia, F.Y.R. of Macedonia and Yugodavia). The idea was to use the regiona approach to
both increase security and speed up EU integration. The outcome was disgppointing. The
initid regiona approach to Western Bdkans did not dgnificantly influence the poaliticd
devel opments in the region.

This regiond approach was srengthened after the Kosovo war in 1999. It eventudly became
the Stabilisation and Association process, as it is caled now. The idea was to strengthen the
dability in the region through the process of associaion with the EU. The man instrument
introduced was the Stabilisation and Association Agreement (SAA) that countries from the
Western Bakans were to sgn with the EU. The idea was that the prospect of sgning the SAA
would be attractive enough for the respective countries to fulfil the prerequisites for the
sgning of the SAA. Afterwards, the fulfilment of the SAA would be induced by the prospect
of the membership in the EU. Thus the prospect of association with the EU and the very
asocidion itsalf should be stabilisng.

These agreements should dso have regionad consequences in two related ways. First, regiona
cooperation is explicitly built into the agreements as a condition to be fulfilled, both before
they are d9gned and during their implementation. Second, the progress by one country should
provide an example for other countries to follow, i.e, there should be postive effects of peer
pressure.

Thus, SAAs should affect pogtively both internd and regionad tability (and security) via the
asociaion of the Western Bakan countries with the EU. Up to now, however, their record
been mixed. The firs SAA was sgned with Macedonia. It did not succeed to stabilise the
country at the moment when the agreement was indeed signed. Nether the prospect of the
dgning of the SAA nor the actud ceremony of dgning prevented the eruption of ethnic
hodtilities that brought the country to the verge of civil war. Eventudly the wors outcome
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was averted, but the SAA itsdf did no contribute sgnificantly to the resolution of the conflict
or to the post-conflict gahility.

In other cases, the progpect of sgning the SAA, and thus of joining the SAp, has had rather a
wesk influence on the internd politicd developments in most countries in the region. Until
now, only Croatia has dgned a SAA, but its success is mixed. Though Croaia has now
submitted its gpplication for EU membership, the actua process of raification of the SAA by
the EU member dates is not yet completed for reasons of Croatids falure to comply with
some of its internationd obligations (eg., the co-operation with the Hague tribund). Apart
from Crodtia, Albania is in the process of negotiating a SAA with the EU, while Bosnia-
Herzegovina and Serbia and Montenegro are dill in the waiting room.

In the two latter cases, the prospect of a SAA has proven to be a rather weak incentive. This is
because interna problems have taken precedence over externd benefits. This may change
with the peer pressure intensfying, as more and more Western Balkan countries join the SAp.
There may be a feding thet it is harmful to be left out. Still, it is undear how dgnificant the
contribution of this process is to both interna and externd Stability. It is additionaly not clear
whether the association with the EU, as specified by the SAA, is contributing dl that much to
internd and externa politicd and economic developments. In any case, the consensus seems
to be building that the SAp should be srengthened and enriched. The whole range of
suggestions that have been put forward in the last few months relate to the three problems that
have been identified:

the ends are not clear

the ingruments are inadequate

the incentive structure is not appropriate

Before going into the various suggestions how to address these problems and deficiencies, a
survey of political and economic problemsin the region isin order.

2. The Provisoruim and existing imbalances

The regiona approach to Western Balkans, and then the SAp, was developed on the
assumption that the region is populated with dates. Indeed, the assumption was that the
process of Bakan digntegration — bakanisation - has ended and that the process of regiond
and EU integration can dart. This turned out to be wrong. The process of disintegration
continued and is not atogether over. As a consequence, there has been a proliferation of
political entities that are not redly daes. Thus, large parts of the Western Bakans are ill a
provisorium, meaning that there are gill fundamentad condtitutiond issues to be tackled. The
whole region is in fact dominated by wesk dates, non-date political entities, and even falled
dates or politica entities.

Without going into detalls, suffice it to say tha there is clearly an unfinished process of nation
and dae building in the region. Nation building is a conditutiond issue, while dtate building
refers to the adoption and implementation of the rule of law. Clearly, in a number of cases,
there are serious outstanding congtitutional issues. Furthermore, throughout the region, the
rule of law is yet to be established.

This provisorium is a serious problem, because the process of EU integration cannot proceed
in its gandard form if the candidates for integration are not dates. In this context, a date
means a sovereign entity in the limited sense of an agent that can take up internaiond
contractual obligations. The SAAs, and eventudly membership, are contractud obligations
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that have to be honoured. A politica entity without at least this limited sovereignty cannot be
integrated into the EU in agtandard way.

As the politicd dtuation is non-standard, it has to be redlised that the process of EU
integration has to accomplish two gods: 1. nation and state building; and 2.membership.

It would be naturd to assume that the fulfilment of the firda god should precede the
achievement of the second, but in a number of cases the two gods seem to have to be
gpproached smultaneoudy. It is by now clear that the existing SAP is designed to target both
gods a the same time, but that it redigticaly cannot be the insrument that can be relied on to
achieve both gods. Thus, the SAP will prove to be to dow aslong as the provisorium persss.

This will be the case not only for the congtitutiond and legd deficiencies that political entities
in the region exhibit, but dso because of the digtorted political will that temporary politica
arrangements away's produce. The digtortion will comein two ways.

In one internd politicdl problems will dominate over externd political interests. This is
detrimenta to the process of EU integration because, as a rule, it requires that the politica
will to integrate has to be consstent with, and even take precedence over, the other politica
interests.

In the other, paticular domestic or regiond politicd interets may dominate the politica
agenda and may make it impossble to complete the process of state and nation building let
adone to concentrate on the process of EU integration. Clearly, unresolved security issues
weigh heavily on the palitical agendain many countries in the Western Bakans.

Apat from conditutiond and politicd problems, the Western Bakans have a number of
daunting economic problems. The macroeconomic equilibrium in most countries in the region
is unsugtainable. The three mogt important imbalances are those in the budgets, in the baance
of payments, and in the labour markets.

States and other political entities in the Bakans are big in terms of the use of resources, but
they are weak in terms of the sustainability of their public finances. More pecificaly, as a
rule, Bakan states and other politica entities spend at least lf of the GDP, but collect much
less in revenues, and the difference is covered by aid, soft loans and the sale of assets. Thus,
they face the tough task of the restructuring of the public sector.

External balances are also unsustainable. For one reason or another, countries of WB have
lost their competitiveness. Thus, imports are much larger than exports, often twice as large.
Current account deficits are smdler, but dill high. The difference is covered from transfers
and from sales of assats, and in some cases by borrowing. As the deficits are quite persstent,
borrowing has the tendency to grow and with it the public debt. Indeed, public debt grows
fagter than the GDP, which is one indicator that externa balances are unsustainable.

Fndly, employment is low and unemployment is high in the Bakans. This generd Statement
does not have to be modified ggnificantly because of the high levd of informd economic
activity. In fact, the presence of informa employment only underlines the distorted character
of the labour markets. Moreover, it highlights the falure of trangtion and of inditutiond
reform.



These macroeconomic imbalances will have to be corrected and that will require some painful
adjuments to be made. The process of trangtion from aid dependency to economic sdf-
udtainability has dready darted. In this respect, the SAp is not necessarily of grest help.
Most of the benefits from the SAA ae microeconomic and are in the area of trade and
investment. However, these benefits cannot be exploited to the full if the macroeconomic
dability in a country is not assured. This is often the case in WB and this issue will be
andyzed later.

Thus, the concluson of this part is that both the politicd provisorium and the macroeconomic
imbalances are an impediment to EU integration. Furthermore, these fundamenta problems
are not adequately addressed by the SAp.

3. Proposals for Improvement of relations between the EU and WB

Problems with the SAp that were identified above had led to a number of proposas for
revison or change. The proposds fdl in three man categories of the SAp: incentives,
sability and detination.

3.A. Incentives. The key problem with the SAp can be seen if it is compared with that of
Europe Agreements or of the process of candidacy. Ther content does not differ very much,
but the Europe Agreements signed with Centrd and Eastern European countries (CEEC)
committed both signatories to integration. AS a conseguence, the conditions that the candidate
countries had to fulfil could be seen as beng internal to the very process of accession.
Though accesson was conditioned upon the performance of the candidate countries, these
conditions were not seen as externdly imposed. Thus, the entire pre-accession process was
seen & an opportunity rather than as a set of barriers to integration. From the very beginning,
there was no doubt that the integration would teke place, and the only question was when it
would happen. Indeed, this type of incentive must have been right because the more
pessmigtic forecasts were that the actua accesson would not take place much before 2010.
While in fact it will take place in 2004. Also, unlike what was initidly expected, the 2004
enlargement will encompass a much larger number of countries.

Therefore, in the case of the Europe Agreements, both the individud incentives and the peer
pressure worked to speed up the process of EU enlargement.

In the case of the SAp, the basc incentives are different. The commitment on both sdes is
conditiond. It is dso asymmetric. The EU offers a vague perspective of membership with the
sgning of the SAA with a Western Bakan country. The SAA has to be implemented by the
country in question, but that does not automatically lead to candidacy, or to negotiations for
membership. This means that the conditions are not internd to the process of accesson, but
ae linked to the implementation of the SAA itsdf. Thus they ae percelved as being
externally imposed on the country that has Sgned a SAA with the EU.

Thisis the commitment problem. Unlike the Europe Agreements, the SAAs do not commit
the contracting parties to integration and thus lack a certain degree of credibility. The idea
behind the SAp is that it should goply pressure on the countries in the Western Bakans to try
harder in order to quaify for membership. The result, however, often is that they are not
credible enough to dicit even that much effort that is necessary to implement the SAA itsdf.
Indeed, as dready mentioned, the prospect of dgning an SAA is often not attractive enough
for a country to redtructure its politicd agenda. Once singed, however, the end that it should



lead to, i.e, the accession to the EU, is often perceived as too distant and too uncertain to have
much of animpact on loca palitics.

This is the essence of the commitment problem. The a im of the different agreements with the
EU is to dart the process of integration which should lead to significant change in the internd
politicd agenda in such a way tha the issues of integration would increasingly become the
focd points of government’'s agendas. In order for them to play such a role, the prospect of
integration should be credible and vigble. Then, on one hand, the opportunity cost of dedling
with integration issues rather than others will be more acceptable and, on the other, the
political parties competing for power will have to campaign on a pro-European platform. If,
however, the process of integration lacks credibility and is pushed into a more distant future,
it will have litle impact on domegtic politics In the sense of credibility, the commitment
engendered in the SAA is somewhat deficient.

The obvious way to ded with this problem is fo raise the level of commitment. Currently, the
EU tends to argue that it is obvious that Balkan countries are a part of Europe and that the
completion of the process of EU enlargement is indeed unthinkable without the integration of
the Bakans. Thus, the EU tends to say tha it is “firmly committed to the eventud integration
of the Bdkans'. This, in itsdf, is not very convincing. Consequently, proposds arose to
strengthen the commitment in substantive, procedurd and financia ways.

Strengthening  the  substantial commitment IS perhgps the mog difficult and the most
controversdd. An example may be helpful to undersdand the problems involved. The example
is the EU involvement in the conditutiona transformation of Yugodavia into Serbia and
Montenegro. This is something that is perhaps appropriate for the EU to get involved in if the
country is a candidate for membership, because the issue is one of conditutional change,
involving the EU in the process of nation building. Strictly spesking, this can be judtified only
if it is based on the definite commitment of EU nembership. Otherwise, it could lead to more
problems than solutions.

This example can be generdised. As dready mentioned, conditutional problems are rather
vitd in the Western Bdkans. EU’s involvement in resolving them may be wedcomed if it is a
part of the accesson process. In that case, the EU may be committing itsdf to accepting into
membership nations and dates that it has helped creste. The countries themselves would aso
commit themsdves to cetain conditutiona arangements on the assumption that they are
doing that as members-to-be.

This generd rule would provide another solution from the one currently applied in yet another
specific problem. The gatus of Kosovo could be perhaps more easly determined if it were
subject to accession regotiations. If Serbia and Montenegro and Kosovo were al percelved as
candidates for EU membership, irrespective of their current mutual relations, it might be
eeder to ensure ther compliance with certain find politicd solutions than if those solutions
have to be discussed and negotiated outsde of the process of EU enlargement. Indeed, the
SAPisadl but ingpplicable in this particular case.

The concluson is tha substantive commitment on the pat of the EU would give more
credibility to itsrole in the process of nationa and state building in the Balkans.

It would be difficult to move towards desper subgtantive commitment without introducing

changes in the existing procedure. At the moment, the EU publishes progress reports on
Wesgtern Balkans. However, if there is to be some change in the substance of the EU
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commitment, increasingly the method of screening would have to be used. Tha means tha
the EU would be overlooking the progress in individud Western Bakan countries very much
as if they were candidate countries. The procedura difference is not only a methodological
one but aso one of commitment. If the EU were to sart screening WB countries for their
progress in saisfying the Copenhagen criteria that would mean that they would signd their
commitment to accept these countries into membership once they do succeed to satisfy these
criteria. Therefore, procedurd changes in the way Western Bakan countries are monitored
should represent higher commitment on the part of the EU.

Many suggestions for improvement of the SAp involve suggestions for increased financial
help and involvement by the EU. Mogt suggestions go in the direction of budgetary support of
one kind or another. Given the dready mentioned fiscd problems in the whole region, that
will certainly be seen as a welcome initigtive. The leading idea is to extend some form of
sructurad funds and/or cohesion facility to the region. Those funds would be project based
and would have some degree of co-financing. In this manner, both the economic and
ingtitutiond development would be supported. Not only would an investment in, for ingance,
communa services become possible, but the loca public agency would get greater
importance and the interest for public services and public governance in generd would
increase,

This may be hdpful for the other type of financid flow that is, in fact, much more important.
The key to devdopment in the Bakans is the increase in private investments. With increased
finandd commitment by the EU, the risks of invesing in the Wesern Bakans should
decrease. Experience shows that in most candidate countries the prospect of EU accesson
was accompanied by dgnificant increases in private investments. However, the risks would
dill reman quite dgnificat. Those would have to be identified and instruments could be
developed that would lower them. This is a very important area in which the EU could
contribute very much to the development of the Western Bakans. A new proposal to that
effect will be madein the last section of this paper.

Also, with the objective of increesing the flow of direct foreign invesment, the EU could
indst more than it does now on the respect of the rule of law. Mogt investors, foreign and
domegtic, complain that the commercid and generdly busness law in the region is rather
week and its implementation rather errdtic. The legd and other adminidrative risks, many of
them introduced and sustained for purposes of creating opportunities for corruption, put up
sgnificant barriers to private investments.

The commitment to integrate could be drengthened with the further emphasis on regionalism.
As dready mentioned, the regiona approach to the WB aose due to regional security
problems. Those have not disappeared. They can be addressed in two different ways.

One isto treat everybody equally. This strategy proved to be effective when it was introduced
in Central and Eastern Europe. Also, though the two Balkan candidate countries, Bulgaria and
Romania, did not succeed to accede to EU membership in the fird wave of Eagtern
enlargement, they made greater progress when they were included among the candidates than
when they were left out during as second-tier candidates. As for the others, clearly the
opportunity given to the Bdtic countries and to, for indance, Sovakia, provided the right
incentive to them to try harder to stay in the club rather than drop out of it.

In the case of the WB, this is not the principle that is followed. Though the regiona approach
was explicitly adopted, unlike in the case of the CEEC, that approach has had very little
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influence on the SAp. Indeed, the EU has been more prone to distinguish and discriminate, so
that in the WB practicdly every country has a different arrangement with the EU. The SAp,
though applicable to adl WB countries, is implemented on a country-by-country bass,
dimulating jedousy and resentment rather than peer pressure. The regiona gpproach should
imply equd trestment of al countries in the Western Bakans. This could be achieved by
placing dl of them initidly on the same levd in the SAp.

The other ement of the regional agpproach is to reward the peace-makers. This generdises
on the experience of former Czechodovakia The split up of that country was peaceful manly
because the Czech Republic decided that reforms and EU integration were more important
than the preservation of the common country, which clearly many Sovaks did not redly
want. The EU rewarded this attitude by treating the Czech Republic as a leader in reforms and
integration.

Smilaly, in the WB, countries that are ready to leave bakanisation behind and endorse EU
integration should be rewarded by a speed up in their accesson to the EU. Perhaps Croatian
evolving policy towards Bosnia-Herzegovina can be teken as an example. Unlike the pre-
2000 government, which was not very popular with the EU, the current government is moving
towards the policy of respect for the sovereignty of Bosnia-Herzegovina and a minimisation
of specid reaions with the Croat community in that tate. Clearly, this policy hes aready
smoothed up some of the problems Croatia has had with the EU and it will, if continued and
srengthened, increase its credibility as a candidate for EU membership.

Indeed, the policy of “specid rddions’ and of cregtion of “political entities’ is not
concordant with that of EU integration. It is a left over from nationdigtic policies that were
the root cause of the post-socidist bakanisation. In some sense, the success of the policies of
EU integration can be messured by the speed with which these policies of further
bakanisation are abandoned. In any case, rewards in terms of the acceleration of EU
integration should be put in place in order to influence the turn around in the Bakan poalitics.

3.B. Stability. As dready argued, the very exigence of the WB region, and the fact of its
delayed integration into the EU, is modly the consequence of the politicd and economic
ingtability of this region, or a group of countries, that are mainly the consequence of serious
security problems. Before discussng the security problems themsdves, few words will be
said about the palitical and economic ingtabilities that need to be addressed.

Political instabilities ae the consequence of the conditutiond deficiencies that were
mentioned above. Those impede the devdopment of certain politica inditutions and
proceses that are essentid for the emergence of legitimate politicd sructures that are the
only ones that can guarantee enduring politicd dability. Those can be cdlassfied as
deficiencies of democracy, rule of law, and liberdisation.

Democracy. Due to the predominant concern with security, democracy was not the first item
on the politicd agenda of the internationd involvement in the region. For this reason, the
whole region is just entering the process of democratisation. There is no need here to go into
detals and to discuss paticular cases. It suffices to say tha force and money were the
indruments of conflict- and post-conflicc management that were preferred to democracy.
These have fueled corruption and resentment rather than dability and legitimacy. This has
been changing recently, but too dowly. In some cases, anti-democratic procedures and
inditutions are built into the conditutiond set up and stand in the way of democratic
development. In other cases, democratic development is delayed till such time when some of
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the desred changes and reforms are introduced in an authoritarian manner. All these
gpproaches are misguided and should be abandoned by the EU as soon as possble. Rather
than waiting for stabilisation to foster democratisation, democracy should be seen as the main
ingrument of politica sability.

Rule of law. The same problem is with the rule of law. For reasons of security, discretion and
outright authoritarianism were accepted and even promoted by the internationa community,
the EU included. It is clear now tha without the rule of law neither politicd nor economic
dahility is in fact atanable or susanable. Of course, the introduction of the rule of law now
is more difficult because the initia grievances have been compounded with new ones that are
piled up congantly. Thus, with the passage of time the introduction of the rule of law
becomes more rather than less difficult. The EU should indgt on thig if it is to indst on
anything. After dl, the man indrument of EU integration is legd regulaion and that
ingrument is unusable if the rule of law does not exist or is a least being devel oped.

Liberdisgion Internationd involvement has reied more on amy and police than on rights
and freedoms. Again this was due to security concerns. However, with the greater reliance on
the rule of law, liberdisation can be expected to contribute more to sability then force and
money can. In fact, lack of liberdisation produces incentives for the growth of informa and
even crimind politicd and economic behaviour. In addition, it induces condant competition
or even conflict over public resources rather than fostering the development of the private
sector and the civil society. Liberdisation should hdp not only interna security, but dso
external security. This relates to the ease with which people can travel and communicate.
Thus, it involves changes in the visa regime and in the whole complex area of the way borders
are organised and managed in the region. Bringing borders and walls down should not be the
end result, but an instrument of interna and externa security in the region.

The drategy toward economic indability. The EU, and internationd involvement in generd,
gpplied an economic strategy that can be described thus:

From aid-dependency to self-sustainability.
The am itdf, sdf-suganability, is not controversa, though it can become ambiguous in the
context of EU integration. However, and much more importantly, the ingruments of
achieving this end are a different matter. In a number of cases, suggestions are made that ad
should be subdtituted by another nonstandard instrument of economic support. This is
misguided. In fact, the strategy should be:

From aid-dependency to normalcy.
As discussed above, the WB are burdened with significant macroeconomic imbaances. Some
of those have been exacerbated by the policies of foreign aid, macroeconomic stability and
trangtion.

Aid and official transfers tend to disturb the fiscal balance. In a number of economies in the
WB this has indeed happened. There is no easy way out of this predicament. Clearly the god
should be to substitute soft sources of financing with those that can be secured through taxes
and commercid borrowing. The indrument should be the hardening of the fiscd condraint,
an equivdent of the hard budget condraint in the enterprise sector. There is no reason why
this should lead to undue problems because there is quite a lot of room to broaden the tax base
and there is sgnificant room to decrease public expenditures. (E.g., informa economy when it
comes to the tax base and wages and sdaries in the public sector, subsidies and security when
it comes to public expenditures.)



Macroeconomic stability in the WB is manly an issue of gppropriate monetary policy
because al the countries have adopted one or another verson of a fixed exchange rate, and
some entities have adopted the euro outright (Montenegro and Kosovo). As a conseguence,
the competitiveness of the whole region has suffered and large trade deficits have st in. In
such circumgtances, flexibility of the labour and product markets is of crucia importance,
which however is non-exigent outdde of the informd economy. Thus, price ability, which
is more or less achieved in the WB, is bought at the expense of persstent external imbaances.
Since these are amdl economies, the falure of export led growth implies dow economic
recovery.

This issue is important because of the fact that it is hard to expect that loca currencies will
manage to gain enough credibility to dlow more room for an active monetary policy. For that
reason, a suggestion that was made some time ago to introduce euro as legd tender into the
region may be ill of some interes. Clearly, euroisation with the EU consent would be
preferable to the unilatera one. There is, however, no will in Frankfurt to support such a
move. The issue should not be consdered as closed, because practicdly dl neighbouring
countries, with the possble exception of Romania, are or soon will be pat of the euro
monetary area. The EU may, therefore, rethink the strategy of euroisation that could happen
sooner rather than later in the Bakans.

Fndly, transition has degpened the problem that is certainly the most important one, and that
is unemployment. In fact, both employment and unemployment are rather problemdtic. In a
sense, the problem of employment is thet of the incentives for employers to employ. As the
public employment is too large as it is, the red issue is the development of the private sector.
Though, in principle, private initiative should spring up spontaneoudy, the inditutiona and
market environment does influence its development. The obvious suggestion has been to look
towards the cregtion of a facility smilar to a development bank for the WB in the EU. This
idea has two sides. On one hand, the EU is probably not the best place to look for the crestion
and implementation of drategies for devdopment. On the other hand, it is not clear whether
the employment problem in the WB is a developmentd one. In the WB, entrepreneurid skills
do not seem to be lacking. Also, the skills that the potentid employees possess are far
superior to those that can be found in atypical underdevel oped country.

Thus, the problem of development in the Western Balkans may be better dedlt through proper
macroeconomic adjustments, through the increase of market access and through inditutiond
development. In dl the three areas, the EU can contribute significantly.

3.C. Security. All these suggestions for improved EU involvement in the WB have to be seen
in the light of the pergstent security concerns. Although the threats to serious destabilisation
have subsided, the pre-eminence of security problems in the minds of the internationd
community and the EU itsdf is dill a fact. This is egpeddly true when internd security
problems are added to the externad ones. Indeed, crimindity is seen as even more of a
problem then military or para- military conflict.

As dready mentioned, security problems are connected with nation and date building. The
EU, together with the internationa community as a whole, has taken the approach that
solution to security problems take precedence over those of nation and state building. This has
predictably led to less than optima results. The reason is, of course, that nation and date
building ae the man indruments of deding with extend and internd security. In ther
absence, internationa involvement is a rather poor subdtitute and in any case dows down the
desirable political developments.
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The clear example is the strategy cdled “standards before status’ in Kosovo. This is presumed
on the posshility of standards being satisfied without the desired gtatus being achieved. This
is not necessxily infeasible in theory, but it is a very complex and complicated drategy in
practice. As a ddaying mechaniam, it is of course qute efficent. Practicadly the whole
provisorium in the WB is sustained on the same assumption that tough decisons have to be
put off and dedlt with after one or the other security problem is solved.

An dternative drategy would involve a head on approach to the main outstanding problems
of nation and state building in the region. Without going here into the particular problems —
some of those will be discussed below — a change in the strategy would be:

To support the process of nation and state building within the credible, structured and
enhanced procedure of accession of the Western Balkans into the European Union.

Once the prospect of EU membership becomes an operationd redlity rather than an idedised
perspective, most problems of nation and state building will be much easier to solve because
they will be seen in a different — European rather than nationdigtic — light. In that context,
dandards will be easer to saidy, as will the other instruments of convergence, trangtion and
development.

4. Conclusion on the general framework

Mogt of the improvements being suggested in preparation for the Thessadoniki Summit relate
to the existing programme for the WB, the Stabilisation and Association process. Therefore
they work within the logic and strategy on which that programme is based. That drategy is a
mixture of second best solutions for protectorates, wesk dates, faled states and for podt-
conflict nation and dtate building. If adopted, they will perhgps lead to an increase of financid
support (this is not ensured, however) and to a more active diplomatic activity. This would not
do much, and certainly not enough, to address the fundamenta politicd and economic
problems of the region.

Therefore, from a methodological point of view, which could aso be a mgor substantive
breakthrough, a move from second best to first best policies would be desrable. That is the
policy of enhanced commitment on both the EU and the WB Sdes to integration.
Operationdly, that would mean that these countries would be — de facto if not de jure —
promoted to candidates for membership and would in practice take over the criteria of
implementation and the mechanism of supervision gpplied to accesson countries.

The change in commitment on both sdes would bring about a move towards the reliance on
norma mechaniams of nation and date building, trangtion and integration. In that context, the
generdised policy of “sandards before datus’ could meke sense. The datus would be
membership in the EU. Standards would be the usud Copenhagen criteria that entall, inter
alia, the determination whether a country is a functioning democracy that relies on the rule of
law, induding the protection of human rights and the right of minorities, and is a functioning
market economy that could withstand competitive pressures of the common market.

That would lead to a dgnificant change in the domegtic palitica agenda in the countries and

political entities in the region, as wel as to the levd of involvement of the EU. In that context,
issues of nation and dae building would have naurd solutions that would have a very
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important consequence for the security of the region. In a sentence, the drategy could be
summarised as:

Status (candidacy) before standards, and then standards before status (membership).

Apat from nation and dtae building issues, other issues could be dedt with more naturdly,
i.e, in a normd fashion. In trade rdations, the EU could behave as if it had a unilaerd
cusoms union with the WB region. In other words, the EU could remove dl redtrictions to
imports from the region and accept the existence of tariffs for its exports to the region for a
certain, but not very long period of time,

In helping the remova of macroeconomic imbadances, the EU coud support indirect policy
co-ordination in the region via its own monetary and fiscd policies. That could involve a
srategy for the adoption of the euro and a programme for fiscd sugtainability.

Directly and indirectly the EU could hdp promote the flow of direct foregn investment into
the region, that being the key to long-term sustainable growth of the WB. The EU could work
on competition policy with the view of heping the region to regain its competitiveness and to
increase employment. In that context, devedlopmenta programmes aming a the setting up a
loca physicd and ingtitutiona structure could be quite useful (e.g., Sructurd funds).

Last but not leest, the EU should lift the remaning redtrictions on the freedom of movement
of people, eg., introduce a visa free regime.

The countries in the region, on the other hand, would commit themsdves to working for the
solution of their outstanding problems within the agenda of EU enlargement and within the
conditution of the future member dates. That means commitment to democracy, rule of law
and respect for human rights.

4. A Proposal for the Strategy of Serbia

Serbia has an interest for the EU accesson process to be accderated, for its regiond
dimenson to be enhanced and for standard pre-accesson and accesson instruments to be
used as much as possible.

The preference for the acceleration of the process is the consequence of the fact that Serbia
would have certainly been among the countries now joining the EU, had it not been for the
disastrous policy of bakanisation that was agpplied in the nineties. Serbia should support as
high a level of commitment on the part of the EU, and the implied commitment on the part of
WB countries, as is possble. The best would be to transform the SAA ito the Europe
Agreement and the procedure to that gpplicable to candidate countries. This would put dl the
countries in the Bakans (not only in the WB) on the same footing. As argued above, that
should lead to a“co-operative competition” deveoping.

The commitment that Serbia would have to make would be that all the outstanding issues of
nation and state building would be resolved within the process of EU integration. If the
proposd to resolve state and nation building issues within the process of EU integration Were
accepted, that could mean that the union of Serbia and Montenegro would have to be
reconsgdered, once membership is within reach. Serbia has no particular interest in sharing its
membership in the EU with Montenegro on equa terms. In terms of members of parliament,
people employed in the EU inditutions and in term of financid assstance, joint membership
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could prove to be a source of frudration if, for ingance, the didtribution of benefits would
have to be equd, whatever that might mean in practice.

Also, and partly for the same reasons, it might not be in the interes of Serbia to share its
membership in the EU with Kosovo. Indeed, the solution of outstanding nationd and legd
issues with Kosovo should be seen within the condtitutiond framework of the EU as it exists
in practice, and may exis eventudly de jure too (once the EU condtitution is adopted and its
implementation advances). In that context, the exiging solutions with politicd entities and
guas- protectorates will have to be phased out.

The lagt point about the meaningfulness of political entities gpplies to the conditutiona
devdopment in Bosnia-Herzegovina. Agan, seen within the context of EU integration, the
issue of nation and deate building in Bosnia-Herzegovina looks quite different than within the
context of post-conflict management, which isthe way it functions today.

Thus, the acceleration of the process of EU integration would lead to a rather naturd and
peaceful resolution of the outstanding problems of naion and dae building in the whole WB
region. No serious internd politicd problems should aise if, in exchange for EU
membership, Serbiawere to accept EU solutions for its congtitutiona problems.

The preference for the regional dimension of EU integration is the consequence of the fact
that Serbia partakes in practicdly dl the security problems in the WB region. Thus, it benefits
not only from its own advancement, but dso from the advancement of the others. And,
symmetricdly, it shares in the costs of delays and postponements. For the acceleration to be
an acceptable srategy for Serbia, it would need to have a regiond dimengon. Clearly, Serbia
has an interest not to be left behind in the process of EU integration. As could be seen in the
context of the forging of the union of Serbia and Montenegro, the dowdown is very cosly.
The same would be the case if other outstanding issues were to be solved prior to starting the
negotiations for membership. That would, for indance, mean that Serbia cannot hope to
become a member of the EU before the fina Status of Kosovo is resolved, and before the
negotiations with Kosovo were to art. Thiswould be very risky in terms of time.

Therefore, Serbia should argue for a regiona approach to the procedure that governs the
process of EU accesson. Then, it would be up to individua countries and territories to
compete with each other and to advance as fast as they individudly can. In the end, peer
pressure would work for the whole region entering a the same time, but not at the speed of
the dowest one but at that of the quickest one.

The preference for the use of standard instruments is the consequence of the fact that Serbia,
gmilaly to Crodia has the potentid to adopt normda indruments of internationa reations
and of EU integration. It does not need to rdy on measures and indruments that may be
appropriate for protectorates or other types of provisoria. Normaisation through the speedy
adoption of the EU standards should be the guiding strategy for Serbia

Concrete proposals

As mentioned earlier, a number of proposas have dready been submitted by various
interested parties with regard to the Thessdoniki Summit. The concrete proposas presented
here are those that are condgent with the generd framework discussed above. In some
indances this will mean a repetition of proposas dready brought into the discusson. But in
some cases the proposals are new.
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The Summit Decdlaration should contan a wording on the mutud commitment that
would go beyond the “Potentid Candidate’ contained in the Zagreb Declaration.
Idedly, the commitment would replicate the commitment contained in the Europe
Agreements, ahd would include some notion of time for candidacy.

The noun “Stabilisation” should be dropped from the SAp and an dternative, like
Association Partnership should be consdered. That would indicate the normalcy
rather then the provisoria aspect of the WB region.

The exising proposd to add Western Bakan countries to the commissoner for
enlargement should be supported.

In terms of instruments, the screening process, though it has certain drawbacks, should
be used initsfull scope.

the EU should enhance its macroeconomic function by moving faster towards the
extenson of the four liberties to the Balkans.

In a more ambitious agpproach, the EU should support a move towards regiona policy
co-ordination via co-ordination with the EU. That would imply an incressed role of
the ECB (European Centrd Bank), and an indirect co-ordingtion of the exchange rate
palicies in the region as well as the co-ordination of eements of the fiscd policy (as
much asit dready exigsin the EU).

If, in addition, finahcid mechanisms are developed to support investment activities,
the region could experience sudained investment and export led growth. The creation
of a Fund to safeguard against political risk would go along way in attracting direct
foreign invesment. With a commitment of, say€100 million (of which very little
would be actudly used), hundreds of millions of euros perhgps billions, could be
drawn into the region. Alternatively, a structure of guarantees could be developed.
Given that the banking sector in the region is manly populated by foreign banks,
mainly of EU origin, it should be rdatively essy to work out a way in which these
banks could support much more investment in the region than they are doing a the
momert.

The EU should be encouraged to introduce a unilatera customs area with the Western
Bakans.

The idea that CARDS should be dsremgthened with pre-accesson and cohesion
funding should be strongly supported.

Also, pre-accesson financing should be extended and indeed strengthened, perhaps
with some means that are applicable to member countries, and have been extended to
candidate countries too (e.g., structura adjustment funds).

Bilaerd and/or multilaterd twining-like programmes should be introduced, given the
positive experience with this insrument in current candidate countries.

It would be helpful if the EU were to open certan community programmes to the WB
region, such as COST, EURECA, TEMPUS, TAIEX, Socrates-Erasmus Intelligent
Energy in Europe, eContent, and the like.

Liberalisation of the visa regime, both with the EU, and within the region would be
welcomed.

On their behdf, the countries of WB should:
Embrace the Lisbon Strategy in their process of adoption of the Acquis
Communautaire
Progressively introduce the principle of additiondity i.e. co-financing of projects
with the EU
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Accept to make plans of utilisation of budgetary sources and CARDS funds, smilar
to the Nationa Programmes for the Adoption of the Acquis in current candidate
countries.
Specificaly, Serbia should commit to a faster and broader process of reforms, particularly in
arees tha have been dngled out as vitd to the process of democratisation and creation of a
market economy, such as:
. Full divilian control of the Army?
Full cooperation with the Hague Tribund
Reform of the judiciary
Adoption of new laws on political parties
Adoption of laws on media
and a whole range of laws in the sphere of economics and finance which would bring
it even closer to afull-fledged market economy

2 Thecivilian control of the Army and the cooperation with the Hague are in the competence of the state union of
Serbia and Montenegro.

15



BELGRADE CENTRE FOR EUROPEAN INTEGRATION (BeCEI) is a non
governmental “think tank” which gahers leading Serbian and foreign experts in politica,
economic and security reforms that are necessary for the Euro-Atlantic integration of Serbia
and Montenegro.

BeCEl's man role is twofold: to hep the government's reform agenda with independent
research and consultancy, and to help the public undersand and participate in the country’s
full integration especidly into the European Union. BeCEl performs these roles through its
policy-oriented studies and other publications, through education and training for people from
governmental and non-governmenta organizations, and through public awareness campaigns.
Following previous engagement of its members in many regiona projects, BeCEl puts specid
emphasis on this aspect of its work, and cooperates with smilar think tanks coming from, or
dedling with, South East Europe.

Publications:

EVROPSKI FORUM (EUROPEAN FORUM) — Monthly on European Integration, in
Serbian, published as a supplement to the Belgrade-based weekly Vreme, each last week in
month (in cooperation with Pax Christi Netherlands and Centre for the Development of
Serbia). Editors: Aleksandra Mijalkovic and Jovan Teokarevic

EUROPEAN BALKAN OBSERVER - Electronic bi-monthly in English on European
integration of the Western Bakans (n cooperation with the Vienna Institute for International
Economic Studies). Editor: Florian Bieber

BeCEI Director:.
Dr. Jovan Teokarevic

BeCEI Board:

Ivan Vejvoda, Chairman of the Board, Adviser to the Prime Minister of Serbia
Vladimir Gligorov, Viennalnditute for International Economic Studies, Audiria
Heather Grabbe, Centre for European Reform, London, UK

Thanos Veremis, Eliamep Ingtitute, Athens, Greece

Ferenc Miszlivetz, Ingtitute for Socid and European Studies, Szombathdly, Hungary

Address: Vitanovagka 23, 11000 Belgrade, Serbia and Montenegro
Info telephone: (+381) 63 442 442
Fax: (+381 11) 646 025
E-mail: info@bece.org
www.becei.org

16



